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A word from the
editorial team

It almost has a cinematographic quality to it: people racing along,
having to stop, reassess and making a u-turn. As we enter the
second half of 2011, it seems as if the world, or part of it al least,
has been turned on its head.
With the world as flat as ever, people stood agape as a tsunami
brought northern Japan to a halt and a quake of a different kind
shook the earth in the Middle East and North Africa. In a matter of
hours and days, immutable facts became historical trivia.
As is often the case in tumultuous times, more questions are raised
than answered. What future for oil and gas? What about nuclear
energy? As economies in some countries are just raising their
heads following the financial collapse, only to be faced with
unsettling political upheavals, how are banks in some Arab
countries faring? What about the real estate sector?
We aim to answer some of these questions in the pages that
follow. Kenneth McKellar, Wissam Moukahal and George Najem
write about the future of nuclear power generation in the region
(Heavy fuel - will the Middle East’s nuclear spring continue into
summer?), the banking sector in the UAE (The banking industry in
the UAE - clearly, very unclear!) and the property markets in MENA
respectively (Now what?).
But as exciting as change can be, there is comfort in repetition.
Human Resource officers, for example, will always have their
woes. As Rym Dimashkieh highlights in her article entitled An
employer’s nightmare, finding the right talent, the war for talent
rages in the GCC as many countries continue to diversify their oil
and gas economies.
Whatever the tide of change may bring, the changes in the Middle
East region have certainly been monumental the last few months
and it will undoubtedly be a very exciting time for a while at least.
The Middle East Point of View will continue to translate these
changes and what they may mean for the business environment in
the area through our contributors’ expert analysis.
Stay tuned.
ME PoV editorial team
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Energy and resources

Heavy
Fuel
Will the Middle East
nuclear spring continue
into summer?
Given the recent catastrophic
events in Japan and unrest in a
number of Middle Eastern
countries, it is reasonable to
assume that the significant
progress made in almost every
country in the Middle East to
promote nuclear power
generation will come to a halt.
A Middle East Point of View | Summer 2011 | 7

One could argue that, post-Fukushima, the increased
cost of providing additional safety measures in and
around nuclear installations, adverse public sentiment
and the decision of certain existing nuclear countries
and engineering companies to scale back their nuclear
ambitions would make the development of new nuclear
generation in the Middle East much more difficult. That
argument would also conclude that, in a region that is
in unsettled transition, where existing state budgets
need to be diverted towards socio-economic
development and stability programs, continuing to
pursue a new nuclear build program may be too costly,
and even too dangerous, to contemplate.
The reality is quite different. As far as future nuclear
generation in the Middle East is concerned, it is very
much a case of “necessity being the mother of all
invention.” New nuclear power stations will be built in
the Middle East because there is no other way of
economically satisfying a growth in electricity demand
that is projected at 25% per annum between 2010 and
2015.1 Although this increase will be met primarily by
natural gas,2 the availability of such gas in the Middle
East at its current, heavily subsidized prices is uncertain.
Gas will not continue to be as readily available as it is
now for power generation. As the current depressed
international gas price recovers to USD 7/MMBtu

As far as future nuclear generation in
the Middle East is concerned, it is
very much a case of “necessity being
the mother of all invention”
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(Million British Thermal Units) by 20153 there will be
increasing pressure on those Middle Eastern countries,
which have indigenous gas reserves, to benefit from
international market prices by exporting their gas, rather
than using it domestically at rates which are projected,
at that time, to reach no more than half that
international market price. Physical shortage of gas in
certain Middle Eastern countries is also an issue and has
led to major projects such as the Dolphin pipeline from
Qatar to the United Arab Emirates (UAE) as well as the
development of the Shah sour gas field in the UAE itself.
If sufficient gas is not available as a fuel source for
power generation, then the same applies to other fuel
sources. Despite its abundance in the countries of the
Gulf Cooperation Council (GCC), oil cannot be
economically used for base-load power generation
except at times of peak demand when a high marginal
price justifies it. There are no significant reserves of coal
in the Middle East to be used for power generation,
whilst hydro-electric and other forms of renewable
power generation are currently too insignificant to assist
meaningfully in meeting electricity demand. As a result,
nuclear energy is the only source of power generation
that can realistically fill the supply-demand gap.
Nuclear power generation does present a significant set
of challenges for all of the Middle Eastern countries that
have chosen to embrace it. Each country will need to
develop the infrastructure needed for a nuclear power
program entirely from scratch. Apart from
demonstrating that they are responsible international
nuclear citizens in a politically sensitive area of the
world, these countries will have to adopt and comply
with international treaty obligations, as well as develop
a national legislative and regulatory infrastructure,
together with a nuclear safety culture to go with it.

Energy and resources

Finding local and international human resources for their
nuclear programs may be the most significant challenge
of all for the new nuclear Middle Eastern countries,
given that many of these resources left the world
nuclear arena in the last 20 years or so, when nuclear
power fell out of favor as a result of the “dash for gas.”
And yet, there is evidence that countries in the Middle
East have been able to accomplish complex feats of
engineering that few at the time would have believed
possible. For example, who would have believed, less
than 20 years ago, that Qatar would now be the world’s
largest exporter of liquefied natural gas (LNG)? The
current Emir’s vision and tenacity made this possible.
The nuclear momentum has started across the region
and, like the nuclear process itself, will be difficult to
stop. Of the 60 countries around the world that have
expressed an interest in, or are actively planning to
introduce, nuclear power, almost every country in the
Middle East is represented.4 As examples of
developments across the region, the planned start-up
of the UAE’s first nuclear power plant is in 2017.
Saudi Arabia’s King Abdullah City for Nuclear and
Renewable Energy was established in 2010 with a
mandate to develop a national nuclear and renewable
strategy. Jordan, which already imports 95% of its
energy needs, is tendering for its first nuclear power
plant. Egypt is expecting its first nuclear plant to be
operational by 2019.

Apart from demonstrating that they
are responsible international nuclear
citizens in a politically sensitive area
of the world, these countries will
have to adopt and comply with
international treaty obligations, as
well as develop a national legislative
and regulatory infrastructure,
together with a nuclear safety
culture to go with it
by Kenneth McKellar, partner, Middle East Energy and
Resources Industry leader, Deloitte
Endnotes
1 Business Monitor International, Inc. (BMI).
2 U.S. Energy Information Administration (EIA).
3 Ibid.
4 International Atomic Energy Agency (IAEA).

It is difficult to believe that this momentum will stop.
Significant financial resources are available, and the
all-important domestic socio-economic development
programs (a number of which are dependent on
sufficient electricity supplies) must continue for the wellbeing of the region. While there may be risks, there is
no alternative to a summer of nuclear power in the
Middle East.
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Real Estate

Now
what?
Political upheavals and their implications for
the real estate sector in the MENA region
Before analyzing the impact of the recent
upheavals in the Middle East North Africa
(MENA) region on the real estate sector, it is
essential to first shed light on their economic,
financial and market-related effects.
First economic ramifications of the political
turmoil in MENA: rise in oil prices and slowdown
in economic growth, increased market volatility
and downgrading of sovereign ratings
While economists, analysts and investors are still
assessing the implications of the ongoing political
unrest, some repercussions can already be detected,
such as a rise in the oil prices, downward revisions to
certain forecast economic growth rates, increased
market volatility and the downgrading of certain
government sovereign ratings.
Economic growth: a different impact for different
economies in the region
Tensions that are accompanying protests in certain
countries like Bahrain, Yemen, Oman, Syria, Jordan,

Egypt, Libya, Algeria and Tunisia are causing disruption
to business activities, investment and tourism. This
disruption is expected to weaken economic growth in
these countries and may even cause economic
contraction in some cases, such as in Libya.
Clearly the impact will vary between different countries
in the region. For non-oil economies, the expected
economic slowdown will be amplified by the increase in
oil prices and its effect on inflation and consumption. As
such, we witnessed a number of sliding revisions to
forecast economic growth rates for these countries. For
countries rich in hydrocarbons, forecast growth remains
relatively valid and is supported by the rise in oil prices
and the expected higher oil output (despite restraints
from the Organization of Petroleum Exporting Countries)
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in addition to increased government spending on large
infrastructure projects. The new public expenditure
plans announced in the Gulf Cooperation Council (GCC)
countries are massive and are expected to build up
domestic demand in these countries.
Aligned stock market reaction across the
region: increased volatility with a general
downward trend
The protests that are spreading across MENA increased
the political and security risks in most of these countries.
Whilst the impact of regional upheavals on economic
growth varied between oil- and non-oil-exporting
countries, their impact on the regional stock markets
was somehow aligned. Uprisings in Tunisia and Egypt
raised the risk premium attached to different stock
markets in the region in January and February for
instance, as many foreign investors pulled out of a
number of local stock markets.

