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Protests Alter Forecasts for
Premium Growth in MENA

The Arab Spring of 2011 has altered insurers’ prospects through-
out the Middle East and North Africa (MENA). Political unrest can
have direct effects on the insurance industry, including premium
flows and a higher incidence of claims.

The International Monetary Fund (IMF) has recently published
revised economic growth forecasts which, holding all other mar-
ket factors constant, imply revised growth prospects for insur-
ance premiums. Using these data, A.M. Best has performed an
analysis of the economic impact of the protests, as well as the
implications on country risk assessments and medium-term pro-
jections of premium growth in the MENA countries. Some key find-
ings of this analysis are:

e While the protests will affect the insurance industries of each
country to varying degrees, premiums for the region, as a whole, are
projected to be only 0.7% lower in 2015 than they would have been
otherwise.

¢ Eleven of the 16 MENA countries are expected to experience
lower premium growth than they otherwise would have before the
protests, while five other MENA countries are projected to experi-
ence modest increases.

¢ Relative to country risk assessments, with the exception of Tuni-
sia, all the countries where the impact from the unrest is deemed
high are classified as CRT-5, the highest risk tier.

MENA - Changes in IMF GDP Growth Forecasts and
Country Risk Impact of Unrest by Country
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Premium Growth Linked to Economic Activity

The Arab Spring of 2011, a time of mass
social unrest and political turmoil in the
Middle East and North Africa (MENA), has
altered insurers’ prospects throughout the
region. The revolutions in certain countries
not only have taken a huge human toll in
terms of violent protests, deaths, injuries,
and arrests, but also have changed the
region’s landscape

in terms of its busi-
ness environment,

as well as economic,
political and financial

Exhibit 1

MENA - A.M. Best’s Country Risk
Tiers* and Impact of Unrest

ity and possible liquidity issues. Premiums
are likely to be depressed because of the
days lost to the unrest and, in some cases,
the inability or inefficiency in collecting
premiums. Alternatively, there may be
incidental benefits, such as increased pre-
miums for cargo business due to increases
in oil prices and reinsurance opportunities
arising from recon-
struction efforts and
government infra-
structure spending.

Impact of Unrest

on Country Risk While claims due to

civil unrest and civil

. . Country
system risks, which o
are the metrics A.M. coun.try BRI
Best uses to assess Algeria CRT-5
country risk. This Bahrain CRT-3

special report exam-
ines the impact of the

protests on country 1Sf@el CRT-3
risk assessments, Jordan CRT-4
and prospects for the kywait CRT-3
regional economy Lebanon CRT-5

and insurance pre-
mium growth in the

MENA region. Morocco CRT-4
Oman CRT-3

A.M. Best’s current

Country Risk Tiers Qatar CRT-3

(CRT) for the MENA  SaudiArabia  CRT-3

countries and its
assessment of the
political unrest’s level
of impact on each Turkey CRT-4
country are shown in UAE CRT-3
Exhibit 1. With the
exception of Tunisia,
all countries where
the impact from the
unrest is deemed high are classified as CRT-
5, the highest risk tier. (For more informa-
tion, visit www.ambest.com for A.M. Best’s
Assessing Country Risk methodology.) In
September 2011, Egypt was moved from
CRT-4 to CRT-5, due to its elevated risk.
Although the country risk impact on Tunisia
is deemed high, Tunisia’s classification as

a CRT+4 has not changed at this time due,

in part, to its relatively stronger economic,
political and financial system conditions
prior to the protests.

CRT-5, indicating very high risk.
*As of Oct. 31, 2011
Source: A.M. Best Co.

For the insurance industry specifically,
political unrest can have direct impacts,
including the disruption of business activ-

'A.M. Best’s tiers range from CRT-1, which indicates low risk, to

Low war are typically

Medium excluded, the inci-
dence rates of claims
could be higher.

Low Moreover, changes in

Low government regimes

Low resulting from politi-

Medium cal protests, at a

minimum, can trig-
ger a review of a

Low government-owned
companies’ senior
management, prefer-
ential treatment or
Low compulsory cessions.
New regimes also can
implement changes to
insurance regulations
Low and the supervisory
Low authority.

