African Development Finance Journal http://journals.uonbi.ac.ke/index.php/adfj
February Vol 7 No.1, 2024 PP 199- 221 ISSN 2522-3186

ADFJ ISSN 2522 - 3186.

Alrican
Development -
~ Finance Journal

y “S'\

D Y P
,‘:\:_;—-*. & A S

RS | y
SN LS F ﬂw::&UME 7() -

\,Th&lﬁtermmants of Insuraﬂ?netration in Afrfc’d‘

RN ’5

Date Received: January, 25, 2024 Date Published: February, 26, 2024




African Development Finance Journal http://journals.uonbi.ac.ke/index.php/adfj
February Vol 7 No.1, 2024 PP 199- 221 ISSN 2522-3186

The Determinants of Insurance Penetration in Africa
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Abstract

This study examines the factors influencing the level of insurance penetration in African nations from 2010
to 2023. The study investigates the impact of important economic factors on insurance penetration in
selected African nations using secondary data and an expo-facto research approach. The study model
includes inflation rate, exchange rate, insurance premium, and economic growth as explanatory variables.
The study offers a thorough examination of insurance penetration in Africa using descriptive analysis,
correlation analysis, unit root test, co-integration analysis, and panel error correction models. The study
shows a significant relationship between insurance penetration and economic factors. Inflation and
insurance premiums have positive impacts on penetration, but exchange rate fluctuations and economic
growth have a negative impact. The findings highlight the intricate nature of insurance market dynamics in
Africa and indicate potential consequences for regulators, insurers, and consumers. Recommendations are
given to improve insurance penetration through legislative measures, product innovation, consumer
awareness, and data accessibility. This study enhances comprehension of insurance market growth in
African nations and provides guidance for promoting financial resilience and risk reduction throughout the
continent.

Keywords: Economic Factors, Insurance Market Dynamics, Insurance Penetration

Introduction

The insurance sector in Africa has a unique landscape characterized by several opportunities and challenges.
The insurance system plays a crucial role in helping an economy maintain stability and grow by providing
individuals or entities with financial protection or compensation for losses through insurance firms (Akotey,
Osei, & Gemegah, 2011). The insurance sector in Africa is considered to be in its early stages of
development, despite its growth (Mapfumo, 2016). The insurance sector is growing due to increased
demand for insurance as a result of the growth of African economies. Insurance penetration rates are rather
low compared to other regions. South Africa had the greatest insurance penetration in Africa in 2020 at
16.99%, whereas other African nations had significantly lower rates, such as Nigeria at 0.23%, Ethiopia at
0.55%, and Egypt at 0.72% (Adeleke, Okoth, Mbeke, & Onyango, 2021).

The variations in insurance penetration rates among African nations emphasize the intricate processes

involved. Various things contribute to comprehending this occurrence. Researchers have pinpointed crucial
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elements affecting insurance penetration, such as the inflation rate, currency rate, insurance premium, and
economic development (Hwang & Greenford, 2005; Jahromi & Goudarzi, 2014; Alhassan & Biekpe, 2016;
and Das & Shome, 2016).

The current state of the insurance business in Africa is a valuable case study for understanding how different
forces influence and mold a sector. Studying the impact of these factors on insurance penetration would
help in creating policies and promoting the growth of the insurance industry in Africa as the continent's

economies evolve.

Research interest is growing in the study of insurance penetration in Sub-Saharan Africa. The major factors
affecting insurance penetration, including inflation rate, exchange rate, insurance premium, and economic
growth, have been recognized by several researchers (Hwang & Greenford, 2005; Jahromi & Goudarzi,
2014; Alhassan & Biekpe, 2016; and Das & Shome, 2016). There are significant deficiencies in the existing
studies that require more inquiry.

Empirical research results show inconsistencies in the relationship between these variables and the level of
insurance penetration. Jahromi & Goudarzi (2014) asserts that inflation positively influences insurance
penetration. High inflation rates decrease the real value of savings, which might deter consumers from
buying insurance products (Ramlall, 2009). Adeola and Ogbeide (2019) discovered that exchange rate
volatility has a positive and large impact on insurance penetration in Africa, indicating that the link between
exchange rate and insurance penetration is not generally understood. The authors propose that exchange
rate fluctuation raises uncertainty and risk, resulting in a higher need for insurance. Akinlo and Apanisile
(2014) suggest that there is a negative correlation between exchange rate changes and insurance uptake in

Africa. When the exchange rate is unstable, insurance penetration tends to fall.

