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Dear readers:

I amvery pleased to present the proceedings of the first annual conference of Islamic Economics & Islamic
Finance held at Chestnut Conference Center; University of Toronto on Audusgt 30%, 2013 and

organized by ECEENA: Economics & ECEGENngineering Assoaite, Inc., Canada.

The aims of the conference were to collect intellectual researcls wattke field oflslamic Economics

& Islamic Finance, to discuss them in a big international intellectual symposium by experts in the field
and to preserve them ihd conference proceedjs to help other researchasriching their database,
concepts, and thoughts in this domain. Also; the forum of the conference introduces new concepts to the

literature and edit existing concepts to keep pace with the present time.

Professors and practitioners from different countries participated to the conference and to its intellectual
material. Delegates participated from Canada, USA, UK, France, Belgium, Indonesia, Malaysia, Saudi
Arabia, Qatar, Kuwait, Afghanistan, Ugandidgeriaand Egypt. The conference was unique in presenting
different papers and panel discussions in other religious economics and finance as well; i.e., Jewish
economics and Christian economics. The conference included @ayokesticlesn economicsmicro

and macreinance, business, insurance, risk. The conference helped also to close some gaps between
academic and neacademic thinking in this field by presenting some practitid@wosks in this area of

research and analysis.

This conference wase first of its series. The same conference with different themes in all areas related
to Islamic economics, Islamic finance, and religious economics in general will be held every year in
Toronto, Ontario, Canada. This series of the conference is aimaddtsignificantly to the existing
literature of this field. Some papers, articles, and summaries of papers presented at the first conference o
the series of the annual conference of Islamic economics and Islamic fiwvanedeposited in tis
conference mceeding whicttan be viewed and accessed internationally from both the website of the

foumand the website of the Library & Archive Can

(lode Gowas _

Ghada Gomaa A. Mohamed
The chair of the conference and the founder of the forum



Dear Readers,

We are delighted to be able to present this volum@roceedings from the ECB N A Asnual
Conference of Islamic Economics and Islamic Finance. We are delighted to have received so many
thoughtful and valuable papers which shed lightsteamic approaches to business.

We begin with Prof. Ral ph Huenemann6s paper on
that there is at present no distinctively Christian economics. This reflects the strongly secular approach of
business schoolsoth with regard to ethics and with regard to business strategy. This growth of a separate
discipline of economics without regard to the religious beliefs of the student of the subject may be a
necessity in a world in which personal beliefs of any kind beyidden to promote the appearance of
objectivity and independence and in which religious discussions, outside the narrow circles of theological
colleges, may be viewed as a dangerous irrelevance, often associated with deep sensitivities. Yet it is
curious that at the same time economists seem to be thoroughly expected to identify themselves as
disciples of this or that great economic leader or strict follower of some body of economic or political
doctrine and it appears to be little noticed if a univgrséacher openly espouses the secularized
millenarian views of Karl Marx, whereas an appeal to Fifth Monarchist beliefs would appear, at the very
least, quaint. It is also not easily forgotten in the Christian context that St Thomas Aquinas was exercised
with the theoretical and theological problems of interest on loans or that the publicadtitupiafby the

great Catholic layman St Thomas More represented a great step forward in the developmevibégmon
socialist model. It may perhaps be hoped tha challenge of studying the effects of religious belief on
economics and finance in the Islamic world will lead to a revival in attempts to understand the effects of
religious beliefs in general on economic activity and the ways in which religiow$sbelay affect the

ideals which underlie the economic goals and principles of ordinary people.

Moving on to specifically Islamic financial principles, we present three papers regarding transactions and
economic provisions in a state of uncertainty whichtaqythe heart of significant problems exercising
economists generally. Mansour Khalili Araghi and Elham Nobahar discuss Gharar transactions, where at
least one party is in ignorance of some information relevant to the transaction. The implicationsyof this

Nno means uncommon situation is presented in game theory terms, with explicit recognition of the
possibility that sellers may benefit from strategies of dishonesty by concealment. This problem of
asymmetric information is often present not only in thie £ goods but also in respect of financial
instruments and in respect of services, where in many cases the quality of the service may be better knowr

to the seller than to the buyer while thehbuyer



This makes the Islamic prohibition on Gharar transactions highly relevant throughout past and future
history.

Sadegh Bakhtiari discusses another aspect of the economics of uncertainty, namely insurance. Insuranc
remains a fertile area for religiowethical, economic and psychological discussion, not least because once
again there may be major information asymmetries between the insurer, who may be better informed on
averaged risks to the population as a whole, and the insured, who may be bettezdndor specific

insured risks. There is the further probability that insurance will change the behaviour of the insured either
by encouraging reasonable behaviour which accepts normal risks in life and business or by encouraging
negligent or highlyrisksee ki ng behaviour, which creates the p
discussion of takaful arrangements for mutual systems of loss guarantees and microtakaful arrangement:
for poorer people also addresses key issues of mutual insurance for thehjmdoreflect longstanding

mutual sekhelp ideals in Islamic societies and other societies around the world, which also have the
potential to improve the autonomy of poorer sections of society and reduce the dependence of the poor on
the wealthy.

Mamdolh Ahmedés paper on the cooperative insur anic
Islamic insurance models and highlights the low penetration of insurance in Saudi Arabia compared with
global averages. There are likely to be benefits in devejdgiamic mutual insurance models that can

be readily understood and recognized by both Muslims and/tusfims in the Arab world and elsewhere.

The history of applying theological principles and beliefs to the conduct of financial transactions and the
growt h of financi al |l aws in the West under religi
Jewish and Islamic attitudes to and laws on settlement transactions involving a third party, where issues
of privity of contract and personal liabilitiesere required to be taken into account in assessing the validity

of paymaster transactions. This was a key issue in the development of banking and settlement systems ir
the West and underlies the processing of transactions and the use of promissorndnoageamoney in

the presentiay world.

Rizma Riyandi Rahman and Mutia Tagina Gamat discuss the role of the state in welfare provision and its
potential to aid economic development and prosperity in Islamic terms with reference to the Quran and to
a longsanding tradition of Islamic scholarship on the subject. Ahmadi Aymen examines credit risk in
Islamic and other banks, bank regulation and the effect of profit and risk sharing in Slamic finance and
seeks to develop a model for credit risk taking accotimiamagement quality and the funding of bank
assets. Finally, we present a paper by Sattem Saleh Al Nomay on the subject of what constitutes usury anc

whether the provision of services to bank customers who are creditors of the bank should be classed a:c

vi



usury, with a recommendation that a governrderd v e | Shari 6a Banking Board
services.

We wish to thank all our contributors, including those included in this volume and also Prof. Rodney
Wilson, Prof. Amir Kia, Paul Wouters, Cherldamadi, Bassem Ghali, lIbranim Aljasser, Dr Ghada
Mohamed, whom we also thank, as always, for her energy and efficiency in organizing this conference,
and our distinguished keynote speaker, Dr Rashed Ahmad Alolaiwi of Qassim University.

I commend these peceedings to all our readers, regardless of their religious or other beliefs. It is our
intention to contribute to the understanding of finance, economics and the human condition and hope that

the thoughtful contributions included here will be of interest benefit.

Yours Sincerely,

Wi #W/{%, Sohader

Morrison HandleySchachler
Vice President of Research & Policy Analysis
ECO-ENA, Inc.
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Day 1: Friday Auqust 30th, 2013
From 8:30 am to 5:00 pm
8:30 am Registratiorand Reception

Presentations in orders

- fAMain concepts in Islamic banking, Islamic finance, & international Islamic finance: An
introduction to the conference
PresenterDr. Ghada MohamedECOENA, Inc., Canada

" Implications of Basel Il for Islamic Banks" and "Islam and Economic Policy”
PresenterProfessor Rodney Wilsgriburham University, UK & International Centre for Education in
Islamic Finance, Kuala Lumpur, MalaystadOverseas presentation

- "lIslam and the stock market: Evidence from the United Stes'
PresenterProfessor Amir KiaUtah Valley University, USA

"Re-direct of contemporary Islamic finance from an Islamic wealth management
perspective
PresenterMr. Paul E.E. WoutetSCEO PT Senturiyon Global, Indoneskn expert in Islamic Finance
Overseas presentation

- Panel DiscussionMain differences between Islamic banks and conventional banks
Chaired by: Dr. Rashed Alolaiwi, Professor Amir Kia, Dr. Ahmed Aymen, and Dr. Ghada Mohamed

1:00 pm- 2:00 pm Mediterranean vegetable break

- " Developing shari‘ah compliant tools for the financier of last resort: The case of Qatar
PresenterMs. Cherin HamadiQatar Central Bank, Qatar

" Comparative study on the factors influencing credit risk: the casef Islamic banks and
conventional banks
PresenterMr. Ahmadi Aymen University of Angers, France

" Cooperative insurance market in Saudi Arabia challenges, growth opportunities &
suggestions for developmentAn empirical study"
PresenterProfessor Ahmedviamdouh King Saud University, Saudi Arabia
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- " Social media and retail Islamic financé
PresenterMr. Bassem GhaliHead ¢ Client Strategy, Toronto, Canada

Day 2: Saturday August 31st, 2013

From 9:00 am to 4:30 pm

9:00 am: Reception

Presentations in orders

" Concepts analysisdMQ's as standard of application to create takaful Ijtima'i to construct
welfare society
PresenterMs. Rizma Riyand& Ms. Mutia Tagina GamatPadjadjaran University ofndonesia
- Overseas presentation

" Some notes regarding Gharari transactions: A game tleey approach”
PresenterProfessor Mansour Khalili AraghUniversity of Tehran, Iran

- " Takaful and Microtakaful: Islamic instruments for protecting poor and vulnerable groups"
PresenterProfessor Sadegh Bakhtiaglslamic Azad University, Iran

- " Medieval Jewish and Islamic payment instrument$
PresenterProfessor Benjamin Geyaork University,Canada

A keynote speech byrofessor Ralph HuenemannUniversity of Victoria, Canada
fiPerspectives on Christian Economits

1:00 pm- 2:00 pm Mediterranean vegetable break

- "Free services offered by banks tohecking account holders, Riba or not?
PresenterDr. Sattam AlnomayKing Saud University, Saudirabia- Overseas presentation

" Islamic banking: Financing instruments used by Saudi banks

PresenterProfessor Ibrahim A. AljasseKing Saud University, Saudi Arabia

- A keynote speech byr. Rashed Ahmad Alolaiwi, Qassim University, Saudi Arabia
" Islamic finance in Islamic banking and finance in the conventional bank€omparisori

- Closing Short Speeclsummary of the conference, conclusion, and implications
Dr. Ghada MohamedECOENA, Inc., Canada

4:30 pm closing time
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My Perspective on Christian Economics

Ralph W. Huenemann
University ofVictoria, Canada

Although | have taught economics and finance for many decades, | have encountered the term
Islamicfinanceonly in the past few years. The term is usually contrasted r@hrigtianfinance but to
conventionafinance. My understandingtisat Islamic finance differs from the conventional kind because
the Quran teaches that charging interest on debt is unethical, and perhaps disagrees on other issues as we
| am gradually educating myself to the complexities of this debate in finamecky. éncountered the term
Islamic economica few weeks ago, when my reading about Islamic finance brought to my attention
Muhammad Akr am Kwhatihsdsongwithwslamic Bdonomick’thands | mpl i ed
is again not withChristian economics buwith conventionaleconomics. In this context, let me explore
two questions.

Question 1: What are the differences (and similarities) between Islamic and conventional economics?

It is important to begin by noting that economics and finance are not identical. Let me set aside the
specific issues raised by Islamic finance and focus on economics, as the subject is understood by
economists. For western economists, this begins withmA8mith and his famous bodihe Wealth of
Nations. It seems clear to me that Islamic critics of conventional economics assert that the Islamic
perspective on economic issues places emphasis on principles of ethics and justice and community, in &
way that onventional economics does not, and that this emphasis on issues of right and wrong makes
Islamic economics morally superior to the conventional kind. Some conventional economists seem to
agree that ethical issues have no place in their subject buteif,askuld probably disagree that this
makes the Islamic version superior. For this school, economics is primarily, or entrejtiescience,
not anormativeone. That is, it poses and tries to answer questiofecofsuch as, if the central bank
increases the money supply, what will happen to the price level, or the interest rate, or the rate of
unemployment?), not questionswaiiue(should the central bank increase the money supply?).

For myself, | find it quite surprising that any economistibeace this viewpoidt since it seems
clear to me that conventional economics is both positive and normative. Certainly Adam Smith saw it this
way, for he wrote a second, equally important book tifled Theory of Moral Sentimenk$e thought of
himself asa moral philosopher, not an economist. And, to cite one other famous example, Karl Marx
(although admittedly a heterodox economist, and a deeply flawed human being) was passionately
committed to understandirand fixingthe shortcomings of capitalism as kaw them. And Smith and
Marx were not exceptions. Rather, mainstream economics has always given major attention to what are
without doubt normative questions: Should government policy support free trade or protectionism? What
social institutions best sex economic efficiency as a goal? Which markets require government regulation



and which markets function better with deregulation? The list can easily be extended. But the point seems
clear. Economics, even conventional economics, has always been a v@suince.

