International Journal of Economics And Financial Management

hPeeds. ) TP

it gasy Sarcemued Pa rhe amrlel, |

d
ST

j fnsurance Sub-Sector Development: An Emerging Pillar For
! ficonomic Growth and Sustainability in Nigeria

Beptram 0!&_\-—9;F!I{f!!i1.‘ Simon Pefer Nwankwo?, Onweka Ifeanyi On uka’
'Depariment of Banking and Finance, Enugu State University of Science and Technology, ESUT, Enugu
State, Nigeria
“Diepartment of Banking and Finance, Godtrey Okoye University, Thinkers Corner, Enugu State, Nigeria

Abetract:
Ehis study examined the effect of Insurance sub-sector development on cconomic growth and sustainability
in Nigerin. Tt specifically examined the impact of insurance premium on cconomic growth in Nigeria.
ascertain the clfects of gross insurance claim on cconomic growth in Nigeria and determine whether
insuranee income has any impact on economic growth in Nigeria. To achieve these objectives the study
cinplpyed vacdous cconometric techniques such as Augmented Dicley Tuller (ADI) test for the unit root
test, Dngle- Granger (1-() causality test & Johansen’s co -integration and Parsimonious Error Correction
modeling in which variations insurance premium, gross insurance claims and insurance income where
wprvvaed on GDI using time series data from 1986-2015. The secondary data casing the time series frame
weie colloeted from Central Bank of Nigeria statistical bulletin, The results of the analysis revealed the
presence of long run relationship between insurance premivm and economic growth in Nigeria. The resull
aloe revealed that the error correetion model analysis (hough not individually statistically significant, the
. variallos, insuranec premivim. gross insurance claim and insurance income were jointly statistically
signifivant in defermining ceonomic growth in Nigeria. The study concluded that Nigeria has enormous
insuranee poientinls waiting to be tapped into for rapid ceonomic growth in Nigeria.

ey words: Insurance Sub-Sector Development, Insurance Premium, Gross Insarance Claim and
Inenranece income,

premium turns into a large pool of funds that
could be invested for short or long term periods.
Insurance businesses are split mainly into non-life
and life, non-life insurance representing short term

. intepduciion
Madenao (2014) observes that Nigeria®s insurance
cletor s l_;‘,l'n'\‘u.-ing |'L|1'ii]1}’ but has low level ol

perctiation fna young society inhabiting Africa’s
Larpest ceonomy. Add to this what a recent Fiteh
Hating report calls an environment “ripe for
popaplidation” and it becoines easy to see why
lorgipn insurance proups are cyeing the market
Feenby.

Whe Miseria insurance market is curently ranked
" o the world. Tlowever, the Nigerian
covernment envisions an msurance industry that
can ronh amongst the twenty largest markets in
the swertd by the year 2020 (Unuoha, 2014)

b developed  markets, the  insurance  sector
sceniits fur a significant portion of the total
ceonomy. Thoir collection ol relatively simal?

funds and life insurance representing longer erin
fund (Akanro, 2008). As so many insurers could
serve as a means of long term financing, the seetor
is therefore important for sustained economic
growth, These will in turn, he said will deepen and
broaden the domestic financial inclusion, as weil
as great high saving rates and therefore greater
ceonamic development.

Nwoji (2015), states that the insurance industry
has attracted global (inance market players like
the Sanfam of South Africa, Old Mutual of South
Africa, Axa form France, NSIA, among others
into the gounlry. These have within this stated
period staked significant in Nigeria insurance
tirms thereby injecting life into them.
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The lirms which have metamorphosed from their
financial commitment are some of the giant
players one can point at while taking a head count
ol prosperous players in the market today. The
commitments of the global finance market players
have quickened activities in the insurance industry
im Nigeria. For instance, -Axa from France
announced that 1t had acquired 77% interests in
Mansard insurance, formerly Guarantee Trust
Assurance; have sunk a whooping sum of 198
million pounds into the company.

Old Mutual of South Afiica invested into former
Oceane insurance, while Sanlam of South Aflrica,
which  was the first in the race invested
substanuially 1 First Bank [nsurance Brokers
transtormung it into FBN Life Assurance. NSIA
mvested in ADIC insurance while Green Oaks
Global Holding invested in Union Assurance.
Nwoji (2015) observes that there-are indicators
that arother global player is staking substantially
into Standard Alliance Insurance. but the deal is
not fully consummated.

One can see from the above situations that the
iterest of ﬁ}:muﬂ mveslors s heightened in the

Nigeria insurance market, which was hitherto

jettisoned by indigenous investors.

