The copyright © of this thesis belongs to its rightful author and/or other copyright
owner. Copies can be accessed and downloaded for non-commercial or learning
purposes without any charge and permission. The thesis cannot be reproduced or
quoted as a whole without the permission from its rightful owner. No alteration or

changes in format is allowed without permission from its rightful owner.



DETERMINANTS OF FINANCIAL PERFORMANCE OF
INSURANCE COMPANIES AND TAKAFUL OPERATORS
IN MALAYSIA: ACOMPARATIVE STUDY

NAJWA NIZA BINTI ABDUL AZIZ

MASTER IN ISLAMIC FINANCE AND BANKING
UNIVERSITI UTARA MALAYSIA
August 2019



DETERMINANTS OF FINANCIAL PERFORMANCE OF INSURANCE
COMPANIES AND TAKAFUL OPERATORS IN MALAYSIA:
A COMPARATIVE STUDY

By

NAJWA NIZA BINTI ABDUL AZIZ

Research Paper Submitted to
Othman Yeop Abdullah Graduate School of Business,
Universiti Utara Malaysia,
in Partial Fulfilment of the Requirement for the
Master in Islamic Finance and Banking



Universiti Utara Malaysia




PERMISSION TO USE

In presenting this dissertation/project paper in partial fulfilment of the requirements for a
Post Graduate degree from the Universiti Utara Malaysia (UUM), I agree that the
Library of this university may make it freely available for inspection. I further agree that
permission for copying this dissertation/project paper in any manner, in whole or in part,
for scholarly purposes may be granted by my supervisor(s) or in their absence, by the
Dean of Othman Yeop Abdullah Graduate School of Business where 1 did my
dissertation/project paper. It is understood that any copying or publication or use of this
dissertation/project paper or parts of it for financial gain shall not be allowed without my
written permission. It is also understood that due recognition shall be given to me and to
the UUM in any scholarly use which may be made of any material in my
dissertation/project paper.

Request for permission to copy or to make other use of materials in this
dissertation/project paper in whole or in part should be addressed to:

Dean of Othman Yeop Abdullah Graduate School of Business
Universiti Utara Malaysia
06010 UUM Sintok
Kedah Darul Aman

i



ABSTRACT

The insurance and takaful sector is one of the fundamental elements in the financing of
the Malaysia economy and contributes to the effort to support the development of the
countries. In this study, we examine the impact of firm specific factors (underwriting
risk, size and expense ratio) and macroeconomic factors (GDP, BLR and TBR) on the
performance of eight (8) insurance companies and eight (8) takaful operators in
Malaysia over a period of eight (8) years (2011-2018). Secondary data that was collected
from the financial statements (balance sheet and income statements) of insurance
companies and takaful operators; and statistics report from Bank Negara Malaysia
(BNM) are the major sources of data for this study. The results from panel data indicates
that the variables underwriting risk, size, GDP and TBR are the most important
determinants of the financial performance of takaful operators measured by ROA
(Return on Assets) and ROE (Return on Equity). However, the financial performance of
insurance companies is statistically significant with variables size, expense ratio, GDP
and BLR, determines the performance of insurance companies measured by ROE. As for
ROA only expense ratio is significant.

Keywords: Insurance, Takaful, financial performance, underwriting risk
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ABSTRAK

Sektor insurans dan takaful adalah elemen utama dalam aspek kewangan ekonomi dan
membantu dalam pembangunan negara Malaysia. Kajian ini bertujuan untuk menilai
apakah kesan faktor khusus firma (risiko pengunderaitan, saiz dan nisbah perbelanjaan)
serta faktor makroekonomi (GDP, BLR dan TBR) terhadap prestasi lapan (8) syarikat
insurans dan lapan (8) pengendali takaful di Malaysia dalam tempoh lapan (8) tahun
(2011-2018). Data sekunder yang diperolehi daripada penyata kewangan (kunci kira-kira
dan penyata pendapatan) syarikat insurans dan pengendali takaful; serta laporan statistik
daripada Bank Negara Malaysia (BNM) adalah sumber data utama bagi kajian ini.
Keputusan daripada data panel membuktikan bahawa faktor risiko pengunderaitan, saiz,
GDP dan TBR adalah faktor utama yang menyumbang kepada prestasi kewangan
pengendali takaful yang dinilai daripada ROA (pulangan aset) dan ROE (pulangan
ekuiti). Sebaliknya bagi prestasi kewangan syarikat insurans secara statistiknya faktor
terpenting adalah saiz, nisbah perbelanjaan, GDP dan BLR yang menentukan tahap
prestasi kewangan syarikat insurans yang dinilai daripada aspek ROE manakala hanya
nisbah perbelanjaan faktor terpenting bagi ROA.

