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Abstract 
An insurance sector is essential to every society of its social 

development and economic conditions of the country with the help of 

reducing the number of uncertainty and fear. Profitability is also 

considered an important factor in financial sectors. That is why the 

main purpose of this study to find out the financial performance 

indicators of life insurance companies of Pakistan. And research also 

examines the major internal and external variables and its relationship 

with sales, investment and underwriting profitability. In Pakistan, there 

are 7 life insurance companies in which 5 insurance companies are 

selected based on the availability of data on IAP year Book and 

financial reports covering the period of 2008-2015. Gross Written 

premiums, Claims, Management Expenses, Reinsurance, Leverage, Size 

of Company, Interest Rate of country and Gross domestic product is 

used as an independent variable. And Sales Profitability, Investment 

Profitability, Underwriting Profit is considered as dependent variables. 

To find out the result panel regression is applied. And to avoid 

endogeneity in model two square least methods is used. Finally, 

findings show that the gross written premium has the significant impact 

on all three measure of profitability. The further size of the company 

has a negative impact on sales and investment profit. In addition, the 

claims, reinsurance, GDP, interest rate and management expenses 

have an insignificant relationship with all three profitability measures. 

Keywords:Firm's profitability, Life insurance, Endogeneity, and 

Pakistan. 

 

Introduction 

Insurance is a risk transfer process which safeguards the interest of 

common people from future uncertain loss Insurance also provides 

financial support to reduce the risk of human life and their properties 

(Arif&Showket 2013). An insurance policy is an agreement between 

insurance companies and policyholder which cover several risks as per 

demand and need of insured. The concept of insurance is not new it is 
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actually adopted from the earliest era of civilization, sharing of risk to 

help each other at the time of loss or misfortune were so common. 

Usually, traders and merchants had used that concept to avoid 

uncertainty. In this era insurance is so common and available almost 

whole over the world and according to Federal Insurance ombudsman 

Pakistan (FIOP) that trade is becoming more and more global. The 

technology is changing and is being replaced at a faster rate. In this much 

more uncertain world insurance is compulsory and it is also playing a 

vital role in reducing the risk burden on individuals and businesses. 

The insurance industry of Pakistan is not as larger than other 

developing countries but has the potential to affect the GDP (SECP, July 

2016). The insurance sector of Pakistan is divided into major two 

categories, Takaful, and conventional insurance. Further both categories 

also divided into two sub-categories, Life insurance, and non-life 

insurance. To spread the risk reinsurance activities are also carried out in 

Pakistan. Insurance sector providing several coverage‟s which are Fire, 

motor, marine, aviation, travel, health, cash in Transit, Cash in Safe, life, 

personal accident and misc. it is observed that the requirement of 

insurance is highly proportional in an urban area rather than rural areas. 

Currently, 47 insurance companies are providing insurer services. In 

which 37 companies are non-life, 1 company does reinsurance and 9 are 

life insurance companies including family Takaful which is recently 

introduced in Pakistan. (SECP July 2016).  As figure 1 clearly showing 

positive and healthy growth of life insurance sector of Pakistan in term of 

gross written premium. In last seven-year, it is observed that the growth 

rate of an industry is almost 20 to 30% yearly.  

Figure 1: GWP wiseGrowth in Life insurance (Rs. in Billion) 

 
It is observed that during 2014, total premium written by 51 

conventional and Takaful insurance firms are about 184 billion. In which 

just 7 life insurance companies contribute 122 billion out of 48 insurance 

companies (Insurance yearbook 2014-15). This is showing a huge 
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difference between non-life and life insurance companies. And also 

indicate the high contribution of life insurance sector. There are several 

types of research have been conducted whole over the world. But 

unfortunately, in Pakistan, just a few researchers have been made their 

efforts on the insurance sector. Therefore, it is very important to find out 

those internal factors which make the difference between non-life and 

life insurance companies and factors which are crucial for the 

performance of an insurance company.   

Problem Statement: To boost up and enlarge the owner's capital and 

earn more profit is the core purpose and reason forever existence of any 

company or industry. That is why profitability is one of the foremost 

and crucial factors of financial management to measure and make future 

planning and strategies of tackling the critical situations. Hifza(2011) 

found a fluctuation during the period from 2005 to 2009 of the financial 

annual reports of insurers of Pakistan and base on that the study was 

conducted and further suggested that it is very important to find out the 

variation among insurance company‟s profit. 

To determine the performance of insurers is a crucial discussion 

for the policy makers and regulators to support the insurance sector in 

accomplishing the success and perfection. The trend of insurance sector 

is increasing day by day due to the critical situation of country, increase 

in risk and uncertainty. The insurance sector of Pakistan is not as much 

big compared to other developing countries but due to the critical 

situation of country everyone wants to secure his/her property and their 

lives. As Table 1.2.1 clearly showing that Government owned company 

SLIC is gradually losing its market share. And private companies 

growing tremendously and seems tough competition between two 

dominant companies EFU and Jubilee life. As the overall market trend 

showing healthy growth which would impact on SCLI but Surprisingly, 

SCLI is losing its market share. In addition, as Takaful has recently 

introduced in Pakistan so the market share is not enough then other 

conventional key players of life insurance. So it‟s a good time to 

understand the key factor of profitability to capture more market shares. 

Further in Figure 1, the data of last 07 years also showing significant 

changes in Pakistan insurance market. The life insurance industry within 

the country has experienced healthy growth, in terms of gross premiums. 

