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Abstract: The severe flooding occurring in parts of Thailand in 2011 constituted the fifth most costly
catastrophe worldwide during the past 31 years. Many businesses suffered either directly or indirectly.
A sharp downturn in the country’s economy resulted, with Thai non-life insurance companies” annual
losses totaling USD 4.1 bn. Focusing first on changes in their key performance indicators (KPIs)
as evidence of their financial resilience, this study analyses data for 58 companies from 2008-2010
(years prior to the flooding), 2011 (the flood year), and 20122014 (the immediate post-flood years).
Descriptive and inferential statistics depict differences in firm characteristics and key performance
indicators between these periods. The findings show that: (1) not surprisingly, the floods had a major
impact on Thai non-life insurance companies’ finances; and (2) even after two years, they still had not
recovered fully. Then, employing Data Envelopment Analysis (DEA), the study assesses the relative
efficiency of 58 Thai non-life insurance companies in using their assets to generate operating profit.
The evidence indicates that: (1) larger insurance companies are more efficient than smaller ones in
this regard; and (2) almost all the entities examined performed less efficiently during the post-flood
years than in earlier periods. These results serve as the basis for recommendations to Thai non-life
insurance companies, government policymakers, and future researchers. Although Thai non-life
insurance companies survived the challenges they faced during the study period, implementation of
the measures recommended here likely would boost their technical efficiency and financial resilience,
thereby facilitating their ability to operate more sustainably in the long run.
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1. Introduction

Natural disasters have both direct and indirect effects on businesses, households,
infrastructure, and economies. Their direct effects may be either tangible and priceable
or intangible and unpriceable. Examples of the former include damage to residences,
facilities, and other property, while examples of the latter include fatalities, injuries, and
inconvenience. In contrast, indirect effects can refer to losses incurred by companies and
individuals outside flooded areas, such as adjustments in production and consumption
patterns and evacuees’ temporary housing costs. Indirect effects also may include societal
disruption, psychological trauma, and weakened trust in public authorities [1].

Floods are among the earth’s most common and most destructive natural hazards.
They occur frequently, constitute enormous socioeconomic challenges, and demand imme-
diate attention. The logic of risk management suggests countries should invest today to
safeguard critical infrastructure and centres of economic activity against future floods and
other climate-related losses of great magnitude. Moreover, there is a compelling political
logic to do so to generate employment and revive economic growth in disaster-affected
areas as soon as possible [2].
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Insurance can serve as a shock absorber for an economy suffering devastation from
such unforeseen natural hazards [3], enabling businesses to continue or restore operations
in their aftermath [4]. Several previous studies conducted on flood hazard effects are
particularly noteworthy here. First, Bin, Kruse and Landry [5] examined flood hazard’s
impact on coastal property values using the hedonic property pricing technique. They
analyzed Geographic Information System data from Carteret County, North Carolina,
on National Flood Insurance Program flood zones and residential property transactions.
Not surprisingly, the investigators found that location within a flood zone decreases a
property’s value. Importantly, though, they also found that the price differentials for flood
risk and the capitalised value of flood insurance premiums are nearly identical. The flood
zone designation and insurance prices thus convey crucial risk information to prospective
coastal home buyers [5].

Second, Botzen and Van Den Bergh [6] studied insurance against climate change and
flooding in the Netherlands. They found that climate change causes significant economic
losses and consequently affects both the insurance industry and public compensation
schemes. This research is particularly remarkable, given the country’s extraordinary vul-
nerability to natural catastrophes. The investigation also considers how private insurance
policies might be modified to cover increased flood risks, given that such policies currently
are not available in the Netherlands. Yet, it seems that when insurance companies do
assume some of the risks connected with climate change, social welfare improves [6,7].

Third, Grmanova and Strunz [8] examined 15 commercial insurance companies in
Slovakia from 2013 through 2015 using data envelopment analysis (DEA) to generate
technical efficiency scores, a Tobit regression model, and the Mann-Whitney U-test. Their
research involved forming two groups of insurance companies: one with a return of on
assets (ROA) above 2% and a second with an ROA below 2%. They demonstrated that the
technical efficiency scores of the group of insurance companies with an ROA greater than 2
indeed were higher than the second group’s scores [8].

Taken together, the abovementioned studies, undertaken in the United States and the
Netherlands, emphasize how insurance can cushion the economic and social impacts of
flooding, other natural catastrophes, and climate change. Having demonstrated that, the
Slovakian research shows a novel way to evaluate insurance companies’ efficiency in doing
so. Both results are helpful for the present study.

As their US and Dutch counterparts have done and continue to do, Thai non-life in-
surance companies exercised a buffering function in the wake of heavy flooding during the
autumn of 2011. Most losses occurred in the manufacturing sector, when water inundated
seven major industrial estates, disrupting supply chains for automobile production and
causing a global shortage of hard disk drives lasting throughout 2012 [9]. Thailand’s flood
losses made it the fifth costliest insured loss event in the past 31 years worldwide [10].

While playing a crucial role in mitigating the damages, in 2011 the Thai non-life
insurance industry experienced staggering losses from colossal claims due to business
interruption and contingent business interruption (CBI). Moreover, it had provided flood
coverage in Thailand without additional premium charges under industrial all risk (IAR)
policies [11]. Unlike countries such as Japan, Thai ‘fire insurance” also covered flood risks
for bigger businesses [11]. On the other hand, approximately 1% of homeowners and small
businesses in Thailand had purchased flood insurance. Consequently, the claims received
came mainly from the abovementioned manufacturers. Thus, although the total estimated
losses in Thailand were approximately USD 46.5 bn. [2], the total estimated insured losses
were much lower, but they still amounted to the breathtaking sum of USD 10.8 bn. [12].

Nevertheless, by paying claims the insurance industry demonstrated its considerable
importance in sustaining the country’s economy. It therefore makes sense to examine the
non-life insurance companies’ health before, during, and after the disaster. How did the
2011 flooding affect the Thai non-life insurance industry? What lessons are there to learn
from its experience? The analysis of 58 non-life insurance companies undertaken here
suggests answers to these questions. By reducing their customers’ business and personal
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risk, financially strong insurance companies help build individual, societal, and economic
resilience. Hence, this study should interest government policymakers, business managers,
and scholars.

