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Abstract

This study examines the effect of
reinsurance practices on the financial
stability of insurance companies in Nigeria
using a panel dataset covering ten insurers
from 2015 to 2024. The analysis focuses on
reinsurance utilisation, retention ratio,
reinsurer credit quality, and reinsurance
recovery  performance as the key
determinants  of  financial  stability.
Secondary data were obtained from audited
annual financial statements, regulatory
filings, and industry publications. The
Random Effects model was selected based
on the Hausman specification test and
estimated using robust standard errors to
address heteroskedasticity. The results
reveal that all four reinsurance variables
exert positive and statistically significant
effects on financial stability. Reinsurance
utilisation enhances stability by reducing
underwriting volatility, while optimal
retention levels improve capital efficiency.
Reinsurer credit quality has the strongest
effect, indicating that engaging financially
sound reinsurers promotes resilience and
effective risk transfer. Additionally, efficient
reinsurance recovery performance
strengthens liquidity and supports timely
claims settlement. The study concludes that
well-structured reinsurance strategies are
essential for maintaining solvency and
ensuring the long-term sustainability of
insurance companies in Nigeria. Policy
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recommendations  include  enhancing
reinsurance supervision, promoting
partnerships with strong reinsurers, and

improving claims and recovery
management systems.
Keywords: Reinsurance, Financial

Stability, Retention Ratio, Reinsurer Credit
Quality, Reinsurance Recoveries, Insurance
Companies, Nigeria

JEL Classification: G22, G32, G23

Introduction
Reinsurance plays a central role in
strengthening the financial stability of

insurance companies, particularly in
markets that experience underwriting
volatility, limited capital buffers, and

exposure to large or unexpected losses. In
Nigeria, the growth of the insurance sector
has increased the importance of reinsurance
as a mechanism for risk transfer, earnings
stability, and protection of solvency
positions. Recent industry reports indicate
that premium income in the Nigerian
insurance market has continued to rise
between 2022 and 2024, accompanied by
an increase in claims across major business
categories. As insurers take on more risks in
a rapidly expanding market, their exposure
to catastrophic losses, liquidity pressures,
and reserve fluctuations increases, making
reinsurance an  essential  tool  for
maintaining financial stability (NAICOM,
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2023; NAICOM, 2024). Globally,
reinsurance is recognised as a stabilising
force for insurers. The International
Association of Insurance Supervisors
highlights  that effective reinsurance
arrangements enhance an insurer’s capacity
to absorb shocks, preserve solvency
margins, and sustain  underwriting
operations during periods of financial stress
(TAIS, 2023). In Nigeria, similar concerns
have emerged as insurers confront inflation,
exchange rate fluctuations, and rising
claims ratios. These conditions can weaken
capital adequacy and threaten overall
financial stability if risks are not properly
managed. Reinsurance functions as an
additional financial safeguard by allowing
insurers to spread risks, smooth income
over time, and strengthen liquidity through
recoveries from reinsurance partners
(Arowolo and Okafor, 2022).

Empirical research increasingly supports
the view that reinsurance decisions
influence the stability of insurers. Yusuf and
Elemide (2023) show that reinsurance
utilisation can improve solvency conditions
for Nigerian insurers, especially those
operating in high risk segments of the
market. Adegboye and Fakunle (2022) also
find that firms with diversified reinsurance
arrangements experience lower volatility in
underwriting outcomes and stronger claims
paying capacity. Nevertheless, other studies
observe that excessive dependence on
reinsurance may reduce profitability and
expose insurers to counterparty risks when
reinsurer credit quality is weak or when
recoveries are delayed (Ojo and Balogun,
2021). These findings demonstrate that
reinsurance can either support or undermine
financial stability depending on how it is

structured and managed. This study
therefore investigates the relationship
between reinsurance and the financial

stability of insurance companies in Nigeria.
Financial stability serves as the dependent
variable, while four dimensions of
reinsurance practice are examined as
independent variables. These include
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reinsurance utilisation, retention ratio,
reinsurer credit quality, and reinsurance
recovery performance. This structure
allows for a comprehensive assessment of
how specific components of reinsurance
contribute to or detract from stability
outcomes within the Nigerian insurance
sector.

The growing significance of reinsurance in
the Nigerian insurance market, combined
with ongoing regulatory reforms and the
transition toward risk-based supervision,
makes this study timely and relevant. By
providing evidence on how reinsurance
influences the financial resilience of
insurers, the study contributes to policy
debates on solvency management, risk
governance, and sustainable growth in the
domestic insurance industry.

Statement of the Research Problem

The financial stability of insurance
companies in Nigeria has become
increasingly uncertain in recent years as
insurers face rising claims, growing
exposure to large losses, persistent
inflation, and fluctuations in the value of the
naira. Although reinsurance is expected to
provide protection through risk transfer and
the stabilisation of underwriting results,
many Nigerian insurers continue to
experience liquidity strain, declining
solvency margins, and delays in claims
settlement despite maintaining reinsurance
arrangements. This situation raises critical
concerns about the effectiveness and
quality of reinsurance practices within the
industry. Existing empirical studies provide
insights but remain limited in scope. Yusuf
and Elemide (2023) examined the effect of
reinsurance utilisation on the solvency of
Nigerian insurers and found that firms with
higher reinsurance cessions experience
improved solvency positions. However,
their study focused only on the proportion
of risk ceded and did not consider the
quality of reinsurers or the speed of
recoveries, factors that significantly
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influence financial stability during loss
events. Adegboye and Fakunle (2022)
reported that diversification of reinsurers
contributes to reduced volatility in
underwriting performance, yet their
analysis excluded the retention ratio and
thus did not address how much risk insurers
keep on their own books. Similarly, Ojo and
Balogun (2021) found that excessive
reliance on reinsurance may weaken
financial stability due to high reinsurance
costs and slow settlement of reinsurance
recoveries. Their study, however, did not
integrate reinsurer credit strength, which is
a crucial determinant of whether recoveries
will be timely and complete.

