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Abstract
This paper scrutinizes the relationship between insurance penetration and economic
growth of Nepal on annual macroeconomic datafor the period of 1997-2017 source from
World Bank's database. This paper has revealed the behavior of Nepalese insurance
on the context of economic growth. Pragmatic results show positively high correlation
between penetration and economic growth. However, there is very low percentage
of insured population in Nepal. Descriptive statistics and Pearson correlation was
used to diagnose results from data collected from world bank database. This study
discloses the positive and significant relationship between insurance penetration and
economic growth.
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Introduction

Financial sectors of a country are considered as a vital part of its economic
growth. An effective and well-developed financial system helps to increase productivity
and subsequently the economic growth. Insurance is an important part in the financial
sector that contributes significantly to the economy of a country. Insurance market
contributes to the economic growth as a financial intermediary and also helps in
managing risk more effectively (Ward & Zurburegg, 2000). Moreover, insurance
contributes to the promotion of financial stability, facilitation of trade and commerce,
management of risk in an effective manner, mobilization of savings, allocation of
capital in an effective way and also it acts as a complement of Government security
programs (Webb, Grace & Skipper, 2002).
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The importance of the insurance-growth nexus is growing due to the increasing
share of the insurance sector in the aggregate financial sector in almost every emerging
and mature market economy. Literature dealing with the interaction between the
financial sector and economic growth is merely concerned with bank and stock
markets. The role of the financial sector for economic growth has become a major
topic of empirical research in the last decade or so, greatly elaborating on the research
works.

Outreville (1996) successively used the property rights data of 55 developing
countries and the life insurance data of 48 developing countries to reveal the natural
close relationship between insurance industry and economic growth: elasticity of
per capita insurance expenditure versus per capita GDP is greater than 1, per capita
insurance demand is function of per capita GDP, financial development level and
premium. Skipper (2001) argues that insurance contributes to economic growth in
six areas: enhancing financial stability, facilitating business and trade, mobilizing
domestic savings, effectively controlling risk, promoting effective allocation of capital
and reducing losses. Not only that, insurance can invigorate market transactions and
maintain financial stability through risk identification and risk transfer (Ward &
Zurburegg, 2000), and even replace and supplement government support programs
(Skipper, 2001). To some extent, stimulus effect of insurance on economic growth
is seen as an endogenous function (Regan & Hur, 2007) which promotes economic
growth by means of risk transmission, asset allocation and influence in economic unit
decision making (Das, 2003). For developing countries, the positive role of insurance
in infrastructure construction, foreign direct investment and job creation cannot be
ignored (Rao & Srinivasu, 2013).

Insurance can be broadly categorized as life insurance, non-life insurance and
reinsurance. Life insurance represents the long- term funds whereas the non-life
insurance represents short -term funds. Reinsurance can be defined as security of other
insurance company against loss. However, existing literatures show that insurance
development significantly affect the economic growth.

Previously many scholars have suggested the relationship between insurance and
economic growth revealing that the degree of insurance development is influenced by
the level of economic development of the country. An insurance company has different
product for different country because of requirement of particular environment.
Barker (2019) states that countries with large uninsured population have different
need in regard to insurance where are countries with less uninsured population have
different requirement of insurance. The basic benefit of insurance is risk coverage but
there are certain counties that deem for risk as well as monetary return. Addition to it,
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the degree of insurance development is simultaneously influenced by religion (Gill,
Mand, Biger & Mathur, 2018) culture (Park & Lemaire, 2012) and education (Maria,
Cristina, Ioncica, & Constantinescu, 2012).

Especially in modern period insurance succeed in economy. In developed
countries such as Germany, England, Switzerland, France insurance became vital part
of'the economy. In these countries people trust insurance, and for this reason they insure
all assets in famous insurance companies. On the other hand, insurance lets people
and also businesses to protect themselves against certain potential losses and financial
hardship at a reasonable acceptable rate. In modern period there are some insurance
types which play great role in economy. For example, people use motor insurance,
property insurance, medical insurance, life insurance widely. These insurance types
have great importance also in social life. Because when people use insurance types, it
effects positively to their life style, social activity and also longevity.

