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Insurers’ Profitability Under Pressure as 
Saudi Arabia’s Growth Slows

Many insurers in Saudi Arabia are reporting deteriorating underwriting results at a 
time when the market’s growth is slowing.  A.M. Best’s analysis shows, in recent 
years, the market’s combined ratio, as a whole, has been increasing while real 

premium growth has been slowing down, leaving insurers to compete mainly on price. 

Saudi Arabia has the second largest insurance market within the Gulf Cooperation 
Council (GCC), with total premium reaching SAR 20.3 billion (USD 5.4 billion) in 2012, 
according to A.M. Best’s analysis of company reports as filed with the Tadawul Stock 
Exchange. With the largest population in the region at 28.2 million inhabitants, the 
market is considered to have great growth 
potential with insurance penetration – 
premium as a percentage of gross domestic 
product (GDP) – relatively low at 0.8% in 
2011 (see Exhibit 1).

Historically, the Saudi insurance market’s 
strong growth has been fuelled by the 
new regulatory regime that followed the 
introduction of the Cooperative Insurance 
Companies Control Law of 2003.  This 
law obliged insurers to be established in 
the Kingdom of Saudi Arabia as opposed 
to writing business from neighbour-
ing countries, mostly from Bahrain. 
Furthermore, a growing economy and 
accelerating government spending on 
infrastructure has increased demand for 
engineering insurance. 

Exhibit 1
Gulf Cooperation Council Countries – Key Facts (2011)
(USD Millions)

Insurance Premiums
Premium Penetration 

(% of GDP) No. of Companies*

Country Life Non-Life Total
Population 
(Millions)

Gross Domestic 
Product  

(USD Billions) Life Non-Life Total Insurers Reinsurers
Bahrain $130 $442 $572 1.1 $25.9 0.5% 1.7% 2.2% 25 4
Kuwait 153 666 819 3.7 161.0 0.1 0.4 0.5 32 2
Oman 121 612 733 3.1 72.7 0.2 0.8 1.0 22 1
Qatar 54 997 1,050 1.8 173.5 0.0 0.6 0.6 26 1
Saudi Arabia 241 4,693 4,934 28.2 597.1 0.0 0.8 0.8 32 1
United Arab Emirates 1,278 5,236 6,514 5.4 342.0 0.4 1.5 1.9 61 2

*2012
Sources: International Monetary Fund: World Economic Outlook Database, October 2012: Swiss Re sigma No. 3/2012; A.M. Best 
research
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The introduction of compulsory cover for group medical insurance and motor has 
provided the greater impetus for increased insurance demand.  As a result, Saudi Arabia’s 
insurance market is weighted toward health insurance products, which made up 53% 
of total market gross premium written (GPW) in 2011. Motor accounted for 21% of 
premiums, other general business constituted 21% of GPW,  and life and savings 5%. The 
importance of motor and health business is even greater when examining the retained 
portfolios – i.e. net of reinsurance – as high retention levels, equating to 95% and 85% 
respectively, resulted in overall retention ratios for Saudi insurers of 72.1% in 2011. This level 
rose marginally from 70.9% in 2010.

While there is still growth potential for these two lines of business, their impact on GPW has 
waned in recent years. Nevertheless, the market has potential for greater insurance demand,  
underpinned by the country’s expected strong economic growth. Saudi Arabia is the world’s 
largest producer and exporter of petroleum, although as oil production is scaled back on 
lower prices and weaker global demand, GDP growth is expected to fall from the 7.1% 
achieved in 2011, and the estimated 6% rise in 2012, to 4.2% in 2013.

Insurers are continuing to anticipate opportunities following the long-awaited overhaul 
of mortgage legislation in 2012, which is expected to result in more Saudi Arabians 
purchasing their own properties and an increase in demand for property and life 
insurance. However, there may be a time lapse before the impact of the mortgage law 
becomes clear.

Insurers Face Slowing Market Growth 
Total premium in Saudi Arabia has risen strongly in recent years. Based on data from the 
regulator, the Saudi Arabian Monetary Agency (SAMA), GPW rose 12.1% in 2010, and by a 
further 12.9% to SAR 18.5 billion in 2011. However, real growth – i.e. the growth rate 

after inflation is deducted – indicates that 
the market has slowed down significantly 
during 2010 and 2011 (see Exhibit 2). 
The data shows the impact of compulsory 
lines of business is starting to wane and 
the pace of growth is slowing. Company 
filings with the Tadawul indicate the 
market grew to SAR 20.3 billion in 2012, 
representing a 9.7% annual growth, 
which equates to a real growth rate of 
5.9% for the year. 

