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Abstract

Since the Saudi Arabian Monetary Agency (SAMA) supervise and legalize the Saudi insurance sector, and as the
Jordanian Insurance Commission (IC), which is an administratively and financially independent organization,
regulates the local insurance sector; the purpose of this research is to critically examine the structure and
functioning of insurance regulator in Saudi Arabia and Jordan through comparisons with the regulatory structure
in UK. This is as an attempt to fill the lack of research in this vital area in order to arrive at constructive
suggestions that could enhance the quality of insurance regulation in both countries. Indeed, this paper found that
the insurance sector in Saudi Arabia and Jordan lags behind most of the other developing economies in Asia and
Europe. Also, full implementation of the insurance regulatory Information System (IS) and publication of a clear
regulatory ladder could support the taking of early and consistent intervention action on insurance companies.
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1. Introduction

One of the most important and integral parts of the growth of insurance industry in any market is the regulatory
control and development (Pearson, 2010). The role of a regulator in insurance industry is to ensure that the
players in the industry adhere to the required standards of service and practice as well as to encourage the growth
of the industry as a whole. Klein (1995) argued that the primary role of a regulator is not just to restrict but also
to facilitate growth of the sector in an organized and controlled manner. The developments in regulatory aspect
are typically in line with the broader market environments in the industry (OECD, 2001). Since it is seen that the
regulators play a very important role in promoting a strong and scalable insurance industry it may be helpful to
focus on structure of insurance regulator in the insurance sector of Saudi Arabia and Jordan. Saudi Arabia and
Jordan have been chosen as case studies for this research on the basis of the fact that the countries are in unique
positions to not only consolidate their leadership roles in Takaful but also to create a greater share for Takaful in
the global insurance market. Also, they have already commenced the process of modernization of their financial
institutions and regulatory frameworks. Hence, a comparison with the regulatory structure in a developed
insurance market such as the UK could help to derive some important lessons for both countries.

It is seen that Saudi Arabian and Jordanian insurance industry and the role of regulator in the industry have been
already studied by a number of researchers (Al-Rimawi, 1999; Al-Elg et al., 2006; Wahab et al., 2007; Ahmad et
al., 2010; Kwon, 2013). Most of these researchers have focused on the concept of Takaful and have analyzed the
growth of Takaful as well as the role of regulator in this context in Saudi Arabia (Takaful is a form of Islamic
insurance in compliance with the principles of SharT'ah). This research attempts to find answers to the following
review questions.

- What is present state and structure of insurance industry and the regulation of insurance industry in Saudi
Arabia and Jordan?
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- What are the issues with the present regulatory system in Saudi Arabia and Jordan?

- What are the noteworthy points about UK's insurance regulation structure that could be of help in improving
the quality of insurance regulation in Saudi Arabia and Jordan?

This research attempts to critically review some of the research papers and draw observations that could directly
answer the questions stated above. This research is divided into a number of sections. The first section studies
the state of insurance industry in Saudi Arabia and Jordan, and then examines the development and progress
made until now. The second section focuses on the present structure of insurance regulation in Saudi Arabia and
Jordan, and identifies some of the strengths of the present structure. The third section attempts to review some of
the research papers that have critically examined the issues related to regulatory system that is present in Saudi
Arabia and Jordan insurance industry. The final section is concerned with the research papers related to the
progress of UK’s insurance regulatory system. The purpose of the final section is to provide a basis for
comparing the insurance regulatory system in Saudi Arabia and Jordan and in UK. This research purports to
understand the level of research that has been conducted in this area of study so far and attempts to identify
further points that may require further research.

