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ABSTRACT 

his study investigated Inflation 

and nonlife Insurance Business in 

Nigeria: An Impact Analysis 1996 

– 2018. This work employed quasi- 

experimental research design was adopted 

since we do not have control over the 

variables of interest. The data for the study 

were mainly secondary data sourced from 

the Central Bank of Nigeria (CBN) Statistical 

Bulletin 2018 edition and the National 

Insurance Commission (NAICOM) 

Statement of Accounts for various years. 

The Ordinary Least Square Regression 

technique was used to test the hypotheses 

of the study. Major findings from the study 

revealed that Inflation rate did not 

significantly impact on total premium, total 

claims and total asset generated by the 

nonlife insurance sector in Nigeria. The 

study concluded that inflation rate did not 

significantly impact on total premium, total 

claims and total assets of the nonlife 

insurance sector in Nigeria. Based on the 

findings of the study it was concluded that 
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Introduction: 
The role of insurance sector 

as one of the key players in 

the economic development 

process cannot be 

overemphasized. The 

sector is an integral part of 

the financial system made 

up of companies that offer 

risk management in the 

form of insurance contracts 

and as well plays the role of 

financial intermediaries 

through funds 

mobilizations in form of 

premiums. Insurance 

business constitutes a very 

vital sector of the nation's 

economy through the 

creation of risk transfer 

mechanism. Its activities 

provide peace of mind and 

protection against losses. 

http://www.berkeleypublications.com/
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inflation rate did not significantly impact on total premium, total claims and 

total assets of the nonlife insurance sector in Nigeria. It was recommended 

that the insurance industry cannot overcome some its inflation challenges in 

isolation. The assistance of other financial institutions such as banks, pensions 

and capital market is needed to enable the industry to reach its full potential. 

  

Keywords: Inflation, Nonlife, Insurance, Premium, Claims, Asset. 

 

ife and non-life insurers are both affected by inflation in different ways. 

For non-life insurers, unanticipated inflation leads to higher claims 

costs, thereby eroding profitability. Adjusting the premium to lessen 

the impact of inflation might not be possible if regulations or the competitive 

environment do not allow for such. Growth in insurers' claims costs has 

historically exceeded inflation due to additional factors, referred to as "social 

cost escalations". These social cost escalations, which are in addition to 

inflation costs, include the effects of increased litigation, changes in social 

norms, and rising expenses for medical treatments. For life insurers, both 

inflation and deflation are risks. Inflation is often accompanied by rising 

interest rates, which reduce the value of return guarantees. Rising inflation 

can also have a negative effect on demand, and may lead to policyholders 

cancelling their policies as well as increasing wage costs for insurers. In the 

case of deflation, or if very low inflation persists, interest rates tend to fall. 

This makes it more difficult for life insurers with large portfolios of minimum 

interest rate guarantee savings products to earn the appropriate asset 

returns. Insurers that are concerned about inflation risk can mitigate this risk 

in several ways. On the asset side, insurers can invest in commodities, real 

estate and inflation-indexed bonds, which we find to be the most viable 

inflation hedges. These investments have performed well during periods of 

high inflation. Insurers can also modify insurance contracts to shorten the tail 

and hence the development risk. Insurers can modify policy terms to address 

the issue of latent claims. They can also add index clauses linking premiums, 

limits and deductibles/retention to an inflation-related index. (karl, Holzheu 

and laster;2010) 

A common denominator of growing successfully for the insurance industry is 

its gross premium growth rate. By growth rate is meant the percentage change 

L 
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of a specific variable within a specific time period and given certain context 

(Chen, 2019). It is the amount by which a variable increase over a given period 

of time as a percentage of its previous value. Industry growth rates can be 

used as a point of comparison for firms seeking to gauge their performance 

relative to their peers. For the insurance industry its growth rates can be 

derived from the respective areas of operations: generating premium, setting 

aside reserves, making investments, reinsuring, settling claims and owning 

assets. 

Measuring the growth performance of insurers has gained importance in the 

corporate finance literature because current business world without 

insurance companies is unsustainable. Also, risky businesses depend on 

capacity of insurers to retain all types of risk in current extremely uncertain 

environment. A bigger uncertainty is the exposure the industry faces as a 

result of the economic environment in which they operate. This is because 

insurance is subject to the vagaries of macroeconomic variables. A 

macroeconomic variable that has consistently played out in the Nigerian 

economy is inflation. This is the rate of increase in prices over a given period 

of time. It is the overall increase in prices or the increase in the cost of living 

in a country (Oner, 2010). Inflation represents how much more expensive the 

relevant set of goods and/or services has become over a certain period, most 

commonly a year. It is believed that while high inflation is bad for an economy 

because of its adverse effect on economic performance, zero inflation is 

equally harmful because it will lead to eventual stagnation of the economy 

since its presence at a mild level is needed for economic growth. Inflation 

facilitates a negative impact on general price level. This will likely pose a 

problem for the insurance industry as its capacity to operate may be reduced. 

