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Abstract 

In Malaysia, the insurance industry is operated by conventional insurance companies 
and Islamic insurance companies (or better known as Takaful.). Even though the 
nature of business of these two types of companies is almost similar however at 
operational and investment level, Islamic insurance companies must be in tune with 
the Shariah principles.  Policyholders, investors and regulators are interested in the 
performance of these companies. Hence, this study aims to investigate the 
determinants of investment performance of Islamic and conventional insurance 
companies in Malaysia. Company-specific factors (company size, solvency margin 
and liquidity) and macro factors (GDP, interest and profit rates, equity returns and 
inflation) are independent variables employed in the study. A panel regression was 
estimated on 11 Islamic and 14 conventional insurance companies in Malaysia from 
the year 2006 to 2015. Interestingly empirical findings revealed that only liquidity and 
lagged GDP statistically significant relationship with the investment performance of 
Islamic insurance companies. On the other hand, in addition to liquidity and lagged 
GD, the investment performance of conventional insurance companies is also 
statistically and significantly influenced by interest rate and equity returns. These 
findings provide policyholders, investors as well as regulators with pertinent 
information related to an appropriate decision made on Islamic and conventional 
insurance companies. 
 
Keywords: Equity returns, Conventional insurance companies, Investment yield, 
Islamic insurance companies, Solvency margin  
 
Introduction  

Premiums are pivotal to insurance companies' performance as premiums earned 

are the main source of revenue.  Also, these companies must carefully manage the 

funds to generate additional revenue. Investments by insurers have considerably 

influenced the supply of capital to the economy. The investment funds from Islamic 

and conventional insurance companies are very huge and therefore play essential 

roles as players of investments in Malaysia. It also contributes to the financial stability 

and development of the country. Turbulent in the economic and financial environment 

pose challenges to the companies mainly in insurance businesses. Any disorderly 

situation in the economy and stock market will affect the returns of insurance 

companies. Under the Islamic Financial Services Act (2013), the Islamic insurance 
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companies are required to separate the shareholders and policyholders' fund to 

comply with the Shariah requirements. Shareholders of Islamic insurance companies 

are not able to benefit from the underwriting profits and generate income mainly from 

the investment activities. Losses from investment activities may affect not only 

policyholders but also lead to potential losses of the shareholders. In contrast, 

shareholders from conventional insurance companies can benefit from both 

underwriting and investment income of the company.  

Furthermore, Islamic Financial Services Act (2013), Part VI (Division 6) stated 

that Islamic insurance companies must establish one or more takaful funds for any 

descriptions of its business, and must be separated from the shareholders’ fund. This 

means that Islamic insurance companies are obligated to maintain assets, liabilities, 

incomes and expenses separately and also preserve and manage the takaful fund on 

behalf of the participants. Thus these companies can only generate returns of the 

capital mainly from the investment activities as compared to conventional insurance 

companies that could benefit from underwriting activities. As illustrated in Figure 1.1 

the conventional insurance companies generate investment income from the overall 

fund while Islamic insurance companies generate investment income separately 

between the shareholders' fund and Islamic insurance fund. The Islamic insurance 

companies maintain capital and the expenses of the Islamic insurance companies 

within the shareholder's fund. 

 

 

 

 

 

 

 

 

SHF is shareholders’ fund and PHF is policyholders’ fund 

Figure 1.1: Comparison between Conventional and Islamic Insurance 

Companies 
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Contributions, reserves and claims are channelled within the Islamic insurance 

fund separately. Since conventional and Islamic insurance companies operate 

differently, hence there is a possibility that the investment performance of the two 

respective companies could be affected by different factors.  Furthermore, Islamic 

insurance companies must ensure that both operational activities and investment 

activities are Shariah-compliant. In short, these activities must not be involved with 

non-permissible (haram) funds or activities. Accordingly, the investment options and 

policy of Islamic insurance companies should be unalike from conventional insurance 

companies. Contrariwise, conventional insurance companies may not be concerned 

with selecting the Shariah-based or non-Shariah based investment tools which lead 

them to wider investment options. The difference in the organizational form and 

investment policy may have given different impact to the investment performance 

between these two companies. Due to distinct differences in the operating and 

investing activities of these two companies, this paper intends to uncover the 

determinants that would affect the investment performance of conventional insurance 

companies and Islamic insurance companies.  

