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Abstract 

 

The study examines life assurance business development and economic growth in Nigeria using time series data 

(1990-2015). Secondary data were used and collected from Central Bank of Nigeria Statistical Bulletin and 

National Insurance Commission. Hypotheses were formulated and tested using time series econometrics techniques. 

The study reveals that the variables do not have unit roots. There is also a long-run equilibrium relationship 

between life assurance business development and economic growth in Nigeria. The Vector Error Correction Model 

(VECM) result confirms that about 62% short-run adjustment speed from long-run disequilibrium. Life assurance 

business development does not have any causality with economic growth in Nigeria. The coefficient of determination 

indicates that about 58% of the variations in economic growth can be explained by changes in life assurance 

business development variables. The study recommends that the Nigerian insurers should pay due attention to their 

underwriting activities to ensure objective risk selection and management. In addition, insurers need to invest more 

on human capital development and staff motivation as these enhance productivity. The creation of awareness and 

proper strategies should be implored to ensure an effective marketing of life assurance policies. Again, it is still 

obvious that only little section of the public ventures take advantage of life assurance policies; therefore, more 

incentives should be given to encourage people to save through endowment policy and such incentives could be in 

form of higher bonus that would be used to cushion   the effects of inflation in the economy. 
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1. Introduction 

 

The need to be safe and protect oneself from danger, threatening property and physical integrity of a person is 

inherent in human nature. The need of safety has brought about the need of life assurance in the society. Life 

assurance is a social security that provide benefits when certain event s occur, or certain conditions exists, that may 

adversely affect the welfare of the households concerned. A life insurer at the event of untimely policyholder’s death 

provides the fast recovery of the family members against crisis in turn of fee which is called premium (Fabazzi, 

2006; Pandey & Manoch, 2011). Life assurance is a contract between an insured (insurance policyholder) and an 

insurer, where the insurer promise’s to pay a designated beneficiary a sum of money (‘’benefits’’) in exchange of a 

premium, upon the death of the insured person. Depending on the contract, other events such as terminal illness or 

critical illness may also trigger payment. The policyholder typically pays premium, either regularly or at a lump 

sum. 

 

Apart from providing protection, an insurer can affect the economic growth in the form of financial intermediary 

(Curak, et al 2009). The rapid growth of life assurance premium not only increase the role of life insurer as risk 

provider ,but also increases its importance as institutional investor (Lee, et al, 2013). The long term nature of life 

assurance and the predictable pattern of their cash flows put life assurance companies in a position to a vital role as 

institutional investor in the capital market. Life assurance is one of the cornerstones to modern day financial service 

sector. In addition to its traditional role of managing risk , life assurance market activities, both as intermediary and 

provider of indemnity to the insured and its beneficiary in the case of death, may promote growth by allowing 

different life assurance risks to be managed more efficiently, promoting long term savings and encouraging the 

accumulation of capital, serving as  a conduct pipe to channel funds from policyholders to investment opportunities 
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,thereby mobilizing domestic savings into productive investment( Skipper, 2001 & Arena, 2008). While the 

increasing importance of life assurance both as provider of financial services and of investment funds on capital 

markets, is especially pronounced for developed countries, many developing countries like Nigeria still experience 

low levels of life assurance consumption, which affects the contribution of life assurance business to economic  

growth. 

2.1 Theoretical Framework 

 

The Harrod and Domar growth model is used as the theoretical framework of this study. This theory was 

propounded by Adam Smith in the 18
th

 century and matured in the work of David Ricardo and John Stuart Mill in 

1817 and 1848. The theory establishes the correlation between interest rate on saving and investment and the 

equality of both determinant variables. Thus, and add credence to economy growth in a given nation economy. The 

neo-classical economist known as Keynes in the Keynesian economic school of thought postulate that saving and 

investment equality or equilibrium could best be explained in two varying dimension, the accounting definitional 

equilibrium and functionality equilibrium.  