Reduced levels of economic growth,
increased cost of funds and capital
flight are all elements pushing
properties prices in one direction:
downwards
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Thus, the rising political risk in the region increased
stock market volatility. For example, in the first week of
the riots in Egypt the stock markets in the United Arab
Emirates (UAE) fell by around 5%, before recovering and
then falling again by around 1.5% on the day riots
broke out in Bahrain in mid-February.
Besides the increased volatility, regional unrest has
weighed on market performance for the first quarter of
2011, whereby a general downward trend was noted
across the region. In line with the general stock market
decline in the region, the Standard and Poor’s (S&P) Pan
Arab Indices, which comprise indices for 11 markets in
the region, declined by 8% year-to-date.1
Short-term political risk is higher than ever,
resulting in a series of credit ratings cuts and
CDS spikes
Although the protests and ensuing political reforms are
expected to have a positive impact in the medium- and
long-term, the short-term political risk is higher than
ever. This has been clearly reflected in a series of credit
ratings cuts and spikes in Credit Default Swaps.
In a statement issued on March 15th, 2011, Fitch
Ratings mentioned that “increased political risks are
leading to downgrading in certain Arab Governments’
ratings, which is resulting, in turn, in increasing these
countries’ CDS rates and cost of funding.” The
statement came in conjunction with the agency’s action
on Bahrain’s sovereign ratings, as it downgraded the
Bahraini Mumtalakat Holding Company’s (Mumtalakat)
long-term issuer default rating (IDR) and senior
unsecured rating from A- to BBB and the short-term
foreign currency IDR to F3 from F1.2

Real Estate

The following day, Moody’s downgraded Egypt’s ratings
to Ba3 from Ba2, and S&P cut Tunisia’s ratings to BBB-,
one notch above “junk” status, after it cut Libya’s rating
four notches on March 11th, from BBB+ to BB.3
In line with mounting political risks, the cost of insuring
sovereign debt for a number of Arab countries also rose
significantly.
The rising cost of government and company debt will
leave companies facing additional financing costs,
curtailing profits and pushing up prices, as well as
threatening the viability of debt rescheduling programs.
Political risk and capital flight
If, as a result of the political instability, investors become
concerned about the safety of their investments, capital
can quickly leave an economy causing interest rate
increases and depreciating the domestic currency.
While certain bankers and economists insist that they
have not seen any flight of capital from the Middle East
so far, others confirm that there have been substantial
outflows of funds from different countries in the region.
However, what is certain is that, should political unrest
drag on, it will only be a matter of time before we see
the long-term investors reallocating their capital.
The capital flight and sovereign rating downgrades will
lead to a decrease in the availability of funds. Noticeably,
Qatar and the UAE have received large amounts of
funds flowing from Bahrain, as they have so far escaped
political protests, increasing liquidity levels in both
markets. The question that now begs itself is: are these
transfers passing in transit or have they reached their
intended destination?

The rising cost of government
and company debt will leave
companies facing additional
financing costs, curtailing profits
and pushing up prices, as well as
threatening the viability of debt
rescheduling programs
Reduced levels of economic growth in the nonoil-exporting countries will impact property
prices negatively
When economic growth slows down, consumption
decreases and unemployment levels increase. This will
have a direct, negative effect on real estate prices as
demand for properties decreases. However, the varying
impact of regional unrest on economic growth
throughout the different countries in the region would
result in a varied effect on property prices in these
countries as well. While property prices in non-oilexporting countries are affected by the forecast
slowdown in economic growth, prices in the oilexporting countries are maintained as economic growth
remains supported by the increase in oil prices and large
government expenditure budgets.

Reduced levels of economic growth, increased cost of
funds and capital flight are all elements pushing
properties prices in one direction: downwards.
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The stock market trends represent an early
warning sign for the expected trend in the
property market
The volatility that the regional stock markets witnessed
in the first quarter of 2011 reflects how investors are
reacting to the continuous political unrest in the region,
but the trend was mainly downward.
Being highly liquid, the stock markets will be the first to
echo how investors are responding to changes in
uncertainty levels. While investors’ appetite for investing
in a particular geography or sector may be the same for
investment in stock markets and direct investment in
real estate, uncertainty will be reflected by the buy and
sell transactions in the stock market that are much
quicker than concluding real estate transactions. Thus
the stock market variations, in particular those of the
real estate sector, represent an insight into investor
reactions to economic and political changes and
constitute an early warning sign as to the expected
trend in the property market.
Increased interest rates and capital flight
negatively affect demand for real estate
properties
When interest rates increase, the cost of funds rise and
the availability of funds decreases; conversely, when
rates decrease, funds flow into the system.
Changes in interest rates will either add or reduce the
amount of capital available for investment. The amount
of available capital affects demand and supply, as
well as investors’ and buyers’ ability to purchase
properties from the existing supply. This means that
when interest rates increase, the demand for mortgages
will decrease, which reduces the level of anticipated
market transactions and put downward pressure on
property prices.
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Where levels of capital flight accompanied with an
increase in interest rates lead to capital availability being
tight, banks and other capital providers are inclined to
provide less borrowings, in smaller proportions to
property values, leaving borrowers with increased loan
to value ratios. This would definitely affect investors as
they will not be able to leverage as before and their
yields on new investments will not be sufficiently
attractive, which decreases investor demand for
properties and push property prices down.
Also, the changes in interest rates would affect buyers
who are purchasing properties as end users. As a result
of the increase in financing costs, mortgage payments
will increase and might exceed rental payments that
tenants are currently paying and expecting to pay in the
near future, thus reducing the demand from current
tenants interested in moving to owned properties. Levels
of mortgage payments compared to rental payments are
decisive factors for end users especially in GCC countries
where laws and regulations are not perceived to give
sufficient ownership rights on properties bought under
freehold or long-term leaseholds.
The unavailability of funds and increased cost of funding
would discourage both investors and end users from
investing in, or buying, new properties.
On the other hand, the increase in interest rates reduces
the demand for funds to make new investments.
Developers or investors would drop plans for new
investments in new projects due to the increase in the
required rates of return which might not be achieved on
new projects as a result of the increased cost of
funding. Thus, increases in interest rates would result in
a reduction in the future supply levels leading to an
eventual increase in rental and property prices.

Real Estate

However, in many of the regional markets there is
already an excessive over-supply in both residential and
commercial properties where most of the future projects
are already either cancelled or put on hold. Thus the
continuing decrease in rentals and property prices
caused by the excessive vacancy rates in these markets
will not be affected by the impact of interest rates
increase on reducing the number of properties in the
pipeline, not in the coming 2-3 years at least.
Where are property prices heading?
All the regional turbulence incidents noted above are
converging in one direction and putting pressure on real
estate markets. Which way prices will move is mainly
governed by the market fundamentals in each country.
Where fundamentals are in favor of an increase in real
estate prices, the above-discussed incidents would
probably cause only a fractional reduction of the
potential increase, whilst in the oversupplied markets,
where prices were expected to decline, the above
factors will only add to the downward pressure
on prices.

Unavailability of funds and increased
cost of funding would discourage
both investors and end users from
investing in or buying new properties
by George Najem, principal, Audit, Deloitte, UAE
Endnotes
1 http://www.bloomberg.com/apps/quote?ticker=SEMIPAPD:IND
2 Publication: FITCH Ratings - Press Releases Provider:
FITCH Ratings.
3 Reuters FACTBOX-Credit ratings moves in Middle East, N.Africa.

However, a number of tools remain that could be
considered to direct the market dynamics and these
might, if correctly applied, reduce the pressure on prices.
These tools would comprise initiatives stimulating
demand, such as issuing and enforcing sets of laws
protecting investors and end users’ ownership rights,
implementing fiscal policies supporting the creation of
jobs and implementing financial and monetary policies
supporting reductions in the cost of funds, thus making
the purchase of properties more attractive for both
investors and end users.
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The banking industry in the UAE
The numbers look good, so what, if anything, is
ailing the banking sector of one of the strongest
economies in the region?
The numbers look good...

infrastructure investment in transport, tourism,
manufacturing, technology and ports. The diversification
programs for Abu Dhabi and Dubai will differ, in that
Dubai will refocus its efforts on promoting core sectors
such as trade and tourism and Abu Dhabi will invest
heavily in other large-scale projects.

Macroeconomics in the UAE
The United Arab Emirates has proven crude oil reserves
of around 98 billion barrels (or 10% of the world’s
reserves) and boasts substantial reserves of natural gas,
accounting for approximately 3.2% of world reserves.
The bulk of the oil and gas wealth is concentrated in
Abu Dhabi, which contributes approximately 90% of the
total oil production of the country and holds over 90%
gas reserves. Dubai has also become an important
financial center in the UAE because of its significant
financial and services industries. Together, the two
emirates have emerged as two of the most important
economies in the region. The other five emirates all have
a relatively stable economic and political system and the
country has an ambition to emerge as a financial and
service sector leader in the Middle East.