This paper songht to identify various plans alrcady
m place and more to make insurance subscetor a
veritable sector fof economic development of
MNigel i

I.1 Statement of the Problem

The msmance sub-sector has an important role to
play m the economic development of Nigeria,
mainty by its role of intermediary and provider of
lnuncial services and by 1dentifying the risk
transler of the society. In the point of economic
petsoeeiive, sulance facilitates industrialists and
erliepreneur to avoid the necessity of
lreerip  capital  to guard  against  various
contingency due to the reason they can reimmburse
it fined conmbunon which 1s called premimm and
oblan Tinancial secutity against the risks insured.
lsianee has also permitted  comumercial,
mdusmial and other huge orpanivations lo operate
on a larue scale which otherwise wonld have been
tnattamiabie,

It s undoubledty true that the msurance industry
makes significant contribution to the economy in
the developing countries of the world. This has
not been the case in Nigeria due to multifarious
factors hindering the development and growth of
the industry. It therefore means that the factors

ol
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responsible for the stunted glow‘rh of the industr
have not been addreqqed o

Akanro(2008) states that 1\]1gc:1 la macro-economy
overview is a competling story of progression and
advancement attftibutable mostly to a stable
political  environment 'md the  successful
implementation of socio- emm)mm and financial
reforms. )

Alabadan {2016) uhﬁerves rmmance as a key
sector of Nigerian economy; the provision and
uptake of insurance services remain low despite
the enormous exposure to nck fm the low-inconic
and mass-market ]ar:-}mhtmn m T‘rnum Reasons

are attributalile to lack of consumu trust, many
Nigerians are skeptical anhd hold -negative
perception of the industry, low level ol

enforcement of compulsory msurance policies,
lack of professionalism by some agents and
brokers in the industry and general shortage of
skilled p1 ofessionals in thé industry.

Taking a case of compulsory mator vehicle
insurance (third p"ﬂ ty hability). Okonjo-Tweala m
Alabadan (2016) observes that only one in eight
Nigerian car (13%) have genuine insurance policy
compared to Ghana, where the compliance rate is
reportedly about 60%. On the case of mandatory
group life msurance for large Loqjor'{nom. the o1l
and gas sector, the federal civil service and the
police service are non compliance: .

It is very clear that Nigeria 1§ under msured
considering s pupul'{[mn of "174 ‘million people
and very low msurance penetration of ess than
1%, whereas countrics like Kenya and Moroceo
have insurance penctration ‘of 3.2% and 2.9%
respectively, They wre  comparable 1o
developed markets in Europe as well as Brazil and
China. They are followed by Angola at 0.9%
penetration. The rest of Africa has Tustorically had
very low demand for msurance. In particular,
Nigeria and Dgypt are considered very low given
their large populations of 174 million. and 85
million, respectively. The pmhlun which this
study sought to ud(‘frght lhm{,ic&:c 15-to examine the
effects of insurance sub-sector development on
economic growth and sustainability in Nigeria,

SO

1.2 Objectives of the study
The broad olncr.mc ol this xmdy is to examine the
effect of Insurance-siih 'sector levelnpmcnt on

economic growth and Hlikicliﬂdbl!lly 1 Nigeria
Specific objectives are to:
o [xamine the effects of Insurance Premium
on Economic Growth and Sustainabilitv in
Nigena, '
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e Ascerfain the effects of Gross Insurance
Claims  on  Economic  Growth  and
Sustainability in Nigeria.

e Determine whether Insurance Income has
any cflfects on FEconomic Growth and
Sustainability in Nigeria.

1.3 Research Questions
1. Tlow does Insurance Premium affect
Eeomomic Growth and Sustaimability n
Nigeria?
To what extent has Gross Insurance Claim
impacted  on  Feonomic Growth and
Sustainability in Nigeria?
3. ITow does Insurance Income impacted on
Feonomie Growth and Sustainability 1n

Nigeria!

