
THE RELATIONSHIP BETWEEN INSURANCE SECTOR AND ECONOMIC GROWTH: 

AN ECONOMETRIC ANALYSIS 

İlhan EGE, Assistant Professor, Department of Business Administration, Mersin University, Turkey 

Taha Bahadır SARAÇ, Asistant Professor, Department of Economics, Niğde University, Turkey 

Abstract 

There are many empirical studies which focus on relationship between financial development and 

economic growth, however, when we analyse these studies, we see that these studies are mostly 

about the relationship between stock market and economic growth or banking sector and economic 

growth. On the contrary, there are not many studies about the relationship between insurance sector 

and economic growth. For this reason, the aim of this paper is the testing the role of insurance in 

changing economic growth using data of twenty-nine countries from 1999 to 2008 (Australia, 

Austria, Belgium, Canada, Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, 

Iceland, Irland, Italia, Japan, Turkey, South Korea, Luxemburg, Mexico, Holland, Norway, Poland, 

Portugal, Slovakia, Spain, Sweden, Switzerland, England and USA). After the analysis was 

completed, we found positive relationship between insurance and economic growth.  
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I. Introduction 

Financial systems are regarded as an important 

element in the process of economic growth for 

the spread of new technologies and the 

realization of accumulation of capital funds 

owing to undertaking the fund supply. Financial 

systems which are developed and function 

effectively may increase productivity, hence, 

economic growth, making the deposits of small 

value in the hands of individuals transform into 

large investments and also making investment 

diversify possible, undertaking functions such 

as monitoring directing supplies, decreasing 

evaluating costs with the help of specialized 

establishments,  

 

gathering information about the planned 

projects, lowering the risks for depositors. 

(Aslan and Küçükaksoy, 2006). In this sense, 

the development of the insurance industry 

which is an important part of the financial 

system is expected to contribute to the process 

of financial sector development and economic 

growth because the insurance sector provides 

risk transfer and compensation, distributing 

different risks effectively. Therefore, 

insurance sector accelerates capital 

accumulation and directs domestic savings to 

investment thanks to these functions. 
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Despite the positive contributions of the 

insurance sector to economic growth, studies 

examining the relationship between financial 

development and economic growth are 

generally on the banking sector and stock 

market (Arena, 2008). Therefore, the 

relationship between the insurance sector and 

economic growth and contributing to the 

literature on the subject of study are primarily 

intended in the study. 

For this purpose, this paper is organized in five 

sections. Section two gives information about 

the literature. Section three examines 

development of the insurance sector in the 

world. The empirical results are presented in 

Section four and the study has been completed 

with the conclusion section.  

II. Literature Review 

Channels of influence on economic growth in 

the financial system is composed of a wide 

range of theoretical literature. In the literature of 

the financial system of these channels, 1) reduce 

the cost of potential investment decisions, 2) 

manage the risks emerged during commerce,   

3) regulation and gathering of savings, 4) 

directing the exchange of goods and services, 5) 

reduce negative impacts which may emerge 

against the results developing on investments 

unexpectedly. 

Apart from this, the financial system facilitates 

dispute resolution on the market by providing 

market information and thus helps the 

distribution of savings towards investment 

effectively. 

It has been stated in previous studies that the 

insurance sector which is an important element 

of the financial system causes positive impact 

on economic growth  by developing financial 

stability, facilitating trade, organizing savings,  

encouraging the accumulation of capital by 

managing different risks, reducing costs the of 

potential economic losses. But it is expressed 

that these effects of the insurance industry 

differ in terms of life insurance and non-life 

insurance premiums. Accordingly, it has been 

pointed out that life insurance help finance the 

long-term investments rather than short-term 

ones (Arena, 2008 and Skipper, 1997). 

As emphasized in the first conference 

organized by UNCTAD in 1964, there has 

been a positive relationship between economic 

growth and the insurance industry (Kugler and 

Ofoghi, 2005).  

As can be seen in Table 1, the studies on the 

subject reveal that the insurance industry is 

important for economic growth. 
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Table 1. Summary of Literature Review 
 

Authors Scope Method Result 

Outreville 
(1990) 

Fifty-five of 
Developing 
Countries 

Cross 
Section 
Analysis 

Financial sector in developing countries is an 
important element of economic development and 
therefore policies for increasing the supply of the 
insurance industry should be continued. 

Mohammad 
(1998) Kuwait Regression 

Analysis 
A one per cent increase in per capita income helps 
insurance sector grow 2.9 percent. 

Ward ve 
Zurbruegg 

(2000) 

Nine of 
OECD 

Countries 

Granger 
Causality 

Test 

In some of the relevant countries, a causal 
relationship is found to be from the insurance 
sector to economic growth, in the rest, it is vice 
versa. 

Webb vd.  
(2002) 

Fifty-five of 
Developing 

and 
Developed 
Countries 

Cross 
Section 
Analysis 

Positive effect of banking and  insurance sector on 
economic growth is stronger than their individual 
effects. 