So it is important to find out key factor of insurance profitability for 

regulators, policy makers, insurers and professionals to support the life 

insurance industry in achieving the growth and stability which ultimately 

leads to the overall success of the economy. 
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Table 1.2.1:List of Life Insurance Companies along with Market 

Share (%) 

S.no Company 2011 2012 2013 2014 2015 

  Conventional           

1 EFU Life 15% 13% 13% 14% 19% 

2 Jubilee Life 12% 13% 15% 17% 18% 

3 Adamjee Life 1% 3% 4% 4% 6% 

4 IGI life 4% 5% 4% 2% 2% 

5 Asia Care 0% 1% 1% 0% 0% 

6 East West life 0% 0% 0% 0% 0% 

  Takaful           

7 Pak-Qatar Family 3% 4% 4% 4% 4% 

8 Dawood Family 1% 1% 1% 1% 1% 

  Total Private Sector 36% 38% 41% 42% 49% 

  Public           

9 State life 64% 62% 59% 59% 51% 

 

Unfortunately, in Pakistan, there are not as much research 

conducted on Insurance sector as such other developed and developing 

countries. To fulfill the gap, it is essential to find out those independent 

variables or crucial factors which are playing an important role in the 

profitability of insurance sector or an individual company. In addition, 

this study will help out the policymakers and shareholders to estimate the 

profitability of insurance industry in Pakistan.  

Background, Objectives and Significance of the study:An insurance 

industry is essential to every society of its social development and 

economic conditions of the country with the help of reducing the number 

of uncertainty, prevention of losses through reimbursement of claims, 

reduction in fear and rate of increasing employment.  The insurance 

company usually works on define objectives and these objectives are 

based on “Utility concept applied to the theory of insurance” in which 

company seeks to maximize its profit through effective planning and set 

objectives. In addition the theory of insurance premiums defines that 

premium is consider as key element of insurance industry. The buyer of 

an insurance buys security and Insurance company accept the risk. On 

behalf of this contact an adequate premium is collected from insured. 

Further in meantime if the claim occur insurance company is liable to 

pay. Meanwhile insurance company also transfer certain amount its risk 

to another insurer called Reinsurer.  Market share is determined through 

the amount which is collected from buyers called gross written premium 

(Borch K. 1991). The three factor can determined the profitability of 

insurance companies which are macro factor, meso factor and micro 

factor. The micro level refers to how firm-specific factors such as size, 
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capital, efficiency, age, and ownership structure affect profitability. The 

meso and macro levels refer to the influence of support-institutions and 

macroeconomic factors (Buyinzaet al., 2010).  To attract the outside 

capital and meet its set objectives profit is considered key element of 

insurance industry. 

Insurance sector also plays a crucial role in the development of 

other markets and financial institutions. The insurance sector is providing 

remarkable financial services to the continuous growth and development 

of the whole economy (Joseph et al. 2013).  Further financial services are 

supposed to be the main driver of any economic growth (Khalid 

2015).The competitive pressures are increasing in these globalization 

eras which have changed the strategic priorities of many companies on 

how they may maintain and sustain their competitive edge in the market. 

And it is observed that the market or product diversification strategy is 

usually used to save a company's business risks and enhance its growth 

and performance (Soon et al. 2012).The importance of insurance 

companies of any country plays a sound role in the financial sector by 

giving them effective and efficient financial system through risk transfers 

or shared responsibility, saving mobilization and intermediation 

(Yuvaraj& Abate 2013).The insurance industry is giving surplus fund 

from the country‟s economy and also serves for the economic sector as 

well. It is further declared that the fund move around in the form of 

country's economic tool which encouraging and enhancing the 

production and employment (Shahid, Khursheed& Sham 2013). 

The core purpose of this research is to find out the financial 

performance indicators of life insurance companies of Pakistan. And 

research also examines the major internal and external variables which 

affect the firm‟s profitability and their relationship with each other. 

This study is significant for policy makers, investors or 

shareholders to estimate and forecast the profitability of insurers of 

Pakistan and to understand the main factors which may increase the firm 

profitability. 

 

Operational Definitionof Variables 

Sales Profitability: In Insurance difference between total premium and 

the cost of providing a service before payments of taxes is called sales 

profitability. And which is also known as profit before tax 

Investment Profitability:The insurance company usually invests certain 

amounts which are generated from premium collected from insured and 

invest it into different investments activities. And the surplus receive is 

called investment profitability. 

Underwriting Profit:Earned premium through policies after deducting 
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all claims, payment of reinsurer and commission payment without 

including the investment income earned and other operating activities on 

premium is called underwriting profit. 

Gross written premiums:Total premium received on the behalf of 

issuance of insurance policies to the insured and without deducting all 

expenses and claims. 

Claims:The amount which is paid to the insured in case of loss occurs. 

Management Expenses:Management expenses refer to all cost of 

having insurance related activities like writing, reinsurance, and services 

provided related expenses. 

Reinsurance:Insurance companies purchase insurance or from reinsurer 

is called reinsurance. Directly and through a broker for risk management 

purpose. For this contract insurance companies paid calculated or agreed 

amount to reinsurance companies. 

Leverage:Leverage is referring to total debt of the company and consists 

of outstanding claims, an amount due to reinsurers, accrued expenses, 

and other payables. 

The size of Company:The total amount of company's fixed and current 

assets.  

Interest Rate: Refer to the short-term maturity promissory notes which 

are issued by the federal government of Pakistan for money regulatory 

supply and fund raising via open market operations. And it is also known 

as T-bills 

Gross Domestic Product:GDP is a quantitative measurement of an 

economic activity of the whole nation. And it also refers that all the 

monetary value of all goods/services produces in country's geographical 

area or border in specific time.  

Research Questions: 

Q1: What is the impact of Reinsurance on Insurer‟s Profitability (Sales / 

Investment and Underwriting)? 

Q2: What is the impact of GDP on Insurer‟s Profitability (Sales / 

Investment and Underwriting)? 

Q3: What is the impact of Gross written premium on Insurer‟s 

Profitability (Sales / Investment and Underwriting)? 

Q4: What is the impact of Interest rate on Insurer‟s Profitability (Sales / 

Investment and Underwriting)? 

Q5: What is the impact of Leverage on Insurer‟s Profitability (Sales / 

Investment and Underwriting)? 

Q6: What is the impact of Claims on Insurer‟s Profitability (Sales / 

Investment and Underwriting)? 

Q7: What is the impact of Management expenses on Insurer‟s 

Profitability (Sales / Investment and Underwriting)? 
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Q8: What is the impact of size of company on Insurer‟s Profitability 

(Sales / Investment and Underwriting)? 

