



FIRM CHARACTERISTICS AND FINANCIAL STABILITY IN THE INSURANCE SECTOR:  CRITICAL REVIEW OF LITERATURE
ABSTRACT
The study sought to carry out a systematic review of literature on firm characteristics and financial stability. The inquiry explored guided by the buffer theory of capital adequacy, efficiency theory, market power theory, and stakeholder’s theory. The study is based on a systematic literature review. Hence, several literature works have been reviewed regarding firm characteristics and financial stability. Regarding firm size and financial stability nexus, significant nexus has been established. Firm size is therefore important regarding financial stability. With respect to capital adequacy and financial stability, significant nexus has been established between the two variables. Capital level of institutions is vital to their stability. Significant relationships relationship has been found between liquidity and financial stability. Liquidity of firms which have to do with cash and their ability to address short term obligations is an important factor to their stability. In the case of operational efficiency and financial stability, significant relationships have been established.

Keywords:  Firm Characteristics, Financial Stability, Profitability & Systematic Review

1.1 Background of the Study

The expanding middle class, better infrastructure, and advancements in technology have all contributed to an upward trend in the global insurance business. Due to its importance in the global economy, the economic production and success of insurance companies have drawn a lot of attention (Kiplagat, Misoi & Boit, 2025; Mutua, 2024; Kehinde, Richard & Abdul-Azeez, 2025). The Organizations for Economic Corporation and Development (OECD, 2023) asserts that the overall worldwide insurance premium at the end of 2022 was USD 6.78 trillion, a minor rise from USD 6.77 trillion in 2021. According to reports by Swiss Re Sigma (2023), the United States (U.S) and China together account for 54% of the worldwide premium, making them the two countries that dominate the insurance market. In particular, the United States contributes 43.6% while China holds 10.3%.  Globally, insurance companies have written premiums at an average annual growth rate of 5.8% over this time. This represents 6.8% of global GDP, highlighting the role of insurance in providing financial protection against risks and promoting stability and trust in a variety of sectors, including consumers, corporations, and governments (NAIC, 2022). In every economy, the financial institutions are dominated by the insurance sector. The firms' diverse attributes, including liquidity, adequate capital, firm size, effective operations, and insurance premiums in these areas, are responsible for their supremacy in the financial institution (IRA, 2022).

Every economy benefits from the special financial services that insurance companies offer. Because it manages and distributes financial risks for other companies, the insurance industry operates differently and uniquely from other financial sector participants in the economy (Beck & Webb, 2022). Among these specialized financial services are the raising of enormous amounts of money via long-term investment premiums, as well as the insurance of risks that are present in businesses. The role that insurers play in absorbing risk contributes to the stability of the financial markets and fosters tranquility among economic entities. Insurance firms' ability to generate profit or value for their owners determines their ability to cover economic risk. Nwala, Aza, and Tusha (2024). Because it offers long-term funding for expansion, a thriving and rising insurance industry is valuable to economic expansion. However, the industry has had difficulties that have been exacerbated by management issues, a problem that has existed in the insurance industry globally. Global insurance companies deal with a complicated performance environment that is influenced by diverse of economic factors, such as market swings, operational difficulties, and regulatory demands. Nonetheless, the success of international insurance companies demonstrates adaptability, resilience, and strategic maneuvering in a constantly changing environment (OECD, 2023).

The majority of African nations overwhelmingly encourage the insurance industry's performance in order to maintain and grow the economy. An important factor in the growth of business and the African economy is the insurance company. Although it is not evenly spread over the continent, Africa's insurance sector is the seventh largest in the world, with a nominal GDP percentage of roughly $68 billion (Mutua, 2024). However, due to poor awareness and penetration, particularly the idea that purchasing insurance is a luxury that should only be done when it is required by law, the insurance industry in Africa continues to be among the most challenging sector in the economy. African insurance companies have demonstrated improved performance in the face of these difficulties, economic hardships, and natural disasters (Adedeji & Owolabi, 2022). For example, the insurance industry in Nigeria demonstrated strong growth, with gross premium income rising to N369.2 billion in the second quarter of 2022, a significant 20.1% increase from the year before and an astounding 65.0% growth from quarter to quarter. Oil & Gas (32.5%), Fire (20.7%), and Motor Insurance (14.8%) were the main contributors to the non-life segment, which accounted for 59.3% of the total gross premium income (Kehinde et al., 2025; Famous, Edike & Great, 2025). 

