
2022, article 10

Separating Life and Health from  

Property/Casualty Insurance Operations: 

An Assessment of Solvency in the  

Egyptian Insurance Market



Separating Life and Health from  
Property/Casualty Insurance Operations: 
An Assessment of Solvency in the  
Egyptian Insurance Market

Ahmed S. Abdelzaher; Beni-Suef University, Egypt
Patricia Born; Florida State University

IMPORTANCE In 2010, insurers operating in the Egyptian insurance market were 
required to separate their life and health (L&H) operations from their property/casualty 
(P/C) operations. Specifically, insurers operating in both segments were required to 
form two completely separate companies.
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ABSTRACT 

In this article, we evaluate the effect of a recent change in regulation of insurers 
operating in the Egyptian insurance market that required all insurance companies to 
separate their life and health (L&H) and property/casualty (P/C) activities. We examine, 
specifically, the effect on the solvency of P/C insurers when they are required to form 
two completely separate companies for their operations (i.e., divest of their L&H 
business). Separating into separate entities may increase the transparency of the 
insurer’s operations, especially with respect to how they allocate capital across the 
company. Using financial data for all insurers in the Egyptian market for the period 
2006–2015, we test whether solvency—captured via 13 solvency surveillance ratios—is 
affected by the decree. For robustness, we run the analysis for the whole market and 
for private companies only, focusing on P/C insurers only before and after the decree. 
Our findings indicate that the likelihood of insolvency, based on our evaluation of 
solvency ratios, increased after the decree.
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17 private P/C insurance companies. Aside from the El Ahlia’s financial troubles, one 
can only speculate on the motivation for the decree. Through the merger of the four 
public companies, MIC now has a better competitive position with better capitalization. 
Separation of the activities may provide better transparency of the financial condition 
of the P/C versus L&H operations, but it is not clear whether there were concerns about 
manipulation or obfuscation. While any additional motives for enacting the decree 
are not clear, the decree provides a unique opportunity to evaluate how a separation 
of activities may influence insurer solvency.

The insurance sector in Egypt is considered a crucial segment of the financial 
sector. However, it is widely recognized as underpenetrated, with assets representing 
less than 2% of the Egyptian GDP. To give a perspective in U.S. dollars, the total value 
of the premiums was $2.63 billion in 2021, up from $2.23 billion in 2020. The total 
losses paid by the Egyptian insurers was $1.3 billion dollars in 2021, up from $1.04 
billion dollars in 2020. In this period, policyholders’ rights increased from $4.3 billion 
dollars in 2020 to $4.9 billion dollars in 2021. The total value of insurance companies’ 
investments increased at the end of the fiscal year 2021 and reached $7.3 billion, a 
sizable increase from the $5.99 billion dollars reported at the end of the previous 
fiscal year. The value of insurance companies’ total assets increased from $7.14 billion 
in 2020 to $8.5 billion in 2021, and the amount of insurance coverage reached $520 
billion in 2021. The volume of coverage written on the L&H side was $49.6 billion in 
2021 compared to $47.2 billion in 2020. Also, the volume of coverage written on the 
P/C side was $318 billion in 2021 compared to $273.8 billion in 2020.

This paper proceeds as follows: In Section 2, we present a brief review of solvency 
surveillance systems and discuss prior literature related to insurance regulation and 
insurer solvency. Our data and methodology are provided in Section 3. Section 4 
contains our findings, and a final section provides our conclusion. 

2. Background

The EFSA does not currently conduct a formal solvency surveillance program in Egypt. 
However, regulators are concerned with the solvency of Egyptian insurers as they are 
in any country, due to the fiduciary duty and the nature of the insurance product. We 
provide a brief review of the programs that have been used in the U.S. to emphasize 
the current limitations for assessing solvency of Egyptian insurers and note that our 
study of insurer financial performance highlights potential opportunities for the EFSA 
going forward. This section also provides a review of the relevant research.

Solvency Surveillance 

The National Association of Insurance Commissioners (NAIC) began calculating finan-
cial ratios from U.S. insurers’ annual statements in 1972. The ratios were designed to 
provide an early indication of insurers’ financial condition that might require regulatory 
attention sooner than regularly scheduled examinations.3 In 1979, this simple system 
was named the Insurance Regulatory Information System (IRIS). Over time, the system 
has evolved into a multi-phased year-round tool. 