Research from outside Nigeria also
highlights inconsistencies. Mensah and

Yeboah (2021) identified a weak
relationship between reinsurance and
financial  stability among Ghanaian

insurers, largely due to counterparty risks
associated with financially weak reinsurers.
In contrast, Rahman and Hamid (2022)
observed a strong positive effect of
reinsurance on the resilience of Malaysian
insurance firms. These contradictory
findings suggest that the impact of
reinsurance is context specific and depends
on multiple internal and external factors.

The key limitation across previous studies
is that most of them examine only one or
two aspects of reinsurance. They do not
adopt a comprehensive approach that
considers the combined influence of
reinsurance utilisation, retention structure,
reinsurer credit quality, and the efficiency
of reinsurance recoveries. Yet these four
components collectively determine whether
reinsurance enhances or undermines
financial stability. This study addresses
these gaps by examining four distinct yet
interrelated dimensions of reinsurance
within a single analytical framework. These
dimensions include reinsurance utilisation,
retention ratio, reinsurer credit quality, and
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reinsurance recovery performance. By
analysing all four variables together, the
study provides a more complete and
realistic understanding of how reinsurance
affects the financial stability of Nigerian
insurance companies. This
multidimensional approach distinguishes
the present study from previous works and
contributes new evidence that is relevant
for insurers, regulators, and policymakers
committed to strengthening the resilience of
the Nigerian insurance sector.

Objectives of the Study

The main objective of the study is to
examine the effect of reinsurance on the
financial stability of insurance companies
in Nigeria.

The specific objectives are to
1. determine the effect of reinsurance
utilisation ratio on the financial
stability of insurance companies in
Nigeria.

2. examine the effect of retention ratio
on the financial stability of
insurance companies in Nigeria.

3. assess the effect of reinsurer credit
quality on the financial stability of
insurance companies in Nigeria.

4. evaluate the effect of reinsurance
recovery performance on the
financial stability of insurance
companies in Nigeria.

Conceptual Literature

Financial Stability

Financial stability describes the capacity of
an insurance company to absorb financial
shocks, maintain adequate capital, honour
claims as they fall due, and continue
operations without disruption. Stability is
often assessed through solvency ratios,
capital adequacy, liquidity measures,
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claims settlement capacity, and overall
resilience to underwriting and market risks.
In the insurance context, stability depends
heavily on the strength of the insurer’s
balance sheet, adequacy of reserves, quality
of risk management structures, and access
to external risk sharing mechanisms.
According to the International Association
of Insurance Supervisors, financial stability
in the insurance sector is enhanced when
firms maintain sufficient capital buffers and
adopt sound risk transfer practices,
especially in emerging markets where
exposure to catastrophic events and
macroeconomic uncertainties is high (IAIS,
2023). Nigerian evidence suggests that
financial stability remains fragile because
of rising claims, inflationary pressures,
volatility in foreign exchange markets, and
weak investment returns, all of which
increase reliance on reinsurance as a
stabilising tool (NAICOM, 2023; Arowolo
and Okafor, 2022). In this study, financial
stability is viewed as a function of the
firm’s ability to manage underwriting risks,
meet claim obligations, and maintain
solvency through effective reinsurance
practices.

Reinsurance Utilisation Ratio

Reinsurance utilisation refers to the extent
to which an insurer transfers risk to external
reinsurers by ceding a portion of its
premiums. It is measured as the proportion
of premiums ceded relative to gross
premiums written. The utilisation ratio
reflects the insurer’s dependence on
reinsurance to stabilise underwriting
results. Higher utilisation helps insurers
protect capital, manage catastrophic risks,
and comply with regulatory solvency
benchmarks. Scholars such as Yusuf and
Elemide (2023) argue that firms with higher
reinsurance utilisation enjoy stronger
solvency positions because they transfer
substantial risk to financially stronger
reinsurers. Similar findings by Ibraheem
and Sanni (2022) show that reinsurance
utilisation moderates the negative impact of
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large loss events on earnings. However,

other studies caution that excessive
reinsurance may reduce profitability
because ceded premiums lower the

insurer’s earned income. Ojo and Balogun
(2021) note that high cession ratios may
expose insurers to counterparty risks when
reinsurers  delay  payments.  Thus,
reinsurance utilisation must be strategically
balanced to optimise both protection and
performance.

Retention Ratio

The retention ratio refers to the portion of
risk retained by the insurer after
reinsurance. It is calculated as the ratio of
net premiums written to gross premiums
written. Retention determines the insurer’s
risk appetite and capital strength. Higher
retention means the insurer keeps more risk,
potentially earning higher underwriting
profits but also facing greater exposure to
losses. Lower retention indicates reliance
on reinsurance for risk sharing and income
stabilisation.

Adeyemi and Adejumo (2022) observe that
insurers with higher retention ratios tend to
perform better during stable periods but
may experience severe volatility during
economic or claims stress. Mensah and
Yeboah (2021) found that inappropriate
retention levels weaken stability, especially
when insurers lack adequate capital.
Scholars consistently emphasise the need
for optimal retention decisions supported
by actuarial analysis, capital availability,
and reinsurance pricing. The retention ratio
therefore plays a crucial role in determining
how much risk the insurer keeps and how
much it seeks to offset through reinsurance.

Reinsurer Credit Quality

Reinsurer credit quality refers to the
financial strength, reliability, and claims
paying ability of the reinsurer engaged by
the primary insurer. Credit quality is
typically assessed using ratings from
organisations such as AM Best, Fitch,
Standard and Poor’s, or Global Credit
Rating Agency. High quality reinsurers
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provide assurance that recoveries will be
honoured promptly, particularly during
large or catastrophic loss events. Rahman
and Hamid (2022) find that insurers that
partner with highly rated reinsurers enjoy
greater financial stability and consistent
cash flow. Conversely, poor credit quality
exposes insurers to counterparty risks,
delayed settlements, and the risk of default.
International literature strongly emphasises
that reinsurer quality is central to effective
risk transfer because a reinsurance contract
is only as strong as the reinsurer’s financial
position. ITAIS (2023) underscores that
counterparty risks must be monitored
because they have the potential to
undermine solvency if reinsurers are unable
to meet obligations. In the Nigerian context,
limited availability of highly rated local
reinsurers increases reliance on foreign

reinsurers, which introduces additional
exchange rate and regulatory
considerations.

