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Abstract

In almost all emerging and developed nations, the insurance industry is one of the most 
important participants of the financial services sector. As a result, the goal of this study 
is to investigate the firm characteristics and drivers of financial performance using 121 
publicly traded non-life insurance companies from 16 Southern African Development 
Community (SADC) countries during the period from 2008 to 2019. The consolidated 
least squares and two-step generalized method of moments estimators were used to 
analyze a panel data set of 1,452 observations. The findings show that a lagged return 
on assets, equity capital, operational efficiency, leverage and investment capability are 
statistically significant determinants of financial performance in non-life insurance 
companies of SADC countries, even though equity capital, operational efficiency, and 
leverage are inversely significant. The insurance industry, policymakers, the state, and 
shareholders should consider these important variables when making decisions, and 
enhance their performance according to the findings. It is also suggested that the in-
dustry’s capital structures should be reformed to preserve a favorable balance of equity 
and debt amongst the businesses. Additionally, measures such as automated systems 
that may decrease operating costs should be used to improve financial performance.
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INTRODUCTION

The success of every company not only contributes to its market value 
but also to the development of the entire sector, which in turn contrib-
utes to the economy’s general prosperity (Mwakajila & Nyello, 2021). 
Mostly in the finance literature, evaluating the factors that contribute 
to insurance companies’ performance has attracted interest because 
as mediators, these businesses not only provide a framework for risk 
transfer but also assist in channeling funds in an appropriate man-
ner to create sustainable activities in the economy (Burca & Batrinca, 
2014). These have however garnered scant recognition, especially in 
emerging countries. Academics in different fields of operational and 
organizational management have paid close attention to the topic of 
financial performance. Financial performance has consequences for 
an organization’s health and eventually its survival, and it has been 
a major concern of business practitioners in all kinds of companies 
(Egbunike & Okerekeoti, 2018). High performance shows managerial 
effectiveness and efficiency in using a resource of the company, which 
benefits the whole economy of the nation (Egbunike & Okerekeoti, 
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2018). In respect of both conceptualization and measurement, performance is a tough notion to grasp 
(Mwakajila & Nyello, 2021). It has been described as the outcome of an activity, as well as the proper 
metric to assess corporate performance, and is said to be dependent on the kind of company to be re-
viewed and the goals to be accomplished via that assessment (Burca & Batrinca, 2014). General insur-
ance firms are beneficial to both businesses and people because they offer social and economic advan-
tages to society, such as increased employment and reduced anxiety and dread.

In underdeveloped and developing countries like the Southern African Development Community 
(SADC), economic growth is a critical method for alleviating widespread poverty (Nhabinde & 
Heshmati, 2020). Over time, the financial sector has worsened, which is incompatible with SADC’s 
modest economic development. Consequently, financial systems are unstable and underdeveloped at 
their core. At the center of the unstable and stagnant development of financial systems is the poor per-
formance of non-life insurance companies (Egbunike & Okerekeoti, 2018). The insurance market in 
SADC faces numerous issues such as low-penetration restrictions, low pay, profound ignorance and 
trust, elevated levels of financial exclusion, a lack of infrastructure and channels of distribution, a lack 
of internal skills and information, negligible coverage opportunities, substantial obstacles to retail in-
dividualization, increased burdensome regulations for liberalization, and regulatory disadvantage and 
smoothness (Asongu et al., 2019). These necessitate the importance of examining the firm’s characteris-
tics (such as equity capital, company age, company size, underwriting risk, operational efficiency, claim 
ratio, leverage ratio, liquidity ratio, and investment capabilities), as well as firm’s financial performance. 
In SADC, the dearth of a regulating authority has culminated in the insurance industry’s poor perfor-
mance over the last couple of years, with many companies closing due to a lack of capital (Olarewaju & 
Msomi, 2021). As a result, the Insurance Regulatory Authority was established, which is a governmental 
agency that regulates, promotes, and oversees SADC’s insurance sector. Notably, insurance firms’ earn-
ings have been declining in recent years (Olarewaju & Msomi, 2021). In addition, the influence of firm 
characteristics on firm performance is adequately supported by past research.

Contrasting findings have been reached in the literature on the connection between company charac-
teristics and firm performance (Mazviona et al., 2017; Ibrahim et al., 2018; Mwakajila & Nyello, 2021; 
Egbunike & Okerekeoti, 2018; Kaur & Kaur, 2019; Junaid et al., 2020). There have been few studies on 
the effects of equity capital, company age, company size, underwriting risk, operational efficiency, claim 
ratio, leverage ratio, liquidity ratio, and investment capabilities on the performance of publicly-traded 
businesses. The goal of an optimum feature is to maximize the company or market value, improve 
profitability, reduce risk and minimize the weighted average cost of capital. If companies are unable to 
attain the maximum financial performance through optimal firm characteristics, it becomes a cause 
for concern.

Notwithstanding the growth of non-life insurance firms, few studies have been performed to evalu-
ate their performance in the SADC area. The factors of performance have been examined in finance 
literature for ages, but no research on non-life insurance businesses has been done. The study of the 
connection between firm characteristics and non-life insurance industry financial performance of-
fers useful information for evaluating the performance determinants of non-life insurance business-
es in established and emerging countries. As a result, the importance of this study is to fill a vacuum 
in one’s knowledge of the drivers of non-life insurance firms’ financial success in the SADC region.