Low
Low

Importantly, political
unrest can also fun-
damentally change
real economic activity in the short, medium
and possibly long run, which can have far-
reaching implications on the size of the
insurance industry. Specifically, a country’s
growth in inflation-adjusted insurance pre-
miums is determined, at least partially, by
the overall level of real economic activity in
that country. Nominal gross domestic prod-
uct (GDP) growth historically is highly cor-
related with insurance premium growth (see
Exhibits 2 and 3 for examples for the cases
of Egypt and Tunisia).

Although the political situations in the MENA
countries are still developing, several key
economic changes are already underway
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that can provide a better understanding of
the potential impact on the insurance indus-
try. The International Monetary Fund (IMF)
has recently published revised economic
growth prospects which, holding all other
factors constant, imply revised growth pros-
pects for insurance premiums as well. Using
these data, A.M. Best has performed an anal-
ysis of the economic impact of the protests
as well as the implications on medium-term
projections of premium growth in the MENA
countries.

The protests will affect the insurance indus-
tries of each country to varying degrees.
The impacts range from Syria’s projected
premiums in 2015 being 14.3% lower than
they otherwise would have been before the
protests, to Turkey’s projected premiums
in 2015 being 1.0% higher. Premiums for the
region, as a whole, in 2015 are projected to
be 0.7% lower than they otherwise would
have been. Thus, while the overall effect of
the protests in the short-to-medium run is
negative, it will be relatively minor on the
regional insurance industry.

Revised Regional Economic
Growth Outlook

In September 2011, the IMF downgraded
its growth projections for eight of the
16 MENA region countries since the pro-
tests began, including Algeria, Bahrain,
Egypt, Jordan, Lebanon, Oman, Syria,
and Tunisia, and raised its projections
for seven others, as shown in Exhibit 4.

Syria, interestingly, is the only country for
which GDP is now projected to contract in
2011 (by 2.0%), whereas GDP for the other
MENA countries is expected to continue
to grow at positive, albeit slower, rates in
2011 and the years ahead. The economic
impact on these countries due to the
protests is expected to be felt most heav-
ily in 2011, with growth rates generally
returning to their pre-crisis growth path
by about 2013 or 2014 (see Exhibit 5).
Again, Syria is the exception, with growth
rates expected to be below their pre-crisis
growth path into 2016.

Even if the growth rates eventually return
to their pre-crisis growth paths, there will
be long-lasting reductions in absolute GDP
levels that will be difficult to regain without
significant accelerations in growth beyond

Exhibit 2
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pre-crisis norms. Specifically, GDP per capita
in Syria in 2015 is forecasted to be 8.4% less
than the forecast before the protests, while
Egypt’s GDP per capita forecast for 2015 is
5.5% less; Jordan’s is 3.2% less; Algeria’s,
1.9% less; and Bahrain’s, about 0.3% less.

Drivers of Economic Growth

In MENA Region

Changes in key sectors of the MENA econo-
mies, namely, tourism, private financing
(particularly foreign direct investment) and
the oil market, are largely driving the reduc-
tions in GDP projections. Tourism and invest-
ment are highly dependent on consumer and
investor sentiment, and thus are vulnerable
to shocks such as domestic unrest.

Several countries have experienced
reduced tourism, a removal of foreign
direct investment and higher risk pre-
miums on debt and equity as a result of

er 2011 and Axco.
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Exhibit 4

MENA - IMF Economic Growth Forecasts for 2011 (before and after protests)’

2011 GDP Growth Estimates (%)

Revisions in GDP Growth Before vs.