Since the establishment of the Islamic insurance industry in Malaysia for the last 

32 years, the industry has grown at a tremendous rate throughout the period. The 

growing of Muslims population all over the world has created the demand for products 

and/or services that per the Shariah principles (Islamic Law). It is reported that the 

global Islamic insurance contributions has grown at an enormous rate of 31% in 2009 

and have continued to strongly grow over the years (Malaysian Islamic insurance 

Association and Ernst & Young, 2016). Investment performance is crucial in the 

Islamic insurance industry as investment income is the mainstream of returns for 

shareholders of Islamic insurance companies. The Islamic insurance companies' 

investment performance should correspondingly move with the growth of 

contributions. Figure 1.2 illustrates that the compounded annual growth rate (12.4%) 

for the Islamic insurance industry is higher relative to the conventional insurance 

industry (7.8%) from the year 2009 to 2014. 
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Figure 1.2: Compounded Annual Growth Rate of Conventional and Islamic 
Insurance Companies 

 
Despite the rapid growth of the Malaysian Islamic insurance industry, the 

investment performance of the conventional insurance industry has been able to 

outperform those of Islamic insurance companies. As illustrated in Figure 1.3, from 

2011 until 2015, the ratio of net investment income to the net contribution of Islamic 

insurance industry ranges from 12.9% to 16.3% while the ratio of net investment 

income to net premiums of the conventional insurance industry is 26.4% to 27.24%. 

The ratio is almost twice the ratio of the Islamic insurance industry (Bank Negara 

Malaysia, 2015). 

 

 

Figure 1.3: Net Investment Income to Net Premiums (NIINP) and Net 
Investment Income to Contributions (NIINC) 

 

Net investment income to net premiums (NIINP) earned and net investment 

income to net contributions (NIINC) earned are metrics used in financial reporting that 

show the comparison between the investment income and premiums or contribution 

earned. NIINC and NIINP are ratios used as a measurement of investment strength of 

the industries. In short, as depicted by Figures 1.2 and 1.3, there are contrasting 

results on performances between Islamic insurance and conventional insurance 

industry. The Islamic insurance industry had shown higher growth while conventional 
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insurance companies performed better in generating investment income. This 

indicates that even though Islamic insurance companies have grown at a rapid rate, 

their ability to generate investment incomes are far below those of the conventional 

insurance companies. This motivates the researchers to examine the determinants 

affecting the investment performance of these two types of insurance companies. Are 

the investment performances of these two types of companies affected by the internal 

and external factors? 

 

Review of Related Literature  

The mechanic of conventional insurance differs tremendously from Islamic 

insurance or takaful. Takaful involves a group of participants that mutually guarantee 

each other against loss or damage. It emphasises on risk-sharing among participants 

rather than risk transferring. Each participant fulfils their obligation by contributing a 

certain amount of donation (tabarru’) into a fund, which is managed by the takaful 

operator. In the event of loss or damage suffered, the takaful operator will disburse the 

funds accordingly to its participants. Previous literature has highlighted company-

specific factors like size, solvency margin, liquidity affect the performance of 

conventional insurance and takaful.   

 

1. Size and Investment Performance 

Some researchers argue that the larger companies generally may outperform the 

smaller ones, as the companies can utilise the economies of scale. Shiu (2004) stated 

that large insurance companies, in general, have the economies of scale in term of 

labour cost which will improve will enhance the investment performance of the 

companies. Nevertheless study of Ismail (2013) found that small insurance companies 

have better investment performance. The author further explained that since they are 

small in size, therefore, these companies tend to utilize their assets efficiently and 

make investment decision effectively. Using return on assets as the dependent 

variable, Mazviona, Dube and Skahuhwa (2017) discover that size to be negatively 

related to the performance of insurance companies in Zimbabwe. 
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2. Solvency Margin and Investment Performance 