The study’s goal is to provide financial managers with practical information for identifying the fac-
tors that influence non-life insurance performance because of their financial management, control, 
and verdict. The paper will also contribute to the body of knowledge in the finance discipline, serve 
as a basis for further development of the results, and as a future source of reference for academicians. 
Individuals interested in purchasing insurance policies, as well as investors interested in investing in 
the life insurance business, may use this analysis to choose a firm from amongst the numerous rivals. 
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Financial advisers may use the results of the study to advise their customers on which businesses to 
invest in to fulfill their expectations. Clients and investors would be well informed if the bigger non-
life insurance firms paid greater dividends. In summary, this study fills a vacuum in the current lit-
erature by looking at the internal variables that affect the insurance company performance in SADC 
countries.

1. LITERATURE REVIEW

1.1. Synopsis of non-life insurance 

companies in the Southern 

African Development Community

The Southern African Development Community 
(SADC) is an inter-governmental body. It aims to 
promote regional socio-economic synchroniza-
tion and economic and policy cooperation across 
16 southern African nations (Olarewaju & Msomi, 
2021). In 1992, 16 nations formed SADC. SADC is 
committed to regional integration and poverty re-
duction in Southern Africa, as shown by econom-
ic development as well as security and prosperity 
(Mlambo, 2020). SADC comprises several devel-
oping and rising countries, with the insurance 
industry continuing to expand at a rapid pace 
(Nhabinde & Heshmati, 2020). 

Nonetheless, the region’s broader economic pros-
perity has indeed been able to progressively create 
growth possibilities for the insurance sector in re-
cent years. One of the main factors propelling the 
insurance industry in Southern Africa has been 
the development of numerous emerging markets 
(Asongu et al., 2019). However, the lack of insur-
ance coverage in SADC suggests a significant rise 
in the risk (Nhabinde & Heshmati, 2020). Even 
though there are some outliers, regulatory hur-
dles are often extremely low, and regulations are 
less onerous. The population health of the SADC 
nations is strengthening and Southern Africa has 
a large youthful population. Nevertheless, the po-
tential downsides of doing business with SADC 
should never be ignored (Nhabinde & Heshmati, 
2020). Political instability, incompetence, poor in-
frastructure, complexity, stricter regulations, and 
stagnation may not seem to overwhelm positive 
characteristics, but they all represent significant 
dangers throughout the country (Nhabinde & 
Heshmati, 2020). According to a Finmark Trust 
(2019) study, 94.5% of the population in the area 
is not formally self-insured, which means that the 

insurance industry has enormous development 
potential. South Africa has the finest emerging 
markets in the area, with a well-organized stock 
exchange and a sizeable bond market (Alhassan 
& Biekpe, 2017). Furthermore, Africa is steadily 
moving toward a more secure future, with over-
whelming support for the insurance industry as 
a means of ensuring the economy’s long-term vi-
ability and growth (Olarewaju & Msomi, 2021). 
This promotes saving as well as spending, employ-
ment creation, and capital and financial market 
growth. According to Padayachee et al. (2019), the 
insurance business in Africa remains one of the 
most challenging, but industry leaders continue to 
evolve and suggest improvements in order to fully 
exploit the many possibilities for development that 
are currently arising.

1.2. Hypotheses development:  

firm-specific determinants  

of insurers’ financial performance

Performance may be defined as the result obtained 
while engaging in a certain activity (Mwakajila & 
Nyello, 2021). The metric used to assess perfor-
mance in the business sector is determined by the 
kind of company being assessed and the goal of 
the review (Mazviona et al., 2017). This acts as a 
benchmark for determining the most suitable per-
formance metric. Researchers in the area of strate-
gic management have proposed several approach-
es for analyzing financial performance (Burca & 
Batrinca, 2014). The use of multiple models or rela-
tionship patterns amongst company effectiveness 
and its determinants, according to the multidis-
ciplinary perspective of performance, will result 
in varied relations between dependent combined 
with independent factors in the estimated models 
(Badea, 2017).

There are two types of performance, which are fi-
nancial and non-financial performance (Saeidi et 
al., 2018). Moreover, financial and economic per-
formance is usually distinguished from creative 
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performance. Financial success is often expressed 
in terms of sales growth, turnover, or stock pric-
es (Yassin, 2021). Traditionally, inventive perfor-
mance has been measured in terms of inventions, 
expenditure, and innovative sales percentages, as 
well as self-reported innovation outcomes. 

Liquidity ratios and profitability ratios are the 
two types of ratios used to assess the success of 
a company. The profitability ratio is a popular 
performance metric. Return on assets (ROA), net 
profit margin, return on equity (ROE) and gross 
profit margin are all examples of profitability ra-
tios. Return on assets (ROA) was employed as a 
proxy for performance following Ahmed, Khalid, 
Ahmed and Shah (2017), Burca and Batrinca 
(2014), Mwangi and Murigu (2015), Berteji and 
Hammami (2016), Alomari and Azzam (2017), 
Berhe and Kaur (2017), Mazviona et al. (2017),  
Ibrahim et al. (2018), Mwakajila and Nyello (2021).

