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Abstract

Purpose — Insurance companies play a significant role in every economy; hence, it is essential to investigate
and understand the factors that propel their profitability. Unlike previous studies that present a linear
relationship, this study provides initial evidence by exploring the non-linear impacts of the determinants of
profitability amongst life insurers in South Africa.

Design/methodology/approach — The study uses a panel dataset of 62 life insurers in South Africa,
covering 2013-2019. The generalised method of moments and the dynamic panel threshold estimation
technique were used to estimate the relationship.

Findings — The empirical results from the direct relationship reveal that investment income and solvency
significantly predict life insurance companies’ profitability. On the other hand, underwriting risk, reinsurance
and size reduce profitability. Further, the dynamic panel threshold analysis confirms non-linearities in the
relationships. The results show that insurance size, investment income and solvency promote profitability
beyond a threshold level, implying a propelling effect on life insurers’ profitability at higher levels. Below the
threshold, these factors have an adverse effect. The study further points to underwriting risk, reinsurance and
leverage having a reduced effect on life insurers’ profitability when they fall above the threshold level.
Practical implications — The findings suggest that insurers interested in boosting their profit position must
commit more resources to maintain their solvency and manage their assets and returns on investment. The
study further recommends that effective control of underwriting risk is critical to the profitability of the life
insurance industry.

Originality/value — The study contributes to the literature by providing first-time evidence on the
determinants of life insurance companies’ profitability by way of exploring threshold effects in South Africa.

Keywords Life insurance, Profitability, Solvency, Underwriting risk, Threshold
Paper type Research paper

1. Introduction

The ability of insurance companies to continue covering risk and provide financial security to
organisations is grounded on their ability to generate profit (Morara and Sibindi, 2021).
Hence, exploring the factors accounting for the performance of insurance companies is
essential. More importantly, the insurance industry is an important conduit to the
development of every country. Insurers provide financial services which ensure stability
and economic development (Wosti and Pradhan, 2023). Insurers provide underwriting
services that cover the risks of individuals and organisations. This provides peace and
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stability for the financial market and promotes trade and development (Camino-Mogro and
Bermudez-Barrezueta, 2019). Vojinovi¢ et al. (2022) add that a well-developed insurance
industry benefits economic growth by providing risk management services and indemnity to
organisations on an insured loss. This allows firms to continue running without concern for
an unforeseen occurrence restricting their production capacity. Given this, several regulatory
changes have occurred within the insurance industry, particularly in South Africa, to ensure
a well-developed and financially sound insurance market (PwC, 2018).

Risk and uncertainties are inevitable in the business environment; hence, insurance is
undoubtedly important for sustainability. Without insurance, the business world will remain
unsustainable because risky businesses may not retain all the risks amid uncertainties and
globalisation (Ahmed et al, 2011; Sasidharan et al, 2023). Therefore, insurers’ profitability is
very significant as it determines business growth. Insurers’ ability to insure risk and enhance
shareholders’ value depends on their ability to make higher profits. Without growth, insurers
may be unable to create the business required to ensure effective and efficient underwriting
services on which insurance operation is built (Batool and Sahi, 2019).

Although a plethora of prior studies suggest several determinants of insurance profitability
(see PjaniC et al, 2023; Msomi, 2023; Sasidharan et al., 2023), there are issues of divergence in the
empirical findings. For instance, some scholars argue that insurance size, underwriting risk,
leverage, reinsurance premium and solvency ratio have a positive impact on profitability (Boadi
et al, 2013; Zainudin et al, 2018; Morara and Sibindi, 2021), whereas others suggest a negative
relationship for these factors (Lee and Lee, 2012; Hussain, 2015; Siopi and Poufinas, 2023). The
conflicting results could be due to differences in the sample size, estimation techniques,
regulatory environment and contexts, as depicted in Table A4 in Appendix. Also, despite the
aforementioned linkages, there are still issues which remain unanswered. One of these is the
level at which these factors heighten insurance profitability. This is very important since an
mnapt level of the determinants has diverse effects on insurance profitability. Admittedly,
empirical studies have been less informative, given their failure to determine the threshold
levels and the non-linear effect of the determinants on profitability. This study attempts to fill
this gap by taking cues from Chowdhury ef al (2017), who assert that the determinants enhance
or weaken profitability at a certain threshold. Hence, identifying these factors could help the
insurance industry make the quantum leaps it needs. Therefore, the dynamic panel threshold
helps solve this puzzle by showing the optimal level at which the determining factors affect
profitability. Consequently, this study bridges essential gaps in the literature by investigating
the level at which the determinants enhance or weaken insurance profitability in South Africa,
which other studies have ignored. Specifically, the study examines whether threshold levels
exist in the determinants of insurance profitability.

Again, so far, the context of studies on this topic has been mainly confined to Asia
(Hussain, 2015; Zainudin et al, 2018; Sasidharan ef al, 2023; Wosti and Pradhan, 2023),
Europe (Burca and Batrinca, 2014; Alarussi and Alhaderi, 2018; Vojinovié et al., 2022; Ahmeti
and Iseni, 2022; Pjanic et al., 2023; Siopi and Poufinas), and the US (Batool and Sahi, 2019) with
less empirical research from the African contexts (Boadi et al, 2013; Odira, 2018; Morara and
Sibindi, 2021). Also, to the best of our knowledge, studies on the determinants of insurance
profitability in South Africa remain non-existent. We, therefore, focus on this context because
it has a strong appeal in the internationalisation context of its firms. The selection of the life
insurance market in South Africa is further motivated by its high penetration, which is not
seen elsewhere in Africa. The life insurance sector is a good context for this study because it
provides financial security to individuals, households, and employees. As of 2019, the market
consisted of about 74 primary insurers with a penetration rate of about 10.7%. The life
insurance sector has seen tremendous growth over the period. The total assets grew from
R2.1 billion in 2013 to R3.1 billion in 2019 (see Table Al in Appendix). The insurance industry
in South Africa is highly competitive and mature compared to other African markets. It has
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various multi-channel distribution options, such as technology and digitisation of insurance
markets aided by solid institutions and significant regulatory changes. Hence, there are many
lessons that could be drawn from this context. Further, despite their high penetration level,
most life companies are struggling for stable profitability, with the top five having more than
half of the industry’s total assets and premiums. There are issues of overregulation in several
mefficient legacy systems, which are likely to affect their performance (PwC, 2018). In this
light, this study seeks first to explore the linear and then the non-linear impacts of the
determinants on the life insurance industry in South Africa.

This paper contributes to the literature in several ways. To the best of our knowledge, this
is the first study to explore the non-linear effects and threshold levels at which the
determining factors affect insurance profitability. The paper provides new evidence on the
threshold level of these factors by employing the dynamic panel threshold technique
developed by Seo and Shin (2016) and Seo et al. (2019). This technique helps identify the
regimes at which the determinants heighten or reduce profitability. The results inform the
various stakeholders regarding the threshold levels at which these factors influence
insurance profitability. Also, the study provides insight into this issue from a developing
country perspective in Africa, particularly the life insurance industry in South Africa, given
that no study has been conducted on this subject in this context. By so doing, we provide new
evidence on the possible direct and non-linear effects of the determinants. Since the South
African industry is the most advanced and developed in Africa, several lessons could be
drawn from this study by other African countries relating to the determinants of insurance
profitability. This will help strengthen our understanding of the critical factors driving
insurance profitability. The study also provides information to policymakers to address the
key factors hurting insurance profitability. This will be a good incentive for investors since
they prefer more resilient companies. The key findings suggest a significant positive
relationship between investment income, solvency and life insurers’ profitability, whereas
underwriting risk, reinsurance, and size reduce profitability. The threshold regression results
reveal that insurance size, investment income, and solvency promote profitability above a
certain threshold, implying a propelling effect on life insurers’ profitability.

The rest of the paper is structured as follows. Section 2 discusses the theories and
empirical literature on the factors determining insurance profitability. Section 3 explains the
data, methodology and empirical strategies. Section 4 analyses and discusses the empirical
result, and Section 5 provides a conclusion and policy implications.

2. Literature review

2.1 Theoretical underpinnings

According to the theory of business, a company’s profitability is determined by its income
and expenditure (Drucker, 1994). These factors can be influenced by several organisational
characteristics stalking from its internal and external environment. This study focuses on the
internal factors because they are directly under the control of management rather than the
external factors, which are mostly beyond the firm’s control (Zainudin et al, 2018).
Additionally, the external factors are well-researched (Camino-Mogro and Bermudez-
Barrezueta, 2019; Sasidharan et al., 2023; Siopi and Poufinas, 2023) than the internal factors,
which need more attention in the literature. Also, the internal factors are internally driven and
demonstrate the quality and efficiency of the company’s senior management. This assertion
aligns with the resource-based theory of competitive advantage, which stresses that the
firm’s internal resources and capabilities, rather than the external environment, provide a
stronger platform for developing long-term plans and attaining a competitive edge (Collins,
2021). Davis and Dewitt (2021) add that resources owned and deployed by an organisation are
significantly important. Hence, organisations must focus on these factors to develop their



competencies. This study concentrates on seven main determining factors in light of the
above argument. These include insurance size, underwriting risk, leverage, reinsurance
premium, investment income, solvency, and premium growth.

2.2 The determinants of insurance profitability

2.2.1 Insurance size. Insurance size, which reveals the extent of insurance growth, is
considered a determinant for this study. It is believed that the size of an insurance company
significantly affects its profitability and has been used in many studies that sought to
examine the determinants of insurance profitability (Vojinovié ef al, 2022). This variable is
measured as the natural logarithm of total assets. Kumar et al (2022) explain that an increase
in the size of an insurance company, such as the opening of new branches and the use of new
technologies, helps insurers underwrite more policies, hence improving their profit situation.
Larger insurers are believed to experience cost reduction due to economies of scale.