Literature Review 

 

Hifza (2011) research on the major predictors of financial 

profitability life insurance firms of Pakistan. The data is collected from 

35 companies which are listed in SBP including life and general over the 

period from 2005 to 2009 as sampled. The regression model is used to 

finding out the results. In last the study reveals that age of company and 

profitability has no relationship, but the study reveals that the size of the 

insurance company and profitability has an insignificant impact on 

profitability. The further result also reveals that the capital volume is 

positively related to the profitability of a firm. Thus, ratio of loss and 

leverage found negative but significant relationship with dependent 

variable. 

Talat& Muhammad (2012) study on determinants of 

performance of general Insurers of Pakistan to attempt the study the 

financial data is collected from the year-end reports of 30 general 

insurance companies in Pakistan over the period from 2004 to 2009. The 

performance of general insurers is evaluated and measured on the basis 

of return on assets and return on equity, whereas risk, size, investments, 

leverage, past year performance of company and age is to be considered 

as explanatory variables. The results suggest that size, investment, past 

year performance and age of company have positively related to the 

dependent variable, whereas leverage and risk have negatively related to 

the performance of non-life insurers.  

Dr. Amal (2012) study the determinant of performance of 

financial activities of Jordanian insurers industry. The objective of this 

study is to investigate the most effective factors of the financial 

performance of insurance sector. Leverage, Age of the company, Size of 

insurers, liquidity, the competence of management are considered as 

independent variable and 25 companies data of the period of 2002 to 

2007 evaluates by using regression model. Finally, the result shows that 

Leverage, ratio of liquidity, Size of insurers, the competence of 

management index have a positive effect on the performance of financial 

activities. 

Soon-YauandRazak.(2012) study on the product diversity, 

leverage and the performance of general insurance sector of  Malaysia by 

using data from 2006 to 2009 of non-life insurance companies in 

Malaysia. Insurer performance, leverage, product diversity, insurer size, 

period and market share has been used as variables. Finally, the result of 

this study shows that the leverage is negatively associated with insurer's 
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performance. The study also indicates that leverage could be beneficial 

or detrimental to the financial performance of non-life insurance firms. 

Hsu-Hua et al. (2012) conduct a research on insurance 

company‟s performance and study the analysis of reinsurance of property 

liability of Taiwan and the study also study the relationship between 

reinsurance and company performance, the research included the firm 

size, Leverage, UR risk, Line of Business, Growth premium. Liquidity 

ratio, Reinsurance, ROI, and Holdings are as variables. The data of 15 

property liability insurance companies are collected and after covering 

the period from 1999 to 2009 to find out the results. Finally, the result of 

the study shows that insurance underwriting, ROA, a line of business 

concentration, ROI, liquidity ratio and dummy financial holding have a 

positive significant correlation with the dependent variable. Further, it is 

observed that the reinsurance, underwriting risks, firm size, financial 

leverages, liquidity and return on investment positively and significantly 

influence on insurance company‟s performance. 

Juliana et al. (2012), investigate the determinants of Family 

Demand of Malaysian insurance industry. The core purpose of this study 

is to find out the determinants of family Islamic insurance requirement 

and need and to create of exploring a different model for determinants of 

family Islamic insurance requirement. The study concludes period from 

2005 to 2009 of Malaysian insurance companies. In last the result shows 

that as income, the price of Takaful, life expectancy, interest rate, stocks, 

education, age, financial development, pensions, dependency ratio, 

urbanization, size and employment status with respect to their 

familiesIslamic insurance requirements has the positive relationship. But 

on the other end inflation of a country, savings of each family and 

unemployment rate with family Islamic insurance requirements has the 

negative relationship. 

Mohammad (2012) investigates on Iranian insurers to find out 

the effect of intellectual capital. The core objective of this study is to 

consider the role of intellectual capital and relationship with financial 

performance, for conducting this study the 39 companies data were 

selected as the sample during the period 2005-2007.Regression model 

has been tested and correlated to investigate the relationship between IC 

and firm performance. Finally, the result shows that positive relationship 

between among human capital efficiency and profitability.  

B. Charumathi (2012) study on the determinants of financial 

profitability of Indian non-general insurance sector. The data collected 

from 23 India life insurers in which 1 is public and rest of are private 

companies also gather as the sample. The study period covered the 3 

financial years from 2008 to 2011 Firm size, Liquidity, Leverage, 
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Growth of Premium Underwriting Risk and Total Equity of Capital has 

been used as an independent variable and ROA as dependent. In last the 

result shows that profitability of financial activities of non-general 

insurance companies has significantly influenced by the liquidity and 

company‟s size. The growth of premium, leverage and capital equity 

negatively influences the dependent variable which is the financial 

performance of life insurance sector of India. The further study does not 

find out any evidence of the relationship between financial profitability 

and underwriting risk. 

Dr. Yuvaraj& Abate (2013) study on the firm's financial 

profitability of insurance companies of Ethiopia, to attempt the study the 

nine insurance listed companies has been selected as a sample from 2003 

to 2011.To check the effect of insurer's age, Size of the insurer, Growth, 

VOC, Tangibility of assists, Liquidity, Leverage on ROA. By using 

regression model, the results show that the volume of capital, the size of 

insurer, ratio of liquidity growth and ratio of leverage are the most 

important factors which are affecting the profitability of insurance sector 

of Ethiopia respectively in order of their degree of influence. The results 

also show that there isn't any relationship between non-predictor variable 

and age of company of the Ethiopian insurance firms. In last the results 

show that no relationship between tangibility of assets and profitability 

of insurance companies of Ethiopia. 

John, Samuel & Richard (2013) study the degree of Financial 

and Operating Leverage and profitability of Insurance companies of 

Ghana. The study used to sample data of 18 insurance companies out of 

the 42 in the insurance, the data covered the period from 2002 to 

2011.This study used eleven main variables which are profitability, 

liquidity, the degree of operating leverage, Exchange rate, lending rate, 

the degree of financial leverage, revenue growth, GDP, ratio of short 

term debt, long and total debt ratio. The result of regression model shows 

that the degree of financial leverage of insurance company and liquidity 

are inversely and negatively related to profitability while operating 

leverage is positively and directly related to profitability. 