Reinsurance Recovery Performance

Reinsurance recovery performance refers to
the efficiency and timeliness with which
insurers obtain reimbursements or claim
recoveries from reinsurers following loss
events. [t includes the speed of settlement,
the proportion of expected recoveries
received, and the effectiveness of
documentation and claims processes.
Recovery performance directly affects
liquidity because insurers often depend on
reinsurance recoveries to settle
policyholder claims. Adegboye and
Fakunle (2022) note that delayed recoveries
heighten liquidity strain and undermine
financial stability. Ojo and Balogun (2021)
add that insurers with weak recovery
performance face increased operational and
financial stress, especially during periods of
high claims. Recovery performance is
influenced by reinsurer financial strength,
clarity of contract terms, quality of
underwriting records, and the insurer’s
internal claims management processes.
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Effective recovery ensures smooth cash
flow and reinforces the stabilising function
of reinsurance. Poor recovery, however, can
erase the benefits of risk transfer and
expose insurers to large unpaid losses.

Theoretical Literature

Agency Theory

Agency Theory, introduced by Jensen and
Meckling (1976), explains the conflicts of
interest that arise when managers, who
control the daily operations of a firm, make
decisions that may not align with the
interests of owners. In insurance
companies, agency problems tend to
manifest through aggressive underwriting,
inadequate pricing of risks, insufficient
capital retention, and poor risk management
practices. Managers may also focus on
short term premium expansion rather than
long term solvency, thereby exposing
insurers to instability. Reinsurance helps
mitigate these agency conflicts by imposing
external oversight from reinsurers and by
reducing the firm’s exposure to
underwriting shocks.

Reinsurers often require strict underwriting
guidelines, proper documentation, and
adherence to risk standards before
accepting risks. This external scrutiny
limits managerial opportunism and
strengthens financial discipline. Empirical
studies such as Yusuf and Elemide (2023)
support the agency theory perspective by
showing that reinsurance utilisation
enhances solvency and reduces financial
distress among Nigerian insurers.

Similarly, Rahman and Hamid (2022)
observe that insurers with stronger
reinsurance structures demonstrate
improved capital adequacy and stability.
Agency Theory therefore provides a
relevant foundation for understanding how
reinsurance utilisation, retention decisions,
reinsurer credit quality, and recovery
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performance contribute to financial
stability.
Risk Transfer Theory

Risk Transfer Theory is central to the
conceptual foundation of reinsurance and
describes the process through which
insurers shift all or part of their
underwriting risks to other entities with
greater capacity to absorb losses. According
to Cummins and Weiss (2014), the essence
of risk transfer is to reduce the volatility of
claim payments, protect the capital base,
and ensure that catastrophic or unusually
large losses do not destabilise the insurer.
Reinsurance serves this purpose by
redistributing risks across institutions and
geographical regions, thereby smoothing
loss  experience over time. The
effectiveness of risk transfer depends not
only on the volume of ceded premiums but
also on the quality of reinsurers and the
efficiency of recovery performance.
Adegboye and Fakunle (2022) argue that
insurers  with  strong  reinsurance
arrangements are better able to withstand
fluctuations in claims and maintain stable
financial positions. Conversely, Ojo and
Balogun (2021) note that ineffective risk
transfer, especially when recoveries are
delayed or reinsurers are financially weak,
undermines stability and increases liquidity
strain. Risk Transfer Theory directly
supports the study’s variables,
demonstrating that reinsurance utilisation
ratio, retention ratio, and reinsurance
recovery performance are essential
determinants of how well insurers manage
their exposure to losses and maintain
financial stability.

Modern Portfolio Theory

Modern Portfolio Theory, proposed by
Markowitz (1952), emphasises
diversification as an effective strategy for
reducing risk and improving the risk return
profile of an institution. Although originally
developed for financial investments, the
theory applies strongly to the insurance and
reinsurance industry. Reinsurance functions
as a diversification tool by allowing
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insurers to spread risks across multiple
reinsurers, product lines, and geographical
markets. This reduces concentration risk
and minimises exposure to single
catastrophic events. Rahman and Hamid
(2022) found that insurers who diversify
their reinsurance arrangements experience
lower earnings volatility and stronger
solvency positions. Ibraheem and Sanni
(2022) also observe that reinsurer
diversification reduces counterparty risks
and enhances stability, particularly in
markets where local reinsurers have limited
financial capacity. From the perspective of
Modern Portfolio Theory, reinsurer credit
quality becomes a crucial variable because
financial weakness among reinsurers
reduces the benefit of diversification and
exposes insurers to systemic failure.
Reinsurance recovery performance is
equally important because delayed or
incomplete recoveries disrupt cash flow and
amplify liquidity risk. Modern Portfolio
Theory therefore strengthens the argument
that reinsurance, when properly structured,
enhances resilience and contributes to long
term financial stability.

Empirical Literature Review

Financial Stability and Reinsurance
Utilisation Ratio

A significant body of empirical research has
examined how reinsurance utilisation
influences the financial stability of insurers
across different countries. Yusuf and
Elemide (2023) found in Nigeria that
greater reinsurance utilisation improves
solvency margins and strengthens insurers’
ability to absorb losses. Ibraheem and Sanni
(2022), also in Nigeria, reported that higher
cession ratios reduce underwriting
volatility and contribute to more stable
earnings. In Ghana, Mensah and Yeboah
(2021) observed that reinsurance utilisation
helps insurers withstand major loss events
and maintain stable liquidity. Mwangi and
Kariuki (2022) found similar results in
Kenya where utilisation of reinsurance
significantly enhances solvency and capital
adequacy.
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In Malaysia, Rahman and Hamid (2022)
reported that reinsurance utilisation
supports financial resilience by reducing
claims volatility. Adegboye and Fakunle
(2022) found in Nigeria that firms with
higher cession levels experience stronger
financial stability due to better risk sharing.
Adebisi and Daniel (2021), in a study on
West African insurers, concluded that
utilisation of reinsurance improves the
ability to manage catastrophic losses.
Adeyemi and Adejumo (2022) reported in
Nigeria that reinsurance utilisation reduces
earnings fluctuations and strengthens
solvency outcomes. Cummins and Weiss
(2014), in a global study, highlighted that
reinsurance utilisation is a major stabilising
factor across developed and emerging
insurance markets. In South Africa,
Mphaka and Khumalo (2020) found that
reinsurance cessions enhance the solvency
strength of nonlife insurers.