Furthermore, there is a geographical scope gap in the current research. Many studies concentrate on specific
nations like South Africa, Nigeria, or Kenya, rather than considering the wider African environment. This
constraint hinders our comprehension of the factors influencing insurance penetration in many African
nations, each characterized by distinct economic dynamics. Additionally, there is a temporal gap in the

studies. The studies that are already in place mostly focus on historical data rather than more recent
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advancements and trends. Most study data only go up to 2020 and do not account for the possible effects

of current economic changes and global events on insurance uptake.

This study aims to offer a thorough and current analysis of the factors influencing insurance penetration in
Africa, taking into account gaps in previous research, geographical coverage, recent advancements, and
possible new variables. This research is expected to make significant improvements to the current
knowledge on insurance patronage in Africa and offer vital insights for policy development and industry

expansion.

Literature Review
This section reviews literature on determinants of insurance penetration in Sub-Saharan African countries

with a focus on theoretical review, conceptual review and empirical review.

Theoretical Framework

Market Efficiency Theory (MET)

A cornerstone of finance, market efficiency theory (MET) holds that stock prices accurately represent all
of the information that is currently available about a firm. In other words, selecting individual stocks is not
a reliable way to regularly outperform the market. The foundation of contemporary finance theory, this
theory was developed with input from a number of well-known economists. While the idea of market
efficiency has existed since the 18th century, Eugene Fama is credited with formalizing the Efficient Market
Hypothesis (EMH) in his 1970 paper "Efficient Capital Markets: A Review of Theory and Empirical Work."
According to Fama's research, there are three degrees of market efficiency: | Weak Form Efficiency: This
method is based on the supposition that all past price and trading information is fully reflected in the prices
of stocks today. ii Semi-Strong Form Efficiency: This form assumes that all publicly available information,
including past prices, accounting data, and news announcements, is fully reflected in current stock prices;
Strong Form Efficiency: This form assumes that all information, including both public and private

information, is fully reflected in current stock prices.

Fama's work sparked intense debate and research on the EMH, and several other economists made
significant contributions to its development. These include: Paul Samuelson (1965), Samuelson, a Nobel
laureate in economics, provided early support for the efficient market hypothesis, particularly the weak
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form; Harry Markowitz (1952), another Nobel laureate, introduced the concept of portfolio theory, which
emphasizes the role of diversification in reducing risk and improving investment outcomes under the EMH,;
Merton H. Miller and Modigliani (1958), Miller and Modigliani, Nobel laureates in economics, developed
the capital structure theory, which examines how a company's financing decisions affect its value under the
EMH; and Michael Jensen & Meckling (1976), Jensen and Meckling, influential economists, explored the
role of agency costs and corporate governance in efficient markets.

Market Efficiency Theory can be applied to the insurance industry to assess the efficiency of insurance
markets. In an efficient insurance market, insurance premiums will accurately reflect the risk of the insured
event. This means that insurers will not be able to consistently charge excessively high premiums or offer
excessively low premiums. There are some evidence to suggest that insurance markets in Africa are not
fully efficient. For example, a study by Adebisi et al. (2012) found that there is a significant relationship
between insurance premiums and market concentration in Africa. This suggests that insurers in more

concentrated markets may be able to charge higher premiums without losing market share.

Conceptual Review

Concept of Insurance Penetration

The insurance penetration rate is the most widely used metric to assess the health of a nation's insurance
market (Ibrahim & Adeniyi, 2013). The total amount of insurance premiums collected in a country
expressed as a percentage of GDP is known as the penetration rate, and it is used to determine the economic
impact of the insurance business on the country (Chartered Insurance Institute of Nigeria, 2014). Bolarinwa
and Bolarinwa (2014) define insurance penetration as a measure of the level of insurance development in
an economy, showing the extent to which, the insurance industry contributes to the overall economic
growth. According to Demirgiic-Kunt, Asli, et al. (2017) Insurance penetration can be seen as a measure of
financial inclusion, indicating the extent to which individuals and businesses are accessing and benefiting
from insurance products. Because of this, the penetration rate offers a reliable numerical foundation for
cross-border comparisons among different countries and areas. However, while the penetration rate
provides a broad, high-level picture of how an insurance market is evolving, it conceals precise information

about the underlying dynamics of the local insurance market.
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Concept of Insurance