Kugler ve 
Ofoghi 
(2005) 

England 

Cointegration 
 and 

Causality 
Test 

Cointegration relationship between economic 
growth and insurance sector as well as a causal 
relationship from insurance sector to economic 
growth both in short and long term have been 
found. 

Adams vd. 
 (2005) Sweden 

Cointegration 
 and 

Causality 
Test 

The development of the banking sector helps the 
development of insurance sector and therefore 
affects economic growth positively. 

Vadlamannati 
(2008) India 

Cointegration 
 and 

Causality 
Test 

Insurance sector reforms positively affect 
economic growth and the insurance industry should 
be an important part of financial intermediation 
services.  

Arena  
(2008) 

Fifty-five of 
Developing 

and 
Developed 
Countries 

Dynamic 
Panel Data 
Analysis 

Life and non-life insurance positively affects 
economic growth in developed and developing 
countries. But life insurance affects economic 
growth only in developed countries.  

Haiss ve 
Sümegi 
(2008) 

Twenty-nine 
of European 

Countries 

Cross 
Section 
Analysis 

Life insurance on the five European countries 
positively affects economic growth. 

Ćurak vd. 
 (2009) 

Ten of 
Transition 
Countries 

Panel Data 
Analysis 

A positive relationship between economic growth 
and life and non-life insurance is found. 

 
 

Ilhan EGE, et.al., Int. J. Eco. Res., 2011, 2(2), 1-9 ISSN: 2229-6158

IJER | MAR - APR 2011   
Available online@www.ijeronline.com

3



III. Development of the World Insurance 

Sector 

It is observed that in recent years, the insurance 

sector in developing countries and developed 

countries has undergone significant changes 

after Uruguay Round. It is thought that GATS 

(General Agreement on Trade and Services), 

signed after Uruguay Round, caused this 

changes in insurance sector. Because GATS 

(General Agreement on Trade and Services), 

which resulted from Uruguay Round, is the first 

multilateral agreement which regulates basic 

concepts, rules and principles of international 

trade in services .  

GATS agreement forms a flexible basis for 

liberalization of trade in services conducted in 

the future and it is considered as a balanced 

agreement since it lets developing countries 

choose degree and extent of liberalization (DPT, 

2000: 11-13). 

However, it is expressed that in addition to 

regulations for service sectors made by the 

GATS, lots of agreements have been added 

since the founding of the World Trade 

Organization. 

For example, in February and December of 

1997, 69 and 70 countries, respectively, met and 

reached an agreement for financial liberalization 

covering more than % 95 of telecommunication, 

banking, insurance, securities, financial 

information and IT services (JMO, 2005).   

As seen in Table 2, all of the countries of 

middle and high income have realized financial 

liberalization in banking and insurance sectors. 

Table 2. Liberalization Index Distribution 

Between Country Groups in 1997 
Liberalization 

Index 
Banking 
Sector 

Insurance 
Sector 

Country Groups 0* 0.5 1 0 0.5 1 
Africa   3** 7 9 9 5 5 
Asia 1 12 6 3 6 10 
East Europe 0 3 4 0 2 5 
Latin America 2 11 8 6 12 3 
High-Medium 
Income Level 
Countries 

 
0 

 
9 

 
0 

 
0 

 
2 

 
7 

Total 6 33 36 18 27 30 
* 0,0.5 and 1 express the levels of liberalization,  
** shows the number of country.  
Source:http://siteresources.worldbank.org/INTRANET
TRADE/Resources/Topics/Services/Manzano-
Asean_services_dec03.pdf (Access Date: 10.10.2010) 
 

The development of insurance sector in time 

in OECD countries has been on the increase 

since 2002, as seen in Figure 1, but this 

development has been decreasing since 2007 

due to the financial crisis resulted from the 

effects of the problems in housing sector. 

Figure 1. Development of the Insurance 

Premiums in OECD Countries (1998-2008) 

 
Source: http://stats.oecd.org/index.aspx (Access 
Date: 10.10.2010) 
 

As can be seen in Table 3, in 2009, developed 

countries are the leading ones in the insurance 

Insurance Premiums (Millions of Dollars) 
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industry. It is thought that it is related to the fact 

that they have realized their liberalization 

policies. 

IV. Empirical Results 

In this study, annual data for the (1999-2008) 

period was used. In creating the data, the OECD 

and the ILO's (for employment data) statistical 

databases have been used.  As a model, Curak et 

al.’s (2009) model is adopted.  

 1 2 3

4

it it it it

it it

GDP a EMP INSP OPEN
INV u

β β β
β

• • •

= + + +
+ +

       (1) 

1,........,i N=  and  1,.....,t T=  
 
where it i t itu η ν ε= + + , iη  is an individual 

(country) effect, and tν is a time effect and itε is 

independently and identically distributed  

among countries and years. Other variables are 

defined as follows.  

itGDP
•

= Economic growth rate of real per capita.  

itEMP
•

= Employment growth rate 

itINSP
•

= The rate of increase in total insurance 
premium payments  

itOPEN = Openness ratio (Export+Import)/GDP 

itINV = The share of fixed capital investment 
expenditures in GDP 
 
Stationary properties of the series before the 

guess stage of the model were studied. 