Question 2: Is there such a thing as Christian economics, and if so how is it relatdetoconventional
or Islamic economics?

I f we mean by AChristian economicso the teac¢
we are talking abdua severely normative school of econordiaaore radical, | think, than the Islamic
writings on the subject. | have in mind the episode of Jesus throwing the moneychangers out of the temple
(Matthew 21:12), the teachi b),andhsaon. ibl essed are

If we examine contemporary economics as an intellectual discipline, and adkifratvalld it is
influenced by Christian principles, | would advance four relatively noncontroversial propositions:

1 If asked, some economists would identifeniselves as Christian, and some would not. Even
within the group that selfientify as Christian, there are intense arguments about whether all the
others are legitimately Christian.

1 Some economists are relatively conservative (vgihg) in their socialnd political views, and
some are relatively liberal (lefting).

1 Some economists are orthodox, and some are heterodox.

1 There is no correlation whatever between these categories (Christi#&tinenan,
conservative/liberal, orthodox/heterodox). Alhtbinations are possible.

| would adda fifth assertion, perhaps more controversial, that it is entirely possible for an economist to be
an ethical human being without holding any religious beliefs whatever. Sadly, | would add the corollary
that it is alsgossible for a human being to be devoutly religious and nonetheless deeply unethical.

In brief, my own view is that Christian economics is neither valid nor invalid, because no such
category exists.

Suggested Readings

Aslan, Rez42013).Zealot: The Lifeand Times of Jesus of Nazareth.

Blom, Philipp (2010)A Wicked Company: The Forgotten Radicalism of the European
Enlightenment.

Damasio, Antonio (2010%elf Comes to Mind: Constructing the Conscious Brain.

Khan, Muhammad Akram (2013)Vhat Is Wrong with Islamic Economics? Analysing the
Present State and Future Agenda.

McCloskey, Deirdre N. (2006).he Bourgeois Virtues: Ethics for an Age of Commerce.

Rees, John A. (2011RReligion in International Politics and Development: The World Bank and
Faith Institutions.

Smith, Adam (1759)The Theory of Moral Sentiments

Smith, Adam (1776)An Inquiry into the Nature and Causes of the Wealth of Nations.

Vermes, Géza (2012¢hristian Beginnings: From Nazareth to Nicaea.



Some Notes Regarding Gharar Transactions
A Game Theory Approach

Mansour Khalili Araghi !
Elham Nobahar?

Prohibition or denial of Gharar is one of the major Islamic economic rules. In this regard,
it is veryimportant to study this rule and the consequences of Gharar transactions.

Furthermore, by using the modern economic tools, the logic and wisdom of this Islamic
rule can be understood. The main purpose of this paper is to use the game theoretic
approach tstudy the rule of prohibition of Gharar, and why these kinds of transactions are
forbidden in Islam.

Definition of Gharar

In financial transactions, Gharar is the uncertainty, which is due to shortages of information
or some deficiencies in contracts inway that limiting and controlling the Gharar
transactions is one way of risk management in Islam.

The main source of the rule of prohibition of Gharar is the hadith from the proﬁ\et (
o OMIOF Ny® .e KF e@}lsddFa cmakv e theirdafwast 9 @ gan®vpr, t h |
there are differences in its aspects.

Some are referring it to the conditions of transactions; some for instances of transactions;
for some, Gharar transaction is the one that its existence is not known for sure or itg quanti
is unknown or the one, which there is no power for giving or receiving the deal. To
summarize, one could say that Gharar is where there is the probability of loss in a
transaction because of ambiguity in some aspects of the transaction, which dself is
ignorance and uncertainty in the transaction.

! Professor, Faculty of Economics, University of Tehran
2 Ph.D. Student, Faculty of Economics, University of Tehran
4



The Model

In this part, we are trying to model a hypothetical Gharar transaction and study the
consequences of such a transaction for the sodtretiis line of study, we have assumed
a transaction in wikh the quality of the good is not known for one side, i.e. buyer

Assumptions

there are two kinds of goods in this market, high quality good (H) and low quality good

(L).

(p) percent of the sellers are selling high quality goods am] fiercent arselling low
quality goods.

The sellers are well aware of the quality of their goods, while the buyers only know the
probability distribution of it. That is we are facing an asymmetric information problem.

When there is asymmetric information then comes pghablem of transferring the
information.

The sellers are sending high price and low price to signal about the quality of their
commodities. Thus the different strategies of the sellers are: asking for high price (HP) or
asking the low price (LP). On thether hand the buyers have two options, accepting (A)
the price or rejecting (R) it.

We assume that each seller obtains the same prefit from selling high quality good
with high price and low quality good with low price.

The sellerof high quality good always asks for high pricéhere is no reason for selling
high quality good for low price. It is assumed that the seller can earn extra profit by selling
low quality good with a high prigs (pi> p) .

We assume that each buyer gets the same uti#ty, when buying high quality good with
high price and low quality good with low price.

The buyer always accepts low price, there is no doubt regarding the quality of good in this
situatin. But for the high price, the buyer can accept or reject it. If the buyer does not
accept the high price asked by seller, he/she should search for extra information to know
about the quality of the good. Searching is costly, time and money which shadrzk



to obtain more information. This cost will give him/her the disutility by the amount of c.
That is, in this situ@iu-n the buyerds wu

Furthermore, the buyer will have the utility of (ui <u)when accepting the high price for
the low quality good.

It should be noted thatij>ui, because otherwise searching for extra information would
have been useless.

Under these assumptions we can model the situatiostest@gic game in which the seller

has two actiorisasking high price or low price, and the buyer has two acti@tsepting

it or rejecting and spending more time to acquire extra information. Since there is conflict
of interests between sellers and érsyand the flow of information is from the sellers to

the buyers, we can show the game as an extensive form of signaling game, which is showr
in diagram (1).

(T, u) e .

N e e
A N

o N (Nature)

NI
i —Y

Diagram (1)

e (T, u)

For the honest society and with no Gharar transaction, the solution wogld)be

But when the seller sends mixed signals, i.e. high and low price for low quality good, there
Is the possibility of loss for at least one side, Thus this model can be categorized as a Ghara
transaction. We can show the actions and reasid the players as follows

The sellers pursue the honesty strategy (T) and send the correct signals or they can pursu
the opposite strategy (F). On the other hand the buyers can accept (A) any price that the
sellers are asking, or reject (R) them aydad acquire extra information

6



Buyer

Aa) R(- q)

T(2) p.u (1- p)o. plu- c)+ (- plu

Seller pp + (- p)pi, pu+(@- pui
O,u-c

F@- z)

Table (1)
Nash Equilibrium
To find the Nash equilibria of this game we can construct the best response functions
Sell erds best response function

If g=0, then the best response for the sellé=is; If =1, then the best response for the
seller isa=0.

The seller is indifferent between choosing T and:F, if

ap +(L- a)t- plp =clpp + (- plpil- a=£7,
Buyer s best nrnesponse function

fo=1, then the buyerms best response woul
f& m in this case the buyer 6s6é bdandyor esp
P NoO.

fRe p R6 6 & then the buyerodf ™hest respo
fno p RO 6 & then the buyer odrs ppandt respo

fnd p RO 06 @ then the buyer would be indifferent between choosing A and
R.

~

So,Iffé6 p N6 6 @ in this case the bjuysegards ¢
all the values ofl. Butifn 6 p n o6 6 @ then the buyer is indifferent between
A and R if



pu+(1- p)ui- (u- c) _;

* pur - phi- [o- o) pe”

Equilibrium

Given the best response functions of the playely,& p R 6 0 @ then the pair

of pure strategies (F,A) would be the unique Nash equilibrium of this game. Under this
condition, the buyer always loses and théesgets extra profit, however one cannot say
anything regarding the total utility of the society.

Butif 6 p RO & ainthiscase the unique equilibrium of the game is in mixed
strategies, witha (g(ZFﬁZ , where

_ pu+(i- p)u| A
~ put(t- plui- (u pc pi
Theexpected payoffs for the buyer and the seller at the equilibrium are
Utz o )=u- cp(ui- u) ] Utz o
(z,q) u —ui-(u-c) (z,q)<u
pe(Z.q)=p epp% - plz.a)<p
Pl-u

Then &hy° is not a Pareto situation and then not a social optimum. Thus, if the quality
of the goods are known for both parties, or froor point of view there be no Gharar
transactions, the payoffs for all would increase and we will have Pareto improvement.

Conclusion

What can be concluded is that by having more transparent society and reducing or
removingthe problem of asymmetric information which lowers c (information cost), the
probability of having Gharar transactions would be reduced and the total utility will
increase.
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Abstract

The lives of the poor in developing countries are characterized by constant economic insecurity
vulnerable and situatiorsich as illness, accident, and family death and so on can push them de
poverty.

Microinsurance is one way of alleviating the impact of such uncertainties. It, gives people v
income an opportunity to buy appropriate insurance for smallipnesnand thus to provide themsel
for their own futures. This makes it easier for them to cope with crises. Since majority of

population are poor and meanwhile they believe that conventional insuraneslenie so they are n
ready to parti@ate in any insurance program

In Islamic countries another form of insurance established based on Islamic values and called t:
present paper argue that takaful and microtakaful which are a kind of cooperative insurance
considered as a bstitute, and effective instruments for poverty reduction in Islamic societies.

Keywords: Microinsurance, Microtakaful, social protection, vulnerable groups
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1- Introduction:

Poverty is a social problem and affects every culture and satirmgnsions. Poverty involves limiti
access to services on education, health, decision making and lack of community facilities such
sanitation, roads, transport and communications.

Since populatiomf Islamic countries are more than 2 billiordanajority of them, are poor arsbme o
the Islamic scholars believe that conventional insurance is prohibited based on Islamic law, so th
of the traditonal Muslims do not accept tleenventional insurance, while takaful insurance is d ki
solution for this problem anitlis acceptable by all Islamic scholars from different sects.

Takaful and Microtakaful are flexible and powerful instruments that could reduce vulnerabil
mitigate the negative effects of external shocks on poor holasehichese Islamic instruments try
protect the poor and vulnerable by empowering them to find a way out of their poverty and giv:
real hope of being financially sedufficient.

Based on the above facts the present paper after a short inwadexplain the relationship betwe
poverty and development with particular attention to Millennium Development Goals. Thamekg
theoretical foundatiorof the paper or the interconnection between poverty, vulnerability, ris
insurance. The fwing section presents some evidence regarding poverty and insurance in
Countries. Based on the realities of Islamic countries, the paper introduced Takaful and Microt
effective instruments for poverty reduction in Muslim societies. Binagtesents some conclud

remarks.

2- Poverty and Development

AEradicating extreme poverty continues to
concern of the international community. Ending this scourge will require the combined effort:
governments, civil society organizations and the peivsector, in the context of a stronger and 1

effective global partnership for development. The Millennium Development Goals set time bounc
12



by which progress in reducing income poverty, hunger, disease, lack of adequate shelter and éx
while promoting gender equality, health, education and environmental sustair@abiiéty be measure
They also embody basic human rigbtsthe rights of each person on the planet to health, educ
shelter and security. The Goals are ambitious bifeEaand, together with the comprehensive Ui
Nations devel opment agenda, set the course?
In 2000, after a decade of United Nations conferences and summits, world leaders came tddhst
Headquarters to adopt the United Nations Millennium Declaration, whereby they committe
Governments to a global partnership. The overarching objective of this partnership is to reduce
poverty and set out a series of thmeund targetswith a deadline of 2015. These tibheund goals ha
since become known as the Millennium Development C
The Millennium Development Goals (MDGSs) are eight goals to be achieved by 2015 that respo
world's main development challenges. The MDGgaag/n from the actions and targets contained i
Millennium Declarationthat was adopted by 189 natiesusd signed by 147 heads of state

governments during/N Millennium Summin September 2000.

- Eradicate extreme poverty and hunger

- Achieve universigprimary education

® Promote gender equality and empower women
Reduce child mortality

° Improve maternal health

I+

Combat HIV/AIDS, malaria, and other diseases
2 Ensure environmental sustainability

3 Develop a global partnership for development

3 United Nations Secretai@eneral Bankimoon cited inhttp://www.un.org.jo/index.php?page_type=pages&page_id=358
13



The key for achieving the MDGs of the United Nations is poverty alleviation. So any strategy thi
alleviate poverty and assist vulnerable groups it could help achieving sustainable development

MDGs.

3- Poverty, Vulnerability, Risk and Insurance ( Some Tleoretical Foundations)

Risk is a state of uncertainty where some of the possibilities involve a loss, catastrophe,
undesirable outcome. The poor lacks capacity to cope with the consequences of a shock. The .
risk events make it harder for the poor to buildreperves, key to coping with such events (Coh
Sebstad 2006,). Loamcome people are vulnerable to numerous perils as they live in risky enviror
however, the poor are more vulnerable to risks than the rest of the population, because thdgaam
able to cope when a crisis occur. Poverty and vulnerability are related to each other. There is Ic
of poor on incomaenerating opportunities that might reduce poverty due to their uncertainty ak

possibilities of risk might occur (Cinchill 2006, Botero et al. 2006).