 

The accounting perspectives of economic indicators are always equal at all time and any level of income. He argued 

that both indicators are saving and investment in the real or current fiscal period is the excess of current income over 

current consumption. The functional school believe that saving and investment are equal only at the peak or break-

even point where both variables are equal to the level of income i.e. this school of thought identify variation between 

saving and investment, base on the premises that when saving increases investment falls, while on the other if 

investment increases, saving also falls relatively to income level. The economic growth theory was strongly use in 

the United Kingdom (UK) in the 70s, 80s and 90s when they experience economic in-balance and instability and 

lately used by other prominent countries of the world to effect economic growth and stimulate other sectors.  

Harold and Domar in their view in pursuits to validate the classical thesis of economic growth of a nation developed 

a key role to investment to economic growth as a major goal of macro-economic policy.To Solow Robert opine that 

improve technology affect the total output per worker, therefore technology as a positive effect to boost saving rate 

and growth rate of labour supply. In other words this model evaluate saving percentage, growth percentage of labour 

supply and improved technology to the aggregate economic growth and development of a nation.  

2.2 Empirical Review 
 

Umoren and Joseph (2016) investigate empirically the relative contributions of the insurance industry to the growth 

of the Nigerian economy. The study covers the period from 1970 to 2012. The secondary data collected for the study 

were presented in table and graph. A multiple linear regression method was adopted to test the research hypotheses. 

The discoveries were that insurance sector growth has contributed significantly to the economic growth in Nigeria 

within the period of the study. Premium income of insurance industry has a positive influence on GDP but behaves 

insignificantly in explaining the changes in the contribution of insurance industry to the economic growth in Nigeria 

within the period under study. 

 

Porntida et al (2012) examine the role of business interruption insurance in business recovery following the 

Christchurch earthquake in 2011 in the short- and medium-term. In the short-term analysis, we ask whether 

insurance increases the likelihood of business survival in the aftermath of a disaster. We find only weak evidence 

that those firms that had incurred damage, but were covered by business interruption insurance, had higher 

likelihood of survival post-quake compared with those firms that did not have insurance. This absence of evidence 

may reflect the high degree of uncertainty in the months following the 2011 earthquake and the multiplicity of 

severe aftershocks. For the medium-term, our results show a more explicit role for insurance in the aftermath of a 

disaster. 
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Elendu (2013) examines the contributions of the insurance industry to the Gross Domestic Product (GDP) in 

Nigeria. Data for the study were basically through the secondary process, extracted from journals and CBN 

statistical Bulletin. The Ordinary Least Square technique was used to test the validity of the hypotheses stated in the 

study. The research revealed that insurance industry through her routine activities has contributed significantly to 

economic growth of Nigeria. Through the signs from a priori expectation, it revealed a positive linear relationship 

between insurance claim settlements and gross domestic product (GDP) in Nigeria.  

Ozuomba (2013) examines the effect of insurance on economic growth in Nigeria. To achieve this, models were 

formulated and data for the period 1998-2007 were collated while the co-integration and Error Correction model 

were employed for analysis. The findings showed the direction of the alternate hypotheses which state that; there is a 

significant relationship between insurance premium claim expenditures and economic growth. Based on the study, it 

is recommended that policy efforts should be directed by government at growing the insurance industry in the 

country; and through such means enhances investment as well as production and employment creation. 

Akinbola and Isaac (2010) investigate and critically analyzed Claims management, an ethical issue in insurance 

companies in Nigeria, to find out if these insurance companies recognize it to be an ethical issue and also to find out 

how they handle insured’s claims. A qualitative research method was used in carrying out this study; data were 

sourced through interviews and by secondary data using journals. The researchers used purposive sampling to select 

some top insurance companies in Nigeria; in these insurance companies basically personnel working in the claims 

department were interviewed, also sales agents from two of these insurance companies were interviewed.  

