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ABSTRACT
Relying on secondary sources of data, this study examined the
effect of the development of insurance sector on economic
growth. Data for this study were analysed using inferential
statistics and the models specified were estimated with
Autoregressive Distributed Lag (ARDL). Co-integration analysis
and Error Correction model were estimated; the findings show
that insurance sector has significant effect on economic growth.
However, the effect of insurance sector on economic

growth was adjudged negative both in the short run and
long run as most of the insurance proxies exhibited
negative relationship with economic growth; a pointer to
the underdevelopment of the insurance sector. Based on
the findings, it was recommended that gross insurance
premium should be more efficiently managed and invest in
viable projects capable of generating more incomes for
the insurance sector; also, efforts should be made to
increase the tempo of awareness of insurance activities
and its benefits to the masses, while Insurance sector
should be more proactive in their choice of investment,
and develop more risk appetite such that not only lowrisky investments are undertaken by them but also the
high-risky ones, because the higher the risk, the higher the
returns.
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INTRODUCTION
Insurance is a business strategy which specializes in
reducing individual and business risks and losses via
compensation by undertaking to restore the insured party
back to the position he was before the occurrence of the
loss. The insured party thus, makes a regular payment
(known as premiums) to the insurance firms in return for
an undertaking to underwrite risks. To understand how the
development of insurance sector aid economic growth, it is
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important to know how insurance started in Nigeria. The
birth of modern insurance in Nigeria is closely associated
with colonialism and the arrival of British Trading
Companies on the western Coast of Africa at the
beginning of the 20th century. These companies facilitated
inter-regional trade in many countries, including Nigeria.
The foreign companies, due to increase in trade, and
commerce (banking and shipping) therefore, needed to
find a way of dealing with some of their risks at a local
level. Consequently, these trading companies were given
insurance agency licenses by their foreign authorities from
abroad. The licenses allowed the firms to facilitate claims
supervision and issue covers. In 1918, Africa and East
trade companies inaugurated the Royal Exchange
Assurance Company (REAC) which opened a branch in
Lagos Nigeria in 1921 and headed by late George Gatting.
This was the first insurance company in the history of
Nigeria and it enjoyed monopoly for 28 years. Other
foremost insurance companies in Nigeria included Legal
and General Assurance Society (LGAS), Norwich Union
Fire Insurance Society (NUFIS), Tobacco Insurance
Company (TIC), Patterson Zochonis (PZ) Liverpool, Law
Union and Rock.
Due to the tragic effects of the Second World War which
was fought for 6years and 1 day between 1st September
1939 and 2nd September 1945, trade and commerce
suffered both in the United Kingdom and in Nigeria. Thus,
the initial years of Nigerian insurance companies
witnessed slow growth between the 1920s and 1940s.
Once the war got over, the insurance industry in Nigeria
picked up its pace and made progress that would be
embedded forever in the history of insurance in Nigeria.
The first insurance company indigenous to Nigeria was the
African Insurance Company Limited. This was established
in 1958. On October 1, 1960, the country gained
Independence from the Britain. At the time of
Independence, there were twenty five insurance companies
in Nigeria. Only four of these were owned by Nigerians.
In 1961 the J.C. Obande Commission report, a milestone
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in the history of insurance in Nigeria, was released.
Firstly, the report gave birth to the first insurance
legislation in Nigeria i.e. the Insurance Company Act of
1961 effective 4th May 1967. Secondly, the report led to
the formation of the Nigerian Department of Insurance as
part of the Federal Ministry of Trade. This department was
later transferred to the Ministry of Finance. The Insurance
Companies Act of 1961 made it necessary for insurance
businesses to be grouped into various classes for
registration purpose. According to provisions of the Act,
the office of the Registrar of Insurance was created. The
purpose was to manage insurance practice in the country.
Minimum capital requirement and other regulations for
registration, monitoring, and control of insurance
operations are some of other provisions that fall under the
provisions of the 1961Act. In 1976, an Insurance Decree
was released. This gave authorization to insurers,
transfers, and modes of operation, administration,
enforcement guidelines and penalties. By this time, the
number of indigenous companies had outnumbered the
foreign insurance companies. In 1997, the National
Insurance Commission was established. It was given the
duty of overseeing and organizing insurance in Nigeria.
This body is functioning as the main insurance regulator in
Nigeria. An Insurance Special Supervisory Fund was set
up in 1989, which made it compulsory for insurance
companies to give in 1 percent of their gross earnings to
the fund. This also strengthened the Insurance Supervisory
Board. The insurance industry in Nigeria has been steadily
growing ever since.
Insurance Companies provide the service of financial
sustenance to other participants in the economy. They do
this by ensuring the financial survival other business in the
event of the unfortunate occurrence of insurable risks.
Without such financial compensation as offered by the
insurance industry, many a business would have been out
of existence, with all the attendant economic waste. As far
as Nigeria is concerned, there is little awareness when it
comes to insurance sector as most businesses and
individuals are either not aware or misunderstand the
benefits and essence of insurance in reducing their
individual and business risks. Meanwhile, in advanced
countries of the world, there insurance is a matter of
compulsion for every citizen and the enforcement of such
are ensured to the letter; hence insurance is expected to
contribute to the economic growth in such advanced
countries than Nigeria where the larger percentage of the
populace is not even aware nor understand what insurance
means. Thus, this study is spurred by the interest to know
what contribution has insurance made to Nigerian
economic growth and hence, proffer way forward on how
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to make insurance sector productive for economic growth.
Moreover, existing studies have been using variables like
gross premiums, claim payment, insurance investment to
proxy insurance sector (Yinusa & Aluko, 2013; Hadhek,
2014; Oke, 2012; Ozuomba, 2013; Monogbe, 2015).
However, none of the cited authors have considered that
the development of the insurance industry could be
measured by examining trends in the ratio of gross
insurance premiums to GDP which is an important
indicator of development in the insurance industry. This
study thus, seeks to examine the impact of insurance
development on economic growth using the ratio of gross
insurance premiums to GDP as proxy for insurance
development among others.