Before Protests After Protests After Protests
Country (forecasted in October 2010) (forecasted in September 2011) (in percentage points)
Algeria 4.0 2.9 -1.2
Bahrain 4.5 1.5 -3.0
Egypt 55 1.2 -4.3
Israel 3.8 4.8 1.0
Jordan 4.2 25 -1.7
Kuwait 4.4 5.7 1.3
Lebanon 5.0 1.5 -3.5
Libya 6.2 na na
Morocco 43 4.6 0.3
Oman 4.7 4.4 -0.3
Qatar 18.6 18.7 0.2
Saudi Arabia 4.5 6.5 2.0
Syria 55 -2.0 -7.5
Tunisia 4.8 0 -4.8
Turkey 3.6 6.6 3.0
UAE 3.2 3.3 0.1

'Due to the heightened uncertainty of Libya’s political situation, the IMF has not provided a GDP growth estimate for the country; however, economic activ-
ity has declined significantly as a result of the revolution.
Source: IMF World Economic Outlook, October 2010 and September 2011.

the unrest. However, elevated oil prices
resulting from the turmoil have been able,
thus far, to support the economies of

the region’s oil exporters, while creating
further challenges for oil importers. The
degree to which each country in the MENA
region depends on these various sectors
therefore determines the level of economic
impact these economies will face due to
the Arab Spring.

Foreign Direct Investment

Foreign direct investment (FDI) is an
important sector in the economies of this
region and has been heavily impacted

in certain countries. The percent of GDP
accounted for by FDI stocks and flows in
each MENA country in 2010 is shown in
Exhibit 6. (The share accounted for by FDI
stock indicates the size of total FDI in the
country relative to that country’s entire
economy. FDI flows, on the other hand, rep-
resent the change in new FDI entering the
country in a given year.)

The magnitudes of both the stock and flows
of FDI relative to GDP can help determine

the effects of changes in FDI flows on a
nation’s economy. For instance, total FDI
stock in Lebanon accounted for 95.5% of
GDP in 2010, with FDI flows accounting for
12.6%. A change in FDI flows in Lebanon
could have a relatively large impact on its
GDP growth.

Alternatively, Bahrain’s total FDI stock
accounted for 66.9% of GDP in 2010, while
flows represented only 1% of GDP; there-
fore, a change or absence of that flow
would have a smaller effect on GDP. Like-
wise, Kuwait’s total stock FDI accounted
for only 5% of GDP and flows accounted
for 1%, implying a change in FDI flows
would have an even smaller impact on
GDP.

New FDI flows into the MENA region
have been reduced by this past year’s
political turmoil because such flows rely
heavily on investor confidence. The IMF
projects that FDI in Egypt and Tunisia
could be reduced by approximately 67%
and 53%, respectively, in 2011, which
implies GDP reductions in these coun-
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Exhibit 5
IMF Economic Growth Projections
(October 2010 & September 2011)

These graphs show the International Monetary Fund’s
economic growth forecasts from 2001 to 2016 for
Algeria, Bahrain, Egypt, Jordan, Lebanon, Syria and
Tunisia made before the protests (forecasted in Octo-
ber 2010) and after the protests (forecasted in Sep-
tember 2011).
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Exhibit 6

MENA - Foreign Direct Investment (FDI) Stock
and Flows by Country
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Source: United Nations Conference on Trade and Development (UNCTAD).

Exhibit 7

MENA - Travel & Tourism's
Contribution to GDP by Country

(2010)

tries of up to 1 to 2 percentage points in
2011.

Tourism

The level that each MENA country relies
on tourism is positively correlated with
the degree of impact from the regional pro-
tests. Specifically, the larger the share of
GDP accounted for by travel and tourism
in a given country, the larger the down-
ward revision to projected GDP growth

for 2011 following the MENA protests. The
countries with the highest tourism contri-
butions to GDP include Lebanon, Jordan,
Morocco, Tunisia, Egypt, and Bahrain (see
Exhibit 7).

The IMF estimates that tourism in Tunisia
alone decreased 40% from January to Feb-
ruary 2011, and it expects further declines
throughout the year. Tourism in the region is
expected to recover very slowly, as it relies
on consumer sentiment, which is based on
long-term conditions of a country. A dimin-
ished tourism industry, therefore, could con-
tinue to be a drag on economic growth.