In many countries, there is considerable room for expansion of the insurance market.
Indeed, an OECD report shows both the life and the non-life insurance industries are
growing, as evidenced by increased written premiums. One can explain these increases
either by higher sales of new or existing insurance products, or by higher rates charged
on policies currently in force, or by some combination of the two. Additionally, economic
growth can spark higher demand for insurance products and thus higher prices for them
as well. Conversely, greater competition in the insurance marketplace [13], development
of the banking system, and appropriate legal requirements, together with more accurate
insurance pricing based on new data analytic techniques, and reduced expenses resulting
from use of modern technologies [14] can lead to improvements in the productivity and
declines in insurance premiums.

One usually divides the global insurance market into two segments: life insurance and
non-life insurance. In 2014, the proportional mix between the two categories in the United
States was 42%:58%, while in Australia, it was 57%:43% [15]. Life insurance was a bigger
component of the mix in Thailand, with the respective proportions being approximately
70%:30%. These proportions in the Thai mix of life and non-life insurance remained quite
stable throughout the study period [16].

In 2016, the United States accounted for 43.5% (USD 2.7 tn.) of the global non-life
insurance market’s value (USD 5.0 tn.) [9]. Europe had the second largest share, 33.1%, of
which 6.7% was in Germany and 5.5% was in the United Kingdom. The Asia-Pacific region
comprised a 20.1% share of the world market, where Japan and China ranked numbers one
and two, respectively, in terms of size in this region. Compared with the non-life insurance
market’s worldwide value of USD 4.9 tn., the Thai market’s value of USD 15.6 bn. (or 0.3%)
is tiny. Nonetheless, it is vitally important to Thailand’s well-being.

In 2008, the Thai insurance industry comprised 91 companies. During the study
period, there was some consolidation, resulting in a decline in the number to 86. Of the
86, 58 were non-life insurance companies that sold home, car and motorcycle, business
continuity, fire, marine, and logistics insurance, but not life or health insurance. Among
these non-life insurers, five were subsidiaries of foreign headquartered companies. Fifty-
two non-life insurers had listings on the Stock Exchange of Thailand, while the other six
were registered as limited companies. Thus, listed companies, whose share ownership was
largely private, dominated the Thai non-life insurance market from 2008 through 2014 and
continue to do so today [16].

The Thai insurance industry’s total direct premium income of USD 106.3 mil. in
2008 grew 31.9% over the next three years to USD 140.2 mil. in 2011. Following the heavy
flooding in 2011, the direct premium income jumped dramatically to USD 179.5 mil. in 2012,
an annual increase of 39.3% [16]. Thereafter, direct premiums increased more gradually,
reaching USD 218.4 mil. in 2017. The increased direct premium income following the 2011
flood likely resulted in customers” heightened awareness of the potential losses arising
from natural catastrophes and their desire to transfer that risk to the insurance industry. In
addition, the Thai government tried to stimulate the country’s post-flood economy utilizing
a ‘First Car Buyer Scheme.” Beginning in 2012, first-time car buyers received a tax refund
of THB 100,000 (or USD 3300 per unit) [16]. Because Type 1 car insurance (first-class car
insurance) is compulsory for new cars in Thailand, this popular measure indirectly boosted
Thai non-life insurance companies’ direct premium income.

2. Materials and Methods
2.1. Materials
The analysis in the first part of this study relies on 9 widely used KPIs and 2 nonfi-

nancial variables, namely company age and size. The KPIs and variables come from 1 or
more of the following 3 sources. The first source is the DuPont model, which analyses an
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entity’s return on its equity by examining its profit margin, asset turnover, and financial
leverage [17]. Empirical investigations published in scholarly literature during the last
ten years comprise the second source. The third source is the Thai regulatory authority
that governs non-life insurance, the Office of Insurance Commission. It discloses financial
information and key performance indicators regarding the Thai non-life insurance compa-
nies on monthly, quarterly, and annual bases [16]. Table 1 lists all 11 variables and their
operational definitions.

Table 1. Study Variables and Their Definitions.

Variables Definition
KPIs:
IAPL: Investment-assets-to-policy liabilities Total investment assets divided by total policy
ratio liabilities

Net claims expense as a percentage of net

LR: Loss ratio : h
written premium revenue

Operating expenses (including commission,
brokerage, underwriting and other operating
expenses) as a percentage of net written
premium revenue

OER: Operating expense ratio

Sum of the loss ratio (LR) and the operating

CBR: Combined ratio expense ratio (OER)

Operating profit before taxes and interest

ROA: Return on assets (EBIT) divided by average total assets

ROE: Return on equity Net profit divided by average equity

Operating profit divided by net written

OPM: Operating profit margin premiums

Insurance profit divided by net written

NPM: Net profit margin .
premium revenue

DE: Debt-to-equity ratio Total liabilities divided by total equity

Characteristics:

Size Natu¥a1 logarithm of the amount of net written
premium revenue

Age Number of years in operation

Adapted from Office of Insurance Commission, website: http:/ /www.oic.or.th/en (accessed on 15 February 2019).
Table compiled by the authors.

Four KPIs commonly used to measure profitability are: return on assets (ROA),
return on equity (ROE), operating profit margin ratio, and net profit margin ratio. The
profitability and liquidity of Thai non-life insurance companies were important concerns
during the 2011 flooding due to the large claims they had to pay and subsequent new, more
expansive conditions for purchasing reinsurance. Such adverse conditions normally lead
to consolidation in an industry as weakened companies seek to liquidate assets and /or
merge with stronger firms in order to survive and grow their business.

The return on assets (ROA) is a financial ratio many researchers employ to assess how
well management uses a company’s total resources to generate earnings [18-27]. Return on
equity (ROE), which measures profit earned with the money shareholders have invested, is
a similar measure [18,19,21-25,28-31].

Both the operating profit margin (OPM) and net profit margin (NPM) are relative
indicators of how much profit a company makes after paying for its costs. The OPM
measures that difference before taxation and interest expenses, while the NPM does so
after taxation and interest expenses. The two ratios are expressed as a percentage of sales,
and thus, also reflect a company’s success in controlling the costs and expenses associated
with its business operations [18,22,25,29,30,32,33].
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Considering the many claims in the flood year, all 4 profitability indicators should
have declined and then improved gradually during the subsequent period. Hence, the first
null hypothesis:

Hypothesis 1 (H1). The profitability of Thai non-life insurance companies was unchanged during
the study period (2008-2014).