There are various arguments regarding the relationship between insurance size and
profitability. Ahmeti and Iseni (2022) argue that an insurer’s size correlates with profitability.
They explain that larger insurers have more capabilities and resources to employ the right
expertise, improving business success. They grow quicker than smaller businesses because they
benefit from economies of scale and earn more money. Oner Kaya (2015) adds that larger
insurers have enough capacity to diversify and respond to environmental changes. Kristanti
et al. (2023) found a positive relationship between insurance size and profitability, explaining that
larger insurers can attract more financial resources, which reduces the cost of capital and
increases their returns. Contrarily, Wosti and Pradhan (2023) and Siopi and Poufinas (2023)
found a negative relationship. They explain that when insurers acquire new assets to underwrite
their policies but fail to achieve their desired outcome due to inefficient management, it may
result in poor performance. Kumar et al (2022) found a similar result and indicated that the
negative impact would be overcome when it interacts with other factors such as volume of
capital and market share. Based on the above arguments, this study hypothesises that:

HI. Insurance size has a statistically significant positive relationship with life insurance
profitability.

2.2.2 Underwriting risk. This is one of those factors specific to the insurance company, which
defines the effectiveness of insurers’ underwriting operations. Underwriting risk occurs when
claims exceed the premiums received (Akotey et al, 2022). The financial performance of
insurance companies is dependent on their risk appetite; thus, sound underwriting rules and
guidelines are critical (Siopi and Poufinas, 2023). Underwriting risk is commonly proxied as
the loss ratio and is a performance metric that reflects the appropriateness of an insurance
company’s underwriting performance. This is measured as the ratio of incurred claims to
earned premiums (Zainudin et al., 2018). According to Oner Kaya (2015), sound underwriting
activities and rules are critical in assessing insurance businesses’ financial success to limit the
additional risk associated with underwriting operations and optimise shareholder returns by
creating excellent management standards.

Zainudin et al. (2018) found that underwriting risk positively and significantly determines
insurance performance in Asia. Adams and Buckle (2003) suggested that Bermuda insurers
with high gearing and low liquidity perform better and that their underwriting risk is
strongly tied to a stable financial performance. They reveal that when underwriting risk is
appropriately managed, it enhances the financial performance of insurance companies. On
the other hand, Wosti and Pradhan (2023) found a significant negative relationship. Akotey
et al. (2013) found similar results and explained that offering more riskier insurance leads to
higher claims payments and, as a result, lower profits. A study by Burca and Batrinca (2014)
in the Romanian insurance industry also revealed an inverse relationship. They expound that
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higher underwriting risk can reduce insurers’ profits because of management expenditures
like loss adjustment and claims investigation. According to Kumar ef al (2022), the negative
impact will be curbed when insurers comply with underwriting policies provided by
regulators. Against this backdrop, we hypothesise that:

H2. Underwriting risk has a statistically significant negative relationship with life
insurance profitability.

2.2.3 Leverage. Financial leverage assesses the diverse relationship between market evaluation
and capital structure. This is important because the relationship between debts and equity
necessitates a trade-off between business and risk (Morara and Sibindi, 2021). They further
argue that insurance companies relying more on debt are exposed to greater risk, whereas
insurers with more equity tend to operate more conservatively by depending on internally
generated funds. Leverage is defined as the ratio of total debts/liabilities to total equity
(Sasidharan ef al, 2023). An insurance firm's leverage comprises unearned premiums, a
contingency reserve or life fund, outstanding claims, deferred tax, unpaid dividends, trade and
other payables (Alhassan ef al, 2015). Oner Kaya (2015) argues that as leverage increases to an
ideal level, so does insurance value; however, if this optimum level is exceeded, insurance value
declines and the chance of insolvency increases, depending on the increased leverage.

The literature reveals an ambiguity in the relationship between financial leverage and
profitability. For instance, Boadi et al. (2013) suggest a positive relationship between leverage
and profitability amongst insurance companies in Ghana. Akotey et al. (2013) also found
similar results, but this was insignificant. Alhassan ef al (2015) argue that highly leveraged
firms lead to higher shareholder returns and boost profitability because leverage helps
generate more cash flow to satisfy their obligations. On the contrary, Pjanic ef al (2023) and
Kumar et al. (2022) found a negative relationship, arguing that leverage is associated with
higher interest payments which reduce a company’s net income, thereby lowering its
profitability. Ahmeti and Iseni (2022) also discovered that leverage negatively affects the
performance of insurance companies in Kosovo. Therefore, the study hypothesises that:

H3. Financial leverage has a statistically significant negative relationship with life
insurance profitability.

224 Investment income. Income on investment is an important factor in insurance
companies’ financial stability. Insurance companies generate revenue from two main
sources — underwriting and investment activities. Also, short-term insurance companies
hardly make underwriting profits. The overall profitability of these companies is dependent
on investment income. Things may be different for life companies due to the long-term nature
of their liabilities and better estimation methods of mortality risk. Hence, assessing their
overall impact on life insurers’ performance is necessary. Investment income indicates
insurers’ earnings from their investment activities (Camino-Mogro and Bermudez-
Barrezueta, 2019). Insurers invest in different portfolios of assets to earn higher income to
improve their performance. This is because the premiums received may not cover all the
obligations incurred due to claims made against the policies they underwrite; therefore,
insurers invest part of their premiums in several asset classes to boost their returns.
The returns on investment are believed to contribute to the growth of insurance companies
(Ahmeti and Iseni, 2022). This variable is proxied as the total income on investment.
The empirical study by Morara and Sibindi (2021) found a positive relationship between
investment income and the return on assets of insurance companies. Pjanic ef a/. (2023) found
a positive relationship between investment income and the return on assets of insurance
companies. They deduced from their research that most insurers with good investment
returns reduce their risk of loss by reinsuring a portion of their goods, hence improving
insurance profitability. Thus, we hypothesise that:



H4. Investment income has a statistically significant positive relationship with life
isurance profitability.

2.2.5 Reinsurance ratio. Reinsurance is the transfer of risk from a primary insurer to a
reinsurance company (Sasidharan et al, 2023). This factor is fundamental in the insurance
industry, representing one of the risk financing techniques for cushioning loss experience (Wosti
and Pradhan, 2023). Insurance businesses with higher underwriting risk operations must seek
additional reinsurance to mitigate the impact of unexpected underwriting losses, maintain profit
stability, grow underwriting capabilities, and avoid insolvency. However, reinsurance comes with
its own cost. The reinsurance markets are less concentrated, meaning there is less competition,
thus allowing reinsurers to dictate the price they charge insurers’ buying reinsurance. For
instance, Munich Re and Swiss Re account for over 40% of global reinsurance capacity. Chang
and Jeng (2016) argue that the use of reinsurance may be costly, inefficient, and have a long-term
impact on the profitability of insurance companies. More so, reinsurance transactions are linked
to underwriting risk and capacity, impacting the profitability and growth of ceding insurers (Lee
and Lee, 2012). Vojinovic et al. (2022) advise that insurance companies must identify an adequate
retention level and strike a balance between lowering the risk of insolvency and possible profits.

This variable is proxied as the ratio of ceded reinsurance premium to total premium (Morara
and Sibindi, 2021). Siopi and Poufinas (2023) reveal that reinsurance negatively influences
profitability. Similarly, Lee and Lee (2012) found a negative relationship, stating that insurers
earning higher profits purchase less reinsurance and vice-versa. Berger ef al (2002) argue that
reinsurance transactions affect primary market profit and demonstrate that ceding reinsurance
improves current profitability. Again, Chen ef al (2001) say that frequent reinsurance reliance
indicates that an insurance firm is not performing adequately and, as a result, faces insolvency,
which could have a long-term impact on its operations. Morara and Sibindi (2021) and Wosti and
Pradhan (2023) found a positive relationship between reinsurance premiums and the performance
of Kenyan insurers. This relationship is supported by Ahmeti and Iseni (2022), who states that
companies that purchase more reinsurance have more consistent performance, resulting in higher
risk-adjusted returns. Choi and Weiss (2005) suggest no clear relationship between reinsurance
and profitability. Despite the varied arguments, we hypothesise that:

Hb5. Reinsurance has a statistically significant negative relationship with life insurance
profitability.

2.2.6 Solvency ratio. Solvency refers to the ability of an insurance company to meet its
financial obligations as they fall due. It is a metric that assesses a company’s long-term
financial viability (Morara and Sibindi, 2021). A solvency margin is a buffer in a company’s
assets that cushions one or more of the theoretical solvency standards specified by regulators
(Sandstrom, 2016). In South Africa, insurers must hold assets that are more than their
liabilities. When managing capital and solvency, insurance company management must
ensure that regulatory solvency limitations are satisfied, liquidity is maintained, and
attempts are made to maintain net income growth. Solvency is measured as the ratio of net
income to total liabilities (Morara and Sibindi, 2021). Empirical studies have confirmed a
positive association between insurance solvency and profitability (Morara and Sibindi, 2021).
Odira (2018) found similar results but indicated that the relationship is statistically
insignificant. Against this backdrop, the study hypothesises that:

H6. Solvency has a statistically significant positive relationship with life insurance
profitability.

2.2.7 Premium growth. This variable measures how much a company’s premium has
increased over time. An increase in the growth rate of life insurance premiums indicates that
the company is growing and expanding its market share (Sasidharan et al, 2023). It is
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measured as the rate of increase in gross written premiums (Akotey et al., 2022). The literature
explains that insurers who cannot maintain sustainable premium growth are more
vulnerable to decreased profits. The literature reveals mixed findings on the impact of
premium growth on insurance profitability. This argument is supported by Kristanti e al.
(2023), who show that high premium growth creates financial distress. Oner Kaya (2015)
found a significant positive association between premium growth and profitability amongst
non-life insurance companies in Turkey. This is supported by Pjanic et al. (2023), who assert
that premium growth leads to higher profit because insurers invest some of the premiums
received, which generates higher returns. However, Charumathi (2012) claimed that premium
growth significantly and negatively impacts profitability. Scholars narrate that rapid
premium growth can result in insolvency. Being excessively focused on premium growth can
lead to self-destructive behaviour, as other vital goals, such as investment, may be
overlooked. Akotey et al. (2013) add that premium growth without sufficient price validation
can harm insurers’ performance. Zainudin ef al (2018) also found a negative relationship,
which was statistically insignificant, suggesting that premium growth does not have a
meaningful impact on insurance companies. This finding is supported by the fact that in life
business, high premium growth implies higher costs since the cost structure of life policies is
such that the first years of policy inception tend to be where transaction costs are
concentrated. These costs include commissions paid to agents and fees for medical
examinations used in underwriting. The study, therefore, hypothesises that:

H7 Premium growth has a statistically significant negative relationship with life
insurance profitability.

