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ABSTRACT 

 

 Economic growth and its sustainability has long been the focus of debate 

for both academic researchers and policy makers. A large number of attempts 

have been made to extensively list the factors that may have an impact on 

economic growth and the role of insurance as the factor of growth also got 

recognition.  

 Insurance sector plays an important in augmenting economic growth by 

managing the risk involved in the investment decisions. Insurance companies 

mobilise savings from surplus spending units to the deficit spending units and 

thus, help in financing the investment in the real sector. Insurance sector also 

contribute to the economic growth by promoting financial stability, facilitating 

trade and commerce, mobilizing savings, allowing risks to be managed more 

efficiently, encouraging loss mitigation; and by fostering a more efficient 

allocation of capital. Insurance services enhance marginal productivity of 

capital, technological innovation and savings rate in the economy.  

 With such significance of insurance sector in the economic growth of a 

country, a number of studies have been undertaken to find the causal 

relationship between them. However, there is no consensus among the existing 

studies about the causal relationship between insurance and economic growth.  

 In this backdrop, the present study is an attempt to analyse the 

relationship between insurance development and macroeconomic growth in the 

context of 14 Asian countries in the multivariate neo-classical framework with 

specific research objectives like to evaluate the trend and progress of the 

insurance sector development in the selected Asian economies; to explore the 

level of disparity in the insurance sector development across selected Asian 

economies; to investigate the relationship between the development of life 

insurance sector and economic growth in the selected Asian economies; to 

investigate the relationship between the development of non-life insurance 

sector and economic growth in the selected Asian economies; to investigate the 

relationship between the development of insurance sector as a whole and 

economic growth in the selected Asian economies.  
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 The methodology used in this study is specified as per objectives. For 

the first objective, time series plots have been prepared for variables of 

insurance sector development and trend pattern are observed for the selected 

countries. For second objective, the level of disparities in the insurance sector 

development across the selected Asian countries is observed through the time 

series plots of insurance penetration and insurance density. Furthermore, the 

concept of Gini coefficient is used as a statistical measure of the inequality. In 

the presence of between-country insurance inequality, it is often asked whether 

such inequality would eventually converge. This issue with respect to the 

insurance sector development across high-income, upper-middle income and 

lower-middle income countries is addressed by employing the concepts of 

absolute β-convergence and σ-convergence tests. For objective third, fourth 

and fifth, the study employs the ARDL model to check the relationship between 

life insurance sector and economic growth, non-life insurance sector and 

economic growth and total insurance sector and economic growth in the 

selected countries.  

 The findings of the study with respect to the first objective reveal that the 

life insurance sector in most of the selected Asian countries has shown much 

progress during the period from 1985 to 2015. However, the development in the 

non-life insurance sector is not satisfactory during that period. With respect to 

the objective second, the study reveals that the existence of wide disparity in 

the insurance sector development in the selected Asian countries during the 

period from 1985 to 2015. Between-country inequality is found in the life 

insurance sector development, non-life insurance sector development and also 

in the development of insurance sector as a whole. Further, the convergence 

possibility of insurance sector development between the selected Asian 

countries is also predicted in the findings. The findings of the study with respect 

to objective third, fourth and fifth reveal the existence of long-run equilibrium 

relationship between insurance sector development (life insurance, non-life 

insurance and insurance sector as whole) and economic growth for the selected 

Asian countries. However, there is feedback/bidirectional causal relationship 

between life insurance sector and economic growth and also between 

insurance sector as a whole and economic growth in the selected Asian 

countries. In the case of non-life insurance and economic growth relationship, 
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the findings from the study reveal unidirectional relationship from non-life 

insurance to economic growth.  

 The bidirectional relationship between life insurance and economic 

growth and total insurance and economic growth imply that policies for 

increasing the penetration of the life insurance sector and insurance sector as a 

whole in selected Asian countries are likely to augment investment opportunities 

and enhance the productive capacity of the economy thereby stimulating the 

overall economic growth. Second, expansion in economic activities with 

increase in economic growth is likely to lead to the growth in penetration rate of 

the life insurance sector and total insurance sector in selected Asian 

economies.  

 The evidence of supply-leading hypothesis from the non-life insurance 

and economic growth relationship implies that the policies for increasing the 

penetration of non-life insurance sector in selected Asian countries are likely to 

augment investment opportunities and enhance the productive capacity of the 

economy thereby, stimulating the overall economic growth. Second, expansion 

in economic activities with increase in economic growth fails to provide synergy 

for the growth in the penetration rate of the non-life insurance sector in selected 

Asian economies.  

 The study suggests that appropriate policies and/or strategies should be 

formulated for increasing the penetration of non-life insurance sector in Asian 

economies. In this direction, emphasis should be given in asset/property 

insurance, health insurance, crop insurance etc. It is also suggested that, both 

life and non-life should reformulate their business models targeting “the gold-

post at the bottom of the pyramid”. When the small savings of rural masses are 

strategically targeted and achieved, the insurance penetration will increase 

thereby fostering the macroeconomic growth of Asian countries. The study 

further suggests that emphasis should be given in the development of 

appropriate life insurance policies to mobilize larger resources for financing 

productive projects targeting higher rate of overall economic growth because 

bidirectional causal relationship has been observed between the development 

of life insurance sector and economic growth in Asian countries.  
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CHAPTER -1 

INTRODUCTION 

1.1  Prologue 

  Economic development is the central objective of every economy of the 

world, and to achieve it economic growth is of primordial importance. However, 

over the last century, growing differences are witnessed in the growth 

performances of countries. These differences have led the inquisitive minds of 

academicians, researchers, and policy makers to fill the economic growth 

literature through their wide range of contributions. The questions raised include 

what determines the growth rates of countries? Why do the differences exist in 

economic growth rates among nations across the globe?  

  This inquisition about the determinants of economic growth got a trigger 

by the classical, neo-classical, endogenous and monetarists’ theories which 

finally brought to the lime-light a number of significant determinants of economic 

growth ranging from real to financial indicators. With varying conceptual and 

methodological framework, a number of studies analysed the determinants 

underlying the economic growth and accordingly put forth a wide set of 

explanatory factors that offer different insights to the sources of economic 

growth (Dritsakis et al. 2006).  

  The neo-classical and endogenous growth models placed investment as 

the most fundamental and important determinant of economic growth with the 

neoclassical model stressing the transitional effects of investment, and the 

endogenous growth models argued its permanent effects. Due to this 

importance of investment in economic growth placed in these theories, a large 

number of studies empirically examined the relationship between investment 

and economic growth including Kormendi and Meguire (1985); Mankiw et al. 

(1992); Levine and Renelt (1992); Auerbach et al. (1994); Sala-i-Martin (1997); 

Podrecca and Carmeci (2001). However, the results of such studies are not 

conclusive and thus, put forth further debates.   

 Endogenous growth models also placed human capital as the source of 

growth. As human capital refers principally to the acquisition of skills and know-

how gained through education and training, so majority of studies like Becker 
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(1992), Barro (1991), Mankiw et al. (1992), Becker (1994), Barro and Sala-i-

Martin (1995), Brunetti et al. (1998) and Hanushek and Kimko (2000) found the 

evidence that human capital in the form of educated manpower is a key 

determinant of economic growth.  

 Becker (1994) credits the outstanding growth performance of Taiwan, 

Japan, and other Asian countries to the human capital as these countries 

despite lacking natural resources did well in their growth performances by 

relying on its well-trained, educated and hardworking labour force. However, 

other studies including Levine and Renelt (1992), Benhabib and Spiegel (1994), 

Topel (1999), Krueger and Lindahl (2001), Pritchett (2001) contradicted and 

questioned the importance of education and human capital as the growth 

determinant.  

 Endogenous growth models further stressed the role of innovations and 

Research & Development (R&D) activities in increasing the Total Factor 

Productivity (TFP) and thus, in the growth process of economies because 

increased use of technology enables the introduction of new and improved 

products (Dritsakis et al. 2006). Other studies including Fagerberg (1987), 

Lichtenberg (1992) and Ulku (2004) empirically confirmed the strong 

relationship between Innovation and R&D activities and economic growth.  

 In the theoretical literature, trade openness is also regarded as an 

important growth determining factor with its proponents arguing that openness 

facilitates the transfer of technology and the diffusion of knowledge. It also 

increases the exposure to competition and contributes to exploitation of 

comparative advantage. Barro and Sala-i-Martin (1997) asserted that country’s 

openness to trade can potentially stimulate its economic growth by providing 

access to goods and services, achieving efficiency in the allocation of resources 

and improving TFP through technological diffusion and knowledge 

dissemination. Countries with more trade openness are therefore, expected to 

perform well in their growth rates than those with less openness.  

 The empirical studies by Dollar (1992), Sachs and Warner (1995), 

Edwards (1998) and Dollar and Kraay (2000) found that economies which are 

open to both trade and capital flows exhibit higher GDP per capita and grow 
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faster. In addition to the above mentioned growth stimulants, foreign direct 

investment, geographic factors, institutional environment, and particularly 

finance among other things as the factors contributing to the economic growth 

have attracted a lot of attention of researchers (Bloom et al. 1998; Alfaro et al. 

2004; Aparicio et al. 2016). 

 With regard to the role of finance in economic growth a group of 

economists including Robinson (1952), Meier and Seers (1984), and Lucas 

(1988) disagree sharply about the role of the finance sector in economic growth. 

Robinson (1952) explained that as output in the economy increases the 

demand for financial services also increases, which in turn has a positive effect 

on financial development. All other things being equal, it is financial 

development that follows output growth and not the opposite. Lucas (1988) 

argues that the importance of financial development in the economic growth is 

badly overstressed.  

 At the other extreme, Schumpeter (1911), Miller (1998) emphasized the 

importance of financial development in the economic growth. Schumpeter 

(1911) elaborated how financial institutions can actively encourage innovation 

and promote future growth of an economy by determining and funding 

productive investments. Miller (1998) put forth that the idea “that financial 

markets contribute to economic growth is a proposition too obvious for serious 

discussion”. On the basis the broad conclusions of Bagehot (1873), Schumpeter 

(1912), Gurley and Shaw (1955, 1960), Goldsmith (1969), and McKinnon 

(1973), Miller argued that the understanding of the dynamics of economic 

growth would be impaired if the dimension of finance-growth nexus is ignored.  

 Finance is truly the life blood of a modern economy (Van-Horne, 1985) 

whose importance can’t simply be ignored in the studies of economic growth 

and development. Patrick (1966) tried to resolve the conflict about the finance-

growth nexus by identifying two possible patterns in the relationship between 

financial development and economic growth. These are demand-following and 

supply-leading patterns. The Demand-following pattern implies that the creation 

of modern financial institutions, their financial assets and liabilities, and related 

financial services comes in response to the demand for these services by 

investors and savers in the real economy (Patrick, 1966). The demand following 
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approach implies that the financial system can thus support and sustain the 

leading sectors in the process of economic growth. The expansion of the 

financial system is induced as a consequence of real economic growth. The 

supply-leading pattern, on the other hand, means that financial institutions are 

created and their financial assets, liabilities, and related financial services are 

supplied in advance of demand for them. The supply of financial services 

stimulates economic growth by transferring resources from traditional (non-

growth) sectors to modern sectors and thus, promote and stimulate an 

entrepreneurial response in these modern sectors (Patrick, 1966). Gurley and 

Shaw (1955) and Goldsmith (1969) also stated that more developed financial 

markets promote economic growth by mobilizing savings and facilitating 

investment. 

 The seminal works of Gurley and Shaw (1955, 1960) suggest the role of 

financial development for the general economic development of a nation. The 

publications by Shaw (1973) and McKinnon (1973) provide a convincing 

theoretical framework regarding the importance of financial development in 

economic growth.  

 As per the McKinnon-Shaw view, government and central bank 

regulation distort financial markets which in turn distort savings and 

investments. The view advocated for developing countries to liberalize financial 

markets by deregulating interest rates and by permitting financial institutions to 

allocate credit on the basis of viability and productivity of borrowers’ enterprises 

or project because regulated financial markets with artificially low levels of 

interest rate depress savings and promote inefficient investment and hence, 

hinder economic growth in the developing economies (Levine, 1997). They 

advocated a market driven approach in the determination of interest rates, 

particularly in the developing countries in order to optimally allocate the funds 

for investments and hence, for faster economic growth. It can be thus, said that 

McKinnon–Shaw approach constructed a theoretical link between financial 

liberalization and economic growth and implicitly highlighted that finance leads 

economic growth (Levine, 1997).  

 The finance-growth nexus got further attention due to the emergence of 

endogenous growth theory in the 1980s (Romer, 1986, 1990; Lucas, 1988; 

Barro, 1991). Several studies like King and Levine (1993), Roubini and Sala-i 
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Martin (1992), Pagano (1993) and Blackburn and Hung (1998), therefore, have 

attempted to explain how the operation of the financial sector may affect the 

rate of economic growth in the endogenous framework. Such studies 

emphasized on the role of financial sector in an economy and examined 

whether financial development gives rise to the development of the real side of 

the economy through improvements in the quality of investment, enlargement of 

saving and investment, and more efficient allocation of resources of the overall 

economy.  The theories suggest that financial systems influence 

macroeconomic growth of an economy by easing information and transactions 

costs and thereby improving the acquisition of information about firms, 

corporate governance, risk management, resource mobilization, and financial 

exchanges (Jung, 1986, Greenwood and Jovanovic, 1990; King and Levine, 

1993; Levine, 1997; Levine and Zervos, 1998; Rousseau and Wachtel, 1998; 

Levine et al. 2000; Thiel, 2001; Ang, 2008). It is further argued in the finance-

growth nexus theory that the financial development promotes economic growth 

through the financial intermediaries (Levine, 1997).  

 The presence of financial intermediaries stimulate the growth of an 

economy by channelling savings into the activities with high productivity and 

also allowing individuals to reduce the risk associated with their liquidity needs. 

Since liquidity needs of individuals are uncertain, but banks, insurance 

companies and other financial intermediaries by the law of large numbers, face 

a predictable demand for liquidity and can, therefore, allocate investment funds 

more efficiently. Financial intermediaries, also prevent people from unnecessary 

liquidation because in the absence of such intermediaries, individuals may be 

forced to liquidate their investment (i.e. their savings held in illiquid assets) 

when liquidity needs arise (Gregorio and Guidotti, 1997; Calderon and Liu, 

2003).  

 Among the financial intermediaries, the insurance companies play an 

important role as they are the main risk management tools for companies and 

individuals. The importance of insurance services in the trade and development 

matrix is so much that, at its first session in 1964, the United Nations Council for 

Trade and Development (UNCTAD) formally acknowledged that a sound 

national insurance and reinsurance market is an essential characteristic of 

economic growth. In a seminal paper Arrow (1965) states that insurance is of 
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considerable importance in the economies of advanced nations. Autor (2010) 

asserts that there is an exceedingly strong economic case for many types of 

insurance, and efficient insurance markets can univocally improve social 

welfare. De Mey (2007) assuming a Solow model of economic growth, 

emphasizes that well-functioning financial institutions promote economic 

growth.  

 Skipper (1997) elaborates on the channels by which the insurance 

function can contribute to economic growth. These are: promoting financial 

stability; facilitating trade and commerce, mobilizing savings, allowing risks to 

be managed more efficiently; encouraging loss mitigation; and fostering a more 

efficient allocation of capital. Curak et al. (2009) pointed out three direct 

channels, viz., the marginal productivity of capital, technological innovation, and 

savings rate, and one indirect channel, i.e., facilitation of exchange, through 

which insurance sector contributes to economic growth. Haiss and Sumegi 

(2006) pointed out that insurance companies like banks and capital markets 

serve the needs of business units and private households in financial 

intermediation.  

 The availability of insurance companies and the services they provide 

are essential for the stability of the economy as they can make the business 

participants accept aggravated risks. Insurance companies by accepting claims 

from the clients also have to pool premiums and form reserve funds to meet 

liquid claims (Haiss and Sumegi, 2006). In this way, insurance companies play 

a crucial role by enhancing internal cash flow at the assured and also by 

creating a large number of assets placed on the capital market and hence, may 

contribute to economic growth. Rule (2001) states that insurance companies, 

along with mutual and pension funds, are the biggest institutional investors in 

stock, bond and real estate markets and further issues like ageing societies, 

widening disparity in income and globalisation are likely to enhance the possible 

impact of insurance companies on the economic development. The growth links 

between the insurance and other financial sectors over the years also reveal the 

possible role of insurance companies in economic growth. 

 The importance of the insurance sector in the economic prosperity of 

nations, although has had its long dated origin, but it increased with the 

liberalization of financial systems, privatization, globalization, and 
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conglomeration of financial markets during the 1990s (Outreville, 2013). It has 

been observed that the total assets of insurance companies grew faster than 

the assets of banks, mainly through Mergers and Acquisitions during the 1990s 

(Das et al. 2003). The role of the insurance sector and its contribution to 

development is also on the agenda of international organizations such as 

UNCTAD, the World Bank, and the IMF (UNCTAD, 2005a, 2005b). In recent 

years, it has been predicted that the banking function can be neutral or even 

negative in certain contexts in fostering productivity (De Gregorio and Guidotti, 

1995; Leahy et al. 2001; Fitzgerald, 2006) and that the insurance sector may be 

superior in this regard (Adams et al. 2009; Lee, 2013). 

  Insurance services smoothen the economic cycle by reducing 

uncertainty and volatility and also reduce the impact of crisis situations at the 

micro and aggregate macro level. Insurance is demanded for the protection 

against losses of property caused by natural disaster, crime, violence, and 

accidents. Insurance services facilitate the purchase, possession, and sale of 

goods, assets, and services by indemnifying the insured losses. The assured 

safety and security, in turn, enhance trade, transportation, and capital lending. 

Insurance services by relieving the fear of risk-averse individuals in buying cars 

or real estate increase national consumption. Increased demand or 

consumption, in turn, encourages production, investment and other growth 

propelling activities in the economy (Haiss and Sumegi, 2006).  

 Realizing such importance of insurance sector in the real economic growth 

of nations, development organizations have devoted considerable resources 

over the last two decades to support the emergence of viable insurance 

mechanisms in developing and emerging economies of the world (Lester, 

2014). According to Lester, this investment has been validated by a growing 

empirical literature on the role of the insurance sector in fostering inclusive 

growth, in reducing poverty, and in mitigating the primary, secondary and 

indirect impacts of natural disasters. 

Han et al. (2010) argued that insurance plays a much more important role in 

the economic growth of developing countries than in the developed countries. 

Swiss Re (2011) pointed out that life insurance markets in emerging economies 

are growing at 10 percent per annum faster than in industrial economies and 
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non-life insurance markets in these economies are growing 7 percent per 

annum faster. Furthermore, Swiss Re observed that most of the emerging 

market growth is confined to Asia and Latin America. Asia is the driver of global 

insurance sector growth as Swiss Re (2017) reports that the global life 

insurance market grew from $698 billion to $2616 billion between 2009 and 

2016 in which more than 40 percent was contributed by Asia’s life insurance 

market. The growth in Asia’s life insurance market is driven largely by the strong 

demand in the emerging markets of the region like China, Indonesia, and 

Singapore. The growth rates in the life insurance premiums of these countries 

were 21.1 percent, 26.7 percent and  21.8 percent respectively in the year 2017 

(Swiss Re, 2018) and also is expected to continue at the same pace and 

outperform the global average for the foreseeable future. In the same way, non-

life insurance market in Asia grew at the rate of 5.8 percent in 2017 with China, 

India, Philippines, Oman and United Arab Emirates (UAE) leading with 

respective growth rates of 10.2 percent, 16.7 percent and 10 percent, 14.4 

percent and 13.5 percent (Swiss Re, 2018). Eder and Grimm (2012) point out 

that Asia’s Insurance markets are benefited from the emergence of the middle 

class and from the ageing of societies.   

However, a lot of heterogeneity is found as far as the insurance market of 

Asia is concerned. The region is a combination of countries in varying phases of 

development. If insurance penetration is considered as an indicator of   

insurance prevalence in Asia, one can see varying situation from country to 

country while as insurance penetration in 2017 has reached more than 17.94 

percent in Hong Kong, 0.86 percent in Pakistan, 4.57 percent in China, 3.69 

percent in India, 4.77 percent in Malaysia, 1.79 percent in Philippines (Swiss 

Re, 2018). The situation in non-life insurance sector is no different from that of 

the life insurance sector as non-life insurance penetration in Asia also varies 

significantly across the countries.  In the year 2017, non-life penetration in china 

was 1.89 percent, 0.15 percent in Bangladesh, 3.36 percent in Hong Kong, 0.26 

percent in Pakistan, 0.93 percent in India, 0.46 percent in Indonesia and 1.44 

percent in Malaysia (Swiss Re, 2018). Eder and Grimm (2012) point out that 

due to the different demographics, regulations and market environment, each 

Asian country presents a unique collection of consumer needs and behaviours.   
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The insurance industry of Asia faces a number of challenges in the wake of 

rising natural catastrophes, technological advancements. Natural disasters are 

unpreventable occurrences that take place, ranging from mild to absolutely 

destructive. The number of natural and geophysical disasters taking place each 

year is noticeably skyrocketing. A number of disasters have struck Asia in 2016 

like Kumamoto earthquake in Japan, Meinong earthquake in Taiwan, and 

Yangtze basin flooding. There is a huge gap between the economic losses that 

these disaster have caused and the losses that had been insured. For example, 

the Fukushima earthquake in Japan in the year 2016 caused the economic loss 

of 30 to 40 USD billions, out of which only 5 USD billions were insured. 

Similarly, the economic loss due to the Meinong earthquake in Taiwan in the 

year 2016 was USD 780 million, out of which just USD 8 million were insured. 

This huge difference between disaster-related insured and economic losses 

presents a growth opportunity for insurers. Globally this gap is very huge as 

Swiss Re (2017), estimates that uninsured losses from natural disasters are 

USD 153 billion annually, with the US, Japan and China accounting for most of 

the global gap (USD 81 billion). It is also observed that, five of the top ten 

countries with the largest uninsured losses are Asian countries. Thus in order to 

close or minimise the underinsurance gap requires specific measures by the 

insurance industry towards creating incentives for risk mitigation through risk-

based pricing of its products. 

 Another challenge and an opportunity at the same time for Asia 

insurance industry is posed by InsurTech, which is the insurance arm of 

Fintech. It has been gaining importance in the industry as InsurTech players are 

reshaping the market landscape by designing new products that meet changing 

customer needs and are establishing greater levels of transparency and 

underwriting accuracy. The insurance customers are increasingly adapting to 

this change as the conventional relationships between the insurance brokers 

and clients are being disrupted by the over reliance on technology and 

aggregators. The incidence of InsurTech players are emerging in countries 

across Asia, from China to the Philippines. Insurance companies in Asia have a 

big opportunity to form strategic partnerships with InsurTech firms to gain 

access to some of these new capabilities and diversify their businesses. 
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1.2. Research Problem 

 The literature on financial economics has largely focused the importance 

of banks, stock and bond markets in the growth processes of countries with 

insurance sector being paid least empirical attention for most of the 20th 

century. However, it is only after the pioneering work by Outreville (1990) 

insurance- growth relationship was empirically tested. The study empirically 

studied the relationship between non-life insurance development and economic 

growth in 55 developing countries and provides the evidence of a positive 

relationship between them. Quite surprisingly, the path breaking study by Ward 

and Zurbruegg (2000) is the first empirical study that considered the nexus 

between insurance sector as a whole and economic growth. 

 It has been argued that the insurance services contribute to economic 

growth by maintaining financial stability for both households and firms, 

mobilizing and channelizing savings, supporting trade, commerce, 

entrepreneurial activity, and social programs, and by encouraging the 

accumulation of new capital and fostering a more efficient allocation (Das et al. 

2003; UNCTAD, 2005a; USAID, 2006; Liedtke, 2007; Haiss and Sumegi, 2008).  

In the empirical literature the direction of relationship between insurance 

sector and economic growth has been classified in terms of causality with 

respect to four possible hypotheses, viz., demand-following, i.e., economic 

growth leads to a rise in demand for insurance; supply-leading, i.e., growth in 

insurance induces economic growth; feedback hypothesis; and no causal 

relation (Blum et al. 2002; Haiss and Sumegi, 2008; Ching et al. 2010)..  

It has been argued in the empirical studies that insurance sector 

development has power to contribute to economic growth. Thus, there is likely 

to be a growing convergence between the theory showing the importance of the 

insurance sector and empirical evidence. However, it is also clear that country 

specific conditions can influence the ability of the insurance sector to contribute 

to economic growth (Chang et al. 2013).  

In addition, it is important to note the significant difference in the results 

between the life and non-life insurance sectors and also the influence of the 

level of economic development on the causality links. Haiss and Sumegi (2008) 
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and Arena (2008) tend to demonstrate that life insurance is more important for 

high-income countries and that in contrast, non-life insurance is more important 

for emerging and developing countries. In contrast Han et al. (2010) argued that 

both the sectors of insurance play a much more important role in emerging 

countries than they do in developed ones. 

 Christophersen and Jakubik (2014) provides the evidence of higher 

sensitivity of macroeconomic environment of 30 European countries to life 

insurance compared to non-life insurance. In a very recent study, Ouedraogo et 

al. (2016) concluded on the basis of a sample of 86 developing countries that 

the development of life insurance has a positive effect on economic growth per 

capita and, on the other hand, that this effect varies according to the structural 

characteristics of countries.  

Lee et al. (2017) provides the evidence that economic growth of a nation 

is positively affected by globalization where insurance activities are relatively 

lower, and is negatively affected by globalization where insurance activities are 

relatively higher. Pradhan et al. (2017) also provides the evidence of the 

complex relationship between banking, insurance and economic growth. Diallo 

and Mansour (2017) empirically found the negative effect of insurance on 

financial stability of a nation. Weisbart (2018) states that insurance not only 

provides financial stability and peace of mind to households and insurers but 

also is the source of long-term capital, providing stability to the financial markets 

and overall economy. Dash et al. (2018) perceives both unidirectional and bi-

directional causality between insurance market penetration and per capita 

economic growth across 19 Eurozone countries. However, the said relationship 

is not uniform across the said countries. Nwosa and Mustapha (2018) find that 

insurance development has an insignificant effect on economic growth in 

Nigeria. However, there is one-way causation from economic growth to 

insurance development. 

Irrespective of such contradicting findings, the empirical evidences 

provided by Hou and Cheng (2017) is noteworthy– in high GNI and more 

financially developed economies, the life insurance activities have positive 

effect on long-run economic growth, and in less financially developed 

economies, the effect of life insurance activities on economic growth is 
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negative. Thus, it can be concluded that although there is causal relationship 

between insurance and economic growth, but the relationship between the two 

varies across the countries with respect to the level of development, banking 

sector development and also with respect to the time period taken. Such 

observation justifies for further empirical studies that would consider the 

heterogeneity of countries in terms level of development.  

It is in this line of argument when we look at the Asian countries for the 

penetration and density of insurance sector, we observe a wide disparity across 

countries with respect to different levels of income. As per the reports of Swiss 

Re (2018), the lowest rate of insurance penetration was recorded for 

Bangladesh (0.55%) and the highest rate of insurance penetration was 

recorded for Taiwan (21.32%) in 2017. Since insurance penetration is 

measured as ratio of premium to GDP, it reflects the significance of insurance 

sector in the development of national economy. Similarly, the insurance density 

as measured by the ratio of premium to total population, is very significant in 

assessing the role of insurance sector in an economy. As per the reports of 

Swiss Re (2018), the lowest insurance density was recorded for Bangladesh 

(USD 8) and Pakistan (USD13), and the highest rate of insurance density was 

recorded for Hong Kong (USD 8313) in 2017. In the presence of such a wide 

range of disparity level in the insurance sector development, and in light of the 

role of insurance sector in the real economic growth as emphasized in the 

extant literature, it is imperative to undertake an in-depth research study to 

explore the dynamics of the relationship between insurance sector development 

and economic growth in the context of Asian countries. Therefore, this research 

work hovers around the following research questions.     

1. What is the current status and trends in insurance sector development in 

Asian countries? Is there any evidence of discrepancy in the growth of 

life and non-life sectors of insurance in Asia? If any, then what could be 

the driving forces influencing such outcomes? 

2. Is there any evidence of disparity in insurance sector development 

across Asian countries? If any, then what could be the possible reasons 

for such observations? What about the convergence possibility?  
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3. What is the relationship between development of life insurance and 

economic growth? Is this relationship significant in the context of Asian 

countries?  

4. What is the relationship between development of non-life insurance and 

economic growth? Is this relationship significant in the context of Asian 

countries?  

5. What is the relationship between insurance sector development as a 

whole and economic growth? Is this relationship significant in the context 

of Asian countries?  

6. Is the relationship between insurance and economic growth 

complementary? If yes, then what is the role of policy makers in making 

this relationship stronger? How can governments enact policies that 

encourage insurance sector as a driver of economic growth? 

1.3 Research Objectives 

In line with the above mentioned research questions, the specific objectives 

of this research work are as follows:  

1. To evaluate the trend and progress of the insurance sector development 

in the selected Asian economies. 

2. To explore the level of disparity in the insurance sector development 

across selected Asian economies. 

3. To investigate the relationship between the development of life 

insurance sector and economic growth in the selected Asian economies. 

4. To investigate the relationship between the development of non-life 

insurance sector and economic growth in the selected Asian economies. 

5. To investigate the relationship between the development of insurance 

sector as a whole and economic growth in the selected Asian 

economies. 

6. To suggest for appropriate policy options for rapid and equitable growth 

of insurance sector as an engine of economic growth in the selected 

Asian economies. 
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1.4. Research Hypotheses 

In line with the extant literature, and on the basis of the observations on 

selected Asian economies, the following are the hypotheses of the research 

work. 

1. The Asian countries have increasing trends in the insurance sector 

development over the years. 

2. There are disparities in the insurance sector development across the 

selected Asian countries. 

3. The development of life insurance sector leads to the economic growth of 

Asian countries. 

4. The development of non-life insurance sector leads to the economic 

growth of Asian countries. 

5. The development of insurance sector as a whole leads to the economic 

growth of Asian countries. 

1.5. Research Methodology 

The broad objective of this research study is to explore the dynamics of the 

relationship between insurance sector development and economic growth in the 

Asian countries.  

Selection of Countries: For this purpose, 14 sample economies have been 

selected purposively out of 50 total Asian countries. These are: Bangladesh 

(BGD), China (CHN), Hong Kong (HKG), India (IND), Indonesia (IDN), Iran 

(IRN), Japan (JPN), Malaysia (MYS), Pakistan (PAK), Philippines (PHL), 

Singapore (SGP), South Korea (KOR), Thailand (THA), and Turkey (TUR). The 

sample countries in this study include four high-income, five upper-middle-

income, and five lower-middle-income economies. The high income economies 

are Hong Kong, Japan, Singapore, and South Korea. The upper-middle-income 

economies are China, Iran, Malaysia, Thailand, and Turkey. The lower-middle-

income economies are Bangladesh, India, Indonesia, Pakistan, and Philippines. 

This classification is based on the World Bank Analytical Classifications 

presented in World Development Indicators and the economies are divided 

among income groups according to 2016 Gross National Income (GNI) per 
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capita, calculated using the World Bank Atlas method. As of 1 July 2017, low-

income economies are defined as those with a GNI per capita of $1,005 or less 

in 2016; lower middle-income economies are those with a GNI per capita 

between $1,006 and $3,955; upper middle-income economies are those with a 

GNI per capita between $3,956 and $12,235; high-income economies are those 

with a GNI per capita of $12,235 or more. The selection of 14 countries in the 

study is made deliberately in order to include countries from different income 

groups. Furthermore, the selection of these 14 economies is based on the 

availability of data so as to form a balanced panel dataset.  

Selection of Sample period: The sample period spans from 1985 to 2015. The 

selection of this sample period is based on the availability of insurance sector 

statistics, and to form a balanced panel dataset for multi-country analysis 

Nature and Sources of Data: In order to comply with the broad objective of the 

study, the macro-level approach is employed by taking into consideration the 

secondary data concerning the insurance sector and economic growth of 

selected Asian countries. The significant sources of data include World 

Development Indicators provided by World Bank, and insurance sector 

database of Swiss Re.  

Selection of Variables:  The variables along with their operational definitions 

and sources are given in the Table 1.1: 

Table 1.1: Description of variables  

Macroeconomic 
Variables 

Definition and Relationship with Economic 
Growth 

Source 
of Data 

Economic Growth 
(EG) 

Economic Growth is measured by the annual 
growth of GDP per capita (constant 2010 US 
$), 1985 to 2015 

WDI, 
World 
Bank, 
2017 
 

Gross Capital 
Formation (GCF) 

It is the gross capital formation as a percent of 
GDP. It has been argued that the gross capital 
formation positively influences the economic 
growth either by increasing the physical capital 
stock in an economy directly (Plossner, 1992), 
or by promoting the technology indirectly 
(Levine and Renelt, 1992). This variable is 
relevant to a study of the insurance sector 
because insurers being financial 

WDI, 
World 
Bank, 
2017 
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intermediaries mobilize resources for 
productive investments in an economy. 

Working Age 
Population (WAP) 

It is percentage of working age population to 
total population. It is argued that an increase 
in the share of working-age population tends 
to increase productivity, labour supply, stock 
of human capital, savings and thus, tends to 
provide ample capital for investment. 
Therefore, there can have a positive impact of 
the share of working age population on 
economic growth (Bloom & Canning, 2008). 
This variable is relevant to a study of the 
insurance sector because people at the 
working age mostly prefer to invest on 
insurance products.  

WDI, 
World 
Bank, 
2017 
 

Inflation (INF) 

It is the annual percentage of inflation in terms 
of consumer prices. Akinsola and Odhiambo 
(2017) observed overwhelming support in 
favour of a negative relationship between 
inflation and economic growth. Ndoricimpa 
(2017) argued that inflation rate beyond a 
certain threshold is more likely to be 
detrimental to economic growth. This variable 
is related to the insurance sector in the sense 
that in the event of higher rate of inflation, 
demand for insurance products decrease and 
vice-versa. 

WDI, 
World 
Bank, 
2017 
 

Trade Openness 
(TO) 

It is the total trade (exports plus imports) to 
GDP ratio expressed as percentage. The 
trade openness has positive effects on 
economic growth (Fetahi-Vehapi, Sadiku and 
Petkovski, 2015; Keho, 2017; Khobai, Kolisi 
and Moyo, 2017). This variable is related to 
the insurance sector in the sense that both 
people and processes involved in export-
import business invariably undergo insurance 
protection.  

WDI, 
World 
Bank, 
2017 
 

Life Insurance 
Penetration      
(LIP) 
 

It is expressed as life insurance premium as 
percentage of GDP. Life insurance has 
positive effect on the economic growth (Ching 
et al. 2010) because increase in insurance 
penetration releases more financial resources 
for investment in the economy.  

Swiss 
Re, 2017 

Non-Life Insurance 
Penetration  (NLIP) 
 

It is expressed as non-life insurance premium 
as percentage of GDP. Non-Life insurance is 
positively   related to economic growth (Leahy 
et al. 2001; Fitzgerald, 2006) because 
increase in insurance penetration releases 
more financial resources for higher rate of 
capital formation in the economy. 

Swiss 
Re, 2017 
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Total Insurance 
Penetration (TIP) 
 
 

It is expressed as total insurance premium as 
percentage of GDP. The total insurance 
penetration has positive effect on the 
economic growth (Ward and Zurbruegg, 2000) 
because it adds to gross capital formation in 
the economy. 

Swiss 
Re, 2017 

Life Insurance 
Density (LID) 

It is expressed as the ratio of life insurance 
premiums to whole population of a given 
country. It is a measure of life insurance sector 
development of a country. Since life insurance 
density is the direct domestic premiums per 
capita expressed in USD, it reflects the 
deepening of the life insurance sector in an 
economy. Thus, it is helpful in the comparison 
of the life insurance sector development 
across nations.  

Swiss 
Re, 2017 

Non-Life Insurance 
Density (NLID) 

It is expressed as the ratio of non-life 
insurance premiums to whole population of a 
given country. It is the measure of non-life 
insurance sector development of a country. 
Since non-life insurance density is the direct 
domestic premiums per capita expressed in 
USD, it reflects the deepening of the non-life 
insurance sector in an economy. Thus, it is 
helpful in the comparison of the non-life 
insurance sector development across nations. 

Swiss 
Re, 2017 

Total Insurance 
Density (TID) 

It is expressed as the ratio of total insurance 
premiums to whole population of a given 
country. It is the measure of overall insurance 
sector development of a country. Since total 
insurance density is the direct domestic 
premiums per capita expressed in USD, it 
reflects the deepening of the whole insurance 
sector in an economy. Thus, it is helpful in the 
comparison of the insurance sector 
development across nations. 

Swiss 
Re, 2017 

 

Empirical Analysis: The specification of the empirical research methods 

followed in this research work is based on the objectives of the study.  

For the objective-1, time series plots are created for the insurance variables 

such as insurance penetration and insurance density, and then the trend 

patterns in these are observed to see the deepening of insurance sector in a 

specific country, and to compare the degree of insurance sector development 

across countries.   
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For the objective-2, the level of disparities in the insurance sector development 

across the selected Asian countries is observed through the time series plots of 

insurance penetration and insurance density. Furthermore, the concept of Gini 

coefficient is used as a statistical measure of the inequality. The Gini coefficient 

of the direct domestic premiums per capita (called insurance density) for each 

selected country is calculated by using the following formula, and then these 

values are compared in three country groups (viz., higher-income countries, 

upper-middle income countries and lower-middle income countries). This 

comparison is made both in numerical and graphic forms.  

The measure of between-country insurance inequality used in this study is Gini 

Coefficient not weighted by population. This Gini Coefficient (Gini) is calculated 

by the following formula: 1
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    (1) 

where n is the number of countries under consideration, and 
iy  is the insurance 

density of country i  arranged in the ascending order.  

In the presence of between-country insurance inequality, it is often asked 

whether such inequality would eventually converge. This issue with respect to 

the insurance sector development across high-income, upper-middle income 

and lower-middle income countries is addressed employing the concepts of 

absolute β-convergence and σ-convergence tests (Barro and Sala-i-Martin, 

1992).  

The β-convergence test involves regressing the average growth rate of direct 

domestic premium per capita (insurance density) over time on the initial level of 

insurance density. The selected Asian countries are said to be converging when 

a negative relationship is observed between the growth rate of insurance 

density and its initial level of insurance density. In other words, absolute β-

convergence is concluded, if the coefficient β is found less than zero. Another 

measure of convergence is that of σ-convergence which is estimated together 

with the β-convergence. The σ-convergence occurs if the standard deviation of 

the natural logarithm of insurance density across the selected countries 

declines over time.  
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For the objective-3, objective-4, and objective-5, the relationship between the 

insurance sector development and macroeconomic growth in the panel of 

selected Asian countries is studied empirically by employing the Pooled Mean 

Group (PMG) based panel Autoregressive Distributed Lag (ARDL) model. For 

this purpose, the neo-classical growth model is augmented in which the 

economic growth has been assumed to be related to capital, labour, and 

insurance market activities. The entire analysis is performed in three steps as 

outlined below:  

Step-I: Panel Unit Root Test: This step examines the stationary properties of 

the variables using panel unit root tests. Since a panel unit root test is sensitive 

to the sample size, degree of heterogeneity between the cross-sections, and 

power properties, the extant literature suggests for the use of more than one 

unit root test instead of a single test. Thus, we have used Levin et al. (2002), 

Breitung (2000), Im et al. (2003), ADF-Fisher, and PP-Fisher (Maddala and Wu, 

1999; Choi, 2001) unit root tests. In all these tests, the null hypothesis is that 

the variable contains a unit root (i.e., it is not stationary). The Levin, Lin and Chu 

(LLC) and Breitung both consider the following basic Augmented Dickey-Fuller 

(ADF) specification for testing a common unit root process in the panel data set:  

ip
'

it it 1 ij it j it it

j 1

y y y X 



            (2)  

The null and alternative hypotheses for the tests may be written as: 
0H : 0  , 

and 
1H : 0 . Under the null hypothesis, there is a unit root, while under the 

alternative, there is no unit root.  

The Im, Pesaran and Shin (IPS), ADF-Fisher and PP-Fisher tests all allow for 

individual unit root processes. These tests combines the p-values from unit root 

tests for each cross-section i to test for unit root in panel data such that:  

 
n
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        (3) 
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It is to be clear latter that the variables included in this empirical analyses are a 

mix of integrated of order zero and one, i.e., I(0) and I(1). In this case, the use 

of PMG based ARDL model is suggested for long-run analysis.   

Step-II: Panel Auto Regressive Distributed Lag (ARDL) model: When the 

variables happen to be a mix of integrated of order I(0) and I(1), the use of 

Panel ARDL model based on Pooled Mean Group is recommended by Pesaran 

et al. (1999).  

For the 14-sample countries of Asia in this study, heterogeneity may arise due 

to differences in the degree of income per capita, contribution of insurance 

sector to the GDP or simply differences in life insurance penetration, non-life 

penetration and insurance penetration as a whole, stock of physical capital, and 

quality/quantity of manpower conditions of each country.  

According to Pesaran et al. (1999), this method is based on residuals that can 

take into account the heterogeneity in individual effects, the slope coefficients 

and individual linear trends between the selected economies. This method 

provides consistent and unbiased long-run estimates even if the data are small 

and independent variables are endogenous. The PMG based panel ARDL 

model of Pesaran and Shin (1999) can be written in the following two type of 

regression:  
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Given this specification, the empirical analysis is divided into three categories:  

1. In the first category, life insurance sector is taken into consideration to 

observe its long-run relationship with economic growth. 

2. In the second category, non-life insurance sector is taken into consideration 

to observe its long-run relationship with economic growth. 
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3.  In the third category, insurance sector as a whole is taken into 

consideration to observe its long-run relationship with economic growth. 

 

Step-III: Panel Granger Casualty Test: The existence of long-run relationship, 

however, does not indicate the existence of causal relationship between 

variables. Thus, it is essential to examine the probable existence of causal 

relationship between them. For this purpose, the panel Granger causality test is 

used (Engle and Granger, 1987). In order to know the causal relationship 

between insurance sector development and economic growth, we have 

conducted the Wald test of coefficients for both the above stated models (4) and 

(5), separately for life insurance sector, non-life insurance sector and insurance 

sector as a whole. In order to know the causal relationship between life 

insurance sector and economic growth, the null hypothesis assumed is that the 

coefficient of LIP is zero in model 1, i.e., life insurance sector does not lead to 

economic growth. In the model 2, the null hypothesis is that the coefficient of 

EG is zero, i.e., economic growth does not leads to insurance development. 

Similar procedure is followed to know the causal relationship between non-life 

insurance sector and economic growth, and the causal relationship between 

insurance sector as a whole and economic growth. 

 

1.6. Relevance of the Study 

1. As economies develop, there occurs a fundamental shift in the patterns 

of occupational choice, production, consumption, and standards of living. 

Thus, countries’ needs and priorities change along with the rising 

tendency to adopt more safe, secured and protected life and assets. This 

calls for emphasis on the insurance sector.   

2. Insurance is an important sector of the economy that mobilizes savings, 

facilitates productive investments, creates jobs, and contributes to 

inclusive growth of an economy. In other words, the insurance sector 

complements to economic growth as an investor of funds, employer of 

human resources, and more importantly the protector of life and other 

non-life assets. 
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3. Insurance is an important part of human life as well as human owned 

assets. Thus, insurance sector positively contributes to the growth of the 

rest of the economy.  

4. Insurance sector development is crucial for poverty reduction in 

developing economies. It can directly reduce poverty by raising a poor 

country’s productivity thereby putting more wages into the pockets of the 

deprived. It is important for creating employment opportunities, which can 

directly reduce poverty levels.  

5. Insurance plays a vital role in enhancing the process of capital formation 

especially in less developed countries. 

6. Insurance sector in this globalized world plays a vital role in enhancing 

the social sector especially in the forms of health sector development, 

welfare of labour, provision of housing, etc.   

7. Access to modern forms of insurance also greatly contributes to 

education, innovation and thus, economic development.     

1.7. Limitations  

1. Although Asia consists of 48 countries, this study used a sample of 

only 14 countries due to paucity of long time-series data required for 

the macro-level research works. So, the findings of this study cannot 

be generalized for the entire Asia.  

2. This research work is de-limited to include only three country-groups 

viz., high-income, upper-middle income and lower-middle income 

economies, and excludes the lower income countries due to non-

availability of required time-series data for the considered sample 

period.  

3. Although macro-level time series analysis requires a long time-series 

for robustness in the estimation, this research work used only 31-year 

long time series spanning from 1985 to 2015 due to non-availability of 

complete required series for the sample countries.  

4. This research work is de-limited to the macro-level approach thereby 

failing to focus on the specific insurance categories, viz., health 

insurance, crop insurance, industrial insurance etc.  
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5. This piece of research work augmented the neo-classical growth 

framework by adding insurance sector activities while controlling for 

inflation and trade openness. This augmented approach excludes the 

other macroeconomic variables such as human capital, technology 

etc.    

6. This study by analysing the relationship between insurance sector 

and economic growth in sample Asian economies, excludes the joint 

linkage effects of banking and insurance on macroeconomic growth.  

7. The present study is de-limited to the analysis of all sample countries 

in a panel framework and thus, country-specific nexus between 

insurance and economic growth is excluded.  

1.8. Thesis organisation 

The entire research work is organised in the following manner. 

Chapter-1: Introduction: This chapter introduces the backdrop on the basis of 

which the research problem is identified by formulating pertinent research 

questions. The chapter points out the objectives and hypotheses of the study, 

specifies the data and data sources and also outlines the methodology of the 

research. 

Chapter-2: Literature Review: This chapter extensively reviews the past 

related studies to identify the research gaps so as to justify the research 

problem of the present study. 

Chapter-3: Economic Growth in Asia: This chapter analyses the trends and 

patterns of economic growth in the Asian countries.  

Chapter-4: Insurance Sector Development in Asia: This chapter analyses 

the current status and trends in insurance sector development in Asian 

countries. Further, it focuses on the factors contributing to typical observations 

concerning insurance sector in Asia.  

Chapter-5: Inequality in Insurance Sector Development in Asia: This 

chapter investigates whether inequality in the growth of insurance sector exists 

across Asian countries. The chapter also focuses on the convergence 

possibility across these economies.  
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Chapter-6: Insurance Sector and Economic Growth in Asia: This chapter 

explores the dynamics of the relationship between the ‘life insurance sector and 

economic growth’ and ‘non-life insurance sector and economic growth’, on the 

one hand, and ‘insurance sector as a whole and economic growth’ on the other 

hand.  

Chapter-7: Summary and conclusions: This chapter summarizes the findings 

of the study, outlines the economic implications of the findings, and accordingly 

makes suggestions for the development of the insurance sector.  
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CHAPTER-2 

LITERATURE REVIEW 

2.1. Introduction 

 Economic growth and its sustainability has long been the focus of 

discussion for both academic researchers and policy makers. A number of 

attempts have been made to extensively list the factors that may have an impact 

on economic growth (Hasan and Tucci, 2010).  The pioneering works by 

Schumpeter (1911), Patrick (1966), King and Levine (1993) on endogenous 

growth emphasised the role of finance as an input in production (Pradhan et al. 

2016) and insurance as financial  intermediary also got due recognition particularly 

after the liberalization of financial systems, privatization, globalization and 

conglomeration of financial markets during 1990s (Outreville, 2013). 

  Insurance sector plays an important role in augmenting economic growth 

by managing the risk involved in the investment decisions (Ward and Zurbruegg, 

2000; Arena, 2008). Insurance companies mobilise savings from surplus-spending 

units to the deficit-spending units and thus, helps in financing the real investment 

(Hassan et al. 2011; Chen et al. 2012).  Insurance companies indemnify those 

suffering loss and stabilize the financial position of individuals and firms (Ćurak et 

al. 2009). Insurance by transmitting the risks to insurance companies induce risk 

averse consumers to demand goods and services of higher values which in turn 

encourages production and employment and thus promotes inclusive growth 

(Allen and Santomero, 1997). Insurance mitigate those firms which are exposed to 

various risks of their liability, property etc. by transferring risks to the insurance 

companies which allow firms to focus on core business. Therefore, firms willingly 

take real investments leading to economic growth (Ćurak et al. 2009). 

 In the process of accumulation and allocation of resources insurance 

companies lower transaction costs, achieve diversification and lower non-

systematic risk, provide limited liquidity and lower information asymmetry, by 

which they contribute to economic growth through channels of marginal 

productivity of capital, saving rate and technological innovation (Devereux and 

Smith, 1994). 
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 Due to the significance of insurance sector in economic growth, the present 

chapter reviews the existing literature on the insurance development and 

macroeconomic growth. As literature review is aimed at critical evaluation of the 

existing body of knowledge both from published as well as unpublished sources in 

order to create a knowledge gap. So, this chapter reviews the existing body of 

knowledge on various themes by taking due consideration of the main objectives 

of literature review.    