Return on assets (ROA) is a metric that measures 
company’s financial performance in relation to 
its total assets (Aliabadi et al., 2013). It indicates 
whether the company management has been effec-
tive in producing profits by utilizing the company 
assets. Epps and Cereola (2008) state that return 
on assets (ROA) is by far the most suitable indi-
cator of company performance, and a rise in the 
ROA ratio indicates that the related firm is doing 
well financially, and vice versa.

Leverage: The ratio of debt to equity in a com-
pany’s capital structure is referred to as leverage 
(Padmavathi & Thangadurai, 2016). It aims to de-
termine how much of the overall assets are fund-
ed by borrowed money. According to Padmavathi 
and Thangadurai (2016), leverage ratios are used 
to assess company commercial and financial risks. 
Leverage and company size have been proven in 
various studies to have a great significant con-
nection (Zuhroh, 2019; Nnenna et al., 2020). The 
amount of debt utilized to fund other capital ex-
penditures that may enhance company’s financial 
performance is referred to as leverage.  The ratio 
of total debt to equity (debt/equity ratio) is a met-
ric of debt leverage. This ratio shows the amount 
of money borrowed by a company. It refers to an 
insurance company’s capacity to sustain its mar-
ket risk in the face of unexpected occurrences 
(Egbunike & Okerekeoti, 2018). This ratio depicts 

the possible effect of financial demands on capi-
tal and the excess of reserve shortfalls (Adams & 
Buckle, 2003).

Liquidity: Another factor that influences finan-
cial performance is liquidity. Liquidity, according 
to the Business Dictionary, is the degree to which 
debt obligations are due within the next 12 years. 
The capacity of an insurer to meet its prompt com-
mitments to policyholders without needing to 
raise earnings from underwriting and investment 
operations or liquidate financial assets is referred 
to as insurance liquidity (Kariuki & Nguyo, 2020). 
Moreover, cash and bank balances must be suffi-
cient to satisfy immediate obligations in respect of 
claims that are due, but that have not yet been paid. 
Malik (2011) came to a contrary conclusion, that 
leverage was adversely linked to financial perfor-
mance. Batool and Sahi (2020), on the other hand, 
indicate that although the connection is beneficial, 
it is insignificant since a change in leverage has lit-
tle effect on financial performance if everything 
else is comparable.

Size of a company: Another key element in influ-
encing the financial performance of an insurance 
business is its size because the size of a company has 
a variety of effects on its financial success. When 
equated to conventional businesses, large corpo-
rations may benefit from economies of size and 
scope, making them more efficient (Bashatweh & 
Ahmed, 2020). The net premium, which is the pre-
mium earned by the insurance company after de-
ducting the reassurance provided, determines the 
size (Killins, 2020). Their premium base, accord-
ing to Teece et al. (2016), determines the number 
of insurance obligations that insurers must bear. 
Mehari and Aemiro (2013) states that it is statis-
tically significant, according to Malik (2011), and 
is positively linked to ROA. In order to attain the 
greatest financial performance, insurance firms 
would increase their asset volume owing to the di-
rect correlation between size and profitability.

Age of a company: Another important factor is the 
age of the insurers. Older companies have much 
more experience, have benefitted from knowl-
edge, are less vulnerable to new liabilities, and can 
therefore recognize better performance (Lingesiya, 
2020). Older companies may profit from reputa-
tional impacts, which enable them to increase 
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their sales margins. On the other hand, older 
businesses are more susceptible to the inefficien-
cies and bureaucratic ossification that comes with 
age and they may have established habits that are 
out of sync with changing market circumstances, 
resulting in an adverse connection between age as 
well as financial performance or success (Kaur & 
Kaur, 2019; Junaid et al., 2020).

Underwriting of risk: The underwriting of risk, 
which indicates the sufficiency or otherwise of in-
surers’ underwriting performance, is another el-
ement that influences financial success (Batool & 
Sahi, 2020). Hence, the insurer’s financial success 
is dependent on sound underwriting standards. 
The risk of underwriting is determined by the in-
surance companies’ risk tolerance (Batool & Sahi, 
2020). The benefit-to-net-premium ratio is an indi-
cator of systematic underwriting risk.

Operational efficiency: Oppong et al. (2019) state 
that performance is a factor that mediates the rela-
tionship between company operational and strate-
gic efficiency. The company’s primary goals are to 
strengthen manufacturing processes, as well as to 
improve quality, product, and market management. 
In addition, the profitability of a company is deter-
mined by its financial performance. The gross mar-
gin rate, return on assets, and return on equity are 
all metrics that may be used to evaluate company’s 
financial success (Oppong et al., 2019). Any kind of 
firm operational efficiency is critical, and manage-
ment must take this into account to produce solid 
and long-term financial results. The capacity of a 
company to minimize costs and optimize resource 
capabilities in order to provide high-quality prod-
ucts and services to consumers is known as oper-
ational efficiency (Musah et al., 2019). The firm’s fi-
nancial success is critical in attracting the attention 
of academics, financial specialists, and other com-
pany executives. It is a difficult job to choose a suc-
cessful business, which is why they must be worried 
about the company’s financial performance. The fi-
nancial performance of the insurance sector is crit-
ical to many parties, particularly agents as well as 
policy-makers, according to Wongchai (2017).

