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Aon Benfield estimates that the global reinsurance 
capacity is now in excess of US$ 590 billion, an increase 
of more than 4.4% over last year. This figure includes 
conventional reinsurance as well as alternative capital, 
which is increasing in dominance as a viable risk transfer 
mechanism.  

Overall demand for reinsurance increased in 2016, but 
growth has been limited by both region and line of business. 
It is therefore expected that such combined capacity will be 
adequate to meet the increased reinsurance demand.

The continued focus of supervisory authorities on financial 
risk management processes as well as on increasing capital 
adequacy standards should further enhance demand for 
reinsurance in the near future, as the gap between rating 
agency assessments and regulatory capital requirements 
narrows. 

Corporate mergers and acquisitions (M&A) activity 
in the specialty insurance and reinsurance markets 
has accelerated strongly in the fourth quarter of 2016. 
Continued consolidation is expected to occur in 2017, 
given the current market climate.

According to recent analysis by Munich Re, 2016 suffered 
from US$ 50 billion of global natural catastrophe losses, a 
four year high and an increase of 50% over 2015. Losses 
occurred in several regions and the causes were varied 
with no single large event causing enough damage to 
influence current global pricing levels. Renewal pricing 
impacts were mainly localised.

With political instability increasing around the globe, 
reinsurance is adapting to the evolving nature of political 
risks in an attempt to close the gaps in existing coverage. 
In addition, new technologies, big data and predictive 
analytics will continue to present both challenges and 
opportunities for insurers in the years ahead.

In our region, medical insurance will continue to be the 
fastest growing line of business fuelled by the introduction 
of new compulsory health insurance requirements. This 
will also remain the most powerful driver of insurance and 
reinsurance demand.

Reinsurance exposure is expected to grow at a faster 
pace than the MENA countries’ GDP. The region’s robust 
insurance market growth is seen as being primarily driven 
by compulsory schemes followed by a more stringent 
regulatory environment for insurers and relatively low 
natural catastrophe exposure (except for Turkey, Iran and 
Algeria), making this region attractive to global insurers 
and reinsurers.

Despite continued political instability and the economic 
slowdown in the wake of falling oil prices in the region, 
regulatory intervention following large property losses 
is easing pressure on reinsurance rates, terms and 
conditions.

ARIG’S POSITION 

Despite the challenging market conditions, flood losses in 
UAE and an increase in the 2015 fire loss at the prominent 
Address Hotel in Dubai, the overall technical return for 
the Group  was US$ 14.7 million (2015: US$13.2 million) 
up 11.4% year-on-year basis. The margins of our non-life 
treaty business improved from a more or less negligible 
result in 2015 to US$ 6.2 million with medical treaty 
business contributing US$ 1.2 million (2015: US$ 0.1 
million). Our Lloyd’s portfolio returned negative results  
due to our participation in two new start-up syndicates, 
however in the long run these syndicates will most likely 
generate more positive returns as it is normal for the 
syndicates to over reserve in the initial years. Our non-
life facultative portfolio showed, as in the previous years, 
a healthy performance of US$ 11.0 million (2015: US$ 8.2 
million), particularly in Property and Engineering lines.  

The Life business was affected by a combination of a single 
large individual life policy loss and adverse experience 
from some of Arig’s larger credit life schemes, which led 
to a negative technical result of the Life portfolio by US$ 
2.5 million. Remedial measures have been implemented 
to reverse this trend. 

Our discontinued Takaful Re portfolio is also running off 
smoothly and this has additionally benefited our bottom 
line. 

Gross written premiums were up by 11.3% for the year 
2016, mainly driven by our continued diversification 
into the Lloyd’s market which has more than doubled in 
the last 12 months. This increase has largely offset the 
reduced volume in our core markets and business lines 
as the continued competitive market and unstable political 
environment hampers growth opportunities. Additionally, 
premium income reduced following the closure of our 
Takaful Re and the branches in Singapore and Labuan. 

The Company also managed its operating expenses, 
where the expense ratio has been reduced by 10.5 
percentage points compared with last year.

The most important development for Arig over the past 
several years has been the announcement by A.M. Best 
that our rating has been upgraded to ‘A-’, but this came in 
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late December and was too late to have any effect on our 
2016 portfolio.

While we continue to identify new products and 
opportunities, we are subject to the same market conditions 
that our clients and competitors face. Nevertheless, we 
are all determined to look for alternative solutions to the 
challenges at hand to maintain the Company’s profitability.