So far, literature on the determinants of insurance profitability has typically been studied
using linear models. Table A4 in Appendix provides comprehensive information on
insurance profitability determinants, as scholars revealed. The literature has shown that
insurance size, leverage, underwriting risk, investment income, reinsurance, solvency and
premium growth are critical to the development of the insurance industry. Nevertheless, the
empirical findings reveal divergent views on these factors, suggesting that the impact of the
determining factors on insurance profitability may be achieved or subdued at a certain
threshold level. However, scholars are yet to explore whether there exist certain threshold
levels these factors must attain before they can promote insurance profitability. In the case of
South Africa, this is crucial, given the renewed interest in developing the insurance industry
amidst the inefficiencies and high competition. This is further motivated by the financial
security provided by the life insurance industry to individuals and organisations. In light of
the foregoing, this study fills these gaps by examining these factors’ linearity and non-linear
relationship on life insurance companies’ profitability in South Africa.

3. Methodology

3.1 Data, source and measurement

This study investigates the determinants of the profitability of life insurance companies in
South Africa. Data were drawn from the annual report of the Financial Sector Conduct
Authority (FSCA) database from 2013-2019. The data begins in 2013 because, for previous
years, this information was not publicly available, and the last year is 2019 as the dataset’s
cut-off year to eliminate the COVID-19 pandemic’s confounding effects on financial data and
any potential biases in its skewing of the paper’s major result. We selected 62 out of the 74
primary insurers of the life insurance industry in South Africa, representing 84% of the total
life insurers. The sample size and sample period are motivated by data availability
constraints during the study period. A balanced panel data was used in this study to gain
insight into the factors affecting life insurance companies’ profitability. The use of panel data



has advantages. It helps manage omitted factors and insurance-specific effects and allows for
long- and short-run consequences, overcoming the constraints of cross-sectional and time-
series estimating methodologies (Wooldridge, 2009). These data present a set of variables
such as return on assets, insurance size, leverage, investment income, insurance solvency
reinsurance premium, underwriting risk and premium growth. Section 3.2 explains the
chosen variables, which are further summarised in Table 1.

3.2 Description of variables

3.2.1 Dependent variable. Return on assets (ROA): ROA, the dependent variable, measures
insurance profitability and is proxied as the ratio of net profit to total assets. This is one of the
widely used measures of profitability and is preferred over return on equity (ROE) because it
can capture the leverage effect that ROE ignores (Vojinovic et al., 2022). It also represents the
company’s ability to generate profit in relation to the total number of assets; hence, it gauges
its operational efficiency in asset management. In other words, it explains how well the
company generates profits with its current assets.

3.2.2 Independent variables. Insurance size: This explains the extent of growth within the
insurers’ business operations and is measured as the natural logarithm of insurance total
assets (Ahmeti and Iseni, 2022). The logarithmic transformation helped to reduce data with
extreme values (Adams and Buckle, 2003).

Underwriting risk: The loss ratio is used to proxy for underwriting risk. Underwriting risk
highlights the efficiency of insurers’ underwriting activities. This is measured as the ratio of
total claims to earned premiums (Sasidharan et al, 2023). Insurers expect an increase in the
premiums they receive while the number of claims they have to pay out decreases (Oner
Kaya, 2015).

Financial Leverage: This variable captures the ability of insurers to handle unexpected
losses. This is captured as the ratio of total debts/liabilities to total equity. Financial leverage
assesses the diverse relationship between market evaluation and capital structure (Horvey
and Ankamah, 2020).

Investment income: It shows how much money the insurance firm makes by investing
(Ahmeti and Iseni, 2022). It is comparable to premium earnings in that it is considered the

Variable Symbol Measurement References

Dependent variable

Return on assets  ROA Net profit/total assets Vojinovic et al. (2022)

Determinants .

Insurance size Size Natural logarithm of total assets ~ Oner Kaya (2015), Ahmeti and Iseni
(2022)

Underwriting UR The ratio of total claims to Sasidharan et al. (2023)

risk premiums

Financial LEV Debts/total equity Horvey and Ankamah (2020), Ahmeti

leverage and Iseni (2022)

Investment INV Natural logarithm of total assets ~ Ahmeti and Iseni (2022)

income

Reinsurance REINS  Ceded reinsurance premium/total ~ Morara and Sibindi (2021)

premium .

Solvency SOLV Net income/total liabilities Oner Kaya (2015), Morara and Sibindi
(2021)

Premium growth PG GWP —GWPiy Akotey et al. (2022)

WP
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output of an insurance company. The performance of its investments largely determines
its financial stability. Investment income was log-transformed for the regression
analysis.

Reinsurance ratio: Insurance companies with higher underwriting risk activities are
required to obtain additional reinsurance to offset the impact of unexpected underwriting
losses, maintain profit stability, expand underwriting capabilities, and prevent insolvency.
This is measured as the reinsurance premium ceded divided by the total premium (Morara
and Sibindi, 2021).

Solvency ratio: Solvency is a vital element in the financial performance of an insurance
company. Regulators impose a minimal excess on an insurer’s assets over its liabilities,
known as solvency. This is calculated as net income divided by total liabilities (Oner Kaya,
2015; Morara and Sibindji, 2021).

Premium growth (PG): This variable captures the changes in a company’s premium
increase. An increase in the growth rate of life insurers’ premiums suggests growth and an
increase in their market share (Akotey ef al, 2022). It is measured as:

GWP, — GWP,

Premium Growth (PG) = CWP
t-1

@

where GWP represents the gross written premium.

3.3 Estimation technique

The empirical analysis for this study is divided into two parts. First, the study investigates
the direct impact of the determining factors on life insurance profitability. Second, the
research investigates the precise effect of the determinants when they are below or above the
threshold level. As a result, two estimation techniques are used in the study: a linear system
GMM and a dynamic panel threshold.

3.3.1 Dynamic panel estimation technique. The generalised method of moments (GMM)
estimator developed by Arellano and Bond (1991) was used for estimating the panel data.
From the econometric literature, the GMM provides more advantages than the static model.
It is used in controlling endogeneity problems by exploiting the data’s time series variations
and controlling for unobserved firm-specific effects. Using this method, we created a model in
which the dependent variable relies on its lag and a vector of independent variable
observations. It is important to note that incorporating the lagged term of the dependent
variable in the regression model may cause endogeneity problems since the lagged dependent
variable depends on the lagged error term, which is a function of the firm-specific fixed
effects. Another endogeneity concern arises due to the possible simultaneity between ROA
and the independent variables, therefore validating the use of the GMM model. For instance,
while the literature argues that underwriting and insurance solvency affect profitability (see
Morara and Sibindi, 2021; Ahmeti and Iseni, 2022; Msomi, 2023), other scholars also suggest
that profitability can also affect insurers’ underwriting and solvency (see Moreno et al., 2020;
Akotey et al., 2022). Another caveat for choosing GMM is that the number of firms (i.e. N) is
greater than the time (i.e. T). To assess the consistency of the system GMM estimator, the
Hansen and Sargan test of over-identifying restrictions was evaluated to test the overall
validity of the instruments (Arellano and Bond, 1991). Furthermore, instead of using a
one-step GMM estimator, a two-step GMM estimator was used to control heteroscedasticity
and autocorrelation while also capturing omitted variable problems and measurement errors.
In other words, the two-step GMM estimator is more robust than the one-step system GMM
and more efficient in treating whatever patterns of heteroscedasticity and autocorrelation.
Therefore, our model is specified as:



ROA; = piROA;—1 + poSIZEy + psURy + BLEVy + PsREINS; + pgSOLVy + p,INV

+ BePGiy + p; + 0, + €
@

Where ROA represents the return on assets; ROA;;_; represents the one-period lag of return
on assets; SIZE represents the insurance company’s size; LEV represents financial leverage;
REINS represents reinsurance premiums; UR represents underwriting risk; SOLV represents
insurance solvency; INV represents investment income; PG represents insurance premium
growth. Insurance size and investment income are measured in log form to eliminate extreme
values. The subscripts ¢ and f represent individual company and time dimensions,
respectively; § represents the parameters to be estimated; y; represents the unobserved firm-
specific fixed effects; d; represent the time fixed-effect and ¢; is the idiosyncratic error term.

3.3.2 Dynamic panel threshold. To gain additional insights into the determinants, the study
employs the dynamic panel threshold model initiated by Seo and Shin (2016) and Seo ef al.
(2019) to investigate the non-linearities of the determining factors. The motivation for
choosing this model is to explore the impact of the determinants on profitability at their
disaggregated levels, which is a major gap this study addresses. This technique helps
establish the determinants’ threshold effects on insurance profitability. We do so by treating
each determining factor as a threshold variable. The dynamic panel threshold technique
explained by Seo et al (2019) allows for only one threshold variable to be treated in a model.
As a result, we estimate seven models to allow each determinant to be treated as a threshold
variable while controlling for the other factors. Another reason for using the dynamic panel
threshold model is that it is built on the principles of GMM, which helps to address any
endogeneity issues, as discussed in 3.3.1. Employing the dynamic threshold effects gives the
following model:

Yi =B + (Lay)dl{aqw > 7} +w+eri=1,....n;t=1,...,T ®)

Such that y; is the dependent variable (i.e. profitability), g, is the threshold variable
(determinants) and x; may include the lagged dependent variable. 1{.} is the indicator
function specifying the regime. y is the threshold parameter in the model. The sample size n
grows to infinity, whereas T is assumed to be fixed. Hence, the fixed effect y; is eliminated
using the first difference procedure, and the unknown parameters are then estimated using

GMM. As a result, 0 = (5,5,7).