The economic outlook remains expansionary in the
foreseeable future to support the diversification
program, which will continue to have a positive impact
on the banking sector as the backbone of the economy.
While most of the increase in spending is expected to
come from Abu Dhabi, other emirates in the UAE will
also benefit, especially Dubai, due to the proximity and
the involvement of its own banks in Abu Dhabi’s
Economic Vision 2030 program, the emirate’s roadmap
for future economic development.

The hydrocarbons sector will remain the main engine of
growth in the future. Having said that, the UAE federal
government - Abu Dhabi in particular - will continue to
pursue its diversification program through large-scale

It is expected that the federal budget will remain in
surplus through 2012 at an average of 1% of GDP and
that the government debt will fall from an estimated
44.6% of GDP in 2010 to 23.9% of GDP in 2014.
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Banking

Forecast Summary (%, unless otherwise indicated)
2009a

2010b

2011b

2012b

2013b

2014b

Real GDP growth

-2.7c

2.6

3.5

5.5

5.6

6.0

Oil production (‘000b/d)

2,271

2,320

2,400

2,500

2,575

2,675

Crude oil exports (US$ m)

54,117

56,775

57,822

64,030

63,383

62,731

Consumer price inﬂation (av.)

1.6

2.2

3.2

4.0

3.5

3.0

Deposit rate

2.8

1.3

2.7

1.6

2.9

4.7

Government balance (% of GDP)

2.6c

1.8

0.7

0.6

-0.9

-2.4

Exports of goods fob (US$ bn)

192.2

195.5

213.1

238.1

264.7

304.0

Imports of goods fob (US$ bn)

150.0

159.0

171.8

190.7

215.4

247.7

Current-account balance (US$ bn)

7.9

3.1

6.4

11.4

8.2

6.7

Current-account balance (% of GDP)

3.2

1.1

2.1

3.1

2.0

1.4

External debt (end-period; US$ bn)

122.5c

122.7

123.3

123.7

125.9

129.4

External rate Dh: US$ (av.)

3.67

3.67

3.67

3.67

3.67

3.67

Exchange rate Dh: € (av.)

5.12

4.75

4.37

4.22

4.19

4.19

Exchange rate Dh: ¥100 (av.)

3.92

4.16

4.19

4.23

4.27

4.27

a

b

c

Actual. Economist Intelligence Unit forecasts. Economist Intelligence Unit estimates.

… herein lies the problem
The banking industry in the UAE
The banking sector in the UAE is quite fragmented, with
the market currently being served by 23 domestic banks
and 28 foreign banks. Banks incorporated in Abu Dhabi
and Dubai hold the lion’s share of total domestic assets.
In view of the ambitious outlook of the economy and
the expansionist program of the country, is the banking
sector able to support the pressure?
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The rising cost of domestic deposits
in a competitive market and reduced
access to the international debt
capital market are also major
contributors to the challenge in
fueling the banking sector with
resources to match the ambitious
development plans of the country
What is ailing banks in UAE? Are banks going to send
alarm signals to the market? Is the problem limited to
government-related entities? Is the problem limited to
the real estate sector in Dubai? What about the real
estate sector in Abu Dhabi? How about family-owned
conglomerates and their gearing ratios? What is their
impact on the UAE banking sector in view that most of
their debt is financed locally? Too many questions
remain unanswered and unclear, which makes market
observers wonder!
Liquidity and government support
Funding and liquidity pressures remain on the banking
system, with the average loan/deposit ratio for some
major banks above 100% and in some cases above
120%. The rising cost of domestic deposits in a
competitive market and reduced access to the
international debt capital market are also major
contributors to the challenge in fueling the banking
sector with resources to match the ambitious
development plans of the country. Federal liquidity
support measures greatly helped to stabilize the banking

18 | Summer 2011 | A Middle East Point of View

system in 2009. Over and above the federal support to
UAE banks, the Abu Dhabi-based banks had received
Tier 1 capital funding amounting to AED 16 billion,
distributed among the four major banks, which
contributed to liquidity in the sector.
Capital adequacy ratios of UAE banks strengthened in
2009 following government actions and greater
retentions of net income by the banks and, in some
cases, lower risk-weighted assets. The average
regulatory Tier 1 and total capital ratios were
maintained at significantly above the regulatory
requirements, in some instances exceeding 20%, which
will eventually strengthen the ability of banks to absorb
higher non-performing loans (NPL) over the next 12 to
24 months.
Asset quality
Asset quality deteriorated significantly in 2009 and the
trend continued in 2010 with average NPL to gross
loans ratio of banks increasing to 4.3% in 2009 from
1.7% at end-2008. These figures do not include the
troubled debt of Dubai World, which have been
reported in the 2010 financial statements, so these
numbers will likely continue to rise.
It is worth noting that these ratios may not reflect the
real quality of the loans portfolio given the high levels of
restructured and rescheduled loans and those past due,
but not impaired, reported by banks in accordance with
International Financial Reporting Standards. These same
ratios, reported by foreign banks operating in the UAE,
were higher in 2009, which is considered a better
indication given the stringent provisioning requirements
of those banks.
As loan books stagnate in 2010 and into 2011, the ratio
of NPL to gross loans is expected to increase for all
banks as problematic assets surface in the banking

Banking

system. The deterioration in the asset quality of banks
will increase the impairment charge and will put
pressure on the profitability of banks, which might
cause an increase in the cost of funding on debtors as a
compensation mechanism to sustain profitability. That,
in turn, will have a direct impact on the profitability of
debtors and their ability to meet their obligations as
per original terms and conditions - hence, it is a
vicious circle.
Profitability
The UAE banking sector's profitability suffered in 2009
as the global economic crisis impacted the region more
significantly and year-on-year comparatives in Q1 2010
were generally disappointing, although core interest and
fee revenues are holding up relatively well. Impairment
charges are still rising in both, retail and corporate
portfolios. With Dubai World and other GREs and the
remainder of the troubled Saudi corporate exposures to
provide for, sector profitability in 2010 is unlikely to be
any better compared to 2009 levels. Not surprisingly,
profits are expected to stagnate, or at least not decline,
for some banks as a result of the key factors mentioned
above. Increase in the cost of funding will put pressure
on net interest margins. The decline in trade finance,
IPO business and other operating income will have
similar negative impact on fee and commission income
which will eventually impact banks’ profitability.
Stagnation in loans and advances growth as a result of
higher funding cost and/or lower customer demand will
also impact banks’ profitability.
In such a competitive market, it is vital for banks to
understand how customers and market sectors
contribute towards profitability, and to what extent
relationships with particular customers are profitable.
More focus on client satisfaction, quality of service and
innovation in products offered, will lead to the creation
of new categories of interest income, charges,
commissions and possibly FX-related profit.

Conclusion
The challenges facing the UAE banking sector are
expected to continue for the coming 18 to 24 months,
with the property markets in all seven emirates,
especially Dubai, Abu Dhabi and Sharjah, continuing to
show a negative trend in prices and yields generated
from rentals. The challenges of the real estate market
will in turn, negatively impact contractors, building
material suppliers, smaller developers and the high-net
individuals with exposure to these sectors. Faced with
the economic downturn, a number of privately-owned
companies, including family conglomerates, will
eventually engage in restructuring their original loans
and advances with longer tenures and possibly cheaper
rates. The rising level of renegotiated loans might trigger
other factors, such as an increase in the ratio of nonperforming loans, which may alarm market observers
and banks valuators as they may, in turn, have an
adverse effect on banks’ profitability.
by Wissam Moukahal, partner, Financial Services
Industry leader, Deloitte, UAE
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Human Resources

An employer’s
nightmare
Finding the right talent
“Our people are our greatest asset” has
become a cliché that executives have been
keen to repeat to anyone willing to listen,
but much has changed since the latest
financial crisis with business leaders
having to rethink their talent strategies.
Talent edge 2020, a study by Deloitte and Forbes insight
(December 2010), reveals that the most significant
challenge to driving future growth for companies
competing in the global marketplace post-recession is
hiring the right talent in the right place at the right time.
In the context of the study, 334 business leaders and
human resource executives at large businesses in the
Americas, Asia Pacific, Europe, the Middle East and

Africa were questioned on their changing talent
priorities and strategies. Of those surveyed, 41%
identified 'competing for talent globally' as the most
pressing talent issue while 38% listed ‘leadership
development and succession planning’ as their most
critical human resource (HR) challenge. 'Retaining
employees' was seen as the topmost challenge for
37% of respondents.
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What are your organizations’ most pressing talent
concerns today?