Claims ratio: This ratio compares the amount of 
compensation including commission paid by the 
business to the sum of premiums collected and 
re-insurer commission earned by the company 

(Abdeljawad et al., 2020). The claims ratio is one 
of the main drivers of underwriting financial per-
formance, and this study looked at it as a firm-spe-
cific factor influencing the performance of the in-
surance company. The claim ratio was shown to be 
a major predictor of insurance company financial 
performance by Mwangangi (2020).

Investment capability: The importance of in-
vestment in the firm’s financial success cannot 
be overstated. Businesses invest their resources 
in the hopes of generating a profit that will moti-
vate them to enhance their financial performance. 
Njeru (2018a), who believes that there is a positive 
connection between investment and the degree 
of financial success attained by the business, sup-
ports this viewpoint. He claims that the impact of 
an investment on a company’s financial success 
may be transitory rather than long-term. Njeri 
(2017) also shows how interest-bearing and in-
terest-free investments work together to improve 
company’s monetary success. Rajapathirana and 
Hui (2018), on the other hand, argue that invest-
ment should be seen through the lens of research 
and development. They believe that many of the 
dollars spent on research and development by a 
company may enhance the investment as well as 
the company’s financial success (Njeru, 2018b). It 
is believed that investing in research and develop-
ment increases a company’s future profits. Hence, 
the following hypotheses are drawn:

H1: Leverage does not determine the financial 
performance of non-life insurance compa-
nies in the SADC region.

H2: Liquidity does not determine the financial 
performance of non-life insurance compa-
nies in the SADC region.

H3: Company size does not determine the finan-
cial performance of non-life insurance com-
panies in the SADC region.

H4: Company age does not determine the finan-
cial performance of non-life insurance com-
panies in the SADC region.

H5: Underwriting risk does not determine the 
financial performance of non-life insurance 
companies in the SADC region.
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H6: Operational efficiency does not determine 
the financial performance of non-life insur-
ance companies in the SADC region.

H7: Claims ratio does not determine the finan-
cial performance of non-life insurance com-
panies in the SADC region.

H8: Investment capability does not determine the 
financial performance of non-life insurance 
companies in the SADC region.

1.3. Conceptual model

Figure 1 illustrates the conceptual model under-
pinning this study. This model demonstrates the 
relationship between the independent and de-
pendent variables. 

1.4.	Theoretical framework

Agency theory: The principal-agent problem, also 
known as the agency conundrum, happens when 
an individual or organization (the “agent”) has the 
authority to make choices on behalf of an individ-
ual or organization (the “principal”). The quanda-
ry emerges because the agent is sometimes inclined 
to behave with his own best interests rather than 
those of the principal. Although the dispute be-
tween managers and owners over the company’s 
operation has been extensively researched, research 
on recognizing the distinctions in response to var-
ious shareholder orientations is scarce. According 
to Berle and Means argument in Davis (2010), 
when managerial competence increases, organi-
zations may be running for the advantage of the 

managers instead of the proprietors. According to 
Berger and Humphrey (1997), the reasons underly-
ing the operating performance of financial servic-
es organizations are frequently hard to distinguish 
due to the intangible character of outputs as well 
as the lack of oversight within resource allocation. 
Conversely, finance literature study results, includ-
ing those given by agency theory, provide valuable 
insights into the characteristics of organizational 
performance in financial services companies. As 
a result, financial efficiency is determined by the 
efficiency of contractual frameworks in attracting, 
maintaining, and regulating management talent 
in ways that maximize the shareholder’s wealth. 
Numerous studies have used agency theory to de-
termine the financial performance of the company 
with a separation of ownership and management. 
Agency control measures have been implement-
ed to synchronize managers’ (agents’) aims with 
that of owners (principals). The expenditures of all 
operations and operating systems meant to syn-
chronize management goals and objectives with 
the interests of owners are referred to as agency 
costs. The effectiveness of the company assets, the 
method wherein the firm finances its interaction, 
whether with equity or debt, the appropriate ab-
sorbing of a premium collected by this insurance 
company, the managerial staff of the company’s 
policy as it applies to immunizing the insurance 
company, as well as the capacity of the insurers to 
generate stable liquidity within the organization to 
meet its everyday activities as they arose.