2.2. Theoretical Perspectives of Economic Growth  
  

 The literature on growth economics during its journey in post-world war II 

period witnessed mainly three approaches in the form of Harrod-Domar growth 

theory developed independently by Harrod (1939) and Domar (1946) with their 

underlying assumptions more or less the same, Neo-classical model by Solow 

(1956) and Swan (1956) during mid-1950s and third, in the form of endogenous 

growth models by Romer (1983) and Lucas (1988) during 1980s (Aghion and 

Howitt, 2009). 

 Both Harrod and Domar attempted to study the long run growth with the 

tools of Keynesian economics. Harrod regarded dynamic equilibrium a pre-

condition for trade cycle theory and Domar, on the other hand, was more 

concerned with the supply and demand equilibrium along the steady growth path. 

Nevertheless, despite the differences in their analyses Harrod-Domar model 

appear as a single growth model in the growth theory (Hagemann, 2009). The 

Harrod-Domar model of economic growth led the development economists and 

planners to believe that the transition from slow to rapid growth required a 

sustained rise in the rate of savings and investment. It further implied that 

equilibrium in the economy even in the long run can be regarded as the knife-edge 

balance (Solow, 1956). This argument propelled Solow to develop an alternative 

model in the form of neo classical growth model which can be best described as 

the second wave of interest in the growth theory. 

 Solow attributed the doubtful knife-edge problem in the Harrod-Domar 

model to the dubious assumption of fixed production coefficients and held the view 

that by replacing it with the variable proportion production function with substitution 

between labour and capital will lead to the stability in long run growth equilibrium 
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characterised by convergence in the balanced growth path (Solow, 1994). Even 

today, the approaches of Solow (1956) and Swan (1956) to neo-classical model 

are considered as the starting point for any study on growth theory.  

 The neo-classical growth models like Solow (1956), Koopmans (1965) 

predicted the convergence in the per capita income levels across countries as they 

believed in the inverse relationship between countries’ initial per capita income to 

the per capita growth rate. They assumed diminishing returns to the reproducible 

capital. With low level of capital-labour ratio but high marginal product of capital in 

poor countries helps them to grow faster that result in convergence (Barro, 1991). 

However, result from the study of Summers and Heston (1988) who empirically 

tested the relationship between per capita economic growth and the initial level of 

GDP per capita of 98 countries indicated very weak correlation of just 0.9 between 

initial level of per capita in the year 1960 and growth rate in 1985. This finding 

along with other anomalies like diminishing returns of capital, exogenous 

technology motivated growth theorists to new growth theorists to an alternative 

equilibrium model of endogenous technical change that took into account the long-

run growth (Romer, 1986).  

 The endogenous growth theories is thus presumably motivated by the lack 

of evidence of convergence in the developed nations and divergence of growth 

rates across nations and thus represent the third wave of interest in the growth 

economics. The Nobel laurate Paul Romer is the pioneer in the new growth theory. 

His seminal work in 1986 is regarded as the revitalisation of modern growth 

theory. The absence of diminishing returns to capital is the main principle in the 

endogenous growth which is attributed to the inclusion of human capital in the 

definition of capital (Thirlwall, 1994). 

 The path breaking work by Romer (1986) reorganised the literature on 

growth economics. He put forth a stable positive equilibrium growth path with 

increasing return by incorporating knowledge component in it which is endogenous 

to the model. New growth theory or endogenous growth model as is commonly 

known views economic growth as the process of learning by doing within the 

framework of metropolitan areas, industries or firms. It tries to overcome the 

deficiency of exogenously determined saving rate of Harrod-Domar model and 

technical progress of Solow model by building macroeconomic models out of the 

microeconomic foundations (Gupta, 2014).  
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 The hallmark of the endogenous growth theory is that long-run growth rate 

is determined endogenously within the theory. Endogenous growth theory has led 

to the generation of other noteworthy approaches like that of Romer (1990), 

Grossman and Helpman (1991), and Aghion and Howitt (1998). These studies 

focus the mutual interdependence and feedback effects of various producers and 

sectors within an economy. Interdependence and developments of factors within 

one economy are vigorously explained by such models, however, it becomes 

highly complex when mutual influence of various economies is considered; thus 

they are problematic if unambiguous results are needed for empirical tests. 

 With such diverging views about the determinants of economic growth of a 

country, the inclusion of finance as the growth determinant also got recognised 

particularly after path-breaking work by Gurley and Shaw (1955). The importance 

of finance as the determinant of growth over the passage of time got so much 

attention that the Nobel laurate Merton Miller (1998) went on to say that our 

understanding of the dynamics of economic growth would be impaired if the 

dimension of finance-growth nexus is ignored. Given the importance of finance in 

the growth process of the country, the following section reviews the research 

studies that have examined the relationship between finance and economic 

growth. Since insurance companies are financial intermediaries and affect the 

growth process more or less in the same manner as does the finance itself. So this 

section, on the one hand, discusses the importance of finance in the economic 

growth and on the other hand, prepares the background for the studies discussing 

insurance-growth nexus. 

 

2.3. Finance-Growth Nexus 

Academic researchers and policy makers have long been concerned about 

the economic growth with its long-run sustainability as the focal point of 

discussion. Large number of attempts has been taken to list out the factors having 

an impact on economic growth (Hasan and Tucci, 2010). Prior to the seminal work 

of Gurley and Shaw (1955), economic growth and development was talked only in 

terms of wealth, labour force, income and output with the complete neglect of 

financial sector. The path breaking study emphasized the inclusion of finance to 

the real factors in the discussions of economic growth. This paved the way for 
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researchers to focus the financial aspects of the development (Goldsmith, 1969; 

Shaw, 1973; Keynes, 1973; Schumpeter, 1982).  

The Pioneering research by Patrick (1966), Jung (1986), King and Levine 

(1993), emphasize the role of finance as the determinant of growth. The studies 

maintain that it is financial development and other macroeconomic determinants 

that drive long-run economic growth (Levine, 1997; Rajan and Zingales, 1998; 

Levine et al. 2000; Levine 2005). However, the interest to analyse the relationship 

between financial development and economic growth got increased only after 

1990s as the result of endogenous growth theory pioneered by Romer (1986) and 

Lucas (1988) that lead to the resurgence of determinants of economic growth and 

consequently a number of studies like (Spears, 1991; Levine, 1991; Pagano, 

1993; Gregorio and Guidotti, 1995; Demetriades and Hussein, 1996; Arestis and 

Demetriades, 1997).  

 Finance and growth relationship is theoretically governed by the three 

thoughts which differentiate from one another on the basis of transmission 

mechanism between the two. The first among the three is demand-following 

hypothesis which propounds that growth in the real sector of the economy 

precedes the growth in financial sector (Quartey and Prah, 2008; Demirguc-Kunt 

and Levine, 2008; Robinson, 1952; Romer, 1952; Kar et al. 2011; Menyah et al. 

2014). Financial development in the form of enhanced financial products and 

services occur as the result of increased demand by individuals and households 

as their income rise due to growth in the real sector of the economy (Wolde-

Rufael, 2009).  

 On the other hand, the supply-leading hypothesis argue that it is financial 

development that lead to the growth in the real sector. They assert that financial 

institutions make possible efficient utilization of funds from surplus savers to the 

deficit-spending units (Patrick, 1966; Chaiechi, 2012; Hsueh et al. 2013; Alhasan 

and Fiador, 2014). Efficient financial system reduce the cost of investment through 

effective utilization of resources and thus act as an agent for economic prosperity 

through enhanced investment and capital formation (Quartey and Prah, 2008; 

Alhasan and Fiador, 2014; Muye and Hassan, 2016). 

 The third school of thought, argued for feedback hypothesis which advocate 

the bidirectional relationship between finance and economic growth (Greenwood 

and Smith, 1997; Blackburn and Hung, 1998; Marques et al. 2013; Pradhan et al. 
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2014). The advocates of this school posit that financial development leads to the 

technological changes, innovation in products and services which in turn stimulate 

financial services demand (Schumpeter, 1912; Levine, 1997). The response in the 

demand for financial services also results in the growth of the economy through 

feedback causality (Luintel and khan, 1999; Lee et al. 2013). 

 Levine (1997) argued that improved financial markets lead to efficient 

economic development. A well-developed and liberalised financial market reduce 

the cost of capital, increase the desire of investors for investment that lead to the 

increased economic growth (Bekaert et al. 2001, 2005). Herring and Santomero 

(1997) asserted although the direct role of finance in real company is not that 

much but it indirectly it makes an extraordinary impact through the mobilisation of 

savings and by allocating credit across space and time. In addition to payment 

services, the financial sector or institutions that help households, firms and 

industries to cope up with uncertainties. A well-functioning financial sector 

minimises the cost and risk of producing and trading goods and services and thus 

facilitates economic growth of a country.  

 However, despite the conflicting views about the role of financial 

development in economic growth there are vast number of studies including 

Quartey and Prah (2000), Demirguc-Kunt and Levine (2008), Robinson (1952), 

Romer (1952), Kar et al. (2011), Menyah et al.  (2014), Patrick (1966), Chaiechi 

(2012), Hsueh et al. (2013), Alhasan and Fiador (2014), Greenwood and Smith 

(1997),  Blackburn and Hung (1998), Marques et al. (2013) and Pradhan et al. 

(2014) that focus  finance-growth nexus.  

 The literature on finance-growth nexus also finds a number of empirical 

studies in which the impact of finance on economic growth has been tested like 

King and Levine (1993) in order to examine the impact of financial development on 

economic growth by employing various indicators of financial development based 

on the scale of financial intermediary institutions, and economic growth variables 

like per capita real GDP growth rate, per capita capital consumption rate and 

aggregate production growth rate asserted that level of financial development of a 

country can predict its level of economic growth. The study used panel data by 

covering 80 countries for the time period 1960–1989.  

 Demetriades and Hussein (1996) based on the analysis of panel data from 

16 countries for the time period from 1960-1990 concluded that both financial 
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development and economic growth are interconnected. Rousseau and Wachtel 

(2005) examined the relationship between financial development and economic 

growth by utilising the panel data from 84 countries. The study applied rolling 

regression approach and found somewhat interesting results like less developed 

countries showing clear relationship from financial development to economic 

growth and developed countries in the reverse way. It was also found in the study 

that relationship was not clear in the latter period of the study. Kemal et al. (2007) 

found from analysis of 19 developed countries that there is no causality between 

financial development and economic growth. It may however be noted that such 

results are due to fact that these earlier studies have assumed too many things 

during their estimation. More recently, Kar et al. (2011) used the method of 

bootstrap panel Granger causality test to examine the causality between financial 

development and economic growth in the Middle East and North African countries. 

The study allowed the condition of cross-sectional dependence. The findings of 

the study support the reasoning of Lucas (1988) that the role of financial 

institutions is sometimes overemphasized during the process of economic 

development. It is to be noted that Asia particularly Korea, Hong Kong, Singapore, 

Taiwan went through the process of rapid economic development during the 

period 1960s to 1990s, which improved their living standard. The cross-sectional 

analysis of these countries lead many researchers to conclude that it is the 

stability of macroeconomic environment like controlled inflation, good fiscal health, 

and favourable balance of payments that favour improved economic growth. 

 However, Fase and Abma (2003) while considering the issues of causality 

in Asia found that the process of development in Asia is different from other 

regions of the world. Initially, in order to attract the foreign capital, some countries 

liberalised their financial markets and during the later periods economic growth 

became so rapid that domestic capital was overwhelmed. 

 Despite the Asian financial crises in 1997 due to the dramatic accumulation 

of non-performing assets, it is still widely held that the development of financial 

markets has had a very relationship with economic growth in many Asian 

countries. For example, Yang and Yi (2008) provided empirical evidence that 

finance causes economic growth in Korea. The study also favoured financial 

reforms in Korea as it is through these reforms that sustainable development in the 

medium and long-term could be maintained. Habibullah and Eng (2006) states it is 
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because of the liberalized policies that enabled financial markets to develop more 

efficiently in the Asian region, as the figures for M1/GNP and M2/GNP which 

represent financial development of a country show a stable growth trend in Asia. 

 Hsueh et al. (2013) investigated the causal relationship between financial 

development and economic growth by utilising Konya’s method of bootstrap panel 

Granger causality for the ten Asian countries between the year 1980 and 2007. 

Domestic claims to GDP, M1, M2, and M3 are used as financial development 

variables in the study. The results show that the causal direction between financial 

development and economic growth is sensitive to the financial development 

variables used in each of the ten countries. Specifically the study finds that in 

Malaysia, Indonesia, Korea, Thailand, Singapore, China and Taiwan have one way 

Granger Causality from financial development to economic growth. In Malaysia, 

the Granger causality from economic growth to financial development was found in 

case of M1 variable of financial. In case of Philippines, India and Japan, no causal 

relation was found.  

 From the summary of above literature, it can be concluded that there is 

consensus among the researchers that finance and economic growth has definite 

relationship between one another as most of the studies in the area focus the 

direction of causality only. It is observed from the theoretical perspective of 

finance-growth nexus that finance compliments growth of the economy by 

reducing the cost of capital, efficient utilisation of resources from surplus savings 

units to the deficit spending units and thus act as an agent of economic prosperity 

through enhanced investment and capital formation.  

 Theoretical conclusions are supported by the empirical studies as King and 

Levine (1993) in case of 80 countries empirically examined the role of financial 

intermediaries in the economic growth and concluded that level of financial 

development of a country can predict its economic growth. According to the 

finance-growth nexus theory, financial development through financial 

intermediaries promotes economic growth (Levine, 1997). Among the financial 

intermediaries, the insurance companies play an important role as they help in 

financial intermediation as intermediaries on the one hand and also act the main 

risk management tool for companies and individuals. With this importance of 

insurance sector, the study is focused to analyse the relationship between 

insurance sector developments to the macroeconomic growth of the country. So 
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the next section reviews the literature on insurance-growth nexus and discusses 

the theoretical and empirical results in this regard. 

2.4. Insurance-Economic Growth Nexus 

 The literature has recognized the importance of the insurance–economic 

growth relationship (Outreville, 1990; Catalan et al. 2000; Ward and Zurbruegg, 

2000; Beck and Webb, 2003; Boon, 2005; Kugler and Ofoghi, 2005; Adams et al. 

2010; Lee et al. 2013; Pradhan et al. 2015; Lee et al. 2017). Insurance contributes 

to the economy directly and indirectly in many ways and has thus like other 

financial services, grown significantly in ensuring sustainable economic growth 

(Holsboer, 1999). Insurance contributes to the economic growth of the country by 

promoting financial stability and reducing anxiety, facilitating trade and commerce, 

mobilising savings, acting substitute to the government security programs, 

enhancing financial intermediation, encouraging loss mitigation and also by 

enabling efficient risk management (Skipper, 1997; Kugler and Ofoghi, 2005). 

Insurance market contributes to the economic growth through the risk 

management and indemnification and also as the institutional investors (Njegomir 

and Stojic, 2010). Kugler and Ofoghi (2005) by using Johnsen’s cointegration test 

to examine the long run relationship between insurance development and 

economic growth to the data from 1971 to 2003 in Europe. The study further 

conducted causality tests to determine the pattern of relationship between the two. 

The results of the analysis confirm the long run relationship between the insurance 

development and economic growth. Haiss and Sumegi (2006) investigated the 

relationship between insurance and economic growth by analysing the impact of 

insurance premium and investment on GDP growth in Europe. 

 The study used endogenous growth model with modified version of Cobb-

Douglas production function. The panelled data from 1992-2005 is used in the 

study to improve the efficiency of estimations and to reduce the short run 

fluctuations. The variables like GDP per capita, capital stock, human capital, 

insurance indicators, interest rate and inflation rate are used in the estimation 

equations. The findings of the study reveal a significant connection between 

insurance services and economic growth and also emphasize the impact of real 

interest rate and level of economic development for the insurance services. Chen 

et al. (2011) by applying Generalised method of moments for dynamic panel data 
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of 60 countries from 1976 to 2005 confirm the positive impact of insurance on 

economic growth and their nexus varies across different countries with different 

social, cultural, political and economic conditions. Further, it is found that 

development of the stock market and life insurance market are substitutes rather 

than compliments. Balcilar et al. (2018) finds that life insurance market activities, 

non-life insurance market activities and banking sector activities individually 

stimulate economic growth. Besides, insurance activities-both life insurance and 

non-life insurance and banking sector activities have complementary synergistic 

effects on economic growth in Africa. Adetunji et al. (2018) reveals insurance 

penetration lead to the increase in economic growth of Nigeria and thus support 

supply-leading hypothesis of insurance-growth nexus. Pant and Bahadur (2017) 

by using total insurance premium, life insurance premium and non-life insurance 

premium as the determinants of insurance and finds positive relationship between 

insurance and economic growth in Nepal. Fashagba (2018) reveals that there is 

positive relationship between non-life insurance and economic growth in Nigeria 

but negative relationship between life insurance and economic growth. Dash et al. 

(2018) perceives both unidirectional and bi-directional causality between insurance 

market penetration and per capita economic growth across 19 Eurozone countries. 

 With quite analogous to the finance-growth relationship, the literature on 

insurance-growth nexus is also governed by four possible hypothesis in terms of 

causality like viz., demand-following, i.e., economic growth leads to a rise in 

demand for insurance; supply-leading, i.e., growth in insurance induces economic 

growth; feedback hypothesis; and no causal relation (Blum et al. 2002; Haiss and 

Sumegi, 2008; Ching et al. 2010). 

A. Demand-following Hypothesis:  

 The proponents of demand-following hypothesis support that there is 

unidirectional relationship between economic growth and insurance development 

and the causality runs from economic growth to the development of the insurance 

sector. They hold the view that the development of the insurance sector is the 

result of prosperity in the real side of the economy. They put forth the view that as 

an economy grows, the need for additional insurance coverage may emerge in the 

market in response to a higher demand for financial services. As per this view 

insurance sector development depends upon the economic growth of the country 
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and as such any policy that would enhance the economic growth would also lead 

to the development of insurance sector. 

 Various single and cross country empirical studies like Ching et al. (2010) 

for Malaysia; Horng et al. (2012) for Taiwan and China; Oke (2012) for Nigeria; 

Chi-wei et al. (2013) for low income countries of Oman, Jordan and Saudi Arabia’ 

Sibindi and Godi (2014) for South Africa; Gabriel (2015) for Nigeria and Umar et 

al. (2015) for Nigeria found the empirical evidence of the unidirectional causal 

relationship running from economic growth to insurance sector development. 

Sibindi and Godi (2014) examined the causal relationship between the insurance 

sector and economic growth in South Africa for the period 1990 to 2012 by making 

use of insurance density as the proxy for insurance market development and real 

per capita growth domestic product as the proxy for economic growth. The study 

tested the cointegration amongst the variables by applying the Johansen 

procedure and then test for Granger causality based on the vector error correction 

model (VECM). The results of the study confirm the existence of relationship and 

also indicated that the direction of causality runs from the economic growth to the 

long-term insurance. The study further asserts that insurance sector contribute to 

economic growth through the mechanism of risk transfer and thereby providing 

indemnity besides playing the intermediation role in the economy. 

  Insurance can also be used as a vehicle of savings mobilisation. Podoaba 

(2015) studied the relationship between the levels of economic development and 

insurance activity in 32 European countries from 2002 to 2011. Insurance density 

and insurance penetration were used as proxies for the insurance activity and per 

capita GDP for the economic development. The findings of the study confirm the 

relationship between insurance density and GDP per capita. It was further found 

that there is some relationship between insurance penetration and per capita 

GDP, but the strength of influence is rather to accept the hypothesis that economic 

development is positively related to the health insurance.  

B. Supply-leading Hypothesis:  

 The proponents of supply-leading hypothesis maintain that development of 

the insurance sector may induce higher economic growth by facilitating savings in 

the form of financial assets, thereby promoting capital formation and hence, 

promoting economic growth. Thus, they favour unidirectional relationship between 
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insurance and economic growth and causality runs from insurance to economic 

growth. 

 This view is supported by studies including Ward and Zurbruegg (2000) for 

9 OECD countries; Webb et al. (2002) for 55 countries; Boon (2005) for 

Singapore; Peter and Kjell (2006) for Hong Kong; Arena (2008) for 56 countries; 

Haiss and Sumegi (2008) for 29 European countries; Vadlamannati (2008) for 

India; Adams et al. (2009) for Sweden; Curak et al. (2009) for 10 transition 

countries; Marijuana et al. (2009) for 10 transition European Union member states; 

Han et al. (2010) for 77 countries; Avram et al. (2010) for 93 countries; Mojekwu et 

al. (2011) for Nigeria; Chen et al. (2012) for 60 countries; Njegomir and Stojic 

(2010) for 5 countries; Nejad and Kermani (2012) for Iran; Horng et al. (2012) for 

Taiwan; Akinlo (2013) for Nigeria; Eze and Okoye (2013) for Nigeria; Verma and 

Bala (2013) for India; Lee et al. (2013) for 41 countries; Dhiab and Jouili (2015) for 

Tunisia found the empirical evidence of the unidirectional causality running from 

insurance sector development to economic growth. Liedtke (2007) while 

supporting the supply-leading hypothesis theorised the contributions that 

insurance sector makes to the economy. The study reveals that insurance is 

important to the growth of an economy as it contributes to the employment, 

compensates financially the victims, occupies central part in the financial process 

and helps in the long term investments in the economy. Insurance underpins the 

economic growth by providing buffer function as it filters out the sudden surges in 

the financial needs in times of disasters and thus bail out the insured from 

bankruptcy. The study also asserted that insurance sector contributes to the 

development of an economy beyond the risk-sharing mechanism through 

innovations by looking for new markets, business models and strategies and 

establishing client relationship. The insurers needs well educated human capital 

and a sophisticated business infrastructure which have positive external effects in 

other parts of the economy.  

 Avram (2010) reveal positive relationship between overall insurance 

particularly with respect to life and non-life insurance growth and economic growth 

with legal factors and protection of property rights playing an important role in 

insurance growth. Curak et al. (2009) asserted insurance promotes growth by 

managing risk and mobilisation and allocation of resources. The study examined 

the insurance-growth nexus empirically in 10 transition European countries by 
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applying fixed-affects panel model and control for other variables like banking and 

stock market development, initial level of economic developmental, investment etc. 

that determine the economic growth. The results of the study are consistent to the 

life, non-life and total insurance even after other determinants of growth are 

controlled.  Adams et al. (2009) examined the relationship between commercial 

banking, insurance and economic growth in Sweden. The study used time series 

data from 1830 to 1998 and performed granger causality test. The results of the 

study showed that insurance Granger causes economic growth and bank lending. 

The study further found that in the nineteenth century bank lending was superior to 

insurance in causing economic growth. However, in the twentieth century, the 

causality is reversed with insurance causing economic growth. 

C. Feedback Hypothesis:  

 The proponents of this hypothesis held that there is bidirectional 

relationship between insurance and economic growth. Insurance development 

leads to economic growth and economic growth in turn leads insurance 

development. Any government initiative to develop insurance sector will augment 

investment and increase productive capacity and thus economic growth. Similarly 

an increase in the growth of the country is reflected in the insurance development 

of the country. 

 The studies like Kugler and Ofoghi (2005) for UK; Lee (2011) for 10 OECD 

countries; Akinlo and Apanisile (2014) for Sub-Saharan Africa; Su et al. (2012) for 

China; Chi-Wei et al. (2013) for higher income countries such as United Arab 

Emirates, Kuwait and Israel; Pradhan et al. (2015) for 34 OECD countries found 

the evidence in favour of bidirectional relationship between insurance sector 

development and macroeconomic growth.  

D. Neutrality Hypothesis:  

 According to this view, there is no relationship between insurance sector 

development and economic growth. These two are independent of one another. 

Insurance sector development does not lead to economic growth and vice-versa. 

There are only a few studies like Catalan et al. (2000) for 14 OECD and 5 

emerging economies; Ege and Sarac (2011) for 29 OECD countries; Bednarczyk 

(2012) for Poland which provide the evidence of no causal relationship between 

insurance sector development and real economic growth. However, there are still 
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certain studies like Impavido et al. (2003) for 25 OECD and 7 emerging 

economies; Chang et al. (2013) for 10 OECD countries; Hu et al. (2015) for 31 

Chinese provinces; Wanat et al. (2016) for 10 transition European Union member 

countries which provide a mixed evidence on such relationship. Hu et al. (2015) 

investigate the relationship between insurance activity and economic growth using 

data from 31 regions of China over the period 1997-2011 by using the bootstrap 

panel Granger causality test. Variables used in the study are per capita real gross 

domestic product and real insurance density. The findings of the study indicate 

that the direction of causality seems to be in favour of the neutrality hypothesis in 

21 out of 31 regions of China. Chang et al. (2014) also found neutrality in the 

between insurance and economic growth in Belgium. 

 It is revealed from the above literature that the relationship between 

insurance and economic growth varies across countries. The relationship also 

varies across different sectors of insurance industry. So, in the next sections the 

literature on the relationships between life insurance and economic growth, and 

non-life insurance and economic growth are reviewed separately. 

2.4.1. Life Insurance-Growth nexus  

 Life insurance is a policy or an agreement between a policy-holder (insured) 

who pays a certain amount of premium to the insurance company (insurer) which 

in turn agrees to cover his risk and pays a sum of money to the beneficiaries once 

the policy matures. Theoretically, the demand for life insurance services is viewed 

as the means by which uncertainty in the household's income stream, related to 

the possible premature death of a household's primary wage earner, is reduced 

(Browne and Kim, 1993). The demand for life insurance services depends upon 

the wide range of factors including among other things income, age, education 

level, occupation, inflation, race (Hammond et al. 1967). 

 Burnett and Palmer (1984) examined various demographic, psychographic 

and socio-economic variables to predict the factors affecting the life insurance 

consumption and found that psychographic factors like work ethics, fatalism, 

religious salience, and assertiveness and social preferences are good predictors 

of level of life insurance consumption.  
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 The demand for life insurance services varies across countries and 

depends upon various economic, demographic and institutional factors (Beck and 

Webb, 2003). Inflation alters the demand pattern of insurance products and is thus 

assumed to affect the life insurance industry (Cargill and Troxel, 1979). The 

negative effect of inflation (anticipated) on savings through life insurance has been 

largely documented in the literature (Fortune, 1973).  Outreville (1996) asserts that 

life insurance contract charges same price throughout the contract duration, that 

is, life insurance products are purchased on level premium plan and the total life 

insurance premium income is generated by contracts of different nature and 

duration. Thus it is not strictly comparable to premium income of insurance 

business of yearly contracts. Life insurance products may not serve the desired 

purpose in the countries that experience inflation.  

 Sen and Madheshwaran (2013) analysed the regional determinants of life 

insurance in the Asian countries covering time period from 1994-2008. The 

variables used in the analysis include insurance premium (insurance density and 

insurance penetration), economic (GDP, Inflation, real interest rate, financial 

depth) and demographic (population, dependency ratio, adult literacy rate, life 

expectancy and urbanisation). The findings of the study reveal that financial sector 

development, inflation and real interest rate are the determinants of life insurance 

consumption in addition to income. 

 Apart from the studies analysing the demand for life insurance services, a 

number of studies have analysed the relationship between life insurance and 

economic growth as life insurance companies besides managing the risk also help 

in the growth process of an economy by mobilising the savings for the investments 

purposes. Regarding the impact of insurance on economic growth, Arena (2008) 

asserts that life insurance companies promote capital deepening by investing 

funds (savings) raised through contractual savings products in stock and equities. 

This will foster more efficient capital allocation. Browne and Kim (1993) asserts 

that life insurance consumption is greatly enhanced by economic development and 

economic stability as there is positive correlation between life insurance and 

national income and wealth with inflation having a negative value upon the 

consumption of life insurance services.  

 Beck and Webb (2003) after finding the significant correlation among the 

potential determinants of life insurance, conducted multivariate regression analysis 
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to assess which potential determinants robustly predict the life insurance 

consumption even after controlling other potential determinants. The study used 

panel data from 68 economies for the time period from 1961- 2000. Real GDP per 

capita, young and old dependency ratios, average years of schooling, life 

expectancy, inflation rate and banking sector development were among baseline 

regression variables. Subsequently other potential determinants of life insurance 

consumption were regressed. The panel estimations showed that higher income 

levels, lower inflation and developed banking strongly influence the life insurance 

consumption. Higher private savings and higher real interest rate are associated 

with higher consumption of life insurance. The study further found that young 

dependency ratio, life expectancy and schooling did not have much association 

with life insurance consumption. Chen et al. (2012) investigate the effect of life 

insurance on economic growth. The study used the Panel data from 60 countries 

of Asia, Europe, America and Africa and Middle East by covering the time period 

from 1996 to 2005 and utilised the generalised method of moments for dynamic 

panel data in the analysis. Life insurance penetration and life insurance density 

are used as explanatory variables and GDP per capita as the dependent variable. 

Other variables like inflation, government consumption, trade openness, changes 

in terms of trade, human capital investment are used as control variables with 

economic conditions, saving rate, real interest rate and social security as 

conditional variables are used. The study found robust evidence of positive impact 

of insurance development on economic growth. 

 Lee and Chang (2015) investigated the relationship between financial 

policies and life insurance development across 50 countries from 1996 to 2005 by 

utilising random-effect analysis.  The study also investigated how country-specific 

characteristics such as economic development level, financial structure, and 

governance environments influence the effect of financial reforms. The study 

appraised the link between life insurance development and the overall index as 

well as several sub-dimensions of financial reform that include interest rate 

liberalization, entry barriers, privatization, capital account restrictions, and 

securities market policy. It was revealed that financial reforms alone are not 

significantly correlated with the development of the life insurance market.  

 Country-specific characteristics, like the level of economic development, 

financial system structure and governance environments, influence the effect of 
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financial reform. Interest rate liberalization has the dominant position among sub-

dimensions of financial reform; however it significantly depends on environmental 

variables like the level of economic development, financial structure, and national 

governance environments. Most liberalization policies incorporating the influence 

of conditional variables have a positive net effect on life insurance development 

(Ward and Zurbruegg, 2000).  

 Ward and Zurbruegg (2000) conducted cointegration and causality test on 

the panel data set of nine OECD countries from 1961 to 1996 to examine the 

relationship between insurance growth and economic growth and found that 

insurance growth causes economic growth in some countries and in vice-versa in 

others. The study concluded that results are country specific and any discussion 

on whether insurance growth causes economic growth depends upon the number 

of national factors. Ouedraogo et al. (2016) assessed the impact of life insurance 

on economic development and heterogeneity of insurance effect by collecting the 

sample from 86 countries for the time period from 1996-2011. The study used the 

linear model to analyse the direct effect of life insurance premiums on real GDP 

per capita economic growth. The econometric results from the analysis suggest 

that countries with better-developed insurance activity have higher economic 

growth. The results also revealed that the marginal positive impact of life 

insurance on economic growth decreases with the levels of deposit interest rate, 

bank credit to private sector and stock market traded. The marginal positive impact 

of insurance on economic growth is lower in the countries of the Sub-Saharan 

African region and in British legal system countries. Finally, the development of life 

insurance has a greater effect on economic growth in presence of high quality 

institutions. There are other studies like Ward and Zurbruegg (2000), Kugler and 

Ofoghi (2005), Liedtke (2007), Chen et al. (2011), Liedtke (2007), Lee (2011) that 

favour a nexus between life insurance and economic growth.   

 From the above literature, it can be revealed that the relationship between 

life insurance and economic growth varies across countries as the country-specific 

characteristics, like the level of economic development, financial system and its 

structure and governance environments do have their impacts upon the insurance 

sector. 
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2.4.2. Non-life Insurance-Growth Nexus 

 Non-Life insurance is fundamentally the complement to life insurance. 

Whereas life insurance includes the insurance of contingencies that depend on 

human survival or mortality, the non-life insurance includes the insurance of most 

other events. A few other forms of insurance like health insurance, sickness 

insurance do not fit neatly to either life insurance or non-life insurance and are 

regarded as forming their own categories of insurance. However, non-life 

insurance mainly includes that insurance which is not covered by life insurance, 

though terminology differs from country to country. Whereas, in the continental 

Europe it is known as non-life insurance, in the North America it is called property-

liability insurance or property and casualty insurance. In India as in United 

Kingdom, the term general insurance is used to refer to non-life insurance. Non-life 

insurance differs also differs from life insurance with respect to the period of time 

during which it provides protection. Non-life insurance contract is mostly a one-

year renewable contract and life insurance is a long term contract. 

 The policies of Non-Life insurance are mostly characterized by the 

particular risks they cover or in respect of which they provide indemnity. These 

risks are commonly known as perils and insurance arrangements are conveniently 

classified as per the perils covered which include auto insurance, property 

insurance, travel insurance, accident insurance, credit insurance, disaster 

insurance, and mortgage insurance. These subsets of non-life insurance policies 

are usually referred to as classes of business or lines of business. The business of 

non-life insurance depends upon different factors like income, wealth, price of 

insurance, loss probability and risk aversion (Browne et al. 2000). Studies like 

Beenstock et al. (1988); Outreville (1990) found a positive relationship between 

income and property-liability insurance. Arrow (1965) asserts that as the wealth of 

the risk averse people increase, their tendency to spend on insurance also gets 

increased.  

 The importance of non-life insurance or property-liability insurance is 

reflected by the contributions it makes in the growth process of a nation. 

Theoretically, non-life insurers reduce the probability of financial distress and 

bankruptcy of firms by offering extra risk financing choice. By doing this investment 

decisions in a particular economy are influenced positively. Non-life insurers by 

reducing the cost of risk-financing potentially increase the expected returns of 
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investment as by identifying the standardised risks and simplified contracts, 

insurers excel in offering risk pooling services. The reduced costs of risk-financing 

also lead to optimal investment and asset-liability matching. The provision of 

valuable and cost-effective administrative services related to risk management and 

claims payments are also made possible by reduced costs of risk-financing (Han 

et al. 2010). Non-life insurance insurers also act as financial intermediaries and 

help in managing risks efficiently. This activity in turn leads to the accumulation of 

new capital and mobilisation of domestic savings into productive investments 

(Arena, 2008). In the literature there are number of studies that empirically tested 

the relationship between non-life insurance and economic growth Outreville (1990) 

empirically investigated the relationship between non-life premiums and economic 

and financial development across 55 developing countries for the calendar year 

1983. The study used the data compiled by the UNCTAD through questionnaires 

sent to the government and supervisory offices. It was found that there is positive 

relationship between logarithm of property-liability premia per capita and GDP per 

capita. The results of the study reveal that 1 percent increase in GDP causes more 

than 1 percent increase in demand for insurance. Further, a positive relationship 

between insurance development proxied by insurance penetration and financial 

development (ratio of M2 to GDP) was reported by using OLS method. Finally, 

demand for property-liability insurance premia per capita considered as a function 

of GDP per capita, financial development and price of insurance (defined as 

inverse of the loss ratio). The study found that the income elasticity was greater 

than one and a positive relationship between demand for insurance and financial 

development, but the coefficient for price was not statistically significant.  

 Catalan et al. (2000) analysed the causality of insurance assets for 14 

OECD and five developing countries over the 1975–1997 period vis-a-vis GDP 

growth (among others) and found that the impact of the non-life business is almost 

equal to the impact of the life business for market capitalization and less so for 

value traded Arena (2008) found strong relationship between non-life insurance 

premium and economic growth in both high income and low income countries of 

the world. However, the effect of non-life insurance premium is more developed 

and developing nations of the world. Fashagba (2018) reveals that there is positive 

relationship between non-life insurance and economic growth in Nigeria. The 

positive relationship between non-life insurance and economic growth was also 
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found by empirical studies like Catalan et al. (2000); Ward and Zurbruegg (2000); 

Adams et al. (2009); Kugler and Ofoghi (2005); Haiss and Sumegi (2006); 

Vadlamannati (2008); Curak et al. (2009); Pradhan et al. (2016).  

 It is revealed from the above literature that non-life insurance is an 

important financial intermediary that manages the risk of people and helps in the 

economic growth of the countries. However, no consensus is found among the 

researchers about the direction of relationship between non-life insurance and 

economic growth which necessitates the further empirical analysis. 

2.5. Insurance Sector in Asia 

 Over the years, the importance of insurance sector in Asia has grown 

tremendously. This is proved by the fact that the share of Asia’s insurance 

premium to the total premium has improved greatly from 1980 to 2016. In the year 

1980, the share of Asia’s insurance sector in the global insurance premium was 

just 17. 6 percent and it increased to 28 percent in 1990, 26.5 percent in 2000 and 

27.05 percent in 2010. Swiss Re (2017) reports that Asia’s insurance sector 

contributed 31.49 percent to the total global premium in 2016. Out of the total 

world premium of 4742838 US million dollars, Asia’s insurance sector accounted 

to 1493517 US million dollars in 2016. The insurance sector in Asia grew at a 

healthy rate 7.9 percent as compared to global insurance sector’s growth of 3.1 

percent in 2016. 

 The healthy growth rate of Asia’s insurance is driven by South and East 

Asian countries in which insurance sector grew at more than 20 percent in 2016. 

The fast growing insurance markets of Asia include China, Turkey, Hong Kong, 

Indonesia, India, Pakistan and Singapore (Swiss Re, 2017). 

 China’s insurance market that grew at 25 percent in 2016 has been 

adhering to market and customer oriented principle to boost the development of 

the sector. China insurance regulatory commission which regulates and 

supervises the insurance business in the country strives to make country’s 

insurance sector big and strong. The commission is focused to boost the 

insurance industry right from its inception in 2004 with particular emphasis on risk 

prevention. 

  In order to boost the insurance industry measures like market access 

mechanism improvement, broadening of insurance fund management channels, 
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increasing financing channels of insurance companies have been made. Similarly 

the regulator strengthened the internal management, strengthened supervision of 

solvency adequacy, reinforced on-site inspection and also strengthened the 

supervision of fund management to put emphasis on risk prevention. 

 The insurance sector of Hong Kong is one of the developed insurance 

markets of the world and has experienced sustained growth in recent years. With 

life insurance sector acting as the growth engine, the insurance sector growth rate 

in the year 2016 was 20.6 percent. The growth rate in the sector is expected to be 

strong as well in the coming years as regional developments and local 

circumstances are providing fresh momentum to the general insurance. The new 

road and belt initiative has led to the deeper economic integration in the region 

and is driving insurance demand for major infrastructural projects. Besides rising 

medical costs and ageing population demand retirement protection products which 

give further impetus to the general insurance sector in Hong Kong.  

 The insurance market of Singapore is regarded as a regional hub for 

insurance and reinsurance transactions in Asia. The main driver of insurance 

industry of Singapore is the offshore business. Singapore’s insurance industry is 

home to locally owned players and at the same time regional base for a large 

number of major international intermediaries, ancillary service providers, insurers, 

reinsurers and captives (Willis Towers Watson, 2018). 

 The insurance sector of Japan due to its huge size occupies an important 

place not only in Asia but also in the world. Despite the moderate growth over the 

years particularly after tsunami hit its economy in 2011 and Thailand flooding in 

the same year, Japan’s ranks 7th in the world in terms of insurance penetration 

(Swiss Re, 2017). The South Korean insurance industry with premium of 153.6 

billion US dollars in 2015 also occupies an important place in the global insurance 

market in general and Asian insurance industry in particular. Its share in the world 

insurance market is 3.37 percent and ranked eighth in the world in terms of 

insurance premium. The share of South Korean insurance industry in the Asian 

industry was more than 11 percent in the year 2016 (KIRI, 2016).  

 In addition to the above insurance markets, other insurance markets that 

contribute significantly to the premium of Asian insurance industry include 

insurance industries of Taiwan, India, Thailand, Singapore, Indonesia and 

Malaysia. Their respective insurance premia in the year 2016 in US billion dollars 
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was 101445, 79311, 22044, 21029, 20038 and 13930 (Swiss Re, 2017). The 

insurance sector in Asia faces new challenges in the wake of technological 

advancements as new language has entered into the world of insurance like as 

insurTech, digitalisation, cyber risk, internet of things, artificial intelligence etc. the 

industry needs to keep pace in this rapidly evolving landscape. 

2.5.1. Life Insurance Sector in Asia 

 As per the Swiss Re (2017), Asia’s life insurance sector performs well 

above the world average. In the year 2016, life insurance sector in Asia grew at 

rate of 7.4 percent as compared to 2.5 percent of global life insurance growth rate. 

It collected 1000269 US billions dollars premium in 2016 which constitute more 

than 38 percent of the total premium of the world over. Life insurance penetration 

of 3.74 percent in Asia is also greater than that of average life insurance 

penetration of 3.38 percent of world. However Asia lags behind the global average 

in terms of life insurance density because of the population component present in 

the life insurance density. The major countries that contribute to the life insurance 

premium in Asia are Japan, China and South Korea. 

 Japan with its highly concentrated life insurance sector contributes 35.39 

percent of to the life insurance premium in Asia. In total there are 41 life insurance 

companies in japan which include five mutual insurers as well. However, the 

assets of top five life insurance companies of Japan account for 67 percent of life 

insurance market assets. The other big player China contributed 262056 US billion 

dollars to the total life insurance sector of Asia in 2016 which amounted to more 

than 26 percent share. Chinese life insurance industry consists of 85 companies, 

out of which 57 are Chinese companies and rest are foreign companies (Weaver, 

2018). 

 Among the major domestic life insurance companies are China Life 

Insurance company and Ping An life insurance companies. These companies 

account for more than 60 percent of life insurance business. South Korean life 

insurance sector with 25 life insurance companies is another important player in 

the life insurance market of Asia. In the year 2016, it contributed more than 10 

percent to the total life insurance premium in Asia. There is significant presence of 

foreign life insurers in South Korea as out of the total 25 life insurance companies 

in Korea, 9 insurance companies are foreign companies and contribute 16 percent 
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to that total insurance premium of South Korea in the year 2016. The three major 

life insurance companies which contribute more than 43 percent to life insurance 

sector are Samsung Life, Hanwha Life, and Kyobo Life (KIDI, 2017). 

 In addition to above dominant life insurance markets, other significant life 

insurance markets of Asia include Taiwan, India, Singapore, Indonesia and 

Thailand. The advent of Life insurance business in India started with the 

establishment of the Oriental Life Insurance Company in Calcutta in 1818. 

However, the era from between 1818 and 1912 insurance market was mostly 

dominated by foreign insurance offices like Albert Life Assurance, Royal 

Insurance, Liverpool and London Globe Insurance and the Indian offices were up 

for hard competition from the foreign companies. With the passing of first statutory 

measure in the form of Indian Life Assurance Act, 1912, Government of India 

started the practice of publishing returns of insurance companies in 1914. In 1928, 

the Indian Insurance Companies Act was enacted which was subsequently 

amended in 1938 with comprehensive provisions for effective control over the 

activities of insurers  

 Due to presence of large number of insurance companies and higher 

competition and also due to the allegations of unfair trade practices, Government 

of India decided to nationalise insurance business in India in 1956. An Ordinance 

was issued on 19th January, 1956 nationalising the Life Insurance sector and Life 

Insurance Corporation came into existence in the same year. The LIC absorbed 

154 Indian, 16 non-Indian insurers as also 75 provident societies—245 Indian and 

foreign insurers in all. The LIC had monopoly till the late 90s when the Insurance 

sector was reopened to the private sector. Currently the number of life insurance 

companies in India is 24 with LIC being the sole public sector company and 

remaining 23 companies as private insurers. Indonesian life insurance market is 

dominated by investment linked premiums (ILPs).  

 ILPs generated more than 98 percent of premium in 2014 for prudential 

Indonesia which is the largest player in Indonesia. The life segment of insurance in 

Indonesia consists of privately owned players and joint ventures. Among the 

privately owned players Jiwasraya, Indolife Pension tama, Adisarana Wanaartha 

are the major insurers and among the joint ventures are Prudential Indonesia, 

Allianz Indonesia Life, Manulife Indonesia, AIA Financial, AXA Mandiri and 

Sinarmas MSIG. The Indonesian Life Segment is concentrated among these 
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players as they accounted almost 75 percent of the gross written premium in the 

year 2014. The leading multi-national having commitment have performed better 

than those of privately companies.  

 Apart from the Sinarmas MSIG, all other insures have registered positive 

growth from year 2010 to 2014. Prudential Indonesia has the largest market share 

with highest profitability and AXA Mandiri is the fastest growing insurer in 

Indonesia (KPMG, 2016). Thailand’s life insurance is also concentrated as out of 

the total 23 active life insurers only 4 major companies held more than 60 percent 

of market share. These companies are A.I.A, Muang Thai Life, Thai Life 

Insurance, and Krungthai AXA Life. The total life premium of 16.1 billion US dollars 

makes Thailand’s life insurance market to rank 30th in the world and 10th in the 

Asia. The life insurance markets of Malaysia, Philippines, Iran, Turkey, Pakistan 

and Bangladesh are not that much developed and contribute marginally to the life 

insurance market of Asia. 

 From the above literature, it is inferred that life insurance sector in Asia is 

performing well as compared to the world. The insurance sectors of countries like 

Singapore, Hong Kong, Japan and South Korea contribute significantly to the life 

insurance sector of Asia. 

 

2.5.2. Non-Life Insurance Sector in Asia 

 Over the years Asia’s non-life insurance industry has witnessed significant 

developments including improved economic conditions leading to strong premium 

growth particularly in the emerging markets of China and India due to increased 

regulatory supervision of insurance companies, and easing trade barriers and 

allowing foreign companies to easily enter the domestic markets. Asia’s non-life 

industry occupied more than 23 percent share of the global insurance premium in 

2016. Out of the total premium of 2125955 US billion dollars, Asia’s non-life 

insurance premium amounted to 493301 US billion dollars (Swiss Re, 2017).  

 The growth rate of 8.9 percent in Asia’s non-life insurance industry in 2016 

was also greater than that of the world average growth rate which was 3.8 percent. 

With growth rates of 20.5 percent, 20 percent, 12.9 percent and 11.4 percent in 

the year 2016, the non-life insurance markets of Turkey, China, India and 
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Philippines were the fastest growing insurance markets among the Asia’s non-life 

insurance markets (Swiss Re, 2017). 

 The major non-life insurance markets in Asia include China, Japan, South 

Korea and India. For example, in the year 2016, the share of china in the total non-

life insurance premium of Asia was 203515 US billions dollars which amounts to 

more than 41 percent share of total non-life insurance premium in Asia. China’s 

insurance markets were well established in at the end of Second World War with 

both domestic and foreign companies working side by side. However, after the 

establishment of People’s Republic of China in 1949, communist party made 

people’s insurance company of China and foreign companies were made to leave 

and by 1952 there was no foreign non-life insurance company in China and in the 

subsequent year insurance business was wholly shut down in China. In the year 

1978. PICC re-entered the insurance market as the sole non-life insurance 

company. Its monopoly came to an end with the establishment of Ping An in 1988 

and China Pacific Insurance company in 1991. Foreign companies were 

subsequently allowed to enter the insurance market as the Chinese government 

made a series of commitments to introduce insurance industry reform prior to their 

formal entry to the WTO on 10 December 2001. The reforms were doing away the 

geographical, services and ownership restrictions that existed for foreign-invested 

insurers over a five year time frame (Tucci and Baker, 2005).  

 Japan non-life insurance market is one of the developed non-life markets in 

the world. It contributed 23.73 percent to the total non-life insurance premium of 

Asia in 2016. At the end of September, 2017 Japan’s insurance industry 

comprised 30 Japanese non-life insurance companies that are members of the 

General Insurance Association of Japan (GIAJ) and 22 foreign companies 

licensed as foreign insurers. Japan’s non-life insurance market is an oligopolistic in 

nature as the top three non-life insurance groups (MS and AD Insurance Group 

Holdings, Inc., Sompo Japan Nipponkoa Holdings, Inc. and Tokyo Marine 

Holdings, Inc.) account for more than 85% of net premium income of GIAJ 

member companies as a whole (Noguchi, 2018).  

 South Korean non-life insurance market with 32 non-life insurers including 

13 domestic and 19 foreign insurance companies is also an important player in the 

non-life insurance industry of Asia. It contributed 66694 US billion dollars to non-

life insurance premium in Asia in the year 2016. In addition to these markets, the 
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non-life insurance markets of India, Hong Kong, Thailand, Indonesia, and Malaysia 

are the other significant non-life insurance markets of Asia (Willis Towers Watson, 

2016). 

 It is inferred from the above literature that Asia’s non-Life insurance sector 

contributes significantly to the overall development of non-life insurance sector of 

the world. The growth rate of the sector in Asia is far above the world average and 

is thus is an important indicator for the overall economic growth of Asia. 