2. State of Insurance Industry in Saudi Arabia and Jordan

The first section in this research attempts to gather a critical understanding of the state of insurance industry in
Saudi Arabia and Jordan. Lester (2011) notes that the insurance sector in the entire Middle East and North
African (MENA) region is underdeveloped in nature. The author argues that the insurance sector in Saudi Arabia
has underperformed most of the other markets even within the MENA region. It is noted that the total life
insurance premiums in Saudi Arabia stood at just 0.07% of the GDP (Gross Domestic Product) of the economy
in 2009. In the overall MENA region, the average was at 0.28% in the same year. This evidently shows that the
life insurance segment of the industry has significantly underperformed the peers from the same region. It is also
observed by Lester (2011) that the GCC region as a whole has an average of about 0.23% of GDP in life
insurance premiums. Quite notably the non-life premiums constitute a much higher — 0.46% of the total GDP of
Saudi Arabia. Even though this much higher than life premiums, it still lags behind the GCC average of 0.87%
and the MENA average of 0.97%. Using these statistics the author clearly demonstrates that the insurance sector
in Saudi Arabia lags behind not only the developed markets but also the other markets within the same Middle
East region and GCC group. However, the statistics related to GDP may be slightly disadvantageous to Saudi
Arabia due to the fact that the country has the highest level of GDP in the region primarily owing to the oil
wealth. Another important observation, which Lester (2011) fails to make, is that the oil producing countries in
MENA typically have a much lower percentage of GDP as premium than the non-oil countries. Specially, the life
premium, as percentage of GDP, was 0.16% for the oil producing countries and 0.28% for non-oil producing
countries. However, the general point to be noted from the observations made by Lester (2011) is that the
insurance industry in Saudi Arabia is underdeveloped in comparison to the GDP and economic growth of the
country as a whole.

Khan and Bhatti (2008) note that Takaful could have very strong potential for growth in Saudi Arabia given that
the country is considered one of the most conservative followers of Islamic religion. However, the authors
observe that in spite of the rapid oil-led economic growth and strong impetus, the growth of Takaful has been
sluggish in Saudi Arabia due to regulatory frictions. The most notable issue related to Takaful in Saudi Arabia is
stated to be that the regulations are developed on the basis of conventional insurance model and no special
regulations exist for Takaful. The authors observe that countries such as Malaysia and UAE have seen significant
progress by enacting separate regulations for Takaful companies. Ahmad et al. (2010) note that the shortage of
human resources has been a major issue for insurance companies in Saudi Arabia. The failure of the regulatory
agency to create strong growth impetus has created a situation where in the insurance companies are not willing
to invest any significant capital in development of human resources required for the industry. Thus Ahmad et al.
(2010) have noted an indirect impact of regulatory uncertainty on the industry as a whole. Visser (2009) noted
that the insurance companies in Saudi Arabia have had significant issues in developing and getting approval of
the regulator for the various insurance products or Takaful products. The bureaucratic processes involved in
obtaining approvals have been stated to be a major hurdle in the progress of the insurance industry in Saudi
Arabia.

Even though the researchers appear to concede that the insurance sector in Saudi Arabia has not reached a size
that may be expected in an economy of Saudi Arabia’s size, most of the researchers have noted that over the past
few years the insurance industry in Saudi Arabia has seen rapid growth. Ansari (2011) notes that in 2004 the
Saudi Arabian insurance industry went through a phase of reforms after which the growth in the industry has
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been impressive. The author cites some recent statistics to drive home the rapid growth witnessed by the industry
in the last few years. Insurance penetration is defined as the Gross Written Premiums (GWP) divided by GDP of
the economy. According to Ansari (2011), the insurance penetration level in Saudi Arabia increased steeply from
just 0.62% in 2008 to 1.06% in 2009. This represents a year on year increase of 69.9%. Insurance density, which
is defined as GWP per capita, of Saudi Arabia increased from SR440 in 2008 to SR576 in 2009, which
represents a growth of 30.8%. These statistics presented by Ansari (2011) clearly show that the insurance
industry has indeed seen some rapid progress during the recent years even though it still lags behind most of the
other markets in terms of size in comparison to GDP. However, Ramady (2011) presents an interesting
observation about insurance industry in Saudi Arabia. The author notes that the growth in the insurance industry
has been primarily coming from those areas that have benefited from mandatory insurance imposed by the
government regulations. These are motor and health insurance products. Ramady (2011) observes that motor and
health insurance together account for about 70% of the total insurance industry. Protection & Savings products
account for less than 7% of the total industry. Even though the insurance industry has been growing at about
30% per annum during the recent years most of this has come from the compulsory lines of business and not
from the non-compulsory products. These statistics and observations made by Ramady (2011) present a very
different perspective of the insurance industry in Saudi Arabia. This clearly shows that the customers in Saudi
Arabia are driven towards insurance mostly because of government regulations and not necessarily due to any
inherent demand for insurance products and services. Ramady (2011) also presents a comparison of the
performance of insurance sector of Saudi Arabia to those of the other major countries of the world.

