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The purpose of this study is to identify factors that impact the performances of the insurance
companies listed on ADX. Factors employed in this study include liquidity, general and
administration expenses, risk, size, tangibility and age. The annual financial statements of all
seventeen insurance companies listed on ADX covering the period 2013-2019 were sampled and
analyzed through a panel regression. The analysis indicates that corporate age is the most significant
positive factor that determine the profitability of the insurance companies listed on ADX. The
durability of the insurance company in the GCC countries suggests that the firm has created good
image, attract more customers, increased revenues to cover expenses and make profit. Thus, age is
an important positive factor of the performance of insurance companies listed on ADX. Moreover,
it is obvious that dissatisfied customer with the service of an insurance company will not only cease
dealing with it, they deliver bad news about it by using the word of mouth and the powerful social
media that play efficient role in formulating the image about the company. The outcome of this study
might help investors in formulating their decision to invest in an insurance company. For instance, it
helps them to focus on the age of the insurance company before they make their decision.

© 2021 by the authors; licensee Growing Science, Canada

1. Introduction

Determinants of insurance companies’ performance received considerable attention from scholars in the finance literature. The
central issue of this attention is to identify factors affecting the performance of the insurance companies. Empirical studies have
shown that there is a positive relationship between the performance of insurance company measured by Return on Assets (ROA)
and firm attributes. Other studies observed significant relationship between ROA and firm age and tangibility. These findings,
however, seems to be questionable for the markets where governments exercise control over major economic activities such as
the Gulf Co-operation Council (GCC) countries. The purpose of this study is to identify the internal variables influencing
financial performances of the insurance companies listed on ADX. Identifying these variables is of interest for both
investors and policy makers. For the former, it puts them in a position to compare different companies in order to make the right
investment decisions at the right time. For the latter, it helps them exploring the financial position of an insurance company
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before they adopt their strategic plans. Moreover, it would add dimension of literature to serve as a stepping stone for further
research in GCC insurance industry.

The remainder of this study is organized as follows. Previous studies and related literature are reviewed in the following section.
Data collection and model development are presented in the third section. While the findings are offered in section four, the
paper ends with a conclusion.

2. Related Literature and research hypotheses

The concept of insurance relies upon a risk transfer practice (Najjar and Petrov, 2011). The insurance industry is part of the
financial system of a country. It plays a significant role in society by offering financial security against losses form risks
(Cekrezi, 2015). Healthy insurance sector is important for the population welfare and sustainable economic growth (Ejigu,
2016). It is further important for both firm management and customers as they compensate losses and set them in similar
situations as they were before the loss incident (Mazviona et al., 2017). According to Chen and Wong (2004), the performance
of insurance firms is affected by how much of the available funds are used in assets that earn a return as well as how big that
rate of return is (Chen & Wong, 2004).

Several studies have been undertaken to identify the factors that impact the performance of insurance companies (see for
example, Jordan (Makhamreh, 2001; Almajali & Alamro, 2012; Al-Dalaien & Alhroob, 2017), Malaysia (Hamid et al., 2009;
Ismail, 2013; Kweh & Azizan, 2015); Pakistan (Ahmed et al., 2011; Afza & Asghar, 2012; Saced & Khurram, 2015), Iran
(Moghadam et al., 2012; Alenjagh, 2013), Turkey (Dogan, 2013; Kaya, 2015, 2016), India (Bawa & Chattha, 2013; Tagra &
Dhiman, 2016), Ethiopia (Sambasivam & Ayele, 2013; Ejigu, 2016; Meher & Zewudu, 2020), Taiwan (Lee, 2014; Chen &
Wan, 2014), Romania (Burca & Batrinca, 2014), Kenya (Mwangi & Iraya, 2014; Mwangi & Murigu, 2015), Albania (Cekrezi,
2015; Lugi et al., 2016) and Zimbabwe (Sandada et al., 2015; Mazviona et al., 2017). The following section is a brief review of
the above empirical studies.