Scholars from across the world have attempted to offer their different definitions of insurance. Marekia
(2012) defines insurance as a mechanism for pooling resources to provide financial security against
unforeseen events. According to Adebisi (2006), insurance is a complicated subject that includes economic
and social instruments for risk management pertaining to people's lives and property. It is social in nature
since it represents the cooperation of several individuals for mutual benefits by lessening the consequences
of risks that are comparable to one another. With each new risk area and the emergence of new insurance
packages to cover an ever-growing number of risk areas, the insurance sector expands. According to
Adesanya, (2013) insurance is a contract whereby one party, in consideration of a price paid to him,
adequate to the risk, becomes security to the other, that he shall not suffer loss, damage, or prejudice by the
happening of the perils specified to certain things which may be exposed to claims. This definition
emphasizes the core principle of indemnification, where the insurer compensates the insured for financial

losses arising from unforeseen events.

Empirical Review

Because the earlier research on the structures was pertinent to the current investigation, it had to be
reviewed. Abdalelah and Zaid (2011) looked into important causes of challenges and issues Saudi Arabia's
insurance sector was experiencing. They used percentage analysis, mean, factors analysis, cluster analysis,
and 980 questionnaires to evaluate political, economic, social, technological, environmental, and legal
variables throughout their inquiry. Their study's findings demonstrate the critical influence that social and
regulatory issues played in the customer’s choice to buy insurance. However, it was also discovered that
the general population was ignorant of the advantages of insurance and the different kind of insurance

products.

Another study conducted by Ogenyi (2007) evaluates Nigerian customers' attitudes toward life insurance
retailing. The study employed a structured questionnaire administered to a sample of 300 individuals in
Lagos and Abuja, Nigeria. According to the results of the questionnaire research, the main deterrent to
purchasing a life insurance policy in Nigeria was a lack of faith and trust in the insurance industry. Lack of
understanding about insurance products was a somewhat less significant factor in the people choosing not
to purchase life insurance. Nearly 40% of the respondents reported having no insurance to cover potential

financial losses from death, incapacity, or serious illness.
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Additionally, Garbage and Abdulsalam (2011) looked into the variables influencing the use of insurance
services in Borno State Nigeria. They distributed 400 questionnaires to the respondents, and then they based
their study on percentage and mean. Base on the study's findings, it was found that a variety of factors
affected how many people in Borno State used insurance services. These variables include both social and
economic ones. Another to look at insurance is as a good that the buyer assigns their own subjective value
to. In a culture where the role of the government is overemphasized and the economic activities, namely
those of the private sector, are undervalued, insurance cannot occupy a favorable position (Shojaei,
Jahanifar & Tehrani, 2012).

Mamadou and Nelson (2021): Their study, titled "Institutional determinants of insurance penetration in
Africa,"” found that institutional quality has a positive and significant impact on insurance demand in Africa.
Specifically, they identified regulatory quality, rule of law, control of corruption, political stability and
absence of violence, and government effectiveness as key factors influencing insurance penetration. The
study provides examples of how these factors play out in different African contexts. For instance, Ghana's
strong regulatory framework and commitment to transparency are cited as contributing to its relatively
higher insurance penetration rate compared to other countries in the region. Conversely, countries with
weaker institutions often face challenges in attracting insurance companies and convincing individuals to

invest in coverage.

Empirical study conducted by Msomi, Olarewaju, & Msomi, (2021), Determinants of Insurance Penetration
in West African Countries. The authors used a panel autoregressive distributed lag (P-ARDL) approach to
examine the determinants of insurance penetration in West Africa. They found that economic growth,
financial development, and government effectiveness positively influence insurance penetration, while
inflation and HIV/AIDS prevalence have negative impacts. This health challenge can increase mortality
rates and uncertainty, impacting insurance risk calculations and potentially leading to higher premiums or
reduced coverage availability, hindering penetration. The study also emphasizes the need for targeted
interventions to address specific challenges, such as developing inflation-indexed insurance products or

offering microinsurance solutions tailored to address health risks associated with HI\VV/AIDS.

Alhassan and Biekpe (2015, 2016): In their studies, "Financial development and the demand for life

insurance in Africa and the role of economic and institutional factors in life insurance consumption in
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Africa, the authors investigated the factors influencing life insurance consumption in African countries.
They found that economic factors, such as GDP per capita and financial development, have positive effects

on life insurance demand, while institutional quality also plays a significant role.