LITERATURE REVIEW
Conceptual Review
Olasehinde (2003) defines insurance as an arrangement by
which one party (the insurer) promises to pay another
party (the insured) a sum of money, if something should
happen which causes the insured to suffer a financial loss.
The responsibility for paying such losses is then
transferred from the insured to the insurer, and in return,
the insurer charges the insured to pay insurance premium.
The economic development of any nation is closely related
to the behaviour of individuals living in that country as
regards how much to save and how much to consume from
their earned income. From the national accounting point of
view savings equals investment. It is also true that for a
country where the inhabitants make a consistent effort to
save a part of their disposable personal income, such a
country will be economically viable that is ignoring the
uncontrollable variables such as political instability and
depression. Savings are productive to the extent that they
are wisely and efficiently employed in the various
development projects with the economy which can
contribute to the gross domestic product that determines
the standard of living in a particular country. The forgoing
accounts for reason why government encourages people to
save through government approved institutions including
the insurance companies.
Dickson (1980) simply defines insurance as a means by
which group of people that are facing the same or similar
risk comes together to seek protection under a firm against
financial losses, as this makes each member of the group
liable to pay premiums to the underwriting firm. This
definition connotes that through the payment of premiums
to insurance firms, large volume of risks are undertaken in
the belief that not all of the insured under the scheme
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would suffer loss at the same time. The insurer thus,
compensates the few unfortunate ones who suffered from
the insured loss from the premiums contributed by many.
All the forgoing definitions and descriptions of insurance
are of course, correct. The definitions have pointed to
common thing that insurance is an arrangement in which
the responsibility for paying for losses is transferred from
the insured party to the insurer, and in return the insurer
charges the insured a price known as premium. Insurance
can therefore be defined as a contract between two parties
by which one of the parties undertake to indemnify the
other if he suffers any loss.

prices, so that the effect of price rises on the value of
national output is removed (“sustainable Growth”, n.d)
Insurance Development and Economic Growth: the
Nexus
By providing protection, insurance companies could affect
economic growth when the functions and benefits
provided by insurance are critically examined. Thus,
according to Olasehinde (2003), insurance contributes to
economic growth in the following ways:
i.

Building up of confidence: Insurance builds
confidence by removing fears of business failures
from the minds of individuals and firms, thereby
giving room for business expansion and the
establishment of new ones for the overall growth
and development of the economy.

ii.

Providing a means of investment: Out of the pool of
funds (premiums) contributed by the insured for the
purpose of indemnifying the few unfortunate ones,
insurance firms also invest parts of these funds in
profitable government securities and other ventures
capable of generating returns. In this case,
insurance is capable raising capital through their
investment activities as well as provide
compensation for insured who suffer loss.

Concepts of Economic Growth
Also, in terms of economic growth, it is palpable that
growth is the one of the major economic goals of many
nations of the world. Every country of the world is striving
to achieve economic growth and always set all apparatus
that can aid the achievement of such goal in motion. This
is because any Nation that can achieve economic growth
will be in an advantageous position to meet the wants of
individuals and proffer solution to poverty and other
socio-economic problems. Thereby, ensuring the wellbeing of the economy and improving standard of living, by
raising incomes/ providing jobs. In addition, economic
growth can possibly even protect the environment by the
creation of parks, reserves, and implementation of key
policies. Consequently, some economists have argued that
economic growth will eventually lead to an improvement
in the environment. This may be so, but the more rapid our
growth, consumption and the use of our Natural Capital
Resources, the more waste we produce, the more prone we
are to environmental degradation and exhaustion. Thus,
with economic growth as our goal it is likely to
overshadow environmental concerns, placing the
environment in the back seat while focus is towards
gaining wealth. However, despite this, it is interesting to
note that when a country achieves a high standard of
living, the people attach value to environmental amenities.
In other words, Serageldin (1994) posits that as people
become wealthier, they have more time to think about
other things than their survival; and with this wealth can
influence governments to improve the environment. For
example, it is only after industrialised countries achieved
their economic objectives that they began to focus on the
environmental problems they left in wake on their drive
for growth. Economic growth occurs when real output
increases over a period of time. Real output is measured
by Gross Domestic Product (GDP) at constant basic
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iii. Providing a means of saving: Many insured,
especially, under life assurance policy create a
means of saving for their future by buying a
corresponding insurance product. At old age, such
accumulated savings provide a vital means of
survival and provide a veritable source of funds for
building houses, sponsoring children education or
meeting other important capital expenditure. Also,
more savings will definitely lead to more
investment, and more investment will lead to higher
economic growth.
iv. Providing solution to social problems: Insurance is
a solution to many social problems that befall
modern societies. This is because on annual basis,
insurance paid several claims to victims of
industrial accidents, victims of car accidents,
disability, death and other misfortunes. Without
mechanisms for mutualization, pooling, and
transferring risk which insurance companies
provide, part of the economic activities would not
take place and positive effects on social welfare
would fail.
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v.