Makhamreh (2001) examined the factors behind determining the performance of insurance sector in Jordan during the period
1989-1996. He found that earnings per share (EPS) and stock prices are the best measures of corporate performance at the macro
level. Makhamreh also found that stock value is the best measure of corporate performance and leadership plays significant role
in affecting performance in the insurance sector. Another study performed by Almajali and Alamro (2012) who examined the
factors that mostly affect financial performance of Jordanian insurance companies during the period (2002-2007). They found
that leverage, liquidity, size and management competence index have a positive statistical impact on the financial performance
of Jordanian insurance companies. They also found that a high consideration of increasing the company assets will lead to a
good financial performance. Almajali and Alamro suggested that the insurance companies should focus on employees' efficiency
by choosing the employees who complete higher educations. More recently, a study conducted in Jordan by Al-Dalaien and
Alhroob (2017) who analysed the financial performance of three insurance companies namely Middle East Insurance Company,
Jordan Insurance Company, and National Insurance Company during the period 2006-2015. They suspected that Middle East
Insurance to face financial distress in near future. They also predicted that the National Insurance Company and Jordan Insurance
Company would have fewer chances to face financial distress in the near future. They recommended that the companies have
to take measures in advance to avoid any financial distress in future.

Hamid et al. (2009) attempted to identify the determinants of corporate demand for Islamic insurance (takaful) of public listed
companies at Bursa Malaysia during the period from year 2002—2006. They found that leverage, expected bankruptcy costs, tax
considerations, company size, and managerial ownership play important role in determining the corporate demand for Islamic
insurance in Malaysia. Another study conducted by Ismail (2013) who examined the determinants of financial performance of
general Islamic and conventional insurance companies in Malaysia using panel data over the period 2004- 2007. They found
that the size of company and solvency margin are statistically significant determinants of the investment performance of the
general Islamic insurance companies in Malaysia. Also, Kweh and Azizan (2015) used data envelopment analysis (DEA) to
evaluate the managerial efficiency and profitability efficiency of Malaysia-incorporated companies for the period 2008-2011.
They found that the sample firms should first improve their managerial efficiency, and then improve their profitability efficiency.

Ahmed et al. (2011) examined the impact of firm’s characteristics on the performance of listed life insurance companies in
Pakistan over seven years from 2001 to 2007. They found that size, risk and leverage are important determinants of the
performance of life insurance companies of Pakistan while ROA has statistically insignificant relationship with growth,
profitability, age and liquidity. Another study conducted by Afza and Asghar (2012) who examined the performance
determinants for general insurers over the period 2004- 2009. They found that size, investment, past performance and age are
positively related; whereas, leverage and risk are negatively related with the performance of general insurers. They also found
economic uncertainty has adverse effect on the performance of general insurers. Another study performed by Saeed and
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Khurram (2015) tested the factors influencing the financial performance of non-life insurance companies of Pakistan. They
found that age and loss ratio are proven significant in determining the financial performance whereas growth of premium, size
of firm, debt and expense ratio proved insignificant. Moghadam ef al. (2012) compared the performance of different insurance
companies in Iran. They found that Iran, Asia and Alborz insurance firms have the most premium manufacturing, while
insurance of Dey and Mihan have good growth in the same period. Another study was conducted by Alenjagh (2013) to evaluate
financial performance of five companies in the insurance sector active in the Tehran Stock Exchange. He found that the level of
liquidity is the most important to assess the performance of insurance companies.

Dogan (2013) examined the impact of capital structure, within the insurance companies listed on in Istanbul Stock Exchange
during the years 2005-2011, on profitability. He found that a negative relationship between the profitability of the insurance
companies, financial leverage and age. He also found a positive relationship between profitability and the company size. Kaya
(2015) examined the firm-specific factors affecting the profitability of non-life insurance companies operating during the period
2006-2013. They found that the firm-specific factors affecting the profitability of Turkish non-life insurance companies are
size, age, loss ratio, current ratio, and premium growth rate. Furthermore, Kaya (2016) examined the financial performance of
non-life insurance companies traded in Borsa Istanbul during the period 2010 to 2014. The researcher found that profitability
ratios have the greatest impact on the financial performance of non-life insurance companies traded in Borsa Istanbul. He
concluded that a non-life insurance company can provide sustainable profitable growth.