According to Cohen and Sebstad (2006) it is very difficult for the poor to get above the poverty li
there is a minor shock. Financial stresses associated with separation, divorce, similar to the
spouse, chool fee payments, and bad debts create a high degree of vulnerability and financial

the poor (Cohen & Sebstad 2006,).

The treory of asymmetric informatioprovide theoretical base for insurance markets. The basic i
asymmetric informatiofit is part of the discipline, known as economics of information) is that, in
markets particularly in insurance markets, information is asymmetrically distributed and is c
acquire. These markets are not spot markets where buyers and selgrand decide on pric
According to Stiglitz (1989) financial contracts include elements that lead to the basic problems o
selection and moral hazaithis idea emerged in the 1960s, when economists started to clabedhat
of highinformation and enforcement costs, some markets will not exist and other markets will «

be approximately competitive. One of the pioneers in this area, who worked on the problem of
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selection, was Akerlof (1970). In this work, he arguesithaertainmarkets doing business is diffic
because of the adverse selection problem. His basic model, analyses a market in which sel
different qualities of products and are aware of these differences. Buyers, however, are (
distingush between products and they therefore offer a price that reflects the perceived averay
of the product§ treating all products as if the quality is the same. This may force sellers who off
quality goods to withdraw their goods from the kedr Hence the market for these high quality good

fail to clear, although all agents are acting rationally.

A second problem, which also arises as a result of informational asymmetries, is moral hazai
(1963) was one of the first contribusoto the theory of moral hazard. He focused on the inflt
contracts between parties have on the behavior of the relatively which more informed party. T
rise to the principahgent literature, analyses a situation where one party, known asritipgd, enter
into a contract with another party, known as the agent. In this situation, the principal may not b
observe the agentdos behavior (actions or d

taken by the agent are d&l on his own selfterest and not necessarily on the best interest «
principal. Therefore, the principal wants to devise a contract that will induce the agent to undertak

that are not in conflict with his interest.

In insurance the mora hazard may be defined as the te
protecting those goods which arsumed against theft or damadgednk, H, 1991:193Moral hazard als
refers to situations where one side of the market can't observetithesad the other. For this reasad
is sometimes called a hiddeaction problem {arian, H. R, 1990: 589). Moral hazard arises v
individuals, in possession of private information, take actions which adversely adqutotbability o
bad outcomedVcTaggart vd 1992: 440). A moral hazard problem also occurs when actions take
insured affect the probability of a loss but cannot be observed by the insurer. In this case, tf
cannot apply correct prices premium and indemnity that depetitearctions of the insured, leading

a market failure (Kangooh, L, 1992
15



The various forms of financial markets try to tackle the asymmetry of information problem diffe
The formal financial institutions tend to deal with the selection and ineeptioblem by imposir
stringent collateral requirements or restrictive covenants, or by requiring borrowers to provide
documented evidence, showing their intention alpitity to repay (Floro and Yotopoulos, 1991). Tt
who get credit from théormal financial institutions are usually firms and institutions that are act
the formal business sector; they have the necessary collateral, credit history, and/or use

accounting system.

However, the credit needs of the majority of themio developing countries. They are not satisfie
the supply of credit of formal financial institutions. These people are unable to provide collate
have no documented credit history from the formal financial sector, and they lack accoutidg.r&
the same time, the informal financial market, will also not be able satisfy the credit needs of the
the other hand, access to credit from the Micro Finance Institutions (MFIs), uses mechanisms
credit arrangements possible witlhdhe use of the traditional methods employed by the formal fin.
institutions. By using mechanisms such as social networks, social ties and social sanctions, MF
position to reduce the selection, incentive and enforcement problems irtbaenealit transactions, whi
may not be effectively handled in formal financial institutions

Vulnerability to risk is a key aspect of poverty. Health problems, death of livestock and natural
all affect the poor disproportionatelgy helping the vulnerable groups to manage risk, microinsu
can assist them to maintain a sense of financial confidence even in the face of significzability. A
key aspect aficroinsurance is to explore ways of significantly increasingtimeber of poor househo

that have access to insurance while enhancing the benefits.

Microinsurance represents a key tool for sustainable development with tremendous pote
mitigating risk factors to lowncome households. With estimates that tasé 5% of the world's pao
benefit from insurance, these households remain highly susceptible to risks posed by a wide

issues including sickness, loss of livestock and catastrophic climate events. On the one hand, a
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offers value to th client requires that premiums remain low and benefits for policy holders as
possible. On the other hand, insurers in this context need to reach large numbernsodioevclients t

achieve profitability.

Most fundamentally, the availability efisurance enables risk averse individuals and entreprent
undertake higher risk, higher return activities than they would do in the absence of insurance, f
higher productivity and growth. For example, a manufacturer might produce only floc#tenarket
forgoing more lucrative opportunities in distant markets in order to avoid the risk of losing g

shipment. Transport insurance can mitigate this loss exposure and enable the manufacturer to

4- Some Evidence Regarding Poverty ahlnsurance among Islamic Countries

Nearly onef our t h of the worldés population tod

community of believers spanning the globe. Over fifty countries have Muséjarity populations, whil

other groups dbelievers are clustered in minority communities on nearly every continent. Althoug

is often associated with the Arab world and the Middle East, fewer than 15% of Muslims are Ar:
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Table * Top Ten Countries with Largest Muslim Populatinr012

Rank  Country Capital City Total Population Muslim Population
1 Indonesia Jakarta 237641326 204852000

2 Pakistan Islamabad 181565000 178092000

3 India New Delhi 1210193422 177291000

4 Bangladesh Dhaka 152518015 148602000

5 Egypt Cairo 82999000 80029000

6 Nigeria Abuja 166629000 75723000

7 Iran Teheran 75149669 74809000

8 Turkey Ankara 74724269 74665000

9 Algeria Algiers 37100000 34785000

10 Morocco Rabat 32765300 32376000
Source: http://mwww.mapsofworld.com/worktbp-ten/worldtop-ten-countrieswith-largestmuslim

populationsmap.html

The countries in the rank of 11 to 20 are: Iraqg (30 million), Sudan (30 million), Afghanistan, (28 r
Ethiopia (28 million), Uzbekistan (26 million), Saudi Arabia (25 million ), Yemen (23 million), (
(22 million million), Syria (20 million) ad Russia (16 million). Muslims make up a majority of

population in 49 countries around the world.
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Table 2: WorldMuslim population in 2012nd estimation for 2013

Continent Total Population| Muslim Muslim
Population in 2013 (in Population Percentage
(in million) million) in 2013(in

million)
Africa 1070.3 568.55 53.12 %
Asia 4284.7 1364.79 31.92 %
Europe 739.81 55.8 7.54 %
North America | 464.9 7.97 1.8 %
South America | 483 2.04 0.41 %
Oceania 36.54 15 0.38 %
Total 7079.25 2000.65 28.26 %

Source: http: www.muslimpopulation.com/World

As it can be seen The total Muslim population in 23&12.01 Billion and it is estimated f@013 to b
equal 2.04 Billion, but the fact is that a large portion of this population (about 44 percent) st
considered as poor.cdordance to the World Bank (2000), among all 57 Islamic countries, 29 co
are lowincome ones (with less thary@ per capita income); 16 countries are -loediumincome
nations (between $760 and $3030); 8 countries are-rhiggiumincome ones (between $3030

$9360); and only 4 countries are higitomes (more than $9360) (World Development Report, 2
Islamic countries contain 23 percent of the world area. The major activities of them are agricul
services, and industrial activities have a little share in those economies. Real per capita incon
Muslim nations as Sierra Leone, Comoros and GuBissau, has decreased over time and the g
rate of their real GDP has been negative. In many Islamic countries a relatively high proportion
are below the poverty line, so that the percentage of people living on less than $1 a day inasoic
countries has been as follow: Uganda 82.2 (1996), Mali 72.8 (1994), Nigeria 70.2 (1997), Ni
(1995), Burkina Faso 61.2 (1994), Gambia 59.3 (1998), Sierra Leone 57.0 (1989), and Bangla

(2000) (World Bank, 2003).
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The fact is that a laggproportion of Muslims are considered as poor andhigatights the need of soi

effective strategies for poverty reduction.

During the last 50 years, different strategies have been used for poverty reduction and to assit
and vulnerablgroups. Most of these programs failed. In fackl of savingand limited access tanfance
are the key constraintsr the poor. The poor are not qualify to get funds from formal institutional s
due to lack of collateral, too much risk or too castly A Mi cr of i nan c €l9/0siappea

to be the dédnew paradigmbdb to eradicate pove

Microfinance is also the idea that lamcome individuals are capable of lifting themselves out of po
if given access to financial services. Althoughny studies indicate that microfinance can play a t
role in the battle against poverty, but certainly it is not the only tool for ending poverty.

Access to financial services is only one of a series of strategies needed to reduce poverty.
savices need to be complemented by access to education, health care, housing, transportatiol
and information.

Access to insurance, as part of a broad range of essential financial services, is especially img
poor households in order to eoth consumption, build assets, absorb shocks, and manage risks as
with irregular and unpredictable incoménder conventional insurance, insurance for the poor is

microinsurance.

The CGAP Working Group on Microinsurance notes Microinsteas the Protection of loamcome
people against specific perils in exchange for regular monetary payments (premiums) proportior
likelihood and cost of the risk involved. As with all imance, risk pooling allows mangdividuals o

groupstobBar e the costs of a risky evento.

Moreover, in the last ten years a good deal of pioneering and experimentation in the fitroe
insurancehas been conducted, which resulted in a growing confidence that insuring poor p
actually possible. Asnicrofinance has shown that the poor are bankable, Nhsurance is showit

that they are insurable as well.
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Swiss Re, Sigma (2012), provided information concerning insurance penetration based on pre

as a % of GDRnh 88 countries irR011and ao in different continents

Table 3: Insurance Penetration: Premiums as a % of GDP All over the world in 2011

Ranking Country Total Life Premiums Nontlife
Premiums Premiums
1 North America 7.9 3.5 4.4
2 Europe 7.1 4.1 3.0
3 Oceania 5.9 2.8 3.1
4 Asia 5.8 4.3 1.6
5 Africa 3.6 2.5 1.2
6 Latin America & 1.2 1.6
Caribbean 2.8
World 6.6 3.8 2.8

Source: World Insurance in 2011, Swiss Re, Sigma, No 3/2012, p 39
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Table 4: Insurance Penetration: Premiums as a % of GDkh Selected Countries in2011

Ranking (Country Total Life Premiums |Non-life Premiums
Premiums
1 Taiwan 17.0 13.9 3.1
2 Netherlands 13.2 3.7 9.5
3 South Africa 12.9 10.2 2.7
4 United Kingdom 11.8 8.7 3.1
5 South Korea 11.6 7.0 4.6
6 Hong Kong 11.5 10.1 1.4
7 Japan 11.0 8.8 2.2
8 Switzerland 10.0 5.5 4.5
9 Finland 9.6 7.7 1.9
10 France 9.5 6.2 3.3
46 Lebanon 2.9 0.8 2.1
49 Morocco 2.9 0.9 2.0
52 Bahrain 2.4 0.6 1.8
56 Jordon 2.2 0.2 2.0
62 United Arab Emirate |1.8 0.3 1.5
64 Tunisia 1.8 0.3 1.5
67 Indonesia 1.7 1.1 0.6
68 Morocco 1.6 1.2 0.4
72 Iran 1.8 0.2 1.6
78 Oman 1.1 0.2 0.9
80 Bangladesh 0.9 0.7 0.2
81 Saudi Arabia 0.9 0.1 0.8
82 Egypt 0.7 0.3 0.4
83 Kazakhstan 0.7 0.1 0.6
84 Algeria 0.7 0.1 0.6
85 Pakistan 0.7 0.4 0.3
86 Nigeria 0.6 0.2 0.5
87 Kuwait 0.5 0.1 0.4
88 Qatar 0.5 0.0 0.5
World 6.6 3.8 2.8

Source: World Insurance in 2011, Swiss Re, Sigma, No 3/2012, p 39
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From the above table of insurance density vahliesver the world it can be seen that:

- The insurance penetration of the worfdhrket on average was 6.6% in 2011 (it is lower tha
previous years because the impact of the global financial crisis on the insurance sector that
2008) while the insurance penetration of the Islamic countries in 2011, was much lowee tarid

average. The highest are for Lebanon and Morocco 2.9 while the lowest are 0.5 for Kuwait a

- The Ranking of the Lebanon was 46 at the global level, but was the first among the Islamic ¢

where the insurance penetration was 2.9%4.gbanon considered as an Islamic State).

i - In terms of the continents, North America comes in first place with an insurance penetration
followed in the second place by Europe 7.1%, Oceania in the third place by 5.9%, Asia in ti
place ly 5.8%, Africa in the fifth place by 3.6 and Latin America & Caribbean in the last pl:
2.8%.