Therefore, stationary statuses of variables were 

researched by the panel unit root test. Panel unit 

root tests have a normal asymptotic distributions 

and the power of test increases when compared 

with individual unit root tests. For these reasons, 

many new unit root tests have been proposed in 

recent years. In these tests Levin, Lin and Chu 

(2002) unit root test has been preferred to be 

used (Levin et al., 2002). 

In the light of this description, the stationary 

condition of the series were studied according 

to Levin, Lin and Chu (2002) unit root test 

with constant term and the series shown in 

table 4 were detected to have been stationary 

as 1 per cent, 5 per cent and 10 per cent at 

significant levels. 

Table 4. Levin, Lin and Chu Unit Root Test 

Results 

Variables t-Statistics Values 

itGDP
•

 
-3.92464  
(0.0000) 

itEMP
•

 
-8.26210  
(0.0000) 

itINSP
•

 
-11.2915 
 (0.0000) 

itOPEN  -6.66162  
(0.0000) 

itINV  -9.14596 
 (0.0000) 

1) Values in parentheses indicate probability values. 
2) Schwarz Information Criterion was used to determine 
the optimal lag length in the unit root test. And the lag 
length was determined (1). 
 

After determining that the variables are 

stationary, the model adopted in the study was 

estimated and predicted results are shown in 

Table 5. 
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Table 5. Panel Data Analysis Resuts 

Variables Coefficients Standard Errors t-Statistics Values Probability Values 

Constant -0.016361 0.020492 -0.798418 0.4254 

itEMP
•

 0.510734 0.067237 7.595975 0.0000 

itINSP
•

 0.026208 0.006137 4.270630 0.0000 

itOPEN  0.000226 0.000116 1.942788 0.0531 

itINV  0.000158 0.000551 0.285952 0.7751 
Descriptive Statistics 

R2= 0.504981      F-test statistic value = 8.192878 (0.000) 
Wooldridge Autocorrelation  Test F-Statistic Value =0.659 (0.4237)  
Likelihood –Ratio Heteroskedasticity Test Statistic Value = 93.05 (0.0000) 
Hausman Test Chi-Square Test Statistic Value= 18.96 (0.0008) 
Wald Test (for country effect) Chi-Square Test Statistic Value=81.990586 (0.0000) 

1) Values in parentheses indicate probability values. 
2) Since the study covers limited  period of  time small number, time effect existence has not been investigated. 

 

As can be seen in Table 5, after the results of 

fixed model estimation, autocorrelation and 

heteroscedasticity were tested. Accordingly, 

we found that there is no autocorrelation in the 

model, bu there is heteroscedasticity in the 

model. So we performed White Cross Section 

correction to eliminate the heteroscedasticity. 

After these test, we look at the coefficients of 

the variables. We see that the other variables 

except for itINV  variable positively affect 

economic growth. 

V. Conclusion 

The main function of financial institutions and 

intermediaries operating in the financial 

system is considered to be very important in 

terms of economic growth. When different 

financial systems of developed countries are 

examined, it is observed that there are  many  

and different financial institutions offering 

financing. Having different kinds and a large 

number of financial institutions is an 

important criterion to be a sophisticated 

financial system  in a country.  Developed and 

sophisticated finacial systems have important 

and effective role in controling financial cost 

and attracting inactive funds production. It is 

expected that these finacial sources canalized 

towards production have positive effect on 

economic growth by stimulating investments . 

Therefore developed financial system in a 

country has indirect effect on economic 

development (Demir, 2007). Insurance sector 

which is an important part of financial sector 

collects savings and creates suitable funds for 

investors. The sector which plays role in 

turning savings to investments contributes to 

economic growth.  

The study investigating the mentioned effect 

of insurance sector experientally proves 

theoretical expectations, in other words it is 
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found that it helps economy positively and 

policies for the development of insurance 

sector should be followed.  
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Appendix-1 
 

Table 3. The World Distribution of the Insurance Sector  in Terms of Country and Country Groups (2009) 
 

 
Country and Country 

Groups 

 
Total Insurance 

Premiums 
 (Millions of Dollars) 

Life Insurance 
Premiums 

(Millions of Dollars) 

Non-Life Insurance 
Premiums 

(Millions of Dollars) 

USA 1140 492 647 
Japan 506 399 107 
England 309 218 92 
France 283 194 89 
Germany 238 112 127 
Italy 169 115 54 
Hong  Kong 23 20 3 
Latin America and  Caribbean 111 44 67 
Central and Eastcm Europe 85 18 67 
South and East Asia 262 187 75 
Middle  East and Central  Asia 29 7 22 
Africa 49 33 17 
Total 4066 2332 1735 

Source: http://media.cgd.swissre.com/documents/pr_sigma2_2010_en.pdf (Access Date: 10.10.201 0) 
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