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ABSTRACT

This study sramines the history of the insurance industry in

Nigeria taking inii congnizance the factors that affected the growth
and development of the industry during the Pre-colonial and colonial
ceriods, The study also analyses the contributions of the insurance
industry to the growth and development of the Nigerian economy during
the period under consideration,

In attempting to find a solution to the problems at hand, the simple
historical methodulogy of cause and effect was employed to explain events,
Also, empirical evidence was used to strengthen the guantitative aspects
of our study. Howsver, our empirical evidence was limited strictly to |
the use of aggregaled sécondary statistical data and the interpretation
of such data., On the whole, the methodology employed was essentially
inter-disciplinary.

Ever before the introduction of modern insurance practice in 1902,

kinship relations provided the basis for protection against losses among

' the various communities in Nigeria, but the mode of practice differed

from ons community to another. However the colonalist adopted the policy
of laizze~farre tcwards the insurance industry and as a result investments
of insurance funds in the Nigerian economy wgss not a policy of the
expatriate insurance companies as their attitude towards the economy was

one of total profii maximization and economic expoitation.

The post~colunial period witnessed an intensive regime of government
control and direct participation in the industry thus leading to the
retention of the o;igopolistic structure of the market and the existence
of a sanitized and more professionally oriented market such that by 1988,
a total of ninety-zight insurance companies, and one-~hundred and eighty-four
brokerage firms wel': operating in the market providing employment for more
than a quarter of « million people all over the federation. Also, tﬁe
volume of investmes:%s in the local economy by the local insurance industiry
has exceeded the 31 billion mark with profits rising by about 32 bet;een
1980 and 1987. On the whole, the industry has successfully acted as major
risk~bearer that huz:u provided funds to stimulate the capital market thus
leading to a greatur level of industrial efficiency, construction of real
estate properties, iromotion of general commerce, mobilization of savings

and provision of scrial stability. .



PREFACE

This study aims st exemining the historicel background
and the growth of the insurance industry in Nlgerias It also
seeks to describe the contributions of the industry to the
Nigerian economy during the period under studys That insurance -
existed and was prectised in prescolonial Nigeria is indise
putable and the introduction of the Western model oﬁly came as
& supplement which was accephed by Nigerians due to the
inadeguacies of the tradltional insurance institutions, and
alse a5 a direct pesponge to the challenges of modernigation
 within the socioweconomic system of the country. However,
both the traditional and modern insurance systems have a
common purpose lecs the provision of securitye It is hoped
that this study wili supplement existing works on other
' aSpectéféffihgurance and that it will £ill a yawning gap in
the economic histoxy of Nigeria, West Africa, and Africa

‘a8 a wholes

chapfer one of this work will serve as the introduce

H tory chapter in which the ratienale behind this study will
be explained., The edﬁgepﬁﬁ of risk and insurance, inaludin§
the functions ©f inﬁurﬁhce as well as the characteristics
and basic principlas of modern insurance will be examinesd
because it is riecessary to scquaint the reeder with a

working knowledge of these concepts and themes,

The second chapter discusses Nigeria's pre-colonial
soclal and credit institutions, their mode of operation and
limitatlienss 7The chapter also explains the conbributions

of the various traditional insurance institutions to the

113



socio=econonic developient of the pre-cclenial domestic
economy of Nigeriae Furthegmore, the difference beiween
the traditional mode of insurance snd modern insurence is

exanineds

Chapter three discusses the emergence of modern
insurance business in Nigeria; and the subsequent expansion
of the bhusiness which was completely dominated by the
expatriates who introducad the business into Nigerias
The rise of African entrepreneurs and the emergence of
professional insurance brokers will alsc be discusseds The
chapter rounds-up with a description of the insurance

industry role in the colonial economys

Chapter four discusses the state of the market and
background to government regulation, the reasons for State
regulation, the establishment of a superviscry body by the
Fedgral Government, &nd the effects of government policies
on the Nigerian insurance market 1g well discusaé@: on
the other hand; chapter five examines the industryts partie-
cipation in the commercial and industrial development of

Nigeria from 1969 to 1986«

Chapter six zecks to discuss the ;ontﬁibutions of
the various reinsurance companies téwgﬁgidevelopMent of the
national economys Purthaermore, the induatry's'gontgibutians
to the manpower development efforts of the nation are
explained in ﬁh&ﬁ chapter. Finally chapter seven rounds-
up the work with a discussion on the gAP:and its 4mpact on

the insurance industiv, the problems facing the industry
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and recommendations made tc solve these problems. A summary
of cenclugions brings the discussion to an end,
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CHAFTER ONE

INTRODUCTORY CHAPTER

This chapter seeks to examine the following sube

themes; - rationale for this study; a brief literature
review of the exlsting works, the concepts of risk and

insurance, forms of risks and the functions of insurance
to man and societye Alsoy the characteristics of lnsurable
risks, and the basic¢ principles by which modern insurance
buéineé$ is carried out will be disﬁussedq
RATIONALE FOR THIS STUDY

Althqugh the central theme of this study is‘self@
expliciﬁ,'ya& the question which the writer was confronted
with a&mosﬁ.évexywhere that he went to seek for information
and asé&stanca on the subject matter was what is the relaw
tionship between history and 1nsuranée? It is, therefore,
against this background that the rationale for this study
will now be examined, First, it isjimportant to recognise
that “sassses history is important in obtaining proper perge
pective because the roote of the insurence idea go far back
in the pages of history»“a Thusy by Ysse learning morée abouk
the past, one can better understand the present and appralse
the future of insurance;”g
It should ke stated here that we cannodk but continue to
ygue&s the past in the fleld of risk and insurance gs long

as we operate with partlal knowledge and be contented with
rules of relativity and probability. This shows that ve

have to research inte the history of rigks and insurance if



we care to understand and explain the past of this impore

tant aspect of the socivweconomic life of the inﬁiv1dual.3

Another yeason for undertaking this study is because
of the fact that it falls within the realm of economic
history; and both economic higtorians and economists have
written on many aspects of the economies of Africa,

West africa and Nigeria, for example, premcoloﬁial and
colonial tranaportakion systems in West Africe and
Nigerias; the growth and developnent of trade in Nigeria
and West Africa, the growth and development of money and
hanking in &igeria and West Africa to mention but a fows
A study of the insurance industry in Nigeria during the
pre=colonial, celonial and post-colonial periocds has been

excluded frem such works; hence this attempte

The need for this study also arlses because insurance
is an ackive complement to all commercial, business and
secclomcultural activities of manikind, Thus, it is hoped
that this study when completed will enlighten the gencera=
lity of the people about the history and impact of the
insurence industry on the Nigerian economys Furthermore,
the need Lo undertake a study of this nature is borne out

of the fact that despite the dearth of written materials

1%

during ths sarxly stages and even in the present shage of
growth of the insurance industry in Nigeria, one can.

attempt to present a work that contains some cencrete and



in¥

indisputable facts by enalysing relevant documentary and

nonedocunentary evidences that are aveilables

This study is slsc being undertaken in order to
examine the participation of the insurance industry in
the @cancmic,davglépmant of Nigeria during the colonial
and pastaaoloniél eras It is hoped that this study @ill
supplement existing works on otheyr aspecis of insurance and
that it.will £1i1l a yawning gap in thé economic history of

Nigeriay West Africa and Afpicas

BRLSE_LICERATURE REVIEH

Although some Works have atitempted to €race the higiow
rical background, and the role of the insurance industry in
the scononic developtment of Nigeris, none is a serlous
academic venture aimed st examining and writing a comprehens
slve history of the contributions of the insurance industry
o the Niserian egonomys, Indaead available literasture on
this subject in Nigeria is scanty; inadequate and dominated

by experts and professionals in the fileld,

. & .
Eelslndiasty ifocuses on the eariy nature end practice

of modern insurance business in Nigexias He explains why the

=

Reyal Exchange Assurance Company of London established s
bronch office in Nigeris in 1921 and outline tie expansion of
motor insupance business in Nigecia in the 19308 anu 19568,
but he failed to discuss the impazct of this development on

the Nlgerian cconomye J,O.Ixukwus aims primarily at explalning



the basic principles of insurance namely insurable interest,
utmost good falth, proximate cause, indemnity, subrogation

end centplbution: snd the legislations that are operative

in the Nigerian insurence morkek., He alsc atiempbs o

axplain the nazture of socisl security institutions that
axisted in Nigeria before the introduction of modern insurance
practices by the Pritish merchants in 3902.6 hgain, this
work did not discuss the iupact of the various legislations

on the economic development of Nigeria. Furthermore,
J.I@Falegan? attempts 2 historv of the insurance industry
from 1902 to 1977 using Rostow?s theory of stages of economic
growthse This perhaps is the most comprebensive of the

current litsrature but cur initisl investigations have shown
that Rostow's theory i inadequate for en indepth study or
enalysis of the pattern of growkh of the insurasnce industry

in Nigeriss Also, in snother of his work, Falagane attempts
to epamine the varicus leglslations governing the investments
ef imsurasnce funds in Nigeris, but this work deces not directly
© yelate histeorjcally these legislstions to the development of

the iadustrys

hgainy in theizr contribubions to our understanding of
the development of insurance in Nigeria, E@G,Gjewola,g
OqLijaduQD and J;N,Farnsworhhiﬁ rvepeat the facts found in
-~ NeNesty, Irukwh and Palegan®s works with very little additions

P69§GQUﬂlﬁHaiz and GaK;Caﬁmusis works examined how the



" insukance industoy can help in the economic survival of
Nigerlas Both of these works like others, leck vital facts
and ewmpirical evidence; this agein makes it lopossible for
us Lo appreciate the contylbutlons of the insurance industry
{o the Nigerian sconomye 5¢AaA1ac;14 focuses on the lmpope
tance of life assurance, the privatisation of psnelon schemes
and how thess can be used as 2 tool for eccnomic development,
m.a-&jajaiﬁ‘attampts to analyse how ilnsurence firms can help
in the contrel of crime in the society, thus helping to
provide a safe economic environment that is necessary for

furthey economic growth and secclal upliftment ©f the sotliety,

Contzibuting furthsr Lo cvr Knowledge and uaderstanding
of the vontributieons of Ehe insurance industyy to the
16

X,

Nigerian economy, he Uyejide and A+ Soyede attempl a

brief explenation of the xole of Insurance companies as
investors snd the problems they encounters Agalng M. A
Adey&megav Eries to examing thz role of the insurance Industry
in the successful inplerentation of the Fourth Hatlensl
Dawaiopmant Plan, while Eaaaﬁze,is axplaing the importance

of reinsurance companies to the national economys In

egsents, these worke repsat themselvess ' They zlsc lack
sufficient erpirical evidence and, tharefore; fall to conbrie
ke o our quest for a fullef kneowledge of the extent of

participation of the insursnce industry in the Nigerian

indigenoua ccononys
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Available literature have éﬁbwn that Nigeriaﬁs have
ﬁraditiénal systems of providing sgainst égy occurrence
of loss that might befaii any member of aAé;oup or a
céﬁmunity thereby ensuring continuity in an individualts
géonomic and soclal endeavours. Amongst the various
commmities in Nigerié, kinship relations provide the basis
for protectlon againét lossess For example, there are
speCific institutions that encourage savings for the future
in\case of losses among the Yoruba known as the Eéggg.ig
Among theAIgbc of Southeast Nigeria, similar institutions

also exist, these lnstitutlions had various names such as

qu6$ i5u$ﬁ9 ﬁr compiri.ao Among the communities of Nore
tﬁern Nigerié, ferndlies do cotne together to help themselves
in ﬁim&s of naeé, here kinship ties afe very important
ait:cuéh‘the.institution might not be institutionaliged
as wag the case in the Yoruba énd Igbo conmmnitieé.21
However; many of the above studies are largely normative,
they do lack a historical approach, and as suchg there is
5till a gap to write a full history of the industry and its

impact on selected sectors of the economys

THE CONCEPTS OF 'RISK AND INSURANCE

In this section, the concept of risk and insurance will

be briefly examined békéuéeiit will hely us to attair a batter
understanding of our study as the discussion progressess



Phe concept of risk is as old as tha history of the croaw
tion of man and as suchy it is no% posgible to be dogmakic
abeut the definision of the concopt especially as scholars
or specialists in this area have f£alled to agree on a
undversally ecceptable definition. Nonpetheless, we shall
abtempt a working definléion that considers Yrisk as the

2

”
wnoertainky of loss®™" as 4t cancerns “iife, fire damage,

theft of property and accldents and Oﬁhirﬁﬁqzs

Generasal 1;;,!;.

thils definition ilmplieg that it &8 not certain a2 to when a
leos will octuyr and how severe it will be once it harn coccue
rrode Risk, has elso been defined as the “posaibllity that

something we déo not wankt to Rappen will heppen or that

: . ; 24
sokething we want to bappern will fall te do sm»?

From thase dofinltions, twoe polnis ssem Lo have
clenrly emergad; first, we have learat that zlsk is a
problan #Rich avery huian belng hes o contena with and

o
szaund, that plsk le at the very centre of insuranget®™*

The lwgdicatlon of this shatemsnt 1s that withoub the
gxlatencs of »lgh, there would b2 no nesd fop insurancs

begause every parson and Anstitution will ke zafe and Securbes

Risks can broadly pe classliied lnto two categories,
Lets pura and spagulative riske, fundamental and particular
riokss Puze riaks “sse involve only the possibility of a
dopsy ithe deviation Lfrom expactalbions can be unfavourable
iny¢”26 vith thia type of cisks, the possibility of making
a gain oub of an event may be remote but at best the stabus

que will be maintained, Examples of pure risks are fire,



secident and déath; Whether these events occuy oy not,

the yesult will be the maintenance of status quos On the
other handy speculative risks are rigks that hold out
peeslbilley of o gain or a lesse Thug #iska that £fall under
this category frs generalily referved to as uninsurable xisks,

for axmmpleoy dhoplifting and expechation of makung prefitu

from a new pzcduntn

Fundamental risk has been Gofined as "eee one that is
,impﬁraénal bosh in origdin and congeguence. The logses that
flow from fundenmentel risks are not noxmally»caﬁsed by one
1n'«yiduaiéhnd their dmpect generally falle on a wide range
of p@OpiEnuz? From this definitlon, we can conclude that risks

that are fundpmental in rufura rormally arise from some phyw
cal ccourrence thal ie beyond the control of wan or they may

”~

arise out of the nobure of society we live ins”

o

Examples of
risks thet are fundementel in nature are famine, earthquake,
polukich, and war. Due to the nature of these risks, they

are generslly upaccepteble for insursnce by modssn insurers,
the geaeral concensug is that such risks are societal problems,
and as suchg the socliety a3 & whola, the government or the
international copmunity should be left to £ind possible Soluw
ticne to thawe On the other hand, a paxrticular risk; is one
that Yeee nas Lie origin in individual events and its impacE
is felt 1@aa11y»“29 in essencey, an individuel ie likely to

gxperiesnce & loss from the occurrence of a particular risk.



Examples of particular risks are = accidental damage to

personal effects, and theft of property.

Since we have been able to establish the basis upén
which insurance rests, it is only proper at this juncture
to examine the concept of insurance before moving on to
iexamine the modern and basic prineiples of insurances. Willet,
~has defined insurance as "sss that social device for making
accummmul ation to meet uncertain losses of capital which is
carried out through the transfex of the risks of many indi-

30 gimi-

viduals to one person or to a group of persons.®
larly, it has been defined "ss4 as a means whereby groups

of peoplg; facing similar xisks, can club together for the
protection against certain financial Z!.c:»sses.'u.“yl Under this
situq%ion, each individual transfers his risk to the club;
and in retﬁrn hé(payé arlittle sum of money known ag the

. premiuma, t;n the final snalysis, some people who may be
unfoxtunaéé to have to suffer losees, will claim compensation
from the clubfqr funds Thus, the loss of the few is borne
5& manye Furﬁhezmore, Pfeffer, in his work definedlinsurance
'as Yeee a device for the reduction of the uncertainty of one
party called the insured, through the transfer of particular
tisks to another party Calyed the insurery who offers a

restoratiocn, at least in @art, of economic losses suffered

by the insured "3
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All these definibions were selected after a careful
study of some of the various definitions associated with
the concept of insurance, and alse like the concept of
risky it has been difficult to find a suitable definition
that is uniVerﬁallﬁ acceptable for the concept of insuw
rances Two facts seem to have emerged from our discussion
80 fare Flrsht, our earllier stand that this study f£alls
within the realm of economic history; which has integrated
the allled disciplines of political economy aend sociezl
history, is further consclidated with the definiticns given.
Second, the definitions slso help to consolidate an earliler
point that the concept of risk is the essential ingredient
needed for insurance to survive Or take place, this is because,
underlying the various definitions of insurance is the cone
cept of risk pc@ling, and the desire of varlous people to
come together to pool the resources aﬁ their disposal to

protect themselves against any loss thet might occur.

FUNCTIONS OF INSURANCE

The discussion here will be under two sube-heads l.ee
primary and gecondary functicns. In a nutshell, ié can be
sald that *the primery functicn of insurance is to spread
the financial losses of insured membars over the whole of
the Ansuring commuinity by compensating the unfortunate few

from the fund build up from the contribukions of all members",BB
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A1l that ls being sald here is thet the basic funcilon

of insurance “.es iz to provide a risk transfer mechenism
by means of a common pool into which each policy holder
pays a £faly and equitable premium, acccrdiné to the risk

or losg he or she brings %o the 90016"34

Cne of the secondary functicns of insurance, is that
it serves as stimulus to business enterpriss, Under normal
aixcumstanéaa; ho prudent industrialist would consider
investing large sums of mnney-in a project without sonme
suitable smfaguatd&.“gs This means that such wmoney will be
tledwup aﬁ a substantial reserve elithesr in 2 bank or in the
private hands of the ocwnere But with the cxistence of
insurance, these funds or reserves are released for further

investnent and developments Thus, insurance, helps in

promoting trade and industry in the eccnomys

Anothay szcopdery function of insurance is that &t
provides security and consequently the desired peace of mind
to an investor. Bvery individual and corporate enterprise
depliss security and peace of mind; and lnsurence provides
this spd reduses the level of anxiety en the part of indivi-
duale or businezss enterprise. Indeedy the provision of
pafety and socurlty “see 1s a pBychological factor that is

difficult to mweasure in terms of specific benefit5¢"36

Furthermore,; a well organised insurance market is known

to contribute immensely to Ya healthy and vigorous economy
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as it helps to bring sbout a cleser approach to an optlmun
alleocation of the fectors of produstion and hence optlmum

&

. P )
piice levelss®”

Againg another function of insurance is that by action
taken or regcommendations made during the course of their
business insuraers have 2 considershie affect on the yeduction
of lezses, both in thelr incidenge and extent 38 Furtheye
morgy “Ehis result Ls 2 subsidiary goal fw most kinds of
insurance, but undoubtedly more loss preventlon work occur
batause of insurzncee than would oscour without ih¢"39 For
it is konown that lnsurence compeanies engeage Lthemsglves in
loss prevention campuigngy healih educeiion by life insurers,
moter wahicley safety research, the conduct »of industrial
surveys and inspection of eleckrxical and mechanical installae

tions,
another bheneflt desrivable from the operation of insurance
is fhat it helps in kesgping families and businesses together

becanse lasuraace companlies often supply the financlal aid

iy,

vihich permits a family to suzvive and business to continue
despite serious adversities whicn may nave occcurreds For

exanpley, 1£ the life support of a faenlly dias or is seriously
injured se that he becomes permenently dissbled, the family

is bhound te eoxperisnce finmneial herdship egpecially if the

farily depends

o

n the perecnsl income of the person for

survivals But with the existence of insurance, such a situae
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T tion is avoidede Also, "ese a fire or a lisbility sult
can ¢puse the failure of a business. Such perils can be met
through insurance which provides mcnhey &t the time of

need in orxder to keep the business intactﬂ"ao

The existence of insurance alsc encourages thrifts

Phis 1

in

becsuse the premium whilchn an insured pays against
potential or possible lcss is an cbligation which the insured
ewes his famlly or bheneficlaries,; ss such, the payment of
premiun beccmes a matter of compulsicn rether than cholcej
and a habit of regular savings is developed, In addition,
the long term contracts gffected under life insurance has
special advantages in stimulating savings and thus build
substantial cash reserveg that can be called on either in
times of emergency or retirement. From the swell amounts
collected fiem every policyholder, a large reserve is built
up and from this reserve, a substantial amcunt is invested
in the ecconomy by insursnce companies, thus further promotihg
econonic and social wellbeing of the societv ss a wholes
such investments could be on the building of housing estates;
construction of tourist facilitiez such as hotels of internae
tional stancderd, buying of government stock and bonds and
giving loans to policyheolders.