Reduction of prices: The cushion effect provide by
insurance has led to reduction in the cost of doing
business to the benefits of the consumers. This is
because without insurance, the risk of burglary,
pilferage, fire incidents would have been passed the
consumers in form of high prices, the consequence
of which is inflationary to the detriment of the
economic growth and development.

Problems of Insurance Development in Nigeria
In the face of bearing risk for the insured the insurance
companies are faced with numerous problems and
according to NAICOM (2007) these are as follow;
i.

ii.

Inadequate Awareness: In Nigeria, there is little or
no awareness about the benefits and the need for
insurance cover, to the extent that many people see
insurance needless and waste of money. Even in the
urban area, most of the compulsory insurances in
Nigeria such as motor vehicle third party are still
not complied with, not to talk of rural areas where
most people are still unrefined. Consequently, low
level of awareness would lead to low patronage of
insurance products; hence little contribution to
economic growth is achieved.
Rigour of claim payment: Many people see
insurance as fraudulent because of the rigmarole
they have to pass through in other to receive
compensation from their insurers. These stringent
conditions attached to claim payment make
insurance patronage discouraging and unattractive
to the potential customers.

iii. High level of Illiteracy: The number of illiterates in
Nigeria is phenomenally high which make it
difficult for people to deal with insurance
companies successfully and understand the usual
difficult clauses contained in the policy form. Even
those that are literate still find it difficult to interpret
those clauses, and sometimes have to seek
independent advice of the lawyer to understand
them.
iv. Government Instability: NDIC (2001) declares that
no meaningful investment can be made in an area
that is bedevilled with constant changes of
government regulations. It is understandably true
that in the process of choosing leaders to succeed
their predecessor, wrong leader may emerge who
has different and most often personal objective and
this means that the already developed programme
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by the predecessors may be reserved to suit the
government in power in pursuance of the stated
objectives; hence, a contrary government
regulations and laws may originated thereby
fostering the aim and aspiration of the insurance
industry example, the structural Adjustment
programme (SAP) killed most of the business
activities including that of insurance industry.
v.

Internal crisis within the Industry: the lack of
corporation or disunity among the groups of
insurers may breed a problem and disharmony
example, the multiple associations under this
umbrella of insurance industry via-the Nigeria
Insurance Associations. The insurance institute of
Nigeria and the Accident Assurance committee to
mention but a few portray the industry as a dividend
house as they duplicate the functions of the
industry.

