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THE ROLE OF INSURANCE IN HOUSING AND PROPOSALS

FOR TTS APPLICATION IN aFmica 1/

Introduétion

1. The subject of thispaperis the connexion betwsen housing and
insurance and possible recommendations regarding ways and means of
its practical implementation in African countries. Analysis shows
that there are many variations in the methods at present being
-applied by countries and it may therefore be assumed from the outset
that no one method can be universally applicable and there will be

a need for variations on any one theme. It is hoped that during the
time set for discussion of this subject a pattern will emerge which
will serve asg a guiding 1ine for study and aectivity. We will pro-
bably come to the conclusion that the subject needs further study in
Bome countries before detailed action ~an be taken.

s Insurance can be defined in several ways and probably one
definition alone would not do Justice to its many sides. It may be
regarded as an economic system for reducing uncertainty through the
pooling of losses; a legal method of transferring risk in a contract

- of indemnity; a business conducted for profit, providing jobs in

the sconomy; . a social device in which the losses of a few are paid
by the many; or an actuarial System of applied mathematics. It is
all of these and wore, depending upon how one views the major
burposes, methods and results of insurance.

3. - It can Be assumed at the outset that the general prineciples of

. lnsurance are well-known to Participants at this meeting, 4 few
- remarks about the wast and rapid development and the great strides

insurance has made during the last two or three decades should be
added, This development applies to modern society generally since
the Second World War and it may be said that the Welfare State is ite
most significant expression. Social insurance is designed to provide
88 answer to dependancy problems of society, comprising pensions
schemes, nationally-sponsored old-age pensions, unemployment insurancg

- sickness and invalid insurance — all of which are now part and barcel

of the economy in the majority of developed countries; private or
State-organized life Insurance and Pensions Insurance complete the
picture. On the other side of the coin is insurance against the
hazards of everyday life in our time - property and accident
insurance. :

1/ Prepared by the International Co—operative Insurance Bureau,
Stockholm,. Sweden., The views expresséd in this docunent are not
‘necessarily those of the secretariat of the Commission.
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One or two examples from recent years of disasters, natural or man-
made, will show the extent to which these hazards have grown and the
coverage insurance has to provide. The famous hurricane Betsy, in
1966, brought in its wake destruction on a wide =cale in a number of
States of the U.S.A. to the extent of US$750,000,000. A year later,
a huge fire set a Brussels store ablaze, causing the death of more
than 130 people and destroying the whole department store, bringing
sbout a loss of US345,000,000. In the same year, a fire occurred at
the McCormick Place Warehouses in Chicago, causing damage of more
than US$150,000,000. The emergence of the new aircraf?t carriers of
‘the-1G70%s (Boeing 747, Concorde, etc.) will bring the insured value
of one aircraft to 350,000,000 -~ %60,000,000 and may cause losses

. for any one accident between two carriers in mid-air of sums between
US§ 350,000,000 ~ $400,000,000. Synthetic and chemical materials,
atomic risks, oil drilling and refining plants, vast warehouses,
~géant bulk carriers on the sea, car and aircraft factories, housing
projects, all these concentrate enormous sums of investment and

. national wealth which has to be protected; casualties and accidents

liable to occur in all this accumulation of risks, motor transport
on' the roads, air travel, work accidents and a multitude of risks,
too numerous to specify, must also be added. :

4. All this insurance activity affects the economy of a,modérn

~ gtate in no small waye People who irngure themselves and their

property create large reserves of money. These are poured into the
sconomy and ocan favourably influence it; oonversely, they can be

"~ directed into undesirable areas, be squandered or insuffieiently
atilized. This point is stressed especially because in developing
countries with a credit- shortage, reserves being generated by -
various insurance activities must be utilized and employed to their
maximum in these”countries-w,thnubtedly,Wgovernments~hawewtn.play
an mctive role in determining the channelling of these investments,
in co=-operation with varicdus insurance carriers. This is desirable
not only for the sake of utilizing these monies properly, but to pro-
tect the insured. - .

Be Before turning to the main subject, there is one point which
must be made in this context: for insurers generally and for thé’
‘co-operative insurance movement gspecially, the wide field of in-

© gurance not only represents its various economic: and monetary aspects,
but we stress in-this the great social implications it has on the
life of the individual the family, the village, the town and of the
gtate in its entirety.

INSURANCE IN HOUSING AND BUILDIFEG
6. ' Turning to thé subject — housing and insurance — it is desired

t6 give & more or less overall picture of insurance activities
connected with housing without going too much into technical details.
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Important as these are, they would have to be dealt witk in a
Separate paper.