4. Results

4.1 Empivical vesults and discussion

Before investigating the empirical findings, we first sought to assess the descriptive statistics.
The results of the descriptive statistics are reported in Table 2. The average value for return on
assets was 0.833, implying that 83% of life insurers’ earnings are generated from their assets.
The standard deviation indicates the variation from the mean was 8.003, suggesting extreme
variations in the profitability level of life insurers used for the study. The life insurance industry
had a total positive assets (Size) average of about R41 billion. Underwriting risk recorded a
positive mean value of 0430, ranging between 0.009 and 19.457, with a standard deviation of
1.928, showing large variations in life insurers’ underwriting capacity riskiness. The mean
value for reinsurance was 0.186, and the standard deviation was 0.335. The mean value
suggests that the use of reinsurance amongst the sampled firms is relatively low. This implies
that most life insurers want to retain the risk they insure due to the low premiums. Leverage
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Table 2.
Descriptive statistics

Variable Obs. Mean Std. Dev. Min. Max.
Return on assets 434 0.833 8.003 0.024 158.247
Insurance size 434 40,700,000 111,000,000 12,380 653,000,000
Underwriting risk 434 0.430 1.928 0.009 19.457
Leverage 434 0.787 0.852 0.002 9.948
Reinsurance ratio 434 0.186 0.335 0.318 0.999
Investment income 434 3,590,000 10,400,000 168.00 71,000,000
Solvency ratio 434 26.582 496.508 0.595 10316.95
Premium growth 434 3.903 70.775 —0.998 1473.766

Source(s): Results were generated from Stata

presents a mean value of 0.787, showing fewer variations amongst life insurers (Std.
Dev. = 0.852). The mean shows that the life insurers’ debts are about 78 % of their equity, which
is relatively high. The total investment income was about R3.5 billion rand. The results further
reveal solvency amongst life insurers, averaging 26.582, showing that their assets are far
beyond their liabilities. The growth rate of premiums was positive (3.903), displaying an
increase in the growth rate of life insurance premiums over the sample period.

Table 3 further presents the results of the correlation matrix amongst the variables. The
study reveals a high correlation between the solvency ratio and the dependent variable. One
possible reason could be that solvent insurance companies typically have enough capital
reserves to cover losses. This gives them the freedom to invest in more lucrative investments
or pursue more lucrative businesses, which can result in higher asset returns. The results
show no high correlations because the coefficient values amongst the independent variables
are less than 0.5, apart from the correlations between insurance size and investment income,
which was 0.598. This shows that investment income strongly correlates with the size of life
isurance companies. The variance inflation factors (VIFs), as presented in Table 3, are far
below the critical value of 10 (Ayyangar, 2007), which shows that multicollinearity does not
appear to be a concern in the regression analysis.

4.2 Regression results

4.2.1 System GMM panel regression analysis. The result in Table 4 reports the direct impact of
the determinants on life insurance profitability in South Africa. A dynamic model was used for
the analysis due to its ability to control for endogeneity problems. The system GMM estimator
was preferred because it takes care of the unit root property, resulting in more precise findings.
The model shows that first-order serial correlation is present; however, the AR(2) test is not
statistically significant, indicating no second-order serial correlation in the model (Arellano and
Bond, 1991). The Prob > F statistics reveal the joint significance of the variables used in the
regression model. The Hansen test of overidentifying restrictions is statistically insignificant,
confirming the overall validity of the instruments and the reliability of the regression results.
The coefficient value of the lagged dependent (L.ROA) variable is statistically significant,
affirming the regression model’s dynamic nature. The results imply that the profitability of life
insurance companies in the previous year is more likely to affect their current profitability,
providing evidence of the persistence of the return on assets.

Focussing on the system GMM, we find that some determinants react more rigorously
than other factors. The estimated results reveal that insurance size negatively and
significantly affects profitability. This relationship was consistent across the different
models. This confirms the findings of Siopi and Poufinas (2023) and Kumar ef al (2022). Pjani¢
et al (2023) report similar results of an inverse relationship between insurers’ assets and
income. They highlight that when insurers acquire new assets to underwrite their policies but



s %
s B = z E
S < « =5
nQ 5
g <= =

BR=I=] g
O~ e) o)

=10} <

— &

BJB)S WOIJ PIJRIIUIS dIoM S)NSIY :(S)921nog

A[2AR0adSa1 ‘94 T PUB G & S0UBIHIUSIS JYSHYSIY (se505)) PUR (i) 2(S)9ION

000T €000— #+960°0 910'0— G000 0100— #9020 7000~ SO'T 1440138 W] (8)
000T 2000 0100 870°0— 1100 6100— w7760 00T o1e1 £5URA[0S (1)

000T ¢ITo #8020 8900 3448650 2000~ 9T LIOdUL JUSUSIA] ()

000°T L000— 200 6100 7000— 01 OljB1 dURINSUIY (G)

000°T 1200— ¢L00 1700— 90T 98e19AdT ()

000T 0100 9000 10T Y{sL1 SunLmIapu) (g)

000°T 0€00— €91 971 duRINSU] (g)

0001 voy (D

® @ © © ) © @ ) dIA So|qeLIRA




JOEM
20,7

3010

Table 4.
Regression results

SYS-GMM DIFF-GMM POLS
Variables (0] @) 3)
LROA 0.036%* 0.030%*
(0.020) 0.013)
Size —0.486%** —(.3897#* —0.203
(0.066) 0.011) (0.159)
Underwriting risk —3.191* 0.188 —0.0190%*
(1.857) 0.377) (0.008)
Leverage 0.197 —1.636 0.106%*
(0.155) 4114 (0.051)
Reinsurance ratio —0.503* —0.235%%* —0.370
(0.268) (0.103) (0.298)
Investment income 0.457%+* 0.126%* 0.135
(0.058) (0.049) (0.149)
Solvency ratio 0.173* 0.017 0.015%**
0.201) 0.019) (0.001)
Premium growth —0.385 0.019 —0.001
(0.361) 0.170) (0.002)
Observations 368 306 430
Time dummies Yes Yes Yes
No. of groups 62 62 62
No. of instruments 12 10
R-Squared 0.8918
Prob > F 0.000 0.000 0.000
AR(1) 0.0396 0.002
AR(2) 0.323 0.536
Sargan 0.993 0.833
Hansen 0.527 0.365

Note(s): Standard errors are in parentheses; values above the standard errors are the coefficient
estimates, showing the direction of the relationship; Significant levels are expressed as ***p < 0.01,
*#fh < (0.05and * p < 0.1, respectively

(Dep Var: ROA)

Source(s): Results were generated from stata

fail to achieve their desired outcome due to inefficient management, it may result in poor
performance. Underwriting risk, which measures the riskiness of life insurance companies,
had a negative relationship with return on assets, showing statistical significance at 10%.
The negative relationship may relate to the poor underwriting performance of life insurance
companies due to the market structure and high concentration level in South Africa. The
results contrast with Oner Kaya (2015) but confirm the findings of Siopi and Poufinas (2023)
and Sasidharan et al (2023), who discovered a significant negative relationship with
profitability. The negative relationship reveals that when life insurance companies
underwrite high-risk policies, the possibility of a large claim payout reduces underwriting
earnings, resulting in a lower return on life insurers’ assets. Financial leverage presents an
insignificant positive impact on return on assets. The positive result shows that insurers who
depend on debts to finance their business are profitable because leverage helps generate more
cashflows to enhance their business operations. Batool and Sahi (2019) argue that leverage
can maximise insurers’ returns and take full advantage of the tax benefits linked to
borrowing. Contrarily, Ahmeti and Iseni (2022) explain that leverage can hurt insurance
performance because firms with high debt run the risk of going bankrupt and being unable to
find new lenders in the future.

The results for reinsurance indicate a significant negative effect on return on assets. The
same pattern is also observed with the difference GMM and the POLS models. This implies



that the high cost of reinsurance is likely to have an adverse impact on the performance of life
insurance companies. Sasidharan et al. (2023) and Chang and Jeng (2016) validate this result
and explain that the use of reinsurance may be costly, inefficient, and have a long-term impact
on the profitability of insurance companies.

In terms of investment income, a significant positive relationship is established. This is
consistent with the other models. The results show that a higher return on investment
improves the profitability of life insurers (Pjanic ef al, 2023). Compared with underwriting
risk, the result implies that life insurance companies rely more on investment income to
generate profit than underwriting. Morara and Sibindi (2021) also found a positive
relationship. They narrated that most insurers with strong investment returns reduce their
risk of loss by reinsuring a portion of their goods, improving insurance profitability.
Similarly, the solvency ratio exhibits a positive relationship with profitability. This
relationship was significant at 10%. The findings indicate that solvency is an important
factor in enhancing life insurance profits (Siopi and Poufinas, 2023), hence, this study
suggests that life insurers should increase and maintain their solvency levels to gain a
competitive edge. According to Sandstrom (2016), a solvency margin is a buffer in a
company’s assets that cushions one or more of the theoretical solvency standards specified
by regulators.

The results for premium growth exhibit an inverse relationship with profitability. This
was statistically insignificant, implying that premium growth does not directly impact life
insurers. This could result from the excessive focus on marketing to boost their premiums
without a corresponding allocation of resources to manage their portfolio. The insignificant
result is consistent with Zainudin ef al. (2018), who reveal that premium growth does not have
a meaningful impact on insurers. This is because premium growth without sufficient price
validation can harm insurers’ performance (Kristanti ef al, 2023). As already discussed, the
return on investment and solvency are more influential in enhancing the profitability of life
insurance companies than underwriting factors. This suggests that life insurers should not
concentrate too much on premium growth due to its statistical insignificance but focus on
other factors, such as solvency and investment income, which are more likely to improve
profitability. This is because higher premium growth can expose the firm to higher risks,
resulting in insolvency (Vojinovic ef al., 2022).