The insurance industry in South Africa (S.A) is the fourth largest in the world of developing countries, and the country is doing very well. About 70% of all premiums in Africa come from S.A, the continents’ biggest and most advanced insurance market. Of the emerging economies examined, South Africa had the greatest insurance penetration rate (12.89%), far higher than China (4.2%), which came in second on this measure. Stable regulations, multi-channel distribution diversity, and a high level of local competitiveness support the insurance industry in South Africa (Ige-Gbadeyan, 2023). Ghana’s Oil and Gas Insurance Pool, which accounts for roughly 15% of all nonlife premiums in Ghana, increased from $25mn in 2016 to $48mn in 2019, almost doubling (Ampofo, Nyarko & Sarpong, 2023; Deloitte, 2024). Ghana's insurance sector has a lot of unrealized potential while being comparatively stable. Insurance penetration is still very low in spite of these numbers. In comparison to other African nations like S.A, where the penetration rate was 11.54%, Ghana's insurance penetration was only 1.0% in 2024 (Gakpo, & Reichmann, 2025).

Given that insurance firms in Kenya enable other businesses to function without worrying about financial loss, insurance firms are crucial to the expansion of economies (Mutua, 2024). Kenya's insurance sector has expanded significantly over the past ten years, and its significance to the country's economy has been acknowledged globally. The industry is currently among the best in terms of prospective growth and appeal. With 2.4% of Kenya's GDP coming from this industry in 2023, it is one of the leading contributors to the nation's GDP (IRA, 2024). Kenya's insurance sector is vital to the nation's financial system. This is due to the noteworthy role insurance companies play in the financial intermediation of the economy (Njoroge, 2023). Insurance companies are confident about the future of the economy and are concentrating on employing effective company qualities to boost client engagement and cost-efficiency. Insurance firms face difficulties due to poor financial performance, which impacts their solvency and capacity to fulfill financial commitments like paying claims (Ige-Gbadeyan, 2023).
1.3 Objective of the Study
The study sought to conduct a review of literature with the aim of establishing the firm characteristics affecting financial stability in the insurance sector.

2.1 Literature Review
2.2
Theoretical Review

A theory is a set of concepts meant to describe or give details on something or a situation by establishing broad guidelines that serve as the foundation for the situation's existence. The researcher should be knowledgeable about the theories that are currently in use in their field (Kamau, 2022). The researcher can determine which variables to assess and what kind of relationship he should anticipate as a result by using the theoretical framework.  A researcher can clearly see the factors being studied and devise a research plan that will help him achieve his goal. There should be a minimum of one theory supporting each study variable. The researcher must talk about how each specific theory has changed throughout time and how other researchers have applied the idea in their scholarly writings.
2.2.1
Buffer Theory of Capital Adequacy 

The theory was developed by Calem and Rob (1996). The theory assets that, financial institutions will always make sure that their capital levels are increased, either by persuading investors to contribute more money to the company or by partnering with other small businesses to increase capital. According to Teshome, Debela and Sultan (2018), individuals with large capital will, on the other hand, work to keep their levels high. According to the hypothesis, financial institutions add more capital when the capital ratio gets closer to the regulatory minimum in order to reduce the risk that the regulator has established while also avoiding the accompanying regulatory penalty associated with breaking such regulations. As a result, financial institutions will make a conscious effort to avoid going below the minimum capital requirements (Aruwa & Naburgi, 2014; Ikpefan, 2012). Financial institutions with sufficient capital are capable of taking on hazardous projects that ultimately result in higher earnings (Ndegwa, 2018).  In order to guarantee financial institutions' undeniable soundness, solvency, and stability, authorities have imposed minimum requirements for capital adequacy (Aruwa & Naburgi, 2014).  