Competing for
talent globally and in
emerging markets

41%

Developing leaders
and succession planning

38%

Retaining employees
at all levels

37%

Managing and delivering
training programs

35%

Creating career paths
and challenging job
opportunities for employees

34%

Sustaining employee
engagement/morale

34%

Providing competitive
compensation and
benefit packages

29%

Managing a globally
diverse workforce

28%

Recruiting
hard-to-find skill sets

28%

Reducing employee
headcount and costs

21%

Deploying critical
talent around the world

17%

Providing flexible
work options

17%

Evaluating and
implementing HR/ talent
technology systems
Aligning HR and
talent with line of
business priorities

12%
3%

Source: Deloitte, Talent Edge 2020: Blueprints for the new normal
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Hot spots in the Middle East
Prior to the recession, strong economic performance
had shone the light on the Middle East, identifying it as
one of the markets of the future. Now, post-recession,
the talent challenge is back on the table. Despite strong
economic performance, the resource pool in the Arab
nations is challenged. The alarming rates of
unemployment, at around 11%, have not generated
the talent surplus expected. Reliance on expatriate
labour is still heavy despite many expatriates returning
home after losing their jobs. Nationalization programs
are proving challenging to implement in the Gulf
countries. Statistics from Gulf Cooperation Council
countries from 2009 (Fleming Gulf conference) mention
that only 12% of employees in the United Arab Emirates
are in fact Emirati Nationals. Similarly, 17% of employees
in Qatar are Qatari Nationals, 18% are Kuwaitis in
Kuwait, 28% Saudi in Saudi Arabia, 45% Bahrainis in
Bahrain and the most successful, the Sultanate of Oman,
where 46% of the workforce is Omani. The youth
unemployment rate stood as high as 21.4% at the start
of the crisis and female participation remains at only one
third that of men despite more participation in the
labour force over the years.
With the accelerated growth of Middle Eastern
economies post-recession, the war for talent rages again
as many GCC countries continue to diversify their oil and
gas economies. Companies are looking at hiring as of
one of their key drivers for growth and are once again
struggling not only to find the skilled workers for their
critical positions, but also to retain them.

Human Resources

Clear talent imperatives: changing strategies
As companies in the Middle East compete, more than
ever, for global talent, there is more of a need for a
comprehensive strategy that works. It does not have to
be complex but should have a holistic approach for the
business to successfully and confidently align its most
important objectives. Recognising that people create the
differentiating factor, executives would need to take
today their talent strategy to a new level.
1. Developing a leadership pipeline
Succession planning is a talent imperative as the global
workforce continues to age, or as may be the case in
the Middle East, as existing family firms pass on the
helm to the younger generation. In either case, a variety
of tactics should be deployed by leadership and talent
managers to fill the leadership pipeline.
• Identify high potentials: people who are not just
good in their current role but with true future
potential, with emphasis on the organization’s
business drivers and future priorities.
• Designate talent openly as it will improve their
retention and morale.
• Groom future business leaders by increasing focus
on their development and enrolment in accelerated
leadership programs.
• Leverage the use of workforce planning tools such
as performance management to diagnose, coach and
inspire performance for results.
• Fast-track high performers to promotion.
Differential pay such as hefty compensation packages,
commission or varied bonus structure is no longer
the solution. Many employees leave for new
opportunities and challenges rather than better
compensation packages.

How are executives zeroing in on the right talent to
train and develop future leaders?
Performance
management

72%

Emerging leaders

71%

High-potential
employee development

71%

Experienced hires

69%

Workforce planning

68%

Retention of employees
with critical skills

68%

Talent assessment

65%

Senior leaders

65%

Campus hires

65%

Benefits

65%

Succession planning

64%

Regulatory, security
and risk training

64%

Job Specific
/functional training

64%

Retention of
high-potential employees

64%

Right-sizing/downsizing

63%

Retention of
all employees

62%

Non-financial incentives

61%

Onboarding
and orientation

60%

Compensation/financial
incentives

58%

55%

Contract and part time

52%

Offshore hires

Increase signiﬁcantly
Increase
Source: Deloitte, Talent Edge 2020: Blueprints for the new normal
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The most significant challenge to
driving future growth for companies
competing in the global marketplace
post-recession is hiring the right talent
in the right place at the right time
2. Deploying people to new locations and
offering them new roles
In the current talent landscape, talent managers are
pressured to identify and get new people in new jobs at
new locations. Looking ahead, companies should
predict where their talent strategies are headed at least
in the coming year or two, taking into consideration
new market trends.
• Ramp up social media programs by capitalizing on the
new platforms such as Facebook, LinkedIn, Twitter
and YouTube to connect with and deploy a global
talent workforce. Of the executives surveyed in the
Talent edge study, roughly one quarter (28%) plan to
significantly increase their focus on social media over
the next 12 months. However, some industries
outpace others: nearly four in ten (39%) surveyed
Financial Services companies reported that they will
“significantly increase” their focus on social media,
along with 37% of Life Sciences/Health Care firms and
33% of Technology/Media/ Telecom companies.
However, only 20% of surveyed Consumer/Industrial
Products and 21% of surveyed Energy/Utilities
companies plan to do the same.
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• Find ways to improve mobility programs in the
context of international firms by balancing strategic
concerns with cost effectiveness and tax and
regulatory compliance.
3.Raising the bar in crucial talent areas
Post-recession, many companies are tempted to return
to their talent strategies prior to the downturn, which
has not left Middle Eastern countries untouched. To
succeed in a globally changing market companies would
need to review and reassess their efforts in key areas.
• Adopt a tactical approach to talent by aligning it
with the business objectives.
• Measure success by putting in place clear metrics
and key performance indicators (KPIs) across most
talent categories.
• Implement and integrate talent technology
with talent strategy to continually source, market
and engage a pipeline of high-quality talent while
measuring success.
• Bridge generational gaps by creating positive
relationships through awareness, understanding
and acceptance.
• Focus on global workforce and diversity by creating
an inclusive workplace.
• Develop a specific employer value proposition with
associations and values unique to the company to
differentiate it from the competition.
• Invest in talent by putting heavy emphasis on
learning and delivering training programs.
• Connect with employees by leveraging
communication channels to keep them aware of the
company’s strategy and key developments.

Human Resources

How would you assess your overall talent
management program?

• Focus less specifically on “retention strategy” but
more generally on developing the environment and
culture that is so captivating and engaging that talented
people will have very little enticement to leave.
• Modify the operating mode so that more flexible
working relationships allow both the individual and
the business to develop.
• Work more creatively with diversity.
• Connect with Alumni and build the business’
reputation as an exporter of talent.

4%
7%
20%

26%

43%

We are world-class
We are world-class in some areas
We are adequate but need to improve
We are getting by but need signiﬁcant improvements
We are under-performing and need radical improvements

Source: Deloitte, Talent Edge 2020: Blueprints for the new normal

4. Understanding retention
With increasing mobility in today’s workforce, the
retention issue is a problem that is here to stay,
especially that Generation Y is more demanding of
experience and diversity than its predecessors. To tackle
this issue successfully, employers will have to become
significantly more creative.

On a final note
Although fears about talent shortages eased at the start
of the global recession, organisations are now once
again taking a hard look at their long-term talent
pipeline. To succeed, these organization need to have
sharper focus on leadership development and
succession planning while creating the appropriate work
experience to retain and engage the right people. With
cost pressures encouraging cutbacks in rewards,
organisations need to understand the value proposition
for their key talent segments keeping in mind that not
all talent strategies and their execution are equal. As
uprisings in the Arab countries testify, the youth of the
future are a vociferous force that companies will also
have to account for in planning and strategy.
by Rym El Zein Dimashkieh, senior manager, Human
Resources, Deloitte, Middle East
Endnotes
1 Talent Edge 2020: Blueprints for the new normal
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Narrative Reporting

It’s not
what you
think it is
The importance of narrative reporting
Fluctuations in world economies the past few
years have prompted organizations to rethink
the way they define, assess and measure
corporate performance. Board members and
executives are continually seeking ways to
enhance the tools that link corporate strategy
to performance and so to improve effective
communication with investors and stakeholders
in their narrative reporting.
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Information provided in financial statements alone may
not be sufficient for investors and stakeholders to gauge
the economic value that a company has already created
or its value-creating potential and to foresee the
sustainability of current performance and cash flows.
Providing consistent quantitative and narrative reports to
accompany financial statements is key to enhancing the
relevance and transparency of the information disclosed
by a company. Narrative reports can be presented in the
form of “Management Discussion and Analysis,”
“Operating Financial Review” or other “Management
Commentary.” Narrative reports are reinforced by
financial and non-financial Key Performance Indicators
(KPIs) that support the explanation of business strategy
and explain progress towards stated goals.