3. For a complete history of the Insurance Regulatory Information System (IRIS), see the Government Accounting 
Office (GAO) (1990).
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The U.S. insurance market adopted the Financial Analysis and Surveillance Tracking 
(FAST) in 1993 and the riskbased capital (RBC) system in 1994. For some time now, 
these two models have been considered the main models to predict insolvent insurers. 
However, while both FAST and RBC have been adopted to predict financial distress 
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Cummins, Grace, and Philips (1999) investigate the importance of using RBC, 
the FAST model and Dynamic Financial Analysis (DFA) as a new model to predict 
insolvent insurers based on cash-flow simulation. They contributed to the extant 
literature by assessing the accuracy of the DFA system in predicting insolvent insurers. 
Also, we evaluate the DFA variables with FAST and RBC variables, which resulted in a 
considerable level of accuracy in predicting insolvencies in the P/C insurance industry 
in the U.S. insurance market. In addition, they avoid any bias in the previous studies, 
which resulted from adopting FAST system ratios.

Several subsequent studies employ alternative methodologies to the solvency 
prediction process. For example, Brockett et al. (2004) examine the efficiency of 
insurance companies via data envelopment analysis (DEA) using solvency, claims-paying 
abilities, and return on investment as outputs. These efficiency evaluations further 
examined stock versus mutual form of organizational structure and agency versus 
direct marketing arrangements. We conclude that the solvency scores used as output 
measures revealed no effect on the applied rankings of insurers. Based on the analysis 
and the applied model, the assessment of the efficiency of insurers is correct, and 
stock insurers are more efficient than mutual insurers 

Leverty and Grace (2004) find that the use of efficiency scores improved the 
prediction accuracy of a model to identify or to determine solvent and insolvent 
insurers, likely because efficiency scores contain relevant information about financial 
performance. Eckles and Pottier (2011) find the opposite; company efficiency scores 
are found to be weak predictors of financial strength ratings. They conclude that using 
efficiency scores to predict or to classify insurance companies as financially stable 
and financially unstable companies is not sufficient.

While the existing literature suggests a variety of approaches for solvency surveil-
lance, each methodology requires specific financial information for its application. 
We assess solvency of Egyptian P/C insurers using eight of the IRIS ratios and five 
additional ratios culled from prior research because the specific data needed for the 
full IRIS analysis or other approaches is not available. As such, our analysis provides a 
first pass to evaluate insurers’ solvency before and after a crucial decree. Due to data 
limitations in the Egyptian insurance market, future work should identify sources of 
the more detailed data to employ the methodologies suggested in the more recent 
solvency surveillance literature. 

3. Data and Methodology

In this section, we describe our approach to evaluating solvency in the Egyptian 
insurance market. We provide a description of our data from the Egyptian insurance 
market and a discussion of the methodologies used to conduct our evaluation. 

The financial data needed for evaluating the Egyptian P/C insurance market was 
obtained from insurers’ financial statements, which are compiled in the yearly statistical 
book for insurance activities in Egypt. We use data for two periods around the estab-
lishment of the decree that required insurers to form separate companies for their L&H 
and P/C operations. We define the “pre-decree period” as the years 2005–2009 and 
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the “post-decree period” as the years 2012–2015. We omit data for the years 2010–2011 
to avoid bias due to the announcement of the decree and the post-decree merger 
of the public companies. Further,5 we do not extend our data beyond 2015 to avoid 
potential bias resulting from floating the Egyptian currency in 2016. 

Table 1 shows the development of premiums, losses, and profits from 2006 to 
2015, before and after the decree. Market-level premiums increased throughout our 
sample period, while losses and profitability exhibit substantial volatility before and 
after the decree.6 For instance: 

•	 The rate of change in direct premiums before the decree increased considerably: 
28%, 16.9%, 16.8%, and 27.4% in 2004, 2006, 2007, and 2008, respectively. How-
ever, the same rate after the decree increased slightly to 7.7%, 14.2%, 8.5%, and 
7.6% in 2012, 2013, 2014, and 2015, respectively.

•	 Direct losses before the decree decreased by 1.1 % from 2006 to 2007. Then it 
increased to 15% from 2008 to 2009. On the other hand, after the decree, the 
same rate increased considerably to 47% from 2011 to 2012 and then decreased 
by 26 % from 2012 to 2013. Finally, the rate increased again to 24.3% in 2015.

•	 The profit rate increased by 63.3% from 2007 to 2008, and then it decreased 
by 80.6% from 2009 to 2010. Conversely, the same rate peaked between 2010 
and 2011 and increased by 218.4%. Finally, it decreased again between 2012 and 
2013 to 33.7%.