That is to say, the possibility of generating premium, setting aside reserves, 

making investments, reinsuring, settling claims and owning assets may 

decline. In such position the growth rate of these various areas of operation of 

the industry may suffer reduction. To provide empirical basis for this premise 

or otherwise, this study seeks to evaluate the impact of inflation on nonlife 

insurance business in Nigeria. Inflation is typically a broad measure, such as 

the overall increase in prices or the increase in the cost of living in a country 

(Oner, 2010).  In an inflationary environment, unevenly rising prices 

inevitably reduce the purchasing power of some consumers, and this erosion 

http://www.berkeleypublications.com/
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of real income is the single biggest cost of inflation. Inflation can also distort 

purchasing power over time for recipients and payers of fixed interest rates. 

The insurance industry is not exempt from these challenges of inflation. This 

is given that insurance business is significantly influenced by the state of the 

economy of a country (Ehiogu, 2018). Insurance like every other business 

sector the industry follows a business year calendar. At the end of every 

business year the performance of the industry is weighed. Inflation impacts 

insurers’ claims and general expenses, the value of liabilities and, less directly, 

the value of assets. Inflation affects life and non-life insurers in different ways. 

For non-life insurers, unanticipated inflation leads to higher claims costs, 

thereby eroding profitability. Extended periods of accelerating inflation are 

especially problematic for long-tail casualty lines of business. Insurers can 

mitigate the impact by adjusting premium rates, but sometimes this is not 

possible if regulations or the competitive environment do not allow for such 

adjustments. Growth in insurers' claims costs has historically exceeded 

inflation due to additional factors, referred to as "social cost escalations “The 

performance of any firm not only plays the role to increase the market value 

of that specific firm but also leads towards the growth of the whole industry 

which ultimately leads towards the overall prosperity of the economy. 

However, in an economy where inflation has been on the rise such prospects 

for the industry may not be easy. Given this situation, this study seeks to 

determine to what extent inflation actually impacts on the growth of 

insurance industry in Nigeria. The main objective of the study is to evaluate 

the impact of inflation on nonlife insurance business in Nigeria. Three specific 

objectives an d hypotheses of the study are: To examine the impact of inflation 

rate on total premium, total claims and total asset generated by the nonlife 

insurance sector in Nigeria. H01: Inflation rate did not significantly impact on 

total premium, total claims settlement and total asset made by the nonlife 

insurance sector in Nigeria. The study is time-series based. The period of the 

study runs from 1996 to 2018. The base year of 1996 was chosen given that it 

was a year in which data on all the variables in the study as provided by the 

sources of data started at the same time. the specified amount of payment 

required periodically by an insurer to provide coverage under a given 

insurance plan for a defined period of time. The premium compensates the 

http://www.berkeleypublications.com/
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insurer for bearing the risk of a payout should an event occur that triggers 

coverage. 

 

Literature Reviewed 

Conceptual Review 

Synopsis of Insurance premium 

In the field of finance, the term premium has different meanings. Some 

authors see it as the total cost to buy an option, which gives the holder the 

right but not the obligation to buy or sell the underlying financial instrument 

at a specified strike price.  Another school of thought said it the difference 

between the higher price paid for a fixed-income security and the security's 

face amount at issue, which reflects changes in interest rates or risk profile 

since the issuance date. While others were of the view that premium is the 

specified amount of payment required periodically by an insurer to provide 

coverage under a given insurance plan for a defined period of time. The 

premium compensates the insurer for bearing the risk of a payout should an 

event occur that triggers coverage. 

However, insurance premium is a specified amount stipulated by the 

insurance company, which the insured individual or corporate organization 

should periodically pay to maintain the actual coverage of insurance. 

According to Nzotta (2014), insurance firms obtain their funds principally 

from premiums paid by the insured, against which defined risks are covered 

by them. That is to say, insurance companies assume the risk of the insured, 

usually through pooling the risks together in consideration for a premium. 

These premiums are the prime means by which the insured’s expectation of 

indemnity or compensation in the event of a loss, are met (Utomi, 2001). 

Furthermore, it is pertinent to point out here that these premiums are usually 

obtained from both life and non-life insurance businesses.  The funds from the 

life assurance business are fairly more stable than those from non-life 

business.  This influences the pattern of investment of the surplus funds by 

insurance companies from the two classes of insurance.  

As a process, insurance companies examine the type of coverage, the 

likelihood of a claim being made, the area where the policyholder lives, his 

employment, his habits (smoking for instance), his medical condition 

(diabetes, heart ailments) among other factors. Insurance companies employ 

http://www.berkeleypublications.com/
http://www.investopedia.com/terms/p/payout.asp
http://www.investopedia.com/terms/f/fixed-incomesecurity.asp
http://www.investopedia.com/terms/p/payout.asp


09.30.2020  Pg.76 

   
         Vol. 13, No. 7 

 
 

BERKELEY RESEARCH & PUBLICATIONS INTERNATIONAL   
Bayero University, Kano, PMB 3011, Kano State, Nigeria. +234 (0) 802 881 6063,  

Website: www.berkeleypublications.com 
  

International Journal of Management Science & Entrepreneurship 

ISSN: 1098-5331 

actuaries for the purpose of determining, for example, the likelihood of a claim 

being for a heart attack or cancer or another critical illness by individuals 

across various age groups and lifestyles. The greater the risk associated with 

a given insurance policy, the more expensive the insurance premium will be. 