Construction

Te Building and housing activities are subject to insurance from
their very outset up to the moment the tenant or owner enters the
completed .building, and thereafter. When a contractor enters a bid
for construction, he will have to submit a Bid or Tender Bond,
usually being a guarantee by an ingurance company testifying to the
serjousness of his intentions. This Bid Bond is sometimes of a con-
siderable amount, according to. the size of the contract in question.
After the contract has been signed, the principal - either govern-—
ment or any other body -~ will usually ask for a Performance Bond or
a Contract Bond. If the contractor fails to complete his obligation
in accordance with. the terma of the contract, the insurance company
takes upen itself either to complete the work or to indemnify the
principal for any loss.  Issuing these bonds is s very specialized
and rather risky business. ~dnsurance for this shmuld be looked for
on the specialized world markets: - There are a number of companies
which deal with these specific insurance risks and it is not too easy
to get an adequate .and cheap bond insurance and stiff counter—
guarantees are being asked by the specializéd insurers. Certainly
in many cases the contract will have .to be mortgaged to the insurer
issuing the bond. Thesge Bends da not cever political risks, which
have to be insured in cases where the contractor does his own
financing. In a number of enruntries, a speeial State Insurance
Company covers this risk (Germany, Gt. Britain, France). In this
case the insurance will be given on condition that the materials and

.. 8ervices of the guaranteeing country are used in the congtruction.

In.some,countries, this .ingurance aleso expedites financial credit
possibilities (re-discount) for the contractor,

8. The normal bread-and~butter business for the insurance company
starts with the building, be it a housing estate, a village school,
a factory or whatever it may be. A great variety of cover has to be
applied and should be stipulated by the Prineipal. It would be

. advisable to standardize and issue specific demandsg regarding these
construction. covers. Builders Risk Insurance normally covers the
interests of the mwners or contractors, as well as sub-contractors,
in material on the Premises, ocrntractor's equipment on the job and
material and labour that have been put -into the building. Each
interest 80 insured should be named in the contrart., The amount to
be insured should be based on the completed value of the building

., Or a provisional amount to be adjustied by monthly reports of in-
ereased value, Buildings in construetion and accumulations of
material and equipment are particularly exposed to hazard and should
be covered by what is ealled "Extended Coverage", adding additional
endorsements where opporture.
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9. The rights and obligations between Principals and Coniractors
have been laid down in the standard conditions of Building Contracts
of the I.C.E. (Institute of Civil Engineering) which goes into the
matter of the Insurance to be effected by the Contractor gquite
carefully. A great many countries have adopted as their basgio
Contract Form these I.C.E. conditions and a gpecial Form of Insurance
is now on the market to insure the risks required under this Contr-
act Form. This form of insurance is called Contrastors Indemnity
. or Contractors All Risks Insurance and includes material damage as
well as third party liability cover, It caters at different premium
rates for (a) normal building activities (dwelling houses, hospitals,
factories, eto.);

(b) civil engineering risks {road building, airfields,
water dams, etc.). :

Generally it can.be said that weather and other conditions play an
important part in the underwriting of this business and technical
reports are neocessary -for rate~fixing. Considerable eclaims can
result out ef this business and in a number of East African countries,
this has been the oase. Coverage under this ocontract does not
include persons employed by the oentractor or sub—contraétor, who
.should.be insured under an Employer's Liability cover. Contraoctors'
. All~Risk Insurance does not include the costs of repairing or re-
placing faulty workmanship or material, nor dees it include con-—
sequences of faulty design (to be covered under a Profegsional
Liability Policy). For each of the above, the eontractor has to

. make separate insurance arrangemehts. .

. 1Q.. Care should be taken that these insurances be effeated not only
.in .the-name of the contractnrr but also in the name of the principals
and in the name of all sub~ocontractors who might be connected with
the econtraet works. PFurther attention should be paid ito include not
only the contract price as the sum insured, but that the cost of the
machinery used by the centractor as well as any material supplied to
the contractor by the principals be ineluded.:

t1. The Contractors' All-Risk Poliey may provide for a single
contract or, if the contractor is working on a number of projects at
the same time, it can be a so-called omnibus poliey.

12, As an example, & company whHich has been fermed by the Swedish
Trade Unions and carries an extensive combined insurance to cover the
eonstruction activities of its loeal organigzations. The insurance

- covers damage to buildings under construetion, materials, fire,
.water, etc. A single insurance polioy haa replaced in this caame
hundreds of annual insurance pelicies and the building contractor
knows that he is insured satisfaetorily at all times.

-
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12, After the contractor has finiched the building, he will
generally have to give one year's guarantee on the finished product.
This guarantee may consist of leaving 10 per cent or more of the
payments due to him for this period. Generally, the Contractors!
Indemnity Policy will cover the maintenance period, but here again,
only for his responsibility under the conditions of this policy and
not for repairs he has to undertake.

14« In cases where the government or a public corporation is the
landlord it is desirable to set up a fund for repairs of the
properties after the year's guarantee of the contractor has elapsed.
In Israel, the Government. for flats which are its property and
which are on a rental basis, pute 1% per cent of the value of the
flat into a fund, out of which any structural repalrs may be made.