Adequate capital levels lessen the likelihood of financial institution collapses by absorbing negative shocks. Capital sufficiency is thought to be the tool that prevents businesses from taking on excessive risk, promoting the best possible risk sharing between clients and business owners. Strict capital requirements come with underlying costs. Both explicit and hidden costs are covered when the capital ratio is less than the legally mandated minimum (Lotto, 2016). Implicit costs include an increase in the demand for insurance, whereas explicit costs include fines and limits that the regulator may impose when such a least regulation requirement is broken (Jokipii & Milne, 2011). Financial institutions with significant capital buffers maintain such capital levels, whereas poorly capitalized financial enterprises want to increase their capital levels in order to lower risk and concurrently anticipate advanced returns. Advanced capital ratios increase liquidity, which improves financial institutions' capacity to extend additional loans (Mugenyah, 2015). 
Therefore, capital requirements are a crucial instrument for keeping an eye on the stability of insurance companies and, when used correctly, encourage them to enhance their risk management. Additionally, money can lower risk by taking the place of oversight and supervision. Furthermore, a bigger buffer against liquidity risk is represented by a higher capital adequacy ratio (Azlan, Yaman & Hafezali, 2015). Businesses become financially unstable and vulnerable to shocks when the capital adequacy drops below the prudential requirement (Hassan, Unsal & Tamer, 2016). The independent variable capital adequacy is supported by capital buffer theory, which also explains how insurance companies' recapitalization affects their financial stability (Abbas, Butt, Masood & Javaria, 2019). This idea further demonstrates the relationship between surplus capital retained by insurance companies, over the minimum needed capital, and financial stability. Notably, recapitalization can reduce and limit surplus capital.

2.2.2
Efficiency Theory

Demsetz (1973) formulated the efficiency theory. According to the efficiency theory, effective cost-cutting measures and improved management techniques throughout the company lead to profitability and high concentration (Fatima, 2015). Because of their aggressive production and management strategies, efficient businesses in the market improve both their size and market share (Birhanu, 2012). The idea postulates that a favorable correlation between concentration and profit result from a lower cost which is usually attained via improved managerial procedures and practices. As a result, the theory investigates how management effectiveness leads to better market concentration and greater gains in market share in addition to higher profits. Accordingly, a favourable concentration–profitability link could imply a positive relationship between efficiency and size. Economies of scale can lead to the most advantageous manufacturing, according to the efficiency theory. Therefore, in the near term, maximum operational efficiency is reached at an output level where all potential economies of scale are effectively utilized (Odunga et al., 2013).
Operational efficiency is a gauge of how well things work in terms of accuracy and speed of execution. According to Berger (1995), the Efficient-Structure theory has two primary hypotheses: X-efficiency and Scale-efficiency. The X-efficiency postulate refers to the firms' capacity to increase profit through cost reductions brought about by effective management. According to this dimension, the primary factor influencing profitability is management effectiveness brought about by careful and economical decision-making. It highlights how seamless processes improve FP. However, according to the scale-efficiency theory, certain firms are more efficient than others because they can attain economies of scale, which enables them to reduce expenses and increase revenues (Thoraneenitiyan 2010). Accordingly, the efficiency theory asserts that any firm's efficiency defines the relationship between its performance and market structure. Therefore, companies with better technology and management exhibit higher intermediation efficiency, as seen by reduced expenses and higher profits. 