In addition to the market’s slowing growth 
rate, many companies have also posted 
deteriorating profitability levels during this 
period. The market’s aggregated combined 
ratio stood at 77% in 2006, but has steadily 
increased to reach 94% in 2011. Flooding in 
Jeddah in both 2009 and 2011 has impacted 
profitability for many insurers. Despite the 

improved infrastructure in Jeddah, there are still competitive pressures on core lines of 
business, which are likely to continue to have an adverse effect on profitability.

Despite the increase in the Saudi Arabian insurance market’s combined ratio, overall 
the sector remains profitable as technical profitability is supported by moderate investment 
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Exhibit 2
Saudi Arabia – Market Growth 
And Profitability (2003 - 2011)
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Exhibit 3
Saudi Arabia – Company Performance (2012)

Sources:  Companies' reports and A.M. Best research.
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income. However, there are great variances 
among insurers’ overall performances, 
with 62% of insurers posting profits and 
38% of companies reporting losses in 
2012 (see Exhibit 3). 

The larger Saudi companies have 
reported improving financial perfor-
mance.  The three biggest insurers 
– former state-owned  The Company 
for Cooperative Insurance (Tawuniya), 
Medgulf and BUPA Arabia – account for 
50% of the market’s GPW and an even 
greater share of the industry’s profits, 
87.5% for 2012.  These three insurers 
benefit from economies of scale. In the 
case of BUPA, it has an internationally 
reputable brand and expertise in under-
writing medical risks. 

According to their reports and accounts, the majority of companies were profitable in 
2012, while many are finding it more difficult to compete in these market conditions, 
with 55% of all companies either reporting losses or posting a deteriorating profit. 

A.M. Best’s research shows 45% of all Saudi insurers posted a profit and improved 
technical results, while almost a fifth (17%) of companies reported a profit but saw 
their results deteriorate. The remainder of companies (38%) were loss-making. It is 
increasingly important for companies to identify strategies that combine growth 
with profits. Some insurers’ capitalisation has been eroded to such an extent that 
they no longer meet the regulatory minimum capital requirements – discussed 
further in Regulatory Pressures Facing Saudi Arabia’s Insurers.

In common with other developing markets, insurers describe conditions as competitive.  As 
Saudi Arabia’s insurance market has expanded rapidly, the number of companies in 
the sector has grown gradually.  According to SAMA, at the end of 2012, there were 
32 licenced insurers and one reinsurer operating in the Kingdom (see Exhibit 1), 
with two insurer licences approved in early 2013. However, only 29 companies 
are fully operational and report results in line with regulatory requirements to the 
Tadawul. In comparison, in May 2009 there were 21 licenced insurers and reinsurers, 
with nine companies approved. 

Nevertheless, compared with other GCC and emerging countries, the Saudi Arabian 
insurance market does not appear to be overcrowded. The average company pre-
mium written for the 29 fully operational companies, based on 2011’s total GPW, 
was approximately USD 170 million.  This is significantly higher than the average 
premium for a company in the other five GCC countries and other emerging markets. For 
example, Qatar’s average GPW per company is about USD 40 million. 

Saudi Insurers Encounter Diverse Challenges
The Saudi government has implemented socio-economic benefits worth around 
USD 36 billion. However, political unrest in the region, particularly in Bahrain, is one 
of the greatest concerns for Saudi Arabia, and could dampen economic development.
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In June 2012, defence minister Prince Salman bin Abdulaziz Al-Saud was named crown 
prince.  A.M. Best notes he is widely respected, regarded as a pragmatist, and likely to 
support King Abdullah’s reform agenda going forward. However, succession remains an 
issue, given the king’s health problems.

The GCC, with a few exceptions, is considered to be broadly free of major natural 
catastrophes. However in recent years, flooding has occurred in Jeddah, and the region 
is also considered to be exposed to earthquake risks.  As with other GCC countries, 
well-developed catastrophe models are uncommon in Saudi Arabia. In A.M. Best’s opinion, 
some Saudi insurers have only a basic understanding of their exposures to natural 
catastrophes, with little use of any formalised modelling techniques and basic calculations 
for probable maximum losses. Regulatory requirements stipulate that insurance companies 
have adequate reinsurance protection against catastrophes.

Regulatory Pressures Facing Saudi Arabia’s Insurers
Since SAMA began regulating the sector under the Cooperative Insurance Companies 
Control Law, there have been significant advances in the regulatory environment. 
Structural changes included companies being required to bring their operations 
onshore, list on Saudi Arabia’s stock exchange and ensure a majority of Saudi ownership. 

All insurance companies must be established in a “cooperative” manner, under a Shari’a 
compliant model that is conceptually distinct from Takaful.  Although it involves the concept 
of distribution of surplus, it does not include provisions relating to the segregation of policy-
holder funds from shareholder funds,  an explicit requirement to invest in a Shari’a compliant 
manner (as all investments in Saudi Arabia are considered Shari’a compliant), nor the 
appointment of Shari’a boards.