In addition, 3 performance ratios indicate how efficiently management utilises its
assets and equity relative to a company’s costs. The ratio of investment assets to pol-
icy liabilities (IAPL) shows the amount of the former produced with help from the
latter [18,19,22,28,34,35]. It also makes use of the losses-incurred-to-earned-premiums-
written ratio to reveal periods with unexpectedly high claim payments relative to income
earned from policyholders [18,19,22,28,34,35].

The loss ratio (LR) represents total losses incurred (both paid and reserved) in claims
minus premiums paid to reinsurance companies) plus adjustment expenses divided by
the total premiums earned. It indicates whether a company is collecting more premiums
than the amount it pays out in claims. A company with high loss claims may experience
financial difficulties [18,19,25,26,28,30,34-36].

Put simply, the combined ratio (CBR) is calculated by taking incurred losses plus
operating expenses and dividing them by earned premiums. This ratio is a quick, simple,
and widely used indicator of an insurance company’s financial health [20,25,26,30].

Given their popularity among researchers and the availability of appropriate data,
this study has adopted these 3 ratios to discover whether the cost efficiency of non-life
insurance companies’ financial performance dropped during the flood year and recovered
afterwards. Hence, the second null hypothesis is:

Hypothesis 2 (H2). The cost efficiency performance of Thai non-life insurance companies was
unchanged during the study period (2008—2014).

Typically, insurance companies maintain their liquidity at a level that allows them to
pay their liabilities. The sudden occurrence of huge claims, however, can pose a serious
challenge for them. That is true even if they already have reinsured most of the losses and
thus have transferred most of the associated risks to reinsurers. Although they ultimately
will bear only a minor portion of the losses, the general practice is for insurance companies
initially to pay policyholders’ claims and to recover those payments from the reinsurers
at a later date. Therefore, despite transferring most of the risks associated with flood
damages to reinsurers, a non-life insurance company potentially may face a liquidity
crisis when it suddenly receives a large number of claims. In response, management
must increase the company’s liquidity either through large-scale borrowing or soliciting
additional shareholder equity.

The debt-to-equity (DE) ratio is a key financial performance indicator frequently
used to measure a company’s leverage. The acceptable DE ratio level varies according to
multiple factors including profitability, cash flow, and capital intensity. The median DE ratio
also differs across industries. For example, capital-intensive industries, such as utilities,
have relatively high DE ratios, while labour-intensive industries, like most services, have
relatively low ones. Generally, ratios of 0.5 and below are considered excellent, while ratios
above 2.0, usually are viewed unfavourably. The typical median DE ratio of U.S.-based,
publicly-traded insurance companies is between 0.2 and 0.3.

Studies employing the DE ratio to indicate insurance companies’ financial stability
have found that the ones with higher DE levels put their liquidity at
risk [18,21-23,25,27,31,34,36]. Consequently, investors, creditors, and other stakehold-
ers rely on this ratio to analyse how well a given company would be able to fulfill its debt
obligations in the event of an insured natural catastrophe or liquidation. Hence, the third
null hypothesis is:
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Hypothesis 3 (H3). The debt-to-equity ratio of Thai non-life insurance companies was unchanged
during the study period (2008-2014).

Due to their age, older firms are more experienced and have established reputations
that allow them to earn a higher margin on sales and thus greater profits [37-43]. However,
some researchers argue that older firms are more bureaucratic and therefore less flexible,
slower to adapt themselves to shifting market conditions, and less profitable [44]. Hence,
the strength and direction of the variable’s posited effect here are uncertain and require
empirical investigation.

The size of a company’s insurance business also affects its financial
performance [40,45-49]. Written premiums constitute the main source of an insurance
company’s revenue and therefore are a good indicator of its size. A larger insurer can
exploit economies of scale to become more efficient in using these premiums to earn in-
come compared to a smaller one. Furthermore, regulators are less likely to liquidate large
insurers. Therefore, small insurers are more vulnerable to insolvency [49]. Additionally, a
small company may find it more difficult to compete on price, name recognition, or the
development and introduction of new products. Larger sized firms thus may tend to be
technically more efficient than smaller ones. However, large size also may be associated
with certain inefficiencies [50]. Numerous scholars have examined the effect of an insur-
ance company’s size on its efficiency. Yao et al. [51] evaluated the technical efficiency of 22
insurance businesses in China using the DEA approach. They investigated the hypothesis
that large insurers are technically more efficient than small insurers. This argument was
based on the fact that, while small insurance businesses offer more affordable services,
large insurance businesses are more resistant to bankruptcy. Using a survey of Greek
insurance companies, Borges, Nektarios, and Barros [52] similarly found that large, listed
life insurance businesses are more efficient. According to Barros, Nektarios, and Assaf [53],
though, the variable “large size” has a detrimental effect on efficiency.

Besides written premiums, though, insurance companies generate income through
their investments and by holding, using and/or disposing, over a period of time, of other
assets (including property, plant and equipment, intangible assets, and property right
assets) as well. Total assets, therefore, also ought to affect their efficiency scores.

However, that may be, the efficiency with which Thai non-life insurance companies
convert written premiums into operating profit should drop due to losses experienced
during the flooding and subsequently recover. Hence, the fourth, fifth, and sixth null
hypotheses are:

Hypothesis 4 (H4). There is no statistically significant difference between insurance companies’
efficiency score averages during the study’s periods (before, during, and after the 2011 floods).

Hypothesis 5 (H5). Thai non-life insurance companies” age does not affect their technical efficiency
scores.

Hypothesis 6 (H6). Thai non-life insurance companies’ total assets do not affect their technical
efficiency scores.

2.2. Methods

This study analysed panel data for 58 Thai non-life insurance companies for the
period from 2008 through 2014. Thailand’s Office of Insurance Commission (OIC) was the
primary data source. Analysis of these data involved the application of both descriptive
statistics (percentages, means, and standard deviations) and inferential statistics-t-tests
for means of independent samples, correlation, data envelopment analysis (DEA) [54,55],
and Tobit regression. The first 3 hypotheses were investigated via t-tests for both paired
and independent samples. Such tests were particularly well-suited to discovering whether
variables differed significantly between pre- and post-flood years. Tests of the fourth,
fifth, and sixth hypotheses relied on DEA and Tobit regression analyses. They involved
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using DEA to calculate technical efficiency scores as a first step and then in a second step
employing a Tobit regression model to discover test variables potentially influencing those
scores.