Insurance has become a vital component for economic development not just
in developed but even in developing countries. In developed countries like America
2.9% of GDP is contributed by insurance (Insurance information institute, 2019). In
developed countries insurance is a part of education, tradition, life style, while in
Nepal, we are far from educating and discussing about insurance to any part of the
population. The basic purpose of this study is to examine the relationship between
insurance and economic growth in Nepalese context. Does the insurance have any
influence on economic development or there is no any effect of insurance with
economic development?

Literature Review

The growth of financial institution and influence of it in economic growth
has been well recognized and many researches have been conducted on this topic.
Jung (1986) worked on this topic for the first time and Rousseau & Wachtel (1998);
Levine, Loayza & Beck (2000) and others provide evidence on the relationship
between financial development and economic growth. Hussels et al., (2005) states that
previous study only focused on the determination of factors that influence of demand
of insurance and economic development. But there are number of studies that studies
the relationship between insurance and economic growth.

The association between insurance and economic growth has been researched
by number of scholars and depicted direct and causal link. The development of
insurance and reinsurance is essential for economic development of any country as
it reduces uncertainty and encourages long-term investment (Feyen, Lester & Rocha,
2011). An Empirical Investigation with the help of simultaneous equation, empirically
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investigates the interaction between financial development and economic growth
which reveals that there is a significant and positive relationship between economic
growth and financial intermediary.

A study conducted by showed a positive relationship between insurance and
economic growth in Nepal. Moreover, researcher reveals there is a larger population
who are uninsured (Pant, & KC (2018). Haiss & Stimegi (2008) contend that the
insurance sector is important to economic growth as it can be used as a channel of
risk transfer, saving and investment. In their study of 29 European countries they
found out that the aggregate investment by insurance companies grew by 20 %
relative to gross domestic product (GDP) within the time span of 1993-2004. They
go on to observe that an essential part of the contribution of insurance companies to
GDP growth derives from their assets, their investment activities and the companies’
setup. Thus, the participation by insurance companies in the economy results in the
expansion of the investment horizon, increase of market volume and improvement of
market efficiency.

A cross country panel study of 29 European countries conducted by Haiss &
Stimegi (2008) reveals that there is a positive impact of insurance on GDP growth.
They even added that interest rate and economic development were the prime factor
for insurance growth. Ul Din, Regupathi & Abu Bakar (2017) studied that there is
positive and significant relationship between life insurance, measured through net
written premiums and density and economic growth for developed countries while the
same is true for developing countries when insurance is measured through penetration
proxy. They formulated a proxy data for developing countries and found the same
relationship between insurance and economic growth.

Webb, Grace & Skipper (2002) tried to examine whether banks, life and non-life
insurance individually and collectively contribute to economic growth, to do this they
used data from 55 countries for the period 1980-1996. The result of this research is that
the penetration of life insurance is significantly positively correlated with economic
growth and the relationship is reciprocal. In addition, they stated that there is no link
between economic development and non-life insurance.

Valentina, Kestutis, Gitana & Kestutis (2019) stated that a positive statistically
significant relationship between insurance penetration and economic growth has been
detected in Luxembourg, Denmark, The Netherlands and Finland and a negative
statistically significant relationship has been identified in Austria, Belgium, Malta,
Estonia and Slovakia. This study suggests that even though the country is developed
there is no confirm theory that insurance development has direct impact in country’s
economic development. Similarly, a study conducted by Lee (2019) showed causal
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relationship between insurance and economic growth. The study reveals indirect
relationship and states the investment capacity of insurers determines the performance
of insurance development. This paper studies the relationship between insurance
growth and economic development in Nepal because few studies have only been
conducted in this area. The main purpose of this paper is to find out the size of
insurance market in Nepal. This paper has taken Insurance Penetration as the indicator
of Insurance growth. In order to revel the correlation between insurance and economic
growth in Nepal, we have tested several statistical methods in the analysis.