5till on the functions or benefits of insurancey it

has been cobserved that insurance provides a bhasis for credit

because "several kinds of insurance sre invaluable as the
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Foundation for credit transé&tions»“éi

For instance; most
'Pénks insist on the production of life insurance as a
collateral before loans are glven to prospective applicantss
This help to ensure that the loan will be repald inspite of
uncertain contingencles such as death or disability of the
bogrowers Alsoy fire insurance ls used by mortgeges who loan
money with geal or personal property as collaterals Thus,
one could see that insurance is a necessary tool for a souné
credit economys PFrom the discussion thus far, one will not
be wrpong to assert at this point that insurance is a necessary
tool and complement for the ike=off and rapid development of

any nation secielly and economicallys

It is an uphlll task to attempt to compile a iist of
the types of risks thet can be atcepted for insurance as pot
all risks presented to the modern insurer are normally
accepted to be insureds Against this background, we shall
discuse the characteristics that are ganeraliy assoclated

with insupsble riske L

Yhe first characteristic of an insurable risk is that
the loss arising from such a risk must be capable of f£inancial
measurevent and ag “insurance can only provide monetary compens
sabion, sentimental value and esteem gannot be replaced in
the event of lousss Thus, the scope of insurance is limited
Y.ss Lo the precise financial consequences of an insured evsnt;“az
One point that must be mentioned herey is that it is extremely

inpossibles in & majority of cases to know the financial value



of 'the rlsk before the cccurrence of the aventy thus, what
insurers are primerily concerned with is thst the loss must
be copeble of financlal measurcwent vhenever end wherever it

- 43 2. : "
CECUE S The only medificatlion te the rule canr be found in

- modern life insurance where "eee it is rether morxe difficult
te say that the financial loos suffersd by a wife when her
husband diea is & gpecific sum of moneyes» the level of come

pengsation te be paild in the event of death has been dotére

mined priox to taking out the p@liey‘344

& pecond characteristic of an insurable risk is that
Athere must be 8 large number of similary; homogeneous gisk
pefore any one of that number is capable of being insuxedt“45
The reason for thls is that "1if an insyrance fund was made
up from the contpibutions of & relotively small number of
mambersy the contributions 5y individuals might have to be

8o high as to be totally unacgepﬁable;"dﬁ

' Another feaﬁure of an insucable risk is that thece must
ba inaurablé interests The doctyxine of insurable interast
slnply otates that “Yaees the person seeking the insurance oust

 be legally entitled to insure the article orx evant"s47

. o Furth@rﬁare, and ag eerlier stated, the Ansured must suffer
| some ‘§orm of financial 1o8s dua to the 6ccurxence of the

risk 1nsur@é;®31f this provision is not strictly enforced by

modern insuzexs, sSome unscrupulous persons might insure the

1ife or'gmnperﬁy of a criminal with the hope of being indemni
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fied by the insurer when a loss occurs, thus, in these
circumstances; he 1s attempting to make a gain where he

has no legal interest.

Againg, any'insurable risk must be fortuitous in nature.
This meazns that events that will occur with certainty can-
net be Insured as there will be no uncertainty of loss,
and riske For the zrisk to be an insurable one, the free
quency and severity of such a risk must be completely beyond
the control of the prospective person to be insured. But,
ope finds @ slightly different situation in life insurance
as death is ome of the events that is certain to happen
but the truth of the situstion iz that life insurance "still
invoives fortuitous events ss it is the timing of death that
is beyond the control of the person effecting the policy“548
An interesting point that one notlces with 1life policles, is
that most of these policles provide adequate cover against
the risk of suicide, The argument that has been put forward
in defence of this sltuation is that "... there is usually a
limitation period, coften one year, after the commencement of
the contract, during which suicide is excluded. This is
intended to frustrate the deliberate arranging of an insurance

policy when suicide is contemplated."49

Also an insurable risk mist be pure in nature and it
must not be a speculative risks. Furthermore; particular risks

are normally insurable risks provided they meet the other
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criterla of insurable risks enumeratede On the other hand,
the same situation does not apply to fundamenkal risks,
'Whila some fundamental risks can be insured, other cannot
bg insured, an example is the sitanderd exclusicn of war

risks From all modern insuraence contracte

Another charsciecdistic of insurable riek is that the
risk to b insured must not be against public poiicy; in
other wordsy, while it is possible to insure losses arising
from a motor accidenk, it is totally unacceptable and incone
sistent with public policy to insure against fines imposed
on an offending motoprist by the police or courts, this is
because the fine imposed on such a person is wmeant to pend-

lize hite

BASIC PRINCEIPLES OF MOUSKRN INSURANCE

In this section, we shall attempt an explanation of
the principles on which modern insurance business is based,
but we shall neot contern ourselves with the technical details
of these pginciples. The principles ﬁo be exanined sre

insurable“ihterast, utmost good-ifaith, and indemnitys.

The existence of insurable interest is an ecsmential
ingredient of any insurance contract and it hag been defined
85 "sas the legal right to insure erising out of & financial
relationship, recognized at law between the insured and the

subjectenatber of insurancei“sa The subjectematter of insue



18

rance Yoan be any form of property or an event that may
result in a logs of a legal right or creation of a legal
11abilitya”51 Put ina more simpler form, insurable interest
means that ** a perscon who wants to purchase an insurance
sarvice must gtand to benefit from the existence of the life
or property Go be lnsured and stand to suffer some pecuniary
loss by its deatxuation.“Ez Pour sssential features have
heen identified with the principle of insurable interest and

thess ardgs

(a) there must be sowe property, rights; interest,
1ife, iinb ox potential 1iabllity capable of
being insureds;

(k) such property, rights, interest, etc,
must e the subject-matter of insurancej

(¢) the insured must stand in a relatlonship with
the subject-matter of insurance whereby he
benefits from iks safely, wellbeing or frecdon
From liability and would be prejudiced by its
damage opr the oxisgtence of liabilityj

{d) the relationship between thaz insured and the

subject~natter of insursnce must be recoanized
at lauwg~3

Anctheyr important principle of modern insurance that
will be briefly explained here is the principle of utmost
gcnd'faithg Before moving further, it is importent fo

mention herg that lnsurance contracts are quite different
from ordinary commercial and noneinsurance contracts. In
the latter case, the operative doctrine is that of caveat
emptory i.ee the buyer should beware, this is because each
party to the contract can exawmine the item Lo be purchased
or gervice to be rendered thoroughly before agreeing to be

a party to the contract, it is not necessary for each party
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o disclose information rmquested,54 But with an insurance
contract, the situatlon is the reverse; le.c. the coperative ..
doctrine is thak of uberrine fides or utmost good faitha

Simply defined

utmost good £3lth e.4s means that ecach party

to & propused contract is legally obliged

tc reveal to the other, all information

(naterisl fact) which would influence

the otherts decision to enter the contract,
" vhether such information is requeshed or

not 28

#

In the above quotation, the phrase — material Fact has been

‘Qefined as Pa fact thet would influches the mind of & prudent
) rye 4 et O A -1 .

ufderveiter in assessing e risks Finally, the duby to

dizclose dogs not rest with the preposer aslone, for it is

1ike a Goublewedgad sword beceuse the duty te disclose all

ralavant information rests on both the insurer and the pro-

poaseta

At this juncture, we chell examine the principle of
indemnity and Llis corrollarics of subrocation and coniribution.
“Indemniﬁy,‘for thé: purpese of insurance contracts, could be
locked upeﬁ as exact financial compensstion sufficient to
place the insured in the some financisl position after a loss,
ac he enjeyed immedleotoly before it occurxed."sv An interesting
point Lo note hers isthat the principle of indemnity applies
te #11 insursnce contracks axcapt 1ife assurance and personal

sccident insurances The reascn for this 1s that a person's
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1ife or limb cannot be measured monetarilys Thus, cavtion
is greatly ekerxcised when the coptract 1is offected in life
and perscnal ingurences Furthermsre in ®*1ife assuvrance the
amount by which é peraon nay be insured is limited by his
cwin abiility te meol premiums. In personal acéident pelie
clew ﬂifarmug weekly bonefliks, 14 ig limiﬁed to an emount
thab will nat provzdeayan unreasonably high benefié in rela-

Hion to a personts nozmol emrnings."%

X &avliexlmantionedg the principle of subregation and
contribution are coroilarvies Lo the princlple of indesnlty,
thug, oug discussion on the latter will be incomplete without
bylef explénation of thess corollaries. ®TSubrogation is
the right of cne peraen, having indemnified another under a
legel obligstien two do g, to Etend in the place of thet
other, whather slready snforeced o not.”sg Svbregation
oprrates in s very simple way because eny profit the insured
might make from an insured ovent Ls recouped by the insurer
who has wiroady idemnified the lnsured. It iz important to
ttate herey ﬁhé‘ it 1e not thet the "insured cannot recover
from o sourte in addition to his own insurers; what is being
said As that, should ho aucéaed ;ﬁ S0 dmingg\ﬁhe money h&
aaqpalras is nol his but L2 held in trust for his insurer who

has already provided an indemni’ny.,“sg

Cn the otherhand, “contribution is the right of an
insurer to gall upon others similarly but nck necessarily
equally lizhle to the same insured to share the cost of an

indemnlity pmymgata"ﬁi Fucthermnorey Mess if an insurer has
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paid a full indemnity it can recoup en equitable proportion
from the otherxr insurers of the risk¢"52 Finally, "if a

full indemnity hag not been pald, then the insured will wish
to claim from other{s) also to receive an indemnity, and

the principle +++ enables the total claim to be shared in

a falr mann@r,“sa

Cconclusivelyy it is hoped that the above discussion
have ralsed the level of ocur understanding of the concepts
mentioneds This exércise is viewed necessary because it
will help in reducing complications that the readexr may be

faced with @8 the work progresses.
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CHAPTER TWO

NATURE. AND PRACTICE OF INSURANCE IN THE
PRE<COLONIAL DOMESTIC ECONCMY OF NIGERIA

This chapter intends to discuss the nature of insurance
in traditional societles in Nigerias A modern dictionary
definition of insurance describes it as *undertaking by a
society, or the state to provide safeqguard against 108s ses
in return for regular payments".1 A technical definitiom
of insurance is that it is "4.: a means whereby group of
people facing similar risks can club together for protecs
tion against certain financial 1085&5"52 But these defini-
tions can hardly be accepted as workable within the Nigesan

_ .. traditional settings: Thus,; for the purpose of this
chapter, insurance shall be taken to mean the realisation
within an individual of the need to provide against the
occurrence of future less through traditional insurance

organisationsg

The period of study in this chapter will be limited
to the pre~tolonial peried and in an attempt to establish

a ¢ase for our toplec, examples will be drawn from among

. the Yoruba, the Igbo and Hausa communities of Nigerias

'Also, examples will be drawn from Britain and other
countries alike to strengthen the base of our discussion.
Purthermore, the study will cover a discussion on the
approaches normally adopted to study the pre~colonial domese

ticieconomies of African sodietieso
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AEPROSCHES P, AHE STUDY OF ORE«COLONIAL DOMESTIC BECONOMIES

To undersksnd the pre-colonial domestie economy of

Higéria betbery it becomes imparakive to examine and explain

SOME Consepts hh@t are geporglly associated with the prae
golonial dameaﬁia sconomies of Wesh African societicse

Pirst, somG SCOnOMmic aanthropologists, econonic historians
rural an&iﬁiagi stes, and aconcadsts have tagged the piee
colonial domestic ssonomy of Nigésia a tprimitive adonomy*,
while others have tagged it a 'peasant sCenomyts For the
purpcess of simplicity and better understanding, the author

ef this study has Chosaih the latter description {ises peasant

ecopony) hecouse 1t best sults ouy purposze &5 will be seen

s

in the explénation given balowe

A widely acecepted definition of the concept of a

) i
Vpeasant seonomy* is that

i

o forzont yafer te 8 scciowsconomic
u é’gUYy« Tt descilboes & Soulo-ecuncmle
system of swallescale producers with a
relatively aimpla, non-industrial
techneiogys it implies that 1t has ite
cer pacticular locel charactery, partly
because of dnteicate communicy lobese
relationships and partly becausey in
goonciiLe and social affadrs, it both
centribevtes to and drave upen a town
in tradey culiural exchange and
genaral Ldeclogy.”

4 )
Some works  on the nature of the pre-colenial domestic

sconomy ©f Nigeria heve revealed that the economy was to

-

a large extent a ?pessant sconomyt, It must be stated here
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that the concent of the ¥peasant economy® was zdopted

because it ®e.ee chphasizes that the range of data is wider
than the'primitivet to lnclude monetary economic ayahemsaq.“s
This paper will not claborate on the charaatariﬁticse of &
&fp@aaant economyts It is just enough here, to assert that

the pre-=colonial domestic economy of Nigeria was essentially

a Ypessant sconomyts

In the study of pre~colonial domestic economy, three
approaches have emerged and this has resulied in a contrde
versy between the proponents of esch theory. fThe classical
approsach vhich was developed and used by scholars like
Rac@?hurnawala7 and Wa Be armstronga involved the astrict
application of the general theorles of economics to the
study of Africa's pre-colonial domestic economys They
however “ase recognlsed the need for further analysis and
a new approsch ko sore basic prablams"ag in wiew Of this
development, a new school of thought known as the Ysubstaiie
tivists? eomerged with & new apprcach to the study of Africals
prescolenial domestic eccnomys

-~
Ge ﬁaltcn;‘g Ky Polanyl and Gs¢ Me Aransbergii

who are expow
nents of this school argue “ses that traditional exchange
was conducted according to the principles of reciproclty and
fedistribu%ien"aiz This sinply means that ™.e.s exchange
batween individuals or house-holds yeflected social or

political patterns, not the play of market farces..."ig



30

Purthermore, anothesr school of thought known as the

neo=classical theorlsts or the formalists led by RaFirﬁh14

and W.OQJanesng heileves that Africa's economic past should
Bé studied with a "see solective applicabllity of testern
gconomic theory".16 In essence this school of thought
believes, and has argued that Africa's economic past should
be studied by a cowhination of economic theories and develow
ping new terminologies to £ill the gaps which established
economlic theories ecannet adequately explaines Thus, it can
be said that this chool of thought represents a melting

pot of both the clasgical end substantivisis schools.
Hewever, the debate novw Scems to be all over without total

victory for any of the schoolss and in the words of a

renbwned scholare

" ses economic theory developed with
rziprence to Western examples alone
is too narrow, whlle the se. tendency
to sccentuate the differences in
huran behaviour at the expense of \
common elements geems to deny the b
poasibility of an economic sciencesi? ~

on the ahove conclusion ﬁherefore, this paper will not
léan exclusiVei§ on any of the theeries as pd;tulated by
the different schools of thouéhta, 211 that will be done
here is to present or advance enough pvidence to show and
prove tgaﬁﬂconﬁrary to populer belief, insurance was practie

gad in Nigerisa during the pre-colonial periods However, it
is important to wention here, that befcre the development
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“of medern insurance practices in the Western world, the
various societies had their own methods of providing
against the aﬂéurrences of eny leosg, these were manifested
in the existence of the Burisl societies, Slate Clubs and
Friendly Societies; te mentlion but a few in presindustrial
Britain and Germany. Thus, sach snciefy had its own
pattern of development and also had varlous institutions
that catered for the needs of the socieby at any given

point in tinee

INSURANCE DPRACTICE IN THE PRE~COLONIAL DOMESTILC EOONGMY
OF NIGERIA ' '

it is ho longer contested that Nigerlans have tradie
Ctional systems of providing against sny occurrence of loss
that might befall any member of a group or a community
therehy ensuring continuity in en individualts economic and
sogial endeavours. Ever before the introduction of modern
insurance in 1962,18 among the vaxlous compunities in
Nigeria, lkinship r@lmtioné provided the basis for protection
against logses, but the mode of practice differed from one
community te antthers gGenerally, however, most of the tradie
tionel insurance ovgandsations opereted as credii snd social

security crganisstionse

Arcng the Apolelje of Okitipupa Divislon of Cnde State
in Nigeria, theve existed (and still exists) the concept of
nutuael help and this was execubted through an organisation

known ac the Qtus “The Obus were companies formed by the
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mutual consent of youhg people for apy purpose -a."is

The organisation was normally headed by somebedy desigs
nated as the Qbori-gtu or head of the asscclations  Meme
Lars mete regulsy conthibutions in cash or kind to the
coffers of thé§g§& in snticipatien of the tine when they
would peed dhe Qbu's financial suppork For marriage,
funeral end child nawing ceremonies. Such sunport would
alsc bg given to a willing uwember who bullds a house or
takes a bikles Thus, Lt will not be wropg to say that the
primary responsibility of the verious Ot was o see to the
welfore of every merber and where necessary the community

20

an 8 wWholea In esmsente, the probler of an individual was

reganded as a problem for all the Oty wembers and any emere

gency financial needs of & member were totally teken care of

by the QOtu.

