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Insurance is now such an 

ordinary everyday thing 

to go virtually unnoticed........ 

just about everything is insured 

invisibly but necessarily.

   Michael Albert

I. General Importance of Insurance

· Insurance is one of life’s necessities, and probably the least understood financial product because:

· Most people think that spending an "extra" amount as premiums at regular intervals with unforeseeable immediate benefits is not an urgent necessity.

· Most people misinterpret insurance as being a scheme where they have to loose a lot in order to gain a little.

I. General Importance of Insurance – Cont’d

· Yet, we should be aware that insurance, in all its forms, is one of the most important social devices for individuals, businesses, and societies since:

· Insurance directly addresses coverage against risks, thus reducing future uncertainty.

· Risk or uncertainty reduction is paramount in providing a sense of security and future planning ability.

I. General Importance of Insurance – Cont’d

· The traditional role of insurance remains the essential one recognized centuries ago, that of spreading risk among similarly situated individuals in society.

· Insurers have the mission of preserving the well -being of individuals and businesses by minimizing the financial consequences of sudden or unexpected misfortunes.

I. General Importance of Insurance – Cont’d
· The insurance industry provides, as well,  crucial financial intermediary services, thus transferring funds from the insured to capital investment, a critical need for a country’s continued economic expansion.

· Insurance represents stability, continuity, preservation of assets or income, and a definitive hedge against unexpected events that can change the course of life.

I. General Importance of Insurance – Cont’d

· Insurance is a science that offers full-fledged risk management tools to: 



a) Evaluate Risks.



b) Price Risks.



c) Reduce exposure to losses related to Risks.



d) Transform and improve Risks.



e) Pool Risk 

(reduce volatility 

(decrease costs to insured.

II. The International Language Of Insurance

· Life Assurance     
           ( Non-Life Insurance

· Personal Lines Insurance    ( Commercial Lines Insurance

· Direct Insurance                 ( Reinsurance

III. Personal Lines Vs. Commercial Lines of Insurance
Personal Lines of Insurance

	Commercial Lines of Insurance
Definition: Any type of insurance that protects businesses, professionals, and commercial establishments.

Examples: are Commercial Property, Commercial Auto, Workmen’s Compensation Commercial Liability, Professional Liability, etc …


	Personal Lines of Insurance
Definition: Any type of insurance that protects non-business type accounts whereby its products are designed for and bought by individuals.

Examples: are Personal Auto insurance, Homeowners Insurance, Individual Life and Health insurance, Individual Personal Accident insurance, Travel insurance, Personal Liability, etc… 


· The difference in cost between the two types of policies is substantial, with the commercial policy running about twice the cost of the personal policy.
· In general, and because of the high premiums involved, commercial lines insurance, if adequately priced, generate higher profits than personal lines insurance in low-loss years and/or hard market cycles.

· However, personal lines insurance can be as profitable or more profitable if the volume is large enough, if premiums are adequate and distribution channels are far-reaching and efficient.

· Intermediaries play a more important role in marketing commercial lines of insurance in contrast to personal lines of insurance which is, in general, increasingly placed by individuals directly with the insurance company.   

Distribution Channels Assessment
(Example from the UK market)
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III. Personal Lines Vs. Commercial Lines of Insurance – Cont’d

Advantages of Personal lines of insurance compared to Commercial lines of insurance:
· Personal lines insurance underwriting results are less volatile than commercial lines insurance results, as the latter’s exposure to big losses is higher due to the higher sums insured, and the nature of the risk.

· The negative effects on an Insurance Company of either natural or man made catastrophes is higher on commercial lines than on personal lines (given suitable reinsurance protection of personal lines).

· Personal lines, in general, are less exposed to cyclical market swings, when compared to commercial lines, thus having more stable and predictable results.

IV. Personal Drivers for Taking out Personal Insurance 

An individual, in his strive for financial security to himself or to his family and for their well –being, has the following wish-list:
· to have enough assets to give him and/or his family, today’s necessities, as well as some luxuries.

· to conserve enough assets to provide these necessities and luxuries, when his earning power is reduced, either by retirement or disability.

· to leave behind enough assets to assure continuation of these necessities and luxuries to his dependents.