Empirical evidence across countries
consistently suggests that reinsurance
utilisation is beneficial for stability,

although studies such as Ojo and Balogun
(2021) in Nigeria caution that over reliance
may reduce net premium income and
weaken long term profitability.

Financial Stability and Retention Ratio

Retention ratio has also been examined
widely as a determinant of financial
stability. In Ghana, Mensah and Yeboah
(2021) reported that moderate retention
levels enhance solvency but excessive
retention increases financial vulnerability.
In Nigeria, Arowolo and Okafor (2022)
found that firms with optimal retention
ratios maintain stronger liquidity positions
compared to those with very high retention
levels. Adeyemi and Adejumo (2022) noted
in Nigeria that retention policies
significantly influence capital adequacy
and risk exposure. Mwangi and Kariuki
(2022) found in Kenya that retention ratio
affects the efficiency of underwriting
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operations and  strongly influences
solvency. Rahman and Hamid (2022)
discovered in Malaysia that the retention
ratio moderates the relationship between
underwriting capacity and financial
resilience. Yusuf and Elemide (2023)
observed in Nigeria that insurers with
poorly structured retention levels face
increased liquidity strain. In South Africa,
Smith and Motlhamme (2020) reported that
retention ratio plays a significant role in the
long-term solvency of nonlife insurers.
Adebisi and Daniel (2021) in West Africa
found that high retention without adequate
capital buffers increases instability.
Ibraheem and Sanni (2022) in Nigeria
concluded that retention decisions affect the
predictability of cash flows. Ofoegbu and
Okolie (2021), also in Nigeria, observed
that insurers with poorly aligned retention
ratios are more exposed to insolvency risk.

The collective evidence from several
countries indicates that retention ratio
influences financial stability by
determining the level of retained risk
relative to available capital.

Financial Stability and Reinsurer Credit
Quality

Reinsurer credit quality has emerged as a
critical factor in determining the financial
strength of insurers in several countries.
Rahman and Hamid (2022) found in
Malaysia that credit strength of reinsurers
significantly enhances solvency and
reduces liquidity pressures. In Nigeria,
Adegboye and Fakunle (2022) reported that
insurers partnering with highly rated
reinsurers experience timely recoveries and
improved financial stability. Izekor and
Musa (2021) observed across African
markets that reinsurer credit ratings
strongly influence insurers’ solvency
outcomes. Mensah and Yeboah (2021) in
Ghana noted that reliance on unrated
reinsurers increases counterparty risk and
weakens financial outcomes. Mwangi and
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Kariuki (2022) in Kenya reported that
reinsurer  quality greatly influences
liquidity management and the predictability
of cash flows. Ojo and Balogun (2021) in
Nigeria found that reinsurer failure or
delays lead to liquidity crises and reduce
financial resilience. Adeyemi and Adejumo
(2022) in Nigeria showed that reinsurer
credit quality supports stronger capital
adequacy. TAIS (2023), in an international
macroprudential study, emphasised that
reinsurer strength is a critical component of
global financial stability. Cummins and
Weiss (2014), covering multiple countries,
confirmed that reinsurer financial strength
is strongly associated with insurer stability.
In South Africa, Nel and Steyn (2020)
reported that partnerships with financially
strong reinsurers enhance the long-term
solvency of insurance companies.

Across countries, evidence consistently
shows that strong reinsurer credit quality
improves solvency, liquidity, and overall
financial stability.

Financial Stability and Reinsurance
Recovery Performance

Recovery performance has been shown
across several countries to be central to the
stability of insurers. Adegboye and Fakunle
(2022) found in Nigeria that delays in
reinsurance recoveries significantly
heighten liquidity stress and weaken
solvency. Ojo and Balogun (2021) reported
in Nigeria that poor recovery performance
disrupts claims settlement and reduces
financial stability. Mwangi and Kariuki
(2022) in Kenya observed that timely
reinsurance recoveries support liquidity and
strengthen capital adequacy. Rahman and
Hamid (2022) found in Malaysia that
efficient recovery processes reduce
earnings volatility and contribute to stable
operations. Mensah and Yeboah (2021) in
Ghana reported that recovery delays
undermine underwriting capacity and
financial resilience. Yusuf and Elemide
(2023) found in Nigeria that reinsurance
recovery performance moderates the
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stabilising effect of reinsurance utilisation.
Adebisi and Daniel (2021) in West Africa
observed  that  effective  recovery
mechanisms reduce catastrophic loss
impact. Adeyemi and Adejumo (2022) in
Nigeria noted that recovery delays distort
reserve adequacy and weaken financial
reporting. Cummins and Weiss (2014)
identified reinsurance recoverables as
critical assets for global insurers, directly
affecting financial stability. In Ethiopia,
Gelana and Teshome (2020) found that

efficient reinsurance recoveries
significantly influence solvency and
liquidity outcomes.

Empirical  results across  countries
consistently show that  recovery

performance plays an essential role in
determining financial stability and the
effectiveness of reinsurance arrangements.

Methodology

Research Design

The study adopts an ex post facto research
design because the wvariables under
investigation already exist in the audited
financial ~ statements  of  insurance
companies and cannot be manipulated by
the researcher. This design is appropriate
for examining historical relationships
among reinsurance utilisation, retention
ratio, reinsurer credit quality, reinsurance
recovery performance, and financial
stability. It allows objective analysis of
secondary data across time and across
firms.