Also, the insurance sector in Saudi Arabia lags behind not only those in developed economies but also in
developing economies. Further, the total premium received by Saudi Arabian insurance industry in 2009 was just
USD 2.91 billion, which is very small when compared to USD 56 billion premiums generated by Indian
insurance sector and USD 47 billion received by Brazilian insurance sector. Ramady (2011) showed that the
insurance sector in Saudi Arabia constitutes a paltry 0.07% of the total insurance industry in the world. Even in
this, most of the premiums are received on account of non-life products. The life insurance premiums in Saudi
Arabia account for just 0.01% of the total life insurance premiums generated around the world. Another
important observation to be made is that Saudi Arabia is one of the very few markets where the non-life
premiums are multiple times more than the life premiums. In fact, in most of the developed and developing
markets, the life insurance premiums are higher. This unique aspect of Saudi Arabia insurance sector may be
attributed to the fact that motor and health, which are non-life products, are mandatory in Saudi Arabia while life
insurance is not (Khorshid, 2004). Drechsler and Jiitting (2007) note that the insurance sector in Saudi Arabia got
a shot in the arm after the reforms that were introduced in 2004. The authors present a critical review of the
important changes brought about in the sector by these reforms. The foremost change that caused a major
positive difference to the sector was the allowance of private insurance players into the market, which was earlier
dominated by only government insurance companies. This allowed a number of indigenous and international
insurance players to enter the market. Even though the international players have not been allowed to operate
without a local subsidiary this has not stopped them from setting up full-fledged operations in the country. Using
data from various other countries, Drechsler and Jiitting (2007) argue that private health insurance schemes have
been better than the health insurance schemes offered by the government run insurance companies in most of the
countries around the world. The authors present this as an argument to support the decision of the Saudi Arabian
government to allow private insurance players into the market.

Although Jordan is notable among Arab countries in its insurance sector which has been free of state ownership
in both the primary insurance and reinsurance markets, and has been spared the pervasive premium, product,
investment and reinsurance controls that bedeviled the insurance markets of many developing countries around
the world; the Jordanian insurance industry is not well developed. This primarily reflects the underdevelopment
of life insurance, which has annual premiums of only 0.28 percent of GDP. Also, a level of well over 2 percent of
GDP shows a satisfactory state of development. However, the level of general insurance (annual gross premiums
of 1.65 percent of GDP) is similar to numerous other developing countries in the region and elsewhere (Vittas,
2004). Further, a key modernization attempt has been undertaken in recent years. This has entitled the
endorsement of a new insurance law and the creation of a new insurance commission, which has made
significant progress in expanding its staff, managing a wide-ranging training program to upgrade skills, and
implementing a multi-year action plan to enhance the efficiency of the sector.

3. Insurance Regulation in Saudi Arabia and Jordan

A number of researchers have studied the structure and nature of insurance regulation in Saudi Arabia by
comparing it to the other peers in the same Middle East region or GCC. Islam (2003) notes that the insurance
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regulation structures in GCC vary quite widely. The author observes that there are three different systems of
insurance regulation commonly found in GCC states. The first type of regulation involves a common regulator
for all kinds of financial services. These regulators are typically the central banks in most of the cases. Saudi
Arabia is a case of such a structure wherein the central bank SAMA (Saudi Arabian Monetary Agency) is given
the authority to oversee the insurance industry along with the other responsibilities of licensing and overseeing
the financial services companies, banks and also making economic decisions in its capacity as the central bank.
Bahrain also has a structure wherein the central bank of the country regulates all financial services businesses
including insurance sector (IMF, 2006). The second structure of regulation in GCC, as identified by Islam (2003),
involves the presence of an independent insurance regulator who has the complete authority over the insurance
industry and the firms that are part of the industry. Specifically the authority has the rights to issue license to a
company as well as to revoke the license. Such an independent authority typically has sufficient resources and
powers to ensure smooth functioning of the insurance industry in general. UAE is one of the GCC states with an
independent insurance authority. The third system of regulation in GCC is a composite model wherein there is an
internal free zone or special purpose region where the regulation is performed by a different authority and
outside the zone; the regulation is performed by the usual regulator. For example in the case of UAE, Dubai has
a free zone called Dubai International Financial Centre (DIFC) which has its own regulator Dubai Financial
Services Authority (DFSA) which is vested with powers to regulate all firms inside the free zone including the
insurance firms (Mayes & Wood, 2007). However, outside the free zone the insurance companies automatically
fall under the regulation of the UAE insurance authority, which is an independent regulator for all insurance
businesses inside the country. Thus, the GCC region has a complex network of insurance regulation. These
observations made by Islam (2003) clearly show that insurance regulation remains a complicated affair within
the GCC states. The multinational insurance companies may find it difficult to get accustomed to such varied
structures of insurance regulation form one country to another even within the same region.

