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ABSTRACT 

An important element in the financial services sector such as takaful and insurance 
industry is performance. It is important indicator to evaluate the effectiveness of the 
industry, how does the industry counter to the challenges and which companies are 
going to survive their businesses. The purpose of this study is to analyse the 
performance of 11 family takaful operators and 13 life insurance companies in 
Malaysia from 2013 to 2018. There are five operational specific factors (OSF) tested 
in this study which are size, capital, premium growth, underwriting risk and expense 
ratio. This study use panel data analysis to analyze the data obtained from family 
takaful and insurance companies’ financial statements. The findings show the 
performance of insurance companies is better than family takaful in generating 
profitability (ROA).The findings also concluded that the profitability was affected by 
four OSFs which are size, capital, underwriting risk and expense ratio while premium 
growth was found have no impact to the profitability for both takaful operators and 
insurance companies. From these results, it is recommended that the both takaful 
operators and insurance companies should control and manage properly their OSFs in 
order to increase companies’ profitability and stabilize their financial system. 

Keyword: Performance, Takaful operators, insurance companies, panel data, 
operator’s specific factor. 
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ABSTRAK 

Elemen penting dalam sektor perkhidmatan kewangan seperti takaful dan industri 
insurans adalah prestasi. Ia penunjuk penting dalam menilai keberkesanan industri, 
bagaimana industri mendepani cabaran dan syarikat yang mana akan terus bertahan 
dalam perniagaan mereka.  Tujuan kajian ini adalah untuk menganalisis prestasi 11 
pengendali takaful keluarga dan 13 syarikat insurans hayat di Malaysia sepanjang 
tahun 2013 hingga 2018. Terdapat Lima faktor khusus pengendali (FKP) yang diuji 
dalam kajian ini iaitu saiz, modal, pertumbuhan premium, risiko pengunderaitan dan 
nisbah perbelanjaan. Kajian ini menggunakan panel data analisis untuk menganalisis 
data yang diperoleh daripada penyata kewangan takaful keluarga dan syarikat 
insurans. Penemuan menunjukkan prestasi syarikat insurans adalah lebih baik daripada 
takaful keluarga dalam menghasilkan keuntungan (ROA). Penemuan juga 
menyimpulkan bahawa keuntungan terjejas oleh empat FKP iaitu saiz, modal, risiko 
pengunderaitan dan nisbah perbelanjaan manakala pertumbuhan premium didapati 
tidak ada memberi kesan kepada keuntungan bagi pengendali takaful dan syarikat 
insurans. Dari hasil ini, adalah disyorkan bahawa kedua-dua pengendali takaful dan 
syarikat insurans perlu mengawal dan mengurus FKP mereka dengan baik untuk 
meningkatkan keuntungan syarikat dan menstabilkan sistem kewangan mereka. 

Kata kunci: prestasi, pengendali takaful, syarikat insurans, factor khusus pengendali. 
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction  

This study related to comparative analysis on the performance of family Takaful 

operators and life insurance companies in Malaysia. This chapter starting with 

background of study which is general discussion about the title of research, followed 

by problem statement that discussion on the arising issue, continued by research’s 

questions and research’s objectives, significant of study, scope and limitation of study 

and end up by organization of study. 

 

1.1 Background of the Study 

An important element in the financial services sector such as takaful and insurance 

industry is performance. It is important indicator to evaluate the effectiveness of the 

industry, how does the industry counter to the challenges and which companies are 

going to survive their businesses. In addition, the Malaysian financial system’s 

landscape has experienced major structural changes through the era of globalisation 

with numerous liberalism measures popularized over the last century. Such conditions 

are likely to effect the insurance industry's performance. In Malaysia, the insurance 

industry is unique because its’ operation was split into a dual system that includes 

conventional insurance and takaful industry. This has create a strong competition 

related to product development and operating performance that contribute to sales.  

According to Mwangi and Iraya (2014), performance is an indicator of an institution’s 

income, and profitability as proofed by the growth in the organization’s share value. 

The performance is used to measure the efficiency of an assets used by entities to 

generating profits. It will give the indication of the management level in managing the 
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assets. High level performance is important to company because would increase 

confident level of an investors to make investments that would generate the company's 

profit ( Heikal, Khaddafi and Ummah 2014). Besides that, Tugas (2012) said that 

performance is the important tool because it measures the level of company’s 

efficiency in managing their investment of assets and use them to generate company’s 

revenue. It determines the amount of profit gained from investments made in assets. A 

high ratio, indicates a company efficient in managing their assets to generate income. 

Table 1.1:  
Profits of family takaful operators and life insurance companies in Malaysia. 
Source: Financial Stability reports 2018. 

Table 1.1 shows the amount of excess income over outgo or profits of family takaful 

operators and life insurance companies in Malaysia. From the table, it’s shows that the 

profit recorded by life insurance companies is higher than the profit recorded by family 

takaful operators. 

For family takaful operators, profits recorded in 2014 was RM2,116 million and 

decreased to RM1,671.5 million in 2015, however, in 2016, profits rose back to 

2,009.6 million and continued to increase to RM2,526.5 million during the year 2017. 

However, in 2018, it recorded a decrease to 2,171.6 million. 

Year 2014 2015 

(RM 

2016 

Millions ) 

2017 2018 

 

Family 

Takaful 

operators 

 

2,116.0 

 

1,671.5 

 

2,009.6 

 

2,526.5 

 

2,171.6 

Life 

insurance 

companies 

 

11,643.9 

 

10,348.7 

 

11,249.7 

 

16,444.4 

 

7,301.8 
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For life insurance companies, the profit recorded in 2014 was RM11, 643.9 million 

and decreased to RM10.348.7 million in 2015, in 2016 the profit rose back to RM11, 

249.7 million and continuing to increase to RM16, 444.4 in 2017. However, 2018 

saw a drastic decline in profit to Rm7301.8 million. 

It can be concluded that both industries shows a decline trend in profitability for 

2018, however, the decline in profit recorded by life insurance companies was 

significantly higher by 56% compared to the 14% decline in family takaful operators. 

1.1 Overview of Takaful and Insurance Industry in Malaysia. 

1.1.1 Overview of Family Takaful industry in Malaysia. 

Takaful is an Islamic Insurance based on Islamic principles which accordance with 

Sharia’ rules. Sudan and Saudi Arabia were the pioneer of the takaful industry in the 

late year of 1970s, Abduh, Omar and Tarmizi (2012). The takaful industry began in 

Malaysia in the early 1980s as a response to Muslims ' needs to have an alternative to 

conventional insurance at that time. A committee has been set up by the Malaysian 

government to examine the possibility of forming an islamic insurance company in 

Malaysia in 1982. As a result, Takaful Act was enacted in Malaysia in 1984 and 

Syarikat Takaful Malaysia Berhad became the first takaful operator in Malaysia in 

November 1984. (Lim, Idris & Carissa, 2010).  

According to Takaful Act 1984, the term takaful means a scheme based on 

brotherhood, solidarity and mutual assistance scheme that provides financial 

assistance among participants. The word "Takaful" comes from the root word "kafala," 

which means safeguarding, sustaining or preserving.  

According to Lim, Idris and Carissa, (2010), Malaysian National Fatwa Committee 

decided that current contract that used in insurance industry is prohibited because it’s 
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consist of elements including uncertainty (Gharar), interest (Riba’) and gambling 

(Maisir). Thus the existence of takaful industry is needed to fulfilled demand of Islamic 

Insurance protection among Muslim in Malaysia. There are two models have been 

practices in Takaful Industry in Malaysia which are Al-Mudharabah and Al- Wakalah 

(Frenz, 2009). 

The takaful operation was divided into two structures known as general and family 

takaful schemes. General takaful provides protection for short-term schemes while 

family takaful provides a protection for long-term schemes such as life insurance, 

long-term savings and compensation to dependents caused by the participant's death 

or disability.  

According to BNM (2019), presently, there are 11th family Takaful operators 

registered in Malaysia including AIA Public Takaful Berhad, Ammetlife Takaful 

Berhad and Great Eastern Takaful Berhad, Etiqa Family Takaful Berhad, Zurich 

Takaful Berhad, Syarikat Takaful Malaysia Keluarga Berhad and Takaful Ikhlas 

Family Berhad. Hong Leong MSIG Takaful, FWD Takaful Berhad (formely known as 

HSBC Amanah Takaful), Prudential BSN Takaful Berhad, and Sun Life Malaysia 

Takaful Berhad (formely known as MAA Takaful). In November 2002, the Malaysian 

Takaful Association (MTA) is established under the Malaysian Societies Act of 1966 

and their main functions as a supervise self-regulation entity to promote and protect 

the interests of Takaful operators industry in Malaysia.  

According to New straits Times (2019), the local takaful industry has continued to 

achieve an upward trend in 2018 in promoting Malaysians to subscribe to a new value 

of takaful protection. In 2018, the takaful protection value recorded was RM324.2 

billion and RM4.91 billion collected in new business contribution. The protection 
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value has increase to 14.5% compared to 13.1 % in 2017. The takaful industry has 

added 699,534 new certificates holder, a rise of 4.60% from 668,657 new certificates 

issued in 2017.  The total business in-force contributions had grown 11.8% to RM4.86 

billion in 2017. This lead to higher penetration rate, a measurement of number of 

family takaful inforce certificates to the total Malaysian population. It has increased to 

15.2 % compared to 14.8% in 2017. This also meant that the industry provides a sum 

of RM834.2 billion Takaful protection, an increase of 11.6 % in 2017. 

1.2.2 Overview of Life insurance industry in Malaysia. 

In early 1960, the Malaysian’s local government had introduced and developed 

domestic insurance companies. However, shortage of business expertise and technical 

skill lead to failure of few of them. The current government at that time, realized the 

need for comprehensive legislation to regulate that the domestic insurance companies 

to solve these problems. Thus Insurance Act has been introduced in year 1963 (Keong, 

Xiang, Yee, Hsien & Pei, 2014).  

Currently, the insurance industry in Malaysia was regulated by the Insurance Act 1996 

that replacing the old Insurance Act 1963 which stipulates the specific of mandatory 

requirements exist in some of Insurance Act” provisions (Foong & idris 2011). 

Conventional insurance is concept of financial protection system between a 

policyholder and the insurance company which is the subject risk stated in the 

contracts underwrote by insurance company (Liedtke, 2007; Webb, Harrison & 

Mackham., 1992). Therefore, insurance is a process of transferring the risk of loss from 

policyholder to insurance company in advance based on past risk experience (Nahar, 

2015) where the risk of insurance is primarily related to the potential loss arising from 

the stated or defined peril (Webb, Harrison, & Mackham, 1992). Besides that, Lester 
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(2009) refer an insurance contracts to the exchange of money now for the contingent 

to pay for a particular event (or risk) in the future  

Technically, insurance company provided a financial protection to a policyholders 

through the purchase of insurance coverage scheme by policyholders, which is the 

insurance company, in advance calculated the maximum possibility of loss would be 

faced by policyholder in future (Rejda, 1982). The premium rate is set according to the 

risk protection provided (Webb, Harrison, & Mackham, 1992). Thus, the conventional 

insurance operating based on “risk assumption” or the “trade of risk” attributed to the 

sale and purchase of insurance contracts (Nahar, 2015). 

The insurance companies’ operation was divided into two known as general and life 

insurance. As per requirement of FSA 2013, starting from 2013 onwards, all insurance 

companies in Malaysia with a composite license need to separate its Life insurance 

business from its General insurance business (Jamil & Jamal, 2016). 

According to Piarala, Mat, Piaralal, and Bhatti (2013), Life insurance can be defined 

as insurer's life policy coverage whereby the insurer must reimburse the signatory or 

his family for the agreed amount in the event of a death, unexpected death, loss of 

earnings in pension, disease and disability. Life insurance can split to several scheme 

which are term policy, endowment, whole life and investment linked scheme. Term 

scheme is refer to short term policy which is compensation available once death occurs 

within a specified period of time. Endowment scheme is refer to the sum assured 

amount to pay the death of policyholders during the policy term or during the life of 

the policyholder at the end of the policy term. Whole life scheme refers to the amount 

guaranteed to pay the policyholder in case of death and cash value collected over the 

insurance period, which can be used as savings while the policyholder is alive and 
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investment linked insurances scheme is refer to policy that provided the combination 

of protection and investment in the same certificate.  

According to BNM (2019) currently, there are 14 licensed Life insurance companies 

in Malaysia including AIA Bhd., Allianz Life Insurance (Malaysia), Ammetlife 

Insurance, Axa Affin Life Insurance, Etiqa Life Insurance, Hong Leong Assurance, 

Manulife Insurance, MCIS Insurance, Sun Life Malaysia Assurance, Tokio Marine 

Life Insurance Malaysia, Zurich Life Insurance Malaysia, Prudential Assurance 

Malaysia, Great Eastern Life Assurance (Malaysia) and Gibraltar BSN Life. 

The Star online (2019) reported that the life insurance industry in Malaysia has grown 

moderately by 9.6% equivalent to RM1.51 trillion of insurance coverage for all 

policies combined in 2018 compared to RM1.38 trillion in 2017. The sum insured per 

capita in 2018 was increased to RM46, 610 from RM43, 029 in 2017. However the 

amount is still below the sum needed to support one family member in the case of the 

breadwinner's death or injury. The total premiums rose 5.7% from RM36.7 billion in 

2017 to RM38.8 billion in 2018. The life insurance industry's outlook and prospects 

remain positive, nevertheless, only 54% of the population having life insurance or 

takaful policy. The rate remains low compared to the total population in Malaysia, with 

only 34 out of 100 people in Malaysia holding life insurance or family takaful 

certificates. This indicates the low penetration rate and its means in Malaysia. The 

industry has more opportunities to expand and exploit the potential market, especially 

in urban and rural areas (Bernam.com 2019). 

Table 1.2:  
Sum insured of life insurance industry in Malaysia 

Type 2017 2018 Difference Growth 

(%) 
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Traditional    336,091,900,260 329,907,951,923 (6,183,948,337) -1.8 

Investment-

Linked    

527,320,693,482 623,218,419,172 95,897,725,690 18.2 

Group 

Policies    

514,483,339,847 556,339,852,874 41,856,513,027 8.1 

TOTAL 1,377,895,933,589 1,509,466,223,969 131,570,290,380 9.6 

  (Source: LIAM) 

1.1.3 The Difference between Takaful and Conventional Insurance 

Lim, Idris and Carissa (2010) stated that the Conventional insurance is prohibited 

because there were elements of riba, gharar (uncertainty) and maisir (gambling) exist 

in their operation. However, to remove any prohibited element in conventional 

insurance, the principles of (donate) tabarru’ and jointly (ta'awun) were used in takaful 

operation. In additional, the concept of takaful is based on the participants ' solidarity, 

responsibility and brotherhood spirit (Obaidullah, 2005). 

Besides that, conventional insurance involves a contract of buy and sell between the 

policyholder and the insurance company where as insurance company offers protection 

based on the premium paid at a certain price by insured. Meanwhile, in takaful, 

contract mutual agreement has been used between the takaful operator and participant 

whereas Takaful operator act as a fund manager and participants who are contributors. 

Participants waive the right of individuals to achieve a collective right of the 

contributions made (Lim, Idris, & Carissa, 2010). 

Lim, Idris and Carissa (2010) also added that, in insurance operation, profit gained by 

company measured by the difference between amounts of premiums received with 

total claims and benefits paid to policyholders or known as underwriting surplus. The 
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administration is responsible to determining the distribution of profits and surplus to 

be distributed. Thus, it would resulted the conflict of interest between shareholders and 

policyholders. It contrary practiced by Takaful operator, whereas the Takaful operator 

cannot claim underwriting surplus and in wakalah model, the management of takaful 

operators cannot determine the distribution of profits, thus the conflicts of interest can 

be avoided (Nahar, 2015). 

The insurance company's owner is a shareholder and its main objective is to increase 

shareholders’ profits therefore the conventional insurance is profit driven. However, 

the main goal of takaful is to provide social welfare and protection to participants. 

Therefore, the takaful operator who is acting as an agent to the policyholder only 

received fair compensation through investment gains (Lim, Idris, & Carissa 2010) 

On the other hand, the investment made using the premiums paid is the absolute right 

of insurance companies without the involvement of the policyholder. Therefore, there 

is always an element of riba and gambling in the investments made. This is in contrast 

with takaful practices where takaful operator states where and how investments should 

be made to comply with the Sharia. Takaful operator also has the obligation to pay 

zakat, which was not made by the insurance company (Lim, Idris, & Carissa 2010). 

Lastly, the returns of investments are also not shared with policyholders, especially for 

non-investment-linked insurance policy, because the purpose of insurance contract 

only providing protection for policyholder without involving profit sharing between 

insurance company and policyholders. 

1.2 Problem Statement 

In Malaysia, Takaful industry has been regulated under the Islamic Financial Services 

Act 2013 (IFSA 2013) while insurance industry has been regulated under the Financial 
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Services Act 2013 (FSA 2013). These Act had replaced the previous law regulating 

the takaful and insurance industries namely Takaful Act 1984 and Insurance Act 1996. 

An important change brought for takaful and insurance industry by enacted of IFSA 

and FSA are the split licenses of insurance and takaful entities for their life/family and 

general businesses in order to improve the administration of general and family/life 

business operations in Malaysia. According to BNM the IFSA 2013 and FSA 2013 is 

an initiatives to streamline the laws governing the conduct and oversight of financial 

institutions in Malaysia to make sure that these laws tends to be significant and 

efficient in maintaining the performance of industry, encourage sustainable growth of 

industry and  provide sufficient insured’s protection (Thajudeen, 2015). 

For Takaful industry specifically, the reason for the decoupling is to push them into a 

new level of maturity, and at the same time, the takaful operators can participate in 

strategic alliances and partnerships to meet the higher capital requirements stated in 

this new Act. With a single license, the takaful business can concentrate all the 

resources on improving Performance of a specific line of business. It can also provide 

opportunity for new takaful industry players to be more competitive to their 

counterpart conventional insurance industry (Thajudeen, 2015).  

Therefore, the performance of the takaful and insurance industry in Malaysia needs to 

be analysed especially after new Act of IFSA 2013 and FSA 2013 has been enacted in 

year 2013 to investigate whether the enforcement of this new Act would give impact 

and improving the performance of takaful and insurance industry or not. There are 

various studies has been done that related comparison of performance between 

insurance companies and takaful operators. Most of the research show that the 

performance of the insurance company has outperformed the takaful operator in 

Malaysia.  
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Ismail, Alhabshi and Bacha (2012) has review the cost efficiency in the Malaysian 

takaful industry using data envelopment analysis (DEA) concluded that the cost-

efficiency insurance industries is better that takaful industry. Saad (2012) also 

concluded that the performance of takaful firm is found below than their conventional 

counterparts. This result also supported by Abduh, Omar and Tarmizi (2012), Baharin 

and Isa (2013), Antonio, Ali and Akbar (2013) and Abdou (2014). 

However, Yakob, Yusop, Radam and Ismail (2014) revealed the contradict result that 

takaful operators show a relatively higher performance than conventional insurers. The 

same result gained by Keong, Xiang, Yee, Hsien and Pei (2014) found that the 

efficiency conventional insurance is lower than takaful insurance. The finding also has 

shown that the general takaful industry improves of their performance compared with 

previous literature where takaful have lower efficiency compare to conventional 

insurance. 

This result also supported by The Edge Markets (2018) reported in their article titled 

“Malaysia’s Takaful Growth Outpacing Conventional Insurance”. In this report 

revealed that In 2017 Family takaful recorded growth at 7.5% compared to life 

insurance at 5.2%. General takaful also recorded higher growth at 5.9% compared to 

general insurance at negative -1.8% growth.  