· to protect himself and/or his family against the loss or destruction of his home and other belongings.

· to make sure that any sickness or accident to himself and any member of his family is prepared for financially, in terms of costs of medical treatment and follow-up.
V. Main Personal Lines Insurance Covers

	Long Term Insurance
Involves a contract between Insurer and Insured intended to last for a substantial  period.

· Term Assurance Policy

· Whole Life Policy

· Endowment Policy

· Life Annuity

· Personal Pension Scheme

· Stand-Alone Critical Illness Cover

· Other specific covers

	General Insurance
Involves annual insurance of specific risks.

· Motor

· Homeowner

· Accident

· Health

· Liability 




VI. Main Personal Insurance Products in Depth
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VI.A - Basic Covers Of Personal Auto Insurance

· Section I: Physical damage of the insured vehicle 
· Accidental loss or damage to the vehicle including risks like: Fire, Explosion and Lightning, Burglary and Theft etc… 

· Section II: Third Party Liability 

· Liability for Motor Third Party Bodily injuries and Motor Third Party Property damage.

· Section III: Extended Warranty 

· Covers the losses to certain parts of the vehicle, in case of their malfunction, as an extension to the manufacturers’ original warranty.

VI.B - Basic Covers Of Personal Homeowners Insurance
A home is your largest investment, therefore, you must protect this asset.
· Covers loss or damage to the dwelling and possessions caused by a range of unforeseen events including:
· Fire, lightning, explosion of gas in domestic appliances.

· Bursting and overflowing of water tanks, apparatus, or pipes.

· Earthquake, and landslide damage.

· Burglary and house breaking including larceny and theft.

· Loss or damage to fixed plate glass in the insured premises by accidental breakage.

· It also provides a measure of public liability protection on the premises by covering insured’s legal liability for bodily injury or loss of or damage to property of third party .

VI.C - Basic Types and Covers Of Life Assurance

· Term Assurance Policy: Is a pure risk cover for a specified period of time. Sum Assured is paid to the beneficiaries in case of Assured’s death within the specified period of time. Sum Assured is forfeited if assured outlives the policy terms.
· Whole Life Policy: Covers against death irrespective of when it happens.

· Endowment Policy: Combines risk cover with financial savings. Sum Assured payable if Assured dies. Other investment benefits (cash value) are payable if Assured survives policy term.

· Life Annuity: Provides for the payment of money in the form of an income for the remaining life time of the Assured. In case of death of the Assured, the annuities are paid to the beneficiaries for the balance of the guaranteed period.

· Personal Pension Scheme: Is a plan that guarantees income for the Assured after his retirement.

· Stand-Alone Critical Illness Cover: Provides Assured with a lump sum, in case he sustains a dread disease, that would cover the necessary expensive health care costs, and helps in maintaining a certain life style for him and/or his family.

VI.D - Interesting Aspects Of Life Assurance

· Provides family with the necessary financial protection in adverse events of life.
· Creditors cannot claim the life assurance proceeds, and the amount cannot be attached by any court.

· Life assurance policy avails of income tax relief and in capital gains in many developed countries.

· Life assurance policy is actually an asset or a property, and it can be transferred or mortgaged. Loans can also be raised against it.

· In general, the savings plan offered parallely to a Life assurance offers, over and above the risks protection, distribution of interest income that is generally higher than those given by the banks.

· In some of its forms, it is unique by mixing a guaranteed risk protection element, coupled with investment elements that could be channeled through different investment tools.

VI.E - Basic Role Of Health Insurance

· Ageing population, coupled with uncertainty about the future of social security, health insurance helps individuals to cover the high cost of health care for themselves and their families.
· The rising cost of medical care makes health insurance a top priority if individuals want to have their health expenses covered, especially if such insurance is offered at a reasonable cost.

· Helps maintain family balance and, consequently, social balance.

· Health insurance may serve as an incentive to enter the labor market, especially when employers promise increased health insurance access or coverage
VII. Other Personal Lines Insurance Products
· Travel Insurance.
· Valuable Articles.

· Workers’ Compensation Insurance for Domestic Employees.

· Yacht/ Boat Owners.

· Personal Liability Insurance.

