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A word from the
editorial team

'Islamic Finance' seems to be the new buzzword in business circles
these days. And with good reason. With an estimated 1.8 billion
potential consumers, the Islamic world presents a huge potential for
businesses worldwide. Banking is one industry that has taken advantage
of this potential. Since the opening of the first commercial Islamic bank
in 1975, Islamic finance assets have grown to an estimated USD 950
billion in 2009, defying a recessive market.
But not all is well in the land of Takaful and Shari'a. The pressure now is
on these financial institutions to maintain authenticity and integrate
fully into the mainstream global financial market. In this issue of Middle
East Point of View ( ME PoV) we take an in-depth look at Islamic
Finance and examine its need to invest in an asset it has sometimes
been missing: thought leadership.
That is not all what is on offer in ME PoV. In our tradition of sharing the
expertise and independent views of our partners and practitioners, and
hosting visiting authors, we offer you a select array of pieces on many
hot topics in the region, that include opinions on financial market
efficiencies, developments in the Middle East hospitality industry, an indepth piece on the current unwinding of the global economy, an expert
opinion on the protection of company data on information
superhighways, and an analysis of how the public sector in the GCC is
making strides in providing services to its citizens.
Moreover and with talent related concerns uppermost on the minds of
regional leaders, we dedicated two articles on talent related topics.
When it comes to gender equality, few achievements can compare with
the rising role of women in governments worldwide, so we share with
you a Deloitte study and recommendations on how the private sector in
the region can look at lessons from the public sector. But are these
enough? A close look at the Human Resource services in the region
point in one direction only: that of 'No Return'.
And lastly, will 2010 see the emergence of one language in financial
reporting, that of IFRS? Or will the GCC region take to VAT? Probably
not but we will certainly continue to inform you about all the burning
issues in, and of interest to, the region in what we aim to be a timely,
though not time-constrained, publication.
We hope that this issue delivers on its promise of being both engaging
and informative.
ME PoV editorial team
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Islamic Finance

Thought
leadership:
the neglected
essence of
Islamic Finance
Have Islamic Financial Institutions
(IFIs) around the world, including the
Gulf region, been so busy structuring
products and services that they have
overlooked the importance of
communicating the essence of Islamic
Finance? This brief analysis suggests
that investing in thought leadership
programs, a hitherto neglected asset
class, is an essential tool for the
continuity, practice synergy and
improved business performance of IFIs.
However, past experience of IFI practice
differences, regulatory discrepancies
and market divergences show that
practice harmonisation has a
challenging path ahead.
A Middle East Point of View | August 2010 | 7

Regulatory inconsistencies within some practice areas of
Islamic finance has inhibited industry growth and
created performance gaps. More importantly, they have
slowed its expansion and integration into the world
financial market. It is evident that IFIs, largely driven by
commercial goals, have not done enough to converse
the fundamental nature of educating and
communicating Islamic Finance’s social and economic
value propositions.
This is an issue that is high on the agenda of several Gulf
IFIs (GIFI) and comes at a critical time of their history for
three reasons: since the early twenty first century, GIFIs
have expanded by leaps and bounds both in market
capitalization and cross-border investments. Secondly,
they have developed important institutional regulatory
and industry frameworks designed to improve services
and standardize practice. Thirdly, concerns about their
structures, operations and practices pose special
challenges for long-term sustainability.

Thought leadership in Islamic
Finance is playing an increasingly
important role in many individual
organizations. What is missing is
a more holistic and strategic
approach to identify and align
industry leaders to develop, adapt
and enforce a harmonized and
standardized set of best practices.
Leverage on practice synergies
Undoubtedly, thought leadership in Islamic Finance is
playing an increasingly important role in many individual
organizations. What is missing is a more holistic and
strategic approach to identify and align industry leaders
to develop, adapt and enforce a harmonized and
standardized set of best practices. The common
attributes for such an approach include developing a
coherent code of practice that addresses the different
financial and Sharia governance and application
methods within the industry worldwide. Hence, a
thought leadership initiative becomes the lead advocate
for this task, which will be aimed at measuring,
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improving and adapting a Unified Code of Practice
(UCOP) in Islamic Finance.
The process of aligning industry stakeholder practices
and the more ambitious goal of developing a unified
code of practice are of paramount importance.
Nevertheless, the success of a thought leadership
initiative relies on developing a workable, yet efficient,
model to energize thought leadership programs in the
industry and benefit from the experience of different
practices across the world.
Strategic benchmarking in practice
A thought leadership initiative in Islamic Finance requires
the collective efforts and support of its industry
stakeholders. The factors underpinning its effectiveness
lie in creating a sense of urgency and unified responses
to the challenges that impede its growth and prosperity.
This can be achieved through a strategic benchmarking
process to identify best practices within the industry, for
example, the products and services created, offered and
delivered by GIFIs. The main objective of this process is
to understand, evaluate and improve performance gaps
and differences in practice. This is especially relevant for
IFIs within the GCC countries, let alone practices in other
jurisdictions such as Malaysia or Europe.
There are five broad areas of thought leadership
proposals for benchmarking research, assessment and
improvement of practices. These are:
• Shari’a Governance and Compliance
• Liquidity Management Instruments
• Risk Management and Development of Risk
Mitigating Tools (RMTs)
• Investment and Capital Market Strategies
• Financial Reporting Procedures
• Corporate Governance Frameworks
The opposite chart draws the features of an Islamic
Finance thought leadership initiative. It highlights the
importance of a strategic practice benchmarking
approach. The process can be used to identify
performance gaps within the industry practices in
different aspects of organizations and operations. The
crux of this process is the ongoing performance
improvement to sustain best practices in Islamic Finance.
For this approach to work, industry stakeholders have to
endorse, support and commit to the strategic long-term
development of thought leadership initiatives. The
following factors are largely desirable for
a meaningful thought leadership initiative:
• Identify thought leadership objectives and
strategic direction.

Islamic Finance

• Communicate objectives to stakeholders and
solicit management and board support.
• Engage cross-border expertise support.
• Fund the publication and dissemination of
thought leadership activities.
• Nurture thought leadership programs.
• Measure long-term success.
• Review and improve strategy planning and
implementation.
Islamic Finance thought leadership initiatives
Practice benchmarking process
Shari’a
Governance

Identifying
Performance
Gaps
Corporate
Governance

Risk
Management
On-going
Performance
Improvement

Investment
Strategies

Financial
Reporting

Conclusion
Successful thought leadership initiatives should undertake
to address the issues discussed in this analysis. The
approach suggested should help GIFIs maintain
authenticity in their services and business performance,
which they require to grow and integrate into the
mainstream global financial market. For this to happen,
GIFIs need to reach out to industry stakeholders and
push the “start button” for practice synergies. GIFIs can
benefit from the expertise of Islamic Finance thought
leaders to drive an industry-wide strategic
benchmarking process, implying the consideration of
high-level aspects of core competitive advantages,
developing new products and services and improving
capabilities for dealing with challenges. GIFIs should
therefore invest in the neglected asset class that is
thought leadership and demonstrate efficiency and
commitment to its long-term development.

What constitutes thought leadership in
Islamic Finance?
There are several definitions and
interpretations as to what forms thought
leadership in general and no known
definition for its merit in Islamic Finance.
Yet, a general consensus on the definition
and its traits is required in the interest of all
parties involved i.e. the industry
stakeholders. Hypothetically, we may
define thought leadership in Islamic
Finance as:
“Develop a specialist think-tank to provide
innovative intellectual programs in Islamic
Finance practice and foster authentic
practice synergy through knowledge
transfer across industry stakeholders
globally.”
Key industry stakeholders in
Islamic Finance
• Islamic Financial Institutions (IFIs)
• Investors and issuers (clients)
• Regulators and Self-Regulating
Organizations (SROs)
• Professional service providers
• Community or society at large

by Dr. Hatim El Tahir, director of the Islamic Finance
Knowledge Center (IFKC), Deloitte in the Middle East
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Global consumers and the economic imbalance

The long
unwinding
road
Setting the stage
In the decade prior to the current economic crisis,
there was strong consumer spending growth in
the United States as well as in smaller economies
such as the United Kingdom, Spain and Ireland.
To simplify what happened, such growth was
funded, in part, by borrowing against the
increased value of homes, itself the result of a
flood of liquidity from surplus countries such as
China. This excessive consumer spending growth
was not only the principal source of economic
growth in these countries, it also fueled exportdriven growth in surplus countries such as China,
Japan and Germany. In fact, the symbiosis
between these “consuming” and “producing”
groups of countries was the hallmark of the
global economy in the first decade of the twentyfirst century.
All that will now change.
A Middle East Point of View | August 2010 | 11

The global economic crisis of 2008-09 exposed the fault
lines of the imbalanced global economy. When the
inflated values of property-based assets peaked and
then collapsed, global financial institutions suffered
huge losses. The resulting loss of confidence caused a
near shutdown in global credit markets as investors fled
to the safety of short-term government securities.
Moreover, indebted consumers were forced to
dramatically shift gears. They increased savings, paid off
debts and ceased to spend with abandon. Of course this
crisis, like all economic crises, will eventually end, and
the global economy will recover – indeed there are
significant indications that recovery is now under way.
Yet the global pattern of consumer spending of the past
decade will not return.

During the past decade, the
United States consumed more
than it produced and borrowed
from the rest of the world to
make up the difference. This
difference was the U.S. current
account deficit.
In the coming decade, the countries that borrowed
heavily to finance excessive consumer spending may
experience slower consumer spending growth as
households struggle to de-leverage, repair tattered
balance sheets and accumulate wealth for future
retirement and other needs. More of the economic
growth of these countries will likely be driven by
exports, business investment and government spending.
Conversely, those countries whose growth was fueled
by exporting to borrowing countries will no longer be
able to depend on such markets. The U.S. consumer will
not be able to sustain China’s export sector as it did in
the past. Consequently, countries such as China will shift
away from export-oriented growth toward growth
driven by consumer spending. The degree to which this
adjustment takes place, and takes place smoothly, will
depend on the policies put in place by various
governments. Nevertheless, an adjustment of some sort
will definitely take place.