Bawa and Chattha (2013) examined 18 Indian life insurers including 1 public and 17 private firms during the period 2007- 2012
and found profitability positively influenced by liquidity and size and negatively related to capital. They also found that
profitability does not have any association with solvency and insurance leverage. Another study was conducted by Tagra and
Dhiman (2016) who explored the growth of insurance sector in India. They observed that insurance policy is purchased by the
policy holders for investment or tax saving purpose and not for protection. They concluded that government should frame
appropriate guidelines and make mandatory for the concerned agencies and agents to educate the policy holders about the core
benefits and risk factors of insurance products.

Sambasivam and Ayele (2013) examined the impact of firm specific factors (corporate age, size, volume of capital, leverage
ratio, liquidity ratio, growth and assets tangibility) on profitability represented by ROA during the period of 2003-2011. They
found that growth, leverage, volume of capital, size, and liquidity are identified as the most important determinant factors of
profitability. They also found that the liquidity and leverage ratios are negatively but significantly related with profitability.
They also observed that the age of companies and tangibility of assets are not significantly related to profitability. Another study
was conducted by Ejigu (2016) to identify the factors affecting the financial performance of insurance companies in Ethiopia
during the period 2005- 2012. They found that leverage, liquidity, company size, management competence index and company
growth rate are influential factors of financial performance. The researcher also found that company age and loss ratio have no
impacts on the financial performance of insurance companies in Ethiopia. He recommended that companies should attempt to
find more internally generated sources of finance and equity financing than debt financing. More recently, Meher and Zewudu
(2020) looked into the effect of internals and macroeconomic factors on financial performance of nine Ethiopian insurance
companies during the period 2002- 2016. They reported positive and significant association between corporate profitability and
gross domestic product (GDP) per capita and the size, negative and significant association detected between corporate
profitability and leverage, liquidity and underwriting risk. They concluded that assets growth steps up financial performance as
a result of opening more branches. They further concluded that reduction in of underwriting risk, capital structure management
together with minimum dependence on borrowing, and deployment of premium earned accelerates the financial performance of
insurance companies. Lee (2014) examined the relationship between firm specific factors and macroeconomic factors on the
profitability of Taiwanese property-liability insurance industry during the period 1999- 2009. He found that underwriting risk,
reinsurance usage, input cost, return on investment and financial holding group have significant influence on profitability in
both operating ratio and ROA. Another study conducted by Chen and Wan (2014) to analyze the relationship between corporate
image and business operation of life insurance companies in Taiwan found that both underwriting and financial operations have
considerable impact on the corporate image of life insurance companies.

Burca and Batrinca (2014) explored the determinants of the financial performance in Romanian insurance market during the
period 2008-2012. They found financial leverage, corporate size, growth in gross written premiums, underwriting risk, risk
retention ratio and solvency margin are the main determinants of the financial performance. They concluded that the fact that
Romania insurance companies are facing the combined effects of deteriorating market conditions and the impact of the financial
crisis. Mwangi and Iraya (2014) assessed the determinants of financial performance of general insurance underwriters in Kenya
during the period 2010- 2012. They found that financial performance is positively related to earning assets and investment yield.
They also found that financial performance is negatively related to loss and expenses ratios. They concluded that there is a need
for general insurance firms to focus on the investment operations, underwriting results and efficiency. Another study was
performed by Mwangi and Murigu (2015) to examine the determinants of financial performance in general insurance companies
for the period 2009- 2012. They found that profitability is positively related with leverage, equity capital, management
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competence index and negatively related to size and ownership structure. They recommended that insurers in Kenya should
increase leverage, equity capital and quality of staff. Cekrezi (2015) explored factors that affect financial performance of
Albanian insurance companies during the period 2008- 2013. The researcher found that risk has negative impact and tangibility
has positive impact on the financial performance ROA of these companies. Another study carried out by Lugi et al. (2016)
assessed the impact of internal factors, growth rate, liquidity, liability, fixed assets, company size and capital volume, on the
profitability of insurance companies in Albania during the period 2008- 2013. They found a statistically significant relationship
between growth rate, liquidity, liabilities and fixed assets and the profitability of insurers, while the impact of factors of company
size and the volume of capital was statistically insignificant. Sandada et al. (2015) examined the impact of the board of directors’
characteristics on the performance of insurance firms. They found that the board characteristics, board composition, diversity,
and size, have significant positive predictive relationship with the performance of non-life insurance firms. They suggested that
non-life insurance companies should be aware of board characteristics in order to improve their performance. Mazviona et al.
(2017) examined factors affecting the performance of the insurance companies during the period 2010- 2014. They found that
the expense ratio, claims ratio and the size of a company significantly and negatively affect insurance companies’ performance.
They also found that leverage and liquidity affect performance positively. They recommended that insurance companies should
introduce mechanisms that reduce operational costs.