Shahid, Khurshed, and Sham (2013) study on determinants of 

financial Profitability of Takaful and non-TakafulCompanies of Pakistan, 

to perform the study the six insurance companies depend upon their 

availability of data  have been selected which includes both Islamic and 

conventional insurance companies and four years data is collected from 

2010 to 2013 from financial reports. After applying regression model, the 

result shows that the size of the companies is a significant for 

profitability and the size of the Takaful operator denote the insurance 

industry value of the company because of the company are able to create 
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a great impact on market share and collect the high revenue and return on 

total assets. 

Joseph, Frank, Lordina and Richard (2013) investigate the 

performance of life insurance financial activities of companies in Ghana. 

Ten life insurance companies‟ data are collected from the annual 

financial reports which are covered the period of 11 years from 2000 to 

2010and selected as sample. Gross written premiums, Size of the 

company, Interest rate, Claims, Investment income, underwriting profit, 

management expenses, Total debts, Gross domestic product, 

Reinsurance, sales profitability and companies Profitability used as 

variables. The regression model is applied and the results show that 

Gross written premiums of insurance company have a significant and 

positive relationship with company's profit gather from sales and the 

relationship between insurance underwriting profitability and investment 

profitability towards the and improvement and enhancement of the 

overall profitability of non-general insurers.  

Daniel and Tilahun (2013) study on insurance sector‟s specific 

factors and variables that determine the performance of Ethiopian 

Insurance sector‟s, The sample includes nine insurance companies‟ data 

over the period 2005-2010. This study explores the impact of insurance 

major attributes which are total assets of a company, claims, 

underwriting contribution, tangibility, liquidity, leverage, and age on 

performance of Ethiopian insurance sector. The results reveal through 

conduct the regression analysis that company‟s size, leverage, and 

tangibility are significantly related to ROA, on the other end ratio of loss 

(claim) is negatively and significantly related to dependent variable, 

although company‟s size, claim ratio, leverage ratio and tangibility are 

major predictors of performance of Ethiopian insurance sector. But on 

the other end growth in insurance underwriting contribution, liquidity 

and age of company have an insignificant relationship with the 

dependent variable. 

Ana- Maria & Gheorghe (2014) study the determinants of 

profitability of the Romanian Insurance industry. Depending on data 

availability out of the 41 insurance companies that operated in the 

Romanian insurance industry in 2012, total 21 companies were selected 

as the sample and covering the period of 2008 – 2012. In last the final 

results is revealed by executing the particular panel regression model 

data tools and techniques, the major predictors of the financial 

performance of the Romanian insurance sector  are the leverage of 

insurance, size of company, insurance underwriting risk, risk retention 

ratio, annually growth of gross written premiums, and margin of 

solvency. 
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Mirie& Cyrus(2014) investigate on determinants profitability of 

non-life insurance companies in Kenya, the study find out the 

relationship between selected factors of insurance which are investment 

yield, retention ratio, premium growth, size of company, earning assets, 

investment yield, ratio of retention, ratio of loss and total expense of 

financial performance of general insurance companies. The study 

conducted multiple linear regression analysis with data for 22, 23 and 25 

underwriters for 2010, 2011 and 2012 years respectively. The results 

revealed that the financial performance was significantly and positively 

related to investment yield and earning assets. And it is further observed 

that the performance of financial activities was insignificantly and 

negatively related to the ratio of loss and ratio of overall expense. The 

growth of contribution, size, and ratio of retention is not significantly 

related to firm‟s performance. Final results emphasize the need for non-

life insurance companies to focus on the investment operations, 

underwriting results and efficiency to improve firm performance. 

Arif et al., (2014) worked on the relationship between firm‟s 

performance and risk of Indian insurance sector. To check the 

relationship among each other and to study the major factors that 

determine the firm performance. S Volume of capital, size, solvency, 

liquidity, Underwriting Risk and leverage are considering as variables. 

Eight insurance companies are used as the sample. By using multiple 

linear regressions, the model study reveals that the management risk, 

solvency risk, and underwriting risk have a negative relationship with 

financial performance while liquidity risk, size and volume of capital 

have a positive relationship with firm's financial performance of life 

insurance companies of India.  

Ornella et al. (2014) investigate the non-life insurance economic 

performance of European markets with the help of data from 2004 to 

2012; the purpose of the research paper is to provide empirical evidence 

of determinants of the economic performance of European insurance 

sector. In last empirical finding suggest the important factors affect the 

performance. The three main areas insurance variables, financial and 

reinsurance activities greatly influence the financial performance of an 

insurance company, but the study reveals that reinsurance does not 

contribute negatively and positively to the performance.  

Chen (2014) studies the effect of company‟s specific variables 

on the profitability of property liability insurance sector of Taiwan at 

macroeconomics level. The study investigates the relationship of 

company's specific determinants and macroeconomics on firm 

profitability. For that purpose 15, sample companies' data is collected 

over the period 1999 to 2009. By using REM model, the results shows 
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that the reinsurance, input, ROI, UW risk, and financial holding have the 

significant influence on profitability. 

Abdel (2014) conduct a research on determinants of firm 

performance of non-general insurance industry of Tunisia to examine the 

impact of factors of insurance firms on financial performance. Firm size, 

leverage, tangibility, risk, premium growth, liquidity, and age are 

considered as independent variables. The regression model has used data 

from five insurance companies of the period from 2001 to 2007. In lasts, 

the result indicates that the age and premium growth are the most 

important determinants but leverage, tangibility, liquidity, and risk is not 

a significant impact on the performance of insurance companies.  

Anila (2015) study the determinants of financial performance of 

the insurance sector of Albania the core purpose of this study is to reveal 

out those determinants that may affect the performance of Albanian 

insurers industry. By using five insurance companies data during the 

period of 2008-13. Econometric model, Multicollinearity analysis & 

Correlation coefficients applied to test the result. Finally, the result 

shows that leverage and risk have a negative impact and on the other end 

tangibility shows the positive impact on the financial performance of 

these companies. Flexibility and company‟s size are not positively and 

significant determinants of the level of performance of the insurance 

companies. 