Based on study above, it can be said that there is a different in performance’s result 

between the insurance and takaful industries in Malaysia. This indicates that the 

current performance’s pattern between industry insurance and industry takaful is 

changing. Therefore, it is important to conduct a comparative analysis study related to 

performance between takaful operators and insurance companies in Malaysia to 

investigate which industry is performed better and to determine whether the 
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performance of family takaful operator is still remains behind industrial insurance or 

has outpaces the insurance industry.  

In addition, it is important to conduct this comparison performance study because there 

were limited literature available on comparing Takaful and insurance’s performance 

in Malaysia. Besides that, there is lacking of studies that choose family takaful 

operators and life insurance companies as samples in their study. Thus this study 

choose to focusing on family takaful operators and life insurance companies as a 

sampling to fulfilled the gaps because the combining both family/general Takaful and 

life/general insurance businesses in study might not have significant impact due to 

their nature of business is different (Lee, Cheng, Nassir, & Razak, 2019). 

Moreover, all of prior studies mentioned above use sampling data from the year 2002 

to 2013. The latest study done by Keong, Xiang, Yee, Hsien and Pei (2014) measuring 

the efficiency of Conventional General Insurance and Takaful in Malaysia during the 

period 2009 to 2013. There is limited sampling use the data for year 2013 onward. 

Thus, this study is looking to relatively fill up the research gap by providing a 

comprehensive latest data of companies from year 2013 until 2018. 

Besides that, this study is among a few study that examine the performance based on 

financial performance that represent by profitability as an independent variable to 

compare  the performance between family takaful operator operators and life insurance 

companies. Most of the previous studies concentrated on operational efficiency as an 

indicator of performance that measured by using data envelopment analysis (DEA).  

There are lacking in previous study that use financial ratios as a parameters of 

measuring performance. 
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In this study, selection of the independent variable used is based on the operational 

specific factors (OSF) that directly has closed relationship with takaful operator and 

insurance companies’ profitability. The independent variable used in this study 

including size, capital, premium growth, underwriting risk and expense ratio. The 

OSFs use in this study based on prior literature below. 

Size has been chosen in this study as independent variable because the firm’s size is 

deemed to be important variable as it indicates that bigger firm are running well in the 

industry, operating at an economical scale then enjoying higher profit (Flamini, 

McDonald, & Schumacher, 2015). According to P. Hardwick (1997) the large 

insurance companies are better than small insurance company as they can attain 

operational cost efficiencies via increased production, cost savings in product 

innovation and process development. The positive correlation between the size of the 

companies’ financial performance is intended since the large companies have more 

fund, greater diversification of risk and better expenses management of expenditures. 

Besides that, Wani and Dar 2015 argue that the growth of is big firm is better than 

small firm and the growth of new firms is better than older firms. Other than that, Bain 

(1968) and Scherer (1980) found that big companies have more advantages compared 

to small companies due to they have a monopoly power which allows them in setting 

the price.  

Capital has been chosen as variable for this study because according to Wani and Dar 

(2015), Capital is referred as a good indicator of financial robustness of insurance 

company. An adequate capitalisation is important to preserve policyholder and 

encourage the robustness and effectiveness of financial system. It implies whether the 

insurer has enough capital to digest the losses resulting from the claims. Capital is most 

used by the researcher as among the factors that influenced the insurer’s profitability 
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as it shows the financial strength of the insurer. A positive correlation between the 

capital and insurers’ profitability is intended, since a better equity’s flow could leads 

to a better financial stability and create opportunity to expand the businesses.  

The selection of premium growth is based on the explanation by Lire and tegegn 

(2016) that premium growth is a proxy to measures the rate of market penetration. The 

more premium underwrite over the years, the higher return from premium collected 

that lead to higher profitability generated. Therefore more attention should be given 

on marketing other than equitable resource allocation to increase in premiums earned. 

Underwriting risk have been selected because Adams and Buckle (2003) claimed that 

underwriting risk is an indicator of the effectiveness of underwriting activity done by  

insurance company and mirror to the sufficiency of underwriting routine of insurer. 

Fama and Jensen (1983) argued that an insurer need to have more stable cash flows if 

they engaged in risky activities compared to company that averse to risk taking. 

Therefore, all of companies in insurance industry is expected has an inverse 

relationship of underwriting risk towards financial performance because when taking 

too much underwriting risk, it could increase the cost and give an impact to the stability 

of company  

Expense ratio was selected as variable because according to Kramaric, Miletic and 

Pavic, (2017), expense ratio involves a relationship between operating expenses to 

gross written premium. In other words, its measures the amount of earned premium 

that used by insurance company to cover all expense involved in the business. The 

goal of each insurance company is to maximizing the premiums while at the same time 

decreasing expenses. The higher amount of operating expenses have straightforward 
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impact on profitability of insurance company, therefore negative influence of this 

variable is expected.  

1.3   Research Question 

As regard to the investigation of performance between the family takaful operators and 

insurance companies, the following research questions are developed. 

i. Does the performance of family takaful operator in Malaysia outpace life 

insurance companies in Malaysia? 

ii. Is there a significant relationship between operational specific factors 

(OSF) and profitability of family takaful operator and life insurance 

companies in Malaysia?  

iii. Which operational specific factors (OSF) most impacted the profitability 

of family takaful operators and life insurance companies in Malaysia? 

1.4 Research Objective 

To answer this research question, the following objectives are identified for this study. 

i. To analyse the performance of family takaful operators and life insurance 

companies in Malaysia. 

ii. To determine the relationship between operational specific factors (OSF) 

and profitability of family takaful operator and life insurance companies 

in Malaysia. 

iii. To investigate the most operational specific factors (OSF) impacted the 

profitability of family takaful operators and life insurance companies in 

Malaysia. 
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1.5   Significance of Study 

 This study has a significant to various parties including future researcher, takaful and 

insurance industry and consumer or policyholder.  

1.5.1 Future researcher  

The future researcher can make a finding of this research as a references if they want 

to conduct further study that related to comparison analysis study on performance of 

takaful operators and insurance companies in future. The methodology applied in this 

investigation also can be a guidance to future researcher to engage to similar research 

methodology used. Moreover, it also provides a guidance to future researcher who is 

interested to conduct the similar ground, to complete this study’s gap which shown in 

the limitation section. 

1.5.2 Takaful and insurance industry  

The information and data provided in this study can be a reference to industry player 

including takaful operator and insurance company to assist them plan an effective 

strategy to improving their competitive advantages, financial stability and 

performance of the companies. The finding of this study will help the policymaker of 

both takaful operators and insurance in decision making proses to take actions related 

to investment purpose to increase the effectiveness of monetary system and maintain 

financial stability performance of industry. This is necessary to Takaful and insurance 

industry to improve in their effectiveness because currently they faces many 

difficulties, including tough competition, creditworthiness risks and changes in the 

supervisory atmosphere. 
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1.5.3 Consumer and policyholders  

Consumer and policyholders are able to make a correct decision to choose the better 

performed conventional insurers and takaful operators which reflects their 

productivity, professionalism and quality of service to fulfill their protection needs. 

The internal performance of such company will end up a result by an ability to pay the 

claim of the losses. Hence, while in the earlier stage by chosen the company to 

purchase insurance and takaful coverage products, policyholder would have to refer 

the firm internal performance. This will enable the policyholders to have a speedily 

process on the claims paid out. 

1.6 Scope and Limitation of the Study 

The scopes and limitations of this study which may not able to covered full aspect and 

comprehensive study provided as per below. 

1.6.1 Input variable Limitation 

The variable of study is limited to operational specific factor (OSF) including size, 

capital, premium growth, underwriting risk and expense ratio only. Other than these, 

there are so many other factors that can take as variable to measure the performance 

of companies.  

1.6.2 Country Limitation 

This study is limited to Malaysia’s takaful and insurance industry because of the 

researcher interest in his based country. The suggestions and conclusions reviewed 

might have a possible difference to the main stream idea and international research 

such as Japan, UK, US and other Islamic country like Pakistan, Bahrian and Saudi 

Arabic 
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1.6.3 Limited Information Source 

This study only covers secondary data of family takaful operators and life insurance 

companies in Malaysia from 2013 to 2018, which is the time period is short within 6 

years only. Moreover, the main source of the resource and data collected which are 

from the annual report, fitch solution database and UUM library database where 

includes BNM, Statistical Departments of Malaysia and the related takaful operator 

and insurance company websites and academic journals. However, despite that there 

is a wide of information source available. Unfortunately, there is a small numbers of 

studies is conducted in Malaysia related to this study. There are few literatures to be 

reviewed locally because most of the journals do not focus much interest in Malaysia 

and those international studies are unable to exemplify industry situation in Malaysia. 

1.7 Organization of the Thesis  

The researcher was split this study into five chapters. In chapter one, the researcher 

will explain in detail about topic of study that related  the study’s background, research 

problem raised and leads to the research’s questions and research’s objectives, and the 

importance of study of comparative analysis on performance of takaful operators and 

insurance companies in Malaysia.  

In chapter two, discussion is related to prior empirical evidence from the literature that 

supported the variables has been use in this study. This chapter also discuss about 

empirical evidence from the literature and also covers the related theories of the study.  

In chapter three, the discussion is focusing on the study’s methodology and data used. 

The discussion includes the study’s framework, hypothesis statement, research design, 

definitions and measurements of variables, sources of data and data collection 

procedures and also methods used to analyse the data.  
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In chapter four, the discussion is about the results of all objectives has been highlighted 

and discussions on the relationships between operational specific factor (OSF) with 

profitability of family takaful operators and life insurance companies in Malaysia.  

In last chapter five, the discussion is focusing in detail about finding and match it with 

the objective of study, to know whether the study’s objectives is achieved or not. Then 

the chapter continue with the recommendations for this study. 

1.8 Summary 

The researcher begins discussion on this chapter with study’s introduction and 

followed with background of study which include the current growth of takaful and 

insurance industry in Malaysian as well as their history and development system. The 

researcher also briefly discussed on the issues of the study that will be the main 

objective to solve it. The issue is about the differences finding on performance’s study 

between takaful operator and insurance industry in Malaysia which is motivated 

researcher to come out with the research questions and objectives as a guideline to 

solve the issue as well as to fill up the research gap. This study also discuss on the 

significant of the study and also scope and limitations of study. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

In Financial sectors, most studies related to performance is more concentrated on the 

banking industry’s study and the performance of insurance industry’s study is limited 

(Burca & Batrinca, 2014). For more in-depth knowledge with regard to the study a 

literature review has been made. The study begins with knowing the underpinning 

theory/ model adopted in this research, continue with explanation related to 

independent and dependent variable used, and will be end with the summary. 

2.1 Underpinning Theory/ Model 

2.1.1 Agency Cost Theory 

 The Agency Cost Theory developed by Jensen, Michael, Meckling and 

William (1979) is an economic theory refers to fees incurred by the principal when 

choosing to appoint an agent to act on his behalf. In Agency Cost Theory, an agency 

costs would be a burden to the firms due to the conflict of interest between a principal 

and an agent. Goal or desire of both parties are different and that the agent (manager) 

has more information than the principal (shareholders), then the principal is unsure 

that the agent would act on his behalf or not. Conflict of interest happens when the 

manager of a business organization who has the authority relates to important decisions 

of the firm, might make a decision that is not objective to the corporate finance which 

is to maximize the shareholders wealth. However, the principle or shareholders have 

always expected the manager to always defend the main interest of the principles. 

To solve this conflict, it is necessary to align some of the compensated schemes to the 

managers or the agent by the shareholders or the principals. The form of compensated 
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which pays the manager or agent is call as the agency costs.  The cost paying to the 

agent should able to result in improving of a firm profitability and gain a significant 

value to shareholders (Jensen, Michael, Meckling, & William 1979) 

As per research by Berger and Patti (2003), one of the component of agency theory is 

on measuring profitability. Profit can be considered as an appropriate measure in 

testing agency cost theory as it has authority upon the local market price effect and 

other external factors. This is also because it offers a rational standard for each 

organisation’s performance when there is minimization in agency cost. 

2.1.2 CARAMEL framework model. 

Financial Soundness Indicators (FSI) is used for insurance industry are known as 

CARAMELS. CARAMELS are stands for Capital adequacy, Asset quality, 

Reinsurance, Adequacy of claims and actuarial, Management soundness, Earnings and 

profitability, Liquidity and Sensitivity to market risk. This framework was commonly 

used in insurance industry and has displayed an excellent outcomes in the assessment 

of insurance industry’s financial soundness. (Smajla, 2014). 

This framework has been design in IMF-Background paper by Das, Davies and 

Podpiera, (2003) and the paper also proposes CARAMELS framework as a set of 

crucial factors that to be used for monitor the insurance companies’ financial 

soundness and the insurance industry itself.  

Rossiter (2006) written that CARAMELS also suggested by the World Bank and the 

United States Agency for regional development and has been used by governments in 

selected countries and for educational study (Kwon & Wolfron 2016). The indicator 

in this CARAMELS framework model use quantitative factors which that the financial 

position of a life insurance company. Only those indicators are selected which are 
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appropriate for the study based on their analytical significance, availability of data for 

compilation, calculation and its relevance for the study (Agarwal 2014).  

In this study, researcher choose the CARAMELS framework as parameters used to 

study the performance of family takaful operator and life insurance companies in 

Malaysia. Because of limited in analytical significance, availability of data for 

compilation and calculation, the researcher only used the CARAMELS framework 

parameters that include Capital Adequacy, Asset Quality and Management soundness 

and  Earnings /Profitability only as explained below; 

2.1.2.1 Capital Adequacy 

Capital Adequacy could be seen as a strong parameters of financial robustness for the 

insurer. Capital is viewed as a pillow to safeguard the insurance company and to 

encourage the robustness and effectiveness of the financial system as well as implies 

whether the insurance company has enough capital to digest claims liabilities. The 

volume of capital is represent the Capital Adequacy parameter in this study. 

2.1.2.2 Asset Quality 

Asset quality is amongst the most important areas for assessing the company's 

financial wellbeing of an insurance company. The major factor that influences overall 

asset performance is the value of the investment in real estate and the system of credit 

management. The parameters used for Asset quality in this study is size of company 

that measured by total asset owned by company. 

2.1.2.3 Management soundness 

 Management soundness of life insurance companies implies an operational 

robustness. Therefore, this ratio represents the efficiency and productivity of life 

insurance companies and also shows the effectiveness of the insurance companies, 
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which represents the effectiveness of decisions on the correct use of the fund. The 

indicator used in this research is expense ratio and underwriting risk. 

 2.1.2.4 Earnings and Profitability 

Earnings are the best source and probably the only long-term source of capital. 

Therefore, the primary goal of every insurance companies is to earn profits. An 

insurance companies ought to be able to generate sufficient profits in regards to the 

risk and capital they have invested in. The effectiveness and performance of a company 

can be evaluated with the profitability ratios. Indicators for earning and profitability in 

this study is premium growth. 

The variable use for this study that related to CARAMELS framework can be 

summarized as below.  

Table 2.1:  
The variable used related to CARAMELS framework model. 
 
Type of Financial 

Sound indicator 

(FSI) 

CARAMEL  Framework 

Indicator 

Variable  used in this 

study 

 

Financial 

Performance 

Capital Adequacy Capital 

Asset Quality  Size  

Management Soundness Underwriting risk 

Expense ratio 

Earnings /Profitability Premium growth 

 

There were several previous research that used the same CARAMELS framework 

model in their study such as Smajla (2014). The main purposed of his study is to 

discuss about one of the latest framework used to evaluate the financial robustness of 

insurance companies which is CARAMELS model, to acknowledge the robustness of 
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insurance companies in Croatian. This CARAMELS model also used by Agarwa 

(2014), Tomar and Sainy (2019) and Kwon and Wolfrom (2016). 

2.2 Dependent variable 

2.2.1 Profitability 

According to Abduh, Omar and Tarmizi (2012) there are various ways to evaluate the 

performance of Takaful operators and conventional insurance companies. One of the 

most commonly used is to look at company profits. Generally, the performance of 

insurance industry can be estimated by measuring their profitability, which is an 

indicator of business’ successful and it represent the financial performance (Mazviona, 

Dube, & Sakahuhwa, 2017).  

Thus, this study will evaluate the performance of family Takaful operator and life 

insurance companies which is referring the profitability as a variable that attributable 

to the financial performance. Profitability is the key goal of financial management 

which is to optimise the interests of the owners. Without profitability the firm may not 

endure in the long term. According to Borlena and Achim (2010), it is well known in 

the financial literature that profitability is the main goal of any corporation and that is 

the best measure of performance. 

According to Rashid and Kemal (2018), some scholars argue that there are three 

measures that can be considered as a profitability measure for Takaful insurance 

companies which are overall profit, Underwriting Profit, and Investment Income. 

Greene and Segal (2004) stated that insurance companies commonly used net premium 

gained, annual turnover, underwriting’s profitability, investment’s return and equity’s 

return to evaluate the company’s financial performance. Nevertheless, most of 
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insurance’s researchers used Asset’s Return (ROA) as a key indicator of a companies’ 

profitability.  

ROA was developed by Dupont in 1919 and it described as the before tax’s  profits 

divided by total assets (Sambasivam & Ayele, 2013). ROA is a selected indicator to 

measure the profitability of the company referred as financial performance due to it is 

the most command method used in evaluating financial performance (Zain, 2017).  

According to Burhonov  (2006), basically, profitability of Islamic institutions can be 

measured in many measurements such as asset’s return (ROA), equity’s return , 

(ROE), equity Multiplier (EM) net operating margin, earnings per stock (EPS) and 

profit expense ratio (PER). However, Harwick and Adams (1999) and Malik (2011) 

recommended that ROA is the best indicator to measuring profitability compared than 

others indicator. 

There are several previous studies have used ROA to measure performance including 

a review by Sambasivam and Ayele (2013)  and Akhtar, Ali and Sadaqat (2011) that 

measures the Pakistan insurance industry’s performance. This also supported by 

Mwangi and Iraya, (2014) in a research on Insurance companies’ performance in 

Ethiopia use of  ROA as an indicator to measure profitability for insurance companies’ 

performance. 

2.3 Independent variable 

2.3.1 Operational specific factor (OSF)  

In this study, the selected factors that impacted the profitability generated by family 

takaful operators and life insurance companies are known as operational specific 

factors (OSF). The OSFs used in this study including size, capital, premium growth, 

underwriting risk and expenses ratio.  



26 
 

2.3.1.1 Size  

The company’s size can be represented by several parameters including volume of 

workers, how many branches established or total assets. Malik (2011), Omondi and 

Muturi (2013), Al-Shami, (2013), Burca and Batrinca (2014) and Çekrezi (2015) are 

among of researchers in related field that used the total assets of companies as a 

parameters of size. Size of firm is deemed to be important variable as it indicates that 

bigger firm are running well in the industry, operating at an economical scale then 

enjoying higher profit (Flamini, McDonald, & Schumacher, 2015). 

According to P. Hardwick (1997) the large insurance companies are better than small 

insurance company as they can attain operational cost efficiencies via increased 

production, cost savings in product innovation and process development. A positive 

correlation between the size of the companies’ financial performance is intended since 

the large companies have more fund, greater diversification of risk and better expenses 

management of expenditures. 

Wani and Dar 2015 argue that the growth of is big firm is better than small firm and 

the growth of new firms is better than older firms. Other than that, Bain (1968) and 

Scherer (1980) found that big companies have more advantages compared to small 

companies due to they have a monopoly power which allows them in setting the price.  

Malik (2011) was analyzed the profitability of Insurance Sector in Pakistan from 2005 

to 2009 involving 34 insurer use a linear multiple regression shows that the connection 

for both profitability and the size of insurer is strongly positive. This result also 

supported by Ahmed, Ahmed and Usman (2011), Charumathi (2012), Mehari and 

Aemiro (2013) , Bawa and Chatta (2013), Wani and Dar (2015), Lire and Tegegn 

(2016) and Berhe and Kaur (2017). 
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However, Ullah, Faisal and Zuhra (2016) were examined the factors determining 

profitability of eight insurer in Bangladesh from the years 2004 to 2014 found 

significant inverse relationship between sizes of companies with Profitability (ROA). 