 

2.6. Insurance-Growth Nexus in Asia 

 Asian economies have certainly witnessed the dramatic economic growth 

during the past three decades, and the continuing opportunity for the rapid growth 

for next three decades is also established because of successful catching up till 

the date (Radelet et al. 1997). The real GDP growth in Emerging Asia is expected 

to remain robust at an average of 6.2 percent over 2017-21 compared with 6.5 per 

cent in 2016 (OECD, 2017). By 2025, Asia is likely to reassume its place at the 

centre of world economy; it may account for about 55 to 60 per cent of the world 

income in that year (Radelet and Sachs, 1997). The East Asian economies have 

shown extremely rapid growth from the 1960s through mid-1990s. Hong Kong, 

Singapore, Taiwan, South Korea, Malaysia, Thailand and Indonesia grew at an 

average 5.5 per cent during 1965-1995 (Steven et al. 2001). 

 China’s GDP has been more than quadrupled between the 1978 and 1996 

under the economic reforms (Yao, 1999). At the same time, India’s growth rate is 

expected to exceed China’s overall growth performance in the next two decades 

due to its bright prospectus in the global economy (Bajpai and Sachs, 1998). The 

economic success of several Asian countries has attracted tremendous interest in 

the subject of economic growth among the Asian countries and insurance as a 

determinant of economic growth also got due recognition.  

 Whether or not insurance and economic growth in Asia has any relationship 

was empirically tested.  In this regard Arena (2008) found robust causal 

relationship between insurance (life and non-life) growth and economic growth. 

The study after using the generalised method of Moments (GMM) for dynamic 

panel data models from 1976 to 2004 of 55 countries found that  insurance 

industry particularly the non-life insurance segment promotes growth in both 

developed as well as in developing countries of Asia. Han et al. (2010) 
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investigated the relationship between insurance development and economic 

growth by employing Generalised Method of Moments models on a dynamic panel 

data set of 77 economies for the period 1994–2005 and found that insurance 

sector, both life and non-life insurances are important for the economic growth of 

particularly developing countries. Vadlamannati (2008) found that insurance 

development contributes to the economic development of India by providing 

necessary funds for long term social and physical infrastructure besides 

strengthening risk taking abilities. The findings of the study were consistent with 

respect to both life and non-life insurance components of insurance. Ching et al. 

(2010) analysed the relationship between insurance and economic growth in 

Malaysia. The study used data between 1997 and 2008 and applies Johnson 

cointegration test Granger causality test based on the Vector error correction 

model (VECM) to demonstrate the possible links between life insurance and 

economic growth proxied by real GDP. The finding of the study conform the long 

run causal relation from life insurance to the economic growth and short run from 

growth to life insurance. The findings further reveal the life insurance could 

potentially increase financial intermediation and make available funds for capital 

investment which boosts economic growth.  

 Horng et al. (2012) examined the dynamic relationship among insurance 

demand, financial development and economic growth in Taiwan between 1961 

and 2006. Using a three-variable Vector Autoregressive (VAR) model, the 

competing hypotheses of demand-following versus supply-leading are empirically 

tested. The study found that there is an equilibrium relationship between insurance 

demand, financial development and economic growth. In the short run, economic 

growth Granger causes insurance demand, and financial development Granger 

causes economic growth. In other words, financial development does promote real 

GDP growth, and a change in real GDP leads to deviation in real insurance 

demand in Taiwan.  

 Nejad and Kermani (2011) empirically investigated the existence of casual 

relation between insurance sector development and economic growth in Iran for 

the period 1960-2010 by using insurance density as the measure of insurance 

development and gross domestic product as the measure of economic growth. 

The study applied the Augmented Dickey-Fuller Unit Root test, the Johansen’s 

Cointegration test and the Granger Causality Wald test based on Vector Auto 
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regression (VAR) model in the analysis. The findings of the study revealed 

unidirectional causality relation from insurance development to economic growth 

which leads to the conclusion that insurance development is an important 

prerequisite for stimulating economic growth in Iran. Pan et al. (2012) examined 

the regional differences in the development of life insurance markets in China by 

employing the flexible Fourier unit root test. The study used insurance premium as 

the proxy for insurance development and collected data related life insurance 

premium from 31 regions of China for the time period from January 2006 to 

February 2012. The study divided the provinces into three income groups. The 

empirical results showed the income levels in China significantly determine 

whether life insurance development is stationary or not. It was found from the 

results that life insurance markets in high income provinces were non- stationary 

while as the middle and low income provinces have stationarity in their life 

insurance markets.  Su et al. (2013) applied the bootstrap panel granger causality 

test to the data from 1995 to 2010 in 7 Middle Eastern countries to examine the 

relationship between insurance and economic growth. The countries include Saudi 

Arabia, United Arab Emirates, Iran, Kuwait, Oman, Jordan, and Israel. It was 

revealed from the results that life insurance development and economic growth 

are affected by the country specific factors. There is bi-directional relationship 

between life insurance and economic growth in high income counties while non-life 

insurance promotes growth in middle income countries.  

 Hu et al. (2015) investigate the relationship between insurance activity and 

economic growth using data from 31 regions of China over the period 1997-2011 

by using the bootstrap panel Granger causality test. Variables used in the study 

are per capita real gross domestic product and real insurance density. The 

findings of the study indicate that the direction of causality seems to be in favour of 

the neutrality hypothesis in 21 out of 31 regions and a one-way Granger causality 

running from economic growth to insurance activity in 7 regions. Regarding the 

direction of insurance activity to economic growth nexus, we find a one-way 

Granger causality from insurance activity to economic growth for Jiangsu, 

Zhejiang, and Shandong.  

 Lee et al. (2017) provides the evidence that economic growth of a nation is 

positively affected by globalization where insurance activities are relatively lower, 

and is negatively affected by globalization where insurance activities are relatively 
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higher. Pradhan et al. (2017) also provides the evidence of the complex 

relationship between banking, insurance and economic growth. Diallo and 

Mansour (2017) empirically found the negative effect of insurance on financial 

stability of a nation. Irrespective of such contradictory findings, the empirical 

evidences provided by Hou and Cheng (2017) is noteworthy – in high GNI and 

more financially developed economies, the life insurance activities have 

accelerating effect on long-run economic growth, and in less financially developed 

economies, the effect of life insurance activities on economic growth is negative. 

Thus, it can be concluded that although there is causal relationship between 

insurance and economic growth, but the relationship between the two varies 

across the countries with respect to the level of development, banking sector 

development and also with respect to the time period taken. Such observation 

justifies for further empirical studies that would consider the heterogeneity of 

countries in terms level of development. 

 Insurance contributes to the economic growth of the country through 

different channels like by promoting financial stability and reducing anxiety, 

facilitating trade and commerce, mobilising savings, acting substitute to the 

government security programs, enhancing financial intermediation, encouraging 

loss mitigation and also by enabling efficient risk management (Skipper, 1997; 

Kugler and Ofoghi, 2005).  

 The relationship between insurance and economic growth is theoretically 

governed by four possible hypothesis in terms of causality, viz., demand-following, 

i.e., economic growth leads to a rise in demand for insurance; supply-leading, i.e., 

growth in insurance induces economic growth; feedback hypothesis; and no 

causal relation (Blum et al. 2002; Haiss and Sumegi, 2008; Ching et al. 2010). 

Various studies have been conducted to test these hypotheses which lead to the 

mixed conclusions about the possible relationship between insurance-growth 

nexus. Whereas, some studies like Ward and Zurbruegg (2000) for 9 OECD 

countries; Webb et al. (2002); Boon (2005); Peter and Kjell (2006); Arena (2008); 

Haiss and Sumegi (2008); Vadlamannati (2008); Adams et al. (2009); Curak et al. 

(2009); Marijuana et al. (2009); Han et al. (2010); Avram et al. (2010); Mojekwu et 

al. (2011); Chen et al. (2012); Njegomir and Stojic (2010); Nejad and Kermani 

(2012); Horng et al. (2012) ; Akinlo (2013); Eze and Okoye (2013); Verma and 

Bala (2013); Lee et al. (2013); Dhiab and Jouili (2015) view causality from 
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insurance to economic growth, there are other studies like Ching et al. (2010); 

Horng et al. (2012); Oke (2012); Chi-wei et al. (2013), Jordan and Saudi Arabia’ 

Sibindi and Godi (2014); Gabriel (2015) and Umar et al. (2015)  that prove the 

direction the other way. Besides there are evidences like Kugler and Ofoghi 

(2005); Lee (2011); Akinlo and Apanisile (2014); Su et al. (2012); Chi-Wei et al. 

(2013); Pradhan et al. (2015) about the bidirectional relationship between 

insurance and economic growth too with very few studies like Catalan et al. 

(2000); Ege and Sarac (2011); Bednarczyk (2012) asserting that there is no 

connection between insurance and growth.  

 It is inferred from the above studies that insurance is important to the 

growth of any economy with Asian region being no exception. It contributes to the 

economic growth directly and indirectly in many ways and has thus like other 

financial services grown significantly in importance in ensuring sustainable 

economic growth. 

2.7. Knowledge Gap 

 With no unanimity found in the literature about the direction of relationship 

on insurance-economic growth nexus, it necessitates an empirical study that 

would analyse the relationship between insurance sector and economic growth in 

Asian context. The following points justify the research study taking into account 

the insurance-growth nexus in the case of selected Asian countries. The study will 

be addition to the empirical literature on the insurance and growth relationship that 

have evolved only a couple of decades ago and can be considered in its infancy 

stage. 

1. It is inferred from the literature review that the studies analysing the 

relationship between insurance and economic growth in the context 

of Asian countries are only a few. So, the present study focuses on 

Asian countries that could help in settling the issues pertaining to 

insurance-growth relationship. 

2. It is revealed from the literature review that the relationship between 

insurance and economic growth is not the same across developed 

as well as developing countries. This divergent opinion presents a 

research gap. Further, No existing study has been observed to be in 
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a panel framework in the context of the selected Asian countries. So, 

the present study is an attempt to study the relationship between 

insurance and economic growth by taking into account high income, 

high middle income and lower income countries in a panel 

framework.  

3. Unlike the existing literature, the present study attempts to focus the 

relationship between insurance and economic growth by considering 

life insurance sector, non-life insurance sector and insurance sector 

as a whole separately. 

4. The concept of insurance inequality among the selected Asian 

countries has not been examined by the existing studies. So, the 

present study is an attempt in this direction. 
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Chapter-3 

ECONOMIC GROWTH IN ASIA 

 

3.1. Introduction  

Asian economies have made strides in their growth performances over a 

period of last few decades. The real GDP in Asia on purchasing power parity 

(PPP) terms climbed to 24.5 trillion dollars in 2009 from mere 3.3 trillion dollars 

in 1980. This means that the GDP of Asian region has increased by 7.5 times 

between 1980 and 2009. During the same period there was just three times 

increase in real GDP of world economy. This robust and prolonged growth has 

clearly raised incomes, lifted millions out of poverty, and expanded developing 

Asia’s global economic influence. However, per capita GDP in developing Asia 

remains below the global average, but is rapidly catching up as in 1980, the 

income of the average Asian countries was just over a quarter of the world 

average; by 2009, it had risen to nearly two thirds (Lee and Hong, 2010). The 

influence of Asia in the world economy increased particularly after the Asian 

Miracle by virtue of which Asia became the centre for global manufacturing and 

information technology services.  

 The increased influence of Asia in the global economy necessitates the 

analysis of trend and pattern of growth performance in the Asia over the period 

of time. In this backdrop, the present chapter analyses the trend and pattern of 

economic growth in the selected 14 Asian countries. The analysis of growth 

performances of selected Asian countries would determine the factors that lead 

to success of high income countries in achieving higher growth, and also would 

help in finding the reasons behind the lack of low income countries for being 

deprived from high economic growth. The chapter is specifically designed to 

form the base of the present study. 

3.2. Economic Profile of Asia 

 Asia is the largest and most populous continent of the world. The region 

is divided into four sub-regions, viz., East Asia, South Asia, Southeast Asia and 

Central Asia. The fast growth rate makes Asia one of the dynamic regions of the 

world as per capita GDP grew 6.3 per cent on average over 1980–2004 in East 

and Southeast Asia, while the rest of the global economy grew only 1.4 per cent 
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over the same period (Anderson & Martin, 2008). During the pre-colonialization 

era Asia contributed almost 60 per cent to the global GDP which got reduced to 

just 10 percent during the 1950s. However, it has made strides since then and 

now contributes almost 33 percent to the world GDP currently (Asian 

Development Bank, 2017). 

 Asia’s economic growth has been impressive over the last three 

decades, more precisely between the time period between 1990 and 2017. 

Propelled by the strong growth rate in china and India, South Asian growth rate 

has been faster throughout the period between 1990 and 2017. This picture is 

clear from the Fig. 3.1.  

Figure 3.1: Economic Growth (%) in South Asia, East Asia, Southeast Asia and 

Central Asia 

 

Source: Researcher’s own plot from WDI data 

 Between 1995 and 2002, South Asian countries like Bangladesh, India, 

Maldives and Pakistan on an average grew at over 5 percent annually and Sri 

Lanka at 4.7 per cent and Nepal at 2.5 per cent. In 2003-04, all countries other 

than Nepal averaged above 5 per cent GDP growth. India. The strong growth in 

South Asian countries during the decade of 1990s has contributed to an 

impressive reduction in poverty (Devarajan and Nabi, 2006).  

 In Bangladesh, India and Nepal, poverty fell by 9, 10 and 11 percentage 

points respectively, in Sri Lanka it fell by 6 percentage points. However, in 

Pakistan it increased by 3 percentage points, because Pakistan experienced 
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economic stagnation throughout the 1990s. In the robust growth of the 1980s, 

poverty in Pakistan fell by 12 percentage points. 

 Output growth in the four south Asian countries like India, Pakistan, 

Bangladesh, and Sri Lanka since 1980 has been higher than any other region 

except East Asia. This higher growth was despite the fact that these countries 

have not been characterised by high rates of investment like the East Asian 

countries (Collins, 2016).  

 Asia’s economic growth during the post-world war II was propelled 

initially by strong growth of Japan. East Asian economies like Hong Kong, 

Taiwan, Singapore progressed during the 1970s and china followed the pursuit 

by witnessing stronger growth during 1980s. China became the driving force of 

Asia’s growth after joining the world trade organisations in 2001 (Nakaso, 

2015). East Asia witnessed miraculous growth rate between 1965 and 1990. In 

fact, twenty three economies of East Asia witnessed faster growth rate than any 

other economy of the world. However, the miraculous growth was mainly 

attributable to eight economies like Japan, the 'Four Tigers-Hong Kong, the 

Republic of Korea, Singapore, and Taiwan, China and the three newly 

industrializing economies of Southeast Asia, Indonesia, Malaysia, and Thailand.  

 Central Asian economies like Kazakhstan, Kyrgyzstan, Tajikistan, 

Turkmenistan, and Uzbekistan after their breakup from Soviet Union in 991  

witnessed severely negative growth rates as average annual growth rate in the 

central Asian countries was as low as -8.37 percent in 1993. However, after 

1996, growth rate in the Central Asian countries increased and reached as high 

as 9.2 percent in 2007.  

 The remarkable economic progress in Southeast Asia makes it seventh 

largest economy if treated as an individual entity (Woetzel et al. 2014). The 

region comprises of fastest growing economies viz. Philippines and Vietnam. 

The larger economies of this region, such as Singapore, are dependent on 

global growth cycle due to their deep reliance on exports (Cheok, 2017). The 

foreign direct investment has played a role in driving this export-led growth of 

the region (Thomsen, 1999). As a manufacturing hub, South-East Asia is now a 

close competitor to China (Cheok, 2017). But, overall, the growth of this region 

is attributed to expansion of labour and its shifting from agriculture to 
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manufacturing. The region’s robust growth of around two decades has pulled 

millions out of poverty (Woetzel et al. 2014). 

 The growth rate in Asia over the last three decades has been 

phenomenal with South Asia doing comparatively well than other sub-regions of 

Asia like East Asia, Southeast Asia and Central Asia. It is clearly shown in 

Figure 3.1 that economic growth in every region of the Asia has been well over 

5 percent during the period after 2000. The fastest growing countries of Asia 

have been China and India, despite India experiencing downward swings in 

recent years due to the taxation and monetary reforms (OECD, 2018). 

 Due to the trade rebound and resilient domestic consumption, growth in 

emerging Asia has seen upward trajectory in recent years. Economic growth in 

ASEAN is expected to remain robust in the coming years as well due to strong 

private consumption and infrastructural initiatives by the number of 

governments. Among the 10 ASEAN countries, Cambodia, Lao PDR and 

Myanmar are projected to grow fastest from now through 2022, while the 

Philippines and Vietnam are expected to lead in growth among the ASEAN-5 

(Indonesia, Malaysia, Philippines, Thailand and Vietnam) (OECD, 2018). 

3.3. Economic Profile of Sample Countries 

 This section discusses the economic profile of selected Asian countries. 

The trend pattern of the macroeconomic variables like GDP per capita, gross 

capital formation, labour force, trade openness and inflation of each country is 

discussed. This is done in order to prepare a background for the present study.  

3.3.1. Economic Growth in Bangladesh 

 Bangladesh has made strides in its growth since its birth in 1971 

(Hussain and Haque, 2016). Devastated by war with no infrastructure left 

behind, Bangladesh was regarded a bottomless basket country. However, it 

experienced both macro-economic stability and robust economic growth 

following the transition to a democratic rule in the early 1990s. In the backdrop 

of the deep macro-economic crisis of the late 1980s, a series of stabilization 

measures were introduced in the Bangladesh economy which largely restored 

macro-economic stability in the early 1990s. Subsequently, the Bangladesh 

economy registered an average GDP growth rate of 4.8 percent in the 1990s, 

which was one full percentage point higher than that recorded in the previous 

decade (i.e. 3.8 percent) (Bhattacharya, 2002). Despite of such impressive 
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growth throughout the decade, the per capita income of Bangladesh at the 

beginning of the new decade was not only the lowest among the South Asian 

countries, but also below the average per capita income of the least-developed 

countries (LDCs). Within the decade of the 1990s, the second half 

demonstrated an even more impressive growth performance (5.2 percent) in 

comparison with the first half (4.4 percent). Bangladesh due to rapid economic 

growth over the years finally in 2014 crossed the threshold of US$1,046 and 

thus, achieved middle-income country status.  There was more than tenfold 

increase in its per capita GNI from US$100 in 1972 to US$1,220 in 2015. The 

average annual gross domestic product (GDP) growth of Bangladesh has been 

rising with more than 6 percent annual average during the past five years, 

despite the adverse impacts of the global slowdown, and natural disasters. 

There was more than tenfold increase in its per capita GNI from US$100 in 

1972 to US$1,220 in 2015. Bangladesh’s average annual gross domestic 

product (GDP) growth has been rising with more than 6 percent annual average 

during the past five years, despite the adverse impacts of the global slowdown, 

and natural disasters.  

3.3.1.1. GDP per capita in Bangladesh  

 The trends in the GDP per capita of Bangladesh underwent is shown in 

the figure 3.2. As is clearly seen from the graph that GDP per capita in 

Bangladesh has increased from continuously during the period from 1985 to 

2016. Although the increase in the GDP per capita was not much during initial 

two decades, but the steep rise is visible after 2007 onwards. 

Figure 3.2: Trends in GDP per capita in Bangladesh (1985-2016) 

 
Source: Researcher’s own plot from WDI data 
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 The GDP per capita was just 385 US dollars in 1985 which rose to 509 

US dollars in 2000, 698 in 2008 and to about 1029 US dollars in 2016. The 

macroeconomic stability in Bangladesh in post-economic crises is attributed to 

prudent policy both in terms of fiscal and monetary framework. 

3.3.1.2. Gross Capital Formation in Bangladesh 

 The gross capital formation in Bangladesh for the period from 1985 to 

2015 is depicted in the fig. 3.3. It is clear from the figure that over the years 

gross capital formation has increased from 15.83 percent in 1985 to 19.11 

percent in 1995. 

Figure 3.3: Trends in Gross capital formation in Bangladesh (1985-2016) 

 
Source: Researcher’s own plot from WDI data 

3.3.1.3. Exports and Imports in Bangladesh 

 The Table 3.1 shows the imports and Exports of Bangladesh during the 

period from 1985 to 2015. It is seen from the Table that Bangladesh imports 

more than it exports. In 1985, imports constitute 12.83 percent of GDP of 

Bangladesh compared to 5.38 Percent of Exports. Similarly, in other years, 

imports are more compared to exports.  

Table 3.1: Imports and Exports in Bangladesh during 1985 to 2015 (as % of GDP) 

Year Import Export 

1985 12.83 5.38 

1990 13.05 5.90 

1995 17.34 10.86 

2000 16.97 12.34 

2005 20.00 14.39 

2010 21.77 16.02 

2011 27.49 19.92 

2012 27.94 20.16 

2013 26.75 19.53 

2014 25.52 18.98 

2015 24.74  17.33  

Source: World Development Indicators, World Bank. 
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3.3.1.4. Trade Openness in Bangladesh 

 The Figure 3.4 and Table 3.1 shows the trade openness (Ratio of 

imports and exports to GDP). It is clear from the Figure that Bangladesh has 

experienced fluctuations in trade openness throughout the period under study. 

However the trend is increasing which is a good sign for the economic growth of 

the economy of Bangladesh.  

Figure 3.4: Trade Openness in Bangladesh during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.1.5. Inflation in Bangladesh 

 Inflation has been the concern for the Bangladesh as it has been more 

than 5 percent of GDP for most of the years from 1985 to 2015 and even has 

crossed the double digit figures in 1995 and again in 2011 (fig. 3.5). 

Figure 3.5. Inflation in Bangladesh from 1985 to 2015 

 
Source: Researcher’s own plot from WDI data 

 

3.3.1.6. Working Age Population in Bangladesh 

 Working age population in Bangladesh is plotted in figure 3.6 

which shows an increasing trend. It indicates that Bangladesh has 

sufficient working population to be utilized for growth process. 
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Figure 3.6: Working Age Population in Bangladesh during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 

3.3.2. Economic Growth of China    

  China’s economic transformation has no precedent in history concerning 

the pace and scale. From one of the poorest countries in 1978 with real per 

capita GDP of one-fortieth of the U.S. level, its real per capita GDP has grown 

at an average rate exceeding 8 percent per year (Zhu, 2012). As a result, 

China’s real per capita is now almost one-fifth the U.S. level (World Bank, 

2017). China was a closed poor economy till 1970s with its income per capita 

was just around 4 percent of that of US level (Storesletten and Zilibotti, 2014). 

Agriculture and industry were collectivized with centrally planned and 

formulated policies. Realising the benefits of market driven policies, China 

gradually adopted few market oriented reforms to boost its economy after thirty 

of centrally planned policies. As a result, principle of ‘household responsibility’ 

replaced the concept of land collectivisation. This system required that every 

household to take care of their own piece of agricultural land. The role of local 

governments was further enhanced for the creation of townships and village 

enterprises thus, increasing their role for the developmental purposes in 

selected areas.  

  The Chinese government further started industrial policy which led to the 

establishment of few Special Economic Zones (SEZ’s). State owned 

enterprises were privatized or allowed to run as joint ventures with foreign firms 

and the inefficient ones being closed. As a result, today, China is one of the 

most powerful and influential nation among the world economy. China’s 
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population of 1.36 billion exceeds that of industrialized nations, and China is 

today the second largest economy and the largest exporter in the world 

(Bardhan, 2006). China’s rapid economic growth roadmap and transition from 

the poor to fastest growing economy has posed fascinating questions for social 

scientists around the globe.  

  The Chinese economy out-performed other Asian economies as far as 

the pace of the economic growth is concerned. It has been one of the fastest 

countries in the world since 1990’s with an annual average of 10 percent, 

meaning that the rate of growth has been rapid in comparison to Japan and 

South Korea (Malesky and London, 2014). China outclassed India In 1950, 

India’s gross national product (GNP) was 49.5 percent higher than that of 

China, and as for the per capita GNP, India’s was 2.3 times higher than that of 

China, while the Chinese per capita gross domestic product (GDP) was only 

43.5 percent of India’s (Zhou, 2014). The Chinese economy has made rapid 

progress and notable achievements in the late 1970s after PRC was 

established, especially in the late 1970’s with the opening up and reform policy. 

This notable performance is known as Chinese miracle (Lin and Zhou 2011). A 

commonly cited statistic for China according to World Bank estimates shows 

that since reforms were initiated in 1978, some 500 million people have been 

lifted out of poverty (World Bank, 2012). Seen in this context, China’s sustained 

economic ascent in the past quarter century after the decades of civil war and 

misrule is certainly remarkable. There are many other spectacular successful 

achievements of China. For example, China went from having almost negligible 

foreign direct investment in 1979 to becoming the developing world's largest 

receiver of foreign direct investment in 2007. China in the same period went 

from the holder of zero foreign exchange reserves to having the world's largest 

accumulation in 2008 (Islam, 2009). The country catch up with Great Britain in 

steel production and since the mid-1990s, it became the world's largest 

producer of steel (Feng, 1994). Today, China is the world’s largest producer 

and consumer of steel in the world (Tang, 2010). Similarly, China went from 

producing limited ranges of very unstylish clothing to being the major provider 

of inexpensive but relatively stylish clothing around the countries of world; a 

nation that had virtually no privately owned cars in 1976 now has more than 9 

million cars sold each year (Whyte, 2009).  
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  China has also made great strides in controlling infectious diseases and 

improving the public’s health and hygiene. The fulminating infectious diseases 

that greatly affected public health, such as smallpox, cholera, plague, recurrent 

fever, typhus, and kala- azar (or Visceral Leishmaniasis), have been eradicated 

or effectively controlled (Lee, 2004).  

3.3.2.1. GDP per capita in China 

  Figure 3.7 shows the trends in the GDP per capita of China from 1985 to 

2016. During this period, it can be seen that there is continuous increase in the 

GDP per capita in the country owing to the strong growth credentials in the 

country. It can be seen from the figure 3.7 that there is steep increase in the 

GDP per capita of the country especially after 2000. In 1985, the per capita 

GDP in the country was one-fortieth of US level and one-tenth of that of 

Brazilian level (Zhu, 2012). Since then, the country has grown at the annual 

rate exceeding that of 8 percent per year. The increase in the GDP per capita 

in the country can be attributed to the increase in production and productivity, 

education, investment etc. 

Figure 3.7: Trends in GDP per capita in China (1985-2016) 

Source: Researcher’s own plot from WDI data 

  China is a large and developing country with a population of 1.3 billion, 

where agriculture has been considered a strategic industry that could stabilize 

the nation and pacify the people. China’s market-oriented rural reforms, 

launched in 1978, have become a historical turning point of its agricultural 

development. In 1980s, China’s agriculture accounted for 28.1 percent of GDP 
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and provided 70.5 percent of the employment opportunities. Up to 2016, the 

share of agriculture in Chinese GDP dropped to less than 10 percent of GDP. 

During the period from 1980 to 2016, the share of the industrial sector in the 

GDP of the country fell from the nearly 50 percent in 1980 to less than 40 

percent in 2016. Overall, this sector has held its dominance and seen minimal 

change in its percentage composition in the overall GDP over the years. 

However, the major changes are seen in the service sector of the country 

which increased from 20 percent in 1980 to 50 percent of total GDP (World 

Bank, 2017). During the study period, it can be seen that there is continuously 

increase in the GDP per capita in the country owing to the strong growth 

credentials in the country. It can be seen from the figure 3.7 that there is steep 

increase in the GDP per capita of the country especially after 2000. In 1985, 

the per capita GDP in the country was one-fortieth of US level and one-tenth of 

that of Brazilian level (Zhu, 2012). Since then, the country has grown at the 

annual rate exceeding that of 8 percent per year. The increase in the GDP per 

capita in the country can be attributed to the increase in production and 

productivity, education, investment etc.  

3.3.2.2. Gross Capital Formation in China 

  The economic development strategy adopted by China since the 

beginning of planning era is characterised by high rate of the capital 

accumulation and the promotion of the industrial structure at the expense of 

the agricultural sector. From figure 3.8 it can be seen that since 1985, gross 

capital formation in the country never fell to 35 percent as percentage of 

GDP in China. Thus, it can be seen that the country has a remarkably high 

ratio of capital formation to output throughout the reforms period. Within few 

decades, China transformed itself into a country of vast industrial setup from 

being a poor and rural economy due to immense role played by the capital 

formation in the country. Its growth rate has continuously surrounded the 8 

percent since then bringing millions out of poverty rapidly. 
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Figure 3.8: Trends in Gross capital formation of China (1985 to 2015) 

Source: Researcher’s own plot from WDI data 

3.3.2.3. Imports and Exports in China 

  The Table 3.2 shows the exports and imports as percent of GDP of 

China from 1985 to 2015. It also reveals that over the period exports of the 

nation are more than its imports except the period from 2011 onwards when 

imports are more than its exports. 

Table 3.2: Imports and Exports of China during 1985 to 2015 (as % of GDP) 

Year Import Export 

1985 12.37 8.33 

1990 10.65 13.61 

1995 16.32 17.95 

2000 18.51 20.89 

2005 28.37 33.82 

2010 22.62 26.26 

2011 24.10 26.49 

2012 22.69 25.40 

2013 22.06 24.50 

2014 21.38 23.49 

2015 18.10 21.34 

Source: World Development Indicators, World Bank. 
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3.3.2.4. Trade Openness in China   

  The Figure 3.9 depicts the trade openness (ratio of exports and imports 

to GDP) of China from 1985 to 2015. It is clear from the diagram that over the 

specified period openness of Chinese economy has increased.  

Figure 3.9: Trade openness in China during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 3.3.2.5. Inflation in China 

  The Figure 3.10 plots the inflation in china between 1985 and 2015. As 

is seen from the figure that China has experienced various swings in the 

inflation during the period under study and has almost touched 25 percent mark 

in the year 1995. However, during the recent years it is around the normal 

range of 3 to 4 percent of GDP.  

Figure 3.10: Inflation in China during 1985 to 2015 

 

 

Source: Researcher’s own plot from WDI data 
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3.3.2.6. Working Age Population in China 

  Working age population in China is plotted in figure 3.11 which shows 

that it increases sharply over the years. It means the share of working 

population in total population is increasing rapidly. 

Figure 3.11: Working Age Population in China during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 3.3.3. Economic Growth in Hong Kong 

 Hong Kong is one of the fastest growing countries in the world. Its post-

war transformation from an entrepot into an industrial economy is one of the 

most spectacular success stories in recent history. This rapid economic growth 

was based largely on the export of labour-intensive manufactured goods (Jao, 

1979). The rapid industrialization in Hong Kong was accompanied by a high 

rate of income growth during the 1960s and early 1970s. It is worth to mention 

here that industrialisation was the result of self-adjustments to changes in the 

internal and external economic environment (Chen, 1987). Due to the small 

internal market, Hong Kong was bound to adopt export-oriented industrialism 

from the very beginning. Such an outward-looking policy proved very fruitful to 

Hong Kong and also to other Asian economies like South Korea, Singapore, 

and Taiwan and at one time in Brazil and Mexico (Lin et al. 1980). 

 Hong Kong took very few decades in transforming itself to one of the 

wealthiest economy of the world as the real GDP per capita of Hong Kong in the 

year 2009 was nine times larger than its level in 1960. Today, its GDP per 
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capita at purchasing power parity is the 13th highest in the world. However, the 

increase in land prices and rising salaries during 1970s lead to decline in Hong 

Kong's manufacturing sector. But the increased economic integration with 

mainland China allowed Hong Kong to shift its production to the special 

economic zones in the bordering province of Guangdong. These Special 

Economic Zones benefitted the Hong Kong through two ways. First, the low 

cost plentiful labour provided the investors an opportunity to enhance their 

competitiveness. Second, they enjoyed non-interventionist policy from the 

Chinese government as they did in Hong Kong. With the result between 1978 

and 1997, the trade between Hong Kong and the People's Republic of China 

grew at an average yearly rate of 28% (Minardi and Loiselle, 2013; Sung and 

Wong, 2000). Hong Kong transformed itself to a service economy within a very 

short time period as between 1983 and 1993, the share of service sector in the 

GDP of Hong Kong got increased from 62.3 percent to 78.1 percent and in the 

employment the share grew from 55 percent to 77.5 percent. During the same 

period the share of manufacturing sector in GDP of Hong Kong got decreased 

from 23 percent to 11.2 percent and in the employment it fell from 41 to 19.7 

percent. This increase in the share of service sector employment, and the 

corresponding decrease in the share of manufacturing employment, has led to 

the widespread perception that manufacturing in Hong Kong has declined 

(Wong, 1996).  

3.3.3.1. GDP per capita in Hong Kong 

 The trend in the GDP per Capita of Hong Kong between 1985 and 2016 

is shown in the Figure 3.12. As is clearly seen from the Figure 3.12 that GDP 

per capita of Hong Kong has increased from 13000 US dollars in 1985 to 36725 

US dollars in 2015. This makes Hong Kong as one of the wealthiest countries of 

world. The rapid increase in GDP per capita also makes Hong Kong as the 13th 

largest economy in the world. 
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Figure 3.12: Trend in GDP per capita of Hong Kong 

Source: Researcher’s own plot from WDI data 

3.3.3.2. Gross Capital Formation in Hong Kong 

  The gross capital formation in Hong Kong is plotted in the Figure 3.13 

which shows that there are more fluctuations in it between the period 1985 and 

2000 with its value 20 percent in 1985 and as high as 34 percent of GDP in 

1997. Thereafter, its value although has decreased but remained stable without 

much fluctuations. 

Figure 3.13: Trends in the gross capital formation in Hong Kong 

Source: Researcher’s own plot from WDI data 

 

3.3.3.3. Imports and Exports in Hong Kong 

  The table 3.3 shows the volume of Imports and Exports as a percent of 

GDP in Hong Kong during the period from 1985 to 2015. It can be seen from 

the table that Hong Kong exports more to other others than it imports.  
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Table 3.3: Imports and Exports in Hong Kong during 1985 to 2015 (as % of GDP) 

Year Import Export 

1985 93.88 103.92 

1990 108.73 117.27 

1995 130.68 126.20 

2000 121.62 126.03 

2005 165.23 177.45 

2010 199.44 205.32 

2011 209.01 212.85 

2012 214.71 215.84 

2013 221.01 221.61 

2014 212.88 213.09 

2015 193.50 195.89 

Source: World Development Indicators, World Bank. 

3.3.3.4. Trade Openness in Hong Kong 

  The Fig. 3.14 depicts that trade openness has increased in Hong Kong 

during the period from 1985 to 2015. However, there are fluctuations in trade 

openness in Hong Kong during between 1995 and 2000 which is possibly 

attributed to East Asian crises. 

Figure 3.14: Trade Openness in Hong Kong  

Source: Researcher’s own plot from WDI data 

3.3.3.5. Inflation in Hong Kong 

 Figure 3.15 plots the inflation in Hong Kong between 1985 and 2015. It 

is seen from the plotted graph that there have been large variation in the 

inflation during the study period. Inflation in Hong Kong was as high as 11 
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percent in 1991 and as low as 4 percent in 1999. Post 2003, inflation has 

remained positive between 3 to 4 percent. 

Figure 3.15: Inflation in Hong Kong during 1985 to 2015 

Source: Researcher’s Own plot from WDI data 

3.3.3.6. Working age Population in Hong Kong 

  Figure 3.16 plots the working population in Hong Kong between 1985 

and 2015. It is seen from the plotted graph that working population in Hong 

Kong between 1985 and 2015 have shown an increasing trend. 

Figure 3.16: Working Age Population in Hong Kong during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.4. Economic Growth in India 

 With the population of more than 1.25 billion, India is the second largest 

country of the world and to sustain this huge population strong economic growth 

is necessary (Gilmont et al. 2018).The growth performance of Indian economy 

since its independence to the 1980s has been popularised by phrase “Hindu 

growth rate” the prof. Raj Krishna. This period was characterised by increasing 

controls and slow growth rate. However, K N Raj (1984) questioned this so-
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called Hindu rate of growth, hypothesis with Patnaik (1987) and Dhar (1988) 

asserting that of growth in the eighties actually accelerated.  On the other side, 

Virmani (1989) asserted a break in the GDP growth rate from 1980-81 with 

Nagaraj (1990) and Bhargava and Joshi (1990) discerning that the break is not 

statistically significant. Ahluwalia (1995) also noted the increase in growth rate 

during the eighties. However, the general belief among the non-resident 

Indians, foreigners about the Indian economy was that it is stuck to the 'Hindu 

rate of growth,' of about 3.5 percent per annum since the independence. Due to 

the series of economic reforms in 1991, India attained fast economic growth 

and became one of the fast growing economies of the world. 

 India’s per capita income growth rate in the last two decades has been 

nearly four percent (Bardhan, 2006). In 1950, India’s gross national product 

(GNP) was 49.5 percent higher than that of China, and as for the per capita 

GNP, India’s was 2.3 times higher than that of China, while the Chinese per 

capita gross domestic product (GDP) was only 43.5 percent of India’s (Zhou, 

2014). In 1999, China’s per capita income increased to twice of India’s. India’s 

economic growth reached 6 percent during 1980-2002 and 7.5 percent during 

2002-2010, while China’s average annual GDP grew by 10 percent in 1978-

2010 (Lal, 2008).  

  India’s economic growth got accelerated in the last two decades, which 

made it one of the world’s most fast growing economies after China and is 

signalling the trend of overtaking China very soon. However, India has attained 

sometimes fast and sometimes slow economic development through a series of 

economic reform policies since 1991. The stylized fact of India’s economic 

history since 1950 is that the rate of growth of the economy has accelerated 

with the each passing year. Since independence, there have been two distinct 

policy regimes in place. The mid-50’s period witnessed the launch of what is 

generally known as the Nehru-Mahalanobis economic growth strategy which 

aimed at rapid industrialization within a growth regime characterized by 

investment licensing and restrictions on international trade and capital 

movement (Balakrishnan et al. 2017). There were increasing controls and slow 

economic growth till 1980. Since independence, the policy makers in India 

aimed at a mixed economic setup of both public and private sectors with more 
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weightage being given to former at the commanding heights of the economy 

(Khatkhate, 1994). This growth strategy lasted more or less and remained 

unchanged till 1991 when a substantial policy regime of liberalization took 

place.  

 The main aspects of the new economic policy change were the ending of 

the licensing of private investment and the cancelling of many existing controls 

on international trade and payments. But, the basic objective of economic policy 

remained same since independence which included rapid economic growth, 

removal of poverty, more equitable distribution of income and self-sufficiency. 

However, the relative priority of different objectives varied over the years. There 

are two contradicting views explaining the contemporary growth surge in India; 

the conventional view suggests that the policy reforms of the early 1990s had 

played a major role in the growth acceleration of the country; and a countering 

view argument suggests that the surge in growth rate in India happened around 

1980s and could therefore not be attributed entirely to the new economic 

policies of the early 1990s.  With the rise of emerging economies and BRICS, 

the issues of India and China have raised increasing concerns worldwide over 

the past 10 years. There has been rapid transformation in the economic 

performance of the Indian economy since the independence. The initial 

decades after the independence show the period of lack-lustre economic 

growth, but after some time it surprised many for its rapid increase in per capita 

income (Agarwal and Whalley, 2013). India has now joined the club of “growth 

miracles‟ which include countries such as Chile in Latin America, Botswana and 

Mauritius in Africa, and China, Indonesia, Singapore, South Korea, Taiwan, 

Thailand and Vietnam in Asia (Sen, 2009). Thus, there is very little doubt that 

the emergence of India in the global economy has been one of the most 

significant economic development in the past quarter century due to its highly 

significant contribution in reducing the poverty of its large population (Bosworth 

and Collins, 2008). 

 Scholars are of the opinion that the economic reform implemented by the 

Rao government was the main cause for Indian economy’s growth in recent 

years (Rong 2001). The Nehruvian Policy reforms during the 1980s focused 

mainly three aspects like encouraging imports of capital goods and products, 
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moderate relaxation of industrial control, and moderate tax reform were 

sufficient to trigger the acceleration of economic growth as India’s average 

annual economic growth rate reached nearly 6 percent between 1980 and 

2005. By the late 1980s, the overall labour productivity of India was nearly one-

third higher than the expected results of the previous development trends 

before the 1980s.  

 Another growth promoting factor in India is the IT industry as in the 

absence of any broad-based manufacturing industrial revolution, the economic 

growth of India depends largely on the services industry (Balakrishnan et al. 

2017). The number of IT companies increased to 150 in 1985. With the rise of 

the software industry after 1986, India witnessed a rapid increase in exports. 

The proportion that the services industry has taken in Indian GDP in the last 10 

years accounts for over 50 percent, which is 12-13 percent higher than that of 

China. Thus, the modern software industry has developed extremely rapidly. In 

recent years, the average growth rate of Indian services industry has reached 9 

percent, among which software industry growth amounts to over 10 percent. 

The modern software industry as supported by the national policies, advantage 

in human resource capital and language has maintained faster growth 

continuously act as the business model for other services industries in India. 

Such high value-added knowledge-intensive services industry is typical of the 

modern service industries, and a significant growth point for stimulating the 

development of tertiary industry in India (Gentimir and Gentimir, 2015).  

 It is further, believed that the increase in the growth rate in the 1980s and 

1990s occurred primarily due to greater accumulation of physical capital, an 

increase in productivity of capital, labour and land, increase in domestic and 

foreign investments, removal and relaxation of import and export controls; 

removal of red tapism. But education and land expansion were not the sources 

of growth (Sen, 2009a). 

 The two decades have also seen a significant decline in poverty. Based 

on calculations of the Planning Commission, the proportion of the population 

living below the official poverty line declined from 39 percent in 1987-88 to 27.5 

percent in 2004-05 (Panagariya and Bhagwati, 2010). Thus, it can be inferred 
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that there is a huge potential and bright future for India in the coming decades 

due to its large domestic market, population dividend, high resource base etc. 

So, in order to trap the positive effect from these resources, appropriate policies 

are required.  

3.3.4.1. GDP per capita in India 

 India’s GDP per capita turnaround has been depicted in figure 3.17. GDP 

per capita at constant 2010 US$ is one of the important indicators representing 

the welfare of people in any country. It can be found that there is continuously 

increasing economic growth in the country, but the country has shown the high 

GDP per capita especially since 2000 which can be seen from the steep upward 

trend in the GDP per capita curve. The high GDP per capita since 2000 can be 

attributed to the liberalization of 1990’s. In terms of GDP per capita, the country 

ranks around 150 as per 2010 World Bank classification.    

Figure 3.17: Trends in GDP per capita of India during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 Rapid economic growth of around more than 7 percent makes India the 

fastest growing G20 economy. Structural reforms, rule based policy framework 

and low commodity prices have provided the much needed impetus to the 

Indian economy. The strong economic growth in the country has raised the 

GDP per capita in the country by over 5 percent per year. Rapid economic 

growth has turned the fortune of the millions of people around the country which 

has led to the decline in the poverty in the country in the past 10 years. This has 

led to the increase in the standard of living in the country.  
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3.3.4.2. Inflation in India 

 Robust growth in the country has been accompanied by the decline in 

the inflation (Figure 3.18). India witnessed high inflation during the late 1980s. 

After the economic reforms of 1991, inflation remained under 6 percent up to 

2007. However, after 2007-08, inflation again increased in India. 

Figure 3.18: Inflation in India during 1985 to 2015 

Source: Researcher’s own plot from WDI data  

3.3.4.3. Gross Capital Formation in India 

 India’s gross domestic product grew at an average 9 percent annually for 

few years before the global financial crisis of 2008. Between the 2004 and 

2008, business confidence in the country upshot and investment increased 

rapidly. Indian planners wanted to raise growth beyond the 10 percent citing the 

positive effects of demographic dividend and high rate of investment. But, the 

global financial crisis didn’t let it happen and investment fell again and the 

economic growth slowed down. In 1950’s, the capital formation in the country 

stood at around 7 percent. This improved as a result of Five Year plans 

stressing for improving the capital formation. As a result, the capital formation 

grew slowly till 1985 when it stood at around 22 percent of GDP. Since then, 

capital formation in the country has grown at a rapid pace and currently it 

stands at 35 percent of GDP as of 2014. Thus, the post-liberalization era 

witnessed surge in the capital formation in the country (Fig. 3.19). 
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Figure 3.19: Trends in Gross Capital Formation in India during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.4.4. Imports and Exports in India 

 The Table 3.4 shows the imports and exports as percent of GDP in India 

for the period from 1985 to 2015. It is seen that India has imported more than it 

has exported. As in 1985 imports accounted for 7.73 percent of GDP in India 

whereas exports were only 5.30 percent of GDP. Similarly, imports in India were 

22.12 percent of GDP compared to 19.82 percent of exports. 

Table 3.4: Imports and Exports in India during 1985 to 2015 (as % of GDP) 

Year Import Export 

1985 7.73 5.30 

1990 8.54 7.12 

1995 12.15 10.95 

2000 14.05 13.13 

2005 22.66 19.82 

2010 27.09 22.59 

2011 31.08 24.54 

2012 31.25 24.53 

2013 28.41 25.43 

2014 25.95 22.96 

2015 22.12 19.82 

Source: World Development Indicators, World Bank. 

 

3.3.4.5. Trade Openness in India 

 The Figure 3.20 depicts the trade openness (ratio of exports and imports 

to GDP) of India from 1985 to 2015. It is clear from the diagram that over the 

specified period of time openness of Indian economy has increased that really 

boosts up the growth process of India. 
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Figure 3.20: Trade Openness in India during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 

3.3.4.6. Working Age Population in India 

  Working age population in India is plotted in figure 3.21 which shows an 

increasing trend. It indicates that India has sufficient working population to be 

utilized for growth process. 

Figure 3.21: Working Age Population in India during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.5. Economic Growth in Indonesia  

  Indonesia has made great strides in improving the quality of life of its 

population over the past 50 years. Increase in life expectancy, fall in the 

infant mortality from 148 per 1000 to 23 per thousand, and decrease in 

poverty rate from 72 percent in 1984 to 16 percent in 2010 on $1.90 basis 

are few among the positives Indonesia has succeeded to acquire. This was 

facilitated by strong economic growth that raised GDP per capita of 

Indonesia from US$ 330 in 1970 to US$ 1853 in 2014 at constant 2005 US$. 

Thus, Indonesia has an impressive record of economic growth and poverty 



81 
 

reduction over the past few decades (Balisacan et al, 2003). In particular, 

between 1984 and 1996, the economy grew on an average by 6.8 percent 

per annum, driven by strong growth in the industrial and service sectors with 

7.3 percent and 7.2 percent per annum respectively (Dutu, 2016). In the rural 

areas of the country, the agricultural sector helped larger section to people 

come out of poverty. The sector grew at 4.7 percent per annum during the 

period from 1984 to 1996.  

  During the early 1960s, Indonesian economy due to absence of 

advanced industries, lacking of capital inflow, and prevalence of strong state 

control was in a mess. However, with the change in regime in 1966, the 

country experienced rapid economic growth up to 1997 (Aswicahyono et al. 

2010). As a result, the country’s annual industrial growth stood at 9 percent 

for the most of the time during the period 1970-1997. 

  Foreign investment also increased as a result of adoption of liberal 

and fiscal policy regime. The industrial sector evolved from simple labour 

intensive exports, simple consumer goods and basic resource processing to 

wide range of manufacture of technologically sophisticated industrial exports. 

The Indonesian economy also got a boost from 1970’s oil price (Hill et al. 

2008). The country utilised the proceeds very effectively in formulating the 

appropriate investment and trade policies than any other country at the same 

position (Aswicahyono et al. 1996). However, with the fall in oil price after 

1982, the exports of the country fell significantly and resulted in the rise of 

current account deficit to over 7 percent of the GDP.  

  During the earlier phase of economic development in the country, 

there was heavy industrialization in the country which can be assessed from 

the fact that industrial output increased more than double from 20 percent in 

1970 to 43 percent in 1990. But, in the last decade of 20th century, the 

industrial output fell back to 40 percent in 2000. However, it again fell to 36 

percent in 2010. Furthermore, the capital stock of the country in the early 

1960s was hovering around 7 percent of the GDP, but, it reached to the level 

of 28 percent at the onset of the Asian financial crisis in 1997 which provided 

the much needed impetus to the rapidly growing country (Eng, 2009).  

  In the latter part of 1990s, the East Asian economies were hit by one 

of the worst financial crises in modern history. The Asian financial crisis of 
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1997-98 had long-lasting effects in a number of Asian countries. In 

Indonesia, the crisis began in mid-1997 with a sharp depreciation of the 

domestic currency rupiah, which lost almost 85 percent of its value in the 

next year. In 1998 the economy contracted by 13.7 percent and the inflation 

rate in the country rose to whopping 78 percent, driven in particular by 

escalating food prices, which rose by 118 percent (Suryahadi et al. 2012).  