Rajiben (2016) study the profitaibility of life insurance of 

companies of India, the core objective is to find out the key measure and 

analysis the profitability of five insurance companies from 2010 to 2015. 

The various statistical techniques were used in which the main tool were 

anova. Net premium is consider as dependent variable and independent 

were profit before tax, benefits paid, investments and liabilities. The 

result shows that there is no significant impact of income and profit 

before tax. Although rest of have significant impact on net premium.  

Emine (2016), study the financial performance of non-life 

insurance companies traded in BorsaIstambol. 38 insurance company for 

the period of 5 year where taken as sample. Capital adequacy ratios, 

liquidity ratios, operating ratios, and profitability ratios are consider as 

variable, The results of the GRA based on 16 financial ratios indicate 

that Aksigorta has been ranked first and UnicoSigorta has been ranked 

last in terms of financial performance for the 2010 to 2014 period. The 

results also show that profitability ratios have the greatest impact on the 

financial performance of non-life insurance companies traded 

BorsaInstambol. 
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Result and Finding 

As per empirical evidence, it shows that the Insurance firms enhance the 

economic developments and growth of the country. It provides a sense of 

peace in mind to insured which help out to the financial stability of the 

financial market. External and internal factors are influencing the 

profitability of insurance industry (Joseph et al., 2013). To evaluate the 

firm performance, it is found that the company‟ size and volume of 

capital is positively and significantly related to insurer‟s profitability. 

(Hifza, 2011). In Romanian insurance market, the study reveal after 

using panel data approach that the major determinants of firm 

performance are gross written premiums, claims, the size of company 

and leverage. (Ana-Maria et al. 2014) .After review and comparison of 

different authors of different countries, Study realizes that the following 

variables shown in the framework will be vital in the case of studying 

firm financial performance measures.  

 

 

 

 

 

 

 

 

 

 

Research Model 

The regression models of study are as under; 
SPit = α + β1GWPit + β2MEit + β3Cit+ β4RIit + β5LEit + β6SOCit + β7IRit+  

 β8GDPit + e ------- (1) 

IPit = α + β1GWPit + β2MEit + β3Cit+ β4RIit + β5LEit + β6SOCit + β7IRit+  

 β8GDPit + e ------- (2) 

UPit = α + β1GWPit + β2MEit + β3Cit+ β4RIit + β5LEit + β6SOCit + β7IRit+  

 β8GDPit + e ------- (3) 

 

Where,  

SP = sales profitability , IP = investment profitability, UP = underwriting 

profit 

α = constant, β = coefficients, e = error term, i = entities, t = time GWP = 

Gross Written premiums C = Claims ME = Management Expenses RI = 

Reinsurance LEV = Leverage SOC = Size of Company IR = Interest 

Rate of country GDP = Gross domestic product. 

 

 

1. Gross Written  premiums 

2. Claims 

3. Management Expenses  

4. Reinsurance 

5. Leverage 

6. Size of Company 

7. Interest  Rate 

8. GDP 

 

1. Sales Profitability 

2. Investment 

Profitability 

3. Underwriting 

Profit 
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Statistical Technique 

The panel data analysis is used to find the relationship between 

determinants of profitability which are Sales profit (SP), Investment 

profit (IP) and underwriting profit (UP) with difference internal and 

external variables of insurance companies of Pakistan. To avoid 

endogeneity in model two square least method (2SLM) is used to 

evaluate the result. 

Research Design: 

The research is based on quantitative and explanatory. And secondary 

data has been used to find out the profitability measures of life insurance 

companies. 

Data Source and Sample size 

In Pakistan, there are 47 insurance companies incorporated and divided 

into two sectors public and private (SBP report 2016). Study collected 

data from 5 life insurance companies out of 7 insurance companies based 

on the availability of data on IAP yearbooks and financial reports 

covering the period of 2008-2015 (table3.3.1). 

Table 3.3.1 List of Insurance companies 

S.no Company 

  Conventional 

1 EFU Life 

2 Jubilee Life 

3 East West life 

4 IGI life 

  Public 

5 State life 

 

Research Hypotheses 

 

H1: There is not a significant impact of GWP on Insurer‟s Profitability 

(Sales / Investment and Underwriting). 

HA: There is a significant impact of GWP on Insurer‟s Profitability 

(Sales / Investment and Underwriting). 

H2:There is not a significant impact of Claims on Insurer‟s Profitability 

(Sales / Investment and Underwriting). 

HA: There is a significant impact of Claims on Insurer‟s Profitability 

(Sales / Investment and Underwriting). 

H3:There is not a significant impact of Management Expenses on 

Insurer‟s Profitability (Sales / Investment and Underwriting). 

HA: There is a significant impact of Management Expenses on Insurer‟s 

Profitability (Sales / Investment and Underwriting). 
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H4:There is not a significant impact of Reinsurance on Insurer‟s 

Profitability (Sales / Investment and Underwriting). 

HA: There is a significant impact of Reinsurance on Insurer‟s 

Profitability (Sales / Investment and Underwriting). 

H5:There is not a significant impact of Leverage on Insurer‟s 

Profitability (Sales / Investment and Underwriting). 

HA: There is a significant impact of Leverage on Insurer‟s Profitability 

(Sales / Investment and Underwriting). 

H6: There is not a significant impact of Size of Company on Insurer‟s 

Profitability (Sales / Investment and Underwriting). 

HA: There is a significant impact of Size of Company on Insurer‟s 

Profitability (Sales / Investment and Underwriting). 

H7: There is not a significant impact of Interest rate on Insurer‟s 

Profitability (Sales / Investment and Underwriting). 

HA: There is a significant impact of Interest rate on Insurer‟s Profitability 

(Sales / Investment and Underwriting). 

H8: There is not a significant impact of GDP and Insurer's Profitability 

(Sales / Investment and Underwriting). 