· Etc … 

VIII. General Determinant Factors For The Demand Of Personal Lines of Insurance

· Need and/or necessity.
· Price.

· Economic situation, especially income as well as distribution of income.

· Per capita GDP.

· Insurance penetration.

· Public awareness of Insurance advantages.

· Demographics, including urbanization, age, structure, dependency ratios, social welfare, & education.

· Social and political environment.

· Technology.

· Adequacy of Social Security programs of the country.

· Public image of insurance companies.

· Family structure: joint family system versus single nuclear families.

· People’s spending patterns

IX. General Economic and Social Roles Of Personal Lines of Insurance

· Promotes Financial Stability for the individual and for the families.
· Can substitute or complement existing government security and social systems.

· Facilitates trade and commerce.

· Mobilizes Personal Savings, thus contributing to national economic growth.

· Enables risk to be managed more efficiently.

· Contributes to a country’s GDP.

· Promotes long term financial planning.

· Plays a major positive role in local economies and promotes economic growth.
IX. General Economic and Social Roles Of Personal Lines of Insurance – Cont’d

· Reimburses individuals for covered losses in the event of an unfortunate occurrence, thus providing them with a unique sense of security and peace of mind.
· Provides additional investment capital, which is pumped into local economies.

· Enables people to borrow money.

· Reduces anxiety  for society at large over possible losses.

· Reduces the burden of government in providing relief to senior citizens.

· Creates new job opportunities.
X. Challenges Facing the Personal lines of Insurance Industry in the Arab World 
In the Arab Insurance Markets, there is a significant shortfall in promoting and developing the Personal lines insurance sector, which worldwide premiums represent around 60% of the total worldwide insurance premiums. This is due mainly to the following: 
· Lack of insurance awareness. This is shown in the fact that the average insurance penetration in the Arab World is 1% of GDP and the per capita expenditure reached US$ 23.7 in 2003, compared to a world average of US$ 470. The Levant countries are the lowest at US$ 12.7 compared to  US$ 97.4 in GCC countries.
· The focus on country infrastructure risks and commercial risks that would require a very high level of capitalization not easily available in some Arab small economies, while neglecting the huge potential of personal lines insurance that is more suitable to the lower level of capitalization in our economies.

· Political uncertainty in the region, that negatively affects more the demand for the personal lines when compared to the commercial lines.

· High concentration on marketing of traditional products, solely through price competition, rather than promoting new products tailored for individual needs and building awareness to the importance of insurance professional services.
X. Challenges Facing the Personal lines of Insurance Industry in the Arab World  - Cont’d
· Generally low level of income and wealth (except in the GCC countries).
· Heavy reliance on the extended family system, especially in the Arab poor countries.

· Macroeconomic instability.

· The rigid regulatory frameworks in most Arab countries, hindering the openness of our local markets to foreign Personal lines insurers, in compliance with the Globalisation requirements. 

· Cultural and religious factors affecting the development of Life assurance.

· In most Arab countries, the main line of insurance is Compulsory Motor which is subject to low regulated tariffs:        large technical losses forcing insurance companies to scrutinize and delay claims settlement atmosphere of distrust to insurance companies, affecting the development of the other Personal lines of Household coverage and Life Assurance.

· Lack of consolidation between the high number of existing Insurance companies, and very limited bancassurance ventures.

· Very low focus on the importance of life assurance business in the Arab region, especially  as a supplement, or an alternative to existing social insurance programmes. 

· According to ARIG’s AIM review of 2003, the Arab life premiums represented only 17% of the total Arab insurance premiums, and only 0.2% of the Worldwide Life insurance premiums.
       This has caused a huge imbalance in the Arab insurance portfolios between Non-Life (83%) and Life (17%), compared to the well-balanced worldwide subdivision of insurance portfolios between non-Life (43%) and Life (57%).
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X.A - World Life & Non-Life Insurance Premiums (Direct Premiums Written, US$ Million) 

	Year
	Year
	Life
	Total

	1994
	1994
	$1,121,186
	$1,967,787

	1995
	1995
	1,236,627
	2,143,408

	1996
	1996
	1,196,736
	2,105,838

	1997
	1997
	1,231,798
	2,128,671

	1998
	1998
	1,275,053
	2,166,405

	1999
	1999
	1,424,203
	2,336,952

	2000
	2000
	1,518,401
	2,444,904

	2001
	2001
	1,445,776
	2,415,720

	2002
	2002
	1,534,061
	2,632,473


XI. Opportunities for the Development of Personal Lines of Insurance in the Arab World 

· The low insurance penetration rate, as well as the low insurance density are signs of a huge unexploited growth potential.
· New regulations in most Arab countries, aiming at the Privatization of Medical insurance.