After analyzing the efficiency theory, Athanasoglou, Brissimis, and Delis (2005) came to the conclusion that enriched management and scale efficiency lead to more concentration and, thus, larger profits. Furthermore, efficiency theory states that achieving better profit margins results from efficiency, which enables enterprises to gain both good FP and market shares (Mirzaei et al., 2012).  Accordingly, Grygorenko (2009) believes that a firm's intermediation efficiency—rather than market concentration—determines its profitability. Accordingly, this theory argues that a company that runs more effectively increases its market share and makes more money due to lower operating expenses. According to Mirzaei, Moore, and Liu (2013), this phenomenon causes variations in the degree of efficiency, which in turn results in an uneven distribution of positions within the market, an unequal allocation of assets, and a highly concentrated market.
2.2.3
Market Power theory 

Modigliani and Miller (1950) propounded the theory. The premise of the theory is that the best indicator for determining market power is market concentration. Because of the imperfect competition paradigm, which holds that different entities have different levels of market influence, businesses in these markets can affect prices by managing both supply and demand.  This theory emphasizes how competition, efficiency, and profitability are related, with increased competitiveness encouraging efficiency and eventually raising profitability (Hassan, 2017).  The structure-conduct-performance (SCP) and relative market power foundations of the theory emphasize how market concentration affects pricing strategies and profitability, with more competitive situations favoring efficient businesses.
Porter's (1980) idea of strategically placing a company in its surroundings by using a range of techniques that distinguish it from its competitors is the foundation of this approach. According to this perspective, diversification reduces industry competition and boosts opportunity (Miller, 1973). According to this theory, one of the most important tactics employed by businesses to stave off competition, gain market domination, and get access to conglomerate capabilities is diversity. They outperform the competition and make more money than the market's average by employing this strategy (Hassan, 2017). This idea sees diversity as a strategy for boosting profitability since it reduces competition among businesses in this setting. As a result, diversification boosts prospects and lessens industry competition.

According to the hypothesis, the primary factor influencing firm earnings is the presence of entry barriers. The hypothesis states that high entry costs facilitate the maintenance of monopoly profits by established enterprises. Strict rules are one type of entry barrier. This is demonstrated in Kenya's insurance business by capital adequacy regulations that make it difficult to enter the market. The amount of such profits will be reduced by new competitors. Monopoly tendencies result from capital requirements that frequently prevent new entrants (Mulwa & Kosgei, 2016). The theory is pertinent to this research because diversification allows insurance companies to expand into new markets, giving them a competitive edge over their competitors not only due to their particular position in the market but also due to their position in other markets (Hassan, 2017). Their financial situation may be further strengthened by improved terms, pricing advantages, and access to vital resources brought about by their enhanced market power. 
2.2.4
Stakeholder Theory

Stakeholder theory was initially introduced by Freeman (1984). According to the theory, an organization should be seen as a collection of stakeholders whose requirements, interests, and viewpoints it is trying to manage (Kivits & Sawang, 2021). Therefore, it is believed that managers supervise running the company in a way that is advantageous to all of its stakeholders. In order to ensure the company's existence, they should preserve each group's long-term interests on behalf of the investors (Freeman, 2015). A group or individuals with interests and the ability to influence an organization's objectives are referred to as shareholders.  According to stakeholder theory, insurance companies must balance the interests of numerous stakeholders in order to preserve long-term financial performance (Dmytriyev, Freeman & Hörisch, 2021). Value maximization is a concern for shareholders. 
The FP of an insurance company can be impacted by the decisions and actions of its numerous stakeholders. The expectations and interests of these stakeholders differ. Agency costs may arise when insurance company management prioritizes their own interests or those of a particular stakeholder group over those of others (Miles, 2017). By encouraging insurance companies to adopt a more comprehensive perspective of their stakeholders and their interests, the stakeholder theory can assist them in reducing agency costs. Stakeholder theory, therefore, offers a fresh perspective on potential explanations for risk management procedures in any kind of organization, but it hasn't been put to the test. Accordingly, stakeholders provide information on potential justification for risk management in any firm, even when it hasn't been specifically tested (Murigu, 2014). It also emphasizes how smaller businesses are more likely to experience financial difficulties, which should motivate them to adopt stronger risk management procedures. Stakeholder's theory emphasizes the need for risk management in insurance companies and its importance in increasing the organization's value, but aside from suggesting its impact on the organization's development, it doesn't demonstrate the effect it has on any firm's financial performance (Kivits & Sawang, 2021).
Despite its importance, the stakeholder theory has drawn both praise and criticism. According to some academics, the stakeholder theory is ambiguous and challenging to put into practice (Freeman & Dmytriyev, 2017). Some contend that the theory offers no direction on how to rank the claims of stakeholders and does not solve the problem of competing stakeholder interests (Donadelli, Fasan, & Magnanelli, 2014). Furthermore, some critics claim that because corporations are primarily concerned with increasing profits for shareholders, the stakeholder theory does not really reflect how businesses work (Greenwood & Mir, 2018). Despite these objections, scholars and professionals who promote a more socially conscious approach to business have continued to embrace the stakeholder theory (Gutterman, 2023). Stakeholder theory is shown to be the most suitable theoretical framework for this investigation. Stakeholder theory will thus serve as the foundation for this investigation. 
2.4
Empirical Review