HA: There is a significant impact of GDP and Insurer‟s Profitability 

(Sales / Investment and Underwriting). 

 

Descriptive Statistics: As table 4.1.1 of description, to understand the 

trend descriptive statistics are observed yearly. The statistics of year 

between 2008-2015 shows that the insurance industry the mean of 

leverage is relatively high then other variable and which is almost 

double than underwriting profit in 2015. It is also observed that the 

trend of investment profit is increasing. In insurance industry has great 

weight age of investments activities. The amount received through 

premium of underwriting result is usually invested in different activities 

to generate more profit. In addition, the study reveals that in 2008 the 

insurance industry is at worst position and companies were facing huge 

losses due to financial crises in whole over the world. Further the 

overall trend of profitability factors showing continuous growth in the 

industry. 

In insurance industry to boost up profit, it is very important to 

control management expenses and claims. As statistics showing 

continuously increase in both variables. And which is not consider good 

in the insurance sector. The size of the company is also playing a vital 

role in the growth of an insurance company. As data showing increased 

in size of company which means stability in the insurance sector.  

Reinsurance has less importance in profitability as data showing minor 

changes in between 2008 to 2015. In last GWP which is consider as an 
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important variable. As the whole projections and future planned are 

based on it. The trend of GWP showing the positive sign for insurance 

companies that industry has a potential to capture more shares.  Overall 

the performance of life insurance companies from 2008 to 2015 is 

considered as in healthy position.  

The minima and maxima of sales, investment and underwriting 

profit were not in healthier position between 2008 to 2011 means that 

companies were facing losses or not earning much profit. It is also 

observed that after 2012 the insurance companies were stable and 

moving upward. The minima and maxima of leverage are increased 

dramatically in 2015 which was 819 min and 65,314 max double than 

previous years. Further the size of the company is also increased in both 

minima and maxima in 2015 with respect to rest of years.  Overall the 

performance of life insurance companies from 2008 to 2015 were stable 

and showing continuously growth.  

Table 4.1.1 Descriptive Statistics 
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In Table 4.1.2 the correlation matrix shows that IR is negative moderate 

correlated with all three measures of profitability, means an increase in 

IR will reduce profitability. Further GWP is high and moderate 

correlated with UP and SP respectively. As SOC and ME relations with 

IP shows s negatively correlated with IP but UP and SP have 

moderately high correlation. Leverage and GDP are also moderately 

high correlation with all three measures. In the last claim has also a 

highly correlation with UP and SP but on the other end negligible 

correlation with IP. In insurance industry it is observed the company 

which are paying more claim have greater amount of Up & SP, the 

main reason behind is that the company which have capability and 

ability  to pay claims has able to gain more GWP then others. In 

addition claims and IP has negative impact. In last it is also observed 

that the management expenses have also same behavior then claims. 

Table 4.1 2 Correlation matrix 

 

Two Stage Least Square: After reviewing the various researches and 

reports of regultories, rating agencies and companies the study observed 

that there is the presence of Endogeneity in the model. Hamilton and 

Nickerson (2003) defined that the Endogeneity occurs when an 

independent variable is correlated with the error term which is also 

known as a disturbance. Matthew and Trevis (2014), to overcome the 

presence of endogenous two stage least square were used with 

instrumental variables. And the author also identified in research that 24 

researchers used two stage least square to overcome the endogeneity 

problems by using instruments. Angrist and Pischke (2009) suggest that 

ideal instruments come from a combination of related field knowledge 

and ideas about the processes of industry.  

Finally to avoid endogeneity, which arises from the auto 

regression, measurement errors or from autocorrelation among variables 

study run two stage least square method. As in insurance sector, several 
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endogenous and exogenous factors are affecting the results like a change 

of perception, regulatory orders and implementations, increase in 

terrorism, a number of earthquake, hurricanes or floods or other risky 

situations may change the client behavior toward buying insurance. As 

exogenous factors are not controllable and because of that it may cause 

endogenous. For example, profitability is affected by claims. And claims 

are affected by terrorism, number earthquake, floods, rain and or any 

other exogenous variable which is not controllable. It is also observed 

that some variable are partial exogenous and endogenous. In addition, 

according to Federal Insurance ombudsman Pakistan (FIOP), the 

situation of life insurance has been improving due to change in 

perception and recently SECP has allowed conventional companies to 

open Window Takaful operation and these factors directly affect GWP 

and management expenses. finally, the result shows that size of the 

company in Table 4.4.1 and 4.4.2 represents that GWP has less P-value 

which is 0.05 means that variable has positive significant impact on sales 

and investment profit. While the size of the company has negative 

coefficient means negative significant impact. Table 4.4.3 shows that 

GWP has a significant impact but rest of having the insignificant impact. 

The Adjusted R-squared value of 65, 84 and 83 percent of the 

investment, sales and underwriting profit showing the variation on 

dependent variable due to independent variable remaining 35, 16 and 17 

percent respectively is explained by another variable which is not part of 

our study or model.  

Table 4.4.1TSLS (Investment Profit) 

Dependent Variable: IP 

Method: Panel Two-Stage Least Squares 

Variable Coefficient Prob.   

C -7.70E+09 0.330 

CLAIMS 0.311725 0.422 

GDP 1.15E+11 0.210 

GWP 0.459923 0 

IR 4.21E+10 0.363 

LE -0.04741 0.192 

ME -0.21128 0.441 

RI -1.70136 0.353 

SOC -0.07395 0.003 

R-squared 0.654  

Prob(F-statistic)    0.000  

 

 

Table 4.4.2TSLS (Sales Profit) 
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Dependent Variable: SP 

Method: Panel Two-Stage Least Squares 

Variable Coefficient Prob. 

C 4.82E+08 0.72 

CLAIMS 0.028758 0.67 

GDP -2.39E+09 0.88 

GWP 0.113582 0.00 

IR -3.60E+09 0.65 

LE 0.000718 0.90 

ME -0.058 0.22 

RI -0.07219 0.82 

SOC -0.01293 0.00 

R-squared 0.849  

Prob(F-statistic) 0.000   

 

Table 4.4.3 TSLS (Underwriting Profit) 

Dependent Variable: UP 

Method: Panel Two-Stage Least Squares 

Variable Coefficient Prob.   