Besides that, Lee (2014) revealed that size does not affect the profitability in ROA 

model. The same result supported by Mwangi and Iraya (2014), Kripa and Ajasllari 

(2016) and Hussanie and Joo (2019). 

2.3.1.2 Capital  

According to Wani and Dar (2015), Capital is referred as a good indicator of financial 

robustness of insurance company. An adequate capitalisation is important to preserve 

policyholder and encourage the robustness and effectiveness of financial system. It 

implies whether the insurer has enough capital to digest the losses resulting from the 

claims. Capital is most used by the researcher as among the factors that influenced the 

insurer’s profitability as it shows the financial strength of the insurer. A positive 

correlation between the capital and insurers’ profitability is intended, since a better 

equity’s flow could leads to a better financial stability and create opportunity to expand 

the businesses.  

Berhe and Kaur (2017) stated that the capital adequacy is expressed by ratio of equity 

to asset. Capital adequacy is representing the companies’ financial stability and the 

capability of company to survive in the market for long term period. The impact of 

greater capital adequacy leads to soundness financial that can attract more 

policyholder. In other words, in times of failure or bankruptcy, insurance companies 

with higher assets presumed to be secure. Otherwise, the greater insurers ' equity to 

asset ratio, the lesser the risk faced, which could attributes to increase their loan price. 
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Consequently, insurers will have lower cost of funding. Furthermore, companies with 

greater equity to asset ratio will have less demand to raise funds from external sources.  

Berhe and Kaur (2017) were analyzed the Ethiopian insurance industry's profitability 

using ten years panel data for seventeen insurance companies from 2005 to 2015 

revealed that the capital of insurance companies was significantly affects insurance 

companies' profitability in positive way. This relationship result also supported by 

Kumah-Ababio (2018), Kripa and Ajasllari (2016) and Wani and Dar (2015)  

However, Bawa and Chatta (2013) were investigated the life insurers' financial 

performance using sample of 18 Indian life insurers from 2012 to 2017 reported that 

the capital negatively affects the life insurer’s profitability. The same result gained by 

Yero (2015). 

2.3.1.3 Premium growth 

Empirical evidences reveal that a quick increase in volume of premium is one of the 

causes of insolvency of insurance companies (Kim, Anderson, Amburgey, & 

Hickman, 1995). Insurance companies having more assets have higher opportunity of 

becoming profitable (Ullah, Faisal, & Zuhra, 2016). However, too concerned with 

development may result to structure destruction as other critical goals can be 

overlooked (Meshari & Aemiro 2013). 

According to Lire and Tegegn (2016), premium growth is a proxy to imply the market 

potential’s rate. This means that insurance companies have a better chance of being 

competitive over the years. This occurs if they earn revenue from the premium 

received if undue advertising attention is given to increasing premiums with a 

proportionate allocation of resources to control their investment portfolios. 
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Premium growth is expressed by Charumati (2012) as an increment of year to year 

premium of insurance companies. The premium growth calculated by current year 

premium deduct with the previous year’s premium and divided to the previous year’s 

premium. 

The determinants of India life insurer’s profitability by Hussanie and Joo (2019) 

including twelve life insurance insurer from 2005 to 2015, found that the premium 

growth was positively significant in evaluating profitability. The same result also 

gained by Lire and Tegegn (2016) and Malik (2011). 

However, Charumathi (2012) was ascertained the profitability of India’s life insurance 

companies used asset’s return as dependent variable involving all twenty-three Indian 

life insurers from 2008 to 2011 concluded that life insurance companies' performance 

is negatively affected by premium growth.  

Besides that, Mehari and Aemiro (2013) were analyzed the impact of different 

profitability parameters for insurance companies in Ethiopia from 2005 to 2009 found 

that the premium growth have no effect towards insurance companies ' profitability. 

This result also supported by Mwangi and Iraya (2014), Lee (2014) and Ullah, Faisal 

and Zuhra (2016). 

2.3.1.4 Underwriting risk 

According to Adams and Buckle (2003) underwriting risk highlights the efficacy of 

the underwriters and represents the adequacy of the underwriting quality of the 

insurers. Fama and Jensen (1983) argued that an insurer need to have more stable cash 

flows if they engaged in risky activities compared to company that averse to risk 

taking. Therefore, all of companies in insurance industry is expected an inverse 

relationship of underwriting risk towards financial performance because when taking 
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too much underwriting risk, it could increase the cost and give an impact to the stability 

of company. 

Clear underwriting guidelines are essential to the financial performance of insurers. 

The risk of underwriting depends on the life insurers ' risk appetite (Wani & Dar 2015). 

Besides that, Santomero and Babble (1997) described that clear guidelines of 

underwriting are essential to the success of an insurance company including optimal 

reliable risk estimation and appropriate exposure pricing. Most of companies should 

seek the acceptance at standard rates of a large majority of risks, but always implement 

adjusted premiums that considered of loss experience and other risk factors that do not 

follow uniform requirements. 

Lee (2014) concluded that underwriting risk was positively significant in evaluating 

profitability. However, Lire and Tegegn (2016) found that the private insurers’ 

profitability is negatively affected by the underwriting risk of the company. This result 

also supported by Ullah, Faisal and Zuhra (2016). 

Besides that, Charumathi (2012) concluded that there is no evidence of the correlation 

between the underwriting risk and profitability. The researcher those supported this 

result were Wani and Dar (2015) and Angima & Mwangi (2017)  

2.3.1.5 Expense ratio 

According to Kramaric, Miletic and Pavic (2017), expense ratio is an operating 

expense ratio to gross net premium rate. In other words, its measures the amount of 

earned premium rate to be charged by an insurance company to cover the costs 

generated in the business. The goal of each insurance company is to increase premiums 

while at the same time decreasing expenses. Higher operating cost have a significant 
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effect on the income of insurance companies, therefore negative influence of this 

variable is expected.  

Rating (2016) stated that the expenditure ratio reflects insurance operations ' 

efficiency. An insurance companies’ expense ratio would be evaluated by business 

class, along with the same pattern. Tomar and Sainy (2019) explained that the expense 

ratio can be calculated by the ratio of management’s expenses to gross direct premium 

which reveals how much level of income is being utilized for expenses on 

management. 

Lee (2014) concluded that the relationship between profitability in ROA model and 

the expense ratio of insurance companies is strongly positive. Its supported by Ullah, 

Faisal and Zuhra (2016). However, Mwangi and Iraya (2014) revealed that the 

profitability is negatively affected by the expense ratio of companies in Kenya. 

2.4 The summary of Independent and Dependent variable’s relationship 

The summary of Independent and Dependent variable’s relationship is shows below. 

Table 2.2 
Summary of Independent and Dependent variable’s relationship from Previous 
Literature. 
Independen
t Variables 

Relationship with 
Profitability  
(ROA) 

Previous Literature 

Size  Significant and 
positive (+) 
 
 
 
 
 
Significant but 
negative (-) 
 
Not significant 
 

Malik (2011) , Almajali, Alamro and Al-
Soub (2012) , Charumathi (2012) , Ahmed, 
Ahmed, and Usman 2011), Bawa and Chatta 
(2013) , Mehari and Aemiro (2013) , Wani 
and Dar (2015), Lire and Tegegn (2016), 
Berhe and Kaur (2017) 
 
Ullah, Faisal and Zuhra (2016) 
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Lee (2014) Mwangi and Iraya (2014), 
Hussanie and Joo (2019), Kripa and Ajasllari 
(2016), 
 

Capital  Significant and 
positive (+) 
 
Significant but 
negative (-) 
 
Not significant 
 

Wani and Dar (2015), Kripa and Ajasllari 
(2016), Berhe and Kaur (2017), Kumah-
Ababio (2018) 
 
Bawa and Chatta (2013) , Yero (2015) 

Premium 
growth 

Significant and 
positive (+) 
 
Significant but 
negative (-) 
 
Not significant 
 

Malik (2011) ,Lire and Tegegn (2016), 
Hussanie and Joo (2019) 
 
Charumathi (2012) 
 
 
Mehari and Aemiro (2013) , Mwangi and 
Iraya (2014) ,Lee (2014) , Ullah, Faisal and 
Zuhra (2016) 
 

Underwritin
g risk 

Significant and 
positive (+) 
 
Significant but 
negative (-) 
 
Not significant 
 

Lee (2014) 
 
 
Ullah, Faisal and Zuhra (2016), Lire and 
Tegegn (2016) 
 
Charumathi (2012),Wani and Dar (2015), 
Angima and Mwangi (2017) 
 

Expense 
ratio 

Significant and 
positive (+) 
 
Significant but 
negative (-) 
 
Not significant 
 

Lee (2014) , Ullah, Faisal and Zuhra (2016) 
 
 
Mwangi and Iraya (2014) 
 
 
 

 

2.5 Summary  

In this chapter two, the researcher had discussed about the previous empirical research 

for underpinning theories and model that related to selection of variables of the study 

which are Agency Cost Theory and CARAMELS model. The researcher also briefly 

explained the possible relationship between the dependent variables of the study 
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indicated by profitability (ROA) with independent variable that represented by 

operational specific factors (OSF) including size, capital, premium growth, 

underwriting risk and expense ratio based on used by previous authors. 
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CHAPTER 3 

METHODOLOGY 

3.0 Introduction 

 The primary aim of this chapter is to discuss the methods that be used in this 

study to achieve the objectives that have been set. This chapter begins with a 

theoretical framework and followed by hypothesis development and continue with 

research design that used to identify the correlation of size, capital, premium growth, 

underwriting risk and expense ratio towards profitability of company. Then followed 

by measurement of research variables, data collection procedures and analysis 

technique. The final part of this chapter is a summary of the chapter. 

3.2 Theoretical Framework 

Hair, Money, Samouel and Page (2007) stated that theoretical model is a diagram that 

connects theory and logic based on variables to give a clearer picture of the hypotheses 

to be tested. This theoretical framework correlated with theories that involved and to 

be measured in the study. The study’s framework are is shown below. 

Figure 3.1:  
Theoretical Framework of study 
 

 

 

 

 

 

 

 

   

Size 

Premium growth 

Expenses ratio 

Capital 
Profitability 

(ROA) 

Underwriting risk 

INDEPENDENT VARIABLES DEPENDENT VARIABLE 
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The research framework shows in Figure 3.1 is based on literature review as stated in 

Chapter two. It would give a clearer picture of the variables used in this study that 

related to performance of family takaful operators and life insurance companies in 

Malaysia. Performance in this study is proxy by profitability and was used as the 

dependent variable. Five independent variables are used in this study that representing 

operational specific factor (OSF) which are size, capital , premium growth, 

underwriting risk and expense ratio.  

3.2 Hypotheses development  

The researcher constructed the hypotheses in this study regarding on theories that 

evolved independent and dependent variables’ relationship. There are five independent 

variables which are size, capital , premium growth, underwriting risk and expense ratio 

that representing operator specific factors (OSF) and profitability as the dependent 

variable as a proxy to indicates performance of company. 

3.2.2 Size and profitability 

Malik (2011) was found that the connection for both profitability and the size of insurer 

is strongly positive and accepted the hypothesis that they had developed. In addition, 

Charumathi (2012) also concluded that Life insurance companies' performance is 

positively and greatly affected by the size. This result also supported by Berhe and 

Kaur (2017) stated that the firm size is directly related to profitability of company. 

From all the literature stated above, the first hypothesis is: 

Ha1: There is a significant relationship between size and profitability of family 

takaful operators and life insurance companies in Malaysia. 
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3.2.2 Capital and profitability 

Kumah-Ababio (2018) disclosed that, there is a positive and statistically significant 

relationship between profitability and the capital of companies. Same result obtained 

by Berhe and Kaur (2017) revealed that the capital of insurance companies was 

significantly affects insurance companies ' profitability in positive way. Besides that, 

Wani and Dar (2015 also found that the positive significant effect of capital towards 

asset’s return (ROA) of India’s life insurers. All the literature review above leads to 

the formation of the second hypothesis which is: 

Ha2: There is a significant relationship between capital and profitability of family 

takaful operators and life insurance companies in Malaysia. 

3.2.3 Premium growth and profitability 

According to Hussanie and Joo (2019), the premium growth was positively significant 

in evaluating profitability. This result also supported by Lire and Tegegn (2016) stated 

that the private insurers’ profitability is positively affected by the premium growth of 

the company. Malik, (2011) also claimed that the connection for both profitability and 

the capital is strongly positive. Thus, from the above literature, the researcher set up 

the third hypothesis as,  

Ha3: There is a significant relationship between premium growth and profitability of 

family takaful operators and life insurance companies in Malaysia. 

3.2.4 Underwriting risk and profitability 

Lee (2014) concluded that underwriting risk was positively significant in evaluating 

profitability. This result was aligned Lire and Tegegn (2016) claimed that the private 

insurers’ profitability is negatively affected by the underwriting risk of the company. 
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The same result found by Ullah, Faisal and Zuhra (2016) that the underwriting risk is 

correlated with the profitability in a negative direction. The forth hypothesis is formed 

similarly based on previous studies presented in the above literature. 

Ha4: There is a significant relationship between underwriting risk and profitability of 

family takaful operators and life insurance companies in Malaysia. 

3.2.5 Expense ratio and profitability 

According to Lee (2014) ,  the relationship between profitability in ROA model and 

the expense ratio of insurance companies is strongly positive. This also supported by 

Ullah, Faisal and Zuhra (2016) found that there is significant positive relationship 

between expense ratios of companies with Profitability (ROA). Based on literature 

above, it influenced researcher to decide the fifth hypothesis as below. 

Ha5: There is a significant relationship between expense ratio and profitability of 

family takaful operators and life insurance companies in Malaysia. 

3.3 Summary of hypotesis 

Table 3.1  
Summary of hypothesis 

 Hypothesis 
𝑯𝒂𝟏  

 

 

𝑯𝒂𝟐  

 

 

 

There is a significant relationship between size and profitability 

of family takaful operators and life insurance companies in 

Malaysia. 

There is a significant relationship between capital and 

profitability of family takaful operators and life insurance 

companies in Malaysia. 
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𝑯𝒂𝟑 

 

 

 𝑯𝒂𝟒 

 

 

𝑯𝒂𝟓 

There is a significant relationship between premium growth and 

profitability of family takaful operators and life insurance 

companies in Malaysia. 

There is a significant relationship between underwriting risk and 

profitability of family takaful operators and life insurance 

companies in Malaysia. 

There is a significant relationship between expense ratio and 

profitability of family takaful operators and life insurance 

companies in Malaysia 

 

3.4 Research Design 

Referring to Zikmund (2000), research design is a structure in conducting a research. 

It is a design that explains on the method and procedures involved in the study as well 

as analysing the information. Creswell (2014) stated that research design consists of 

three types of approaches which are qualitative, quantitative, and mixed methods 

which contributes to a particular procedures orientation in a research design. 

This study is categorized as a quantitative research. In a quantitative design, the 

researcher developed a study which is either descriptive or experimental. Quantitative 

research will connect between what is known which is the theory and what can be 

learned through research by making some hypotheses and analyze it with statistical 

analysis. Researcher can use whether descriptive or inferential statistics in order to 

comprehend the correlation among variables as they use quantitative approach to 

collect and analyze data (Soiferman, 2010).  
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In quantitative research, the collected data should use numbers to analyse statistically. 

The data can be split to two which are primary and secondary data. Primary data are 

gathered by researcher and usually done by survey while secondary data are involving 

data that someone else has already compiled and reported and is readily available from 

various sources. 

3.5 Operational Definition and Measurement 

According to Cavana, Delahaye and Sekaran (2001), operation is defined as an idea in 

identifying what should be assess in each question by the aspect of behavioral 

variables, features or properties by the conceptualization. In this study, the researcher 

measures dependent and independent variables for the purpose to answer research 

question and research objectives. Profitability is determined as the dependent variable 

while the independent variable is represented by are size, capital, premium growth, 

underwriting risk and expense ratio. The operation definition and measurement used 

of the dependent and independent variable is discussed below.  

3.5.1 Dependent Variable 

3.5.1.1 Profitability  

Profitability is the key goal of financial management which is to optimise the interests 

of the owners. Without profitability the firm may not endure in the long term. 

According to Borlena and Achim (2010), it is well known in the financial literature 

that profitability is the main goal of any corporation and that is the best measure of 

performance. 

In this study, the dependent variable proxy by Profitability that will be assessed by 

asset’s Return (ROA). ROA is selected to measure the profitability of the company 

referred to as financial performance due to it is the most command method used in 
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evaluating financial performance (Zain, 2017). ROA was described as the before tax’s 

profits divided by total assets (Sambasivam & Ayele, 2013). 

This measurement also supported by Ahmed, Ahmed and Usman (2011) Almajali, 

Alamro and Al-Soub (2012) and Mwangi and Iraya (2014) in their respective study. 

Thus, the researcher in this study decided to use ROA to measure the profitability of 

family takaful operators and life insurance companies in Malaysia and the 

measurement for ROA in this study as per below; 

ROA =  

 

3.5.2 Independent Variable 

3.5.2.1 Size 

The company’s size can be represented by several parameters including workers’ 

volume, how many branches established or total assets. Malik (2011), Omondi and 

Muturi (2013), Al-Shami, (2013), Burca and Batrinca (2014) and Çekrezi (2015) are 

among of researchers in related field that used the total assets of companies as a 

parameters of size. 

According to P. Hardwick (1997) the large insurance companies are better than small 

insurance company as they can attain operational cost efficiencies via increased 

production, cost savings in product innovation and process development. The positive 

correlation between the size of the companies’ financial performance is intended since 

the large companies have more fund, greater diversification of risk and better expenses 

management of expenditures. 

Profit before Tax     
Total Assets 
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Wani and Dar 2015 argue that the growth of is big firm is better than small firm and 

the growth of new firms is better than older firms. Besides that, Bain (1968) and 

Scherer (1980) found that big companies have more advantages compared to small 

companies due to they have a monopoly power which allows them in setting the price.  

Wanjugu (2014) used size as the independent variables measure size as natural log of 

total assets. This measurement also supported by Ismail (2013), Tabari, Ahmadi and 

Emami (2013), Bawa and Chatta (2013), Mwangi and Iraya (2014), Lee 2014 and 

Kumah-Ababio (2018). Thus in this study the measurement of size used is: 

Size =   

 

3.5.2.2 Capital  

According to Wani and Dar (2015), capital is referred as a good indicator of financial 

robustness of insurance company. An adequate capitalisation is important to preserve 

policyholder and encourage the robustness and effectiveness of financial system. It 

implies whether the insurer has enough capital to digest the losses resulting from the 

claims. Capital is most used by the researcher as among the factors that influenced the 

insurer’s profitability as it shows the financial strength of the insurer. A positive 

correlation between the capital and insurers’ profitability is intended, since a better 

equity’s flow could leads to a better financial stability and create opportunity to expand 

the businesses. Berhe and Kaur (2017) was expressed capital adequacy as a ratio of 

equity to asset. Capital adequacy is representing the companies’ financial stability and 

the capability of company to survive in the market for long term period. The impact of 

greater capital adequacy leads to soundness financial that can attract more 

policyholder. In other words, in times of failure or bankruptcy, insurance companies 

Natural Log of Total Assets 
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with higher assets presumed to be secure. Otherwise, the greater insurers ' equity to 

asset ratio, the lesser the risk faced, which could attributes to increase their loan price. 

Consequently, insurers will have lower cost of funding. Furthermore, companies with 

greater equity to asset ratio will have less demand to raise funds from external sources.  