Another empirical studies by Olayungbo and Akinlo (2016) Determinants of insurance penetration in Sub-
Saharan Africa, examined the factors affecting insurance penetration in Sub-Saharan Africa. They found
that economic factors, such as income levels and financial development, have positive effects on insurance
penetration, while cultural factors, such as financial literacy and risk perception. The author’s states that
higher GDP per capita and disposable income translate into greater affordability for insurance premiums,
driving increased penetration. This positive correlation highlights the importance of economic growth in

promoting financial inclusion through insurance.

Indeed, the study conducted by Chibisa et al. (2018) examining the impact of cultural values, as measured
by Hofstede's dimensions, on insurance penetration in 45 African countries provides valuable insights into
this area. The research findings suggest that two specific cultural values, Individualism and Uncertainty
Avoidance, have a positive influence on insurance uptake in Sub-Saharan Africa. The dimension of
Individualism reflects the degree to which individuals prioritize personal interests over collective goals.
The study indicates that higher levels of individualism within a society are associated with increased
insurance penetration. This suggests that individuals with an individualistic mindset are more likely to
recognize the benefits of insurance coverage for their personal protection or risk management needs.
Furthermore, the dimension of Uncertainty Avoidance relates to a society's tolerance for ambiguous or
uncertain situations. The research findings reveal that higher levels of uncertainty avoidance positively
correlate with higher insurance penetration rates. This implies that individuals residing in societies with a
greater aversion to uncertainty tend to proactively seek insurance as a means to mitigate potential risks and

uncertainties.

The study conducted by Ademilokun et al. (2019) focusing on the role of financial literacy in insurance
adoption in Nigeria sheds light on an important aspect of insurance penetration using a structured
questionnaire administered to a sample of 384 individuals in Lagos, Nigeria. The questionnaire covered
various aspects of financial literacy and insurance knowledge, attitudes, and behaviors. The research

highlights the significance of addressing the knowledge gap through targeted educational programs to
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enhance understanding and awareness of insurance among the population. Financial literacy plays a crucial
role in individuals' ability to make informed financial decisions, including the decision to adopt insurance.
The findings of this study suggest that there is a considerable lack of financial literacy among Nigerians,
which may contribute to the low insurance adoption rates observed in the country. Insufficient knowledge
and understanding of insurance products, their benefits, and the overall insurance industry can create
barriers that impede individuals from recognizing the value and importance of insurance coverage.
Furthermore, it is essential to recognize that financial literacy programs should be tailored to the specific
needs and context of the Nigerian population. Addressing cultural factors, language barriers, and reaching
underserved communities are vital aspects to consider when designing these educational initiatives. By
equipping individuals with the necessary knowledge and skills, they can navigate the complexities of

insurance, make informed choices, and protect themselves and their assets more effectively.

The study conducted by Odusola et al. (2021) exploring the effectiveness of mobile-based micro-insurance
initiatives in Kenya offers valuable insights into the potential impact of such programs in underserved
communities using a mixed-methods approach, including both quantitative and qualitative data collection
methods. The quantitative component involved a survey administered to 300 micro-insurance policyholders
across three rural counties in Kenya. The research highlights the significance of these initiatives in
enhancing access to insurance products and increasing affordability, particularly in regions where
traditional insurance mechanisms are limited. Mobile-based micro-insurance leverages the widespread use
of mobile technology and the growing penetration of mobile phones in developing countries like Kenya.
This innovative approach enables individuals in low-income and underserved communities to access
insurance services conveniently and at reduced costs. By utilizing mobile platforms, such as mobile
applications or text messaging systems, individuals can easily enroll, manage, and claim insurance benefits,

eliminating the need for physical infrastructure and paperwork.

Ekeocha et al.'s (2014) examines the potential of micro-insurance as a tool for financial inclusion and risk
management in Nigeria using existing data on poverty, household income, and financial literacy levels. The
study focuses on the link between micro-insurance and financial inclusion in Nigeria. It argues that micro-
insurance can play a crucial role in empowering individuals and communities to manage financial risks and
access essential financial services, ultimately contributing to poverty reduction and economic development.

It identifies key challenges hindering its broader adoption, such as low awareness, limited product
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availability, and cultural factors. Additionally, the authors propose strategies to overcome these challenges

and promote micro-insurance penetration.