The concept of efficiency developed by Farrell [54] is a relationship between the
outputs and the inputs employed in their production. One way to view technical efficiency
is to see it as the ability to acquire maximum output from a given set of inputs. Charnes
et al. [55] created the DEA approach with constant return to scale (CRS), a widely used
mathematical tool for determining technical efficiency in a variety of industries. The
envelopment surface varies according to the model’s scale assumptions. Generally, two-
scale assumptions are in use by researchers: constant returns to scale and variable returns
to scale (VRS). The latter category contains both increasing and decreasing scale returns.
Conversely, CRS reflects the fact that output fluctuates directly in proportion to changes in
inputs. In either case, DEA evaluates the efficiency of each individual entity relative to the
maximum efficiency score that can be achieved with a given set of inputs. This method
makes no assumptions about the analytical form of the observed inputs and outputs, and
thus allows for the use of a variety of measurement metrics. Accordingly, DEA produces
relative efficiency metrics, which vary according to the number of entities involved, as well
as the number and structure of the input and output variables. The DEA scores presented
here were generated by a model that assumes varying returns to scale. That is because
insurance company decision makers have considerable control over improving input or
output levels. The model also has an output orientation because it elucidates the extent to
which operating profit can be increased without increasing input levels.

The second stage of the analysis ascertains factors contributing to the technical effi-
ciency scores. In output-oriented DEA models, these scores have values between 0 and 1.
For this reason, the limited dependent variable regression technique (Hoff, 2007; Osgood,
Finken and McMorris, 2002) is used to identify linkages between the scores and relevant
model elements. Although some scholars criticise its utilization [56], censored regression
models, also known as Tobit regression models, are employed frequently in practical
work. By way of comparison, the use of standard linear regression often is inadvisable
and may yield badly skewed results when least-squares assumption requirements are not
satisfied [8]. The selection of the best performing Tobit model relies on log-likelihood (11),
Akaike’s information criteria (AIC) [57] and the Bayesian information criterion (BIC) [58].

3. Results
3.1. Financial Structure of Non-Life Insurance Companies during 2008-2014

Table 2 describes the structures of the statement of financial position and income
statement of the 58 Thai non-life insurance companies across the study period’s seven years.
The first seven columns report the statement elements taken from the OIC website. The
next seven columns list the different financial statement components as common size
percentages. That is, it displays all items as percentages of a common base amount (such
as total assets on the statement of financial position and premium revenue on the income
statement), rather than as absolute numbers. These percentages facilitate comparisons
between companies and across time periods.

Table 2. Financial Structure of Non-Life Insurance Companies 2008-2014.

Financial Statement Amounts (USD. Mil.) Common Size (%)
Year 2008 2009 2010 2011 2012 2013 2014 2008 2009 2010 2011 2012 2013 2014
Statement of Financial Position
Inlessstg:m 2591 3385 4747 5038 6366 6941 8344 719 781 778 205 329 458 565
Other
809 754 1088 19224 12612 7810 5914 225 174 178 781 651 515 40

Assets
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Table 2. Cont.

Financial Statement Amounts (USD. Mil.) Common Size (%)

Year 2008 2009

2010 2011 2012 2013 2014 2008 2009 2010 2011 2012 2013 2014

Statement of Financial Position

Total

Assets 3605 4332 6099 24,626 19371 15170 14777 100 100 100 100 100 100 100
Policy

Loy 1799 1934 2584 20,796 12,994 7806 6558 499 446 424 845 671 515 444
Liabilities

Other

709 842 1431 1456 2727 3225 2916 197 194 235 59 141 213 197
Liabilities

Total 2508 2777 4014 22251 15722 11,031 9474  69.6 641 658 904 812 727 641
Liabilities

Capital

e 1097 1556 2085 2375 3649 4139 5303 304 359 342 96 188 273 359

Income Statement

Earned 2143 2331 2842 3112 3778 4483 4687 100 100 100 100 100 100 100
Premiums

Combined )y 9035 o772 7381 3593 3822 4160 948 959 975 2372 951 853 888
Expenses

Underwriting

Profit 111 100 70  —4270 186 661 527 5.2 43 25 372 49 148 112
(Loss)

Profit

(Loss) from 242 227 259  —4045 355 867 811 113 9.8 9.1 30 94 193 173
Operation

N?{f;")ﬁt 85 163 211  —4094 473 734 705 4 7 74  —316 125 164 15

Source: Office of Insurance Commission, website: http://www.oic.or.th/en (accessed on 15 February 2019). Table compiled by the authors.

In terms of the overall financial structure, the value of Thai non-life insurance com-
panies’ assets generally is rather small. Be that as it may, their total assets nearly doubled
from USD 3.6 bn. in 2008 to USD 6.1 bn. in 2010. Then, these assets quadrupled from
USD 6.1 bn. in 2010 to USD 24.6 bn. in 2011, with most of the growth in the category
“other assets.” In parallel, the non-life insurance companies’ total liabilities also increased
dramatically, almost doubling from USD 2.5 bn. in 2008 to 4.0 bn. in 2010, before increasing
more than five times to USD 22.3 bn. in 2011! The proportion of liabilities compared to total
assets was 69.6% in 2008, grew to 90.4% in 2011, and thereafter declined continuously to
81.2% in 2012, 72.7% in 2013 and 64.1% in 2014, respectively. Combined expenses increased
by 166.3% in 2011 when compared to 2010. As a result of these increased costs, non-life
insurance companies’ net profit of USD 259 mil. in 2011 dropped to a loss of USD 4.1 bn. in
2011. For the years 2012-2014, the non-life insurance companies again reported net profits
because their combined expenses had returned to more normal levels. It is noteworthy that
in 2011 the proportion of investment assets dropped dramatically to only 20.5% of total
assets, while policy liabilities became the largest source of the firms’ financing (84.5% of
total assets). Moreover, the ratio of total liabilities to total assets was higher (90.4%) in 2011
than in any other year during the study period.

Table 3 shows, as one might expect, that the values of the non-life companies” KPIs
deteriorated during the flood period. For example, the ratio of investment assets to policy
liabilities ratio (IAPL) fell sharply in 2011, but gradually recovered during the immediate
post-flood years, although its level in 2014 still was well below that of 2010.