The research by Islam (2003) has shown the complexity in insurance regulation in GCC region as a whole. The
focus of this research is on the insurance regulation in Saudi Arabia in particular. It is seen that Saudi Arabia has
vested the powers related to insurance regulation with the central bank SAMA (Ramady, 2009). SAMA has the
authority to license and regulate the operations of the firms in the insurance sector in general. There are two
major laws related to insurance in Saudi Arabia. They are the cooperative health insurance law promulgated in
1999 and the law on supervision of cooperative insurance companies enacted in 2003. While the former is a
specific law regulating the health insurance companies and the health insurance products of the general insurance
companies, the latter is a law that is applicable commonly to all insurance companies as whole. The law on
supervision of cooperative insurance companies was passed in 2003 and it is stated to have revolutionized the
insurance sector as a whole. Earlier to this, there was no comprehensive law that governed the functioning and
performance of the general insurance companies not engaged in health insurance business (Ramady, 2009). The
cooperative insurance law clearly states that no company or entity can carry out any insurance business in Saudi
Arabia without being licensed by a competent authority. The licensing authority in this case is the central bank of
the country - SAMA.

The law states that the capital of the insurance company should not be less than SR 100,000,000 (USD 26.7
million). It is also stated that the paid up capital of a reinsurance company should not be less than SR
200,000,000 (USD 53.4 million). The new law also states very clearly that no insurance company can cease
operations in the country without the prior approval of SAMA (Barakah & Alsaleh, 2011). The law also has
introduced some regulations on the financial affairs of the insurance companies. It is stated specifically that two
different auditors should be appointed every year to audit the financial statements of the insurance company.
These audited statements are required to be published and submitted to the authority before three months from
the end of the financial year. Zakat is an Islamic tax derived on the basis of the principles of Shart'ah. Every year
the insurance companies are required to contribute at least 20% of their profits to a reserve until the reserve
reaches about 100% of the paid up capital of the company. The companies are also required to create and set
aside a separate reserve for each one of the insurance classes that they undertake to deal in. These new
regulations brought into force by the cooperative law passed in 2003 are stated to help strengthening of the
insurance sector as a whole (Barakah & Alsaleh, 2011). It is noted from the details discussed above that
insurance regulation in Saudi Arabia has been a recent phenomenon with the main insurance law being less than
a decade old. It is also interesting to note that the health insurance law predated the general insurance law, which
means that the first insurance companies in the country were predominantly focused on health insurance.

Jaffer (2007) traces the development of health insurance in Saudi Arabia. The author notes that health insurance
is one of the largest segments within the insurance sector of the country. Health insurance was also the foremost
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to evolve in the insurance sector in Saudi Arabia. Saudi Arabia has a separate law to regulate health insurance,
which is termed Cooperative health insurance law, 1999. Health insurance in the country dates back to 1991
when the steering committee in Saudi Arabia recommended that health insurance should be made mandatory to
all employers including the private companies. The new law passed in 1999 ensured that health insurance was
made mandatory not only for the local population but also for expatriates and their families. One of the most
important developments of this health insurance law was that it brought into presence a new independent
authority for regulating health insurance in Saudi Arabia - Council of Cooperative Health Insurance (CCHI).
CCHI has the overall authority over the regulation of health insurance companies and health insurance products
of general insurance companies in the country. CCHI is also made a self-financing entity as it is vested with
powers to collect 1% of the total gross premiums received by the health insurance firms. CCHI comes under the
Ministry of Health but it includes representatives from various other ministries including interior, social affairs,
finance, etc. Jaffer (2007) observes that the introduction of an independent authority for health insurance brought
in more complexity into the regulatory system as the roles of SAMA and CCHI are not clearly defined in the law.