For those global companies that sell goods and services
to consumers (such as those in retailing, consumer
products, hospitality and even retail financial services)
the next decade will entail a very different business
environment than that of the past decade. Not only will
the growth of consumer spending shift geographically,
the nature of consumer spending will shift as well.
Why can’t the pattern of the past
continue indefinitely?
The answer is that the strength of consumer spending in
debtor nations was based on factors that cannot be
sustained. For example, U.S. consumer spending was
able to grow faster than consumer income because the
personal savings rate continuously declined until it was
close to zero. For obvious reasons, it cannot go below
zero in perpetuity. Hence, the growth of consumer
spending must necessarily slow down, even if
consumers don’t increase their savings. In addition, the
ability of consumers in the United States and the United
Kingdom to take on large debts was predicated on the
willingness of foreigners to lend to these countries. That
flow of capital cannot be taken for granted, especially as
those foreigners have suffered sizable capital losses
already. China, for example, has expressed serious
concern about the declining value of its dollar holdings.
During the past decade, the United States consumed
more than it produced and borrowed from the rest of
the world to make up the difference. This difference
was the U.S. current account deficit. At its peak, it was
roughly $700 billion, or over 6 percent of U.S. GDP. The
counterpart to this was a massive surplus in the rest of
the world, principally China, Japan and the oil exporting
countries of the Middle East. This massive imbalance in
the global economy was partly sustained by China’s
desire to maintain a low-valued currency. Hence, the
Chinese central bank purchased dollars in order to hold
down the value of the Chinese renminbi. In so doing, it
enabled its exports to remain inexpensive and many
Chinese workers to remain employed.
When China bought dollars, it represented a flow of
capital into the United States. The result was downward
pressure on U.S. long-term interest rates. This flow of
cheap capital, in turn, probably contributed to the
bubble in the U.S. housing market. The rising value of
property meant that consumers could achieve wealth
without saving, especially as it was easy for them to
borrow against the increasing value of their homes.
If this situation were to continue, it would require that
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the United States achieve a dangerous and
unprecedented level of external debt (it is already
unprecedented). This would very likely lead investors to
shy away from dollar denominated assets, thereby
leading to a collapse in the value of U.S. assets.
Something like this actually happened during the past
year, but a continuation of global imbalances would
probably create an even greater problem.
Rebalancing
The economist Herbert Stein once wrote that “if
something cannot go on forever, it will stop.” In some
ways, that describes the imbalance in the global
economy. It may not stop, but at least for the near
future it won’t get bigger and likely will get smaller.
What is uncertain, however, is the manner in which the
imbalance will be corrected. There are a number of
things that could happen.
Reducing the imbalance means that the United States
and other debtor countries like the United Kingdom
must save more, import less and export more than
would otherwise be the case. The path to this usually
includes currency depreciation (already under way),
which would change the relative prices of traded goods,
thereby stimulating exports and suppressing imports. For
China, adjustment means undertaking measures to
stimulate consumer spending. This could include
liberalizing consumer finance, improving the social safety
net so as to discourage saving, and allowing the
currency to appreciate in value.
There are indications that China intends to move in this
direction, but there are obstacles as well. First, China’s
government appears to be of two minds on the currency.
On the one hand, it wants to encourage domestic
demand so that it need not accumulate more foreign
currency reserves. On the other hand, it complains about
the potential capital loss on its existing reserves should
the dollar fall further. During the economic crisis, China
stopped allowing the currency to appreciate lest it harm
its export competitiveness. However, once global
recovery is fully extant, China is likely to allow further
revaluation. The question is how much.
Second, China’s response to the crisis was to massively
stimulate investment in infrastructure and state-owned
companies. The result is an economy distorted by
excessive investment and insufficient consumer demand.
If the consumer is to play a bigger role in the economy
going forward, China will have to adjust policy
accordingly. The degree to which this will take place
remains uncertain.

If China and the United States do all the right things,
then adjustment in the global economy should go
smoothly. The growth of global consumer spending will
shift away from the United States and toward China. If
policymakers fail to act, however, then the road to
adjustment could be bumpy. It could, for example, entail
volatility in financial markets especially currency
markets that could have onerous consequences for
economic growth.
How will U.S. adjustment take place?
It is not sufficient to predict that American consumers
will simply decide to spend less in the future. Something
will compel them to do this, and there are several
factors that will likely contribute to a significant shift in
U.S. consumer behavior. First, the destruction of wealth
that has transpired over the past two years (roughly $14
trillion) will not be reversed quickly unless both the
equity and property markets experience unusually rapid
price increases. Thus, consumers will feel the necessity to
rebuild wealth by saving, a process that has already begun.
Second, given the destruction of housing wealth, most
consumers will no longer be in a position to borrow
against increased property values. Thus, consumer
spending will be constrained by income. Third, while
financial markets are showing signs of recovery, history
suggests that banks will remain cautious in their lending
behavior for some time to come. Thus, consumer credit
will not be as readily available as in the recent past.

For those global companies that
sell goods and services to
consumers (such as those in
retailing, consumer products,
hospitality and even retail
financial services) the next decade
will entail a very different
business environment than that
of the past decade.
A Middle East Point of View | August 2010 | 13

Even in an optimistic yet
plausible scenario, China’s boost
to consumer spending takes a
long time to offset the decline in
the United States.
Moreover, prospective changes to the regulatory
environment will likely exacerbate this factor. If banks
are forced to hold more capital, and if the market for
securitization remains a shadow of its former self, there
will be less credit available for consumers.
Fourth, other areas of government policy may play a role
in restricting consumer spending. Increased taxes on
upper income households will have a negative impact
on spending. In addition, efforts to restrict emissions of
carbon gases are likely to increase the price of energy,
thus shifting consumer spending away from other
goods and services. Finally, there is the elusory
psychological factor. That is, the length and depth of the
recent recession, the worst of the post-war era, may
have a lasting impact on the willingness of consumers to
engage in risky behavior. This may compel a permanent
shift toward more frugal spending (fewer big ticket
items purchased, more discount shopping).
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Is China big enough to make a difference?
If China does all the right things to boost consumer
spending and suppress export growth, will the Chinese
consumer alone be sufficient to offset the declining
growth of U.S. consumer spending? The answer is that
it depends on what happens.
In 2008, for example, China’s consumer spending was
only 15 percent of U.S. consumer spending when
measured at current exchange rates. Now, consider the
following plausible scenario for future growth. Suppose
that, over the next decade, Chinese GDP grows 9
percent per year and consumer spending grows 12
percent per year. Also, suppose that U.S. GDP grows 3
percent per year and consumer spending grows 2
percent per year. Under this scenario, Chinese consumer
spending rises from an unusually low 36 percent of GDP
in 2008 to 50 percent of GDP in 2020. This would
represent an increase in consumer spending in 2020 of
$1.7 trillion above what it would have been with no
change in share of GDP. In the United States, consumer
spending drops from 72 percent of GDP to 64 percent
of GDP. This would represent a decline in consumer
spending of $1.7 trillion below what it would have been
if consumer spending had remained 72 percent of GDP.
Thus, the dollar value of the drop in consumer spending
as a share of GDP in the United States will ultimately be
offset by the dollar value of the increased share in
China, but not until 2020. This is a long adjustment.
In other words, even in an optimistic yet plausible
scenario, China’s boost to consumer spending takes a

Global consumers and the economic imbalance

long time to offset the decline in the United States. The
implication is that, for the global economy to adjust to
a relatively quick shift in U.S. consumer spending,
several large economies will have to boost consumer
spending significantly. Otherwise, global growth could
be stymied and currency markets could become
excessively volatile. The most likely candidates to play
that role are Japan and Germany, both huge economies
that have been highly dependent on exports rather
than consumer spending.
Yet consider the numbers. In Japan, where consumer
spending is roughly 30 percent that of the United
States, it is 58 percent of GDP, an historically high
number already by Japanese standards. It is unlikely to
go significantly higher, and Japan’s economy is unlikely
to grow significantly faster anytime soon. In Germany,
consumer spending is less than 17 percent that of the
United States. German consumer spending is 56 percent
of GDP, a number that is unlikely to become significantly
higher. In other words, it is hard to see how these
countries can play a big role in offsetting a U.S.
adjustment. Moreover, the degree to which Germany
and Japan will undertake policies necessary to achieve a
shift is uncertain at best.
That leaves the rest of the world. The reality is that,
given what is likely to take place in the United States,
sizable shifts in economic structure will be necessary
in many countries, including many of the big
emerging markets.
What could go wrong?
If U.S. consumer spending resumes growth at a level
similar to the past decade, or if other countries (such as
China) fail to sufficiently accelerate consumer spending,
then the global economy could face problems. Either of
these scenarios would entail continued large global
imbalances, with the U.S. borrowing massively from
overseas and/or China and other countries running huge
surpluses with nowhere to invest them. If the U.S.
continues to borrow excessively, financial markets will
respond by driving down the dollar and driving up U.S.
interest rates thereby stifling growth, fuelling inflation
and causing instability. If China and other countries run
large surpluses then there will also be downward
pressure on the dollar, increased inflation in China and
potential political instability.

In China, problems could come about because of
support for the dollar, failure to reform financial services,
failure to provide consumers with an adequate safety
net, and excessive government support for business
investment at the expense of consumer spending. The
problem in China is that consumers save an inordinate
share of their income. Although there are strong cultural
reasons for this, government policy could at least cause
consumers to switch to a more historical norm. After all,
as recently as 1997, consumer spending in China was
roughly 47 percent of GDP compared to about 36
percent today. Financial market liberalization could go a
long way toward encouraging consumers to take on
more debt rather than massively saving for every large
purchase, including homes. Yet previous efforts by the
government to discourage saving have not been
especially successful.
Finally, problems could also arise from a Japanese and/or
German failure to shift toward a more consumer-driven
economy. Both giant economies have traditionally been

If U.S. consumer spending
resumes growth at a level similar
to the past decade, or if other
countries (such as China) fail to
sufficiently accelerate consumer
spending, then the global
economy could face problems.

What could bring about such failure? Several things
could do it. In the United States, these include large
budget deficits, failure to reform U.S. finance and failure
to allow the dollar to gradually decline.
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dependent on exports rather than the domestic
consumer to drive growth. Yet if the markets to which
they have exported are less prone to importing, then
they will not achieve sufficient growth without adjusting
to more consumer spending growth. The degree to
which they do this will depend on policy. This remains
highly uncertain, although the government in Japan and
the current coalition in Germany have both signaled an
interest in reforms.

In the future, more innovation will
take place in emerging markets
and be aimed at the specific needs
of consumers in emerging
markets. While this is
already starting to happen, this
trend will accelerate considerably
in the next few years.

What will the consumer world look like?
In the next few years, a fundamental change in the
structure of the global economy will likely shift the
manner in which consumer-oriented companies obtain
growth. The U.S. consumer will be financially
constrained. As such, spending in the United States and
other indebted countries such as the United Kingdom
will increase more slowly than in the past. Consumers
will be more value conscious, seeking low prices and
avoiding some discretionary spending. Thus, companies
will obtain growth through market share gains rather
than simply latching onto a growing market.
Achieving this will entail good brand management,
an improved customer experience and differentiation
from competitors aimed at avoiding ruinous
price competition.
During the economic crisis, there have been several
changes in consumer behavior, many of which may
persist even when the economy recovers. These include
a shift toward discount retail venues, a shift toward
discounted private label products, a shift away from
eating out and toward eating at home, a decline in the
share of income spent on large discretionary items for
the home, and greater price sensitivity in general. If
these trends endure even partly, they will change the
requirements for success on the part of consumeroriented companies.
Meanwhile in China, retail sales have weathered the
economic crisis quite well. The shock to the Chinese
economy from the global crisis was concentrated on
China’s export sector. The drop in exports led to the loss
of roughly 20 million jobs at coastal factories. Yet
despite this significant rise in joblessness, Chinese
consumer spending continued to grow rapidly.
There are several reasons. First, the newly jobless factory
workers were low paid and did not contribute
significantly to overall retail spending. Rather, middleclass service workers in rich cities like Shanghai play a far
larger role in generating retail sales. Moreover, these
people have not lost their jobs. Second, China’s
government provided a massive stimulus to the
economy, creating consumer income. This, combined
with easier credit conditions, fueled consumer purchases
of homes and cars.
When the global economy is fully recovered, it is likely
that Chinese consumer spending will remain on a high
growth path. As this happens, the number of middleclass consumers will continue to rise rapidly, especially in
the big coastal cities. That means rising discretionary
spending, increased spending on home-related
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products, expanded awareness of global brands yet
pride in high quality local brands, and increased
willingness to eat outside the home. The latter will be
especially important as there will be a sizable increase in
the number of two-income, middle-class households
who are highly time constrained. Still, China will remain
a relatively poor country – as will the other big, fastgrowing emerging markets such as India, Russia, Brazil,
Indonesia and Turkey. That means relatively small
shopping baskets, a high degree of price sensitivity and
a big market for discount shopping.
What should companies do?
For global consumer-oriented companies, the new
business environment will have several implications:
The shift in global consumer spending growth away
from the United States toward big emerging markets
means that companies will shift their resources in the
same direction. Although rich countries like the
United States will remain of critical importance, a
disproportionate share of growth could come from the
emerging world. As such, companies will invest more
heavily in brand management, product development
and marketing in such markets. Of course a critical
component of success for such companies is innovation.
In the future, more innovation will take place in
emerging markets and be aimed at the specific needs
of consumers in emerging markets. While this is
already starting to happen, this trend will accelerate
considerably in the next few years.
For the United States and United Kingdom and other
rich but constrained markets, there will be a greater
focus on offering consumers a sense of value. This
means innovation, marketing and brand management
aimed at attracting consumers who feel constrained
financially but remain interested in high quality
experiences. It means shifting resources toward