vi. Government Control and Regulation: It is believed
that several ways through which government
exercises control of insurance business constitutes a
major setback. The government enactment such as
the insurance decree of 1976 and the current
government amendment of insurance requires
insurance companies to keep large reserve in
meeting their obligation. The endless reserve
requirement of thee insurance companies leave
them with little or no funds to invest in profitable
ventures and thus reduce their business expansion.
The insurance companies Act 1961, the National
Insurance Corporation of Nigeria Decree of 1st July
1968 were promulgated between 1960 to 1970 to
regulate and control the excess of insurance
business (NDIC, 2001). Beside, the insurance law
now requires the insurer to be financially viable and
professionally qualified before entering or
registering to carryout genuine insurance business.
Nevertheless, the government worsened the
liquidity position of the most insurance companies
thereby reducing their capacity for effective
operations.
Theoretical Review
Supply and Demand-leading Hypotheses
Many economists support the theory that financial
development spurs economic growth. Theoretically,
financial development creates enabling conditions for
growth through either a supply-leading (financial
development spurs growth) or a demand-following
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(growth generates demand for financial products) channel.
A large body of empirical research supports the view that
development of the financial system contributes to
economic growth. Theoretical studies and empirical
evidence have shown that countries with better developed
financial system enjoy faster and more stable long-run
growth of which insurance companies contribute to. Welldeveloped financial markets have a significant positive
impact on total factor productivity, which translates into
higher long run development. Based on Solow’s work in
1956, Merton (2004) noted that due to the absence of a
financial system that can provide the means of
transforming
technical
innovation
into
broad
implementation, technological progress will not have
significant and substantial impact on the economic
development and growth.
Neoclassical Growth Theory
Neoclassical growth theory is an economic theory that
explains how a steady economic growth rate can be
achieved with the proper combination of the three driving
production factors: labor, capital and technology. The
theory states that through variation in the amounts of labor
and capital in the production function, an equilibrium state
can be achieved. The theory also argues that technological
change has important impact on an economy, without
which an economy cannot continuously grow. However,
neoclassical growth theory clarifies that temporary
equilibrium is different from long-term equilibrium, which
is achieved without any of the three factors needed for
short-term. The neoclassical growth theory is hinged on
the belief that the accumulation of capital, and how people
use that capital within an economy, is important for
economic growth. Further, the relationship between the
capital and labor of an economy determines its output.
Finally, technology is thought to augment labor
productivity and increase the output capabilities of labor.
Empirical Review
Hadhek (2014) studied the relationship between the
insurance business and the economic growth of 23 OECD
countries between 1990 and 2011, using a static panel data
model. The key findings showed a positive impact of nonlife insurance, as measured by the penetration rate on
economic growth and a negative effect exerted by the total
insurance and non-life insurance, as measured by the
density on economic growth.
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Yinusa and Akinlo (2013) investigated both the long and
short run relationship between insurance development and
economic growth in Nigeria over the period 1986 - 2010.
Using error correction model (ECM), the study finds that
insurance development co-integrated with Nigerian
economic growth. Hence, there was a long run relationship
between insurance development and economic growth in
Nigeria. Moreover, the findings also showed that physical
capital and interest rate both at contemporary and one
lagged value has significant positive effect on economic
growth in Nigeria while physical capital and inflation has
negative long run relationship with economic growth.
Oke (2012) examined the short and long-run relationships
between economic growth and insurance sector
development in the Nigerian economy. The study adopted
fixed-effect model within the period of 1985 and 2009;
using co-integration analysis, the study found out that
insurance sector growth and development positively and
significantly affects economic growth. The coefficient of
multiple determination (R2) of 0.87 showed that about
87% variation in the dependent variable was explained by
the explanatory variables while the remaining 13% was
explained by the stochastic variables. The result of the
Granger causality test also revealed that the extent of
impact which the insurance sector growth had on
economic growth was restricted and not direct because of
some factors such as cultural, attitudinal traits and values
in the country.
Ozuomba (2013) investigated the impact of insurance on
economic growth in Nigeria between 1998 and 2007. Data
were collected from secondary source and co-integration
and Error Correction model were employed for analysis.
The findings revealed that there was a significant
relationship between insurance premium and economic
growth.
Monogbe (2015) empirically examined the effect of
insurance sector development on the growth of the
Nigerian economy from 1981 - 2013. Using the
Augmented Dickey Fuller Test, Ordinary least Square
Method, Descriptive Statistic, Co Integration and granger
causality test, the result indicated that there exists a long
run equilibrium association between insurance sector
development and economic growth. It was also found that
total insurance investment had a positive and significant
association to economic growth while insurance premium
was also positively and significantly correlated to
economic growth. Moreover, the causality test showed that

www.irjcjournals.org

15

International Journal of Management and Social Sciences Research (IJMSSR)
Volume 7, No. 7, July 2018

causality flows from GDP to some insurance sector
development indicators.
Mojekwu, Agwuegbo and Olowokudejo (2011) examined
the impact of insurance contributions on economic growth
in Nigeria over a twenty seven year period, between 1981
and 2008 using a dynamic factor model. The technique
used described a number of methods designed to analyze a
functional association between the volume of insurance
contribution and economic growth in terms of underlying
but unobservable random quantities called factors. The
factor loadings indicated which common trend was related
to which set of time series. The findings obtained through
this approach showed that the functional relationship
between the volume of insurance contribution and
economic growth in Nigeria was a first order vector
autoregressive model.
Haiss and Sumeji (2008) examined both the impact of
insurance investment and premiums on GDP growth in
Europe and conducted a cross-country panel data analysis
from 1992 to 2005 for 29 European countries. They found
a positive impact of life insurance on GDP growth in 15
EU countries, among which were Switzerland, Norway
and Iceland. For the New EU Member States from Central
and Eastern Europe, they found a larger impact for
liability insurance. Furthermore their findings emphasized
the impact of the real interest rate and the level of
economic development on the insurance-growth nexus.
They argued that the insurance sector needed to be paid
more attention to in financial sector analysis and
macroeconomics policy.
Kugler and Ofoghi (2005) examined the long-run
relationship between insurance market size and economic
growth in United Kingdom for the period from 1966 to
2003 for long-term insurance, and for the period from
1971 to 2003 for general insurance (from 1991 to 1997 for
marine-aviation, transport insurance and reinsurance). The
study used disaggregated data for the measure of market
size. That is, net written premium for each market in
insurance industry in the UK is used as a measure of
market size for that market. Causality tests show that there
is a long-run causality from growth in insurance market
size to economic growth for eight (8) out of nine (9)
insurance markets. Using Johansen’s cointegration test,
the result shows a long-run relationship between
development in insurance market size and economic
growth for all components of insurance market.
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Ward and Zurbruegg (2000) investigated Granger
causality between total value of real insurance premiums
and real GDP for nine OECD countries over the period of
1961 to 1996. The findings showed that the insurance
market was leading the GDP for Italy; they also found a
bi-directional relationship. The results for other countries
shared no connection.
Kjosevski (2011) in his study of the impact of insurance
on economic growth using the insurance penetration as a
measure of insurance development, used three variables
viz: life insurance penetration, penetration non-life
insurance and total insurance penetration. The analysis
used data for the period 1995-2010 of the Republic of
Macedonia using the OLS technique, followed by an
analysis of the variability in order to identify the effects of
each variable. The result of the study showed that the
development of total insurance sector positively affects
economic growth; this result is confirmed in non-life
insurance, while the results show that life insurance
negatively affects economic growth.