Eurﬁhermcra, among the Yorubd, there existed various
srganisations btbst performed similar roles as that of the
ﬁﬁﬁ and c¢mn be gonpared to the roles of s medern lnsurance
conpanys FPor eranple,  the g&gég'sodi&ty served as 8
general insuray21 for members of the socletys, This sotiety
encouraged savings for the futuga and in most cases, this
institution recadily provided financlal suppurk to eny wember
of the aéci@ty who unfortunately experlenced & loss and was
in aeed of monay ﬁa settle urgent and or pressing problemse

A& an expert has described the orqanisatione
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The esusiuy is a great convenience to traders,
enabling them to enticipate; by several
months, the saving up of a given amocunt of
capltale Or, a person may have the miafore
tune to lose & father or a mother whose
funeral may require a large amcunt to be
borrovede. Instead of having recourse to
the moneylenders he approaches the 'Qloxie
Ajo¥ {literarilyy the head of the club) and
aske to be allowed to be the next to take
his share from the poole Unless he has
already been anticipated by one whose claim
is equally or even more urgent, his request
is gﬁ&nﬁ@dgz '

From the above, it is evident that the Psusu society
had & common pool into which every member contributed his
cﬁn agxéad aubéﬁriphion; It 1s important to note here that
vhenever o loan 1s given cut, proper records are kept and a
1ittle sum is charged as interests Thus, it becomes clearer
that what was being practised in pre«colonial Yorubaland can
be sald to be a system of insurance in its own way for the
rf911GWiﬁg rezsons; there existed a common pool inte which
avery member contributed a fixed sum of money sither on a
daily, weeklyy or monthly basls; interests were charged for
eny ioan tsken by members; the savings were for o definite
period lesting between three months and one year during
which no disbursement was made to mambers,za All these
characteristics compare favourably with medern insurance
prattice where premium524 are pald on & regular basis to a
COMmMOon p@@lg interests are charged on policywslcans or where
in the case of endownment policies no payment is made until

the end of the agreed term stated on the policyaas
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Furthermore, both the Esusy society and modern insurance
compenies dealing in 1i1fe business have a common objective of
ehcouraging and promoting the habit of savings amongst their
memberss Above all, wember of the ELsusu soclety and a modern
pplicy holder sre £ully assured of protection and ready finane
cial assistance whenever & loss 15 experienceds Howevery; one
najor difference between the two systems is that while the
Esuzu society caters for every gehuine purpsse for which money
is urgently required a modern-day policy holder has to buy
several policies from an insurance company before he can be
sssured of the same level of protection which an Esusu society

member enjoyss

What 1o more, whereas the paol of a méﬂarn insurence
company is composed of funds genorated from 1ife and nonelife
husiness i.e. general business, the pool of a“ E§¥§E society
is made up of subscriptions generated for 21l purposes as was
nentioned akoves; thus drawing a clear line of demarcation
between modern insurance practice and the mode of practice
during the pree-colonizl periced in Nigeries Also; the various
organisations wersz not free to invest the funds raised as a
nodern insurance company is permitted to do, they only kept
the money collected in trust for their ownerse AlSo,; the prew

colonial or €Eaditienal ;n@uraﬁca organisations dld not pay
interestion the accumulated subscriptions of a member, and

thers wasg no Speaialized underwriterzﬁ and specialised instis

tutions in pre-colonial Nigerias: Certainly, there exist other
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differenceg and these will be discussed latery

Gther major mukusl help associations among the Yoruba
included the Arg and Hunters® Guild = ngu Odes The Arc
was a specialiged associaticn just &s the huntexs' guild
wasy and it was nade up “ewse ©f thoéé angaguﬁ iﬁxﬁ@fi301*
tupe for lending to individual menbers un@ wollegtive help
of the remainlng mambera"-27 The importance of thxﬁwaasociaﬁ
tlon can be aeen from the feck that it aomplamented-tﬁe Finanw
cial assistance which a kin gxoﬁp provided in tines of lose
to a memver who hitherto without the exzistence of such agsow
ciations would have found it Aifficult to star: off immedia-
tely after tha a&currence of a losss On the other hand, the
objects of the bunﬁaxa! guild included P4es the regulation of
matters of professional interest to the members, mutual help,
the teking of disciplinary measures agalnst members who had

vicoleted profsssional and fraternal abligatiwnsﬁﬁ*“aa

At this juncturs, one would not be wreng to assert that
the nature of insurance in Nigeria during the pre-colonial
ard was 8imilax ko what obtained in préeindustxial Eurnée»

In Britain, for example,; before wodern insuxascﬁ pvolved peos

ple came together to form a club and this was known s the

»

Slste Club. The primery aim of the cluh was to €0llett Yogn

small wea?ly contributions of poney usually saved until

P

3

Christmas, when the total is distributed to members, 29

Furthermoge, -the popular English guilds were reporied to have
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arisen out of family ideals for mutual assistances The
‘situation was alsc the same in Cermanye AS a chronicler
of the BEnglish guilds had rightly pointed cut "they

{isece the qullds) seem on the whole to have been Friendly
Assoclations mede for mutual aid and contribution to the
pecuniary exigencies which were perpetually arising from
buriale, legal enactions, penal mulcts, and other payments

and compensatians-"sg

To further emphaslize the point being made here, another
exanple can be taken from the prectice of mutual life assue
rance during the Roman periode. In anclient Rome, there existed
burial sccleties that not only helped in the burial of dead
menbers bub 2lso pald "see a sunm of money to the relations
of the deceased a.."ai Also, there were friendly sccieties,
called collegia, these societies helped their members in
times of distress, such as sickness or unemployment. “In
the Middle Agas the Crafts Guilds organised funds for thelr
fellow craftemen if they were 11l or they were too old to
work.“sz Furthermore, the garly traders of Babylon, Greece,

ané'Phoenecia had evolved a system that later became known

a3

worldewide as the contract of bottémry- The practice of
bottomry by the Romans around or about 300 BeCe, marked the
final evolution of the pfactice of the system because the
Romans introduced lasting changes into the system and this
has made some writers argue that the principles embodied in

the bottomry bond were similar to those of modern insurance

principles as we understand them todaye
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From the explanation and examples cited sc far, one
can clearly see thit.these early modes of insurance practice
provided the basis upon which modern insurance principles and
practice wére‘built. Thus, one would net be wreng to say at
thisupcinﬁ th@t without the early ideas as explained above,
it would have been difficult £or the propounders of modern
insurance to have thelr ldeas accepted by the geherality of
the peo@laa There will be nothing more appropriate here than
to conclude this paragraph by saying thatj although, it has
been generally agreed that the existence of modern insurance
in the ancient world is doubtful, yet "ses there is good and
substantiel evidence of the use of othef forms of contract
that in their essence and content resemble insux-ance".B4
Finally, these contracts "ees eventuslly formed the tradition
and groundwark on which rose the super=structure of tﬁe

. ' a5
(medern) insurence system.®

Moving a step forward in our discussion of the nature
of insugance in pre-coloﬁialiwigaria, the mode of practice
among the Igbo of Southe-eastern Nigerla will now be examineds
Amoﬁg the Igbo, there existed many social and economlc asste
ciations which included kingroups in thelr membership but
their eﬁaratiens are not based on the kinship principles
Instead; the operations cf!%hese associations Yass are based
on the principle of contract or agrecment: The life of such

associstions is terminable at a specified time in the future
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(and) the reciprocal rights and obligations of members are
limited to those in the agreement".BG Furthermore, the‘
membershin of such assoclatlons "ees is open te all qualified
persons, the oriterion of "quallfication" being the potene
tlal ability of a prospective mewber to bear the burden of
the agreameqt“o37 It is asgainst this background that the
traditional insurance organisations in Igboland are going
to be examined. However, from the above explenations there
is @ clear difference between the mode of practice in Yoruw
baland and in Igbo compunities. While among the Yoruba
communities, there was no written or formal agreement, the
Igbe had written agreements and contract terms; what is
more, stiff penalties were usually meted out to any menber

or party who defaulted.

The traditional insurance orgeniscstions among the Igbo

have varlcus names such ag the "Conitribution Club", the

Ogbo, Isusu and Mitiri. Generally, these orgenisations are
expected o provide ®a.e ready cash tothe trader, to the
persen who mast take a title or pay bride wealth, to the
debt@:awhm must pay his creditor, and to & father who must
pay his childfeﬁ's school feea".BB According to Shirley
Ardener who had worked extensively con the Cgbo system among
the Mbalse Igbo, the group was controlled by seven headmen

called Ndi ishi COgbo who were vested with the power to collect

subscriptions Fpom members who subscribed through them and in

cage of defauvliy the family head would make up for it and
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reclaim from the defaulters afterwards. It is worth-
mentioning here that the heasdman was the only person

. enpowered to dictate the takewout procedure; this privie
lege, he normally exploited in favour of regular subscrie

o : "
bersig In cases of serious defaults,

aas B contributor ..o ran the risk of losing
all the payments he had hitherto mades IF
he had claimed his takeout share, he and/or
his guarantors were held responsible for the
unpaid ccntributicn.40
The above sltuaticn can be conmpared to whet cobtains in
modern insurance practice where a default in the payment of

premiumz in some policies automatically rzenders the policy

null and volid and of no effects

Howaver, & common critiéism of the Qgbo system desw
cribed above 1s thet the system ".ee places too much power
in the hands of a few headmen (as) their privilege of
nominating for tekee-outs by centributors under them is often
abuﬁed“.41 To find a soluticn to this problemy, a new system
was evolveds The new system of contribution was ".es based
cn the principle of direct regiﬁﬁration and individual rege
poneibility to tﬁe club";42 Aside from this imnovation,
every other aspect of the “Contribution Club" was retained
and more often than not, the new ¢lubs organised on the
above principles were normally organised by teachers,

. : : 43
traders, tallorsy etc.



40

At this Juncture one can safely say that like modern
life assurance companies, Mese Contribution Clubs serve
many functions in Igboland, one of which is the encouragee
ment of thrift“'éé Furthermore, the various "see a@sSsociae
tions serve as mutual insurance sccieties, enabling the
sociélly ambitious tc invest the saviﬁgs he accuymulated in
his youth While guaranteelng him continued economic support
and prestige during his old age“.és Cconclusively, one can
say that “ase even today, these asscciations have not oute
lived their usgefulness, nor have they lost thelr appeal to

4
the people', 6

In Northern Nigeria, the situstion was guite different
in thet families and trade group do come together to help
themselves in'times of'danger and kinship ties weré regarded
as being very important but they had no instituticnalised
organisations as was the c¢ase in the Yorube and Igbho communile
tiess To further substantiate the point being made here,
Forde and Scotl asserted that “eee non=interest bearing loans

. NPy
took place only from wife to husband or between ciose kin®.

This situation can be attributed to the fact that charging
interest on loans is against the tenets of Islam, the predow

minant religion in this srea.

Aside from the institutlions discussed above, cother instie
tutiong that also served as mutual Insurance orgenisations in

prewcolonial Nigeria included the extended family unit, the
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age-qgrade assoclations and the clan unions. The extended
family unit scheme allowed any member of the Ffamily who is
financially ﬁandicappad to be assisted by all members of the
famlly and in ektreme casesy the entire clan ié éalled upen
to help any needy members. Thus, the system guaranteed the
survival efrany individual ‘because the problem of one was
regarded as the problem of alle aAlthough there wWas no regue-
larised form of premium cantrihufien, "..;Ja kind of tax or
free donati&n by each member, depending on the megzns and
ability to contribute..."§8 wa§‘used to meet the need of an

individuale s

The sxtended family scheme was adverselylaffacted by
the introduction of modern technology éud life style to Nigema
7, which has resulted in raplid changes of the country's
saciowacononic structures ©On the whole, members of the
hitherto c¢leosely knitted family ;nits began to driftlapart
in different directions in search of whiﬁé coilar jubs, '
western education and bétter soéiél amenities that were not
present in their various villagess Commenting on the useful-
ness of the extended family system, As G. Hopkins argues
that Y,ee far from beinga drag on development, it often préw
vided tne funds which enabled enterprising individuals and
groups to 1auncﬁ new undertakings, and it offered them &

e s . ca e B9
refuge if thelr venture failed".
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In this regerd, a good example can be drawn from
the Igbho community where a great concern 1s expressed for
the futurey; although thie is not fo suggest that concern

for the future was not expressed in other conmipities in

»

Nigeria, Among the Igbo, the extended family system is

symbeolized by a big compound which

ses consists of 2 number of econcmically
independent households each with a man or

a woman as the houscholders 411 the
householders and thelr dependents recognize
the suthority of the compound head (who)
sos in effect esess 15 a shield of protege
tion and the wall oy fence surrounding his
compound is his group's castle.50

With this gsebting, it is not unusual for one to disgover
‘eagerness and willingness on the part of everybody to help

a needy blood brother, close or distant relatlions.

This ftradition of mutuel help is alsc demenstrated by

the Igbo in distporae. For exanple Me Jo Herskoviis dese

cribed the sctivities of the Igbo slaves in Haltl thus

ews thelr strong communal and tribal ties
made it advantaegeous for those who oWaed -
them (Le2. Ighbo slaves) to obtain nore &f
themy since nevwcomers were accorded help,
care and Instructions by these who had
preceded themedl

rReaffirming the above point; V. Ce Uchendu commented thusg

theiy (le.e. Igbol} willingness to help less
fortunate get adjusted to new situations
iz not a recent development. Even in the
slave plantations of the new world, Igbo
slaves helped their newly arrived country-
men to adjust themselvesed2
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Thus, one can see that despite its shortcomings, the
extended family system provided a strong and reliable social

and financial base for the whole members of the familye.

Like the extended family system, the various age-grade
associations that had been in existence (and are still in
existence) before the introduction of modern insurance to
Nigeria served as another channel through which the survival
of an individgal was guarénteed when a mishap is experienced.
The questi¢n now is, how did the various age-grade assccia—-
tions mobilige funds to help needy members? To raise funds,
each member was expected to pay a fixed amount of monthly dues
at eacﬁ Qeating and in some cases, members taxed themselves,
out of which a member‘s’need could be met., Thus, if mis=
fortune befeli any member wno could not meet the financial
demands as the situation dictated, he could easily and readily

fall back on his'age—grade assoclation for assistances

It-is important to point ou£ here that today the age=-
grade associatlons are recording a reasonable level of success
in their activities because the members always believe that
it is the primary function, aside from others, of the associa-
tions teo always help a needy member;"Thus, in the Igbo commu-
nityy "eee the ideal behavicur expected among age mates may be
characteriged as “brotherliness" - that is, brotherliness as
defined by mutual trust, help, loyalty and affection.'iS3 Also

among the Tiv communities in Benue State of Nigeria, ".e. most
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Tiv, especially young men, define age-sets (Kwagh)

see primarily in terms of eee mutual aid."54 Furthermore,
“ees a5 a man gets older, the span of the linesge within
which he recognizes age~mnates increases, but the primary
functiocn of the age-set changes from mutual ald ees to

4, » 55
sutual protaction.”

The various clan unions were (and still remain)'orggb

nisations for providing a member with financial assistance
in times of difficultys. At the regular monthly neetings of
such unions, each member pays a regular due and like the ages
grade apsocliations, a special levy or tax is imposed on every
member to ralse encugh funds to meet the need of any, member
who deserves to be assisted £i1 nanclallys To buttreés this
point, Chief O.0sOmoraga comments that the agewgrade assoCilae
tlons and the various ¢lan unions undertook to bear the
inanclui burden on behalf of their mewbers in spcc1dl cases

such @s funerals, schooling, marrlage, to meénticen but a e Pl

IMPACT OF TRALDITIONAL IHSURANCE ON THE FRE«COLONIAL
DOMESTIC SCCHNOMY

A major problem in the sb xdy of the pre-colonial eccnomic

history of Africa is the lack of auequate statistical datae

iJ-

thic obmervatlien is very taue of the present study especially
that of the contributions oi the traditicnal insurance schemes
to the development ©f the pre~cdlonial Nigerian conmunitiess

Nonethelass, from the discussion above, and the fieldwork

56
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carried out by the present researcher, it becomnes clear

that the schemes actually helped in uplifting the social

and econpmié life of the pecple. For instance we discoe
verad during our investigation that most of the organisaw-
tions represented institutions which pecople easily and confie
dently fell back on for a guaranteed financial support.

In other cases, the existence of traditional insurance
schemes enabled persons to save for the future, thus,

helping to e¢nsure prosperity for those concerned in the

shorterun, and security in the long-~run.

Again, the specialized traditional insurance organisae
tiong such as the Aro and the Eqgbe Qde in the Yoruba comnngs
nity provided relief for their members who suffered economic
losses in their business ventures. Furthermore, it is & |
well known fact that some of the traditional insurance
organlisations helped in the educational advancement of their
communi ties by enccouraging Lheir indigenes to acquire western
educations 7This step contributed in no small measure to the
production of the first set of educated Nigerians who worked
as junior clerks in the various foreign compenias that were
operating in the country during the pericd under reviews
It is important to mention that proper and accurate records
were kKept by these institutions who employed the use of
simple method of counting in which contributions by each

individual arc marked by single strcokes in an exercise book
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or ledgere Also, it is an obvious fact that the practice

of traditional insurance in pre~colonizl Nigeria led to the
emergence of a specialized crop of Individuals who became
very knowledgeable in the conduct of society affairs;yfinan~

¥

clal regulsticns, znd credlt controle

At this junciture, it can be sald that the early tradi=
ienal insurance corganicsations, aliowed a reascnable spread
of righs incurred by an individual in the commumnitye Further-
more 1L can bho argued that the existence of traditlonal mede
of practising insuvance formed the basis upon which Nigeriasns
were able to accommedats the wedern form of insurance when

it was eventually introduced into the country. Although,
most of the institutions aiscussed above had other social
functions to perforn, yet they remained a means of ensuring
ready finencial assistance to peosple whe unfortunately
experienced a 1038. Comménting cn the usefulness of the
traditional insurance ong soclal institutions, Chief Fele
ITkanoba said "the importance of these insitutions can be
gegen frem the ready finenclel assistance one obtains from

. g 57
such bodics in times of need%, Also Fa A. Cdior,

tutions apgeals

| 2ad

ohserves that the traditional insurance inst

mwore to some people especially the dore celderly ones because

b s s e : 58
¢f the simple method of keeping rocords ancd documentsSe

s

It is vorth mentioning here that both the traditicnal and

pe

modern practice of insurance rely heavily on the operation of

trust and utmost geod fxith, thoese esseontial elenments, no doubt,
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highly contributed to the success and continued existence

of the iwo modes of insurance practices

The viability, strength, and efficacy of the tradie
tionel mode of insurasnce practice in pre~colonial Nigerié'
is demonstrated in the continued existence of the above
mentioned m:ganisations in presenteday Nigeris still serving
the purpose which they have been ssrving since the pre=
colonial pericde All sald and done, One can comfortably
assert that insurance practice existed in Nigeria during
the period under ceonsiderxation and to say that insurance
was not Q;écciaed,;n.pre-colonial Nigeria, is to deny
Nigeria of her rich and dynamic economic and scciowcultural

pasts
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CHAPTER THREE

EMERGENCE OF MODERN INSURANCE BUSINESS INTO THE
NIGERIAN MARKET 1902 = 1989

Our discussion in the last chapter established the
fact that before modern insurance was introduced into
Nigeriey MNigerians had thelr cwn system of providing against
future ocourrence of risks. However, it must be emphasised
that both the traditional and the Western insurance systoms
have remained together to meet the needs of helr different

target populations

one of the reasons why modern lnsurance practice evolved
in the Western World was due to the ipcrease in the number of
aceanagmiﬁg,vessals that were engaged in transporting goods
from Eurépéuto other continentse. These vessels were exposed
to various hazerds on sea and ab port, this made it becawme

neceossary to evolve a systenr of compensating victims of such
‘hazard&-?’ Modern insurance was iﬂtﬁoduced into Nigeria
early in the 19903,2 That was ¢ periced of increased commere
cial aééivities between Burope and West Africa in textiles,
agricultural raw materigls and some other merchandise goo€s~
The turnover of ships travelling fyrom Britain in particular
to West Africa had grown rapidly with the introduction of
the steamship since the 1850s, relisble statistics have
shown that between 1863 and 1900 a total of 526 vesasels
berthed at the Lagos port with a total tonnage of 531,874

for the sawpe peried.s Bith this, it became necessary to
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l
ingure the goods aﬁd the vegselsy consequently, the
H p

British merchants who were already used to the principles
\

and practice of modern insurance insured their ships end

cargoe in the London insurance markets The practice was

later carried to Nigeriae

With the establishment of various trading posts along
the Nigerian and Hest African sea coast,; the above arrangee
ment soonh proved to be inadequate because of the following |
reasonss First, the length of time required to complete a
single insurance transaction between Lagos and London was
extremely alow.Q Second, and perhaps meore importantly,
avallable conmunicotlons facilities were highly inedequate
and unreliab;ea It was in the foce of these problems that a
structural chenge was introduced into the insursnce market
in Nigeriae