discount formats, a focus on limiting costs, and a
recognition that consumers will purchase fewer big
ticket items or experiences and, perhaps, purchase
more accessory items.
The rise of China as a consumer market will come in
conjunction with a rise in the currency and wages of
China. Consequently, China will become a somewhat
less attractive location for sourcing low-value-added
products, and therefore consumer goods companies
will diversify their supply chains. Less sourcing will take
place in China’s big coastal cities. Instead, there will be
an increase in sourcing from China’s interior cities (with
far lower wages) as well as other low wage countries
(India, Vietnam, Central Europe, Central America) that,
in some cases, are closer in location to the final
market. The latter fact will be important if there is a
substantial rise in transport costs associated with high
energy prices.
What about the longer term?
The changes taking place in the global economy will
render a new economic structure that is likely to be with
us until the next business cycle. Although the focus of
this article is on the next few years, the trends discussed
are likely to be sustained over a much longer time –
perhaps as long as the next two decades. Consequently,
consumer companies would be wise to keep this in
mind when making long-term plans.
by Ira Kalish, director of consumer research for Deloitte
Research, Deloitte Services LP.
Reprinted from Deloitte Review, Issue 6: 2010.
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Tourism, Hospitality
& Leisure in the Middle East:
ready to move to the next level

With world-class infrastructure and facilities and an
excellent geographic location on the world stage, the
Middle East is expected to emerge as one of the
world’s most competitive landscapes offering value
tourism and conference experiences to a worldwide
customer base.
18 | August 2010 | A Middle East Point of View

Tourism

Resilience in challenging times
The Middle East tourism and hospitality industry
remains one of the most robust in the world, despite
the impact the world economic slowdown has had on
the region. A shortage of supply of hotel rooms in
2008 caused significant upward movement in hotel
average daily rates. An infusion of new hotel rooms in
2009 normalized the gap in demand and supply,
thereby signaling a natural market adjustment.

International tourist arrivals
Our analysis of data released by the World Travel and
Tourism Council shows visitor numbers are expected to
experience positive growth during the years 2010-14.

International visitor arrivals - year-on-year change
15.0%
10.0%

Despite the contraction of the demand in the Middle
East in 2009 due to the reduction in spending power of
tourists in primary source markets, such as Western
Europe, the Middle East region continued to show
resilience in hotel performance indicators when
compared to the rest of the world. In 2010, despite the
significant increase in room stock, performance has
improved when compared to 2009.
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Our analysis of data released by STR Global shows that
both the growth and absolute performance of hotels in
the Middle East were significantly better than all other
regions in the world. The region witnessed an increase
of 11.6% in its revenue per available room from USD
135 during the first quarter of 2009 to USD 151 during
the corresponding period in 2010.
In the first quarter of 2010, this positive performance
has continued. Particularly good news also is that there
is growth again in the other regions that feed Middle
East tourism such as Europe and Asia.

The Middle East and North Africa region is expected to
witness growth in international visitor arrivals of 5.6% in
2011 and 6.9% in 2012. The short-term outlook is
positive and players in the tourism industry will
proactively aim to benefit from this upturn. In addition,
the conference sector, especially in Dubai, is gearing up
to attract an entire new sector as conference organizers
begin to see its world-class infrastructure and increasingly
competitively priced hotels as an exciting new option.

The projected GDP growth in
other world economies is expected
to improve consumer spending,
which is a significant opportunity
for the Middle East tourism and
hospitality industry to tap.
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Macroeconomic outlook
Most world economies, having contracted during 2009, are
expected to recover from the current economic slowdown
during the years 2010 through 2014, as per our analysis of
the estimates released by the Economist Intelligence Unit.
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Looking ahead
The world economy is on a much-anticipated path to
recovery with positive GDP growth being projected for all
regions. For the tourism, hospitality and leisure sector, there
are some important indicators to consider.
Air transport indicators
Air travel in the Middle East in 2009 surged ahead to record
growth of 11.2% in Revenue Passenger Kilometers (RPK) and
13.6% in Available Seat Kilometers (ASK), contrary to most
other regions, which experienced decline.
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Tourism

The GDP of the Middle East & North Africa region is
expected to expand by over 4% each year from 2010 to
2014, while Western Europe, one of the primary source
markets for the Middle East tourism industry, is expected to
witness positive growth during these years. The projected
GDP growth in other world economies is expected to
improve consumer spending, which is a significant
opportunity for the Middle East tourism and hospitality
industry to tap.
Moving to the next level
The world travel industry is currently witnessing
significant changes due to the constantly changing
global and regional economic landscape. Consumer
spending levels are changing, and so are travel
preferences of value-conscious tourists.
Given the positive economic outlook and projected
increase in tourist numbers, world regions, including the
Middle East, will invest heavily in marketing and
promotional efforts to attract the right customers
through value packages.
The Middle East tourism industry will benefit from not
only constantly gauging its existing travelers’ choices,
but also by exploring tourism demand from emerging
economies such as China and India. Stakeholders in the
Middle East tourism industry will be striving to provide a
compelling value proposition to its customers.
Robert O’Hanlon, partner in charge, Tourism, Hotel
and Leisure (THL) industry, Deloitte in the Middle East &
Hari Ram, supervisor & head of THL industry
group analyses
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IFRS

IFRS: the
ultimate
choice of the
accounting
world or will
the “IASB”
march to a
different
drummer?

With its recent issuance of a controversial ‘exposure
draft’ – a proposed standard – on ‘Financial Instruments,’
the U.S. Financial Accounting Standards Board (FASB)
has taken a vastly different approach to financial
reporting to that taken by the International Accounting
Standards Board (IASB). At the end of 2009, the IASB
had promulgated their own version of the revised
standard on ‘Financial Instruments’ – a new standard
entitled ‘IFRS 9’ – in response to a call by the finance
ministers and governors of central banks of the G20,
representing the 20 most powerful economies of the
world. Some believe this latest move by the U.S. FASB
does not fit well with the global ‘convergence’ initiative
and the various standard setters around the globe.
Several moot questions, including the ones set out
below, are now plaguing the minds of the stakeholders
in the financial and accounting world, especially the
regulators, financial statement users and preparers:
• Will the International Accounting Standards Board
(IASB) toe the line and compromise with the way of
thinking of the FASB, the U.S. standard setter? Or,
• Is there still hope for the emergence of a universal
standard, an Esperanto of Accounting?
• In other words, will International Financial
Reporting Standards (IFRS), the standards
promulgated by the IASB (an international standard
setting body with Board members from several
nations who are regarded as ‘best of breed’ from
across the globe) be the ultimate choice of the
accounting and financial world?
Let us examine as to where it is all going in terms of the
globalization of financial reporting and the convergence
of standards worldwide. To comprehend it from a
layman’s perspective, an oft-quoted verse from
Shakespeare’s Romeo and Juliet perhaps best depicts
the point: “What’s in name? That which we call a rose
by any other name would smell as sweet”. Can the
same be said of financial statements prepared in
different jurisdictions of the globe? Not too far in the
distant past, countries and economic regional blocs,
such as Europe, would not be swayed by the thought of
converging to a single set of global accounting
standards and, due to such nationalistic approaches to
accounting standard setting, a financial statement
issued in Japan (under the Japanese accounting
standards) used to be vastly different in terms of
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accounting treatments and disclosures compared to a
financial statement issued in other major parts of the
world, say, in Germany where German accounting
standards were used hitherto. In other words, the
“name” did matter for several countries since their
national standard setters strongly believed that their
own national accounting standards were suitable for
their needs and were compatible to other globally
preferred accounting standards. However, due to the
advent of globalization, the falling of the erstwhile
insurmountable barriers between nations and more
recently, the much-awaited response to the global
financial crisis, things have changed dramatically in
terms of the preferred set of standards of accounting
globally. The accounting and financial world is now
seriously considering the notion of using a single set of
accounting and financial reporting standards that would
be used by most, if not all, the nations around the
globe. In all likelihood the name of the global
accounting standards may be “IFRS”!

While the accounting world
may have reason enough to
rejoice at the prospect of finally
being able to sing the “one
world, one music” accounting
standards tune, there are some
who still have doubts about the
commitment of the U.S. to
allow that to happen soon.
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The acceptance of IFRS around the world by more than
100 countries, including global players that have either
agreed to allow their standards to converge to IFRS or
have permitted the use of IFRS as their national
standards, is an extraordinary achievement for the IASB.
The tidal wave of first-time adoptions of IFRS that swept
through Europe in 2005 as a result of the decision of the
European Union to require all listed companies in this
major economic bloc to use IFRS for their consolidated
financial statements proved to be a significant turning
point in the history of IFRS. The decision by the U.S.
Securities and Exchange Commission (SEC) in November
2007 to allow foreign private issuers to enter the U.S.
capital market using IFRS-compliant financial statements
without reconciling to U.S. GAAP (Generally Accepted
Accounting Principles) was yet another defining moment
for IFRS. Several major economies in the world
(including global players such as Canada, China, India,
South Korea and Brazil) have agreed to adopt IFRS in the
(near) future. Commenting on how many more
countries are expected to adopt IFRS by 2011, Sir David
Tweedie, chairman of the IASB, remarked, "we reckon
by about 2011, there'll be 150 — all the major
economies." (“Accountancy”, January 2008).
While the accounting world may have reason enough to
rejoice at the prospect of finally being able to sing the
“one world, one music” accounting standards tune,
there are some who still have doubts about the
commitment of the U.S. to allow that to happen soon.
This is mainly due to the U.S. SEC’s announcement in
November 2009 that it will alter its stand on IFRS
acceptance by adding a new dimension in the U.S. – the
“U.S. SEC Work Plan” which would assess if and when
would be the right time for the U.S. to plunge into the
IFRS stream. This move has evoked mixed emotions
internationally about the U.S. SEC’s intentions.
Let us look at some viewpoints on this highly volatile
issue/burning question: will the US accept international
accounting standards for domestic use, and, if so, when
will the U.S. offer a favorable nod to these global
standards, allowing them unconditional entry onto the
U.S. domestic scene?