Concerning the GCC region, few studies have been undertaken to examine the performance of insurance companies (see for
example, Bahrain (Najjar & Petrov, 2011), Saudi Arabia (Saaty, 2012) and Kuwait (Merza & Almusawi, 2016). The following
section reviews in brief these studies. Najjar and Petrov (2011) examined the impact of firm characteristics on the capital
structure of the insurance industry for the period of 2005-2009. They found a strong relationship between capital structure
represented by the debt ratio and firm characteristics namely tangibility of assets, profitability, firm size, growth revenue and
liquidity. Saaty (2012) examined the attitudes of people towards insurance companies. He found that people are reluctant to buy
insurance other than compulsory insurance because they believe that insurance against the Islamic principles. He concluded that
the insurance companies need to focus on inviting people on awareness and education programs to remove the barriers in the
minds of the customers and enhance the customer loyalty and customer retention. Merza and Almusawi (2016) attempted to
identify the factors behind affecting the performance of insurance sector for the period 2005-2015. They found that the insurance
sector is influenced by money supply, residential real estate price and oil price.

It is evident that a limited number of empirical studies have been undertaken to assess the performance of insurance sector in
GCC region. It suggests the need for further empirical testing to enhance our understanding of determinants of internal factors
behind the performance of insurance companies listed on ADX. Hence, this study is undertaken to test following hypotheses:

Hypothesis 1 : There is a relationship between firm’s liquidity and the profitability of the insurance
companies listed on ADX.

Hypothesis 2 : There is a relationship between firm’s general and administrative expenses and the
profitability of the insurance companies listed on ADX.

Hypothesis 3 : There is a relationship between firm’s risk and the profitability of the insurance
companies listed on ADX.

Hypothesis 4 . There is a relationship between firm’s size and profitability of the insurance companies
listed on ADX.

Hypothesis 5 . There is a relationship between firm’s tangibility and the profitability of the insurance
companies listed on ADX.

Hypothesis 6 . There is a relationship between firm’s age and the profitability of the insurance
companies listed on ADX.

3. Data Collection and Study Methodology

Data used in this study were mainly extracted from Abu Dhabi Securities Exchange (ADX) website. 17 insurance companies
were listed on ADX. The website displayed the annual reports for all listed companies for the period between 2013-2019. Data
were collected about all listed companies during this period. Hence, the choice of the covered period was determined by data
availability. Table 1 contains the names of companies listed on ADX and covered in this study. The dependent variable adopted
in this study is Return on Assets (ROA) and the independent variables are liquidity (LIQ), general and administration expenses
(GAE), risk (RIS), size (SIZ), tangibility (TAN) and corporate age (AGE). The independent variables are drawn from previous
studies such as Hamid et al. (2009); Ismail (2013) in Malaysia; Ahmed et al. (2011); Afza and Asghar (2012); Saeed and



A. AL-Mutairi et al. /Accounting 7 (2021) 147

Khurram (2015) in Pakistan; Najjar and Petrov (2011) in Bahrain; Almajali and Alamro (2012) in Jordan; Alenjagh (2013) in
Iran and Meher and Zewudu, 2020 in Ethiopia.