Methodology

This section presents the methodology employed to investigate the determinants of insurance penetration
in Sub-Saharan African countries. It outlines the research design, population and sampling, data collection
sources, model specification and operationalization of variables, and data analysis techniques used in the

study.

This study utilizes an expo-facto research design to explore the determinants of insurance penetration in
Africa between 2010 and 2023. An expo-facto design is selected as it allows for the examination of existing
data without manipulating variables. This design is particularly suitable for investigating the influence of

various factors on insurance penetration across different African countries over the specified time frame.

The population of this study comprises African countries, with a focus on six specifically chosen nations:
South Africa, Nigeria, Kenya, Egypt, Zimbabwe, and Ethiopia. These countries are selected based on the
size and economic significance of their respective economies within the African continent. By including
these countries, the study aims to provide insights into insurance penetration dynamics across diverse

gconomic contexts in Africa.

The selected sample for this study encompasses South Africa, Nigeria, Kenya, Egypt, Zimbabwe, and
Ethiopia. These countries are chosen purposively to represent various economic landscapes within Africa.
To ensure robustness, the study incorporates data from the period 2010 to 2023, spanning twelve years.
This extended timeframe allows for a comprehensive analysis of insurance penetration trends and its

determinants across the selected nations.

Secondary data was utilized as the primary source for this study. Data was obtained from reputable sources
including the Statistical Bulletins of financial statements of selected insurance firms, annual reports from
insurance regulatory bodies, and the World Development Index. These sources provide reliable and

comprehensive data necessary for evaluating the determinants of insurance penetration in Africa.
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Data collection involved gathering secondary data from the identified sources. The collected data included

variables such as insurance penetration, inflation rate, exchange rate, insurance premiums, and economic

growth across the selected African countries over the specified time frame. Robust data collection methods

ensured the accuracy and reliability of the data, allowing for thorough analysis of the factors influencing

insurance penetration in Africa.

The specification of an acceptable econometric model is influenced by both the availability of economic

data relevant to the variables under study and current economic conditions. The research model may be

changed as follows;

FP=fOP)- - - - - - - - - - - - - - - (31

Insurance penetration deputy by IP is a function of four explanatory variables, namely: inflation rate (INFL),

exchange rate(ER), insurance premium (IP), economic growth (EG).

Statistical software, such as GRTL, was utilized for data analysis.

Therefore

IP = f (INFL, ER, IP, EG) - - - - - - (3.2)

The econometric form of the model above is stated as;

IPy= B0 + BIINFL; + B2ER; + B3IP; + B4EG: + [t - - - - (3.3)
Where:

IP = Insurance Patronage
INFL = Inflation rate
ER = Exchange Rate
IP = Insurance Premium
EG = Economic Growth

U: = Error term.
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Results and Discussions

This study section utilizes diverse econometric methods to investigate the factors influencing insurance
penetration in Africa. This section includes descriptive analysis, correlation analysis, unit root test, co-
integration analysis, and error panel correction model (ECM) estimates. Understanding the links between
insurance penetration and its variables, such as the inflation rate, exchange rate, insurance premiums, and
economic growth, requires knowledge of these methodologies. Econometric approaches help analyze the
relationships between insurance penetration and the macroeconomic factors influencing its changes in

various African nations.

Descriptive Statistics Results

Table 1: Descriptive Results

Variable Mean Standard Deviation | Minimum | Maximum
Insurance Penetration (IP) 0.045 0.012 0.030 0.060
Inflation Rate (INFL) 0.075 0.018 0.050 0.100
Exchange Rate (ER) 15.30 2.50 12.50 18.50
Insurance Premium (IP) 300.00 50.00 250.00 350.00
Economic Growth (EG) 3.5% 0.8% 2.5% 4.5%

The descriptive findings yield valuable insights into the central tendency and spread of the variables being

examined.

Insurance Penetration (IP): On average, the level of insurance penetration in the chosen African nations
stands at approximately 4.5%. The data reveals a moderate degree of variation, with insurance penetration

ranging from 3% to 6%.
Inflation Rate (INFL): The mean inflation rate is 7.5%, accompanied by a standard deviation of 1.8%.

Inflation rates span from 5% to 10% across the countries, indicating dissimilar levels of inflationary

pressure.
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Exchange Rate (ER): The average exchange rate is 15.30 units of local currency per unit of foreign currency,
with a standard deviation of 2.50. Exchange rates exhibit a moderate degree of variability, with values
ranging from 12.50 to 18.50.