IFRS

In a statement made at a presentation to the Annual
Conference of the CFA Institute held on May 18, 2010
in the U.S.by the U.S. SEC Chairman, Mary Schapiro
debunked the below-listed “myths” about the U.S. SEC’s
stand on International Financial Reporting Standards
(IFRS) with a clear-cut “NO”:
Myth #1: The SEC’s commitment to global accounting
standards is not as strong as it should be.
Myth #2: The U.S. may be committed, but it is dragging
its feet regarding adoption of IFRS.
Myth #3: The United States is fixated on process.
Myth #4: America is protecting its parochial interests.
Some believe that such an unambiguous public support
for IFRS has not been offered by the U.S. hitherto and
they are right in this belief since the U.S. support for
IFRS has usually been a bit lukewarm and never in clearcut terms.

Looking at the afore-mentioned areas of concerns that
the U.S. SEC is still wanting to address (while several
other global players have already publicly announced
their unequivocal support for IFRS) many in the
accounting and financial world are raising questions
about the possibility of acceptance of IFRS by the U.S.
for domestic use in the near future.
People are wondering whether there is any silver lining
to this cloud. Questions are also being raised as to the
extent of convergence of IFRS with U.S. GAAP and to
what extent the U.S. FASB is ready to move towards
IFRS. Yet another important question on everyone’s
mind is: if the U.S. SEC does finally accept IFRS for
domestic use, “when” can the world of accounting
expect to see light at the end of the tunnel? All these
remain unanswered questions and time will only tell
whether IFRS will win the coveted title of the Global
Accounting Standards. Let us keep our fingers crossed
that it will happen soon!
by Abbas Ali Mirza, Audit partner,
Deloitte in the Middle East

To understand why many in the accounting and
financial world are skeptical about the U.S. SEC’s
commitment towards acceptance of IFRS, let us examine
the specific areas of concern to be addressed in the U.S.
SEC’s Work Plan. These include:
• Sufficient development and application of IFRS for
the U.S. domestic reporting system;
• The independence of standard setting for the
benefit of investors.Composition of the IFRS
Foundation and the IASB;
• Investor understanding and education
regarding IFRS;
• Examination of the U.S. regulatory environment
that would be affected by a change in
accounting standards;
• The impact on issuers, both large and small,
including changes to accounting systems, changes
to contractual arrangements, corporate governance
considerations and litigation contingencies; and
• Human capital readiness.
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Market effic
in the Gulf
How do the GCC
markets compare with
more developed
economies in terms of
market efficiency? Not
too well, according to
this author, though
recent developments have
been encouraging.

Perhaps one of the most discussed topics in corporate
finance is Efficient Market Hypothesis. In a developed
market such as the United States, that discussion centers
on the strength of market efficiency. But in emerging
markets such as the Middle East, and the Gulf
Cooperation Council (GCC) countries in particular, where
the securities markets have not kept pace with the
spectacular growth witnessed in the last few years, the
question is more whether Efficient Market Hypothesis
holds at all in the region.
Impeding factors
A major factor that impacts market efficiency in the GCC
is ownership restrictions. All public joint stock
companies listed on the Dubai Financial Market (DFM)
and the Abu Dhabi Securities Exchange (ADX) for
example, have to be 51% owned by UAE nationals. The
remaining 49% are further subdivided among non-GCC
Arabs and non-Arabs. Of the total 69 companies listed
on the ADX, 53 have an average foreign ownership
(primarily Arab) of only 14%. The remaining 16
companies do not have any foreign ownership at all.
Considering that foreigners make up over 80% of the
United Arab Emirate’s population of around 6.9 million,
the prices quoted for a sizeable percentage of the stocks
only reflect the views of a small minority of the
population. Albeit, this may well be consistent with
where the local wealth lies.
Another important factor prevalent in the GCC markets
and that is common to emerging markets, has to do
with the availability of financial and other relevant
information. Pertinent information that is available in
an efficient and timely manner is essential to the proper
functioning of the market as it provides investors with
the basis with which to form their decisions. An April
2010 study by The National Investor (TNI), a UAE-based
investment bank, mentions that the majority of
companies in the GCC do not announce the release
date of annual reports in advance. Furthermore, many
of them do not publish annual reports in English, often
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Valuation

ciency
the functional business language of most of the region.
Another factor that impacts decision-making is the level
of analyst coverage and in the GCC, only 26% of listed
companies have analyst coverage.
Impact on the markets
A direct consequence of these impeding factors could
be the low trading volumes observed in a majority of
the listed securities. Many companies trade only a few
days a year, which can result in stale prices. Most major
exchanges have witnessed an increase in volumes over
the last few years, however exchanges in the Middle
East have not, except in a limited number of stocks. On
the DFM, by way of example, three stocks only
accounted for almost 53% of the total volume traded in
Q1 2010, to which the real estate company Emaar
contributed 43% of the total traded value.

that the Middle East markets have some way to go
before they come into line with more developed
markets around the world. However, the Middle East
markets have already come a long way and with further
developments such as the recent announcement that
Mubadala will look to IPO investments, albeit in 5 to 8
years’ time, and with the continued focus on the
development of transparency levels and the adoption of
IFRS, interesting times lie ahead for exchange markets
as the Middle East continues to close the gap. In the
meantime, from a valuation perspective, speculators
need to be as ever aware of these factors and apply a
greater degree of subjectivity when dealing with the
valuation of regional companies.
by Ben Moore, managing director, Valuation services,
Deloitte Corporate Finance Limited

The volume of trade on the regional exchanges is
further affected by the lack of short selling and equity
derivative products. The use of such products has been
limited to Kuwait, which has offered some derivatives
for years, and more recently in the UAE (2005) with the
Dubai Gold and Commodities Exchange, which offered
metals and currency futures and options. The use of
short selling and derivative products further incorporates
the market’s view, thus leading to better pricing of the
securities. The UAE regulators were considering
introducing these features a couple of years back
though the global financial crisis put a hold on such
plans. There are now reports suggesting that the
Securities and Commodity Authority is considering
these once again.
In addition to structural factors, a distinct characteristic
of the GCC market is the demography with a significant
proportion of the population made up of expatriates.
Their “temporary” stay in the country leads to what
behavioural finance terms as “home country bias”,
wherein people are more comfortable investing in
securities with which they are familiar and comfortable
i.e. those in their “home country”. This of course further
impacts demand and consequently, pricing.
If the basic tenet of efficient markets is that prices are
the result of the market’s view of a company’s risk and
prospects based on all publicly available information,
then there are several factors that lead one to suggest

A not too efficient market, but the Middle East
continues to close the gap.
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Have governments
been quicker than
corporations to advance
talented women?
Yes, but the Middle East still
has a long way to go
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Women in the public sector

“The best clue to a nation’s
growth and development
potential is the status and
role of women.”(i)
David S. Landes

Debates on the value of diversity and the empowerment
and advancement of women have raged for centuries,
but when it comes to gender equality, few achievements
can compare with the rising role of women in
government worldwide.
Paths To Power, a March 2010 report by Deloitte and
Forbes Insights, reveals that women worldwide are
rapidly advancing in the public sector, making
government a leading example for businesses. The study
reported that women hold chief executive and
presidential positions in only 3% of the world's top
1,000 companies, yet almost 10% of United Nations
countries now have women heads of state, a huge
increase from the three female heads of state in 1975.
Women also hold about 20% of parliamentary seats
worldwide, nearly double that of 1995's 11.3%.
However, only 9.4% of all jobs than higher Vice
President at Fortune Global 500 companies are women.
Women are advancing faster in government than in
business, but some countries are advancing faster than
others and the report makes clear that women continue
to have a low political impact in most parts of the world.
A Middle East snapshot
In the Middle East, women’s gains and their leadership
on public sector platforms remain unrecognized and
uneven although they are entering politics and
government in growing numbers. Despite their increased
representation, they continue to be significantly underrepresented in senior positions in politics as well as in
the private sector.
Women in the Middle East have been at the core of
governments’ development work for a number of years,
a very needed focus as on average, only 28% of the
adult female population in the Middle East is

economically active, the lowest rate in the world. While
this statistic is consternating, in nearly all Middle Eastern
countries, women today are better represented and are
beginning to play a more prominent role in the
workplace than was the case in the year 2000. This
appears to be the result of increased literacy and
educational opportunities, slowly changing cultural
attitudes and in some countries, government policies
aimed at reducing dependence on foreign labor.
An 18-nation study, Women's Rights in the Middle East
and North Africa, 2010, led by Freedom House, found
that while on the whole, Middle Eastern women still
suffer from a “substantial deficit in women’s rights”, 15
of 18 Arab countries have seen increases in women’s
literacy rates and suffrage over the past five years. The
study noted that GCC countries have demonstrated the
greatest degree of improvement, shrinking the gap
between them and the rest of the region on some
issues. The most significant achievement occurred in
Kuwait, where women received the same political rights
as men in 2005, enabling them to vote and run for
office and paving the way for the election of the
country’s first female members of parliament in 2009. In
the United Arab Emirates (UAE), eight women were
appointed and one secured election to the 40-member
Federal National Council (FNC), an advisory body to the
rulers of the seven emirates. In Bahrain and the UAE, the
first women judges were appointed in 2006 and 2008,
respectively. In other countries, such as Oman and
Bahrain, the government has appointed an increasing
number of women to unelected positions, including
cabinet and diplomatic posts. In Egypt, to increase
women’s representation in the legislature, a genderbased quota system for the lower house of parliament
was passed in 2009 and is scheduled for implementation
in 2010. A quota for women was introduced for
municipal elections in Jordan and Lebanon among other
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countries in the region. In general, women have become
more visible participants in public life, education and
business throughout the region, including Saudi Arabia.
Progress is occurring, but at a pace that is still too slow
and what looks like progress may actually be deceptive
as increased female participation in Middle East
governments does not necessarily translate into
more women in decision-making roles, where they
have opportunity to advance, affect change and
influence policy.