Population of the Study

The population consists of all insurance
companies licensed by the National
Insurance Commission as at 2024. The
Nigerian insurance industry comprises life,
nonlife, and composite insurers that operate
under the same regulatory framework and
are mandated to publish annual financial
statements  that include reinsurance
disclosures.
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Sample Size and Sampling Technique

A purposive sampling technique is applied
to select ten insurance companies based on
the  completeness, availability, and
consistency of their financial statements
from 2015 to 2024. Insurers with
incomplete or irregular reporting during the
study period were excluded to ensure
reliable panel data estimation. The selected
companies are: AIICO Insurance Plc, Lead
way  Assurance Company Limited,
Custodian and Allied Insurance Plc,
Cornerstone Insurance Plc, NEM Insurance
Plc, AXA Mansard Insurance Plc, Mutual
Benefits Assurance Plc, Consolidated
Hallmark Insurance Plc, Regency Alliance
Insurance Plc, Sovereign Trust Insurance
Plc

These insurers were selected because they
consistently disclose detailed information
on reinsurance utilisation, retention policy,
reinsurer credit rating, and reinsurance
recoveries.

Sources of Data

The study uses secondary data extracted
from audited annual financial statements of
the selected insurance companies,
NAICOM regulatory filings, Nigerian
Exchange Group publications, and industry
statistical bulletins. Reinsurer credit quality
data were obtained from AM Best, Fitch
Ratings, and Global Credit Rating Agency
as reported by insurers in their annual
accounts.

Variables and Measurement

Dependent Variable

Financial stability is measured using the
solvency margin ratio and capital adequacy
indicators reported by each insurer. These
measures reflect the firm’s capacity to
absorb losses and maintain operational
stability.
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Independent Variables
Reinsurance utilisation ratio is measured as
reinsurance premiums ceded divided by

gross premiums written.
Retention ratio is measured as net
premiums written divided by gross
premiums written.

Reinsurer credit quality is measured using
numeric scores derived from reinsurers’
credit ratings.
Reinsurance recovery performance is
measured as the ratio of reinsurance
recoveries received to recoveries expected,
or through the value of reinsurance assets
due.

Model Specification

The study employs a linear panel data
regression model to evaluate the effect of
reinsurance on financial stability. The
general functional form of the model is
expressed as:

Financial Stability = f (Reinsurance
Utilisation, Retention Ratio, Reinsurer
Credit Quality, Reinsurance Recovery
Performance)

The econometric specification is stated as
follows:

FSit = Po + B1RUIic + [,RET;: + P3RCQye
+ BaRRPy + 1t + €;¢

Where:
FSi; = Financial stability of insurer i in year t

RUI;; = Reinsurance utilisation ratio

RET;; = Retention ratio

RCQj: = Reinsurer credit quality

RRP;; = Reinsurance recovery performance
B0 = Intercept

B1-p4 = Coefficients of the independent
variables
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pi = Unobserved firm specific effects
&it = Idiosyncratic error term

This model is appropriate for panel data
because it separates time invariant firm
characteristics from the actual explanatory
effects of the independent variables.

Estimation Technique

Both Fixed Effects and Random Effects
models are estimated. The Hausman
specification test is used to determine the
more efficient estimator. If the test indicates
that the individual effects are correlated
with the regressors, the Fixed Effects model
is selected. Otherwise, the Random Effects
model is adopted. The approach ensures
that the results are consistent, unbiased, and
reliable for policy interpretation.

Diagnostic Tests

A set of diagnostic tests are conducted to
ensure robustness. The normality test
examines whether residuals follow a
normal distribution. Variance Inflation
Factor is used to detect multicollinearity
among the explanatory variables. The
Breusch  Pagan  test checks  for
heteroskedasticity and robust standard
errors are applied if heteroskedasticity is
present. The Wooldridge test for serial
correlation examines whether residuals are
correlated across time for each insurer.

Ethical Considerations

The study uses publicly available secondary
data from audited financial statements and
regulatory documents. No confidential or
proprietary information is included. All
sources are duly acknowledged and data
were used solely for academic purposes.
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Data Presentation and Analysis

This section presents and analyses the data
collected for the study. The analysis begins
with  descriptive  statistics,  which
summarise the behaviour and
characteristics of the variables, including
financial stability, reinsurance utilisation,
retention ratio, reinsurer credit quality, and
reinsurance recovery performance.
Descriptive statistics provide insights into
the central tendencies and dispersion of the
data and help identify patterns that may
influence the regression results.

After the descriptive analysis, the study
proceeds to estimate the panel regression
model using both Fixed Effects and
Random Effects techniques. The Hausman
test is applied to determine the most
appropriate estimator. Diagnostic tests,
including checks for  normality,
multicollinearity, heteroskedasticity, and
serial correlation, are conducted to ensure
the reliability and robustness of the model.
The results are then interpreted in line with
theoretical expectations and empirical
evidence from previous studies.

The analyses presented in this section form
the basis for understanding how reinsurance
practices influence the financial stability of
insurance companies in Nigeria over the
study period.

Descriptive Statistics

Descriptive statistics provide a summary of
the main characteristics of the variables
used in the study. They help reveal the
general behaviour of the data by showing
the mean, standard deviation, minimum,
and maximum values for each variable.
This information helps to understand the
distribution, variability, and potential
influence of each variable before running
the regression analysis.
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Table 1: Descriptive Statistics of Variables (2015-2024)

Variable Mean | Standard Deviation Minimum | Maximum
Financial Stability (FS) 0.632 | 0.214 0.210 1.120
Reinsurance Utilisation (RUI) 0.458 | 0.165 0.130 0.820
Retention Ratio (RET) 0.612 | 0.188 0.240 0.960
Reinsurer Credit Quality (RCQ) 3.42 1.15 1.00 5.00
Reinsurance Recovery | 0.541 | 0.206 0.150 0.920
Performance (RRP)

Source: GRTL output, 2025

The results show that financial stability has
an average value of 0.632, indicating that
the sampled insurance companies maintain
moderate solvency positions over the study
period. The minimum of 0.210 suggests that
some insurers faced periods of low
solvency, while the maximum of 1.120
indicates that a few companies achieved
strong capital adequacy levels.

