
22
 January/February 2010

Cover story_mena outlook

including middle east insurers. Insur-
ance companies also learned that the 
erm process should pay more attention 
to systemic risk, ie that there is a risk  
of collapse of an entire financial system 
or capital market that needs to be 
planned for.

I believe insurance companies will 
continue to shift to “back-to-basics” 
models, focusing on their core under-
writing business, rather than relying  
on investments as the main source  
of earnings. 

lukas mueller the situation in the GCC 
markets continues to be too competi-
tive and current prices are not sustain-
able, particularly in times of financial 
markets turbulence

lookInG aHeaD
WItH tHe DaWn oF a neW DeCaDe, PolICy askeD FIve InDustry leaDers to reFleCt on tHe lessons 
oF 2009 anD to ConsIDer WHat tHe Future HolDs For mIDDle east InsuranCe ComPanIes. tHey 
also reFleCt on WHetHer tHe quest For a HarD market remaIns an ImPossIble Dream anD 

exPress tHeIr WIsH lIsts For tHe lonG-term HealtH anD DeveloPment oF tHe InDustry

WHat lessons Have been learneD From 
2009 anD WHat Do you exPeCt to be 
(or sHoulD be) key areas oF FoCus For 
mIDDle east Insurers In 2010? 
yassir albaharna the recent financial 
crisis offered hard evidence that enter-
prise risk management (erm) is critical 
for the success of insurance compa-
nies or other financial institutions. 
However, just adopting erm will not be 
able to prevent an insurance company 
from either insolvency or suffering 
large losses of their market value. the 
crisis demonstrated that adopting erm 
programmes for the only purpose of 
fulfilling rating agency requirements 
may not be the best practice. the effec-
tiveness of erm strategies should be 
the main area of focus of all companies 

an industry at the crossroads

• the opportunistic reinsurance buying 
behaviour of cedents will not succeed in 
the long term
• the risk for financial lines of busi-
ness such as bbb and FG will continue 
to increase, further underlining the 
necessity for annual aggregate limits per 
person and company
• exposures for D&o covers are expected 
to go up significantly
• moral hazard increases significantly in 
times of financial turbulence, especially 
for property and hull
• sharing of risks by the way of facul-
tative inward and/or co-insurance 
increases counter party risk 
• underwriting discipline is to be main-
tained or even tightened
• alignment of interest between insurer 
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and reinsurer is key in order to maintain 
long-standing partnerships

elias Chedid once again, the practice of 
market forces proves to be stronger than 
practical logic. While insurers and rein-
surers realise the importance of having 
to go back to basics by tilting the prof-
itability scale in favor of underwriting 
profits versus investment profits… 
yet we have seen competition forcing 
soft rates in various classes of busi-
ness. rates have not properly adjusted 
to required levels and reinsurers have 
shown slightly moderate resilient posi-
tions in that regard, although they were 
highly affected by the financial crises. 

the fact that 2009 initial estimates  
has not witnessed insured catastrophes 
and man-made disasters at the scale of 
2008 (us$24bn in 2009 v us$50 in 2008 
according to swiss re sigma), has prob-
ably led to reducing the grip on avail-
able market capacity and thus softened 
market rates. the only regional impact 
would be the final results of Jeddah, 
saudi arabia floods, as its impact on 
insurers and reinsurers is  
not yet concluded, but may affect saudi 
2010 renewals. 

2010 should be the year of total risk 
management and continuous realign-
ment of resources. the impact of the 
financial crises would carry its weight to 
2010 and may be felt in talent transfer, 
possible premium collection delays, 
account cancellations, volume reduc-
tion in certain countries. accordingly 
key areas to focus on by insurers would 
be managing risk exposure. this can be 
by client selection, field underwriting, 
contracting external consultants for 
the purpose of internal re-alignment 
of resources and processes to reduce 
future operating expense ratios and 
increase performance. 

Gail norstrom Investment risk manage-
ment must be more conservative… asset 
diversification, liquidity management, 
and more rational dividend policies 
come quickly to mind. a sharper focus 
on technical underwriting is needed … 
profits must be made from underwriting 

remains strong. the main drivers for the 
middle east insurance industry 2010 are:
• bancassurance 
• takaful insurance whose global 
market is expected to grow five-fold  
by 2015
• the region is generally viewed as 
having the strongest growth dynamics 
over the near term. Despite economic 
conditions, there are still projects 
valued in excess of us$1.5trn in the 
pipeline in this region. a number of 
markets are supported by governments 
that share the determination and have 
the funds to aggressively develop infra-
structure and industry. that creates a 
demand for insurance and reinsurance.

lukas mueller the high oil prices over  
the past few years have allowed most 
GCC countries to accumulate large 
capital funds
• the GCC enjoys a solid economic 
outlook despite the current turmoil and 
the slowdown of growth
• there is considerable opportunity for 
reinsurers across the GCC, including in 
the uae, ksa and qatar – high cession 
rates
• life insurance in general has great 
growth potential (due to its low insur-
ance penetration in the GCC)
• other key growth areas include 
compulsory insurance, motor, medical 
and professional indemnity lines
• equally, takaful products play an 
important role. they still represent a 
small part of the market with a share of 

as well as investments in order to build 
balance sheets. 