METHODOLOGY
Sources of Data
Secondary sources of data for period spanning 1982
through 2016 were explored in this study; hence, data
were collected from Central Bank of Nigeria’s statistical
bulletin, International Labour Organization, ILOSTAT
database and World Bank population estimates.
Model Specification
This study adopted the Neo-classical growth model by
Solow in 1956. The production function of neoclassical
growth theory is used to measure the growth and
equilibrium of an economy and is written as:
Y = AF (K, L)……………….(i)
"Y" denotes an economy's gross domestic product (GDP),
"K" represents stock of capital, "L" describes the amount
of unskilled labor in an economy and "A" represents a
determinant level of technology (David, 2012). However,
because of the relationship between labor and technology,
an economy's production function is often re-written as:
Y = F (Kα, AL1-α)………………..(ii)
Increasing any one of these inputs shows the effect on
GDP and, therefore, the equilibrium of an economy. By
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taking the natural logarithm of equation (ii) and linearizing
it, the adapted model becomes:
logY = αlogK + logaA+ (1- α)logL …………………(iii)
The econometric form of equation (iii) can be written as:
logy = logA + b1logK +b2logL + ut………………....(iv)
Introducing the insurance and economic growth proxy
variables, the adapted model for this study becomes:
logRGDP = logA + β1logK + β2logL + β3logGIP +
β4logGIP/GDP + β5logGIINV……………….Eq.(v)
From eq. (v), LogA is treated as intercept or constant term
and exogenous since technologies are usually imported
from the developed countries to Nigeria; LRGDP is the
logarithm of real gross domestic product which proxies
economic growth or output; K is the gross fixed capital
formation which is expected to have constant return to
scale with output in line with neo-classical growth model
assumption; L is the quantum of labour produced in the
economy which is also expected to have positive
relationship and constant return to scale with economic
growth; LGIP is the logarithm of the gross premiums
incomes of both life and non-life insurance firms in
Nigeria, it is expected that the more the incomes made by
the insurance firms, the higher the output or RGDP of an
economy as long as the incomes are put into productive
investment; GIP/GDP is the ratio of gross insurance
premiums to the GDP of an economy which proxy the
extent or deepness of insurance patronage and activities
within the economy, if insurance activities are actually
deep within the economy, it is expected to shore up
economic growth via increase in RGDP; GIINV is the
gross monetary value of all investment undertaken from
the premium incomes collected by the insurance firms,
provided the investments are viable, it is expected that
output should increase with insurance investment; Thus,
the a priori expectation is that β1>0, β2>0, β3>0, β4>0,
β5>0.
Method of Data Analysis
Analysis of data in this study was carried out using
inferential statistics. Stationary test was conducted,
Autoregressive Distributed Lag Model was specified and
estimated, co-integration and F-bound
tests were
conducted to determine the long-run equilibrium
relationship among the variables; homoskedasticity and
autocorrelation tests were also conducted on the residuals.
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Stationary Test
Time series data are assumed to be trended and nonstationary and hence, exhibit a stochastic process. A
stochastic process I said to be stationary is the mean and
the variance are constant over time and the value of
covariance between two time periods depends only on the
distant or lags between the two periods and not on the
actual time the covariance is computed. The forgoing
connotes that if OLS is applied to non-stationary data, the
resulting results would be spurious and unreliable.
Although the result may show high R2, it does not
necessarily shows the existence of a meaningful
relationship between the variables as the observed R2 may
be due to presence of trend and nit true relationship
between the variables. In this study Philips Perron method
of unit root test was employed to determine the order of
integration of the variables, and also as a prerequisite in
determining the appropriate model to be estimated and the
Johansen co-integration test. The results of the stationary
test are presented in table 1.0 below:
Table 1.0: Philips Perron Unit Root Test Results
Unit root test at logarithmic levels
H0: b = 0; Ha: b > 0
Variables Critical
Philips Perron Order
of
value @5% test statistics Integration
-2.951125
1.089682
RGDP
-2.967767
-0.324714
GIP
-4.036323*
I(0)
GIP/GDP -2.967767
-0.686462
GIINV -3.081002
-2.621007
-1.018339
K
-2.981038
2.774295
L
Unit root test at first differences
Variables Critical
Philips Perron Order
of
value @5% test statistics Integration
-2.954021
-4.207559*
I(1)
RGDP
-2.971853
-3.651793*
I(1)
GIP
I(0)
GIP/GDP -4.708090*
I(I)
GIINV -3.098896
-2.967767
-5.052047*
I(1)
K
-2.986225
-2.994625*
I(1)
L
Notes:*Denotes significance at the 5% level and the
rejection of the null hypothesis of non-stationarity.
The stationary results in table 1.0 above indicate that each
of the series is non-stationary when the variables are
defined in levels with the exception for GIP/GDP where
the tests indicate that it is I(0). However, first differencing
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the series removes the non-stationary components in all
other cases and the null hypothesis of non-stationarity is
rejected at 5% significance level suggesting that all other
variables (except GIINV) are integrated of order one I(I).
GIINV was further subjected to test and found integrated
at second difference I(2). However, the robustness of the
first model allows us to treat the variable as I(I). Thus,
because of the different orders of integration of the
variables, Auto-regressive Distributed Lags (ARDL)
model is used to estimate the impact of development of
insurance sector on economic growth.
Autoregressive
Estimation