Fundamentally, the insurance business is a risky business as the funds are 

exposed to contingencies whose outcome may not be known. Alhabshi, Sharif, Abdul 

Razak, and Ismail (2012) stated that insurance companies (Islamic and conventional) 

are solvent when the assets held are sufficient to cover the liabilities, particularly 

policyholders' claims. The most important purpose of maintaining a financially strong 

and solvent insurance company is to cover claims for unexpected losses during 

adverse situations such as an earthquake. Solvency margin refers to the amount of 

capital which acts as a cushion to absorb the risk of in paying the insurance 

obligations. Thus, the insurance company with a higher solvency margin is considered 

to be more financially sound because it has more surpluses to cover for any 

unexpected losses. On the other hand, Ismail (2013) found that there is a negative 

significant relationship between solvency margin and investment performance of 

general Islamic insurance companies at 5% significance level. Similarly, the solvency 

margin of Malaysian general conventional insurers was found to hurt the investment 

performance at 1% significance level. Higher solvency margin indicates more excess 

capital which is not invested or utilized effectively. This means that better lower margin 

of solvency means better utilization of capital and higher investment return for 

insurance companies. Apart from that, the managerial theories of firms state that 

managers are likely to maximise their utility rather than to maximise the company's 

profit and shareholders' wealth. Higher solvency margin indicates higher reserves, 

which means a stable financial position. 

 

3. Liquidity and Investment Performance 

The insurance company must have a certain level of liquidity. Adams and Buckle 

(2003) explained that liquidity is used as a measurement of the ability for insurance 

and reinsurance companies to fulfil their immediate obligations to policyholders and 

other creditors without having to liquidate financial assets. Almajali, Alamro and Al-

Soub (2012) found that there is a positive relationship between liquidity and the 

performance of insurance companies in Jordan at 95% confidence level because high 

liquidity obviates the need for management to improve annual operational 

performance. Shiu (2004) also found that liquidity has a positively significant 

relationship to the performance of insurance companies, at a 5% significance level 
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consistently using all three models OLS, FEM and REM. Furthermore, agency theory 

also suggests that higher liquidity could affect the lower performance of the insurance 

companies. Highly liquid companies may cause the agency costs to increase as it may 

lead to the misuse of excess cash flow.  Managers may have wider access and easily 

misuse when there is too much cash held. Ismail (2013) found that highly liquid Islamic 

and conventional general conventional insurers lead to lower financial performance. 

The finding was consistent with the study by Adam and Buckle (2003), the liquidity of 

an insurance company has an inverse effect on the performance. Meanwhile, 

Sambasivam and Ayele (2013) found that there is no significant impact of liquidity on 

the performance of insurance companies in Ethiopia. Thus, the related literature also 

shows that the relationship between liquidity and performance is still inconclusive. 

 

4. Gross Domestic Product and Investment Performance 

Other studies also revealed that investment performance of conventional and 

Islamic insurance companies are affected by external factors such as Gross domestic 

product, interest or profit rate, equity returns and inflation (Abdou, Ali & Lister, 2014, 

Prevan, Poposki & Curak, 2013 and Shiu, 2004). Gross domestic product (GDP) is 

broadly used as the general measurement of economic condition and activity of a 

country. It includes the country's consumptions of public and private, the government 

expenditure, investments and net export of the country. Growth and performance 

prospects of both conventional insurance and Islamic insurance companies are much 

more promising in a strong and rich country. Malaysia is a stable developing economy 

that has a strong GDP growth that may lead to an encouraging performance of Islamic 

insurance and conventional insurance companies. Abdou, Ali and Lister (2014) found 

that GDP has a positive 10% significance impact on Islamic insurance companies and 

1% significance level to conventional insurers in Malaysia. The positive relationship 

indicates that an upward trend of the general economy will yield better returns on the 

investments of both conventional and Islamic insurance companies. Pervan, Poposki 

and Curak (2013) revealed that gross domestic product is one of the significant 

determinants to life and life-conventional insurance companies in the Republic of 

Macedonia. Even in an undeveloped insurance market, it is shown that there is a 

positive significant relationship between the republic's GDP growth and ROA at 95% 
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confidence level. Bhatia and Jain (2013) found that GDP has a positive significant 

influence on the level of life insurance growth in India. 

 

5. Interest/Profit Rate and Investment Performance 

A low or high interest/profit rate environment may give impact to the many several 

sectors in the economy including the conventional insurance and Islamic insurance. 

Besides that, low-interest rates are identified by NAIC (2016) as a major threat to life 

conventional insurance companies since it causes the insurance product to be 

unattractive. This will lead to lower sales and a reduction in premiums that the 

company can use to invest (Ismail, 2013). Furthermore conventional (Islamic) 

insurance companies usually hold a substantial amount of bonds/Sukuk and other 

interest-rate-sensitive investments in their portfolio of investments. The decrease in 

interest rate reduces the company's liabilities which reduces its future obligations to 

policyholders. Shiu (2004) found that there is also a negative significant impact of 

interest rate (UK 3 months Treasury bill rate) to the performance of general 

conventional insurance companies at 5% that was measured by the percentage of 

change in shareholders' fund. Besides that, Akotey, Sackey, Amoah and Manso 

(2013) found that interest rate has a statistically inverse relationship with the 

investment income performance of life conventional insurance companies in Ghana. 