Oluoma (2014) examines the effect of life-insurance penetration, non-life insurance penetration, total insurance 

penetration and insurance density one economic growth in Nigeria. The study adopted the ex-post facto research 

design and annualized cross sectional data for 26-year period1987-2012were collated from the Central Bank of 

Nigeria statistical Bulletin, National Insurance Commission and Nigerian Insurers Association. Four hypotheses 

were proposed and tested using the Ordinary Least Square (OLS)regression model. Descriptive statistics and graphs 

were also used to complement the regression results.  

Tajudeen and Francis (2014) examine the relationship between claims cost and profitability in the Non -life sector of 

the Nigerian insurance industry. The study also develops two linear regression models that can be used to forecast 

future events in the industry. Data were generated from the financial statements of ten (10) insurance companies 

covering a period of ten years (2002-2011). The results reveal that PBT (profitability) correlates directly with NC 

(Net Claims) and ER (Expense Ratio) but correlates inversely with LR (Loss Ratio). It also showed that for every 

one percent increase in NC, there will be a corresponding increase of 36.7% in LR. The policy implications of this 

study for the stakeholders of the insurance industry are numerous.  

Ofori-Attah (2012) investigates the trends in the company’s (Enterprise Insurance Company Ltd) claims settlement 

system and its effect on the sales and marketing of its insurance products. Data were collected by administering 

questionnaires to both customers and staff of the company. The results obtained from the data collection were cross 

tabulated and subjected to descriptive analysis. The results obtained established the fact that prompt and satisfactory 

claims payment had positive effects on the sales and marketing of insurance products and vice versa. 

Ozuomba (2013) examines the effect of Insurance on economic Growth in Nigeria”. To achieve this, models were 

formulated and data for the period 1998-2007 were collated while the co-integration and Error Correction model 

were employed for analysis. The findings towed the direction of the alternate hypotheses which state that; there is a 

significant relationship between insurance premium and economic growth. Based on the study, it is recommended 

that policy efforts should be directed by government at growing the insurance industry in the country; and through 

such means enhances investment as well as production and employment creation. 
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Yinusa and Akinlo (2013) analyze both the long and short run relationship between insurance development and 

economic growth in Nigeria over the period 1986 to 2010. Using error correction model (ECM), the study finds that 

insurance development co-integrated with economic growth in Nigeria. That is there is long run relationship 

between insurance claim expenditures and economic growth in Nigeria. The results also shows 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. The results of 

this study generally indicate statistically significance contribution of insurance to economic growth in Nigeria. 

 
 

1.0   Methodology 
 

The study applied ex-post-facto research design to source requisite information. An ex-post-facto research design is 

a systematic empirical inquiry that requires the use of variables which the researcher does not have the capacity to 

change its state or direction in the course of the study (Kerlinger, 1973 & Onwumere, 2009). Secondary data were 

used and collected from CBN Statistical Bulletin and National Insurance Commission for the period 1990-2015. The 

variables classified in the model specification were drawn from the objective of the study. The study used annual 

data, because quarterly data may not be accessed for some of the variables. Gross Domestic Product (GDP) was 

employed as the depended variable to measure economic growth, while Life Assurance Premium, Life Assurance 

Claims Settlement and Life Assurance Contribution to General Business respectively were employed as the 

independent variables to measure life Assurance business development as indicated in appendix 1. 

 

3.1     Model Specification 
 

Model specification is the determination of the endogenous and exogenous variables to be included in the model as 

well as the a priori expectation about the sign and size of the parameters of the function (Ibenta, 2012). Multivariate 

linear regression model is used to test the null hypotheses proposed for the study: (i) There is no long-run 

equilibrium relationship between life assurance business development and economic growth in Nigeria; (ii) There is 

no causality between life assurance business development and economic growth in Nigeria.. Based on these 

hypotheses; a model is adopted from the work of Chinedu (2013) and modified as: 

  

GDP = f(LCS, LAP, LGB).........................................................(1) 

The equation becomes: 

Ln(GDP) = δ0 + δ1LnLCS + δ2LnLAP + δ3LGB + µt……………..(2) 

 

Where: GDP = Gross Domestic Product as proxy for economic growth used as dependent variable. LCS = Life 

Assurance Claims Settlement; LAP = Life Assurance Premium andLGB = Life Assurance Contribution to General 

Business were used as the explanatory variables for the study. δ0 = intercept and δ1,δ2, and δ3 are the coefficients of 

the regression equation. µ is the stochastic or error term while Ln is the natural log of the variables. Log 

transformation is necessary to reduce the problem of heteroskedasticity because it compresses the scale in which the 

variables are measured, thereby reducing a tenfold difference between two values to a twofold difference (Gujarati, 

2003). 