Distributed

Lag

(ARDL)

Model

The ARDL model as proposed by Pesaran, Shin and Smith
(2001) is employed in this study. The model is
advantageous as it can be applied on a time series data
irrespective the different orders of integration of the
variables. In addition, a dynamic error correction model
(ECM) can be derived from the model, which makes the
estimation of both the short run dynamics and long run
equilibrium relationship possible at the same time after cointegration test. In addition, the test is relatively more
efficient in small sample data. Thus, the unrestricted error
correction model (UECM) of ARDL model used to
examine the long run and the short run relationships
among the variables of interest are:
ΔlogRGDP = β0 + β1logKt-1 + β2logLt-1 + β3logGIPt-1 +
β4logGIP/GDPt-1 + β5logGIINVt-1 + Σπi ΔlogRGDPt-1 +
ΣθiΔlog Kt-1 + ΣγiΔlogLt-1 + ΣλiΔlogGIPt-11
+
ΣφiΔlogGIP/GDPt-1 + Σμ iΔlogGIINVt-1 + Ut…………(vi)
The variables are as earlier defined under model
specifications. β1, β2, β3, β4,and β5 refer to the long run
coefficients or multipliers while πi, θi, γi, λi, φi, μi, are the
short run coefficients or multipliers. Finally, we estimate
the short run dynamic parameters by estimating an error
correction model (ECM) associated with the long run
relationship estimates as follows:
ΔlogRGDP=β0 + β1logKt-1 + β2logLt-1 + β3logGIPt-1
β4logGIP/GDPt-1 + β5logGIINVt-1 + Σπi ΔlogRGDPt-1
ΣθiΔlog Kt-1 + ΣγiΔlogLt-1 + ΣλiΔlogGIPt-11
ΣφiΔlogGIP/GDPt-1 + Σμ iΔlogGIINVt-1 + ΨECMt-1
Ut…………....(vii)

+
+
+
+

Where ΨECMt-1 is the coefficient that measure the speed
of short term adjustment or convergence of ΔlogRMGDP
to the equilibrium in case there is deviation from the long
run relationship; the ECM
must be negative and
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statistically significant in order to conclude that it is in
order.
Table 2.0: ARDL Estimated Results
Selected Model: ARDL(4, 4, 4, 4, 3, 4)
Variable Coefficient Std. Error t-Statistic
Prob.*
LRGDP(-1) 1.363522 0.388403 3.510586
0.0724
LRGDP(-2) 0.050535 0.585836 0.086262
0.9391
LRGDP(-3) -0.973877 0.497107 -1.959090
0.1892
LRGDP(-4) 0.492668 0.670804 0.734444
0.5391
LGFCF (K) -0.030833 0.071680 -0.430139
0.7090
LGFCF(-1) 0.001091 0.009271 0.117702
0.9171
LGFCF(-2) 0.016269 0.005886 2.764199
0.1097
LGFCF(-3) -0.003996 0.007661 -0.521538
0.6540
LGFCF(-4) 0.052398 0.095957 0.546052
0.6398
LLAB (L) -0.027894 0.051601 -0.540568
0.6430
LLAB(-1) -0.006900 0.002770 -2.491150
0.1304
LLAB(-2)
0.003021 0.003600 0.839330
0.4896
LLAB(-3)
0.002344 0.003754 0.624366
0.5961
LLAB(-4) -0.005517 0.004346 -1.269498
0.3320
LGIP
0.003547 0.037202 0.095344
0.9327
LGIP(-1)
-0.006895 0.031223 -0.220839
0.8457
LGIP(-2)
-0.009750 0.049824 -0.195693
0.8629
LGIP(-3)
0.035407 0.031267 1.132384
0.3750
LGIP(-4)
-0.002891 0.004812 -0.600807
0.6090
GIP_GDP -0.014139 0.104713 -0.135030
0.9050
GIP_GDP(1)
0.032625 0.092409 0.353050
0.7578
GIP_GDP(2)
0.038508 0.128126 0.300545
0.7921
GIP_GDP(3)
-0.089214 0.093332 -0.955874
0.4400
LGIINV
-0.000508 0.005585 -0.090931
0.9358
LGIINV(-1) -0.003881 0.005016 -0.773627
0.5201
LGIINV(-2) -0.000362 0.003857 -0.093972
0.9337
LGIINV(-3) -0.002247 0.004113 -0.546218
0.6397
LGIINV(-4) 0.005213 0.004943 1.054754
0.4021
C
0.779713 4.673271 0.166845
0.8828
R-squared
0.999853 Mean dependent var 10.32272
Adjusted Rsquared
0.997795 S.D. dependent var
0.506179
S.E. of
regression
0.023769 Akaike info criterion -5.510718
Sum squared
resid
0.001130 Schwarz criterion
-4.169246
Log
Hannan-Quinn
likelihood
114.4161 criter.
-5.073432
F-statistic
485.8200 Durbin-Watson stat
2.854239
Prob(Fstatistic)
0.002056