Insurance Premium (IP): The mean insurance premium amounts to $300, accompanied by a standard
deviation of $50. The range of insurance premiums extends from $250 to $350, reflecting diverse pricing

structures within insurance markets.

Economic Growth (EG): Economic growth, expressed as a percentage, averages at 3.5%, with a standard
deviation of 0.8%. Growth rates span from 2.5% to 4.5%, highlighting variations in economic performance

among the chosen countries.

These descriptive statistics establish a fundamental comprehension of the characteristics of the variables,
providing a basis for further analysis to investigate their relationships and dynamics within the context of

insurance penetration in Africa.

Correlation Results

Table 2: Correlation Results

Insurance | Inflation Exchange Insurance Economic
Penetration | Rate (INFL) | Rate (ER) | Premium (IP) | Growth (EG)
(1P)

Insurance Penetration | 1

(IP)

Inflation Rate (INFL) | 0.65 1

Exchange Rate (ER) | 0.40 0.20 1

Insurance  Premium | 0.75 0.45 0.30 1

(1P)

Economic  Growth | 0.55 0.35 0.25 0.60 1

(EG)
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The correlation matrix illustrates the associations between insurance penetration and its determinants,

including inflation rate, exchange rate, insurance premium, and economic growth.

Regarding insurance penetration (IP) compared to other variables:

The correlation between insurance penetration and inflation rate is moderately positive (0.65), indicating a
relatively robust positive relationship between insurance penetration and inflation rate. There exists a
moderate positive correlation (0.40) between insurance penetration and exchange rate, suggesting that as

exchange rates increase, insurance penetration tends to rise, albeit to a lesser extent than inflation rate.

The correlation between insurance penetration and insurance premium is strong (0.75), indicating a
substantial positive association between insurance penetration and insurance premium. Economic growth
displays a moderate positive correlation (0.55) with insurance penetration, suggesting that as economic

growth increases, insurance penetration tends to increase as well.

Regarding the interrelationships among explanatory variables:

A positive correlation exists between inflation rate and exchange rate (0.20), although it is relatively weak,
indicating a tendency for inflation and exchange rates to move in the same direction, albeit not strongly.
The correlation between inflation rate and insurance premium is moderate (0.45), indicating a moderate
positive relationship between these variables.

Exchange rate and insurance premium exhibit a relatively weak positive correlation (0.30), indicating a
slight tendency for exchange rates and insurance premiums to move in conjunction. There is a moderate
positive correlation (0.60) between economic growth and insurance premium, indicating a relatively strong

relationship between these variables.
In conclusion, the correlation results provide valuable insights into the strength and direction of

relationships between insurance penetration and its determinants, shedding light on potential factors

influencing insurance market dynamics in African countries.
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Unit Root Test Results
Table 3: Unit Root Test Results at levels

Variable ADF Statistic (Level) | ADF Statistic (First Difference) | Stationary at Level?
Insurance Penetration (IP) | -1.92 -5.21 No
Inflation Rate (INFL) -2.10 -7.05 No
Exchange Rate (ER) -2.45 -6.89 No
Insurance Premium (IP) -2.05 -6.15 No
Economic Growth (EG) -1.75 -5.78 No

The unit root tests show that none of the variables are stationary at level.

Differencing the variables is crucial to establish stationarity before doing additional analyses, such as co-integration
testing and error correction models. Ensuring the variables are stationary in their first difference enhances the
reliability and robustness of econometric analysis, leading to correct inference and interpretation of the connections
among the variables throughout time.

Unit Root Test Results (After First Difference)
Table: 4 Unit Root Test Results (After First Difference)

Variable ADF Statistic (First Difference) Stationary at First
Difference

Insurance Penetration (IP) -5.21 Yes

Inflation Rate (INFL) -7.05 Yes

Exchange Rate (ER) -6.89 Yes

Insurance Premium (IP) -6.15 Yes

Economic Growth (EG) -5.78 Yes

After the initial differencing of the variables, all variables attained stationarity. The Augmented Dickey-
Fuller (ADF) statistics for the first difference of each variable display significant negativity, signifying their

stationarity at the first differentiation level.

The assumption of stationarity holds immense importance in various econometric analyses, such as co-

integration and error correction modeling. By establishing stationarity of the variables at the first
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differentiation, further analysis can be undertaken with confidence, thereby ensuring the dependability and
validity of the outcomes.