Management Commentary is one of the
most interesting parts of the annual
report: it provides management with
an opportunity to add context to the
published financial information,
and to explain their future strategy
and objectives

IFRS Practice Statement
Management Commentary (MC)
On 8 December 2010, the International Accounting
Standards Board (IASB) published an International
Financial Reporting Standard (IFRS) Practice Statement
Management Commentary, a broad, non-binding
framework for the presentation of narrative reporting to
accompany financial statements prepared in accordance
with IFRS.
Management Commentary is a narrative report that
accompanies, but is presented outside of, the financial
statements, setting out management's explanation of
the enterprise's financial condition, changes in financial
condition, results of operations and causes of changes
in material line items. Many entities see Management
Commentary as an important element of their
communication with the capital markets,
supplementing, as well as complementing, the financial
statements.
In a press release, the IASB said that management
commentary fulfils an important role by providing users
of financial statements with a historical as well as a
prospective commentary on the entity’s financial
position, financial performance and cash flows. It serves
as a basis for understanding the management’s
objectives and strategies for achieving those objectives.
The IASB added that the Practice Statement allows
companies to adapt the information provided to
particular aspects of their business, including the legal
and economic circumstances of individual jurisdictions.
This flexible approach will generate more meaningful
disclosures about the most important resources, risks
and relationships that can affect an entity’s value and
how they are managed.
The Practice Statement is not an IFRS. Consequently,
entities applying IFRS are not required to comply with it.
IASB Chairman Sir David Tweedie said, “Management
Commentary is one of the most interesting parts of the
annual report. It provides management with an
opportunity to add context to the published financial
information, and to explain their future strategy and
objectives. It is also becoming increasingly important in
the reporting of non-financial metrics such as
sustainability and environmental reporting. The
publication of this Practice Statement will benefit both
users and preparers by enhancing the international
consistency of this important source of information.”
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Narrative Reporting

Key Performance Indicators
KPIs have become largely used by practitioners and are
an essential part of narrative reporting. Organizations
have long used and reported various performance
measures, but to what extent are KPIs well understood
and properly labeled? Below are fundamental
characteristics of each component of the term “Key
Performance Indicators.”
KEY indicator
There are large numbers of performance indicators, but
few are ‘Key.’ Board of Directors and Executive
Committees need to set out and define the performance
indicators that are truly key and relevant to their
organization. The essential elements that can be
considered to make indicators a performance key
include the following:
• Focusing on KPIs that align with the business strategy
to link and measure an organization’s progress and its
strategic priorities;
• Focusing on the industry in which the organization
operates: different measures are applied across
industries;
• Choosing KPIs that are used in a company’s internal
decision-making process and in managing the
business and assessing progress against defined
strategies;
• Choosing KPIs that are relevant to the company but
are not necessarily used or reported by peers. In this
case, management should provide adequate
explanation for its choice of KPIs, which should be
accompanied with details on the measurement
methods used in order to allow external readers to
benchmark with other peer groups.
Using and reporting a wide number of performance
measures, without focusing on leading indicators,
weakens the level of transparency and potentially
misleads readers. It is also likely that, internally,
managers become overwhelmed and frustrated while
tracking multiple performance measures and struggle to
enhance them. Consequently, they become less focused
on those measures that directly relate to strategic
objectives. Generally, the number of KPIs should be
fewer than ten.

There are large numbers of
performance indicators, but
few are ‘Key’
PERFORMANCE management
KPIs should effectively measure the organization’s
‘performance’ by only taking into consideration factors
that are influenced by management. It is essential to
understand and quantify factors affecting an
organization’s performance that are outside
management’s control. Take for example the case of a
bank whose improving profits are attributable to
changing rates and not to increased efficiency, or the
case of a steel producer, whose growing earning per
share comes from rising steel prices. These factors
should be stripped out or adequately explained when
measuring performance.
INDICATORS of future performance
Excessive reliance on historical financial measures
prevents KPIs from being true indicators. Assessing
financial performance based on current and past results
remains subjective in certain cases. For instance,
organizations can easily manipulate earnings per share
and managers can decide when to book revenues and
costs. Accordingly, measuring an organization’s financial
performance based on historical growth and returns on
capital should be supplemented by ‘indicators’ of future
performance, which allows for assessing the
sustainability of that performance and provides a
glimpse into the future. On the other hand,
performance measures should be reported in a timely
manner in order to allow management to react quickly
and take corrective action where necessary.
The continuous enhancement of narrative reporting is
critical to gain and build the trust of investors. It simply
entails the disclosure of relevant financial information in
a consistent way while avoiding redundant and complex
information and ensuring balance between transparency
and confidentiality.
by Zahi Zeini, partner, Audit, Deloitte, Lebanon
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Beyond the
Analytics as a strategic capability

Uncovering the realities that lie behind the data is
what business analytics is all about. Precisely because
they are hidden to the casual observer, they lend
competitive advantages to the organizations that
discover and implement them in business first.
“The central concern of administrative theory is with the boundary between rational and nonrational aspects of human
social behavior.” Herbert Simon, Administrative Behavior

What’s in a name
Analytics typically involves sifting through mountains of
data – that often send confusing or seemingly
conflicting signals – in search of nuggets of insight that
can be used to make better decisions. Though irksome,
initially confusing analytical situations are often the ones
that reveal deeper truths, valuable predictive patterns or
competitive insights. Perplexity often breeds discovery;
surface inconsistency can yield to deeper consistency;
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and challenge can unseat convention. Uncovering the
realities that lie behind the data is what business
analytics is all about. Precisely because they are hidden
to the casual observer, they lend competitive advantages
to the organizations that discover and implement them
in business first. Ironically, something like this very
process is needed to make sense of the mountains of
literature that have accumulated around the field of
business analytics itself.

Deloitte Review

numbers
Writings in the business and popular press, blog
postings, and conversations with executives reflect many
seemingly contradictory ideas. While it is often touted as
one of today’s most important business - and even
cultural - trends, analytics has been around in one
form or another for many decades and, in a few cases,
for well over a century. Depending on whom you speak
with, analytics projects are technology projects, actuarial
projects, applications of the latest developments in
machine learning, exercises in applied statistics and/or
operations research, or nothing more than Business
Intelligence (BI) clothed in fresh marketing or journalistic
spin. Even the generic nature of the newly fashionable
term “analytics” itself might invite skepticism: after all,
techniques that claim to apply to everything often end
up solving nothing.
Yet there are important messages that should not get
lost in the hype. While many sub-disciplines and core
techniques of analytics are not new, the competitive
and operational necessity of analytics is. Hundreds of
terabytes of information are now produced each day in
forms as diverse as unstructured text, transactional
records, Internet clicks, digital multimedia, and RFID