Stewardship theory: The stewardship idea lies at 
the heart of this study. Through company finan-
cial performance and utilitarian metrics, the the-

Figure 1. Conceptual model

• Claims ratio

• Leverage ratio

• Liquidity ratio

• Equity capital

• Investment capability

• Company age

• Company size

• Underwriting risk

• Operational efficiency

Return on Assets

INDEPENDENT VARIABLES DEPENDENT VARIABLE
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ory preserves and maximizes shareholder value. 
Stewards are firm managers who work for the ben-
efit of the shareholders by safeguarding their inter-
ests and maximizing profits. According to this idea, 
stewards will be pleased and motivated if the organ-
izational goal of success is met. It stresses the ability 
of workers or executives to operate independently 
in order to derive maximum investment returns. 
According to Daly et al. (2003), the costs of mon-
itoring and surveillance behavior patterns can be 
reduced, and the board of directors is discarded to 
continue operating the organization to improve the 
financial performance or returns on investment of 
the shareholders to safeguard the credibility of the 
shareholders and the company as decision-makers. 
As a result, it is thought that financial performance 
has a direct effect on personal performance judg-
ments. Furthermore, the idea argues that the chair-
man and chief executive officer have a unique re-
sponsibility to play in lowering agency expenses in 
order to increase the firm’s returns and protect the 
interests of the shareholders.

The goal of this study is to fill a void in the liter-
ature by examining how variables such as claim 
ratio, leverage ratio, liquidity ratio, equity capi-
tal, investment capability, company age, company 
size, underwriting risk, and operational efficiency 
affect financial performance in SADC nations. It 
will be critical to offer recommendations based on 
the findings on how to improve the financial per-
formance of non-life insurance companies.

2. EMPIRICAL MODEL, DATA 

AND METHODOLOGY 

Secondary data from 2008 to 2019 was used in 
this paper. Considering that the SADC insurance 
sector has been under pressure since the global fi-
nancial crisis of 2008, the year 2008 was selected1. 
S&P CapitallQ, Refinitiv Eikon, and the financial 
statements of the different firms were used to gath-
er the necessary firm-specific data. As a result, the 
study’s findings came primarily from a content 
analysis of the companies̀  annual reports. This 
is a 12-year regional analysis with 1,452 observa-
tions of 121 insurers from 16 SADC nations. Panel 
studies were justified and recommended because 

1 https://www.consultancy.africa/news/975/africas-insurance-sector-is-struggling-against-tech-and-regulatory-disruption. 

of their capacity to account for behavioral differ-
ences over time, cross-sectional, manage heteroge-
neity issues, and allow for more parameter estima-
tion (Greene, 2003; Kutu & Ngalawa, 2016). Owing 
to the accessibility of data for the study period, the 
companies used were chosen with care.

The Blundell and Bond (1998) two-step GMM sys-
tem was used as the estimating technique based on 
its ability to cater to cross-sectional dependency 
problems. Two estimators, one-step and two-step, 
were proposed by Arellano and Bond (1991). It was 
affirmed that the two-step estimator is optimal 
and more efficient. Thus, the use of the two-step 
SYS-GMM was employed to estimate the coeffi-
cients of the determinants of financial performance 
of listed non-life insurance companies in SADC. 
Furthermore, the serially correlated errors are ca-
tered for using the 1 and 2 tests for autocorrelation 
in the idiosyncratic disturbance term as incorpo-
rated in the two-step GMM estimator. Moreover, 
the reliability of the estimation in this study is jus-
tified using the Hansen or Sargan test, which is the 
test used for the instrument validity check.

Model specification: The relationship between 
the internal and external factors that affect the fi-
nancial performance of SADC insurance compa-
nies was depicted using the expression below. The 
linear relationship between dependent and inde-
pendent variables is shown as:

.
it it it
Y Xα β µ′ ′= + +  (1)

Since there are categories of determinants (firm 
characteristics), the model will lead to:

0
,

it i Ait i Bit it
Y X Xα β β µ= + + +  (2)

where 
Ait
X  denotes macroeconomic variables; 

Bit
X  denotes the firm-specific variables.

Explicitly,

0 1 1 2 2 3 3

4 4 5 5 6 6 7 7

8 8 9 9
,

it it it it

it it it it

it it it

Y X X X

X X X X

X X

α β β β
β β β β
β β µ

= + + + +

+ + + + +

+ + +

 (3)

where 
Bit
X  is represented as 

1 9
.X X−
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The dynamic panel model of the determinant of 
financial performance of the SADC insurance sec-
tor is stated below:

1 1 1 2 2 3 3

4 4 5 5 6 6

7 7 8 8 9 9
,

it it it it

it it it

it it it it

Y X X X

X X X

X X X

β β β
β β β
β β β µ

−= + + +

+ + + +

+ + + +

 (4)

where 
it
Y  is the depended variable; 

1 1it
X −  denotes 

the lagged performance measure which signifies 
the dynamic dimension of the model. The study 
used the return on assets (ROA) as the dependent 
variable ( )Y  to measure financial performance. 

2 9
X X−  are the independent variables (firm-spe-
cific). The independent variables were chosen 
based on the previous studies such as Sambasivam 
and Ayele (2013), Zainuddin et al. (2020). 

0
α  is 

the intercept, 
1 9
β β−  are the coefficient, and 

it
µ  

is the error term; it  denotes it is a panel study. The 
variables used in this study are explicitly defined 
as shown in Table 1.