 According to Wani and Dar (2015) in most of the studies concerning insurance 

companies, capital was measured by the ratio of equity to total assets. The same 

measurement also used by Krispa and Ajaslla (2016) and Berhe and kaur (2017) in 

their respective study. Therefore, in this study, capital will be measured as follows:  

Capital = 

 

3.5.2.3 Premium growth 

Empirical evidences reveal that a quick increase in volume of premium is one of the 

causes of insolvency of insurance companies (Kim, Anderson, Amburgey & Hickman, 

1995). Insurance companies having more assets have higher opportunity of becoming 

profitable (Ullah, Faisal, & Zuhra, 2016). 

According to Lire and Tegegn (2016), premium growth is a proxy to imply the market 

potential’s rate. This means that insurance companies have a better chance of being 

competitive over the years. This occurs if they earn revenue from the premium 

received if undue advertising attention is given to increasing premiums with a 

proportionate allocation of resources to control their investment portfolios. 

 Charumati (2012) was expressed the premium growth as an increasing of year to year 

premium of insurance companies. The premium growth calculated by current year 

premium deduct with the previous year’s premium and divided to the previous year’s 

premium. This measurement also used by Lire and Tegegn (2016), Meshari and 

Total  equity  
Total Assets 
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Aemiro (2013), Lee 2014, Mwangi and Iraya (2014) and Pjanic, Milenkovic, Kalas 

and Mirovic (2018). Thus the measurement for premium growth used in this study as 

per below. 

Premium growth = 

 

3.5.2.4 Underwriting risk 

According to Adams and Buckle (2003) underwriting risk highlights the efficacy of 

the underwriters and represents the adequacy of the underwriting quality of the 

insurers. Fama and Jensen (1983) argued that an insurer need to have more stable cash 

flows if they engaged in risky activities compared to company that averse to risk 

taking. Therefore, all of companies in insurance industry is expected an inverse 

relationship of underwriting risk towards financial performance because when taking 

too much underwriting risk, it could increase the cost and give an impact to the stability 

of company. 

Clear underwriting guidelines are essential to the financial performance of insurers. 

The risk of underwriting depends on the life insurers ' risk appetite (Wani & Dar 2015). 

Besides that, Santomero and Babble (1997) described that clear guidelines of 

underwriting are essential to the success of an insurance company including optimal 

reliable risk estimation and appropriate exposure pricing. Most of companies should 

seek the acceptance at standard rates of a large majority of risks, but always implement 

adjusted premiums that considered of loss experience and other risk factors that do not 

follow uniform requirements  

 Ullah, Faisal and Zuhra (2016) stated that the underwriting risk measured as the ratio 

of benefits incurred to net premium. The same measurement used by Lire and Tegegn 

Gross Written Premium (t) – Gross Written Premium (t-1) 
Gross Written Premium (t-1) 
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(2016), Charumati (2012) and Adams and Buckle (2003) in their respective study. 

Thus in this study, the researcher also used the same measurement for underwriting 

risk which is: 

Underwriting risk =  

 

3.5.2.5 Expenses ratio 

According to Kramaric, Miletic and Pavic (2017), expense ratio is an operating 

expense ratio to gross net premium rate. In other words, its measures the amount of 

earned premium rate to be charged by an insurance company to cover the costs 

generated in the business. The goal if each insurance company is to increase premiums 

while at the same time decreasing expenses. Higher operating cost have a significant 

effect on the income of insurance companies, therefore negative influence of this 

variable is expected.  

Rating (2016) stated that the expenditure ratio reflects insurance operations ' 

efficiency. An insurance companies’ expense ratio would be evaluated by business 

class, along with the same pattern. Tomar and Sainy (2019) explained that the expense 

ratio can be calculated by the ratio of management’s expenses to gross direct premium 

which reveals how much level of income is being utilized for expenses on 

management. 

Mwangi and Iraya (2014) stated that the equation of expense ratio measurement is a 

ratio of Commissions and management expenses to Net earned premiums. This 

measurement also used by Lee 2014 and Tomar and Sainy (2019) in their respective 

study. Thus, in this study also will use the same equation to measure expense ratio 

which is, 

Benefit paid 

Net premium 
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Expense ratio =  

 
 
3.6 Summary of the Variables’ Measurement 
 
Table 3.2    
Summary of the Variables’ Measurement Used in the Study 
 
Category Variables Measurement / 

Ratio used 
Authors 

    
Dependent 
variable 

ROA Profit before tax 
/ Total Assets 

Mwangi and Iraya (2014), 
Sambasivam and Ayele (2013), 
Akhtar, Ali and Sadaqat (2011), 
Almajali, Alamro and Al-Soub 
(2011)  

 
 
 
 
 
 
 
 
 
Independen
t Variables 

Size Natural log of 
total assets  

Wanjugu (2014), Bawa and 
Chatta (2013), mwangi and Iraya 
(2014), Lee 2014 and Kumah-
Ababio (2018) 

 
Capital 

 
Total equity / 
Total asset 

 
Wani and Dar ( 2015), Krispa 
and Ajaslla (2016) and Berhe and 
Kaur (2017) 

 
Premium 
growth 

 
GWP(t) –
GWP(t-1) / 
GWP(t-1)  

 
Charumati (2012), Lire and 
Tegegn (2016), Meshari and 
Aemiro (2013), Lee 2014, 
Mwangi and Iraya (2014) and 
Pjanic, Milenkovic, Kalas and 
Mirovic (2018). 

 
Underwritin
g risk 

 
Benefit Paid / 
Net premium 

 
Ullah, Faisal and Zuhra (2016), 
Lire and Tegegn (2016), 
Charumati 2012, Adams and 
Buckle (2000) 

 
 

Expense 
ratio 

 
 

Commissions 
and 
management 
expenses / Net 
earned premium 

 

 
 

Mwangi  and Iraya (2014), Lee 
2014,  Tomar and Sainy (2019) 

 

Commissions and management expenses 

Net earned premiums 
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3.7 Source of Data and Collection Methods 

In this study, the data used is a secondary data. Compared with primary data, secondary 

data have better quality, higher reliability and validity of the data is more accurate (Li, 

2007). This is because the data is fixed and does not change and can be reviewed by 

other users and the level of dependency data is relatively higher. Most studies were 

made on the measurement of financial performance, which also uses secondary data 

review including Sambasivam and Ayele (2013), Almajali, Alamro and Al-Soub 

(2012) and Malik (2011). 

The data used in this comprising of dependent and independent variable of 11 Family 

takaful and 13 Life insurance companies in Malaysia from year 2013 to 2018. This 

period was chosen because there is availability of data and this period was a transition 

of new IFSA 2013 act which replaced the takaful act 1984 for takaful industry and 

transition of FSA 2103 which replaced the Insurance Act 1996 for insurance industry. 

The new act requires every takaful operator and insurance company of having separate 

licences for family (life) and general businesses as per reported by The Star online 

(2013). To maintain the validity of the data, the data is taken from the audited annual 

financial report of each family takaful operators and life insurance companies in 

Malaysia. 

3.7.1 Population 

The population of this study consist of all family takaful operator and Life insurance 

Company licensed by Bank Negara Malaysia. Currently, there are total of 11 family 

takaful operator, which consists of 8 local and 3 foreign operators. For Life insurance 

company, there are 14 company has been licensed by BNM, where it consists of 4 local 

insurance and 10 foreign insurance. However, the population of Life insurance 
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companies  involves 13 companies only because the researcher have to excluded Etiqa 

Life Insurance Berhad from being sample  because the researcher failed to found the 

financial statement report of Etiqa Life Insurance Berhad for the year 2017 even in 

their website instead. The list of family  takaful operators and Life Insurance 

companies are shows in Table 3.2 and 3.3 below. 

Table 3.3  
List of Family Takaful Operators in Malaysia 

No Name Ownership 
   
1 AIA PUBLIC Takaful  F 

2 AmMetLife Takaful  L 

3 Etiqa Family Takaful  L 

4 FWD Takaful L 

5 Great Eastern Takaful  F 

6 Hong Leong MSIG Takaful  L 

7 Prudential BSN Takaful  L 

8 Sun Life Malaysia Takaful  L 

9 Syarikat Takaful Malaysia Keluarga  L 

10 Takaful Ikhlas Family L 

11 
 

Zurich Takaful Malaysia  F 

           Source: Bank Negara Malaysia (2019) 

 
 
 
 
 
 
 
 
 

http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_ikhlas&ac=65&cat=insurance&type=TKF&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_maatkf&ac=71&cat=insurance&type=TKF&lang=en
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Table 3.4  
List of Life Insurance companies in Malaysia 
 

No Name Ownership 

   

1 AIA  F 

2 Axa Affin Life Insurance  L 

3 Allianz Life Insurance  F 

4 Ammetlife Insurance  F 

5 Gibraltar BSN Life  F 

6 Great Eastern Life Assurance  F 

7 Hong Leong Assurance  L 

8 MCIS Life F 

9 Manulife Insurance  F 

10 Prudential Assurance  F 

11 Sunlife Malaysia Assurance L 

12 Tokio Marine Life Insurance  F 

13 Zurich Life Insurance  F 

 Source: Bank Negara Malaysia (2019) 

3.8 Data Analysis Method  

Data collected in this study was analysed using Microsoft Excel to calculate the ratio 

analysis. To determine the relationship between variables, the data analysis software, 

Eviews 10 and Stata 15 have being used because this software is complete in order to 

conduct the tests related to this study. The test involves is related to diagnostic test to 

make sure the quality and the accuracy of data is guaranteed. 
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3.8.1 Diagnostic Tests 

The purpose of testing the quality of data and variables is to strengthen the process of 

generalization of the data. There are five quality tests including, detecting outliers 

using univariate, bivariate and multivariate techniques depending on the number of 

variables, multicollinearity test to ensure the correlation between variables by using 

the tolerance value and variance inflation factor (VIF), normality test to ensure that the 

data and variables are normally or not normally distributed and homoscedasticity test  

3.8.1.1 Detecting Outliers 

Outliers are the observations that have unique character and difference particularly 

from others (Hair, Money, Samouel, & Page, 2007). Detecting outlier is done using 

univariate, bivariate, and multivariate techniques depending on the number of 

variables. To detect the outlier observations, Mahalanobis distance value is examined 

and compared to the critical values in the Chi-square distribution table. This method 

measures the distance of each observation from the mean center of all observations in 

multidimensional space. 

3.8.1.2 Multicollinearity Test 

Multicollinearity is the situation where two or more variables can be highly linearly 

related (Gujarati & Porter, 2010). Multicollinearity test is to observe the existence of 

perfect or exact, a linear relationship among some or all variables of a regression 

model. It is a condition where the independent variables are highly correlated with 

each other. Serious Multicollinearity problem can be detected using Centered Variance 

Inflation Factor (VIF). A VIF of 1 means that there is no correlation while VIFs 

exceeding 10 are signs of serious multicollinearity requiring correction. 
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3.8.1.3 Normality Test 

Normality test or based on Jarque-Bera is a test used to determine whether the error 

term is normally distributed or not. In coming to a conclusion on this test, the p-value 

of the Jarque-Bera statistic is important. If the p-value of Jarque-Bera is greater than 5 

percent significance level, this can conclude that the error term is normally distributed. 

3.8.1.4 Heteroskedasticity Test 

Heteroskedasticity exists when the variance of error terms (ε) appears constant over a 

range of independent variables (Hair, Black, Babin, & Anderson, 2010). 

Heteroskedasticity is a problem when the error terms do not have constant variance 

meaning unequal spread or variance. The suggested test for this is the Breusch- Pagan. 

3.8.2 Descriptive statistics analysis 

Descriptive analysis is important for data analysis of the independent variables and 

dependent variable. It was used to describe a range of data in a form that is more easily 

to understood. It will give an overall summary of the study data that provide a specific 

meaning of mean, standard deviation, minimum value and a maximum value of the 

data for all category variables. The standard deviation is generally meant to describe 

the distribution of the mean score. Hence, if there is a low standard deviation, the 

respondent's sample distribution is placed very close to the mean (Hair et al., 2007). 

This kind of analysis used to answer the first objective in this study which is to analyse 

the performance of family takaful operators and life insurance companies in Malaysia. 

3.8.3 Correlation analysis 

Pearson correlation is defined by Hair, Bush and Ortinau (2003) as a statistical 

technique, which calculates the linear relationship between two variables. Generally, 
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the pearson correlation examines whether the dependent variable has a relationship 

with independent variables. It also specifies the strength of the dependent and 

independent variables relationship which consider as following: 

Table 3.6 
Strength of Correlation 

Range Strength of Correlation 

<0.2 Very weak relationship 

0.2-0.4 Weak relationship 

0.4-0.6 Moderate relationship 

0.6-0.8 Strong relationship 

>0.8 Very strong relationship 

 

In this study, the correlation analysis is used to answer the second objective which is 

to determine the relationship between operational specific factors (OSF) including 

size, capital, premium growth, underwriting risk and expense ratio towards 

profitability for family takaful operator and life insurance companies in Malaysia. 

3.8.4 Multiple regressions analysis 

Multiple regressions analysis methods was used to get the best set of variables that 

gave meaning to the dependent variable. This method is used to estimate the variable's 

value regarding two variables or more. The variables to predict should be recognized 

as a dependent variable or criterion variable. The variables used to evaluate the 

dependent variable’s value is known as an independent variables or explanatory 

variables. In this study, multiple regressions analysis is use to answer second and third 

objective which is to determine the relationship between operational specific factors 

(OSF) including size, capital, premium growth, underwriting risk and expense ratio 
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towards profitability and the most influenced operational specific factors (OSF) that 

give impact to profitability for family takaful operator and life insurance companies in 

Malaysia. The analysis of multiple regressions in this study use panel data. 

3.8.4.1 Panel data analysis 

This study used panel data analysis, thus, the researcher choose to use Eviews 10 and 

Stata 15 as statistical software to analyze the panel data. Panel data analysis consists 

of three models which are Pooled Ordinary Least Square Model (OLS), Fixed Effect 

(FE) and Random Effect (RE) model  

According to Idris, Asari, Taufik, Salim, Mustaffa and Jusoff (2011), Pooled OLS 

model is a basic method to estimate the panel data which explores the impact of 

independent and dependent variable charted on an interval scale while FE model 

represents the observed quantities in terms of non-random explanatory variables and 

RE model will assume that the analyzing data consist of hierarchy of different 

populations.  

3.8.4.2 Assumption on Panel Data Analysis Testing 

The researcher will use Eviews 10 software to test the models to choose which one is 

the most suitable regression model. In order to choose between Pooled OLS and FE 

regression model, F-test has to be done which consider the sufficient value of F 

distribution and P-value (<0.05) of the test to reject 𝐻0, which is Pooled OLS and 

accept  𝐻𝑎 which is FE model. However, if the researcher fails to reject 𝐻0, Pooled 

OLS will be chose as regression model for this study.  

However if the researcher accept  𝐻𝑎 for are F-test, the Hausman test have to be done.  
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The Hausman test compares between FE and RE model under the null hypothesis that 

individual (unobserved) effects are uncorrelated with any regressor in the model 

(Hausman, 1978). According to Greene (2008) the Hausman test uses to prove that the 

covariance of an efficient estimator has no relation with the inefficient estimator. The 

researcher assumed 𝐻0 which is no correlation of individual effect as RE model and  

𝐻𝑎 which is individual effect correlated as FE model. Therefore, if the p-value in this 

test is small enough (<0.05) to reject 𝐻0, then FE model would be chosen as regression 

model for this study and vice versa.  

3.8.4.3 Data Presentation 

Regression analysis is used in this study in order to answer the research questions. This 

analysis will analyze the relationship between the independent variables (x) and the 

dependent variable (y). In the case of regression, if x has significant impact on y, thus 

change in x will influence the change in y (Brook, 2008). The equation is written as:  

𝑦𝑖 = 𝛽0 + 𝛽1𝑥𝑖 + 𝛽2𝑥2𝑖 + 𝜇𝑖   i = 𝑖𝑡ℎ observations 

Where y is dependent variable, 𝑥1, 𝑥2 as the explanatory of the variables, 𝛽0 as the 

intercept term that express as average effect on y of all the variables excluded from the 

variables while 𝛽1 and 𝛽2 as the parameter or the coefficient value for the variables, x. 

The regression is adapted. 

3.8.4.4 Regression Model Specification 

From the regression model above, the model of multiple regressions analysis for this 

study is shown as follow: 

𝑅𝑂𝐴𝑖𝑡 = 𝛽0 + 𝛽1𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽2𝐶𝐴𝑃𝑖𝑡 + 𝛽3𝑃𝐺𝑖𝑡 + 𝛽4𝑈𝑅𝑖𝑡 + 𝛽5𝐸𝑅𝑖𝑡 +  𝜇𝑖𝑡 
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Where: 

𝑅𝑂𝐴𝑖𝑡: Return on asset ratio of the company (i) in year (t) 

𝑆𝐼𝑍𝐸𝑖𝑡: The natural log of total asset of the company (i) in year (t) 

𝐶𝐴𝑃𝑖𝑡: The total equity over total asset of the company (i) in year (t) 

𝑃𝐺𝑖𝑡: The GWP(t) –GWP(t-1) / GWP(t-1) of company (i) in year (t) 

𝑈𝑅𝑖𝑡: The benefit paid over Net premium of company (i) in year (t) 

𝐸𝑅𝑖𝑡: The commissions + management expenses over Net premium of company (i) in 

year (t) 

𝛽0: The intercept term 

µ𝑖𝑡: A random error term. 

3.9  Summary 

In this chapter, the researcher had discussed about the methodology used to answer the 

research questions and to meet the research objectives. The researcher explained 

briefly about the theoretical framework, hypotheses development and research design. 

Besides that, the researcher discussed on the population and sampling techniques 

which including the sample size, and data collection method. There also the important 

part of how to measure the variables as well as their operational definition had been 

discussed in this chapter. Lastly, the researcher also explained about the data analysis 

and how to interpret the data as the method used is multiple regression analysis.  In the 

next chapter which is Chapter Four, the researcher will be discuss on the finding after 

analyzed the data and also make some discussion on this study either the findings are 

answer the research questions or not as well as achieve the research objectives. 
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CHAPTER FOUR 

RESULTS AND DISCUSSION 

4.0   Introduction 

This chapter will discuss the result and interpret them. This chapter is split into three 

parts, beginning with descriptive statistics analysis and pursued by correlation 

observation. Then, multiple regression method is used to evaluate the variables’ 

relationship (size, premium growth, expense ratio, capital and underwriting risk to 

profitability that indicates the company performance). Lastly is a summary of the 

findings. 

4.1. Descriptive Statistics 

Table 4.1:  
Descriptive statistics of the variables for Family Takaful operators.  
Variable Obs Mean Std. Dev.     Min Max 

ROA 66 0.3994 3.0078 -10.82 7.94 

Size 66 14.7121 1.7608   12 19 

Capital 66 0.1591 0.1  0.0743 0.6576 

Premium Growth 66 2.2047 16.2676 -0.3178 132.3137 

Underwriting risk 66 2.2587 1.702  0.49 8.87 

Expense ratio   66 0.4349 0.1149  0.2065 0.7532 

 

Table 4.1 shows the descriptive statistics of six variables which are ROA, Size, 

Premium growth, expense ratio, capital and underwriting risk of 11 Family Takaful 

operators in Malaysia for six years. So there are 66 observations for this study. As we 

can see the result above, the mean value of ROA is 0.3994 and the standard deviation 
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is 3.0078. The maximum value of ROA is 7.94, while the minimum value is -10.82. 

This shows that the profitability of Family Takaful operators can be either generated 

or degenerated from their assets. 