Kata kunci: Insurans, Takaful, prestasi kewangan, risiko pengunderaitan
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CHAPTER ONE

INTRODUCTION

1.0 Introduction

Analysis of this research paper to study the determinants of financial performance of
insurance companies and takaful operators in Malaysia. This section involves the
background of the study, problem statement, research questions, research objectives,

scope and limitation of the study and organization of the study.

1.1 Background of the study

Malaysian economy grew 5.9 percent in the year 2017 showcasing its resilience and
overcoming market expectations of slower growth. In 2017, headline inflation stood at
3.7 percent for the full year higher than the 2.6 percent in 2016. The past decade has
seen the rapid development of services sector remained strong with the finance and
insurance sector increasing by 5.8 percent contributed by a strong 7.9 percent growth in

the combined insurance subsector general, life and takaful (PIAM, 2017).

For the fifth consecutive year, Thomson Reuters' Islamic Finance Development Indicator
(IFDI) 2017 recognized Malaysia as the world's most advanced Islamic finance market.
Malaysia was also ranked first in the 2017 Islamic Finance Country Index, which

evaluated the global status of Islamic finance governance. The increasing demand for
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1. Sum - Insurance Companies
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APPENDIX |
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1. VIF- Insurance Companies

Variable

Mean VIF

APPENDIX 11
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.929532

2. VIF- Takaful Operators
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Mean VIF
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APPENDIX 11

1. Correlation- Insurance Companies

corr roa roe ta iir ncr solr lvg mge eta sp cpi gdp blr tbr (obs=60)
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APPENDIX IV

1. ROA(robust)- Insurance Companies

xtreg roa lta eta ncr gdp blr tbr,re vce

Random-effect
Group variabl

R-sqg:
within
between
overall

corr(u_i, X)

S
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o

GLS regression

code
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.4685
.5968

[eNe}
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Wald chi2 (6)
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[colNG RN

694711 .44
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APPENDIX 1V (Continue)

2. ROA (robust )- Takaful Operators

Random-effect
Group variabl

R-sqg:
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between
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APPENDIX 1V (Continue)

1. ROE (robust)- Insurance Companies

xtreg roe lta eta ncr gdp blr tbr, fe vce (robust)

Fixed-effects (within) regression Number of obs
Group variable: code Number of groups
R-sqg: Obs per group:
within = 0.1988 min
between = 0.5293 avg
overall = 0.4605 max
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sigma u | 3.3827926
sigma e | .55873267
rho | .97344366 (fraction of variance due to u 1)
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APPENDIX 1V (Continue)

2. ROE (robust) - Takaful Operators

xtreg roe lta eta ncr gdp blr tbr,re vce

Random-effect
Group variabl

R-sqg:
within
between
overall

corr(u_i, X)

S

e:

o

GLS regression

code

L4191
L7469
.5984

[eNe}

0 (assumed)

(robust)

Number of obs

Number of groups

Obs per group:

Wald chi2 (6)
Prob > chi2

Il
o]

I
~
@ U1

= 89.03
= 0.0000

adjusted for 8 clusters in code)

Robust
Std. Err.

.1564323
-.0260513
.3414369
-.0803963
.0652215
.2543249
- Z851'3:98 3

.0517917
.6078571
.1395826
.0278195
.2631115
.0942684
1.853121

P>|z| [95% Conf. Intervall]
0.003 .0549225 .2579422
0.966 -1.217429 1.165327
0.014 .06786 .6150138
0.004 -.1349216 -.025871
0.804 -.4504675 .5809105
0.007 .0695621 .4390876
0.175 -6.145984 1.118118

.20930591
.21818278
.47924379
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