Generally, there are considerable changes in direct premiums, direct compensations, 
and profits in P/C insurance sector in Egypt after the regulation as some insurers 
achieved losses even after separating L&H and P/C activities. However, as the volume 
of the Egyptian insurance market increased over the years, some insurers achieved 
losses—especially in the general sector, which is owned by the Egyptian government. 

Table 1: Direct Premiums, Direct Losses, and Profits in the Egyptian Property/Casualty 
Insurance Market ($000) 

Year Direct 

Premiums

Annual 

Change (%)

Direct Losses Annual 

Change (%)

Total Profits 

or Losses

Annual 

Change (%)

Pre-Decree Period

2003/2004 2,311,170 28 2,361,597 5.6 279,520 33.4

2004/2005 2,544,972 10.1 2,541,981 7.6 303,429 8.5

2005/2006 2,955,319 16.9 2,553,879 0.4 314,821 3.8

2006/2007 3,273,802 16.8 2,253,947 (1.1) 365,089 35.2

2007/2008 4,169,950 27.4 2,484,820 10.2 595,794 63.2

5. Egypt devaluated its currency by 48% in 2016, allowing it to float freely in order to meet a key demand by the 
international monetary fund. The effect of devaluation was severe on the Egyptian insurance sector: 1) it erodes 
the underwriting discipline and profitability of non- life insurers; 2) it increases the volume of claims exceeding 
the deductible (the leverage effect) and costs associated with it; and 3) it negatively affected investments’ returns. 
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Table 4: In-Range IRIS Ratios: Pre-Decree Versus Post-Decree 

Ratio Definition
Pre-Decree Post-Decree

Sig.
In Range Over Below In Range Over Below

A1 Gross Premium Written/Policyhold-

ers’ Surplus

0.938 0.062 0 0.750 0.250 0 ***

A2 Net Premiums Written/Policyholders' 

sSurplus

0.954 0.046 0 0.750 0.250 0 ***

A3 Changes in Net Premiums Written 0.744 0.243 0.013 0.648 0.326 0.026 -

A4 Surplus Aid/Policyholders’ Surplus 0.785 0.215 - 0.516 0.484 - ***

A5 Two-Year Overall Operating Ratio 100 0 - 0.609 0.391 - ***

A6 Investment Yield 0.703 0.108 0.246 0.215 0.519 0.222 ***

A7 Gross Change in Policyholders’ 

Surplus 

0.815 0.185 0 0.617 0.321 0.062 ***

A9 Adjusted Liabilities to Liquid Assets 0.975 0.025 - 0.853 0.147 - ***

A14 Return on Assets 0.754 - 0.246 0.719 - 0.281 -

A15 Debt Ratio 0.969 0.031 - 0.654 0.346 - ***

A16 Loss Ratio 0.523 0.139 0.338 0.125 0.852 0.049 ***

A17 Underwriting and cCommissionRatio 100 0 - 0.922 0.078 - **

A18 Expenses Ratio 100 0 - 0.828 0.172 - ***

NUMOUT Mean: 1.784 Mean: 4.406

***, ** and * refers to the level of sig. 1%, 5%, and 10%.

The post-decree period appears to be statistically different from the pre-decree 
period when the difference is defined by in-range solvency ratios; 11 of the 13 ratios 
are significantly less likely to be in range in the post-decree period versus the pre-de-
cree period. The results suggest an increase in the likelihood of insolvency in the 
post-decree period. 

Another indication that the decree may have had the unintended effect of increas-
ing the probability of insolvency comes from a simple comparison of the number 
of solvency ratios that are out of range before and after the decree. The mean of 
NUMOUT in the period before the decree is 1.784. After the decree, the mean is 4.406. 
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obscure financial distress. Rather, we acknowledge that the decree may have simply 
shined a light on P/C insurer operations in a new way when the insurer is divested 
of its L&H business.
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post-decree period, relative to the pre-decree period, is sustained through at least 
four years. As with model 1 and model 2, we note that the likelihood of insolvency, 
as measured by an increasing value of NUMOUT, is negatively related to the SIZE of 
the insurer. 

The PRIVATE insurer indicator is negative and significant at the 90% level only for 
the models that do not include random effects. This suggests that the probability of 
insolvency is lower for private insurers relative to public insurers, all else equal. 

Table 6 provides the results when we estimate the Poisson regressions for the private 
insurers only. Our results are consistent with those shown in Table 5 with one major 
exception: Among the private insurers, SIZE is no longer relevant to the likelihood of 
solvency. We expect that this measure was capturing some of the variation between 
the public and private insurers in the full sample. 