Introduction: A survey of the empirical research on the link amongst financial stability and corporate governance is presented in this section.

2.4.1
Firm Size and Financial Stability

Estiasih, Suhardiyah, Suharyanto, Putra, and Setioningtyas (2024) examined how Indonesian food and beverage manufacturing companies' financial performance was impacted by their size. Explanatory research methodologies are employed. The Indonesia Stock Exchange's (ISE) listed food and beverage manufacturing firms from 2017-2019 served as the population. A sample size of twelve companies were picked via the purposeful sampling method. Secondary data with a time series format is the source of information utilized. Partial Least Square (PLS) analysis was utilized to estimate the data. The outcome demonstrate that FP was not notably impacted by firm size. This study came to the conclusion that, rather than concentrating on company size, food and beverage companies should devise financial methods to enhance their FP. 
Over a thirteen-year period (2012–2024), Okoba and Chukwu (2025) explored how company size on the FP of Nigerian listed consumer products manufacturing companies.  Robust Least Squares (RLS) regression with M-estimation was used in the investigation. ROE, ROA, and net profit margin (NPM) were utilized to evaluate FP.  The empirical findings demonstrated the strategic advantage of scale by demonstrating a consistently positive and substantial link amongst business size and all FP measures.  The study's conclusions offer substantial support for firm size, which claims that adhering to sound corporate governance will lower agency costs and ensure superior financial outcomes. 
How company size on the financial performance (ROA) of Nigerian listed food and beverage firms between 2008 and 2017 was investigated by Oladapo, Adewumi, Fawedikimo, Adeshola, Iyadi, and Faruna (2025). Utilizing panel data regression analysis and an ex post facto investigation approach on information gathered from 14 companies listed on the Nigerian Stock Exchange (NGSE). The inquiry utilized a panel data technique and multiple regression analysis to estimate the data. The outcome show a notable favourable link amongst ROA and company size. The inquiry inferred that the FP of Nigerian food and beverage industries is notably impacted by internal firm size. The prior inquiry utilized ROA as a gauge for FP while the present inquiry will utilize Z-score as the proxy for financial stability.
How firm size influence the FP of NGSE listed oil and gas businesses was studied by Ndah, Nkechukwu, Alajekwu, and Onyenwe (2025). ROA was a proxy for FP. The analysis utilized Pooled OLS and panel data taken from the yearly financial reports of specific oil and gas companies during an 11-year period (2010-2023). The outcome demonstrate an unfavourable and notable link amongst firm size and financial performance, suggesting possible inefficiencies related to firm expansion. The inquiry deduced that FP is notably influenced by firm-specific characteristics. 
2.4.2
Capital Adequacy and Financial Stability 
Sylvia, Okello, and Otieno (2025) investigated how capital sufficiency affected listed money deposit banks' financial performance at the NSE in Kenya. A descriptive investigation approach was utilized. Eleven NSE listed money deposit banks were the focus of the inquiry, which used the census sample technique. Banks' annual reports that were released in the NSE between 2018 and 2022 served as the source of secondary data. Descriptive, regression, and correlation analyses was utilized in the inquiry. The outcome showed that capital sufficiency significantly and favorably affected return on assets. The inquiry inferred that, banks that aim to grow by increasing their assets typically keep adequate capital to efficiently absorb losses. While the ongoing investigation will focus on Kenyan insurance firms for the year 2020-2025, the previous inquiry centered on listed money deposit banks at the NSE for the period 2018-2022. In addition, the prior inquiry utilized a descriptive research approach. Nonetheless, the present inquiry will utilize an explanatory research approach.