Likewise, both the loss ratio (LR) and the combined expense ratio (CBR) worsened.
For each of them, the lower the ratio, the more profitable the insurance company and vice
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versa. If either ratio is above 1, or 100%, the insurance company is unprofitable and may be
in poor financial health because it is paying out more in claims and/or expenses than it is
receiving in premiums and/or other income. Both these ratios peaked in 2011, then fell
below pre-flood levels over the years from 2012 to 2014.

Table 3. Statistics Describing Thai Non-Life Insurance Companies” KPIs, Age, and Size from 2008 to 2014.

Variables 2008 2009 2010 2011 2012 2013 2014
N Mean SDV Mean SDV Mean SDV Mean SDV Mean SDV Mean SDV Mean SDV
Financial Variables:
1 IAPL 58 276 313 295 329 32 395 068 082 0.8 123 117 135 227 644
2 LR 58 051 034 047 0.18 0.5 0.21 1.9 629 051 074 033 046 0.4 0.27
3 OER 58 054 043 052 024 114 147 235 633 094 092 078 062 078 0.37
4 CBR 58 105 048 099 029 123 148 245 627 113 086 09 053 095 028
5 ROA 58 0.02 0.11 0 015 -0.02 019 -—-005 015 -—0.02 013 0.02 0.08 0.03 0.07
6 ROE 58 —0.06 048 —0.07 073 0.03 062 —054 282 —024 1.02 008 038 004 043
7 OrPM 58 005 037 0.1 03 -007 1.02 -135 627 —-006 066 011 047 0.13 0.29
8 NPM 58 —0.01 037 006 024 -01 101 —-137 628 —003 066 007 044 0.1 0.29
9 DE 58 293 247 262 391 275 255 11.87 2523 817 1038 483 782 3.6l 41
Characteristic Variables:

10 Size * 58 573 066 5.64 1 13.2 1.7 13.3 1.6 135 1.7 13.6 1.7 137 16
11 Age** 58 3483 2498 3583 2498 368 249 378 249 388 249 398 249 408 249

* The size of a company’s insurance business was operationalized as the natural logarithm of written premiums. ** Company age was
measured as the number of years the entity has been in operation. Source: Office of Insurance Commission, website: http://www.oic.or.th/
en (accessed on 15 February 2019). Table compiled by the authors.

The operating profit margin (OPM) and net profit margin (NPM) ratios also display
this pattern, but in an inverse fashion. They suffered steep declines in 2011 before rising
above their 2010 levels over the 2012-2014 period. Not surprisingly, due to the flood claims,
the average return on assets (ROA), already negative in 2010, fell further in 2011, before
turning upward in 2012, and becoming positive in 2013 and 2014 after the flood period.
The average return on equity (ROE) dropped dramatically in 2011 but turned upward in
2012 as well, and was positive again in 2013 and 2014.

Lastly, the non-life insurance companies’ average DE ratio skyrocketed in 2011 to 11.9
from 2.7 in 2010, then declined to 8.2 in 2012, 4.8 in 2013 and 3.6 in 2014. Nevertheless, at
the end of the study period it remained above its pre-flood value.

In summary, the non-life insurance companies’ average NPM, ROA, and ROE were
negative in 2011 and 2012, indicating losses in those years. In 2011, the average LR was
greater than 1. In both 2011 and 2012, the average CBR also was greater than 1. Together
with the rise in the average DE ratio, these LR and CBR values point to financially unhealthy
developments and the need for cash inflows.

Besides changes in their average values, with the exception of ROA, the KPIs’ standard
deviations in 2011 widened markedly compared to 2010. Although the overall picture for
the non-life insurance industry was grim, evidently some companies nevertheless managed
to perform better than others. Moreover, by 2013 most of the average KPIs had begun
to recover and the standard deviations to narrow, a process that continued through 2014.
However, were these observed changes within the overall industry sufficiently large to be
statistically significant?

3.2. Findings for Null Hypotheses 1-3

The study initially employed paired-sample t-tests to examine KPI changes over three
different periods: pre-flood (2008, 2009 and 2010); the flood year (2011); and the post-flood
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years (2012, 2013, and 2014). Table 4 shows that none of the average values for any variable
is significantly different year-over-year in the period prior to the flood (i.e., 2008, 2009, and
2010). That means there was little annual change in the Thai non-life insurance companies’
financial situation. Then, two KPIs (the ratio of investment assets to policy liabilities (IAPL)
and the debt-to-equity ratio (DE), changed significantly from 2010 to 2011 (the flood year).
A third KPI (return on assets (ROA) shows a statistically significant change from 2011 to
2012. While these differences also are evident in KPI comparisons for the years 2013 and
2014 with 2011, the other six KPIs display no significant change.

The reason behind this apparent lack of change is that most of the financial effects
manifested themselves with a time lag. Given that the flooding occurred in the last
quarter of 2011 and considerable delay in estimating losses, filing claims, and processing
them resulted due to the destruction and disruption it caused, such a lag is unsurprising.
Accordingly, some considerable portion of claims processing likely continued well into the
following year. This reasoning suggests that flood and post-flood comparisons would be
more meaningful if the former encompassed both 2011 and 2012, while the latter included
only 2013 and 2014.

Two tests investigated the mean differences of the nine KPIs between the flood and
post-flood periods. Table 5 reports the variables” period means and standard deviations,
as well as the test results. Levene’s test for the equality of variances showed statistically
significant different flood and post-flood values for seven of the nine KPIs. Therefore,
the dependent sample t-tests for equality of the sample means were conducted on the
assumption of unequal variances for seven KPIs and on the assumption of equal variances
for the other two KPIs (investment assets to policy liabilities (LAPL) and return on assets
(ROA)). These test results indicate statistically significant differences between flood and
post-flood values for eight of the nine KPIs, with only the net profit margin (NPM) barely
missing the significant difference cutoff.

Summarizing the findings thus far, there are no statistically significant changes in the
nine KPIs over the three years prior to the flood. Such change occurs in just three KPIs
during the flood year and its immediate aftermath (2011-2012), perhaps due to the flooding
occurring rather late in 2011. However, three of the four profitability KPIs are significantly
different between the flood and post-flood periods, as are all four of the performance KPIs
and the leverage KPI. Accordingly, the first three hypotheses are rejected. Instead, as one
might expect, the Thai non-life insurance companies’ finances worsened during 2011-2012
and improved during 2013-2014. Yet, even by the end of the study period, their KPIs had
not recovered completely their pre-flood levels.
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Table 4. Results from Paired Samples t-Tests.