- The highest penetration of Life Insurance was 13.9% existed in Taiwan, which represents 3.7
the world percentage which was 3.8% & the highest patet of non-Life Insurance was 9.5

existed in Netherlands, which represents 3.4 times of the world percentage which was 2.89

what can be concluded from aforementioned tables is that penetration of conventional insi
Islamic Countries are vetgw and on the other hanthsurance can play a major role in pov
reductionso we need some alternative to be acceptable for Islamic societies and that is ta

micro takaful

5- Takaful and Microtakaful, Istruments to Assist the Poor

Takaful is a kind of cooperative Insurance based on Islamic law for enhancing social solidarity
policy holders. It is not purely profit oriented, but seeks protection against risks in the first place
absorb material consequences of any#mgsdamage to insured person or his properties. All partic

in Takaful (Policy holders) cooperate on such a principle, to compensate anyone of them e
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damage due to any of the risks covered by the policy. Since those policy holders aneditseadwuc
an insurance process, they are entitled to retrieve surplus of operations in cash, each accor
premium amount, after allocation of overhead charges and expenses.

According to Bil |l ahtak&fli®t6 diversify tietrisk @amoagothe enenbers. |
practical sensaakafulcan be visualized as a method of joint guarantee among participants aga
and damage that may be inflicted upon any of them. The members of the group agree to guarar
any of them wheuffer a catastrophe to receive a certain amount of money to meet the loss anc
incurred. o

According to Khan (2006jimicrotakafulis defined as a mechanism to prov@&eriahbased protectic
to the blue collared, und@rivileged individuals at &rdable costs. Micrakafulis theTakafulschem
for low-income people. All th&akafulproducts likeTakafulfinancing,takafuleducation, fire, pensi
and so forth can be delivered to poor people with some modification, such as low premium camt
The microinsurance and mi¢akafulmovement is one of such innovation strategies in reducing pc
however, it faces a number of challenges to meet its full potential.

According to Billah (2001), Islamic insurance transaction, namakiaful is a pdicy of mutua
cooperation, solidarity, and brotherhood against unpredicted risk and catastrophe, where pz
contribute (donate) to help one another in timidsardship. He mentions thiiat h e o b falafalis
to diversify the risk among the members. In a practical sésis&ful can be visualized as a metho
joint guarantee among participants against loss and damage that may be inflicted upon any of
members of the group agree to guarantee joanty of them who suffer a catastrophe to receive a c
amount of money to meet the | oss and damag
microtakaful is one of the mechanisms to fulfil the needs of the lower income, with the con
providing affordable protection to the pod®akafuloperators should come up with this kind of proc
as the alternative to those offered in the conventional market (Swartz and Coetzer 2010).
Establ i s hkaiuhy sienh emes enabl es takaf ul becon

the por whilst still maintaining the benefits (Patel 2002). The needs of the poor in Islamic coun
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no different from the poor in other societies except that these are conditioned and influencec

faith and culture in a significant way (Obaidi)&2008).

There are several key differences between Takaful and conventional insurance systems. son

differences are:

1) Conventional insurands a risk transfer mechanism whereby risk is transferred from the policy
(the I nsured) to the Insurance Company (¢t
the InsuredWhile takafulis based on mutuality; hence the risk is transferred but shared by
participants who form a common pool. The Company acts only as the manager of the pool

Operator).

2) Takaful does not include the three elements of interest, uncertainty and gambling which man
scholars believéhat conventional insurance, has these elements but forbidden under Shariah.
invested under Takaful must be free of interest whilst conventional insurance can invest in inter

investments.

3) Conventional insurance operates as a comaldrsasiness with individuals purchasing policie
i nsure against risk. Pr emi ums paid wil|l
assessment of their risk. If no claims are made the premiums paid will be retained by the col

profit.

In comparison contributions made T@kaful insuranceare divided between two funds: one tc

considered as a charitable fund and the other intended for profit and loss sharingstdéte of th
Takaful funds splits any profits between the contributors and the custodian, with the percenta

division determined in advance.

4) Takaful means to share amongst each other. Those who contribute to the fund are |

participantsand they are guaranteeing each other. If there are needs to be met through the fu
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who receive from it are considered beneficiaries rather than claimants. Individual rights to the 1
waived in favor of the collective need. The Takaful syste thus based on mutual-operation rathe

than individual premiums and claims.

5) Takaful insurance has a fixed minimum contribution which disregards the idea that someon
more of a risk to insure. Contributions are not affectedctggit scoresvhich most convention

insurance companies take into consideration.

Models of Takaul

There are 3 main Takaful models and several variations on how takaful can be implemented.

1. Mudharabah (profit sharing) Model
2. Wakalah (agency) Model

3. Combination of both

The takaful operator is the administrator of the fund and manages the fund in trust on beh:
participants, and the contract between participants and the operator isegouader the contract

Wakalah or Mudharabah.

The wakalah concept is essentially an ageintcipal relationship, where the takaful operator acts
agent on behalf of the participants and earns a fee for services rendered. The fee can be a fit

or based on an agreed ratio of investment profit or surplus of the takaful funds.

Under the mudharabah contract, the takaful operator acts as a mudharib (entrepreneur
participants as rabbul mal (capital providers). The contract specifies how the surplus from th
operations is to be shared between the takaful operatiothenparticipants. Losses are borne by

participants as the capital providers. However, to protect the interest of the participants, th
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operator is required to observe prudential rules including provision of financinfyeatmans by tt

operator to the takaful risk funds in the event that there is a deficiency in the takaful risk funds.

Of course a detailed discussiondifferent types of takafulpther variations, problems and challe

are out of scope of the present paper.

6- Concluding remarks

Since poor people are typically more exposed to differentaistyulnerability to risk is a key aspt

of poverty. In other words, rigkiay cause poverty, and povertbay causes exposure to risks.

Microinsurance can assist the poor to maintain a sense of financial confidence even in th
significant vulnerability.Microinsurance represents a key tool for poverty reduction with treme

potential for mitigating risk factors to leimcome hosgeholds.

Since the majority of people who are living in Islamic countries are poor and they cons
conventional insurance as unislamic phenomena, so it seems that there is a need for a kind of
insurance program for low income sectors @&stn countriesSincetakaful and microtakaful schen
are based on cooperative/mutual principles and acceptable for all Mslims from differenthes

should consider as alternatives for insurance and microinsurance.

Microtakaful will be an effectiveolution for the low income Islamic population, and expected to be
more popular in the Middle EBaand North Africa region anith certain Asian economies with ht

Islamic population such as Indonesia and Malaysia.

Takaful and Microtakaful is predicted be a growth area in insurance, appealing not only to Mt
but to others who are attracted to the mutual element. People who are concerned about tl

businesses which their funds are invested in, may also consider Takaful insurance to &ethics
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choice. Although thesuccess of Takaful largely depends on how Islamic Financial Institutions

work on a global basis.
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Introduction

A payment mechanism can be broadly described as any method involving a third party other than the debtor
and cr edi t o faciliiatngtheytrarssigsienroftnonetary value in the payment of a debt, which enables
the debtor to avoid the transportation of money in specie and its physical delivery to the creditor in the discharge of
the debt.

A payment mechanism does not involhe tphysical delivery of a bag of money from the debtor to the
creditor via a third party carrier. Rather, its operation is premised on the discharge of a debt by virtue of an
aut horized payment made by t he paydsahargingithe origimaledgbti e n t |
(owed by Debtor to Creditor), this payment discharges the debt of the paymaster. Alternatively, where there is no
such preexisting debt owed by the paymaster to the debtor, this payment, besides discharging the original debt,
creates a new debt owed by the original debtor to the paymaster.

The operation of payment mechanism is premised on Creditor getting either a substituted debtor
[ Paymaster] on original Debtords Debt rlttoo Qreepdiatcoer Doe
original debt to Creditor.

Operation of Payment

Mechanism
Debt
D C
Payment ///
‘rder Debt ///
(or e
w7 payment
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A payment mechanism can also be created by the c
under which a paymaster under a payment mechanismis boundtdpay cr edi t or or the cre
the original creditor transferred the instrument.

There were primary three hurdles in Antiguity the emergence of a legal doctrine facilitating the effective
operation of a payment mechanism:

A F o r muakt requirements;
ASt r i citevep ininforinal gontracts; and

ADebt is not an asset but a personal relatior
transfer

When these hurdles were overcome, four legal issues arose:

Does Paymaster become liable directly to Creditor?

On what theory does Debtor discharge, and does Creditor have recourse against Debtor upon the default
by Paymaster?

3. What i f any defences available to Paymaster agai
4. 1 s Cr e kimtagainsh Baynaster transferaldleand if so by the mere delivery of the payment
instrument? Is it transferable free of defences?

N

A classic example for a o0 p e-Médevalt Edglish hily ahexoheingeme ¢ h «
currently codified wrldwide under national bills of exchange statutes. The bill of exchange contains an order by a
6drawer 6 addressed to a drawee to pay a payee or b
country manufacturer) instructing his debterg( city retailer of textile products), i.e. Paymaster, to pay to the
Debtorés Creditor (e. g.-retaler axpects tp pawoubdf procaeds pfl the sale)of. theD r
textile products to the public. He became liable on the instrumemtigysi ng it as an o6accept
it became possible for the payee to effectively h
discounted with a transferee who then became entitled either to do the same or to recover frawethevden
the instrument fell due. I n short, having thus beco
from one O6holderé to another. Alternatively, the pa:
debt owed to hiswen creditor by properly transferring the instrument to that creditor. Other than when it was payable
to the bearer each transfer required also the 6endo
hol der déds acti ontobapiltyasserting defences
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Modern Bill of Exchange |
Basic Form

Drawer is Debtor

Payee is Creditor
Drawee is PM

Bill Discounting under Modern Law and Practice
1_Circulation free of defences

lssue <Endorsements>

Drawer Payee E-I E-ll E-llI E-IV
e

d

Drawee -—~

\
\
\
\
\
v
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Addendum I:
The Modern Bill of Exchange
conditional payment; recourse;
transferable by delivery free of defences

D C/ Payee

drawer

PM
(Drawee)

A 17 th -Century Inland Bill of Exchange in England

[Transferable by Delivery - possibly with
endorsement - since 18 % century]

country w-o-0-1- Supplier
(paye@-A

-——— Country Manufacturer

[

i ( _dr dwer

|

|

b London factor

( %@%SGWHQ ...........................

Index
— Debit(s)

web - Dayment to be made

I Nl ms T 0N BRiD mm 1§
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It is very unusual for commercial instruments and legal principles governing them to come abruptly and
from nowhere. Rather, they are typically the result of an evolutionary process having roots in more than one place
and in one period of time. The Englisitl of exchange as a model payment mechanism is no exception. This paper
examines the contribution of early Medieval Islamic and Jewish payment instruments and laws, as existed mainly
in the Near East, to the development of payment mechanisms anddegaledgoverning them. It endeavours to
show the interaction among these two religious laws and practices and point out their everlasting heritage.

1. Islamic Law

Documentation of Islamic payment instruments is quite rich; this is particularly true fpetilogl of the
Fatimid Caliphate, which was in power between th® &@d 12" centuries. Approximately from that period, or
more specifically, between the "1and 13 centuries, plenty of documents originate from the Jewishizaof
Cairo. Typical instruments were theu gafidathesakk both being payment order, as well ashihwale the latter
being a withdrawal out of an account witkaraf (private money changer).

Islamic payment instruments have not always acquired distmmes. Thus, the withdrawal out of an
account with asarraf in the execution of a necash payment made by a small retailer to his wholesaler may be
treated simply as hawale In turn, more specialized terminology, though not necessarily uniformeoispr has
also developed. Thus, theu ghésaa few meanings. First, it means an order for the delivery of goods. Second, it is
a payment order, issued to the payee, instructing the paymaster to make payment against its presentment by th
person entitted o obtain payment. Third, it denotes the pa
promi ssoré6s debt or acknowledgement of debt instrun
in both the second and third senses, which ai@&fest in the context of the present paperr the gobedaps with
the sakk from which, l inguistically, the modern word
meani ngs may converge; this i s soar ugado sakkés typidaly inp ay ma
pursuance to the payment order directed to the paymaster which is at least implicit on the instrument. The express
terms of the document may however refl ect the debt
instrument to be further discussed is shftaj it contains an obligation of a paymaster or his correspondent to pay
at a place other than that of the issue of the document.

This part of the paper focuses on thewaleas a legal doctrine facilitating thaperation of all these
mechanismsHaving recognized informal contracts, to overcome also the other difficulties, Islamic jurisprudence
came up with thébawale Its operation relied on a Koranic passage, statingith@th e never a per son
debtwon a rich man and the creditor assents to the sa
as he transference of an obligation from one person to another, and was constituted by an agreement by which a
debtor is freed from a debt byp@ther becoming responsible for it.