]

2.0 Review of Related Literature

2.1 Concept ol insurance

AllL (2011) deseribes insurance as the inevitability
of ¥isks in human life which gave rise to the
coneepl of msurance. [nsurance may
comprehensively be  desertbed  as a  contract
between two parties (the insurer and the insured)
whereby the insurer undertakes to indemnify the
insured Jassured apainst risk of loss, risk of
damuge and risk of liabilily which may arise upon
the uncertaln acenrrence of some spectfied event
or in the case of life insurance, upon the
secnrrenice ol a certait event (death) at an
uneertar thne, '

Medical Dictonary delines msurance as coverage
against Tinaneiil loss, such as from illness or
ey procured by contract from a company or
apency  (hal provides such protection (Farlex,
2012}

MeGraw-1hll coneise  Dictionary  defines
msaraner ws g contractual rclationship when one
pirly ann inswance company or underwriter, in
consideration of a fixed sum- a premium, agrees
1o pay on hehall of  another —an-insured, a
pulivyholder for covered losses, up o lhe linits
purchased . cansed by designated contingencies
ligted in the policy (McGraw-Hill, 2002)

Medical Dictionary for the Health professions and
Nursing  defined insurance as a contractual
arrangement  whereby onc  party agrees o
indenmify the other agamnst financial or other
specified loss during a stated period in the future
(Farlex. 2012)

Medical Dictionary for the Dental profession
deseribed nsurance as coverage against financial

loss procured by contract from a company tha
provides sucli protection. -

Harvey (2012) defines insurance as guarding
against property ‘loss or damage by making
payments in the form of premiums to an insurance
company, which parts an agreed upon sum to the
insured in the event of loss, *

Insurance is a method: of protecting a person or
firm against financial loss resulting from damage
to or theft of, personal and business asscts
(general insurance) and death and injury (life and
accident insurance. Insurance may be obfained
directly from an insurabce company or through an
intermediary such as an insurance broker/agent. In
return for an insurance premium the person or
firm obtains insurance cover against financial risk
(Financial Dictionary, 2012)."

2.2 What is a 'Premiom?'

Premium has multiple meanings in {inance: (1) 1t's
the total cost to buy an option, which gives the
holder the right but not the obligation to buy or
sell the underlying ﬂn:mci’al instrument at a
specified strike price; (2) it's the difference
between the higher price pmd for a {ixed-income
security and the security's face ammtm at issue,
which reflects changes in interest rates or risk
profile simce the issuance date; . and (3) the
specified amount of payment required periodically
by an insurer to provide coverage under a 2Iven
insurance plan for a defined period ol time. 1he
premiunm compensates the insurer for bearing the
risk of a payout should an event occur that triggers
coverage. The most common types of coverage
are auto, health, and homeowners msurance.

The three usages of ihe term premiun all nvolve
payment for mmeth.np that 15 pereeived to have
value.

Option Premium

The buyer of an oplion has the right but not the
obligation to buy (with a call) or sell (with a put)
the underlying instrument at a given strike price
for a given peniod of time. The premium that 15
paid is its intrinsic value plus its time value: an
option with a longer matunity always costs morc
than the same structure with a shorter maturity.
The volatility of the market and how close the
strike price is to thc' 1‘11611-0111?611’1’-1’n'a'rket price also
affect the premium.”

Sophisticated mvestors qomctlmuz sell one option
(also known as writing an option) and use the
premium received to cover the cost of buymg the
underlying instrument or another opt ion. Buying
multiple optibns can either iricrease or reduce the

I!l F-M '\ ohume | Ic,tme-l 20}7
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risk profile of the position, df.p-'_ﬂdmg, on how it is
struciured.

Bond Price Premium

The concept of a bond price premium is directly
related to the principle that the price of a bond 1s
mversely related to interest rates; if a fixed-
income security 1s purchased at a premium, this
means fhat then-current interest rates are lower
than the coupon rate of the bond. The investor
thus pavs a premium for an imvestment that will
return an amount greater than existing interest
rates.

Insurance Premium

Premiums are paid for many types of insurance,
including  health insurance, homeowners and
rental  msurance. A common example of an
msurance premium comes from auto insurance. A
vehicle owner can insure the value of his or her
vehicle against loss resulting from accident, theft,
fire and other potential problems. The owner
asuaily pays a fixed premium amount m exchange
for the msurance company's guarantee to cover
any economic losses incurred under the scope of
(he agreement. Found - at
(httpriavane imvestopedia. com/termsip/premivm.as
plixzzdnYuawlVCs, 2017)

2.3 Insurance Claims

Insurance ¢laim according to Farlex Financial
Dictionary (2012) is a document or request filed
by a pabeyholder stating that an insured event has
oceurred and that the insurance company should
provide coverage. For example, if a person has
health insurance and breaks his leg, he must file
an ansuranee elaim in order for the insurance
company to pay lor some or all of the medical
expenses, Depending on the policy, a third party
may or may not be able to file an insurance claim
on behialf ol a policyholder.