(1) 2008 vs. 2009 (2) 2009 vs. 2010 (3) 2010 vs. 2011 (4) 2011 vs. 2012 (5) 2011 vs. 2013 (6) 2011 vs. 2014
Paired Paired Paired Paired Paired Paired
Differences t Differences t Differences t Differences t Differences t Differences t
Mean SDV. Mean SDV. Mean SDWV. Mean SDV. Mean SDV. Mean SDV.
IAPL -019 097 —-145 -027 147 —139 253 3.88 4.96 ** —-021 0.63 —2.61 ** —049 080 —4.65 ** —-159 585 —2.08 *
LR 0.04 0.41 080 —-023 149 -115 -141 631 -1.70 1.40 6.86 1.55 1.57 6.67 1.79 * 1.51 6.45 1.78 *
OER  0.02 0.25 055 —017 158 —-082 —-120 648 —141 1.40 6.87 1.55 1.56 6.69 1.78 * 1.57 6.42 1.86 *
CBR  0.06 0.48 098 —040 3.06 —-099 -123 650 —1.44 1.33 6.83 1.48 1.49 6.65 1.71 * 1.50 6.39 1.79 *
ROA  0.03 0.10 1.85 0.00 0.06 0.51 0.03 0.17 1.16 -003 013 -171 —006 019 246 * —-0.07 0.16 —3.33 *
ROE 0.01 0.55 015 —-0.01 081 —005 0.57 2.88 1.51 -030 311 —-0.73 —0.63 288 —1.66 * —058 286 —1.54 *
OPM —0.04 041 -079 0.35 2.49 1.06 1.28 6.41 1.52 —-128 6.66 —147 —146 657 —1.69 * —-147 637 —1.76 *
NPM —-0.07 041 —-131 0.34 2.50 1.04 1.28 6.40 1.52 -134 6.69 —1.53 —145 658 —1.67 * —-147 638 —1.76 *
DE 0.31 297 079 —022 287 —-057 -9.13 2514 277 ** 370 2653 1.06 704 2529 212 * 827 2547 247 *

*a <0.05; % a<0.01
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Table 5. Independent Samples t-Test of Data from the “Flood Period” and the “Post-Flood Period”.
Levene’s
Test for .
Mean SDV. Equality of t-Test for Equality of Means
Variances
95%
Confidence
Flood Post- Flood Post- . Sig. - Mean  Std.
Sig. I 1 of th
Period Flood Period Flood '8 t df Tailed) Diff Error n]t)e'?f’a e
Period Period Diff 1Herence
Lower Upper
1 IAPL 0.8 1.7 1 47 26 011 -21 230 0.04 * -09 0.4 -1.8 —0.1
2 LR 1.2 0.4 4.5 0.4 6.6 0.01* 2 116.6 0.05 * 0.8 0.4 0 1.7
3 OER 1.6 0.8 4.6 0.5 8.4  0.00** 2 117.9 0.04* 0.9 0.4 0 17
4 CBR 1.8 1 4.5 0.4 78 0.01* 2 117 0.05* 0.8 0.4 0 1.7
5 ROA 0 0 0.1 0.1 2 0.16 —3.4 230 0.00 ** —0.1 0 -0.1 0
6 ROE —-0.4 0.1 2.1 0.4 84 000* =23 1235 0.03 * -0.5 0.2 -0.9 —0.1
7 OPM -07 0.1 45 0.4 73 0.01* -2 116.7 0.05* -0.8 0.4 -17 0
8 NPM -07 0.1 4.5 0.4 74 001* —-19 116.6 0.06 -0.8 0.4 -1.6 0
9 DE 10 42 19.3 6.2 21.5 0.00 ** 3.1 138.9 0.00 ** 5.8 1.9 2.1 9.5
* 2 <0.05 " a<0.01
3.3. Findings for Hypotheses 4, 5 and 6
Table 6 reports the matrix of correlations between pairs of the non-life insurance
companies’ characteristics, namely age and size (as measured by written premiums), the
nine financial KPIs, and total assets (TA). There is a weak, but statistically significant,
positive correlation between age and size. That is, older companies also are somewhat
inclined to be larger and vice versa. Moreover, both older and larger companies tend to
have slightly higher returns on their assets (ROAs). However, these two characteristics
are not significantly related to any other of the studied KPIs. That is, neither age nor size
covaries with eight of the nine KPIs.
Table 6. Pearson Correlation Matrix for Age, Size, Nine Financial KPIs, and Total Assets.
Size Age IAPL LR OER CBR ROA ROE OorPM NPM DE TA
Size 1
Age  0.200* 1
IAPL —0.051 —0.028 1
LR —0.001 —0.066 —0.049 1
OER —0.048 —0.094 —0.019 0.961 ** 1
CBR —0.034 —0.086 —0.040 0966 *  0.987 ** 1
ROA 0.158 ** 0.125*% 0.099 —0.353 —0.395 —0.408 1
ROE 0.045 0.095 0.046 —0.745 —0.722 —0.736  0.405 ** 1
OorM 0.028 0.084 0.056 —0.980 —0.982 —0.9%  0.408*  0.746** 1
NPM 0.029 0.090 0.056 —0.980 —0.983 —0.996 0.409 **  0.746**  0.999 **
DE —0.081 —0.085 —0.142 0.039 0.019 0.023 —0.037 —0.322 —0.029 —0.028 1
TA 0.651 ** 0.117 —0.351 —0.006 —0.225 —0.306 0.234 ** 0.145* 0.238 ** —0.029 0.242 ** 1.00
N 290 290 290 290 290 290 290 290 290 290 290 290
*a <0.05; " a <0.01.

In contrast, there is a moderately strong, positive relationship between total assets
and company size. Additionally, positive, but relatively weak relationships exist between
TA and the KPIs ROA, ROE, OPM, and DE.

Among themselves, it is noteworthy that six KPIs (ROE, LR, OER, CBR, OPM and

NPM are highly intercorrelated. Yet, variance inflation (VIF) values below 10 indicate
the absence of multicollinearity and thus this requisite assumption for employing all the
Table 6 variables in a regression analysis of the Thai non-life insurance companies’ technical
efficiency is met.
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First, though, earned premiums and investment assets were selected as inputs and
operating profit as the output in determining technical efficiency scores via DEA. These
scores then served as the dependent variable to be explained by age, size, the nine KPIs,
and total assets in both traditional linear and Tobit regression models, each with constant
returns-to-scale and variable returns-to-scale variants.