Fadun, Oyerinde, and Aduloju (2025) investigated how capital adequacy affected Nigerian insurance companies' financial results. The inquiry utilized secondary data from a 15yr time series (2007–2021) and an ex post facto investigation approach. Nine insurance companies made up the sample, which was chosen by purposive sampling to provide a cross-representation of various industry levels. ROA, ROE, claims ratio (CR), profitability ratio (PR), and turnover ratio (TR) are utilized to assess a business's success. Regression, correlation, and descriptive statistics were used in the data analysis. The results indicated a substantial positive association amongst capital bases and financial performance, suggesting that firms with strong capital bases will produce more premium income, which will boost profitability. The inquiry deduced that, insurance firms with sufficient capital reserves are in a better position to generate higher premium income and greater returns in order to quickly resolve claims. The prior study utilized ROA, ROE, CR, PR, and TR as a proxy for FP while the present inquiry will utilize Z-score as the proxy for financial stability. The aforementioned inquiry was center on Nigerian insurance firms for the year 2007-2021 and employed an ex post facto inquiry approach. The present inquiry will use explanatory investigation deign and concentrate on Kenyan insurance firms for the year 2018-2025.

How capital adequacy dimensions affects the FP of Kenyan listed money deposit banks was examined by Orando, Nyangau, and Maobe (2025). It made use of FP metrics like ROA and ROE. The inquiry examined secondary financial data from twelve NSE-listed banks over a 5yr period using a descriptive investigation approach. Multiple regression estimation technique was utilized to estimate the data. The outcome indicated that FP is strongly influenced by capital adequacy. The investigation established that, a bank's capacity to control risks, adhere to legal obligations, and generate long-term profitability is improved by maintaining strong capital adequacy levels. While the ongoing investigation will focus on Kenyan insurance firms and employed an explanatory research approach, the previous inquiry centered on listed commercial banks at the NSE and employed a descriptive investigation approach. Also, the prior study utilized ROA, and ROE, as a gauge for FP while the present inquiry will utilize Z-score as the gauge for financial stability.
Famous et al. (2025) explored how capital adequacy requirements affects the FP of Nigeria's insurance sector.  Panel data came from the listed insurance companies' financial filings from 2012 to 2021. The ROE of the insurance sector was utilized as a gauge for FP.  That is, the variation in ROE was explained in large part by capital adequacy. The insurance companies' ROE and capital sufficiency are significantly associated. The inquiry inferred that capital adequacy significantly affects listed insurance companies' ROE, improving their FP. The prior inquiry utilized ROE as a gauge for FP while the present inquiry will utilize Z-score as the gauge for financial stability. The prior inquiry was centered in Nigeria, while the ongoing inquiry will be centered in Kenya. 
2.4.3
 Liquidity and Financial Stability

Nwala et al. (2024) evaluated how Nigerian insurance companies' financial performance (ROA) was influenced by liquidity (current ratio, cash ratio, and leverage ratio). The inquiry utilized an ex post facto investigation approach, and the yearly financial reports and accounts of 15 chosen insurance businesses listed on the NGSE provided secondary data for a ten-year period (2013–2022). The 150 observations that resulted from the data collection was estimated using panel OLS estimation technique. The inquiry's outcome showed that Nigerian insurance companies' FP is notably improved by liquidity. The inquiry inferred that, liquidity notably improves insurance companies' ROA. 