Real Estate

15. Until now insurance has been an unknown factor to a great part
of the povulation in a number of African countries. The development
of insurance consciousness is a process which will take years. It
is a necessary process which all or most of the countries of the
modern world hdve passged through - sometimes by the bitter experience
of destroyed property with no-one to indemnify the owner, All
housing estates, dwellings, etc., are part of the fixed capital
formation of the economy, sometimes a considerable part of assets
which have been oreated over many years. What has been created
during a long period of years can be destroyed in a few hours by
fire and other hazards.

16. It may be opportuie Yo mention ~re the use of mcdern
building materials and fire hazards. I should be borne in mind
that building materials, especially as they are made available at
cheaper prices and in greater variety by m~dern techniques, are
‘usually inflammable and especially a great number of modern gynthetio
materials add to the chance of conflagrafion. Fire hazard should be
taken into account in the planning stage of the building, in choice
of materials, construction~techniques, etc; government authorities
should know that this question cannct be solved by voluntary appeals.
A law regulating five safety in construction, use of inflammable
materials, etc., should be in existence.

Pire policy

17. - There are a variety of policies available to cover all possible
risks to a dwelling and its contents. I+ is not intended to present
the technical aspects of fire insurance. Nor should this paper be

concerned with the great variety and refinements in fire or property
insurance which have been developed. Only the basic needs should be
covered at the most advantageous premium rates. Wherever these basic
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needs are already covered, it will be easier to add the many possible
.variations to the basic policy. The requiremenis of these policy
contracts should be standardized to protect the public: This
protection may frequently be tailored to the specific needs of the
insured or group. of insured by attaching various forms, clauses and
endorsements to the basic contract, although if this contract is
made collectively for a large number of insured, a standard policy
will have to he adhered to. The simple policy is the S3tandard Fire
Contraot, indemnifying a named insured in the event that certain
descnibed property should be destroyed or damaged by fire or lighin-

-

.. ing. The perils insured against can be widened to include sarth-

quake, windstorm, explosion, riot, rain, flood, smoke —~ go~galled
"Extended Coverage".

18, Such a policy states that it insures "to the extent of the
actual cash value of the property at the time of loss" and..."up
to an amount not exceeding the amounts specified". It is the
intention of these provisions to make the policy an indemnity policy
.which will pay the insured what he has lost by fire and no mors.
"This means that he should not under—insure or over-insure his
property. The usual limit of the insurer is the cost to repair or
_replace the damage, taking into account the cost less depreciation,
with materials such ag were destroyed, {there are cases in which,
through a "valued policy", the company will pay -the full amount

of the policy regardless of the value of the pr0perty destroyed.
This applies to total losses on bulldlngl only). :

19. In most cases, if a mortgage is being effected on the building
. or flat, the mortgagee will insist for his own protection on having
as wide a coverage as is practical. "The Comprehensive Dwelling
Policy" — or "Home Owner's Policy" — combines the basic insurance
needs for the family home — including fire and allied perils, earth-
quaké, esxplosion, bursting of pipes, storm, tempest, personal lia-
bility of the tenant up to a certain amount. We are concerned here
only with the insurance protection of the building as such — not
"with its. contents, which should be dealt with separately and through
the initiative of the housing group or the insurance company. Cover
has certainly to be adjusted to specific risks. In this oonnexion,
it must be pointed out that Contractor's Indemnity Policies do not
grant any cover for fire and other extraneous risks from the moment
the building has been taken over or taken into use, even if a longer
insurance period is mentioned in the Policy wording. Therefore, an
insurance policy to cover at least the fire risk or a wider coverage
gshould be effected by the morigagees immediately a building or part
of a building has been taken over and taken into use.  There are a
variety of ways of setting about it and an example on a simple and
eagy way as practised by a Mortgage Bank is as follows. The policy
is issued in.the name of the Bank. The Bank forwards to the insurarce
company a list of tenants in the Ffinished building or housing estate,
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-including name of the insured; sum ihsured and any further particulars
necessary. The insurance company will issue to the Bank a:Collective
* Policy, attaching to it -'a 1ist of ‘the namel of. the insured. The
...~ Bank provides each and every insured with a printed resumé, stating
that insurance has been effected on his behalf, what perils he is in-
sured’ against, for what sums, the premiums he has to pay and what he
will have to do in case a claim arises. Furthermore, the Bank
.. informs him about the mortgage clause, which is part of. the policy.

PR
.