 

4.0 Data Analysis and Results 
 

The test for stationary of the variables was done using the Augmented Dicker Fuller (ADF) Unit Root Tests. The results in 

table 1 show that all the variables are integrated of order one i.e. 1(1) at the 5% level of significance. Notes: (1)*1% level of 

significance, **5% level of significance, ***10% level of significance (2). The tests accepted at 5% level of significance. (3) 

Decision rule -The critical value should be larger than the test statistical value for unit root to exist. 
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Table 1: Unit Root Tests Analysis 

The ADF Unit Root test for Stationarity 

Variables  (with constant, no trend) With Constant and Trend Order of 

Integration 

Decision 

 At Level First Difference At Level First Difference 

GDP **-3.3047 **-10.33688 **-4.1040 **-10.42544 1(1) Stationary 

LGB -1.136722 **-4.537293 -2.402723 **-4.636830 1(1) Stationary 

LCS -1.327473 **-4.026432 -1.388240 **-4.047840 1(1) Stationary 

LAP -2.238533 **-4.247597 -1.553294 **-4.336462 1(1) Stationary 

Critical 

values 

1% -3.4379 -3.4353 -4.0412 -4.0475   

5% -2.2572 -2.7274 -3.8426 -3.2548   

10% -2.4618 -2.3633 -3.5032 -3.1456   

Source: Researcher’s Estimation using E-views 7.0 

Note: * (**) denotes rejection of hypothesis at 5% (1%) significance level. 

 

4.1   Test for Co-integration 

Having found that all the variables are integrated and stationary at the same order, the next step is to perform 

Johansen co-integration procedure to ascertain whether GDP, life assurance claims settlement (LCS), life assurance 

premium (LAP) and life assurance contribution to general business (LGB) are co-integrated. The results of the test 

are presented in table 2 and the null hypothesis of no co-integration among the variables (that is, r=0) is tested 

against the alternative hypothesis of co-integration among the variables (that is r=1). The null hypothesis of no co-

integration is rejected at the 5 percent significance level. However, the null hypothesis that rd” 1 could not be 

rejected against the alternative r=2, suggesting the presence of a unique co-integrating relationship among variables. 

Therefore a long run relationship exists among the variables as indicated by the likelihood ratio that is greater than 

the critical values both at 1 percent and 5 percent level of significance in table 2. 

Table 2: Multivariate Johansen’s Co-integration Test Result. Lags interval: 1 to 2 

Null 

hypothesis  

Alternative 

hypothesis  

Eigen 

value 

Likelihood 

ratio 

Critical 

values 5% 

Critical 

value 1% 

Hypothesized 

No. of CE(s) 

r=0 r=1 0.2317 68.5938 36.31 53.31 None ** 

rd<1 r=2 0.4232 36.1206 26.42 52.62 At most 1 

rd<2 r=3 0.3122 22.0376 18.36 31.31 At most 2 

rd<3 r=4 0.5237 16.0468 10.62 17.43 At most 3 

Source: E-views Econometrics 5.0  

Note: * (**) denotes rejection of hypothesis at 5% (1%) significance level. 

 

4.2      Vector Error Correction Model (VECM) 

The existence of long-run co-integrating equilibrium provides for short-run fluctuations and in order to straighten 

out or absolve these fluctuations, an attempt was made to apply the Error Correction model (ECM). The Error 

Correction coefficient contains information about whether the past values affect the current values of the variable 

under study. A significant coefficient implies that past equilibrium errors play a role in determining the current 

outcomes and the information obtained from the ECM is related to the speed of adjustment of the system towards 

long-run equilibrium and the short-run dynamics are captured through the individual coefficients of the difference 

terms. 
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Table 3: Vector Error Correction Estimates 

Variables: Coefficient Std. Error t-Statistic  Prob. 