For OSF, the mean value of Family takaful operator size ((lnTA) is 14.712 and the 

standard deviation is 1.7608 whereas the maximum value of takaful operator Size is 

19 while the minimum value is 12. Besides that, the mean value for Family takaful 

operator’s capital is 0.1591 and the standard deviation is 0.1. Capital has a maximum 

value of 0.6576 and minimum value of 0.0743. For Family takaful operator Premium 

growth the mean value is 2.2047 and the standard deviation is 16.2676 whereas the 

maximum value of Family takaful operator premium growth is 132.3137 while the 

minimum value is -0.3178. Otherwise, the mean value of Family takaful operator’s 

underwriting risk 2.2586 and the standard deviation is 1.7019. The maximum and 

minimum value for underwriting risk are 8.87 and 0.49 respectively. Lastly, the mean 

of expense ratio is 0.4349 while the standard deviation is 0.1149. The maximum and 

minimum value of expense ratio are 0.7532 and 0.2065 respectively. 

The above result shows that Family takaful operator size has the greatest standard 

deviation that shows that the data sets are distributed across a broader values range. 

However, the other operational specific factors (OSF) show the lower standard 

deviation that shows that the data sets appear to be near to the mean that shows the 

normality of the variables. 
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Table 4.2:  
Descriptive statistics of the variables for Life insurance companies. 
Variable Obs Mean Std. Dev.     Min Max 

Roa 78 1.571    1.799       -2.11        6.96 

Size 78 15.8718    1.2099                    14 18 

Capital 78 0.1229     0.0674      0.0225    0.3063 

Premium Growth 78 0.0704    0.14104   -0.4149    0.4175 

Underwriting risk 78 1.7484     1.0258      0.4635    4.4578 

Expense ratio   78 0.299     0.083       0.1974    0.5479 

 

Table 4.2 shows The descriptive statistical for Life insurance companies regards on 78 

observations for this study shows that, the mean value of ROA is 1.571  and the 

standard deviation is 1.799. The maximum value of ROA is 6.96, while the minimum 

value is -2.11. This also shows that the profitability of Life insurance companies can 

be either generated or degenerated from their assets. 

For OSF, the mean value of Life insurance companies’ size ((lnTA) is 15.8718 and the 

standard deviation is 1.2099 whereas the maximum value for size is 18 while the 

minimum value is 14. Besides that, the mean value Life insurance companies’ capital 

is 0.1229 and the standard deviation is 0.0674. Capital has a maximum value of 0.3063 

and minimum value of 0.0225.  For Life insurance companies’ premium growth the 

mean value is 0.0704 and the standard deviation is 0.14104 whereas the maximum 

value of Life insurance companies’ premium growth is 0.4175 while the minimum 

value is -0.4149. Otherwise, the mean value of Life insurance companies’ underwriting 

risk 1.7484 and the standard deviation is 1.0258. The maximum and minimum value 

for underwriting risk are 4.4578 and 0.4635 respectively. Lastly, the mean of expense 
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ratio is 0.299 while the standard deviation is 0.083. The maximum and minimum value 

of expense ratio are 0.5479 and 0.1974 respectively.  

4.2 Diagnostic Analysis 

4.2.1 Multicollinearity test 

In this study, Variance Inflation Factor (VIF) is used to examine the existence of 

multicollinearity issue among the variables of the study. According to Hair, Black, 

Babin, & Anderson (2010) when VIF values are above 10 or tolerance values are less 

than 0.10, it shows that multicollinearity problem exist. Meanwhile, Pallant (2010) 

suggested that VIF value more than 9.0 should be taken as a warning of 

multicollinearity issues and the correlation matrix should be examined. The result of 

the test is presented in the Table 4.3 for family takaful operators and Table 4.4 for life 

insurance companies in Malaysia, respectively.  

Table 4.3:  
Multicollinearity test results for family takaful operators. 

Variable Tolerence value VIF 

Size 0.8259 1.21   

Capital 0.4651 2.15 

Premium Growth 0.5615 1.78   

Underwriting risk 0.7753 1.29    

Expense ratio   0.8908 1.12    

 
Based on Table 4.3, there is no evidence of multicollinearity problem exists in the 

model for family takaful operators in Malaysia since the variables have VIF less than 

9.0. The highest VIF among the variables is capital which is 2.15. 
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Table 4.4:  
Multicollinearity test results for Life insurance companies. 

Variable Tolerence value VIF 

Size 0.4801 2.08    

Capital 0.3266 3.06 

Premium Growth 0.7987 1.25    

Underwriting risk 0.4036 2.48     

Expense ratio   0.5433 1.84     

 

Based on Table 4.4, there is no evidence of multicollinearity problem exists in the 

model for life insurance companies in Malaysia since the variables have VIF less 

than 9.0. The highest VIF among the variables is capital which is 3.06. 

4.2.2 Heteroskedasticity Test 

Table 4.5:  
Heteroskedasticity test results for Family takaful operatos and Life insurance 
companies. 

Test Family takaful 
operators 
(Prob. Chi-Square) 

Life insurance 
companies 
(Prob. Chi-Square) 
 

Heteroskedasticity Test 0.3991 0.3757 

Note: *p<0.05, **p<0.01 

 

In testing for heteroscedasticity problem, the Breusch-Pagan was used to test whether 

error term have constant variance for all levels of independent variables. The result in 

4.5 shows that family takaful operators and life insurance companies model is found 

to be not significant at p < 0.10. Therefore, result failed to reject the null hypothesis 

and concluded that there is no heteroscedasticity problem exist. 
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4.3 Correlation Analysis 

The correlation matrix indicates the expected correlation signs from the regression. To 

response to the second research question second to achieve the research objective, this 

correlation analysis runs by the researcher as a method to identify the level of 

independent and dependent variables’ relationship. The correlation used by the 

researcher is Pearson correlation. 

Table 4.6:  
Correlation Matrix among DVs and IVs for Family Takaful operators. 
 
 Roa Size Premium 

growth 

Expense 

ratio 

Capital Under 

writing 

risk 

ROA 1      

Size -0.3907 1     

Premium growth -0.3294 0.2979 1    

Expense ratio -0.3770 -0.0412 0.0824 1   

Capital -0.4498 0.3008 0.6294 0.2655 1  

Underwriting risk 0.0293 -0.3142 -0.1254 0.0186 -0.3709 1 

 

Table 4.6 shows the correlation analysis for independent and dependent variables for 

family takaful operators in Malaysia. ROA is negatively correlated with family takaful 

operators’ size with the coefficient of correlation -0.3907. This shows that when the 

family takaful operators’ size increases, the ROA will decrease. The relationship is 

weak which is the ROA may not align with family takaful operators’ size movement. 

ROA also is negatively correlated with premium growth of family takaful operators. 

Premium growth shows coefficient of correlation -0.3294. This shows when the 
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premium growth increases, ROA will decrease. Same goes to relationship between 

expense ratio and ROA which is negatively correlated with coefficient of -0.3770. This 

shows that when the expense ratio increases, ROA will decrease. Similarly to 

relationship between ROA and capital which is negatively relationship shows 

coefficient of -0.4498. This indicates that when the capital increase, the ROA will 

decrease. However, the underwriting risk shows weak positively correlated to ROA 

with coefficient of 0.0293 which mean when underwriting risk increases, ROA also 

increase too. 

Table 4.7:  
Correlation Matrix among DVs and IVs for Life Insurance companies. 
 
 ROA Size Premium 

growth 
Expense 
ratio 

Capital Under 
writing 
risk 

ROA 1      

Size 0.1406 1     

Premium Growth 0.1912 0.0570 1    

Expense ratio -0.1686 -0.5678 -0.2115 1   

Capital 0.3102 -0.6586 0.1474 0.5713 1  

Underwriting risk 0.0180 0.6301 0.0932 -0.5371 -0.7260 1 

 

Table 4.7 shows the correlation analysis for life insurance companies in Malaysia. The 

result shows big differences compared to Correlation Matrix among dependent 

variable (DV) and Independent Variables (IV) for family takaful operators. ROA 

shows positively correlated with Life Insurance companies’ size, premium growth, 

capital and underwriting risk. Only expense ratio of Life Insurance companies shows 

negative relationship with ROA. 
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The size shows positive correlated with ROA with coefficient 0.1406. This shows that 

when the Life Insurance companies size increases, the ROA also will increase. 

However, the relationship is weak which is the ROA may not align with Life Insurance 

companies size movement. ROA also has positive relationship with premium growth 

of Life Insurance companies. Premium growth shows coefficient of 0.1912. This 

shows when the premium growth increases, ROA will increase too. Same goes to 

relationship between capital and ROA which is positively correlated with coefficient 

of 0.3102. This shows that when the capital of Life Insurance companies increases, 

ROA will decrease as well. Similarly to relationship between ROA and underwriting 

risk which is positively correlated with coefficient of 0.0180. This indicates that when 

the underwriting risk increase, the ROA will increase too. However, the expense ratio 

shows weak negatively correlated to ROA with coefficient of -0.1686. This means 

when underwriting risk increases, ROA will decrease. 

4.4 Panel data test Analysis 

Table 4.7:  
Hausman Test for family takaful operators and Life Insurance companies. 

Test Family takaful 
operators 
(Prob. Chi-Square) 

Life insurance 
companies 
(Prob. Chi-Square) 
 

Hausman Test 0.0000** 0.0000** 

Note: *p<0.05, **p<0.01 

Table 4.7 shows the Hausman test is employed to decide between fixed or random 

effects and most suitable for the model in this study. The family takaful operators result 

of Hausman test recorded chi-square score at 0.0000 (p<0.01) which meet the 

asymptotic assumption so reject the null hypothesis, it is conclued that the fixed effect 

is selected for this study. Similarly to life insurance companies’ Hausman test recorded 
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the chi-squares score at 0.0000 (p>0.01). The test also meet the asymptotic 

assumptions and reject the the null hypothesis as well and concluded that fixed effects 

model is most appropriate model for this study. 

4.5 Regression Analysis 

This section shows the regression analysis outcomes by using Stata 15 software as to 

answer the second and third research objective which are to identify the operator 

specific factors (OSF) and profitability’s relationship and to examine the most operator 

specific factors that influenced the profitability for both industries. From this analysis, 

the value of beta may has a positive or negative coefficient which mean these positivity 

and negativity value of beta will influence the dependent variable in either way. P-

value will indicate the significance of the independent variables with dependent 

variable while 𝑅2 will indicate the fitness of the model to the data which mean to 

measure the wellness of the regression in line with the real data point (Sekaran, 2013). 

This study use panel data analysis to do the regression which consists of Pooled OLS, 

FE, and RE model. Based on F statistic test and Hausman test, both are telling that 

fixed affect model is the most appropriate model for family takaful operators and life 

insurance companies in Malaysia. 

4.5.1 Fixed Effect Regression Model Analysis 

Table 4.9:  
Regression Analysis for Family Takaful operators 
 Coefficient Std. Error p-value 

Size     -0.621**  (0.188) 0.002 

Capital   -9.764* (4.405) 0.034 

Premium Growth -0.003  (0.025) 0.898 

Underwriting risk  -0.357* (0.201) 0.080 
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Expense ratio   -7.870* (2.771) 0.006 

Intercept (baseline)      15.329*** (3.198) 0.000 

R-squared = 0.4012 

Adjusted R-squared = 0.3513 

F-statistic = 8.04 

   

N = 66    

Statistical significance: ***<0.01, **<0.05, *<0.10 
 

Table 4.9 shows the family takaful operators’ regression analysis of ROA by using 

Fixed Effect (FE) model. The table shows the ROA as the dependent variables and 

family takaful operator’s size, premium growth, expense ratio, capital and 

underwriting risk as independent variable. This model has the high good of fitness 

among the variables with R-squared 0.4012 which means the proportion of ROA is 

explained by the independent variables at 40.12%.  

From the result, there are four independent variables that have significant relationship 

with dependent variable which are size, capital, underwriting risk and expense ratio. 

Size has negative coefficient which is -0.621 at 0.002 significant level with standard 

error of 0.188. The capital also shows the negative coefficient of -9.764 at 0.03 

significant level with standard error of 4.405. Same result shows by underwriting risk 

variable with negative coefficient of -0.357 at 0.80 significant level with standard error 

of 0.201. Expense ratio also has negative coefficient which is -7.870 at 0.006 

significant level with standard error 2.771. 

There are only one independent variables that show insignificant relationship with 

ROA which is premium growth and have a negative coefficient. Thus, the researcher 

develops the multiple linear regression equation as below to interpret the model. 
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𝑅𝑂𝐴𝑖𝑡 = 15.329 − 0.621𝑆𝐼𝑍𝐸𝑖𝑡 − 9.764𝐶𝐴𝑃𝑖𝑡 − 0.003𝑃𝐺𝑖𝑡 − 0.357𝑈𝑅𝑖𝑡 −

7.87𝐸𝑅𝑖𝑡 +  𝜇𝑖𝑡  

From the equation above, it can be explained that, one unit of size increase contributes 

to decrease of 0.621 units of profitability. Otherwise, increasing of one unit of Capital 

will contribute to the decreasing of 9.764 units of profitability. Besides that, one unit 

premium growth increase, contributes to decrease of 0.003 units of profitability and 

when one unit of underwriting risk increases, the profitability will decrease by 0.357 

units. The result also reveals that, when one unit of expense ratio increase would 

contribute to decrease of 7.87 units of profitability.  

From the analysis, the most influential determinants of operator specific factors for 

family takaful operators that give an impact towards the profitability are capital 

followed by expense ratio, size, underwriting risk and premium growth.  

Table 4.10:  
Regression Analysis for Life Insurance companies. 
 Coefficient Std. Error p-value 

Size    0.627** (0.190) 0.002 

Capital         28.092*** (4.132) 0.000 

Premium Growth -1.250 (1.263) 0.326 

Underwriting risk    0.566** (0.244) 0.023 

Expense ratio      -8.195*** (2.602) 0.002 

Intercept (baseline)      -10.282*** (3.403) 0.004 

R-squared = 0.4365 

Adjusted R-squared = 0.3974 

F-statistic = 11.1558 
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N = 78    

Statistical significance: ***<0.01, **<0.05, *<0.10 
 

Table 4.10 shows the life insurance companies regression analysis of ROA by using 

Pooled OLS model. The table shows the ROA as the dependent variables and family 

takaful operator’s size, premium growth, expense ratio, capital and underwriting risk 

as independent variable. This model has the high good of fitness among the variables 

with R-squared 0.4365 which means the proportion of ROA is explained by the 

independent variables at 43.65%.  

From the result, there are four independent variables that have significant relationship 

with dependent variable which are size, capital, underwriting risk and expense ratio. 

Size has positive coefficient which is 0.627 at 0.002 significant level with standard 

error of 0.190. Same goes to the coefficient of capital shows positive of 28.092 at 0.000 

significant level with standard error of 4.132. The underwriting risk also shows 

positive coefficient of 0.566 at 0.023 significant level with standard error of 0.053. 

However, the expense ratio shows a negative coefficient which is -8.195 at 0.002 

significant level with standard error 2.602.  

There are only one independent variables that show insignificant relationship with 

ROA which is premium growth with a negative coefficient. Thus, the researcher 

develops the multiple linear regression equation as below to interpret the model. 

𝑅𝑂𝐴𝑖𝑡 = −10.282 + 0.627𝑆𝐼𝑍𝐸𝑖𝑡 + 28.092𝐶𝐴𝑃𝑖𝑡 − 1.25𝑃𝐺𝑖𝑡 + 0.566𝑈𝑅𝑖𝑡 −

8.195𝐸𝑅𝑖𝑡 +  𝜇𝑖𝑡  

From the equation above, it can be explained that, one unit of size increase contributes 

to decrease of 0.627 units of profitability. The result also shows that increasing of one 
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unit of capital will contribute to the increasing of 28.092 units of profitability and when 

one unit of underwriting growth increases, the profitability also increases by 0.566 

units. In contrast, the result also reveals that, one unit premium growth increase, 

contributes to decrease of 1.25 units of profitability and when one unit of expense ratio 

increase would contribute to decrease of 8.195 units of profitability.  

From the analysis, its shows that the most influential determinants of operator specific 

factors for life insurance company that give an impact towards the profitability is 

capital and followed by expense ratio, premium growth, size and underwriting risk. 

 

4.6 Summary 

This chapter discussed on the findings of three main methods used which are 

descriptive, correlation, and multiple regression analysis. The descriptive statistics 

shows the normality behaviour of the variables and shows the profitability of the 

family takaful operators and life insurance companies in Malaysia from 2013 until 

2018. The correlation analysis conducted by the researcher shows the relationship 

between the operator specific factor and profitability. The multiple regression analysis 

shows the impact of these OSF on the profitability. The findings will be discuss and 

summarize in the next chapter which is Chapter five including the recommendation 

for the futures studies, discussion on the contribution of the study as well as the final 

conclusion of the overall study. 
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CHAPTER FIVE 

CONCLUSION AND RECOMMENDATION 

5.0 Introduction 

In this chapter, the researcher discuss whether the findings of the analysis answering 

the research questions and achieving the research objectives and summarizes it. The 

researcher also gives some recommendations for future study, highlighted the 

limitation of study, discusses on the contribution of the study and also makes the 

conclusion.  

5.1  The performance of family takaful operators and life insurance companies 

in Malaysia. 

The result of descriptive statistical analysis of 11 family takaful operators and 13 life 

insurance companies in Malaysia found that there is different mean result of ROA 

obtained for both industries that being proxy of profitability and indicator to measure 

performance. The mean of ROA recorded for family takaful operators was 0.3994, 

while for life insurance companies, the mean recorded was 1.571. It could be 

concluded that, within the year 2013 to 2018, the performance of life insurance 

companies is better than the family takaful operators in generating their profit. The 

result align with previous research done by Alhabshi and Bacha (2012), Saad (2012), 

Abduh, Omar and Tarmizi (2012), Baharin and Isa (2013), Antonio, Ali and Akbar 

(2103) and Abdou (2014). 

The reason why life takaful operators left behind life insurance companies in 

generating profit is because Takaful industry is still new, although it was founded in 

1984 compared to conventional industry which exist since 1963 in Malaysia. Thus 
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insurance industry has more experience in managing their asset and sources to generate 

profit compared to takaful industry. 

Besides that, in term of investment, conventional insurance has more widely 

opportunity to invest their fund into profitable portfolios without any restriction, 

contrast with takaful practices where takaful operator is limited to invest in Sharia’s 

compliance portfolios only. It give advantages to conventional insurance to maximize 

their profitability through investment schemes widely. 

 In addition, during the period of 2013 to 2018, few takaful operators just formed 

during that time and some of the takaful operators had experienced in the process of 

merger and restructuring such as FWD takaful Berhad, Sunlife Takaful. Thus it 

affected the profitability generated by whole takaful industry. 

Based on the results, the family takaful operator needs to improve their performance 

and strengthen their business structure, in order to obtained a competitive advantages 

over their conventional competitor. 

5.2  Relationship between operational specific factors (OSF) and profitability 

 of  family takaful operator and life insurance company in Malaysia. 

5.2.1 Size and Profitability 

The result from the analysis that has been done used Fixed Effect method shows that. 

Size has significant connection with profitability for both family takaful operator and 

life insurance companies in Malaysia. .Therefore, in this study, the researcher fail to 

reject the first hypothesis 𝐻𝑎1.  

For family takaful operators, the coefficient of the size showed the negative 

relationship towards profitability. It is aligning with study done by Ullah, Faisal and 
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Zuhra (2016) which stated that the size can be negative correlated for financial 

institutions due to the bureaucratic processes, agency cost and inflexibility. Moreover, 

the bigger company tend to have the higher ratio of losses provision to maintain their 

total assets. This would give the negative impact towards profitability.  

For life insurance companies the coefficient of the size showed the positive 

relationship towards profitability. It is aligning with Lee (2014) Mwangi and Iraya 

(2014), Hussanie and Joo (2019). Therefore, for life insurance Companies need to 

concern about their size in order to increase the profitability level.  

5.2.2 Capital and Profitability 

Capital is one of the factors that being discussed before as the significant determinant 

of profitability. From the findings above, this determinant shows significant 

relationship between them. Therefore, the researcher fail to reject the second 

hypothesis, 𝐻𝑎2. However, the impact relationship is different for both industry.  