Thus, the model to be estimated in this study is 
stated as:

1 1 1 1 1

2 2 3 3 4 4

5 5 6 6

7 7 8 8 9 9

ln

ln

ln .

it it it

it it it

it it

it it it it

ROA ROA CLR

LEV LIQ EQC

INV AGE

SIZ UNR OPE

β β
β β β
β β
β β β µ

−= + +

+ + + +

+ + +

+ + + +

 (5)

3. EMPIRICAL RESULTS  

AND DISCUSSION

Table 2 shows the descriptive results of the determi-
nants of financial performance in African non-life 
insurance companies.  Financial performance was 
measured by the return on assets and the determi-
nants examined are firm-specific. The number of 
observations reveals that the panel is unbalanced 
as none of the variables have up to 1,452 as expect-
ed.  The result reveals average values of 0.0228178, 
2.682895, 1.333708, 3.305809, 0.7012148, 1.552689, 
0.7405357, 4.650519, and 0.21063 for return on as-
sets, equity capital, company age, company size, 
underwriting risk, operational efficiency, claims 
ratio, leverage ratio, liquidity ratio, and invest-
ment capabilities, respectively. The values of stand-

Table 2. Descriptive statistics

Variable Observation Mean Std. Deviation Minimum Maximum
ROA 1,437 0.0228178 0.0524069 –0.317531 0.4461032

EQC 1,438 2.682895 0.9551059 0.3881811 4.56672

AGE 1,439 1.333708 0.247498 0.30103 1.892095

SIZ 1,437 3.305809 1.115611 0.8725677 5.62538

UNR 1,387 0.7012148 0.4164824 0 4.333817

OPE 1,283 1.552689 2.769584 0.0395623 27.31277

CLR 1,276 0.7405357 1.347034 –.1248122 18.1057

LEV 1,438 4.650519 4.859315 0.0887884 29.72468

LIQ 1,433 0.21063 0.1957694 0 0.9460995

INV 1,437 0.5575952 0.1977935 0.0004911 1.823402

Table 1. Variable definition and measurement 

Definition Notation Formula A priori
Return on Assets Y Profit after tax/Total asset

Claim ratio X1/CLR Claims Paid/Gross written premium +

Leverage ratio X2/LEV Total debt/Total equity –

Liquidity ratio X3/LIQ Current asset/Current liability +

Equity Capital X4/EQC Log of equity capital +

Investment capability X5/INV Investment income/Total assets +

Company age X6/AGE Log of the number of years since the establishment +

Company size X7/SIZ Log of total asset +

Underwriting risk X8/UNR Benefit paid/Net premium +

Operational efficiency X9/OPE Ratio of expenditure to gross written premiums +
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ard deviation are 0.0524069, 0.9551059, 0.247498, 
1.115611, 0.4164824, 2.769584, 1.347034, 4.859315, 
and 0.1957694 for variables return on assets, equity 
capital, company age, company size, underwriting 
risk, operational efficiency, claims ratio, leverage 
ratio, liquidity ratio, and investment capabilities, 
respectively. This shows the rate of deviations of 
the variables from the expected ratios.  The min-
imum and maximum values are –0.317531 and 
0.4461032; 0.3881811 and 4.56672; 0.30103 and 
1.892095; 0.8725677 and 5.62538; 0 and 4.333817; 
0.0395623 and 27.31277; –0.1248122 and 18.1057; 
0.0887884 and 29.72468; 0 and 0.9460995 for re-
turn on assets, equity capital, company age, com-
pany size, underwriting risk, operational efficien-
cy, claims ratio, leverage ratio, liquidity ratio, and 
investment capabilities respectively.

The correlation coefficients presented in Table 3 
show the degree of relationship that exists between 
the determinants (macroeconomic and firm-spe-
cific) and financial performance of non-life insur-
ance companies in Africa. From the results, it was 
revealed that the company age, company size, un-
derwriting risk, operational efficiency, claims ra-
tio, leverage ratio, interest rate, and inflation rates 
are inversely correlated with return on assets to 
the tune of –0.108, –0.025, –0.177, –0.107, –0.098, 

–0.255, –0.004 and –0.087, having company size 
insignificant. On the other hand, for equity capital, 
liquidity ratios, and investment capabilities, it was 
further discovered that the company age, compa-
ny size, underwriting risk, leverage ratio, liquidity 
ratio, and investment capabilities are significantly 
correlated with equity capital, while operational ef-
ficiency and claims ratio are positively and insig-
nificantly related to equity capital. Furthermore, 
it was discovered that the operational efficiency 

and liquidity ratio are inversely and significantly 
related to company age to the tune of –0.055 and 

–0.152, while company size, underwriting risk, lev-
erage ratio and exchange rate are positively and 
significantly related to company age to the tune 
of 0.157, 0.087, 0.105 and –0.057.  From the per-
spective of company size, only investment capa-
bility has an insignificant but positive relationship 
to the tune of 0.135. In all, none of the correlation 
coefficients is near the 0.8 threshold, which indi-
cates that there is no signal of multicollinearity 
amongst the variables examined in this study.

The discussion in this paper is predicated on the 
two-step SYS-GMM estimator, which has several 
advantages. Firstly, it controls for time-invariant 
company-specific effects; secondly, it addresses 
the endogeneity problem of the lagged dependent 
variable; thirdly, it allows for some degree of en-
dogeneity in the other regressors; and fourthly, it 
optimally combines information (Fukase, 2010). 
The two-step SYS-GMM revealed that the lagged 
return on assets has a positive and statistically sig-
nificant impact on return on assets, confirming 
the model’s dynamic character. This demonstrates 
that prior year financial performance has a sub-
stantial impact on the current year financial per-
formance of non-life insurance companies, with a 
Z-statistic value of 3.13 > 2.58. This is in line with 
Mutua and Atheru (2020).