Jamil bahou I believe the lessons learned 
in 2009 following the global economic 
crisis are numerous. the main lesson for 
insurers should definitely be don’t take 
anything for granted especially returns 
on investments made. Focus on your 
underwriting, developing and deploying 
better risk modelling, as well as focus on 
better risk management practice. Focus 
areas for 2010 we believe should be on 
differentiation, product development, 
and portfolio rationalisation. 

WHat Do you tHInk WIll Fuel GroWtH In 
2010? WHat neW/untaPPeD oPPortunI-
tIes are tHere? 
yassir albaharna the middle east insur-
ance market is growing and changing 
rapidly. although in global terms this 
market is relatively small, the scope for 
further expansion is huge. the region 
offers vast opportunities for existing 
as well as new players and is generally 
expected to grow annually at more that 
20 per cent in coming years. this is as 
a result of its low market penetration, 
rising awareness level, health conscious-
ness and initiatives taken by govern-
ments of various countries in the region. 
regional markets have been affected 
by the financial situation. However, 
although there has been a slow down  
in the markets, the region did not actu-
ally go into recession during 2009.  
the opportunity for 2010, therefore, 

“tHe ImPaCt oF tHe FInanCIal CrIses WoulD 
Carry Its WeIGHt to 2010 anD may be Felt 
In talent transFer, PossIble PremIum 
ColleCtIon Delays, aCCount CanCellatIons 
anD volume reDuCtIon In CertaIn 
CountrIes”
elias r Chedid, director, Chedid Corporate solutions llP 
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area where there is growth to  
be made.

WItH so many lInes oF busIness HIt 
In 2009, Is tHe Worst over or Do you 
Foresee more busIness DryInG uP? 
yassir albaharna We would expect 
the markets to improve during 2010, 
although it will still be worse than 
before the current financial crisis 
started. In particular, marine cargo 
was impacted more than some other 
regional markets since it is a global 
trade. Construction and property 
remain more affected in the private 
sectors, but government plans remain 
broadly on track. life and health 
markets were less severely hit and  
we would expect to see growth  
continue in these markets. over all,  
I would expect a better 2010.

lukas mueller engineering and marine 
were affected most by the economic 
crisis – these major premium contribu-
tors are no longer fuelling the market. 
as a consequence, competition in the 
remaining lob’s has substantially 
increased and will continue to go up and 
loss ratios will rise.

elias Chedid It all depends on how you 
look at problems to define what is the 
worst. looking at the middle east 
market in general, marine insurance 
was surly hit in 2009. the 2010 planned 
projects especially, abu Dhabi and 
saudi, coupled with expected increased 
compulsory insurance requirements  

less than 10 per cent, but are expected 
to expand quickly. retakaful should 
benefit likewise. 
• a proper asset/liability mix is crucial
• new mandatory lob’s

elias Chedid opportunities are always 
there for those who see them. Growth 
needs leaders who grab opportuni-
ties and transform them into profitable 
business. untapped opportunities are 
mostly in regulatory requirements and 
governmental spending, matched by the 
market gaps in new product manufac-
turing and distribution methods.

Gail norstrom I don’t think there will 
be much insurance premium growth 
in 2010… certainly no more than 
overall GDP growth. medical insur-
ance may be the exception. With all 
the contract disputes (and fallout from 
these disputes) I think there will be a 
long- term growing awareness in the 
desirability of purchasing Directors and 
officers (D&o) liability insurance as 
well as employment Practices liability 
(ePl) insurance – although probably  
not in 2010. 

Jamil bahou In 2010, I believe growth  
will come from several areas. the first  
is in the employee benefits area as  
more and more gulf countries make 
health insurance compulsory. 

the other hugely untapped area  
is individual lines, or the man on 
 the street. We have been very active  
in this area, and I believe this is an  

in certain GCC countries may over-
shadow what you described as drying 
up business. Compulsory insurance 
laws under way and those already 
enacted form a main mechanism for 
maintaining industry resonance.

Gail norstrom Written premiums will 
move, at best, with the overall economy. 
the shortfall in projected 2009 premium 
writings is negatively affecting treaty 
reinsurance results which may put more 
pressure on 2010 treaty renewals. 

Jamil bahou It remains to be seen. I think 
all would agree that there is a lot of 
economic uncertainty out there. most 
of the GCC seems to be in better shape 
with the exception of Dubai.