Insurance Market of Emerging Asian countries
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Amongst the emerging Asian countries, the graph shows Thailand (5.27%) as
the Asian country that has highest insurance penetration. Insurance has contributed
5.27% out of the total GDP followed by Malaysia (4.77%), China (4.22%), India
(3.7%), Vietnam (2.42%) and Indonesia (1.95%). The country that has least insurance
contribution to GDP is Bangladesh (0.57%) followed by Sri-Lanka (1.15%), Nepal
(1.7%) and Philippines (1.52%).

The bar graph shows that insurance has greater contribution in Thailand’s
economy with 5.27% and least in Bangladesh with 0.57%. As Thailand is home to
many insurance companies it has witness huge contribution of insurance whereas
there no long history of insurance in Bangladesh.
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Insurance Penetration in Nepal (1997-2017)
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The given line graph shows the insurance penetration of Nepal from 119 to 2017
AD. Insurance penetration is the amount is the life insurance premium volume to GDP
in percent. The data presented has been obtained from World Bank database. The line
shows increasing trend of insurance penetration in Nepal. The highest penetration
is in the year 2017 at 1.4% of entire GDP of Nepal. Year 1999, 2000 and 2001 have
faced the lowest insurance penetration at 0.1%. Ten new entrants in life insurance in
2017 with total 19 companies operating in Nepal has given rise to penetration of Life
insurance in Nepal. A gradual increment picture can be seen from the year 2003 to
2017. We can assume that the insurance has accelerate in pace and getting momentum
in Nepal.

Results and Discussion

This research is longitudinal and based in time series data. This study has
employed Nepal’s data from 1997 to 2017. This period has been chosen because of
gradual increment in life insurance penetration in Nepal. The data are analyzed and
presented using SPSS.

Table 1: Descriptive statistics of Variables

Variables N Minimum Maximum Mean Std. Deviation
Income (GDP) 21 4.856 25.181 12.36586 6.771185
Penetration 21 0.1 14 0.586 0.3798

Note: SPSS output
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Table 1 shows the average mean of GDP and insurance penetration for the period
of 1997-2017. The table depicts that the GDP average mean is 12.36586 and insurance
penetration is 0.586%. On an average we can find that the insurance hasn’t been a
popular contributor to Nepalese economy growth. To check the relationship between
insurance penetration and economic growth, we need to use Pearson Correlation
Analysis.

Pearson Correlation Analysis
Table 2: Pearson Correlation Analysis

Variable Income Penetration
Income Pearson Correlation 1 936"

Sig. (2-tailed) 0.000

N 21 21
Penetration Pearson Correlation 936" 1

Sig. (2-tailed) 0.000

N 21 21

Table 2 shows the correlation between insurance penetration and economic
growth (GDP) of Nepal from the period of 1997-2017. Penetration and economic
growth have a positive and significant relationship. A 0.936 degree is correlation is
significant. The result indicates that penetration and economic growth have positively
high correlation between them. A p-value of 0.000 which is less than 0.005 indicates
a significant relationship between them. There is no case of Multicollinearity as VIF
is not more than 10.

Conclusion

The intention of this paper is to offer a methodical calculation based on statistical
methods and a panel data gathered along 21 years and relationship between insurance
penetration and economic growth of Nepal. There are numbers of research conducted
in Nepal in relation between various soci0-economic variables and insurance demand
but few researches have conducted in this field. The result has established a high
correlation between penetration and economic growth. Correspondingly, the results
of other developed countries, the relationship between penetration and economic
growth is Nepal is same. But, the total insured population of Nepal is only 18% which
gives a potential opportunity to the insurance companies. The government as well
as the policy maker should give optimal focus on how to insure the remaining 82%
population. Nepal is the country where citizens have lack of insurance need to be
made aware of its importance. Of all the policies issued more than 90% are all because
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of agent based sales. It has been overlooked and treated as an Unsought product. The
result shows a high correlation between penetration and economic growth, we can
state that if we develop the insurance sector parallelly the economic standard of the
country will flourish. Like in various Asian countries, Insurance can be an important
contributor in economic growth of Nepal, so insurance companies along with the
support of government need to make people aware about the benefits and value of life
insurance.
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