Participants in lawalet r ansacti on are the original debt or (¢
the creditor. However, under each of the major Islamic schoolsativaleagreement is an informal one betwee
two parties which binds the third party. It is universally agreed that the creditor is one of the parties to the agreement.
Schools nevertheless vary as to the other contracting party. Thus, under the Hanafi school (ultimately codified in
the Mejelle) tle parties are the paymaster and the creditor (and not the debtor). Under the Maliki school parties to
thehawaleare the debtor and creditor (and not the paymaster). Hence, in Hanafi legal docthHaeaieeperates
to give the creditor a substituteelt (owed by the paymaster to the debtor). At the same time, Maliki doctrine,
gives the creditor a new debtor (paymaster) on the original debt owed to the creditor by the original debtor.

36



The following table summarizes and compares between the featdiheshawale under each of the major
Islamic schools:

Hanafi v. MalikiHawale
D=Debtor
C=Creditor
PM=Paymaster

HanafiHawale Maliki Hawale
[substituted debt by new debtor] [ substituted debtor
T PM must consent. 1 PM need not consent.
1 PM need not have owed D. 1 PM.is to have owed D.
1 Usually D gets absolute discharge: 1 Usually D gets absolute discharge:
recourse to C. recourse to C.
T Cés claim against T Coés claim against
defences. PM6s defences.

Under each school C gets a new debtor, except that under the Hanafi school it is on a new debt and under the
Mal i ki school it is on the original D6s debt to C.

Partiestoa Hawale
(Maliki School)

D C

(transferor) .

PM
(transferee)

N\
N\
\
N\
N\
A
\
N\
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A mechanism facilitating payment between distant parties premised on the Istamaile ighesuftaj The
latter could be used e.g. by Debtor in point of origin who wishes to pay to Creditor in point of destination without
risking the physical delivery ahe money. In such a case the underlying operation stiftajis as follows: Debtor

6l endsd money to Paymaster at point of origin. Docu
to pay Creditor at the point of destination as wellaslbt or 6 s i nstruction to do so.
Creditor who then presents it for payment to Paymas

(6Cord6) may effectively be same a swithRBaymasater twhe willsetle s o m
with Paymaster periodically on a balance resulting from payment activities in both directions.

Being a loan of money to avoid the risk of transportdinitaj has been suspected as conferring a gain on
the Debtord | e n dvielatibn of prohibitions against interest. Overall, it was nevertheless tolerated. Its operation
can be explained as tWwawales Participants in the first hawale are Debtor, Creditor, and Paymaster. In the second
hawaleDebtor drops out. Instead, Payrteasacts ad debtor while Correspondent acts as the paymaster.

Under the Hanafi school, the agreement between PM and C discharges D. This agreement is created by the
acceptance of theuftajdocument by C. Correspondent becomes indebted to C (so as targiisetM) under the
second hawale only wupon Corr espondesnoftajé presanted leyeCrice n t
Correspondent.

Under the Maliki school, the agreement between D and C, created by the acceptance of Liftdijthe
document, constitutes the fitsawale so as to replace D by PM as the one indebted to C. However, acceptance of
thesuftajd ocument by C, al so constitutes an agr elmwaddnt be
so as create a secohdwale under which Correspondent (as the new paymaster) becomes directly liable to C.
Stated other wise, under the Mali ki school , paymast e
paymaster under the secdmalvale becomes automatically liahl t o C up on Cossftajdocumenp.t anc
Hence, in dispensing with Correspondent (6Cor 6) 6s
Correspondent by the mere receipt of shftajdocument from D. This is a substantial improesticompared to
the Hanafi school which stil]l required Corresponden
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i Loan Repayment
of the loan

Islamic Suftaj : C v Cor
by means of 2 hawales
[in 2nd hawale T PM is debtor and Cor is
paymaster]
Origin Destination

|:>|\/| Cor
- yHanafi: PM/C; Cor/C;

By means oSuftajdocumentsentby DtoCand Cb6s present
yMaliki: D/C; PMIC;

By means of Suftaj documentsentby Dto C & alone.

I"l. Jewish Law

The Jewish Talmud, of which substantial part was written in what is now modern Iraq contains substantial

discussions on variety of topics relevant to payments, including:

T > > > >

Monetary |l egal theory (6émetalismbd);
Doctrinal issues relating to cheques;

No debt transfer (presence of all three is requiredept for

Transfer of debt instruments by delivery; and

Particular payment mechanisnaslitta; zechi; urchetaand thedyokani

Discussion as to the monetary legal theory is included in the book but is not part of the present paper.

The modern cheque is a species of a bill of exchange. A cheque is drawraarea bank, usually against

funds available to the drawer with the drawee. It is an order by a drawer to a drawee bank to pay the payee or
bearer. It is transferable by delivery (plus endorsement where applicable). Its issue to the payee constitutes a
conditional discharge to the drawer. Stated otherwise, a payee who takes a cheque is taken to implicitly renounce
his rights against Creditor, on the condition that payment will be received from the drawee. On his part, the drawee
does not incur liability om cheque so that the debt owed by the payee to the drawer is absolutely discharged only
upon payment by the drawee.
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Modern Cheque In a
setting

A Order of a customer to his or her bank
to pay to the customer
type of a bill of exchange)

——————— e

Customer Creditor

) ( drawer ) ( payee
A

Index
— Debt(s)

- I8 NiN mm 1

A similar mechanism under the Talmud did not require a written instrument. Nor was the order to pay out
of funds available to the drawer with the draweleut rather against credit extended by the drawee to the drawer.
Payee was not allowed to transfes blaim and presumably all three, drawer, payee and drawee were required to
be present at the same time at the same place to give any efficacy to the arrangement. As well, Talmudic law looked
for an obligation of the drawee towards the payee and wasaetiatconfer upon the drawer conditional discharge.

It was agreed that drawer/Debtor was fully discharged if payee/Creditor expressly and unconditionally renounced

his rights against drawer/Debtor. At the same time it was thought that without drawee/Payrar 6 s guar an
cannot be an implied renunciation by payee/Creditor against drawer/Debtor. In turn, express renunciation by

payee/Creditor, conditional upon drawee/Paymaster, was considered ineffective since under such circumstances
drawee/Paymaste6 s obl i gati on was revocabl e.

Hence, this mechanism is not a cheque; and yet, the discussion around it, as to the nature of the discharge
heralded a discussion on the nature of payment by bill of exchange or cheque, that surfaced in England around 12
certuries later.

An important doctrine under the Talmud is that a monetary debt is not transferable. However, an instruction
by Debtor to Paymaster to pay Creditor money owed by Paymaster to Debtor binds Paymaster and inures to the
benefit of Creditor whenigen by means of a declaration made by Debtor in the presence of all three. As under the
hawalej t i s di sputed whether Paymaster becomes | iabl e
Debt to Creditor.

And yet, the Talmud pioneered thencept of a transferable debt documdsnder the Talmud, to be
transferable, a documentary note of indebtedmesst be ashetar it thus has to comply with formality
requirements, even if only as to adequate witnessing. Furthermore, there may be ésriodiié observed as for
the transfer itself. However, it was agreed that Debtor may pay Creditor, or borrows money from him so as to
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become obligated to him, by physically transferring
to paydebtor. Two disputations nevertheless existed:

A Does transfer occur by the mere delivery (by Debtor to Creditor) of debt document (relating to debt owed
by Paymaster to Debtor) or does transfer require also the execution of an accompanying fornsal &l of
A Does the transfer forfeit altogether the power of Debtor to release Paymaster?

The Tal mud further all owed payment from Debtor 1
to deposited money with Paymaster. These two methods wer@ditta and Zechi The former is a formal
6acknowl edgement 6 by Debtor that the deposit actual
Paymaster, as instructed by Debtor, that he, i.e. Paymaster, holds the money on deposit for Creditor.

Tal mudi c o6Uni |l at ¢
transfers

- 2
PM~
Transfer of claim to Deposit held by PM (custodian) from
depositor D to his creditor C by:

-. Odittai D6 s forma acknowledgement; or

l.ZechiTproprietary act of].PM: [

Another Talmudic payment mechanism is that oflbeheta Thereunder , Debtor, b
and Paymaster creditor, issues to Creditotdohetadocument. This document gives Creditor the power to collect
from Paymaster the debt owed by Paymaster to Debtor
Creditor.
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The Talmudic Urcheta
C as DO6s agent

Urcheta

/~ Collection

/

PM*’

[ C6s debt or @& rudchePaNs8uer cr e ¢

(N Bl mm 1
“

.D:

. C: Emi ssary with authority t
D with the view of applying
. P

M: dzibte

The last Talmudic payment mechanismb® discussed here is that of thgokani Thereunder, Debtor

delivers money to Paymaster with the view of paying
emissary. The circumstances under which payment by Debtor to Paymaster is eotlsidars pay ment t o
agent , so as to discharge Debtords debt to Creditoc

embezzlement or loss on the way between Paymaster and Creditor.
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of money |

v

The Talmudic Dyokani
PM as Co6s agent
Debt
D —C
Delivery
-

PMTi Cbs emi ssary to who
-money i n dischar gsPMf

lCés agent ?

V. Convergence

Unaurprisingly, the convergences between the Talmilickaniand the IslamiSuftaj as mechanisms
for payment between distant parties, did not go unnoticed. The following is the question addressédthtopdit
Rabbis in what is now Irag in Gaonic Resposne No. 423:

Reuven wrote to Shimonsaftaj from one place to another and Shimon deliveredliety who received
from him and after that denied. And the one who delivered and he [the second receiver] admits that he did
not give.May Shimon go back to Reuven and claimgshbéiaj money sinciee got nothing from Levy?

[Emphasis added].
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Talmudic Dyokani Turns Suftaj

D delivered money to PM who

became bound to C -- but defaulted
[May Shimon (C) go after Reuven

(D)?]

Origin Destination
! Debt
! Loan Repayment
i of the loan
PM Cor

IBEEN ]

: either Reuven [or unknown debtor [of Shimon]}
: Shimon [in both scenarios]
M: either Levy [or Reuven]

or: Levy [in both scenarios]

Effectively then, the question concerns Debtor (let assume it is Reuven) who owes money to Creditor

(Shimon). They are located in two different places. The Paymasterys,,.evwh o oper ates in b
Shi monds pl ac suftajto Ruevenywho sensitueShiman. Shimon presented the suftaj document to
Levy who ultimately declined to pay. The question

default Creditor Shimon has recourse against Debtor Reuven .

Adhering to the view that Paymaster Levy did not become Crefliftoii monds agent under
Dyokani(which would have allowed Shimon to recover from Reuven) the Gaonite Rabbis neverdmsiesred
in the negative:

We have seen that therenisthing in the roots of our laws to permit [to send] shéaj. This is so since
our Rabbis said that you may not remit coins by means @fakani even when signed lwitnesses.
Nevertheless, having seen that people actually usrifteg we recognizeitiso as not to hinder commerce.
And we accepted upon ourselves to admitdhiaj under the law of the merchants and neither add nor
subtract. And so is the law andiight not to be changed.

[Emphasis added].

Stated otherwise, fully submitting themselves to commercial usage that prevailed in the market, the Rabbis
departed from the law and applied rules that governed the Iskufiag They did nobewrdgén
Tal mudic | egal principles with the view of adapting

Amazing as it is, this Response remained limited to the circumstances that existed in what is now Iraq at
the end of the first millennam. It did not affect subsequent developments in Jewish law.
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V. Conclusion

In his monumental work on the history of English law, Holdsworth is skeptical as to whether the modern
bill of exchange is a true derivation from the business practices of the. Arbnevertheless speaks (vol. VIIF 2
ed. at 133) of the Arabs using fisomething very muc
century CE:

[Clould pass from hand to hand by something very much like an indorsement; andmiodese
terms, the payee [thereof] had a right of recourse against the drawer in the evenpayment
by the acceptor.

My research does not support this specific observation. Fitse@ury may be too early a milestone, at
least for a solid recordf dedieval Islamic payment instruments. Second, there is no indication that at any time
Medieval Islamic payment instruments were endorsable, that is, that their transfer was accomplished by the delivery
plus the endorsement signature by the transfettredhstrument. Third, in the case of default by the drawee (being
either the correspondent or paymaster), both Hanafi and Maliki rules permit recourse by Pesgieongainst

Debtordrawer only under narrow circumstances. Rather, in principle, déf@tover 6 s di schar ge i s

Hol dswort hds observation appear srarsferablitgof @debting er a
association with the physical transfer of the debt instrument is not an Islamic innovation. Thus, as was already
indicatel, the transferability by delivery of a loan document payable by the borrower to his lender, almost as if it
were an ordinary chattel, goes back to the Jewish Talmud and thus preceded Islam.

At the same time, unlike any earlier legal doctrine or institutdaliki principles governing thhawale
provided for solid rules to govern a simplified procedure for the transfer by delivery of informal debt instruments
by the simple delivery of an informal debt instrument.

While the transferability by delivery feature i
direct entitlement from the paymaster and correspon
a bill of exchange. Indeedslamic practice did not encourage the circulation ostifeaj, and Islamic doctrine was
hostile to the paysofjsintlefifalsanalydis] hoveeeet, furmlamerdahelendnts of the bill
of exchange, both as a negotiable instrumentraadhinery for the transfer of funds, are traceable to Islamic
instruments and legal doctrine.