and geospatial GPS signals. Analytically adept
organizations are able to use all of this data to make
refined operational decisions more economically,
objectively, consistently and in greater quantities than
ever before.1 Organizations not so adept are at risk of
drowning in all of this data and falling behind
competitively. Today’s business landscape has
therefore changed in ways that put analytics
“have-nots” at a substantial disadvantage relative
to analytics “haves.”
But to form an effective strategy around analytics, it is
first necessary to hear beyond the chatter surrounding
analytics, develop a clear understanding of what
analytics is fundamentally about, and then to structure
and prioritize analytics strategies in a way appropriate to
one’s larger business objectives and competitive
situation. The use of information technology to convert
raw data into actionable information is an important
part of the story. But as we will see, it is only a part:
data and information technology account for only two
dimensions of what is ultimately a three-dimensional
topic. The third and crucially important dimension of
analytics is the human and social one.
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The sudden ubiquity and seemingly
airy generality of “analytics” might
distract from the subject’s deep roots
and the technical and managerial
sophistication needed to master it
Price was right
In Competing on Analytics, Tom Davenport and Jeanne
Harris help clarify the multifaceted concept of analytics.
According to them, analytics is: “the extensive use of
data, statistical and quantitative analysis, explanatory
and predictive models, and fact-based management to
drive decisions and actions.”2 This definition is excellent.
Still, the sudden ubiquity and seemingly airy generality
of “analytics” might distract from the subject’s deep
roots and the technical and managerial sophistication
needed to master it.
Davenport and Harris correctly point out that using data
to build statistical models is central to analytics. And
indeed one of the earliest instances of business analytics
was performed by an important figure in the history of
statistics. The 18th-century mathematician and Unitarian
minister Richard Price is best known for his early role in
promulgating what is today known as Bayesian
statistics, the science of using probabilities to quantify
uncertain knowledge in the light of data. Less often
recognized is the fact that Price applied his quantitative
expertise by working as a consultant to the Equitable
Life Assurance Society in London.3 By analyzing historical
mortality patterns, Price was able to appropriately link
the society’s insurance premiums to the age of the
insured, thereby ensuring that it could adequately meet
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its future commitments. As a result, the Equitable
flourished during the succeeding decades while a string
of competitors came and went due to inadequate
premium and loss reserves.
We are not historians, but Price’s work - performed a
quarter of a millennium ago - gets our vote as the first
example of business analytics in action. Not
coincidentally, it is also an early example of actuarial
science. Price trained his nephew William Morgan,
who went on to become the Equitable’s actuary
and is today regarded as the founding father of the
actuarial profession.
A similar story comes from Victorian Britain. Charles
Babbage is best known as the inventor, along with his
associate Lady Lovelace, of the earliest prototype of the
modern computer. (Because Babbage and Lovelace
predated Edison, their computer was powered by a
hand crank.) A man of protean talents, Babbage was
also an early pioneer in operations research. By
analyzing data, Babbage demonstrated that varying the
price of mail delivery by the distance traveled was in fact
more expensive than the cost of transporting the mail.
The post office acted upon Babbage’s analysis and
became more efficient by charging a flat rate based on
weight. The so-called “penny post” idea was
subsequently adopted around the world and persists
even today.4
Moore, Moore, Moore
While the term “analytics” is a new entry in the business
vernacular, the subject itself is certainly not. So what
accounts for its sudden ubiquity? The short answer is
information technology. The availability of computing
power and data storage capacity have expanded at an
exponential pace, and this trend seems unlikely to abate
anytime soon.5
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Several consequences of Moore’s Law collectively
account for the newfound ubiquity of analytics.
Most notably:
• The data deluge: as noted earlier, we now gather,
store and transmit unimaginable quantities of data
each day. As Herbert Simon astutely observed nearly 40
years ago, this changes the fundamental economics of
business management and decision-making. Simon
wrote that:
In an information-rich world, the wealth of information
means a dearth of something else: a scarcity of whatever it
is that information consumes. What information consumes
is rather obvious: it consumes the attention of its
recipients. Hence a wealth of information creates a
poverty of attention and a need to allocate that attention
efficiently among the overabundance of information
sources that might consume it.6
Simon’s foresight is today’s reality: analytics is increasingly
regarded as a necessity to focus decision-makers’ attention
- a scarce resource - on the predictive insights hidden in
the depths of oceans of data.
• Algorithms and software: increasingly powerful tools
and methods for analyzing data and making predictions
are being discovered and promulgated at an
unprecedented rate. To take but one example, Thomas
Bayes’ 200-year-old ideas have recently undergone a
striking renaissance thanks to clever simulation
techniques that have been implemented in open source
software packages.7 Indeed one of the premiere
statistical computing packages, the open source R
package, has experienced its own version of Moore’s
Law: the number of data analysis sub-packages
contributed to R from scientists and practitioners around
the globe has grown exponentially, and many dozens of
new routines are added to the R system each year.8

Information technology is also
crucial to analytics for a second
reason: the best algorithm in the
world provides no value sitting on
a shelf. It must be implemented.
• Increased awareness: farsighted leaders in a variety of
domains are increasingly aware of the competitive and
operational advantages that analytics can bring. We will
say more about this below.
Advances in information technology have therefore
dramatically magnified both the practical availability
and business necessity of data and analytics tools
and methods. As a result, novel applications of
analytics are taking root at an impressive clip. But
it is important to remember that the core ideas and
methods of modern analytics are rooted in fundamental
statistical and optimization ideas that have been in wide
use for decades.
Information technology is also crucial to analytics for a
second reason: the best algorithm in the world provides
no value sitting on a shelf. It must be implemented. A
common goal of analytics projects is to create predictive
models or other types of algorithms intended to improve
key business processes and/or help human experts make
more effective decisions. In practice this means that
once the algorithm has been developed and validated
by a team of analysts, it must be implemented in the
organization’s information systems and used to
automatically generate business rules, recommendations
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Because of its substantial IT
component, people sometimes
mistake analytics for a variety
of IT or a software
implementation project
or messages tailored to individual cases. Without an
effective IT plan in place, the ROI of such an analytics
project is likely to be negative.
Because of its substantial IT component, people
sometimes mistake analytics for a variety of IT or a
software implementation project. But this confuses the
delivery vehicle with what is being delivered. Predictive
models, collaborative filtering algorithms, business
process optimizations, pricing solutions and analytically
driven collections of business rules are generally not offthe-shelf software products. Rather, they are developed
by data scientists with expertise in fields such as
statistics, operations research, computer science and
machine learning, linguistics, actuarial science,
marketing science and psychology. The reason the
general term “analytics” is such helpful shorthand is
because of the huge variety of methods and
applications that it encompasses. In short, while IT is
indispensible to analytics, analytics projects should not
be conceived as IT projects.
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A universal acid
All of this background still does not explain one of the
most notable aspects of analytics: its impressive range of
applicability. In the past decade, analytical methods have
been adopted in fields as disparate as consumer
business, human resources and talent management,
insurance, banking, entertainment, professional sports,
medicine, education, telecom, automotive,
manufacturing and government. Consider these cases,
culled from the popular and academic literature as well
as our own project experience.
• Human resources: as Michael Lewis recounts in
Moneyball, the Oakland A’s general manager Billy
Beane adopted analytical methods to select baseball
players who were systematically undervalued by a
market for talent dominated by intuition-based
decision-making on the part of seasoned baseball
scouts.9 And this story is not unique to professional
sports. We have seen firsthand the effectiveness of
statistical analysis and predictive modeling in helping
guide hiring and talent management decisions in a
variety of industries.
• Medical triage: Cook County Hospital in Chicago,
best known as the setting for the television show ER,
tested the effectiveness of a three-factor decision tree
versus the unaided judgment of its emergency room
staff in evaluating which patients were at highest risk
of suffering heart attacks. By cutting through cognitive
clutter, the decision trees proved effective and have
likely saved lives.10
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• Safety analytics: not unrelated is the 5 Million Lives
campaign, which has sought to use analytics, in the
form of evidence-based medicine studies, to identify
practices that result in preventable medical harm.11
We have had opportunities to perform analogous
safety analytics projects for such diverse clients as a
household name retail chain and a prominent hospital
group. Our experience comports with published
industry reports: analytics can help identify employees
at risk of workplace injury and identify cases in need
of prompt remediation.

All of this background still
does not explain one of the
most notable aspects of
analytics: its impressive
range of applicability

• Insurance: in the past decade, insurers have
implemented predictive models to help underwriters
more accurately underwrite and price complex
commercial and professional liability risks. These
algorithms identify additional risk criteria that
differentiate seemingly identical insurance exposures
and allow underwriters to more granularly set prices
that offset associated costs and expected risk.
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In a striking array of domains,
intelligent applications of analytics
have provided organizations with
enormous opportunities for
efficiency gains, rationalized
operational decision-making
processes, expense containment
and profitable growth
• Audits and claims management: Statistical fraud
detection techniques are effective in prioritizing
investigation and audit workflows. Insurance claim
triage is a similar application. In both cases, analytic
methods outperform humans’ ability to spot and act
upon outliers and suspicious patterns.
• Case management: case management problems arise
in a very broad array of business situations and are
classic predictive modeling applications. Among the
many dozens of applications include identifying
Medicaid members likely to attrite from insurance
plans, identifying high school students at highest risk
of dropping out, predicting which college applicants
will accept offers of admission, identifying people in
need of healthier lifestyles, and identifying
noncustodial parents at highest risk of lapsing on their
child support payments.
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This list could easily go on for pages.12 But the diversity
represented even in this short list should be enough to
drive home the point that analytics is the ultimate
transferable skill. In a striking array of domains,
intelligent applications of analytics have provided
organizations with enormous opportunities for efficiency
gains, rationalized operational decision-making
processes, expense containment and profitable growth.
Borrowing an image from philosopher Daniel Dennett,
analytics can usefully be thought of as a sort of
“universal acid” in that it has the potential to eat
through a virtually unlimited variety of decision and
operational problems.13 This is because analytics is the
science of better decision-making; and decision-making
is the heart of business.14
Analytics with a human face
Albert Einstein famously wrote that “the whole of
science is a refinement of everyday thinking.”15
This insight contains the key to understanding the
broad applicability of analytics and is an excellent
thought for leaders to keep in mind as they guide their
organizations in cultivating analytic competencies. To
paraphrase Einstein, analytic initiatives are systemic
refinements of an organization’s core operational
decision-making processes.
To illustrate, consider the case of a human resources
manager who is faced with the task of making offers to
a small subset of a large group of applicants. Perhaps
they are recent graduates applying for internships at a
bank or applicants for flight attendant positions with an
airline. How does the hiring manager go about
choosing? In essence he combines the available
information (from sources like resumes, interviews,
references and perhaps even external sources like
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professional networking websites) about each candidate
in a way that enables him to compare each candidate’s
likely success on the job. How does the HR manager
decide which factors to consider and how to combine
them? Ideally, he generalizes from his prior experience as
well as that of his colleagues and mentors. These
professionals have perhaps made hundreds of hiring
decisions and, ideally, know which factors are more or
less important and by how much. Put another way, they
generalize from examples: they use inductive reasoning.
Predictive modeling is a refinement of the very human
process of inductive reasoning. It is not necessary for
business leaders to understand the finer points of
multivariate regression, classification and regression
trees, artificial neural networks or support vector
machines. It is important for them to understand that
these are all tools that “learn” from large databases of
cases to arrive at general conclusions – in an analogous
way that the HR manager in our story learned from his
and his colleagues’ experience.
Our story could easily be retold, changing the
protagonist to a marketing professional, an insurance
claims adjuster, a fraud investigator, an emergency
room doctor, a movie studio executive selecting scripts, a
psychologist, a social services case manager, a retail store
executive or a university admissions officer going about
their daily decision-making business. When such
professionals use prior experience to arrive at decisions,
they informally “build predictive models in their heads.”