[nsuranee  claims  are demands made by
poheyholders for payment under insurance for a
foss covered by that policy (Jermilohun, V.G,
Lawal. Y.O. and Adebara, L. 2013)

('laims and loss handling is the materialized utility
ol nsurance: it is the actual "product" paid for,
Clatms may be filed by nsured directly with the
msurer or through brokers or agents. The msurer
may require that the claim be filed: on its own
proprictury [orms, or may accept claims on a
standard industry form, such as those produced o
accord (Fajudeen and Dansu, 20014)

Insurance company claims departments employ a
large number of claims adjusters supported by a

smii nf records |]‘1m1'150nnnt ’11‘1(1 Llld t‘ntr_y C]ClkS
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. baged on, seventy
- whose settlemenl

Incoming claims are classi
and are assigned m '1djuq1;e
authority  varies wﬂh ’rhur' knowledge and
experience.  The" ad]mter undertakes ' an
investigation of each’ claind, * usual Iy in - close
cooperation with - hc insuréd, | determines if
coverage is -available undér the terms of the
insurance contract, and if 0. the reasonable
monetary value of the claim. and authorizes
payment. ;

The policyholder may “hire. their own public
adjuster to negoliate ! the settlement with the
msurance company:on theit:hehalf. For. policies
that are complicated, wht’l e cldims ‘may be
complex, the insured may. take out a separate
insurance policy add:on, called loss recovery
msurance, which covers the cost of a public
adjuster in the case of a claim. :

Adjusting lability insurance c.}.;nms 1S pmtlcui.uly
difficult because there is a third party involved,
the plaintiff, - who 15 under no contractual
obligation to cooperate with the insurer and may
in fact regard the inisurer as.a deep pocket. The
adjuster must obtain legal caunqel for thc msured
(either inside "houge” Lounscﬂ or outside "panel”
counsel), monitor 151:;1.1[1011 thHat may take years 1o
complete, and appear in person or over the
telephone  with scttlement  authority at  a
mandatory settlerrient C(mfuencc whent requested
by the judge. 4

If a claims adjuster f,uspccl‘: Ulld( r-insurance, the
condition of average m: 1y come into pl'w to limit
the insurance com]mnya exposure. .

In  managing * the + claims hcﬂ‘l(ﬂlﬂi{ function.
insurers scek o balance the elements of customer
satisfaction, administrative haridling expenses,
and claims overpayment leakages. As part of this
balancing act, fraudulent insurance practices are a
major business risk that niust be- -managed and
overcome.  Disputes - between, Hinsurérs  and
insured’s over: the validity of u,laumﬁ; of claims’
handling pmclmu o.cn,ﬂs}o_ ]'l_y,._ esc.algltt:_ 1o
litigation. OIS SRR

2.4 Insurance lnmme ; : :

This is a measure. ol ear nm;_,‘.: 02 imsurance firms.
When such earhing grows, économic growth will
oceur since the industry will have good prospects
(Edeh, Udch and Ohmpuna 20135) R

Theou.tn.a[ Framework

The insurance industr ¥ exists because people are
willing to pay a price for being insured. There 15
an economic theory that explains why insured are
wi]ling to pay a premium ‘larger than, the ner




premimm. that is, the mathematical expectation of
the insured loss. The theorctical framework of this
study is  anchored on  the Utility theory
propounded by  Springer-  Verlag, Berlin,
Heidelberg (2008). This theory postulates that a
decision maker, generally without being aware of
it. attaches a value u(w) to his wealth w instead of
just w. where u(-) is called his wtility function. To
decide between random losses X and Y, he
compares B fu (w — X)] with E [ (w — )] and
chooses the loss with the highest expected utility.
With this model, the insured with wealth w is able
to determine the maximum premium P he have
prepared Lo pay for a random loss X. This 1s done
by solving the equilibrium equation E [u (w— X)|
=t (u - /7). Al the equilibnium, he does not care,
in terms of utility, if he is insured or not. The
model applies to the other party nvolved as well.
The insurer, with his own utility function and
perhaps supplementary expenses, will determine a
minimum premium £, 11 the insured’s maximum

“oremims 2 s larger than the insurer’s minimum
[ )

premium P, both parties involved increase their
utility if the premium is between P~ and P"
Although it is impossible to determine a person’s
utihty  function  exactly, we can give some
plausible properties of it. For example, more
wealth would 1mply a larger utility level. so u(-)
should be u pon-deereasmg function. It 15 also
fopical that ‘reasonable” decision makers are risk
wverse, wihich means that they prefer a fixed loss
over 2 1andom loss with the same expected value.
We will define same classes of utility funclions
that possess these propertics and study  their
advaniapes and disadvantages.