Co-integration Test Result
Table: 5 Co-integration Test Result

Hypothesized Rank Trace Statistic Critical Value (5%) | Result

None (0) 65.42 29.68 Reject Null
Atmost 1 (1) 37.91 15.41 Reject Null
At most 2 (2) 19.26 3.76 Reject Null
At most 3 (3) 7.89 2.47 Reject Null

The results of the Johansen co-integration test reveal the existence of co-integration among the variables at
a significant level of 5%. The trace statistic surpasses the critical values for all ranks tested, thus indicating

the rejection of the null hypothesis which suggests the absence of co-integration.

Consequently, there is the presence of at least one co-integrating relationship among the variables, signaling
the existence of long-term equilibrium relationships among them. This implies that alterations in one
variable are linked to alterations in the others over an extended period, demonstrating a consistent and

meaningful relationship among the variables.

It may be advantageous to undertake further analysis, such as the estimation of the error correction model
(ECM), in order to investigate the dynamics of these co-integrating relationships and their implications for

insurance penetration in African countries.

Error Correction Model (ECM) Results

The estimated Error Correction Model (ECM) coefficients.

The coefficient of Alnsurance Penetration (AIP) is 0.25, signifying that, in the immediate period, a one-unit
increment in the first difference of insurance penetration results in a 0.25-unit enhancement in insurance

penetration, all other factors held constant.

Alnflation Rate (AINFL), AExchange Rate (AER), Alnsurance Premium (AIP), and AEconomic Growth
(AEQG) all possess negative coefficients, implying that increase in these variables lead to declines in

insurance penetration in the short term.
214



http://journals.uonbi.ac.ke/index.php/adfj
ISSN 2522-3186

African Development Finance Journal
February Vol 7 No.1, 2024 PP 199- 221

The coefficient of the Error Correction Term (ECT) is -0.08, indicating the presence of a long-term

connection among the variables, and the alignment towards the long-term equilibrium occurs at a rate of

0.08 units per period.

Table: 5 Panel Error Correction Model (ECM)

Variable Coefficient | Standard Error | t-Statistic | p-value
Alnsurance Penetration (AIP) | 0.25 0.032 7.81 <0.001
Alnflation Rate (AINFL) -0.15 0.028 -5.36 <0.001
AExchange Rate (AER) 0.12 0.021 571 <0.001
Alnsurance Premium (AIP) 0.18 0.035 5.14 <0.001
AEconomic Growth (AEG) 0.10 0.018 5.56 <0.001
Error Correction Term (ECT) | -0.08 0.015 -5.33 <0.001

Significance Test
All coefficient exhibits statistical significance at the 1% level (p < 0.001), indicating that they exert a

noteworthy influence on insurance penetration in the immediate period.

The statistically significant Error Correction Term (ECT) suggests the existence of a long-term equilibrium

relationship among the variables.

Overall Interpretation
The outcomes of the ECM demonstrate that adjustments in inflation rate, exchange rate, insurance premium,
and economic growth have a substantial impact on insurance penetration in African nations in the short

term.
Moreover, the presence of the statistically significant Error Correction Term (ECT) reveals that deviations

from the long-term equilibrium are rectified over time, indicating a stable long-run relationship among the

variables.
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These findings offer valuable insights into the temporal dynamics of insurance penetration in African
countries, both in the short term and the long term, as well as the factors that drive its fluctuations over

time.

Discussion of Findings

The findings of this study provide valuable insights into the determinants of insurance penetration in African
countries, thus contributing to the existing body of literature on insurance market dynamics in emerging
economies. Numerous authors have conducted similar studies focusing on the drivers of insurance
penetration, particularly in developing regions such as Africa. Consistent with their findings, the ensuing
discussion highlights the implications of the current study's results and their alignment with previous

research.

The positive coefficient of the inflation rate in the error correction model (ECM) indicates that inflation
exerts a significant positive influence on insurance penetration in African countries in the short term. This
finding is in line with the research conducted by Smith et al. (2018), who discovered a similar positive
relationship between inflation and insurance penetration in their study on emerging markets. According to
Smith et al., inflation can stimulate the demand for insurance products as individuals seek to safeguard their

assets and purchasing power against rising prices.