  The country also experienced the flight of capital out of the country 

due to collapse of the depreciation of the country. Both the domestic as well 

as foreign investment registered a fall during this phase. The economic crisis 

quickly spread and incubated into the political sphere, which ignited large 

protests and mass riots against the incumbent New Order regime in Jakarta 

and several other cities of the country. The economic and political chaos 

ended with the resignation of President Soeharto in May 1998.  

  One of the most devastating and immediate impacts of the Asian 

financial crisis on the Indonesian economy was the sudden increase in the 

poverty in the country which increased from 17 percent in 1996 to 23.4 

percent in 1999 (Manning and Roesad, 2006). This period marked the 

reversal of the poverty in the country, which was declining in the country 

continuously since the era of 1970s. The economic crisis in the country led to 

the decline in the wage rates as well as the increase in unemployment in the 

country which ultimately led to fall in economic activity (Manning, 2000). 

Private consumption and investment declined, as a result, the government 

spending had become a key driver of economic growth in the country, hence 

any delay in the public spending led to slow recovery in the economic 

activity.  

  However, the country recovered from crisis relatively quickly, and the 

rate of poverty reduction in the country was made to fall back to reach the 

level of the pre-crisis level (Alisjahbana and Manning, 2006). For the period 

2000-2005, economic growth averaged 4.5 percent, in contrast to more than 

7 percent growth before the crisis period. However, the political and 

economic stability, which was in part driven by rapid investment, lower 

interest rate policy by central bank, and exports in the country up to 2007 led 

to the stable macroeconomic growth in the country (Narjoko and Jotzo, 

2007).  As a result of global financial crisis, the total merchandise exports in 
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2009 fell by 15 percent from the level of $137 billion in 2008, at the same 

time, the non-oil and gas exports fell by more than 9 percent from $107 

billion; sector wise, the exports of manufactured products fell by 17 percent, 

while that of agriculture and mining sector declined by 4.8 percent and 32 

percent respectively (Patunru and Luebke, 2010).  

  With the abundant labour supply, rich natural resources, large 

domestic market etc. Indonesia attracted a huge sum of FDI inflows in the 

country. But, the FDI was not warmly welcomed in the country as a result of 

certain structural constrains. However, in 1996, the country received a huge 

sum of FDI in the country, but the financial crisis reversed the inflow of FDI in 

the country again. But in 2006, it became the fourth largest recipient among 

the ASEAN economies after various liberalization reforms were undertaken 

in the aftermaths of crisis (Lindblad, 2015). In 2010, the country became the 

second largest recipient of foreign investment. Due to recovery in the world 

economy and implementation of structural reforms, the exports started to 

pick back considerably (Dutu, 2016).  

  The economic success of Indonesia has been such that it has been 

able to tackle to poverty over the last 40 years in the country, despite the 

many impediments such as Asian financial crisis. The sustained growth in 

the country has been made possible due to improvements in the democracy, 

rapid political reforms, effective economic policies and developing the able 

institutional environment. This has led Indonesia transforming itself into the 

country of a model of economic success for the rest of the Asian economies 

(Silva and Sumatro, 2014). The country’s achievements in economic and 

human development over the past quarter-century have remained 

impressive, especially when viewed against the performance of South Asia 

and other low and middle-income countries (Balisacan et al. 2003).  

3.3.5.1. GDP per capita in Indonesia 

 The Indonesian economy has recorded strong economic growth over the 

past few decades; and in the recent years, the rapid pace of economic output 

has been accompanied by rapid growth in the per capita income. However, 

compared to the neighbouring countries, the level of per capita income is 

relatively low. In the figure 3.22 which shows the trend in the GDP per capita of 

Indonesia during the period from 1985 to 2016, it can be seen that there has 
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been rapid expansion in the GDP per capita, notwithstanding the sharp 

economic contraction that occurred during the Asian financial crisis that the 

country has witnessed. Among the East Asian economies, it is the fourth largest 

economy in the region. 

Figure 3.22: Trends in GDP per capita of Indonesia during 1985-2016 

Source: Researcher’s own plot from WDI data 

  From the figure 3.22, it is also clear that the GDP per capita of the 

Indonesian economy didn’t witness any sharp downturn due to the global 

financial crises of 2007-08 and the consequent global slowdown. But the 

adverse effect of East Asian crises of 1997 is clearly reflected in the graph as 

the GDP per capita in Indonesia in the year 1997 was about 2433 US dollars 

which has come down to about 2084 US dollars in 1998. The increase in the 

per capita income earned over the years and the increasingly efficient and 

well-targeted policy measures like expanding social security programmes 

have been phenomenal in reducing the poverty in the country. However, 

increase in the income inequality has been witnessed over the past decade 

and the social safety net needs to be further developed.    

3.3.5.2. Gross Capital Formation in Indonesia 

 In Indonesia, the need to increase the capital formation grew in 1950’s, 

largely as a process of macroeconomic planning in the eve of First Five year 

plan of 1956-60. Before the Asian financial crisis in 1998, Indonesia witnessed 

the increase in the capital formation in the country and it continually hovered 

around 30 percent of the GDP and the economic growth performed well during 

the same period as shown in figure 3.22. In the wake of the Asian crisis, 
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investment fell to 11 percent of nominal GDP and Indonesia experienced annual 

net outflows of- investment until 2001. Since 2001, investment has expanded by 

around 7 percent 

Figure 3.23: Trends in Gross capital formation of Indonesia during 1985 to 

2015

Source: Researcher’s own plot from WDI data 

per annum and its share of nominal GDP has moved back up to 35 percent of 

total GDP in 2014. The high capital–output ratio in 1997 suggests that a 

significant part of Indonesia’s rapid economic growth during the 1990s was due 

to capital accumulation. 

3.3.5.3. Imports and Exports in Indonesia 

The Table 3.5 shows that the exports and imports as percent of GDP of 

Indonesia from 1985 to 2015. It also reveals that over the period exports of the 

nation are more than its imports except the 1995 when imports are more than 

its exports. 

Table 3.5: Imports and Exports of Indonesia during 1985 to 2015 (as % of 

GDP) 

Year Import Export 

1985 20.94 23.77 

1990 25.58 27.30 

1995 27.64 26.31 

2000 30.45 40.97 

2005 29.92 34.067 

2010 22.40 24.29 

2011 23.85 26.32 

2012 24.98 24.59 

2013 24.71 23.92 

2014 24.41 23.66 

2015 20.77 21.16 

Source: World Development Indicators, World Bank. 
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3.3.5.4. Trade Openness in Indonesia 

 The trade openness of Indonesia from 1985 to 2015 is depicted in the 

Fig. 3.24.  It can be seen from the figure that trade openness in Indonesia has 

witnessed fluctuations during the period from 1985 to 2015. The trade openness 

as a percentage of GDP has increased from 1985 to 1998 and has decreased 

thereafter. In the year 1998, trade openness has almost reached 100 percent of 

GDP in Indonesia.  

Figure 3.24: Trade Openness in Indonesia during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 

3.3.5.5. Inflation in Indonesia 

 The Fig. 3.25 depicts the annual inflation in Indonesia during the period 

from 1985 to 2015. It is clear from the figure that inflation in Indonesia has 

remained under 10 percent during most of the period from 1985 to 2015. 

However, in 1998, the inflation has touched the alarming level. This is the 

period when Asian economies were grappling with East Asian crises. 

Figure 3.25: Inflation in Indonesia during 1985 to 2015 

 
Source: Researcher’s own plot from WDI data 
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3.3.5.6. Working age population in Indonesia 

 Working age population as a percentage of total population of Indonesia 

is plotted in figure 3.26 which is increasing continuously from 1985 to 2015. It is 

a bonus point for the nation that its working age population is increasing if it is to 

be utilized for growth process. 

Figure 3.26: Working Age Population in Indonesia 

Source: Researcher’s own plot from WDI data 

 

3.3.6. Economic Growth of Iran   

  The developing economy of Iran is the second largest country in the 

Middle East Asia and eighteenth in the world. Over the last few years, it has 

achieved considerable progress in its economic setup. The gross national 

product increased to 1,186.4 billion rials (from 412.9 billion rials in 1964); the 

average annual real rate of growth of GNP (since 1965) has been a 

phenomenal 10.4 percent; and per capita GNP, despite Iran's considerable 

population growth, has expanded at a real rate of 7.2 percent per annum 

(Askari and Majin, 1976).  

  At the start of the twentieth century, Iran’s per capita income was most 

likely in the range of $900 and $1000, measured in constant 2000 US$. This 

was less than the Western European economies by one third and below a 

quarter to that of the North American economies which reflects the primitive 

and backward nature of the country (Maddison, 2006). Iran has experienced 

high levels of oil exports which, combined with increasing oil price, have 

provided a substantial amount of revenue. There is no doubt that the 

proportion of total revenue attributable to petroleum-related factors is 
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responsible for a significant share of Iran's increasing national income and 

high rate of growth (Karshenas and Hakimian, 2007). The share of oil in the 

total national income increased from 10 percent in 1960 to 20 percent in 

1973. 

  The agricultural production has increased at the slow pace while the 

industrial sector has shown a rapid pace with the average growth of 15 

percent per annum from 1960 to 1970. This rapid growth led to the closure of 

the income gap between Iran and the Western European economies. The 

income per capita in the country reached about 64 percent of the Western 

European economies (Esfahani and Pesaran, 2009).  

  However, the poor policies and political environment led to the 

widening gap of Iran with South Korea and Malaysia which were moving 

through the same phase of development (Karshenas and Hakimian, 2007). 

The Iranian economy is uni-product economy which relies heavily on oil 

revenue and this dependence has increased the economic sensitivity to the 

international oil prices; when oil prices rises due to increase in the price in 

the international market, foreign currency income earned from oil exports in 

the country significantly affect the economic well-being of the country (Yazdi 

et al. 2015).  

Iran was regarded as an example of the successful economic 

development in the era of 1960s and early 1970s. The income per capita in 

the country was roughly twice that of the Turkey or South Korea. The non-oil 

GDP per capita in the country grew on an average by 6.8 percent per annum 

which was exceptional before the rise of Asian Tigers (Mojaver, 2009). 

However, the aftermaths of the chaotic years of Iranian revolution and Iran-

Iraq war led to fall in GDP per capita in the country which now is 14 percent 

less than that of Turkey and nearly one third of South Korea. Prior to 1978 

Iranian revolution, the government has embarked on the very ambitious 

program of modernization of the country and the goal was to become the 

world’s fifth largest industrial nation by 1990. The target was set on the basis 

of the rapid and fast growth prior to 1970s when the country was growing at 

the steady pace (Dreger and Rahmani, 2016). 

 However, the oil price rise of the 1970s led to the rapid growth which 

surpassed the ability of the system to adjust to the rapid changes and to 
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absorb them comfortably. The rapid economic growth resulted in the country 

drifting towards and finally getting trapped in a counter development 

whirlpool (Fatehi and Veliyath, 2008).The fast pace of growth created 

numerous problems, including shortages of port capacity, domestic 

transportation, building materials and skilled workers, and electric power 

(Looney, 1985). The high accumulation of income and the deficit of the 

infrastructure led to the income polarization between the upper and the lower 

class of the society due to rent seeking behaviour (Karshenas and Hakimian, 

2007). This ultimately led to the Iranian revolution in 1979 which led to the 

overthrow of the Shah of the Iran from the government.  

  The country was subjected to the numerous sanctions by United 

States from time to time which have put serious constrains on the economic 

activity of the country in the modern liberalized world (Katzman, 2018). 

Reacting to the economic hardship, the Iranian government implemented 

several policy reforms like removing the subsidies which amounted to close 

15 percent of the total GDP and privatization of state owned enterprises 

especially those in the manufacturing sector (Asheghian, 2016). The 

privatization and other economic reforms had a definite impact on attracting 

the foreign capital. The 20th century marked a period of profound economic 

transformation for the Iran. After centuries of under-development and 

economic stagnation with only a marginal role in the world markets, the 

economy of Iran began to change in terms of structure, productivity, and 

international impact (Jalali-Naini, 2006).  

  By the end of the 20th century, Iranian population increased by more 

than eight fold; income per capita increased by seven times; international 

trade also doubled which provided access to the technology, wide range of 

products and investment; product, labour and capital market expanded and 

industrial sector grew rapidly among others (Mojaver, 2009). It is also argued 

that the Iranian economy has been steadily growing since 1999, mainly due 

to booming crude oil prices in the international market. 

  Iran has also witnessed the development of human capital caused by 

major demographic, education, changes in the distribution of income and 

inequality (particularly declining poverty), which has considerably contributed 

to long-term economic growth and subsequently led to the increase in the 
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HDI of the country (UNDP, 1999). Currently, the economy is passing through 

the stagflation due to high inflation and low GDP growth. Furthermore, the 

unemployment is also more than 12 percent, the foreign investment is on 

decline, imports of consumption goods is on rise, exports of oil is less than 

what it was in peak oil production witnessed in 1970’s and the financial index 

is declining (Mahmoodi, 2017). This is mainly due to the country’s strained 

relations with the Western economies and their sanctions on the country.  

  Since the country has adopted the wide policies to improve the 

economic growth and stability of the country, but the experience suggests 

that unless institutional reforms to encourage wider participation of non-

government institutions in the economic process, credible price/incentive 

reforms policies to improve resource utilization and allocation, and improved 

governance standards are not undertaken, these reforms have then only 

have higher likelihood of success (Jalali-Naini, 2006). Thus, it becomes 

necessary for the country to make necessary progress in the political 

atmosphere of the country with the rest of the world.   

3.3.6.1. GDP per capita in Iran 

  The GDP per capita of Iranian economy has shown declining tendency 

in the latter half of 1985 to 1990. The country is the second largest economy 

in the Middle East in terms of GDP per capita. But, since then there has been 

constant increase in the GDP per capita of the economy which can be seen 

in figure 3.27. However, being the rich in oil resources, when compared to 

the other countries of OPEC, the country’s GDP per capita fares poor due to 

the tensions with the Western economies. The country has witnessed the 

decline in the GDP per capita after the Iranian revolution. The level of public 

services has deteriorated; mortality rate has increased; unemployment rate 

has increased; inflation has increased etc. The fall in the oil price and the 

Iran-Iraq war contributed considerably to the decline in the GDP per capita in 

the country.  
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Figure 3.27: Trends in GDP per capita of Iran (1985-2016) 

Source: Researchers own plot from WDI data 

 

 3.3.6.2. Gross Capital Formation in Iran 

  Figure 3.28 shows many ups and downs in the gross capital formation 

in Iran for the period from 1985 to 2015. It has been found that the capital 

formation in the country has moved along the oil prices in the country i.e. with 

the increase in the oil prices, the capital formation increases and vice-versa. 

Thus, oil resources not only provide major chunk of government revenue, but 

also is the basic source of investment in the country. The country 

experienced a long period of sixty years of development plans starting from 

the 1949 which were aimed to rapid economic growth. During the reign of 

Shah of Iran, the capital formation in the country had reached around 60 

percent of the GDP which witnessed the rapid economic growth due to 

positives from the oil resources, but over the time, gross capital formation as 

a percent of GDP fell to less than 50 percent in 1980’s and reached below 20 

percent in 1998 as shown in figure 3.28. Since 2000, the country has 

continuously touched the gross capital formation ranging 30-40 percent of 

the GDP. 
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Figure 3.28: Trends in Gross Capital Formation of Iran (1985-2016) 

Source: Researcher’s own plot from WDI data 

 

3.3.6.3. Imports and Exports in Iran 

From the table 3.6, it is seen that imports outperformed exports in Iran during 

1985 and 1990, thereafter the share of exports in of Iran increased.  As imports 

were 14.28 percent of GDP in 1985 against 8.88 percent of exports. In 1990 

imports and exports in Iran were 23.80 and 13.28 percent of GDP respectively. 

Table 3.6 Imports and Exports in Iran during 1985 to 2015 (as % of GDP) 

Year Import Export 

1985 14.28 8.88 

1990 23.80 13.28 

1995 13.46 21.68 

2000 19.79 21.47 

2005 24.11 30.33 

2010 19.37 24.40 

2011 17.56 25.63 

2012 23.25 24.13 

2013 23.45 26.88 

2014 21.46 23.14 

2015 19.27 19.74 

Source: World Development Indicators, World Bank. 
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3.3.6.4. Trade Openness in Iran  

 Figure 3.29 depicts the trade openness (ratio of exports and imports to 

GDP) of Iran from 1985 to 2015. It is clear from the diagram that besides the 

fluctuations, the overall trend remained unchanged for trade openness of Iran.  

Figure 3.29: Trade Openness in Iran during 1985 to 2015 (% of GDP) 

Source: Researcher’s own plot from WDI data 

3.3.6.5. Inflation in Iran  

 Inflation in Iran has been a concern throughout the period between 1985 

and 2015 as it has remained at high during most of the times. In the year, 1995 

inflation has touched 50 percent and in the year 2013 it was as high as 

2013(Figure 3.30). 

Figure 3.30: Inflation in Iran during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.6.6. Working Age Population in Iran 

 Figure 3.31 shows that Iran has fairly a good working age population as it 

has increased from 50 percent in 1985 to about 70 percent in 2005 and has 

thereafter remained constant which is a good sign for the growth performance 

of the Iranian economy. 

Figure 3.31: Working Age Population in Iran during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.7. Economic Growth of Japan  

  Japan is the prime example of what the literature in economics defines 

as a growth miracle, that is, an economy that has experienced high rates of 

per capita income growth for a long and sustained period of time that 

enabled it to move from being very poor to being highly rich in only a few 

decades (Valdes, 2010). Fifty years after the devastation of World War II, 

Japan's remarkable long-term, export driven economic success is known as 

the East Asian development model and East Asian economies have become 

the engine for the world's economic growth (Nakasone, 1995). 

  Japan has been for a number of years an economic superpower in the 

world economy, but in the aftermath of World War II, its economy was in 

shambles due to the nuclear catastrophe in the country. There are several 

reasons to explain the rapid economic growth of Japan which include: 

 (1) Since the beginning of the 1950s, foreign technology was introduced in 

Japan, bringing a high rate of continuous productivity increase due to 

successful catch up.  
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(2) The high savings rate of Japan provided sufficient funds to support the 

high investment. The Japanese tax and financial systems stressed the 

important role of the high rate of savings and its use. This effort was brought 

under the oversight of the Ministry of Finance.  

(3) The budgets for defence forces were small, and funds were directed to 

improve social infrastructures and government investment projects.  

(4) Japan’s monetary and fiscal authorities made sound policy decisions 

during the period 1955-1964 (Iyoda, 2010). Between 1948 and 1972 (a 

period of 25 years) Japan’s per capita income grew at an average annual 

rate of 8.2 percent per annum, in real terms. Then it fell to levels more in line 

with the advanced capitalist countries of the West, but, by that time, Japan 

had already joined the elite club of rich countries (Kanamori, 1972).  

  However, for some economists, this is not a miracle because it can be 

quite easily explained by the standard Neo-classical growth model of Solow. 

The Japanese economy actually made a successful take-off in the middle of 

the Meiji era, the late 1880s to be exact, it then maintained the high and 

sustained economic growth for nearly a century which surpassed the 

advanced industrial states of the West, and it has grown into one of the most 

highly developed industrial nations in the world (Ohbuchi, 1979).  

  At the time of take-off, the country had a favourable demographic 

situation which benefitted the country that was deficit in terms of capital and 

the capacity was also limited. The knowledge and educational institutions 

were also empowering and imparting the population of Japan with the 

scientific technology and modern knowledge. Western countries achieved 

this take-off during the eighteenth and nineteenth centuries, at the start of 

modern capitalist economic growth. Japan lagged behind Western countries, 

only starting its economic growth in the mid-1880s (Ito, 1997).  

  After the transitional periods of military preparation and World War II, 

rapid growth blossomed in the post-war years. It was almost explosive and 

the changes it brought forth were revolutionary. Thus, it found that the pre-

war economic growth in Japan was relatively slow. It was natural for the 

economy to have grown until 1955, since it was a recovery from the 

destruction of the war. Much of the capital and human resources were still 
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available and, as materials and fuel were imported, recovery started back 

(Yasuba, 1991). 

   In the meantime, the savings ratio of the country also became higher 

which again prepared the country for further growth after 1955 when per 

capita income reached the pre-war level. Domestic factors that enabled high 

growth included a high investment ratio supported by savings mobilization, 

migration of the younger generation workforce from the rural area to cities, 

and high productivity growth brought about by the introduction of foreign 

technology and improved engineering (Otsubo, 2007).  

  Japanese per capita GNP in 1980 was 74 percent of that of United 

States and it was higher than Britain and Italy; and somewhat lower than 

West Germany and France. The country promoted a rapid expansion in 

exports such that it appeared that they followed export-led strategies for 

promoting economic growth (Zang and Baimbridge, 2012). Thus, the national 

goal since the Meiji Era of catching up the West has been largely realized by 

1980’s. However, after the oil price boom of 1973, the economic growth of 

country became much lower and reached the level of 4.5 percent per annum 

during 1980-89 (Gordon, 2003).  

  The oil crisis in 1973 had an enormous effect on the growing 

Japanese economy, since Japan had depended highly on the imports of 

crude oil for driving its economic growth since the World War II. Inflation 

soared in the economy and unemployment problem arose, causing Japan to 

go into a recession (Takada, 1999). But the economy after the oil crisis 

stabilized due to government’s quick and timely response and high 

technological level already achieved which led to the increase in the exports 

of the country. However, Japan experienced an asset bubble in the late 

1980s (Crawford, 1998).  

3.3.7.1. GDP per capita in Japan 

  As the bubble burst around 1990, the Japanese economy entered a 

long period of deflation and recession. Growth slowed down and sometimes 

became even negative. It is also sometimes called as the lost decade of 

Japan (Ohno, 2006). However, since 2012, the Japanese economy is 

showing the signs of the slow recovery where the inflation is positively 

growing (Figure 3.36). Under the Liberal Democratic Party administration of 
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Prime Minister Shinzo Abe, which began in 2012, the ‘three arrows’ strategy 

was launched, and the signs of economic recovery began to be seen in early 

2013. The three arrows refer to aggressive monetary easing, flexible public 

spending, and a growth strategy to spark private investment, and these 

constitute ‘Abenomics’ (Urata, 2014).   

Figure 3.32: Trends in GDP per capita of Japan (1985-2016) 

 
Source: Researchers own plot from WDI data 

 

 The sluggish growth rate of Japanese economy in the recent past has 

reduced the per capita income in Japan from one of matching the top half of 

OECD economies to 14 percent below them. Japan’s high private saving rate 

has also been significantly higher than the high private business investment 

rate. The gap between the two necessitated the government to move towards 

the deficit spending to prevent recession in the country. In 1925, the 

Japanese per capita income was about 26 percent of the U.S level. But over 

the period this gap has been removed by the rapid growth in the country 

especially after the post war reconstruction period. The trend in the GDP per 

capita of Japan can be seen in figure 3.32. The figure shows that over the 

period of time, the GDP per capita has grown but at a sluggish pace. The 

GDP per capita has been found to be growing more slowly after the 

recession of 2009. The real challenge for the country lies in raising the GDP 

per capita and removing the deflationary cycle in the country.  

3.3.7.2. Gross Capital Formation in Japan      

 The capital formation in the country was more than 32 percent in 1980 

which fell to 27 percent in 1984 and again reached to the existing level in 

1990. However, the country never touched the capital formation of 1990’s. 
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After declining almost continuously until the early 2000, investment stabilized 

in Japan at around 23 percent of GDP in 2008 as shown in figure 3.33. 

However, the World economic slowdown in 2008 led to the further decline in 

the capital formation in the country and investment reached the level of 20 

percent as percent of GDP in 2009, and as a result the GDP in the country 

fell again.    

Figure 3.33: Trends in Gross capital formation of Japan during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.7.3. Working Age Population in Japan 

  As labour input in Japan shrinks with the aging of its population, 

capital accumulation and productivity gains are supposed to drive economic 

growth over the medium-term in Japan.  

Figure 3.34: Working Age Population in Japan during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.7.4. Imports and Exports in Japan 

 Japan though implemented a policy of restricting imports however, it also 

encouraged the imports of technologies.  The table 3.7 shows the exports and 

imports as percent of GDP of Japan from 1985 to 2014. It also reveals that over 

the period exports of the nation are more than its imports except the period from 

2011 onwards when imports are more than its exports. 

Table 3.7 Imports and Exports in Japan during 1985 to 2015 (as % of GDP) 

Year Import Export 

1985 10.70 13.89 

1990 9.44 10.21 

1995 7.70 8.97 

2000 9.19 10.62 

2005 12.51 14.01 

2010 13.57 15.03 

2011 15.46 14.91 

2012 16.09 14.54 

2013 18.23 15.94 

2014 20.00 17.03 

2015 18.00 17.58 

Source: World Development Indicators, World Bank. 

3.3.7.5. Trade Openness in Japan 

Figure 3.35 depicts the trade openness (ratio of exports and imports to GDP) of 

Japan from 1985 to 2015. It is clear that over the specified period openness of 

Japanese economy has increased. 

Figure 3.35: Trade Openness in Japan during 1985 to 2015 

      
Source: Researcher’s own plot from WDI data 
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.3.3.7.6. Inflation in Japan 

Figure 3.36 depicts the inflation in Japan for the time period from 1985 to 2015. 

It is clearly seen that inflation has remained between 3 percent and -1.5 percent 

for most of the period of the period from 1985 to 2015.  

Figure 3.36: Inflation in Japan during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.8. Economic Growth of Malaysia   

  The growth performance of East Asian countries-namely, Malaysia, 

Thailand, South Korea, Indonesia, and the Philippines-were severely affected 

by foreign capital withdrawal following the 1997 financial crisis (Chia, 2012). 

Assessed by standard measures, Malaysia's economic performance during 

the 1971-90 has been impressive. Though Malaysia has the trappings of a 

country that has been able to pick itself up and move on, the race riots that 

broke out in Kuala Lumpur and its immediate vicinity in 1969 brought 

economic growth to the centre stage of politics. In other words, economic 

growth and through it material advancement became the chief policy 

instrument to consolidate the country’s ethnic constitutional edifice and the 

ethnic politics on which it is based (Balasubramaniam, 2006).  

  The processes of modernisation, industrialisation and urbanisation 

that took place in Malaysia especially after the National Economic Policy 

(NEP) was implemented in 1971, that generally transformed its socio-

economic structure and subsequently, its society (Aziz, 2012). It is also 

argued that the rapid economic growth and the structural transformation are 

the two central features of the post-colonial Malaysian economy (Riaz, 1997).  
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  This transformation took place during an era of rapid industrialisation 

that propelled economic growth and prosperity, which saw the country 

achieving the status of a Newly Industrialising Country (NIC). Over the period 

1971-90, the Malaysian economy grew at an average rate of 6.7 percent per 

annum (Shari, 2000). Per capita income almost doubled each decade to 

reach more than US$ 8000 per year in 2012 (Menon, 2014). During the 

period preceding the crisis, Asian countries had several years of rapid 

economic growth. Malaysia achieved a real gross domestic product (GDP) 

growth of 8.5 percent between 1991 and 1997 with per capita income 

increasing two-fold in terms of U.S. dollars by 1997, and the incidence of 

poverty falling from 16.5 to 6.1 percent (Thanoon et al, 2005). 

   The high growth rate of the Malaysian economy during the 1971-95 

has been accompanied by generally low rates of inflation. During this period, 

the total investment in the country averaged about 41 percent of the GDP, 

peaking at 43 percent in 1995 (Menon, 2014). Investment in the country 

during this period had been so high that it was speculated that the Malaysia 

had been over investing.  

  The transformation of the country from a largely agrarian economy in 

the 1950’s and 1960’s to a manufacturing based one was rapid and 

spectacular. This period was also accompanied by the rapid structural 

transformation of Malaysia. With higher growth rates in the manufacturing 

sector, the share of the primary sector declined from 37.2 percent in 1970 to 

20.1 percent in 1995, while the secondary sector's share rose from 17.3 

percent in 1970 to 36.5 percent in 1995 (Shari, 2000).  

  Malaysia embarked on the economic reforms that are characterized by 

the deregulation and liberalization in 1970’s. Agriculture’s share of GDP in 

2016 has fallen to 9 percent from 23 percent in 1980. Manufacturing in 

Malaysia accounted for 40 percent in 1980 and 35 percent in 2016 which 

showed declining tendency after the global financial crisis. After the 

transformation from agricultural economy into industrial economy, Malaysia 

was poised to the service based economy. However, the share of the service 

sector in the Malaysian economy has shown increasing tendency over the 

period. The share of the service sector in 1980 stood at 35 percent of GDP, 

which increased to 55 percent in 2016. The share of service sector showed 
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the signs of declining tendency in 1998 and in 2009 at the helm of the global 

financial crisis (World Bank, 2016). 

  The development policies implemented under the New Economic 

Policy have had a major impact on reducing income inequality in Malaysia 

from the late 1970’s. However, after that there is an increase in the inequality 

in the country. It is suggested that the government policy reversal towards 

liberalization, deregulation and privatization since the late 1980’s has 

contributed to this trend of increasing inequality (Shari, 2000). In 1960’s, 

owing to its limited domestic market and nature of the industrialization, the 

manufacturing sector failed to absorb the growing labour force. Hence, 

unemployment figures were on the rise, from 2 percent in 1957 to 6 percent 

in 1962 and to 8 percent in 1968 (Riaz, 1997).  

  However, unemployment got reduced from the 6 percent in 1990 to 

2.8 percent in 1998. Since the implementation of new economic policy in 

1971 incidence of poverty in Malaysia, as measured by the official poverty 

line, has been significantly reduced. According to the official government 

statistics the poverty rate in Peninsular Malaysia alone has been reduced 

from 49.3 percent in 1970 to 29.2 percent in 1980 and further reduced to 

16.5 percent in 1990. The overall poverty incidence for Malaysia fell to 6.8 

percent in 1997 and further decrease to 5.1 percent in 2002, but slightly 

increased to 5.7 percent in 2004 (Aziz, 2012).    

3.3.8.1. GDP per capita in Malaysia 

  The GDP per capita in the country has continuously increased since 

1970’s. The country witnessed the drop in the GDP per capita only during the 

Asian financial crisis and the global slowdown of 2009 due to openness of 

the Malaysian economy with the rest of the world. Barring these two 

recessions, the country has witnessed the rapid growth in the GDP per capita 

over the period as shown in figure 3.16. GDP has grown at the pace of 6.4 

percent since 1970’s. The growth in the GDP per capita in the country can be 

attributed to the structural reforms undertaken in 1970’s.  
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Figure 3.37: Trends in GDP per capita of Malaysia (1985-2016) 

Source: Researchers own plot from WDI data 

 

 3.3.8.2. Gross Capital Formation in Malaysia 

   Since independence, the growth performance of the Malaysian 

economy has been very impressive riding on the back of the rapid capital 

formation. Due to global slowdown in 1980’s, the Malaysian economy 

witnessed the fall in the capital formation in the country which resulted in the 

fall in the economic activity in the country. As a result government embarked 

on the programme of privatization because earlier the government was more 

dependent on itself for making investment in the country. The rise in the 

private investment since 1987 led to the increase in the economic activity 

which continued till the onset of the Asian crisis of 1997-98. The capital 

formation in the country reached the level of 43 percent of GDP in the 

country in 1998. After the Asian financial crisis, capital formation in the 

country never touched the earlier levels achieved by the country earlier. The 

rate of investment again fell in 2009 as a result of global economic 

slowdown.       
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Figure 3.38: Trends in Gross Capital Formation of Malaysia 1985 to 2016) 

Source: Researcher’s own plot from WDI data 

 

3.3.8.3. Imports and Exports in Malaysia 

Table 3.8 shows the exports and imports as percent of GDP of Malaysia from 

1985 to 2015. It shows that both exports and imports as percent of GDP 

increased rapidly from 1975 to 2015. It also reveals that over the period exports 

of the nation are more than its imports. 

Table 3.8: Imports and Exports of Malaysia (as % of GDP) 

Year Import Export 

1985 49.98 55.08 

1990 72.42 74.46 

1995 98.02 94.08 

2000 100.59 119.12 

2005 90.95 112.89 

2010 71.04 86.93 

2011 69.68 85.25 

2012 68.54 79.29 

2013 67.09 75.63 

2014 64.57 73.79 

2015 62.95 70.60 

Source: World Development Indicators, World Bank. 

 3.3.8.4. Trade Openness in Malaysia 

  Malaysia has undergone a dramatic transformation from dependence on 

agriculture and commodity exports to a more diversified and open economy with 

strong links to global market (Koen et al, 2017). The figure 3.40 depicts the 

trade openness (ratio of exports and imports to GDP) of Malaysia from 1985 to 
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2015. It is clear from this diagram that over the specified period of time 

openness of Malaysia has increased. 

Figure 3.39: Trade Openness in Malaysia during 1985 to 2016 

Source: Researcher’s own plot from WDI data 

3.3.8.5. Inflation in Malaysia 

 The figure 3.40 shows that Malaysia experienced upward and downward 

swings in inflation throughout period between 1985 and 2015. During the East 

Asian crises of 1998 and financial crises of 2008, inflation was more than 5 

percent in Malaysia.  

Figure 3.40: Inflation in Malaysia during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.8.6. Working Age Population in Malaysia 

Figure 3.41 depicts the working age population in Malaysia. It is clear that 

working age population increased over the years which has positive effects on 

macroeconomic growth of Malaysia. 

Figure 3.41: Working Age Population in Malaysia during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 

3.3.9. Economic Growth of Pakistan   

  Over the last seven decades Pakistan experienced remarkable 

development oriented structural transition as the share of agriculture declined 

from 53 percent in 1947 at the time of independence to 25 percent in 2016 in 

the GDP. Approximately 70 percent of total population of Pakistan lives in 

rural areas. Almost 45 percent of work force is engaged with agriculture 

sector therein. The share of industry rose from 9.6 percent in 1949-50 to 25 

percent in 1980 and finally to 20 percent in 2016. Finally the GDP share of 

the services rose from 37.2 percent in 1950 to 45 percent in 1980 and 

ultimately to 55 percent in 2016. The services sector has provided steady 

support to Pakistan’s economic growth. Services sector is largest and fastest 

growing sector in the world economy, accounting largest share in total output 

and employment in most countries and Pakistan is not an exception.   

  With unique and strategic location, Pakistan has a vital role in South 

Asia as it links East with West (Jawaid and Saleem, 2017). In Pakistan, the 

renaissance coincided with the rapid growth rates experienced from the 

1960s to the 1980s giving way to ever slowing growth starting around 1992-

93 and between 2007-08 and 2011-12, during which Pakistan’s GDP growth 

averaged only 3.1 percent per annum (Kite and McCartney, 2017). 
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   Precarious nature of the Pakistan's economy was acknowledged by 

the government soon after independence in 1947 and a strategy of import 

substitution industrialisation was adopted through over-valued exchange 

rate, use of quantitative controls on imports and the export taxes on principal 

agricultural exports which include cotton and jute. The industrialisation in 

western countries during 1950s and 1960s, led most of the developing 

countries including Pakistan to believe that development is possible only with 

import substitution strategy. However, fall in external financial assistance, 

persistent balance of payments problems, disillusionment with import 

substitution and enviable export performance of few Eastern nations, export 

promotion emerged as a desirable strategy of development (Afzal, 2008).  

  The 1950s was the first decade of planning. After launching the 

Colombo Plan in 1951, Pakistan constituted a series of Five-Year Plans 

during the period 1955-1998 and a Ten-Year Perspective Plan alongside a 

rolling Three-Year Development Plan. Pakistan continued its policy of 

imports-substituting industrialization during the 1950’s era. Amidst massive 

inflow of American aid, political stability enabled Pakistan to sustain high 

rates of growth in the 1960’s. Poverty incidence (poverty headcount ratio 

expressed as a percentage of population) ranged from almost 50 percent in 

the early 1960’s to 54 percent in 1963-64. Poverty incidence declined to 29.1 

percent in 1986-87. Unemployment rate declined from 3.7 percent in 1980 to 

2.6 percent in 1990 (Anjum and Sgro, 2017).  

  The process of liberalisation started during 6th Five- Year-Plan (1983-

88) and was implemented with great force after 1988. The government 

pursued vigorous trade liberalisation in the beginning of 1990’s to convert the 

economy from a relatively inward looking to an open and outward looking 

economy. Government has taken a number of measures during 1990’s that 

includes privatisation, liberalisation of trade and foreign exchange, and 

opening up its capital markets to foreign investors.  

  Pakistan, predominantly, is a typical agricultural economy. Agriculture 

is practiced by a large segment of population especially living in rural areas. 

Agriculture is a significant contributor in the economy of Pakistan as it 

contributes significantly in GDP and provides employment. It has been a 

significant sector in terms of employment provision as well as GDP 
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contributor throughout the period after 1947. In the fiscal year 1959-60, the 

agricultural sector contributed 46 percent to the GDP of Pakistan. It also 

provided employment to 59 percent of the total labour force, earned 44 

percent of total foreign exchange earnings, and also accounted for 44 

percent of exports (Henneberry and Khan, 2013). Currently, it is the largest 

sector in terms of providing around 43.5 percent of total employment 

opportunities. Moreover, it is the second largest contributor in the GDP of 

Pakistan and adds around 20.9 percent to total GDP (Atif et al. 2017).  

3.3.9.1. GDP per capita in Pakistan 

  The economy of Pakistan is one of the good performing countries in 

South Asia as it continues to grow strongly. However, a number of warning 

signs in the form of slow revenue growth, growing fiscal deficit are also 

emerging beneath the surface. Exports continue to fall as imports are 

growing, which are substantially increasing the current account deficit. 

Investment rates-already low-fell further in FY-16. Pakistan’s economic 

growth, fuelled by strong domestic consumption in the first half of FY-17 is 

expected to accelerate to 5.2 percent in FY-17 from 4.7 percent in FY-16. 

  Growing consumer and investor confidence was boosted by the 

successful implementation of reforms which were supported by the 

international organization IMF Extended Fund Facility (EFF) of IMF and 

Bank’s development policy credits. On the supply side, a recovery in 

agriculture is countering a gentle slowdown in industrial activity from 6.8 

percent growth in FY16 to an expected 6.1 percent in FY17. Services, which 

comprise 59 percent of the economy, are expected to grow at a steady 5.6 

percent in FY17.   
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Figure 3.42: Trends in GDP per capita of Pakistan (1985-2016) 

 
Source: Researcher’s own plot from WDI data 

  The Pakistan economy continues to maintain the growth momentum 

from the past few years. Per capita income reflects the average standard of 

the living of people in the country. The per capita income increased from 

around $580 in 1980 to more than $1100 in 2016. The debt crisis of 1990’s 

and the macroeconomic crisis of 2000’s are found to be the major cause of 

the declining income of the population in 2000’s. This was due to both the 

fundamental structural and institutional problems as well as to poor 

governance and frequent changes in political regimes. The global crisis of 

2008 also contributed to the declining income of the country due to reduction 

in the foreign remittances in the country.  

3.3.9.2. Gross Capital Formation in Pakistan 

 An analysis of the composition of the gross capital formation of Pakistan 

shows that during the period 1985 to 2015, the capital formation in the country 

has more or less declined over the period with a slight increase in the 1992 in 

which capital formation reached the level of 20 percent of GDP. The Asian 

financial crisis again saw the capital formation to fall to 15 percent of total GDP 

in 1998. However, it increased to 19.20 percent of GDP in 2008. The capital 

formation again slumped in 2009 to 15.80 percent of total GDP and remained 

below that level to 2015. Of the total capital formation in the country, the 

majority of the capital formation of around 65 percent is made by the public 

sector and the rest of around 35 percent is made by the private sector.   

 

 



110 
 

Figure 3.43: Trends in Gross capital formation in Pakistan (1985-2016) 

Source: Researchers own plot from WDI data 

 

3.3.9.3. Imports and Exports in Pakistan 

  The table 3.9 shows the exports and imports as percent of GDP of 

Pakistan from 1985 to 2014. It reveals that over the period exports of the 

nation are less than its imports but disparity between exports and imports 

have decreased over the period. 

Table 3.9: Imports and Exports in Pakistan (as % of GDP) 

Year Import Export 

1985 22.81 10.42 

1990 23.37 15.53 

1995 19.42 16.70 

2000 14.68 13.44 

2005 19.56 15.65 

2010 19.35 13.51 

2011 18.97 13.96 

2012 20.40 12.39 

2013 20.05 13.28 

2014 18.65 12.24 

2015 17.05 10.60 

Source: World Development Indicators, World Bank. 

3.3.9.4. Trade Openness in Pakistan 

Figure 3.44 depicts the trade openness (ratio of exports and imports to GDP) of 

Pakistan from 1985 to 2015. It is clear from the diagram that over the specified 

period has fluctuating trend. 
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Figure 3.45: Trade Openness in Pakistan during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

. 3.3.9.5. Inflation in Pakistan 

 Pakistan economy has also witnessed fluctuations in the inflation during 

the period under study (Figure 3.45). During the global financial crises of 2008, 

Pakistan experienced as high as 20 percent inflation. However, it has 

decreased since then and reached as low as 2 percent of GDP in 2015. 

Figure 3.45: Inflation in Pakistan during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.9.6. Working Age population in Pakistan 

Working age population (percent of total population) in Pakistan is depicted in 

Figure 3.46. It is clear that over the years working age population has increased 

in Pakistan which is a good sign for macroeconomic growth of Pakistan. 
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Figure 3.46: Working Age Population in Pakistan during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.10. Economic Growth of the Philippines 

  The economy of the Philippines is a dualistic one resembling Latin 

America and has changed very little over the past two and a half decades. 

The dualistic nature of the economy is reflected by the small proportion of the 

labour force employed in a capital-intensive and highly protected 

manufacturing sector and the larger share of the population employed in 

typically low-productivity agriculture and urban informal services. The 

economic prospects of the Philippines were viewed positively after the World 

War II as it was second largest economy in Asia. However, it failed to sustain 

the economic growth and by the mid-1970 became Asia’s developmental 

puzzle. In contrast, during the same period, regional neighbours like Hong 

Kong, Taiwan, South Korea and Singapore achieved rapid levels of 

economic growth and were dubbed as the “East Asian Tigers‟ (Maca and 

Morris, 2012).  

  Over the past twenty-five years, Philippines’ economy got grappled 

with constraints like foreign exchange, savings and fiscal constraints which 

limited its ability to maintain macroeconomic stability. The period 1970-79 

was crucial since it was at this time that the Philippines accumulated a huge 

external debt burden which dictated the structure of economic policy in 

subsequent years. The economy grew at an average range of over 5 percent 

during the 1970’s. This reasonable growth performance was largely fuelled 

by a protectionist incentive structure, a spill-over of the import substitution 
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program in the 1950’s, and the massive support from public investment in 

infrastructure financed largely by foreign borrowing during the 1975-1979 

period. The economy slowed down during 1980’s and during this period, 

average growth rate of 3.6 percent was observed; real GNP growth rate 

dropped to 1.9 percent in 1982. The downward trend occurred despite the 

rise in public sector deficit from 3.4 percent of GNP in 1979 to 7.3 percent in 

1981 in an attempt to counteract the impact of the external shocks (Yap, 

1996). 

   Another balance of payments crisis towards the latter part of 1990 

was observed in the country, hastened by the rise in oil prices following the 

Iraq invasion of Kuwait. The crisis finally resolved, subsequently spurring 

economic recovery. Trade liberalization, deregulation and privatization 

programs were implemented in the country, with a more liberal environment, 

capital flows poured into the country. Thus, it is generally held that the 

Philippines has been tagged repeatedly as the ‘the sick man of Asia’ for its 

lacklustre economic performance (Lanzona, 2016).  

3.3.10.1. GDP per capital in the Philippines 

 The Philippines is a puzzle because in the 1960’s it was viewed as the 

Asian country which would most likely develop rapidly; but, its economy failed to 

take off, in marked contrast to its East Asian neighbours. By 2000, the 

Philippines even lagged behind the second phase of rapidly developing local 

economies such as Thailand and Indonesia whose per capita GDP in the 

1960’s was only one third of that in the Philippines (Maca and Morris, 2012). 

The poor performance can be attributed to its long history of institutional failure 

which led to a pandemic system of corruption.  In the recent times, the 

Philippine is one of the East Asia’s top performing economies, which is well 

supported by the sound macroeconomic fundamentals and an accelerating 

recovery among the other countries. The strong growth rate of the country has 

culminated into the rapid growth of GDP per capita in the country. The GDP per 

capita in the country grew from over 1600 US$ in 1980 to around 2800 US$ in 

2016 (Figure 3.47).  
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Figure 3.47: Trends in GDP per capita of Philippines (1985-2016) 

Source: Researcher’s own plot from WDI data 

3.3.10.2. Gross Capital Formation in the Philippines  

 The gross capital formation in Philippines continued to decline as the 

share of GDP continued to decline over the years, reflecting a deficient 

investment environment and restraints on the public capital spending required 

to support the Government’s fiscal position. The gross capital formation in the 

country fell from the highest level of 29 percent in 1980 to less than 15 percent 

in 1985. The revival of capital formation was again witnessed afterwards, but, 

the Asian financial crisis led to the decline in the capital formation in the country. 

The capital formation and expanding private consumption during this period 

drove the overall economic growth in the country. In the coming years, the 

capital formation in the country is expected to grow again. 

 

Figure 3.48: Trends in Gross Capital Formation of Philippines (1985 to 

2016) 

Source: Researcher’s own plot from WDI data 
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3.3.10.3. Imports and Exports in the Philippines 

 The table 3.10 depicts the exports and imports (percent of GDP) of 

Philippines from 1985 to 2015. It is clear from the table that imports as a 

percent of GDP has dominated the exports for most of the period under study in 

Philippines. This dominance of imports is not good indicator of economic growth 

of Philippines. 

Table 3.10: Exports and Imports of Philippines (as % of GDP) 

Year Import Export 

1985 21.89 24.01 

1990 33.28 27.51 

1995 44.18 36.35 

2000 53.36 51.36 

2005 51.74 46.13 

2010 36.61 34.80 

2011 35.66 32.03 

2012 34.08 30.82 

2013 32.22 28.01 

2014 32.55 28.92 

2015 34.29 28.39 

Source: World Development Indicators, World Bank 

3.3.10.4. Trade Openness in the Philippines  

 The figure 3.49 shows trade openness in Philippines during the period 

between 1985 and 2015. It is seen from the figure that trade openness in the 

Philippines has decreased after 2005 which is not the good sign for the 

economic growth of Philippines. 

Figure 3.49: Trade Openness in Philippines during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.10.5. Inflation in the Philippines 

 The Fig. 3.50 depicts the inflation in the Philippines for the period from 

1985 to 2015. It is observed from the figure that inflation has decreased from 24 

percent in 1985 to less than 2 percent in 2015. 

Figure 3.50: Inflation in Philippines during 1985 to 2015  

 

Source: Researcher’s own plot from WDI data 

3.3.10.6. Working Age Population in the Philippines 

  Working age population as a percentage of total population in the 

Philippines is shown in the figure 3.51. It is clear from the figure that working 

age population has increased over the years in the Philippines. The increased 

proportion of working age population in the Philippines can help positively in the 

growth process of the Philippines if utilised properly. 

Figure 3.51: Working Age Population in Philippines during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.11. Economic Growth in Singapore 

 Singapore’s economic growth during the period from 1965 to 2010 is 

characterised by three main features like intervention from the government, 

vulnerability to external shocks and resilience. In order to promote economic 

growth the government of Singapore adopted interventionist policies from the 

day it achieved independence. This intervention proved successful in effecting 

the dynamics of economic growth in Singapore. The policies focused FDI, 

targeted strategic industries, and upgraded factor conditions (Vu, 2011).  

 Singapore during period from 1960 to 1980 focused upon creating jobs, 

expanding productive capacity and attracted FDI and succeeded to a large 

extent but also the 1973 oil shock and the consequent world recession also 

affected the Singapore’s economy (Peebles and Wilson, 1996). In order to 

restructure the industry, the Singapore government launched policies by 

focusing on high technology manufacturing and services during the late 1970s 

and early 1980s. This shaped the growth of Singapore during the decade of 

1980 to 1990. The deep recession that began in 1985 due to the fall in the 

aggregate global demand (Riggs, 1988). 

Figure 3.52: Trends in the GDP per Capita of Singapore (1985 to 2016) 

Source: Researchers own plot from WDI data 

  The focus on qualitative development after the 1990 through strategic 

plans to transform Singapore into a developed nation affected the growth 

performance of the country significantly. Besides the rapid pace of 

globalisation, accelerated information technology penetration, turbulence 

world over also affected the growth performance of Singapore. East Asian 

crises, dot com crash in 2000 and global financial crises in 2007-08 are 
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among the other factors that affected the economic growth of Singapore 

particularly after the year 2000 (Vu, 2011). 