Investment returns were better in 2016 as compared to the 
previous year. For a predominantly fixed income investor 
like Arig, the environment remained challenging. Money 
market rates and yields on government and corporate 
bonds continued to be low on a historic basis. Our well-
executed strategy did however ensure that our investment 
income made a significant contribution to the overall Group 
profit.

In view of the positive results achieved over the year in 
these difficult trading conditions, the Board is pleased to 
recommend a dividend of 5% subject to approval of the 
Central Bank of Bahrain.

OUTLOOK

Following subdued economic activity in 2016, the 
performance of emerging markets and developing 
economies in particular is expected to improve in 2017 
and beyond. This is despite the uncertainties surrounding 
ramifications of the controversial incoming U.S. 
administration.

The World Economic Outlook (WEO) looks positive. The 
IMF recent update estimated an overall projected world 
output of 3.4% for 2017. Emerging Markets and developing 
countries are expected to grow by 4.5% in the same 
period. The WEO forecast expects a firming of oil prices 
following OPEC members and other producers’ agreement 
to control supply. Regional economies still largely driven by 
oil revenues will start to benefit from the increasing price 
of oil. According to the OPEC Reference Basket, the price 
has increased steadily since February 2016 albeit from its 
lowest value in 10 years.

Despite these optimistic economic projections, the global 
reinsurance industry outlook remains challenging in view 
of the current political risks and over supply of capacity. 
While insurers and reinsurers are progressing cautiously, 
it is difficult to envisage major changes in the economic 
sentiment and any substantial reduction in overall 
reinsurance capacity. However, with the reducing margins 
in reinsurance profitability, it is unlikely that rate reductions 
will be tolerated in future. Risk acceptance practices and 
underwriting controls will very likely be adjusted to ensure 
that profitability is maintained.

Regional regulators are increasingly becoming aware of 
the financial risks arising from the current underwriting and 
reserving practices, and it is expected that insurers and 
reinsurers will be facing increasing scrutiny which may 
force review of the efficiencies of their deployed risk capital.  

At Arig, we apply capital modelling techniques to ensure 
that our risk adjusted capital remains at appropriate levels.

In line with our objective to further diversify our book of 
business towards the much more controllable and therefore 
better performing facultative business, we are at the final 
stage of the establishment of Arig Insurance Management 
(DIFC) Limited (AIM) at the Dubai International Financial 
Centre in Dubai.  

DIFC has positioned itself not only as an important 
reinsurance hub for the region, but also for business 
emanating from Africa. The majority of the leading 
reinsurance brokers are represented, in one way or 
another, at the DIFC. These brokers are controlling the 
placement of largely better performing corporate accounts, 
which should improve Arig’s access to this business. 

AIM should in addition add value to the Group by positioning 
itself, over the medium-term, as an attractive manager for 
cover-holder arrangements. Specialized Lloyd’s products 
will be offered to our clients via these arrangements for the 
mutual benefit of all stakeholders.     

Our recent upgrade of the Group’s Financial Strength 
Rating to ‘A- (Excellent)’ by A.M. Best is not only a very 
important and necessary corner stone in respect of our 
future plans at DIFC, but it also allows us further access 
to business previously out of our reach because of 
minimum security requirements requested by supervisory 
authorities, particularly in Asian markets, where ‘A’ rating 
is a prerequisite. 

Arig views Personal Lines as a major area for development 
to diversify away from purely commercial business. 
In recent times, ‘digital disruption’ has become a 
commonplace phrase littering industry commentaries and 
frequently cited as probably the biggest challenge to the 
insurance industry. The unchecked progress of technology 
has completely changed the ways in which consumers 
not only purchase but how they are made aware of their 
needs. Our sector has been relatively slow to respond to 
the potentials of using the masses of data captured and 
held on today’s computer systems but we are now seeing 
this phenomenon driving product design, distribution, 
pricing and even underwriting. In 2016, Arig has concluded 
a partnership agreement with a pioneering Personal Lines 
technology company in order to complement our traditional 
reinsurance services with a fully integrated series of 
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technology distribution solutions. We are also embedding 
Life and Healthcare offerings into the mix, thereby working 
towards ‘one stop’ employee benefit solutions for both 
individuals and corporates.  

Our focus will remain on Arig’s operational efficiencies, 
using our financial strength, market presence and third 
party relationships in providing new products, services and 
know how to our customers. We continue to see growth 
areas that have largely been underexplored. We believe 
that our first and foremost duty is to generate added value 
to our customers and shareholders.
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