· The total annual insurance premiums in the Arab world is around US$ 7 billion. It has the potential to reach US$ 40 billion in ten years, especially with the implementation of Compulsory insurance in some lines (Personal lines included), and expected economic reforms.

· Bancassurance distribution channels will constitute a boost to Personal lines sales, by reaching a wider and more diversified customer base.

· Emergence of the concept of Takaful or Islamic insurance as a solution to the traditional cultural and religious rejection by some of the Arab population to the concept of insurance, especially Life assurance, paving the way for addressing and offering the Personal insurance protection coverages to satisfy the needs of a very wide, so far unreached, population

XI. Opportunities for the Development of Personal Lines of Insurance in the Arab World – Cont’d
· Liberalisation of the Arab markets will allow the entry of foreign Personal lines insurers. The advantages to the Arab Personal lines market and Arab society, within a proper regulatory and supervisory framework, are the following: 
· Developing local expertise and creating new jobs.
· Developing new Personal lines products, thus addressing the financial needs that are tailor – fit to the individual consumers.

· Introducing new distribution technologies such as e-insurance operations. These will reduce transaction costs for basic Personal products           efficiency gains, leading to growth in personal insurance spending and an increase in the very low insurance penetration.

· Large volumes of personal lines of insurance will balance the Arab insurance portfolio against the so far overwhelming commercial lines of insurance, and might generate higher profits.
· An example is the USA insurance market, where there is a portfolio balance between Personal lines (48.4%) and Commercial lines (51.6%). The result was a 10 years average combined ratio of 109.90% for Commercial lines and 104.40% for Personal lines

XI. Opportunities for the Development of Personal Lines of Insurance in the Arab World – Cont’d
Net Premiums Written (United States Market), 2003
(US$ Billions)
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XI. Opportunities for the Development of Personal Lines of Insurance in the Arab World – Cont’d
Commercial Vs. Personal Lines Combined Ratios 
(United States Market)
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XII. Personal Lines Distribution Channels in Developed Countries
· According to AM Best, distribution is the largest component of non-claims costs for  personal lines insurers, amounting to 11% to 14% of revenue.
· As the insurance marketplace faces new competitive pressures and difficult economic times, personal lines insurers are searching for new ways to optimize their distribution channels through increased sales, improved customer service and reduced operational costs.

· A variety of distribution channels are currently used, and some insurers utilize a combination of distribution channels. These include the internet-led channels, company-led channels, bank-led channels, and agent-led channels.

· Multiple distribution channels exist because of the existence of market imperfections and differences in product quality. Market imperfections are caused by price regulation, slow diffusion of information, and search costs differences. The concept of differential values suggests that the difference in product quality creates demand for different levels of service from the existing distribution channels.

XII. Personal Lines Distribution Channels in Developed Countries – Cont’d
· Although, exclusive agency plays an important role in building lasting relationships with the customers , insurance agents need to raise their level of professionalism by providing high quality and personal service in order to compete effectively with the other (traditional and emerging) distribution models.
· Company-led distribution channels through mediums such as direct mail, and telephone call centers, have seen increasing growth. While an agent is still required in this setting, this person typically does not meet with the insured.

· In standardized personal lines of insurance, and, according to a Swiss Re Sigma report, online channels are expected  to have gained a market share of 5% - 10% in the U.S. and 3% - 5% in Europe by end of 2005, while most commercial insurance lines have only a limited suitability for sales via the internet.

· Internet-led channels facilitate better tailored products, shorter response times, greater flexibility in cover structures and better risk management support.
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XII. Personal Lines Distribution Channels in Developed Countries – Cont’d
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