THE EARLY ERA OF FOREIGN COMPANIES DOMINATION OF THE
NIGERIAN MARKET

in 1902, a law firm - Irwing and Bonnar wag appeinted
by the Royal Bxchange Company of London as its agent in
Lagca;s and by 1919, this agency had developed into a full
agency office with a Resident Inspector. These steps were
taken as the London Head Office had rag?ived,“detailed reports
on the ecconomic situatlion and proapectsiof insurance in
kes Vest ATPICH wee DY 1919"¢£ Iin 1921 Lagos became a full

branch office, and remained the only locally established
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insursnce company with an office in Nigeria until 1949.7
This situation should not surprise anyone because while
the post 1914 = 1918 war boom that extended to &bout 1929 -
had positive efiects on, and contributed to the growth and
development of the Britiahvinsurance 1ndustry8 the situation
was not the same in Nigeria, the tempo of insurance business
was generally low and consequently, there was an evident
lack of encoursgement and interest in the insurance businesse
However, this is not te suggest that the general trend and

level of growth of the industry was statice

The Royal Exchange concentrated more on fire insurance
during its carly days in Rigerla, the reason for this being
that Lagos had a sizeable number of ilndustries and expatriate
populationy and also because of the fear of enemy aktack on
vital installaticons during the sccond world war periods
Another reason 18 due to the fact that there were many cases
of fir@ outbreak in Lagos in the 1910s and 19205 because of
poocy urban layouts But investigation has shown that the
level of fire insurance business was gencrally low during
the pericd under consideration and this represents a lack
of rapid developmant in the country's cconomys. The company
extended its services to cover general accldent insurance in
Nigeria when 1% dequired two leading motor insurance speclaw-

lists in London in 1947 and 1918 respectively; these were the
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Car and Ceneral and Motor Union lnsurance companiese. By
1927, the conpany was already raé;iéing an upward sum of
£36,000 in premium income.9 Furthermore, the company "introe
duced a significant innovation in 1937 in ihe form of a West
Afziéan Provident Fund Scheme for local clerks.a a contrie
butory scheme which in the circumstances of the time appeared
béld and iméginative«"ﬁg However, this scheme can be seen

as one of the instruments of coleonial exploitaticn because

it was a wmeans of ensuring very huge profits for the company
and these profite vere finall§ trensferred to the British

market for further investmentse

The entry of new insurance companies inte the Nigerian
market did not begin until 1945 when three companies reglse
| terad thelr presence through the appointment of general
agents who were given power of attorney “to accept risk,
issue policies; adjust and settle clalms and +»e undertake
all insurance transsction on behalf of the overseas princie-
pals;"li A leading Nigerian trader, Sir Mobolaji Bank-Anthony,
was eppointed by the Law Union Insurance Compeny of London to
act as 1ts agent in Nigerime The Norwich Union Flnence Insue
rance soéiety of London appointad the British Bngineering
West African Company € BEVAC) to transact business on its
behalf in Nigeria, while the United African Company {(UAC),
Wwas appo nted by the Horthern Assurance of Londens Other

Porelgn insurance companies that had rerresentatives in Lagos
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as at 1939 included the Pire Insurance Bocleity, Tobacco

Insurance Companys énd Legal and General Assurance Soclety

Limited of Lmndanuag

The above sitvation had two major impact on the early
insurance #cene in Nigeria. First, corporate bodies such
ags the UAC and BEWAC established separate lnsurance departe
ments manned by expatristes, or ln sowmg gases, the psrsonnel
required to man these departments were provided by the prine
cipal insurance aampanieéa '5§ccnd, with the increased numrber
123 inauxanﬁw coppanies in Lagoé after 1949; there arose a
need for nmoyxe agents ko be’apgointed. This led to a situstion
.wherchy the general or major agents appointed subeagents scue
of whlch were accountantis, i&wyers, bank managers, motor
dealers snd many others 2ll over the countrys Despite the
increase in the nutber of agents and the presence of s fuld
branch office of the Royal Exchange Aésuranc& in Nigeriag
the volume of business was stlll smalls This situation
‘clearly shows ﬁhé general attitude of the colonial government,
the insurance compenies, agents and populace to the lnsurance

seckor of the coonchye

As already mantioned zbove, the operations of the Reoyal
Exchange Assurance was threatened after 194% One reassn-?gr
this was that the post 1945 period was that of economic boom

f

in Higerlas As o result there was an increase in produce trade
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batwaeg Nigeria and Britain snd this led to s sharp increase
in the nunber of motor lorries in the country used for
conveying the agricultural produce from the inter&or to the
Bea part;ag Algoy both &he snall produce traders and the
big forsign buying agents normally got monetary advance from
the banks to help them cope with the financial requirements
of thelr trade, but the banks always insisted on the produce
tion of insurance bonds as security for the sdvances before
the meney was released to the traders and buying agants, |
This development no deoubt gradually but steadily led to the
laying of & stronger foundation for the insurance industry
I;a Nigeriae The overall effect of these faoctors was an
upward trend in the volume of businesg written. This encous
raged the variaus head offices of inaurance cempaﬁieﬂ in
London thaﬁ had Bgencies in Lagos to upireade such agencies
intec branch officess Aas a result, the domlnation of the
Nigerian merket py the Royal Exchenge Assurance £or nore

than a quarter ©f & century was brought to an endes

CQmQ&ratiV@ly, although the volume of husiness transacted
locally in the Nigerlan market before and during the second
world war period was swmall, the situation was not the same
with the‘Britisﬁ macrket because it has bDeen eéstablighed
tha£ éaS§ite the rejectlon of cerkain risks &uring tho wary
Itha volume of business transacted increased tremendonsly.i4

‘This is due to the fact that most of the British conpanies

wore eble to come together ko form a commen pool for avcepting
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seiéﬁéad var risks, imposing speelal war clauses and extra

premium on the risk accepted,

»Aﬁ‘thia Jjuncturey it will not be out of place if one
- asks the guestion-what was the state of marine and life
iasuranae businessas in Nigeria before 18882 Por marine
insuranze,; it is true that the number of ships entering
th@’L$QG$‘F@$t35 from Ruropsan couniries during this period
- was on the increase because of the fact that a number of
ship?iﬁg conpsnies operated reqular cargo scrvlces, such
shipping companies included the Blder gem;ste; Lines Limie
tad, the Anerican West afrlcean Line and the Wermen Linie
and Alllied ﬁa@yaniesg In addition, the United Aﬁzican
Compaty Limited operated some ships under chartere Yet,

this did naot neaon an lncrease in the volune of maring insurance

i

business becauge the hull and the cargo were vsually
insgr&@ in their countries of origin, but when e loss is
incurréé angd é cialm is to he paid, such settlemenis, more
often thénfnqt§ Q@re pald from the funds of the Nigerian
office of the principel insurance compenye Thls trend
continued Qnébateé until the Nigerian government made it
compulscery in 4976 for imports to be lasured in Nigeria

befors such gooda are brought inks the countrys

The siktuastion wasg nod different for 1life and other
glagges oOf insuranCe husinesg. One reason atiributable
to this sitiation was that very few Nigerians were enlighw

tened to take advantage of such policies, snd, alsc mest
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_of the agents weré not well developed technically to
handle life insurance businésses. What is wore, the garly
insurance practitioners Yees «ld not consider it worthe
while Lo ansure the life of Nigerianse They concentrated
vhelr attention on expatrlate personnel and their familles,
neglected Nigerian 1ife as beilng too full of risks '.."16
furthernore, the early cropfof practitioners Yeee in
covering accidents, required more stringent conditions for
insurance of Nigerianeownad vehicles and properky. This
large market was thus excluded by definition.“17 This
situation remained for a very long time because the expas
triate imsurara;despite the narrow market which they covered

always realiszed enormous proflts at the end of the trading

years

The pericd 1928 to 1952 witnessed a general and
consgtant increase in the number of commercial vehicles and
private cars that were registered in Nigeria as can be seen

from tha tables belows

PABLE I3 ©  COMBLACIAL VBHICLUS REGISTLRED IN NIGERI
1929 ~ 1939

YEAR RUMBER _3’._2:2&"&?{ NUIBER TEAR NUMBER
1929 2,940 1932 2,718 1935 2,800
1930 3,130 1933 2,855 1937 1,819

1931 24,829 1934 2,562 1939 559
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SCURCEs (i)

19?6,.L5965, Government Printers

{i1) Dlgest of Statistlcs, Vols. 7, Noas 4 (Ccte 1958)
Lagosy Government Printer,

TABLE ITg COMEERCTAL VEHICLES AND PRIVATE CARS REGISTEREBD
IN NIGERLA 1946 ~ 4959

YEAR  COMMe VEHICLES ERIVATE CARS & TARIS
1546 1,413 702
1947 2,746 1,881
1948 1,993 2,199
1949 2, 356 2,112
2580 2,898 2,465
1952 24901 3,457
1952 3,788 3,784
1953 4,159 3,783
1954 84332 4,026
1955 5,830 54398
1956 7,184 6,185
1957 5,554 5,830
1958 75220 74459
1959 64682 9,257

SOURCE: (1) Digest of statistics, vole 8 {Ccts 1959),

{14} Annual asbstract of sStakistics, 1963,

the increase in the nukber of motor vehiecles in

..Nigeria can be attribhuted to the continuous growth of the
produce trade in which many cof Lthe commexcial vehicles were

. used to evecuste ayricultursl pradﬁce. A greater proportion
of these motor vehicles were owned by the UAC begeuse it
introduced a system of hire purchase and vehicle hire service

of big lorries to convey produce gocds such as cocoay cotton,

groundnut ete, from the hinterland to the coast; and as an
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agéﬁ% &f‘aﬂe of the lusurence cempenles all the vehicles
waebe insured as it was part of the colonial gavérnm@nt
regulation that all vehicles must bavinsuﬁed glther compres
hensively or on third party basiss This regulation regree
sented @ wmajor shift in government policy towards the
insurance indusitry from 1945. In that year, the colonisl
government passed the Motor Vehlcle (Third Party Insurance)
ordiﬂanc@ie which introduced colpulsory insurance for sll

notor vebicles,.

Several reasgens can be clited as buing responsible for
this shift in policye. PFirst, the British governﬁent in an
attempt to improve the ecconomic and social conditions of the
citiz@nﬁ of her colonies, passed the Colonial Development
and HWelfare Act of 1945 in thﬁh rules were stipulated and
woney allocsated for the development of each colonys As a
result of this, and because of the economic importance of
Kigeria to the British gaveénm@nt, the colonial government in
Lagos introducsd into Nigeria a fr@sﬁ and‘mcr& revolutionary
econenic policy through the passing of the T@nnﬁaar Hational
bDavelopment Flan 1943 -~ 1955. Under this plany more funds
were made available for investments and development projects
touching on transparﬁgig thus, it was no surprise ithat the
‘above law relating %o motor insurance business was introduced
in Nigerias another reascn that can be cited as being respons
aiblé £y the ghift in government pelicy was that freom the
above éables it can be clearly seen that the nukber of motor

vehicles in Nigeria was constantly on the increase, thus making



it necessary for government to ensure that motor insurers

had a legal framework on which to operate in order %o 52f0

guard their interests and that of the public as a wholee

The sum total is that, these develcopments no deubt helped to
inci&as@ the volume of husiness in this class of insutrance,
as mobor insurance business alone accounted for 70 percent

of the markat sales.ae

However, scme early lnsurance practiticnersgi in
Nigeriz have aegued that insurance of motor vehleles during
the pericd under consideration was cofe and that there were
very feuw private ¢ar322 in.Nigeriao From the discussion
thus féx, we can assert that this aégument‘is not correct.
Howewery if the number of private cars 4n Nigeria was not as
high as that of Britaln during the period under consideration,
it simply refiected theAundérdeVelopm@nt and»peverty of the
ﬁigari&n eacncﬁy and society, bacause only few celite had
gars and they were restricted to Lagos and some of the wajor

towns in the scuthern and northern parts of the counteys

In £fact, some people did not see cars in thelr districts

until the lste 1940,

Ancthedr class of insurance business that atbracted
the acttention of the colonial government during the period
upder congiderstion was workments conpensation. Before the
: . . , 23 h .
Workmen Compansation Ordinance of 194277 was intreoducedy the
government had been under pregsure as ewrly s 1830 through

the activitise of the Intermational Labour Organisation that
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'had aiways agltated for labour to Sa organiseds Thus, as

a first step, the British in February 1%40 enacted thea
Colenial Development And Welfare Ackty This act ¥,.. enpos
wered the ﬁe;retaxy.of State for the Colonies, with the
concurrence of the British Treasury to make schewmes for any
purpose likely to promote the development of the resouxces
of any colony or the welfare of 1lis pecple."24 The first
result iR the labour sector of the economy was experienced
in 1841 whan the colonial government in Lagos appointed a
Labour Officer to oversee the asctivities of emergent labour
unions whose flgure stood at 42 in 2540 with a total membere

-~

ship strength of 4,337 permons-‘s

Thé vear 1945 marked a major turpning point in Nigeriats
labour history. In that year, the economy expericpnced a
general sirike by the Nigerian workers who were protesting
against the exhorbitent cost of living, racial discrimination
and peor working conditions. Slince the question of workment's
compensation cannot be completely izolated from the general
area ©f better working conditions for the Nigerian worker,
the colonial government la 1948 made rules to pro#idg for
batter lmplementation of workmen's compensation measures ag
contained in the Workmen's Compensation Ordinance of 1942,
The netv rules required employers and insurers "gs¢ L0 render
six-ponthly rxeturns giving details of accidents and workmen
injured and the compensation admitted and paid“.26 It is
unfortunate to report that “desplte these rules, the response
of private employers was disappointing, as they failed to

furnish full and regular particulars»“27
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- In its determined effort to intwoduce a comprehensive

legislation An this class of insurance business, the governs
ment pacsced the Workmenfs Compensation Act in 1958428 This
plece of legislation made it compulsery for employers to
insure thelir employees against the sustenance of injury
during working hours. Under the 1938 Act which repealed

the 1942 Wbrkmﬁn's Compensation Ordinance, if a worker is
injured or died in the course of discharging his duties,

the employer must pay corpensatiocn o the injured worker or
dependants of the deceased in accordance with the prxovisions
. of the act; Furthermore, the substentizl damages awarded by
the cou#ts in the liability cases declded persuaded many
potential defendants to take out various types of liability
ingurance cover to protect themselves against the ctcurrence

of such risks in their factories and officea.z9

At this juncture, ons point that cannot be disputed is
that the insursnce market vias c¢ompletely dominated by foreign
companiess This has made'f%legan to descripe the perlod.as
that of ‘traditionai insurance‘sgiin Nigerias This, however,
can ke said to be an inappropriate description because Nigeria
has itz cwn traditicnel system of insurance as was discussed
in chapter two aboves Therefore, the period can be approe
priately described as the era of foreign companies domination

of the ihsurance market in NHigeriaes

The domination of the Wigeriar insurance market by

foreign owned companies was further encouraged by the support
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glven to the companies by the British Government in London
and the colonial government in Lagos. This clearly shows
that the calcnial‘government adopted a 1a1§sez‘ggg£g pelicy
towards the insurance industry in Nigeria; and since econoe
mi¢ link between Nigeria and Britain was very strong and
based more on the centre i.e. Britain, she stood at a great
advantage of resping most of the economic galns from
Nlgerias This.represented a form of economic exploitation
and further gilves credence to the school of thought that
believes that colonieliom in Africa was nothing short of
political domination, social degradation end economic exploie
tations What 15 morey the Colonial Cffice in London gave
mandatory instructions to businessmen who were coming to
Nigerin, to insure only with the insurance companies who
had their origin and head offices in Britaln.

THE RISE OF AFRICAM ENTREPRENEURS AND THE EMERGENCE
QOF PROFESSTONAL INSURANCE BROKERS

with the growth of natiocnalist agitations in Nigeris,
the socio~economic and political atmosphere in Nigeria took
on a new look and ‘the insurance industry'was not exempted
from this wind of change, progress and dev%lopment. First,
when nationalists agitations started, they wasted no time
in calling for egual employment opportunities for &l races
in the country, but like every pronocuncement, it is easler

sald than lmplementeds PFor example, since 1902 when the



68

first insurance agency office was opened in Lagos, Nigerlans
had found it consistently difficultito be employed as junior
‘clerks in the various insurance establishments that sprang
up in the latter years. However, this situation gradually
improved when many indigencus entreprencurs who had emerged
during the years preceeding the attainment of political
independence ventured into insurance business and the Ffirst
in the series was the African Insurance Company incorporated

in 1950°% by K. 0. Mbadiwe.

Two other wholly indigenous companies were incorporated
in Nigeria to transact insurence business in 195132_and
195233 respectively. These were the Nigerian General Insurance
Company that was incorporated by the defunct Western Regional
Government of Migeria, and the Lion of Africa Insurance

Company which was a joint-venture between some Nigerians,
foreigners and the Nigerian Colconial Government; In 1958¢3g
two éther joint venture insurance companies - the Guinea
Insurance, and the West African Provincial Insurance Companies
were launched into the Nigerxrian market. All these Were in
direct response to nationalist agitations. What is more,
these iInsurance establishments certainly gave Nigerians the
much needed opportunity to be employed as middle management

pecrsonnel, and they alsc afforded many junlor workers the

opportunity to be trained on the job and subssquently got

promoted to positions of responsiblities.” “A general charac—
teristic of the joint-venture businesses was that the expa-

triates always held the controlling shares, thus giving them
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.. the opportunity of holding the senior key management
pesitions and directing the affairs of the companies to

thelr own advantages

The next important stage in the development of the
local insurance market was the emergence of professional
insurance brokerse The insuresnce broker is a necessary
complement . to the insurance company because of the following
reasonsy first, the insurance broker professes to be an
expert in insurancej this places the filrm in a position of
offering professional advice and help in arranging insurance
covers on behalf of his cllientss Second, the insurance
broker 1s required to obtein the best terms possible for
his client and as a professional, he can be sued by his
client 1f there ig sufficient proof that his advice Qas

35

faultye Finally, he must be fair minded and ensure equity

between both partles to the contracts

From 1953, brokerage firms indlgenous and expatriate
began to do business in Nigeria. In that year, a brokerage
firm Dyson and Diket (Insurance Brokers) wilth Nigerian
interests had appeared in the market; the Nigeriam partner
was Sonny Odogwue The company later became the aAfrican
Underwriters and this change can be attributed to the nationae
list agitation of that times It is now known as African
Insurance Brokers Limited.36 The £irst full expatriate broke=

rage f£irm was Ce Te Bowring and Company which was established
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in 1955@37 When it arrived in Nigerla, it had elready
negotiated from London to handle the insurance accounts

of Costalny a Clvil and Building Bngineering firm that had
its head office ln Londoh and & subﬁidiary office in
Lagosgza Ho secner it settled down to business in Nigerian
than it wes appolnted to overhaul the insyrance policlies

of the Nigerlan Ports Authority and make nacassary recommefne
detions to improve thamqgg Other government parastatals
appointed it as thelir lnsurance brokerse Thus, this brokee
rage firm enjgyed large and wide patronsge in the insurence
market alt the expénse of thelr indigencus counterpariss
Also, in 1957,&0 Glanvill Enthoven, & brokerage outfit with
50. percent Nigerian participation was lounched inte the
markaets The follé@img year, & wﬁoliy indigenous brokecrage
fiem Tw e Bralthweite {xﬁsuzance Brokersg) and Company was

egtablished and for a very long period competed with the

foreign and jointeventure firms for business.