Insurance companies offer policyholders a number of options when it comes 

to paying insurance premium. Policyholders can generally pay the insurance 

premium in installments, say monthly, semi-annual or they can even pay the 

entire amount upfront before coverage starts. The Proshare (2018) report on 

the insurance industry in Nigeria highlights that the industry is segmented 

into life, non-life and re-insurance, with non-life insurance accounting for the 

bulk (48.7%) of total Gross Premium Written (GPW) while life and re-

insurance account for 30.1% and 21.2% respectively. Furthermore, the 

insurance business in Nigeria is tilted towards non-life given that it accounts 

for 48.7% of total Gross Premium Written (GPW). 

 

Claims Settlement 

Barry (2011) defined insurance claims as all activities geared towards 

monitoring insured’s compensation, restitution, repayment or any other 

remedy for loss or damage or in respect of doing their obligations. According 

to Williams (2009), claims are all about insurance and insurance is about 

taking up the liability or risk of the insured against a loss and when this is 

done, the insured would in return get a claim as compensation for the loss. 

The Farlex Financial Dictionary (2009) defined claims as a formal request to 

an insurance company asking for a payment based on the terms of the 

insurance policy. It defined a claims form as a document or request filed by a 

policyholder stating that an insured event has   occurred and that the 

insurance company should provide coverage. Insurance claim is a legal 

notification by the insured to the  insurance company demanding  

compensation of an amount due under the terms of the policy.    

According to Yadav (2014) insurance claim is a right of insured under a 

contract of insurance. The insurer promises to save the insured or 

nominees/assignees of the insured on happening of event or risk insured. An 

insurance claim is the only way to officially apply for benefits under an 

insurance policy, but until the insurance company has assessed the situation 

it will remain only a claim, not a pay-out. 

http://www.berkeleypublications.com/
http://financial-dictionary.thefreedictionary.com/Policyholder
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Assets 

An asset is a resource owned or controlled by an individual, corporation, or 

government with the expectation that it will generate future cash flows. The 

Common types of assets are: current, non-current, physical, intangible, 

operating, and non-operating.  Accurate identification and classification of 

these assets is critical to the survival of an insurance company, specifically its 

solvency and associated risks. The International Financial Reporting 

Standards (IFRS) framework defines an asset as follows: “An asset is a 

resource controlled by the enterprise as a result of past events and from 

which future economic benefits are expected to flow to the enterprise.” Assets 

are reported on a company's balance sheet and are bought or created to 

increase a firm's value or benefit the firm's operations. An asset can be 

thought of as something that, in the future, can generate cash flow, reduce 

expenses or improve sales, regardless of whether its manufacturing 

equipment or a patent. Assets are the physical and financial "property" of an 

organization; what an organization owns. While an insurer commonly owns 

physical property (buildings, land, furniture, equipment), the bulk of its assets 

are financial: Premium, Reserves, Investment Securities and savings with 

banks.  The total assets are all assets owned by the insurance industry in a 

given business year. 

 

Inflation rate  

Inflation is the rate of increase in the general price level over a given period of 

time. It is the long term rise in the prices of goods and services. Whatever the 

context, inflation represents how much more expensive the relevant set of 

goods and/or services has become over a certain period, most commonly a 

year.  Inflationary problems arise when we experience unexpected inflation 

which is not adequately matched by a rise in people’s income.  If income do 

not increase along with the prices of goods, people’s purchasing power will be 

effectively reduced. Which can in turn lead to a slowing or stagnant economy. 

According to Hakeem, Rasaki, & Bolade (2015) The word inflation rings a bell 

in the market economies of the world; it is a ‘monster’ that threatens all 

economies because of its undesirable effects. Its problem surely is not a new 

phenomenon; it has been a major problem in the country over the years. To 

attain sustainable economic goals coupled with price stability continues to be 

http://www.berkeleypublications.com/
https://corporatefinanceinstitute.com/resources/knowledge/finance/what-is-corporation-overview/
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the central objective of macroeconomic policies for most countries in the 

world today. Among others the emphasis given to price stability in conduct of 

monetary policy is with a view to promoting sustainable economic objectives 

as well as strengthening the purchasing power of the domestic currency 

(Umaru and Zubairu, 2012). 

Lawrence et al (2019) observed that inflation does not refer to a one-off 

increase in price but to a continuous one. It also indicates that for a price 

increase to qualify as inflationary, it should not be an isolated case or an 

increase in a single item or selected items but must operate at the aggregate 

level, cutting across sectors of the economy. A major implication of an 

inflationary condition is the erosion of purchasing power of the national 

currency and subsequently a reduction in the economic well-being of citizens, 

particularly those on fixed income. It lowers the quality of life through its 

impact on the purchasing power of economic agents, perpetuates poverty and 

impedes economic growth. Inflation also makes budgetary process and 

planning a difficult activity for economic agents. It impedes the capacity of an 

economy to produce, especially if businesses are constrained to divert 

resources to other uses, thereby hampering investment and impeding the 

process of growth (Orubu, 2009). Consumers’ cost of living depends on the 

prices of many goods and services and the share of each in the household 

budget. To measure the average consumer’s cost of living, government 

agencies conduct household surveys to identify a basket of commonly 

purchased items and track over time the cost of purchasing this basket. 