Suppose that an insured can choose between an
inuranve policy with a fixed -deduerible and
another policy with the same expected payment by
the insurer and with the same premium. It can be
shiowt that it 1s better for the insured to choose the
former policy I a remsurer 15 msuring the total
claim amount of an insurer’s portfolio of risks,
msuwrance with a fixed maximal retained risk is
called a stop losy reinsurance. From the theory of
ordering of risks, we will see that this type of
mility theary and insurance of remsurance 1s
aptimal for risk averse decision makers. In this
chapler we prove that a stop-loss: reinsurance
restilts in the smallest variance of the retained risk.
We ulso discuss a simation where the insurer
proportional reinsurance, with a
reinsuranee payment proportional to the claim
dmount.

Pl'C‘i‘L‘TE G
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lmuane I}cveinpmont an __,._Ei':hm)inic Growth
CEA (2008) listed the fo!%ownw as ways by which
insurance sector d{:\,:,]dpmem can foster economic
growth: g
1. Providing. blra'ltlel"lnellrfli1ce cuvelaqe
directly to firms, improving their
financial soundness: Insurance allows
firms to cxpand and take on economic
risks without the need to set aside capital
in liquid contingericy funds. The absence
of adequate business inisurdrice cover tends
to be-particularly harmful for small firms.
Limited capital and d_l_ﬂ]_LH]T) in accessing
financial markets make them vulnerable to
adverse evénis: \Vtthmﬂ msurance, large
contingency funds would be needed to
protect firms against risk. For many this
would represent more capital than they
presently employ in  total. Therefore.
without insurance, the population of firms
would decrease rapidly. 1t is ditficult to
assess the exact of the positive effect of
business - insurance on economic activity.
Whereas  comparison  of  ipsurance
premiums to GDP conveys information on
the performanceé of the insurance industry,
it overlooks the wider contribution to the
CoOMonTy.
2. Fostering
encouraging

Centrepreneurial  attitudes,
investment, innovation.
market dynamism, and competition:
Being  innovative - 'prr'éuppf}«;{ﬂ & the
willingness to take risks. Since (potential)
entreprencurs, much like ordinary people
are characterized by nisk aversion. the
willingness Lo take risks can be considerad
as a scarce resourceé. The more willimgness
to take risk-is available, the more will be
produced. Lveén if  insyrance industry

cannot change ‘the ov rerall willingness of
actors in an cconomy to take risks (risk
aversion does not phanslc with insurancce).
it does play a key role in freemng
entreprencurial ‘spirit. Insurance decreases
the - risk . supported © by entreprencurs
through mitigating and poohng procedures
and allows them to take additional risks.
Well  developed - insurance. markels
contribute by helping to optimize the
allocation of the scarce resouree of risk-
taking™ by shifting it from conservative {o
innovative. and  high-profit activities.
Underinsured firms, ini contrast. usually do
business  opportunitivs,

not exploil new
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they invest less m innovation and their Insurance provides’ durability in the society by

degree i participation in global markets 1s necessary arrangement of security against loss
low. The relationship between insurers and from unexpected. risks. Souuses become more
the business customers should be peaceful and safe by insurance, which provides
considered at least as important as the different profits and Fmamial Setuniy_agamm
relationship  between banks and their losses from risk. |

business customers. Kebal (2015) further states that ih:. major thehtc

3. Offering social protection alongside the ofm‘;uxamc to society are:
state, releasing pressure on public sector 1. Indemnification for lossu All members

finance: In all industrialized countries, the
debate about the need to revise the social
protection  offered by the state s
increasing. The population  structure 18
changing fundamentally with a longer life
expectancy. an increase in elderly people
and a falling birth-rate. At the same time
people cxpect to receive a high level of

healthcare,  pensions,  unemployment 9

allowance and other social benefits. This
evolution according to CEA raises general
concern for the future if reform is not
rapidly mtroduced. A 2006 study prepared
by the LEuropean Commission and the
Lconomic Policy Committee notes that
without a change in policy, public finance
will be put under extreme pressure and the
ELl potential economic growth will be
almost cut 1n haltf by 2030, Morcover, this
situation will push wages upwards and

reduce the propensity to consumc or, in 3

ather words, 11 will depress demand and
crode competiveness. In addition, a large
parl of the population does seem to be
fully aware of the reduced prospect for
soctal protection Significant reform of the
current soctal sceurity system 1s therefore
needed m omost Meimnbers State. Private
msurers are natweally willing to contribute
11 the development of an addifional pillar
alongside the protection offered by the
state. For instance, msurance products
such as ‘Payment Protection Insurance’
play a vital role m protecting households
rom the consequences of unemployment
in the event of economic downtnm (CIA,
RRY

Benefit of Insurance to the Society 4.