Table 6: Poisson Regression Results: Private Insurers Only (N = 123)
	 Dependent Variable = Numout

Variables Model 1 Model 2 Model 3 Model 4

Post-Decree 1.012*** 1.031***

(0.129) (0.167)

Year 2012  - 1.196***  - 1.214***

(0.147) (0.167)

Year 2013 - 0.875*** - 0.889***

(0.168) (0.179)

Year 2014 - 1.042*** - 1.059***

(0.154) (0.149)

Year 2015 - 0.895*** - 0.915***

(0.190) (0.214)

Age -0.003 -0.002 -0.002 -0.002

(0.005) (0.004) (0.008) (0.008)

Size 0.013 0.015 -0.009 -0.007

(0.067) (0.059) (0.098) (0.096)

Const. 0.537*** 0.529*** 0.525*** 0.516***

(0.143) (0.143) (0.165) (0.172)

Pseudo R2 15.5 16.4 ----- -----

Random Effects? NO NO YES YES

***, ** and * refers to the level of sig. 99%, 95%, and 90%, respectively.

Again, POSTDECREE and the time trend indicators are positive and significant. The 
estimates are consistently close to one, leading us to conclude an average increase 
in one out-of-range ratio for the insurers in the post-decree period relative to the 
pre-decree period.

In all models, we found the AGE of the insurer was insignificant. Thus, it seems to 
be irrelevant, for the purposes of evaluating solvency, whether an insurer was recently 
established or operating for a long term. 
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Conclusion

The Egyptian policymakers issued a decree to separate L&H and P/C activities and 
merged all the general sector companies into one company to reduce the consecutive 
losses of some general sector companies. While there is currently no explicit solvency 
surveillance program in Egypt, the concern for financial solvency and interest in 
maintaining a smooth-functioning insurance market motivate an examination of the 
consequences of the decree. More generally, the decree offers us a unique opportunity 
to estimate the potential effects of requiring insurers to separate their operations into 
separate entities. Our analysis shows that P/C insurers are less financially secure after 
the decree when measured by our NUMOUT variable—a consequence of the decree 
that was likely unintended. Because several of the increasingly out-of-range ratios 
include surplus, we suggest that insurers consider opportunities to raise more capital. 

We did not evaluate the L&H side of the market in our analysis; insurers writing 
L&H business may have seen significant financial improvement following the decree, 
which would offset the results on the P/C side. The decree’s separation of operations 
may improve the transparency of financial health for the Egyptian insurers, but the 
combined L&H and P/C entities may have benefited from economies of scale that are 
now harder to achieve in separate entities. Our results suggest negative consequences 
from the decree that deserve further consideration.



16  Journal of Insurance Regulation

References
BarNiv, R., & MacDonald, J. B., (1992). Identifying financial distress in the insurance 

industry: A synthesis of methodological and empirical issues. Journal of Risk and 
Insurance, 59(4), 543–574.

Bhattacharya, J., Goldman, D., & Sood, N. (2004). Price regulation in secondary 
insurance markets. Journal of Risk and Insurance, 71(4): 643–675. 

Born, H. P., Hughen, L., & Sirman, T. (2020). The impact of market power and economies 
of scale on large group health insurer profitability. Journal of Insurance Issues, 
43(2), 43–63.

Brockett, P. L., Cooper, W. W., Golden, L. L., Rousseau, J. J., & Wang, Y. (2004). 
Evaluating solvency versus efficiency performance and different forms of 
organization and marketing in U.S. property––liability insurance companies. 
European Journal of Operational Research, 154(2), 492–514. 

Carson J., M., & Hoyt, R. E. (2000). Evaluating the risk of life insurer insolvency: 
Implications from the U.S. from the European Union. Journal of Multinational 
Financial Management, 10, 298–314.

Cheng, J., & Weiss, M., A. (2012). The role of RBC, hurricane exposure, bond portfolio 
duration, and macroeconomic and industry-wide factors in property-liability 
insolvency prediction. Journal of Risk and Insurance, 79(3), 723–75

Cummins, J. D., Harrington, S., & Klein, R. (1995). Insolvency experience, risk-based 
capital, and prompt corrective action in property-liability insurance. Journal of 
Banking & Finance, 19(3–4): 511–527. 