(Housing expenses, including rent and mortgages, constitute the largest 

component of the consumer basket) The cost of this basket at a given time 

expressed relative to a base year is the consumer price index (CPI), and the 

percentage change in the CPI over a certain period is consumer price inflation, 

the most widely used measure of inflation. (For example, if the base year CPI 

is 100 and the current CPI is 110, inflation is 10 percent over the period. 

 

Theoretical Framework 

The theoretical basis for this study is Arbitrage Pricing Theory (APT). This 

theory was proposed by Stephen Ross in 1976. It is an asset pricing theory 

that states that the expected return of an investment or a financial asset can 

be modeled as a linear relationship of various macroeconomic variables or 

http://www.berkeleypublications.com/
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where degree of correlation to changes in each variable is represented by a 

beta coefficient. The model derived rate of return will then be used to obtain 

the price or value of the asset correctly. The asset value should equal the 

expected end of period asset value or future cash flows discounted at the rate 

implied by the model. If the asset value changes, arbitrage should bring it back 

to line. According Ross’ (1976a) a heuristic argument for the theory is based 

on the preclusion of arbitrage. Ross’ formal proof shows that the linear pricing 

relation is a necessary condition for equilibrium in a market where agents 

maximize certain types of utility. There is the assumption of the preclusion of 

arbitrage or the equilibrium of utility-maximization. A linear relation between 

the expected returns and the betas is tantamount to an identification of the 

stochastic discount factor (SDF). 

APT agrees that though many different specific forces can influence the return 

of any individual stock, these particular effects tend to cancel out in large and 

well diversified portfolio. This is the principle of diversification and it has an 

influence in the field of insurance. An insurance company has no way of 

knowing whether any particular individual will become sick or will be 

involved in an accident, but the company is able to accurately predict its losses 

on a large pool of such risk. However, an insurance company is not entirely 

free of risk simply because it insures a large number of individuals. Natural 

disaster or changes in health care can have major influences on insurance 

losses by simultaneously affecting many claimants. In the context of this study 

inflation is seen as a major situation in the Nigerian economy that can affect 

the operations of the insurance industry.   

 

Empirical Review 

Ehiogu (2018) investigated the effect of inflation rate on insurance 

penetration of Nigerian insurance industry. The study used regression 

analysis for data analysis while data was collected through secondary sources. 

The study revealed that inflation rate had a positive but insignificant effect on 

insurance penetration of the Nigerian insurance industry. The implication is 

that the macroeconomic variable (inflation) increase the level of insurance 

penetration in Nigerian insurance industry but it increase was not significant. 

The study recommended among other things that effort should be put in place 

http://www.berkeleypublications.com/
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to reduce the level of inflation in Nigeria so that it can have significant effect 

on insurance penetration in Nigerian insurance industry. 

Asinya and Uche (2018) investigated the impact of Inflation on Insurance 

Claims in Nigeria: An Ardl Bounds F-Test Approach over the period 1981 - 

2016 with data sourced from Central Bank of Nigeria (CBN) Statistical 

Bulletin. The estimated result shows that there is a long run relationship 

between insurance claims and inflation in Nigeria and a rise in inflation will 

lead to a rise in cost of insurance claims in the short run but a decrease in the 

long run. Thus, high rate of inflation has a negative effect on returns of 

insurance claims in the short run but has an increasing non-significant effect 

in the long-run in Nigeria. Also, exchange rate has a proportionate and 

statistically significant influence on insurance claims. Thus, this study 

concludes that there is a long run relationship between insurance claims and 

inflation in Nigeria and a rise in inflation will lead to a rise in cost of insurance 

claims in the short run but a decrease in the long run. This study recommends 

that there is therefore need for insurers to evaluate the probability 

distribution of future adverse inflation events and their correlation with other 

macroeconomic variables and there is need to establish a higher level of 

coverage based on the original face value of an insurance policy and a 

maximum inflation adjustment. 

Nyamu (2016) investigated the effect of macroeconomic factors on financial 

performance of insurance firms in Kenya. This study employed a descriptive 

research design and the population of the study comprised of the 50 Insurance 

firms in Kenya as at 31.12.2015. The study used secondary data. Secondary 

data on macro-economic factors was obtained from the Central Bank of Kenya 

and the Kenya National Bureau of Statistics. Secondary data on financial 

performance was obtained from the firm’s annual financial reports i.e. 

statement of income and the statement of financial positions. The data 

covered a period of 10 years from 2006 to 2015. The multiple linear 

regression and correlation was used to analyze data for the study using the 

Statistical Package for Social Sciences. The study found that an insignificant 

positive relationship between financial performance of insurance firms and 

GDP growth rate and inflation and an insignificant negative relationship 

between financial performance of insurance firms and lending rates, exchange 

rates and money supply. The study concluded that there is direct relationship 

http://www.berkeleypublications.com/
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between economic growth, inflation and an inverse relationship between 

lending rates, exchange rates and money supply and financial performance of 

insurance firms in Kenya. The study recommended that the government and 

through line ministries of finance and planning should undertake measures to 

ensure good performance of the economy. The study also recommended that 

the central banks should undertake effective mechanisms to ensure that 

inflations rate, lending rates, exchange rates and money supply do not have 

adverse effects on financial performance of firms. 