Like any new venture, and due to lack of expertise on
thelr part, the indigenous brokers had to depend on trial
and error during their initlisl years in the markets They
had difficuliies in coping with market demands and with the
stiff competition from the foreign brokers who were alseo
opersting in ithe Nigerlan markets They operatéed from 3 weak
position because only a omall

proportion of the insuring public patroniszed thelr servicess
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However, this trend was reversed when the country attasined
political independence as the insurence accounts of governs
ment parastatals thet were formerly handled by forelan brokee
rage flrms wera on the orders of Pederal Government bransSe

farred to the indigenous m:--c»kcfms«.a'1

T rfl"- INSUKU‘;,?‘E‘C;@ ABDUSTRY AND THD SOLONTAL ECOHORY

From the discusslion sco fag; we have been able to estaw
blish that the colonial period was characterized by the domie
nation of the lnsurasnce market by forelign owned insurance
cowpanies and brokerage firmse The implication of this situaw
tion was that, it became evident that most of the insurance
companies came to Nigeria to exploit the economy which accords
well with one of theAaims 6& coleniaoliisme It waz not supe
prising that these companles only operated within the market
and pepatristed profits to thelr various head offlcess
Unfoctunatelyy there is a lack of cocumentation on their finane
cial acitivities:during the colonizl era in Wigeria which has
made 1t extrewely impossible to demonstrate statistically

the amount of profit repatriated by these companiess

indeedy insurance business was operated in such a way
that it took no cagnisanée of the economic interests,; aims
and aspirations of Nigerias Infact, the lotal agents, branch
offices of the expatriate insurance companies, #@nd most indie
genous companies that were operating in the market at that
time all played a major role in the repatriation of funds
abreoad, The final result of this urgly situation was that
insurance funds vwere not made evaileble for local investment

e
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to benefit the Nigerisn populace nd economys To worsen

the situationy Tses majority of the entire insuraznce buslse
ness in Nigeria vere reinsured outside the couniry by beoth

the fogaign s.v and indigenous companies.™ Tﬂlgmfﬁgfger

shawg that the insurance companies were no% interested in

the development of the insurance industry in Nigeria because
they falled to pool their resources together to establish a
reinsurance company in the countiy during the colenial periods
This would have helped in reducing the ocutflow of hard ¢ﬁrnen~
cies for relnsurgnce purposes; &s it is common knowledge
that:tha provision and existence of reinsurance facilities
within the local market 1s a necessityes What is more,
xeinsu:anee i an iﬁtegral part and active complement to

the oparabtlons of insuyrance companless

 Furtherpores the foreign insurance companies did not
duem it proper to erect their own permanent buildings,
rather they adopted and operated the philesephy of renting
or leasing property from the local indigenes which they used
$a& offices. éhus, one can assert that investments of funds
in the Nigerien economy was not a policy of the expatrlate
insuranca:cﬁmpaniea and that their attitude towards the
economy was one of tokal profit meximisation and economic
exploltation of Nigerians in terms of personnel and staff

walfaros
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As nmentioned earlier; Nigariané waye deprived of ghev
opportunity of attaining middle and senior managem;ﬂt level
positions in ﬁhe{insuranca éompani@s that were predominantly
expatriate because'they were restricted to mere administrae
tive roukine ﬁuties;43 Little attention, if any was paid
€0 the training of Nigerians and professianalizaéigﬁ of the
menpover neads of the industrys, This situation led te a
great shortage of trained Nigeriens who would have taken
contrel of the various insurance companies operating in the
market during the peried immedliately following the attaine
ment of independence, As & result, Ythese who later found
thenselves in positions of responsiblity in the emerging
indigenous conpanles were confronted with problems which

{8
=

they were illeequipped to cope with“.é Therefores it was
no surprise that ®ues the inﬁigenous companies were not run
on sound insurance principles and very few Nigerians knew
anything sbout the management of insurance coupanlies and

. [
ethics of insurance 0peratiaa¢”4“

e leck of attention by the colonlel government to
manpovar development within the insurance industry was a
part of its lalsmezofalve policy in some matters of economie
developnelite This simply means thet the privaﬁe firms viere
allowed to operate freely without any form of government
intervention in the operations of the market in form of Cone
trols The government stood rigidly by this point because i€
belleved that "ses the expatriate firms which dominated the

market thoroughly understood and practised the éthics of
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inauxanaﬁm"ﬁﬁ Fhus, the colondal governmant fell it wag

unnecessary to pass legislatlens that sought to cantecl

the colonial insurancs merket and %.ee yeferns in the

Fleld of zommerdizl : in general were seldom in the price
rity 1ist of th Eﬁl@&iai pwwaxﬁ“év BPut, thig wes not the
attitude of the Home government tovacrds the insurance
indusiry I Seitaihs The bBritish Covernment had pasged
seversl leglelstiong to contrel or supervise the various
insuranca 1ﬁitl*uii0¥“ that were oparative in the market

and et the siaw “ iu@ plse made 1uh3 that: protected the

consumers of insurance products, Per example, 1t passed

the Life &ﬁsur&ﬁca Ack in 1774 48 to control the operstions

of life ﬁffiaﬁs and uaich intrcduced the cmnrept of insurable

intevest into the transection of 1fe businessy this provided

a regsoneble leval of profectlon for the consumerse

flso as a result of its laisseswfalre policy, the
eplonial governwent £8iled to encourage the formation of an
insurance associ ation, institute, end committees such as
the Life COffices Commlttee abd the Pire Offices Committee
and othergs Whersas, Lthe Hone governmment gawe full backing
to. the fermatior of such bodies in the British insurance

)

rarket bacouse thege sssociation

"

play & major role in the
raduckion of xisks through public enlightenment campalgns on

rond safety, fire prevention, and cthers in the sosiety.
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This in turn has helped to reduce the amount of claims the
iﬁsuxanae companies have had to pay to their clients. In

the final analysls, wore funds are made available for investe
ment in the economys But in Nigeria, the first of such
bodies, namely the Insurance Institute ©f Nigeria did not

49 and when

emerge until the dawn of independence in 1959,
ih did, it catered only for the interest of its members who
were mostly expatriates, and placed emphasis on the promos

tion of insurance education in Nigeviae

From the abovey; it can be seen that the colonial governw
ment failed to make any major contributions te the growth
and develvpment of an independent local insurance market in
Nigeria, exXcept as an appendage of that in Britains As a
resulty the industry conteibuted little, if any, to the

econonic devélppﬁent of the countrys
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CHAPTER FOUR

STATE REGULATION OF THE INSURAKRCE INDUSTRY IN NIGERIA
‘ 1860 - 1977

In this chapter, we shall exanine the state of the

insurance Industry in Nigeria and the drive of the Nigerian

governnent to put the industry on a strong and sound footinge ..

STATE CF THE MARKET AND BACKGROUND TO GOVERNMENT
REGULATT CI

In 1960, Migeria attained her independence, and this
meant the beginning of unrestricted self governance in all
aspaects of life, ie.es politically, socially, econcmically
and culturallys The stage was set for a rapid socic-economic
take-off of the countrye Although, there was a great dearth
of an indigencous capltalist class in Nigeria before ’1955,1
it is no iong&r contested that the period lmmediately before
1960 was one when Nigerians became fully aware of thelr ecce-
nbmic, ﬁolitical and social rights; and many Nigerian
Eecama big time traders and scome went intoe joint-venture
businesses with foreign partners. The big foreign conmere
cial firms also diversified their ventures and went into
primary industriess. Under this situation, the Nligerian
economy witnessed the emergence of manufacturing industries
in pharmaceutical, shoe-making, confectioneries etcy and
some minor assembly plants especlially bicycles and motore
cycles plants.2 This development led te a general enthue .
siasm on the part of Nigerians to want to ven{:urea into all
aspects of business including insurance, thus leading to
a gradual removal of the domination of insurance by foreign

investorSe
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In 1960, there were @bout twenty~five insurance compa=
nies operating in Nigeria anq~most of them were forelgne
owned,3 hence there wés an urgent need for this situation
to be reversed, 5ind the opportunity to do this came immee
diately after the achievement of independence when a large
number of indigenous companies commenced insurance busiﬁess.
The pattern of ownership therefore rapidly changed from
foreigne-owned coimpanies to indigenous ones.4 In response,
some of the established foreign insurance companies sought
to identify themselves more clotely with the country. First,
most of the local offices were upgraded tc the status of
subsidiary companies in which Nigerians held a substantial
proportion of the shares. Thils compelled the setting up of
local boards of directors with indigenous members instead
of maintaining the former system of administering the come
panies from metropolitan Londone Howeﬁer, the local boards
5till had to report directiy to the boards of their head
offices in Londone Second, efforts were made by these
companies ko increase the pumber of thelyr indigenous staff
in direct response to politica% pressures and restrictions

on expatriate guotass

To create a self sustalning and independent local
insurance market, the Federal Government invited Mre. LesKesRe
Rao an Indian expert on insurance matters to study the
possibllity of insuring the produce of the former Nigerian

Produce Marketing Board with an inaigenous insurance companye
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However, it was an uphill task trying to change the tide
of events over a short period of time. This can be said
to have accounted for the continued dominance of the insu-
rance market in Nigeria by foreign companies. For, by 1963,
the number of foreign owned insurance. companies stood at
forty-eight while that of whoily indigenous ccmpanies stood
z \
at just thirteen; Furthermore; by 19692, a total of twenty-
seven insurance companlies-'transacted business in the Nigerian
market,néith seventeen foreign companies, five wholly indi-
genous companies, and five joint~ventures.5 A striking
feature of the market at that time was that the Royal Exchange-
Assurance Company, the Northern Assurance Company and the
Royal Group Insurance Company, all foreign firms, controlled
sixty percent of the total volume of business transacted.6
But by 1971, the story was different because the number of
foreign owned companies had drastically reduced to twelve,
whereas, & tremendous increase was noticed in the number of
wholly indigenous companies whose numerical strength stood
at forty-four, and joint-ventures stood at fourteen.7 Cne
major reason for the reduction in the number of foreign
insurence firms was the contraction of the local market, the
complaint of the firms that they were not making enough
profits and thelr anticipation of the new government policy

that materialised in 1972 as the Indigenisation Decree.



Indeed, the period from 4960 to 1971 witnessed a
general awareness by Nigerians in the buying of insurance
policies. PFirst, the Federal Government intrcduced the
Pay=As=You=Earn (PedeYsEe) system of taxation in 1961 and
~recognised the premium paid by the individual wage earner
on hils insurance policy as tax-free deductione This encoue
raged many workers in the cities and teowns to buy insurance
policies especially life assurance policies. Second, many
young Nigerians reallzed that the existing kinship system
that had provided traditional insurance (seewchapter IT)
was gradually breaking down and each young worker began to
plan for his own futuree Interest on longevity became keener,
and some tock inzurance policies to demonstrate their status
and acceptance of modernitys Furthermore, the introduction
of housing loans for ceréain categories of workers in the
major clties stipulated that houses built with loans from
government agencies must be insured against firee Corporate
bodicg also began to take more interest in insuring thelr
movable and immovable properties against theft, fire, and

other risks,

Thus, the number of insurance companies increased
rapidly in scope and by 1975, the total number of companies
operating in the market stcod at sixty-nine.8 (See table III).
As the economy continued to developy, the need for more
insurance companies, brokerage firms, consultants and agents
to meet the demands of both individuals and corporate bodies

increased, This led to a situation where Lhe market became
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filled with mushercom companies that were manned by inexpew-
rienced parscnnel who engaged in the perpetration of fraud
and other unprofessional conducts The Federal Government
of Nigeria thch is constitufionally empowered to make laws
for the effeétiVG supervision and control of the insurance
industry then tock necessary steps to check the situatione
Thege efforts were simed at building & strong viable, and

sound insurance industry for the countrye

As indicated above, it ls necessary for the country
to have a fully locallized industry that will greatly reduce
the level of dependence on foreign insurers, more so, as the
industry is cne that reguires minimum investment in fixed
capital and yet generates huge profits and is thus eminently

suitable for localisation.

aside from the above reasons, the Federal Government;s
regulation of the activitlies of the insurance industry can
be linked up to the 1964 UNCTAD Declaration on the need for
every developing country to have a fully localized insurance
nmarketd At its first meeting in 1964, the UNCTAD had observed
and resolved in part "that a sound national insurance and
reinsurance market is an essential characteristic of ecenomic
growth“.9 The UNCTAD also recommended that, "technical
reserves and guarantee deposits of insurance and reinsurance
companies should be vested in the country where tﬁe pr@@ium
income arises; {and that) adequate conditions of security,

liquidity and income must, however, be assured."10 Further=
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more, the UNCTAD also recommended how the developed countries
can help the developing eccnomies to achleve their aims and
éspirations of evolving a sound insurance market, for example,
the developed countries should assist and encourage the
developing countries to evolve strong national insurance and
reingurance markets; and they should give Unelr support to
all reascnable measures aimed at increasing the retention
capacity of the developing countries. Alseo, the developed
countries were expected tc place at the disposal ci the deve-
loping countries their training facilities and cther forms of
technical assistance in insurance matters. More importantly,
the developed countries should not constitute themselves into
a stumbling block in an attempt by the developing countries to
achieve their goals.11 | '
he recommendations of UNCTAD demonstrate the concern of

sone world inisation for the development of & stable loca-

9]
3
o}

lised insugance market because 1t is the pivot of economic
developnent. Today, it is to the credit of UNCTAD that most,
if not all of its resclutions and recowmendations have been
fully ang well implemented as will be shown in subsequent

)

pages of this chapter,

REASONSG POR STATL REOGULATICH:

ht this stage it 1s necessary to ask "what is state regue-
lation of insurance"? It can be defined as state supervision

which
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0

In a developing country is the estaklishment
of a sound national insurance market,
providing adequate cover of risks at

falr prices, contributing te the economic
and soclal development of the country,

end reducing the outflow of foreign

exchange due to insurance and reinsurance
purchased abroad.i?

This definition was formulated and unesnimously adopted in
1973 when the Centrollers of Insurznce in Africa met under
the asuspieces of the UNCT&b. It has been observed that
the new element In this definition “is that the effective
protection of the public requires two sorts of supervisory
activitiegy supervision of the insurance companies eee
meinly to secure their solvency; and supervision of the
national market as a whole, to prcomote its soundness and

efficiency’"13

Historically, one of the reasons why the 3tate in

;. 2»

developed countriaes found it necassary to ivntervene in the

activities of the insurance market is intrinsically linked
o the nature of insurance business; in which every proposer
having complaeted the contract by paying his premium receives

tha policy document as evidence of the existence of a cone

tract betvieen hir and the insurer. Thi

14}

document bears a
promise that 1f and when a certain event cccurs, he will be
entitled t& cleim an incdemnity for loss, However, "what the
éolicyholde~ wénés is not only the fight to ﬁreseht a claim,
but also the certainty that he will .obtain his indemnity,

which depends on the trustworthiness of the insurance company
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cope withes This British exemple was also true of Nigerias

Yety, ancther reason fof State regulaticn was the need
to enforce the maintenance of the prescribed margin of S0l
vency by insurers, and the difficulty in auditing the accounts
of the insurance companies. Initially, in Britain as in
‘Nigeria, insurance supervision only went as far as ensuring
that published accounts of insurance companies were checked
ang certified as being the true financilal position of the
companys This system was known as 'freedom of publicityd,
and it did not provide sufficient protection to the policye
holders because final accounts published normally give a
static picture of events, ;hereas, insvrance policies are
designed to.prgject into the future end thus, they are regarded
as being dynanmic in nature. After much criticism, a new
system of auditing aimed at ensuring a dyhamic long-term
aolVency-of the insurance companies was developeds It was
styled ?fsubstantive! and unlike the former system, it shows

=

that it is not a purely formal one.ﬁa

In additicn, it became necesssry for gevernment to

regulate the conduct of insurance business because of the need

@

to snsure thet the principle of eguity was cbserved between
the insurer ond the insureds This means that fairness must
exist beltween both perties to the contract; more especially,
the toerms of the contract and the tariffs sust be fair to

both parties in such & way that the insurer will not run at
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a loss due to the existence of low teriffs prescribed by

the law; and, the public should not be denied the serviqeé?

or insurers due to the existence of very high tariffs which
they could hardly affords This point further confirms the
need for government regulaetien of insurance business; bhecause,
the shove explanation indicates that the insurance contract

1z one of congliderable complexity.

In chapter 1, the docitrine of insurable interest was
discussed as one of the cerdinal principles of insurence,
In order L. ensure’ proper compliance wlth the provisions of
this dectrine, the Bratlsh government hgd found it necesszary
to introduce legislations between 1745 and 1909 to eradicate
franacts 16
any elenent of gembling from insurance trasactions,

Before, the lntruduction of the docirine anc government

regulatory measures, it was common For unscrupulous persons

12

o effect Insurance policies on lives or properties "vhere
thiey had no flneéncial interest in the potential loss other

5 G b sos 17 :
than the profit they would meke if it occured”,. Thus, it

=

becaiwe difficult to distingulsh beitween insurance and game
bling, but with the introduction of this dectrine and the

gsupporting lawspthis problem was totally-eiliminated,

Furthermore, government found it necessary to regulate
the activities of the industry because certain forms of
insurance=-covers have been made compulsory by law in many

parts of the woride For instance, the provision of third
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party motor ilnsurance, marine, aviztlen and employers
13ability insurances ace classifled all over the world as
compulscory insurances This means thet individuals or core

porate bodies concerned must take these policy coverss

Finally, the concept of national interest has been
identificd as & reason for State regulation because ¢f the
fact that the sector in which the insurance industry operates
tends to affect appreciably the naticnal eccnomy as a wholes
Thusy while acknowledging the services of some foreign
insurance cencerns operating legally in the lcocal ingurance
merket, the final goal of most developing countries is the
egstablishment of & naticnel insurance market where "domestic
insurers provide £he bulk of ordinery mass consumed insurance
covery whilst speéial classes of insurence, large risks, etc.

, &, . o X 1
continuae to call for international co~operatione® 8

NATURE OF STATE REGULATION OF THE NIGERIAN
INSURANCE BARKET

Government regulation in the operations of the Nigerian
insurance industry can be seen mainly from three perspectivea:.
dses legislation, direct participation and controle The
various legislations enacted by the government provided the
basis for governmental control, and partlcipation in the
insurance markete By law, only the Federal Government is
empowered to make legislaﬁiona governing the activitlas of .
the insurance industry; the varlous state governments are
only permitted to participate directly in the market by

establishing insurance companiess The companies so established
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are bound by Pedersl legisisticns in texms of mode of

operations and controle

Before 1950,'there wes no concerted effort simed ab
ehacting laws to control the activities of insurance compae
nies in MNigezia, bug in 1961, the Insurance Companlies Actig
was enacted by the Nigerian Governments- The main object of
thie Aot was to ensure that all insurance companies register
with the Regisirar of Insurance Companies in the Ministry of

Trade shd thet 21) such companies made apnual returns to

thexﬂegiﬂtr%-, '5 major defect of the act was that it lacked

‘penalty clauses which could have ensured the control and
véupervisian byAthe'éqvernmenﬁ. Therefore, any insurer could
'mefuaa to register or make annual returns as required by lawe

It can b@ arguad that the act was not intended to introduce

strict Contrml measures intoc the markets. Furthesmore, the
1961 aAct was silent on hovw insurancs companies should invest

thelr funds, conssquently, the outflow zbroad of foreign

‘exchange continued unabateds

The Insurance {Miscellanaous Provisions) Actao was

enacted in 1964\t0 prrest the ccntinuous'énd P aee excessivé

) outflbW*aﬁhinaqrénce funde - premiums, profits reserves,

etcsy oUWt of the country, and hence fauilltate thelr mtention
within the cauntry¢"‘1 Por example, the act provided that
every insurer should invest at least forty percent of its prew

vicus yearts prepium in Nigerien securities. Like the
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Ingurance Coupsniea Act of 1962; the 1964 Ach was not
strong enough to regulate and control the activities of
insurance companies in Nigeria because it did not provide

for any sanction for bresking the law,

afiter the pazssage of the 1964 Act, the government
bacame zagsr to onsure @ strict complisnce with the provigions
of the 1961 and 1964 acts. Such effeorts however oroved

abortive due to the practizel preblome asvesisked with the
eatablizhment of an insurance surervisory and enforcement
body; and 2lseo due to the normel «ivil service bureaucracy,
with the result thet the control of the sctivities of

3 e 2 . e

insurance conpanies in Nigerie was furitner delsyeds

Notwithstanding the existence of the above ieglslatlons,
the situdiion within the insurance industry did not Luprove
because mors unsurupnlousn insurance coiipanies - ilndigenous
and foreigneowned, brokers and egents wanaged by inexperienced
and unskilied poople flcoded the markel thereby further dema.
ging the already battaerad image of the lasurance lndustry. &
major reason for this sltuation was the relalive case with
wihichi an insuranez company could b2 establlished with a iow

capltal rogulremend of N30,000 for regilstration and the loose
az

-

and fragile prowregistration coaditionss
In view of these prchlenms, the Pederal Govermment mede
& request o the Unlted lstions Lechnlcal Assistance Board -~

(UNTAR) 4n 1985 for en expert in lasurance to undertaske a
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comprehen&1VE‘xeview off the insurance market in Nigeriaazs
In October 1966, Dre Ke Relchel arrived in the country as
the special adviser and was‘assigned the responsibility of
formulating new administrative and techn1;61 policies and
asslsting iﬁ the establishnent of a National Insurance Corpo=-
ration for the country-24 Oon assumption of duty, Reichel
in 1967 attampted to implement the provisions of the 1961
and 1964 Acts bu§ failed because they were atrﬁcturally
defective and functionally ineffectlve. As a result, the
Pederal Government passed another leglslation the Insurance

5 0 aid the quick and

Companies Regulations Decree of 19682
full impiementatians of these Acts. Under the new decree,
all registered insurance companies operating in the Nigerian
market weére reguixed to apply for feugﬁgistration with the

Registrar of Insurance, showing evidenca of strong financial

standing.