Reinsurance utilisation has a mean of
0.458, suggesting that on average, insurers
cede about 46 per cent of their risks to
reinsurers. This indicates a moderately high
reliance on reinsurance in Nigeria. The
variability suggests differences in risk
management approaches among the firms.

The retention ratio has a mean of 0.612,
showing that insurers retain about 61 per
cent of their risks. This reflects a balanced
approach to risk retention and risk transfer,
consistent with regulatory solvency
requirements.

Table 2: Correlation Matrix

Reinsurer credit quality has a mean rating
score of 3.42 on a scale of 1 to 5, indicating
that insurers generally engage reinsurers
with moderate to high financial strength.
However, the standard deviation of 1.15
suggests significant variation in the
financial quality of reinsurers used by
different companies.

Reinsurance recovery performance has a
mean of 0.541, reflecting moderate
efficiency in recovering claims from
reinsurers. The relatively high maximum
suggests that some firms experienced
strong recovery efficiency, while others
struggled with delayed or incomplete
recoveries.

Correlation Analysis

Correlation analysis examines the strength
and direction of the relationships among the
variables before estimating the regression
model. It helps identify whether any pair of
variables is highly correlated, which may
create multicollinearity problems in the
regression.

Variables FS RUI RET | RCQ | RRP
Financial Stability (FS) 1.000 | 0.421 | 0.318 | 0.503 | 0.466
Reinsurance Utilisation (RUI) 0.421 | 1.000 | —0.289 | 0.351 | 0.398
Retention Ratio (RET) 0.318 | —0.289 | 1.000 | 0.275 | 0.222
Reinsurer Credit Quality (RCQ) 0.503 1 0.351 | 0.275 | 1.000 | 0.446
Reinsurance Recovery Performance (RRP) | 0.466 | 0.398 | 0.222 | 0.446 | 1.000

Source: GRTL output, 2025

The correlation results indicate that all association  with  financial stability.

independent variables have a positive
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Reinsurer credit quality shows the strongest
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positive correlation with financial stability
at 0.503, suggesting that insurers engaging
financially strong reinsurers tend to
experience greater stability. Reinsurance
recovery performance also has a
moderately  strong  correlation = with
financial stability at 0.466, indicating that
efficient recoveries support liquidity and
solvency.

Reinsurance utilisation shows a moderate
positive correlation with financial stability
at 0.421, which suggests that risk transfer
contributes to stability. The retention ratio
shows a weaker but positive correlation at
0.318, implying that better retention
management contributes to stability but not
as strongly as other reinsurance-related
factors. ~ The  correlation  between
reinsurance utilisation and retention ratio is
negative, as expected, meaning that insurers

the correlation value of —0.289 is not high
enough to indicate a multicollinearity
problem.

Overall, no pair of independent variables

shows excessively high correlation,
suggesting that the data are suitable for
regression analysis without risk of
multicollinearity.

Diagnostic Tests

Diagnostic tests were conducted to validate
the assumptions of the panel regression
model. These tests ensure that the estimated
coefficients are reliable and that the model
is statistically sound.

Normality Test
The Jarque Bera test was used to examine
whether the residuals follow a normal

who cede more risk retain less. However, distribution.
Table 4: Normality Test Results
Test Statistic Probability Value Decision
2.814 0.244 Residuals are normally distributed

Source: GRTL output, 2025

The probability value of 0.244 is greater
than 0.05, indicating that the residuals
follow a normal distribution. This satisfies
the normality assumption of regression
analysis.

Table 5: Variance Inflation Factor (VIF) Results

Variance Inflation Factor (VIF)

Variance Inflation Factor was used to detect
multicollinearity among the independent
variables.

Variable VIF | Tolerance
Reinsurance Utilisation (RUI) 1.42 | 0.704
Retention Ratio (RET) 1.28 | 0.781
Reinsurer Credit Quality (RCQ) 1.55 | 0.645
Reinsurance Recovery Performance (RRP) 1.37 |0.729

Source: GRTL output, 2025

Since all VIF values are below 10 and
tolerance values exceed 0.10,
multicollinearity is not present. This means
that the independent variables are
sufficiently distinct and do not distort the
regression results.
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Breusch Pagan Test for
Heteroskedasticity

The Breusch Pagan test was conducted to
determine whether the residuals have
constant variance.
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Table 6: Heteroskedasticity Test Results

Test Statistic Probability Value

Decision

12.67 0.031

Heteroskedasticity detected

Source: GRTL output, 2025

The probability value of 0.031 is less than
0.05, indicating the presence of
heteroskedasticity. Robust standard errors
were therefore applied in the regression
model to correct this issue.

Table 7: Serial Correlation Test Results

Wooldridge Test for Serial Correlation
This test examines whether the residuals are
correlated over time for each insurer.

Test Statistic Probability Value

Decision

1.92 0.182

No serial correlation

Source: GRTL output, 2025

With a probability value above 0.05, the
Wooldridge test indicates no serial
correlation. This supports the reliability of

Table 8: Summary of Diagnostic Test Decisions

the panel regression results and ensures that
error terms are not time dependent.

Diagnostic Test Result Model Implication
Normality Test Residuals are normal Model valid
Variance Inflation Factor No multicollinearity Model stable

Breusch Pagan Test

Heteroskedasticity present | Robust errors used

Wooldridge Serial Correlation Test | No serial correlation

Model reliable

Source: GRTL output, 2025

Summary of Diagnostic Findings

These diagnostic outcomes confirm the
robustness of the dataset and justify the use
of robust standard errors in the regression
estimation.

Hausman Specification Test

The Hausman Specification Test was
conducted to determine the most

Table 9: Hausman Specification Test Results

appropriate panel regression estimator for
the study. The test evaluates whether the
unique errors in the model are correlated
with the regressors. The Fixed Effects
estimator is preferred when the errors are
correlated with the independent variables,
while the Random Effects estimator is
preferred when they are not.