[Kebal (20195 abserves that people live i'n"sociei}f.
Society 1s full of nsks and uncertainty. Insurance
« a social tool providing financial compensation
1o those, who suffer from bad luck. Such payment
15 bemg made from the accumulated contribution
of all parties participating n the scheme.

Issue 12017 ww.icffﬁ.ui
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of society are L-l_ung diifereint risks. If risks
are [nsured, all losses arising from
unexpected - risks are . compensated.
Tndemni.ﬁcz.lti'(iﬁ_ permits individuals and
families to returned to their former
financial pcml}on after a loss occurs. As an
outcome, they can maintain their financial
sccuniy 1

Fewer burdens to  society: Becauvse
insured are restored either in part or whole
as loss occurs, they are less likely to apply
for civil assistance or welfare profit, or
look financial assistance from relatives and
friends. So other member of the socicty
need not help the unlmky member even
after suffering from loss. If the individual
has not insured the risk, the relatives and
friends should ']'wlf) him financiallv. when
he becomes Luﬂuc]\y suiium from the
risks.

Source of inv utmcut lunds Inqu:mcs 5
a business . of. collection of fund and
payment to insured suffered from sudden
incidents. = Hence, - insurance industry
accumulates funds as . premium  from
society and hecome an important source
tor capital  investment. . Insurance
companies collect premium in advance of
the loss and funds not needed to pay
immediate loss¢s can be Joaned to business
_i"hm'm. Generally, i_nm:;:_rance companies

invest such funds typically in shippmg

centers, hospitals, - factories; ~ housing
development cte. in this way, msurance
business --creates ammi funds - and

promotes uonm‘mu dwc!opmcni of a
countty. ' s

Less worry .«Illﬂ Ie‘u, Another bentiﬂ of
insurance 1o society is,that it decreases the
worry and Tear of members of sociely
regarding the  risk of accident and
immature death. The farmly heads have
adequate  peace of mind because they
know that they arc covered if'a loss oceurs.




5. Prevention of Loss: When a loss occurs
from risks, the insurer has to indemnify
them financially. Since misk of insured is
ransferred to insurer in the insurance
policy, the msurance company should bear
the risk. It means occurrence of loss from
now become the interest of the owner of
the property as well as the insurance
company. That 1s why: nsurance parties
are actively involved in numerous
programs  about loss prevention, They
employ a wide variety of loss avoidance
personnel, including safety. engineers and
prolessional in fire prevention,
professional  safety and health, and
products culpability.

3.0 Methodology

I'he study adopted an ex-post fac 0 and descriptive
rescarch method, Ex-post facto 1s mostly used in a
study where 11 15 not possible or acceptable to
manipulate the characteristics of the variables
under study. The use of descriptive statistics is
necessary as the data set 1s entirely quantitative
and requires the use of analytical and statistical
lechmques. In view of the above, this study
adopted Augmented Dhekey Fuller (ADF) test for
the unil root test m order to attain stationarity. The
Engle- Granger and Johansen’s Co integration
wis conducted Lo ascertain if there is a long run
relationship among  the  variables.  The
Parsimonions Frror - Correction modeling was
adopted 1o vorreet for shocks and innovations,
decomposing” them mto short run and long run
HMpacts,

1.0 Nature and Sources of Data

Fhe date Tor the worle 15 ammualized time series
consist of mainly secondary data. The study
covers 1981 o 2015, The data are accessed from

the Central~ Bank  of Nigeria databank and
statistical Bulletin Various ssues. The choice of
the period 1986 to 2015 was informed by the
availability of data in the form detailed enough to
allow for mhmt an-a‘[y%l?q

3.2 Model Specmcanml ;

lh(‘ model of this study is hcw*d on | the Classical
Linear Regression ‘Model ‘of ‘Brooks (2014). An
econometric analysis of which Economic Growth
proxies RGDP is the dependent variable while the
imndependent/ explmﬂtory VElH'lhIC'q are insurance
premium, gross Insurance Claims and [nsurance
Incomc The model 1s 5l1own as follows;

= o # B X1+ B Ko+ g Xy aecsascieriurenioniones

--------------- B3 + U 3.1
Where;
Y = Dependent - fzmabh, t L]
X)Xy Xyeofoomamnils X, = the explanaiory or
independent variables .
Bi, B2, By i = the coefficient of the

parameter estimate or the slope
&= Error or disturbance term

In relating this to the study;

RGDP = f(INPR, GINCL, INCOM) ~=----masemmmnee
——————— 32

Relating it in emnnmunc form and the variables

log lincarised, it will appear thus:

LRGDP = B, + P; LINPR + B3 LGINCL + B
I TN("OM------------’--I_.ﬂ creminimicss, B,
Where: - v

LGDP = Real Gross Demestic, Product
LINPR =Insurance Prenium

LGINCL = Gross Insurance Claims’
LINCOM =Insurance Thcome!