C.c20.  The Bank collects: the insurance premium together with the

-elient's other payments,; such" as capital and interest of mortgage
loan, ground rent, eté. . . . o T :
- .- 21s: The insuranee premium will usually-constitutega-small vart of
~the above-paymente. If ws take a case where the mortgage loan is
about $2000 to be repaid in ten years, at an interest rate of 5
per cent, monthly payments for the mortgage will be $21. If the
value of the flat is $40MM, premium per year would bhe between $4. -
$28. per year (aocording to construction of building). We think it
. undesirable that-this insurance premium should be paid by anyone
“but.the” purchaser. . This is very often hig first meeting with in-
‘surance. and in many cases; he will have beeh unaware of insurance
and. what.it means. He should“know. that he amguires the poliey and
that by this he maintain® and protests the ‘value of 'his possession.
He' should also.know" that his policy inmures the building only and
. ''does'not ingure the coMtents, which mu&t be insured separately. He
" . should know that his insurarce policy is mortgaged to the henefit
of 'the Bank ar lending institution until the mortgage is fully paid.

22. The Bank will transfer premium payments in bulk and will be
responsible for regular payment even if the tenant does not pay his
loan instalments. In case of elaims, the tendnt will usually notify
the Bank and the Bank will deal with the insurance company in all
~faffaire connected with ft.- ' ' : S :
.. S ) o R . : .
23« The Bank will usually ask for a Cmmprehensive Poliey, s0 that
mortgage protection is as wide as possible. The Bank informs the
insurance company every sn often about changes of tenants insured.
It maintains the Poliey all the time at the full value of the
property,

.24, A "Cnlleetive" Policy like the above has many advantages
compared to individual policies for every purchaser. It saves much
administrative expense. The Bank looks after the interests of the
insured to the maximum and gets all the advantages of as low a
Premium rate as possible, as well as eommission Payment from the
insurance company which can be turned into mortgage loans to its
clients.
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25. The Bank gets from the insurance company a medium—term loan,
usually greater then the amount of the yearly premium paid by the
Bank for its clients. This Joan is granted at an interesti rate which
leaves a margin to the Bank for use as mortgage loans to iteg clients.

26, A type of life insurance has been introduced into the work nf
Mortgage Banks, Building or Credit Societies. The purpose of this
ingurance is to protect the borrower by reimbursing the Bank any iom
outstanding at the time of his death, the hnrrower being ingured for
the outstanding balance. This Poliey - "Decreasing Term Insurance"—
has to be compulsory for all mortgagors and the insurance remains

in fores for the unpaid balance until the mortgage is completely
repaid. Premium is low and paid either hy the Bank itgelf or is
included in the loan payments of the mortgagor. In mogt ocases, it
can probably be reinvested almost entirely by the insurance ocompany
with the Bank against payment ~f interest.

Standard mortgage clause Py

27. The mortgage caluse is one of the connecting links wetween the
Bank, the owner of the dwelling and the insurance companye It i=s
completed by inserting the name of the mortgagee to ingure his
interest. The mortgage oclause vests the mortgagee with legal rights
as a contracting party and it.is stipulated that the insurance
policy shall not be invalidated by any aect or negligence of the
mortgagor. But it is clear that the mnrigagee will be protecting
his own interest only as long as the mertgage is in force. Further,
his financial stake is diminishing from year to .year, although
usually he will see to it that the full value of the dwelling is
ingured.

TMow of insurance

o8, Table 1 below shows the flow of insurance actions from the
time of starting construction to the time of disposal of a eompleted
dwelling.

-
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INSURANCE COMPANIES! INVESTMENT ACTIVITIES IN HOUSING

29. What role can the insurance companies play in housing invest—
ments in Africa? Insurers of all kinds invest their funds except
guch as are required in the current transactions of their business.
Tnvestment needs and investment policies differ according to the
kind of risks covered... Roughly, it can be said that two kinds of
jnsurers invest quite ‘differently: property, accident, marine
insurers {non-life jnsurers) have to meet exigencies so that a con~-
siderable part of theiriihvestments must be liguid or readily
marketable. There may yefa second kind of investment that can be
converted without great;delay. But clearly real estate mortgages are
not for them. Investmerits of these companies are usually in short-
term bonds, stocks and short-term loans.

30. On the other hand, life insurance companies will seek long-term
or semi-permanent investments with an eye 10 the maturity of their
life policies, stability of yield and sound security for a long
period being foremcat congiderations.

31. Investments by.life insurance companies in housing are very
popular in a number’ of countries. Foremost anong these are the
U.3.h., Canada, and Great Britain, with many strong life insurance
companies. But even in a couniry like. India, with one huge state
1ife insurance company, this company grants long—term loans to
housing sccieties as well as long-term mortgage loans 1o policy-
holders. ‘

32. A Life Office investment portfolio in Great Britain eontains
nowadays about 15 per cent to 20 per cent in housing mortgagess in
the United States, the percentage is between 30--40 per cent.
Certainly investment facilities in this respect vary from time to
time, depending on other investment opportunities as compared %0
mortgage yields.