Similar results are found by Ismail (2013) measured interest and profit rate for 

conventional and Islamic general insurance companies in Malaysia using 5-year 

Malaysian Government Securities (MGS) and Government Investment Issue (GII) 

yields respectively. In contrast, Ismail (2013) found that there is no significant impact 

of the profit rate to the investment performance of Islamic insurance companies in 

Malaysia. 

 

6. Equity Returns and Investment Performance 

The stock market could also affect the performance of both conventional 

insurance and Islamic insurance companies which lead to lower investment returns. 

Islamic and conventional insurance companies invested in several financial 

instruments. Among those instruments are debt securities, government papers, equity 

securities, structured products, and unit trust and property trust funds. Financial 

market downturn will affect these two insurance companies’ investment returns and 
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therefore their investment performance. Shiu (2004) found a positive relationship 

between equity returns and the investment yield of general insurers. However, Ismail 

(2013) and Shiu (2004) found that relationships are insignificant. A study by Browne, 

Carson and Hoyt (1999) revealed that increase in equity returns led to higher returns 

on the investment portfolio. However, high investment in shares may lead to higher 

insolvency risk if the values of the assets dropped. Even that the relationship of equity 

return and investment performance is expected to be positive, it is still inconclusive 

based on the related literature.   

 

7. Inflation Rate and Investment Performance 

Last but not least inflation has an indirect relationship with the investment 

performance of insurance companies of either conventional or Islamic companies.  

High level of inflation could reduce the value of equities in the investment performance 

of insurance companies. Ahlgrim and D'Arcy (2013) found that inflation harms the 

investment of insurers. On the other hand, Datu (2016) measured the inflation using 

Philippine's change in CPI found that it has a positive effect to the profitability of non-

life insurers using the operating ratio as its proxy while Lee (2014) the relationship to 

be statistically insignificant for Taiwanese conventional insurance companies. 

 

Methodology 

This study applies panel cross-sectional time-series regression and the period of study 

starts from 2006 until 2015. Table 1 provides the measurement of a dependent 

variable and independent variables employed in the study while Table 2 presents the 

number of companies identified for the study. The unit of analysis is from 11 Islamic 

and 14 conventional insurance companies respectively.  
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Table 1: Measurement of Dependent Variable and Independent Variables 

Variables Measurement Authors 

Investment 
Performance (IY) 

Investment Yield = Net 
Investment 
Income/Average 
Investment Assets 

Ismail (2013), Shiu (2004) 

Company Size 
(LNSZE) 

Total Assets 
Lee (2014), Akotey, Sackey, 
Amoah and Manso (2013), 

Solvency margin 
(SOL) 

Net Assets ÷ Net 
Premiums written 
(Conventional Insurance) 

Net Assets÷ Net 
Contributions written 
(Islamic insurance) 

Bawa and Chattha (2013) 

Liquidity (LIQ) 
Total liabilities ÷ Liquid 
Assets 

Ismail (2013), Shiu (2004) 

Gross Domestic 
Product (GDP) 

(GDPt – GDPt-1)/ GDPt-1 

Cepelakova (2015), Dorofti & 
Jakubik  (2015)  

 

Interest rates (IR) 

 

 

 

Profit rates (PR) 

5-year Malaysian 
Government Securities 
yields (Conventional 
Insurance) 

 

5-year Government 
Investment Issue yields 
(Islamic Insurance) 

 

 

Akotey, Sackey, Amoah and 
Manso (2013), Ismail (2013), 
Shiu (2004) 

 

Equity Returns (ER) 

FTSE Bursa Malaysia 
EMAS (Conventional 
insurance) 

FTSE Bursa Malaysia 
EMAS Shariah (Islamic 
insurance)  

 

Ismail (2013), Shiu (2004) 

Inflation (INF)  (CPIt –CPIt-1)/ CPIt-1 Abdou, Ali and Lister (2014) 
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Table 2: Islamic and Conventional Insurance Companies 

No. Islamic Insurance Companies Conventional Insurance 
Companies 

1 Zurich Takaful Malaysia 
Berhad  

Zurich Insurance Malaysia Bhd. 