B = intercept (Constant t el‘m)

I, - Error lerm '

. A priore expcc!atmn It s L\.pu?tul that { — [ =

0

4.0 Presentation of data, analysis, findings and Conclusion

4.1 Presentation of data

Table 4.1 shows the Real GDP growth rate, Insurance Premium, Gross. Erisl.n‘anc_c claims and Insurance

Income i N gum (1986- ?015)

0.080359 0.046696

. 1998 2.82 | 0. 426{)004

L1999 1.19 -0.17945 0.148471 | | 027271

-’ 2000 4.89 0538629 | 0.120309 | 0.3002112
2001 472 | 0286259 | 10091017 | 02746778
2002 ' 4.63 0.303113 | 10.099434 0318129
2003 557 0163608 | 0120773 | 047215

2004 | 6.58 0.149079 | 0.121895, 041 f)2:>%
, 2005 6.51 0.34162 0.108687 00441?232
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_r_:__z_T;_oC 603 ~ 021574 552205 [ 03%491% |
R 0779467 | _0.085344 [ 05¢€ 5676358
2008 598 0.491811 —0.125209 . | 0.76] t)lS(:%
| 2009 696 — | 0.208 ).208354 “00NE L }?318484___]
2010 —005483 | 0151600 08081554
- 2011 0166571 0072125 _ 0.4280227
2012 10.041985 065786 | 00004024
[___2_055___ B 0.085664 | 0056225 _ 0378013 |
2014 0.501811 01604;4 F T 0.7810191
'[_ 015 | 670 __'1/0.6_9653_4 )()64892 R 057’76%()

Source: Central | Bank of | Nigeria 1a statistical Tcal Bulletin various 1551,10%

4.2 Data Analysis and Discussion of Results
Unit Root Test:

Table 4. i Rs.iult of Unit Tes Test A Analysis

1_%17\4_ - ~Variables_ ;\DI t-t_,tdt 50/, critical value Order oﬁniegqtlon § -y gliod Trend | .

| 1| (&DP) || 307644 22307644 TG i With intercept

li 2. | INPR ‘ 553225 -2.957110 1l \ With intercept

| 3 || GINCL -5.363889 22957110 1(1) \ With intercept

L e ] INC OM | -3 45762_{_)__\__ _—2260411 _____lg)_ . L_E\’_lth n c;cepl |

%ounl [-view 9 cc)mpumhons
I'able 4.2 shows the presentation of ADF Unit root test of stationality 5§ the time series: ‘varm.hlt,s I’hL result

shows that all the var iables are 1(1). where the absolute values of the t-test exreede{] Lhe 50 values.

Table - 4.3: Result 01 ]nh'\n%n Co- mtegrahon

L‘aulos B R GDP, INPR, GINCL, IMOM T S e
| I L 1g_mtcr\-1'l (_n ﬁl\t differ rences): 1 to 1 o R e
[ I‘[\mothms?cd T —-—|L Trace —|r 005 e |
!I No. of (.F( 5) \ Eigen value | " Statistic T Critical V cal Value ' Prnb“r#_ w
| None' 0702716 | 8887634 | 69.81889 0.0007 l]
| Atmost 1 | 0541468 5127122 |, 4785613 0.0231 \
\ A qnost 2 0.353137 27.09972. - 29.79707 | 0-0992

L Atmost Be \ 0237142 | 1359546 1549471 | 0 (}jﬁ ___HJ

Trace lest 1 indicales s 2 co- m‘rt,gmtmg; eqn. (c'.) at 0.05 Tevel of slgniflc,anue

fable 4.3 was used to cslimate the Johansen co- _integration o establish a lung run relationship of the
vuriables The re ult indicates the presenae of two (2) co- integraling cquations @ at 5% level of significance.
Tl trace slatiste values of 8887 and 51.27 exceed the 504 critical values of 69. Ewl and 47.85 which show