Does tHe quest For a HarD market  
In tHe reGIon remaIn an ImPossIble 
Dream? WHat Can Insurers Do  
In tHe FaCe oF CuttHroat PrICe  
ComPetItIon? 
yassir albaharna based on current trends 
we would expect a hardening of the 
market in 2010. January renewal  
negotiations suggest this is indeed 
occurring. the “dream” would remain 
a shallowing of or end to the cyclical 
nature of markets beyond 2010,  
especially on non life. this would 
require strong regulation and the  
implementation of disciplined under-
writing and erm practices by all in 
order to be achieved. the role of 
reinsurers is vital in this.

lukas mueller the middle east has not yet 
experienced a hard market (not  
even after 9/11). as long as there is  
ample reinsurance capacity available 
and reinsurers do not put more pres-
sure on local players to achieve a better 
alignment of risk, insurance companies 
are unlikely to change their business 
model – and a market hardening will  
not take place in the near future

Insurance companies need to  
stop with the current cut throat compe-
tition and differentiate themselves  
by the services and product offerings 
they provide

“tHe rIsk For FInanCIal lInes oF busIness 
suCH as bbb anD FG WIll ContInue to 
InCrease, FurtHer unDerlInInG tHe 
neCessIty For annual aGGreGate lImIts Per 
Person anD ComPany”
lukas mueller, head of client management for middle east & turkey at swiss re
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elias Chedid If the market rates softening 
could not be controlled during a finan-
cial crisis period as the one we have 
witnessed, then definitely reversing 
the equation is not easy but not impos-
sible. rates are defined by risk, costs 
and capacity. Hardening rates depends 
on controlling these three. no simple 
answer to face cut-throat price compe-
tition. but the right direction towards 
harder rates would be when the major 
market players focus on investing in 
people and technology, improving 
risk retention and market informa-
tion, diversifying portfolios between 
commercial and retail, focusing on 
service and product packaging, applying 
sound risk management practice.

Gail norstrom to quote Jason light of 
emirates Insurance there will have to be 
“blood on the carpet” before we’ll see a 
hard market in the GCC. this most likely 
would be a great cat event (>us$100bn) 
elsewhere in the world on top of already 
significant losses. Insurers in the region 
will keep irrationally competing until 
the supporting reinsurance dries up or 
gets smarter. 

Jamil bahou I think the quest for a hard 
market is indeed a dream in the absence 
of a catastrophic anomaly affecting 
global capacity. 

there is no underwriting discipline in 
the market, too much coinsurance, and 
no control. the only thing insurers can 
do in the face of such competition  
is innovate.

WHat Is your WIsH lIst For tHe lonG- 
term HealtH anD DeveloPment oF tHe 
mIDDle east InsuranCe markets? 
yassir albaharna there are many changes 
and developments needed in this 
market. However, I will limit myself  
to three key items on my wish list.  
these are:

regulation there is substantial effort 
being put into insurance regulation 
all over the mena region, resulting in 
more order and much-needed profes-
sionalism coming into an industry that 
appears all set to record good growth 

tive lack of regulation and supervision 
(compared with highly developed global 
markets has led to a situation where 
local insurance companies have taken 
on large investment exposures – which 
has boosted profits but also accounted 
for large losses.
• It is crucial to improve the overall 
transparency of the insurance sector
• Convergence between financial  
centres and their respective local 
markets and between individual GCC 
countries is desirable – a regulatory 
framework would greatly help these 
markets to develop
• again, a stronger alignment of interest 
between insurers and reinsurers 
remains high on the wish list for 2010

elias Chedid I have a simple wish for 
the middle east insurance markets 
to operate liberally within regulatory 
frameworks in every single country that 
are set to encourage competition, moral 
practice and focus on setting minimum 
customer service standards.

 
Gail norstrom a focus on under-
writing including promoting the use 
of higher deductibles and robust risk 
management/loss control on the part 
of insurers. less support of poorly 
performing treaties by reinsurers. 

Jamil bahou this one is interesting. my 
wish I would say for the long term health 
and development of the mena market 
would be more regulation and supervi-
sion over insurers, brokers, and other 
players in addition to an accountability 
system that actually works. 

over the medium term. the regula-
tory authorities in the GCC are taking 
serious steps to regulate the insurance 
market. they have also demonstrated 
commitment to adopting international 
best practices. In bahrain for instance, 
the Cbb is boasted as setting a first- 
class regulatory framework uniquely in 
the region, and has also established a 
legal framework for captive insurance 
as well as takaful operators. the Cbb  
is a strong and proactive regulator  
that frequently consults with the  
local industry. 

education education applies at two 
levels: firstly with the population in 
general so they gain awareness of insur-
ance and its purposes. this will require 
Government efforts as well as from 
the industry. second is with the level 
of expertise in the insurance industry 
itself. Here the reinsurer and the regu-
lator play the key role to ensure that 
minimum standards exist. this will 
increase the respect and credibility of 
the industry with its customers. this 
will be measured by the quality of 
selling and the retention of those risks 
by insurers and reinsurers alike.

underwriting discipline underwriting 
discipline comes hand in hand with 
the education of the insurance profes-
sionals themselves. as I have mentioned 
previously, the insurance industry 
needs to return to basic principles of 
insurance and not rely on investment 
returns. .

lukas mueller although insurance regu-
lation in the GCC has improved, it still 
varies widely across the region. the rela-

“Insurers In tHe reGIon WIll keeP 
IrratIonally ComPetInG untIl tHe 
suPPortInG reInsuranCe DrIes uP  
or Gets smarter”
Gail P norstrom, chief executive officer, Gulf reinsurance (Gulf re)