Table 1
List of companies
No. Company Name No. Company Name
1. Abu Dhabi National Insurance Company 10. United Fidelity Insurance Company (P.S.C)
2. Al Buhaira National Insurance Company 11. Insurance House
3. Al Fujairah National Insurance Company 12. Methaq Takaful Insurance Compnay
4. Al Khazna Insurance Co. 13. Ras Alkhaima National Insurance Co.
5. Al Ain Alahlia Insurance Co. 14. Sharjah Insurance Company
6. Al Wathba National Insurance Co. 15. Abu Dhabi National Takaful Co.
7.  AXA Green Crescent Insurance Company PJSC 16. Union Insurance Company
8. Al Dhafra Insurance Co. 17. National Takaful Company (Watania)
9. Emirates Insurance Co.

Thus, the relationship between dependent variable and independent variables is estimated by using the following regression
model:

PER = a + B LIQ + B2GAE+ B3 RISK +B4SIZ + ps TAN + Bs AGE + &

Where:
PER = Performance measured by the Return on Total Assets
o = Intercept
LIQ = Liquidity measured by the Current Ratio
GAE = Annual General and Administration Expenses/ Gross Primmum
RISK = Risk measured by Total Liabilities/ Total Assets.
SIZE = Size measured by the natural logarithm of Gross premiums.
TAN = Tangibility measured by Fixed Assets / Total Assets.
AGE = Age is number of years since the date of incorporation.
Bi- Bs = Parameters of the model
€ = Standard Error

4. Findings
4.1 Descriptive statistics

Descriptive statistics about the dependent and independent variables employed in this study are summarized in Table 2. It is
obvious from the table that the age of the insurance companies covered in this study ranges between 2 and 49 years. The table
also disclosed that the overall performance of the covered companies measured by the return on assets was positive (1.1%).
However, several companies at various years sustained losses. The mean of the covered companies’ liquidity measured by the
current ratio was around two times and ranges between 0.579 and 7.989. The general and administration expenses accounted in
average for about 17% of the gross premiums of the insurance companies. What attracts attention in Table 2 is in one year the
general and administration expenses were about 1.5 times the gross premiums. The table further revealed that, in average, almost
61% of the insurance companies’ assets are financed by liabilities. The mean of the companies’ gross premiums was around
AED 504 million and ranges between AED 21 million and AED 3.8 billion. Finally, the average fixed assets to total assets was
about 46% and ranges between 20% and 85%.

Table 2
Descriptive Statistics
Mean Median Maximum Minimum Std. Dev.
ROA 0.011 0.024 0.127 -0.221 0.057
LIQ 2.033 1.298 7.989 0.579 1.576
GAE 0.169 0.125 1.476 0.015 0.186
RIS 0.629 0.636 1.713 0.271 0.208
SIZ 19.482 19.442 22.047 16.857 1.061
TAN 0.461 0.447 0.853 0.198 0.155

AGE 27.059 34.500 49.000 2.000 15.222
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4.2 Unit root tests
Regression analysis based on non-stationary data leads to spurious results. Pooled data variables are usually not stationary since

it is difficult to maintain the data mean, variance and auto covariance constant over time. Therefore, the unit root test was
performed. The outcome of the test is presented in Table 3.

Table 3
Unit Root Test
Variable At level
t- Statistic Prob.
LIQ -5.25178 0.0000
GAE -4.98308 0.0000
RIS -5.89915 0.0004
SIZ -4.67767 0.0000
TAN -5.18419 0.0000
AGE -7.82991 0.0000

4.3 Correlations

Table 4 summarises correlations among all variables included in the regression model. It is evident from the table that corporate
profitability measured by ROA is significantly correlated with all independent variable except for the liquidity and age variables.
Significant correlations also appeared between the independent variables. However, the value of Durbin-Watson value appears
in Table 5 is 1.828. Durbin-Watson defined no correlation area between 1.70 and 2.30. This indicates that collinearity is not a
serious problem.