This is because analytics is the
science of better decisionmaking; and decision-making
is the heart of business
everyday inductive reasoning is widely applicable. The
former is a scientific refinement of the latter.
All too human
So far we have discussed predictive modeling in relation
to Herbert Simon’s picture of a business decision-maker
who makes “satisficing” rather than optimal decisions
due to his or her bounded rationality. Simon pointed out
that real-life decision-makers are not the idealized
rational calculators - homo economicus - from classical
economics.16 Predictive models, operations research
solutions and analytically motivated business rules are
therefore needed to serve as decision-making
prostheses. Just as eyeglasses help correct myopia,
predictive models can help correct bounded cognition.

Analytics uses large databases containing both traditional
and novel sources of information to formalize, improve
and scale up this process. Business analytics is therefore
widely applicable for precisely the same reason that
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Sunstein and Thaler’s point is not that
professionals are foolish or uneducated;
it is simply that they are human.
Of necessity, they rely on fallible
intuitions, mental heuristics and tribal
wisdom when processing information
to make decisions.
But it turns out that actual decision-makers fall short of
even Simon’s more realistic picture of satisficers making
complex decisions in uncertain environments. In their
recent book Nudge, the behavioral economists Richard
Thaler and Cass Sunstein likened homo economicus to
Mr. Spock from Star Trek. According to Thaler and
Sunstein, not only do real-life decision-makers fall short
of this ideal, they in fact have more in common with the
cartoon everyman, Homer Simpson!17 Thaler, the Nobel
laureate Daniel Kahneman and the late Amos Tversky are
considered the founding figures of behavioral economics,
a discipline that describes how human decision-makers
predictably deviate from the rational ideal.
Dozens of surprising, yet utterly predictable, decisionmaking biases have been discovered. For example, the
anchoring phenomenon teaches us that people’s
estimates of an unknown quantity can be affected in
often comical ways by arbitrary reference points.
For example, if a group of people are first asked to add
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200 to the last three digits of their phone numbers and
then asked when Attila the Hun invaded Europe, their
answers are correlated with their phone numbers.18
Loss aversion is the well documented fact that the
pleasure of gaining an item is less intense than the
pain of giving it up. In Predictably Irrational, Dan Ariely
illustrated this by studying a group of basketball fans
who had won tickets to a Duke Blue Devils game in a
random lottery. Ariely found that the winners were
willing to part with their tickets for an average of
$2,400, while the losers were willing to pay only
$175 on average. Not a single ticket changed hands.19
Many such cognitive biases have been repeatedly
demonstrated in easily replicated experiments.
The fact that human cognition is not merely bounded
but predictably biased has an important strategic
implication: humans’ predictable cognitive biases result
in inefficient markets. Decision-making anchored in the
analysis of data rather than (biased) intuitions can
therefore be used to profit from such markets.
Thaler and Sunstein make this point in a discussion
of Moneyball:
Why do professional baseball executives, many of whom
have spent their lives in the game, make so many
colossal mistakes? They are paid well, and they are
specialists. They have every incentive to evaluate talent
correctly. So why do they blunder? In an intriguing
passage, Lewis offers three clues. First, those who
played the game seem to overgeneralize from personal
experience: “People always thought their own
experience was typical when it wasn’t.” Second, the
professionals were unduly affected by how a player had
performed most recently, even though recent
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performance is not always a good guide. Third, people
were biased by what they saw, or thought they saw,
with their own eyes. This is a real problem, because the
human mind plays tricks, and because there is “a lot you
couldn’t see when you watched a baseball game.20
Sunstein and Thaler point out that the phenomena
Lewis describes are not unique to the culture of baseball
scouts; indeed they are central to behavioral economics.
Sunstein and Thaler connect Lewis’ discussion to
another central finding of behavioral economics:
the availability heuristic.
As Daniel Kahneman and Amos Tversky have shown,
people often assess the probability of an event by
asking whether relevant examples are cognitively
“available.” Thus, people are likely to think that more
words, on a random page, end with the letters “ing”
than have “n” as their next to last letter - even though
a moment’s reflection will show that this could not
possibly be the case.21
Sunstein and Thaler’s point is not that professionals are
foolish or uneducated; it is simply that they are human.
Of necessity, they rely on fallible intuitions, mental
heuristics and tribal wisdom when processing
information to make decisions. The problem is that
cognitive biases such as anchoring, the availability
heuristic, loss aversion and herd behavior can prevent
markets from becoming efficient.
Sunstein and Thaler comment, “even when the stakes
are high, rational behavior does not always emerge.
It takes time and effort to switch from simple intuitions
to careful assessments of evidence.”22
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“Switching from simple intuitions to careful assessments
of evidence” is not a bad working definition of business
analytics. With its fundamental postulate of the perfectly
rational homo economicus, classical economics has long
abetted the belief that real-life markets are efficient. The
recent discoveries of scientists like Simon, Kahneman,
Tversky and Thaler teach us that “it ain’t necessarily so.”
The implication is that those organizations early to
adopt predictive analytics can profit from market
inefficiencies resulting from traditional decision-making
practices that are infused with cognitive biases.

“Switching from simple
intuitions to careful assessments
of evidence” is not a bad working
definition of business analytics

Analytics as strategy
There is therefore more to analytics than software, data
and models. Successful analytics projects do not begin
with data and end with models; rather, they begin with
strategy and end with models and analytic insights
driving improved operational decision-making and
business processes. The implication is that analytics
projects require strong executive leadership along a
number of avenues. In particular:
• Clarity of strategic vision: executive leadership is
needed to articulate which applications of analytics
- pursued in which order - will provide the greatest
benefit to the organization. It is therefore important
to consider how to measure the ROI of an analytics
project. Measuring the segmentation power of
predictive models on holdout data is often a useful
input in this process.
• Information capital: good data is an obvious
prerequisite for analytics projects. Data is indeed an
asset, but it can provide value only if it has been
properly organized, cleansed and documented in a
way that is suitable for analysis. This requires investing
in data warehouse technology and sophisticated data
analysis software. Furthermore, an IT implementation
plan should be crafted in parallel with the design of
each analytics solution. Waiting until after the
analytical phase has been completed to begin the
process of IT implementation planning can be a recipe
for cost overruns or worse.
• Human capital: viewing analytics as a type of
technical, software or BI project would be like buying
building tools and materials and expecting a fine
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house to result without the services of an architect or
master builder. Textbook knowledge of IT,
programming and statistical theory are all
prerequisites. But the abilities to insightfully create
predictive variables, explore and visualize highdimensional datasets, and reflect domain knowledge
into the design of a predictive model are all examples
of tacit knowledge: they can only be learned by
doing. Such skills must be cultivated within the
organization, perhaps in the form of an analytics
center of excellence, or else sought externally.
• Social capital: resistance to change is part of human
nature. Therefore, especially for organizations steeped
in traditions of intuition-based decision-making, a
significant commitment to training, culture change
and even simple persuasion is required. Echoing
Sunstein and Thaler, it takes time and effort - in the
form of executive sponsorship - to switch from a
culture of intuition-based to evidence-based decisionmaking. A related point is that analytics is highly
multidisciplinary. Executive-level sponsorship can help
ensure that the different business units and
stakeholders work together in harmony. The most
effective analytics project managers are at ease
speaking with people in multiple domains, functioning
as “translators” and “interpreters.” Finally, seasoned
domain experts - insurance underwriters, social service
case workers, marketing specialists, fraud investigators
and so on - will ideally be recruited to collaborate with
statistical experts and project managers in the design
and day-to-day execution of the analytics project.
Doing so helps ensure that their domain and
institutional knowledge is reflected in the resulting
analytical databases and predictive models. Also, it