The review of insurance regulatory structure and the legislations in Saudi Arabia has presented a view that the
structure is quite complex with multiple authorities involved. However, the insurance regulators in Saudi Arabia
have had some success over the past few years in ensuring proper regulation of the sector and the active
participation of major insurance players in the sector. By July 2011, there were 31 licensed insurance and
reinsurance companies. However, in a market such as Saudi Arabia where the penetration of insurance is quite
low, it requires more financial service providers to create awareness among the consumers about the benefits of
insurance and to expand the market. As of the end of July 2011 there were 57 insurance brokers, 31 insurance
agencies, 2 actuaries, 9 loss assessors and adjusters, § insurance claims settlement specialists, and 6 insurance
advisors licensed and operating in the market (SAMA, 2013). This clearly shows that the regulations have not
only created insurance companies but also have aided the growth of a complete ecosystem of service providers
around these insurance companies so that together these players could contribute to the effective growth of the
insurance sector in the country. This is stated to be one of the biggest achievements of the insurance regulators in
the country. Another major strength of the present system is that the involvement of the central bank in the
insurance regulation helps to align the insurance sector developments with the economic progress of the country.
The central bank may be able to control the flow of capital into the country in the insurance sector through its
policy changes thereby creating strong economic impetus as well.

The Jordanian insurance industry used to be regulated by an under-staffed and largely unproductive office that
was part of the Ministry of Trade and Industry. The 1999 insurance act created the Insurance Commission (IC,
2013) as an independent and operationally autonomous regulatory agency (Vittas, 2004). Indeed, in order to
protect consumers from deceptive packages and unfair practices, a helpful system of regulation and supervision
is needed to set acceptable standards on market conduct and information disclosure. The IC rules involve the use
of sound licensing and financial solvency criteria, whereas reducing the role of political favoritism and
regulatory forbearance in deciding the fate of ailing companies. They depend on modern concepts of risk-based
capital and solvency margin, reserving policies and reinsurance cover, and settlement procedures and market
conduct. The new rules also emphasize the importance of proactive, risk-based supervision. However, some of
the main difficulties of the Jordanian insurance industry contain the determination of sound reserving policies
given the absence of a complete statistical databases on mortality, lapse and surrender rates and on loss
experience, driving records, and other important aspects of insurance business; along with the implementation of
fair value accounting rules in countries where asset markets are highly illiquid (Al-khabash & Al-Thuneibat,
2009).

4. Issues with the Present Regulatory System in Saudi Arabia and Jordan

The previous section of this study has reviewed the general structure and development of insurance regulation in
Saudi Arabian and Jordanian markets and it has also identified some of the important strengths of the system.
The purpose of this section is to review some of the research papers that have identified some issues with the
present regulatory system for insurance sector in both countries.

The foremost issue with the present insurance regulatory system in Saudi Arabia is that it includes two different
regulators with authorities that could potentially overlap over each other’s. SAMA is given the general authority
to license and regulate the insurance companies while CCHI is made an independent authority exclusively for
the health insurance segment. For the non-health insurance segments, there is high degree of clarity, as CCHI has
no authority over these segments (Corneo, 2011). However, for the health insurance segment it is seen that there
could be clash of powers between CCHI and SAMA. For health insurance companies there is a requirement for
both licensing and accreditation. The licenses for insurance are issued by SAMA including those for the health
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insurance companies. The accreditation for the conduct of health insurance business is given by CCHI. Thus, the
health insurance companies tend to get more regulated in the country than the other insurance companies. While
the license to practice insurance is required to be renewed every year, the accreditation is provided for 3 years.
Therefore, if a health insurance company fails to renew its license then it is possible that the company may be
accredited but not licensed to practice insurance business in the country. For the non-health insurance companies
SAMA has the authority to carry out annual audit. However, for the health insurance companies both SAMA and
CCHI have the authority to initiate an audit. It is further complicated by the fact that CCHI has the authority to
direct SAMA to conduct an audit of any health insurance company (SAMA, 2013). There are even more issues
involved in the ways in which CCHI may choose to deal with erring health insurance companies. It is stated that
CCHI has the authority to withdraw the licenses issued to these companies. Typically, in any regulatory set up,
the authority, which provides the license, is the one that is vested with the authority to withdraw licenses as well.
However in the case of health insurance in Saudi Arabia there could be a situation wherein the license issued by
SAMA could be revoked by the authority of CCHI. Such a complicated situation could not only perplex the
health insurance companies but also has the potential to cause clash of powers between the two regulators. These
are some very important regulatory issues caused by multiple regulators in Saudi Arabia in health segment.