2 Prudential BSN Takaful Berhad Prudential Assurance Malaysia 
Bhd. 

3 Etiqa Takaful Berhad Etiqa Insurance Bhd. 

4 Hong Leong MSIG Takaful 
Berhad 

AIA Bhd 

5 Sun Life Malaysia Takaful 
Berhad 

AmMetLife Insurance Bhd. 

6 HSBC Amanah Takaful (M) 
Berhad  

Great Eastern Life Assurance 
(M) Bhd. 

7 Takaful Ikhlas Berhad Gibraltar BSN Life Bhd. 

8 AmMetLife Takaful Berhad AXA Affin Life Insurance Bhd. 

9 Great Eastern Takaful Berhad Allianz Life Insurance Malaysia 
Bhd. 

10 AIA PUBLIC Takaful Bhd MCIS Insurance Bhd 

11 Syarikat Takaful Malaysia 
Berhad 

Tokio Marine Life Insurance M. 
Bhd. 

12  Manulife Insurance Bhd. 

13  Hong Leong Assurance Bhd. 

14  Sun Life Malaysia Assurance 
Bhd. 

 

Equations 1 and 2 represent the panel regression models used for Islamic 

insurance and conventional insurance companies respectively. 𝐼𝐼𝑌𝑖,𝑡 represents 

Islamic insurance company i, at the time, t and 𝐶𝐼𝑌𝑖,𝑡  is a conventional insurance 

company, i  at time t.  

 

𝐼𝐼𝑌𝑖,𝑡

= ∝0+  𝛽1𝐿𝑆𝑍𝐸𝑖,𝑡 + 𝛽2𝐿𝑆𝑂𝐿𝑖,𝑡 +  𝛽3𝐿𝐿𝐼𝑄𝑖,𝑡 +  𝛽4𝐷𝐿𝐺𝐷𝑃𝑖,𝑡 +  𝛽5𝐿𝑃𝑅𝑖,𝑡 + 𝛽6𝐷𝐿𝐸𝑅𝑖,𝑡

+ 𝛽7𝐿𝐼𝑁𝐹𝑖,𝑡

+  𝜀𝑖,𝑡                                                                                                                                                                       (1) 

 

𝐶𝐼𝑌𝑖,𝑡

= ∝0+  𝛽1𝐿𝑆𝑍𝐸𝑖,𝑡 + 𝛽2𝐿𝑆𝑂𝐿𝑖,𝑡 +  𝛽3𝐿𝐿𝐼𝑄𝑖,𝑡 +  𝛽4𝐷𝐿𝐺𝐷𝑃𝑖,𝑡 +  𝛽5𝐿𝐼𝑅𝑖,𝑡 + 𝛽6𝐿𝐸𝑅𝑖,𝑡

+ 𝛽7𝐿𝐼𝑁𝐹𝑖,𝑡

+  𝜀𝑖,𝑡                                                                                                                                                                        (2) 

http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_am&ac=86&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_ge&ac=53&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_ge&ac=53&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_gibraltar&ac=3&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_axalife&ac=68&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_allianzlife&ac=6&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_allianzlife&ac=6&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_asialife&ac=88&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_asialife&ac=88&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_manulife&ac=4&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_hla&ac=54&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_cimbaviva&ac=1&cat=insurance&type=L&lang=en
http://www.bnm.gov.my/index.php?ch=li_insurance&pg=li_insurance_cimbaviva&ac=1&cat=insurance&type=L&lang=en
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The variables from the respective equations are transformed into logarithm and 

first difference logarithm form based on the results of the unit roots tests conducted. 

Likelihood ratio test and Hausman test are run accordingly to determine whether 

pooled ordinary least square model, fixed effect model or random effect model is 

appropriate. 

 

Results and Discussions 

Based on the descriptive test results displayed in Table 3a and 3b respectively, 

the Islamic insurance companies are smaller in term of size, solvency margin ratio and 

liquidity relative to the conventional insurance companies. 