Table 4
Correlations among the variables used in the regression model
ROA LIO GAE RIS Siz TAN AGE
ROA 1.000
LIQO 0.005 1.000
GAE -344™ -0.066 1.000
RIS -254" -0.316%* -0.0009 1.000
\Y/4 298" 0.204" -.605™ 247 1.000
TAN -.388™ -0.061 189" -0.171 -.342" 1.000
AGE 0.130 0.045 -233" 0.053 339" -0.006 1.000

**_Correlation is significant at the 0.01 level (2-tailed).
*_ Correlation is significant at the 0.05 level (2-tailed).

4.4 Model Estimation

Before estimating the regression model, it was important to run Hausman test. The test helps in identifying a statistical
model suitable for the data. The choice is between fixed or random effects where the null hypothesis is that the preferred model
is random effects versus the fixed effects. If after performing the test the p-value is significant (for example <0.05), the fixed
effect is employed. Table 5 contains the result of Hausman test and demonstrated that p-value is significant. Hence, the fixed
effect is used and the outcome of the regression analysis is summarized in Table 6.

Table 5

Hausman Test
Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.
Cross-section random 28.743906 6 0.0001

It is evident from the table that corporate age is the most significant variable positively associated with corporate profitability
of the insurance companies listed on Abu Dhabi Securities Exchange. This result is consistent with previous studies undertaken
by Afza and Asghar (2012), Saeed and Khurram (2015), Kaya (2015). The result is, however, inconsistent with Dogan (2013)
who reported negative and significant association between the two variables. The result is, further, not in line with Sambasivam
and Ayele (2013) and Ejigu (2016) who reported insignificant association between the profitability of the insurance companies
and corporate age. The result reflects the nature of the Arab culture, in general, and the culture of the Gulf Cooperation
Council (GCC) countries, in particular. The opinion of the GCC citizens about insurance companies is determined by
their experience with these companies. It is well known, in the Arab countries that insurance companies lack the
credibility of the insurance companies in developed countries. Citizens in the GCC countries are interested in obtaining
compensation from the insurance company when they make claims. An idea about the insurance company will be formed
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by the beneficiaries through their special experiences that they often spread to other beneficiaries. Hence, there is no
place for companies fail to provide good services to their clients. Increasing the age of the insurance company in the
GCC countries means that the company gained consumer’s confidence. This will result in an increase in its market share
at the expense of companies that did not convince clients. Clients who dissatisfied with the service of an insurance
company will not only stop dealing with it, they spread bad news about it by using the word of mouth and the powerful
social media that play effective role in formulating the image about the company. Therefore, word of mouth and social
media play a vital role in the survival of the insurance company. The longevity of the insurance company in the GCC
countries implies that the company has established good image, attract more customers, increased revenues to cover
expenses and make profit. Thus, age is a significant positive determinant of the performance of insurance companies
listed on ADX.

Table 6
The results of OLS
Variable Coefficient Std. Error t-Statistic Prob.
C 0.248532 0.448039 0.554711 0.5804
LIQ 0.005498 0.007714 0.712743 0.4778
GAE -0.075090 0.057470 -1.306593 0.1945
RIS -0.097358 0.063776 -1.526569 0.1302
SiZ -0.016564 0.023191 -0.714270 0.4768
TAN -0.060228 0.062165 -0.968845 0.3351
AGE 0.006410 0.002483 2.581598 0.0114
F-statistic = 5.127 Prob (F-statistic) = 0.000 Adjusted R? =0.448 Durbin-Watson = 1.828

5. Conclusion

This study is set out to explore factors impact the profitability of the insurance companies listed on ADX. To achieve this
objective, data were collected from the website of ADX about all companies listed on the exchange during the period 2013-
2019. Return on assets (ROA) was used in this study to proxy corporate profitability. Six explanatory variables frequently
adopted in previous research and it was possible to collect data about them were used in this study. It was evident from the
analysis that corporate profitability is positively and significantly influenced by corporate age. Although the level of liquidity
appeared to be positively associated with the insurance companies’ profitability, the association was insignificant. However, the
remaining explanatory variable employed in this study showed insignificant negative association with corporate profitability.
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