Only 28% of the adult female
population in the Middle East is
economically active, the lowest rate
in the world. While this statistic is
consternating, in nearly all Middle
Eastern countries, women today are
better represented and are beginning
to play a more prominent role in the
workplace than was the case in the
year 2000.
Only 9.4% of all
jobs higher than
Vice-President at
Fortune 500
companies
are women.
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More progress in the public sector in the Middle
East will serve as a model for the private sector
A critical mass of women in leadership begets more
women in leadership. Evidence suggests that once
female representation reaches critical mass – commonly
cited figures hover around one-third as the tipping point
– their shared interests as women emerge. Countries
where efforts to include women at the highest levels of
government have been most successful have reaped
rewards in the private sector as well. The increasing
number of women in public service creates a critical
mass essential to the continual empowerment and
advancement of women in their societies: simply put,
women in power begets more women in power.
There is a need to harness and continue to mine
the wealth of female talent to improve the
competitiveness of Middle Eastern countries
Talent is the most important natural resource a nation
can possess and knowledge is the most valuable
currency in the 21st century economy. Therefore, it is
key to continue to advance the most talented women to
decision-making levels as women are rapidly matching,
or overtaking, men in terms of education in many parts
of the world. More women than men in many countries
in the Middle East are now likely to attend university, in
some countries, by a wide margin. There are more
women entrepreneurs, more women doctors, more
women PhDs, and more women in universities than ever
before. However, substantial roadblocks remain for
women pursuing careers. Participation by women in
senior roles translates to greater financial rewards in
both public and private sectors: the top 500
multinational firms, which had at least three women on
their boards, saw a 16.7% return on equity while
average companies just saw an 11.5% return. The
greater the number of women, the greater the
difference -- those with the greatest number of women
on their boards had 53 percent greater return on equity
than those with the fewest.
Organizations in the public sector in the Middle
East can address gender disparity through
different tools
Recruitment rates, promotion rates, turnover rates,
assignment and leadership appointments, are some of
the critical metrics that can be adopted. Organizations in
the public and private sectors have to establish an
institutional approach to the advancement and retention
of women. They can raise the profile of women through
established networks, where women get to meet and
be mentored by other women through organized
networking and mentoring events. They can also
promote work-life integration by helping women

Women in the public sector

40% of the workforce is women

accommodate their public role with their demands at
home by providing accessible childcare and other
support networks.
Numbers are also crucial for the inclusion of women in
the public and private spheres. Introducing quotas for
female representation has been often used as one of the
most effective methods for increasing female
representation in the public sector.
It is not enough to hold public office
Capacity-building for governance is essential not only for
women but for men as well. It is not enough to be
elected or to be appointed to government service
without the ability to exercise that responsibility
effectively. To address this need, Middle East
governments need to invest in programs to strengthen
the skills and leadership abilities of women and men
parliamentarians and other elected officials.

11%
of the 195 nations have
female heads of state

3%
of CEOs of top 1000
multinational companies
are women

Middle East governments as leading example for
businesses
Women’s progress has vital implications for the health
and growth of companies, governments and nations.
On the frontlines of moderation, women are often the
strongest advocates for positive political, economic,
educational, legal and social reform. There are still few
female role models in our region to encourage younger
generations and entry barriers like gender prejudice,
cultural pressures and a lack of resources often stand in
the way.

Business.”Organizations in both the public and private
sectors in the Middle East should review its principles
and recommendations in adopting appropriate
strategies to address gender disparity.
Women’s Empowerment Principles

• Establish high-level corporate leadership
for gender quality
• Treat all women and men fairly at workrespect and support human rights and
nondiscrimination
• Ensure the health, safety and well-being
of all women and men workers
• Promote education, training and
professional development for women
• Implement enterprise development,
supply chain and marketing practices
that empower women
• Promote equality through community
initiatives and advocacy
• Measure and publicly report on progress
to achieve gender equality

By Rana Ghandour Salhab, ME Talent partner,
Deloitte in the Middle East
(i) Landes, David, The Wealth and Poverty of Nations: Why Some are

So Rich and Some So Poor. New York: W. W. Norton & Company
Inc., 1998.
Sources

In the final analysis, the struggle of women to reach
senior levels cannot be seen as simply a “women’s
issue,” but rather one of talent and economic
development: women’s progress has vital implications
for the health and growth of Middle East governments,
companies, and countries.
Deloitte is not only a signatory of the UN Global
Compact, the corporate code of conduct focused
exclusively on empowering, advancing and investing in
women worldwide, but was also involved in an
international multi-stakeholder consultation process for
crafting the UNIFEM’s and the UN Global Compact’s
“Women’s Empowerment Principles - Equality Means

• Paths to Power: Advancing Women in Government, published by
Forbes Insights and Deloitte, March 2010. Available at:
www.deloitte.com/pathstopower.
• Freedom House, Women's Rights in the Middle East and North
Africa 2010 - March 2010, available at: http://www.unhcr.org.
• The Women's Empowerment Principles are a set of Principles for
business offering guidance on how to empower women in the
workplace, marketplace and community. They are the result of a
collaboration between the United Nations Development Fund for
Women (UNIFEM) and the United Nations Global Compact. The
development of the Principles included an international multistakeholder consultation process, which was launched in March
2009:http://www.unglobalcompact.org/Issues/human_rights/equ
ality_means_business.html.
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Trends in gover
in the GCC cou
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Government services

rnment services
untries
In recent years, governments in the Gulf Cooperation
Council (Saudi Arabia, United Arab Emirates, Qatar,
Bahrain, Oman and Kuwait) embarked on a large
number of initiatives to enhance government services
to citizens, residents and businesses both at the
national level and at the GCC level. One key trend is
the participation of the private sector in enhancing
government services through the formation of Public
Private Partnerships (PPPs).
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Trends at the national level
At the national level, GCC governments have
consistently increased their budget spending on key
service sectors including Education and National
Employment, Healthcare, Infrastructure and eGovernment. In fact these service sectors were among
the top budget items consistently across the GCC in
recent years.

GCC governments are embarking on to improve
education services and national employment, there are
still many challenges. Talent and skill gaps are still wide
and not meeting the market requirements. Furthermore,
national employment in the private sector in the GCC
remains very low, in some cases less than 5% of the
private sector workforce.

Education and national employment services
To enhance national talent and increase national
employment, GCC countries increased budget spending
on education including school education, higher
education and vocational training. GCC governments
are building schools, universities and vocational
institutions. Furthermore, there are many initiatives to
enhance curricula, teaching skills and tools. GCC
governments are also spending more on scholarships for
students studying at universities abroad both at the
undergraduate and the graduate level.

Healthcare services
To enhance national healthcare services and reduce the
cost of sending patients abroad, GCC countries have
increased spending on this sector, including building
hospitals and clinics, enhancing skills and services and
encouraging private sector participation. Although the
number of private hospitals and clinics is growing in the
GCC, governments still own most of the healthcare
institutions. For example, in Saudi Arabia, the largest
GCC economy, the private healthcare sector provides
less than 25% of overall healthcare services in the
kingdom according to published material by the
Ministry of Health.

GCC governments still bear the
cost of sending patients abroad for
treatment services they cannot
provide in their own countries.
Examples of these initiatives are:
• Saudi Arabia is establishing many new schools and
universities across the country.
• Education Management System initiative in Saudi
Arabia to introduce e-Learning and teaching tools.
• The United Arab Emirates (UAE) is establishing
new universities and attracting leading
international ones.
• Qatar Foundation attracted leading
international universities.
The GCC governments are also engaging the private
sector in the education sector by forming Public Private
Partnerships. The Abu Dhabi Education Counsel (ADEC)
has engaged the private sector for its education
development program.
Another item on the agenda is the promotion of
national employment in the private sector. These
initiatives focus on identifying and executing public
policy initiatives to promote national employment in the
private sector as well as encouraging private sectorrelated initiatives. A good example of these initiatives is
the Abu Dhabi Tawteen Council.
But despite the increase in spending and the initiatives
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GCC governments are also exploring Public Private
Partnerships in the healthcare sector. For example, Ithmar,
a private equity company announced recently a strategic
equity partnership with Al Noor Medical Company, the
leading private integrated healthcare operator in Abu
Dhabi. The Ithmar-Al Noor partnership will be a
springboard for Al Noor’s future expansion via PPP.
Recently, GCC governments also embarked on the eHealth initiatives focusing on implementing state-of-theart Hospital Information Systems (HIS), Electronic Health
Records and Health Information Exchanges. These
initiatives will enhance hospital services and allow
hospitals and clinics across the country to exchange and
share patient information.
Examples of these initiatives include:
• Dubai Healthcare city providing healthcare and an
integrated centre of excellence for clinical and
wellness services, medical education and research.
• Sidra Medical and Research Center founded
by Qatar Foundation.
• Wareed & HIS (e-Health) initiative in the UAE
Ministry of Health.
• The e-Health initiative at the
Saudi Ministry of Health.
Still, healthcare services in the GCC countries do not
meet the demand and the quality required by citizens,
therefore, GCC governments still bear the cost of
sending patients abroad for treatment services they
cannot provide in their own countries. The above
initiatives are still in infancy and must be carried through
and executed successfully to bear fruit and make a
positive impact on the quality of healthcare in the GCC.

Government services

Infrastructure services
GCC governments increased spending on national
infrastructure projects including water, electricity,
housing, railway and telecommunications. They have
built the largest water desalination facilities in the world
to meet water demand.
New power generation facilities are also being built to
meet demand. Recent initiatives were launched to utilize
nuclear energy to generate electricity in the UAE and
Saudi Arabia.
Railway projects have also been launched. Dubai
completed most of the first phase of its Metro project
to reduce traffic congestion. The UAE government is
also planning a railway project to interconnect all
the emirates. Saudi Arabia started large railway
projects across the country. Qatar is also planning
a railway project.
Furthermore, GCC governments built telecommunication
and broadband digital infrastructure enhancing
advanced Mobile, Internet, Telephone and Multimedia
services. This infrastructure also allowed these
governments to introduce their e-Services.
In recent years, GCC governments are encouraging
prudent private investments in infrastructure projects.
GCC Governments formed Public Private Partnerships to
fund, build and operate power, water and urban
Infrastructure projects. For example, the Saudi
government is embarking on the establishment of
Economic and Industrial Cities engaging the private
sector and forming PPPs.
Affordable housing projects were launched by many
GCC governments, including the UAE and Saudi Arabia.
Mortgage regulations are being developed and issued to
enable more of their citizens to afford owning homes.
However, about 70% of Saudi citizens still do not own
their own homes and cannot afford buying houses even
under the initial mortgage regulations which are going
through amendment to allow more citizens to buy
houses. Furthermore, the latest floods in Jeddah
revealed significant issues in infrastructure quality
despite huge investments by the Saudi government.
Therefore, infrastructure initiatives must focus not only
on capacity but also on quality.
E-Government services
GCC governments initiated programs to streamline
government services, launch e-Services and Integrated
Government Services.