How liquidity management affects the FP of Nigerian consumer products manufacturing companies was investigated by Bagana, Lateef, and Emeka (2025). The investigation approach utilized in the inquiry was ex post facto. The inquiry is entirely dependent on secondary data gathered from the 2018–2022 annual reports of ten listed consumer products manufacturing companies on the NGSE. The inquiry utilized panel regression estimation technique. The outcome indicated that, liquidity notably and favourably affects FP. The inquiry deduced that Nigerian consumer goods manufacturing businesses' FP is greatly impacted by liquidity management. 
Khoza (2025) used a sample of 13 consumer goods companies listed on the Johannesburg Stock Exchange (JSE) between 2014-2024 to investigate the effect of liquidity on financial performance. ROA was used as a stand-in for FP. The estimating method used was panel least squares (PLS). Using the model, the researcher discovered that liquidity had a strong and favorable effect on ROA. The inquiry deduced that keeping a healthy liquidity ratio is essential to improving the firms' FP. 
Ernest and Philemon (2025) investigated the connection between listed industrial businesses' financial performance and liquidity in Nigeria. A ROA is used to gauge financial performance. This study examines manufacturing organizations' financial data from 2015 to 2023 using a longitudinal research approach and a fixed-effects regression model. The inquiry's outcome show that ROA is positively and significantly impacted by liquidity, indicating that businesses with strong liquidity are better able to manage obligations and increase profits. The inquiry deduced that improving FP in Nigeria's industrial sector requires effective liquidity strategies. 
2.4.4
Operational Efficiency and Financial Stability

How operational efficiency affects ISE listed Islamic banks’ FP from 2019-2023 was examined by Aranda and Wardani (2024). Purposive sampling was used to choose the three Islamic banks that make up the research sample. Risk, Governance, Earnings, and Capital (RGEC) ratios are used to gauge FP. The outcome demonstrated that whereas scale efficiency has a major detrimental impact on financial performance, technical efficiency has no discernible influence. Financial success is significantly impacted by both scale and technological efficiency at the same time. The inquiry inferred that the financial health of Islamic banks may be unfavourably impacted by an expansion of operations that is not ideal. The prior study utilized RGEC as a gauge for FP while the present inquiry will utilize Z-score as the proxy for financial stability. 
In the context of Nigerian listed insurance businesses, Kehinde et al. (2025) study evaluated the factors that influence profitability as determined by Adjusted Risk-Adjusted Return on Capital (Adjusted ROC). The D-GMM estimation technique was utilized in the investigation. The findings illustrate the value of efficient risk management by demonstrating a favourable link amongst operational efficiency and profitability. The results demonstrated that increasing profitability in the Nigerian insurance industry requires risk management, operational effectiveness, and strategic financial choices. The aforementioned inquiry was conducted for profitability of Nigerian insurance firms and employed the D-GMM. However, the present inquiry will be conducted for Kenyan insurance firms and will employ the panel regression estimation technique. In addition, the prior inquiry utilized Adjusted RAROC as a proxy for profitability. 
Orwa, Matanda, and Bosire (2025) investigated how the FP of NSE listed manufacturing businesses on the NSE in Kenya was impacted by operational efficiency. In the inquiry, a descriptive investigation approach was utilized. The inquiry focused on nine manufacturing businesses that were listed on Kenya's NSE in 2024. Analysis was conducted using a census of all nine manufacturing companies registered on the NSE. Using a secondary data collecting sheet, information was obtained from secondary sources. Inferential and descriptive statistics were utilized to estimate the data. The outcome revealed a favourable and substantial link amongst the FP of manufacturing companies listed on Kenya's NSE and operational efficiency. The inquiry deduced that by increasing operational efficiency, Kenya may enable its manufacturing companies to prosper in their particular structural contexts.
Ige-Gbadeyan and Swanepoel (2025) examined the connection between resilience and operational efficiency in 32 non-life insurance businesses in S.A. Using panel data from 2008 to 2019, a descriptive inquiry approach was utilized. S&P Capital IQ and Refinitiv Eikon, two reputable sources of financial data, provided the data. In the study, regression analysis was employed. The outcome demonstrated that leverage and liquidity had a favourable effect on financial health, and that larger businesses gain more from increases in profitability and operational effectiveness. The analysis came to the conclusion that improving financial stability and operational inefficiencies can improve the industry's ability to handle upcoming difficulties. 
3.1 Research Methodology