4.3 Estimated results of the dynamic panel threshold analysis

While the previous section provides a report on the direct impact of the determining factors,
this section expands our knowledge of the literature by reporting on the non-linearity of these
factors. To properly understand the threshold level for the determining factors, each
determinant was treated as a threshold variable while controlling for the other factors. As a
result, seven different models were estimated, with each model providing a precise estimation
of the threshold level for the determinants. Table 5 presents the result of this relationship
while revealing the threshold levels at which each determinant influences the profitability of
life insurance companies. We estimate seven models, Models (4)—(10), to provide information
on the threshold levels for each determinant. Table 5 shows that the bootstrap p-values (0.000)
are statistically significant, therefore rejecting the null hypothesis of no threshold effect in all
the models, confirming the non-linearity of the determining factors. Hence, the samples can be
split into two. The various factors are divided into upper regime/lower regime when the
threshold value is greater than/less than or equal to the threshold indicator. Also, the study
investigates whether there are kinks in the models by imposing the kink option. The kink
slope reveals the actual pattern of the relationship when the threshold level is reached. This
implies the presence of continuity in the regression function and not necessarily a jump or
discontinued relationship (Seo et al, 2019). This indicates that our model was sufficiently
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specified. This demonstrates that, after accounting for the possibility of a kink, the threshold
levels indicated by (r) in the models are true threshold points. The negative coefficient of the
kink slope for premium growth shows that life insurers who attain higher growth in their
premium cannot sustain it over time. Similarly, the negative kink slope for reinsurance
premiums indicates a deterioration in the trend of reinsurance amongst life insurers.

Insurance size and investment income were estimated to identify the threshold level for life
msurers. The estimated threshold value for insurance size was about 13.932, while investment
income was about 13.739. These were statistically significant at 1%. The empirical results for the
threshold variables in the lower regime show a significant negative relationship with return on
assets for both variables, suggesting that smaller insurance size and lower return on life insurance
investment have a declining effect on their profitability. In the upper regime, the coefficient
estimates for the threshold variables are positive and statistically significant. The reasons are not
implausible. The results show that firms that are large and receive higher returns on their
investments experience higher profitability (Vojinovi¢ et al, 2022). As discussed earlier, large
insurers may have a stronger ability to acquire the right expertise and conduct business more
efficiently, giving them a competitive advantage over smaller insurers in profit generation and
enhancing their return on assets. This argument is supported by Ahmeti and Iseni (2022), who
recommend a high consideration of increasing insurers’ assets, explaining that large insurers have
a competitive advantage, which makes it easier for them to excel in a highly competitive market.
More so, larger insurers benefit from economies of scale; they grow faster and generate more
money than smaller businesses (Camino-Mogro and Bermuidez-Barrezueta, 2019; Sasidharan ef al,
2023). Regarding investment income, the study deduces that higher returns on investment reduce
the chances of losses, promoting higher profitability (Morara and Sibindi, 2021).

Also, the threshold levels for underwriting risk and reinsurance premiums were 0.249 and
0.0279, respectively. These factors reveal a significant positive impact on return on assets in
the lower regime while revealing a significant negative relationship above the threshold level.
The results suggest that life insurers with low reinsurance levels experience higher profit
margins than those with higher reinsurance levels. In addition, the higher cost of
underwriting may negatively influence the profitability of life insurers, revealing that high
underwriting risk may harm insurers’ profitability. This validates existing studies (Wosti
and Pradhan, 2023; Siopi and Poufinas, 2023). This will probably occur when insurers reduce
their premiums to entice more customers, which will impact their performance (Kristanti e al,
2023). Hence, the study suggests that life insurers must not lower their premium due to
competition but must abide by the regulatory pricing policy to improve their underwriting
performance. Kumar et al (2022) also indicate that insurers must comply with underwriting
policies issued by regulators to curb the negative influence of underwriting risk.

Regarding reinsurance, Siopi and Poufinas (2023) discuss that frequent reinsurance reliance
indicates that an insurance firm is not performing adequately and faces insolvency, which
could have a long-term impact on its operations. Again, premium growth has a negative,
statistically insignificant threshold level. We also find that premium growth diminishes
profitability in the lower regime and increases profitability in the higher regime. According to
Sasidharan et al (2023) and Pjanic et al (2023), premium growth positively impacts profitability.
In particular, if insurers maintain rigorous underwriting practices and appropriately assess and
rate risks, a larger premium base offers greater potential for producing underwriting profits,
which also improves the overall profitability of the insurance company.

Leverage presents a significant threshold of 0.852, representing a lower debt-to-equity
ratio. The results indicate a significant positive result in the lower regime. This means that
leverage exerts a statistically significant effect on return on assets when they fall below the
threshold level. More so, leverage reveals a significant negative relationship above the
threshold level. The negative relationship means that leverage leads to lower returns on
assets at higher levels. This aligns with Pjanic¢ ef al (2023) findings, which revealed that
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financial leverage negatively affects the performance of life insurance companies in Serbia.
This suggests that life insurers must not rely too much on debt to finance their business to
improve profitability (Kumar et al, 2022). This supports the notion that higher-leverage firms
face higher financial distress because companies relying more on debts are exposed to greater
risk (Morara and Sibindi, 2021). In contrast, firms with more equity tend to operate more
conservatively by depending on internally generated funds (Alhassan ef al., 2015). Therefore,
firms that depend more on leverage to survive must adopt risk management techniques to
overcome any cost of financial distress.

Furthermore, the threshold value for solvency was 1.014, indicating that the excess of life
insurers’ assets over liabilities must be more than 100%. The coefficient estimate for solvency
in the lower regime is negative and significant. This indicates that insolvency may have a
reduction effect on profitability at lower levels. In the upper regime, the coefficient estimate
for solvency is positive and statistically significant, suggesting that a significant increase in
the solvency of life insurance companies may yield positive results for life insurers (Siopi and
Poufinas, 2023). This implies that life insurers must maintain their solvency levels because
they are more likely to enjoy higher profits, thereby sustaining their long-term viability. This
agrees with extant studies (Odira, 2018), which assert that when a company’s solvency level is
high, it can lower leverage risk, which can help it improve its financial performance.

In summary, this study contributes significantly to the literature by exploring the linear
and threshold dynamics of the determinants of life insurance companies’ profitability in
South Africa. Evidence from the linear regression indicates that investment income and
solvency positively induce life insurers profitability. On the other hand, the study discovered
that underwriting risk, reinsurance, and size weaken profitability. Again, the dynamic
threshold regression estimates affirm non-linearity in the relationships. The findings indicate
that insurance size, investment income, and solvency all promote profitability above the
threshold level, implying a propelling effect on life insurers profitability at higher levels.
These factors have a negative impact below the threshold. The study also indicates that
underwriting risk, reinsurance, and leverage have a negative impact when life insurers’
profitability exceeds a certain threshold.

4.4 Robustness checks
We check for the robustness of our estimates using two approaches. First, we modified the
estimation technique by employing the difference GMM and pooled OLS. In most cases, the
coefficient values of the two-step difference GMM (Diff-GMM) and the POLS estimations are
mainly consistent with the system GMV], indicating the reliability and consistency of the linear
regression results. Second, we introduce another key measure employed in the literature to
determine the profitability of companies, namely return on equity (ROE). ROE captures a
company’s profit from shareholders’ equity (Horvey and Ankamah, 2020; Sasidharan et al, 2023).
The results are presented in Tables A2 and A3 (See Appendix) for the threshold and linear
regression, respectively. The result in Table A2 affirms that reinsurance and underwriting
weaken insurers’ profitability beyond a certain threshold. Contrarily, insurance size, investment
income, solvency and premium growth were significantly positive at higher threshold levels. The
notable difference is that financial leverage shows a significant positive impact on profitability
above the threshold and an adverse impact below the threshold. The result indicates that high
leverage can increase firm profitability when the company effectively uses it and the cost of debt
is low. Again, the result in Table A3 is similar to the linear regression estimates in Table 4.
Interestingly, investment income is negative, but this was insignificant. We also found a
significant positive relationship with insurance size. The underwriting risk and reinsurance
results are consistent with our previous findings, appealing to the logic that high
underwriting risk and heavy reliance on reinsurance will weaken insurers’ profitability. The



results from our robustness analysis mostly confirm the coefficient estimates of the linear and
threshold regression analysis, showing that the models are well specified. Therefore, well-
informed inferences can be made from our findings.

5. Conclusions and recommendations

This study contributes to the existing literature by examining the linear and non-linear
effects of firm-specific factors that determine life insurance companies’ profitability in South
Africa, based on a sample of 62 life insurers from 2013-2019. This is motivated by the fact
that studies have failed to assess the threshold levels at which the determinants propel
profitability. This is based on the argument that there is a certain threshold level at which the
determining factors enhance or reduce profitability. The study adopted the system GMM and
the dynamic panel threshold estimation techniques to examine these relationships. A
dynamic model accounts for potential endogeneity problems arising from the lagged
dependent variable. The significance of the lagged dependent variable justifies using the
dynamic model and shows the persistency of return on assets over time.

Highlighting the key findings, the linear regression reveals that investment income and
solvency are crucial to the performance of life insurers in South Africa. The significant
positive results support this. Leverage was also positive but insignificant. The study further
discovered that underwriting risk, premium growth, reinsurance, and insurance size reduce
profitability, suggesting that the South African life insurance industry relies more on
investment than underwriting activities to ensure profitability.

The evidence from the dynamic panel threshold regression indicates non-linearities in the
relationships. This is supported by the bootstrap p-value (0.000), which rejects the null
hypothesis of no threshold effect in all the models, implying a significant threshold effect for
the determinants. The empirical result suggests threshold levels of 13.932 and 13.739 for
insurance size and investment income. Beyond the threshold level, we find that these factors
were significantly positive, concluding that large insurers with a higher return on investment
experience higher profitability. The threshold for solvency was established at 1.014, implying
that a life insurer’s assets must exceed its liabilities by more than 100%.