Tourists emanating from outside the
MENA region probably will be the most
able, and likely, to cancel their travel
plans and take longer to return to the
region. Exhibit 8, which presents the tour-
ists’ origination points to select MENA
countries for which data were available,
indicates that nearly 40% of visitors to
tourism-reliant Lebanon are from Europe
and the Americas. Moreover, Europe and
the Americas account for large majorities
of tourists to the other tourism-dependent
countries of Morocco, Egypt and Tunisia.
Interestingly, the majority of tourists to
Jordan and Syria are from the region, and
thus, the two countries may experience
less of a decline in tourism than others in
the region.

Exhibit 8

MENA - Origin of Tourists to
Selected Countries

(For Latest Available Year)
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Oil Market

Not surprisingly, the IMF reports that the
MENA region’s oil exporters have more
favorable long-term growth outlooks than
the region’s oil importers. Indeed, there
is a negative correlation between the
level of oil exports in a given country and
the IMF’s level of revision to projected
GDP growth in 2011. Specifically, most

of the countries experiencing prospec-
tive growth downgrades in 2011 are net
oil importers, including Egypt, Jordan,
Lebanon, Syria, and Tunisia. Moreover,
countries with upgraded economic growth
since the protests include key oil export-
ers — namely, Kuwait, Qatar, Saudi Arabia
and the UAE.

During the MENA protests, there has been
increased volatility in the oil market. Spe-
cifically, supply disruptions (especially in
Libya) in the first quarter of 2011 led to

oil prices spiking to USD 120 a barrel at

the end of April. Prices currently are back
down towards pre-crisis levels due partially
to increased oil production from other
members of the Organization of Petroleum
Exporting Countries (OPEC), most notably
Saudi Arabia, and the release of emergency
reserves by International Energy Agency
members. (OPEC members in the MENA
region include Algeria, Kuwait, Libya, Qatar,
Saudi Arabia, and the UAE.) The IMF proj-
ects that oil prices will rise 30.6 % in 2011
over 2010; decrease 3.1% in 2012; and fur-
ther decline 1.1% from 2013 to 2016.

Potential Effect on Insurance
Premium Growth

As noted previously, economic growth is
highly correlated with growth in insurance
premiums. Therefore, it is possible to proj-
ect inflation-adjusted insurance premium
growth based on IMF forecasts of real
GDP. Specifically, by keeping the relation-
ship between premiums and GDP constant
(i.e., a stable level of insurance penetra-
tion), a projected level of premiums can
be calculated by applying the projected
growth rates of annual real GDP to insur-
ance premiums. Importantly, these projec-
tions focus on the effect of real economic
activity alone on insurance premiums - all
other market conditions (including infla-
tion, structural changes in the insurance
market, changes in consumer preferences
and changes in regulation or government

Exhibit 9
MENA - Projected Inflation-Adjusted Premiums

Countries with Approximately $2 Billion or Less in Projected
Premiums in 2015

Pre-Unrest M Post-Unrest

Algeria
Bahrain
Egypt
Jordan
Kuwait
Lebanon
Oman
Qatar
Syria

Tunisia

o

500 1,000 1,500
Premiums (USD Millions)

2,000 2,500

Countries with More Than $2 Billion in Projected Premiums
in 2015

Pre-Unrest M Post-Unrest

Israel

Morocco

Saudi Arabia

Turkey

UAE

0 2,000 4,000 6,000 8,000

Premiums (USD Millions)

10,000 12,000 14,000

Source: A.M. Best Co.

regimes) are held constant. A.M. Best rec-
ognizes that other market conditions, in
fact, may change by 2015. For example,
A.M. Best expects that compulsary cov-

ers and insurance awareness in the MENA
region will raise insurance market penetra-
tion over time. Therefore, these projections
create a baseline forecast. Changes in other
market conditions will be reflected in varia-
tions around this baseline.