Table 7 reports the average technical efficiency scores for each of three total asset
classes during the study period. Overall, the scores are highest during the pre-flood years,
decline during 2011, and are lowest during the post-flood years. Apparently, company
performance generally dropped during the flood year and fell even further in subsequent
years. However, entities with more than USD 335 mil. in total assets experienced no
statistically significant change in technical efficiency across the periods studied. In contrast,
both firms with between USD 170 mil. and USD 335 mil., and those with less than USD
170 mil. in total assets suffered sharp, statistically significant drops in technical efficiency
during both the flood and post-flood years. Moreover, during these two periods the average
technical efficiency of the 12 companies with the most total assets was markedly higher
than that of the 46 companies in the other two total asset classes. Finally, only five of the 58
Thai non-life insurance companies attained the highest possible technical efficiency score
of 1 during the pre-flood and flood years, and just three reached that level in the post-flood
period. In every instance, though, all were businesses with more than USD 335 mil. in
total assets. Clearly, the amount of resources available to a company matters, a finding that
is consistent with some previous research [59,60]. Therefore, one can reject both H4 and
H6 because there are substantial differences in the non-life insurance companies’ technical
efficiency scores and a marked tendency for those scores to vary directly with the amount
of an entity’s total assets.

Table 7. ANOVA test results on average technical efficiency scores classified by total assets and time periods.

Average Technical Efficiency Score

Total Assets
Before Flood During Flood After Flood F
Overall (n = 58) 0.7440 0.6444 0.5043 18.511 *
>USD 335 mil. n=12) 0.7875 0.8133 0.7492 0.438
STD 0.1357 0.1707 0.1952
From Uf’n?1170_335 (n=12) 0.8067 0.7058 0.6050 4.081*
STD 0.1286 0.1600 0.2181
<USD 170 mil. (n=34) 0.7041 0.5581 0.3756 25.544 **
STD 0.1541 0.2341 0.1523

*a < 0.05; %o < 0.01.

With the DEA results in hand, one now can delve more deeply into the causes of
variation in the companies’ technical efficiency via regression modeling. Table 8 presents
the results. CRS assumes that outputs will change by the same proportion as inputs.
On the other hand, VRS assumes that an additional increment of input will result in
a disproportionate change in output. Therefore, VRS reflects that outputs may exhibit
increasing or decreasing returns to scale. The VRS assumption is better fitting in both the
traditional linear and Tobit regression models. Although the VRS variant of the traditional
linear model yields the highest R?, the Tobit VRS model’s fit is superior because it has the
lowest values on all three evaluation criteria.

Age was not a significant part of the explanation in any of the model variants. There-
fore, H5 could not be rejected. Likewise, six of the nine KPIs did not contribute significantly
to any of the models. In the best-fitting model, though, total assets, net profit margin,
the ratio of invested assets to policy liabilities, and the loss ratio (in descending order of
their strength) proved to be of significant help in explaining intercompany differences in
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technical efficiency scores. Furthermore, the efficiency scores varied directly with values of
the first three of these explanatory variables and inversely with values of the fourth one.

Table 8. Results from CRS and VRS Variants of Traditional and Tobit Regression Models.

Traditional Regression Traditional Regression Tobit Regression Tobit Regression
CRS VRS CRS VRS
Coefficient: t t t t
IAPL 0.0089 1.55 0.0151  * 2.23 0.0090 1.62 0.0236  * 2.12
LR —0.1374 * —220 —0.1451 —-193 —-0.1454 * —240 —0.1505 * —1.96
NPM 0.2204 1.59 0.3033 * 217 0.2263 1.70 03121 * 2.23
TA 12 0.0106 0.60  0.0911 * 478  0.0104 062 00925 * 4.84
Constant 0.1460 1.01 0.8601  ** 5.61 0.1392 1.00 0.8582  ** 5.55
R? 13.3700 41.8900 ** 20.2300 31.4800 **
Log Likelihood  23.8484 17.1913 20.4205 9.8876
AIC3 37.6967 24.3826 28.8411 7.7753
BIC 4 28.5535 14.2558 17.8692 4.3768

*x <0.05 * a <0.01,! TA is natural log of total assets; 2 THB tn.; 3 AIC-Akaike’s information criterion); * BIC-Bayesian information
criterion. The model with the lowest log-likelihood, AIC or BIC value is considered the best-fitting model (regardless of directional sign
disregard the negative sign). These values are shown in bold face.

3.4. Discussion of Results

The t-test findings presented here justified the rejection of H1, H2, and H3 insofar as
they pertained to the flood and post-flood periods. That is, the flood had a deleterious effect
on all but one of the Thai non-life insurance companies” KPIs, an effect that persisted into
the post-flood years. The ANOVA-test results, however, demonstrated that better-resourced
firms operated at relatively high levels of technical efficiency across all three study periods.
Instead, the entities with fewer resources were the ones whose efficiency in generating
profits collapsed during the flood years and fell further still during the post-flood period.
These outcomes led to the rejection of H4 and suggested that total assets would be an
important element in accounting for the observed variation in technical efficiency scores.
Regression modeling showed that indeed to be the case, warranting the rejection of Heé.
Given that total assets and the size of an insurance business proved to be moderately
correlated, there thus also appears to be support for other researchers’ conclusion that
size affects profitability positively [61-65]. Additionally, the best-fitting regression agreed
with the literature about the net profit margin (NPM) [18,22,25,29,30,32,33] and investment-
assets-to-policy-liabilities ratio (IAPL) [18,19,22,26,34,35] directly affecting profitability, as
well as the loss ratio’s inverse influence on it [18,19,25,26,28,30,34-36].

Contrary to reports in other research [48,61], this study’s analyses turned up no
evidence of a company’s age affecting any of the accounting KPIs or technical efficiency.
Therefore, there was no basis to reject H5.

Last but not least, in every period, all of the “best practice” entities with technical
efficiency scores equal to 1.0 are large non-life insurance companies whose total assets
exceed USD 335 mil. This result agrees with research results showing that larger firms
typically are more efficient than smaller ones [60,61].