Muthoni (2012) investigated the effect of inflation on investment among 
insurance companies in Kenya. This study was conducted through the use of 
a descriptive design. The target population for this study was 46 insurance 
companies in Kenya. The study used purposeful sampling to pick 35 insurance 
companies authorized to transact miscellaneous class of insurance business 
and by extension bid bonds business. The secondary data was collected from 
the companies audited financial statements, the central bureau of statistics 
and also CBK. The data collected was run through various models so as to 
clearly bring out the effects of change in inflation on firm‟s investment. The 
results obtained from the models were presented in tables The study 
concludes that inflation have a negative influence on the investment among 
insurance companies in Kenya. Inflation has a coefficient of -0.0668 which 
indicates that inflationary environment are detrimental to insurance 
investment. High inflation brings with it less predictable returns on capital 
purchased and the also the expectation that demand will fall in the future 
while low inflation will encourage investment and a help businesses develop 
a long term view. The study recommends that central bank should 
concentrate on those policies which keep the inflation rate below the first 
threshold because it may be helpful for the achievement of robust economic 
growth and enhance investment. The companies‟ management should ensure 
that good corporate policies are implemented by the insurance companies to 
offset the effect of this macro-economic factor. Further, the management 
should also come up with structured solutions and strategies to mitigate the 
effect of inflation. 
 

Gap in Literature 

Several empirical studies were examined and their findings varied mainly as 

some found inflation to have positive while others had negative directional 

influence. Also, in magnitude some found inflation as significant while others 

were not. However, they left a gap in their studies particularly in the Nigerian 
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context. There was no consideration given to the impact of inflation on the 

sectors of the insurance industry in the country. With the non-life insurance 

sector as the major earner in the insurance industry in Nigeria this study 

focused on that sector in other to fill in the gap.  

 

Research Method 

This work employed quasi- experimental research design was adopted since 

we do not have control over the variables of interest. This type of research 

design was adopted given that its investigation starts after the fact has 

occurred without interference from the researcher. It is a form of study in 

which data used is already collected and organized before the study began. 

Secondary data were used in the study. Secondary data refers to data that is 

already collected and organized for immediate use. This data was from the 

annual reports of National Insurance Commission and Central Bank of Nigeria 

Statistical Bulletin. The model used in this study was based on Modification 

was made to the model above to suit the hypotheses of this study. Thereby, 

the following models were applied to each hypothesis of this study: 

 

Hypothesis one model 

Hypothesis one states that inflation rate did not significantly impact on total 
premium generated by the nonlife insurance sector in Nigeria. The functional 
relation of the model is given as: 
TPRE = f(INF) 
The linear function is stated as: 
TPRE = β0 + β1INF + μ 
Where TPRE = Total premium generated by the nonlife insurance sector in 
Nigeria  
INF = Inflation rate,  
β0 = constant parameter,  
β1 = coefficient parameter OF INF,  
μ = error term 
  

Hypothesis two model 

Hypothesis two states that inflation rate did not significantly impact on total 

claims settlement made by the nonlife insurance sector in Nigeria. The 

functional relation of the model is given as: 
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TCLS = f(INF) 

The linear function is stated as: 

TCLS = β0 + β1INF + μ 

Where TCLS = Total claims settlement made by the nonlife insurance sector 

in Nigeria  

INF = Inflation rate,  

β0 = constant parameter,  

β1 = coefficient parameter of INF,  

μ = error term 

 

Hypothesis three model 

Hypothesis three states that inflation rate did not significantly impact on total 

assets owned by the nonlife insurance sector in Nigeria. The functional 

relation of the model is given as: 

TASS = f(INF) 

The linear function is stated as: 

TASS = β0 + β1INF + μ 

Where TASS = Total assets owned by the nonlife insurance sector in Nigeria  

INF = Inflation rate,  

β0 = constant parameter,  

β1 = coefficient parameter of INF,  

μ = error term 

 

A unit root test using Phillips Perron method to determine the stationarity of 

the data. Thereafter, the hypotheses were tested using Ordinary Least 

Squares. This is a method for estimating the unknown parameters in a linear 

regression model, with the goal of minimizing the differences between the 

observed responses in some arbitrary dataset and the responses predicted by 

the linear approximation of the data (visually this is seen as the sum of the 

vertical distances between each data point in the set and the corresponding 

point on the regression line - the smaller the differences, the better the model 

fits the data). These tests are carried out at 5 percent level of significance.  

Statistical significance is measured using p-value. The rule holds that where 

p-value is greater than level of significance (0.05%) there is no statistical 

significance. On the other hand, if p-value is less than 0.05% there is statistical 
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significance. The decision rule holds that where t-calculated is higher than t-

tabulated the null hypothesis is rejected and its alternative accepted. On the 

other hand, where t-calculated is lower than t-tabulated the null hypothesis is 

not rejected. An a priori expectation refers to an assumption that based on 

certain basic principles the outcome of a model equation will go in a given 

direction and magnitude. The independent variable (Inflation) expected 

relationship with dependent variables (premium and claims) is negative off 

people from paying for insurance and. insurance industry to spend more 

money on claims when they arise because it will and positive to total asset as 

it gives opportunity to acquire more asset. ( See Appendix A) 

 

Analytical Results  

Data Analysis  

In 1996 inflation was at 14.3% and rose to 14.5% in 2000. Five years later is 

being at 11.6% and 11.8% by the end of the decade. The next year it fell to 

10.3%, was at 9.55% in 2015 and 11.4% in 2018. The insurance industry 

generated N11,091,300,000 as premium in 1996, N22,531,500,000 in 2000, 

N67,465,600,000 in 2005 and N200,375,980,000 in 2010. N198,389,155,038 

was raised in 2015 and N219,798,615,679 by 2018. Claims settled by the 

insurance industry was N1,654,070,000 in 1996, rose to N5,629,520,000 in 

2000, continued to N12,402,400,000 in 2005 and N53,815,400,000 in 2010. 