Cummins, J., D., Grace, M., & Philips. R., D. (1999). Regulatory solvency prediction 
in property-liability insurance: Risk-based capital, audit ratios and cash flow 
simulation. Journal of Risk and Insurance, 66(3), 417–458

Cummins, J. D., Harrington, S. E., & Klein, R. (1995). Insolvency experience, risk-based 
capital, and prompt corrective action in property-liability insurance. Journal of Risk 
and Insurance, 19, 511–527.

Cummins, J. D., Harrington, S., & Niehaus, G. (1993). An economic overview of risk-
based capital requirements for the property-liability insurance industry. Journal of 
Insurance Regulation, 11(4).

Cummins J., D., & Weiss, M., A. (2014). Systematic Risk and the U.S. insurance sector. 
Journal of Risk and Insurance, 81(3)489–528.

Doumpos, M., & Gaganis, C. (2012). Estimating and explaining the financial 
performance of property and casualty insurers: A two-stage analysis. Business and 
Economics Research Journal, 5(2): 155–170.

Eling, M. (2021). Insurance regulation in Europe: An analysis of effectiveness and 
efficiency. Journal of Insurance Regulation, 40(3): 1–26.

Eling, M., & Pankoke, D. (2016). Costs and benefits of financial regulation: An empirical 
assessment for insurance companies. The Geneva Papers on Risk and Insurance - 
Issues and Practices, 45(4): 423–457.

Government Accounting Office. (1990). Insurance regulation: The insurance regulatory 
information system needs improvement. GAO/GGD-91-20.

Grace, M. F., Harrington, S., & Klein, R. (1998). Risk-based capital and solvency screening 
in property-liability insurance: Hypotheses and empirical tests. Journal of Risk and 
Insurance, 65, 213–243. 



https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1350539


18  Journal of Insurance Regulation

Appendix

The development of premiums (%) of P/C insurers in Egypt from 2005 to 2009 and 
from 2012 to 2015

Company Name 2005 2006 2007 2008 2009 2012 2013 2014 2015

Misr Insurance 42.5 41.7 39.8 54.2 53.1 57 54.9 55.3 56.9

El Sharq Insurance 18.8 18 16.3 Merged None None None None None

El Ahlia insurance 14.2 12.5 9.8 6.3 6.1 Merged None None None

Total General Sector 75.5 72.2 66.1 60.5 59.2 57 54.9 55.3 56.9

Suez Canal 

Insurance

6 6.2 5.7 5.7 6.7 4.9 4.6 4.9 5.4

El Mohandes 

Insurance

2.7 2.8 3.7 3 3.4 2.5 2.8 2.4 2.5

ElDelta Insurance 2.7 3.9 3.9 3.7 4.2 3.2 3.4 2.9 2.5

AIG Egypt 5.6 5 5.6 4.8 4.9 4.1 4.3 3.5 1.6

Arab – Egypt Group 2.7 3.6 5.4 4 4.5 4.3 4.5 4.4 4.5

Egypt for Export 

Guarantee Insurance

0.03 0.03 0.05 0.05 0.1 0.04 0.04 0.03 0.03

Egyptian Association 

for Co-Operative 

Insurance

0.7 1.5 2.6 8.2 4 0.5 0.4 0.5 0.4

Ice Egypt Insurance 0.1 0.3 0.05 0.4 0.3 0.3 0.04 0.04 0.3

Royal and Sun 

Insurance

0.9 0.9 0.9 1.4 1.9 4.5 4.5 4.5 4.5

Alianz Insurance 1.8 2 2.8 3.9 4 3.6 3.4 3.8 3.8

Egypt – Suaidi 

Insurance Home

0.5 0.7 0.8 0.8 1.1 2.9 3.1 2.8 2.9

Bupa Egypt 

Insurance

0.0 0.003 1.9 3 3 4 4.6 4.8 4.7

Egypt Takaful 

Insurance P/C

None None None None 0.7 1.4 1.7 1.6 1.6

Wethaq Takaful 

Insurance 

None None None None 1.4 1.1 1.1 1.4 1.4

Arope P/C Insurance None None None None 0.006 0.6 0.8 0.9 1.2

Iscan Insurance None None None None None 1.5 1.5 1.8 1.9

Tokyo Marine Takaful 

Insurance 

None None None None None 0.8 0.9 0.7 0.4

Arab Eastern Takaful 

P/C insurance 

None None None None None 1.9 2 2.4 2.5

Total Private Sector 24.5 27.8 33.9 39.5 39.5 43 45.1 44.7 43.1

Total Insurance 

Market 

100 100 100 100 100 100 100 100 100