It can be noted from the above chart that top 8 companies account for about 67.6% of the total market in Saudi
Arabian insurance sector. However, an interesting observation to be made from the chart is that only the top four
players have been increasing their market share while all other players have been losing market share to these
top players. This is caused by the fact that the top four players may have reached some level of economies of
scale due to which they are able to expand their operations rapidly while the others who have not reached the
required threshold for attaining economies have scale have been losing business. There is a very high degree of
competition among the players in the market and this has caused the smaller players to suffer. Even though there
are regulations that require the insurance brokers and agencies to be licensed in order to operate in the market
there have been wide spread practice of individual agents marketing the products of international insurance
companies on a one-to-one basis to the individuals. Since these international companies do not have to comply
with the capital requirements, their costs from operations are quite low and so they offer insurance at highly
competitive premiums when compared to the local players in the market. This has been a major problem for the
regulators in the country.

Vayanous and Hammoud (2007) observe that one of the biggest issues with the regulatory system for insurance
in Saudi Arabia is the wide spread prevalence of bureaucratic frictions. It is noted that the recent laws have
radically expanded the powers of CCHI and SAMA in insurance regulation due to which there has been an
increase in the delay in proceedings. The insurance companies are often made to wait for months before issuance
or denial of licenses and other changes related to capital structure. This is one of the most important reasons why
the international insurance players have generally stayed off the country’s radar. There are also major issues
involved in getting the schemes approved for Takaful insurance. The Takaful insurance schemes are required to
be reviewed and approved by the SharT'ah board before the insurance regulators decide to approve these schemes.
However, there are a number of problems faced by the takaful insurance providers in getting approvals due to the
fact that some of the principles of SharT'ah are subject to interpretation and it may be possible for the Shart'ah
board to interpret these principles in a manner that is unfavorable to these companies. The takaful companies are
also required to comply with the same regulations as specified in the cooperative insurance law. It is stated that
the takaful insurance model could be quite different from that of cooperative insurance model and so the takaful
companies are compelled to adopt this new model in order to obtain approvals from the regulator. It is worth
noting that UAE has a separate law for regulating takaful insurance companies and another law that is
specifically applicable only to non-takaful companies. The lack of regulatory support is stated to be only of the
reasons for low degree of penetration of takaful insurance in Saudi Arabia.

In addition, completing the modernization of Jordanian insurance regulation and supervision, and the
restructuring and consolidation of the insurance industry are needed. Also, full implementation of the insurance
regulatory Information System (IS) and publication of a clear regulatory ladder could assist the taking of early
and consistent intervention action on weak companies. The Jordanian IC needs to build a concrete reputation for
effectiveness and consistency in its intervention action. According to Vittas (2004), some concern is uttered by
insurers regarding the cost of regulation, the risk of over-regulation, and the fast pace of implementation of the
new instructions. Indeed, several researchers consider the IT and its flexibility as an enabler to achieve the
desired competitive advantages, considered as a strategic weapon, and as a crucial support to operational and
strategic business processes (Al Azmi et al., 2012; Alkalha et al., 2012; Altamony et al. 2012; Masa’deh, 2012;
Masa’deh, 2013; Masa’deh, Shannak & Magableh, 2013). Further, some scholars (e.g. Shannak et al., 2010;
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Masa’deh & Shannak, 2012; Shannak et al., 2012; Shannak, Obeidat & Masa’deh, 2012; Shannak, Masa’deh &
Alkour, 2012; Kannan et al., 2013; Masa’deh et al. 2013) emphasize the need for large Jordanian firms to
integrate their IT systems with their KM strategies and processes in order to survive in their highly competitive
business environments.

5. UK’s Insurance Regulatory System

One of the important objectives of this research is to review the insurance regulatory system in UK as means to
identify some of the best and more evolved practices that Saudi Arabian and Jordanian insurance regulators may
be able to adopt.

One of the most noteworthy aspects of insurance regulation is that there is a central regulator for all financial
services ranging from capital market intermediation to insurance business. Financial Services Authority (FSA)
acts as the central regulator for financial services in UK. This helps to prevent clutter in the regulatory
framework and also enables the regulator to implement uniform policies across different industries within
financial services sectors (Bruilt, 1999).

Another major aspect of regulation implemented by FSA is that it is adopts a risk-based approach. The purpose
of regulator is to ensure that the firms are allowed to operate freely and in a manner that could promote their
interests without affecting the quality of services or the interest of the customers or investors (Lastra, 2004).
However, the regulator intends to control the firms on the basis of the risks that they add to the financial system
as a whole. A firm that is engaged in a business that is less risky to the system such as investment advisory or
research is regulated only to minimal extent while firms that are engaged in businesses that add substantial risks
to the system such as mutual funds are regulated to a high extent. This kind of regulation ensures that the
regulator focuses on the firms that are likely to engage in high risk activities while spending less time regulating
the firms that do not pose much risk to the financial system (Vives, 2001).