33, A life insurance mortgage loan in Great Britain may be 70-80
per cent of the value of the building, repayable over 20-25 years,
with a rate of interest between 7-14 per cent.

Some ways of life insurance companies' investments in buildings:

direct financing

34, Whereas the comprehensive dwelling policy is cheap and will
have to be included into the hasic budget of every family, a life
insurance poliey, especially the endowment policy, is much more
expensive. 1t will be practical only for the financially more
egtablished strata of the population.



S

E/CN.14/H0U/29
Page 11

35. There are various possibilities of life insurance cover
connected with -ousing mortgage lcans. The most important is the
endowment policy. In the House Purchase Scheme of many. 1ife
insurance'companies,,the borrower insures his life under this policy

 for the amount of the mortgags granted, either repaying the mortgage
. loan during a given perioa or in other schemes from the policybmoney
- at the end of .the endowment period, or death before this. A

comprehensive housing policy has to. be taken out at the same time,

. 36. Many bﬁilding societies have arrangements with life insurance

companies to accept ths latters' endowment insurance policies as
collateral security for their loans (Endowment Mortgage Scheme).

37+ A number of other policies are being issued by life insurance
companies in conneciion with housing leoans - like the'Zecreasing
Terms Insurance mentioned before, Mcrtgage Protection Policy, Family
Income Policy, etc. S :

38. All these policies assure in one way or another the rigk of
death of the insured mortgage © without any saving component and have
therefore premium rates lower than the endowment policy.

. Indirect financing

39. This is undertalen through financing Local Authorities, Housing
Societies, Building‘Sacieties or other corporations, by purchasing
housing bonds or finanecing property development companies.

40. 1In many. countries, social greurity funds are now being employed

to channel part of their resources inte housing. ‘This is being

done in the U.A.R. and aleo in Ghana witl funds generated under a
8ocial security scheme, as well as in Israel in various. forms through
the Workers' Pennion Funds and the investment company .centralizing
these funds. ' :

41« Governmental rortgrse ingsurance or Private mortgage insurance

has been develcped in zeveral countries. This insurance isg intended
to give the iavestor a financial guaraniee to safeguard his invest-
ment through a government alency, en activity which is outside the
scope of commercial insuiconce, Cn the other hand, incurance coOmpanisa

 may, as poiential investors in mortgage loans, be beneficiaries of a
mortgage incuraice scheme adovted in the country of their activity.

An insurance schame lile this mey be instrumental in encouraging

'1insurance investors: ia thsir planned activity. -

"42.: A great part of housing construction in the world today is being
~undertaken by financing fron government to government.. Thig is being

done through a-runber of Intornational Agencies, sueh ag AID, for
bilateral housing loens or the TDB (Inter-American Development Bank)
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for multilateral loans. Similar activities have been undertaken by
British, French and Buropean Common Market factors. These are well-
known and the purpose is only to stress the insurance sspect. Big
commercial life insurance companies are among the biggest investors
in housing and building projects in many countries. But they are
often unable and unwilling to invest unless given sufficient
guarantees. AID gives this insurance of repayment to United States
commercizl insurance companies and this method has been used in
Ethiopia and Nigeria. This guaraniee makes the USA ingurance
jnvestor in a foreign housing project an insured mortgagese. In some
cases, the insurance companies agreed to loan at an interest rate

of about 5% per cent for debt instruments having a total maturity

of sbout 30 years. This was in 1964/5 and it is presumed that the
interest rate is higher today. As such a scheme is administered
through z local mortgage financing ingtitution e.g. Imperial Savings
and Home Ownership Public Association in Ethiopia, -the USA investor
does not actively administer it, nor does the AID appear on the
scene vis—a—vis the borrower.

43. Life insurance companies active in Africa, as well as companies
not yet doing business there, can undoubtedly be important factors
in financing housing in many countries of the African continent. To
facilitate this (and provided maturity, yield and other conditiong
are Satischtory) either government guarantees or guarantees of
International Organizations have tc be provided, taking into account
that 1ife insurance reserves stem from monies held in trust for
millions of insured and their depsndants.

Co—-operation between building societies or banks and insurance

comBanies

44. Building societies are active in the field of saving as well as
housing finance. In 2 number of African countries, building
societics have become guite iumportant factors in these spheres. The
following is an example o0 a coiaeme which has been developed in
Germany by the German Reiifelisen Group of insurance companies in
conjunction with a building soclety. This scheme is based on a
combination of building insurence and building loans. It stipulates
own saving of the prospective ccoupant (30 per cent of the estimated
cost), 40 per cent first mortgege glven by the life insurance

company and 30 per cent second nortgage given by the building
society. As additional zecurity; a decreaging life insurance policy
is issued. A combinction like this may work suncessfully under
prevailing conditions in Geruany. It is based on vasi reserves
available to the insurance company either from its life insurance

or from free resecves and funds accumulated during tens of years of
non-life insurance activity. It has to be added that there are quite
considerable income tax reliefs granted by the German State for
financing the construction of homes. Mortgage interest and insurance
premiums are deductible to a certain amount.
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THE INSURANCE COMPANIES

Insurance in Africa

45. When going over a review of characteristics of insurance
activities in African states during the last decade, certain patterms
can be seen in spite of local differences. 1In scme of the countries
certain elements of insurance or quasi-insurance form part of the
traditional patterns of family or village life. They were in most
cases concerned with a web of mutual family3gyligations, kinship
50liddrity and rights, and with land teonure.- They represent some
¥ind of a method: of insuring, though not in modern form, against
some of the hazards to which the means of livelihood are exposed.