Table 3a: Descriptive Statistics of Islamic Insurance Companies 

 

IIY 

Firm-Specific Factors  Macroeconomic Factors 

 SZE SOL LIQ GDP PR ER INF 

Mean 0.0375 
2,160,000,00

0 
1.0047 5.3277 0.0762 0.0367 

10,476.5

7 
0.0237 

Median 0.0373 819,000,000 0.5480 4.6622 0.0758 0.0383 
10,676.2

0 
0.0208 

Maximum 0.0719 
13,400,000,0

00 
15.6157 23.7675 0.1572 0.0396 

12,980.9

7 
0.0539 

Minimum 0.0085 104,000,000 0.1600 1.4864 -0.0741 0.0317 6,078.19 0.0061 

Std. Dev. 0.0123 
3,080,000,00

0 
1.9798 3.5694 0.0575 0.0029 1,963.58 0.0109 

Skewness 0.1330 2.0826 6.0026 2.3104 -0.9656 -0.3819 -0.6442 1.1169 

Kurtosis 2.7917 6.6474 41.9359 11.4070 4.3195 1.4395 2.8102 4.6310 

Jarque-

Bera 
0.3710 99.6204 

5,395.41

3 

299.096

9 
17.7798 9.8099 5.5118 24.8614 

Probability (0.8307) (0.0000) (0.0000) (0.0000) (0.0001) (0.007) (0.0636) (0.0000) 

 

Table 3b: Descriptive Statistics for Conventional Insurance Companies 

 

CIY 

Firm-Specific Factors Macroeconomic Factors 

 SZE SOL LIQ GDP PR ER INF 

Mean 0.0456 10,600,000,000 0.8823 12.1544 0.0762 0.0349 10,147.78 0.0243 
Median 0.0460 4,830,000,000 0.6690 6.6975 0.0862 0.0347 10,733.79 0.0208 
Maximum 0.0639 70,100,000,000 6.5511 65.1224 0.1572 0.0384 12,461.92 0.0539 
Minimum 0.0165 426,000,000 0.1318 1.7644 -0.0741 0.0300 5,871.130 0.0061 
Std. Dev. 0.0090 15,000,000,000 0.8894 14.4253 0.0596 0.0026 2,087.943 0.0116 
Skewness -0.6044 2.5367 3.6396 2.4035 -0.9739 -0.2093 -0.7976 0.9640 
Kurtosis 3.8766 8.7990 20.4253 7.9861 4.1250 1.8181 2.6594 3.9222 
Jarque-
Bera 

9.7537 259.7305 1,560.239 209.8661 22.1359 6.8781 11.6405 19.9857 

Probability (0.0076) (0.0000) (0.0000) (0.0000) (0.0000) (0.0321) (0.0030) (0.0000) 
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Table 4a: Pearson Correlation Matrix of Independent Variables of 
Islamic Insurance 

Correlation 
(Probability) 

LSZE LSOL LLIQ LGDP LPR) LER  (LINF) 

LSZE 
  1.0000 

- 

LSOL 
-0.4386 

(0.0005)*** 
 1.0000 

- 

LLIQ 
 0.3901 

(0.0023)*** 
 -0.1590 

 (0.2289) 
  1.0000 

- 

LGDP 
 -0.03140 
 (0.8131) 

 -0.0371 
 (0.7806) 

  0.0357 
 (0.7886)  

  1.0000 
- 

LPR 
  0.1311 

 (0.3224) 
  0.0259 

 (0.8453) 
 -0.0453 

 (0.7331) 
 0.3490 

(0.0067)*** 
  1.0000 

 (N/A) 

LER 
 -0.0984 

 (0.4583) 
 -0.0502 

 (0.7056) 
 -0.0397 

 (0.7653) 
 0.3411 

(0.0082)*** 
-0.6164 

(0.0000)*** 
  1.0000 

LINF 
 -0.0540 

 (0.6846) 
 -0.0450 

 (0.7350) 
 -0.0462 

 (0.7281) 
 0.6477 

(0.0000)*** 
 0.0113 

(0.9326) 
 0.6788 

(0.0000)*** 
 1.0000 

- 

*** and ** denote 1% and 5% level of significance respectively 

Table 4b: Pearson Correlation Matrix of Independent Variables of 
Conventional Insurance 

Correlation 
(Probability) 

LSZE LSOL LLIQ LGDP LPR) LER  (LINF) 

LSZE 
  1.0000 

- 

LSOL 
-0.4854 

(0.000)*** 
  1.0000 

- 

LLIQ 
 0.1293 

(0.2498) 
-0.2327 

(0.0366)** 
 1.0000 

 (N/A) 