Non-life insurance companies’ financial perfor-
mance in SADC countries is influenced by equity 
capital in an inverted and significant way. This in-
dicates that these organizations’ capital structures 
are unbalanced, as the result demonstrates the 
negative impact of using equity finance to fund 
their operations. Wanjugu (2012) in Kenya and 

Table 3. Correlation analysis

ROA EQC AGE SIZ RIS OPE CLR LEV LIQ INV

ROA 1.000 – – – – – – – – –

EQC 0.075*** 1.000 – – – – – – – –

AGE –0.108*** 0.123*** 1.000 – – – – – – –

SIZ –0.025 0.964*** 0.157*** 1.000 – – – – – –

RIS –0.177*** 0.321*** 0.087*** 0.431*** 1.000 – – – – –

OPE –0.107*** 0.009 –0.055** 0.061** 0.166*** 1.000 – – – –

CLR –0.098*** 0.031 –0.030 0.098*** 0.107*** 0.410*** 1.000 – – –

LEV –0.255*** 0.327*** 0.105*** 0.549*** 0.542*** 0.187*** 0.252*** 1.000 – –

LIQ 0.215*** –0.236*** –0.152*** –0.312*** –0.303*** –0.109*** –0.156*** –0.379*** 1.000 –

INV 0.168*** 0.133*** 0.039 0.135 0.235*** –0.039*** –0.068* 0.079*** –0.021*** 1.000

Note: ***, ** and * mean significance 1%, 5% and 10% significant levels.
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Ismail (2013) in Malaysia found that equity capi-
tal had a detrimental impact on financial perfor-
mance. At 5%, equity capital was noteworthy, with 
a Z-statistics of 2.59 > 1.96.

The financial performance of SADC non-life in-
surers was found to be influenced by operational 
efficiency in a substantially beneficial manner. The 
implication of this conclusion is that insurance 
companies’ operational efficiency is proportional 
to their financial performance. The ratio of total 
expenditure to gross written premium captures 
operational efficiency, which is a measure of input 
to output. This discovery found that SADC non-
life insurers’ gross written premiums meet their 

expenses, indicating a stable and continuous fi-
nancial performance. These finds are in line with 
those of Yu et al. (2014), Ongore and Kusa (2013), 
Feng et al. (2018), and Njuguna (2018). 

The leverage ratio of 2.63 > 1.96 has a detrimen-
tal and severe impact on non-life insurance com-
panies’ financial performance in SADC countries. 
This means that the more debt SADC non-life 
insurers use to conduct their business, the worse 
their financial performance would be. This find-
ing contradicts the results of Adams and Buckle 
(2003), who discovered a positive effect of the lev-
erage ratio on Bermuda insurance market finan-
cial performance; Diara (2015), who discovered a 

Table 4. Regression analysis: OLS and two-step SYS-GMM

Variable
Two-step SYS-GMM POOLED OLS Decision on null hypotheses 

based on two-step SYS-GMMCOEFF STD ERR COEFF STD ERR

ROAL1 0.4172599
0.1332178

Reject
(3.13)***

EQC –0.0011165
0.0004315 

0.1292063
0.019448

Reject
(–2.59)** (6.64)***

AGE –0.0022268
0.0089087

0.0112565
0.0112432

Accept
(–0.25) (1.00)

SIZ .0013519
0.0022193 

–0.1134096
0.0198512

Accept
(0.61) (–5.71)***

RIS –0.0042083
0.0079135 

–0.0123929
0.0042052

Accept
(–0.53) (–2.95)***

OPE 0.0011165
0.0004315 

–0.0012706
0.0009645

Reject
(2.59)** (–1.32)

CLR –0.0000697
0.0011699

–0.0002599
0.001497

Accept
(–0.06) (–0.17)

LEV –0.0011136
0.0004234 

0.0021126
0.0010699

Reject
(–2.63)*** (1.97)**

LIQ 0.0056286
0.0126708 

–0.0339242
0.0147673

Accept
(0.44) (–2.30)**

INV 0.0218062
0.0057727 

0.0254305
0.0096345

Reject
(3.78)*** (2.64)***

Constant 0.0000769
0.0000302

0.022397
0.0121414

(2.55)*** (1.84)*

No. of 
observation 1,169 1,141

No. of Group 121

No. of 
instrument 93

Wald chi2(14) 712.20(0.000)***

Hansen test Prob > chi2 = 0.847
Sargan Test Prob > chi2 = 0.000***
AR 1 Pr > z = 0.000***
AR 2 Pr > z = 0.535

Prob > F
F (14,1141) = 13.25; corr(u_i, Xb)  = –0.4174

0.0000***

Adj. R2 76%

Note: ***, ** and * mean significance at 1%, 5% and 10% significant levels.
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negligible effect of leverage on UK insurance com-
panies; and Hidayat and Firmansyah (2017), who 
researched Indonesian insurance companies.