[yt co-mlegratiom crists,

A3 Prear correlation model

Table .4: Result of brror ( ‘orrelation Modeling
Depantent Var ables: (GDY)

Metho: Least Squates

Date: 2070 712017

Sumple {adjusted): 1 1986 2015

fncluded obseryations: 3() after adjustments

Variables Coelficient. Qtd, Hrror t-Statistic Pmb',
e T 20.061247 TT0.533758 — g - T 09095
DINPI) .2.380328 1-534956 -1.550747 - 0.133]"‘:
L}(G'[N(_'i ) -1.681851 4.326397 50.388742 ().7006
DINCOM) 0.112023 2.522207 [) 044’11 5 0.9649 v

.w_...,_u B iy
o . B
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ECM(-1) -0.840410 0.192910 -4.356477 0.0002
R-Squared 0.437049 Mean dependent var ) 1.028437
Adjusted R-square (0.328789 S.D. dependent var 3.675407
S.E. ol regression 3.011167 Akaike info criterion 5.209893

Sum squared resid 235.7452 Schwarz criterion SAR4TIE

[og hikelthood -77.35829 Hannan- Quinn criter 5.300990
Festatistic 4.03704] Durbin-Watson stat 2-023053

Prohtb-static) 0.0070623

lable 44 presents the result of the error correction
model analysis. The F-statistic indicates that all
the explanatory variables are jointly significant in
determining the dependent variables, with the
probability of the F- ratio falls below 5 percent
(0.05)  The coelhicients for the individual t-
satistiz indicate that all our variables of focus;
real eross domestic product (RGDP), insurance
premivim (INPRY), gross insurance claim (GINCL)
and msurance meome (INCOM) are statistically
signiheant at § percent, since their p value 1s less
than 605 This result agreed with the work of
Fdeh, Udeliand Olapuna, (2015),

[he model s dynamie since the BCM coefficient
s well behaved, It is negative. but it is
datistieally sienificant, This indicates that the
speed ol adjustment from the short time to the
long run equilibrium is only 84.04%

S0 Sommary of findings and Conclusion
S0 Summary of findings
it [he testing of nme series data for
stattonarity using the ADE umt root
test, the Engle-Granger and Johansen
Coontegration test,  confirmed  the
presence  of long run  relationship
hetween  Insurance Prenmuum and
Lconomie Growth in Nigeria
(1) Fhe ortor correction model analysis
reveals that though not individually
stanstcally sigmihcant, (he variables,
INSUrance  premiunt,  gross  insurance
chum and  insurance  income - were
jointly  statically  significant
deter mn':in;_z, CEanomIe }31'("‘\‘»’1 h i
f\'\l IELL'_'I el
iy the ECM co-ellicient was  well
behoved,  with  a negative  sign,
mplying o dynantic model that takes
into account the long and short run
properties of the relationship between
the  dependent  and  independent
variables i the study.

2.2 Conclusion

WW

w.1jef.

The objective of this study 1s to examine the
effects of insurance sub -sector development on
economic growth and sustainabslity - Nigeria,
Nigeria has enormous insurance polentials waiting
to be tapped nto, the new impetus put mnto the
implementation of the NAICOM laws which
provides that receipt of an insurance prenium
shall be a condition precedent to a valid contract
of insurance and there shall be no cover in respect
of an insurance risk unless the premium s patd
advance, This will surely improve the financial
viahility of all msurance companies in Nigeria.

A world without insurance would be much luss
developed economically and much less stable. The
risk transfer function of the msurance sector
contributes. on the one hand. to the creation ol «
more stable operating environment for companics
and, on the gther hand, to a reduction i the level
ol capital required by undertakings fo protect
themselves agamst risk. '

By protecting firms and citizens against adverse
events, the insurance sector provides a silety net
that allows policyholders to restart their activities
whatever the difficulties they have 10 cope with,
Insurance plays. at this level, a key role m
cconomic growth and sustamability, N
Insurance not only provides a stable operating
environment, bul it also improves. companies’
awareness ol msk management, and mtuences
their mvestment decisions. Dilferences o price
and policy conditions are key factors influence
undertakings® and  households™  decisions,  and
confribite to sustainable and responsible use of
avatlable resources, lor  instance, msurance
contributes to the reduction ol rsks linked 1o
climate change by supporting  Governmen!
policies desigmed to lmt climate change and 1o
reduce its impact.

This study applauds the change agenda of the
present Government in Nigeria especially (he total
removal of o1l subsidy.

Now. more foreien investors are weleome mito
investing in the Nigerian [nsurance Sub-Sector,
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