LGDP 
-0.1000 

(0.3745) 
-0.0173 

(0.8778) 
-0.0304 

(0.7879) 
  1.0000 

 (N/A) 

LPR 
 0.1218 

(0.2788) 
 0.1001 

(0.3739) 
 0.0744 

(0.5090) 
 0.4146 

(0.0001)*** 
 1.0000 

- 

LER 
 0.2550 

(0.0216)** 
 0.1803 

(0.1073) 
 0.0803 

(0.4761) 
-0.2496 

(0.0246)** 
 0.5461 

(0.000)*** 
  1.0000 

- 

LINF 
-0.0834 

(0.4589) 
-0.0638 

(0.5712) 
-0.1341 

(0.2326) 
 0.5748 

(0.0000)*** 
-0.2202 

(0.0483)** 
-0.2465 

(0.0265)** 
  1.0000 

- 

 *** and ** denote 1% and 5% level of significance respectively 

Table 4a and 4b show the results of correlation analyses between the 

independent variables of Islamic and conventional insurance respectively. Results of 

the Pearson correlation tests indicate the correlation between the independent 

variables is not more than 0.7. This shows none existence of multicollinearity issues. 

Next, the Likelihood ratio and Hausman tests are executed to identify the most 
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appropriate model to estimate equations 1 and 2. Results of the Likelihood ratio tests 

shows that the chi-squared (χ2) values for both Islamic and conventional insurance 

are significant at 1 per cent level, indicating that panel fixed effects model is preferred 

over panel pooled ordinary least squared model. Hausman tests are then estimated 

to decide whether panel random effects or panel fixed effects regression is suitable. 

As illustrated in Table 5, panel random effects model is the best model relative to fixed 

effects since the p-value of the tests is statistically insignificant. 

 

Table 5: Panel Specification Tests 

 Islamic 
Insurance 

Conventional 
Insurance 

Likelihood Test: 
(Pooled versus Fixed Effect) 

11.6897*** 4.4473*** 

Hausman Test:  
(Fixed Effect versus Random Effect) 

1.0000 1.0000 

*** denotes 1% level of significance. 

 

Estimated results of the two regression models are demonstrated in the following 

Table 6. Size and solvency of margin of both types of companies are negatively and 

statistically insignificant with the investment performance. The results are in contrast 

with studies Mazviona, Dube and Skahuhwa (2017), Ismail (2013) and Bawa and 

Chattha (2013) but in tandem with those of Boyjoo, Ramesh and Jaunky (2017) and 

Shiu (2004). 
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Table 6: Estimated Results of Panel Random Effect Regression Models 
of Islamic and Conventional Insurance Companies 

DV: Investment Yield                                            Islamic Insurance  (Takaful)     Conventional Insurance 

Independent Variables:    Coefficients    (p-value)      Coefficients    (p-value) 

LSZE     -0.0021(0.1111)  -0.0103 (0.6536) 

LSOL     -0.0033 (0.1140) -0.0296(0.2969) 

LLIQ     -0.0089 (0.0000)***      -0.0519 (0.0060)*** 

DLGDP       0.0018 (0.0043)***     -0.0604(0.0000)*** 

LPR/LIR      0.0076 (0.3234)      0.2078(0.0000)*** 

DLER      0.0122(0.1508) 0.3949(0.0000)*** 

LINF     -0.0023(0.4021)     -0.1670 (0.0000)*** 

CONSTANT      0.3290(0.0009)***     -6.39481(0.0000)** 

Adjusted R-Squared      0.3308      0.14222 

F-Statistic      4.8134***      2.7054*** 

Durbin Watson Statistic      0.9222      1.2131 

*** and ** denote 1% and 5%  level of significance respectively 

 

Also, it is discovered that Islamic insurance companies with a lower level of 

liquidity have higher investment performance. The empirical finding is comparable to 

those of Ismail (2013) and Adam and Buckle (2003). A plausible reason is that Islamic 

insurance companies with lower liquid tend to mitigate agency problems and hence is 

more enticing to improve investment performance. Similar results are found between 

the liquidity and investment performance of conventional insurance companies. The 

result is dissimilar with findings of Sambasivam and Ayele (2013). 