The study further revealed underwriting risk and reinsurance threshold values of 0.249 and
0.027, respectively. Below the threshold level, these factors have a significant positive
relationship but are significantly negative when they fall beyond the threshold level. The
results indicate that life insurers must not rely more on underwriting activities to fund their
business due to their reduction effect at higher levels. More so, too much reliance on reinsurance
may have a decreasing effect on their profitability. For leverage, the threshold was at 0.85,
suggesting that life insurers’ debt must be lower than their equity. Premium growth presents a
negative threshold point, but this was statistically insignificant. In conclusion, we suggest the
threshold levels estimated in this paper to the life insurance industry. Considering these
threshold levels will help them achieve the desired profitability outcome.

Following the findings emanating from this study, the following recommendations are
provided. For the efficient use of insurance resources and to increase the profitability of
insurance businesses in South Africa, regulators must strongly emphasise these determinants.
The FSCA must monitor the underwriting activities of life insurers and enforce policies that cap
reinsurance and leverage to maintain insurance over time. Again, life insurers must have the
right personnel for underwriting. The actuarial department must validate all policies by
insurance agents and ensure that insurers comply with the regulatory pricing to avoid high
underwriting risk. This will help reduce price undercutting by insurance agents. We further
recommend that life insurers not concentrate too much on underwriting and premium growth
due to their reduction effect on profitability but implement strategies focused on improving
their investment income and solvency. Such will boost their profitability. More so, life insurers
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can grow their premiums through product development and innovation without compromising
underwriting policies. Furthermore, large insurers should give importance to their growth. This
can be done by employing the right experts and being abreast with current issues to take
proactive measures to improve their profitability.

Despite the contribution of this study, it is not free from limitations, which provide
avenues for further research. First, the study is limited to the life insurance industry in South
Africa without considering the non-life sector. In this regard, it will be interesting to compare
the findings of this study with the non-life insurance industry in future studies. This will help
to understand the dynamics within both sectors for improved policy decisions. Again, since
this study explores only internal factors, scholars should extend the study to include
macroeconomic factors and how they affect insurance profitability at different thresholds. In
addition, other insurance-specific profitability ratios could be considered. Also, the internal
factors are not exhaustive; hence, scholars can consider other factors such as liquidity, age,
asset tangibility and ownership structure, amongst others. It is important to note that the
study did not cover all life insurers in South Africa; however, the sample size is large enough
to make generalisable conclusions. This could serve as a basis for further research.
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Appendix

Year Totalassets Total liabilities Premiums Investment income Claims  Size  Penetration
2013 2,121,847 1,993,320 403,309 290,927 13,725 74 11.4%
2014 2,414,726 2,273451 447 442 283,834 14998 73 11.8%
2015 2,567,147 2,416,090 468,595 198,593 16073 74 11.6%
2016 2,652,277 2,498,443 485,610 164,206 16521 72 11.1%
2017 2,914,534 2,757,373 475,935 16,343 415388 71 104%
2018 2,993,436 2,630,845 134,362 76,999 106,426 65 9.6%
2019 3,054,223 2,786,406 504,567 673,003 306,576 74 10.7%

Note(s): All monetary values are in the South African Rand (millions)

Source(s): Extracted from the annual reports of the FSCA between 2013-2019; insurance penetration rates
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Table Al.

Stylised facts of the life

insurance industry in

were extracted from the Swiss Re institute; Results from Table Al compiled by authors South Africa
Underwriting Investment Premium
Size risk Leverage Reinsurance  income Solvency  growth

Variables @ ®) ©6) W] ®) ()] (10)
Lower regime
Lag of ROE  —0.323%** 0.509k* —2027%k% (0 412%Fk 04667 (0268 (223 %k

(0.00255) (0.000447) (0.0661) (0.00191) (0.000250)  (0.0130)  (0.0615)
Threshold =~ —11.14%** 6.004%%  _12,07%* 1428k _(0,0026%** —4,612%F* _5274%w*
variables (0.0575) 0.0817) (5.705) (1.204) (0.0001) 0.0384)  (0.815)
Upper regime
Lag of ROE 0927 —(.665%* 2.755%% 0.2997# 0.610%# % —3480%**  (),377%**

(0.00150) (0.000294) (0.0660) (0.00374) (0.000762)  (0.0848)  (0.00513)
Threshold 50.85%#* 5982k 11.66%*F  —1.430%** 0.0028*** 4 590%#* 5 377k
variables (0.338) 0.0812) (5.726) (1.184) (0.0001) 0.0387)  (0.252)
Constant —87.17%% 4488%% 83 ]19%wk 3] 2%k —1291%k%  17.89kk* 4 HO5¥k

(5.739) 0.0136) (2.834) (0.806) (0.105) (1.126) 0.113)
Post-estimation test
Threshold 16.60%** 0187k 04827 0.0611%*  12]17%k* 2.290 0.0798
point (r) 0.0173) (0.00209) (0.000592)  (0.000482)  (6.484) (2.055) (2.036)
Linearity 0.000 0.000 0.000 0.000 0.000 0.000 0.000
(p-value)
kink_slope 15.831%#* 0.074%#* 0.573%#  (,049%** 13.162%** 1.014%%%  (),084%**
Observations 62 62 62 62 62 62 62
Note(s): Standard errors are in parentheses; ***p < 0.01, **p < 0.05, *p < 0.1 Table A2.
(Dependent Variable: ROE) Robustness check for
Source(s): Results were generated from Stata by authors threshold regression
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Table A3.

Robustness check for

linear regression
results

) @ )

Variables SYS-GMM DIFF-GMM POLS

LROA 1.208%** 0.015
0.175) (0.325)

Size 0.003 —0.105* 0.02817%#*
0.010) (0.059) (0.0105)

Underwriting risk —0.032 0.439 0.0742
0.229) (0.295) (0.145)

Leverage —5.813##* —7.3907H* —2.487
(1.519) (0.834) (1.739)

Reinsurance ratio —0.028 —0.107 0.0708*
(0.043) (0.081) 0.0418)

Investment income —0.004 0.009 —0.0171*
(0.006) (0.006) (0.00880)

Solvency ratio 0.013%#* 0.006* 0.0146%**
(0.001) (0.003) (0.000519)

Premium growth 0.190 0.223 0.186
(0.226) 0.197) 0.167)

Observations 368 310 430

Time dummies Yes Yes Yes

No. of groups 62 62 62

No. of instruments 12 10

R-Squared 0.724

Prob > F 0.000 0.000 0.000

AR() 0.134 0.0510

AR(2) 0.232 0.0754

Sargan 0.633 0.646

Hansen 0.633 0.599

Note(s): Standard errors are in parentheses; values above the standard errors are the coefficient
estimates, showing the direction of the relationship; Significant levels are expressed as ***p < 0.01,
*#h < (0.05 and * p < 0.1, respectively

(Dep Var: ROE)

Source(s): Results were generated from Stata by authors




. ]
g8 g Iiis
S =5 552
s & = 228
Z2s  © 22ic
2.2 o ~cER
g <= 58 ¢
HES g
L= O 3uE
=L EE 3
— 2 < £
(panurguos)
SJ09J9 SA1RSIU
JUBDIIUSIS MOUS XTI Jonpoid pue
QOURINSUIDY DALBIIU A[JURIIIIUSIS X onpoad pue
919M 93E PUR 9FRIVAJ] ‘9ZIG JordWl  JDUBINSUIAI ‘9SBISAI[ 95k 6002 SIUBUIULIDIAP 1] (€102)
aanmsod e sey amjonys diysoum()  ‘9z1s ‘aamonns diysmsum() Jyoxd JoN —$00Z/ININD BLGSIN  -OJOTW JO SJUBUIULISIS(] UBYIGISOB]()
QATJBSU SEM 9FBIDIAI[ SBAIDUM M08 pue Aypmbiy 1002 Aigeyyoad soueInsul (1102)
“9oeduur 2AISOd B MOYS YSLI PUR 921G ‘93e YSLI ‘98rIaA9] ‘9zIS VO -1002/STO  umsiyeq 91 JO SJURUIULIDII(] 7D o pauyy
syyoxd
SUNLIMISPUN PUE [9AJ] 9B JSAI9)UL 9d £} oansur yiyoxd puny sispoyareys
‘uoryeryur pajoadxaun ‘Aypmbiy Aq SunuMIpUN DINJONLS U0 WINJAI Pue puny
PaduLaN[uI AJJURDIIUSIS A[[ROLISIIRS Josse ‘Aypmbiy ‘Aiqels SI9p[OYaIRYS UL
SI SI9IMSUI [BIAUAS 3] JO douewLIOfIad Sunumispun ‘AOUsA[0S  d8ueyd aSejusdrad 6661 doueuLIofIRd souRIMSUL
9} 1By} SOIBJIPUT APNYS SIYJ,  JUSUNSIAUI ‘DFBIIAJ] 9ZIS ‘PIRIA JUSUNSIAU] —9861/STO M [BIRUSS JO SJUBUTULIDI(L (7002) NS
SIoNSUI 9] JO YI[BaY [BIDURULJ 9}
U0 SIOULINJJUL A33] AR XTI 3onpoxd ut
93ueyD pue S0UBULIO}Sd JUSUIISIAUL
‘XIW JOSSe Ul aguryd 9z1s Auedwiod uonadwod
3} ‘PU0IAG "SUOLIBU UBISY/ Ul PUEB JUSUISIAUT
SIaINSUI [BI9ULS JO A[IEIS [RIDURULL ‘Xtw Jonpoid pue jesse
9y} JO SjUBUILLIDOP Jofew 918 Ul 9FURYD ‘UIMoI3 snidins
ursIew suneiado PUR ORI PAUIQUIOd  ‘OLjeI PIuIuod ‘Aypmbiy 66619961 SIIMSUI
‘qmois snjdms ‘oner Apmbrp  ‘urdrew unersdo Ymois JUOISS9.13a.1 JO y[eay [eroueUL) ($002) Suop
‘90UBULIOLISd JUSUIISIAUL ‘9ZIS ULIL] wniwRId 98BIAAI] 9ZIS Ayqiqe)s [eoueuly srdnm BISY 9} JO SJUBUTULIDII(| pue uay)
$10)0By A10)eur[dXe JURDIIUSIS JosIew
9I9M SIATIOR JO 9FURI 9} PUR 9ZIG SOUBINSUI S BPNULIDg
“YSLI SunumIspun yum drgsuornjear Jo dduewLIofId
aamsod e pey aoueuniofpd  9dods pue ad4) Auedwiod 2661661 [eueulf 9)e10d100
“19139q uioped A)pmbi| mo] ‘Apmbi| ‘98BI0Ad] JUSUIISOAU]  /[9POUW SI09JF] JO SJUBUIULIDIOP (£002) 213pong
pue 98eI9A9 Y3y ym soruedwo)) HSLI SUNLIMIDPUN 921 pue SunLmIapu) UowIwio)  BpnuLg A} saxo[dxa Apnys Ay, pue swepy
s3upur| SJUBUIULIDI(]  d[qeLIBA Juspuada(] A30[0pOyPRIN  Anuno) asodmg (s)r0yIny