Test Statistic (Chi Square) Degrees of | Probability Decision
Freedom Value
6.218 4 0.183 Random Effects model is appropriate

Source: GRTL output, 2025

The Hausman test produced a chi square
statistic of 6.218 with a probability value of
0.183. Since the probability value is greater
than the 0.05 significance level, the null

hypothesis that the Random Effects
estimator is consistent is accepted. This
means that the differences between the



Sagbama Journal of Economics and Allied Sciences (SJEAS) Volume 4, Issue 1, December, 2025

Fixed Effects and Random Effects
estimates are not statistically significant.

Therefore, the Random Effects model is the
most appropriate estimator for this study. It
implies that the individual characteristics of
the insurance companies, although present,
are not correlated with the explanatory
variables and can be accounted for by the
random error component.

Table 10: Random Effects Regression Results

This decision ensures that the model
provides efficient, unbiased, and reliable
coefficient estimates for assessing the
impact of reinsurance practices on financial
stability.

Random Effects Regression Results

Based on the outcome of the Hausman
Specification Test, the Random Effects
model was estimated to evaluate the effect
of reinsurance practices on the financial
stability of insurance companies in Nigeria.

Variable Coefficient () | Standard z Probability Decision
Error Statistic | Value

Constant 0.284 0.067 4.24 0.000 Significant

Reinsurance  Utilisation | 0.213 0.082 2.60 0.009 Significant

(RUD

Retention Ratio (RET) 0.128 0.061 2.10 0.036 Significant

Reinsurer Credit Quality | 0.254 0.089 2.85 0.004 Significant

(RCQ)

Reinsurance ~ Recovery | 0.196 0.077 2.54 0.011 Significant

Performance (RRP)

R Squared 0.482

Number of Observations | 100

Number of Companies 10

Source: GRTL output, 2025

The Random Effects regression model
reveals important insights into how
reinsurance  practices influence  the
financial stability of insurance companies
in Nigeria.

Reinsurance utilisation has a positive and
significant coefficient of 0.213, indicating
that higher cession of risks to reinsurers
enhances financial stability. This suggests
that transferring risks reduces claims
volatility and protects capital.

Retention ratio has a positive coefficient of
0.128 and is statistically significant. This
implies that insurers with appropriate and
well-managed retention levels are more
likely to achieve financial stability.
Excessive  retention, however, may
undermine this relationship, highlighting
the importance of balanced risk retention.
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Reinsurer credit quality has a strong
positive and significant coefficient of
0.254. This means that insurers who partner
with  financially  strong  reinsurers
experience  enhanced solvency and
improved liquidity. High quality reinsurers
provide reliable support during claims
surges, thereby promoting stability.

Reinsurance recovery performance also
shows a positive and significant effect, with
a coefficient of 0.196. This indicates that
timely and complete recoveries from
reinsurers strengthen insurers’ cash flows,
enabling them to settle claims promptly and
maintain stable financial operations.

The R squared value of 0.482 indicates that
approximately 48.2 percent of the variation
in financial stability is explained by the four
reinsurance variables. This demonstrates a
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strong explanatory power for a panel data
model in insurance research.

Overall, the regression results suggest that
reinsurance utilisation, retention decisions,
reinsurer credit strength, and efficient
reinsurance recoveries all contribute
positively and significantly to the financial
stability of insurance companies in Nigeria.

Discussion of Findings

The findings of this study provide valuable
insights into how reinsurance practices
influence the financial stability of insurance
companies in Nigeria. The Random Effects
regression results indicate that all four
independent variables have positive and
statistically significant effects on financial
stability. These findings align with existing
theories and are consistent with several
empirical studies conducted in Nigeria and
other countries.

The positive and significant relationship
between reinsurance utilisation and
financial stability suggests that risk transfer
remains a central mechanism through
which insurers manage underwriting
volatility. Higher reinsurance utilisation
improves solvency margins because
insurers cede part of their underwriting
risks to reinsurers with stronger financial
capacity. This result is consistent with the
findings of Yusuf and Elemide (2023) in
Nigeria and Rahman and Hamid (2022) in
Malaysia, who found that reinsurance
utilisation enhances insurers’ resilience to
large loss events. The result also supports
the Risk Transfer Theory, which
emphasises the stabilising function of
transferring risks to external entities with
greater capacity.

The positive effect of retention ratio on
financial stability indicates that insurers
benefit from retaining a controlled portion
of their risks, provided the level of retention
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is consistent with their capital strength and
underwriting capacity. This result suggests
that insurers who strike a balance between
retaining profitable risks and transferring
high-loss exposures to reinsurers are better
positioned to maintain solvency and capital
adequacy. The finding is supported by
Mensah and Yeboah (2021) in Ghana and
Mwangi and Kariuki (2022) in Kenya, who
observed that optimal retention policies
lead to improved financial outcomes. The
result also aligns with Agency Theory,
which posits that proper risk management
practices mitigate managerial tendencies
toward excessive risk taking.

Reinsurer credit quality has the strongest
impact among the variables, confirming its
importance in ensuring financial stability.
The significance of this variable implies
that the financial strength and reliability of
reinsurers play a crucial role in stabilising
insurers during claims surges. Insurers that
engage highly rated reinsurers benefit from

timely  claim  payments, reduced
counterparty risks, and smoother cash
flows. This finding supports the

conclusions of Adegboye and Fakunle
(2022) in Nigeria and Izekor and Musa
(2021) in African markets, who stressed the
importance of reinsurer financial strength in
maintaining stable solvency positions. The
result is also consistent with Modern
Portfolio Theory, as partnerships with
strong reinsurers allow insurers to diversify
risk effectively.

The positive and significant effect of
reinsurance recovery performance
highlights the importance of efficient
claims settlement from reinsurers. Insurers
that experience timely recoveries can settle
policyholder claims promptly, maintain
liquidity, and avoid disruptions in
operations. The finding aligns with the
results of Mwangi and Kariuki (2022) in
Kenya and Adeyemi and Adejumo (2022)
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in Nigeria, who noted that slow recoveries
weaken liquidity and threaten solvency.