Besides introducing the circulation of debt instruments, Jewish law provided for important discussion on
the effect of the use of a payment mechanism on thevaabh is paid with it. As Islamic law, it struggled with
applying relatively rigid legal rules to new circumstances evolving in commerce. In some way it introduced the
otherwise controversi al 6l aw mer chatfsoblanas per mi t ti n

Nei ther I slamic nor Jewish |l aw facilitates the a
an entitlement by the credtior from the paymaster (or his correspondent) to the sum of the money to which the
obligation relatesfree of defences available to the parties in their bilateral relationships. This aspect is the
contribution of Roman law and is outside the present discussion.
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Abstract

Insurance activitys oneof the main pillarof economicheory& as Saudi Arabia is the most influential

& biggest economy in the Middle East. | decided to study the Saudi insurance market as it is considered
an emerging market, especially in light of #t@nomic liberalizatiopolicy. Saudi insurance market can

be described as a fiercalgmpetitivemarketbetweerforeign & national companiea,very low insurance
penetration &a verylow insurance density. Therefore,offer the officials who are responsible for
supervising & controllinghe insurance secteome elements which | sdeeir inevitabilityto be discussed

in a theoretical & practical manndrhe purpose of this research is to find feasible, applicable, and viable
solutions;so thatwe can avoicany severgadverse, and harmfdisruptionon theinsurance sectok
consequentlyn the policy holdes. This study aimso achievethe following objectives: determining the
main featuresof the Saudiinsurancemarket darifying the most important challengesthat face the
insurancesectorunder theGATT & determining he mostimportant& valuable suggestionsn how to
prepargheinsurancesectorto facefuture challenges. The Imporiof the Study is studyingthereality

of the insurancemarketin this particularperiodis crucialdue to itsexposure to thglobal economys
vulnerabilitywhich has affected aflectors It representa special & garticular importance in th@urrent
phasewith respectto the effectsof the GATT agreemenbn the insurance sector & to reatife most
importantpolicies and proceduréds befollowedfor the development dheinsurance sectandfacing
thesideeffectsof globalizationontheotherhands o0 we  w osurprided byts negativempacts

Study Plan:

The objective of this study will be achieved through the following sections:

Section One:Themostimportantfeatures othe Saudiinsurancemarket

Section Two: Thechallengegacingtheinsurance sectpespeciallyin light of GATT.

Section Three: The mostimportantactionsand policiesto be followed for the development othe
insurancesector

Resultsand Recommendations
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Introduction:

Insurance activityis one of the main pillarsof economictheory andnot only is itdifficult but also

impossibleto isolateit from theprevailingeconomic activityn any societypecause bothffect each other
(and vice versa)t is impossiblgo find a developing or a developed countnghoutaninsurance activity
thatplays an essential roie providinginsurance protectiofor individuals orenterprisesgainsthe risks

that they mighbe exposed to. At the same tinresurance ontributes to théinancingand investment
neededor development plan@hmed,Mamdouh, Risk Managemenand Insurance, 2004, p 68¥?.

Given thereality ofthe Saudi markeespecially in light oeconomicsuccessiveariableshat needo be
tracedcontinuously we found thathere are many challengesich arelocated in theénsurance sector
that hasto be facedand to findthe optimal method$o deal with if especiallyin light of economic
liberalizationpolicy which neecthe cooperatiorf all national operatingnsurance companiepublic,
privateor joint venture. They have teearch fora way outspeciallyunder:the seveicompetitionfrom
foreign companiesa very low insurance penetratioiné ratioof the total insurance premiums to gross
domestic product), a vefgw insurance densitytt{e ratio of total insurance premiums to total population)
andto a higher goathatmust beachievedwvhich ispreservingherightsof policyholders

The Importance of the Study:
Undoubtedlythere are manyproblems that facéhe insurance secton Saudi Arabia as an emerging
market Therefore loffer the officials who are responsible for supervising & controlling the insurance
sectorsome elements which | sdee irevitability to be discussenh a scientific & practical mannefhe
purpose of this is to find feasible, applicable ,and viablations for itso thatwe can avoicany sever
adverse, and harmfahakeon theinsurance sect& consequentlyn the policy holdersTheseelements
are(Ahmed,Mamdouh,GATT andthelnsuranceSector Current Reality- the Effectsof the Agreement

- Methodsof Confrontation, 2005, pp 8791) “:

First: Technical Skills: There are many challenges which face thaesurance sectowith respectto
technicalskills, the toughest ones are:

1. Production
2. Investment
3. Managerial & echnicalexpertise

Second: Very Poor Public Avareness of Insurance There is no doubthat there isa severe lack of
Insurance publi@awarenesswhich is evident through theery low ratio of insurance penetration &
insurance densityn Saudi Arabigwill be demonstratethter).

Third: Competition: Competitionis the most importarfeatureand condition obpen marketswhich

reliesmainly on theidea ofsurvival of the fittestnd strongestBut this wouldhappenin the insurance
sectorunder the policy oeconomic liberalizationas competitionwill be intensified eithebetween
national companieand foreign companiesr betweemationalcompanies among themselves.

We card t that thgclient would preferto dealwith an insurance company thatffer a distinctive
insuranceservice meettheir own needs sell for lowerprices and has strondinancial solvency In
addi ti on, rewhathec@anpdiitionwill gaintensegiven thaforeign companiesnjoy advanced
informationtechnologyhugecapital & reservesandlow productioncosts.Furthermorethere isanother
greatchallengehat can be representedits/reliance onechnicalratesthat arenuch lower than theates
appliedin nationalcompaniesn mostinsuranceésranches

Fourth: Supervision and Control: The insurance sectes subject tosupervision and contrah every
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country, with differenforms anddegreeghat suit itsesconomic doctrinevhich the statembraces. And
despitethe supervision and controh the Saudi market (represented in th8audi Arabian Monetary
Agency, SAMA) and the presence obrresponding bodigga countriesthat embrace¢he freeeconomic
doctrine, there armanytypes of risks & obstacles thiaicetheinsurancesectorin light of theeconomic
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liberalization policywhich mustbenoted
The objective of the study:
This study aimso achievethefollowing:

1. Determine thenainfeaturesof the Saudiinsurancemarket
2. Clarify themostimportantchallengeshatfacetheinsurancesectorunder theGATT.

3. Determine hemostimportant& valuable suggestionsn howto preparegheinsurancesectorto face
future challenges.

The Importance of the Study:

1. The studyof the reality of the insurancemarketin this particularperiodis importantdue to its
exposure to thglobaleconomys vulnerabilitywhich has affected aflectors

2. This study represengsspecial &articular importance in thmurrent phaswith respecto theeffects
resultingfrom the currency oGATT onthe insurance sector.

3. To addresshe mostimportantpolicies and procedurde be followed for the development ahe
insurance sectayn one handandfacing the side effectsof globalizaton on the otherhandso we
w o u | d sudptisedobgts negativeeffects

Study Plan:

The objective of this study will be achieved through the following sections:

Section One:Themostimportantfeatures othe Saudiinsurancemarket

Section Two: Thechallengedacingtheinsurance sectpespeciallyin light of the GATT.

Section Three:Themostimportantactionsand policiego befollowed for the development dhe
insurancesector

Resultsand Recommendations
Bibliography

Chapter I: The Main Features ofthe Saudi Insurance Market

The Historical Background of the Insurance Industry in Saudi Arabia:

Theinsurancemarketis relativelynewin Saudi Arabiawhere there wereearlyl00 companiesegistered
abroad& were acting as intermediariesagentsor branchesof foreign insurance companisincethe
beginningof the 1970s In 1986the National Company for Cooperative Insurance (NG®ich is now

called TAWUNIYA - was formed by Royal Decree as a Saudi Arabian joint stock company, with the
Public Investment Fund, the Pension Fund and the General Organization for Social Insurance as its
shareholders. ivas establishetb provideinsuranceservicedo the private sect@ndlargegovernmental
projectsandto ensurgheretaining ofa large portiomf theinsurance premiuniaside Saudi Arabid OB,
Principles & Practices of Insurance (Insurance Foundation Certificate Exam: IFCE, Version 4), Feb.
2012, pp 123125)15),

The Council of Senior Scholan® Saudi Arabiaissueda decisionnumber51 on 23\ 3\ 1977 which
consideredcooperative insuranamntract as a donatiaontract & accordingly approvday thelslamic
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law (in coincide with Shariabaws).By the end of 2003, the Law on Supervision of Cooperative Insurance
Compares,promulgated by Royal Decree (M/32) dated 31/07/200@as enacted, followed shortly by
the Implementing Regulation, early in 200did, p 124)

The law in itsfirst articles t a t e sutarc@ntSaudiArabia should beooperativansurancewhich
doesnot conflict with the provisionsof Islamic Shariah & cooperative insurance comprise bfealth
Insurance, Autorsurance, Firégnsuranceand CompulsoryContractors nsuranceThelife insuranceas
the prerogativeof banksasinstructedby the SaudiArabian MonetaryAgency (SAMA), which is the
government regulator of the Saudi insurance sector

The Control & Supervision of Cooperative Insurance Companies Regulation was the first Saudi Arabian
legislation regulating insurance sector. While th@eze over 75 insurance operators writing insurance
business estimated in excess of SAR 2.7 billion in Saudi Arabia, without virtually any regulation at all.
Now, this has changed completely, as what used to be an unregulatddi-aktdas become ond the

most powerful & closely regulated insurance markets in the Gulf rédpimh p 124)

The lack of regulation before the Royal Decree on August 1, 2003, does not mean that the Saudi Arabian
government took a neimterventionist approach to the insurance industry, but the status of insurance was
uncertain under Shariah Law. In Saudi Arablee tebate of whether or not contracts of insurance are

|l egiti mate under Shariah | aw was narrowed down
transaction is against l sl amic | aw, whil e coll
i nteresto. This is based on Decision No 51 of
Al 6 Ommah, a Saudi Arabi an government body of r
mutual) i nsurance is fAa f oenoooeis sdpposedttad profit framo n t
cooperative insurance transactions, the Senior

acceptable under Islamic Lawbid, p 124) That is why the National Company for Cooperative Insurance
(NCCI) has been estbdhed in 1986i n response to the Senior AI 60
cooperative insurance company should be established in Saudi Arabia to offer an alternative to commercial
insurance.

In keeping with NCCI O6s ar t intalneseparaté acaunts ¢ochboth ttsi o n
policyholders and for its shareholders. Therefore, it is actually a hybrid between a true mutual insurer,
which is wholly owned by its policyholders and not traded on the stock market, and a commercial insurer,
butneert hel ess sufficiently mutual to meet t he ¢
conduct its business on a cooperative basis.

Although there was never a statutory prohibition of commercial insurance in Saudi Arabia, the Saudi
Arabian Ministry of @mmerce did not issue commercial registrations to any person or company, other
than NCCI, to conduct insurance business in the country. Nevertheless, a fair number ofégistgred
insurance organizations operated in Saudi Arabia (through a locd),agpest of these were Bahraini
exempt companies, i.e., companies registered in Bahrain with the express purpose of not conducting
business there.

In accordance with the strict letter of the law, conducting any kind of business in Saudi Arabia without
holding the prerequisite commercial registration is unlawful. Notwithstanding this, the Ministry of
Commerce exercised a loose supervisory function over foreign insurers who conducted business in the
country, (all government construction contracts containravigo that the contractor must have a
Cont r a c-Risks lassirangel with an insurer who is represented in Saudi Arabia, and it was quite
acceptable to insure such risks with Bahrhiased, Sauebperating insurers other than NCCI). So, having

an insuance industry which is essentially offshore and not subject to strict local supervision naturally
created problems.

While a few numbers of foreign insurers who wrote business in Saudi Arabia have had a good reputation
& solid financially, there were manwho were financially unsound and sometimes unscrupulous.
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Unsurprisingly, there were incidents of insurers collecting premiums and disappearing overnight.
Furthermore, because the business was essentially foreign, local retention of risk and reinsurance wit
the Saudi market was low, with over 70% of the premiums generated in Saudi Arabia left the country.

The current reforms for allowing & regulating insurance were driven by the following two
important changes that took place within Saudi Arabia(ibid, p 126}

1. The medical compulsory Insurance.
2. Joining the World Trade Organization.

For many years, all healtare in Saudi Arabia has been free to all citizens and foreign residents. Since
there were an estimated six million foreign workers and tregeddents in Saudi Arabia (in 1999), this
clearly imposes a considerable burden on the na
To alleviate the problem, the government introduced the Cooperative Health Insurance Act through the
Royal Decee No M/10 on August 13, 1999, which makes it mandatory for employers to buy private
medical insurance for their foreign employees and their dependents. In principle, the government could
have just made private health insurance for foreigners obligatdriefirthe Saudi insurance market in

its existing, disorganized state.

However, the Regulation requires that insurers providing cover under the scheme must be Saudi registerec
cooperative insurance companies. Because there was only one entityfulfilishthis requirement,

namely the NCCI, the effect of the legislation could have been the introduction of -@vetete
monopoly. Rather, the Saudi government has been
role in the economy as a wle not to decrease it. Additionally, setting up the provision of health insurance

to an estimated 6 million persons within a relatively short period would have been a logistical exercise
well beyond the capacity of any single entity.