C 1.00E+10 0.502 

CLAIMS -1.13733 0.128 

GDP -8.68E+10 0.614 

GWP 0.999356 0.000 

IR -5.63E+10 0.520 

LE 0.026174 0.701 

ME -0.38332 0.462 

RI -3.52534 0.312 

SOC -0.0193 0.661 

R-squared 0.83345  

Prob(F-statistic) 0.000000   

 

Overall the summary of all tests is that profitability is more relying on 

gross written profit and size of the company. And rest of have not a 

significant impact on the profitability of life insurance companies. 

Table 4.4.4 Hypothesis Assessment Summary 
Hypothesis Conclusion 

Sales 

Profit 

Underwriting 

Profit 

Investment 

Profit 

H1: There is a significant impact of 

GWP on Insurer‟s Profitability  

accept accept accept 

H2: There is a significant impact of reject reject reject 
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Claims on Insurer‟s Profitability 

H3: There is a significant impact of 

Management Expenses on Insurer‟s 

Profitability 

reject reject reject 

H4: There is a significant impact of 

Reinsurance on Insurer‟s Profitability 

reject reject reject 

H5: There is a significant impact of 

Leverage on Insurer‟s Profitability 

reject reject reject 

H6: There is a significant impact of Size 

of Company on Insurer‟s Profitability 

accept reject accept 

H7: There is a significant impact of 

Interest rate on Insurer‟s Profitability 

reject reject reject 

H8: There is a significant impact of GDP 

and Insurer‟s Profitability 

reject reject reject 

 

Discussions, Conclusion, Policy Implications and Future Research 

Discussion: The gross written premium has positive significant impact 

showing the importance of core variable which is GWP. As in Pakistan 

the trend of investing are growing due to political stability is better than 

in this decade and in insurance industry companies are often invest 

some portion of GWP in investment activities to generate more profit. 

As in Ghana Joseph et al, (2013) also found the same result and have a 

positive significant impact on all three measures. Further research added 

that the increase in GWP improves the profitability of the core 

operations of insurers and their overall profitability. Kozak (2011) also 

revealed the same result. 

The size of company has negative significant relationship with sales and 

investment profit. The size of a company plays important in the growth 

of any company. The negative relationship shows that increased in total 

asset will decrease the sales and investment profit. As many authors also 

revealed the same result that negative influence of firm size on its 

profitability. Banchuenvijit (2012) have found a negative relation 

between the size of company and profitability, Shepherd (1972) also 

found the same result that both have a negative significant impact.  It is 

further explained by another author Maja&Josipa (2012) that the 

negative relationship between the size of company and profitability 

measures are come under those large firms which are controlled by 

managers. And their self-interest is based on company‟s goals only. 

Therefore for profit maximization objective may be replaced by 

managerial utility maximization function which is also known as the 

„managerial discretion theory‟ Williamson (1964).  
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Further, it is also observed that claims, ME, LE, GDP, IR, RI 

have no significant relationship showing with all three measure of 

profitability of Pakistan life insurance companies. 

Conclusion: The current study investigates the impact of life insurance 

internal and external variables on three measures of profitability, which 

are sales, investment and underwriting profit. While GWP, size of 

company, claims, leverage, reinsurance, GDP, interest rate and 

management expenses are selected as explanatory variables. The Study 

has collected the data of life insurance companies of Pakistan over the 

period of eight years from 2008 to 2015. In last, after considering the 

effect of endogenous variables the finding reveals that the GWP has a 

positive relationship with all three measure of profitability. However, in 

insurance GWP has considered as a core part of an industry and all the 

prediction and projections are based on it. GWP relationship with 

investment means in Pakistan companies invests proportionately as per 

growth or decline of GWP.  It is also observed that the sales profit and 

underwriting profit is totally based on GWP. Further Size of the 

company has the negative significant impact on Sales and Investment 

profit.  The study also reveals that claims, reinsurance, management 

expenses, GDP and Interest rate have not a significant impact. In 

addition, the study found the presence of endogenous variables which 

are directly and indirectly affecting our results due to correlation with 

the error term.  

Limitations: The study cannot collect data from Adamjee life insurance 

Company & Asia care health and life insurance due to non-availability 

of financial reports on websites and other related financial sites. 

Future Research Recommendations: For authenticity and the reliable 

result, it is recommended that researchers can increase the data 

collection or compare Pakistani industry to other countries to 

understand the better relationship between both internal and external 

variables. Further, it is very important to find out endogenous and 

exogenous factor which may, directly and indirectly, effecting model. In 

addition, the researcher can also conduct primary research including 

difference behavioral factors which may affect the insurer profitability. 

 

 

 

 

 

 

 

 



Education and Information Management (EIM 2017) 

Journal of Managerial Sciences  73 Volume XI Number 03  

References 
Abdel k., (2014). Determinants of performance of insurance companies in 

Tunisia: the case of life insurance, International Journal of Innovation 

and Applied Studies,6 (1), 90-96. 

Ahmed, N., Ahmed, Z. &Usman, A. (2011), Determinants of performance: a 

case of life insurance sector of Pakistan, International Research Journal 

of Finance and Economics, 61, 123-128. 

AngristJ.D,&Pischke J.S. (2009). Mostly Harmless Econometrics: an 

Empiricist's Companion. Princeton Uni-versity Press: Princeton, NJ. 

Anila (2015), determinants of financial performance of the insurance companies: 

a case of Albania, International Journal of Economics, Commerce, and 

Management, 3(4),  

Banchuenvijit, W. (2012), Determinants of Firm Performance of Vietnam Listed 

companies, Academic and Business Research Instıtute from, 

http://aabri.com/SA12Manuscripts/SA12078.pdf. 

Borch,  K. (1961) ,The  Utility  Concept  Applied  to  the  Theory  of  Insurance. 

Astin Bulletin, 1, 245-255. 