3.3.11.2. Gross Capital Formation in Singapore 

  Gross capital formation in Singapore over the years as seen in the 

figure 3.53 has decreased. The decrease in GCF can be attributed to the fall 

in private gross fixed capital formation which in turn is attributed to the 

decline in private machinery and equipment. Global economic uncertainty, 

cyclical downturn in manufacturing and shift towards services sector are 

among the factors that contribute to the fall in gross capital formation in 

Singapore.   

Figure 3.53: Trends in Gross Capital Formation in Singapore (1985-2016) 

Source: Researcher’s own plot from WDI data 

3.3.11.3. Imports and Exports in Singapore 

 The table 3.11 shows the exports and imports as the percent GDP in 

Singapore for the period from 1985 to 2015. It is seen from the table that 

exports have remained higher in Singapore than its imports in the period from 

1985 to 2015. 

Table 3.11: Exports and Imports of Singapore (as % of GDP) 

Year Import Export 

1985 152.06 152.36 

1990 167.10 177.15 

1995 164.56 181.26 

2000 176.88 189.18 

2005 196.42 226.22 

2010 173.61 199.74 

2011 176.46 203.23 

2012 173.62 197.05 

2013 171.61 194.08 

2014 167.98 191.27 

2015 151.65 177.39 

Source: World Development Indicators, World Bank. 
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3.3.11.4. Trade Openness in Singapore 

The Figure 3.54 depicts the trade openness in Singapore over the period from 

1985 to 2015. It is clearly shown that Singapore has witnessed a fluctuating 

trend in the trade openness during the study period. However, from 2011 

onwards a decreasing trend is seen in the trade openness of Singapore which 

is not a good sign for the economic growth of the country. 

Figure 3.54: Trade Openness in Singapore during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 3.3.11.5. Inflation in Singapore 

 The figure 3.55 shows the annual inflation in Singapore during the period 

between 1985 and 2015. It can be seen from the figure that inflation in 

Singapore has remained under controlled level throughout the period except in 

the year 2008. But the fluctuations are evident in the annual inflation of 

Singapore which is a matter of concern for its economic growth. 

Figure 3.55: Inflation in Singapore during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.11.6. Working Age Population in Singapore 

 The figure 3.56 depicts the working age population as a percent of total 

population in Singapore from 1985 to 2015. It can be seen that working age 

population has increased to 73 percent of total population in1990 and thereafter 

decreased to below 70 percent in 1997. It again started to increase from 1998 

and reached to more than 73 percent in 2011. It is clear that although the trend 

is fluctuating but percentage of working age population is sufficient enough for 

the positive growth of Singapore. 

Figure 3.56: Working Age Population in Singapore during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.12. Economic Growth of South Korea  

  South Korea was a Japanese colony under its imperial rule, while 

following liberation after the conclusion of World War II, Korea was divided into 

South Korea and North Korea. The Korean War (1950 to 1953) resulted in the 

devastation of the South Korean economy, such that until 1962, its scarce 

resources, supplemented by large inflows of foreign aid, were devoted to 

reconstructing the war-destroyed economy and embarking on a strategy of 

import-substitution industrialization (Kwon, 1997). This transformation made 

South Korea to a newly industrialized nation with an increasing strong balance 

of payments position in the world. South Korea and Japan are frequently 

referred to as “economic miracles’’ as a consequence of their remarkable pace 

of economic growth achieved after World War II. It has come to be known as 

the text book example of successful economic development by eminent 

economist M. P. Todaro (Zang and Baimbridge, 2012). Korean economic 
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success has been achieved against numerous odds. The country lacks natural 

resources, has high population density, huge wartime destruction and heavy 

defence  expenditure, despite these odds, the country made a rapid strides in 

the economic fortunes and the country today serves as a Korean model of 

economic growth to the other developing countries (Zang and Baimbridge, 

2012).  

 Prior to the rapid economic growth phase, the country had extreme 

poverty, population was growing at 3 percent annually; unemployment and 

underemployment were pervasive in the country (Kwon, 1997). Korea has 

achieved one of the fastest rates of economic development in the world. 

Between 1966 and 1996, per capita income of South Korea grew by an average 

of 6.8 percent annually. The per capita income grew from under US$ 100 in the 

1950s to US$ 10550 by 1997. Life expectancy has risen to 72 years, just short 

of the OECD average of 76. Primary and secondary education became 

universal by the 1990’s and, by 1996 Korea's tertiary enrolment rate was higher 

than for most OECD countries (Dahlman and Anderson, 2000). In particular, 

these sustained high rates of economic expansion transformed South Korea in 

just three decades from one of the poorest developing countries to a newly 

industrialized nation. South Korea promoted a rapid expansion in exports in the 

way that it appeared that they followed export-led strategies for promoting 

economic growth. However, by 1963, South Korea switched to an outward-

looking, export oriented strategy, seeking to overcome a lack of natural 

resources and a small domestic market (Weiss, 2005).  

 The expansion of exports was adopted as the fundamental development 

strategy from the early 1960s, whereby the government promoted exports of 

labour-intensive manufactured goods. However, in the 1970’s, South Korea 

restructured the composition of exports in favour of heavy and chemical 

industries, while in 1980’s period, its export strategy was again modified with 

investment focused on technological innovation in light industries (Kwon, 1997). 

The outward looking policy was intended to overcome the small domestic 

market and lack of natural resources. Finally, since the 1990’s, it has 

concentrated on high value added, knowledge- and technology-intensive 

industries (Kwon, 1997). Subsequently, its economy has experienced rapid 
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growth with an average annual growth rate of GDP of 8.5 percent between 1960 

and 1970, rising to over 9 percent in the following 20 years.  

 It is a widely held view that having a relatively well trained and educated 

labour force, rapid investment, high exports and high saving rate were a critical 

element in the rapid economic growth of South Korean economy (Weiss, 2005). 

The share of agricultural sector in the country declined from 43 percent in 1963 

to 6.6 percent. The major cause of this declining tendency was the rapid growth 

of the manufacturing and services sector. However, towards the end of the 

1997, the country experienced the worst economic crisis since the Korean War 

1950s. As a result of the East Asian financial crisis, GDP contracted by about 6 

percent in 1998. Unemployment, which was less than 2.5 percent in the second 

quarter of 1997, rose to a peak of 8.6 percent in February 1999, and foreign 

exchange reserves fell to less than US$ 5 billion in December 1997. 

Nonetheless, Korea made a remarkable recovery and the economy grew by 

10.7 percent in 1999. The Korean Government expected its economy to grow 

by about 8 percent in 2000 and by around 6 percent in the following ten years. 

However, economic recovery began from early 1999, with growth of 9.5 percent 

and 8.5 percent, respectively, in 1999 and 2000. From 2001, however, this 

spectacular growth slowed considerably with an average annual growth rate of 

4.6 percent over the 3 years, 2001-2003 (Kwon, 2005). The recovery has its 

roots in many factors, including improving investor confidence in East Asia, and 

corrections to initial overshooting by the international capital markets.  

 The government's macroeconomic adjustment policies and the 

accompanying structural reforms have been at the core of the recovery process. 

As a result of the Asian crisis, the Korean Government began a series of 

significant reforms in the financial, industrial, labour, business environment and 

social sectors. The 1997 economic shocks and 1998 crisis revealed 

fundamental structural weaknesses of the Korean economy. The country's 

input-driven growth strategy had already led to declining of the total factor 

productivity growth from the beginning of the decade. In the financial sector, 

rapid credit growth based on weak credit evaluation and inadequate prudential 

regulation and supervision had made the banking system vulnerable to shocks. 

Conglomerates had become greatly overextended because of extensive 
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diversification based on excessive leveraging. The concern over future growth 

also stems from an increasing awareness that the global marketplace is 

becoming more competitive and that radical changes are taking place in the 

production, exchange and use of goods and services, driven by what can be 

described as a knowledge revolution.   

3.3.12.1. GDP per capita in South Korea 

 The Republic of Korea has had a remarkable economic performance 

since the early 1960s, achieving per capita income of $25,000 to become the 

world’s eighth largest trading nation. The South Korean economy achieved 

stellar performance between 1960 and 2000. However, the economic growth 

could not be achieved since then. The GDP per capita in the country fell only 

during the phase of Asian financial crisis of 1998. The GDP per capita in the 

country rose from 5000 US$ to 25000 US$ over the period which is a significant 

achievement of the country as shown in figure 3.58. Thus, the rapid growth in 

the GDP per capita in the country is no less than any miracle in economic 

history. With the rise in the GDP per capita, the country witnessed the 

improvements in the social indicators like life expectancy, fall in infant mortality, 

even distribution of the national income etc.    

Figure 3.57: Trends in GDP Per Capita of South Korea (1985-2016) 

Source: Researchers own plot from WDI data 
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3.3.12.2. Gross Capital Formation in South Korea 

  The rapid growth in the capital formation of the South Korea is 

regarded as a factor responsible for the rapid economic growth of the country 

and transforming the country from the agrarian and semi industrial economy 

to the industrial economy. The trends in capital formation in the South Korea 

depict the high value of capital formation throughout the 1980-2014 periods. 

The capital formation prior to the Asian financial crisis was constantly 

touching 35 percent of the GDP since the beginning of 1990. The onset of 

financial crisis led to the fall in the capital formation to the level of 22 percent 

in 1998. However, after the financial crisis, though the capital formation again 

rose, but it never touched the pre Asian financial crisis level.  

Figure 3.58: Trends in Gross Capital Formation of South Korea (1985-

2016) 

Source: Researcher’s own plot from WDI data 

 The capital formation in the country again fell during the financial recession 

of 2008. It is widely held that the development path of South Korea followed 

that of the Japan which depended most on the capital inputs for raising the 

economic growth. Like Japan, South Korea is also poor in agricultural 

production due to scanty natural resources, but the country is rich in 

technology. South Korea has been one of the most successful economies in 

the world since the post-war period. Export oriented industrialization 

endowed the country with a highly competitive manufacturing sector which 

produces and exports the commodities like mobile phones, automobiles, 

electronics products, ships, and steel, to all corners of the world. The share 

of the industrial sector in the GDP of the country has increased over the 
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period from 35 percent in 1980 to around 38 percent in 2016. The 1998 

financial crisis and the global slowdown of 2008 affected the GDP of the 

economy slightly. However, the share of the services sector in the GDP of 

the country increased from 48 percent in 1980 to the 60 percent in 2016. 

Since the Asian financial crisis, the share of service sector has more or less 

remained static. In contrast, the share of the agricultural sector in the GDP of 

the country has declined from 15 percent in 1980 to 2-3 percent in 2016, due 

to poor land resources in the country.  

 

3.3.12.3. Imports and Exports in South Korea 

  

 The Table 3.12 shows the volume of imports and exports as percent of 

GDP in South Korea for the period from 1985 to 2015. South Korea has 

maintained a favourable balance in trade as the percentage of exports has 

remained higher than the percentage of imports in South Korea for the period 

from 1985 to 2015.  

Table 3.12: Imports and Exports in South Korea (as % of GDP) 

Year Import Export 

1985 25.89 27.33 

1990 25.92 25.33 

1995 26.85 25.93 

2000 32.93 35.00 

2005 34.37 36.80 

2010 46.23 49.41 

2011 54.25 55.74 

2012 53.54 56.34 

2013 48.89 53.87 

2014 45.02 50.27 

2015 38.37 45.33 

Source: World Development Indicators, World Bank. 

3.3.12.4. Trade Openness in South Korea 

 The Figure 3.59 depicts the trade openness of South Korea during the 

period between 1985 and 2015. It is clear from the figure that trade openness 

has improved in South Korea over the years and also the exports have 

dominated the imports. However, there are fluctuations in the trade openness in 
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South Korea throughout the period from 1985 to 2015. From 2011 onwards, 

trade openness has started to decline in South Korea which is not a good sign. 

Figure 3.59: Trade Openness in South Korea during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.12.5. Inflation in South Korea 

 On the inflation front also, South Korea has done well during the period 

between 1985 and 2015. The Inflation has decreased from more than 9 percent 

in 1990 to under 1 percent in 2015 (Figure 3.60). 

Fig 3.60: Inflation in South Korea during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.12.4. Working Age Population in South Korea 

Figure 3.61 shows the working age population as a percent of total population in 

South Korea from 1985 to 2015. It is clear from the figure that working age 

population in South Korea has increased over the period under study which has 

good effects on the economic growth of South Korea.  

Figure 3.62: Working Age Population in South Korea during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

3.3.13. Economic Growth of Thailand  

 Thailand has undergone major industrial transformation with rapid 

economic growth and development for over half a century. It has successfully 

shifted its economy from agricultural one to export oriented manufacturing. The 

share of the agricultural sector in the GDP of the country has fallen from 24 

percent in 1980 to 9 percent in 2016. As Thailand has transitioned from an 

agrarian to industrial economy, its manufacturing and service industries have 

also moved from the lower-end of the global value chain to the higher end. 

Thailand’s service sector accounts for almost half of the national income and 

has a major stake in national employment; its contribution to the growth of the 

gross domestic product (GDP) fluctuates. Its contribution in the share of total 

GDP has continuously been that of over 45 percent of total GDP. The share of 

the services sector in the country has increased from 48 percent in 1980 to 55 

percent in 2016. Its share marginally fell during the global slowdown of 2008.  

  Thailand’s growth performance over the past fifty years has generally 

been remarkable. The annual average growth rate of real GDP was 6.3 
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percent from 1962 to 2009. On balance, one of the reasons for this long-term 

success lies in the performance of the export sector, especially after the 

Asian financial crisis in 1998. The country can be viewed as a great success 

story of export-led growth from a long-term perspective. From a short-term 

perspective, however, a contrasting picture of Thailand’s growth performance 

emerges before and after the Asian financial crisis of 1997-98. Although the 

economy recovered swiftly from the Asian crisis and has arguably become 

more resistant in withstanding future shocks, but the growth performance has 

largely been disappointing compared with that in the pre-crisis period. It is 

fair to say that the long-lasting political turmoil during the 2000s is both the 

cause and consequence of this disappointment.  

However, it is largely the decline in the world income elasticity of 

demand for Thailand’s manufactured exports that occurred immediately after 

the crisis that explains much of the below-average growth rates in the 

country. Over the whole period from 1962 to 2009, the average annual 

growth rate of real gross domestic product (GDP) was 6.3 percent. In the 

pre-boom period from 1962 to 1986, the Thailand economy experienced an 

annual growth rate of 7.1 percent. Following this, from 1987, the country 

entered a period of decade long extraordinary economic growth during which 

the economy grew at high annual rate of 9.2 percent. During this decade-

long golden age, Thailand was among the fastest growing countries in the 

world and was dubbed the fifth Asian Tiger.  

This period of rapid economic growth came to an abrupt end, as was 

the case with most Asian economies, with the onset of the 1997 Asian 

financial crisis. The economy plunged into a severe recession as output 

contracted by 1.4 percent in 1997 and 10.5 percent in 1998, making an 

average contraction for the two years of 6.0 percent. GDP per capita 

performed even worse, falling by an average of 7.1 percent over the two 

years 1997 and 1998. This economic crisis was the most severe in 

Thailand’s history. Although it was a major shock, the economic crisis proved 

short-lived as the economy began to recover in 1999 when it grew by 4.4 

percent, largely due to the resilient export sector (Tharnpanich and 

McCombie, 2013).  
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Although the economy recovered swiftly, it has recorded a 

disappointing annual growth rate of only 4.0 percent throughout the post-

crisis period from 1999 to 2009. With exports accounting for more than 70 

percent of GDP, Thailand was again exposed to trade shocks emanating 

from the financial crisis. Investment was also subdued due to the political 

uncertainty and overall the economy contracted by 2.3 percent in 2009 

(Doraisami, 2014). The Bank of Thailand reduced interest rates from 3.75 

percent to 1.25 percent between December 2008 and April 2009 to counter 

the economic crisis. From an agriculture based economy on a narrow range 

of export commodities (rice, rubber, tin and teak), the country has developed 

itself into one that is sometimes numbered among the world’s newly 

industrialized countries (NIC’s). The share of the agricultural sector in gross 

domestic product (GDP) declined from 23.2 percent in 1985 to 10.3 percent 

in 2000 (Anwar and Gupta, 2006). Although the growth of manufacturing and 

services has reduced the dominance of agriculture, Thailand is still regarded 

as one of Asia’s leading agricultural exporters.  

3.3.13.1. GDP per Capita in Thailand   

 The GDP per capita in Thailand actually increased more than double in 

1998 from that of 1980’s position. However, it fell back by 15 percent after the 

Asian financial crisis. The GDP per capita of Thailand, since the Asian financial 

crisis, has again witnessed the continuous upward trend only being hampered 

once by 2008 global slowdown (Figure 3.63). Thailand has been very 

successful in spurring its economic growth, having the impressive average real 

GDP per capita growth rate of 4.31 percent per year during 1970’s 2010. The 

growth in the GDP per capita in the country has been thought as the reason for 

the increase in the welfare, health, education and reduction of poverty among 

the population of the country. However, the country is hardly built within a half 

century. Thus, Thailand is still searching for its way to become a strong and 

prosperous economy.  
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Figure 3.62: Trends in GDP per capita of Thailand (1985-2016) 

Source: Researchers own plot from WDI data 

 3.3.13.2. Gross Capital Formation in Thailand 

  Beginning in 1985, the country had the capital formation of 30 percent 

of its total GDP. The capital formation of the country increased to the rate of 

more than 40 percent till the onset of the Asian financial crisis as shown by 

figure 3.63 which led to the rapid growth of the country. But, the Asian 

financial crisis halved the total capital formation in the country which reached 

the level of 20 percent in 1998. Thus, it can be found that the exceptionally 

strong economic growth rate of the country has been dominated by the high 

capital formation till 1998. After the Asian financial crisis, the country again 

evolved the capital formation, but the previous high levels could never be 

reached again. The global slowdown of 2009 again made the capital 

formation to fall and since then, capital formation in the country has been 

around 30 percent of total GDP in Thailand. 

Figure 3.63: Trends in gross capital formation of Thailand (1985-2016) 

 Source: Researchers own plot from WDI data 
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3.3.13.3. Imports and Exports in Thailand 

 It can also be seen from the table 3.13 that proportion of Imports as 

percent of GDP in Thailand was more than exports in Thailand upto 2005. 

Thereafter, the share of exports has increased in the international trade of 

Thailand which is a good indication of positive economic growth of Thailand. 

Table 3.13: Exports and Imports in Thailand (as % of GDP) 

Year Import Export 

1985 25.94 23.21 

1990 41.65 34.13 

1995 48.29 41.53 

2000 56.47 64.84 

2005 69.45 68.40 

2010 60.76 66.48 

2011 68.82 70.88 

2012 68.72 69.77 

2013 65.28 68.12 

2014 62.53 69.29 

2015 57.18 68.71 

Source: World Development Indicators, World Bank. 

3.3.13.4. Trade Openness in Thailand 

 The Figure 3.64 depicts the trade openness in Thailand during the period 

between 1985 and 2015. It is clear from the figure that trade openness in 

Thailand has increased over the years which is has positive repercussions for 

the economic growth of Thailand. 

Figure 3.64: Trade Openness in Thailand during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.3.13.5. Inflation in Thailand 

The fig. 3.65 depicts the inflation in Thailand from 1985 to 2015. It is 

seen that Thailand has experienced fluctuations in inflation throughout the 

period from 1985 to 2015. The inflation has increased from 2.5 percent in 1985 

to 8 percent in 1998. Thereafter, inflation has remained below 6 percent and 

has even touch negative 1 percent in 2015. 

Figure 3.65: Inflation in Thailand during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 

3.3.13.6. Working Age Population in Thailand 

Figure 3.66: Working Age Population in Thailand during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

The figure 3.66 shows the working age population as a percent of total 

population has increased in Thailand over the time period between 1985 and 
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2015. It can be seen that about 72 percent of total population in Thailand is 

working age which is good for its economic growth. 

3.3.14. Economic Growth of Turkey   

 The economy of Turkey has transformed from an agriculture based 

economy to industrial economy due to the rapid urbanization, especially after 

1982 (Ediger and Huvaz, 2006). With its emerging and rapidly growing 

economy and with a population of 73 million people, Turkey has today become 

the world’s 17th largest economy. Turkey began to implement liberalization 

policies in the 1980s in response to the balance of payment crisis of the 1970’s. 

The liberalization of the capital account in 1984 and 1989 led to financial 

instabilities associated with unpredictable capital flows, which in turn led to 

instability in economic growth rates of the country. After the stabilization 

programme adopted in 1999, which led to the disastrous crisis in 2001, Turkey 

entered into another phase in its economic history. With the election of the 

Islamist oriented Justice and Development Party in 2002, capital inflows 

increased dramatically in the country. Despite an overvalued exchange rate, 

and radically increased trade and current account deficits, the Turkish economy 

has been considered successful one and a model for developing countries 

(Subasat, 2014).  

 Turkey has witnessed three major crises since 1994, and the 2001 

financial crisis was one of the worst economic downturns Turkey has ever 

experienced. Although average historical growth rates have been more than 

satisfactory, political instability, problems in foreign affairs, populist domestic 

policies, and a major earthquake at an industrial centre have all contributed to 

these crises (Arguden, 2006).  

 The real GDP, which has fallen by 5 percent in 1999, expanded at a rate 

of 7.4 percent in 2000; but drifted into negative quarterly rates of growth 

following the first quarter of 2001. Of the expenditures over GDP, the deepest 

slump was witnessed in fixed investments with contractions of 41.5 percent and 

50.2 percent in the second half of 2001. Commitment of the Government to 

sound economic policies since 2001 has placed the Turkish economy in a good 

position to board on a sustained path of faster economic growth. During the 
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period 2002-2005, real GDP grew by 33.6 percent on a cumulative basis and 

7.5 percent on average, thus making the Turkish economy one of the fastest 

growing economies in the world. Turkey’s Gross National Production (GNP) has 

grown at an average annual rate of 5 percent since 1983, ranking it at the top of 

the Organisation for Economic Co-operation and Development (OECD) 

countries, although the growth pattern has been uneven. With the recession in 

1994, GNP fell a record 6 percent, which brought to an end 13 years of positive 

growth. The Turkish economy rebounded with 8.0 percent GNP growth in 1995, 

7.1 percent in 1996, and 8.3 percent in 1997. 

  In 1998 growth appeared to be slowing significantly mainly due to the 

shrinkage in private consumption and domestic investment. In order to deal with 

high inflation, unsustainable public debt and increasing financial fragility, Turkey 

launched an exchange rate based stabilization programme in 1999 with strong 

support from the International Monetary Fund (IMF). While the programme was 

fully executed and achieved its desired goals of monetary and fiscal policy, but, 

it failed to achieve its inflation target in the first year.  

 Turkey was the world’s fastest-growing country in 2004, in which GNP 

increased 9.9 percent and reached US$ 299 billion. After the historical levels 

were recorded in 2004, GDP and GNP rose by 7.4 and 7.6 percent respectively 

in 2005, which were far beyond the targets and forecasts. Moreover, Turkey’s 

per capita GNP rose above US$ 5000 in 2005 for the first time ever. GNP grew 

from US$ 182 billion in 2002 to US$ 361 billion in 2005. With its high 

performance in 2005, Turkey become the 22nd largest exporter and the 14th 

largest importer country and has recorded one of the highest export growth 

rates in the world. Exports in 2005 amounted to US$ 73.5 billion, breaking all-

time records in the history of the country. In May 2005, the International 

Monetary Fund (IMF) Board approved Turkey’s new three year IMF standby 

credit facility of US$ 10 billion. The new macroeconomic program backed by the 

standby, aims to place Turkey firmly on a path of robust growth, with a 

sustainable external current account and low inflation (Balat, 2009). It assumes 

that economic growth moderates to around 5 percent for the following three 

years. With tight fiscal policy, the government expects growth to be led by 

increased investment and exports. Gross domestic product and exports have 
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increased threefold since 2002, inflation has been brought under control and the 

public deficit has been reduced. The government and its supporters often claim 

that Turkey is looming to become the 10th largest economy in the world by 

2023 (Subasat, 2014).  

3.3.14.1. GDP per capita in Turkey 

Turkey’s economic performance as measured by the standard indicator of the 

rate of growth of the gross domestic product (GDP) has been strong on average 

over the decade after its 2001 crisis. It came back strongly from its only 

contraction during this decade during the 2009 global recession to post its 

second and third best performances in the period, with a growth of 9.2 and 8.8 

percent in 2010 and 2011, respectively (Tutan and Campbell, 2015). Its average 

growth of 5.4 percent was stronger than that of other fastest growing countries 

like South Africa at 3.6 percent, Brazil at 3.8 percent or Russia at 4.8 percent, 

even if it did not match that of India at 7.7 percent or China at 10.6 percent.   

Figure 3.67: Trends in GDP per capita of Turkey (1985-2016)  

Source: Researcher’s own plot from WDI data 

   During the period of 1985 to 2016, the GDP per capita in Turkey 

increased 4000 US$ per capita to that of 14000 US$, that is indeed more 

than three times increase in GDP per capita of the country (Figure 3.67). 

Turkey’s economy has been plagued by recurring political and 

macroeconomic instability that has led to a number of crises, especially in the 

second half of the twentieth century. The most severe of these, a financial 

crisis, occurred in 2001. That is the reason for the country’s declining per 
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capita GDP in 2001 as can be seen from the figure 3.67. However, the 

revival in the economic growth ensured the Turkish economy to move out of 

lower middle income trap to that of the upper middle income group. The 

lower middle income trap continued for the country during the period 1950 till 

2005. 

 

3.3.14.2. Gross Capital Formation in Turkey 

 The Turkish economy has witnessed fluctuations in the gross capital 

formation during the period from 1985 to 2016. The capital formation in the 

country was 16.51 percent of GDP in 1985 which increased to 25.66 percent in 

1987. The capital formation in the country fluctuated around 25 percent till 1998, 

and then again declined as a result of the Asian financial crisis and fell to lowest 

ebb of 18 percent in 2001. However, it has increased thereafter, to as high as 

31.26 percent in 2011. The increase in the capital formation in the country has 

been as a result of increase in the government expenditure. 

Figure 3.68: Trends in the Gross Capital Formation in Turkey (1985-2016) 

Source: Researcher’s own plot from WDI data 

3.3.14.3. Imports and Exports in Turkey 

 The table 3.14 shows the imports and exports of Turkey during the 

period from 1985 to 2015. It is clear from the table 3.14 that the proportion of 

imports as percent of GDP in turkey is higher than the exports. This means that 

turkey has not been able to maintain favourable balance in trade with its trading 

partners during most of the times between 1985 and 2015. 
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Table 3.14: Imports and Exports in Turkey (as % of GDP) 

year Import Export Total 

1985 18.96625 15.86072 34.82697 

1990 17.57789 13.3651 30.943 

1995 24.35103 19.89161 44.24263 

2000 22.55183 19.44877 42.0006 

2005 24.41936 21.01778 45.43714 

2010 25.45041 20.44881 45.89922 

2011 30.40053 22.26241 52.66294 

2012 28.57794 23.66737 52.24531 

2013 28.07807 22.27226 50.35032 

2014 27.64977 23.76433 51.4141 

2015 25.95394 23.34593 49.29987 

Source: World Development Indicators, World Bank. 

3.3.14.4. Trade Openness in Turkey 

The Figure 3.69 shows the trade openness in turkey has increased over the 

years. In the year 1985, trade openness in turkey was 35 percent of GDP which 

has increased to about 53 percent of GDP in 2011. However, one thing is clear 

from the table 3.14 that the proportion of imports as percent of GDP in turkey is 

higher than the exports. This means that turkey has not been able to maintain 

favourable balance in trade with its trading partners during most of the times 

between 1985 and 2015. 

Figure 3.69: Trade Openness in Turkey during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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 3.3.14.5. Inflation in Turkey 

The Fig. 3.70 depicts the inflation in Turkey from 1985 to 2015. It is seen that, 

Inflation has been a concern in Turkey as it has remained very high particularly 

up to the year 2002. However, after 2002, inflation has come down to 

manageable level of around 5 percent (Fig. 3.70). 

Figure 3.70: Inflation in Turkey during 1985 to 2015 

Source: Researcher’s own plot from WDI data 

 3.3.14.6. Working Age Population in Turkey 

The Figure 3.71 depicts the working age population in Turkey for the period 

from 1985 to 2015. It is seen that working age population in Turkey shows 

increasing trend from 1985 to 2015.The increased proportion of working age 

population is a good sign for the economic growth of Turkey. An increased trend 

in the working age population is witnessed in turkey throughout the period 

between 1985 and 2015 (Figure 3.71). 

Figure 3.71: Working Age Population in Turkey during 1985 to 2015 

Source: Researcher’s own plot from WDI data 
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3.18. To Sum Up 

 Asia’s economic growth has been impressive over the last three 

decades, more precisely between the time periods from 1990 to 2017. 

Propelled by the strong growth rate in china and India, south Asian growth rate 

has been fast throughout the period between 1990 and 2017. South Asia has 

done comparatively well in growth performance than other sub-regions of Asia 

like East Asia, Southeast Asia and Central Asia. With Asian countries doing well 

in the growth front, the present chapter examined the trend and pattern of 

economic growth in the selected Asian countries like Bangladesh, China, Hong 

Kong, India, Indonesia, Iran, Japan, Malaysia, Pakistan, Philippines, Singapore, 

South Korea, Thailand and Turkey. It was found that the selected Asian 

countries have experienced increasing trends in their growth performances 

during the whole period. 

Bangladesh which was regarded as the bottomless economy achieved 

macroeconomic stability and robust economic growth over the years and finally 

in 2014 crossed the threshold of US$1,046 and thus, achieved middle-income 

country status. China made unprecedented economic progress and is now the 

fastest growing economy of the world despite being a poorest country in the 

1970s. Similarly, India also achieved robust growth particularly after the reforms 

of 1990s. Hong Kong and South Korea also witnessed increasing trend in the 

economic growth due to the export-oriented industrialisation adopted by these 

countries. Similarly, other countries like Indonesia, Malaysia, Japan, Iran, 

Thailand and Turkey made tremendous achievements in their growth 

performances during the study period.  

 However, there are also many differences in the growth rates across 

Asia with high income countries performing better than the high middle income 

countries and lower middle income countries. The reasons behind the 

differences in economic growth rates can be explained by the varying 

performance of these economies on various economic indicators such as gross 

capital formation, sectoral share (share of agriculture, industry, and services 

sectors) in GDP, trade openness, exports and imports, labour force. It is 

observed that those economies have experienced high economic growth in a 
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short span of time that are (i) more open to the world economy and active in 

foreign trade; (ii) have enough human capital; (iii) change in sectoral 

composition i.e. falling share of agriculture sector and the rising share of 

industry and services sector in GDP (iv) the rising share of exports over imports 

in GDP but, at the same time encourage the imports of technology. 
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CHAPTER-4 

INSURANCE SECTOR DEVELOPMENT IN ASIA 

4.1. Introduction  

 In the modern age of technology and advancement, the most sought 

security after assurances of well-being are economic security and insurance. 

Security both economic as well social depends on several life and non-life 

indicators such as health, education, wealth and assets etc. In providing the 

protection to these life and non-life entities, the role of insurance sector is 

noteworthy. Insurance sector helps prevailing social security and confidence at 

the individual/household level by providing protection against loss of life and 

property, industrial injuries, road accidents, health hazards, and financial 

difficulties on account of unemployment, old age and disability (Leepsa and 

Digal, 2015). This ensures households with economic security, and 

continuously provides a family income when unpredictable perils hit (Beenstock 

et al. 1988).  

 Insurance sector contributes to economic development by creating job 

opportunities (Khurana, 2008) thereby reducing the extent and intensity of 

poverty. It provides long-term funds for infrastructure development, and at the 

same time strengthens the risk-taking ability (Bodla and Verma, 2007). The 

need for insurance in the processes of production, exchange, and consumption 

has been widely recognized (Taneja and Narendera, 2004). Insurance sector 

contributes to overall development of an economy as it is linked to other sectors 

such as industry, agriculture, transport, mining, petroleum, commerce and 

trade, health and education (Holsboer, 1999; Catalan et al. 2000; Rule, 2001; 

Ranade and Ahuja, 2001; Das  et al. 2003; Kong and Singh, 2005; Kugler and 

Ofoghi, 2005; Arena, 2008; Michael, 2012; Verma and Bala, 2013). With such 

an importance of insurance sector in the growth process of an economy, this 

chapter is devoted to the study of trend and progress of insurance sector 

development in the Asian countries.The chapter is designed to discuss the 

trends in insurance development in Asia as a whole before evaluating the trend 

and progress of insurance sector development in the selected Asian countries, 

namely, Bangladesh, China, Hong Kong, India, Indonesia, Iran, Japan, 

Malaysia, Pakistan, Philippines, Singapore, South Korea, Thailand and Turkey. 
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4.2. Insurance Sector Development in Asia 

 The global insurance industry saw 2015 as a challenging year with 

advanced countries improving and emerging markets witnessing slowdown due 

to the political instability and low commodity prices. With uncertainty looming 

around policy tightening in the US along with very low interest rates prevailing in 

advanced economies, investment environment also faced challenges. However, 

driven by low commodity prices, inflation was low in most countries with the 

exception of some emerging markets (Sigma Report, 2016). 

 Despite the challenging environment, the real global direct insurance 

premiums written grew by 3.8percent in 2015, from 3.5percent in 2014. This 

increase was driven by stronger growth in the life insurance premium in 

advanced Asia particularly Japan and Korea. In advanced markets, the life 

insurance premiums grew 2.5percent, down from 3.8percent growth the 

previous year. North America returned to positive growth after two years of 

decline. In Western Europe, however, growth slowed significantly. In the 

emerging markets, overall life premium growth almost doubled to near 

12percent, supported by strong sectoral performance in emerging Asia. Last 

year, life insurance premium growth fell short of the pre-crisis average in 

advanced markets, but it was slightly higher in the emerging markets (Sigma 

Report, 2016). 

 Insurance development as measured by insurance penetration and 

Insurance density has followed a fluctuating trend in Asia during the period from 

1985 to 2015. The trends in insurance penetration and insurance density as 

witnessed during the time period between 1985 and 2015 is shown in Fig. 4.2.1 

and Fig. 4.2.2.  

  As is clear from the Fig. 4.1 life insurance penetration shows a 

fluctuating trend during the period from 1985 to 2015. It can also be seen from 

the figure that the fluctuations in life insurance penetration are more compared 

to the non-life component of insurance penetration (Fig. 4.2.3) throughout the 

period from 1985 to 2015. 

 As is clear from the Fig. 4.2.1 insurance penetration was 4.71 percent in 

1985, reached to 7.47 percent in 1989 and 8.5 percent in 1995. It started to 
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decrease thereafter and reached to as low as 6.5 percent in 2001, and further to 

5.4 percent in 2008. Thereafter, it started to recover and reached to about 6 

percent in 2015. The slump in the insurance penetration during the late 1990s is 

possibly because of the East Asian crises and financial crises in 2007-08 which 

led to the further decrease in insurance penetration. 

Fig. 4.2.1: Trends in Life Insurance Penetration in Asia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

Fig. 4.2.2: Trends in Life Insurance Density in Asia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 Life insurance Density in Asia also followed a fluctuating trend during 

1985 to 2015. Per capita life insurance premium or simply life insurance density 

in Asia in the year 1985 was 36.5 US dollars which increased to 170.8 US 

dollars in 1995. It started to decrease thereafter, possibly due to East Asian 

Crises and reached as low as 125 US dollars in 2001. However, life insurance 
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density in Asia started to recover after 2001 and reached as high as 228 US 

dollars in 2012. 

Fig. 4.2.3: Trends in Non-Life Insurance Penetration in Asia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re data 

Fig. 4.2.4: Trends in Non-Life Insurance Density in Asia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 The Fig. 4.2.3 and Fig. 4.2.4 show the trend in the non-life insurance 

development in Asia in terms of non-life penetration and non-life insurance 

density during the period from 1985 to 2015. It is clear from the Fig. 4.2.3, that 

both non-life insurance penetration and non-life insurance density in Asia have 

witnessed quite fluctuating trend during the period under study. Non-life 

insurance penetration almost contributed 2 percent to the GDP of Asia in the 

mid-90s, but possibly due to the East Asian crises its share decreased to 1.5 

percent in 2001 and increased thereafter till 2007, when global financial crises 

further hindered its growth. Similarly, non-life insurance density in Asia in the 

year 1985 was 14 US dollars. It was 48.5 US dollars in 1995, decreased to 37.6 

US dollars in 2001. However, during the post-financial crises, non-insurance 

sector again started to grow positively as is reflected by increases in both non-

life penetration and non-life insurance density. 
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 The development Asia’s insurance sector is also analysed in terms of 

total insurance penetration and total insurance density in the Fig. 4.2.5 and Fig. 

4.2.6. The insurance sector development in Asia as depicted by the total 

insurance penetration and total insurance density has shown fluctuations during 

the period from 1985 to 2015. Total insurance penetration was at its peak 

during the mid-90s as total insurance penetration reached as high as 8.5 

percent in the year 1994 and remained constant till 1996 and thereafter, started 

to decline possibly because of crises which emerged in the East Asian nations. 

Fig. 4.2.5: Trends in Total Insurance Penetration in Asia (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

Similarly, total insurance density was just 50 US dollars in Asia in the year 

1985. However, it got increased to about 220 US dollars in 1996 before it was 

affected by the crises in 1997 onwards. Non-life insurance density was 311.7 

US dollars in 2015 in Asia. 

Fig. 4.2.6: Trends in Total Insurance Density in Asia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re data 
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4.3. Insurance Sector Development in Sample Countries 

 Insurance sector development in Asia as a whole as discussed above in 

the section 4.2 has witnessed a fluctuating growth during the period under 

study. In the following section, the trend and pattern of insurance sector 

development in the selected Asian countries like Bangladesh, China, Hong 

Kong, India, Iran, Indonesia, Japan, Malaysia, Pakistan, Philippines, Singapore, 

South Korea, Thailand and Turkey are analysed by taking into account  the life 

insurance, non-life insurance  and the whole insurance sectors in these 

countries.  

4.3.1. Insurance Sector Development in Bangladesh 

 Like overall economic growth in Bangladesh, insurance sector also 

witnessed rapid growth although the base of the sector is very small. However, 

the insurance industry is still a small component of Bangladesh’s financial 

system. Given the vulnerable nature of Bangladesh to a variety of risks, 

insurance penetration of just  0.68 percent in 2015 (0.5 percent for life 

insurance and 0.18 percent for non-life) is very low. The lower penetration is 

despite the presence of a large number of insurance companies. As per the 

seventh five-year plan 2016-2020 of the Government of Bangladesh, only four 

people in 1,000 in Bangladesh have life insurance. Most of the people are not 

under any coverage of insurance (World bank, 2017). Bangladesh compares 

unfavourably with other South Asian countries concerning insurance 

development, as in 2007, the insurance density in Bangladesh was just US$4.2. 

Although this had risen to US$9.1 per capita by 2015 (Fig.4.3.2), it compares 

poorly with 1.15 percent of GDP in Sri Lanka, 3.46 percent of GDP in India and 

4.23 percent of GDP in Malaysia (Swiss Re, 2016). 

 The trend and progress of insurance sector development in Bangladesh 

from the time period 1985-2015 is shown in figures from Fig. 4.3.1 to Fig. 4.3.6. 

Life insurance sector development in Bangladesh as depicted by life insurance 

penetration in the Fig. 4.3.1 is quite low. It was as low as 0.10 percent in 1985 

and increased to 0.63 percent in 2010 and thereafter started to decrease again 

and reached 0.50 percent in 2015. These figures show that life insurance sector 

is quite underdeveloped in Bangladesh. 
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Fig. 4.3.1: Trends in Life Insurance Penetration in Bangladesh (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 The similar picture of life insurance sector of Bangladesh is reflected by 

the low life insurance density figure as life insurance density in Bangladesh 

remained quite low during the period from 1985 to 2015 (Fig. 4.3.2). Life 

insurance density in US dollars were 0.1 in 1985, 0.5 in 1995, 1.0 in 2000, 2.2 in 

2005, 5.5 in 2010 and 6.7 in the year 2015. 

Fig. 4.3.2: Trends in Life Insurance Density in Bangladesh (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re data 

 The non-life insurance sector in Bangladesh has remained almost 

stagnant during the period from 1985 to 2015. With the contribution of 0.19 

percent to the GDP of Bangladesh in 1985 and 0.14 percent in 2000 and 0.17 
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percent in 2015, the non-life insurance in Bangladeh has underwent very less 

fluctuations. However, the sector is still in the very infancy stage. 

Fig. 4.3.3: Trends in Non-Life Insurance Penetration in Bangladesh (1985-

2015) 

Source: Researcher’s own plot from Swiss Re Data 

Fig. 4.3.4: Trends in Non-Life Insurance Density in Bangladesh (1985-

2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 The underdeveloped non-life insurance sector of Bangladesh is also 

depicted by lower non-life insurance density in the Fig. 4.3.4. Per capita non- 

life premium or non-life insurance density in Bangladesh during the period from 

1985 to 2015 has remained below 2.5 US dollars. However, the positive thing 

about non-life insurance sector of Bangladesh is the increasing trend in the non-

life insurance density through out the period from 1985 to 2015. 
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Fig. 4.3.5: Trends in Total Insurance Penetration in Bangladesh (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The development in the insurance sector as a whole in Bangladesh is 

depicted in the Fig. 4.3.5 and Fig. 4.3.6, in terms total insurance penetration 

and total insurance density. As is clear from the Fig. 4.3.5 and Fig. 4.3.6, that 

total insurance penetration and total insurance density in Bangladesh is quite 

low. Total insurance penetration or contribution of insurance sector to the GDP 

of Bangladesh was 0.25 percent in 1985, 0.83 percent in 2010 and 0.68 percent 

in 2015. Similarly the per capita insurance premium or total insurance density in 

Bangladesh was 0.5 US dollars in 1985 and 9.1 US dollars in 2015.  

Fig. 4.3.6: Trends in Total Insurance Density in Bangladesh (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 It can be revealed from the above figures of life insurance penetration 

and life insurance density, non-life insurance penetration and non-life insurance 

density  and total insurance penetration and total insurnace density that 

insurance sector of Bangladesh is quite underdeveloped. 

 



150 
 

4.3.2. Insurance Sector Development in China  

 The healthy economic growth propels China’s insurance market to be 

one of the largest and fastest growing in the world. Despite the slowdown in 

China's GDP growth over the past two years, it is still widely expected to be 

higher than other largest economies. The higher growth rate will stimulate 

insurance development (Saldias and Grigaliunas, 2014). The insurance industry 

in China has been growing even faster than the GDP at a compound annual 

growth rate (CAGR) of 16.5 percent over the last decade.These rates indicate 

very favorable growth conditions for China’s insurance industry. 

 China insurance regulatory commission (CIRC) supervises and manages 

the insurance industry in china. The commission was established in 1998 as a 

subordinate institution and in 2003 it was made to directly supervise the 

institutions under the state council so that correspondence between different 

departments is enhanced.The Commission has currently 15 functional agencies 

and 2 public institutions. There are 36 CIRC offices in the regions like Suzhou, 

Yantai, Shantou, Wenzhou and Tangshan. Chinese insurance industry doing its 

business under life insurance and property liability insurance has increased the 

number of companies over the years. The number of companies doing the 

insurance business, has increased to more than 180 which constitute both 

domestic as well as foreign companies. 

 The trend and progress of China’s insurance sector development is 

shown in the figures from Fig. 4.3.7 to Fig.4.3.12. These figures respectively 

show the trends in life insurance penetration and life insurance density, non-life 

insurance Penetration and non-life insurance density, and total insurance 

penetration and total insurance density. It is observed from the Fig. 4.3.7 and 

Fig.4.3.8 that china’s life insurance sector has developed moderately during the 

period from 1985 to 2015. The contribution of life insurance sector to the GDP 

of China was almost nil in the year 1985, as life insurance penetration was 0.05 

percent. However, the sector progressed continuously thereafter and its 

contribution to the china’s GDP reached as high as 2.90 percent in 2003 and to 

about 3.70 percent in 2015. Life insurance sector outperformed the non-life 

sector continuously as life penetration increased to 1.90 percent in 2003 and to 

2.4 percent in 2009. Non-life insurance sector also progressed continuously 

during the study as life penetration reached to about 1.40 percent in 2015. It is 
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clear from the Fig. 4.3.7 that although, life insurance sector outperformed non-

life insurance sector, it has witnessed much fluctuations throughout the study 

period. On the other hand, the growth of non-life insurance sector was mostly 

consistent during the period from 1985 to 2015. 

Fig. 4.3.7: Trends in Life Insurance Penetration in China (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.8: Trends in Life Insurance Density in China (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 Life insurance density in China has been very low till 2000. However, it  

increased  continuosly thereafter, and reached 150 US dollars in 2015.  

 Non- life insurance density in China has also been very low till the early 

2000s. However, the increasing trend witnessed after 2000 reflects the positive 

development of the non-life insurance sector of China. Non-life insurance sector 

contributed 1.60 percent to GDP of China in 2015. The positive thing about the 

non-life insurance sector of China is its continuous progress in terms of both 

non-life penetration and non-life density particularly after 2000. 
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Fig. 4.3.9: Trends in Non-life Insurance Penetration in China (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.10: Trends in Non-life Insurance Density in China (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 

 The overall development of insurance sector in China is shown in the 

Fig. 4.3.11 and 4.3.12 by considering the total insurance penetration and total 

insurance density. It is clear from the Fig. 4.3.11 that Insurance sector 

contributed below 0.5 percent to the GDP of China. However, the insurance 

sector over the years has increased its share as in the year 2003, the total 

insurance penetration in China stood at 2.80 percent and reached more than 

3.5 percent in 2015. 

Fig. 4.3.11: Trends in Total Insurance Penetration in China (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 
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Total insurance density or per capita premium in China has been very low till 

the year 2000. However, it has continuously increased thereafter, and has 

reached to 122.1 US dollars in 2009 and subsequently to 280.7 US dollars in 

2015. 

Fig. 4.3.12: Trends in Total Insurance density in China (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

4.3.3. Insurance Sector Development in Hong Kong 

 The insurance industry in Hong Kong is one of the most developed 

insurance markets in the region, with its indicators standing at the healthy level. 

The insurance industry in Hong Kong runs its business operations under three 

major categories like long term insurance business, general insurance business 

and composite insurance. The market has attracted many of the world's top 

insurance companies. In the first half of 2016, total gross premiums increased 

14percent year-on-year to HK$207.5 billion (US$26.6 billion). The long-term 

insurance business represented about 88percent of the total gross premiums 

for this period, while general business accounted for the remaining 12percent 

(Lee, 2017). 

 As per the office of the commissioner of Insurance annual report 2015, 

the total numbers of insurers in Hong Kong were 158. Out of the total insurers, 

the number of long term insurers was 44 with 95 general insurers and 19 

composite companies doing the business of insurance. The long-term insurance 

premium amounted to 2,95,693 million dollars in 2014 with the corresponding 

premium of 43,642 million dollars in general business. The long term insurance 

penetration was 13.1 percent and the general insurance penetration was 1.9 

percent. Similarly, the long-term per capita or long term insurance density and 

general insurance density were $40832 and $6026 respectively. 
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 The trend and progress of insurance sector development in Hong Kong 

during the year 1985 to 2015 is shown in the figures from Fig. 4.3.13 to Fig. 

4.3.18. Life insurance penetration and life insurance density, non-life 

penetration and non-life insurance density, and total insurance penetration and 

total life insurance density are used to show the progress of the life insurance 

sector, non-life insurance sector and total insurance sector respectively.  

 It is clear from the Fig. 4.3.13 that the contribution of life insurance sector 

to the GDP of Hong Kong has been exemplary over the period from 1985 to 

2015. it is observed that life insurance penetration in Hong Kong stood at 1.51 

percent in 1985 and has continuously increased thereafter and reached 2.21 

percent in 1995, 3.48 percent in 2000, 8.14 percent in 2005 and as high as 

13.31 percent in 2015. 

 The healthy life insurance sector development in Hong Kong during 1985 

to 215 is also reflected by life insurance density. Life insurance density or per 

capita premium in Hong Kong got increased from 200 US dollars in 1990 to 

3217 US dollars in 2007 and to 5655 US dollars in 2015. 

Fig. 4.3.13: Trends in Life insurance Penetration in Hong Kong (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re data 

 

Fig. 4.3.14: Trends in Life insurance Density in Hong Kong (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re data 
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Fig. 4.3.15: Trends in Non-life Insurance Penetration in Hong Kong (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The relative contribution of non-life insurance sector of Hong Kong is not 

that much when compared to life insurance sector as the non-life insurance 

penetration has remained less than 1.50 percent throughout the period from 

1985 to 2015. Non-life insurance penetration in Hong Kong has not only been 

less, but also has witnessed fluctuations throughout the period under study as 

non-life insurance penetration was 1 percent of GDP  in the year 1988 and 

increased upto 1.4 percent in 1994 and then decreased to 1.08 percent in 1999. 