The regulatory system adopted by FSA also differentiates between different sizes of firms (Luna-Martinez &
Rose, 2003). A large firm is regulated significantly more than a small firm is. A large firm typically deals with a
large number of clients and engages in transactions that are of large sizes. Therefore, these firms may pose
greater risks to the system. On the other hand, smaller firms have only a few clients or have only small
transactions, which even at the worst level may not add much incremental risks to the financial system.
Therefore, the regulations are focused more on controlling large firms. By doing so, the smaller firms are
allowed to grow freely to a certain extent with minimal compliance costs. This presents ample scope for the
small firms to grow in the market. However, as these firms continue to grow the regulatory pressure also
increases substantially (Luna-Martinez & Rose, 2003). Thus, the regulatory pressure is maximized for large
firms, which are likely to have the resources and means to meet these high compliance costs without affecting
their businesses. These are some of the most important aspects of the insurance regulatory system in UK that
may be of significance for the Saudi and Jordanian insurance regulators.

6. Research Methodology

As stated earlier, the proposed research will adopt a comparative approach to arriving at the critical findings
related to functioning of insurance regulator and its structure in Saudi Arabia and Jordan. It is observed that the
information related to this topic may be available from a number of secondary sources such as the annual report
published by SAMA (Central Bank) and Jordanian insurance commission, research papers, and articles in press.
However, a more appropriate source of information could be the managers of the insurance companies in Saudi
Arabia and Jordan as the managers may be involved in the various aspects related to regulation of their business
in the market and so may be in a better position to provide a highly informed view of the regulatory scene in the
industry. Therefore, it is suggested that the proposed research should adopt a primary research methodology as
the means to obtaining information and analyzing it. A qualitative approach may be required in this case as the
information related to insurance regulation may not necessarily be in quantitative form. This research involves
primary research wherein information related to benefits and limitations of the existing regulatory structure as
well as the suggestions for future development in regulation will be obtained from managers of the insurance
companies in Saudi Arabia and Jordan. The data collection will be completed using interviews as interviews may
provide valuable opportunities for the researchers to interact with the management personnel in the target
organizations and to acquire useful information and knowledge related to the research subject. Secondary
information may be used to perform the comparison of regulators of insurance sector in Saudi Arabia and Jordan
with UK. The comparative analysis will focus on major aspects including degree of control, facilitation function,
depth of knowledge, presence of appropriate legislations, structure of regulatory authority, and influence on
legislative developments.
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7. Conclusion

On the basis of review performed in this research, it is seen that the insurance sector in Saudi Arabia and Jordan,
though rapidly growing, lags behind most of the other developing economies in Asia and Europe. From the
review of literature it is noted that only a handful of researchers have studied the state of regulatory system in
Saudi Arabia and Jordan. The lack of robust research in this area presents an opportunity for this research to
focus on the regulatory system in Saudi Arabia and Jordan. The research question that is derived from this
objective is “What is the present state of regulatory system in Saudi Arabia and Jordan?”. The regulatory
structure for insurance includes an overall regulator — SAMA and an independent regulatory authority only for
health insurance segment — CCHI. It is noted that this dichotomous structure creates significant overlap of
authority in health insurance segment. This leads to a research question “What are the major advantages and
limitations of the insurance regulatory system in Saudi Arabia and Jordan?” From the review of regulatory
system of UK, it is observed that the single regulator system may have significant advantages. Further, the
risk-based approach to regulation ensures that the regulator focuses on those firms and segments that are likely to
add substantial risks to the financial system. Through this review, it is observed that only a few researchers have
focused on comparative study of insurance regulatory system in Saudi Arabia and Jordan. Even those handfuls of
researchers who have studied this topic have often compared the insurance regulatory environment in different
countries in GCC or Middle East. No significant attempt has been made to compare the regulatory system of
Saudi Arabia or Jordan to a more evolved system such as that of UK’s so that better lessons could be learnt. This
is an important gap in research in this area, which needs to be filled. This leads to a research question — “What
are the important areas in which developments could be made in Saudi Arabia’s and Jordan’s insurance
regulatory systems, in comparison to that of UK?”.
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