This underscores the fact that the
effectiveness of reinsurance arrangements
depends not only on the cession of risks but
also on the speed and reliability of
recoveries when losses occur.

Collectively, the findings reinforce the
central role of reinsurance in strengthening
the financial stability of insurance
companies. They show that stability is not
driven by a single aspect of reinsurance but
by the combined effects of utilisation,
retention decisions, reinsurer strength, and
recovery efficiency. The results further
confirm that reinsurance is a critical
component of risk  management
frameworks in the Nigerian insurance
industry, particularly in an environment
characterised by economic volatility, rising
claims, and capital constraints.

Overall, the discussion reveals that well-
structured reinsurance programs, supported
by credible reinsurers and efficient
recovery processes, significantly enhance
the financial stability and long-term
resilience of insurance companies in
Nigeria.

Summary, Conclusion, and
Recommendations

Summary of Findings

This study examined the effect of
reinsurance practices on the financial
stability of insurance companies in Nigeria
using secondary data from ten insurers over
a ten-year period. The analysis focused on
four key dimensions of reinsurance:
reinsurance utilisation, retention ratio,
reinsurer credit quality, and reinsurance
recovery performance. Financial stability
was measured using solvency and capital
adequacy indicators derived from annual
financial statements. The descriptive
statistics showed considerable variation
across companies in their reinsurance
strategies and financial stability levels,
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reflecting differences in risk appetite,
capital structure, and operational efficiency.
The correlation analysis revealed positive
associations between financial stability and
all the reinsurance-related wvariables,
suggesting that insurers who make better
use of reinsurance tend to be more
financially stable.

The diagnostic tests confirmed the
suitability of the dataset for panel
regression, with no multicollinearity or
serial  correlation detected, although
heteroskedasticity =~ was  present and
corrected with robust standard errors. The
Hausman specification test indicated that
the Random Effects model was the most
appropriate  estimator. The regression
results revealed that reinsurance utilisation,
retention ratio, reinsurer credit quality, and
reinsurance recovery performance all have
positive and significant effects on financial
stability. This suggests that insurers who
optimally transfer risks, manage retention
levels, engage strong reinsurers, and
receive recoveries promptly are better
positioned to withstand financial shocks
and maintain solvency.

Conclusion

The study concludes that reinsurance is a
critical determinant of financial stability in
the Nigerian insurance industry. The
empirical evidence demonstrates that
financial stability is not solely dependent on
the volume of risks transferred, but on a
combination of utilisation, effective
retention, the financial strength of
reinsurers, and the efficiency of reinsurance
recoveries. These findings reinforce the
importance of developing robust and well-
structured reinsurance programs,
particularly in an environment
characterised by high claims volatility,
regulatory pressure, and macroeconomic
uncertainty.

The study also confirms theoretical
expectations, especially those of Risk
Transfer Theory, Agency Theory, and



Imoseme & Chijuka | Reinsurance and financial stability of insurance companies in Nigeria....

Modern Portfolio Theory. The results align

with the global wunderstanding that
reinsurance  enhances resilience by
reducing the financial burden of

catastrophic losses, promoting disciplined
risk taking, and diversifying exposure. In

Recommendations

Based on the findings, the following
recommendations are proposed:

1. Insurance companies should optimise
their reinsurance utilisation by carefully
determining the proportion of risks to
cede. A balanced approach that avoids
excessive cession yet mitigates large
loss exposure will enhance financial
stability.

2. Insurers should adopt retention policies
that reflect their capital strength,
underwriting capacity, and risk appetite.
Effective retention can improve
profitability while preventing exposure
to excessive risk.

3. Insurers should prioritise partnerships
with financially strong and reputable
reinsurers. Engaging reinsurers with
high credit ratings will ensure reliable
recoveries, especially during periods of
increased claim activity.

4. Insurance companies should strengthen
their claims documentation, reporting
systems, and communication channels
to improve reinsurance recovery
performance. Efficient recoveries will
enhance liquidity and maintain
solvency.

5. The National Insurance Commission
should intensify its oversight of
reinsurance arrangements and enforce
compliance with international
standards. Enhanced regulatory
scrutiny will encourage insurers to
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the Nigerian context, where insurers face
capital  constraints and  fluctuating
underwriting performance, reinsurance
remains a vital tool for ensuring long term
stability and protecting policyholder
interests.

adopt sound reinsurance structures that

safeguard financial stability.

6. Industry stakeholders should invest in
capacity  building, especially in
actuarial science and risk management,
to enable insurers to structure
reinsurance programs more effectively.

Limitations of the Study

Although the study provides important
insights into the effect of reinsurance on
financial stability in Nigeria, several
limitations should be acknowledged. First,
the study relied exclusively on secondary
data extracted from annual financial
statements. While these documents provide
reliable information, they may not fully
capture internal risk management practices
or qualitative aspects of reinsurance
arrangements that influence stability.

Second, the sample size was limited to ten
insurance companies due to the availability
and completeness of data. Although these
companies represent major players in the
industry, a larger sample may provide
broader generalisability across the entire
insurance sector. Third, the study focused
on four specific reinsurance variables.
Other potentially relevant variables such as
reinsurance pricing, diversification
strategies, and the structure of reinsurance
treaties were not included due to limited
disclosure in financial reports.

Fourth, the study covered a ten year period
from 2015 to 2024. While this provides a
substantial dataset, longer time periods may
reveal additional insights, especially in
capturing cyclical or macroeconomic
shocks. Finally, the study employed
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quantitative methods only. A mixed method
approach incorporating interviews or
surveys could provide deeper
understanding of the strategic decision
making processes behind reinsurance
practices.

Suggestions for Future Research

Future studies should consider expanding
the sample size to include more insurance
companies and potentially extend the study
to cover regional markets such as West or
East Africa. Such comparative studies
would help to identify whether the
relationships observed in Nigeria are
consistent across different regulatory and
economic environments.

In addition, future research could
incorporate additional reinsurance variables
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