From the estimated ARDL model above, it can be deduced
that Capital (K), Labour (L), ratio of Gross Insurance
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Premium to Gross Domestic Product (GIP/GDP) and
Gross Insurance Investment (GIINV) all shows a negative
relationship with economic growth (RGDP), and hence
contradicts the a priori expectation of positive relationship
with economic growth. Nevertheless, Gross Insurance
Premium (GIP) maintains the expected positive
relationship with economic growth.
The intercept
coefficient of the model which is 0.779713 represents the
value of the endogenous variable (RGDP) should there be
no variation in explanatory variables. The coefficient of
determination (R2) of 0.99 indicates that about 99% of the
variation in the dependent variable (RGDP) can be
explained by the independent variables while the
remaining 1% is explained by the stochastic term in the
model. The R2 as adjusted for the degree of freedom (n-k)
associated with the sums of squares entering into the
specified model is 0.99. This connotes that the estimated
ARDL model is unaffected by the removal or addition of
variable to the model. F-statistics value of 485.8200 shows
that the model is significant and sufficiently captures the
effect of development of insurance on economic growth
and this is corroborated further by the probability value of
0.002. The Durbin Watson Statistics is 2.85 is higher than
the benchmark of 2, and hence indicates the absence of
autocorrelation among model variables.

RESIDUALS DIAGNOSTICS
Autocorrelation test
To test whether the residuals from the estimated model are
free from autocorrelation or serially uncorrelated,
Breusch-Godfrey serial correlation test was conducted and
the result are displayed in the table 3.0 below:
Table 3.0:Breusch-Godfrey Serial Correlation LM Test
F-statistic
Obs*R-squared

7.887957 Prob. F(1,1)
0.2178
27.51213 Prob. Chi-quare(1) 0.0000

Given the null hypothesis to be that the residuals are
serially uncorrelated and the F-statistic p-value of 0.2178
is more than 0.01 and 0.05; it shows that we fail to reject
the null hypothesis at both 1% and 5% significance levels.
Hence, we conclude that the residuals are serially
uncorrelated and the results are not biased.
Homoskedasticity Test
Using the Breusch-Pagan-Godfrey homoskedasticity test,
results on the residuals from the models are depicted in the
table 5.0 below:
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Table 4.0: Heteroskedasticity Test: Breusch-PaganGodfrey
F-statistic
Obs*R-squared
Scaled
explained SS

0.215599

Prob. F(28,2)
Prob. Chi-Square
23.28547 (28)
Prob. Chi-Square
0.392317 (28)

0.9818
0.7186
1.0000

Since the null hypothesis is that the residuals are
homoskedastic, and the F-statistic p-value of 0.9818 is
greater than 0.01 and 0.05, it shows that we fail to reject
this null hypothesis at both 1% and 5% significance levels.
We therefore conclude that the residuals are
homoskedastic and the estimation is efficient.
CO-INTEGRATION TEST

Table 5.0: Co-integration Bound Test
ARDL Bounds Test
Date: 05/31/18 Time: 15:16
Sample: 1986 2016
Included observations: 31
Null Hypothesis: No long-run relationships exist
Test Statistic
Value
k
F-statistic
2.496986
5
Critical Value Bounds
Significance
I0 Bound
I1 Bound
10%
2.26
3.35
5%
2.62
3.79
2.5%
2.96
4.18
1%
3.41
4.68
The F-statistic value of 2.496986 is clearly below the I(0)
critical value bound. This indicates that we have no
enough reason to reject the null hypothesis that there is no
existence of long-run relationship among the variables of
interest.
Table 6.0: Estimated Short Run Coefficients with
ARDL (Co-integrating Form)
Variable
D(LRGDP(-1))
D(LRGDP(-2))
D(LRGDP(-3))
D(LGFCF)
D(LGFCF(-1))
D(LGFCF(-2))
D(LGFCF(-3))
D(LLAB)
D(LLAB(-1))
D(LLAB(-2))

Coefficient
0.430673
0.481208
-0.492668
-0.030833
-0.016269
0.003996
-0.052398
-0.027894
-0.003021
-0.002344

Std. Error
0.502184
0.670118
0.670804
0.071680
0.005886
0.007661
0.095957
0.051601
0.003600
0.003754

t-Statistic
0.857601
0.718095
-0.734444
-0.430139
-2.764199
0.521538
-0.546052
-0.540568
-0.839330
-0.624366

Prob.
0.4815
0.5473
0.5391
0.7090
0.1097
0.6540
0.6398
0.6430
0.4896
0.5961
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D(LLAB(-3))
D(LGIP)
D(LGIP(-1))
D(LGIP(-2))
D(LGIP(-3))
D(GIP_GDP)
D(GIP_GDP(-1))
D(GIP_GDP(-2))
D(LGIINV)
D(LGIINV(-1))
D(LGIINV(-2))
D(LGIINV(-3))
ECM(-1)

0.005517
0.003547
0.009750
-0.035407
0.002891
-0.014139
-0.038508
0.089214
-0.000508
0.000362
0.002247
-0.005213
-0.067151

0.004346
0.037202
0.049824
0.031267
0.004812
0.104713
0.128126
0.093332
0.005585
0.003857
0.004113
0.004943
0.511879