The Companies Decree 1968,2§ further consclidated the
provisions of the Insurance Companies Regulation Decree qf
1968, because all existing foreign companies were ccmpelled'
to bg fﬁlly registered in Nigeriae In other words, such
compénies incerporated locelly in Nigeria must have as part
of their names, the word - "Nigeria®s This development.£inally
put to resty the pragtice of some expatriate ¢ompenies who had
insisted on thé use of the agency system to operate in the
Nigerian markete Furthermore, the Companies Decree of 1968

had the effect of removing the distinction that had hitherto
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exiSted between the paideup capital and the margin of
solvency of indigenous and expatriate insurance companiesg
This means that both the indigenous and expatriate insurers
would henceforﬁh~maintain'the same level of solvency and
register with the same émount as their initiel paideup
capitals The overall imﬁlicaticne of this situation were
two=foldg first, the expatrbate f&éms were subjected to

the payment of company tex to the Pederal Covernment of
Nigeriajy and second, they also attsined a reaccnable degree
of autonomy in terms of prepa¥ationa and keeping of atcounts

investments and business operaticns in Nigerla.

The Federal Government after studying the recommendaw-
tions conﬁaineﬁ in the Rao Report of 1962;27 Reichel

28 promulgated Decree Hoe 22 of

Reports of 1966 and 1967
1969°° which established the National Insurance Corporation
of Nigaki& =~ {NICCN) on 18t July 1969, This singular

event completely changed the tlde of events in the Nigerlan
inSurancé market because it enabled the government to

launch itself fully an& directly into the Nigerian insurance
market by way of direct partlcipation as an lnsurer and
reinsurere As Stated above, prior to the incorporation of
NICON, eXpaﬁriaté insurance companies not only.controlied
about ninety-five percent of the market, but also reinsured
heavily with their parent companies abroad, But with the

formation of this Federal Government owned company, the

underwriting of more sophisticated risks such as public
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liabllity, bonds, engineering insurance, contractorgwsile
risks, persenal scoldents, olil riskss and the popular risks
carlier undexwrliten by the early expairiste companies such
28 notor, fire, marine, workmén's coipensation and Life
insurance became risks that were handled locallys The newly
established company was also empowered by bhe decree establie-
shking ik ta‘éccapt ten parcent of each reinsurance treaty as
i@gal cessions from every registered insurance company Within

the Nigerian markets

The lzunching of MICON into the Nigerien market to
underwislia marine and aviation bupiness shattered most foreign
companies which hitherto, had dominated the marine and aviaw
tion lnsurance business,ao because most of the existing indle
genous cmmpaaies were unable to underwrite thie class of
buglnessg due tm‘ﬁheir inexperience and tae enhormous amount of
claimaﬂthaﬁ normally acconpany marine and avietion accidentss
In fact, the Nigeriam government had earxlier passed the Marine
Insurancg_hct in 1961&31 the passage of thls aAct at that
time acnfirmed that marine insurance business was very popular
due to the volume of‘tgade and high turnover of ships from
Burope particularly from Britain t8 Nigeria (see table below).
Like the other Acis passed in the same yaak, the Marine
Insurance Act was patterned after the 41906 British Marine

Insurance Acte
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TABLE IV SHIPPING MOVEMENTS AT NIGERIAN FORTS

194660
L.
et 1 OTHER
a REGISTERED | FRANCE - NCRWAY -
o VESSELS COUNTRILS TCTAL
M o
: o
frd 41 o2 o o © e
<3 B s 2 N : oo~ o >

1 i S A oal 8 851 A& 5,5;% Eé w80
Re - 2 E;E’é 5 E;S’E § %f?% g Q=:'H 2 E§C9§

11954 | 682 1,641 | 81 187 1163 388 492 767 11,418 2,983

11956 | 609 1,565 }197 298 [462 429 |586 992 |1,554 3,284

1946 | 475 4,323 { 23 26 | 2

38

72 147 401 667 1,822
4955 § 660 1,622 3247 291 {143 370 | 539 889 1,589 3,172

4957 | 794 1,754 §159 365 142 368 | 664 1,169 [1,758 3,656
1958 | 948 2,367 §172 485 [193 525 { 799 1,409 {2,112 4,786
12959 | 207 2,395 J200 635 (231 630 | 893 1,655 2,231 5,315

4960 § 858 2,698 | 200 696 }205 598 | 970 4,966 }2,233 5,958

SO URC &3 snnual Abstract of Statistics, 1983

" NOTE: 1. NRT « Net Registered Tonnages

b ]

After the passage of Decree Nos 22 of 1959,‘ came the promule
gation of the Nigerian Enterprises kPromotion Decree of 19?232 and
197733 respectively. These laws, although aimed at the entire

" economy, had particular effects on the insurance industry Because
some of the provisions of the laws made it possible for the Federsl
Government to acquire shares and participate directly in the
};onduét;of insurance businesse For instance, the Nigerian

"Enterprises Prordticn Decree 1972 enabled the Federal Government
to acqulre equity shares to the tune of fortyenine per cent
in all the viable expatriate insurance companies that were still

~ in the Nigerian -
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markets AL the zome time, the Federal Government invoked

the relevant sections of the decree to withdraw and cancel
the Jicences of insurance compainles (béth indigenous. and expas
trintel) that were considered not viable and unsuitable to
operate in the merket, WwWhen the 1977 bBnterprises Fromotlon
Decrce was prsmulgated, he level of indigenous and governe
ment. participation in lnsurance business was incregsed from
forly-nine pay canbt to sixty p:y cente Under a new arrangoe
meni, the Federal Covernmant allocated eleven percent equity
shares goquired from viable foreign insupers to all the state
governuents in the country, while it retaliied majorilty of the
shares and sold the remaining o private individualse This
gesture from the Foderal Government encouraged and also
proupted State Government that were yet to venture into
ingsurance business to do so by inceorporating new insurance
companies to operats in the markets Below are tables indie
cating the'nzmes of wholly owned state and Federal Governw

ments insurance companless
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TABLE Vi  NAMES OF INSURANCE COMPANIES WHOLLY CWNED
BY STATE GOVBENMENT AS AT 31ST DEC.,. 1988
o o - YEAR CF
NUSa N aunE LNERSHIP © ¢ INCORPORATION
1. THE NIGERIA GENERAL ©Y0, . ONDO, OGUN ,
INSe COw STATESe . 1951
24 GREAT NIGEKIA INC,.
INSe COy " 1960
3¢ f UNIVERSAL INSa COs IMO AND ANAMBRA '
. ‘ » P e 1961
. STATES
4o | OCGATE=WAY INSe COs. KWARA. STATE 1970
5. | MANILLA INSs CQs AKWA IBCM AND
‘ CROSS RIVERS STATES 1571
6o | RIVBANK INSe COe RIVERSwSTATE 1972
7¢ | TRANS=NIGERIA ?
ASSURANCE COs OXC=STATE 1979
B LASACO ASSURANCE €0s! LAGOS STATE 1979
S CCNFIDENCE INSe COe ] CNDO 5TATE - 1980
10e § VANKARL INS, GCe BAUCHI STATE 1582

SOURCES Nigerian Insurance Year Book 1988, .

TABLE VIs NAMCS OF INSURANCE COMPANIES WHOLLY CRNED BY

IHE FEDERAL COVERNMENT OF NIGERIA AS AT

31ST DEC Wy 1988

NOSef N AME i ‘gigiaggnamzem
1, | NATICNAL INS. CORPORATION OF NIGs 1969

2, | TS NIGER INSURANCE COMPANY : 1969

3. | NICERIAN AGRICULTURAL INSURANGE COY¥ef. 1988

SQURCE §we ,Nigerian~1nsurancé Yeey Rock 1988

o o
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Despite aovarnment efforts te lay a very sipong foundas
tion for the insurance industry, sone unscrupulous insurers
still exploited some loopholes in the exlsting legislotions
to defraud thg government snd the publics In oxder to check
and introduce new corxective meszgures into the coperations of
the industry, the government promlgatesd DEcree'Hm. 58 of
13?&t3$ EXper Ll and noiwexperts alike have all agreed that
the Insuvance Detrse of 1976 was revolutionary in nature

bzgerse it introduced measures which were wmcommen in meny

insurance parkets cither in developdng or developud ecuinomies.

T a nuishell; the 19276 Inuurance Decres repdaled the
Insusence Conpandes dct 861 &nd the Insarsnce {(iscellunecus
Provigions) Act 1964, The decgee 2siablighad a sironyg finane
cial foundation in all the insurance companies and introduced
a propef machinery for effactive controllané supervislon of
the industrys Section (8). 1 of the 1270 Insurance DeCree
stipulated that the initial canital requirement for registrae
éian &f a direet inéurer desling in nenslife business should
be M300,0003 while that of o Sirect insurer dealing in life
business only was fixed at N500,0003 and for a composite
insugery, an initial capital xeéﬁix&ment of NBOO,CN0 is requirede.
'gAlﬁoi section (i0J)e1l of 1976 Insurance Decree stipulated that
tne indtield capital requirement ig'to be deposited with the
lCentral Benk of Wigeria in all cases. The receipts of such

deposiis must accompany the application forn for registration

to the Director of Insurénce in the PFederal Minis&gy of FPipnances
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If registered, the Insurer may get a fifty percent refund
of the initial deposit to enable him have encugh liguid
cash to operate the business. On the other hand; the whole
money deposited is refunded if the application is not

.. granted.

Another reason why the 1978 Insurance Decree has been
described as revolutionary was that for the first time, the
activities of insurance intermediaries l.e, brokers, agents,
and loss adjusters wexe brought anderx stfict government
survellance as they were required to pay a registratlion fee
before a 1icen¢e i3 issued, and renewed annually. Further-
more, the legislation stipulated the maxlmum commission and
brokerége payable to the agents and brokers, and all direct
insurers were bound to adopt the regulated prenium rates.BS
What is more, the legislation introduced the compulsory
insurance of imports with insurers registered in Nigeriae.
All these measures are consldered to be innovations that
“depact from the normal pattern of fashioning Nigerian insurance
‘laws after British models. It is pertinent to note that
government direct participation in the industry will not
ensure & keen ccmpetitlon for business amcngst the various
firms, for example, in the Nigerlan market, the National
Insurance Corporatlon which has a monopoly of government
business controlled 23,17 percent of the industry Gross

Premium Income as at 1987,36 thus placing itself in a com-

forteble position against other competitors (see table VII)e
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The uncompetltive nature of the Nigerian insurence
wmarket has been criticised and compared with the wore open
policies operative in Britain. Yet, events within the
industry has shown thaé‘since the promulgation of the 1976
Insurance Deciee, sanity has returned to the market and a
séuuﬂ mode of profesglonal conduct has alsc been established.
“Although, the decree like apny man ~ made law, has its own
shorﬁw§gmings, such as under«capitalization of insurance
compad£é§? the government should he praised for its foree
sight an&vdcursge in promulgating ang 1mpleménting the

- provisions of the legislations

The next stage of government regulation was how to
curb excessive outflow of forelgn exchange to overseas
reinsurance markets., Any insurance market must be backede
up with local facilitles for reinsurance o as to provide
a selid financlial background and other assoclated professiow
nal services for the insurance companies operating within
the market. Furthermore, relnsurance companies stand as
evidence of guaranteeing a reasonable degree of safeby and
confidence fo the policyholder who is assured of ready
funds to indemnify him whenever the insurance company from
which he has bought a policy goes into liguidation or is
starved of funds in the payment of compansations for &
catastrophic l08ss Also, reinsurance makes it possible

for the geographical spread of risks such that the lisbilie
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ties of the direct insurer are not heavily concentrated in

one region or locations

Furthermore, reinsurance enables.

direct insurers to undexwrite large risks which hitherto

they would not have been able to accept.

TABLE VII

37

FIRST 25 LARGES?’DIRECT.INSURANCE COMPANIES IN NIGERIA

S/Noe

1a
2
3¢
4s
5.
g}
74
Be

9e
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Insurance Company

National Insurance Corpora=
tion of Nigeria

The United Nigeria Insurance
Company Linited

American International

“Insurance Company Limited

Royal Exchange Assurance
Company Limited

The Lion of Africa Insurance
Company Limited

Great Nigeria Insurance
Company Limited

Guinea Insurance Conmpany
Limited

The -Niger Insurance Company

Limited

Phoenix of Nigeria Insurance
Company Limited

Law Union and Rock Insurance
Conpany Limlted

BASED ON THE 1987 GROSS PREMIUM INCOME

Gross Percentage
Premium Share of
Income The Market
(N_'M) | S GPL
31448 33617
779 8,21
65,0 6485
4743 4498
4141 4433
3643 3.82
2243 2435
2249 2441
2243 2435
2144 2#25
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Table VII cgnt.

Gross Percentage
S/No, Insurance Company Premnium Share of
Income The Market
(N *M) T GPTL
114 Sun Insurance Officer
(Nigeria) Limited 209 220
12 NeE»Ms Insurencs Company
Limttad 2042 2812
13e The Universal Ilasurance
conpany Limitad 19.01 2,00
14 African Allisncz Insurance
Company 18,7 1497
154 Britisi=Aperican Insurance
Campany Limited 1783 1488
16+« Crusader Insurance Company
Limnited 17.80 1.87
17 Prestige Assurance Company A
Limited 1642 170
18e Leadusy Assurance Company
19, Lasgos State Assurance Company
Limited 848 0.92
200 The Nigerisn General Insurance
Company Limdted Te7 0.B1
2%, Fire, Equity and Ceneral
Insurance Company Limited Ted 0476
22 Unity Life and Fire Insurance
Conpany Limited 740 Ce¥
234 . The CGatewWay Insurence Comnpany
Limiied 6ol 0468
24, “fmicable Assurance Company
Lid, 5% 57
25« Kapital Insurance Company
Limited . 513 0:54

Source of Data: 3» Research and Development - Nigeria Re,
Lagose

Pe iﬁq

Z2s Nigeria Irnsurznce ¥Yeair Book 1988,
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Notess 1« Nos 14 operated life business only while
Nos. 8y 10, 11, 17, 1%y 21 and 25 aperated
non=life Lucsiness onlys The rest are

composite cempaniss. Amicable Assurancs
Conpany started life business in 1987,

2e¢ These 25 largest compenies controd abouk
8% of the narket grogs premium incomes

In GRI = Gross Premium Income.,

Having renlized the importence of reingurance,
an employae of the Royal Exchéangs Assurance (Es Ae Cke)d
called for the establishrent of a Maiisnal Reinsurance
Corpuration in iﬁﬁ?,ss- Sea full text of latier in Appendix
1) but the Government only promised to lock into the lesue
end this was not done until 2977 when the deﬁ;ae establishing
the Nigeria Reinsurance ﬁorparatio@§yas promﬂlgated.sg The
Corporation was.charged with the pri;ary responsibilikty of
transacting selinsusance aslnass for and on bohal £ of the
Fedorsl Governrent. of wigeria; More specifically, the new
corpany is empowered "to operate ag a profeasional'reinsuéér
Yvithin and outside’ Higerla, and to carry on all classes of
relnsuarance business, including iife lnsurance and reinsurance
against loss of any kind arising froﬁ any risk or centingency

in respect of any watter whaﬁsccvefq”da

other objectives of
the corporatién include the avoldance of "wasteful and dege
tructive competition and teo create a focal point for the
-gellection of markel statistics) end to - provide training
facilities which would enhance insurance andmeinsurance

43 The corporation accepts twenty percent compuls

expertise,
sory treaty cedéd to it by all dizect lnsurers operating in

the Nigerlan markets In addition, the corporation serves as
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an acceptance house for the five percent treaties of direct

insurers due to the Africa Reinsurance Corporatione

Further-

more, the Corporation, accepts ten percent of each treaty

caeded to the Third World Pool which it manages«42

The

table below shows that as at 1987, a total of five reinsu-

rance companies were operating in Nigerias

TABLE VIII: LIST OF REGISTERED REINSURANCE COMPANIES

OPERATING IN NIGERIA AS AT 31ST DECEMEER, 1986

. : E TYPE OF YEAR OF
NOS. NANE OWNERSHIP | INCORPORATION
e African’' Reinsurance Joint (O«AWUs

Corporation & AeDaBe) 1978
2e Continental Reinsuw Private
rance Cos Ltd. indigenous 1985
434 Globe Reinsurance Private _
Cos Ltds indigenous 1987
4. Nigexia Reinsurance Federal .
Corporation Govte of Nige 1976
S5e Universe Reinsus Private
rance Coe. Ltd, indigenous 1983
Total = 5
source: Nigeria Insurance Year Book 1988«

Notess 1. OeAilUs - Organisational of African Unitys

2+ AeDeBe - African Development Bank

The d;scussion thus far, has made it clear that the

Nigerian Government intervened in the operations of the

insurance industry because of the need to effectively supers

A
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“vise and control the activities of insurance companliesy
"bxckers, agents and all those who directly or indirectly
deal in insurance businesss Thils desire led to the passing
of various legislations between 1961 and 1977. A2 indicae
ted above, some of the legislations enabled the government
te esteblish tough and effective control over the activie
ties of the industry as = vhole, while others enzbled the

government to participate directly in the insurance markets

THE ESTABLISHMENT OF A SUPERVISORY BODY

In this sectiony; we shall examine the activities of
the ﬁmdy charged with the respensibility of supervising
the warious insursnce compenies and oréaniaations operating
in the Nigexian warkets This is necessary because government
control maasuxaé are not likely to achieve thelr objectives,
uniless there is on effective supepvisory body whose aim it
is o ensure Full implemenbation and complisnce of the proe
visions of the regulabory measures.

Based on the advice ant report of Dre Xs Reichaliéﬂ

an Insurance Division was created in the Federal Ministry

of Trade in 1974, and at its incoption, thic division was
placed under the Dopartment of Commerciel Law of the Hinistry.
Indtially; the division wes charged with the responsibility
of implementing the provisions of the Insurance Ackt 1961

and the Insurance (Miscellaneous) Provisions act 1964, but

due to the vericus loorholes coptained in the Acts, it became
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viptually impossible for the newly ereated Insurance

pivision to control the Insurance cperators in the nmarket.