Some companies are struggling to meet SAMA’s minimum capital requirements (MCRs), 
which requires insurers to be capitalised with SAR 100 million, whilst companies underwrit-
ing reinsurance business must have SAR 200 million.  A.M. Best expects an influx of capital 
into the market to satisfy these requirements, although receiving approval from SAMA and/or 
the Capital Market Authority for fundraisings can be a time consuming and lengthy process. 
There is also the possibility that some insurers with a licence to accept reinsurance business 
may surrender their reinsurance licences to reduce their MCRs. 

For insurers, zakat – a form of compulsory charitable contribution under Islamic law – is 
particularly onerous and, as it is mainly based on a company’s capital, it discourages insurers 
from maintaining high levels of capitalisation. Zakat is payable irrespective of a company’s 
profitability and is levied at a rate of 2.5% on a company’s “zakat base.”  This is calculated by 
adding adjusted (for zakat purposes) net income to paid-up capital and other capital items, 
and subtracting permissible items such as the net value of fixed assets and investments in 
the Kingdom’s government bills. Relatively new insurers can be well capitalised in the first 
few years of trading, but may fail to make profits. The obligation to pay zakat, and the need 
to service capital levels, can place a strain on performance and reduce shareholders’ 
equity, particularly during years of poor performance.

There has been some discussion regarding mergers and acquisitions in the industry 
owing to the MCRs and the zakat burden. However, given it is increasingly difficult 
to obtain new licences, the divide between sellers’ and buyers’ expectations and 
the market not being overly crowded,  A.M. Best does not anticipate significant 
industry consolidation.
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SAMA has been examining insurers’ pricing levels for motor and medical insurance, 
for example, during inspection visits to companies. In 2013, all insurers were commissioned 
by SAMA to undergo an actuarial review of the technical pricing of both medical and 
motor as a result of the poor technical profitability of these lines.  As such, many insurers 
would face stricter guidelines and have less room to manoeuvre on pricing in order to 
bring these lines to an adequate level of profitability. Moreover, the medium to large 
players which have successfully written these lines and have generated sufficient 
volumes to benefit from economies of scale are likely to be the main beneficiaries of this 
review, being able to offer competitive terms at more favourable pricing. 

SAMA’s measures are largely expected to improve the profitability of motor and medical 
from 2013 and, to a certain extent, alleviate the pressures currently experienced in 
the market. Conversely, those insurers that have unsuccessfully written these lines may be 
obliged to increase their prices and lose their competitive positions in the market.

While submitting product pricing to SAMA has increased companies’ expenses due to 
external consultants being hired to review cost bases,  A.M. Best considers the regulator’s 
investigations into pricing viability as a positive move. Gross claims for motor have risen 
significantly, climbing by 45.1% from 2010 to 2011, according to SAMA. This reflects, in part, 
higher spare parts costs and the subsequent increases in claims costs. 

It is rare for an insurance supervisory body in the GCC to take steps to determine whether 
rates are priced adequately.  The technical pricing review and the resultant regulatory action 
during 2013 is likely to increase pressure on insurers to price on a technical basis with 
less emphasis on competitiveness, as it has until now, thus addressing issues surrounding 
the level of price-based competition for these classes of business. SAMA will need to act 
promptly for the profitability of these risks to improve. However, there are many uncertain-
ties and  A.M. Best considers that companies’ focus on underwriting results will be essential. 

Rating Issues for Saudi Insurers
Insurers’ capitalisation is a major concern, with many failing to meet minimum capital 
and solvency requirements. The technical profitability of the Saudi insurance market 
is another consideration, particularly regarding motor and medical risks. While SAMA’s 
actuarial review of the technical pricing of these classes of business should improve 
profitability, it is imperative for insurers to remain competitive and improve the overall 
profitability of their portfolios.

Zakat can be a burden on companies, particularly for those with a sizable asset base or a poor 
earnings track record. Insurers need to ensure sufficient earnings are generated to cover the 
zakat expense and retain sufficient profits to support their plans. 

Given the growth of commercial risks, it is important that companies understand their 
exposures to ensure the accumulation and concentration of risks are managed prudently. 
Increasing insured values must be considered in higher catastrophe prone regions like 
Jeddah, where there has been flooding in recent years.

Saudi Arabia’s insurance market has experienced significant growth in the past few 
years. However, market conditions are becoming increasingly challenging for insurers as the 
impact of compulsory insurance begins to wane. 

Large insurers with good technical expertise and a favourable market position are likely to 
continue to dominate the market.  As Saudi Arabia’s insurance market matures, conditions are 
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becoming increasingly competitive and profit margins are likely to reduce.  A.M. Best 
considers that, in this environment, the main challenge for management over the coming 
years will be growing the business in accordance with business plans. Good strategic plans 
will enhance a company’s position, and it is likely that a number of small-to-medium size 
insurers will start specialising either in specific market segments or in specific product lines 
in order to outperform the market.