About the effect of macroeconomic factors (GDP, profit or interest rates, equity 

returns and inflation) on the investment performance of Islamic and conventional 

insurance companies respectively, only lagged GDP is positively related to the 

investment performance of Islamic insurance companies. This implies last year 

economic growth tends to boost the investment performance of Islamic insurance 

companies. Similar findings are found in studies of Cepelakova (2015) and Dorofti and 

Jakubik (2015). On the other hand, there seems to be an inverse relationship between 

the two variables for conventional insurance companies. The conflicting relationship 

between these two types of companies could be attributed to the different behaviour 

effect on the expectations on the income. Behaviour that introduces a lag into the 
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relationship between income and consumption will generate the sort of momentum 

after the changes happened. The capitalization of funds to cover the expenses, 

utilization of reserves and consolidation of budgeting between the two types of 

companies are among the reasons the momentum varies.   

Interest rate, equity returns and inflation rate are significant determinants 

affecting the investment performance of conventional insurance companies but not 

Islamic insurance companies. Ismail (2013) explained that the insignificant 

relationship in the Islamic insurance companies is attributed to the small amount of 

profit rate given. A positive relationship could be explained by the conventional 

insurance companies' substantial investment in bonds and other government 

securities. Thus, an increase in interest rate increases these investment earnings 

which will enhance the investment performance of the insurance companies. The 

findings are parallel to those of Browne, Carson and Hoyt (1999) but in contrast with 

the study of Rashid and Kemal (2018). 

The estimated results of regression model show a statistically significant direct 

relationship between equity returns and the investment performance of conventional 

insurance companies respectively. This could indicate that conventional insurance 

companies also hold large proportions of shares in their investment portfolios. Hence 

increase in equity returns provide these insurance companies with higher dividend 

income that directly enhance their investment performance the findings are similar to 

Carson and Hoyt (1999), Ismail (2013), and Shiu (2004). Although there is also a 

positive relationship between the equity returns and investment performance of Islamic 

insurance however it is not a statistically significant relationship. It could be 

rationalised that due to the riskiness of equities, Islamic insurance companies prefer 

to have a large portion of their investments in Sukuk (Ismail, 2013). 

Finally, the result in Table 6 shows that higher inflation may cause higher interest 

rate that leads to lower investment value which subsequently reduces the investment 

income of conventional insurance companies. Previous studies conducted by Pervan, 

Poposki and Curak (2013), Shiu (2004), Abdou, Ali and Lister (2014) and Mazviona, 

Dube and Skahuhwa (2017) are in tandem with the findings of this study. The results 

of the adjusted R-Squared for Islamic insurance companies and conventional 

insurance companies are 33% and 14% respectively. This implies that for Islamic 

insurance companies, the independent variables identified can explain 33% of the 

variation in investment performance, while only 14% of the variation in the investment 
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performance of conventional insurance companies is explained by the identified 

factors. Both models have statistically significant F-statistics indicating the models are 

well-specified. 

 

Conclusion 

This study attempts to investigate the determinants of investment performance 

of the Islamic and conventional insurance companies in Malaysia. It is found that the 

investment performance of Islamic insurance companies is affected by liquidity and 

lagged GDP. During the good economic condition, Islamic insurance companies with 

low liquidity perform better than those with more liquid assets since they can reduce 

agency cost and provide better incentives to the management. In the case of 

conventional insurance companies, besides liquidity, lagged GDP and inflation rate, 

their investment performance is also affected by interest rate and equity returns. 

Empirical findings from this study indicate that conventional insurance companies 

have higher investment performance in the economy with lower GDP growth, lower 

inflation, higher interest rate and equity returns. In conclusion, the factors affecting the 

investment performance of Islamic insurance companies differ from those of 

conventional insurance companies.  The dissimilarities could be attributed to the 

different operating and investing activities that Islamic insurance companies need to 

adhere to under ISFA (2013). Empirical findings of this study have important 

implications to insurance operators, investors and regulators. Since the investment 

performance of these two types of insurance companies are affected by different 

determinants, therefore when designing insurance products or thinking about investing 

in these companies or developing policy, they need to consider those factors. It is 

recommended that for future research, the researcher should include more 

independent variables that could affect the investment performance of these two types 

of companies. The adjusted R-squared in the equations for both companies are still 

lower implying that other variables could explain investment performance. It is also 

suggested that comparative study be conducted between Malaysian Islamic and/ or 

conventional insurance companies and from other countries. Lastly to include the 

impact of the financial or economic crisis on the investment performance of these two 

types of companies. 
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