. &t Inception; the Insurance Pivision was headed by a superine

" tendent of Insurance, assisted in the discherge of his
duties by a Deputy Superintendent, and 2 hosi of othef juhlcr

admindistrative staffe

When the Insureance becraé of 19?@ was promulgated; the
title of the head of the Insurance Division was upgraded
to that of n YDlrectort and the division to & YDepartment?,
It was then moved to the Federal Ministey of Finsnce in
1979, follewing the recognition of leswance companies as
non~banking financial institutionss The Director ¢f Insurance
was now better plaged to lmplesent government policies as
they affected the insurance industrye He ensured that po
ingurer broker or agent started operating in tﬁe market before
being rroperly registered and duly licensed, In fagt the
authorigation to transact insurance kusiness 16 an "ees indise
pensable prafxequisite of insucence supervisiocne By applying
for a licence the insursnce coupany places jteelf uhder insue
rance supervision and becomes bound to observe the rules and

regulations governing the local insurance merket.“44

By preventing non~licensed insurers from operating in
the Nlgeria market, the Director of Insurance secures fair
and egual terms of cohpetition for all insurers transacting
business in the markets Many factors are considered hefore

an insurer is lssued a licence to operate in the market,



110

hmong thewn are firgst, the competency and trustworthiness

of the insurery second, the ability of the insurer to
improve the merket by introducing new and improved policy
cover s at Yese falr prices by injecting additionel stimulus
through sound competition and hy creating higher retention
cappcityy or whether the new insurer will tend to harm a
market alresdy overburdened by too lérge a number of relae

tively wegk insurance ccncerna¢“45

snothep means by which the Director of Insurance
controls the market is by ensuring that at any given point
in tlpe 811 iosurance companias must be solvent, An insue
rance company is deesped to be sclvent when “1ts technical
reserves, Linanced by the company's reguler portfolio®* income,
are suificlant to gover all ite presumable insurance Liabili-
ties, witnout any intecference from outside, that is from

a7

share «caplital and other private funds.® l Puf in another
formg "soivaney is the result of = sound portfolic based on
f;strang tariffe producing enouch money ¢ meet all claims and

othex xnaufance expenses from withib that portfolio~“%8

Third, the Director of Insurance ic empowered by law
to regulate &nd’prescriba adegquate tariffe for the insurance
companies. This is very necessary when we talk abouﬁlthe
transection 6f long term and compulsory insurance business -
such as life and pengions, workmen compensatlion, motor; etc,
The controlling authority must ensure that the companies do

not epply unreasonable teriffs that may lead to insolvencys
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Furthermore, the controlling authority must ensure that

the terms and wordings of propossl forms and policies arxe
clear cnough sush thet the proposer will not be placed at

4 dimadeantage during tha pariod of negotiating the contracte
Recently, the *nderai Government promulgated the Insurance
Dacrec 1987 4o onforce the preparation of clear and unambie
gﬁum_wardings of praposal forms and policy covers by

LREGEECS .

To aid the dirvector of Insurance in the discharge of
nis duties mentlioned above, 2acn insurance company musi
submdt annual ststistlcal returns to his offices Such
statistics must contaln vital informetion such as the gross
pramiums written, the gross claims paid, and the results of
ceded reinsurance, all these must be diztinctly shewn on the

seturns helng mades Thi

]

ia necessary, because not only
dogs the Director of Insureance uses the statistics for
controlling individual companies, but also for computing a
synthetic ploture of the entire insurance induntry and *for
guldina the government insurance policy, as welil as for
supervising any given company by comparing its results with

the average Xesulls of the entire mazketo"ag

on the issue of personnel, the Director, ensures that
only guaiified and conpetent professionals are appeointed to
head or manage the affairs of’registered insurance conpanies
ond brokerage firmse Tor the purpose of clarity the accepted
professional gualifications are the piploma of the Chartered

Insurance Institute of London {(A«Celele) or that of the
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Chartered Insurance Brokers {h.«CesIa+Bel) Institute of Londone.
Also, all insurance executives must be morally capable as

they are expected to have and malntain a crime free historye.

Furtharmore, the Director of Insurance monltors the
investible funds generated through insurance and relnsurancCes
It 4s his duty to ensure that such funds are channelled into

the prescribed sectors of the economyes

Por the effective discharge of its duties; the Insurance
Depatrtment 1s divided into unitse The Administrative uUnit
sees to the effective running of the Department on a day to
day basise The Audit and Actuary Unit is responsible for
auditing the final accounts submltted by the companies and
brokersy, and also for analysing ond making projections from
the statistics complled by the Departments, The Inspectorate
Unit is charged with the responsibility of inspecting
docupents subnltied and making necessary comments onh such
documents. Since the Department is empowered to entertaln
complaints against insurers from members of the public, and
from iasurers gagainst brokers and agents, the inspectorate
unit also conducts proper investigations into such complaints
and make recommendations to the Director of Insurance on the
steps to be takens However, it must be pointed out that the
inspactors seldom csrry cut physical and on-theespot inspection
of companies, brokers and agentse. Uhere this is gbsolutely

necessaryy the consent of the Director must be sought and
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obtained befors such an inspection is conducteds

EPFECTS OF GUYERNMENT POLICIES ON THE
NIGERTAN INSURANCE INDUSTRY

The state of the insurance market as at 1860 has been

© fully discussed sbove and from ity one can clearly see

that it Was sbsclutely necessary for the government to
regulate the market In order to restore sanity, financlal
prudence, and sound underwriting proceduress To a very
laxge‘akéant, one would not be wrong to say that the govern
ment has sucéeeded in achieving this aim, but this task was
not acconplished until after the promulgation of the Insurance
Decrae of 1976, The various criticisms of this lav notwithe
standingy it was adequate to meet the challenges and require~

terts of the tines

The variousg leglslations enumerated above made it
poesible fer government to monitor the investment of insu-
rance funds in the Nigerian economy, and also to restrict
the sutflow of forelgn currencles for the purposes of rew
insurance buslnesss Government pollicy has alse ensured the
eradication of men with doubtful integrity from operating
insursnce business in Nigeria and at the same time ensuring
as much a5 possible that only men and women who are transe
parently honest and professionally qualified are allowed to

practise Insurance as a professicnal career In Nigexlae
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Also, the industry has now gained a greater degree of
credipility and {rustworthiness with the cancellation of the
licanses of companies considered unviablee This action
served as a note of warning for any insurance company that
hed the intention of cheating its clientse Indeed,; governe
ment regulation of the insurance industry has been a great
bleaﬁiﬁg and a step in the right direction because “apart from
flushing out the unscrupulous insurers, the various government
policies have succeeded in enlarging the zcupe of the merket

by increasing the classes of risks undefwritten.“so

another noticeable effect of government participation
in the insurance business is that it has helped to a very

large extent to xaduce unemployment in the countrys

Howaver, it is ths general concensus of most emplayées '
in the private zecter of the insurance industry that government
divect pertlcipation in the market has led to an asbsolute
mopopely of government insurable risks by the government owned
corpanies, It has been argued that Pgovernment hasy and is
still wmonopolizing its dnsurable risks by legislating that
inyAth@ National Insurance Corporation should underwrite

51

government husiness," ~ and *this has led to a situation where

competition for bumsiness amongst the varlous insurance companies
is not keen since they have a limited market to cover“ssz
Chvicusly; this situaticon has not helped the industry, rathex

the market has retained its cligopolistic structure which was

partly respensible for the initial problems of the industrys
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The decision of the government to participate directly

in the market has led sone scholarSSB to guestion the mtionale
behind state participation in sub-sectors of the economy

that is generally believed to be an exclusive preserve of
private business entrepreneurs. This is particularly true
 of the Nigerian dituation and that of the cther African
countries where it has been persistently argued that govern=
ment should direct iits lzan resocurces to providing tother
social §menitias for the people. Since economic policies

are not géaticymthc issue of government direct participation
in the igdustry depends on the politlcal and economic
philoseophy of the government Iin power. Hencej the present
MNigerian CGovernment P has decided to seel off its shares

in all insurancée companies where ik has interests to the
public,; and also commercialize the National Insurance Corpo=
ration of Nigeria. From what has been dlscussed so far, it
would seem thét inspite of its limited resources the super-
visory and pollcy implementation crgan of the insurance induse
try as established by the government has performed itsjggties

satisfactorily and is striving hard to lmprove on its serviées.

Aside irom the above, government policy has also succeeded
in creating a localiged insurance market in the country,
this in essence means that the domlnance of the market by
foreign lnsurance copncerns has heen completely erased: (See

Table IX on the next pagels
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TABLE IX: SUMHARY OF INSURANCE CCMPANIES OPERATING S -

4 ’ > o
IN NIGERIA AS AT 30TH NOVEMBLK, 1988 ~./9n wov .~

¥
) - Total
Nase Type of Qwnership Number "

p Private indigenous €1 6242
2% Wholly State Government 10 10,0
e ¥holly Federal Government 3 33
4s Joint ownership 24 245

GRAND TOTAL 58 100,0

Source: (a) Nigerien Insurance Year Book 1968

(b} Federal Ministry of Finance end Economic
Develepment, Insubance Department, Ikoyi.

Nbdtess « (1) Joint Ownership represent companias jointly
owned by private individuals and foreign
partners, or State Government, forelgners,
private individuals and the Pederal
Governments Y, ;

B
s

{11) Foreign participation limited to 40%; =~
Indigenisaticon Decree 1977.

TABLE X3 INSURANCE BROKERS AND LOSS ADJUSTERS OPERATING
TN NIGERIA AS AT 30TH NOVEMBER 1988

- TOTAL
NOS .« TYPE OF OWNERSHIP — NUMBER
e | Federal Government and Foreigners | 1
2a State Governments 2
3 Private Indigenous and Foreigners | 14
be Private Indigenous 167
BRAND TOTAL : _ l 184

" Sources Nigerian Insurance Year Bock 1988
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In as mach as this policy iee. localization, hes its

advantages {already discussed abovel); yet 1t has ite own

-disedvantages which hag bhaen extensively deliberated uncn

by varilous scholarse From the tone of most of the works,
it would seem that localization of the insurance industry
in Nigaria is assoclated with aevaial negative effectc,
For example, 1t has been argued that localization hes led to
an unprecadented rise in premium ratesiy this ls intrinsically
linked to the neéd for insurers operating in the Nigerian
market to buy reinsurance cover abroac and at the same tims
cope with high management expenges. The table below sums up
the point being made hercs.-
IABLE XT3

PRQ?ORTICN OF DISBURSEMENT ON INSURANCE

PO T&fﬂL DISBURSEMENT CN SBR’%{ICESE@E
4595 = 1576 AND 1983

o Temgg BiSBgRSEﬁENTS}DI&BURSEME&T 'pagéonrxém oF
- ¥YBAR ON BERVICES {a) ON INSURANCE § (B) T0 (A)
' (B}

1995 56843 5,1 049

1976 198244 8,0 OaB

1977 17972 1043 0e6

1978 22123 14,5 Oe%

1979 299543 42.0 104

1983 3602.6 6440 148

Source: Federal Office of Statistics, Lagoss.

Notess (1) All figures ere given in & and in wmillionse.-

Prom the zbove, one can see that before the establishe

ment of the Niéerian Reinsurance Corperation in 1977, the



smount of forelgn currency disbursed on insurance services
was lower than what‘was-disbursed two years after the cors
poration was established and even up till 1983. This devew-
lopment has debunked the argumenty that the localigalion of
the insurance industry and the establishrent of a local
Réihaucance Corporation will stOpvthe heavy cutiflow of harde
’%Qeérned foreign currency for insurance and reinsurance pure
péses.

(n 8 final note, it has been observed that “whether
or not governmental control and intervention ln the lnsurance
instltutions ees fulfilc itz proper role, and whether the
céntrcls'are adequate or imperfect, they at least, have
(thelr) nerits .se and are capable of periodic improvement

and adaptation."SS

What is more, the numerical strength of
the industry and the volume of busincss written (a3 can be
seen from carlier tebdles) have placed the Nigerian mavket

tormeost in the YWest Afcican reglon and Africa as a wholee
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3.

'See "Insurance Market in Nigeria 1969" in F.A.T.R.
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CHAPTER FIVE

INSURANCE INDUSTRY PARTICIPATION IN INDUSTRIAL
AND COMMERCIAL DEVELOPMENT OF NIGERIA 1969~1986

_For any economy to grow and develop, 1t is necessary
for all its sectors and subesectors to contribute thelir own
éuoﬁa to the developnental processe I% is against this
béckgfound that we shali axamine'ﬁhe'impéét of the insurance
induaﬁry on the sociouccmmarcial:and:;ndugt&ial developmant
of the Nigerlan economy, using aég;egaéeﬁvsﬁatistical data

in support of our analysis.

5

. SDURCu& ﬂND GOVERNMENT CONTEOL OF INSURANCh PUNQS

Various items make up ‘the insusance fund; these are

Apremiums. statutory deposits or. paidwupvaa@ital, retugns

‘on invegtments, profits and miscellaneous receipts. Howaver,

in this . work, we shall dimit our discussion of the fund to

the premiums collected by inc urarcp companie~ from 1959

1 to 1986.‘ Thia is bacause, of all the constltuent parts

of che inaurance funda already mentloned the figuras for

gross premiums collected from'tha 1nsuring~public during the

period under consideration can easily bc computed without

attracting criticisms from other scholars, and practitioners.
Insurance companies fall into uhree maln categories}

long torm bUSiness, short term busaness. and those that transact

both long, and short~tarm-businessgs»,.@ore speclfically,

1ife insurers fall under ﬁh@ first éategory; while general

or non-life insurers fall into the second category. The

third category is made-up of comganies that tronsact life
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and non-life businesses. Life inaurers accuﬁulate vast sums
of money by selling life policies and as previously explained,
‘one majoxr feature of all life policies is the provision of
security for ‘the ownexr of the policy while alive as well as
guaranteeing flnancial stdbility for the beneficiarjes of
the pollicy, i7 the life insured dies before the maturity date
stated on the pol;gy. on the othar hdnd, non-llfe or general
insurers '‘also generate vast sums of money on a shogt-term
basié by providing policy=covers fo; mqtq:g marine, aviation,
fire.»9ngineering,-employers liability"contﬁactors-all-risks,
acéident'and.miscellapeous insuranégs.‘ {See the fables on
the nex§ pages for amount of premium collected.by life anq
non~1life insurers from 1969 to 1986)e¢ A

While'table XTI shows the‘total-amount collected as
premiums before the promulgation of the 1976 Insurance Decree,
table XIII shows the amagnt collected as bremiums after the
promulgation of the Decree, The tables and diagrams justify
the observation thaf the Insurance Decree of 1976 has had a
-great and sustainable impact on the Nigerilan ipsuranCe market
‘because the premium collected before 197§ was nothing

substantiale But after that year the situaticn improved

because amount of, premiums collacted rose. from LQE million
in 1975 to about #714 million in 1986 From thesa figures,
one can predict that gith a stable>sacio~poliﬁical.Glimate
and a healthy economy, gross premiums collected will hit the

N1 billion mark in 19%0 or even before thene
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TABLE AEI3 GROSS PREMIUN IWCOME OF IHNSURANCE COMPANIES IN NIGERIA

BY CLASS OF BUSINAESS 1969~1975

%)
CAUEGORY OF BUSINESS 1969 1970 1971 1972 1973 1974 1975 1976
HON-LIFE 60s1 6601 590 67.8 Hled 6540 2.2 81.7
LIFE 3062 3309  4lo 3262  3%eB 350 20s8 1863
Sources (i) Insurance Uepartment, Federél'ﬂinistry of Fiuance, Ikoyi, lLegos.
Notess {i} The above figures reprasent premiums for direcht business and

TR LN L

reinsurances accepteds.

{ii)} HNon=life premiums include those collected from fire, accident,

motor veblele, employers liability, nmarine, aviatlion and

miscellangous insurdancs husinesseSe

{3i1)  Figures coanverted into percentages5by the present aﬁt&ar.‘
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TABLE XII1s SRO3S PReMIUM INCOME OF ITNSURANCL COMPAHNIES IHN NIGERIA

BY CLASS OF BUSINESS 1977-1988
(%63

CATEGURY OF BUSINESS 1977 1978 1979 1980 1981 1982 1983 1584 1585 1986

NON-LIFE BZeS B2e4 81e3 730 7828 79.9 T5.6 741 727 732
LIFE 175 17.6 18,7 210 2led 20412 2424 259 2743 26.8
Sources (1) Insurance Department, Pedeval Hinistry of Pinance, Ikoyli, Lagose

{il) |(Migerian Insurance Year Beok, 1988.

Notess (1) See table XIXe
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One notices that while nonw-life premiums rose from
Goui% in 1989 to B1.7% in 1976, premiunms collectad fronm
life~buginess declined from 39.9% in 1969 to 18.3% in 1876.
The continuous increase in the premiums from nonelife
business can be atﬁributed to the bocﬁing econonic and
favourable business C¢lmaLe vhich Nigeria enjoyed dux 1ng the
period. Furthermore, due to the above reason, the aconcmy
wltnessed a substantial inflow of forelgn capital for “
investaent purposes. The declire in lifawbusinesé ﬁuring
this period can be attributed to the unpepularity of this

eriana and the nonnaggraasive

class of ¢naur@nce ,T

marketinq posture gdopt“d by the insurance ucmpanieu. It

suffices to say here that the arlous insurance companies

ware contented with concentraﬁiﬁg more in ﬁhe transactions of
compulsory insurance business such as mator, embibgqrs'
tliability;'marine and aviation, and other classes éﬂ business
which by their nabture a prudent businessman or'iﬁyesﬁor nust
want to purchaae- -

From 1977, premiums collected £rom nonnliz@ businass
started declining. The reasens for thig are nataaarwfetched.
The Nigerian Eﬁéerprises Promotion Degrée (19?7} §erided for
the Higerlanization of many businesses, this led to the
-withdrawal and in some cases the stoppaga af fdgeign capltal
into the Nigerian economye. Also, the economy sﬁépted showlng
signs of low business and investment activitles as a result
of the global economic recessions The over-all,&ffécts of

these developments on the insurance industry was the low
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buéinessyfgﬁﬁﬁnes as was recorded in the ttapsaetions of
non-life Eﬁsiﬁesa.

tHowevar, from 1977 life~business started &o pick up
with a total premium collection of 17.5% in that year

risin:

Vst

to 26.8% in 1885. Althouuh, the indrease iz very

_ marginal, vat it must be mentionad that it wes due to a .

change in the marketing strategles of 1ife insurers who
realising that premiums from non-liife businass weré on the
decline, adopted a very aggressive policy of ﬁelliné‘life
policies and launching campaligns to educate:the'poéulace
about the importance of life insurance policieé;- ée;hapﬁ,
it should -be mentloned here that the amount avéilaﬁlé'fgr
investﬁent by insurance companies depénds.onfthé émouni of
premiums collected by thems {See tables XVZII:ané,xix)e

In discussing the contribdtions of the inéﬁfaﬁcevinddstry

to the economic davelopment of Nigaria, we sha;i%first

‘examine the applicability of Keynesién investment theory,

and the legal framework governing the investmeﬁﬁlof.inaurance
funds in Nigeria. It is important to point OU§{§£,£his

stage théf by investment we nsan the creatlon offngw assgets
that can generate or create income und empioymeﬁﬁ sucﬁ as

the construction of a new factory and étﬁictlyié§gaking,

it does not represent the purchase of existing Qéséts.such

as paper securities ieCo bonds, debéntur@s, equiﬁiésa ate,
‘the question now is what determines the invastmenﬁ»bahaviour

of firms?
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Acco;dihg.ﬁdeeyn@s, privaée busines$ investment is
undertaken 1f only it is expected te yield a return te the
inveétoro in other words, the rate of interest prevalling
in Eﬁg invastment market has, and will continue, to
deteriine the amcunt of funds Lo be invested by a business
enterprise.  Keynes argues further that anyone who has
iiquid resources available for investment will usually have
one impertant alternative to investing his money in new
capital cquipmente It, therefore, follows that if private
business investment is to be undertaken in an economy; not
only must the lnvestor expect to earn a money return from it,
such return must itself be somewhat greater than the return
the invastor coﬁld obtain 1Lf he were to buy existing bondsge
At the very least, the return must slightly exceéd the rate
of interest on fixed-interest sécurities;a Thus, in Keynesian
theory, the inducement to invest depends on the return from
assets - the marginal efficiency of capital,,4 on the oOne
handy and the rate of interest on the cthers On the whole
according to Keynes, it is undesirable to includéléxpaétations
of profits as this is not certain and stebles> It is only
suffice to state here that thls theory in its pure form
cannot be employed to study the investment behaVicur of
insurance companies in Nigeria because the theory iﬁpliaa that
all investmenit responds to the same influences.

on the other hand, with little modification, the
Keynesian theory can help us understand better, the investment

behaviour of insurange companies in Nigeria. Since after the
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epuriciation of the theary'in the 19303y economists have come
to égrea ﬁhat there are two main elements iln irvestments,
namely the autonomous and induced investmentss Autonomous
 investment is defined to include long range investment in
hOUSGSy social infrastructures and projects that are intended
te introduce majér innovation. And induced investment is
defined as invegstment in both fixed assats and in securities

ieee. stocks, bondsy shares, etc. which are requiredrﬁ'/angble

the economy to produce a bigger output as aggregate demand’