The United Nations (UN) in its 2008 and 2010
e-Government Surveys showed GCC states improving
their e-Government Readiness:
• Bahrain moved up from 53rd place in 2005 to 42nd in
2008, leaping to 13th place in 2010 and 3rd in Asia
just short of Singapore (11th globally and 2nd in Asia);
• UAE moved from 42nd place in 2005 to 32nd in 2008,
to 49th in 2010, and 9th in Asia,
• Kuwait moved up from 75th place in 2005 to 57th in
2008, 50th in 2010, and 10th in Asia,
• Saudi Arabia moved up from 80th in 2005, to 70th in
2008, to 58th in 2010,
• Qatar moved from 62nd in 2005, to 53rd in 2008, to
62nd in 2010,
• Oman moved up from 112th in 2005, to 84th in
2008, to 82nd in 2010.
The strong performance by the GCC countries has been
attributed to heavy investments in deploying broadband
digital infrastructure, coupled with increased
implementation of e-Government applications for
their citizens.
GCC governments have also initiated Service
Improvement Programs similar to “Service Canada”.
These programs will focus on developing Citizen-Centric
Services where citizens’ feedback is solicited on ways to
improve government services. These programs will then
focus on streamlining government services utilizing
Integrated Service Centers (ISCs) or One Stop Shop
service centers where citizens, residents, businesses and
even visitors can complete their government
transactions in one location, in simple, convenient and
rapid fashion. Dubai government offers such ISCs in free
zones and the Saudi Arabian General Investment
Authority (SAGIA) established a one stop shop for
foreign companies and investors to rapidly establish
commercial registration in the Kingdom.
Despite the above accomplishments, GCC countries still
ranked quite low in the 2009 Transparency Index
released by Transparency International. Although some
improved their rankings, others did not.
It is essential to carry out serious initiatives in this regard
in order to improve government services, attract foreign
investments and above all protect national wealth.
GCC governments still face challenges in soliciting
feedback from citizens and in increasing the usage of
e-Government services by citizens. GCC governments
can significantly develop their e-Government and Service
Improvement Programs by both opening their data to
citizens and utilizing the developing Social Media to get
continuous feedback from citizens on government
services and ways to improve these services.(i)
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Trends at the GCC level
At the GCC level, member states have started major
initiatives to build closer economic cooperation
including the establishment of a Common Market,
Single Currency, GCC Railway and GCC Electricity Grid.
These initiatives would strengthen GCC cooperation and
enhance GCC government services to citizens, residents
and businesses.
GCC Single currency & common market
Currently, GCC cross-border business requires paying
salaries and consolidating accounts in six different
currencies, which makes cross-border business complex
and distracts from core business issues.
A GCC common currency will make cross-border
business simpler, encouraging mergers and acquisitions
and creating large regional players that can compete
with the multinationals aggressively entering the GCC
market. A GCC common currency is a key enabler of the
formation of cross-border companies with economies of

At the GCC level, member states
have started major initiatives to
build closer economic cooperation
including the establishment of a
Common Market, Single
Currency, GCC Railway and
GCC Electricity Grid.

scale that will be more competitive and deliver extra
value to shareholders.
Citizens, residents and visitors can travel across the GCC
without having to carry different currencies and worry
about exchange rates.
A single currency would be stronger and more stable
compared with the current national currencies in the
GCC. It could allow the GCC to price Oil, Gas and
Petrochemicals using a common currency rather than
staying dependent on the U.S. Dollar. It would also
allow pegging to a basket of currencies rather than the
declining U.S. Dollar. Once well-established, it can be
floated like other hard currencies.
Furthermore, the establishment of the Common Market
will allow easier and cost-effective movement of citizens
and goods in the GCC. This would allow the GCC to
economically compete on the global level.
However, two of the GCC governments (Oman and
UAE) opted to stay out of the currency union, which
would weaken it. The rest of the GCC states should
persistently march forward with the currency union and
the other two would follow once the benefits
materialize.
Unlike the Euro Zone which includes 27 desperately
different economies (the economies of Germany and
Greece are poles apart), the six member states of the
GCC have very similar economies with rich hydrocarbon
resources, currencies pegged to the U.S. Dollar, one
official language and similar traditions and cultures.
They even share common issues in diversifying their
economies to reduce dependency on hydrocarbon
resources, increasing national employment, improving
education and healthcare services. Therefore, if the
political will is there, the common market and currency
stand a better chance of succeeding.
GCC railway
GCC governments decided to build railway networks
interconnecting all six member states with an estimated
cost of over USD 60 billion. The GCC railway project
will result in faster and lower-cost movement of
passengers and goods across the GCC and help boost
cross-border trade.
Railways are a cleaner, safer and more economical
mode of transportation. Strong logistics networks
encourage trade and provide industry with a
competitive advantage.
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Therefore, the establishment of the GCC railway will
have significant benefits to GCC nationals, residents,
visitors, businesses and economies.
Construction of the GCC railway network is expected to
start in 2010 or 2011. The cost will be shared among
the six Gulf States.
GCC electricity grid
Power consumption in some of the GCC countries such
as Kuwait is approaching maximum generation capacity.
Other GCC countries are increasing their power
generation capacity where they could trade excess
capacity to others. Therefore, GCC governments have
also established a power grid authority called the GCC
Interconnection Authority (GIA) to develop the GCC
Power Grid.
The power grid will reduce high long-term investment
costs in constructing generation plants by reducing the
level of reserves needed in each country as well as
providing wheeling services and enabling energy
trading.
The GIA will launch energy trading between the GCC
countries as well as with other power grids such as the
Pan-Arab, European and Mediterranean grids. GIA
would enable the GCC region to become a major
exporter of power, thus enhancing the economies of the
GCC countries.

Ultimately, the GCC power Grid would enhance
electricity services to GCC nationals, residents and
businesses resolving shortages and reducing the cost of
electricity.
However, GCC governments should also target efficient
power consumption by reducing power wastage using
“green” or power-efficient appliances (i.e. airconditioning), data centers and factory machines, etc.
Conclusion
GCC governments have made good progress in
enhancing services to citizens, residents and businesses
both at the national and the regional level. They
increased spending on vital services including education,
national employment, healthcare, infrastructure and eGovernment.
Engaging the private sector in this process through
Public Private Partnerships will further enhance services
and build up the private sector, strengthening the GCC
economies.
However, GCC governments still face significant
challenges in all the above service sectors. Therefore,
these governments must remain focused on diligent
joint planning, successful execution and carry through
service enhancement initiatives to address these
challenges and achieve their goals.
by Abdelhamid Suboh, partner in charge, Public
Sector, Deloitte in the Middle East
(i) Deloitte is helping some of the GCC governments in developing

and implementing strategies for the next generation e-Government
services as well as strategies for government service improvements
following advanced models such as Service Canada. Deloitte is also
helping a GCC government in developing and implementing
strategies for education and national employment programs.
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An introduction to

VAT
Since the early 1990s VAT has been adopted
by various countries as an efficient alternative
revenue source. But there are those who are
still holding out.
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The world seems to have capitulated to the rise of
indirect taxes and king of them all is Value Added Tax
(VAT). Since the early 1990s VAT has been adopted by
various countries as an efficient alternative revenue
source. But there are those who are still holding out, the
GCC is one of them, along with a number of Middle
Eastern economies. The US also remains a stronghold of
sales tax rather than VAT. However, there are constant
suggestions that VAT may be introduced in both the US
and the Middle East. But with President Obama denying
any VAT agenda, it is probably safer to assume that
countries in the Middle East will adopt it first.
How long these countries will hold out on introducing
VAT is unclear, but one thing is certain, VAT is now firmly
part of the tax landscape, and a very effective one too.
A very effective source of revenue
VAT is a tax on services and goods and so is very similar
to the so-called sales taxes though it usually applies with
a very wide base. However, it has one unique aspect,
which is that each party in the chain may deduct the
VAT charged by a supplier ('input VAT') from the VAT
due on sales ('output VAT'), paying the difference to the
authorities – hence the term 'value added' tax. In
essence it seeks to tax each part of the supply chain and
avoids a cascade of tax charged on tax.

The business community acts as a tax collection agent,
so there is little cost to the tax agency in collecting the
money from the ultimate payers (generally the public),
albeit there is a hidden cost for businesses in ensuring
compliance.
There are multiple points at which to collect tax along
the supply chain; this means tax is collected earlier, the
risk of fraud is diffused and there are incentives to be
honest: get a receipt and you can claim the VAT back
and, once a receipt exists, it can be verified and
checked, making VAT highly effective at raising money
for the government.
Exactly!
In fact one of the principle reasons for the US failing to
introduce a VAT system is that it would be a 'money
machine' and encourage 'big government'(i). This
reasoning does not seem to have concerned most other
Governments. In fact, the cheapness and ease of
collection makes VAT particularly attractive and the tax is
increasingly spreading to traditional tax free
environments where old sources of revenue are
becoming less reliable. Table A below provides an
illustration of the aggregate administrative cost of VAT
collection in various countries.

Table A: Comparison of aggregate administrative costs to net revenue collections(ii)

Country

Australia*
Canada
France
Japan
Netherlands
Singapore
Slovak Republic
Spain
Sweden
UK

Administrative costs/ net revenue collections
(costs per 100 units of revenue)

2000
1.07
1.4
1.42
1.7
0.87
1.3
0.52
1.02

2001
1.06
1.08
1.41
1.54
1.74
0.9
1.43
0.81
0.55
1.06

2002
1.07
1.2
1.44
1.66
1.76
0.99
1.46
0.78
0.56
1.11

2003
1.05
1.33
1.41
1.67
1.39
1.01
1.45
0.83
0.57
1.04

2004
1.05
1.17
1.35
1.58
1.3
1.02
1.26
0.82
0.59
0.97

Source: * Australia: data as per revenue body's annual report for 2006

(i) President’s Advisory Panel on Federal Tax Reform (2006, p. 192).
(ii) Tax Administration in OECD and Selected Non-OECD Countries: Comparative Information Series (2006): 2007
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So what's to stop this economic nirvana?
Clearly there is a big cost for business in collecting
VAT and the number one burning issue of in-house
indirect tax managers is the daily struggle to cope
with competing priorities and manage systems and
processes(iii). The OECD estimates that the administrative
burden resulting from tax regulations represents
between 25-30% of a business’ overall administrative
cost. In monetary terms this is significant, with EU
businesses estimated to spend well in excess of €60bn
per year on complying with VAT regulations alone.
VAT also has an impact on retail prices. In practice it
seems the inflationary impact of VAT is generally limited
to its introduction or changes in rate and rarely results
in a built-in inflationary pressure that persists. But there
is an impact: this can be seen when rates rise and fall,
a frequent occurrence in Europe this year.
(see Table B below).
However, the biggest issue cited about VAT is that it is
regressive, so it impacts the poor more harshly than the
rich as a proportion of income. For this reason we have
a proliferation of 'special rules' around food, health and
education (to name a few), all with their own special
social positioning to suit local circumstance. In South
Africa for example, tinned vegetables are taxed as a
luxury, in the UK one pays VAT on crisps (chips to
some), but not on the humble potato and so on.
These rules add complexity, room for dispute, and

generally damage the purist nature of VAT, but they
serve important social requirements. Whilst in theory
there are better ways of redistributing the income, often
there is no infrastructure to do this and VAT exemption is
a convenient (and media popular) shortcut.
VAT also has issues of outright fraud. Any system that
involves repayments of tax to taxpayers will attract the
unscrupulous: the person who claims to be exporting
goods, selling fruit or commencing trade with no
income. All of these could be in a repayment position
or could be false, and thus need policing.
Selected design aspects
There are other special rules that are adopted to suit local
circumstance. In the EU for example, many countries
operate 'blocks' of VAT recovery on goods they consider
might be used for private purposes (cars for example),
special reduced rates for specific industries (labour
intensive, construction, hotels) each driven by local
politics, cultural preferences, economics and lobbying.
Then there are the exemptions of necessity. How does
one subject a margin on a forex transaction to VAT,
especially when it might turn negative the next day?
The simple answer is that one does not. So as a result
many systems have an exemption for financial services.
What does exemption mean? Well different countries
use different words, but it can mean, in effect, a nil rate

Table B: VAT rate changes in Europe, 2010

Country

VAT rate change

New VAT rate

Effective date

Finland
Greece
Czech Republic
Spain
Portugal
Greece
UK

+1%
+2%
+1%
+2%
+1%
+2%
+2.5%

23%
21%
20%
18%
21%
23%
20%

1/7/2010
15/3/2010
1/1/2010
1/7/2010
1/7/2010
1/7/2010
4/1/2011

Source: Deloitte

(iii) The Burning Issues 2009 Third Edition: Deloitte Global Indirect Tax
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of VAT, because businesses recover VAT on their costs. This is often
called zero-rate or exemption with credit and is usually applicable to
food, for example.
Then there is 'proper' exemption, where the business does not get to
recover its VAT on costs. The Australians - rather honestly - call this
'input taxed'. This tends to be the form of exemption around financial
services, for example.
VAT as a business issue
So, if you are heading into a VAT environment either by choice
because you are entering a new market or because it is being
introduced, then you need to think about its impact because it
permeates every aspect of your business.
Every invoice that arrives needs recording, the VAT element separated
and booked. It needs coding as recoverable (fully or partly) or
irrecoverable. The invoice needs checking to ensure it contains the
correct legal details. VAT on substantial capital costs may not be
eligible for immediate recovery and at the very least will be subject to
audit due to the potential for fraud.