46. In the first stages of modern development in this century, the
appointment of agents preceded the setting up of branches of foreign
insurance firms. These firms were mostly branches of English or
French companies according to the Mandatory or colonial rule which
.preceded independence. Thege companies are still, abundant. But in
the meantime, a number of local companies have begun to opsrate,
mogtly in those countries where no direct government initiative was
apparent to set up a government company. The bulk of the business
written by the companies on the African continent was, and mostly
isy, fire and moter insurance. Insurance supervision and legislation
is lax and only scant beginnings have been made in. this regpect. In
‘many couniries insurance activities were and are closely connected
with agricultural production, marketing and exports of local
agricultural products.

47. All the above is a fairly genersl pattern with divergencies in
both directions - on one side, almost no insurance activities and on
the other, a more developed insurance market with either state or
domestic companies sotive in most branches, a developed insurance
industry with associations, tariff agreements, legislation and super-
vision. It is obvious that on the whole the development of a modern
insurance industry is in all African countries, as anywhere else,
connected with the economic development of the couniry as a whole.

48. Statistics about the present state of activities by insurance
companies in Africa are not easily available. The latest figures
known are shown in Table 2 below:-

—
—/-See ECA Document E/GN.ld/HOU/21. Indigenous Savings Associations
in Eastern Africa and Mobilization of Local S5avings.
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49« Compared with other ccntinents and countries, it is obvious
that there is much room for improvement. Generally speaking, the
number of domestic, non-State companies, is small. State companies
or foreign insurance companies which mostly stem from the pre-
independence stage, are the most important factors. 3But certalinly
it is not only the number of countries companies which gives a true
Pictufe of insurance activity. In Israel, during the Mandatory
régime, 80 per cent of the insurance bu31ness was transacted by
foreign companies. Today, although the number of foreign companies
and ‘Lloyds' Underwriters is still more than 70 per cent of the
market, they transact'not more than 25 per cent of the business,

75 per cent being in the hands of domestic companies. We regret not
having statistics for these ratios in most African countries.

- What kind of Company will beat serve 1nsurance housing needs
in the Afrlcan countrles9 b

50. Three kinds of cnmpanies are antive on the iﬁsurance scenes

l. Government or State Companies
2« Private commerical companies
3. "Co—operative Companies.

[a)

5te GCovernment or S*a+e Ingirance

. (a) The State is the main fofoce of development in a developing
© - country and it must constantly take the initiative and
employ all the techhiques-of mobilizZing'people, national
"resources, potential savings and 1nvestment of these
savings, building, etc.

In the market economies, State or government insurance
is usually provided in the field of social insurance,
mostly proj8cts of unemployment insurance, old—age or
survivor pensions, maternity benefits, health insurance,
workmen's compensation. Further, the 3tate may insure
risks which are out of the scope of commercial insurance
activities; politioal risks, government loans linked to
a foreign currenecy, war insurance in time of war, etc.
Government insurance is usually'a non-~voluntary activity.
On the other hand, there are countries where Government
and State insurance have clearly entered the field of
voluntary commercial insurance activities, partly in clear
competition with these ingurers. We suggest that a
government can be instrumental in achieving a healthy,
flourishing local insurance 1ndustry by establishing an
insurance company controlled either by the Trade Union
movement or by some other public body. This will eliminate
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 the mosb undesirable phenomenon of. the government's clash-—

- ing with its own interests, as will always arise:where the
Government is the Prineipal  in, ‘say, housing and building
construction and therefore the insured, while at the same
time~ being- the insurer. : ' S

(b) A numper of -governments have adopted the practice of gelf-
.. insurance, others of non-insurance, of Government property

.- A government may not deem it necessary to- ingure ‘its
property -at all, as is the practice with . the government of
the United States of Americs, whose property is spread
over a huge area in many parts independent of each other.
Losses can be taken as they come, as the impact of any one
logs or combination of losses on the individual taxpayer
would be negligible. Other governments have adopted some
form of seélf-insuranece. There eertainly exists the possi-
bility for a government to arrange self-insurance up to a