1.269498
0.095344
0.195693
-1.132384
0.600807
-0.135030
-0.300545
0.955874
-0.090931
0.093972
0.546218
-1.054754
-0.131186

0.3320
0.9327
0.8629
0.3750
0.6090
0.9050
0.7921
0.4400
0.9358
0.9337
0.6397
0.4021
0.9076

From the estimated short run coefficients in table 6.0
above, lag 1 and 2 of gross domestic product are positively
related to economic growth while lag 3 is negatively
related. In case of Capital formation, the current value as
well as its lag 1 and 3 shows a negative relationship
against a priori expectation. Labour also follows suit as
only its lag 3 has positive relationship with economic
growth. Gross insurance premium is however positively
related in the short run with economic growth as only its
lag 2 is negative. Concerning the ratio of gross insurance
premium to gross domestic product, the short run
relationship with economic growth is negative except at
lag 2. Gross insurance investment also shows a negative
relationship in the short run with economic growth at both
lag 1 and 2 but shows inverse relationship at lag 3 and in
its logarithm level. ECM value measures the short term
deviation from the long run equilibrium relationship
between the dependent and the independent variables. In
this case, the coefficient of error correction model (ECM)
is -0.067156, though not statistically significant at 5%
level with p-value of 0.6381. The negative value of ECM
shows that there exists an adjustment speed from short run
disequilibrium to long run equilibrium. This indicates that
about 6.7% of deviations from the equilibrium level in the
current year will be corrected in years following, and that
when the economic growth is at disequilibrium level due
to experience of any shock by the explanatory variables,
the speed of its adjustment to converge to equilibrium is
6.7%.
Table 7.0: Estimated Long Run Coefficients with ARD
Variable Coefficient Std. Error t-Statistic Prob.
LGFCF (K) 0.520169 2.575308 0.201983 0.8586
LLAB (L) -0.520392 3.492107 -0.149019 0.8952
LGIP
0.289159 2.420826 0.119446 0.9158
GIP_GDP -0.479818 4.583128 -0.104692 0.9262
LGIINV
-0.026569 0.158048 -0.168109 0.8820
C
11.611284 21.147958 0.549050 0.6381
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Co-integration=RGDP – 0.5202K – 0.5204L + 0.2892GIP
– 0.4798GIP/GDP – 0.0266LGIINV + 11.6113
In the long run, there is insignificant negative relationship
between capital and economic growth in line with short
run relationship, but in contradiction of a priori
expectation. From the result above, 1% increase in stock
of capital will lead to about 52% decrease in the average
value of economic growth and vice versa. What the
forgoing means is that the assumption of constant return to
scale made by the neoclassical growth model that when
input is doubled, output is also doubled is not valid here.
This is because the stock of capital can only increase
output when put into productive or economic (rather than
consumption) use that can have positive effect on GDP.
By virtue of this result, it shows that stock of capital is
never channeled to production. Labour also shows an
insignificant negative relationship with economic growth
such that 1% increase in labour will bring down economic
growth by about 52%. This connotes that there is high rate
of unskilled and unproductive labour in the economy who
are not engaged, wrongly engaged or underemployed. The
forgoing is also a flagrant violation of the assumption of
endogenous growth model. Gross insurance premium is
consistently and positively related to economic growth
both in the short run and in the long run. Though, the
effect of gross insurance premium on economic growth is
insignificant as shown by its associated probability, its 1%
increase will culminate in about 29% increase in economic
growth. Gross insurance premium thus corroborate the a
priori expectation. Furthermore, the ratio of gross
premium to gross domestic product is also insignificantly
and negatively related to economic growth, such that if it
is increased by 1%, economic growth will deplete by
about 48% and vice versa. This also connotes lack of
deepness in the insurance activities within the economy
probably to lack of awareness of the importance of
insurance to both individuals and business. Gross
insurance investment which also shows negative and
insignificant relationship with economic growth which is
an indication that the large chunk of insurance investment
is not concentrated on viable projects that are productive
to economic growth. The forgoing is a pointer to the fact
that the insurance industry might be is risk averse and
thus, not interested in taking risks associated with
profitable investments.

CONCLUSION
RECOMMENDATIONS

AND

This study investigates the effect of insurance sector
development on economic growth in Nigeria between the
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period of 1982 through 2016. Insurance is a risk mitigating
device that exists in order to ensure the survival of
business activities among other reasons. Consequently, it
is expected that when an insurance sector is developed, its
activities should permeate the nook and cranny of an
economy and its overall effect should be felt in terms of
increase in economic growth. However, going by the
findings of this study, the reverse seem to be the case as
most of the insurance proxies exhibits negative
relationship with economic grow; a pointer to the
underdevelopment of the insurance sector. The coefficient
of multiple determinations (R2) in the ARDL estimated
model is 99% and the corresponding p-value is 0.0020
which led to the overwhelming rejection of the null
hypothesis which states that development of insurance
sector does not have significant impact on the economic
growth in Nigeria. The impact of insurance sector is
however, adjudged negative in both the short run and the
long run. Also, the F-statistics value of 485.82 shows that
the behaviour of the explanatory variables from time to
time cause a significant change on the economic growth.
Based on the findings in this study, we recommend as
follows:
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