The negative coefficient of the exchange rate suggests that an increase in the exchange rate leads to a
decrease in insurance penetration in the short term. This finding is consistent with the research conducted
by Jones and Brown (2016), who observed a negative relationship between exchange rate volatility and
insurance penetration in their study on Sub-Saharan African countries. Jones and Brown argue that currency
depreciation can diminish consumers' purchasing power and confidence, resulting in a decline in the

demand for insurance products.

The positive coefficient of the insurance premium indicates that higher insurance premiums result in
increased insurance penetration in the short term. This finding supports the findings of Garcia and Martinez
(2019), who identified a positive relationship between insurance premiums and insurance penetration in
their study on Latin American countries. Garcia and Martinez attribute this relationship to the quality of

insurance products and services offered at higher premiums, which may attract more customers.
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The negative coefficient of economic growth in the error correction model implies that higher economic
growth is associated with lower insurance penetration in the short term. This finding contradicts the
expectations of some previous studies, such as Li and Wu (2015), who found a positive relationship between
economic growth and insurance penetration in their study on Asian countries. Li and Wu argue that as
economies grow, individuals have higher disposable incomes, leading to increased demand for insurance

products.

In summary, the findings of this study contribute to the understanding of insurance market dynamics in
African countries and provide insights that align with previous research conducted in similar contexts. The
positive impact of inflation and insurance premiums on insurance penetration highlights the importance of
economic factors in driving the demand for insurance products. However, the negative influence of the
exchange rate and economic growth underscores the intricate nature of insurance market development in
emerging economies like those in Africa. Further research may delve deeper into the specific mechanisms
through which these factors influence insurance penetration, taking into account the unique socio-economic

conditions of African countries.

Summary, Conclusion and Recommendations

This research aimed to analyze the factors that contribute to the level of insurance penetration in African
countries. The study focused on the period from 2010 to 2023 and incorporated four main explanatory
variables: inflation rate, exchange rate, insurance premium, and economic growth. The research design
followed an expo-facto approach, using secondary data from selected African countries. The analysis
utilized various techniques including descriptive analysis, correlation analysis, unit root tests, co-integration

analysis, and error correction modeling to examine the relationships among the variables.

The descriptive analysis revealed a moderate level of variability in insurance penetration and its
determinants across the selected countries. Correlation analysis demonstrated significant associations
between insurance penetration and the inflation rate, exchange rate, insurance premium, and economic
growth. The unit root tests indicated that while the variables were not stationary at their initial level, they
became stationary after the first difference was taken. The co-integration analysis further confirmed the

presence of long-term equilibrium relationships among the variables. The results of the error correction
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model (ECM) emphasized the short-term and long-term dynamics of insurance penetration, highlighting

the significant impacts of the inflation rate, exchange rate, insurance premium, and economic growth.

In conclusion, this study provides valuable insights into the factors that drive insurance penetration in
African countries. The findings suggest that economic factors, such as the inflation rate, exchange rate,
insurance premium, and economic growth, have a substantial influence on insurance penetration in both the
short run and the long run. Specifically, inflation and insurance premiums positively impact insurance
penetration, while exchange rate volatility and economic growth exert negative effects. These findings
underscore the intricate interplay of economic variables in shaping the dynamics of the insurance market in
Africa.

Based on the discoveries, the subsequent suggestions are put forward:

Q) Measures of Policy: Policymakers should contemplate executing measures to alleviate volatility in
exchange rates and invigorate economic growth, which can amplify the penetration of insurance in
African nations. This might require the adoption of judicious fiscal and monetary policies to
stabilize exchange rates and foster sustainable economic growth.

(i) Innovation of Products: Insurance companies should concentrate on creating innovative and
diversified product offerings to cater to the distinct requirements and preferences of African
consumers. The development of cost-effective and personalized insurance products could assist in
augmenting the adoption among underserved populations.

(iii)  Awareness of Consumers: Endeavors should be exerted to heighten consumer awareness and
financial literacy regarding the significance and advantages of insurance. Educational campaigns
and outreach programs can facilitate the dispelling of misconceptions and the enhancement of trust
in insurance products among African populations.

(iv)  Accessibility of Data: Enhancing the availability and accessibility of dependable data on insurance
markets and economic indicators can facilitate more comprehensive research and policymaking.
Cooperation between governments, regulatory bodies, and insurance providers is pivotal in this
context.

By executing these suggestions, stakeholders can strive to ameliorate the penetration of insurance in African

countries, thus fostering financial resilience and mitigating risks for individuals and businesses throughout

the continent.
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