Charumathi B.,(2012), On the Determinants of Profitability of Indian Life 

Insurers – An Empirical Study, Proceedings of the World Congress on 

Engineering, 1 

Chen (2014), The effects of firm-specific factors and macroeconomics on 

profitability of property-liability insurance industry in Taiwan, Asian 

Economic and Financial Review, 4(5), 681-691 

Dr. Amal (2012), Factors Affecting the Financial Performance of Jordanian 

Insurance Companies Listed at Amman Stock Exchange, Journal of 

Management Research, 1(2). 1482 

Dr. Yuvaraj S. & Abate G.A., (2013), A study on the performance of insurance 

companies in Ethiopia, International Journal of Marketing, Financial 

Services & Management Research, 2 (7). 

Emine (2016), Financial Performance Assessment of Non-Life Insurance 

Companies traded in Borsa Istanbul via Grey Relational Analysis,  

International Journal of Economics and Finance, 8 (4). 

Gross domestic product data of Pakistan available at; 

http://databank.worldbank.org/data/reports.aspx?source=2&series=NY.

GDP.MKTP.KD.ZG&country= 

Hamilton B.H, Nickerson J.A. (2003), Correcting for endogeneity in strategic 

management research. Strategic Organization 1 (1), 51 – 78 

Hsu-Hua, L. (2012), An Analysis of Reinsurance and Firm Performance: 

Evidence from the Taiwan Property-Liability Insurance Industry, the 

Geneva Papers, 37, (467–484) &the International Association for the 

Study of Insurance Economics 1018-5895/12. 

John G.G., Samuel G.G, & Richard K. A.,(2013), Degree of Financial and 

Operating Leverage and Profitability of Insurance Firms in Ghana, 

International Business and Management, 7(2), 57-65.  

http://aabri.com/SA12Manuscripts/SA12078.pdf
http://databank.worldbank.org/data/reports.aspx?source=2&series=NY.GDP.MKTP.KD.ZG&country
http://databank.worldbank.org/data/reports.aspx?source=2&series=NY.GDP.MKTP.KD.ZG&country


Education and Information Management (EIM 2017) 

Journal of Managerial Sciences  74 Volume XI Number 03  

Joseph O. A., Frank G. S., & Richard F. M., (2013),"The financial performance 

of life insurance companies in Ghana", The Journal of Risk Finance, 

14(3), 286 -302 

Juliana, A. (2012), Determinants of Family Takaful (Islamic Life Insurance) 

Demand: A Conceptual Framework for a Malaysian Study, 

International Journal of Business and Management, 7(6).  

Kozak, S. (2011), Determinants of profitability of non-life insurance companies 

in Poland during integration with the European financial system, 

Electronic Journal of Polish Agricultural Universities, 14(1). 

List of life insurance companies of Pakistan available at: 

https://www.secp.gov.pk/data-and-statistics/insurance-companies/ 

List of Market share of Pakistan available at: 

http://www.pacra.com.pk/uploads/doc_report/Life_Ins_Mar16.pdf 

List of Treasury bill available at: http://sbp.org.pk/ecodata/tb.pdf. 

Maja P. (2012). Influence of firm size on its business success, Croatian 

Operational Research Review (CRORR), 3. 

Malik, H. (2011), Determinants of insurance companies‟ profitability: an 

analysis of insurance sector of Pakistan, Academic Research 

International, 1(3), 315-321. 

Managerial discretion theory from; 

https://en.wikipedia.org/wiki/Williamson's_model_of_managerial_discr

etion 

Nena D.S, (2013), International Journal of Advance Research in Computer 

Science and Management Studies, 1(7) 

Ornella& Luisa (2014) non-life insurance economic performances – an 

empirical investigation, Journal of Economics & Management, 18. 

Rajiben .S., (2016), an analytical study of profitability of life Insurance 

companies in india: a study of Selected private sector insurance 

companies, Journal of Research in Commerce & Management,5(6), 24-

31. 

Shahid J, Khurshed I, & Sham U.R (2013), Determinants of Profitability of 

Islamic and conventional Insurance Companies in Pakistan: an Internal 

Evaluation, Abasyn Journal of Social Sciences. 7(1). 

Shepherd, W.G. (1972), “The Elements of Market Structure”, the Review of 

Economics and Statistics, 54 (1), 25-37 

The figure of life insurance companies available at JCR-VIS Credit Rating Co. 

Ltd.www.jcrvis.com.pk/docs/LifeInsurance201606.pdf 

The insurance association of Pakistan (IAP) Yearbooks from 2015 to 2008 

available at: http://www.iap.net.pk/Displaypage.aspx?ID=7 

Tuan H N, & Lee L. C. &Hishamuddin I, (2013),Firm size and risk-taking in 

Malaysia's insurance industry, The Journal of Risk Finance, 14(4), 378 

https://www.secp.gov.pk/data-and-statistics/insurance-companies/
http://sbp.org.pk/ecodata/tb.pdf
https://en.wikipedia.org/wiki/Williamson's_model_of_managerial_discretion
https://en.wikipedia.org/wiki/Williamson's_model_of_managerial_discretion
https://www.google.com.pk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&cad=rja&uact=8&ved=0ahUKEwiRlsOZ2OfQAhXsDsAKHfR1AaMQFggfMAE&url=http%3A%2F%2Fwww.jcrvis.com.pk%2Fdocs%2FLifeInsurance201606.pdf&usg=AFQjCNEzA14E7gELNSahmATppzbS7OrSUg&sig2=7PnKYvsAQyzWg1Yz1Tq4Vw
https://www.google.com.pk/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&cad=rja&uact=8&ved=0ahUKEwiRlsOZ2OfQAhXsDsAKHfR1AaMQFggfMAE&url=http%3A%2F%2Fwww.jcrvis.com.pk%2Fdocs%2FLifeInsurance201606.pdf&usg=AFQjCNEzA14E7gELNSahmATppzbS7OrSUg&sig2=7PnKYvsAQyzWg1Yz1Tq4Vw
http://www.iap.net.pk/Displaypage.aspx?ID=7