(panunuoo)

SIUBUIULIDIOP

JUBDIIUSISUL 318 ANpmbi| pue
Ayiqisue) Josse ‘4imois umiwaid
‘IOAIMOY “YSLI SUNLIMIOPUN pue

3SLI SunLImIapun
pue Ayppmbi ‘4mois

Aynpqeygod souemsur

[ended Jo awm[oA ‘9z1S Yjim pajenosse  wniwaid ‘AIqisue) 19sse 1028002 9I[ JO SJUBUIULISIAP (8102
AIYS1Y ST s1omsut 9J1] Jo ANIqeIjoI] ‘rended jo awmjoa 9zI§ VO /309730 wopuey BISY  [euwljuldyjaIo[dxe 0], v jo uipnuiey
SJ09p0
9AT)E3SU PRy HSLI SUnLIMIDpUn Aqegord s Auedwiod
pue 93eIaAd] ‘ANpIbI| ‘95BIoAd] £ouaAf0s ‘Apmbiy 9102-110Z QOUBINSUI [BIOUST
AMIYM JURIIIUSISUL SEM ADUDA[OS ‘10)0BJ Sunmspun JUOISSIITT 9] JO SjuBUILLIDIOP
ng ‘9Antsod APUROIIUSIS SeM IZIG ‘98RIDAI[ 9ZI VO ardumyn RAUSY] AU} SUIUEXD O, (8102) e1IPO
oueIMSul
JOJ0W ‘OT}BI UOTJUI)RT sonel
SJUBUIULID)P pue yimois wnrueid Anpiqeyyoid saes Aniqeyyord
JUBDIIUSIS S18 M08 wniueid ‘O1JBI JUSLIND ‘D RIIAI] pue Ajiqeygord €102 SJI[-uou Jurjosgye (S102)
PUB OIjRI JUSLIND ‘OlIRI SSO ‘98e ‘971G ‘orjel sso[ ‘age 9zIg [earuyaa ], —9002/ST0d Aayng, SI0J0BJ 9JBS1ISOAUL O], eARY[ DU
dad
‘AOUDAJOS ‘UOTIUSIIT HSLI
oueuLIofrd QOUR.MSUIDT JUIUNSIAUL
[erOURUIJ 9} SUILLISISP Jey) ‘UOIJROIJISIDAIP ‘DIRYS 2102 BIUBWOY
$10JJ€J 3} e ULSIeW AJUSA[OS puB Jos(rew ‘A)mbs ‘oryex —Q00Z/S191H ur Ayqige)iyord soueImsut
OIJBI UOTJUA}DI YSLI YSLI SurjLimiepun sso ‘Ypmoisd wnruead wopuey Jo sjueUIULIBIEP  (FI(Z) BOULDERY
‘qmors wnmuaid ‘9zIs ‘98eIoAd] 98 ‘9zIS 98RIDAY] VO puUB PaxI,|  BIUBWIOY ) 2Jo[dx3] pue eang
SULIJ 90URIMSUT BUBL)
Jo Aypiqeyyoad pue Aypmbiy mois ur Ayipiqeyjord souemsur
‘98RI9A9] UsaMIaq dIysuone[ax pue az1s YsuI ‘Kypmbiy 0102 JO SJUBUIULISISP (€102)
aAanisod B punoy Apmis ayJ, ‘AIqisue) 98eI9AY VO /500Z/STO BUBYD) A} A10[dx3] D 12 1pROY
s3upur| SJUBUIULIDI(]  d[eLIBA Juspuada(] A30[0pOyRy  Anuno) asodmg (s)r0yIny

JOEM
20,7
3022

Table A4.



38} 3
S >E a
£ e & 2
S = << ™ <
nQa o =
g <=
BR=I=]
EE3
o L
— A
(panurguos)
Jos{1eW A3Nbs pue SAIMD SUWLITJ 90UBINSUL 1]
9ATJE35U SEM UOIIBIUDUOD  PRIA ‘J(I5) ‘UOIBIUIDUOD JO oueuLIojIRd Sy} Joafye
ADSNpul SealoyM ‘SJUBUTILIDIOP ‘QuatRSRURIL $1030€J J1jIoads-uy
JURDIIUSIS dIe Jas{rewr A)mba asuadxa ‘amsodxa pue dryroads-Ansnpur
pue J(19) ‘9msodxa ysi1 ‘Apmbry 9zis  ysLI ‘Yimois Aianonpoid 8102-9661 QIUOU0IS0I0BW
Stoansut ofif ‘Aps siyj 03 SUPI00Y ‘Ayipmbry 9215 HOI/VOd /NIND/Hd~ BPBUBD  MOY 9)JBSHSIAUL 0} Wy (0202) SuHIr
9AT)R3IU A[JURDIJIUSIS 910M SI)BI
1JS9I9)UI PUB ‘I9AOUIN] J9SSE ‘DT RISAI]
SBaJoUM ‘SWLITY 3]() UO S}O0JJ9
aanisod ARy [T M PUB ‘[dD ‘ddD SOSLID [eIOUBUIJ [B(O[3
‘AIpmbry spoedulr 9A1)RIIU 9ARY 9102 JuLmp sIaamsur 3
S9)BI JSAIJUI PUE [J)) INg ‘sarurdwiod 9B JSAI9)UI ‘UOTJR[JUL 12002/ pue g Jo sdoueuLIofRd
SN 199x3e ApAnisod [T PUB J9 ‘ddO ‘PaouIn) 19sse wopuey [BIOURUIJ JO SJUBUIULISIOP 6102)
I9AOWIN] JOSSE ‘98RISAJ] ‘ANPIMbIT 93eIDA9] ‘A)pmbi| 9zIg AOA/ VO pue paxi{  M/VSN AU} SUIUEXd O],  IYeS Pue [00Rg
JUSWIZIS SSAUISN(
‘JUSUIISIAUT [RUOTJBUL}[NUT
‘UOTJR[JUI ‘D)L JSoI)UL
$10109s 130q U0 Joeduwl JURIYIUSIS ‘ndino [eOIOAD ‘GUIN[OA
B SBY 9)Rl1 }S9I9)U] "SJUBUIILIDIOD JIPA.ID ‘DIRYS JoYTRW
JUBDIJIUSIS d1e orjel Aypmbiy ‘[HH ‘A9US101jJ9 [BI1ULO9)}
PUR [9A9] WITR[D 10)J38 JI[-UoU 9z18 ‘suurepd ‘Aysuajur
9} UI J[IYM ‘SJUBUIILIOP JUBDIJIUSIS anoge[ pue [eyded Anqeyod (6102)
9Je [HH ‘AOU9IIJJs 91008 pue ‘onjer ‘Josse 0} A)nba ‘98eISAI[ OURINSUI SJI[-UOU ‘BloNZaLIeyg
[ended ‘S9AI9SAI [eOTUYO9) ‘sumiuuaid ‘K)pmbry ‘9ATeSAT Jj01d JoU/eUOIUT 1102/1002 PUE 9] JO SJUBUTULIDIRP  -ZOPNULIDY PUB
19U ‘103998 SOURINSUL 9] Y} U] [earuyoa) ‘wmiuaid JoN JUSUSOAU]/ YO /AA/STOd  Jopendy UIBW 9} SUIWEXD O],  OIO\-OUrueR)
sgurpur| SJURUIULID(]  I[(eLIRA Juspuada(] AS0[OpoyPRy  Anuno) asodmg (s)yr0yIny




(panuruoo)

Aniqeyyod o) pajefar

A[9SIoAUL TR AJIIGRI] JUISULU0d
pue 98e19A9] Inq ‘Terded Jo sWnoA
PUE ‘sosuadxa SAIBNSIUIWIPE PUB