(ECM-1) -0.473962 -0.726305  0.000771 0.010008 

D(GDP(-1)) -0.263829 -1.847538 -0.000384  0.002548 

D(GDP(-2)) -0.384621 -3.387473 0.000163 0.008540 

LGB(-1) 0.352710 -0.537273 0.319891 0.18297 

LCS(-2) 1.063721 -0.472999 -2.72E-07 0.000245 

LAP(-3)  1.362899 -0.639547 -5.58E-07 0.000335 

C   0.362798 -2.20139 -1.48661 0.004808 

 R-squared  0.587145 Mean dependent var 0.014004 

 Adj. R-squared  0.551216 S.D. dependent var 0.473003 

 S.E. of regression  4.010042 Akaike Info. Criterion 5.376418 

 F-statistic  6.764345 Schwarz  criterion 6.304378 

 Log likelihood 

Prob.(F-statistics) 

-147.5450 

0.165618 

Durbin-Watson Stat. 

 

1.871375  

 

  Source: E-views Econometrics 7.0  

 

From table 3, the error-correction coefficient is statistically significant and has a negative sign, which confirms a 

necessary condition for the variables to be co-integrated. This also implies that the speed with which life assurance 

claims settlement, life assurance premium and life assurance contribution to general business, adjust from short-run 

disequilibrium to changes in economic growth in order to attain long-run equilibrium is 63% within one year. The 

coefficient of determination (R
2
=0.581145), while the adjusted R

2
 = 0.550216 which indicates that about 58% of the 

variations in economic growth is explained by the combined effect of changes in life assurance business 

development variables (LCS, LGB, LAP) in Nigeria. This implies that a good portion of economic growth trends in 

Nigeria is explained by life assurance business development variables. The F-statistics of 6.764345 which is 

statistically significant confirms the relationship between life assurance business development and economic growth. 

Whereas, (F-probability = 0.165618) at 5% rejects the influence of the explanatory variables on the dependent 

variable because is statistically insignificant and greater than is zero. Finally, the value of Durbin–Watson 

(DW=1.87) indicates absence of autocorrelation.  

4.3      Causality Test 
 

Table 4: Result of Pair wise Granger-Causality Test (1990-2015) with 2-period Lag length  

  Null Hypothesis: Obs F-Statistic  Probability    Decision  

LGB does not Granger Cause GDP 24  0.54741  0.54809   No causality  

GDP does not Granger Cause LGB  0.22305  0.73700   No causality 

LCS does not Granger Cause GDP 24  0.73764  0.41281   No causality 

GDP does not Granger Cause LCS  0.72851  0.55974   No causality 

LAP does not Granger Cause GDP 24  0.62758  0.52533   No causality 

GDP does not Granger Cause LAP  0.11234  0.81632   No causality 

LCS does not Granger Cause LGB 24  8.13542  0.00136   Causality 

LGB does not Granger Cause LCS  3.44703  0.04732   Causality 

LAP does not Granger Cause LGB 24  0.12752  0.88283   No causality 

LGB does not Granger Cause LAP  0.03843  0.93843   No causality 

LAP does not Granger Cause LCS 24  0.21749  0.72734 No causality 

LCS does not Granger Cause LAP  0.03058  0.92738 No causality 

Note: The decision rule of a causality test states that if the probability value of the estimate is higher than the 5 

percent (or 0.05) level of significance, we accept the null hypothesis, and vice versa. 
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To determine the direction of causality between the variables, the Engle and Granger (1987) causality test was 

performed on the variables as indicated in table 4. The Granger causality investigated the predictive content of one 

variable beyond that inherent in the explanatory variables itself. The results of the Granger causality test indicate 

that performance of the Nigerian economy (GDP) has no causality with LGB (life assurance contribution to general 

business), LAP (Life Assurance Premium) and LCS (Life Assurance Claims Settlement). This implies that there is 

no causality between life assurance business development variables and economic growth in Nigeria. Moreover, the 

results also show that life assurance contribution to general business has bi-directional causality with Life Assurance 

Claims Settlement. This indicates that, the increase in life assurance contribution to general business) will have a 

positive impact on (Life Assurance Claims Settlement that will lead to the growth and development of the economy 

and verse versa.  

