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ABSTRACT

The research sought to examine whether reinsurance use brings any economic value to

Zimbabwean insurance companies. While the role and purpose of reinsurance is well

documented in literature, there has been modest focus on empirically validating

reinsurance economic value. More specifically, there has not been such a study in

Zimbabwe where most insurers are faced with biting liquidity and capital management

constraints. The study uses a sample of 23 operational insurance companies with

observations from 2010 to 2012. Economic value is measured using Return on Assets

adjusted for industry effects as a proxy. The study then explores the correlative link

between the Adjusted Return On Assets and the logarithm of Reinsurance Ratio as a

measure of reinsurance usage. In order to control the effect of other variables to

economic value, a set of explanatory variables are also employed in the analyses. The

research found out that there is a statistically significant negative correlation between

the amount of reinsurance purchase and economic value. Such relationship is however

moderated by low profitability of the insurance risk portfolio and augmented when

profitability is high.
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