. oertain amount.and arrange insurance for excess Sver and
above this amount. This may be done for property in any
one location or . in a number of locations and :ghould give
the government cover for more serious damages. Self-
insurance makes finaneial provision for possible losses
by paying into a fund set aside for.this purpose.
Certainly self-insurance is cheaper, premium payments may
be saved and administration expenses are uguallytrot too
high, but unless a government has a fairly wide apread of
jts property and has undertaken a close analysis of its

. risks, it is very doubtful if self~insurance will Jjustify
premium-saving. . Carrying one's own risk is justified if
the possible.loss involved 'is of 1ittle consequence in
proportion to one's resources or .if the risk may be sub—
jected to adequate control by onets self. '

T+ is not recommended that young States whose
resources are 8till very preearious .should either not
_ insure :at all or- should apply self-insurance. These
governments -should urdertake a survey of their property,
risks ‘involved, etc. and decide what sums they can
reasonably leave. uninsured or can. self—insure but certainly
the bulk of the risk should be transferred to professional
insurers. - . . S ‘ :

On the other hand, there is the question of local
government municipalities. Their property is concentrated
" in & muok more limited area and in .their ocase, insurance
oy of all their property should be undertaken under all
' ‘eircumgtances. . . . .. L

&
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52. Private pommercial companies

(a)

(b)

Most of the private commercial insurance companies are
stock companies, but there are a number of Mutual companies
active, working on a commercial and profit basis, paying
salaries and commissions +o agents, like the stoek
companies. All these, as well as Lloyds Agents, (whiAh is
still one of the principal factérs in the world insurance
market), cover the insurance business of most countries

of the world, are by far the biggest part of the insurance
industry and have a vast interchange of business, without
regard to borders, ideologies or politics. Insurance
companies of all kinds and descriptions are inter-dependent
through the practice of reinsurance, which is risk sharing
and exchanging between thousands of companies of all
couniries on a world-wide basis. In this sense, insurance
is perhaps the cnly and most effective international
economic activity. Countries as vast and developed as the
United States and Russia use insurance markets of the world
to share risks which are t0oo great and concentrated 10 be
kept within their borders, Big insurance treaties may be
underwritten on the world markets by companies of 40 or 50
different countries, each of them subscribing to a per-
centage or per millage of a great risk.

Mutuals. 4 Mutual Insurance Company is a co-operation
owned, operated and controlled by its policy-holders. It
is organized for the purpose of providing insurance for
these poliecy-holders at cost, every one of them being a
member of the Company. After premiums have been paid,
losses and expenses deducted, the excess is usually
returned to the policy-holder. There are various types of
mutual insurance bodies, especially in tke U.S.4. and
Can?da (there are more than 2000 farmers' mutuals in the
UsSA).

Although Mutuals have developed congiderably and are
now ameng the leading insurance companies in some countrieg
it does not seem to us that at the present moment they are
suitable to African needs as regular insurance carriers.
They may in a limited sense be able to work within well—
defined lines stecializing for certain insurance needs in
agriculture, ocrop insurance, etc., combining farmers in a
district, or some similar purpose.

It should be borne in mird that the purpose of normal
commeraial insurance companies is to give insurance cover—
age and make a profit. They will, if they are properly
organized and have the nrecessary sxperience, give excellent
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service but they cannot, however, be taken imto account

as a social factor, ass1st1ng in housing and building
activities.  Their investment aciivities will be directed
by law and by commercial and financial considerations.
Furthermore, as-has been explained earlier, a non-life
insurance company's reserves will usually not be suitable
for investment in housing, this being long-term investment

‘with low interest rates. It is well-known that a number
of private commercial insurance companies have played an

important role in giving insurance coverage under adverse
economic conditions in many developing countries. The
establishment of domestic insurance companies should

clearly be encouraged and their business will grow together

with the growth of the economy as a whole.” Building,
industry and agricultural development will provide enough
opportunities. For the sake of the economy, the number of

" companies to be established should however be limited,

to avoid cut~throat competition and bhuild up a stable
market.

‘53, Co-operative ingurance comranies

(a)

Housing co-operatives have been established in many
ocountries, and in Africa activities in this field oan be
pointed out in the U.A.R. and in Tunisia. But in other

. African countries, they are either non—existent-er are in

their infancy. Insurance co—operatives are virtually non-

“existent. This is strange, as co-operation generally seems

to be part of the set—up of clan, family and village
solidarity and African rural areas should tend towards it.
But apparently economic co-operative activity generally
has to be developed by planning and directed initiative and
should be assisted by governments, trade unions, etc. The

"gsuitability of co-operation fcr Africa holds good for

insurance. Co—~operative insurance generally is well-suited
to development needs, especially in the fields of construc—
tion, housing and building. This has been shown by a
number of co-operative-.insurance conmpanies in developed

‘and developing.countries: Creat Britain, Sweden, U.S.A.,

:_ Belgium, Israsl, Malaya, Latin-America. Not only do

(v)

companies there invest in housing estates, but they give
.cheap insurance cover ta all tenants.