It increased upto 1.5 percent in 2003 and again decreased to below 1.2 percent 

in 2007. Similarly, non-life insurance density in Hong Kong has been very little 

compared to life insurance sector. However, non-life insurance density in Hong 

Kong has been higher compared to China, India, Indonesia, and Malaysia. 

Fig. 4.3.16: Trends in Non-life Insurance Density in Hong Kong (1985-

2015) 

Source: Researcher’s own plot from Swiss Re Data 
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 Total insurance sector development in Hong Kong during the period from 

1985 to 2015 has shown an increasing trend both in terms of total insurance 

penetration and total insurance density. It is clear from the Fig. 4.3.17 that total 

insurance penetrattion in Hong kong has increased from just 2 percent in 1990 

to more than 15 percent in 2015. This tremendous stride in the total insurance 

development of Hong Kong is owed to the life insurance sector in Hong Kong 

which has progressed greatly during the period between 1985 and 2015. 

 Similarly, total insurance density reflects the healthy picture of total 

insurance sector of Hong Kong. Total insurance density or per capita insurance 

premium in Hong has increased from 350 US dollars in 1990 to 3577 US dollars 

in 2007 and to 6271 US dollars in 2015.  

Fig. 4.3.17: Trends in Total Insurance Penetration in Hong Kong (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.18: Trends in Total Insurance Density in Hong Kong (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

4.3.4. Insurance Sector Development in India 

 Insurance has a very long history in India as is found in the early writings 

like manusmrithi, Dharmasastra and Arthasastra. These writings mention about 
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the pooling of resources that could be re-distributed in times of calamities such 

as fire, floods, epidemics and famine. Pooling of resources in such a manner is 

pre-cursor to modern day insurance. However, insurance in its present form in 

India has evolved over time heavily drawing from other countries, England in 

particular (Chowdury, 2016). 

 With the passing of first statutory measure in the form of Indian Life 

Assurance Act, 1912, British Government of India started the practice of 

publishing returns of insurance companies in 1914. In 1928, the Indian 

Insurance Companies Act was enacted which was subsequently amended in 

1938 with comprehensive provisions for effective control over the activities of 

insurers. Due to the presence of large number of insurance companies and 

higher competition and also due to the allegations of unfair trade practices, 

Government of India decided to nationalise insurance business in India in 1956. 

An Ordinance was issued on 19th January, 1956 nationalising the Life Insurance 

sector and Life Insurance Corporation came into existence in the same year. 

The LIC absorbed 154 Indian, 16 non-Indian insurers as also 75 provident 

societies—245 Indian and foreign insurers in all. The LIC had monopoly till the 

late 90s when the insurance sector was reopened to the private sector. 

 In 1972, with the passing of the General Insurance Business 

(Nationalisation) Act, general insurance business was nationalized with effect 

from 1st January, 1973. 107 insurers were amalgamated and grouped into four 

companies, namely National Insurance Company Ltd., the New India Assurance 

Company Ltd. the Oriental Insurance Company Ltd., and the United India 

Insurance Company Ltd. The General Insurance Corporation of India was 

incorporated as a company in 1971 and it commenced business on 1st January 

1973. In December, 2000, the subsidiaries of the General Insurance 

Corporation of India were restructured as independent companies and at the 

same time GIC was converted into a national re-insurer. Parliament passed a 

bill de-linking the four subsidiaries from GIC in July, 2002. Today there are 31 

general insurance companies including the ECGC and Agriculture Insurance 

Corporation of India and 24 life insurance companies operating in the country. 
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Fig. 4.3.19: Trends in Life Insurance Penetration in India (1985-

2015)

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.20: Trends in Life Insurance Density in India (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 Life insurance sector development in India during the period between 

1985 to 2015 is depicted by life insurance penetration and life insurance density 

in the Fig. 4.3.19 and 4.3.20. Life insurance penetration or the relative 

contribution of life insurance to the GDP as a measure of life insurance 

development of India has increased during the period under study. Life 

insurance penetration has increased greatly after 2001 as the sector was 

brought out of the monopoly of public sector. Life insurance penetration in India 

was less than 1 percent of GDP in India in the year 1985 and increased 

moderately to 1.5 pecent in 1999. However, the insurance sector deveopment 

was greatly after 2000 as life insurance penetration reached 4.5 percent in 2011 

(Fig. 4.3.19). 

 It is observed from the Fig. 4.3.20, that life insurance density in India has 

been quite low during 1985 to 2015. However, it has started to increase after 
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2000 and reached its peak in 2010. Life insurance density in India is 

charaterised by fluctuations throughout the period from 1985 to 2015. 

 Unlike life insurance, non-life insurance industry did not grow that much 

during the period under study. The Fig. 4.3.21 shows the non-life insurance 

development in India in terms of non-life insurance penetration. It is clear from 

the figure that non-life insurance industry has not developed much during the 

period under study as non-life insurance penetration in India has increased 

marginally from 0.45 percent in 1985 to 0.55 percent in 2001 and to 0.73 

percent in 2015. 

Fig. 4.3.21: Trends in Non-life Insurance Penetration in India (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

The dismal performance of non-life insurance sector in India is also reflected by 

the lower non-life insurance density through out the period from 1985 to 2015. It 

is observed from the Fig. 4.322 that per capita non-life insurance premium in 

India has been less than 12 US dollars through out the period from 1985 to 

2015 . This shows that non-life insurance sector in India is very 

underdeveloped. 

Fig. 4.3.22: Trends in Non-life Insurance Density in India (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 
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 The overall development of the insurance industry in India from 1985 to 

2015 is depicted in the Fig. 4.3.23 and Fig. 4.3.24 in terms of total insurance 

penetration and total insurance density respectively. It is clear from the Fig. 

4.3.23, that total insurance penetration was 1.10 percent of GDP in 1985 and 

increased to 2.75 percent in 2001 and further increased to 4.75 percent in 2007.  

The total insurance penetration started to decrease after 2007 possibly due to 

the global financial crises. Similarly, total insurance density in India has been 

low throughout the period. However, it has improved after 2000 onwards when 

the insurance sector reforms were initiated. 

Fig. 4.3.23: Trends in Total Insurance Penetration in India (1985-2015)  

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.24: Trends in Total Insurance Density in India (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

4.3.5. Insurance Sector Development in Indonesia 

 Indonesia’s financial system is dominated by commercial banks. The 

share of insurance market is only 10 percent of the financial market. The 

industry however, helps the banking sector by guaranteeing the risk of banking 
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in distributing credit and also supports the national economy by collecting and 

mobilising the community's fund as well as protecting the business world from 

risks (Abidin and cabanda, 2012). There were 129 insurers in Indonesia by the 

end of 2015, out of which 50 are life insurers and 79 non-life insurers. Besides, 

there are five reinsurance companies, 161 insurance brokers and 35 

reinsurance brokers. 

 The insurance business is not new in Indonesia as it has been available 

there since the colonial period when a number of Dutch firms operated in the 

country. However, it was in the year 1992 only when Indonesian government 

passed the legislative framework for the industry. The 1992 law was replaced 

by new insurance law in 2014 introduced by Indonesia Financial services 

authority which took over the role of insurance regulator. The modern 

Indonesian sector developed during 1990s particularly after the Asian financial 

crisis witnessed in 1997 and financial sector restructuring in early 2000s. Both 

life and non-life segments of the industry witnessed rapid expansion since 2006. 

The industry underwrote $9.1 billion worth premium in 2010 which represented 

life insurance penetration of 1.0 percent and 0.5 percent non-life penetration. 

The insurance density in the same year stood at 30.9 and 14.9 US$ for the life 

and non-life segments of the industry respectively (Sigma, 2011). 

 The life Insurance sector development in Indonesia for the period from 

1985 to 2015 is shown in Fig 4.3.25 and Fig. 4.3.26 in terms of life insurance 

penetration and life insurance density. From the Fig. 4.3.25, it is clear that 

although the pace of life insurance development has been slow in Indonesia, 

the industry has progressed continuously.  

Fig. 4.3.25: Trends in Life insurance Penetration in Indonesia (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 
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Similarly the life insurance density in Indonesia has increased over the years 

particularly after 2000. Life insurance density has increased from 2.3 US dollars 

1998 to 21.3 US dollars in 2007 to 44.4 US dollars in 2011.  

Fig. 4.3.26: Trends in Life insurance Density in Indonesia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 The non-life insurance industry has not progressed in Indonesia during 

the period under study as is shown by the decresing trend of life insurance 

penetration (Fig. 4.3.27). the contribution of non-life insurance industry to the 

GDP of Indonesia has been very little throughout the period under study as it 

was 0.48 percent in 1985 and 0.46 percent in 2015.  

Fig. 4.3.27: Trends in Non-life Insurance Penetration in Indonesia (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

The non-life insurance density in Indonesia also reflects the poor 

development of non-life insurance sector during the period from 1985 to 

2015. It was just 2.6 US dollars in 1985 and 15.2 US dollars in 2015. 
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Fig. 4.3.28: Trends in Non-Life Insurance Density in Indonesia (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 The total insurance sector development in Indonesia is depicted in the 

Fig. 4.3.29 in terms of total insurance penetration and in terms of total insurance 

density in the Fig. 4.3.30. As is clear, that insurance penetration in Indonesia 

has witnessed fluctuating trend during the study period. The total insurance 

penetration 0.67 percent in 1985 and increased 0.9 percent in 1987 and then 

decreased and to 0.78 percent in 1993. Then it again increased and reached to 

1.5 percent in 2007. Then it got hit probably due to the global financial crises 

and got decreased to 1.35 percent in 2008. However, it has again started to 

increase thereafter and reached about 1.75 percent in 2015. It can be said that 

the contribution of insurance sector to the GDP in Indonesia is not satisfactory. 

Fig. 4.3.29: Trends in Total Insurance Penetration in Indonesia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

Similar pattern is observed in total insurance density as well as in the year 

1985, total insurance density in Indonesia was 3.5 US dollars. It increased to 

13.9 US dollars in 1996 and then decreased to 5.5 US dollars in 1998 before it 

started to increase again thereafter. 
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Fig. 4.3.30: Trends in Total Insurance Density in Indonesia (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 

4.3.6. Insurance Sector Development in Iran 

 The business of insurance industry in Iran is centrally regulated and 

supervised by Bimeh Markazi Iran (Central Insurance of Iran) - an independent 

institution established in the form of State Owned Company in 1971. The 

institution is also empowered to carry out compulsory and non-compulsory 

reinsurance business. Central Insurance of Iran is entrusted to conduct inward 

and outward reinsurance business in both national and international markets 

(Iranian Re, 2016). 

 Iran’s insurance market constitutes 31 private companies and a sole 

government owned insurance company namely Iran Insurance Co. among the 

31 private insurance companies Asia, Alborz, Dana, Parsian, Tose’e, Razi, 

Karafarin, Sena, Mellat are the prominent insurance companies. The other 

private insurance companies in Iran are Omid, Hafes, Day, Saman, Iran Moein, 

Novin, Pasargad, Moallem, Mihan, Kosar, Ma, Kish PandI Club, Arman, Qita 

PandI Club, Asmari, Taavon, Sarmad, Tejarat, Hekmat Saba, Middle East, 

Amin Re and Iranian Re. (Bima Markazi Iran,  2016-17). 

 The trend and progress in insurance sector development in Iran is 

examined through the insurance penetration from 1985 to 2015. With this 

measure of development, the Fig. 4.19 and Fig. 4.20 and 4.21 shows the trends 

and progress in insurance development in Iran by explaining the life insurance 

penetration, non-life penetration, total insurance, from the year 1985 to 2015. 

 The Fig. 4.3.31 depicts the life insurance penetration in Iran from 1985 to 

2015. It is clear from the figure that although the trend is increasing but the 

actual contribution of life insurance industry to GDP of Iran has been very low 

throughout the period under study. 
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Fig. 4.3.31: Trends in Life insurance Penetration in Iran (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 Life insurance density in Iran has not only been low but has also 

witnessed the fluctuations through out the period from 1985 to 2015. The lower 

and fluctuating life insurance density shows that life insurance sector is not 

developed in Iran.   

Fig. 4.3.32: Trends in Life Insurance Density in Iran (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.33: Trends in Non-life Insurance Penetration in Iran (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 
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Fig. 4.3.34: Trends in Non-Life Insurance Density in Iran (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 The Fig. 4.3.33 and Fig. 4.3.34 show the non-life insurance development 

in Iran for the period from 1985 to 2015 in terms of non-life insurance 

penetration and non-life insurance density. Non-life insurance industry in Iran 

has developed fairly better during the period under study. It is clear that the 

non-life insurance penetration was just 0.25 percent in 1985 and has 

continuously increased to reach 2.02 percent in 2015. Similarly, Non-life 

insurance density has also increased during the period 1985 to 2015, though, 

there have been fluctuations as well.  

Fig. 4.3.35: Trends in Total Insurance penetration in Iran (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.36: Trends in Total Insurance Density in Iran (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 
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 The insurance penetration as shown in Fig. 4.3.35 reflects a totally 

different picture of Iran. Unlike other most Asian countries, the non-life 

insurance penetration dominates the insurance market in Iran. The contribution 

of life insurance in GDP of Iran is quite negligible when compared to the non-life 

insurance sector. In 1985 non-life insurance penetration was 0.24 percent and 

life insurance was just 0.02 percent. The same picture is observed throughout 

the period under study. For example, in the year 2000, life insurance 

penetration was just 0.09 percent whereas the non-life penetration was 0.54 

percent. In the year 2015, the respective penetrations of life and non-life 

insurance sectors are 0.21 percent and 1.82 percent.  

4.3.7. Insurance Sector Development in Japan 

 The insurance industry of Japan is one of the largest markets in the 

world. It ranks only second in the world in terms of the volume of premium 

underwritten. In terms of its insurance penetration and insurance density, 

Japan’s insurance industry ranks 7th and 14th highest in the world respectively 

(Swiss Re, 2016). However, the insurance industry has lagged behind global 

average in terms of its growth rate due to declining population and market 

saturation. At the end of 2016, Japan’s insurance market constituted 93 insurers 

out of which 41 were life insurers including five mutual insurers, 44 non-life 

insurers and eight reinsurers. The number of insurers was 97 in 2012 which got 

declined through mergers and takeovers. Insurance industry amounts to 13 

percent of total financial sector assets of Japan with its assets valued at ¥399 

trillion (¥367 trillion for life and ¥31 trillion for non-life) at the end of fiscal year 

2015. 

 The insurance industry in japan is highly concentrated with assets of top 

five life insurers accounting for 67 percent of life insurance market assets. 

Similarly, the top four non-life insurers account for 88 percent of non-life 

insurance market assets. Mutual insurers also play a significant role in Japan as 

out of top five life insurers in Japan are mutual life insurers and the fourth life 

insurer was listed in 2010 after being demutualised. Japan Post Insurance is the 

largest life insurer in Japan having the huge market share of 22 percent, 5 

percent higher than the next largest insurer. The remaining direct insurers have 

market shares of 3 percent or less each. A dedicated unit within Japan Financial 



168 
 

Services Agency supervises Japan Post Insurance and Japan Post Bank. The 

reinsurance sector is even more concentrated with top two reinsurers 

representing 90 percent of the assets of market (IMF, 2017). 

 The insurance sector development of Japan from 1985 to 2015 is shown 

in figures from Fig. 4.3.37 to Fig.4.3.42.  The respective plots depict the life 

insurance sector development, non-life insurance development and total 

insurance sector development in Japan in terms of penetration and density 

rates in life, non-life and total insurance sectors. 

 The life insurance development of Japan as depicted in the Fig. 4.3.37 

although did not show increasing trend like other Asian countries but its 

contribution to the Japanese GDP has remained well ahead of most of the 

countries. Life insurance penetration in Japan was more than 6 percent in 1985 

and has almost 10 percent in 1995. However, the Asian crises and the global 

financial crises in the years 1997 and 2007 respectively adversely affected the 

performance of the industry. 

Fig. 4.3.37: Trends in Life insurance Penetration in Japan (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.37: Trends in Life Insurance Density in Japan (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 
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 The life insurance density in Japan though has witnessed fluctuations 

throughout the period from 1985 to 2015, but has been well above the other 

Asian countries like China, Thailand, Turkey, Indonesia, India, Malaysia, 

Pakistan, Iran and Bangladesh.  

Fig. 4.3.39: Trends in Non-life Insurance Penetration in Japan (1985-

2015)

Source: Researcher’s own plot from Swiss Re Data 

Fig. 4.3.40: Trends in Non-life Insurance Density in Japan (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 Fig. 4.3.39 and Fig. 4.3.40 depict the non-life insurance development in 

Japan in terms of non-life insurance penetration and non-life insurance density 

from the year 1985 to 2015. It is clear from the figure that non-life insurance 

sector in Japan has not progressed during the study period as its contribution to 

the GDP of Japan has remained almost stagnant between 2.00 and 2.50 

percent. Similarly non-life insurance density has witnessed fluctuations 

throughout the period from 1985 to 2015 and remained stagnant around 1000 

US dollars. 
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Fig. 4.3.41: Trends in Total Insurance Penetration in Japan (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.42: Trends in Total Insurance Density in Japan (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 . The Fig. 4.3.41 shows the total insurance penetration in Japan from 

1985 to 2015. As is clear from the Fig. 4.3.41 that insurance sector of japan 

contributed significantly to its GDP right from the year 1985 as insurance 

penetration stood at about 9 percent in 1985 that increased to 12.16 percent in 

1995. It started to decrease thereafter and reached as low as 8.98 percent in 

2007. This is the year when the world was grappling with global financial crises. 

However, after 2007 insurance penetration again started to increase and 

reached 10.82 percent in 2015.  

 The total insurance density in Japan is shown in the Fig. 4.3.42. It is 

observed from the figure that the total insurance density in Japan was very high 

during 1985 and 2015. Total insurance density in Japan was 1000 US dollars in 

1985 which reached to 5000 US dollars in 1995. However, possibly due to East 

Asian Crises of 1997 and Subsequent global financial crises in 2007, insurance 

sector of japan got badly hit as total insurance density fell continuously during 

the period between 1997 and 2007. 
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4.3.8. Insurance Sector Development in Malaysia  

 The insurance business in Malaysia dates back to the 18th century when 

British agency houses served as agents to insurance companies, incorporated 

in the United Kingdom. The foreign insurer's dominated the local insurance 

market in Malaysia till 1955. However, after the independence in 1957, the 

Malaysian Government introduced the domestic insurance companies. Due to 

the lack of proper business expertise and inadequate technical background, 

these domestic insurance companies could not continue its operations. In 1963, 

the government of Malaysia intervened by the enacting Insurance Act 1963, to 

regulate the insurance industry. The Insurance Act 1963, was replaced the 

Insurance Act 1996. The new Act made certain important changes to the 

legislative framework for improving the supervision and regulation of the 

industry in terms of operational and financial discipline, transparency of policies 

and practices and protection of the policy owners. 

 The trend and progress of insurance sector development in Malaysia is 

explained for life insurance sector, non-life insurance sector and total insurance 

sector as whole by taking into account insurance penetration and insurance 

density in life insurance sector, non-life insurance sector and total insurance 

sector.  The Fig. 4.3.43 and Fig.4.3.44 shows the trend in life insurance 

penetration and life insurance density respectively. It is clear that the life 

insurance penetration, non-life insurance penetration and total insurance 

penetration has progressed during the period from 1985 to 2015 without much 

fluctuation. The share of life and non-life insurance penetration in 1985 was 

1.14 percent and 1.48 percent respectively which increased to 1.97 percent and 

2.03 percent in 1996. Thereafter, life insurance sector outperformed the non-life 

insurance sector as life insurance penetration reached as high as 3.66 percent 

in 2001 while non-life penetration got decreased to 1.75 percent. However, the 

progress of life insurance sector remained stagnant throughout the period after 

2001 and in 2015, life insurance penetration reached 3.37 percent (Fig. 4.3.43). 

On the other hand, the progress of non-life insurance decreased thereafter as 

non-life insurance penetration decreased to 1.67 in 2015 (Fig. 4.3.45). 
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Fig. 4.3.43: Trends in Life Insurance Penetration in Malaysia (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 It is  observed from the Fig. 4.3.44 that life insurance density in 

Malaysia has increased continuously during the period from 1985 to 

2015. Life isurance density in Malaysia has increased from 23.9 US 

dollars in 1985 to 100 US dollars in 1996. However, due to the East 

Asian crises it got decreased in 1997. The life insurance density has 

reached as high as 397 US dollars in 2014 which reflect that life 

insurance sector is developing at a good pace in Malaysia. 

Fig. 4.3.44: Trends in Life insurance Density in Malaysia (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 
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Fig. 4.3.45: Trends in Non-life Insurance Penetration in Malaysia (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.46: Trends in Non-life Insurance Density in Malaysia (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 The non-life insurance density in Malaysia has shown an increasing 

trend during the period from 1985 to 2015. The non-life insurance density has 

incresed from 31.4 US dollars in 1985 to 106 US dollars in 1996 to 188 US 

dollars in 2014. However, the fluctuations are also observed in the non-life 

insurance density particularly during 1997 possibly due to the East Asia crises.  

Fig. 4.3.47: Trends in Total Insurance Penetration in Malaysia (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data  
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Fig. 4.3.48: Trends in Total Insurance Density in Malaysia (1985-2015)  

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The total insurance density in Malaysia is depicted in the Fig. 4.3.48. It is 

clear from the figure that total insurance density has increased in Malaysia 

during the period from 1985 to 2015. The total insurance density has increased 

from 55.3 US dollars in 1985 to 210 US dollars in 1996 to 555.3 US dollars in 

2015. 

4.3.9. Insurance Sector Development in Pakistan 

 Over the years, insurance sector of Pakistan has transformed into one of 

the fastest growing sectors of the country. As per the Swiss Re (2016), the 

insurance sector in Pakistan grew at 14.0 percent in 2015 and at 9.0 percent in 

2016. The growth rate in life insurance industry was greater than that of non-life 

insurance market as life insurance grew at 20.6 percent and 10.5 percent in 

year 2015 and 2016 whereas as the non-life insurance industry grew at 1.7 

percent and 5.7 percent respectively during the same time period. However, the 

insurance market in Pakistan constitutes more non-life insurance companies 

than the life insurers. Currently, there are 41 non-life insurance companies in 

Pakistan the total gross premium written in 2016 stood at 694 US dollars in 

2015 and 747 US dollars million in 2016. Similarly, the number of life insurance 

companies in Pakistan is nine including two family takaful operators and one 

state owned insurer. The gross written premium of life insurance industry in 

Pakistan in 2015 and 2016 was respectively 1576 and 1773 US million dollars 

respectively (Sigma, 2016). 

 The trend and progress of insurance sector development in Pakistan 

from the time period 1985-2015 is shown in figures from Fig. 4.3.49 to Fig. 
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4.3.54. Life insurance sector development in Pakistan as depicted by life 

insurance penetration in the Fig. 4.3.49 is quite low. It was as low as 0.30 

percent in 1985 and increased to 0.36 percent in 2010 and reached 0.55 

percent in 2015. These figures show that life insurance sector is quite 

underdeveloped in Pakistan. 

Fig. 4.3.49: Trends in Life Insurance Penetration in Pakistan (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 The similar picture of life insurance sector of Pakistan is reflected by the 

low life insurance density figures as life insurance density in Pakistan remained 

quite low during the period from 1985 to 2015 (Fig. 4.3.50). 

Fig. 4.3.50: Trends in Life Insurance Density in Pakistan (1985-

2015)

 
Source: Researcher’s own plot from Swiss Re Data 

 The non-life insurance sector in Pakistan  is very underdeveloped. The 

contribution non-life insurance has decreased from 0.48 percent to the GDP of 

Pakistan  in 1985 to 0.28 percent in 2015. Similarly, non-life insurance density 

in Pakistan has been very low throughout the period from 1985 to 2015. 
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Fig. 4.3.51: Trends in Non-Life Insurance Penetration in Pakistan (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.52: Trends in Non-Life Insurance Density in Pakistan (1985-

2015)

 Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.53: Trends in Total Insurance Penetration in Pakistan (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The development in the insurance sector as a whole in Pakistan is 

depicted in the Fig. 4.3.53 and Fig. 4.3.54, in terms total insurance penetration 

and total insurance density. As is clear from the Fig. 4.3.53 and Fig. 4.3.54, that 

total insurance penetration and total insurance density in Pakistan is quite low. 
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Total insurance penetration or contribution of insurance sector to the GDP of 

Pakistan was 0.80 percent in 1985, 0.62 percent in 2010 and 0.80 percent in 

2015. Similarly the per capita insurance premium or total insurance density in 

Pakistan was 2.5 US dollars in 1985 and 11.5 US dollars in 2015. 

Fig. 4.3.54: Trends in Total Insurance Density in Pakistan (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

4.3.10. Insurance Sector Development in the Philippines  

 The insurance market in the Philippines is small relative to the size of the 

economy and its growth has been stagnant. As per the sigma reports 2015, 

Insurance penetration (total premium to GDP) stood at 1.90 percent in 2015 and 

insurance density (total premium per capita) was US dollars 56.01. These 

figures place the insurance sector in a very early stage of development.  Growth 

of insurance sector has also not been so good and has since 2002 contracted in 

real terms. Most of insurance development measures are either small or most 

stagnant if compared to other insurance markets in the ASEAN region. The 

trend in insurance penetration illustrates that the sector has seen a decline in 

real terms over the last decade. The most recent year was particularly hard hit 

by volatility in investment markets causing a sharp decline in life business and 

may be expected to recover. However, the non-life performance has been 

persistently negative in terms of penetration.  

 The insurance market composition in the Philippines includes life 

insurers, non-life insurers, composite companies and reinsurers. The insurer 

regulator of the Philippines in the year 2016-17 issued certificate of authority to 

27 life, 66 non-life, 4 composite companies  and also to 1 professional reinsurer 

for the license year 2016- 2018. This makes the number of insurers in the 

Philippines to 98 in total. The number includes both domestic as well as foreign 
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companies. The insurance companies include 80 domestic and 18 foreign 

players. In the life insurance business, 18 companies are domestic and 9 are 

foreign companies. In the nom-life category, out of the total 66 companies, 58 

companies are domestically owned while as the rest 8 are foreign owned. The 

composite companies include 3 domestic and 1 foreign insurance company 

(Annual Report, 2016). 

 The trend and progress of life insurance development in the Philippines 

is shown in Fig. 4.3.55 and Fig. 4.3.56 by plotting life insurance and life 

insurance density. Similarly, Fig. 4.3.57 and Fig. 4.3.58 shows non-life 

insurance penetration and non-life insurance density from the year 1985 to 

2015 in the Philippines. The total insurance penetration and total insurance 

density as the measures of total insurance sector development in the 

Philippines are shown in the Fig. 4.3.59 and Fig. 4.3.60. 

 Life Insurance penetration as is clear from the Fig. 4.3.55 has witnessed 

fluctuations throughout the period from 1985 to 2015. In the year 1985, life 

insurance penetration was 0.43 percent of the Philippines GDP. It got increased 

over the years and reached 1.10 percent in 2007 and decreased thereafter, 

possibly due to the global financial crises. However, the recovery started after 

2010 and life insurance penetration in the Philippines reached 1.40 percent in 

2015.  

Fig. 4.3.55: Trends in Life insurance Penetration in Philippines (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 The life Insurance density as is clear from the fig 4.3.56 has witnessed 

fluctuations throughout the period from 1985 to 2015. In the year 1985, life 

insurance density was 2.4 US dollars. It got increased over the years and 

reached 18.1 US dollars in 2007 and decreased thereafter possibly due to the 
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global financial crises. However, the recovery started after 2010 and life 

insurance density in the Philippines reached 39.8 US dollars in 2015. 

Fig. 4.3.56: Trends in Life insurance Density in Philippines (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

The Fig. 4.3.57 and Fig. 4.3.58 depict the non-life insurance development in 

Philippines from the 1985 to 2015. It is clear from the Fig. 4.3.57 that  the non-

life insurance penetration is not only low in philippines but has also shown a 

downward trend which is not a good for the inurance industry in general and 

non-life insurance industry in particular. 

Fig. 4.3.57: Trends in Non-life Insurance Penetration in Philippines (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 Similarly, from the Fig. 4.3.58, it is clear that  the non-life insurance 

density in the Philippines is not only low but has also shown fluctuation 

throughout the period from 1985 to 2015. Non-life insurance density was 3.4 US 

dollars in 1985, reached 9.4 US dollars in 1997 and decresed thereafter to 5.4 

US dollars in 2004. However, it has increased continuously from 2004 onwards 

and reached 15.3 US dollars in 2015. 
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Fig. 4.3.58: Trends in Non-life Insurance Penetration in Philippines (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The Fig. 4.3.59 and Fig. 4.3.60 depict the total insurance development  in 

the Philppines from the year 1985 to 2015. The total insurance penetration and 

total insurance density are used as a measure of insurance development in the 

Philippines. As is clear from the Fig. 4.3.59 that insurance penetration has 

witnessed fluctuations throughout the period under study. the lower values of 

total insurance penetration in the Philippines depict that total or overall 

insurance industry in the Philippines is so underdeveloped and proper 

measures are needed to develop the sector so that insurance industry could 

contribute fairly to the GDP of the Philippines. 

Fig. 4.3.59: Trends in Total Insurance Penetration in Philippines (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

The total Insurance density as is clear from the Fig. 4.3.60 has witnessed 

fluctuations throughout the period from 1985 to 2015. In the year 1985, total 

insurance density was 5.8 US dollars. It got increased over the years and 

reached 24.7 US dollars in 2007 and decreased thereafter possibly due to the 
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global financial crises. However, the recovery started after 2010 and total 

insurance density in the Philippines reached 55 US dollars in 2015. 

Fig. 4.3.60: Trends in Total Insurance Density in Philippines (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

4.3.11. Insurance Sector Development in Singapore 

 Insurance sector development in Singapore with its sub-components life 

insurance development, non-life insurance development and total insurance 

development is shown in the figures from Fig. 4.3.61 to Fig. 4.3.66. The trend 

and progress of life insurance penetration and life insurance density is 

explained in the Fig. 4.3.61 and Fig. 4.2.62. It is clear, that life insurance 

penetration in Singapore has increased from 1 percent in 1985 to 9 percent in 

2001 which is a healthy growth. However, life insurance penetration decreased 

after 2001 and reached 4 percent in 2010. After 2010, life insurance industry 

has started recovery and in the year 2015, the life insurance penetration 

reached 5.7 percent in 2015. 

Fig. 4.3.61: Trends in Life Insurance Penetration in Singapore (1985-

2015)

 

Source: Researcher’s own plot from Swiss Re Data 
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 Similarly, life insurance density in Singapore has increased from 61 US 

dollars in 1985 to 1885 US dollars in 2001 which is a healthy growth. However, 

life insurance density decreased after 2001 and reached 1718 US dollars in 

2009. After 2010, life insurance industry has started recovery and in the year 

2015, the life insurance density reached 2931 US dollars in 2015. 

Fig. 4.3.62: Trends in Life Insurance Density in Singapore (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The Fig. 4.3.63 and Fig. 4.3.64 depict the non-life insurance 

development in Singapore during the period from 1985 to 2015 by considering 

non-life insurance penetration and non-life insurance density. It is clear from the 

Fig. 4.3.63, that non-life insurance sector has not developed much during the 

study period as non-life insurance penetration has decreased from 1.55 percent 

in 1985 to 1.10 percent in 2000. It then increased again except 2007 and 

reached again to 1.68 percent in 2015. However, non-life insurance density in 

Singapore is good compared to other Asian countries like China, India, 

Malaysia, Philippines, Pakistan and Bangladesh.  

Fig. 4.3.63: Trends in Non-life Insurance Penetration in Singapore (1985-

2015)

 
Source: Researcher’s own plot from Swiss Re Data 
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Fig. 4.3.64: Trends in Non-Life Insurance Density in Singapore (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 The total insurance development in Singapore is depicted in the Fig. 

4.3.65 and Fig. 4.3.66 by plotting total insurance penetration and total insurance 

density from the year 1985 to 2015. It is clear from the plot that total insurance 

industry has progressed from 1985 to 2000 as it contributed greatly to the GDP 

of Singapore. Its contribution was as high as 10 percent to the GDP of 

Singapore in 2001. However, the share of insurance industry decreased after 

2001 as total insurance penetration fell to below 6 percent in the year 2010. 

Insurance industry in Singapore started its recovery after 2010 as total 

insurance penetration reached more than 7 percent of GDP in 2015. 

Fig. 4.3.65: Trends in Total Insurance Penetration in Singapore (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

The total insurance density in Singapore has increased continuously throughout 

the period from 1985 to 2015. The total insurance density was 163 US dollars in 

1985 and increased to 2164 US dollars in 2001 and 3825 US dollars in the year 

2015. This reflects that total insurance sector in Singapore has developed 

during the period from 1985 to 2015. 
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Fig. 4.3.66: Trends in Total Insurance Density in Singapore (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

3.12. Insurance Sector Development in South Korea 

 With insurance premiums of 153.6 billion dollars in 2015, South Korean 

insurance market ranked the 8th in the world in terms of insurance premiums. 

The Korean insurance market contributed the share of 4.9 percent to the global 

insurance market. The life insurance market underwrote 104169 US million 

dollars and the non-life insurance market underwrote 66694 US millions in 2016 

(Swiss Re, 2016). 

 The healthy picture in the insurance sector development in South Korea 

is reflected by the sound contribution of insurance sector in the GDP of the 

country. As per the Swiss Re, insurance penetration in South Korea in the year 

2016 was high as 12.08 percent whereas per capita premium in the same year 

was 3361.9 US dollars.  

 The Fig. 4.3.67, Fig. 4.3.68 show the trend and progress in the life 

insurance sector development in South Korea during the period between 1985 

and 2015. The non-life insurance development is shown in the Fig. 4.3.69 and 

Fig. 4.3.70. The total insurance sector development in South Korea is depicted 

in the Fig. 4.3.71 and Fig. 4.7.72. 

 The Fig. 4.3.67 shows the life insurance development in South Korea in 

terms of life insurance penetration. It is clear from the figure that contribution of 

life insurance to the GDP has remained between 7 percent and 8 percent 

throughout the period from 1985 to 2015. 
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Fig. 4.3.67: Trends in Life insurance Penetration in South Korea (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.68: Trends in Life insurance Density in South Korea (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 The Fig. 4.3.68 shows the life insurance development in South Korea in 

terms of life insurance density. It is clear from the figure that per capita life 

insurance premium in South Korea has increased. Life insurance density in 

South Korea has increased from 500 US dollars in 1990 to 2006 US dollars in 

2014. 

 The Fig. 4.3.69 depicts the non-life insurance penetration in South Korea 

from 1985 to 2015. Non-life insurance penetration shows an upward trend in 

South Korea. The industry has progressed as non-life insurance penetration 

has incresed from 1.10 percent in 1985 to 3.70 percent in 2015. 
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Fig. 4.3.69: Trends in Non-life Insurance Penetration in South Korea (1985-

2015)

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.70: Trends in Non-life Insurance Density in South Korea (1985-2015) 

Source: Researcher’s own plot from Swiss Re Data 

 

 The Fig. 4.3.70 depicts the non-life insurance density in South Korea 

from 1985 to 2015. Non-life insurance density shows an upward trend in South 

Korea. The non-life insurance sector has progressed as non-life insurance 

density has incresed from 28.2 US dollars in 1985 to 1094.3 US dollars in 2015  

Fig. 4.3.71: Trends in Total Insurance Penetration in South Korea (1985-

2015)

 

Source: Researcher’s own plot from Swiss Re Data 
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 The total Insurance development in South Korea is shown by plotting the 

total insurance penetration and total insurance density in South Korea from 

1985 to 2015.  Barring few initial years, total insurance penetration has 

remained more than 8 percent throughout the period after 1990. However, there 

are some fluctuations visible in Fig. 4.3.71. 

 The total insurance density is depicted in the Fig. 4.3.72. The total 

insurance density in South Korea was 613 US dollars in 1990 which has 

increased to 1323 US dollars in 1996. It decreased slightly from 1997 onwards 

before 3150 US dollars in 2014. 

Fig. 4.3.72: Trends in Total Insurance Density in South Korea (1985-

2015)

 

Source: Researcher’s own plot from Swiss Re Data 

 

4.3.13. Insurance Sector Development in Thailand 

 The insurance sector in Thailand ranked world’s 27th largest and the 8th 

biggest in Asia, according to the Swiss Re (2016). The industry expanded 

modestly in 2016 with an annual growth rate of 4.5percent compared with 

5.4percent in 2015. The sector’s direct premium income remained roughly at 

U$22 billion in 2016 due to a continuous depreciation of Thai baht against U.S. 

Dollar over the last few years. 

 There were 23 active life insurers in the insurance market in 2016 with 

only 4 major providers – A.I.A, Muang Thai Life, Thai Life Insuranece, and 

Krungthai AXA Life holding more than 60percent of total market share. The non-

life sector in Thailand is highly competitive given the number of providers of 61 

companies. However, only 7 insurers accounted for over 50percent of total 

market share in 2016. The 5 largest non-life insurance providers in Thailand 
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include Viriyah Insurance, Dhipaya Insurance, Bangkok Insurance, Muang Thai 

Insurance Public, and Synmunkong Insurance. 

 The trend and progress of insurance sector development in Thailand 

from the year 1985 to 2015 is shown in terms of life insurance penetration and 

life insurance density, non-life insurance penetration and non-life insurance 

density and total insurance penetration and total insurance density. 

  It is clear from the Fig. 4.40 that insurance penetration has progressed 

continuously during the period under study. The Insurance penetration in 

Thailand was 1.13 percent in 1985 with corresponding life and non-life 

penetration figures of 0.59 percent and 0.54 percent in 1985. The figures only 

increased thereafter and total insurance penetration reached 2.52 percent in 

2006 with little downward trend in late 1990s and it reached to 3.31 percent in 

2004. The life and non-life insurance penetration was 2.06 percent and 1.25 

percent respectively in 2004. Total insurance penetration reached as high as 

5.48 percent in 2015 with life insurance penetration of 3.69 percent and that of 

non-life penetration of 1.78 percent. 

Fig. 4.3.73: Trends in Life insurance Penetration in Thailand (1985-

2015)

 
Source: Researcher’s own plot from Swiss Re Data 
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Fig. 4.3.74: Trends in Life insurance Density in Thailand (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The Fig. 4.3.74 shows the life insurance development in Thailand in 

terms life insurance density. The life insurance density in Thailand has shown 

an increasing trend throughout the period from 1985 to 2015. It has increased 

from 4.4 US dollars in 1985 to 34.5 US dollars in 1996 and to 215 US dollars in 

2015. 

Fig. 4.3.75: Trends in Non-Life Insurance Penetration in Thailand (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The Fig. 4.3.75 shows the non-life insurance development in Thailand in 

terms non-life insurance density. The non-life insurance density in Thailand has 

shown an increasing trend throughout the period from 1985 to 2015 with little 

fluctuations during the East Asian crises in 1997-98. It has increased from 4 US 

dollars in 1985 to 42.4 US dollars in 1996 and to 110.1 US dollars in 2013. 
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Fig. 4.3.76: Trends in Non-Life Insurance Density in Thailand (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

  The Fig. 4.3.77 depicts the total insurance development of Thailand 

during the period from 1985 to 2015. Total insurance penetration is used as 

measure of insurance development of Thailand. It is clear from the figure that 

total insurance penetration has witnessed an increasing trend during the study 

period which means total insurance industry has developed over the study 

period. Total insurance industry contributed just 1 percent to the GDP of 

Thailand in 1985 which increased to more than 5 percent in 2015. 

 The Fig. 4.3.78 shows the total insurance development in Thailand in 

terms total insurance density. The total insurance density in Thailand has 

shown an increasing trend throughout the period from 1985 to 2015. It has 

increased from 8.4 US dollars in 1985 to 76.9 US dollars in 1996 and to 318 US 

dollars in 2015. 

Fig. 4.3.77: Trends in total Insurance Penetration in Thailand (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 
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Fig. 4.3.78: Trends in Total Insurance Density in Thailand (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

4.3.14. Insurance Sector Development in Turkey 

 The insurance market in turkey is one of the fast growing insurance 

markets of the world. The growth rate in the direct premiums in the year 2015 

and 2016 was 10.9 percent and 21 percent respectively. It is growing part of the 

country’s financial service sector and accounts to 4 percent share in the 

financial market. The insurance market is, however, dominated by non-life 

sector which accounted the 87 percent share of the insurance market in 2016. 

Out of the total premium of 13085 million US dollars in the year 2016, non-life 

insurance companies underwrote 11440 million US dollars and the life 

insurance companies underwrote just 1644 million US dollars. However in terms 

of growth rate life insurance sector also did well in 2016 and grew at 24.4 

percent. There are currently 61 authorised insurers in Turkey. These include 37 

non-life insurers, 18 life and pension companies, 4 pure life insurers and 2 

reinsurers. 

 The trend and progress of life insurance sector development in Turkey 

for the time period 1985-2015 is shown in Fig. 4.3.79 and Fig. 4.3.80 by taking 

into account life insurance penetration and life insurance density. The life 

insurance sector development in Turkey as depicted by life insurance 

penetration in the Fig. 4.3.79 is quite low. It was as low as 0.01 percent in 1985 

and increased to 0.23 percent in 2003 and thereafter, started to decrease again 

and reached 0.17 percent in 2015. These figures show that life insurance sector 

is quite underdeveloped in Turkey. 
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Fig. 4.3.79: Trends in Life insurance Penetration in Turkey (1985-2015) 

 

Source: Researcher’s own plot from Swiss Re Data 

 

 The life insurance density in Turkey as depicted in the Fig. 4.3.8 also 

reflect that life insurance sector in Turkey is not developed. The life insurance 

density in Turkey was 3.2 US dollars in 1990 and has increased to 23.1 US 

dollars in 2013. This shows that life insurance sector in Turkey is quite 

underdeveloped. 

Fig. 4.3.80: Trends in Life insurance Density in Turkey (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The trend and progress of the non-life insurance sector development in 

Turkey for the time period 1985-2015 is shown in Fig. 4.3.81 and Fig. 4.3.82 by 

taking into account mon-life insurance penetration and non-life insurance 

density. The non-life insurance sector development in Turkey as depicted by 

non-life insurance penetration in the Fig. 4.3.81 is good when compared to life 

insurance sector. It is clear that non-life insurance sector has developed over 

the period from 1985 to 2015 as non-life penetration was just 0.37 percent in 
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the year 1985 which got incrased upto 0.08 percent in 2003 and further 1.36 

percent in 2015. 

Fig. 4.3.81: Trends in Non-life Insurance Penetration in Turkey (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

Fig. 4.3.82: Trends in Non-life Insurance Density in Turkey (1985-

2015)

 
Source: Researcher’s own plot from Swiss Re Data 

 

The non-life insurance density as depicted in the Fig.4.3.82 shows that  non-life 

insurance sector in Turkey is performing better compared to the life insurance 

sector. The non-life penetration in Turkey in the year 1985 was 4.8 US dollars 

which increased to 22.6 US dollars in 1993 and to 33 US dollars in 2000. From 

2003 onwards, the non-life insurance density has shown greater progress as 

non-life insurance density reached 140 US dollars in 2013. 
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Fig. 4.3.83: Trends in Total Insurance Penetration in Turkey (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

 The development in the insurance sector as a whole in Turkey is shown 

in the Fig. 4.3.83 and  Fig. 4.3.84 by taking into consideration total insurance 

penetration and total insurance density. 

 It is seen from the Fig. 4.3.83, that the total insurance penetration in 

Turkey shows an increasing trend during the study period between 1985 and 

2015. The total insurance penetration was just 0.4 percent in 1985 and 

increased to 1.6 percent in 2015. However, the share of life insurance sector 

unlike other most Asian countries has been very less throughout the period with 

non-life insurance sector dominating the insurance market. Despite the little 

contribution of insurance sector in the GDP of Turkey, insurance sector has 

developed positively throughout the period under study. 

 The total insurance density in Turkey has increased particularly after 

2000. From 1985 to 2000, total insurance density has not shown much progress 

as it has remained below 40 US dollars. However, after 2000, there is marked 

increase in the total insurance density and has reached to 160 US dollars in 

2013. 
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Fig. 4.3.84: Trends in Total Insurance Density in Turkey (1985-2015) 

 
Source: Researcher’s own plot from Swiss Re Data 

 

4.4. To Sum Up  

 Insurance sector of Asia plays an important role in the global insurance 

development. Despite the challenging global environment, the real global direct 

insurance premiums showed an increasing trend. This increased trend has 

been driven by stronger growth in life insurance premium in advanced Asian 

countries particularly in Japan and Korea. Most of the Asian countries have 

shown an increasing trend in the insurance sector development during the study 

period. Most of the selected countries have started from a very low level of 

insurance penetration and insurance density in the year 1985 and ended up 

with healthy insurance penetration and insurance densities in 2015. The 

increasing trend in insurance penetration is witnessed in most of the countries 

except for japan and South Korea. The countries that have shown much 

progress during the study period include Hong Kong, Singapore, China and 

Thailand. The insurance penetration and density in India and Indonesia is still 

lower compared to Hong Kong, Japan and Singapore, but they have shown 

have much progress over the years. 
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Chapter-5 

INEQUALITY IN INSURANCE SECTOR DEVELOPMENT IN ASIA 

 

5.1. Introduction 

 Insurance sector development is one of the key aspects of the growth of 

an economy. Insurance sector helps prevailing social security, and confidence 

at the individual/household level by providing protection against loss of life and 

property, industrial injuries, road accidents, health hazards, and financial 

difficulties on account of unemployment, old age, disability (Leepsa and Digal, 

2015). This ensures households of economic security and continuously 

provides a family income when unpredictable perils hit (Beenstock et al. 1988). 

Insurance sector contributes to economic development by creating job 

opportunities (Khurana, 2008) thereby reducing the extent and intensity of 

poverty. It provides long-term funds for infrastructure development, and at the 

same time strengthens the risk taking ability (Bodla and Verma, 2007). The 

need for insurance in the processes of production, exchange, and consumption 

has been widely recognized (Taneja and Narendera, 2004). Insurance sector 

contributes to overall development of an economy as it is linked to other sectors 

such as industry, agriculture, transport, mining, petroleum, commerce and 

trade, health and education (Mohammad, 1998; Holsboer, 1999; Catalan et al. 

2000; Rule, 2001; Ranade and Ahuja, 2001; Das et al. 2003; Kong and Singh, 

2005; Kugler and Ofoghi, 2005; Arena, 2008; Vadlamannati, 2008; Curak et al. 

2009; Michael, 2012; Chang et al. 2013; Verma and Bala, 2013). 

 Insurance services in a country have a great bearing in generating 

significant productive impact within an economy. Insurance companies by 

offering the function of risk transfer and indemnification services make risk-

averse individuals to purchase automobiles and real estate, which in turn leads 

to increased profits, and employment both within and alongside the insurance 

sector (Yousuf, 1998; Ward and Zurbruegg, 2000). Besides, insurance service 

facilitates innovation within an economy by offering to underwrite new risks 

(Browne et al. 2000). The sector reduces uncertainty and the impact of large 

losses and thus, encourages new investments, innovation, and competition. 

Reduction in risk by insurance companies also smoothens the economic cycle 
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and reduces the impact of crisis situations on micro and macro-levels. As 

financial intermediaries with long investment horizons, insurance companies 

can contribute to the provision of long-term instruments to finance corporate 

investment and housing (Feyen et al. 2011). 

  On the other hand, inequality whether it is in terms of income, growth, 

social, financial exclusiveness or any other is challenging debate in these times. 

Over the years in advanced economies, the inequality in the economic 

opportunities of the individuals is at its highest level (Dabla-Norris et al. 2015). 

The trends in the Inequality in the emerging markets and developing countries 

are mixed, with some countries experiencing declining inequality, but pervasive 

inequities in access to education, health care, and finance remain. Not 

surprisingly then, the extent of inequality, its drivers, and what to do about it 

have become some of the most hotly debated issues by policy-makers and 

researchers alike. Given the role of insurance in the economic development of a 

country by transferring risk of the individuals, firms and other business entities, 

indemnification, financial intermediation etc., it becomes necessary to examine 

the inequality in the insurance coverage of a country, because inequality in 

insurance sector could hamper the economic activities of an economy. 