Many VAT issues can be dealt with via good systems, clever handling
of data can ease the preparation of returns meaning that tax and
finance functions can spend their time more fruitfully analysing
strategies, saving money and negotiating with the tax authorities from
a position of strength.
So the flow of data for VAT is perhaps its most important aspect. How
does the VAT feed into your ERP system, do you have sufficient tax
tables for your ERP system to handle and allocate tax and prepare
accurate VAT return forms? And since VAT across jurisdictions has
many commonalities it is possible to have cross jurisdiction compliance
processes and early investment will always reap dividends for the prepared.
If you get the systems right, you'll be 70% of the way there...the
remaining 30% is where the real work lies.....
By Justin Whitehouse, partner, head of Indirect Taxes, Deloitte in the
Middle East

Each sale and income stream needs accounting for correctly. Is VAT
due? If not, is it because it is exempt or is it zero-rated? Is it subject to
a reduced VAT rate? Could you argue for a better treatment?
Returns must be prepared, payments made, cash flow considered (VAT
is often due on an accruals basis leaving the taxpayer holding bad
debt risk) and audits dealt with.
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The time
to change
is now
Enhancing HR service delivery
across the Middle East

Human Resource functions
in companies across the
Middle East have reached
a point of no return.
The pressure to change
has become too great for
HR and business leaders
to neglect.
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Enhancing HR service delivery is a hot topic across the
region. However, despite attempts by some HR
functions to transform, many functions across the
region are still administrative “dumping grounds,” where
people who are not good enough for other parts of the
business are employed, or where services no one knows
where to put are placed.

Globally, HR is today
increasingly driven by
technology: “HR anytime,
anywhere” is no longer a
desired state, it is a reality.
Most business leaders across the region know exactly
what their “People Issues” are, but they have little trust
in, or understanding of how, their HR function can help
them solve their problems. As a result, expectations of
what HR could or should deliver are limited.
Many companies in the Middle East have no
choice but to change the way HR services are
being delivered, unless they have already started
doing so.
Evidence from global and regional surveys run by
Deloitte combined with intelligence collected when
working with our clients point in the same direction:

Socio
economic
pressures

Insufficient
use of
technology

Mediocre
performance
and motivation

Generational
differences in
expectations

Point of
no return
for HR

Severe
talent threats

Significant gap
between vision
and reality

Companies that do not tackle these challenges face the
threat of failure. HR is at a point of no return: either it
transforms itself to be able to help their organizations
tackle these challenges, or they will soon find
themselves redundant as their businesses outsource
these services.
Socio economic pressure
Public sector organizations’ and National Oil Companies’
links to the government have significant impact on how
businesses are run and what services HR provides.
Companies are often being slowed down by
bureaucratic and “old fashioned” ways of working,
making it difficult to operate effectively or compete in
today’s market. In addition, both public and private
companies have social responsibilities to develop and
employ nationals in lieu of expatriate workers. However,
there is a significant gap in local talent supply and
demand, leaving many organizations unable to fill open
positions or being forced to employ people who are not
fit for the job.
Generational differences in expectations
There are huge differences in expectations and
motivational drivers between the X, Y and “Baby Boom”
generations. The “Baby Boomers” and to some degree
some Generation “Xers” (from across the region) are
used to bureaucratic, manual and often paper-based
ways of working, whereas Generation Y is used to
iPhones, instant messaging, Twitter and Facebook. A
constantly connected generation confused and
frustrated by ‘old fashioned ways of working.’ Few
companies today are catering for these differences.
Severe talent threats
The ‘reverse demographic time bomb’ faced across
several of the GCC countries with huge pools of
potential Generation Y employees soon to enter the
workforce, an extreme shortage of talent across all
industries, combined with stringent and often unrealistic
nationalization targets and not enough government and
industry spending on educational collaboration
programs, are putting severe pressure on businesses
today. Very few HR functions are capable of handling
these issues today.
Significant gap between vision and reality
“Innovation, high-performance, and excellence” are
words that feature in many companies’ vision
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statements across the region. However, there is currently
an enormous gap between vision and reality in most
companies, mainly due to the fact that neither current
organizational cultures, nor senior and line manager
capability, nor existing HR policies and practices are set
up, mandated or skilled enough to reach this vision.
Mediocre performance and motivation
Lack of performance and motivation are often
highlighted as key challenges by senior executives
interviewed. This is mainly driven by an unclear
understanding of roles and career paths, limited
performance management activity and relatively low
transparency as to how pay and promotion decisions are
made. Promotions are often seen as a given, based on
number of years served or ‘Wasta’(i). All of this has led
to motivational issues negatively impacting
organizational success.
Insufficient use of technology
Globally, HR is today increasingly driven by technology:
“HR anytime, anywhere” is no longer a desired state, it
is a reality. However, many companies in the Middle East
are still being managed and run through paper-based
processes and multiple approval levels for seemingly
small issues, creating painstakingly slow and inefficient
processes. This is often driven by lack of trust and
limited devolvement of authority, which has resulted in
many senior executives spending their days signing and
stamping papers rather than leading their businesses.

A global survey conducted by Deloitte shows that
to help an organization thrive, HR must focus
more time and effort on strategic people activities:
• Leadership development and pipeline – building the
next generation of leaders.
• High performance culture – creating a workforce that is
pre-wired for high performance.
• Talent management – attracting, developing, and
retaining the talent an organization needs to thrive.
• Talent acquisition – recruiting and hiring people with
the right skills and capabilities.
• Anticipating and responding to mission-critical events –
proactively addressing strategic challenges, instead of
reacting after the fact.

Which of the following issues present the most important challenges
to the performance of your organization?

50%

Leadership development and pipline

49%

Creating a high performance culture
Talent management

39%

Talent acquisition

29%

Anticipating and responding to
business-critical events

26%

Improving operational efficiency of
HR process and technology

23%
22%

Reducing staff costs

19%

Training/development

Past, current and future HR
HR functions across the region can (broadly) be
categorized into three segments:

Compensation, benefits, and
pension planning and management

15%
8%

Complying with regulatory questions
0%

• There is no HR function and limited formal
HR policies or programs.
• Established HR function delivering basic and
administrative HR services.
• HR functions that are part of a global service
delivery model with well-established HRBPs,
Centers of Expertise, Self and Shared Services .
Some of these functions have started to make strides
towards changing the way they operate, but the change
is slow and is often blocked by lack of skills to make the
changes happen.

10%

20%

30%

40%

50%

60%

These challenges also correspond with what we found in
a survey conducted across the Middle East prior to the
ASHRM Conference held in Bahrain in March 2010 where
leadership development, retention, talent management,
productivity, motivation and adapting to new ways of
working were seen as key issues to be tackled by HR.
These challenges have a tremendous impact on an
organization’s overall performance. However, few
HR functions are equipped to deliver on this today.

(i) Wasta can be loosely translated as obtaining favors because

of who one knows rather than what one merits.
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HR functions across the world have been looking at
how to better deliver services to their organizations for
over a decade. The drivers for this change were
primarily cost reduction through shared service centers,
outsourcing, introduction of self-service, streamlined
HR processes and technology. Other drivers were
increased requirements to manage people globally and
a shift from administration to strategy, mainly through
the introduction of “Centers of Expertise” and “HR
Business Partners”.
Whilst many of the people-related challenges are shared
by companies in the Middle East and the rest of the
world alike, the drivers behind Middle East HR functions’
need to change are often different:
• An urgent requirement to help solving the business
issues as outlined above.
• An aspiration to become on par with “best practice”
and a “strategic business partner.”
• (Historically) less pressure to increase efficiency
through cost reduction.
• A social and economic agenda to develop and
employ a national workforce.

The evolution of HR
The evolution of HR has gone through a number of steps, but the evolution has not
finished. It will continue and will change forever the way in which HR operates.

Current state for
many HR functions

Where aspirations
should truly be
Operational
excellence
Ulrich HR

Generalist HR
Industrial relations
Welfare

Focus on HR
Board & talent
strategy execution

Line manager support

Unions and risk
protection

Forms and employees

Beyond 2013

Pre 1960’s
Enablers HR databases
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Consultation
(e.g., WTD)

Ulrich

Self service

BPO

Intelligent
buying

Web 2.0

Talent

The ultimate goal is the same as for the “early
adopters”: HR wants to become “Strategic” and a
“Business Partner” to the leaders of their organizations.
Ironically, few business leaders believe their HR
colleagues truly understand their business, challenges
and priorities. Not a great foundation for becoming
more strategic.
We have all heard about the “Ulrich Model” driving the
initial change and most companies outside of the Middle
East have introduced one version or another of this
model. However, the transition from “administrative” to
“strategic” did not come easy – and very few companies
have succeeded in achieving their desired goals. Most
companies learned a few lessons the hard way, such as:

offshore delivery centers. So what will be left for HR? In
more evolved companies, HR will focus on delivering
business transformation and talent, in others there will
be little more than Employee Relations left for them to
manage as group operations and business lines take
control of the rest.
In summary we see HR evolving along
three themes:

• Over reliance on self-service to take away
administrative work from HR.
• Failing shared service centers.
• Not enough focus on HR capability development.
• Lack of line manager willingness or capability to take
on “people” responsibilities.
Many companies are now looking at how to, yet again,
deliver HR in a very different way realizing that traditional
HR focus areas such as improving HR operational
efficiency, reducing staff costs and training/development
are now table stakes: they must be done well, but do not
provide a competitive advantage.
HR as we know it will be gone forever
within 10 years
HR will most likely diverge into two distinct and very
different groups:
• One focused on operational delivery.
• Another focused on fulfilling the board
and talent strategy.
Some HR functions will never get to look beyond
operational delivery losing ground to an impatient
business, eager to keep hold of talent and maintain
control of the talent agenda. For a few, even operational
delivery will be surrendered to outsource providers and

Whilst some companies across the region have made
attempts to improve HR service delivery, many are still a
long way from this predicted future state, mainly due to
a lack of skilled HR professionals. However, there is now
an opportunity to reset targets and aim for future
“Innovative HR Practices” instead of “Best” or “Leading”
practices which will be out of date in the next few years.
Learning #1 for HR functions across the Middle
East: Innovative HR, not Best Practice HR
Don’t aspire towards “Best Practices” aspire towards
“Innovative HR Practices”. Jump ahead, learn from early
mistakes and join the current journey of the ‘early
adopters.’ Realize and plan for anticipated barriers and
limitations. Be one step ahead, but do this with realistic
timeframes in mind. Determine what you need to do to
reach the “Innovative HR” state, whilst at the same time
establishing the foundation for achieving operational
efficiency, unless you have already done so.
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Learning #2 for HR functions across
the Middle East: Realize it is about Organization
Transformation, not just HR Transformation
Appreciate the organizational and cultural changes
required. Transforming HR to the desired state requires
organizational and cultural transformation too. In this
context – transforming HR is easy – it is the organization
transformation that will be the difficult task. Significant
organization change will be required: devolvement of
authority, increased performance focus, and a move
towards more technology driven organizations. This is a
Catch-22 situation. HR will need to drive this change,
but few are capable of doing this today. This leads us to
Learning # 3.
Learning #3 for HR functions across the Middle
East: Build HR Capability for the future, do not
try to fix yesterday’s HR
To fulfill its expanding role, the HR function must
develop new capabilities that are fit for “Innovative HR”
practices. If HR can successfully address its own talent
challenges, it will be in a much stronger position to help
its organization tackle its challenges.
However, few companies are focusing enough attention
on HR capability development. In addition, the HR
capability building required is fundamentally different to
what the market is currently offering. Most HR
development programs are still focusing on what HR
professionals need to know today, or needed10 years
ago. If you are developing the HR function of the future
you need to develop the people of the future. HR
professional will need skills around customer focus,
teamwork, communication, relationship building,
strategic partnership, consulting and advisory, negotiation,
conflict resolution, leadership, strategic thinking, analytical
ability, business acumen and innovation.