In 2015 claims rose to N65,986,350,284 and now at N113,941,919,015 in 

2018. The assets of the insurance industry in 1996 was N28,934,930,000, 

N61,600,000,000 in 2000, N203,113,120,000 in 2005 and N585,015,790,000 

in 2010. By 2015 it had grown to N917,252,112,568 and N1,128,472,861,356 

in 2018. (See Appendix A) 

 

Descriptive Statistics 

The mean values of the respective variables are low showing that they do 

aggregate easily. The median values of the respective variables are also low 

showing that they are not spread widely. The dispersion of the respective 

variables surrounding the mean is low given that difference between each 

variables minimum and maximum value is low. The standard deviation of 

each variable in relation to its mean was lower. This shows that their volatility 

is low. The mean values are less than their respective median values showing 
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that all variables are skewed to the left. All kurtosis values are higher than 3. 

It shows that the tails of the variables distribution do heavily differ from the 

tails of a normal distribution. (See Appendix B) 

 

Unit Root Test 

Table 4  Result of Unit root test 

Variable Phillips-

Perron test 

statistic 

Critical value  Order of 

Integration 

P-value 

Assets -7.501073 -3.012363 1(1)  0.0000 

Claims -7.433587 -3.012363 1(1)  0.0000 

Inflation -21.23989 -3.012363 1(1)  0.0000 

Premium -7.471105 -3.012363 1(1)  0.0000 

Source: Researcher’s calculation using Eviews 9 

 
The unit root test was run at 5 percent level of significance. The Phillips-

Perron test method was used. It was found that all variables were stationary 

at order one.  

 
Analysis of Data 
Table 5 Result of Hypothesis one test 

Dependent Variable: D(PREMIUM)  
Method: Least Squares   
Date: 09/17/20   Time: 00:56   
Sample (adjusted): 2 23   
Included observations: 22 after adjustments  
Variable Coefficient Std. Error t-Statistic Prob.   
C 0.056166 0.671260 0.083672 0.9341 
D(INFLATION) -0.624847 1.166307 -0.535748 0.5980 
R-squared 0.014148     Mean dependent var 0.058960 
Adjusted R-squared -0.035144     S.D. dependent var 3.094488 
S.E. of regression 3.148396     Akaike info criterion 5.218171 
Sum squared resid 198.2479     Schwarz criterion 5.317357 
Log likelihood -55.39988     Hannan-Quinn criter. 5.241536 
F-statistic 0.287026     Durbin-Watson stat 1.990883 
Prob(F-statistic) 0.598041    

Source: Researcher’s calculation using Eviews 9 
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From Table 5 it is seen that t-calculated is -0.535748. On the other hand, t-

tabulated is derived using t∞/2(n-k) with values drawn from Percentage 

points of t-Distribution table.  

Where:   

t∞/2 = level of significance divided by two;  

n = number of rows in data of variables being tested in hypothesis one;  

k = number of columns in data of variables being tested in hypothesis one 

Therefore, t (0.05/2) (23-2) = (0.025) (21) = 2.080 

 

Decision:   

Given that t-calculated at -0.535748 is less than t-tabulated at 2.080 the null 

hypothesis is not rejected. Therefore, it is concluded that inflation rate did not 

significantly impact on total premium generated by the nonlife insurance 

sector in Nigeria. 

 

Table 6 Result of Hypothesis two test 

Dependent Variable: D(CLAIMS)   
Method: Least Squares   
Date: 09/17/20   Time: 00:59   
Sample (adjusted): 2 23   
Included observations: 22 after adjustments  
Variable Coefficient Std. Error t-Statistic Prob.   
C 0.080240 0.636333 0.126097 0.9009 
D(INFLATION) -0.741029 1.105622 -0.670237 0.5104 
R-squared 0.021967     Mean dependent var 0.083554 
Adjusted R-squared -0.026934     S.D. dependent var 2.945179 
S.E. of regression 2.984578     Akaike info criterion 5.111302 
Sum squared resid 178.1541     Schwarz criterion 5.210488 
Log likelihood -54.22432     Hannan-Quinn criter. 5.134667 
F-statistic 0.449218     Durbin-Watson stat 1.992184 
Prob(F-statistic) 0.510372    

Source: Researcher’s calculation using Eviews 9 

 

From Table 6 it is seen that t-calculated is -0.670237. On the other hand, t-

tabulated is derived using t∞/2(n-k) with values drawn from Percentage 

points of t-Distribution table.  
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Where:   

t∞/2 = level of significance divided by two;  

n = number of rows in data of variables being tested in hypothesis one;  

k = number of columns in data of variables being tested in hypothesis one 

Therefore, t (0.05/2) (23-2) = (0.025) (21) = 2.080 

 

Decision:   

Given that t-calculated at -0.670237 is less than t-tabulated at 2.080 the null 

hypothesis is not rejected. Therefore, it is concluded that inflation rate did not 

significantly impact on total claims settlement made by the nonlife insurance 

sector in Nigeria. 