4. Conclusions

The insurance industry provides important financial support to a growing economy
insofar as it transfers funds from the insured to capital investment by an insurer. In this way,
the development of the insurance industry can contribute to infrastructure improvement
and the accumulation of productive capital. Yet, insurance pricing sometimes does not
reflect risk levels or provide an adequate incentive for risk-sensitive business investment,
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particularly in low- and middle-income countries with low penetration rates but rapidly
growing markets [66,67].

Thus, most Thai non-life insurance companies first need to increase their revenue (i.e.,
net earned premiums) in order both to boost their profits and bring down the combined
ratio. Higher profits would mean larger reserves, which would lower the debt-to-equity
ratio. That, in turn, would enhance insurers’ liquidity and resilience, thereby strengthening
their ability to continue operations when unexpected eventualities materialise. Ceteris
paribus, additional revenue would improve the net profit margin (one of the best-fitting
regression model’s explanatory variables). It also would allow the companies to invest
more in income-earning assets, thereby boosting both total assets and the IAPL ratio
(another two of that model’s explanatory variables).

Second, non-life insurance companies need to improve their operational efficiency.
Doing so would involve managing claims better, while reducing operating expenses,
thereby further improving profitability. Taken together, such measures to decrease the
combined ratio (CBR) and the debt-to-equity ratio (DE) should raise the return on assets
(ROA) and correspondingly increase the Thai non-life insurance industry’s sustainability.

Third, to achieve greater economies of scale and operational stability, some consoli-
dation via acquisitions and mergers within the industry may be in order. As the number
of providers shrinks, though, more government regulation of the insurance industry may
become necessary in order to ensure adequate competition, while preventing the formation
of cartels and other oligopolistic abuses. Another measure to ensure adequate competition
within the industry might be for Bangkok to encourage large (and therefore more efficient)
foreign insurance companies to enter the Thai market.

Fourth, non-life insurance companies might rely more on reinsurance to achieve
greater risk diversification, particularly in the face of increasing natural hazards associated
with global warming. Fifth, more equity raised through the sale of shares could substi-
tute for current high levels of debt financing, thereby reducing borrowing expenses and
improving debt to equity ratios.

Sixth, the insurance companies could manage their combined expenses better, for
example, by controlling commissions, brokerage fees, and operating expenses more ef-
ficiently. The novel application of DEA and Tobit regression undertaken here revealed
that three of these firms operated at the peak level of technical efficiency throughout the
observation periods. In-depth case studies of their management practices could identify
specific, transferable, cost-cutting techniques and tools that less efficient entities might find
helpful.

Seventh, the Thai non-life insurance industry might consider a more innovative
product mix. Policies insuring against floods, earthquakes, other natural catastrophes or
terrorism likely would attract more customers, thereby boosting written premiums. Such
products might be introduced in the course of a Thai government campaign encouraging
the purchase of insurance.

It is important to note that due to the 2011 historic floods in Thailand, the Thai
cabinet approved The National Catastrophe Insurance Fund (NCIF) Decree on 10th Jan-
uary 2012 [68]. Its purpose was to help manage catastrophic risk through insurance and
reinsurance. It also provided THB 50 bn. (USD 1.55 bn.) in financial assistance to the
non-life insurance industry [69]. By subsidizing premiums, it made catastrophe insurance
accessible to more people and businesses, while ensuring that foreign investors and local
entrepreneurs would continue their operations in Thailand. The situation in confronting
the country’s insurance industry during the years studied was not much different from
that in other countries hit by major natural disasters or catastrophes. The number of
households and SMEs that have insured their property remains relatively low for a country
of 70 million people. Therefore, still more effort by the Thai government to encourage and
ease the purchase of flood insurance would be desirable.

From a national perspective, the need for capital to speed economic recovery in the
aftermath of natural disasters is crucial. The market for nontraditional risk financing
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products, such as catastrophe bonds (CAT bonds), now account for a sizable portion
of the market for property disaster retrocession. For example, in 2019, the World Bank
(International Bank for Reconstruction and Development, or IBRD) issued two tranches of
catastrophe-linked bonds (CAT bonds) to provide the Republic of the Philippines with three
years of financial protection against earthquake losses of up to USD 75 mil. and tropical
cyclone losses of up to USD 150 mil. [70]. Then, in 2020, it issued four more such bonds
that will provide the Government of Mexico with financial protection of up to USD 485 mil.
against losses from earthquakes and named storms for four years. These instruments have
proven popular with investors. Besides international entities and national governments,
they can be issued by large insurance companies. According to the statistics of insurance
in developing countries, only 11% of insurance coverage applies to catastrophic damage.
Consequently, governments and their citizenry will be responsible for 89% of any damage
that occurs [71]. Thus, the issuance of CAT bonds could help close this insurance gap and
reduce the financial risk to businesses, governments, and households.

The present study’s conclusions have international relevance. Thailand’s historic flood
is just one example of the many kinds of catastrophe that can happen in any country. The
economic and social consequences of such disasters for a country potentially are severe.
Moreover, the insurance industry also may find itself in difficulty in trying to regain its
pre-disaster level of efficiency, even with governmental support. Accordingly, insurance
companies and related entities, such as commercial banks, state agencies, and private and
public businesses need to engage continuously in planning and implementing appropriate
preventative and protective measures.

This study of a natural disaster’s impact on Thai non-life insurance companies’ fi-
nances is the first of its kind. It has several shortcomings. To begin with, it covers just
one event during a single period (2008-2014). Hence, the examination of other disasters at
other times and in other national contexts may yield different results. Furthermore, the
present study relied heavily on nine commonly used KPIs. Even though these KPIs are in
widespread use by many scholars, it could be that employment of other indicators might
produce additional or different insights. The study also included just three company char-
acteristics. Although total assets and size (through its moderate correlation with TA) did
so, other characteristics might contribute further to explaining intercompany differences in
profit generating efficiency. Future research might address these limitations. In addition,
one might take the best-fitting regression model’s results as a starting point for in-depth
interviews with the most efficient companies’ executives to learn more about how they
manage their total assets, net profit margin, premium revenue, losses, investments, and
policy liabilities.

Future research furthermore should explore other applications of DEA to insurance
company data. Here, sample size constrained that analysis and the input-output mix,
though plausible, nevertheless was somewhat arbitrary. Analyses with alternative input-
output mixes conceivably could give rise to different results.
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