 Keeping in view the importance of insurance in the economic growth of 

any country in general and Asian countries in particular, and also the negative 

impacts that inequality in insurance sector development could pose on the 

economic growth of a country, this chapter is aimed to examine the inequality in 

the development of life insurance, non-life insurance sectors and insurance 

sector as a whole in Asia. For this purpose a group of 14 Asian countries have 

been selected from different income groups. In the basket of 14 selected Asian 

countries, 4 are upper income countries which include Hong Kong, Japan 

Singapore, and South Korea, 5 are upper-middle income countries including 

China, Iran, Malaysia, Thailand, Turkey and rest are 5 lower middle-income 

countries which include Bangladesh, India, Indonesia, Pakistan, and 

Philippines. This classification is based on World Bank Atlas Method for the 

current year 2018. This method defines low income countries as those with a 

GNI per capita of $1005 or less in 2016; lower middle-income countries as 

those with GNI per capita between $1005 and $3995; upper middle income 

countries as those having GNI per capita between $3995 and $ 12,235 and high 
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income countries are those with GNI per capita of $12,236 or above. In order to 

examine the inequality in insurance sector in Asian countries Gini coefficient is 

used. Finally, the possibility of convergence in the insurance sector 

development in Asia is examined in the chapter by using the concept of β-

convergence. 

5.2. Inequality in Insurance Penetration between Asian Countries 

 The disparity in the level of insurance sector development across 

selected Asian countries is shown in terms of insurance penetration. 

Penetration rates in life insurance sector, non-life insurance sector and 

insurance sector as a whole are also shown in the Table 5.1, Table 5.2 and 

Table 5.3. 

Table No. 5.1: Life Insurance Penetration in Selected Asian Countries, 

1985 to 2015 (as % of GDP) 

Countries  1985 1990 1995 2000 2005 2010 2015 

High-Income 

Hong Kong - 1.51 2.12 3.48 8.13 9.79 13.31 

Japan 6.62 8.22 9.76 8.91 8.49 8.09 8.27 

Singapore 0.93 1.53 2.80 4.98 5.19 4.14 5.55 

South Korea 0.00 7.34 7.56 7.57 6.24 6.22 7.30 

Upper-middle income 

China 0.05 0.29 0.32 0.85 1.75 2.38 1.95 

Iran 0.01 0.03 0.03 0.09 0.07 0.10 0.21 

Malaysia 1.14 1.32 1.97 2.66 3.03 3.29 3.37 

Thailand 0.59 0.83 1.08 1.39 2.06 2.58 3.70 

Turkey 0.01 0.08 0.07 0.20 0.16 0.20 0.19 

Lower-middle income 

Bangladesh 0.07 0.07 0.12 0.24 0.42 0.64 0.50 

India 0.63 0.90 1.09 1.49 2.87 3.75 2.72 

Indonesia 0.16 0.18 0.38 0.48 0.76 1.10 1.28 

Pakistan 0.33 0.34 0.29 0.18 0.26 0.36 0.54 

Philippines 0.43 0.40 0.58 0.73 0.80 0.75 1.37 

Source: Swiss re 

 As is seen from the Figure 5.1, there is wide disparity in the life insurance 

penetration of selected Asian countries. The insurance sector contributes more 

than 16 percent to the GDP of Hong Kong as life insurance penetration in the 
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country is 13.31 percent whereas it negligibly contributes to the GDP of Iran, 

Bangladesh and Pakistan as the respective life insurance penetrations in these 

countries were 0.21 percent, 0.50 percent and 0.54 percent in the year 2015 

(Table 5.1). The disparity in the life insurance penetration across countries with 

different income groups is plotted in the Fig. 5.1A, Fig.5.1B and Fig. 5.1C.  

Figure 5.1A: Life-Insurance Penetration in High Income Countries 

 

Source: Researcher’s own Plot 

 

Figure 5.1B: Life-Insurance Penetration in Upper-middle Income Countries 

 
Source: Researcher’s own Plot  

Figure 5.1C: Life-Insurance Penetration in Lower-middle Income Countries 

Source: Researcher’s Own plot 

 Similarly in terms of non-life sector, there is also a wide gap between the 

selected Asian countries. The disparity in the non-life insurance penetration in 
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the selected Asian countries is depicted in the Table 5.1 and plotted in Fig. 

5.2A, Fig.5.2B and Fig. 5.2C.  From the plots it is seen that there is a lot of 

disparity in the non-life insurance sector development in the selected Asian 

countries across different income groups, as non-life penetration in the year 

2015 was 4.12 percent in South Korea just 0.18 percent in Bangladesh and 

0.27 percent in Pakistan. Non-life insurance penetration also varies in other 

countries like Japan, China, India, Malaysia, Hong Kong, Turkey, Singapore, 

Philippines significantly. 

Table 5.2: Non-Life Insurance Penetration in Selected Asian Countries, 
1985 to 2015 (as % of GDP) 

Countries  1985 1990 1995 2000 2005 2010 2015 

High-Income 

Hong Kong 
 1.14 1.36 1.07 1.24 1.35 1.45 

Japan 
2.16 2.49 2.41 2.21 2.21 2.07 2.55 

Singapore 
1.56 1.27 1.30 1.09 1.39 1.49 1.69 

South Korea 
1.12 1.73 2.46 2.54 2.39 3.40 4.12 

Upper-middle income 

China 
0.24 0.48 0.69 0.75 0.91 1.19 1.63 

Iran 
0.25 0.25 0.40 0.54 1.00 1.14 1.83 

Malaysia 
1.49 1.51 1.93 1.59 1.72 1.65 1.68 

Thailand 
0.54 0.79 1.32 1.06 1.24 1.32 1.79 

Turkey 
0.36 0.32 0.47 0.79 0.96 1.06 1.36 

Lower-middle income 

Bangladesh 
0.18 0.16 0.17 0.15 0.17 0.18 0.18 

India 
0.43 0.47 0.49 0.45 0.61 0.62 0.72 

Indonesia 
0.49 0.52 0.60 0.46 0.55 0.41 0.45 

Pakistan 
0.49 0.35 0.34 0.31 0.39 0.31 0.27 

Philippines 
0.61 0.59 0.78 0.51 0.48 0.41 0.53 

Source: Swiss Re 
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Fig. 5.2A: Non-Life Insurance Penetration in High Income Countries 

Source: Researcher’s Own Plot 

 

Fig. 5.2B: Non-Life Insurance Penetration in Upper-middle Income Countries 

Source: Researcher’s Own Plot 

 

Fig. 5.2C: Non-Life Insurance Penetration in Lower-middle Income Countries 

 
Source: Researcher’s Own Plot 

 

 The disparity in the level of insurance sector development as a whole in 

the selected Asian countries is also depicted in the Table 5.3 and Fig. 5.3A, Fig. 

5.3B and Fig.5.3C by plotting the total insurance penetration of the countries. 

The disparity in the penetration rates in insurance sector as a whole is plotted 
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separately for high income, high-middle income and lower middle income 

countries.  

 It is clear from the plots that total insurance penetration is pretty high in 

the high income countries like Hong Kong, South Korea, Japan and Singapore 

compared to lower middle income Asian countries like Bangladesh, Pakistan, 

India and Indonesia and high middle income countries like Iran, Malaysia and 

Turkey. Whereas, insurance sector contributes fairly to GDP of Hong Kong, 

Singapore, South Korea and Japan, its contribution varies from moderate to 

lower levels in other Asian countries like Thailand, China, Malaysia, India, 

Indonesia, Philippines, Iran, Pakistan and Bangladesh. 

Table 5.3: Total Insurance Penetration in Selected Asian Countries (as % 

of GDP), 1985 to 2015 

Countries  1985 1990 1995 2000 2005 2010 2015 

High-Income 

Hong Kong  2.65 3.48 4.54 9.37 11.14 14.76 

Japan 8.77 10.71 12.16 11.12 10.70 10.16 10.82 

Singapore 2.50 2.81 4.10 6.07 6.59 5.63 7.25 

South Korea 1.12 9.07 10.02 10.12 8.63 9.61 11.42 

Upper-middle income 

China 0.29 0.76 1.01 1.60 2.65 3.57 3.57 

Iran 0.26 0.28 0.43 0.64 1.07 1.23 2.04 

Malaysia 2.62 2.82 3.90 4.25 4.76 4.95 5.05 

Thailand 1.13 1.62 2.40 2.45 3.30 3.90 5.49 

Turkey 0.37 0.40 0.55 0.98 1.12 1.26 1.55 

Lower-middle income 

Bangladesh 0.25 0.23 0.29 0.39 0.59 0.82 0.67 

India 1.06 1.38 1.58 1.94 3.48 4.37 3.44 

Indonesia 0.65 0.70 0.98 0.95 1.31 1.51 1.73 

Pakistan 0.81 0.69 0.64 0.49 0.66 0.68 0.82 

Philippines 1.04 0.99 1.3 1.24 1.28 1.16 1.90 

Source: Swiss Re 
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Fig. 5.3A: Total Insurance Penetration in High Income Countries 

Source: Researcher’s Own Plot 

 

Fig. 5.3B: Total Insurance Penetration in Upper-middle Income Countries 

 
Source: Researcher’s Own Plot 

 

Fig. 5.3C: Total Insurance Penetration in Lower-middle Income Countries  

 
Source: Researcher’s Own Plot 

 

 From the above observations, it can be summarised that, there exists 

inequality in the insurance sector development in Asia as is reflected by the 

wide disparity in penetrations in life, non-life sectors and also in the insurance 

sector as a whole. 
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5.3. Inequality in Insurance Density between Asian Countries 

  As per Swiss Re (2017), the consumption of life insurance in Asia, on a 

per capita basis, is less than the global average. In the year 2016, whereas the 

global average of per capita insurance premium was 1518.42 US dollars, it was 

only 343.11 US dollars in Asia. However, over the years Asian insurance 

market is growing at a satisfactory pace of almost 8 percent. As per the sigma 

(2017), South and East Asia are doing well as compared to Middle East and 

Central Asia. With the growth rate of 20.8 percent in 2016, Per capita insurance 

consumption in South and East Asia is 163 US dollars whereas growth rate of 

insurance sector in Middle and Central Asia was only 3 percent and the per 

capita insurance consumption was 150 US dollars. There are some countries in 

Asia where insurance density is pretty high compared to other countries.  

Table 5.4: Life Insurance Density in Selected Asian Countries (in US $), 

1985 to 2015 

Countries  1985 1990 1995 2000 2005 2010 2015 

High-Income 

Hong Kong  199.9 498.3 879.1 2,155.6 3,197.9 5,655.2 

Japan 825.8 2,167.5 4,096.0 3,274.3 2,982.0 3,566.9 2,717.0 

Singapore 61.0 195.9 698.2 1,186.1 1,551.4 1,929.8 2,931.5 

South Korea 0.0 496.5 964.4 894.1 1,193.8 1,406.9 1,939.9 

Upper-middle income 

China 0.1 1.0 1.9 8.1 30.3 106.6 153.1 

Iran 0.2 3.0 0.6 5.2 2.2 6.1 10.4 

Malaysia 23.9 34.9 93.3 114.9 179.5 313.9 315.6 

Thailand 4.4 13.1 30.8 28.0 59.1 131.8 215.1 

Turkey 0.1 3.2 3.1 8.3 11.7 19.8 17.3 

Lower-middle income 

Bangladesh 0.1 0.2 0.5 1.0 2.2 5.5 6.7 

India 1.9 3.6 4.4 7.2 20.9 51.9 43.2 

Indonesia 0.9 1.4 4.7 4.1 10.4 34.5 42.7 

Pakistan 1.0 1.6 1.8 1.0 2.0 3.7 7.7 

Philippines 2.4 3.2 6.8 7.6 9.5 16.1 39.8 

Source: Swiss Re 

The levels of wide disparities in life insurance development in selected Asian 

countries are shown in terms of life insurance density, non-life insurance density 

and total insurance in the Table 5.4. As is seen in the table that life insurance 

density varies widely in the selected Asian countries so time series  plots for 
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high income  countries, high-middle income countries and lower-middle income 

countries are plotted in Fig.5.4A, Fig.5.4B and Fig.5.4C respectively. 

Fig.5.4A: Life Insurance Density in High Income Countries (US $), 1985 to 2015 

 

Source: Researcher’s Own Plot 

Fig.5.4B: Life Insurance Density in Upper-middle Income Countries (US $), 1985 

to 2015 

Source: Researcher’s Own Plot 

Fig.5.4C: Life Insurance Density in Lower-middle Income Countries (US $), 1985 

to 2015 

 

Source: Researcher’s Own Plot 

 It clear from the Table 5.4 that there exists inequality in the life insurance 

sector in Asia for the period from 1985 to 2015.  The wide disparity in the life 
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insurance density of selected Asian countries is depicted in Fig 5.4. The life 

insurance density in the higher income countries of Asia like Hong Kong, South 

Korea, Singapore and Japan is very high compared to the upper middle income 

and lower middle income countries of Asia like Bangladesh, Pakistan, 

Indonesia, Iran, India,  Turkey, Philippines, China, Malaysia, and Thailand. 

 The Table 5.5 and Figure 5.5 depict the inequality in non-life insurance 

sector development in terms of non-life insurance density in the selected 

countries. It is clear from the figure 5.5 that there is wide disparity in the non-life 

insurance density or per capita non-life insurance premium in the selected 

Asian countries. The non-life insurance density in the upper income countries of 

Asia like South Korea, Hong Kong, Singapore and Japan is quite high 

compared to high middle income and lower middle income countries of Asia. In 

the year 2015, non-life insurance density in South Korea, Singapore, Japan and 

Hong Kong was 1213.3, 882.4, 928.5 and 613.9 US dollars respectively 

whereas in Bangladesh, India, Pakistan, Indonesia and Philippines was 2.4, 

11.5, 15.2, 3.9 and 15.2 US dollars respectively (Figure 5.5). 

Table 5.5: Non-Life Insurance Density in Selected Asian Countries (in US $), 1985 
to 2015 

Countries  1985 1990 1995 2000 2005 2010 2015 

High-Income 

Hong Kong  151.0 320.1 269.7 329.4 440.0 616.0 

Japan 269.5 657.0 1,009.9 810.7 776.5 911.8 836.8 

Singapore 102.0 162.5 323.6 258.6 415.7 692.1 893.7 

South Korea 28.2 117.0 314.5 300.4 456.1 768.7 1,094.3 

Upper-middle income 

China 0.7 1.7 4.1 7.1 15.7 53.4 127.6 

Iran 3.9 25.5 7.8 30.0 31.8 71.0 89.1 

Malaysia 31.4 40.0 91.5 68.7 102.0 157.5 156.7 

Thailand 4.0 12.4 37.8 21.4 35.6 67.4 103.9 

Turkey 4.8 12.5 19.7 33.3 68.0 107.5 124.1 

Lower-middle income 

Bangladesh 0.3 0.6 0.7 0.6 0.9 1.6 2.4 

India 1.3 1.9 2.0 2.2 4.4 8.6 11.5 

Indonesia 2.6 4.0 7.5 3.9 7.5 12.8 15.2 

Pakistan 1.5 1.7 2.2 1.7 3.0 3.2 3.9 

Philippines 3.4 4.7 9.1 5.3 5.8 8.7 15.3 

Source: Swiss Re 
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Fig. 5.5A: Non-Life Insurance density in High Income Countries (in US $), 1985 to 

2015 

 
Source: Researcher’s Own Plot 

 

Fig. 5.5B: Non-Life Insurance density in Upper-middle Income Countries (in US $) 

(1985 to 2015) 

 
Source: Researcher’s Own Plot 

 

Fig. 5.5C: Non-Life Insurance density in Lower-middle Income Countries (in US  

$), 1985 to 2015 

 
Source: Researcher’s Own Plot 

 

The inequality in the insurance sector development in the selected Asian 

countries is shown in the table 5.6. The respective plots of high income, high 

middle income and lower middle income countries of Asia are depicted in the 

Fig. 5.6A, Fig. 5.6B and Fig. 5.6C in terms of total insurance density from 1985 
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to 2016. It is clear from the plots that there is wide gap across the selected 

Asian countries during the period under study. Total insurance density in the 

upper income countries of Asia is large compared to the countries of other 

income groups. For example, in the year 2015, insurance density in Hong Kong 

was as high as 6271.2 US dollars whereas it was as low as 9.1 US dollars in 

Bangladesh and 11.5 US dollars in Pakistan.  Insurance density in other lower 

middle income countries was 54.7 US dollars in India, 55 US dollars in 

Philippines and 57.9 US dollars in Indonesia. 

Table 5.6: Total Insurance Density in Selected Asian countries (in US $), 1985 to 

2015 

Countries  1985 1990 1995 2000 2005 2010 2015 

High-Income 

Hong Kong  350.9 818.4 1,148.9 2,485.0 3,638.0 6,271.2 

Japan 1,095.3 2,824.5 5,105.8 4,085.0 3,758.4 4,478.7 3,553.8 

Singapore 163.0 358.4 1,021.8 1,444.6 1,967.1 2,621.9 3,825.1 

South Korea 28.2 613.5 1,278.9 1,194.5 1,650.0 2,175.6 3,034.2 

Upper-middle income 

China 0.8 2.7 6.0 15.2 46.1 160.0 280.7 

Iran 4.1 28.5 8.4 35.2 34.0 77.1 99.6 

Malaysia 55.3 74.9 184.8 183.7 281.5 471.3 472.3 

Thailand 8.4 25.5 68.5 49.3 94.8 199.2 318.9 

Turkey 4.8 15.7 22.8 41.5 79.7 127.3 141.4 

Lower-middle income 

Bangladesh 0.5 0.8 1.1 1.6 3.1 7.1 9.1 

India 3.1 5.4 6.4 9.4 25.3 60.5 54.7 

Indonesia 3.5 5.3 12.2 8.0 18.0 47.2 57.9 

Pakistan 2.5 3.3 4.0 2.7 5.0 6.9 11.5 

Philippines 5.8 7.8 16.0 12.9 15.3 24.7 55.0 

Source: Swiss Re 
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Fig. 5.6A: Total Insurance Density High Income Countries (in US $), 1985 to 2015 

Source: Researcher’s Own Plot 

Fig. 5.6B: Total Insurance Density High-middle Income Countries (in US $), 1985 

to 2015 

 
Source: Researcher’s Own Plot 

 

Fig. 5.6C: Total Insurance Density in Lower- middle Income Countries (in US $), 

1985 to 2015 

 
Source: Researcher’s Own Plot 
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 5.4. Between-Country Inequality in the Development of Life 

Insurance Sector in Asia 

 The inequality in life insurance sector development between the selected 

Asian countries over the period from 1985 to 2015 is analysed by calculating 

Gini coefficient. The Gini coefficient ranges between 0 and 1. A Gini coefficient 

of zero corresponds to perfect equality in per capita life insurance and value of 

one implies perfect inequality in life insurance development. In the estimation, 

the decadal Gini coefficient of selected countries is calculated by taking into 

account the life insurance premium which is regarded as the insurance income. 

In the inequality calculation, the un-weighted Gini coefficient is used because of 

its advantage of capturing the between-country insurance inequality (Lyons, 

1991; Fujita and Hu, 2001, Fan and Sun, 2008; Gluschenko, 2017). After 

calculating the decadal Gini coefficient, overall Gini coefficients, are also 

calculated from the year 1985 to 2015. The results are presented in the Table 

5.7. 

Table 5.7: Inequality in the Life Insurance Sector Development in Asia 

(Gini coefficient), 1985-2015 

Countries 1985-1995 1996-2005 2006-2015 1985-2015 

   High Income 

Hong Kong 0.18 0.26 0.19 0.49 

Japan 0.12 0.02 0.02 0.07 

Singapore 0.38 0.22 0.13 0.44 

South Korea 0.14 0.07 0.11 0.28 

Upper-middle Income 

China 0.36 0.37 0.24 0.66 

Iran 0.5 0.38 0.49 0.78 

Malaysia 0.31 0.18 0.11 0.45 

Thailand 0.33 0.23 0.21 0.54 

Turkey 0.37 0.47 0.24 0.56 

Lower-middle Income 

Bangladesh 0.24 0.25 0.17 0.58 

India 0.16 0.3 0.07 0.55 

Indonesia 0.37 0.24 0.22 0.61 

Pakistan 0.1 0.15 0.28 0.47 

Philippines 0.23 0.09 0.26 0.52 
All Countries 0.27 0.23 0.19 0.5 

Source: Own Estimation from Swiss Re Data 
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The results shown in the table 5.7 are plotted in the fig. 5.7A, 5.7B and 5.7C 

and fig. 5.7D. The fig. 5.7A depicts the inequality in life insurance sector in 

selected Asian countries across high income countries, high middle income 

countries, and lower middle income countries. Fig. 5.7A, 5.7B and 5.7C depicts 

the inequality in life insurance countries of individual countries in the different 

income groups. 

Fig. 5.7A: Inequality in Life Insurance Sector in Asia, 1985 to 2015 (Gini 

coefficient)

Source: Researcher’s Own Plot 

Fig. 5.7B: Inequality in Life Insurance Sector in High Income Countries, 

1985 to 2015 (Gini coefficient) 

Source: Researcher’s Own Plot 

Fig. 5.7C: Inequality in Life Insurance Sector in Upper-middle Income 

Countries, 1985 to 2015 (Gini coefficient) 

Source: Researcher’s Own Plot 
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Fig. 5.7D: Inequality in Life Insurance Sector in Lower-middle Income Countries, 

1985 to 2015 (Gini coefficient) 

Source: Researcher’s Own Plot  

 It is clear from the Table 5.7 and the respective plots of high income, 

high middle income and lower middle income countries of Asia that there 

existed inequality in the life insurance development between selected Asian 

countries for the period from 1985 to 2015. However, inequality in the life 

insurance development over the years has declined in the selected Asian 

countries except for Pakistan where inequality has actually increased over the 

years. The decrease in the life insurance inequality during the period from 1985 

to 2015 is also depicted by downward sloping curve in the Fig. 5.7A.  

5.5. Between-Country Inequality in the Development of Non-Life Insurance 

Sector in Asia 

 The inequality in the development of non-life insurance sector in the 

selected Asian countries is examined by calculating the Gini coefficient. In order 

to capture the cross country inequality in non-life insurance development, the 

un-weighted Gini coefficient is used in the analysis. Further, the study period is 

divided into sub-periods and Gini coefficient is calculated for each sub-period. 

Besides, the inequality in terms of non-life insurance development in the 

selected Asian countries is also analysed by calculating Gini coefficient for the 

whole study period from 1985-2015. 

 The results shown in the table 5.8 are plotted in the fig. 5.8A, 5.8B and 

5.8C and fig. 5.8D where 5.8A depicts the inequality in non-life insurance sector 

in selected Asian countries across high income countries, high middle income 

countries, and lower middle income countries and all countries across different 
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income groups as a whole. Fig. 5.8B, 5.8C and 5.8D depicts the inequality in 

non-life insurance countries of individual countries in the different income 

groups. 

Table 5.8: Inequality in the Non-Life Insurance Sector in Asia (Gini 

Coefficient), 1985-2015 

Countries 1985-1995 1996-2005 2006-2015 1985-2015 

   High Income 

Hong Kong 0.22 0.06 0.12 0.24 

Japan 0.18 0.03 0.05 0.11 

Singapore 0.22 0.10 0.13 0.37 

South Korea 0.38 0.12 0.16 0.47 

Upper-middle Income 

China 0.29 0.22 0.36 0.68 

Iran 0.31 0.21 0.15 0.50 

Malaysia 0.28 0.11 0.11 0.37 

Thailand 0.40 0.14 0.18 0.44 

Turkey 0.18 0.03 0.05 0.11 

Lower-middle Income 

Bangladesh 0.12 0.08 0.20 0.39 

India 0.09 0.17 0.17 0.47 

Indonesia 0.22 0.16 0.15 0.38 

Pakistan 0.10 0.14 0.06 0.29 

Philippines 0.24 0.09 0.19 0.30 

All Countries 0.23 0.11 0.14 0.36 

Source: Own Estimation from Swiss Re Data 

 It can be seen from the table 5.8 that inequality in non-life insurance 

development existed in every selected Asian country during the period from 

1985 to 2015. The inequality is much higher in the countries like China, Iran, 

India, South Korea and Thailand. Japan, Turkey and Hong Kong are least 

unequal in the non-life insurance sector development. This is possibly because 

the life insurance sector in these countries particularly Japan and Hong Kong 

are well developed and contribute significantly to the economic growth of these 

countries. Non-life insurance inequality was much higher in other countries 

during the period from 1985 to 1995. The inequality in the non-life insurance 

sector has however, decreased over the years in Indonesia, Iran and Malaysia. 

In other countries, the inequality in the non-life insurance sector has increased.  
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Fig. 5.8A: Inequality in Non-Life Insurance Sector in Asia, 1985-2015 (Gini 

coefficient) 

 
Source: Researcher’s Own Plot 

 

Fig. 5.8B: Inequality in Non-Life Insurance Sector in High Income Countries Asia 

1985 to 2015 (Gini coefficient) 

 
Source: Researcher’s Own Plot 

 

Fig. 5.8C: Inequality in Non-Life Insurance Sector in Upper-middle Income 

Countries Asia, 1985-2015 (Gini coefficient) 

 
Source: Researcher’s Own Plot 
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Fig. 5.8D: Inequality in Non-Life Insurance Sector in Lower-middle Income 

countries, 1985 to 2015 (Gini coefficient) 

 

Source: Researcher’s Own Plot 

5.6. Between-Country Inequality in the Development of Insurance Sector 

as a Whole in Asia 

 Inequality in the insurance development as a whole in the selected Asian 

countries over the period from 1985 to 2015 is analysed by calculating the Gini 

coefficient. In the estimation, the decadal Gini coefficient of selected countries is 

calculated by taking into account the total insurance premium which is regarded 

as the insurance income. Besides, the inequality in insurance sector 

development in the selected Asian countries is also analysed by calculating Gini 

coefficient for the whole study period from 1985-2015. It can be seen from the 

Table 5.9 that the value of Gini coefficient in each country is non-zero which 

depicts the prevalence of inequality in the insurance sector development in the 

selected Asian countries during the period under study. 

Table 5.9: Inequality in Total Insurance Development in Asia (Gini coefficient), 

1985-2015 

Countries 1985-1995 1996-2005 2006-2015 1985-2015 

   High Income 

Hong Kong 0.19 0.18 0.30 0.43 

Japan 0.21 0.03 0.20 0.20 

Singapore 0.39 0.16 0.17 0.47 

South Korea 0.48 0.08 0.12 0.47 

Upper-middle Income 

China 0.33 0.32 0.21 0.66 

Iran 0.53 0.24 0.20 0.53 

Malaysia 0.25 0.12 0.14 0.43 

Thailand 0.41 0.27 0.18 0.50 
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Turkey 0.28 0.08 0.07 0.17 

Lower-middle Income 

Bangladesh 0.18 0.19 0.16 0.52 

India 0.13 0.27 0.08 0.53 

Indonesia 0.27 0.20 0.17 0.52 

Pakistan 0.10 0.14 0.16 0.36 

Philippines 0.24 0.06 0.19 0.42 
All Countries 0.24 0.28 0.17 0.39 

Source: Own Estimation from Swiss Re Data 

  The results shown in the table 5.9 are plotted in the fig. 5.9A, 5.9B 

and 5.9C and fig. 5.9D where 5.9A depicts the inequality in non-life insurance 

sector in selected Asian countries across high income countries, high middle 

income countries, and lower middle income countries and all countries across 

different income groups as a whole. Fig. 5.9B, 5.9C and 5.9D depicts the 

inequality in non-life insurance countries of individual countries in the different 

income groups. 

Fig. 5.9A: Inequality in Total Insurance Sector in Asia, 1985-2015 (Gini 

coefficient)

 
Source: Researcher’s Own Plot  

 

Fig. 5.9B: Inequality in Total Insurance Sector in High income Countries in Asia, 

1985 to 2015 (Gini coefficient) 

 

Source: Researcher’s Own Plot 
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Fig. 5.9C: Inequality in Total Insurance Sector in Upper-middle income Countries 

in Asia, 1985-2015 (Gini coefficient) 

 

Source: Researcher’s Own Plot 

Fig. 5.9D: Inequality in Total Insurance Sector in Lower-middle income Countries 

in Asia, 1985-2015 (Gini coefficient) 

  

Source: Researcher’s Own Plot 

 The inequality in insurance sector development was much higher in the 

selected countries during the decade of 1985-1995. It has significantly came 

down from 0.28 during 1995-2005 to 0.17 during the decade 2006-15 (Fig. 

5.9A) except Hong Kong, Pakistan where it has widened from 0.19 to 0.30 in 

Hong Kong and from 0.10 to 0.16 in Pakistan during the same period. The 

reduction in inequality in the insurance development is much in South Korea 

(0.48 to 0.12), Iran (0.53 to 0.20), Turkey (0.28 to 0.7), Thailand (0.41 to 0.18), 

and in Singapore (0.39 to 0.17). For the overall period from 1985 to 2015, the 

inequality in Insurance development is also evidenced from the 0.39 value of 
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Gini coefficient. China, India, Iran, Indonesia have witnessed maximum 

inequality in the insurance sector development where Japan, Turkey and 

Pakistan are least unequal countries in the insurance sector development. 

 With the existing inequality in the insurance premiums between 

countries, it is often inquisitive to know whether per capita premium or 

insurance sector development increases with the rise in per capita GDP.  

 For this purpose, the natural logarithms of average per capita premium or 

insurance density from 1985 to 2015 is plotted against the natural logarithms of 

GDP per capita for the selected Asian countries.  This is done separately for life 

insurance sector, non-life insurance sector and total insurance sector by 

considering life insurance density, non-life insurance density and total insurance 

density in the Figure 5.10, 5.11 and Figure 5.12 respectively. 

 It is clear from the Figure 5.10 that the per capita life premium increases 

with increase in GDP per capita as visualized by the positive slope of the trend 

line with R-squared of 0.95. It means as country develops, insurance density 

increase which means insurance consumption increases. It is clearly shown that 

the per capita insurance of high income countries like Hong Kong, Japan and 

South Korea and South Korea is higher than that of upper middle and lower 

middle income countries. In the ascending order of GDP per capita, the life 

insured countries can be ranked as Bangladesh, Pakistan, Iran, Turkey, 

Philippines, India, Indonesia, China, Thailand, Malaysia, South Korea, 

Singapore, Japan and Hong Kong. 

Figure 5.10: Life insurance Density and Per Capita GDP 

Source: Researcher’s own Estimation 
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 . This increase in the per capita life premium with the increase in per 

capita income of countries is important for the macroeconomic performance of 

these countries as this additional life insurance income will further stimulate 

growth of the country by facilitating the investments in the infrastructural 

development projects of these countries. Additional investment in turn will spur 

other economic activities and consequently employment of the people will get a 

boost. Increase in employment, in other words, mean increase in consumption 

of the people. In the standard economic language aggregate demand in the 

economy will increase which will further encourage the investment climate 

through the multiplier effects. 

Figure 5.11: Non-Life Insurance Density and Per Capita GDP 

Source: Researcher’s own plot 

 It is seen from the Figure 5.11 that the per capita non-life premium 

increases with increase in GDP per capita as visualized by the positive slope of 

the trend line with R-squared of 0.57. It means, as country develops, insurance 

density increases which means insurance consumption increases. It is clearly 

shown that the per capita non-life insurance of high income countries like Hong 

Kong, Japan and South Korea and Singapore is higher than that of upper 

middle and lower middle income countries. 

  In the ascending order of GDP per capita, the non-life insured countries 

can be ranked as Bangladesh, Pakistan, India, Philippines, Indonesia, Iran, 

Thailand, China, Turkey, Malaysia, Hong Kong, Singapore, Japan  and South 

Korea. This increase in the per capita non-life premium with the increase in per 

capita income of countries is important for the macroeconomic performance of 
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these countries as this additional non-life insurance income will further stimulate 

growth of these countries by encouraging investments in the infrastructural 

development projects of these countries. Additional investment in turn will spur 

other economic activities and consequently employment of the people will get a 

boost. Increase in employment, in other words, mean increase in consumption 

of the people. So, aggregate demand in the economy will increase which will 

further promote the investment opportunities through the multiplier effects. 

Fig. 5.12: Total Insurance Density and Per Capita GDP 

Source: Researcher’s own plot 

 The Figure 5.12 shows that the per capita total insurance premium or 

total insurance density increases with increase in GDP per capita as visualized 

by the positive slope of the trend line with R-squared of 0.65. The positive slope 

of the trend line depicts that insurance density increases which means 

insurance consumption increases as the GDP per capita of the country 

increases. It is clearly shown that the per capita insurance of high income 

countries like Hong Kong, Japan and South Korea and South Korea is higher 

than that of upper middle and lower middle income countries.  

 The insurance consuming countries can be ranked in the ascending 

order of GDP per capita as Bangladesh, Pakistan, India Philippines, Indonesia, 

Iran, Turkey, China, Thailand, Malaysia, South Korea, Singapore, Japan and 

Hong Kong. This increase in the per capita insurance premium with the 

increase in per capita income of countries is important for the macroeconomic 

performance of these countries as this additional insurance income will further 

stimulate growth of these countries by encouraging investments in the 

infrastructural development projects of these countries. Additional investment in 

turn will spur other economic activities and consequently employment of the 
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people will get a boost. Increase in employment, in other words, mean increase 

in consumption of the people. So, aggregate demand in the economy will 

increase which will further promote the investment opportunities through the 

multiplier effects. 

 

5.7. Is there Any Convergence Possibility in the Insurance Sector 

Development in Asia? 

 For the purpose of examining the convergence possibility in insurance 

sector development in Asia, the concept of absolute β-convergence of Barro 

and Salai-i-Martin (1992) is used. The natural logarithms of initial per capita 

insurance premium of the selected Asian countries for the observation year 

1991 have been graphed alongside their respective average growth rates for 

the observation period 1991 to 2015. This is done separately for life insurance 

sector, non-life insurance sector and insurance sector as a whole in Asia in Fig. 

5.13, Fig. 5.14 and Fig. 5.15 respectively. 

Fig. 5.13A: Absolute β-Convergence in Life Insurance Sector, 1991 to 2015 

Source: Researcher’s Own Estimation 

 The basic norm is that an absolute β-convergence is predicted, if an 

inverse relationship is observed between initial life insurance premium level and 

the subsequent average period growth rate. As is seen from the Fig. 5.13A that 

the trend line is negatively sloped with β = -1.9 which indicates the inverse 

relationship as desired for convergence possibility. This coefficient is statistically 
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significant at 5% level (t-stat is -2.270 with p-value 0.042). It infers that the life 

insurance sector in initially poorer countries tended to grow at a faster pace 

than the insurance sectors in initially richer countries. This means the ‘catch up 

effect’ is operating to predict a convergence path in the life insurance sector 

development in selected Asian countries. However, the estimated R² = 0.306 

which is very low thereby indicating a doubt on the robustness of this statistical 

finding. Hence, we opted to check for σ-Convergence. 

 So the existence of σ-Convergence across the selected Asian countries 

over the period 1991 to 2015 is evaluated. The σ-Convergence takes place 

when the measure of dispersion of the per capita life insurance premium across 

countries falls over time. In other words, if the standard deviation of the 

logarithm of per capita life insurance premium across 14 selected countries 

declines over time, then σ-Convergence will be said to exist. The case of σ-

Convergence is depicted in Fig. 5.13B. 

Fig. 5.13B: σ-Convergence in Life Insurance Sector of Asia, 1991-2015 

 

 
Source: Researcher’s Own Estimation  

 

 It is evident from the Fig. 5.13B that the σ-Convergence possibility is 

there as the  per capita life premium or life insurance density dispersion across 

the selected Asian countries is showing a declining trend as indicated by the 

statistically significant negative slope (slope is -0.026, t-stat is -13.465 and p-

value is 0.000 & R² = 0.88). This finding of converging tendency of life 
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insurance density indicates a decline in between-country life insurance 

inequality in Asia.  

Fig. 5.14A: Absolute β-Convergence in Non-Life Insurance Sector, 1991 to 2015 

 
Source: Researcher’s Own Estimation 

 

  It is seen from the Fig. 5.14A that the trend line is negatively sloped with 

β = -0.391 which indicates the inverse relationship as desired for convergence 

possibility. In other words, the non-life insurance sector in initially poorer 

countries tended to grow at a faster pace than the non-life insurance sectors in 

initially richer countries. This means the ‘catch up effect’ is operating to predict a 

convergence path in the non-life insurance sector development in selected 

Asian countries. However, this estimated beta coefficient is not statistically 

significant (t-stat is -0.609 with p-value 0.554 and R² = 0.02). This makes the 

finding unreliable. Hence, we opted to check for σ-Convergence as shown in 

Fig. 5.14B.  

It is seen from the Fig. 5.14B that the σ-Convergence possibility is there 

as the non-life insurance density dispersion across selected Asian countries is 

showing a declining trend as indicated by the statistically significant negative 

slope coefficient (slope is -0.009 and t-stat is -11.507 with p-value 0.000 & R² = 

0.852). This finding of the converging tendency of non-life insurance density 

indicates a decline in the between-country non-life insurance inequality in Asia. 
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Fig. 5.14B: σ-Convergence in Non-Life Insurance Sector of Asia, 1991-2015 

 

Source: Researcher’s own Estimation 

   

Fig. 5.15A: Absolute β-Convergence in Insurance Sector as a whole, 1991-2015 

Source: Researcher’s Own Estimation 

 

 It is seen from the Fig. 5.15A, that the trend line is negatively sloped with 

β = -0.774 which indicates the inverse relationship as desired for convergence 

possibility. In other words, the insurance sector as a whole in initially poorer 

countries tended to grow at a faster pace than the insurance sectors in initially 

richer countries. This indicates the existence of ‘catch up effect’ to predict a 
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convergence path in the insurance sector development selected Asian 

countries. However, this finding is not statistically significant (t-stat is -1.476 with 

p-value 0.166 & R² = 0.153). Hence, we opted to check for σ-Convergence test 

as shown in Fig. 5.15B. 

 It is clear from the Fig. 5.15B that the σ-Convergence possibility is there 

as the total insurance sector density dispersion across the selected Asian 

countries is showing a declining trend as indicated by the statistically significant 

negative slope coefficient (slope is -0.019 and t-stat is -13.687 with p-value 

0.000 & R² = 0.890). This finding of the converging tendency of the total 

insurance density indicates a decline in the between-country insurance 

inequality in Asia. 

Fig. 5.15 B: σ-Convergence in the Insurance Sector of Asia, 1991-2015 

 
Source: Researcher’s Own Estimation 

5.8. To Sum up 

 The objective of this chapter was to examine the between-country 

inequality in life insurance, non-life insurance and whole insurance sector 

development in Asia.  The possibility of convergence in the insurance sector 

development in Asia was also examined. The time series plots of life insurance 

penetration, non-life penetration and total insurance penetration reveal that 

there exists inequality in the insurance sector development in Asia. The time 

series plots of life insurance density, non-life insurance density and total 

insurance density also confirm the presence of inequality in the insurance 

sector development in Asia. Between-country inequality in the insurance sector 
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development in the selected Asian countries is also reflected in the higher 

values of Gini coefficients. However, over the years inequality in the insurance 

sector development both in life and non-life insurance sectors as well as in total 

insurance  sector  has declined in the selected Asian countries which is a 

positive sign for the economic growth of these countries because equitable 

development in the insurance sector would propel economic growth in the said 

countries. It was also seen from the analysis that per capita life insurance 

consumption, per capita non-life insurance consumption and per capita 

insurance consumption as a whole have positive relationships with the GDP per 

capita. As GDP per capita increases, life insurance density also increases. 

Similarly, as GDP per capita increases, non-life insurance density also 

increases. Insurance density as a whole also increases as GDP per capita 

increases.  The findings from the absolute β-convergence and the subsequent 

σ-convergence estimations indicate that the insurance sector in initially poorer 

countries tended to grow at a faster pace than the insurance sectors in initially 

richer countries. This means the ‘catch up effect’ is operating to predict a 

convergence path in the developments of life insurance sector, non-life 

insurance and insurance sector as a whole in the selected Asian countries.  
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CHAPTER-6 

INSURANCE SECTOR AND ECONOMIC GROWTH IN ASIA 

 

6.1 Introduction 

  Researchers and policy makers have always been concerned about the 

growth of an economy and its possible determinants. In this direction, the 

literature on growth theory broadly categorises three waves of interest in the 

form of Harrod-Domar growth theory developed independently by Harrod (1939) 

and Domar (1946) with their underlying assumptions more or less same, Neo-

classical model by Solow (1956) and Swan (1956) during mid-1950s and third 

in the form of endogenous growth models by Romer (1983) and Lucas (1988) 

during 1980s (Aghion and Howitt, 2009).  

  The Harrod-Domar model of economic growth implied that the 

equilibrium in an economy even in long run can be regarded as the knife-edge 

balance (Solow, 1956). This argument propelled Solow to develop an 

alternative model in the form of neo-classical growth model. Solow attributed 

the doubtful knife-edge problem in the Harrod-Domar model to the dubious 

assumption of fixed production coefficients and held the view that by replacing it 

with the variable proportion production function with substitution between labour 

and capital will lead to the stability in growth equilibrium characterised by 

convergence in the balanced growth path (Solow, 1994). The neo-classical 

approach further suggested labour, physical capital and technology as the 

significant determinants of economic growth. Going one step ahead, the 

endogenous theorists suggested human capital and R&D as crucial 

determinants of economic growth in a modern economy. 

  The development of endogenous growth theory pioneered by Romer 

(1986) and Lucas (1988) lead to the resurgence of determinants of economic 

growth and interest to analyse the role of finance as the determinant of 

economic growth which consequently led to a number of studies including 

Spears (1991), Levine (1991), Pagano (1993), Gregorio and Guidotti (1995), 

Demetriades and Hussein (1996), Arestis and Demetriades (1997) on the 

causal relationship between finance and growth.  
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  The importance of insurance in the economic growth also has got due 

recognition in the literature as insurance services help in the risk management 

of individuals and companies, promote financial stability; facilitate trade and 

commerce, mobilize savings, stimulates marginal productivity of capital, 

promote technological innovation and savings rate, and enhance facilitation of 

exchange (Curak et al. 2009). However, the empirical literature on insurance 

has not been successful in establishing concrete evidence on the relationship 

between insurance and economic growth. As such there are four different 

strands developed concerning such relationship - first, insurance is the 

determinant of economic growth; second, economic growth leads to insurance 

development; third, no causal relationship between insurance and growth; and 

the last but not the least, the evidence of feedback relationship between 

insurance and economic growth. 

 With insurance sector playing an important role in the economic growth 

of the country, on the one hand, and the absence of consensus in the extant 

literature on the causal relationship between insurance and growth, on the other 

hand, motivates to undertake a research study that could explore the causal 

relationship between insurance and economic growth succinctly. With this thing 

in mind, the present chapter is designed to explore the causal relationship 

between insurance sector and economic growth in the context of selected Asian 

countries. 

6.2 Relationship between Insurance and Economic Growth in Asia 

It has been well recognised that the financial sector, particularly various 

types of financial services such as banking, mutual funds, stock markets, 

insurance activities and like play a crucial role in the economic growth of 

nations. Recently, the increasing share of the insurance sector in the whole 

financial sector has attracted the attention of researchers towards insurance-

growth nexus in almost every country. In view of this, it is hypothesized that (i) 

insurance market activities leads to economic growth, all other things remaining 

same (supply-leading hypothesis); and (ii) economic growth leads to insurance 

market activities, all other things remaining same (demand-following 

hypothesis).  
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In order to validate these hypotheses, the neo-classical growth model is 

augmented in which the economic growth has been assumed to be related to 

capital, labour, and financial sector insurance market activities. The measure of 

economic growth is the GDP per capita growth (EG). The measure of capital is 

the gross capital formation as a percentage of GDP (GCF). The measure of 

labour is the working age population as a percentage of total population (WAP). 

The measure of insurance sector activities is the insurance premiums as a 

percentage of GDP, called insurance penetration (IP). As a general practice 

insurance companies collect premiums from clients and invest them in the 

capital market or banks or in any other interest-bearing assets. These 

investments of insurance sector are then channelized for the purpose of 

investments on tools, equipment, machines, plants and other investment 

purposes which in turn contribute to real economic growth of a country. In other 

words, insurance premiums contribute to economic growth by increasing 

productive capacity of the economy. Thus, we have taken life insurance 

penetration (LIP), non-life insurance penetration (NLIP) and total insurance 

penetration (TIP) as measures of insurance sector activities. In addition, we 

have included two control variables inflation (INF) and trade openness (TO) 

because they not only influence the insurance sector activities but in an 

important way influence the macroeconomic growth of nations. For the purpose 

of empirical analysis, the two linear panel models have been formulated:  

1 1 1 1 1 1 1

2 3 4 5 6@it i i it i it i it i it i it itEG Trend GCF WAP IP INF TO u            
      

(1) 
2 2 2 2 2 2 2

2 3 4 5 6@it i i it i it i it i it i it itIP Trend EG GCF WAP INF TO u                    

(2) 

These two models hypothesize the positive relationship between 

economic growth and its determinants except for inflation. Specifically, the 

model (1) presumes that insurance sector activities lead to economic growth, 

and the model (2) presumes that the economic growth leads to insurance sector 

development. These two models include intercept and trend components. The 

descriptive statistics along with the variable descriptions are presented in Table-

6.1.  
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Table 6.1: Descriptive Statistics for the Panel Data Variables 

Panel 
Series 

Series Definition Obs. 
Maximum 

(%) 
Minimum 

(%) 
CAGR 

(%) 

EG 
GDP Per Capita Growth  
(Annual %) 

434 13.636 -14.347 12 

GCF 
Gross Capital Formation  
(% of GDP) 

434 47.686 11.367 20 

WAP 
Working Age Population  
(Population ages 15-64 as % of Total 
Population 

434 75.184 50.843 2 

INF 
Inflation, GDP Deflator  
(Annual %) 

434 143.693 -8.638 -1 

TO 
Trade Openness 
(% of GDP) 

434 442.620 12.352 3 

LIP 
Life Insurance Premium  
(% of GDP) 

434 13.312 0.000 3 

NLIP 
Non-Life Insurance Premium  
(% of GDP) 

434 4.207 0.000 7 

TIP 
Total Insurance Premium  
(% of GDP) 

434 14.762 0.000 6 

Source: Researcher’s Compilation and Calculation 

The Table 6.1 shows the variables used in this study. The series definitions 

of panel variables along with the number of observations with corresponding 

minimum and maximum values of variables are also shown in the table. The 

calculated values of Compound Annual Growth rate (CAGR) in percentage 

terms are also given the table. The CAGR is the rate at which a variable grows 

over a period of years, and is calculated by using the following formula: 

1

1

1
N

nT
CAGR

T

 
      
  

 

Here, Tn = End Value of the variable, T1 = Starting Value of the variable, and N= 

Total number of years. The CAGR normalises the extreme values of variables 

used in the analysis over the time period spanning from 1985 to 2015 

irrespective of individual annual values.  

In the Table 6.1, the maximum and minimum values of GDP per capita 

growth are 13.63 and -14.34 which are normalised by CAGR to 12 percent. 

Similarly, the CAGR in gross capital formation is 20 percent with corresponding 

maximum and minimum values of 47.68 and 11.36. The maximum and 

minimum values of annual inflation as a percentage of GDP are 143.69 and -

8.63 and its CAGR from the 1985 to 2015 is -1 percent. The maximum and 

minimum values with corresponding CAGR of life insurance premium as a 
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percentage of GDP are 13.31, 0.00 and 3 percent respectively. This means that 

life insurance premium as a percentage of GDP has grown at 3 percent from 

the time period from 1985 to 2015. The CAGR in the case of non-life insurance 

premium (% of GDP) is 7 percent against the maximum of 4.207 and minimum 

of 0.00. Similarly, the CAGR in the case of total insurance premium (% of GDP) 

is 6 percent against the maximum of 14.76 and minimum of 0.00. 