 

Table 7 Result of Hypothesis three test 

Dependent Variable: D(ASSETS)   

Method: Least Squares   

Date: 09/17/20   Time: 01:01   

Sample (adjusted): 2 23   

Included observations: 22 after adjustments  

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.069259 0.712041 0.097269 0.9235 

D(INFLATION) -0.684813 1.237163 -0.553535 0.5860 

R-squared 0.015089     Mean dependent var 0.072322 

Adjusted R-squared -0.034157     S.D. dependent var 3.284053 

S.E. of regression 3.339668     Akaike info criterion 5.336128 

Sum squared resid 223.0676     Schwarz criterion 5.435314 

Log likelihood -56.69741     Hannan-Quinn criter. 5.359493 

F-statistic 0.306401     Durbin-Watson stat 2.001754 

Prob(F-statistic) 0.586033    

Source: Researcher’s calculation using Eviews 9 

 

From Table 7 it is seen that t-calculated is -0.553535. On the other hand, t-

tabulated is derived using t∞/2(n-k) with values drawn from Percentage 

points of t-Distribution table.  

Where:   
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t∞/2 = level of significance divided by two;  

n = number of rows in data of variables being tested in hypothesis one;  

k = number of columns in data of variables being tested in hypothesis one 

Therefore, t (0.05/2) (23-2) = (0.025) (21) = 2.080 

 

Decision:   

Given that t-calculated at -0.553535 is less than t-tabulated at 2.080 the null 

hypothesis is not rejected. Therefore, it is concluded that inflation rate did not 

significantly impact on total assets owned by the nonlife insurance sector in 

Nigeria. 

 

Discussion of Findings  

In hypothesis one test the p-value at 0.5980 is higher than the level of 

significance of 0.05. This shows there was statistical insignificance. In other 

words, there was not enough evidence against the null hypothesis. This 

corroborates the decision inflation rate did not significantly impact on total 

premium generated by the nonlife insurance sector in Nigeria. The decision 

established that generation of premium by non-life insurance companies in 

Nigeria is to a large extent not influenced by level of inflation in the country. 

This finding is not in line with apriori expectation which had suggested that 

inflation will reduce the generation of premium by non-life insurance 

companies in Nigeria. The negative value of coefficient of inflation rate at -

0.624847 showed that any change in inflation rate will lead to decrease in rate 

of premium generated by non-life insurance industry in Nigeria. The result of 

hypothesis one test disagreed with the findings of Ehiogu (2018) in direction 

but agreed on magnitude. The work found that inflation rate had a positive 

but insignificant effect on insurance penetration of the Nigerian insurance 

industry.  

In hypothesis two test the p-value at 0.5104 is higher than the level of 

significance of 0.05. This shows there was statistical insignificance. In other 

words, there was not enough evidence against the null hypothesis. This 

corroborates the decision inflation rate did not significantly impact on total 

claims settled by the nonlife insurance sector in Nigeria. The decision 

established that settlement of claims by non-life insurance companies in 

Nigeria is to a large extent not influenced by level of inflation in the country. 
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This finding is not in line with apriori expectation which had suggested that 

inflation will reduce claims settlement by non-life insurance companies in 

Nigeria. The negative value of coefficient of inflation rate at -0.741029 showed 

that any change in inflation rate will lead to decrease in total claims settlement 

made by non-life insurance industry in Nigeria. The result of hypothesis two 

test disagreed with the findings of Asinya and Uche (2018) that there is a long 

run relationship between insurance claims and inflation in Nigeria and a rise 

in inflation will lead to a rise in cost of insurance claims in the short run but a 

decrease in the long run. 

In hypothesis three test the p-value at 0.5860 is higher than the level of 

significance of 0.05. This shows there was statistical insignificance. In other 

words, there was not enough evidence against the null hypothesis. This 

corroborates the decision inflation rate did not significantly impact on total 

assets owned by the nonlife insurance sector in Nigeria. The decision 

established that asset owned by non-life insurance companies in Nigeria is to 

a large extent not influenced by level of inflation in the country. This finding 

is not in line with apriori expectation which had suggested that inflation will 

aid the easy acquisition of more assets by non-life insurance companies in 

Nigeria. The negative value of coefficient of inflation rate at -0.684813 showed 

that any change in inflation rate will lead to decrease in total assets owned by 

non-life insurance industry in Nigeria. The result of hypothesis three test 

agreed with the findings of Nyamu (2016) in magnitude but not in direction. 

The work found an insignificant positive relationship between financial 

performance of insurance firms and inflation. 