5.1      Conclusion and Recommendations 
 

Honestly, there is no other device or institution that can provide the benefit offered by the life assurance businesses. 

Because, it role of protection cannot be over- emphasized while its investment aspect is second to none. Thus, life 

assurance is the only plan which guarantees education in the event of father’s death. The study recommends that 

efforts should be adequately made in training of the insurance professional who will in turn educate the illiterates in 

their respective languages and dialects. More incentives should therefore be given to encourage more people to save 

through endowment policy. In the areas of sales, it seems to be faulty when compared with the trend of growth in the 

present days commercial and trading requirements, in respect of public and advertisement. Hence insurers should 

adopt more effective sales strategies such as introducing a new scale that are duly relevant to the present day needs 

of Nigerians and further improve their method of advertising. Government should also assist in many ways to 

improve the profitability of life assurance and this include adjusting the country’s stagnated economy by correcting 

the hyper-inflationary situation in the economy so as to make the fluctuation in the insurance market to be stable and 

profitable.  

5.2       Contribution to Knowledge 

The study was able to modify the model and expanded the existing literatures, geographical spread and updated data 

that will enable researchers and scholars to use it for further studies. Hence, from the results this study has also 

contributed to knowledge by discovering that Nigerian economy has no direct causality with life assurance policies. 

The factors responsible for this can be traceable to economic and political instability and inability to implement the 

formulated policies by the regulatory authorities. 
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Appendix 1: LIFE ASSURANCE SECTORAND ECONOMIC GROWTH IN NIGERIA (1990–2015) 

YEAR GDP at Current 

Market  Rate  

(₦’ Billion) 

Life Assurance 

Premium(₦’ Billion) 

Life Assurance 

Claims Settlement 

(₦’ Billion) 

Life Assurance 

Contribution to General 

Business (₦’ Billion) 

1990 472.65 5.7 12.2 40.8 

1991 545.67 9.5 14.7 98.6 

1992 875.34 11.8 21.4 14.4 

1993 1,089.68 15.5 35.0 15.9 

1994 1,399.70 19.9 52.0 29.9 

1995 2,907.36 26.6 94.3 25.8 

1996 4,032.30 31.0 127.8 50.6 

1997 4,189.25 36.2 445.1 82.6 

1998 3,989.45 48.0 100.6 95.8 

1999 4,679.21 53.1 104.8 26.2 

2000 6,713.57 59.1 101.5 68.0 

2001 6,895.20 78.6 210.1 35.8 

2002 7,795.76 94.4 247.1 57.8 

2003 9,913.52 118.6 331.4 45.8 

2004 11,411.07 166.1 303.8 49.3 

2005 14,610.88 215.3 453.0 48.4 

2006 18,564.59 250.3 540.2 48.5 

2007 20,657.32 266.5 657.9 50.9 

2008 24,296.33 306.6 781.4 55.6 

2009 24,794.24 347.7 986.3 62.3 

2010 54,204.80 394.7 1,010.7 63.1 

2011 63,258.58 456.3 1,493.4 64.8 

2012 71,186.53 539.7 1413.8 71.5 

2013 80,222.13 627.6 1,709.1 83.9 

2014 84,534.45  3,188.82 1,018.61 8,65.43 

2015 98,236.78 4,875.76 2,345.58 9,73.14 

Sources: CBN Statistical Bulletin and National Insurance Commission 

 

 

 

 

 

 

 

 

 
 