IHH pue

S9suadxa uorRISIUIIpPE
‘suorsiaoxd pue sasuadxs
SunmIspun ‘Ayiqer

g
ut A1piqe)iyod souemsur

SunumIepun ‘swodur wniwaid Aq JUSSUIUOD ‘QUIOJUL G102-0102 JO SJUBUIULIDIOP (2202)
pauIuLIep SI ANfiqeyjord souemsuy wniwRid ‘98 1oAY AOY/ VO /103]J9 PIXI] 1y ay a10[dxd 0, 7D Jo Tewmny|
TNAN U0 JordWl JURDIUSIS [eaded
B 9ARY JMOIS PUB ZIS WL ‘S)OSSe 9[qL3ue) ‘Ajpmbiy 8102-G102 Anqeygord
SBaIRUYM YO 1091J8 A[JURdIIUSIS ‘Umois wnruaid urgrew JUOISSAIZT U0 SI10308] J1J109ds (2207) 1uas|
95k WL pUB ‘95RIIAI] 9ZIS ‘9Z1S ‘988 ‘9FRIDAY] 1yoad 39N/ VO ardumyy 0AO0SOY] -Auedwod s9)eSNSIAU] pue powyy
SULIJ 95BIIAS[-MO] UBL[} ORI JUSU)SOAUT 8102
19)39q wI0y19d SULILY 9SRIOAS[-A[USIY  PUR SOURINSUIAI ‘9FRIDAJ] —6002/S1PH QouewLIofRd
‘OS[V/ "S109JJ0 9AIIRSIU S[BIAJI 938 ‘93 ‘9z1s ‘onjel 1gap wopuey [eIOUBUIJ S0URINSUT (T202) puqIs
seasoyMm ‘Joedur 9A1ISOd B SMOYS 9ZIS  ‘O1)BI PIUIQUIOD ‘AJUIAJOS A0W/VOA pue paxi e_AUSY JO SIDALIP 9} SUIWEXH Pue BIRIO
93e pue ‘s)asse Jo AN[IqISue) YIMoLs Aiqisue) sjesse
wniued a1eys jeyIew ‘Appmbi pue 93e ‘JayIew ‘onel
98BISAI[ 9ZIS S ULILY JO DUBIIIUSIS $SO[ ‘U3moi8 wnrwaid 0202-5002 Anniqeyyord souemsuy (1207) uenfrp
9} pajensuowep sSUIpuIj oy ], ‘Apmbi] ‘93eI0Ad] 9ZIS VO /39[j0 pax1]  erdoryi JO SJUBUTULIDOP OIITA] pue MeqUIY
J9)sey A[enueury
uL10y19d S9SSIUISN( AOURINSUT
d[oy [[e SjusunNSaAUT SUTULIES-UMNIS
ur poures swmniwaid Jo 9asn 9y} pue
‘S1msurax 0} s snjdms Sunyys
Aq ¥SLI SUNLIMISPUN JO UOLONPAI
9} ‘Tended PamoLIOq U0 SUBI[AI S[I]
M 2m3onas e3ded Jo JusweSeuR
9], “1ordwl JUBIUSIS 9AT)RSIU 9)RI UOLB[IUI ‘J(19
JUBDIJIUSIS B MOUS SLI SULIMIIPUN ‘Q1eyS J93{reW ‘Aypmbiy
pue ‘Ajpmbiy ‘98eI10A9] Inq 981949 ‘Tejided Jo QourWLIONRd douRmMSUL
“oeduwr 9A1IS0d JURIIUSIS B MOUS  9UIN[OA ‘YSLI SULjLIMISpUN JO SjuBUIULISIRD  (0Z0Z) NPNMayZ
9z1s Auedwod pue eyded 1od J(9) ‘9B IMOIS 19SSk 9ZIG VO 9102—200Z  erdoryis OJOBW PUB OO pue ISy
s3upur| SJUBUIULIDI(]  d[eLIBA Juspuada(] A30[0pOyRy  Anuno) asodmg (s)r0yIny

JOEM
20,7
3024

Table A4.



38 ] 3
S >E a
£ e & 2
S = << ™ <
nQa o =
g <=
BR=I=]
L O
= oW
— A
(panurguos)
saruedwod dueINSUI A1ddns Asuow pue 9jex
SJI[-UOU UBDLIY Ul douBuLIofd 93UBYOXd ‘UOIB[JUI ‘OJeT
[eIOURUL JO SJUBUIULISIOP JUBIIUSIS 1S9IaJUI ‘J(19) ‘AdUSIOIJD
Aqreonsne)s ay) axe yonpoid [euonetado pue ¥SLI
J1)SAWOP $S013 pue ‘Ayjiqeded SunumIspun ‘azis ‘ase
JUSU)SOAUL YO PRSSe[ JUBdIIUSIS ‘A1piqeded jusur)saAUl BOLIFY Ul Aqiqelyoxd
A[9SIOAUL 9IR 9FRISAI[ PUR ‘AU ‘Tended Aymbs ‘Ayrpmbiy 6102—8002 Q0URINSUI AJI[-UOU
Teuonjeisdo ‘Tejded A3mbs ysnoyiy ‘98rI0A9[ ‘O1jRI SUIR[) vOY /NIND/STOd BOLY Pa1SI] JO SIUBRUIULISIS(] (£202) TWOSIA
VO uo 10edut
9AT)BSAU JURDIJIUSIS A[[ROLISIIR)S
B 9ARY 93RISAJ] [RIOURULJ PUR O1RI SIeyS Jo3 IRl
9suadxe SeateyMm Y)Y uo joedur pue Aypmbi| ‘98eIaAI[
9A1)ISod JUBDIIUSIS AJ[ROIISIIRIS  ‘OIRI JUSUIISIAUL ‘ULSIRW
® 9ARY O1)RI AJIPIMDI| pue ursrew Sunerado ‘oryer asuadxo 12025102 soruedwod UBIMSUL (€202)
Sunesado jey) smoys Apnis ayJ, ‘qamoIs wnrwaid ‘9z VO /S1091J9 PIXIY BICIOG 1] JO SJUBUTULISIR(] v 32 Jruel ]
10930 JuRdIUSIS
Aue Moys jou pIp Aoueioadxa a1
10 ‘98em da8eIaAR ‘A)ifenb A1ojensar
‘os[y “Aiqeljord 01 Pajosuuod
A[9SISAUL 91 SULYB)-HSLI JAISSIIXD Anqels
PUB UOTJB[JUI JB[} 39S dM ‘OPIS Teontod pue Ajenb
930 A u() “ANpiqesyoid soueyua uonemsal ‘“Aour)oadxa sorueduwod oueBINSUIL JO
uonesI[erdads Jo [9A9] pue ‘Aiqels oy ‘uonyerndod 6102—8002 Anqqeyyoad s[qeureisns
eonrod ‘sajer yymous uonemndod  ‘9Fem ‘uonepul ‘J(19 THH wniueid [2J0)  /SI09JJ PIXIA JO SJURUIULID)OP (2202)
‘(15 9ZIS Jet]) PAISA0ISIP AT, ‘uonjesI[eroads YSLI ‘9zIS Uuo wInyY/vOd pue NIND BI(I9S 9U) SUIWEXD O], 7V 12 J1A0ULOA
sgurpur| SJURUIULID(]  I[(eLIRA Juspuada(] AS0[OpoyPRy  Anuno) asodmg (s)yr0yIny




diysuoneax

9SIOAUI UB [BIASI OTJRI WIB[) JoU

Pue oneI ApmbI| 9z1S UL SBatoym
‘diysuoneyar aansod e jussaid
ANMIqSue) 19SSk puB OURINSUIDY
1oeduwr aAnsod

B 9ARY S9)RI JSI9)Ul WLI9)-SUO[ pue
d(1O seasoym ‘yoedur 9A1}ESU B 9ARY
[T UOLB[JUI PUB ‘DINIONIS Jos[Iet
9ZIS ‘9oURINSUIRI JO uonIsmboe 9y J,
JAT}ES9U Sem

9Z1S AIYM “HO U0 J0eduur JUedIUSIS
B 9ARY JBY) SI0J0B] Jueliodun

J9YJO IR AIRYS J9YIBW PUR IFBIIAJ]
[eroURUL YO UO JURIIUSISUL
9I9M J(I5) PUR ‘01}RI 19D ‘Q0URMSUIDI
921G "JordWI JAIJRSIU JURDIUSIS

B MOUS ‘pUBRY I9Y}0 3} UO ‘UOLIR[JUl
pue Ajpmb ‘onjel ssof A M VO
U0 Jordur dAINISOd JURIJIUSIS B 9ARY
9.1 UOIULIRI PUB ‘UYIM0I3 wniwaid
‘9IS JONIBW JBY) POMOYS SHNSIY

oner
UOISSTIIWIOD JoU PUE Ojel
WIB[ JoU ‘0URINSUIT
“Ayrpmbyy 9215

QUBINSUIDI
pue porad SISLI) ‘AOUIA[0S
‘uonyenpuad ‘vone[yur
‘dD DIeys oI 9ZI§

uonefjul pue Jao

9IRS J9¥JRW ‘SOURINSUII
‘1Rl SSO[ ‘YIMoI3
wnnued ‘A)pmbr| ‘onex
UONUD)AI ‘DFRIIAI] 9ZIG

sioyIne Aq spew 9[qe], :(s)92mog

sSurpul]

SIUBUIULINNI(]

Aqeygod
9OUBINSUI UO SI0NB]  (£Z07) Ueypel
JOI/VOd 1602-€10g [edoN J1j1oads Ly 3o 191 pue SO
Amqeygod
QOUBINSUI UO SIO)OBJ
SIESS [BWI9)XA PUEB [BUIBIUL JO  (§Z(0Z) SBULNOJ
/SmbR/HOY/ VO 1202-L00g adomy  joeduil 93 SuIEXS O], pue 1doig
Annqeygyod s Auedwod
UBMSUI [BIDUAF A} JO
0202 SJUBUIULISIOP 0I0BW PUB (£202) 1w 12
HOA/VOd  —6108/11-0102 EIPU]  OJOIW 9} SUIULISREP O, UBIBYPISES
J[qeLIeA Judapuada(] A30[0pOyRy  Anuno) asodmg (s)I0yIny

JOEM
20,7
3026

Table A4.



	The determinants of life insurance companies profitability in South Africa: new evidence from a dynamic panel threshold est ...
	Introduction
	Literature review
	Theoretical underpinnings
	The determinants of insurance profitability
	Insurance size
	Underwriting risk
	Leverage
	Investment income
	Reinsurance ratio
	Solvency ratio
	Premium growth


	Methodology
	Data, source and measurement
	Description of variables
	Dependent variable
	Independent variables

	Estimation technique
	Dynamic panel estimation technique
	Dynamic panel threshold


	Results
	Empirical results and discussion
	Regression results
	System GMM panel regression analysis

	Estimated results of the dynamic panel threshold analysis
	Robustness checks

	Conclusions and recommendations
	References
	flink7
	Appendix