The second key driveo the introduction of insurance regulation in Saudi Arabia was the determination
to accede the World Trade Organization (WTO). A part of the agreement to join the WTO was the opening
up of insurance sector to foreign companies.

In truth, this is a paraxk, because in its past unregulated state, the Saudi insurance market was open to all
comers, albeit not in any official basis. If one viewed the opening up of the Saudi insurance market solely
from the perspective of being able to establish a licensedi @aabian insurer, it was closed to both
foreigners and Saudis alike, since there was no framework for setting up such entities, other than NCCI,
of course. So, the Control of Cooperative Insurance Companies Regulation came into force on November
20, 2003 With the issue of the Implementing Rules on April 23, 2004, a new industry in Saudi Arabia
was born.

Insurance Regulation in Saudi Arabia:

When the decision was made in Saudi Arabia to open its doors to insurance, it was done to improving the
consume8 wel f ar e, to be i n the public interest, t
problem, and to bring about an open market, fairness and apleyeig field between foreign and
domestic insurance companies to be in line with the W3i®eaments.

On July 30, 2003, the Saudi Counci l of Mi ni ste
insurance sector to foreign investment & the Control of Cooperative Insurance Companies Law came into
force on November 20, 2003. The ImplemegtRules was published on April 23, 2004. The objectives

of the law and the implementing Regulations were expressed in the Article two of the Reg(laitions
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Objectives of the Law and its Implementing Regulations:

1.
2.
3.
4.

Protection opolicyholders and shareholders.

Encouraging fair and effective competition.

Enhancing the stability of the insurance market.

Enhancing the insurance sector and provide training and employment to Saudi nationals.

When vi ewed br oa dnteyegula®iy pbivérsin SaudisAtabiaincludegibid, p 128)

~No U~ WN R

(o]

. Regulating the establishment of insurance and reinsurance companies in Saudi Arabia;

Supervising the technical aspects of i nsuran

. Regulatinghe distribution of surplus funds to shareholders and policyholders;
. Determining the minimum capital and solvency requirements for each class of insurance;

Setting the rules of regulating the compani e

. Actuarialand rating approval.
. Determining the educational and qualification requirements of insurance company personnel, brokers

and agents.

. Approving the insurance forms & documents.
9.

Settingstandardsndrules governingthe practiceof salesmerandrelateddisclosure of information
and protection (code of conduct)

10. Interpreting the contract and its enforcement.
11. Determiningorganizingandsupervising thenandatorycompulsory)coverage

Takaful Insurance:

THE WORD O0TAKAS-BHEN DBRIVED FROM THE ARABIC ROOT WORD

o)

KAFALAGS® MEANIUALGPROTECTION AND JOINT GUARANTEE. IT IS RISK-

SHARING INSTEAD OF RISK-TRANSFERRING. OPERATIONALLY, TAKAFUL REF ERS
TO PARTICIPANTS MUTU ALLY CONTRIBUTING TO A COMMON FUND WITH T HE
PURPOSE OF HAVING MUTUAL INDE MNITY IN THE CASE OF PERIL OR LOSS. THE
BASIC ELEMENTS OF TA KAFUL ARE:

1 MUTUALITY AND COOPER ATION.

1 PAYMENTS MADE WITH T HE INTENTION OF CONT RIBUTION.

1 JOINT GUARANTEE / IN DEMNITY AMONGST PART ICIPANTS.

1 SHARED RESPONSIBILITY.

1 CONSTITUTION OF SEPARATE A PARINTGIOP TAKAFUL FUNDO.
1 INVESTMENTS AS PER SHARIAH.
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A TAKAFUL FUND IS BASICALLY A POOL OF MONEY THAT PARTIC IPANTS CREATE
TO HELP EACH OTHER. BUT SUCH FUND SURQYENFETA COUNTRY 6 S
REGULATI ONS DIG®WOFDR A ICOOPERATIV E LEGAL FORM OF BUSI NESS
ORGANIZAT ION OR FOR COMPANIES THAT LACK SHARE CAPITAL (CAPITAL
STOCK).

For practical reasons, takaful operators (which are usually limited liability companies and may be Islamic
banks) exist to manage these pools of funds, and shareholders existto suppaortdd6 s st art up
administrative expenses.

EACH TAKAFUL COMPANY MUST KEEP ITS PARTICI PANTS6 CONTR®I BUTI
SEPARATE FROM ITS SHAREHOLDER FUNDS; THE TWO SOURCES OF MONEYCAN® T

BE MIXED. THEREFORE, EACH TAKAFUL OPERATO R MANAGES TWO SEPARATE

FUNDS (FALEEL JAMALDEEN2012)*2)

1 The takafulfund: Thi s fund is the participantsd (policy

1 The shareholders fund (also called theperating fund): this account holds the seed money (thejaid
up capital) provided by the companyds sharehol
expenses, and remaining capital is invested. Any profits from those investments go back into this fund.
In addtion, takaful participants pay ongoing management fees that are placed in the shareholders fund
to support continuing administrative expenses.

Shareholders are rewarded for their investment with explicit fees that are paid out of this fund
periodically. h addition, when a takaful fund earns investment profits, shareholders may receive a
share of those profits.

An important point to keep in mind is that any takaful fund (regardless of its particular structure) that
experiences a deficit during its opeoatirequires underwriting or capital backing; otherwise, the fund can
become insolvent. Takaful shareholders underwrite the funds when deficits exist. They do so by giving
the fund agard hasaffinterestfree loan).

Later, when the deficit disappears ansuaplus accrues, the shareholders deduct the loan amount from
fund surpluses.

Takaf ul l nsuranced® Model s:

There are three main takaful models:

1-Wakala (Agency) Model: The Principafgent Relationship
In the case of a wakaleased takaful product, tttakaful operator works as an agent on behalf of the
takaful participants, who are called fwencipals.(The operator, or agent, is theakil.)
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The takaful operator manages the fund and receivesa gre eed per cent age of th
fixed fee; this management fee is calledakala (agency) feén addition, the takaful operator may charge

a performancédased fee, which is its incentive to manage the fund as well as possible. The takaful operator
determines what fee(s) to charge after ctimguwith the shariah board. Any fees it collects are placed in

the shareholders fund and are used to reward the shareholders as well.

Note that any surplus that the takaful fund or the sha@ahpliant investments generate goes back to the
participantcontributions.

2-Mudaraba (partnership or venture) Model: Partnership
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Mudarabds an Islamic contract based on a financial partnership in which one party (an investor) gives
money to another (a fund manager) for the purpose of investing it in a bumieesmomic activity. The
investor puts up all the capital, and the fund manager provides expertise and knowledge to help the activity
be successful. Both parties share the profits based on an-age@edatio, but only the investor can lose
theinitalapi t al if the activity isndt successful

When a takaful product is based on this contract, the shareholders of the takaful company share the profit
of the fund with the policyholders. The policyholders are the investing partner (silent partner), called
therab al mal.

The takaful company (the takaful operator and shareholders) is the working partner or fund manager,
called themudarib (speculatorf he t akaf ul company 1isnoé6t | iable f
the companydés owmndegkti)genmesteadmi sbe partici |
participants stand to lose money; the company stands to lose the value of its time and efforts). The takaful
company receives a percentage of t hokanyfprofittains s u |
investments made by the fund.

Note that the key difference between the mudaraba and wakala model is that a portion of the surpluses
from both the takaful fund and the shac@mpliant investments goes into the shareholders fund in a
mudaababased takaful. The wakala contract rewards shareholders with only a management fee and
possibly an incentive fee.

3-Combination Model: PrincipatAgent Relationship and Partnership
This structure is the most widely used in the takaful industry bendasties most criticisms leveled against
the pure mudaraba model. Hereds how the combina

1 Using the wakala contract, the takaful company acts as the agent for the fund management and receive:
a fee for underwriting the fund.

1 Using themudaraba contract, the takaful company acts as the fund manager for managing investments
and shares the profit for the investment of the takaful fund.

Note that the company doesndt receive any rmporti
takaful structure.

The Applied Model of Cooperative Insurance in Saudi Arabia:

The insurance companies in Saudi Arabia are stock companies. The Implementing Regulations of the
Cooperative Insurance Companies Control Law that hasibsead on Apr 4, 2004 by SAMA (Saudi
Arabia Monetary Agency) in Article Seventy regardibigtribution of Surplus stated that:

2. The following shall be regarded by the Company upon preparation of the statements of insurance
operations:

a) Determine earmepremiums, and income generated from reinsurance commissions, and other insurance
operations revenues.

b) Determine the incurred indemnification.

c) At the end of each year, the total surplus representing the difference between (a) and (b), less any
mariketing, administrative expenses, the necessary technical provisions, and other general expenses
related to the operation of insurance shall be specified.

d) Companybds net surplus shall be determined L
pd i cyhol derds invested funds, and subtracting
of the investment activities.
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e) 10% of the net surplus shall be distributed to the policyholders directly, or in the form of reduction in
premiums forthe next year. The remaining 90% of the net surplus shall be transferred to the
sharehol dersdé income statement.

f) The sharehol derdéds net income shal/l be transf

g) Twenty percent (20%) of the net sharehol ders
reserve amounts to 100% of the paid capital, and

3. The Agencyods written approval must bdmiogbt ai n

So, from the mentioned above, we conclude that the Cooperative insurance model that is applies in
Saudi Arabia is not Wakal a, Mudar aba, nor Mi x
(participants) o6 fund f r istnbuts10% of thérsarpluts o the pplicyhalderd &
& 90% to the shareholders which means that it is the same as the conventional insurance.

Previous Studies about the Saudi Arabia Insurance Market:

The previous studies of the Saudi Arabia insurance markdimited, but we will give a brief summary
of these studies as follows:

First study: "Mutual insurance companies operating in Saudi Arabia (An analysis and assessment
from the Islamic Economy point of view) "(Abdul Moeti, Ayman, 1999 :

This research aims to provide an empirical study of the Saudi insurance market & the operating Mutual
Insurance Companies, and evaluating the activity of these companies either legally or economically. The
main findings of this study were:

1 - The magnitde of the demand for insurance in the Saudi market, which comes first among Arab
countries in terms of reinsured premiums.

2 - There is no control, supervision or legal regulation of insurance companies in Saudi market.
3- Most studied companies have acla@ié relative success in economic evaluation.

47 There is no unified standard accounting system that can be used to organize the insurance companie:
in the Saudi market.

571 The permitted Islamic insurance model has only a theoretical framework whicldktells from a
practical prospective.

6iThere isndédt any kind of independent Shariah ¢
the Saudi market.

7 - THERE ARE NO UNIFIED LEGITIMATE OVERSIGHT BODIES (SHARIAH
COMMITTEE) AT THE LEVEL OF THE ISLAMIC WORLD, TO CH ECK THE
COMPLIANCEOFTHEIN SURANCE COMP ARMNFASTAONS WITH SHA RIAH.

8 - The insurance policies issued by the Cooperative Insurance Companies are the same as the insuranc
policies issued by the conventional insurance companig®gpsre aleatory contract.

9 - The difficulty of adopting in practice the donation basis as a vent for the cooperative insurance to be
religiously permitted in light of the inevitable presence of corresponding obligations (consideration)
which are not adped practically.

107 The applied Mutual Cooperative Insurance Model took a compromise model between the Mutual
Insurance Model (the western model) & the joint stock companies for conventional insurance.

The most important recommendations reached by theesearcher are:
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17 The need for reconsidering the donation basis as daethie cooperative insurance to be religiously
permitted.

21 The need for detailed religiously permitted insurance model.

3 - The need for a regulatory accounting system aadifarm standard regulating the operation of the
insurance companies and reconsidering the drafting of the statute and insurance policies.

The second study"Saudi Insurance Market," (Shaalan, Ahmed, 20053

The main findings of this study were: Saédabia has withessed significant developments with regards

to the insurance market legislation and the most important ones are: the Cooperative Insurance Law that
issued by Royal Decree in 2003 and the Cooperative Health Insurance Law (which its Impigmenti
Regulation has been issued in 2002), and the Compulsory Insurance on the driver's license in 2002, who
was replaced by Auto Insurance, in addition to the issuance of the Supervision of the Cooperative
Insurance Companies Law in 2003.

The opinion of theresearcher was that the system of auto insurance is one of the most important
legislations where it is estimated that the written premiums of auto insurance would be SR 4,963 million
& 6,350 million SR of Health Insurance in 2009. Also, the study predibtgdhe Saudi insurance market

total written premiums in 2009 will be about SR 15 billion & the Average per capita spending on insurance
(insurance density) in Saudi Arabia will increase from SR 150 per year to 750 Saudi Riyals in 2009, and
the contribubn of the insurance sector to Saudi Arabia's GDP (insurance penetration) will reach 5% in
2009. Add to that the implementation of cooperative insurance law in 2003 has led to reducing the
existence of nowligible insurance companies from 100 to 15 corgzn

The third study: "Insurance Fraud in the Saudi Market" (Zureigat, Murad, 2008%:

The researcher pointed out that the phenomenon of fraud is all over the world & does not exclude any
country or activity: financial or economical, but it much sprpadicularly in the insurance business, as
insurance fraud exceeds 60% of the total cases of fraud in all activities, because insurance scammers se
the insurance sector as fertile soil & favorable climate.