A co-operative insurance company may be based on a stock
or mutual co—operative basis and will always have the
leading principles of co~operative action before it,
operating for the benefit of its members by ploughing back
or sharing profits, giving cheap service and investing on

a basis of low return.
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Theére is close co-operation internationally between co-

operative insurance companies in the world and, in order
to assist co-operative insurance in the developing
countries, the Co-operative Insurance Committee set up an
International Loan and Guarantee Fund three years ago to
provide loans and guarantees for newly established

. companies. All the Co-operative Insurance Companies

organized within the framework of the C.I.A. participate
in this Fund, called the "All-Nationg Ltd.".

Investigation of needs and problems in newly develop—
ing countries was one of the main reasons that led to the
egtablishment in 1963 of the Insurance Development Bureau
by the Insurance Committee of the International Co~operam=
tive Alliance. It is suggested that a study for setting
up co—operative insurance in Africa should be undertaken
in order to establish companies in a number of countries
whioh have suitable conditions for this. First contacts in
this respect can be brought about by connecting co-operative
study colleges which exist in Ghana, Kenya, Nigeria,
Tanganyika, Ugands, or with contacts with a number of co-—
Operative companies in different fields. Co~operative
gompanies from abroad like Switzerland, Sweden, Germany,
Israel are active in a number of African countries and can
also be of help in this respect. It should be borne in
mind that Co-operative Insurance should not be the first
step in the field of co—operation a country undertakes and
should only be consgidered after co—operative activities in
Production or marketing, banking, housing, etc., are in
existence., Co-operative activities in. all these fields
will rarticipate in tho dsvelopment of many African
cowitries during the next decade and insurance activity
will have to be part of thie. As in other co-operative
activities, the co—~Operative insurance company will usually
be able to be much closer in its everyday aspects of work
to the insured, provided the right contact betwsen
management, staff and the insured is egtablished,

CONCLUSIONS AND RECOMMENDATIONS

- 54. The following are eamc 1s"ons and recommén@ations based on

eonsideration of the problems evoked in this paper according to
African conditions and needs.

1)

Insurance of construction business should be carried out
according to fixed governmental regulations.. It should be
undertaken by existing insurance car:iehs, but local com-
Panies should enter this field after ocareful gtudy of wvarious
ooverages, inherent risks and re—insurance facilities.
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2) PFire and other hazards should be taken into account by

3)

4)
5)

6)

7)

8)

9)

- 10)

Government authorities regarding choice of materials and
ways of construction. Early legislation in this sphere

ghould be introduced through up to date building by-laws.

Ingurance of the finished uildings or housing should be
available in a basic low—term policy, undertaken through
banks and loan organizations by domesiic ilnsurance COMPArAss-
In this respet, the establishment of a pool of domestie .. - .-
insurance companies, on a local or reglonal basis, in order

to diminish competition and strengthen these insurance
carriers, is recommended.

Although the setting up of doméstic companies is recommended,
i+ ig desirable to limit the number of companies in order
to strengthen their activity.

By pooling business, it will be posgible to retain a great
proportion of risks of fire and allied insurance, except
the catastrophic risks, in the respective country.

Pooling and retaining premiyms locally will make it possible
t0 re—invest part of the premiums on a short or medium

term basis, part of the investment to be renewed every year
as available — this can be a condition of collective

pooled insurance arrangements.

A Central Insurance Guidance Plan should be established by
the organizations occupied with building in the various
countries. This plan should cutiine the part insurance
plays in the life of the citizens today from the first step
of insurance ~ his home — to further diversified insurance
plans.

A survey of insurance activities in thz African continent,
preferably on a sus—regional basis should be undertaken.
One of the possible factors instrumental in this can be the
International Insurance Development Bureau.

Even before this Survey is undertaken, it should be sug-
gested wherever co—oparative hwouging is established and
other forms of local cc-operative activities are apparent,
to establish a co~operative insurance organization
attached to one or the other of the existing economic ©o-—
operative establichuments.

Life insurance companies from a number of oountries ocan be

potential investors in housing in Africa on a fairly large

goale. These invesiments will be forthsooming if Government
or International guarantees are available.
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11) After a study of insurance activities, taking into account

12)

the insurance side and the investment side, have been
carried ocut and fuller information has been provided,
sub-regional inter-—-governmental bodies should be establisgh-
ed to provide the consultative machinery necessary for
planning and co-ordinating insurance activities — both in
the construction and investments field.

Training in insurance work for selected personnel having
the ability and the aptitude for this type of work should
be put in hand as early as possible. This training can be
accomplished in two ways, first by training in selected
institutions in developed countries, but more preferably .
by using the assistance and guidance of bilateral experts
actually working in African countries under agreed bilatersl
arrangements between governments.