 

Conclusion and Recommendations 

Inflation represents how much more expensive the relevant set of goods 

and/or services has become over a certain period, most commonly a year. It 

is believed that while high inflation is bad for an economy because of its 

adverse effect on economic performance, zero inflation is equally harmful 

because it will lead to eventual stagnation of the economy since its presence 

at a mild level is needed for economic growth. Inflation facilitates a negative 

impact on general price level. This will likely pose a problem for the insurance 

industry as its capacity to operate may be reduced. It was based on this 

assertion that this study took a look at the impact of inflation on nonlife 
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insurance business in Nigeria. Based on the findings of the study it was 

concluded that inflation rate did not significantly impact on total premium, 

total claims and total assets of the nonlife insurance sector in Nigeria. The 

following are the recommendations of the study: 

1. The insurance industry cannot overcome some its inflation challenges 

in isolation. The assistance of other financial institutions such as banks, 

pensions and capital market is needed to enable the industry to reach 

its full potential. 

2. Effort should be put in place to reduce the level of inflation in Nigeria. 

This will reduce the prices of goods and services including insurance 

premium. A reduction in the price of insurance premium will drive 

people to buy more policies and thereby increase the volume of 

premium generated by the insurance industry.  

3. Growth rate for insurance industry will be achieved by pushing 

compulsory insurance deeper to grass root. The more enforced 

compulsory insurance is the more revenue that comes to the insurance 

industry. 
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Appendixes A 

Apriori Expectation 
An a priori expectation refers to an assumption that based on certain basic principles the outcome 
of a model equation will go in a given direction and magnitude.  
Table 1 Apriori expectation  

 
Independent Variables 

Expected relationship with 
Dependent variable  

Reason for expected 
relationship 

Inflation rate Negative (+) relationship 
with premium  

Inflation has been rising 
across the country and the 
attendant rising cost will put 
off people from paying for 
insurance.  

Inflation rate Negative (+) relationship 
with claims  

Inflation diminishes the value 
of Naira and makes the 
insurance industry to spend 
more money on claims when 
they arise.  

Inflation rate Positive (+) relationship 
with assets 

Given that inflation reduces 
the value of things the 
industry may find it easier to 
acquire more assets.  

Source: Researcher’s compilation, 2020 

 

Appendix B 

Table 2: Data as generated from source 

Data on inflation, insurance premium, insurance claims settlement and insurance assets.  

YEAR INFLATION 

RATE (%) 

PREMIUM 

(Millions) 

CLAIMS (Millions) ASSETS (Millions) 

1996 14.3 11,091,300,000 1,654,070,000  28,934,930,000  

1997 10.2 10,941,600,000 1,677,280,000  37,928,180,000  
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1998 11.9 11,688,300,000 1,956,210,000  41,451,220,000  

1999 0.2 14,597,300,000 5,923,180,000  50,131,650,000 

2000 14.5 22,531,500,000 5,629,520,000  61,600,000,000 

2001 16.5 28,981,300,000 6,110,520,000  78,060,480,000 

2002 12.2 37,765,900,000 6,856,150,000  85,255,730,000 

2003 23.8 43,441,800,000 9,415,200,000  124,267,370,000 

2004 10 50,100,800,000 12,084,040,000  141,222,030,000 

2005 11.6 67,465,600,000 12,402,400,000  203,113,120,000 

2006 8.5 81,583,800,000 76,276,110,000  307,542,610,000 

2007 6.6 105,379,280,000 25,133,240,000 427,497,160,000 

2008 15.1 157,206,020,000 37,412,550,000 573,154,460,000 

2009 13.9 189,960,450,000 61,969,150,000 586,459,540,000 

2010 11.8 200,375,980,000 53,815,350,000 585,015,790,000 

2011 10.3 233,752,880,000 60,204,760,000 621,095,140,000 

2012 12 193,493,255,218 55,494,866,721  710,627,239,002 

2013 7.96 195,864,528,323 65,690,703,682 793,879,732,804 

2014 7.98 120,693,688,039 34,939,746,634 416,849,096,938 

2015 9.55 198,389,155,038 65,986,350,284 917,252,112,568 

2016 18.55 201,547,678,384 78,574,557,754 1,016,875,916,630 

2017 15.37 219,798,615,679 113,941,919,015 1,128,472,861,356 

2018 11.4 219,798,615,679 113,941,919,015 1,128,472,861,356 

Source: Central Bank of Nigeria Statistical Bulletin, 2018 and National Insurance Commission 
industry annual reports 
 
Appendix 2  
Descriptive Statistics 
Table 3 Descriptive Statistics 

 ASSETS CLAIMS INFLATION PREMIUM 
 Mean  10.48647  9.491044  1.030762  10.00268 
 Median  11.30774  10.09351  1.079181  10.82908 
 Maximum  12.05249  11.05668  1.376577  11.36876 
 Minimum  1.255273  1.255273 -0.698970  1.255273 
 Std. Dev.  2.955641  2.661052  0.397514  2.795897 
 Skewness -2.768529 -2.678926 -3.762368 -2.786042 
 Kurtosis  9.022667  8.704250  17.09177  9.079944 
     
 Jarque-Bera  64.14271  58.69316  244.5662  65.17993 
 Probability  0.000000  0.000000  0.000000  0.000000 
     
 Sum  241.1888  218.2940  23.70753  230.0616 
 Sum Sq. Dev.  192.1879  155.7863  3.476390  171.9749 
     
 Observations  23  23  23  23 

Source: Researcher’s calculation using Eviews 9 
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