For family takaful operator, it shows the negative effect to profitability. This negative 

impact to profitability could indicates that the profitability will decrease when the 

capital is increase. This result supported the previous studies done by Bawa and Chatta 

(2013) and Yero (2015). The negative significant correlation may be due to unstable 

market condition, it is therefore recommended that family takaful operators make an 

effort to be prudent when raising capital. 

Contrary for life insurance companies, it shows positive effect to profitability. The 

result indicates that the profitability will increase when the capital is increase. The 

result same with previous researchers study done by Kripa and Ajasllari (2016) and 

Berhe and Kaur (2015). The bigger asset enables insurance companies to quickly 

exploit opportunities and speedy recovered in case of loss (Kripa & Ajasllari 2016). 
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From this point of view, it is crucial for the insurance companies to strengthen their 

capital since this can enable them to resist financial crises as well as to ensure safety 

to the customers in times of economic instability and crisis (Berhe & Kaur 2015). 

5.2.3 Premium growth and Profitability 

The analysis result for premium growth and profitability relationship for both family 

takaful operator and life insurance companies in Malaysia was insignificant and shows 

negative result. Therefore, the researcher rejects the third hypothesis, 𝐻𝑎3. The study 

shows that premium growth have no effect to the profitability for both industry. This 

is in line with some previous studies, which the premium growth is not significant with 

profitability by Mehari and Aemiro (2013), Mwangi and Iraya (2014), Lee (2014), 

Ullah, Faisal and Zuhra (2016) and Cheng and Wong (2004). Generally, Premium 

growth tests the penetration level of the industry. Being too focused on premium 

growth can lead to self-destruction as it would be possible to ignore other important 

goals. (Kim, Anderson, Amburgey & Hickman, 1995) 

5.2.4 Underwriting Risk and Profitability 

The analysis of correlation between underwriting risk and profitability for family 

takaful operators and life insurance companies shows the same result which are both 

family takaful operators and life insurance companies result indicates that there is 

significant correlation between the underwriting risk and profitability. Thus the 

researcher failed to rejects the fifth hypothesis, 𝐻𝑎5 for both family takaful operators 

and life insurance companies. However, the impact relationship is different for both 

industry.  

For family takaful operator the result shows negative relationship between them. The 

result is aligning with previous studies done Ullah, Faisal and Zuhra (2016), Lire and 
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Tegegn (2016). The negative results indicate that low risk of underwriting has a 

positive effect on profitability. Lire and Tegegn (2016) concluded that underwriting 

risk has a negative impact on the profitability of the insurer, because taking an 

excessive risk of underwriting can affect the sustainability of the business through 

higher costs. 

For life insurance companies the result shows the positive relationship. The result is 

aligning with previous studies done by Angima and Mwangi (2017), Lee (2014). The 

positive relationship results indicates that increasing in underwriting risk would affect 

the increasing on profitability as well. If the risk of underwriting increases, more 

reinsurance will need to be bought to diversify liability and prevent insolvency. 

Therefore, managers must strike a balance between lowering the risk of insolvency 

and increasing future profitability (Lee 2014). 

5.2.5 Expense ratio and Profitability 

Based on the result, the expense ratio shows the significant correlation with 

profitability for both family takaful operator and life insurance companies. Therefore, 

the researcher fail to reject the third hypothesis, 𝐻𝑎5. The relationship result also shows 

negative coefficient that indicates that expense ratio would give a negative impact 

towards family takaful operator and life insurance companies’ profitability as per 

expected before. This result supported the previous research done by Mwangi and 

Iraya (2014) that concluded that the low expenses ratio produce positive effect on 

profitability. Thus, the results suggesting to reduce expenses of the firm in order to 

increase the profitability of firm through organized the companies’ expenses 

effectively by management to earn higher returns than competitors (Hardwick, 1997). 
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5.3  The most operational specific factors (OSF) impacted the profitability of 

 family takaful operators and life insurance companies in Malaysia. 

Based the regression analysis using Fixed Effect Model, the most influential operator 

specific factors for family takaful operators that give most impact towards the 

profitability are capital followed by expense ratio, size, underwriting risk and the less 

impact to profitability for family takaful operators is premium growth. Similarly to life 

insurance companies, from the analysis, its shows that the most influential operator 

specific factors that give an impact towards the profitability is capital as well, and 

followed by expense ratio, premium growth, size and less impact is underwriting risk. 

From this result, it is important for the both organization of family takaful operator 

and life insurance companies to concern about their capital management in order to 

strengthen their capital since this can enable them to resist financial crises as well as 

to ensure safety to the customers in times of economic instability and crisis.  

5.4 Summary of Findings 

Table 5.1: 
Summary of Findings 

Research 

Questions 

Research 

Objectives 

Method Findings 

1. Did the 

performance of 

family takaful 

operator in 

Malaysia outpace 

life insurance 

companies in 

Malaysia? 

1. To analyse the 

performance of 

family takaful 

operators and life 

insurance 

companies in 

Malaysia. 

Descriptive 

Statistics 

 

The performance of life 

insurance companies is 

better that family 

takaful operators in 

Malaysia in generating 

profit for period 2013 to 

2018. 
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2. Is there a 

significant 

relationship 

between 

operational specific 

factors (OSF) and 

profitability of 

family takaful 

operator and life 

insurance 

companies in 

Malaysia? 

2. To determine 

the relationship 

between 

operational 

specific factors 

(OSF) and 

profitability of 

family takaful 

operators and life 

insurance 

companies in 

Malaysia. 

 

1.Correlation 

Analysis 

2. Multiple 

Regression 

Analysis 

 

Family takaful operators 

Negative Significant   

 Size 

 Expense ratio 

 Capital 

 Underwriting risk 

Not significant  

 Premium growth 

Life insurance 

companies 

Positive Significant 

 Size 

 Capital 

 Underwriting risk 

Negative Significant   

 Expense ratio 

 

Not significant  

 Premium growth 

3 .Which 

operational specific 

factors (OSF) most 

influence the 

profitability of 

family takaful 

operators and life 

insurance 

companies in 

Malaysia? 

3. To investigate 

the most 

influenced of 

operational 

specific factors 

(OSF) towards 

profitability of 

family takaful 

operators and life 

insurance 

companies in 

Malaysia. 

Multiple 

Regression 

Analysis 

 

Family takaful operators 

 Capital 

Life insurance 

companies 

 Capital 

 

 



75 
 

5.5 Limitation and recommendations of Study 

Based on above findings, we can see that the performance of family takaful operator 

is still left behind the life insurance companies in generating profit. Family takaful 

operators need to improve their overall factor productivity, focusing mainly on the 

technical component, such as improving or enhancing information technology and 

providing human resource training to increase the productivity and efficiency of 

operators. The high performance of family takaful operators in Malaysia is important 

in order to achieve Malaysia government ambitions to become a regional hub of 

Islamic finance in the world. These findings will help takaful operator in improving 

their performance by manage their related OSF that give impact to their profitability 

in order to achieve a competitive advantages over their conventional competitors 

Besides that, based on the finding of this study too, shows the result of the most 

operator specific factors (OFS) that gave most impact towards profitability that being 

proxy of determinant of performance for both family takaful operators and life 

insurance companies is capital. It is important for the both organization of family 

takaful operator and life insurance companies to concern about their capital 

management in order to strengthen their capital since this could enable them to resist 

financial crises as well as to ensure safety to the customers in times of economic 

instability and crisis especially for life insurance companies. The researcher also 

recommends life insurance companies to increase their capital structure by increasing 

the equity of the company. It is because, the willingness of the shareholders to invest 

in the company will contribute to the higher profitability. Otherwise, the resilience of 

the capital structure will enhance its risk-taking capacity and strengthen its funding 

capacity, and eventually lead to increased profitability. 
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Both Family takaful operators and life insurance companies should concern about their 

operational specific factors (OSF) that tested and had significant relationship towards 

profitability in this study such as size, expense ratio and underwriting risk. The both 

entities need to measure, manage and control such factors that give an impact towards 

profitability in order to maintain and increase their profitability as well as their 

performance.   

As a recommendation to the future research, the future researcher is advised to increase 

the time period of study which is more than six years. Besides that, they maybe can try 

to do a comparative research among the general takaful operators and general 

insurance company to test on general takaful/insurance businesses. Future researcher 

may also do a comparison analysis towards local and foreign takaful operators and 

insurance companies in Malaysia. Other than that, the researcher also recommends to 

add more variables in future studies regarding the operator’s specific factors (OSF) 

that will balance the whole management of the takaful and insurance industry such as 

the liquidity, investment yield, and leverage and so on. At the same time maybe the 

determinant factor could be included the macroeconomics factors such as Gross 

Domestic Product (GDP), inflation rate, Price Index (CPI) and so on.  

5.6 Contribution of Study 

This study contributes to the body of knowledge by identifying the significant 

determinants of operator specific factors (OSF) that would give impact to the 

profitability that being indicator of performance of 11 family takaful operators and 13 

life insurance companies in Malaysia within period of 2013 to 2018. The operator 

specific factors involved in this study including size, premium growth, expense ratio, 

capital and underwriting risk. 
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This study also contributes to the theoretical aspect to enrich the existing literature 

made by previous researcher by analysing the performance of takaful operators and 

insurance company in Malaysia and do a comparative analysis among them.  From the 

result of the study, the researcher believe that this study would contributes information 

and knowledge to the family takaful operators and life insurance companies in order 

to increase the profitability by managing the operators specific factor involved based 

on their significant determinants result. The information and knowledge gained from 

this study also important to Self-regulatory body and related organization such as 

Malaysia Takaful Association (MTA) and Life Insurance association Malaysia 

(LIAM) to build an efficient, effective and stable regulation and supervision of 

the takaful and insurance industry to ensure effective regulation, supervision, and 

development of industry.  

5.7 Conclusion 

This study, presented the evidential investigation on the performance of 11 family 

takaful operators and 13 life insurance companies conducted using a panel data set 

over the period of 2013 to 2018. There are three main of objective in this research 

which are, firstly to analysis the performance of family takaful operators and life 

insurance companies in Malaysia. Based on descriptive analysis shows that the life 

insurance companies performed better than family takaful operators in generating 

profits. The second objective is to determine the relationship between operational 

specific factors (OSF) and profitability of family takaful operator and life insurance 

companies in Malaysia. Based on results of Fixed Effect Model regression analysis 

revealed that companies’ size, capital, underwriting risk and expense ratio were 

statistically significant to profitability of family takaful operators, while premium 

growth and were negatively related to performance (ROA). For life insurance 
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companies, the operator specific factors (OSF) that shows significant relationship 

toward profitability were size, capital, underwriting risk and expense ratio factor, while 

premium growth the only factors that shows insignificant relationship. The third 

objective is to investigate the most influenced of operational specific factors (OSF) 

towards profitability of family takaful operators and life insurance companies in 

Malaysia. The result shows that capital is the most operator specific factor that 

influence or give impact to profitability for family takaful operator and life insurance 

companies in Malaysia. 
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Appendix A (List of Family Takaful Operators in Malaysia) 
 

No Name Ownership 

   

1 AIA PUBLIC Takaful Bhd F 

2 AmMetLife Takaful Berhad L 

3 Etiqa Family Takaful Berhad L 

4 FWD Takaful Berhad L 

5 Great Eastern Takaful Berhad F 

6 Hong Leong MSIG Takaful Berhad L 

7 Prudential BSN Takaful Berhad L 

8 Sun Life Malaysia Takaful Berhad L 

9 Syarikat Takaful Malaysia Keluarga Berhad L 

10 Takaful Ikhlas Family Berhad L 

11 

 

Zurich Takaful Malaysia Berhad F 

 Source: Bank Negara Malaysia (2019)

http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_ikhlas&ac=65&cat=insurance&type=TKF&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_maatkf&ac=71&cat=insurance&type=TKF&lang=en
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Appendix B (List of Life Insurance companies in Malaysia) 

 
No Name Ownership 

   

1 AIA Berhad F 

2 Axa Affin Life Insurance Berhad L 

3 Allianz Life Insurance Malaysia Berhad F 

4 Ammetlife Insurance Berhad F 

5 Gibraltar BSN Life Berhad F 

6 Great Eastern Life Assurance (Malaysia) Berhad F 

7 Hong Leong Assurance Berhad L 

8 MCIS Life F 

90 Manulife Insurance Berhad F 

10 Prudential Assurance Malaysia Berhad F 

11 Sunlife Malaysia Assurance Berhad L 

12 Tokio Marine Life Insurance Malaysia Bhd F 

13 

 

Zurich Life Insurance Malaysia Berhad F 

 Source: Bank Negara Malaysia (2019) 



90 
 

Appendix C (Data Source of Family Takaful Operators in Malaysia) 

Takaful Year ROA SIZE Growth Expense  Capital  Risk 

AIA PUBLIC Takaful Bhd.  2013 -1.64 12 0.166517 0.3126571 0.3795248 1.06 

AIA PUBLIC Takaful Bhd.  2014 -1.91 13 1.282175 0.4294388 0.1648662 2.69 

AIA PUBLIC Takaful Bhd.  2015 -2.08 13 0.415173 0.4476547 0.1101003 4.56 

AIA PUBLIC Takaful Bhd.  2016 -0.38 13 0.695329 0.3806849 0.0768423 8.87 

AIA PUBLIC Takaful Bhd.  2017 -1.69 14 0.319938 0.4006426 0.1065944 6.15 

AIA PUBLIC Takaful Bhd.  2018 -1.46 14 0.339095 0.3818992 0.1407242 4.60 

Great Eastern Takaful Berhad  2013 -1.28 12 2.7585 0.6693082 0.3228162 1.95 

Great Eastern Takaful Berhad  2014 1.21 13 0.447397 0.4842953 0.2363869 2.67 

Great Eastern Takaful Berhad  2015 -2.48 13 -0.10138 0.5869168 0.1612394 2.83 

Great Eastern Takaful Berhad  2016 -2.70 13 0.219048 0.5982573 0.0934968 4.66 

Great Eastern Takaful Berhad  2017 -1.58 13 0.064339 0.586429 0.106631 3.51 

Great Eastern Takaful Berhad  2018 -0.45 14 0.367303 0.4842673 0.0747268 5.74 

Hong Leong MSIG Takaful Berhad  2013 0.73 13 -0.24165 0.4986444 0.2287571 0.86 

Hong Leong MSIG Takaful Berhad  2014 1.63 13 0.23603 0.4946871 0.2080197 0.83 

Hong Leong MSIG Takaful Berhad  2015 0.91 13 -0.11074 0.556717 0.1973105 0.83 

Hong Leong MSIG Takaful Berhad  2016 -0.49 13 0.452259 0.5190516 0.1524593 1.14 

Hong Leong MSIG Takaful Berhad  2017 1.25 13 0.248108 0.5419147 0.1346713 1.36 

Hong Leong MSIG Takaful Berhad  2018 1.76 13 0.543894 0.3115244 0.1378203 1.51 

Prudential BSN Takaful Berhad  2013 2.89 14 0.158437 0.4128368 0.1221632 4.97 

Prudential BSN Takaful Berhad  2014 2.11 14 0.201851 0.4167273 0.1107366 5.28 

Prudential BSN Takaful Berhad  2015 1.92 15 0.143072 0.4489662 0.0945402 5.83 

Prudential BSN Takaful Berhad  2016 2.79 15 0.131892 0.449831 0.1030246 5.26 

Prudential BSN Takaful Berhad  2017 2.29 15 0.149252 0.421418 0.1015131 4.98 

Prudential BSN Takaful Berhad  2018 2.52 15 0.110173 0.4041986 0.1102414 4.45 

Sun Life Malaysia Takaful Berhad  2013 3.05 13 1.054382 0.4261049 0.2447229 1.35 

Sun Life Malaysia Takaful Berhad  2014 3.01 14 0.358019 0.4177469 0.2205942 1.53 

Sun Life Malaysia Takaful Berhad  2015 3.15 14 0.224268 0.3924879 0.2093941 1.82 

Sun Life Malaysia Takaful Berhad  2016 7.94 14 0.280547 0.3639093 0.2368804 1.65 

Sun Life Malaysia Takaful Berhad  2017 5.23 14 2.05E-05 0.4027704 0.2486233 1.13 

Sun Life Malaysia Takaful Berhad  2018 2.59 14 -0.10277 0.484559 0.2619979 0.93 

Takaful Ikhlas Family Berhad  2013 0.73 15 0.164784 0.4015985 0.1216337 1.71 

Takaful Ikhlas Family Berhad  2014 0.72 15 0.010359 0.4362433 0.1083365 1.63 

Takaful Ikhlas Family Berhad  2015 0.90 15 0.010939 0.4661778 0.1038979 1.60 

Takaful Ikhlas Family Berhad  2016 -0.89 15 0.110384 0.4293753 0.0842155 1.92 

Takaful Ikhlas Family Berhad  2017 -0.10 15 0.101007 0.3358401 0.0742519 2.15 

Takaful Ikhlas Family Berhad  2018 0.95 15 -0.0435 0.3538961 0.0876515 1.61 

Zurich Takaful Malaysia Berhad  2013 2.07 14 0.282464 0.6046415 0.1479779 2.12 

Zurich Takaful Malaysia Berhad  2014 -0.50 14 0.370664 0.4780766 0.1063673 3.10 

Zurich Takaful Malaysia Berhad  2015 0.53 14 -0.31784 0.7531889 0.1000137 2.15 

Zurich Takaful Malaysia Berhad  2016 -0.18 14 0.102442 0.7268228 0.1329639 1.66 

Zurich Takaful Malaysia Berhad  2017 -0.94 14 0.004576 0.4804453 0.1250921 1.58 

Zurich Takaful Malaysia Berhad  2018 -1.14 14 0.2767 0.4039449 0.202337 2.16 

Etiqa Family Takaful Berhad  2013 2.38 16 -0.16696 0.3753921 0.1084884 1.17 

Etiqa Family Takaful Berhad  2014 2.29 16 -0.18629 0.4317413 0.113233 0.82 

https://app.fitchconnect.com/entity/AGNT_1391631?excel=true
https://app.fitchconnect.com/entity/AGNT_1391631?excel=true
https://app.fitchconnect.com/entity/AGNT_1391631?excel=true
https://app.fitchconnect.com/entity/AGNT_1391631?excel=true
https://app.fitchconnect.com/entity/AGNT_1391631?excel=true
https://app.fitchconnect.com/entity/AGNT_1391631?excel=true
https://app.fitchconnect.com/entity/AGNT_1459445?excel=true
https://app.fitchconnect.com/entity/AGNT_1459445?excel=true
https://app.fitchconnect.com/entity/AGNT_1459445?excel=true
https://app.fitchconnect.com/entity/AGNT_1459445?excel=true
https://app.fitchconnect.com/entity/AGNT_1459445?excel=true
https://app.fitchconnect.com/entity/AGNT_1459445?excel=true
https://app.fitchconnect.com/entity/AGNT_1321012?excel=true
https://app.fitchconnect.com/entity/AGNT_1321012?excel=true
https://app.fitchconnect.com/entity/AGNT_1321012?excel=true
https://app.fitchconnect.com/entity/AGNT_1321012?excel=true
https://app.fitchconnect.com/entity/AGNT_1321012?excel=true
https://app.fitchconnect.com/entity/AGNT_1321012?excel=true
https://app.fitchconnect.com/entity/AGNT_1321030?excel=true
https://app.fitchconnect.com/entity/AGNT_1321030?excel=true
https://app.fitchconnect.com/entity/AGNT_1321030?excel=true
https://app.fitchconnect.com/entity/AGNT_1321030?excel=true
https://app.fitchconnect.com/entity/AGNT_1321030?excel=true
https://app.fitchconnect.com/entity/AGNT_1321030?excel=true
https://app.fitchconnect.com/entity/AGNT_1317490?excel=true
https://app.fitchconnect.com/entity/AGNT_1317490?excel=true
https://app.fitchconnect.com/entity/AGNT_1317490?excel=true
https://app.fitchconnect.com/entity/AGNT_1317490?excel=true
https://app.fitchconnect.com/entity/AGNT_1317490?excel=true
https://app.fitchconnect.com/entity/AGNT_1317490?excel=true
https://app.fitchconnect.com/entity/AGNT_1149897?excel=true
https://app.fitchconnect.com/entity/AGNT_1149897?excel=true
https://app.fitchconnect.com/entity/AGNT_1149897?excel=true
https://app.fitchconnect.com/entity/AGNT_1149897?excel=true
https://app.fitchconnect.com/entity/AGNT_1149897?excel=true
https://app.fitchconnect.com/entity/AGNT_1149897?excel=true
https://app.fitchconnect.com/entity/AGNT_1472177?excel=true
https://app.fitchconnect.com/entity/AGNT_1472177?excel=true
https://app.fitchconnect.com/entity/AGNT_1472177?excel=true
https://app.fitchconnect.com/entity/AGNT_1472177?excel=true
https://app.fitchconnect.com/entity/AGNT_1472177?excel=true
https://app.fitchconnect.com/entity/AGNT_1472177?excel=true
https://app.fitchconnect.com/entity/GRP_90441865?excel=true
https://app.fitchconnect.com/entity/GRP_90441865?excel=true