The study focused on the risk of insurance fraarttj warned of its negative effects on society. and
estimated the size of claims involving fraud by 3P4% of the total claims globally, and what insurance
companies pay each year due to fraudulent claims is about US 4.1 billion.

The study showed that tilhenomenon of fraud forced insurance companies to raise insurance rates to
compensate for losses and to increase the financial reserves & at the same time suspended certain type
of insurance policies because of their inflated claims.

The study alsdemonstrated that there are several social factors prompted the sample members to commit
insurance fraud including: deliberately doing accident (auto collision) as a show in front of a group of
friends, forging reports to the insurance company to getamigsult of these reports, forging medical
reports & bills through a family member, make the same claim for an insurance company several times,
using a medical card of someone else, negligence of the insurance companies staffs.

The study also showed thidie organizational factors represented in: concealment of material facts that
affect claims, the staff of the insurance companies who handle claims are negligent in accepting the reports
and tolerate potential fraud from their relatives, the insuranceig®iin the Saudi market constitute an

outlet for fraud because of the lack of clarity in its conditions. As well as the lack of qualified & trained
personnel in the insurance companies who have the ability to detect the counterfeit transactions. Also, the
failure of the insurance companies to exchange information with each other akinatitedis an outlet

for fraud because it has become so easy to get an insurance policy from any company.
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The study showed that the most important ways to circumvent the insurance companies include the
following: reporting inaccurate claims many times which constitutes 23.6%, giving the policy to another
person which constitutes 23.3%, forging some paperwudkaake up 7.6%.

The majority of indivi duswubdentdwhe tegesent@M3fid of respodderits; a u
drivers 16.7%, insurance representatives 6.2%.

The insurance branches which were exposed to the highest proportion of fraud arauto insuance
52.4%, medical insurance 35.7%, wasgtated accidents 10.7% & transit insurance 1.2%.

Fourth study: The Impediments of the Cooperative Insurance Industry in Saudi Arabia, -g4izi,
Fahd, 2009)®:

The findings of this study were as follow:

1 - Lack of clarity of Shariah is still bogging for those who are working in the cooperative & Takaful
insurance industry. So, there is a desperate need for standardization & unification of Shariah
legislations & setting a legal regulation to accommodatesiipéirhate insurance standards.

21 The number of cooperative reinsurance companies are small.

3 - The lack of an effective jurisdictional system for Cooperative Insurance to protect them from
circumvents.

47 The increasing numbers of insurance fraades.

5 - The presence of technical obstacles relating to the cooperative insurance policy.

6 - Blurred supervision & control mechanisms so that there are two bodies sharing control over the
cooperative insurance companies: Saudi Arabian Monetary Ag&A&MA) and the Cooperative
Health Insurance Council.

7 - Weakness of trained manpower and poor educational outcomes for insurance specialty in the Saudi
Universities and the reluctance of young people to study & work in insurance for religious & social
reasons.

8 - Norrinterest of the insurance companies for scientific, technical and professional standards that is
necessary for the practice of insurance activities.

The study recommended the need to activate the role of supervision & control over thatoaper

insurance market and the need to assess the market need for new insurance companies and to encoura

existing reinsurance companies to be repositioned to conform with the requirements of the cooperative
insurance and to benefit from the unique exq@ares of the Cooperative Insurance markets such as the

Malaysian market.

Fifth Study: "The Saudi Insurance Market Report, 2012" (Saudi Arabian Monetary Agency, General
Insurance Supervision Departmentj”:

This report presented the data of the S@udbia insurance sector & based on its data we can figure out
the following information:
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1-Insurance Penetration Insurance penetration is defined as Gross Written Premiums divided by
the total Gross Domestic Product (GDP).

Remarks:

(1) Total GDP is: SR 1,786R,1,413SR, 1,690,SR 2,163 and SR 2.727 Billion in 2008, 2009, 2010,
2011 and 2012, respectively.

(2) Nonoil GDP is: SR690,SR 738,SR 792,SR 919, SR and SR 1.353 Million in 2008, 2009, 2010,
2011 and 2012 respectively.

(3)Insurance penetration of nail GDP is defined as Gross Written Premiums divided byaib@DP.

(4)Insurance penetration of nail GDP has slightly decreased at an average annual growth rate of 1%.

(5)Insurance penetration of nail GDP decreased to36% in 2012 from 2.02% in 2011.

The following table shows the insurance penetration in Saudi Arabia during the perio@@08

Tables 1: Insurance Penetration (2008 to 2012)

Line of Business 2008 2009 2010 2011 2012 %

% % % % % Change
Total General Insurance | 0.31% |0.45% |0.40% |0.36% |0.33% |-9.5%
Total Health Insurance | 0.27% |0.52% |0.51% |0.45% |0.41% |-7.8%
Total P&S Insurance 0.03% |0.07% |0.06% |0.04% |0.03% |-22.1%
Total 0.92% |1.03% |0.97% |0.86% |0.78% |-9.2%
The Saudi Insurance Market Report, 2012, p $8.

From the above table we find that:

-Insurance penetration is very low: 0.92%, 1.03%, 97%, 0.86% & 0.78% during the perioe2(A208
(which is the first indicator to measure the insurance awareness).

-Over the past five years, insurance penetrdiemdecreased by an average annual rate of 3.5%.

-In 2009, insurance penetration increased from 0.92% to 1.03%, in 2008. This is mainly due to a decrease

of the total GDP0.77% in 2009) because of the oil price.
-In 2012, insurance penetration decreased.78%, down from 0.86% in 2011. This is mainly due to a

continuously strong growth of the total GDP (26.07% in 2012). The oil sector accounted for a significant

part of this growth.

2-Insurance Density Insurance density is defined as Gross Written Remiums divided by the total
population (or Gross Written Premiums per Capita).

Saudi population was: 24.0, 24.8, 25.4, 27.1, 27.1 and 29.19 Million in 2008, 2009, 2010, 2011 and 2012,

respectively®.
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Tables 2: Insurance Density”) (2008 to 2012)

Line of Business 2008 2009 2010 2011 2012 % Change
SR SR SR SR SR 2012:2011
Total General Insurance | 222.5 |248.9 |247.8 |290.8 |308.3 |6.0%
Total Health Insurance | 193.7 |287.4 |320.2 |357.8 |386.5 |8.0%
Total P & S Insurance 23.9 39.5 35.8 33.4 30.4 -8.8%
Total 440.1 |575.8 |603.8 |682.0 |725.2 |6.3%

The Saudi Insurance Market Report, 2012, p 88.

From the table above, we find that:

-Insurance density has increased from SR 682 per Capita in 2011 to SR 725 per capita in 2012, which
represents a 6.33% increase.

- Insurance density has increased by an average annual rate of 16.2% between 2008 and 2012.

-Insurance density of Protection and Savings insurance remained very low (SR 30 per Capita) when
compared to General and Health inseean

- Insurance density of Protection & Saving insurance products is decreasing each year during the period
20092012 & has decreased by an average annual rate of 7.68%.

-The insurance density is very weak (which is the second indicator to measure thecagawareness)
where it reached US 117.36 , 153.55, 161.01, 181.87 & 193.39 during the perie2D2@0&nd if we
take into account the rate of inflation during this period, we find that these values would be less .

We have to take into consideratittrat most of these premiums comes from Compulsory insurance (auto,
health and liability), as solely auto & health insurance are accounted for 75.4% of the GWP & if we
eliminated them, the insurance density becomes extremely low, especially in lightrisirthencome

average in Saudi Arabia over the past two decades. So, based on the values of the above insurance densi
& insurance penetration we can say that the level of insurance awareness in Saudi Arabia is very low.

To complete the picture, we hadesplayed the values of insurance penetration & insurance density of
some other countries & compared it with the values of Saudi Arabia during the same period through the
following tables:
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Tables 3: Insurance Penetration: Premiums as a % d&DP All over the world in 20119

Ranking |Country Total Premiums |Life Premiums |Non-life Premiums
1 Taiwan 17.0 13.9 3.1
2 Netherlands 13.2 3.7 9.5
30 Israel 5.2 2.8 2.4
62 United Arab Emiratg1.8 0.3 15
81 Saudi Arabia 0.9 0.1 0.8
1 North America 7.9 3.5 4.4
2 Europe 7.1 4.1 3.0
4 Asia 5.8 4.3 1.6
World 6.6 3.8 2.8

(World Insurance in 2011, Swiss Re, Sigma, No 3/2012, p(39)

From the above table of insurance density valueal over the world we find that:

1 - Theinsurance penetration of the world market on average was 6.6% in 2011 (it is lower than the
previous years because the impact of the global financial crisis on the insurance sector that started in
2008) while the insurance penetration of the Saudi madsetdached 0.9% in 2011, which was much
lower than the world average (about 13.64% of the world average).

2 - The insurance penetration of the Asian market was 5.8% during the year 2011 while the insurance
penetration of the Saudi market has reached 92011, which was much lower than the Asian
average (about 15.52% of the Asian average).

3 - The ranking of Saudi Arabia with regard to insurance penetration of the insurance market was 81 at
the global level and 23 at the level of the continent of Asia.

4 - It is difficult to compare insurance penetration in Taiwan (17.0%) and Netherlands (13.2%) with the
most other country, but impossible to compare insurance penetration in these two countries with Saudi
Arabia (0.9%).

5 - The Ranking of the Lebanon wd6 at the global level, but was the first among the Arab countries,

where the insurance penetration was 2.9%.

61 The ranking of Israel was the 8@t the global level, but its ranking was tH& @nong the Asian
countries where its insurance penetrati@s 5.2%.

7 - In terms of the continents, North America comes in first place with an insurance penetration of 7.9%,
followed in the second place by Europe 7.1%, Oceania in the third place by 5.9%, Asia in the fourth
place by 5.8%, Africa in the fiftpplace by 3.6 and Latin America & Caribbean in the last place by
2.8%.

81 The insurance penetration of Saudi Arabia with regard to life insurance is very low as it reached 0.1%
of GDP while the world average is 3.8% (which represents 2.63%) and in ASi8%s (which
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represents 2.33%).

9 - The insurance penetration of the Saudi Arabia with regandrdife insurance (property & Liability
insurance) was 0.8% which is very low as it represents 28.57% of the world average (2.8%) but higher
than the averaga iAsia which was 1.6% (as it represents 50%).

10 - The highest penetration of Life Insurance was 13.9% existed in Taiwan, which represents 365.79%
of the world percentage which was 3.8% & the highest penetratioargfife Insurance was 9.5%
existed in Netherlands, which represents 339.29% of the world percentage which was 2.8%.

Tables 4: Insurance Density: Premium Per Capita in USD All over the world in 2018

Ranking Country Per Capita of |Per Capita of Lifg Per Capita of Non
Total Premiums Premiums life Premiums

1 |Switzerland 8012 4421 3591

2 Netherlands 6647 1870 4777

2 6 |lIsrael 1650 885 765

3 0 |United Arab Emirate 1380 255 1126

5 9 |Saudi Arabia 177 10 167

1 |North America 3815 1697 2118

4 |Asia 314 229 85
World 661 378 283

(World Insurance in 2011, Swiss Re, Sigma, No 3/2012, p(38)

From the above table of insurance density valueal over the world we find that:

1- The insurance density of the global market, on average, amounted to $ 661 in 2011, wisiednee
density in the Saudi insurance market amounted to $ 177 in 2011, which is much lower than the global
average (about 26.78% of the world average).

2 - The insurance density of the Asian market, on average were $ 314 in 2011, while the insunsityce de
in the Saudi insurance market amounted to $ 177 in 2011, which is lower than the average in Asia
(about 56.37% of the Asian average).

3 - The Saudi Arabia global ranking with respect to insurance density"is8696 ™ with respect to the
ranking n Asia.

4 - It is difficult to compare insurance density in Switzerland ($ 8012) and Netherlands ($ 6674) with most
of the other countries, but impossible to compare insurance density in these two countries with Saudi
Arabia ($ 177).

5 - The Ranking of tb United Arab Emirates is 30 at the global level, but is ranked first among the Arab
countries, where the insurance density is $ 1380.

61 The ranking of Israel is the @t the global level, but its ranking is tHé&mong the Asian countries
where itsinsurance density is $ 1650.

7 - In terms of the continents, North America comes first with an insurance density of $3815, followed by
Oceania in second place ($ 2759), Europe in third place ($1886), Asia in fourth place ($ 314), Latin
America & Caribbeaim fifth place ($ 261) & Africa in last place ($ 65).

81 The insurance density of Saudi Arabia with regard to life insurance was very low as it reached $ 10
per capita while the world average was $ 378 (which represents 2.65%) and in Asia was $ 229 (whic
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