goes a long way toward promoting the acceptance of
evidence-based decision-making within the
organization.23
Because of its inherently technical nature, it is easy to
underestimate the importance of the human and social
dimensions of analytics. But recall that the true drama of
Moneyball centered around culture change. The most
challenging part of Billy Beane’s job was not hiring Paul
DePodesta or overseeing his data analysis; it was
convincing his recalcitrant scouts to trust DePodesta’s
analysis rather than their unaided intuitions about which
players to recruit.
Two other principles of behavioral economics are
relevant in this connection: Status quo bias (the tendency
to stick with the current situation even when better
ones are available) and optimism bias (the tendency to
be overly optimistic about one’s own abilities and the
outcomes of one’s actions). Such cognitive biases together with garden-variety turf wars and organizational
politics - are major reasons why organizations’ traditional,
intuitive decision-making cultures often resist analytics
initiatives. Executives should not let their own “optimism
bias” lead them to underestimate such risks. Generally
speaking, a vigorous organizational acceptance of
analytics does not just happen. Well-conceived strategies
must be properly communicated, incentivized and
executed in order for cultures of evidence-based
decision-making to take root.
We are all actuaries now
As computing power and data sets have increased
exponentially, so has the embrace of analytic methods in
business, government, medicine, education, entertainment
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What is an opportunity for
analytically sophisticated
organizations is simultaneously
a threat to their competitors
and beyond. The revolution is here, and it has been a
long time coming. As discussed above, analytics first
took root in the insurance industry for a very good
reason. Insurance is the rare business in which the
producer does not know the cost of production at the
time of sale. Two seemingly identical risks can in fact
present the insurer with much different risks. Without
actuarial science and advanced analytics, insurers can
easily fall prey to adverse selection resulting from the
information asymmetry of policyholders and competitors
possessing a superior understanding of the drivers of
insurance claims.
Two centuries after Richard Price consulted for the
Equitable, the world is a different place. The business
landscape is rapidly changing thanks to big computing,
big data and correspondingly robust machine learning
and optimization techniques. Forward-thinking
organizations that are the first to embrace analytics can
change the competitive dynamic by executing
their core competencies and strategies better than
their competitors.

What is an opportunity for analytically sophisticated
organizations is simultaneously a threat to their
competitors. The nature of insurance is such that
analytically impaired insurance companies are not long
for this world: analytically sophisticated competitors will
use their deeper understanding of risk factors to skim
the cream and select against them. Progressive
Insurance’s use of personal credit scores to more
accurately price auto insurance is a recent chapter in
this decades-old story.24 Stories such as Billy Beane
exploiting an inefficient market for talent and Netflix
using analytics to challenge traditional retail business
models illustrate that this data-driven phenomenon is
no longer specific to insurance. Because data is now
everywhere, so is analytics. This fundamentally changes
the competitive landscape in a way that makes analytics
central to competitive strategy.
One, therefore, does not need a predictive model to
foresee that ever more organizations in ever more
sectors will realize that analytics must be as essential to
their core operations as it has always been to insurers.
Paraphrasing Milton Friedman speaking in a much
different context, “we are all actuaries now.”
by James Guszcza, senior manager with Deloitte
Consulting LLP and the national predictive analytics lead
for its Advanced Analytics and Modeling practice and
John Lucker, principal with Deloitte Consulting LLP
and leader of its Advanced Analytics and Modeling
practice, also the Advanced Analytics and Modeling
Global Human Capital Leader for Deloitte Touche
Tohmatsu Limited.
Reprinted from Deloitte Review, issue #8: 2011
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It’s not the
Auditors have suffered their fair share of
criticism as a result of the financial crisis.
So how can they re-instill confidence in a
profession whose reputation has been tainted
by a series of errors and scandal? There are
several drivers, but delivering quality is the
only way to ensure continuity and growth.
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Quality

quantity
Quality is a measure of excellence: freedom from defects
and deficiencies and the offering of products or services
that satisfy customers’ and/or clients’ needs the most.
Whilst the quality of products can be measured against
prescribed standards and specifications, measuring and
comparing the quality of services is more challenging.
The measurement and comparison of the quality of
professional services is even more difficult as it involves
professional judgment of practitioners.

comfortable with respect to the reliability of such
reports. So how can professional firms ensure that they
offer a quality deliverables and services that will leave
them on top of their profession?

Why quality is important for professional firms
Quality is the only driver to success and for earning
stakeholder confidence in the professional services and
the related deliverables. Stakeholders rely on financial
reports when making decisions regarding the future of
their businesses: it is therefore essential that they are
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Quality is the only driver to success
and for earning stakeholder confidence
in the professional services and the
related deliverables
Quality systems for professional firms
International professional firms invest a lot of money to
develop and modernize policies, procedures, manuals,
tools and methodologies that govern the services they
provide to their clients and to ensure adherence to
international as well as national professional, ethical and
regulatory standards and requirements.
International Standard on Quality Control 1 (ISQC1)
requires professional firms to establish and maintain a
system of quality control to provide them with
reasonable assurance that:
• the firm and its personnel comply with professional
standards and applicable legal and regulatory
requirements; and that
• reports issued by the firm or the engagement partners
are appropriate in the circumstances.
The system of quality control of a professional firm
should also document and communicate policies and
procedures that address:
• leadership responsibilities for quality within the firm;
• relevant ethical requirements;
• acceptance and continuance of client relationships
and specific engagements;
• human resources;
• engagement performance;
• monitoring.
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Adherence to standards, policies and procedures
requires monitoring to ensure the consistent provision
to clients of quality services and deliverables that are in
compliance with professional and ethical standards
and regulations.
Based on the above, each professional firm should take
immediate action to develop its own System of Quality
Control that complies with the requirements of ISQC1 as
well as with its own Policies Manual. The System has to
be approved by the Board of Directors of the Firm and
circulated to all its partners and resources for immediate
implementation.
Monitoring quality by professional firms
Monitoring quality should be a priority for each
professional firm to ensure quality and continuity and
for addressing risk and maintaining growth, as well as
keeping a high professional reputation.
The adoption of an Engagement Quality Control Review
(EQCR) policy for each report to be issued by the
professional firm and its partners is a key aspect of
ensuring quality of deliverables to clients that meets the
highest professional standards. As such, all professional
reports and deliverables are subject to review by another
competent experienced partner/manager who is
completely independent from the engagement.
Another internal tool for monitoring quality in large
multinational companies is a type of Practice Review
whereby every office is subject to a practice review for
each of its service lines, to be carried out in accordance
with the company’s policies manual, either through an
internal review utilizing its own resources and monitored
by the head firm or through an external review to be
carried out by resources from other member firms
within the international group to ensure and monitor
compliance with the system of quality, professional
standards and regulations on a timely basis. Accordingly,
all service lines, functions of the system of the quality
controls, partners, directors and principals are selected
for practice review over a three-year rotation plan.

Quality

In addition to the engagement quality control review
and the practice review procedures that are carried out
by the professional firm itself, professional firms are
sometimes subject to other external reviews by
professional buddies known as peer reviews, whereby a
professional firm is assigned by the relevant professional
body to review the working files and the system of
quality control of another professional firm. Moreover,
regulators in certain countries also have a system and
mechanisms to perform reviews on licensed professional
firms to ensure adherence to international and national
standards, and to national regulations such as the
reviews conducted by the Saudi Organization for
Certified Public Accountants (SOCPA) in KSA, the reviews
carried out by Securities and Exchange Commission SEC
and the Public Company Oversight Board (PACOAB) in
the USA, the Audit Inspection Unit (AIU) of the
Professional Oversight Board (POB) in the UK, and the
Certified Public Accounting and Auditing Oversight
Board in Japan.
For example, the Certified Public Accounting and
Auditing Oversight Board in Japan CPAAOB published on
July 5, 2006, its report on “Japan’s Ove--rsight Board
Faults Operations, Controls at Big Four Firms.”
The Board stated in its report that it had found problems
with management oversight, quality control and
independence at Big Four affiliates that are responsible
for auditing 80 percent of the listed firms in Japan. The
oversight report did not cite specific examples of
problem audits, but news agencies stated that the
finding could and would diminish overall confidence in
the accounts of Japanese companies.

Monitoring quality should be a
priority for each professional firm to
ensure quality and continuity and for
addressing risk and maintaining
growth, as well as keeping a high
professional reputation
Why monitoring quality is important
Failure to adhere to professional standards and comply
with a company’s own policies and procedures and the
system of quality could result in serious consequences to
itself and/or its partners: other than face the risk of
losing its business and its clients, a company could
become subject to disciplinary actions by professional
buddies and regulators that impair its reputation.
Each professional firm has no choice but to maintain
effective and efficient monitoring functions and tools
and should recourse such function with highly qualified
and technically competent partners and managers to
ensure quality of deliverables and full adherence to their
systems of quality control, professional standards and
regulatory requirements.
by Asem P. Haddad, partner, Audit, Deloitte, Jordan
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