91 
 

Etiqa Family Takaful Berhad  2015 1.90 16 0.071011 0.4179249 0.117005 0.80 

Etiqa Family Takaful Berhad  2016 2.43 16 -0.0651 0.4789509 0.1249816 0.64 

Etiqa Family Takaful Berhad  2017 1.76 17 0.135875 0.2277909 0.1178474 0.73 

Etiqa Family Takaful Berhad  2018 1.86 16 0.166743 0.2064948 0.1257707 0.92 

Syarikat Takaful Malaysia Keluarga 2013 2.79 16 0.112724 0.2890113 0.0885216 1.81 

Syarikat Takaful Malaysia Keluarga 2014 2.81 16 -0.12818 0.3002478 0.0876664 1.51 

Syarikat Takaful Malaysia Keluarga 2015 2.69 16 0.094052 0.3761161 0.0974788 1.44 

Syarikat Takaful Malaysia Keluarga 2016 3.18 16 0.172862 0.3729573 0.0998746 1.64 

Syarikat Takaful Malaysia Keluarga 2017 3.30 16 0.028509 0.3805753 0.1058221 1.48 

Syarikat Takaful Malaysia Keluarga 2018 3.62 16 0.27207 0.3631527 0.1310806 1.63 

AmmetLIFE takaful berhad 2013 -7.46 19 132.3137 0.5076987 0.6575718 0.49 

AmmetLIFE takaful berhad 2014 -4.70 19 0.883465 0.3894322 0.4176784 1.01 

AmmetLIFE takaful berhad 2015 -5.80 19 -0.06911 0.5876571 0.3350638 0.89 

AmmetLIFE takaful berhad 2016 
-

10.82 19 -0.28358 0.5950921 0.3072503 0.74 

AmmetLIFE takaful berhad 2017 -4.10 19 0.022192 0.6189113 0.2641118 0.79 

AmmetLIFE takaful berhad 2018 -6.77 19 0.599953 0.4826723 0.1853615 1.60 

FWD / HSBC amanah Takaful 2013 1.97 14 -0.29365 0.26276 0.087517 2.35 

FWD / HSBC amanah Takaful 2014 0.83 14 0.290752 0.2567134 0.0822586 2.55 

FWD / HSBC amanah Takaful 2015 1.15 14 -0.2213 0.3008861 0.0872397 1.88 

FWD / HSBC amanah Takaful 2016 0.90 14 -0.30929 0.3643272 0.086549 1.36 

FWD / HSBC amanah Takaful 2017 0.13 14 0.33696 0.2431293 0.0842618 1.35 

FWD / HSBC amanah Takaful 2018 -0.97 14 -0.15108 0.2739815 0.0937999 1.08 

 

https://app.fitchconnect.com/entity/GRP_90441865?excel=true
https://app.fitchconnect.com/entity/GRP_90441865?excel=true
https://app.fitchconnect.com/entity/GRP_90441865?excel=true
https://app.fitchconnect.com/entity/GRP_90441865?excel=true
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Appendix D (Data Source of Life Insurance companies in Malaysia) 

Entity Name Year ROA Size Growth Expense Capital Risk 

AIA Bhd. 2013 2.09 18 0.3757541 0.237342 0.0956032 1.22381 

AIA Bhd. 2014 2.17 18 0.4174788 0.222306 0.0988143 1.538452 

AIA Bhd. 2015 2.17 18 0.0674676 0.217273 0.0988098 1.571645 

AIA Bhd. 2016 2.39 18 0.0707465 0.21072 0.098663 1.646215 

AIA Bhd. 2017 2.17 18 0.0642296 0.205239 0.0938341 1.645459 

AIA Bhd. 2018 2.20 18 0.1364173 0.197355 0.0934578 1.859414 

Allianz Life Insurance Malaysia Berhad  2013 1.44 16 0.2216271 0.303183 0.100874 2.54107 

Allianz Life Insurance Malaysia Berhad  2014 1.55 16 0.1462372 0.283594 0.0949995 2.619669 

Allianz Life Insurance Malaysia Berhad 2015 1.74 16 0.0645664 0.288395 0.0920745 2.468869 

Allianz Life Insurance Malaysia Berhad  2016 1.30 16 0.0755688 0.288969 0.0892857 2.417864 

Allianz Life Insurance Malaysia Berhad  2017 1.65 16 0.0237727 0.291969 0.0859483 2.321603 

Allianz Life Insurance Malaysia Berhad 2018 1.80 16 0.1088323 0.273171 0.0943177 2.171246 

AmMetLife Insurance Berhad  2013 -2.10 15 0.0910236 0.40452 0.1423793 0.89707 

AmMetLife Insurance Berhad  2014 1.11 15 0.0137331 0.377718 0.1501365 0.894151 

AmMetLife Insurance Berhad  2015 -1.30 15 -0.034221 0.456461 0.1425074 0.9017 

AmMetLife Insurance Berhad  2016 -0.06 15 -0.031729 0.457561 0.143304 0.870373 

AmMetLife Insurance Berhad  2017 2.56 15 -0.105947 0.493152 0.163626 0.66219 

AmMetLife Insurance Berhad  2018 0.32 15 0.2449577 0.383124 0.1548671 0.859297 

AXA Affin Life Insurance Berhad  2013 1.25 14 0.3730645 0.371437 0.2990584 1.105094 

AXA Affin Life Insurance Berhad  2014 0.97 14 0.0451513 0.370198 0.2494961 1.172964 

AXA Affin Life Insurance Berhad  2015 -2.10 14 0.0959085 0.373559 0.2039511 1.292494 

AXA Affin Life Insurance Berhad  2016 -1.20 14 0.0691002 0.360206 0.2069094 1.159874 

AXA Affin Life Insurance Berhad  2017 -1.24 14 0.2720821 0.301222 0.1774343 1.481515 

AXA Affin Life Insurance Berhad  2018 -0.26 14 -0.055065 0.301973 0.1583371 1.413431 

Gibraltar BSN Life Berhad  2013 1.22 15 -0.120853 0.315879 0.1509523 0.719425 

Gibraltar BSN Life Berhad  2014 3.23 15 -0.206792 0.434254 0.1755205 0.503312 

Gibraltar BSN Life Berhad  2015 0.10 15 0.3840722 0.42439 0.1773851 0.742897 

Gibraltar BSN Life Berhad  2016 0.76 15 0.0114155 0.507333 0.1825487 0.720487 

Gibraltar BSN Life Berhad  2017 -2.11 15 -0.034372 0.497586 0.1555868 0.795474 

Gibraltar BSN Life Berhad  2018 -0.36 15 -0.045296 0.547948 0.1524117 0.772868 

Great Eastern Life Assurance (Malaysia)  2013 1.29 18 0.0558211 0.203508 0.0225451 4.457782 

Great Eastern Life Assurance (Malaysia)  2014 1.26 18 0.0436829 0.200643 0.0235283 4.231143 

Great Eastern Life Assurance (Malaysia)  2015 1.21 18 0.0351337 0.209893 0.0252148 3.891525 

Great Eastern Life Assurance (Malaysia)  2016 1.30 18 0.0346463 0.221104 0.0247085 3.94475 

Great Eastern Life Assurance (Malaysia)  2017 1.25 18 0.048853 0.22873 0.0267566 3.48968 

Great Eastern Life Assurance (Malaysia)  2018 1.37 18 0.0605075 0.210046 0.0307319 3.152961 

Hong Leong Assurance Berhad 2013 1.30 16 0.2067658 0.243262 0.1091008 1.748734 

Hong Leong Assurance Berhad 2014 2.36 16 0.1839404 0.221025 0.1054418 1.853027 

Hong Leong Assurance Berhad 2015 1.92 16 0.0970692 0.213658 0.0999378 1.900784 

Hong Leong Assurance Berhad 2016 1.10 17 0.0754994 0.211225 0.0968638 1.87675 

Hong Leong Assurance Berhad 2017 1.49 17 0.0813261 0.214154 0.0927136 1.855439 

Hong Leong Assurance Berhad 2018 1.51 17 -0.020948 0.213831 0.0911729 1.724676 

Manulife Insurance Berhad  2013 1.93 15 0.3296667 0.22902 0.0927122 1.826672 

Manulife Insurance Berhad  2014 1.34 15 0.136823 0.212076 0.0969627 1.877034 

https://app.fitchconnect.com/entity/AGNT_1325190?excel=true
https://app.fitchconnect.com/entity/AGNT_1325190?excel=true
https://app.fitchconnect.com/entity/AGNT_1325190?excel=true
https://app.fitchconnect.com/entity/AGNT_1325190?excel=true
https://app.fitchconnect.com/entity/AGNT_1325190?excel=true
https://app.fitchconnect.com/entity/AGNT_1325190?excel=true
https://app.fitchconnect.com/entity/AGNT_1144139?excel=true
https://app.fitchconnect.com/entity/AGNT_1144139?excel=true
https://app.fitchconnect.com/entity/AGNT_1144139?excel=true
https://app.fitchconnect.com/entity/AGNT_1144139?excel=true
https://app.fitchconnect.com/entity/AGNT_1144139?excel=true
https://app.fitchconnect.com/entity/AGNT_1144139?excel=true
https://app.fitchconnect.com/entity/AGNT_1144215?excel=true
https://app.fitchconnect.com/entity/AGNT_1144215?excel=true
https://app.fitchconnect.com/entity/AGNT_1144215?excel=true
https://app.fitchconnect.com/entity/AGNT_1144215?excel=true
https://app.fitchconnect.com/entity/AGNT_1144215?excel=true
https://app.fitchconnect.com/entity/AGNT_1144215?excel=true
https://app.fitchconnect.com/entity/AGNT_1325051?excel=true
https://app.fitchconnect.com/entity/AGNT_1325051?excel=true
https://app.fitchconnect.com/entity/AGNT_1325051?excel=true
https://app.fitchconnect.com/entity/AGNT_1325051?excel=true
https://app.fitchconnect.com/entity/AGNT_1325051?excel=true
https://app.fitchconnect.com/entity/AGNT_1325051?excel=true
https://app.fitchconnect.com/entity/AGNT_1260651?excel=true
https://app.fitchconnect.com/entity/AGNT_1260651?excel=true
https://app.fitchconnect.com/entity/AGNT_1260651?excel=true
https://app.fitchconnect.com/entity/AGNT_1260651?excel=true
https://app.fitchconnect.com/entity/AGNT_1260651?excel=true
https://app.fitchconnect.com/entity/AGNT_1260651?excel=true
https://app.fitchconnect.com/entity/AGNT_1146512?excel=true
https://app.fitchconnect.com/entity/AGNT_1146512?excel=true
https://app.fitchconnect.com/entity/AGNT_1146512?excel=true
https://app.fitchconnect.com/entity/AGNT_1146512?excel=true
https://app.fitchconnect.com/entity/AGNT_1146512?excel=true
https://app.fitchconnect.com/entity/AGNT_1146512?excel=true
https://app.fitchconnect.com/entity/AGNT_1146770?excel=true
https://app.fitchconnect.com/entity/AGNT_1146770?excel=true
https://app.fitchconnect.com/entity/AGNT_1146770?excel=true
https://app.fitchconnect.com/entity/AGNT_1146770?excel=true
https://app.fitchconnect.com/entity/AGNT_1146770?excel=true
https://app.fitchconnect.com/entity/AGNT_1146770?excel=true
https://app.fitchconnect.com/entity/AGNT_1325170?excel=true
https://app.fitchconnect.com/entity/AGNT_1325170?excel=true
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Manulife Insurance Berhad  2015 1.32 15 0.0451231 0.205516 0.1010877 1.769136 

Manulife Insurance Berhad  2016 1.49 15 0.0780825 0.213752 0.1054376 1.701808 

Manulife Insurance Berhad  2017 1.02 15 0.021219 0.20665 0.105105 1.567061 

Manulife Insurance Berhad  2018 0.77 15 0.0067695 0.205344 0.0928966 1.814567 

MCIS Insurance Berhad  2013 0.65 15 -0.267985 0.262914 0.0926786 1.300848 

MCIS Insurance Berhad  2014 0.67 15 -0.033001 0.276266 0.0947082 1.219559 

MCIS Insurance Berhad  2015 0.52 15 0.0122726 0.287491 0.0801874 1.575742 

MCIS Insurance Berhad  2016 0.75 15 -0.011928 0.30349 0.0673156 1.843434 

MCIS Insurance Berhad  2017 0.48 15 0.0150364 0.306461 0.0652141 1.786115 

MCIS Insurance Berhad  2018 0.60 15 -0.027787 0.312533 0.0679748 1.666994 

Prudential Assurance Malaysia Berhad  2013 3.28 17 0.0896334 0.292523 0.0686364 3.483546 

Prudential Assurance Malaysia Berhad  2014 2.22 17 0.0887647 0.274535 0.0626318 3.850709 

Prudential Assurance Malaysia Berhad  2015 3.10 17 0.0619651 0.289618 0.0745647 3.085776 

Prudential Assurance Malaysia Berhad  2016 2.24 17 0.0743215 0.287965 0.0653927 3.50058 

Prudential Assurance Malaysia Berhad  2017 2.20 17 0.038423 0.296969 0.0531641 3.935166 

Prudential Assurance Malaysia Berhad  2018 1.96 17 0.0895219 0.294934 0.0531282 4.115172 

Sun Life Malaysia Assurance Berhad  2013 5.38 14 0.3498451 0.345312 0.2959241 0.624941 

Sun Life Malaysia Assurance Berhad  2014 6.19 15 0.3239494 0.298703 0.306324 0.721479 

Sun Life Malaysia Assurance Berhad  2015 6.82 15 0.0628125 0.318754 0.2609548 0.901014 

Sun Life Malaysia Assurance Berhad  2016 5.80 15 -0.159706 0.422763 0.260656 0.733477 

Sun Life Malaysia Assurance Berhad  2017 6.70 15 0.2507344 0.3412 0.2605071 0.926255 

Sun Life Malaysia Assurance Berhad  2018 6.96 15 0.1060979 0.332486 0.2648437 0.930399 

Tokio Marine Life Insurance Malaysia  2013 1.76 16 0.1974387 0.244058 0.0570642 2.278511 

Tokio Marine Life Insurance Malaysia  2014 1.72 16 0.1590769 0.253461 0.0603762 2.382804 

Tokio Marine Life Insurance Malaysia  2015 1.80 16 -0.006738 0.244168 0.085378 1.577583 

Tokio Marine Life Insurance Malaysia  2016 1.52 16 0.019885 0.266715 0.0916011 1.404495 

Tokio Marine Life Insurance Malaysia  2017 1.52 16 0.0571502 0.260108 0.0959787 1.314861 

Tokio Marine Life Insurance Malaysia  2018 1.81 16 0.1411996 0.244657 0.1054241 1.395864 

Zurich Life Insurance Malaysia Berhad  2013 3.87 16 -0.039699 0.31721 0.1402923 1.02614 

Zurich Life Insurance Malaysia Berhad  2014 1.19 16 0.0646126 0.333247 0.1450391 1.012764 

Zurich Life Insurance Malaysia Berhad  2015 0.01 16 -0.414936 0.332863 0.1452868 0.581383 

Zurich Life Insurance Malaysia Berhad  2016 1.47 16 -0.029983 0.344051 0.1619111 0.500367 

Zurich Life Insurance Malaysia Berhad  2017 1.01 16 0.0156613 0.332784 0.1717628 0.463463 

Zurich Life Insurance Malaysia Berhad  2018 -0.35 16 0.0046272 0.340182 0.168096 0.560371 
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Appendix E (Descriptive Statistics of Family Takaful Operators in Malaysia) 
 
. summarize 
 
    Variable |        Obs        Mean    Std. Dev.       Min        Max 
-------------+--------------------------------------------------------- 

    operator |         66           6     3.18651          1         11 

        year |         66      2015.5    1.720912       2013       2018 

         roa |         66    .3993939    3.007797     -10.82       7.94 

        size |         66    14.71212    1.760814         12         19 

      growth |         66    2.204693     16.2676  -.3178366   132.3137 

-------------+--------------------------------------------------------- 

expenseratio |         66    .4348548    .1148791   .2064948   .7531888 

     capital |         66    .1590696    .1000315   .0742519   .6575717 

underwriti~k |         66    2.258636    1.701909        .49       8.87 

 
 
. xtsum 

 

Variable         |      Mean   Std. Dev.       Min        Max |    Observations 

-----------------+--------------------------------------------+---------------- 

operator overall |         6    3.18651          1         11 |     N =      66 

         between |             3.316625          1         11 |     n =      11 

         within  |                    0          6          6 |     T =       6 

                 |                                            | 

year     overall |    2015.5   1.720912       2013       2018 |     N =      66 

         between |                    0     2015.5     2015.5 |     n =      11 

         within  |             1.720912       2013       2018 |     T =       6 

                 |                                            | 

roa      overall |  .3993939   3.007797     -10.82       7.94 |     N =      66 

         between |             2.902399  -6.608333   4.161667 |     n =      11 

         within  |              1.12735  -3.812272   4.177727 |     T =       6 

                 |                                            | 

size     overall |  14.71212   1.760814         12         19 |     N =      66 

         between |             1.796742         13         19 |     n =      11 

         within  |             .3471496   13.54545   15.71212 |     T =       6 

                 |                                            | 

growth   overall |  2.204693    16.2676  -.3178366   132.3137 |     N =      66 

         between |             6.649852  -.0579353   22.24443 |     n =      11 

         within  |             14.96047  -20.32332   112.2739 |     T =       6 

                 |                                            | 

expens~o overall |  .4348548   .1148791   .2064948   .7531888 |     N =      66 

         between |             .0944183   .2836329     .57452 |     n =      11 

         within  |             .0704851   .2592893   .6135236 |     T =       6 

                 |                                            | 

capital  overall |  .1590696   .1000315   .0742519   .6575717 |     N =      66 

         between |             .0803869   .0869377   .3611729 |     n =      11 

         within  |             .0635714  -.0167418   .4554684 |     T =       6 

                 |                                            | 

underw~k overall |  2.258636   1.701909        .49       8.87 |     N =      66 

         between |             1.500579   .8466667   5.128333 |     n =      11 

         within  |             .9044152  -1.336364   6.473636 |     T =       6 
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Appendix F (Descriptive Statistics of Life Insurance companies in Malaysia) 
 

. summarize 

 