Exhibit 9 shows projections of inflation-
adjusted premiums for 2015, based on
GDP growth projected before and after the
unrest. Likewise, Exhibit 10 presents the
projected growth in premiums from 2010
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Exhibit 10

MENA - Projected Inflation-Adjusted Premium Growth (2010-2015)
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to 2015, pre- and post-unrest. As shown

in these exhibits, 10 of the MENA coun-
tries are expected to experience a decline
in premium growth. Syria and Egypt are
expected to experience the largest growth
declines due to the unrest. Alternatively,
Israel, Morocco, Saudi Arabia, Turkey, and
the UAE are expected to experience mod-
est increases in insurance premium growth
from pre- to post-unrest. The protests will
affect the insurance industries of each
country to varying degrees. The impacts
range from Syria’s projected premiums in
2015 being 14.3% lower than they other-
wise would have been before the protests,
to Turkey’s projected premiums in 2015
being 1.0% higher. Premiums for the region,
as a whole, in 2015 are projected to be 0.7%
lower than they otherwise would have
been.

Conclusion

Economic activity certainly will play

an important role in the growth of the
MENA region’s insurance industry. More-
over, the region’s long-term economic
growth will rely heavily on investor and
consumer confidence, which affects the

important sectors of investment, tour-
ism and oil demand. The turbulence of
the Arab Spring has shaken consumer
and investor confidence in the region,
which is evident in the recent volatility
of its equity markets. Clearly, other fac-
tors also impact equity markets, such as
the global economic slowdown and the
sovereign debt crisis in the eurozone.
Equity markets across MENA are down
15.9%, on average — since the start of
2011 to mid-November - ranging from a
full rebound in the Qatar exchange to a
drop of 41% in the Egyptian exchange.
The stock markets in Bahrain, Egypt,
Jordan and Lebanon are among the
region’s hardest hit and have not yet
shown signs of recovery.

However, there is some evidence that inves-
tor confidence in certain other countries is
gradually returning. Eight of the equity mar-
kets in the MENA region, while still down
from January, have partially rebounded
from their troughs earlier in the year, includ-
ing those in Kuwait, Morocco, Qatar, Tuni-
sia, Turkey, Saudi Arabia and the UAE-Dubai
exchange. Moreover, elections in Egypt,
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Morocco, Oman, and Tunisia in October and
November could be turning points in the
region’s political landscape and have cap-
tured the interest of the international com-
munity and investors. The stock markets in
some of these countries have seen modest
recoveries leading up to these elections -
namely, those in Morocco and Oman, up 4%
and 1%, respectively, since their troughs in
August, and in Tunisia, up about 14% since
June.

It is uncertain how long these countries
will take to rebuild, and what the new
regimes will look like. Ultimately, their
futures rest, in great part, on the face of
these post-Arab Spring regimes and the
confidence that they can instill in consum-
ers, investors and the business sector.
A.M. Best will continue to monitor all
relevant country risk factors in the MENA
region and update its country risk tiers as
warranted.
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as they come due. These credit ratings do not address any other risk, including but not limited
to liquidity risk, market value risk or price volatility of rated securities. The rating is not a recom-
mendation to buy, sell or hold any securities, insurance policies, contracts or any other financial
obligations, nor does it address the suitability of any particular financial obligation for a specific
purpose or purchaser.

In arriving at a rating decision, A.M. Best relies on third-party audited financial data and/or other
information provided to it. While this information is believed to be reliable, A.M. Best does not
independently verify the accuracy or reliability of the information.

A.M. Best does not offer consulting or advisory services. A.M. Best is not an Investment Adviser
and does not offer investment advice of any kind, nor does the company or its Rating Analysts
offer any form of structuring or financial advice. A.M. Best does not sell securities. A.M. Best is
compensated for its interactive rating services. These rating fees can vary from US$ 5,000 to
US$ 500,000. In addition, A.M. Best may receive compensation from rated entities for non-rat-
ing related services or products offered.

A.M. Best’s special reports and any associated spreadsheet data are available, free of charge,
to all BestWeek subscribers. On those reports, nonsubscribers can access an excerpt and pur-
chase the full report and spreadsheet data. Special reports are available through our Web site at
www.ambest.com/research or by calling Customer Service at (908) 439-2200, ext. 5742. Some
special reports are offered to the general public at no cost.

For press inquiries or to contact the authors, please contact James Peavy at (908) 439-2200,
ext. 5644.
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