Furthermore, at a 1% significant level, investment 
capability has a strong and substantial effect on 
financial success as 3.78 > 1.96. This result is con-
sistent with Njeru (2018a) and Rajapathirana 
and Hui (2018). The greater the capability of in-
vestors to invest in a company, the better its fi-
nancial performance. The beneficial impact of 
investment capability on financial performance 
in SADC non-life insurance companies demon-
strates that the population is maximizing oppor-
tunities to invest and, on the other hand, that 
insurers are creating a large amount of room to 
invest, which tremendously and considerably en-
hances their financial performance. Size, on the 
other hand, has a favorable but minor impact 
on financial performance. The lack of relevance 
of size refutes conclusions of Malik (2011) and 
Mehari and Aemiro (2013). The size of a company 
has a direct impact on its financial performance 
since large companies can benefit from econo-
mies of scale, leading to improved performance 
and stability (Wani & Ahmad, 2015). 

Liquidity has a somewhat beneficial impact on 
financial performance success. This simply in-
dicates that the more liquid the insurers are, the 
better their financial performance is, even though 
this is small in the context of SADC non-life in-
surers. This finding contradicts Malik (2011) find-
ings from a Pakistani study. Moreover, this implies 
that cash is properly maintained to meet and satis-
fy quick requests for claims pending for payment 
in SADC non-life insurance businesses, implying 
that liquidity has a beneficial impact on the finan-
cial performance of the analyzed insurers. The fi-
nancial performance and insurance company age 

have an unfavorable and minor impact. This goes 
against the a priori belief that an older insurance 
provider would profit from a track record of good 
performance. Nevertheless, this conclusion points 
to the prevalence of unaltered routines, a delayed 
response to changes in economic situations, and 
ineffectiveness. In an investigation conducted in 
India, Kaur and Kaur (2019) came to the same 
conclusion.

Underwriting risk, on the other hand, has an ad-
verse and minor impact on financial performance. 
This disproves the premise of a priori anticipation 
and demonstrates that SADC non-life insurers’ 
underwriting capacity is woefully inadequate. The 
implication is that the benefits are not covered by 
the net premium. The claims ratio has an adverse 
but minor impact on financial performance. This 
conclusion contradicts Mwangangi (2020) find-
ings of investigation, as well as the a priori expec-
tation. This also reveals that, in comparison to the 
total written premium derived, the claims paid to 
the insured are quite low.

Accordingly, 1,169 observations reveal that the 
panel is unbalanced and the fact that the num-
ber of instruments (93) is less than the number of 
groups (121) reveals that the findings of the two-
step SYS-GMM are reliable. Similarly, the proba-
bility value of 0.847 revealed by the Hansen J sta-
tistic test shows the reliability of instruments spec-
ified and implies that there is no over-identifica-
tion of instruments in the SYS-GMM. According 
to Oseni (2016), only the Hansen J test is relevant 
to determine the reliability of instruments speci-
fied in SYS-GMM. Hence, the Sargan J test is not 
required.  Furthermore, the probability values of 
the Arrelano-Bond first and second order of serial 
correlation are 0.000 and 0.535. This reveals that 
there is no serial correlation in the model specified. 

CONCLUSION AND POLICY IMPLICATIONS

The firm-specific determinants of financial performance in SADC non-life insurance companies were 
investigated in this study. For the period from 2008 to 2019, 121 listed non-life insurance companies 
from 16 SADC nations were used. The two-step generalized method of moments analysis revealed that 
lagged return on assets, equity capital, operational efficiency, leverage ratio, and investment capability 
are the most important determinants of the financial performance of SADC’s non-life insurance com-
panies, while age, size, underwriting risk, claims ratio, and liquidity are insignificant. As a result of 
these studies, it is proposed that: 
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• when making decisions and increasing financial performance, insurance companies, policymakers, 
governments, and investors must consider these important variables;

• cash and capital resources must be managed properly to reap the benefits of the associated econom-
ic benefits;

• the sector’s capital structures should be modified to keep the equity and debt of the firms in a pos-
itive balance. The adverse effects of equity capital indicate that the insurance sector should focus 
more on using debt as a source of capital to grow its scale of operations;

• techniques such as automated systems that can lower operating costs must be implemented to im-
prove financial performance;

• the sector’s activities should be updated and reviewed regularly, as age has a minor but detrimental 
effect on financial performance. This is not intended to be the case, as a firm’s longevity should help it 
create a reputation that allows policy-holders to effortlessly persuade them to acquire numerous poli-
cies, allowing insurance companies to grow their operations and enhance their financial performance.

This study is confined by the inability to have a balanced panel or use all the insurance sectors as some 
data are missing. However, this did not affect the findings’ effectiveness. In addition, more research 
should be done on this topic using the life insurance industry as a case study so that findings from both 
the life and non-life insurance industries can be compared in the future. A study on many aspects of 
general insurance, such as motor, property, mobile, health, marine, and commercial insurance, can also 
be conducted. This will allow for comparability and the determination of which types of insurance are 
performing well and which take time and effort.
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