    Variable |        Obs        Mean    Std. Dev.       Min        Max 

-------------+--------------------------------------------------------- 

     insurer |         78           7    3.765875          1         13 

        year |         78      2015.5    1.718879       2013       2018 

         roa |         78    1.571026    1.799253      -2.11       6.96 

        size |         78    15.87179    1.209905         14         18 

      growth |         78    .0703869    .1410394  -.4149356   .4174788 

-------------+--------------------------------------------------------- 

expenseratio |         78     .298973    .0829842    .197355   .5479478 

     capital |         78    .1229363    .0674069   .0225451    .306324 

underwriti~k |         78    1.748375    1.025815   .4634627   4.457782 

 

 
. xtsum 

 

Variable         |      Mean   Std. Dev.       Min        Max |    Observations 

-----------------+--------------------------------------------+---------------- 

insurer  overall |         7   3.765875          1         13 |     N =      78 

         between |              3.89444          1         13 |     n =      13 

         within  |                    0          7          7 |     T =       6 

                 |                                            | 

year     overall |    2015.5   1.718879       2013       2018 |     N =      78 

         between |                    0     2015.5     2015.5 |     n =      13 

         within  |             1.718879       2013       2018 |     T =       6 

                 |                                            | 

roa      overall |  1.571026   1.799253      -2.11       6.96 |     N =      78 

         between |             1.641433       -.43   6.308333 |     n =      13 

         within  |             .8473271  -1.012308   4.327692 |     T =       6 

                 |                                            | 

size     overall |  15.87179   1.209905         14         18 |     N =      78 

         between |             1.238192         14         18 |     n =      13 

         within  |             .1740777   15.03846   16.37179 |     T =       6 

                 |                                            | 

growth   overall |  .0703869   .1410394  -.4149356   .4174788 |     N =      78 

         between |             .0767098  -.0666194   .1886823 |     n =      13 

         within  |             .1199576  -.2779293   .4564302 |     T =       6 

                 |                                            | 

expens~o overall |   .298973   .0829842    .197355   .5479478 |     N =      78 

         between |             .0802681   .2120597   .4545652 |     n =      13 

         within  |             .0293562   .1602873   .3923557 |     T =       6 

                 |                                            | 

capital  overall |  .1229363   .0674069   .0225451    .306324 |     N =      78 

         between |             .0675547   .0255809   .2748683 |     n =      13 

         within  |             .0166254    .065409   .2061303 |     T =       6 

                 |                                            | 

underw~k overall |  1.748375   1.025815   .4634627   4.457782 |     N =      78 

         between |             1.031811    .690748   3.861307 |     n =      13 

         within  |             .2383151    1.04003   2.405493 |     T =       6 
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Appendix G (Correlation Matrix of Family Takaful Operators in Malaysia) 
 
. correlate 

(obs=66) 

 

             |      roa     size    growth   expens~o  capital 

underw~k 

-------------+------------------------------------------------------

------------------ 

 |  

         roa |    1.0000 

        size |   -0.3907    1.0000 

      growth |   -0.3294    0.2979   1.0000 

expenseratio |   -0.3770   -0.0412   0.0824   1.0000 

     capital |   -0.4498    0.3008   0.6294   0.2655   1.0000 

underwriti~k |    0.0293   -0.3142  -0.1254   0.0186  -0.3709   

1.0000 

 
 
. hettest 

 

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity  

         Ho: Constant variance 

         Variables: fitted values of roa 

 

         chi2(1)      =     0.71 

         Prob > chi2  =   0.3991 

 

 

. vif 

 

    Variable |       VIF       1/VIF   

-------------+---------------------- 

     capital |      2.15    0.465090 

      growth |      1.78    0.561458 

underwriti~k |      1.29    0.775310 

        size |      1.21    0.825899 

expenseratio |      1.12    0.890824 

-------------+---------------------- 

    Mean VIF |      1.51 

 

 
. sktest roa size growth expenseratio capital underwritingrisk 

 

                    Skewness/Kurtosis tests for Normality 

                                                          ------ joint ------ 

    Variable |        Obs  Pr(Skewness)  Pr(Kurtosis) adj chi2(2)   Prob>chi2 

-------------+--------------------------------------------------------------- 

         roa |         66     0.0004        0.0033       16.46         0.0003 

        size |         66     0.0006        0.1369       11.47         0.0032 

      growth |         66     0.0000        0.0000           .         0.0000 

expenseratio |         66     0.0941        0.4162        3.62         0.1637 

     capital |         66     0.0000        0.0000       39.24         0.0000 

underwriti~k |         66     0.0000        0.0048       21.43         0.0000 
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Appendix H (Correlation Matrix of Life Insurance companies in Malaysia) 
 

. correlate 

(obs=78) 

 

             |     roa     size   growth     expens~o  capital  underw~k 

-------------+--------------------------------------------------------------

---------- 

 

         roa |    1.0000 

        size |    0.1406   1.0000 

      growth |    0.1912   0.0570   1.0000 

expenseratio |   -0.1686  -0.5678  -0.2115   1.0000 

     capital |    0.3102  -0.6586   0.1474   0.5713    1.0000 

underwriti~k |    0.0180   0.6301   0.0932  -0.5371   -0.7260   1.0000 

 
 

. hettest 

 

Breusch-Pagan / Cook-Weisberg test for heteroskedasticity  

         Ho: Constant variance 

         Variables: fitted values of roa 

 

         chi2(1)      =     7.64 

         Prob > chi2  =   0.0057 

 
. vif 

 

    Variable |       VIF       1/VIF   

-------------+---------------------- 

     capital |      3.06    0.326601 

underwriti~k |      2.48    0.403560 

        size |      2.08    0.480057 

expenseratio |      1.84    0.543323 

      growth |      1.25    0.798685 

-------------+---------------------- 

    Mean VIF |      2.14 

 
 
. sktest roa size growth expenseratio capital underwritingrisk 

 

                    Skewness/Kurtosis tests for Normality 

                                                          ------ joint ------ 

    Variable |        Obs  Pr(Skewness)  Pr(Kurtosis) adj chi2(2)   Prob>chi2 

-------------+--------------------------------------------------------------- 

         roa |         78     0.0009        0.0054       14.99         0.0006 

        size |         78     0.0792        0.0570        6.27         0.0436 

      growth |         78     0.9780        0.0141        5.75         0.0564 

expenseratio |         78     0.0010        0.2604       10.22         0.0060 

     capital |         78     0.0008        0.2014       10.81         0.0045 

underwriti~k |         78     0.0005        0.4186       10.76        0.0046 

 

0.64 

0.3757 
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Appendix I (Regression of Pooled OLS, FE, RE Model for Family Takaful 
Operators in Malaysia) 
 
Dependent Variable: ROA   

Method: Panel Least Squares   

Date: 11/11/19   Time: 16:44   

Sample: 2013 2018   

Periods included: 6   

Cross-sections included: 11   

Total panel (balanced) observations: 66  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 15.32875 3.198227 4.792891 0.0000 

SIZE -0.621315 0.187775 -3.308838 0.0016 

GROWTH -0.003170 0.024651 -0.128597 0.8981 

EXPENSE -7.869560 2.771256 -2.839708 0.0062 

CAPITAL -9.763740 4.404622 -2.216703 0.0304 

RISK -0.356974 0.200512 -1.780315 0.0801 
     
     R-squared 0.401200     Mean dependent var 0.399394 

Adjusted R-squared 0.351301     S.D. dependent var 3.007797 

S.E. of regression 2.422537     Akaike info criterion 4.694015 

Sum squared resid 352.1210     Schwarz criterion 4.893075 

Log likelihood -148.9025     Hannan-Quinn criter. 4.772673 

F-statistic 8.040097     Durbin-Watson stat 0.685183 

Prob(F-statistic) 0.000007    
     
     

 
 

Redundant Fixed Effects Tests   

Equation: Untitled   

Test cross-section fixed effects  
     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 18.302002 (10,50) 0.0000 

Cross-section Chi-square 101.580689 10 0.0000 
     
          

Cross-section fixed effects test equation:  

Dependent Variable: ROA   

Method: Panel Least Squares   

Date: 11/11/19   Time: 16:49   

Sample: 2013 2018   

Periods included: 6   

Cross-sections included: 11   

Total panel (balanced) observations: 66  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 15.32875 3.198227 4.792891 0.0000 

SIZE -0.621315 0.187775 -3.308838 0.0016 

GROWTH -0.003170 0.024651 -0.128597 0.8981 

EXPENSE -7.869560 2.771256 -2.839708 0.0062 

CAPITAL -9.763740 4.404622 -2.216703 0.0304 

RISK -0.356974 0.200512 -1.780315 0.0801 
     
     R-squared 0.401200     Mean dependent var 0.399394 

Adjusted R-squared 0.351301     S.D. dependent var 3.007797 

S.E. of regression 2.422537     Akaike info criterion 4.694015 
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Sum squared resid 352.1210     Schwarz criterion 4.893075 

Log likelihood -148.9025     Hannan-Quinn criter. 4.772673 

F-statistic 8.040097     Durbin-Watson stat 0.685183 

Prob(F-statistic) 0.000007    
     
     

 

Correlated Random Effects - Hausman Test  

Equation: Untitled   

Test cross-section random effects  
     
     

Test Summary 
Chi-Sq. 
Statistic Chi-Sq. d.f. Prob.  

     
     Cross-section random 29.895664 5 0.0000 
     
          

Cross-section random effects test comparisons: 

     

Variable Fixed   Random  Var(Diff.)  Prob.  
     
     SIZE 0.328222 -0.519133 0.226605 0.0751 

GROWTH -0.028743 -0.004324 0.000055 0.0009 

EXPENSE -0.188911 -4.173815 1.310705 0.0005 

CAPITAL 8.410075 -3.218143 10.351021 0.0003 

RISK 0.404421 -0.022791 0.025667 0.0077 
     
          

Cross-section random effects test equation:  

Dependent Variable: ROA   

Method: Panel Least Squares   

Date: 11/11/19   Time: 16:53   

Sample: 2013 2018   

Periods included: 6   

Cross-sections included: 11   

Total panel (balanced) observations: 66  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -6.535157 8.302638 -0.787118 0.4349 

SIZE 0.328222 0.523945 0.626443 0.5339 

GROWTH -0.028743 0.015959 -1.801035 0.0777 

EXPENSE -0.188911 2.285152 -0.082669 0.9344 

CAPITAL 8.410075 4.813347 1.747241 0.0867 

RISK 0.404421 0.244851 1.651701 0.1049 
     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.871513     Mean dependent var 0.399394 

Adjusted R-squared 0.832967     S.D. dependent var 3.007797 

S.E. of regression 1.229276     Akaike info criterion 3.457944 

Sum squared resid 75.55596     Schwarz criterion 3.988770 

Log likelihood -98.11217     Hannan-Quinn criter. 3.667699 

F-statistic 22.60969     Durbin-Watson stat 2.561432 

Prob(F-statistic) 0.000000    
     
     

 

 

 



100 
 

Appendix J (Regression of Pooled OLS, FE, RE Model for Life Insurance 
companies in Malaysia) 
 

Dependent Variable: ROA   

Method: Panel Least Squares   

Date: 11/11/19   Time: 15:20   

Sample: 2013 2018   

Periods included: 6   

Cross-sections included: 13   

Total panel (balanced) observations: 78  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -10.28191 3.403168 -3.021275 0.0035 

SIZE 0.626772 0.189874 3.300996 0.0015 

GROWTH -1.249957 1.262799 -0.989831 0.3256 

EXPENSE -8.194934 2.602185 -3.149251 0.0024 

CAPITAL 28.09196 4.131896 6.798807 0.0000 

RISK 0.565928 0.244253 2.316979 0.0234 
     
     R-squared 0.436527     Mean dependent var 1.571026 

Adjusted R-squared 0.397397     S.D. dependent var 1.799253 

S.E. of regression 1.396716     Akaike info criterion 3.579928 

Sum squared resid 140.4587     Schwarz criterion 3.761213 

Log likelihood -133.6172     Hannan-Quinn criter. 3.652499 

F-statistic 11.15578     Durbin-Watson stat 0.669617 

Prob(F-statistic) 0.000000    
     
     

 

Redundant Fixed Effects Tests   

Equation: Untitled   

Test cross-section fixed effects  
     
     Effects Test Statistic   d.f.  Prob.  
     
     Cross-section F 9.703545 (12,60) 0.0000 

Cross-section Chi-square 84.134758 12 0.0000 
     
          

Cross-section fixed effects test equation:  

Dependent Variable: ROA   

Method: Panel Least Squares   

Date: 11/11/19   Time: 15:24   

Sample: 2013 2018   

Periods included: 6   

Cross-sections included: 13   

Total panel (balanced) observations: 78  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -10.28191 3.403168 -3.021275 0.0035 

SIZE 0.626772 0.189874 3.300996 0.0015 

GROWTH -1.249957 1.262799 -0.989831 0.3256 

EXPENSE -8.194934 2.602185 -3.149251 0.0024 

CAPITAL 28.09196 4.131896 6.798807 0.0000 

RISK 0.565928 0.244253 2.316979 0.0234 
     
     R-squared 0.436527     Mean dependent var 1.571026 

Adjusted R-squared 0.397397     S.D. dependent var 1.799253 

S.E. of regression 1.396716     Akaike info criterion 3.579928 

Sum squared resid 140.4587     Schwarz criterion 3.761213 
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Log likelihood -133.6172     Hannan-Quinn criter. 3.652499 

F-statistic 11.15578     Durbin-Watson stat 0.669617 

Prob(F-statistic) 0.000000    
     
     

 
 

Correlated Random Effects - Hausman Test  

Equation: Untitled   

Test cross-section random effects  
     
     

Test Summary 
Chi-Sq. 
Statistic Chi-Sq. d.f. Prob.  

     
     Cross-section random 0.804350 5 0.9768 
     
          

Cross-section random effects test comparisons: 

     

Variable Fixed   Random  Var(Diff.)  Prob.  
     
     SIZE 0.147255 0.446569 0.245148 0.5455 

GROWTH -1.183400 -1.145443 0.068891 0.8850 

EXPENSE -5.881924 -6.497665 2.425308 0.6926 

CAPITAL 20.936618 23.244396 19.862971 0.6046 

RISK 0.468761 0.534689 0.100337 0.8351 
     
          

Cross-section random effects test equation:  

Dependent Variable: ROA   

Method: Panel Least Squares   

Date: 11/11/19   Time: 15:26   

Sample: 2013 2018   

Periods included: 6   

Cross-sections included: 13   

Total panel (balanced) observations: 78  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -2.317787 9.900595 -0.234106 0.8157 

SIZE 0.147255 0.605246 0.243298 0.8086 

GROWTH -1.183400 0.944804 -1.252535 0.2152 

EXPENSE -5.881924 3.532802 -1.664946 0.1011 

CAPITAL 20.93662 7.660584 2.733032 0.0082 

RISK 0.468761 0.509973 0.919188 0.3617 
     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.808389     Mean dependent var 1.571026 

Adjusted R-squared 0.754099     S.D. dependent var 1.799253 

S.E. of regression 0.892221     Akaike info criterion 2.808969 

Sum squared resid 47.76353     Schwarz criterion 3.352825 

Log likelihood -91.54980     Hannan-Quinn criter. 3.026685 

F-statistic 14.89022     Durbin-Watson stat 1.931558 

Prob(F-statistic) 0.000000    
     
     

 

 

 

0.0000 27.804350 


	FRONT MATTER
	COPYRIGHT PAGE
	TITLE PAGE
	CERTIFICATION
	PERMISSION TO USE
	ABSTRACT
	ABSTRAK
	ACKNOWLEDGEMENTS
	TABLE OF CONTENT
	LIST OF TABLES
	LIST OF FIGURES
	LIST OF ABBREVIATIONS

	MAIN CHAPTER
	CHAPTER ONE: INTRODUCTION
	1.0 Introduction
	1.1 Background of the Study
	1.1.1 Overview of Family Takaful industry in Malaysia.
	1.2.2 Overview of Life insurance industry in Malaysia.
	1.1.3 The Difference between Takaful and Conventional Insurance

	1.2 Problem Statement
	1.3 Research Question
	1.4 Research Objective
	1.5 Significance of Study
	1.5.1 Future researcher
	1.5.2 Takaful and insurance industry
	1.5.3 Consumer and policyholders

	1.6 Scope and Limitation of the Study
	1.6.1 Input variable Limitation
	1.6.2 Country Limitation
	1.6.3 Limited Information Source

	1.7 Organization of the Thesis
	1.8 Summary

	CHAPTER TWO: LITERATURE REVIEW
	2.0 Introduction
	2.1 Underpinning Theory/ Model
	2.1.1 Agency Cost Theory
	2.1.2 CARAMEL framework model
	2.1.2.1 Capital Adequacy
	2.1.2.2 Asset Quality
	2.1.2.3 Management soundness
	2.1.2.4 Earnings and Profitability


	2.2 Dependent variable
	2.2.1 Profitability

	2.3 Independent variable
	2.3.1 Operational specific factor (OSF)
	2.3.1.1 Size
	2.3.1.2 Capital
	2.3.1.3 Premium growth
	2.3.1.4 Underwriting risk
	2.3.1.5 Expense ratio


	2.4 The summary of Independent and Dependent variable’s relationship
	2.5 Summary

	CHAPTER THREE: METHODOLOGY
	3.0 Introduction
	3.1 Theoretical Framework
	3.2 Hypotheses development
	3.2.1 Size and profitability
	3.2.2 Capital and profitability
	3.2.3 Premium growth and profitability
	3.2.4 Underwriting risk and profitability
	3.2.5 Expense ratio and profitability

	3.3 Summary of hypotesis
	3.4 Research Design
	3.5 Operational Definition and Measurement
	3.5.1 Dependent Variable
	3.5.1.1 Profitability

	3.5.2 Independent Variable
	3.5.2.1 Size
	3.5.2.2 Capital
	3.5.2.3 Premium growth
	3.5.2.4 Underwriting risk
	3.5.2.5 Expenses ratio


	3.6 Summary of the Variables’ Measurement
	3.7 Source of Data and Collection Methods
	3.7.1 Population

	3.8 Data Analysis Method
	3.8.1 Diagnostic Tests
	3.8.1.1 Detecting Outliers
	3.8.1.2 Multicollinearity Test
	3.8.1.3 Normality Test
	3.8.1.4 Heteroskedasticity Test

	3.8.2 Descriptive statistics analysis
	3.8.3 Correlation analysis
	3.8.4 Multiple regressions analysis
	3.8.4.1 Panel data analysis
	3.8.4.2 Assumption on Panel Data Analysis Testing
	3.8.4.3 Data Presentation
	3.8.4.4 Regression Model Specification


	3.9 Summary

	CHAPTER FOUR: RESULTS AND DISCUSSION
	4.0 Introduction
	4.1. Descriptive Statistics
	4.2 Diagnostic Analysis
	4.2.1 Multicollinearity test
	4.2.2 Heteroskedasticity Test

	4.3 Correlation Analysis
	4.4 Panel data test Analysis
	4.5 Regression Analysis
	4.5.1 Fixed Effect Regression Model Analysis

	4.6 Summary

	CHAPTER FIVE: CONCLUSION AND RECOMMENDATION
	5.0 Introduction
	5.1 The performance of family takaful operators and life insurance companiesin Malaysia
	5.2 Relationship between operational specific factors (OSF) and profitabilityof family takaful operator and life insurance company in Malaysia
	5.2.1 Size and Profitability
	5.2.2 Capital and Profitability
	5.2.3 Premium growth and Profitability
	5.2.4 Underwriting Risk and Profitability
	5.2.5 Expense ratio and Profitability

	5.3 The most operational specific factors (OSF) impacted the profitability offamily takaful operators and life insurance companies in Malaysia
	5.4 Summary of Findings
	5.5 Limitation and recommendations of Study
	5.6 Contribution of Study
	5.7 Conclusion

	REFERENCES
	APPENDIX