The study is based on a systematic literature review. Hence, several literature works have been reviewed regarding firm characteristics and financial stability, their methodology, approach and findings also documented. Based on this methodology, deductions are derived from the literature review.
4.1 Findings 
The study findings are guided the review of literature based on firm characteristics and financial stability in the insurance sector.

4.1.1 Firm Size and Financial Stability

Based on the review of literature, several findings have been deduced regarding firm size and financial stability nexus. Estiasih, Suhardiyah, Suharyanto, Putra, and Setioningtyas (2024) reported financial stability is significantly impacted firm size. Okoba and Chukwu (2025) reported that company size on significantly affects financial performance of Nigerian listed consumer products manufacturing companies. Oladapo et al. (2025) reported that company size and ROA had significant relationship for Nigerian listed food and beverage firms. Ndah et al. (2025) documented that firm size and ROA had negative relationship for oil and gas companies in Nigeria 
4.1.2 Capital Adequacy and Financial Stability 

With respect to capital adequacy and financial stability, significant nexus have been established between the two variables. Sylvia et al. (2025) showed that capital sufficiency significantly and favorably affected return on assets NSE in Kenya. Fadun et al. (2025) indicated a substantial positive association amongst capital bases and financial performance of Nigerian insurance companies. Orando et al. (2025) indicated that financial performance is strongly influenced by capital adequacy of Kenyan listed money deposit banks. Famous et al. (2025_reported that the insurance companies' ROE and capital sufficiency are significantly associated. 
4.4.3
 Liquidity and Financial Stability of Insurance Firms

Significant relationships relationships have been found between liquidity and financial stability. Nwala et al. (2024) reported that the Nigerian insurance companies' financial performance (ROA) was influenced by liquidity (current ratio, cash ratio, and leverage ratio). Bagana et al. (2025) indicated that, liquidity notably and favourably affects financial performance. Khoza (2025) discovered that liquidity had a strong and favorable effect on ROA for Johannesburg Stock Exchange. Ernest and Philemon (2025) indicated that ROA is positively and significantly impacted by liquidity, indicating that businesses with strong liquidity are better able to manage obligations and increase profits. The inquiry deduced that improving FP in Nigeria's industrial sector requires effective liquidity strategies. 

2.4.4
Operational Efficiency and Financial Stability of Insurance Firms

In the case of operational efficiency and financial stability, significant relationships have been established. Aranda and Wardani (2024) demonstrated that scale efficiency has a major detrimental impact on financial performance, however technical efficiency has no significant influence on financial performance of ISE listed Islamic banks. Kehinde et al. (2025) demonstrated that increasing profitability in the Nigerian insurance industry requires risk management, operational effectiveness, and strategic financial choices. The aforementioned inquiry was conducted for profitability of Nigerian insurance firms. Orwa et al. (2025) revealed a favourable and substantial link amongst the FP of manufacturing companies listed on Kenya's NSE and operational efficiency. Ige-Gbadeyan and Swanepoel (2025) demonstrated that leverage and liquidity had a favourable effect on financial health, and that larger businesses gain more from increases in profitability and operational effectiveness. 
5.1 Conclusions  
Regarding firm size and financial stability nexus, significant nexus has been established. Firm size is therefore important regarding financial stability. With respect to capital adequacy and financial stability, significant nexus has been established between the two variables. Capital level of institutions is vital to their stability. Significant relationships relationship has been found between liquidity and financial stability. Liquidity of firms which have to do with cash and their ability to address short term obligations is an important factor to their stability. In the case of operational efficiency and financial stability, significant relationships have been established.
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