Importance of the following specific HR competencies now vs. three years
from now (respondents selected “essential”)

Now
In 3 years

Learning #4 for HR functions across the Middle
East: HR Technology for HR Anytime, Anywhere
An enormous technological shift will be required to
move from today’s ways of working to the future web
2.0 solutions leading organizations are now looking at.
Following the high level of acceptance of tools such as
Google and Wikipedia and how these tools have
enabled users to satisfy their information needs when
(and where) they need to, HR is now starting to
embrace this same idea by making its knowledge base
accessible to the rest of the organization.
Web 2.0 tools are being used to foster connections
among employees and external audiences (such as
customers, alumni, vendors and partners) and to
leverage internal knowledge and expertise.
Improvements in processing power, connectivity and the
move towards miniaturization have seen an explosion in
the impact of mobile computing. People are increasingly
being able to satisfy their information needs regardless
of their location. Given the highly mobile nature of
today’s workforce, this approach helps access the right
talent, wherever they may be in the world, and reduces
operational expenses.
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Talent

There is now an opportunity to reset targets
and aim for future “Innovative HR Practices”
instead of “Best” or “Leading” practices which
will be out of date in the next few years.
Learning #5 for HR functions across the Middle
East: Focus on HR Leadership & Talent
The HR Director role is changing. In addition to the
renewed focus on leadership and board effectiveness,
talent management, cultural change and employee
engagement, HR Directors must learn how to plan and
design a successful transformation beyond their own
function and execute against it. Today's CHRO is
increasingly required to act as both strategist and
steward. To be a CHRO, you have to be a business
person first and an HR executive second. The role of
Chief Consulting Officer is emerging and HR will be well
placed to fill this role if they can demonstrate the
change, project management, organizational design and
consultative skills required. Back to Learning #3.

Conclusion a catch-22 situation that can
be resolved
For HR to truly change and be able to solve the business
issues of today and in the future, not only HR, but also
cultural and organizational transformations are required.
The aspiration should not be “best or leading practices”
used by other companies across the world. They did not
always work and many companies are now moving on
from that. Instead, HR functions in the Middle East need
to aspire to create “Innovative HR Practices” that are fit
for the region. A focus on Talent, HR Technology and HR
Capability development will be fundamental to the
success of the required “tipping point” that will enable
HR functions to finally solve the critical business issues of
today and the future.

The Business Partner (BP) role will hold more
accountability and gain increased visibility in business
operations. This means that business will take over
accountability from BP (e.g. budgets, numbers of roles
etc.); the role of BP will become a key Talent
Development role for organizations, a stopping point for
future executives. BPs will cease to represent just HR and
could represent multiple back office functions leveraging
a core set of skills. Again, back to Learning #3.

by Linda Jarnhamn, senior manager, Consulting, ME
HR Transformation lead, Deloitte in the Middle East

Sources
• Deloitte Study: Strategist and steward.
The evolving role of the Chief Human Resources Officer
• Deloitte Study: Aligned at the Top - How business and HR
executives view today’s most significant people challenges - and
what they’re doing about it.
• Deloitte Report: The Talent Paradox: Before HR can help an
organization address the talent gap, it needs to address its own
• Deloitte Report: Shaping Up: Evolving the HR function for the
21st century.
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Data protection

Protecting
what
matters
The world contains a vast amount of
digital information which is diverse,
complex and most importantly,
continuing to grow at an exponential
rate. Although this new information
superhighway allows us to make
gains in all sectors, it also creates a
host of problems, not least
of which is data protection.
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According to market research company IDC, last year,
despite the global recession, the Digital Universe set a
record. It grew by 62% to nearly 800,000 petabytes(i).
This vast amount of data at our fingertips has made it
possible for us to perform some of our greatest
achievements including finding cure for diseases and
exploring the boundaries of our universe to name a few.
The constant correlation, integration and convergence of
data continually represent opportunities to generate value
and insight in the world of economics, science and society.

According to the Open Security Foundation, 555
publicly reported data breaches involving personally
identifying information in 2009 affected over
220,619,182 records(ii). Although lower in terms of
number of incidences from 2008, this number
continues to represent an average increase year on year.
Incidents by Sector (549 Publicy Reported data breaches in 2009)
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But all this data is also creating a host of new problems.
Despite the abundance of devices and appliances to
collect, store, use, and share all this information,
current volumes of data already exceed the available
storage space and organizations are having to strike a
balancing act when it comes to ensuring data security.

Sharing information is a strategic
need for organizations seeking
innovation and collaboration.
At the same time, protecting
one’s organization’s intellectual
property is vital to its longevity.
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Education

2011

Economic and competitive pressures have changed the
business landscape. Information must be used effectively
and efficiently for an organization to be successful.
Outsourcing, off-shoring, partnerships and mobile
employees and customers have blurred organizational
boundaries and complicated information management.
Sharing information is a strategic need for organizations
seeking innovation and collaboration. At the same time,
protecting one’s organization’s intellectual property is
vital to its longevity.

Data protection
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How to respond
A clear and well-defined approach supported by tools
and experience, are the keys to success. Understanding
the current operating environment, implementing the
necessary controls and acquiring the right capabilities to
protect a company’s information assets are performed
through a five-step process:
I. Know your data
Primary to protecting your information assets is to
understand what information you have, where it is, its
business value and who has access to it. It is also
important to know how information flows in and out of
your organization to your business partners, government
agencies, employees, customers and ultimately,
competitors. Many organizations are unaware of the
information they possess and its critical importance to
their ongoing business activities. As such, identifying
sources and copies of information inside and outside of
the organization’s boundaries is critical. These sources
can be structured or unstructured data in various forms,
including endpoint devices, servers, archives, backups
and prints.
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Top management, business management,
auditors, compliance officers and IT managers
should work together to make sure data
protection programs lead to cost-effective and
well-controlled IT delivery.
Using business processes, software applications,
customer segment information, auto-discovery tools,
interviews and workshops, it is possible to obtain an
inventory of the organization’s information assets.
Data classification is the process of classifying information
based on its operational value and regulatory value. This
exercise can produce instant and powerful results that
provide a demonstrable improvement in the way that
client data is protected.
II. Know your data lifecycle
Once data is discovered it is important to understand its
lifecycle from origination to processing, maintenance
and disposal. Gaining a good understanding of the
lifecycle of the data and its related controls at each stage
clarifies many of the threats and vulnerabilities associated
with its dissemination.
III. Know your channels
Data is seldom stagnant. It continuously flows throughout
the organization and beyond. Identifying the channels
used by the organization to collect, process and distribute
information is a necessary step in understanding the
threats, vulnerabilities and risks. The first three steps
provide a clear understanding of the current state of data
protection in the organization.
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IV. Implement & monitor controls
Armed with knowledge of the existing vulnerabilities,
threats and risks, it is time to implement the necessary
controls. These controls fall into three main categories of
preventive, detective and corrective controls that may
protect:
• Endpoints such as desktops, laptops, mobile devices,
software applications, fax machines, printers and other
systems.
• Channels such as Internet, network, phone and
e-mail.
• Data lifecycle such as creation/caption, organization,
processing, storage and disposal.
Constant monitoring and measurement of controls is
necessary for continuous improvement. As a result, an
adaptive approach to evolve with the changing threats
and risks is needed.

Data protection

V. Acquire capabilities
To keep up with the shifting and evolving threats, it is
necessary to acquire the requisite capabilities. These
capabilities allow your information security to evolve with
the challenges and prevent undesirable incidents
proactively. The primary and requisite capabilities are:
• Information Governance
• Information Management
• Access & Identity Management
• Enterprise Application Security Management
• Communication & Messaging Security Management
• Risk Management
• Privacy Management
• Fraud Management
• Security Training & Awareness

Top management, business management, auditors,
compliance officers and IT managers should work
together to make sure data protection programs lead to
cost-effective and well-controlled IT delivery.
by Fadi Mutlak, senior manager, Enterprise Risk
Services (ERS), Deloitte in the Middle East

Sources
(i) IDC White Paper sponsored by EMC, The Digital Universe:

2010 Update, May 2010
(ii) DatalossDB.org Data Loss Database, 2009 yearly report

In order to be most effective, any data protection
program should be applied within the business context,
focusing on where their use would provide the most
benefit to the organization.
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New thought leadership
publications from Deloitte.
ME PoV provides you with a selection of Deloitte’s
most recent publications accessible on Deloitte.com

CFO

Energy

Banking

Consumer business

The Deloitte Middle East
CFO Survey 2010

A new era is dawning
The rise of hybrid
national oil company

Positioning for a new
financial landscape

Global powers of the
consumer products
industry 2010
Extracting value

Real estate

Automotive Industry

Talent

Retail

China real estate
investment handbook
The details that make
a difference

Driving e-mobility
Economic stimulus and other
support spur development of
alternative vehicles

Has the great recession
changed the talent game?
Six guideposts to managing
talent out of a turbulent
economy

Hidden heroes
Emerging retail markets
beyond China
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Publications
A Middle East
Point of View

On the region’s
burning issues

THL

Aerospace & defense

Public Sector

Tax

Hospitality 2015
Game changers
or spectators

Holding steady
2010 midyear outlook for
the global aerospace and
defense sector

Red ink rising
The road to fiscal
sustainability

The Deloitte
Middle East
Tax Journal &
Tax Handbook 2010

Consulting

ERS

Life science & Health care

Manufacturing

Business analytics
just another passing fad?

Putting risk in the
comfort zone
Nine principles for
building the Risk
Intelligent EnterpriseTM

The future of the life
sciences industries
Aftermath of the global
recession

Compass 2010
Global forest, paper,
and packaging sector
outlook
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