Table 6.2: Order of Integration of Variables 

Method: 
Individual 
Effects  

EG GCF WAP INF TO LIP NLIP TIP 

Levin, Lin and Chu Unit Root Test: H0: Unit Root/Non-Stationarity (Common Unit Root 
Process) 

Level 
Form  

-8.21  
(0.000)
* 

-1.70  
(0.044)*
* 

-5.67  
(0.000)
* 

-5.99  
(0.000)
* 

-0.19  
(0.422) 

0.96  
(0.831) 

-0.95  
(0.171) 

-1.13  
(0.127) 

First 
Differenc
e  

- - - - -12.78 
(0.000)
* 

-11.32 
(0.000)
* 

-10.99 
(0.000)* 

-13.18 
(0.000)
* 

Breitung Test: H0: Unit Root/Non-Stationarity (Common Unit Root Process) 

Level 
Form  

-9.90  
(0.000)
* 

-1.91 
(0.027)*
* 

4.069 
(1.000) 

-4.23  
(0.000)
* 

2.68 
(0.996) 

1.82  
(0.965) 

-0.51  
(0.303) 

-0.52  
(0.302) 

First 
Differenc
e  

- - - - -6.247 
(0.000)
* 

-4.32 
(0.000)
* 

-6.78 
(0.000)* 

-9.45 
(0.000)
* 

Im, Pesaran and Shin Unit Root Test: H0: Unit Root/Non-Stationarity (Individual Unit Root 
Process) 

Level 
Form 

-10.48  
(0.000)
* 

-2.32  
(0.010)* 

-6.08  
(0.000)
* 

-7.75  
(0.000)
* 

0.756  
(0.775) 

0.704  
(0.759) 

-1.68  
(0.046)*
* 

-0.72  
(0.234) 

First 
Differenc
e 

- - - - -14.53  
(0.000)
* 

-11.02  
(0.000)
* 

- -12.87 
(0.000)
* 

ADF-Fisher Chi-Square Unit Root Test: H0: Unit Root/Non-Stationarity (Individual Unit Root 
Process) 

Level 
Form 

145.56  
(0.000)
* 

44.18  
(0.026)*
* 

100.24  
(0.000)
* 

120.33  
(0.000)
* 

24.85  
(0.636) 

24.31  
(0.664) 

42.33  
(0.040) 

32.40  
(0.258) 

First 
Differenc
e 

- - - - 209.58  
(0.000)
* 

159.04  
(0.000)
* 

 180.37  
(0.000)
* 

PP-Fisher Chi-Square Unit Root Test: H0: Unit Root/Non-Stationarity (Individual Unit Root 
Process) 

Level 
Form 

182.73  
(0.000)
* 

28.96  
(0.414) 

76.94  
(0.000)
* 

122.69  
(0.000)
* 

22.91  
(0.737) 

18.72  
(0.906) 

34.59  
(0.182) 

23.18 
(0.723) 

First 
Differenc
e 

- - - - 353.09  
(0.000)
* 

197.64  
(0.000)
* 

229.21 
(0.000)* 

196.08  
(0.000)
* 

Note: Values within parentheses are p-values; *, ** rejection of null hypotheses at 1%, 
and 5% levels of significance respectively;   p-values in parentheses Source: 
Researcher’s Own Estimation  
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In the first step of the empirical estimation, we checked the stationary 

properties of all the variables included in these two models employing the Levin 

et al. (2002), Breitung (2000), Im et al. (2003), ADF-Fisher and PP-Fisher 

(Maddala and Wu, 1999; Choi, 2001) methods of panel unit root test. The 

results are presented in Table-6.2. As seen from Table-6.2 that there is no 

single conclusion we can draw about the stationary properties of the variables. 

As per the results, the variables EG, GCF, WAP, and INF are all integrated of 

order zero, i.e., I(0). And, the variables TO, LIP, NLIP and TIP are all integrated 

of order one, i.e., I(1). Since the variables are either integrated of order zero or 

one, we choose to employ the Panel Autoregressive Distributed Lag (P-ARDL) 

model based on Pooled Mean Group (PMG) estimators of Pesaran et al. (1999) 

for the estimation of equations (1) and (2) for studying the insurance-growth 

nexus.  

According to Pesaran and Shin (1999), panel ARDL model can be 

applied even if the variables follow different orders of integration, i.e. I(0) and 

I(1) or a mixture of both. In this panel ARDL estimation, it is assumed that both 

the dependent variable and the regressors have the same number of lags in 

each cross-section ( p q r s v      ). The PMG based panel ARDL model 

takes the cointegration form of the simple ARDL model and adapts it for a panel 

setting by allowing the intercepts, trend term, short-run coefficients and 

cointegrating terms to differ across cross-sections. Specifically, the PMG based 

panel ARDL model can be stated as follows. Here, ,i tEC  is the error correction 

term which represents deviations from long-run equilibrium that is corrected 

gradually through a series of partial short-run adjustments. The coefficient of 

this term 
i  is expected to be negative sign with statistical significance under 

the assumption of bringing back the variables to the long-run equilibrium. This 

coefficient indicates the speed of adjustment of any disequilibrium in the model 

from the short-run towards a long-run equilibrium state.   



233 
 

* ' '' '''

''' '''

1 1 1 1
1 1 1 1 1

. , , 1 , 2 , 3 ,, , , ,
1 0 0 0

1 1
1 1 1

4 , 5 , ,, ,
0 0

(3)

p q r s

i t i i t i t j i j i j i ji j i t j i t j i t j
j j j j

v

i j i j i ti t j i t j
j j

EG EC EG GCF WAP IP

INF TO


    

  

   

   
   

 

 
 

         

    

   

 

* ' '' '''

''' '''

1 1 1 1
2 2 2 2 2

. , , 1 , 2 , 3 ,, , , ,
1 0 0 0

1 1
2 2 2

4 , 5 , ,, ,
0 0

(4)

p q r s

i t i i t i t j i j i j i ji j i t j i t j i t j
j j j j

v

i j i j i ti t j i t j
j j

IP EC IP EG GCF WAP

INF TO


    

  

   

   
   

 

 
 

         

    

   

 

 

Given this specification, the empirical analysis in this section is divided 

into three sub-sections– first, life insurance sector is taken into consideration to 

observe its impact on economic growth; second, non-life insurance sector is 

considered; and third, the life and non-life sectors comprising the total insurance 

sector is taken into consideration.  

6.2.1 Life Insurance and Economic Growth 

The panel ARDL model as in EG equation (3) having dependent variable 

lag of 2 and dynamic regressor lag of 2 has been selected by Akaike info 

criterion. The results of this model are summarized in Table-6.3A. The 

estimated coefficient of error correction term in the EG equation is statistically 

significant, and has a negative sign, which confirms that there exists no problem 

in the long-run equilibrium relationship between the independent and dependent 

variables at 1% level of significance, and its relative value (-0.913) for Asian 

countries shows a satisfactory rate of convergence to the equilibrium state per 

period. It is inferred that the regressors GCF, LIP and TO as expected have 

positive and statistically significant impacts on economic growth in the long-run. 

But INF as expected has negative and statistically significant impact on 

economic growth in the long-run. In addition, the regressor WAP has positive 

impact on economic growth, but it is not statistically significant.  

It is evidenced that 1% increase in the measure of capital (gross capital 

formation) will lead to 0.08% increase in the measure of economic growth (per 

capita GDP). Similarly, 1% increase in the measure of life insurance sector 

development (life insurance penetration) will lead to 0.08% increase in the 

measure of economic growth (per capita GDP). Furthermore, 1% increase in 

the trade openness will lead to 0.01% increase in the measure of economic 

growth. Besides, 1% fall in the rate of inflation will lead to 0.05% increase in 
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GDP per capita. However, the estimations for short-run are not significantly 

meaningful for the life insurance sector.  

Table 6.3A: Relationship between Life Insurance and Economic Growth in 
Asia 

Dependent Variable: Δ(EG) Regressors: GCF, WAP, LIP, INF, TO 

Dependent Lag: 2                                                     Dynamic Regressor Lag: 2 

Regressors Coefficient Std. Error t-statistic p-value 

LONG-RUN RELATIONSHIP 

GCF 0.080400* 0.030214 2.661049 0.0083 

WAP 0.055995 0.162083 0.345471 0.7300 

LIP 0.807075* 0.190280 4.241505 0.0000 

INF -0.054423** 0.025166 -2.162580 0.0315 

TO 0.014882*** 0.008576 1.735304 0.0839 

ERROR CORRECTION TERM 

  -0.913921* 0.075496 -12.10561 0.0000 

SHORT-RUN RELATIONSHIP 

1( )tEG   0.057931** 0.025878 2.238625 0.0261 

( )GCF  0.535753* 0.123605 4.334392 0.0000 

1( )tGCF  0.058922 0.099047 0.594896 0.5525 

( )WAP  1.172231 1.211580 0.967523 0.3342 

1( )tWAP  1.427605 1.807660 0.789753 0.4304 

( )LIP  2.688527 3.243946 0.828783 0.4080 

1( )tLIP  0.231296 5.176358 0.044683 0.9644 

( )INF  0.097631 0.084103 1.160841 0.2468 

( )TO  -0.035720 0.032918 -1.085111 0.2789 

1( )tTO   -0.011760 0.047560 -0.247265 0.8049 

C -4.061017* 1.373261 -2.957208 0.0034 

@TREND -0.095120 0.069262 -1.373331 0.1709 

Source: Researcher’s Own Estimation *, **, *** rejection of null hypotheses at 1%, 5% and 10% 

levels of significance respectively 

Thus, it is observed that the long-run impact of insurance sector is significant for 

economic growth in Asian economies. Thus, insurance sector is critical to the 

economic growth of these countries.   

Further, we estimated the panel ARDL model as in equation (4) having 

dependent variable lag of 3 and dynamic regressor lag of 3 has been selected 

by Akaike info criterion. The results of this model are summarized in Table-

6.3B.  
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Table 6.3B: Relationship between Life Insurance and Economic Growth in 
Asia 

Dependent Variable:Δ(LIP)Regressors:  EG, GCF, WAP, INF, TO 

Dependent Lag: 3                                                        Dynamic Regressor Lag: 3 

Regressors Coefficient Std. Error t-statistic p-value 

LONG-RUN RELATIONSHIP 

EG 0.007082* 0.002732 2.591907 0.0103 

GCF -0.000616 0.003006 -0.20504 0.8378 

WAP 0.079683* 0.016959 4.698474 0.0000 

INF -0.000330** 0.000167 -1.97647 0.0497 

TO 0.000329 0.000523 0.629548 0.5298 

ERROR CORRECTION TERM 

  -0.35209* 0.143305 -2.4569 0.0150 

SHORT-RUN RELATIONSHIP 

1( )tIP  
-0.0009 0.1195 -0.0077 0.9939 

2( )tIP  
0.0267 0.0799 0.3344 0.7385 

( )EG  0.0055 0.0224 0.2438 0.8077 

1( )tEG   
-0.0234 0.0164 -1.4249 0.1559 

2( )tEG   
-0.0191 0.0144 -1.3275 0.1860 

( )GCF  0.0110 0.0303 0.3622 0.7177 

1( )tGCF  
0.0191 0.0300 0.6365 0.5253 

2( )tGCF  
-0.0022 0.0257 -0.0840 0.9332 

( )WAP  0.4779 0.5052 0.9460 0.3455 

1( )tWAP  
-0.5700 0.7773 -0.7334 0.4643 

2( )tWAP  
0.2198 0.4157 0.5289 0.5976 

( )INF  0.0127 0.0281 0.4535 0.6507 

( )TO  -0.0008 0.0051 -0.1553 0.8768 

1( )tTO   
-0.0090 0.0128 -0.7082 0.4798 

2( )tTO   
-0.0054 0.0088 -0.6121 0.5412 

C -1.4800* 0.6256 -2.3659 0.0191 

@TREND 0.0189** 0.0089 2.1244 0.0350 

Source: Researcher’s Own Estimation *, **, *** rejection of null hypotheses at 1%, 5% and 10% 

levels of significance respectively 

The estimated coefficient of error correction term in the LIP equation is 

statistically significant, and has a negative sign, which confirms that there exists 

no problem in the long-run equilibrium relationship between the independent 

and dependent variables at 1% level of significance, and its relative value (-

0.352) for Asian countries shows a satisfactory rate of convergence to the 

equilibrium state per period.  
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It is inferred that the regressors EG and WAP have positive and 

statistically significant impacts on life insurance sector in the long-run. It is 

evidenced that 1% increase in per capita GDP will lead to 0.007% increase in 

the life insurance penetration. Similarly, 1% increase in working age population 

will lead to 0.079% increase in the life insurance penetration. Besides, inflation 

has been observed to have negative and statistically significant impact on life 

insurance penetration. Specifically, 1% increase in inflation will lead to 0.0003% 

decrease in the life insurance penetration. Thus, it is clear that the long-run 

impact of increase in per capita GDP on life insurance sector is vital in Asian 

economies. However, the estimations for short-run are not significantly 

meaningful. 

Thus, from the above ARDL estimations, the existence of long-run 

equilibrium relationship between life insurance sector and economic growth is 

evidenced. Now, in order to know the causal relationships between them, we 

have conducted the Wald test of coefficients for both the models. The results 

are summarized in Table-6.4. In the equation (3), the null hypothesis is that the 

coefficient of LIP is zero, i.e., life insurance sector does not lead to economic 

growth. In the equation (4), the null hypothesis is that the coefficient of EG is 

zero, i.e., economic growth does not leads to life insurance sector.  

 

 

 

 

Table 6.4: Granger Causality Test (Wald Test of Coefficients) 

Null Hypotheses of No Granger Causality 
F-

statistic 

d.f p-

value 

Life Insurance Sector does not Cause Economic 

Growth 
17.99 

(1,247) 
0.000* 

Economic Growth does not Cause Life Insurance 

Sector 
6.717 

(1,177) 
0.010* 

Source: Own Estimation * rejection of null hypotheses at 1% level of significance  

It is inferred from the Wald test of coefficients that both the null 

hypotheses of no causality between life insurance sector and economic growth 
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in either direction is rejected at 1% level of significance. It provides the evidence 

of the existence of feedback / bidirectional causal relationship between life 

insurance sector and economic growth in selected Asian countries. This finding 

has two important implications. First, the policies/strategies for increasing the 

penetration of the life insurance sector in selected Asian countries are likely to 

augment investment opportunities and enhance the productive capacity of the 

economy thereby stimulating the overall economic growth. Second, expansion 

in economic activities with increase in economic growth is likely to lead to the 

growth in penetration rate of the life insurance sector in selected Asian 

economies. 

6.2.2 Non-Life Insurance and Economic Growth 

The panel ARDL model as in EG equation (3) having dependent variable 

lag of 4 and dynamic regressor lag of 4 has been selected by Akaike info 

criterion. The results of this model are summarized in Table-6.5A. The 

estimated coefficient of error correction term in the EG equation is statistically 

significant, and has a negative sign, which confirms that there exists no problem 

in the long-run equilibrium relationship between the independent and dependent 

variables at 1% level of significance, and its relative value (-1.253) for Asian 

countries shows a satisfactory rate of convergence to the equilibrium state per 

period. It is inferred that the regressors GCF, WAP and TO as expected have 

positive and statistically significant impacts on economic growth in the long-run. 

The regressor NLIP has negative and statistically significant impact on 

economic growth in the long-run. In addition, the regressor INF as expected has 

negative impact on economic growth, but it is not statistically significant. It is 

evidenced that 1% increase in the measure of capital (gross capital formation) 

will lead to 0.27% increase in the measure of economic growth (per capita 

GDP). Similarly, 1% increase in working age population will lead to 0.23% 

increase in GDP per capita. Furthermore, 1% increase in the trade openness 

will lead to 0.04% increase in the measure of economic growth. However, it is 

critical to note the negative impact of non-life insurance penetration on 

economic growth, i.e., 1% increase in NLIP will lead to 0.61% decrease in GDP 

per capita. Moreover, the estimations for short-run are not significantly 

meaningful for the non-life insurance sector. 
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Table 6.5A: Relationship between Non-Life Insurance and Economic Growth in 

Asia 

Dependent Variable: Δ(EG) Regressors: GCF, WAP, NLIP, INF, TO Dependent 
Lag:   4           Dynamic Regressor Lag: 4 

Regressors Coefficient Std. Error t-statistic p-value 

LONG-RUN RELATIONSHIP 

GCF 0.274990* 0.015901 17.29416 0.0000 

WAP 0.235510* 0.063953 3.682535 0.0004 

NLIP -0.614240* 0.261411 -2.349708 0.0206 

INF -0.013763 0.012836 -1.072246 0.2860 

TO 0.041381* 0.007203 5.744977 0.0000 

ERROR CORRECTION TERM 

  -1.253733* 0.338502 -3.703766 0.0003 

SHORT-RUN RELATIONSHIP 

1( )tEG   0.302128 0.340792 0.886547 0.3773 

2( )tEG   0.185243 0.203478 0.910385 0.3647 

3( )tEG   0.199378 0.186676 1.068046 0.2879 

( )GCF  0.326269*** 0.195575 1.668259 0.0982 

1( )tGCF  0.005365 0.173373 0.030947 0.9754 

2( )tGCF  -0.331453** 0.162899 -2.034712 0.0444 

3( )tGCF  -0.168464 0.121159 -1.390443 0.1673 

( )WAP  -4.532894 5.095141 -0.889650 0.3756 

1( )tWAP  -0.226879 5.451623 -0.041617 0.9669 

2( )tWAP  11.99405** 5.031117 2.383974 0.0189 

3( )tWAP  -9.899523* 3.535273 -2.800214 0.0061 

( )NLIP  -10.59780 10.76970 -0.984038 0.3273 

1( )tNLIP  -2.792803 3.692708 -0.756302 0.4511 

2( )tNLIP  2.316125 7.133743 0.324672 0.7461 

2( )tNLIP  -0.876276 6.983618 -0.125476 0.9004 

( )INF  0.141498 0.101723 1.391015 0.1671 

( )TO  -0.066838 0.051146 -1.306804 0.1941 

1( )tTO   -0.059014 0.044274 -1.332902 0.1854 

2( )tTO   -0.045662 0.085334 -0.535101 0.5937 

3( )tTO   0.027134 0.042154 0.643691 0.5212 

C -23.56494* 8.020978 -2.937914 0.0040 

@TREND -0.205260** 0.096683 -2.123032 0.0361 
Source: Researcher’s Own Estimation *, **, *** rejection of null hypotheses at 1%, 5% and 10% levels of 

significance respectively 

Table 6.5B: Relationship between Non-Life Insurance and Economic Growth in 

Asia 

Dependent Variable: Δ(NLIP)Regressors:  EG GCF, WAP, INF, TO 
Dependent Lag: 2                                                          Dynamic Regressor Lag: 2 

Regressors Coefficient Std. Error t-statistic p-value 



239 
 

LONG-RUN RELATIONSHIP 

EG 0.005498 0.003358 1.637441 0.1028 

GCF -0.006579* 0.001858 -3.540356 0.0005 

WAP 0.008432 0.010724 0.786279 0.4325 

INF -0.000562 0.000436 -1.290543 0.1981 

TO -0.001700* 0.000951 -1.788127 0.0750 

ERROR CORRECTION TERM 

  -0.315854* 0.077419 -4.079802 0.0001 

SHORT-RUN RELATIONSHIP 

1( )tNLIP  0.163030*** 0.088448 1.843238 0.0665 

( )EG  -0.005933*** 0.003258 -1.820717 0.0699 

1( )tEG   -0.003426** 0.001647 -2.079993 0.0386 

( )GCF  0.011184* 0.003977 2.812307 0.0053 

1( )tGCF  0.002058 0.005941 0.346419 0.7293 

( )WAP  -0.086039*** 0.051294 -1.677351 0.0947 

1( )tWAP  -0.007855 0.029316 -0.267951 0.7890 

( )INF  -0.001372 0.003230 -0.424818 0.6713 

( )TO  0.001210 0.001100 1.100319 0.2723 

1( )tTO   -0.000547 0.001156 -0.473319 0.6364 

C 0.103584*** 0.062645 1.653497 0.0995 

@TREND 0.005788** 0.002381 2.430739 0.0158 
Source: Researcher’s Own Estimation *, **, *** rejection of null hypotheses at 1%, 5% and 10% levels of 

significance respectively 

Further, we estimated the panel ARDL model as in equation (4) having 

dependent variable lag of 2 and dynamic regressor lag of 2 has been selected 

by Akaike info criterion. The results of this model are summarized in Table-

6.5B. The estimated coefficient of error correction term in the NLIP equation is 

statistically significant, and has a negative sign, which confirms that there exists 

no problem in the long-run equilibrium relationship between the independent 

and dependent variables at 1% level of significance, and its relative value (-

0.315) for Asian countries shows a satisfactory rate of convergence to the 

equilibrium state per period.  

It is inferred that the regressors EG, WAP and INF have positive but 

statistically no significant impacts on non-life insurance sector in the long-run. 

Besides, gross capital formation has been observed to have negative and 

statistically significant impact on non-life insurance penetration. Similarly, trade 

openness has negative and statistically significant impact on non-life insurance 

penetration in the long-run.  
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It is important to note that there is no statistically significant impact of 

GDP per capita growth on the rate of non-life insurance penetration in the long-

run. However, in the short-run the measure of economic growth (GDP per 

capita) has been observed to impact the non-life insurance penetration in Asian 

economies. Similarly, the short-run impacts of gross capital formation and 

working age population on non-life insurance penetration are statistically 

significant.    

Thus, from the above ARDL estimations, the existence of long-run 

equilibrium relationship between non-life insurance sector and economic growth 

is evidenced only in one direction. But, in order to know the causal relationships 

between them, we have conducted the Wald test of coefficients for both the 

models. The results are summarized in Table-6.6. In the equation (3), the null 

hypothesis is that the coefficient of NLIP is zero, i.e., non-life insurance sector 

does not lead to economic growth in the long-run. In the equation (4), the null 

hypothesis is that the coefficient of EG is zero, i.e., economic growth does not 

leads to life insurance sector in the long-run.  

Table 6.6: Granger Causality Test (Wald Test of Coefficients) 

Null Hypotheses of No Granger Causality 
F-

statistic 

d.f p-

value 

Non-life Insurance Sector does not Cause Economic 

Growth 5.521** (1,107) 0.0206 

Economic Growth does not Cause Non-life Insurance 

Sector 2.681 (1,247) 0.1028 

      Source: Own Estimation             * rejection of null hypotheses at 5% level of significance  

It is inferred from the Wald test of coefficients that the first null hypothesis 

of no causality from non-life insurance sector to economic growth is rejected at 

5% level of significance. But the second null hypothesis of no causality from 

economic growth to non-life insurance sector could not be rejected. It provides 

the evidence of the existence of supply-leading hypothesis in Asian economies 

when we consider the non-life insurance. But looking at the long-run negative 

coefficient of NLIP in Table 6.5A, we may say that this causality is not a boost 

rather detrimental to economic growth. In other words, the non-life insurance 

sector is predicted to have supply shocks which pull back the growth of GDP 
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per capita. It may be due to very low rate of penetration of non-life insurance 

sector in Asian economies. This finding has two important implications. First, 

the policies/strategies for increasing the penetration of non-life insurance sector 

in selected Asian countries are likely to augment investment opportunities and 

enhance the productive capacity of the economy thereby stimulating the overall 

economic growth. Second, expansion in economic activities with increase in 

economic growth fails to provide synergy for the growth in the penetration rate 

of the non-life insurance sector in selected Asian economies. 

6.2.3. Total Insurance Sector and Economic Growth 

The panel ARDL model as in EG equation (3) having dependent variable 

lag of 2 and dynamic regressor lag of 2 has been selected by Akaike info 

criterion. The results of this model are summarized in Table-6.7A. The 

estimated coefficient of error correction term in the EG equation is statistically 

significant, and has a negative sign, which confirms that there exists no problem 

in the long-run equilibrium relationship between the independent and dependent 

variables at 1% level of significance, and its relative value (-0.910) for Asian 

countries shows a satisfactory rate of convergence to the equilibrium state per 

period.  

It is inferred that the regressors GCF, TIP and TO as expected have 

positive and statistically significant impacts on economic growth in the long-run. 

But INF as expected has negative and statistically significant impact on 

economic growth in the long-run. It is evidenced that 1% increase in the 

measure of capital (gross capital formation) will lead to 0.09% increase in the 

measure of economic growth (per capita GDP). Similarly, 1% increase in the 

measure of the insurance sector development (total life insurance penetration) 

will lead to 0.548% increase in the measure of economic growth (per capita 

GDP). Furthermore, 1% increase in the trade openness will lead to 0.018% 

increase in the measure of economic growth. Besides, 1% fall in the rate of 

inflation will lead to 0.03% increase in GDP per capita. However, the 

estimations for short-run are not significantly meaningful for the insurance 

sector. So, it is observed that the long-run impact of insurance sector is 

significant for economic growth in Asian economies. Thus, insurance sector is 

critical to the economic growth of these countries.   
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Table 6.7A: Relationship between Total Insurance Sector and Economic Growth 

Dependent Variable: Δ(EG)Regressors: GCF, WAP, TIP, INF, TO 
Dependent Lag: 2                                                        Dynamic Regressor Lag: 2 

Regressors Coefficient Std. Error t-statistic p-value 

LONG-RUN RELATIONSHIP 

GCF 0.094101* 0.029704 3.167960 0.0017 

WAP -0.034186 0.158812 -0.215259 0.8297 

TIP 0.548409* 0.188331 2.911947 0.0039 

INF -0.033101*** 0.017518 -1.889481 0.0600 

TO 0.018568** 0.008818 2.105611 0.0362 

ERROR CORRECTION TERM 

  -0.910992* 0.069948 -13.02380 0.0000 

SHORT-RUN RELATIONSHIP 

1( )tEG   0.046274 0.033881 1.365759 0.1733 

( )GCF  0.523845* 0.125269 4.181744 0.0000 

1( )tGCF  0.017287 0.097698 0.176941 0.8597 

( )WAP  -0.015167 1.634843 -0.009277 0.9926 

1( )tWAP  0.958875 1.980671 0.484116 0.6287 

( )TIP  -0.934596 2.303576 -0.405715 0.6853 

1( )tTIP  -1.197758 1.761242 -0.680064 0.4971 

( )INF  0.107023 0.085619 1.249987 0.2125 

( )TO  -0.008599 0.032683 -0.263096 0.7927 

1( )tTO   -0.016181 0.042266 -0.382846 0.7022 

C 0.765970 0.983869 0.778529 0.4370 

@TREND -0.062629 0.057846 -1.082697 0.2800 

Source: Researcher’s Own Estimation *, **, *** rejection of null hypotheses at 1%, 5% 
and 10% levels of significance respectively 

Further, we estimated the panel ARDL model as in equation (4) having 

dependent variable lag of 3 and dynamic regressor lag of 3 has been selected 

by Akaike info criterion. The results of this model are summarized in Table-

6.7B. The estimated coefficient of error correction term in the TIP equation is 

statistically significant, and has a negative sign, which confirms that there exists 

no problem in the long-run equilibrium relationship between the independent 

and dependent variables at 10% level of significance, and its relative value (-

0.233) for Asian countries shows a satisfactory rate of convergence to the 

equilibrium state per period.  

It is inferred that the regressors EG, GCF and WAP have positive and 

statistically significant impacts on insurance sector in the long-run. It is 

evidenced that 1% increase in per capita GDP will lead to 0.041% increase in 

the total insurance penetration. Similarly, 1% increase in gross capital formation 
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will lead to 0.006% increase in the total insurance penetration. Furthermore, 1% 

increase in working age population will lead to 0.036% increase in the total 

insurance penetration. Besides, inflation has been observed to have negative 

and statistically significant impact on life insurance penetration.  

Table 6.7B: Relationship between Total Insurance Sector and Economic Growth 

Dependent Variable: Δ(TIP) Regressors: EG,GCF, WAP, INF, TO 
Dependent Lag: 3                                                   Dynamic Regressor Lag: 3 

Regressors Coefficient Std. Error t-statistic p-value 

LONG-RUN RELATIONSHIP 

EG 0.041376* 0.005075 8.153183 0.0000 

GCF 0.006647** 0.003001 2.215107 0.0279 

WAP 0.036354* 0.001834 19.82752 0.0000 

INF -0.002415* 0.000664 -3.635041 0.0004 

TO 0.001482 0.000917 1.614934 0.1080 

ERROR CORRECTION TERM 

  -0.233566*** 0.124546 -1.875334 0.0623 

SHORT-RUN RELATIONSHIP 

1( )tTIP  0.059864 0.108371 0.552398 0.5813 

2( )tTIP  0.098491 0.100540 0.979624 0.3285 

( )EG  -0.011761 0.022085 -0.532536 0.5950 

1( )tEG   -0.041524 0.027501 -1.509935 0.1327 

2( )tEG   -0.030741*** 0.018318 -1.678196 0.0949 

( )GCF  0.041185 0.036090 1.141169 0.2552 

1( )tGCF  0.035863 0.044936 0.798098 0.4258 

2( )tGCF  -0.011565 0.029564 -0.391194 0.6961 

( )WAP  0.331166 0.494505 0.669692 0.5039 

1( )tWAP  -0.320626 0.798767 -0.401401 0.6886 

2( )tWAP  0.237358 0.362037 0.655620 0.5129 

( )INF  0.014472 0.038763 0.373340 0.7093 

( )TO  -0.003976 0.005960 -0.667195 0.5055 

1( )tTO   -0.009435 0.014885 -0.633839 0.5269 

2( )tTO   -0.001247 0.010833 -0.115106 0.9085 

C -0.322475 0.370050 -0.871435 0.3846 

@TREND 0.024868* 0.008616 2.886328 0.0044 

Source: Researcher’s Own Estimation *, **, *** rejection of null hypotheses at 1%, 5% 
and 10% levels of significance respectively 

Specifically, 1% increase in inflation will lead to 0.002% decrease in the total 

insurance penetration. Thus, it is clear that the long-run impact of increase in 

per capita GDP on insurance sector is vital in Asian economies. However, the 

estimations for short-run are not significantly meaningful. 
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Thus, from the above ARDL estimations, the existence of long-run 

equilibrium relationship between insurance sector as a whole and economic 

growth is evidenced. Now, in order to know the causal relationships between 

them, we have conducted the Wald test of coefficients for both the models. The 

results are summarized in Table-6.8. In the equation (3), the null hypothesis is 

that the coefficient of TIP is zero, i.e., insurance sector does not lead to 

economic growth. In the equation (4), the null hypothesis is that the coefficient 

of EG is zero, i.e., economic growth does not leads to insurance sector.  

Table 6.8: Granger Causality Test (Wald Test of Coefficients) 

Null Hypotheses of No Granger Causality 
F-

statistic 

d.f p-

value 

Total Insurance Sector does not Cause Economic 

Growth 8.479* (1,247) 0.0039 

Economic Growth does not Cause Total Insurance 

Sector 66.474* (1,191) 0.0000 

      Source: Own Estimation             * rejection of null hypotheses at 1% level of significance  

It is inferred from the Wald test of coefficients that both the null 

hypotheses of no causality between insurance sector and economic growth in 

either direction is rejected at 1% level of significance. It provides the evidence of 

the existence of feedback / bidirectional causal relationship between insurance 

sector as a whole and economic growth in selected Asian countries. This finding 

has two important implications. First, policies/strategies for increasing the 

penetration of the insurance sector as a whole in selected Asian countries are 

likely to augment investment opportunities and enhance the productive capacity 

of the economy thereby stimulating the overall economic growth. Second, 

expansion in economic activities with increase in economic growth is likely to 

lead to the growth in penetration rate of insurance sector in selected Asian 

economies. 

6.3. To Sum Up 

 The role of insurance services in the economic growth of any country is 

well recognised in the theoretical literature. Besides, giving protection, 

insurance services help in the risk management of individuals and companies, 

promote financial stability; facilitate trade and commerce, mobilize savings, 
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stimulates marginal productivity of capital, promote technological innovation and 

savings rate, and enhance facilitation of exchange. In this backdrop, the study 

in the context of selected Asian countries hypothesized that (i) insurance market 

activities leads to economic growth, all other things remaining same (supply-

leading hypothesis); and (ii) economic growth leads to insurance market 

activities, all other things remaining same (demand-following hypothesis). Both 

short and long run relationship between insurance and economic growth of 

selected countries is analysed in the neo-classical framework with GCF, WAP, 

and Insurance penetration as the determinants of economic growth. Besides, 

the control variables inflation and trade openness have also been considered. 

Further, the analysed was carried out in three steps with life insurance, non-life 

insurance and total insurance considered separately for the insurance-growth 

relationship. 

 It was found that there was no significant relation between insurance and 

economic growth in the short-run. However in the long run there were 

evidences of significant relationship between insurance and economic growth in 

the context of selected Asian nations. After finding the significant relationship 

between insurance and economic growth in the long-run, the causality between 

insurance and economic growth was also checked by using appropriate 

econometric tool. The results of this analysis confirm the bi-directional or 

feedback relationship between life insurance and economic growth and also 

between total insurance and economic growth. It was further confirmed that in 

the case of non-life insurance, causality runs from non-life to economic growth. 

In other words, non-life insurance and economic growth support the supply 

leading hypothesis. 
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CHAPTER-7 

SUMMARY AND CONCLUSIONS 

7.1. Summary 

  Insurance is an important financial service in the world of uncertainty. In 

the modern age of technology and advancement, the most important one after 

the well-bring, is the economic security. It is due to the growing risk and 

uncertainty globally over the years, the role of insurance services is seen 

positively. Although the economic significance of insurance has been primordial 

both domestically and internationally, it increased only after the liberalization of 

financial systems, privatization, globalization, and conglomeration of financial 

markets during 1990s. Insurance sector provides safety net to individuals and 

enterprises by providing financial stability by protecting them against mortality, 

property and casualty risks. Insurance sector plays an important role in 

augmenting economic growth by managing the risk involved in the investment 

decisions. Through different policies, insurance sector mobilises savings from 

surplus spending groups to the deficit spending groups and thus, helps in 

financing the investments in the real sector.  

  Insurance sector, in addition of managing risk of the industries and 

individuals, also help the economy to increase its growth by mobilisation of 

savings from the savers to those who have profitable investment opportunities. 

Insurance sector indemnify those suffering loss and stabilize the financial 

position of individuals and firms. Insurance sector by transmitting the risks to 

insurance companies induce risk averse consumers to demand goods and 

services of higher values which in turn encourages production and employment 

and thus, promotes inclusive growth. Insurance mitigate those firms which are 

exposed to various risks of their liability, property etc. by transferring risks to the 

insurance companies which allow firms to focus on core business. Therefore, 

firms willingly take real investments leading to economic growth. In the process 

of accumulation and allocation of resources insurance sector reduces 

transactions costs, achieves diversification and lowers down the non-systematic 

risks, provides limited liquidity and lowers down information asymmetry, by 

which it contributes to economic growth through channels of marginal 

productivity of capital, savings and technological innovation. 
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  Recognising the importance of insurance sector in the growth process 

of an economy, various researchers have tried to find the importance of 

insurance sector in the economic growth. The empirical investigations, 

however, led to the divergent views about the insurance- growth nexus. One 

school of thought is of the opinion that the causal relationship runs from 

insurance sector to economic growth while another school of thought argues 

that relationship is in the reverse direction. Another group of argument is that 

the relationship between insurance and economic growth is bi-directional 

while some others argue that there is no significant relationship between 

insurance and economic growth. The causal relationship from insurance to 

economic growth came to be known as supply-leading hypothesis and the 

causal relationship from economic growth to the insurance development is 

known as demand-following hypothesis. The bi-directional relation between 

the two is called the feedback hypothesis and finally the assertion that there 

is no relationship between insurance and growth came to be known as 

neutral hypothesis. Besides, it is also asserted that the relationship between 

insurance and economic growth gets affected by the prevailing conditions in 

the economy. In other words, heterogeneity of the countries have impact 

upon the relationship between the insurance and economic growth. 

  With such a vital role of insurance services in the economic well-being 

of individuals, households, firms at the micro level and for the economy as a 

whole at the macro level, on the one hand, and the divergent views on the 

causal relationships between insurance sector and economic growth on the 

other hand, gives enough motivation for a research study to revisit the said 

relationship in the Asian context. In this backdrop, the present study analyses 

the relationship between insurance sector development and the 

macroeconomic growth of selected Asian countries. In order to analyse the 

said relationship, a sample of 14 Asian countries was selected out of the total 

50 countries of Asia. The sample countries include Bangladesh, China, Hong 

Kong, India, Indonesia, Iran, Japan, Malaysia, Pakistan, Philippines, South 

Korea, Singapore, Thailand and Turkey.  

 The study addressed certain research specific questions: (i) what is the 

current status and trends in insurance sector development in Asian countries? 

Is there any evidence of discrepancy in the growth of life and non-life sectors of 



248 
 

insurance in Asia? If any, then what could be the driving forces influencing such 

outcomes? (ii) Is there any evidence of disparity in insurance sector 

development across Asian countries? If any, then what could be the possible 

reasons for such observations?  (iii) What about the convergence possibility? 

What is the relationship between development of life insurance and economic 

growth? Is this relationship significant in the context of Asian countries? (iv) 

What is the relationship between development of non-life insurance and 

economic growth? Is this relationship significant in the context of Asian 

countries?  (v) What is the relationship between insurance sector development 

as a whole and economic growth? Is this relationship significant in the context 

of Asian countries?  

 In line with these research questions, the specific research objectives 

have also been formulated. These are: (i) to evaluate the trend and progress of 

the insurance sector development in the selected Asian economies; (ii) to 

explore the level of disparity in the insurance sector development across 

selected Asian economies. (iii) to investigate the relationship between the 

development of life insurance sector and economic growth in the selected Asian 

economies; (iv) to investigate the relationship between the development of non-

life insurance sector and economic growth in the selected Asian economies; (v) 

to investigate the relationship between the development of insurance sector as 

a whole and economic growth in the selected Asian economies; (vi) to suggest 

for appropriate policy options for rapid and equitable growth of insurance sector 

as an engine of economic growth in the selected Asian economies. 

 In line with the above mentioned research questions and objectives, 

following hypotheses have been formulated: (i) The Asian countries have 

increasing trends in insurance sector development over years; (ii) There are 

disparities in the insurance sector development across the selected Asian 

countries; (iii) The development of life insurance sector leads to the economic 

growth of Asian countries; (iv) The development of non-life insurance sector 

leads to the economic growth of Asian countries; (v) The development of total 

insurance sector leads to the economic growth of Asian countries. Finally, these 

hypotheses have been observed/ tested by using appropriate time series 

econometric methods as outlined in Chapter-1. 



249 
 

7.2. Research Findings  

A. The first objective of the study was to evaluate the trend and progress of 

insurance sector development in Asian economies. In this connection it was 

hypothesised that the Asian countries have increasing trend in the insurance 

sector development over the years. The findings of the study with respect to this 

objective are as under: 

1) The insurance sector development in Bangladesh has shown little 

progress during the study period. However, the life insurance sector of 

Bangladesh has progressed better than non-life insurance sector.  

2) The insurance sector development in China is better during 1985 and 

2015. Life insurance sector of china has outperformed the non-life 

insurance sector development, but has witnessed more fluctuations 

during this period.  

3) The insurance sector of Hong Kong has progressed greatly during 1985 

and 1985. The Life insurance sector of Hong Kong in particular has 

greatly progressed as life insurance penetration has increased from 1.8 

percent in 1990 to 13.5 percent in 2015. 

4) India has shown progress in Insurance sector development particularly 

after the implementation of economic reforms in 1991. However, the non-

life insurance has not shown much development during the period from 

1985 to 2015. 

5) The insurance sector in Indonesia has not progressed much. The Life 

insurance sector although showed an increasing trend but its contribution 

to the GDP of Indonesia has remained at low. On the other hand, the 

non-life insurance sector in Indonesia has shown a decreasing trend 

from 1985 to 2015. 

6) The insurance sector development in Japan, Singapore and South Korea 

is pretty good despite not having progressed at rapid pace during the 

period from 1985 to 2015. The insurance sectors in these countries 

contributed greatly to the GDP as insurance penetration in Japan, 

Singapore and South Korea was 11 percent, 7.5 percent and 11.5 

percent respectively in 2015. 
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7) The insurance sector in Malaysia has shown an increasing trend during 

the study period. The Life insurance sector has progressed fairly better 

than non-life sector in Malaysia. 

8) Pakistan is the only country that has shown a declining trend in 

insurance sector development during the study period. The Insurance 

penetration in Pakistan was 0.95 percent in 1985 which got decreased to 

0.80 percent in 2015. 

9) The insurance sector in Thailand has shown an increasing trend during 

the period from 1985 to 2015 with life insurance sector performing better 

than the non-life insurance sector.  

10)  The insurance sectors of Turkey and Iran unlike other countries have 

shown decreasing trends with respect to life insurance sector, but 

increasing trend with respect to the non-life insurance sector 

development.  

B. The second objective of the study is to explore the level of disparity in    

insurance sector development across Asian economies.  In connection to this 

objective, it was hypothesised that there are disparities in the insurance sector 

development across the selected Asian countries. The findings of the study with 

respect to this objective are as under: 

1) Gini coefficient was used to examine the inequality in the insurance 

sector development across the selected Asian countries and it is found 

that disparities exist in the level of insurance sector development across 

these countries. 

2) The evidence of the existence of disparity in the level of life insurance 

development across the selected Asian countries is observed. However, 

it has been noticed to decrease over the years.  

3) The evidence of the existence of disparity is found in the level of non-life 

insurance sector development across the selected Asian countries. The 

disparities in the level of non-life insurance development in Bangladesh, 

India and China have been noticed to increase over the years. 

4) The disparities in the level of the development of whole insurance sector 

across the selected Asian countries have been observed to decrease 

except for Hong Kong and Pakistan. 
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5) It is found that the direct domestic insurance premium per capita i.e., the 

insurance consumption per head increases with the increase in GDP per 

capita in the selected Asian countries.  

6) It is found that the per capita insurance premium of high income 

countries like Hong Kong, Japan, South Korea and Singapore are higher 

than that of upper-middle and lower-middle income countries. 

7) Regarding the possibility of convergence the insurance sector 

development, (life, non-life and total insurance) absolute β-convergence 

test only indicates the possibility but the σ-convergence test confirms it 

through the statistically significant findings. Precisely, the convergence 

possibility of insurance sector development between the selected Asian 

countries is predicted in the present research work. 

C. The third objective of the study is to investigate the relationship between the 

development of life insurance sector and economic growth in the selected Asian 

economies. It was hypothesised that the development of life insurance sector 

leads to the economic growth of Asian countries. The findings of the study with 

respect to this objective are as under. 

1) The existence of long-run equilibrium relationship between life insurance 

sector development and economic growth is evidenced for the selected 

Asian countries. 

2) It is also found that the short-run deviation from the long-run equilibrium 

relationship between life insurance sector and economic growth is 

corrected periodically to reconcile to the long-run equilibrium. 

3) The bi-directional relationship between life insurance sector development 

and economic growth is found for the selected Asian countries.  

D. The fourth objective of the study is to investigate the relationship between 

the development of non-life insurance sector and economic growth in the 

selected Asian economies. It was hypothesised that the development of non- 

life insurance sector leads to the economic growth of Asian countries. The 

findings of the study with respect to this objective are as under: 
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1) The existence of long-run equilibrium relationship between non-life 

insurance sector development and economic growth is evidenced for the 

selected Asian countries. 

2) It is also found that the short-run deviation from the long-run equilibrium 

relationship between non-life insurance sector and economic growth is 

corrected periodically to reconcile to the long-run equilibrium.  

3) It is found that the causal relationship runs from non- life insurance 

sector development to economic growth for the selected Asian countries. 

E. The fifth objective is to investigate the relationship between the development 

of insurance sector as a whole and economic growth in the selected Asian 

economies. It was hypothesised that the development of the whole insurance 

sector leads to the economic growth of Asian countries. The findings of the 

study with respect to this objective are as under. 

1) The existence of long-run equilibrium relationship between insurance 

sector as a whole and economic growth is evidenced for the selected 

Asian countries. 

2) It is also found that the short-run deviations from the long-run equilibrium 

relationship between insurance sector as a whole and economic growth 

is corrected periodically to reconcile to the long-run equilibrium. 

3) The bi-directional relationship between the whole insurance sector and 

economic growth is found for the selected Asian countries. 

7.3. Economic Implications 

1) The findings with respect to the first objective imply that it is not the case 

that all Asian economies reveal an increasing trend in the development 

of insurance sector. The non-life insurance sector in particular has not 

shown much progress during the period from 1985 to 2015. The high 

income countries are performing well with respect to the insurance sector 

development which implies that economic growth in the lower income 

countries can be enhanced if their insurance sectors are streamlined for 

better performance. 

2) The findings from the second objective indicate the existence of 

disparities in the level of insurance sector development across the 
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selected Asian countries. It implies the presence of more developed 

insurance sector in high income countries and less developed insurance 

sector in middle income countries. The middle income countries would 

likely to have negative effects on gross capital formation which is clearly 

detrimental to their long-run economic growth. However, the prediction of 

convergence possibility in the insurance sector development across the 

selected Asian economies is a guard against the long-run negative 

impacts on their macroeconomic growth. The findings in this respect infer 

that the development of insurance sector in middle income countries is 

more rapid than that of in high income countries. This catch up possibility 

would likely to contribute to the enhanced real economic growth of 

sample nations.   

3) The findings of the third objective imply that the increase in GDP per 

capita has stimulating impacts in the development of life insurance sector 

in the Asian countries, may be through the increase in propensity to save 

and due to the desired for improved economic as well as social 

securities. The findings also imply that the development of life insurance 

sector has growth stimulating impacts at the macro-level in the Asian 

countries, may be through improvement resource mobilization for 

infrastructure development. 

4) The findings of the fourth objective imply that the development of non-life 

insurance has the growth stimulating effects in the Asian countries. The 

development of non-life insurance can foster the security for larger 

volumes of wealth accumulation and asset holdings. This, by propelling 

the production of consumer and producer goods can contribute to higher 

level of GDP per capita.  

5) The findings of the fifth objective imply that the entire insurance sector 

development is both the cause and consequence of higher levels of 

economic growth. The development of insurance sector can lead to 

increase in GDP per capita through resource mobilization channel. 

Similarly, the increase in GDP per capita can lead to the development of 

insurance sector through the increase in the propensity to save, and 

through the enhanced desire for larger asset holdings with economic and 

social securities.  
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7.4. Policy Recommendations  

1. It has been observed that the development of non-life insurance sector is 

not satisfactory except for Iran and Turkey. Since this sector has been 

found to lead to economic growth in the long run, appropriate policies 

and/or strategies should be formulated for increasing the penetration of 

non-life insurance sector in Asian economies. In this direction, emphasis 

should be given in asset/property insurance, health insurance, crop 

insurance, industrial insurance etc.  

2. It has been observed that insurance penetration rate is relatively lower in 

Bangladesh, Pakistan, Iran, Indonesia and India. This indicates the 

presence of a large untapped insurance market.  Except for Iran, rest of 

the countries are rural dominated. Thus, the insurance companies, both 

life and non-life should reformulate their business models targeting ‘the 

gold-post at the bottom of the pyramid’. When the small savings of rural 

masses are strategically targeted and achieved, the insurance 

penetration will increase thereby fostering the gross capital formation and 

the macroeconomic growth of Asian countries.  

3. Since a bidirectional causal relationship has been observed between the 

development of life insurance sector and economic growth in Asian 

countries, and since life insurance penetration is relatively greater, 

special emphasis should be given on the development of appropriate life 

insurance policies so as to mobilize larger resources for financing 

productive projects targeting higher rate of overall economic growth. 

4. Since the insurance sector is found to lead to economic growth, the 

policy circles as well as regulators of insurance need to enhance the risk 

migrating and compensating actions of the insurance sector in Asian 

economies. This would lead to better insurance portfolio, increased 

insurance penetration, ensure higher returns on insurance investment, 

and finally contribute to the long-run macroeconomic growth of the 

nations under study.   

5. The implementation and/or the use of good governance, international 

best practices, improved technologies, better customer service, schemes 

on financial literacy, and the prevention of cyber insecurity can be 
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focused to improve the public confidence in insurance sector. This would 

contribute to higher economic growth through increased availability of 

investible funds, especially in middle-income countries.   

6.  Since a bidirectional causal relationship has been observed between the 

whole insurance sector development and economic growth in Asian 

countries, intensifying the inclusive growth strategies can induce the per 

capita income and thus, per capita savings of masses, especially in rural 

areas, which ultimately can contribute to increase in the insurance 

penetration. In this direction, the policies targeting employment creation, 

skill development, and poverty reduction needs to be emphasized. 

7. The development other economic sectors including agriculture, industry, 

banking, transportation and communication services etc. would lead to 

the creation of employment opportunities thereby generating higher 

income flows and enhanced demand for insurance. This way the higher 

level of economic growth can promote insurance sector in selected Asian 

countries.     

7.5. Scope for Further Study 

1. This research study can further be extended to include other Asian 

economies not considered in this study to have a broad coverage and 

better research outcomes.  

2. This research study can further be extended by taking into 

consideration quarterly or monthly data so as to observe the detailed 

changing trends in the insurance sector and its impact on the real 

economic growth.   

3. This research study can further be extended by including insurance 

density, insurance sector employment, and insurance sector 

investment while examining the nexus between insurance and 

economic growth.  

4. This research work can be extended to conduct a disaggregated 

study dividing the Asian economies into high-income, upper-middle 

income, lower-middle income and low-income countries. This would 

be helpful in capturing the within-group and between-group dynamics 

of the insurance-growth nexus.  
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5. An extended study can be undertaken by including the sub-insurance 

sectors such as health insurance, crop insurance etc. for observing 

the activity specific impacts of economic growth. This would be 

helpful in focusing on those policies that are really significant for the 

macroeconomic growth.  
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