At this point, the focus of our discussion will be
shifted to examining the legal framework that governs the
infestment of insurance funds in Nigeria. Du%ing tha colonial
eras there was no legislation governing the investment of
insurance funds in Nigeria, as the market was dominated by
foreion insurance companlies thet were mainly interested in
the repatriation of profits ﬁo their howme countries for
investment in their natlonal ecenonlies and expansion of their
home offices.l But with the attainment of independence, tha
first indigencus insurance lagislation was enacted in 1961.
This Act made No provision for compulsory investment of
monles collectad by insurance companles in the country at
that time, it merely obliged insurers . to invest only 3% of
thedr profits in ﬁigexian7 The 1364 Insurance (Miscellaneous
. Provisions} Act provided that all insurers transacting
non=-life bhusinesg should own "Hlgerian investments™ not less
than 40% of the tétal premiuns collected on non-iife local

riskse Alsos life insurergs were required to invest the
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whole proportion of premium callected on 1oca1 1ifa risk on
Nigerian investments. Fbr hotﬁ life and non=life insurers,
they were regquired to invest at 25% of the funds on
. éqvernment securities and not more than one-tenth of the
value of the fund should be invéstad in property.a
These legislations were not implenented due to the
non-existence of an enforcement organs The situation was
rescued when the Insurancge Companies Regulation and the
Insurance Companiaes Acts were passed in 1968 and 1976,
Like thexearlier Acts, these legislatlons made it mandatory
for insurers operating in Nigeria to invest in Pederal and
State governments securitles, mortgage loansvﬁn ;eal éatata,
industrizl debenture and unsecured loans, treasury bills and
cgrtificates and maintain their elxcess funds asléash QN
dapésit.g Aside from the provisions of all the abave
legislations; tha FPederal Government haz alsa heen using two
other policy instruments since 1969 to regulate the investment
of insurance funds in Nigerid. These are the Portfolio-Ceiling
Device and the Regulation of Interest Rate Structure. Thease
policies are employed as part of long=run daVelopmént
strateqy measnt to "direct the flow of funds towards socially
desirable goals or to lower the interest cost of 1cana to
. soclally desirable borrowers, (and alsc) elther to influence
the pace or pattern of development, or to divers y the
structure of the economy“‘lo
The portfolacecelling device reguires insurasnce companies

to disburse specified proportion of thelr total investible
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funds on specified sectors and subsegtors of the naticnal
aconomy« It also stétes the minimwus and naximum percentage
of Ffunds investable on the "preferred" and "1ess—p§efarred"11
sactors of the economy identifiad by the government for the
purpose of scctoral credit allocation. The working pattern
and prescribed percentages have already been discussed
abovea12 ¢n the other hand, the regulation of interest rate
structure implies that the Government should determine the
minimum and maximum ratez of interest on lending by insurance
companiess ¥The Pederali:Government in 1977 had accepted the
recommendaticns of the Financlal Uystem Review Ccmmittée.is
and wifh effect from 1st April, 1978, insurance companies
lending ackivities were brought under the control of the
Central Bank of Nigeria whichthrough ' its Honekary Policy
Circulars On Credit Guidelines introduced discriminatory
guidelines and rates of interest on loans to the‘preferxed and
and less-preferred sactors and subsectors of the economnys

{See the table below)s
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PABLE XIV  INTSREST RATE STRUCTURE FOR INSURANCE COMPANIES IN NIGERIA 19781986

Breferred Sector 1978 1979 - 1980 1981 - 4982 1985 1986
Hanufacturing, rcining, A . - o

agricultural,; marketing, ' AR _

building and construction 6% - 7-9%%  T10%% 8h-104%  10%=12%%  12%  15%

Host-favoured Seghors

Ragidential Housing and :
Agrilculiural Production : 6% &% 6% 6% 6% 6% nNeae

Lass=Praferred Sechors

General Commerce E~11% 8-1lgh 8128 94=14%  1l14% 163 n.a.

Source of Datas (1} Central Bank of Nigeria,liopetary Policy Circular, Hoss 10-15.
|
{ii} asbnual abstract of Statistics, Lagos, Federal Office of
Statistics, 1987 Editicn. |

iy
\
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From the abové table, 1t would bhe éeen that the rate of
interast chargeable for loans given in respect of ltens
listed under the preferred sector roge from 6% in 1978 to
105%% in 1981 and 15% in 1986. This increase can be attributed
.to the government desire %o ensuge that insurance conmpanies
invest a sizeable proportion of their funds in sensitive
‘sectcrs of the economys. Purthermorg, items listed under the
most-favoured séctor of the interest rate structure have
continued to.attractilow'inteuest rote except in:iQBZ when
the zate of interest chsrged rose to 8% This Se;tién,‘again,
can be sald to be deliberate because in recent yéa;S'the
government have been using a combined stsétégy d?;dixeét
participation cum soft loans to encourage acdéléﬁéﬁed
agridultural production and bullding of houées;@jéaheral

‘"éemggrce<ﬁhiéﬁ:is listed under the 1ess~preferraqkse¢to: “

%Bx the purpose of credit a%locaticn have contin;éd‘to attract

' ‘an interest of between 8~11% in 1978 and 16% in 1985.
‘Génerally, one would have expected that a sizeable

proportion of the leans disbursed will go to the

lass-preferred sector of fhe econony hecausa of,ﬁhe‘high yield

of returns which will accrue to the lendefg butléhis is not

the case as can be seen from the table belowe

TABLE XV ACTUAL CREDLT DIRSTIBUTION IN NIGERIA 19821986

SECTOR | / 1982 1983 1984 1985 1986
Preferred and most—~favoured |

Sectors 68,6 6T7e4 68:3 689 6747
Less-Preferrad Sector 31ed 3368 31a7 3161 323

TOTPTAL 100% 1009 100% 1002  100%

Sources Annual Abstract of Statistics,; Lagose Federal Office
of Statistics, 1987 Edition.
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HWhile the preferred and most-favourcd sectors of the ecopomy
got 68.6% in 1982 and 67.7% in 1986, the less-preferred
sector only got an actual credit allocation of 31445 in 1982
and 32¢3% inm 1986 From these facts, one observes that the
government through the monitoring activities of the Central
Bank of ligerla has been operating a deliberate policy of
ensuring that the manufacturing, aining, agricultwral and
housing sub-sectors of the ogoncny are given prlority wﬁen
loans are beinyg disbursedes Thils poilcy can be sald %o ba a
step in the pight directlon almed at bullding a 5trong;
reliable, and healthy economy bhecause any economy that is
solely dependent on the lngortation of her basic needs is

bound to collapse sooner than expecheds

LIPS INSURANCE. LONG TERM SAVINGS AND THE NATIQNAL SCONOMYY

Although the protaction and financial stability
alements of a life policy have baen discussed sbove, another
major point is that life insurers are genaerally regarded as
stimulators of long term savings within the economye. Aan
increase in savings through ﬁhe pﬁrahase”of,life insurance
howeéer does not indicate a reduction ;n savings elsevhere
‘20Qs pension funds, Natlenal Provident Fundy etce, it merely
indlcates a reduction in the current consumption expenditure.
of the individual concerned. The table below shows the amount
of contractusl savings generatad in Nigerlia singe 1959

through 1ife insuranco.
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INSURANCE IN NIGERIA 196913585

TABLE XVI
YEAR  AMOUNT
1969 54300
1970 5,462
1971 10,956
1972 11,699
1973 43,107
1974 19,693
1975 25,689,984
1976 34,490,982
1977 50,899,688

Source: (i) Federal Minlistry of Finance, Insurance

Notesg:

vast sums of monay within the sconomy asz long=term savings
with the buslness alene accounting for 39,94 in 1955; 41.0%
in 1971 and 2648% in 1986. To appreciate fully the
inmportance of life insurance to the economys théufpllcwing
factors must be taken into considerations the benefit of

protection against premature death, ﬁhe financial benefit of

%
39.9
33.9
41.0
3242
31.6
3540
20.8
183

175

YEAR

ANMOUNT

1978
1879
1980
1981
1982
1883
1984
1985

1986

65,250,502
‘694 1025609
95,8863 721
121,869,852
122,768,908
145,023,725
157,871,183
167,297,030

191,262,558

GRAND TOTAL: e N1,247,479,595

Departuaenty Ikoyi, Lagos.

(ii) Nigerian Insurance Year Book, 1983

%
1746
10,7

2140

262

20s1

2404
259
273

2968

(1) All figures are given in Nairae

(1i) The Pigures in percentage reprasents the
: proportion of 1life business to non=lifs

businegs for each yeares

Dhe table also indicates that life insurers generate

long~term saving for the policy-holder, and the

.

o PR



maatﬁ*amon&mic sido=affects of such savings. On the first
two factors, it is obvious that the policy holder will gain
in welfare terms af alroady discusééd shovas The macro=economnic
3lde effects of iong'term savings depends very much on the
state of the national econociy. In Nigaria today ahere the
chnOmy is exyariencing rapld inflation and high unemployment
ratwes lcng Lerm savings becones usafal because it red%:es
consuner spending and hende modcratwa inflationy and on the
other hand hegomas undesipable because it furthe;:depresses
the level of ecconomic activity due o the £all iﬁ'ﬁhe
gurchasing power of the consumer. On the whole, fhé éévings
are iu?estable snd this helps to further stimuzaté-aconqmic
acgivitieﬁa The table below shows tha‘financial:bénefit
‘which life policy holders or thoeir dependents deri&é fron

the purchase and continued servicing of such pal$61690

TABLE XVIX
, PINANCIAL DBENERIP? ACCRUED 70O
LIFE POLICY HOLDERS IN NIGERIA 1069-1986
YEAR AMOUNT %  XEAR  AMOUNT %
1969 558 15.6 1278 4,342 743

1970 700 457 1979 7,123,485 154
1972 928 165 1980 9,708,600 1944
1972 1,619  17.8 1981 14,628,162 2444
1973 1,104 8.8 1982 18,591,015 2647
1974 4,877  12.3 1983 25,016,154 319
1975 1,681  Bu2 1984 24,754,020 3243
1976 2,368 7.9 1985 31,142,664 3849
1977 2,837 5.8 1986 38,111,602 4ie1
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Sources (1) Insurance Deparinent, Pederal Ministry of
Pinancey Ikovyi, Laguse

{ii) MNigerian Insurance Year 3Zook, 1988

Netoss {1) The sbove figures alss rapresent net-claims
paid by life insurers to policy holders ox
their beneficlaries from 1969 to 1926,

{i1) m"Net-Clains" reprasent c¢aimg pald minus
T reinsurance recovarless

" (34i) ALl figures are given in Nairae
(iv) The total émount paid as life claims r@preéents
142467 of the total preniuan aollected within
‘the same periode
{v) The figures in peréontgge represeh%aAthe'
proporticn of life clalms agulnbt nonnlife
claimns pald for eache
From tables XWI and XVII, it can clearly_bé éeén that
in 1962 the amount collected as premiums anount §5 Just
145,300 while 8558 was paid as claims. On the othar hund,
in 19?6:11fe premiuns collected accountéd for-iagﬁz,of total
prem;ums collected for that yearg whila glaim péid ac§ounﬁed
for 7.9%.. Furthermore,; in 1986; a total sum of N591¢262g558
was collected as premiums while N38,;111,602 wag: uid as claimss
These figures go a long way to demonstiate the imppptanqe of
life insurers in their dual position as provideré%of éinancial
stability against premature death, and custodians of vaat
suns of money which is made available for investmeﬁ& in the

natlonal econoumye
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INSURANCE INDUSTRY'S INVESTMENTS AND THE NATIONAL ECONOMY
insurance industey's investments in the private segtor

can be explalined from the following points of vicws Flrst,
the insurance indﬁstry as an institutional Investor ensures
that the capital market acts as an efficient machanism for
huge capital mobilization. The capital market has been
defined "as that market mechanism which distributes the
resourges oflthe many financial ingstlitutions cee an#;other
private savings aneng those who will &%timately uge them to
- finance additions to the stock of physical Capitﬂl“-14 In
other words, the capital market is composed of institutions
who have money to lend and corporate bodies who want to borrow,
thus, the market involves the trading of 5tocks;:éhares,
debentures and long-term Federal and States gcverdment debtss

- It is no longer a disputed fact that the gxistence of
an afficiept capital market i; a powerful infiuence on’
industriél efficiency and hence on the welfareioﬁithe aconony
as a whole because the efficient managament of avsilable
resources will help in the conservatlon of money]ﬁy‘miniﬁising'
the costs of production. Therafore;:efficient méhggement
of the stock exchange “leads to highaer shacve prices which
makes 1t easier for it to ralse monay or expand by
acquisition. Poor managemant, on the othes handgiﬁénds to
lead to lower share prices, less abilliby to raisngunds?
anpd greater vulnérability to acquisition".15 The 1nsufance
industry helps to establish an efficient qapiﬁa&vmérket

because they are custodians of large sums of money which makes
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i% possible for them to undertake large investmenks in the
capital market which otherwize would not have been possibles
Also, because of thelr sizme, insurance companiest® operations
vithin the capital market help to /stabllise it so that it
is.not so susceptible to the decislons of short-tern
speculatbrs who also cperate in the capital sarkoets

Secondly the Ilnsurangce Lndustry makes major
contributions to the dovelopmant of the private sector in
Nigeria through the provision of funds through tha primary
and the money markets. Bills of exchange and shor t~term
governuent debts are traded in the noney ma:ket; while new
stocks, shares and bomds are traded In the new issue orx
primary market. Two maln ways by which insurance companies
cohtribute towards the purchase of stoecks, shares and bonds
in the primary market can be identified, Pirst, the companies
purchase new securities in blocks of convenient sizes ihereby
reducing the transaction cost in issuing such securities,
Also insurance companias have baan coméé}led by law %o
- participate in government initiated-economic schengs in ordex
to facilitate an e=asler flow of funds betwesaen the lenders and
ths borrawers. Second, insurancz companies alse underiake to
buy up any stock not fully subascribed to under a public offers
by this actlon, lansurers ensure that the full amount heeded by
the borrowers is made avallable.

Third, the insurance industry contrlbutes to the growth
and developnent of the private sactor in Nigeria by investing

in industrial and commercial properties which go directly or
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indireétly to the manufacituring, construction or general
conmerce sectors of the economye. The point being made here
is that "ee.othe purchase by an insurer of an office h@05k,
or warehouse and the leasing of that property to an
industrial or commercial company releases capital for .
employment in the business concerned".16 AFurthermore, ;thef

construction by an insurer of new bulldings for leasing&ﬁg

an industiial company similarly relieves that COmpany dﬁ%the

,-\(\

necessity of finding the capltal that would otherwiﬁa haye
had to be tied up in the propertys 17 {Tables that folaéw
1llustrata the amount invested by life and non-life insurers
in the private scctor of the MNigerian economy from 1969 to
1086) «

And fourth, insurance companies participate in the
development of the private sector through the provision qf
funds through thé“secondary markat iee. the maifzet for
exlating securities such as the Higerian sStock Exchange. In
this market shares, stocks and bonds are bought and resold

depending on the financial performance of such securitiase
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TABLE XVITII: INSURANCE INDUSTRY'S CONTRIBUTION TO THE DEVELOPMENT OF THE PRIVATE

SECTOR BY TYPE IN NIGERIA 1969-1978 (%)

AREA OF INVESTMENT 1969

(1) Mortgages and
Loans 19,95

(2) Cash and
Bills Recelvable 53.66

(3) Miscellaneous 3.19

(4) Stocks, Shares
and Bonds. 23.20

Source: Insurance Department, Federal Ministry of

Note: (i, The above figures were not approximated.

Finance, Ikoyi, LagoS.

£i1) Fiauﬁes were converted to percentages by the present

resSesrciale

1979 1971 1972 1973 1974 1975 1276 1977 1978
19416 14270 17436 1%5e03 16477 1511 17.45 16.76 16439
51.44 59466 50455 52.21 392593 41.03 37.80 37.38 32.49
| 5.56 7432 14.43' 17.24.‘2é.osl 30481 30.77 35.14 39.10
23,94 18,34 17.67 15.54 ‘15.09 13.07 14.00 10.74 12.05
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TABLE XIX: INSURANCE- INDUSTRY'S CONTRIBUTEON“TO THE DEVELOPMENT OF THE .
PRIVATE SECTOR BY TYPE IN NIGERIA 1979-1986 (%) .

AREA OF INVESTMENT 1979 1980 1981 4982 1983 1984 1985 1986
(1) Real Bstate - 14460 12.60 13.84 12.42  14.50 14.96. 19.27 14.54
(2) Mortgage Loans v . ' '

on Real Estate 25,04 11.76 11¢37 11.48 9496 9.15 7471 789
(3) Loans to Policy '

Holders T+40 ~ 3.31 4436 5.32 3,70 5.22 4,46 - 4.67
(Q) Other I-‘!Qans 8.49 5070 7.01 8.91 9046 . 6070 . . 7‘33 8023

(5) Cash on Deposit ‘ o
Account N/A 30.76 26022 20,02 22437 264592 24,19 26,09

(6) Bills of Exchange . N/A 3.98 2443  1.83 136 1,38  1.03  2.13
(7) Stocks, Shares ..

and Bonds 44449 31,97 35481 40,07 384692 36400 36.04 36.48
Sources (i) Insurance Department, Federal Ministry of Finence, Ikoyi, Lagos.

(ii) Nigerian Insurance Year Book, 1988

Notes: - (1) The above figures were not approximated.

{ii) TFigures were converted €o percentages by the present
regeacchers
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A8 indicaued above, the public aector is another area where
insursnee companies invest a large pﬂeportian cr theiyr investable
funds. Principally, the funds invested are used to £inance a part
of public sector borrowing requiremente The money realised is
then allocated to major industrial and soclal projects which the
Federal and States.éggérnmehts have embarked upone. In Nigeria,
and as alxeaﬁy explained abovey insufén@a companies are compelled
by law to invest in dovernment securlties. Thus, it beocomes
difficult to state categorically if insurance companies would have
preferred to invest a greater proportion of theilr fuﬁds in the
private or public sector of the edonomye The_tnblss belew show
insurance c¢ompanles' investments in government securitles from

1969-1978, and 1979-1986,

TABLE XX AND XXIs

INSURANCE INDUSTRY'S CONERIBUTIONS TO THE DEVELOPMENT
OF PUBLIC SECTOR ECONOMY IN NquAIA 1969~1986 (NM)

Yoap AMOUNT JEAR  AMOUNT YEAR  AMOUNT ‘:YEAR AMOU&T

1969 6,875 1974 19,660 1979 78,988,964 1884 177,347,638
1970 6,733 1975 29,105 1980 95,586,208 1985 457,519,768
19714 10,840 1976 22,438 1981 113,216,202 1986 817,493,987
1972 16,923 1977 61,422 1982 119,709,055 1987 -
4973 22,635 1978 78,092 1983 182,473,938 1988 -

Grand Total: gz,gég,§§91379
SQURCE: (1) Ensuranc:agzgzg;;;;Z: FPaderal Ministry of

Finance, Ikoyi, Lagose

NOTES: {a) 7The above figures are made up of life and
non=life investmenise

{b) The €onstituent Parts of the figures agxe:?
Federal and State Governments securities, and
Securities of semi-governmental bodies,



At this juncture, 1t is necessary te note ﬁhgt unlike-ériVate
securitiea;>interest pald on government securities are f£ixed
from ﬁh@ onéaet and are less susgggtible to cﬁangass also,

tha aVaiiabilﬁﬁy of a variety ofuﬁatuyitg"terms for government
securities is anether advantage that is asgoclated with such

~ securitiess |

Prom the discussion tﬁus far, it seems raé%@nabié to

~ ¢onclude ih&t insurance companies investménts in,ﬁié&ria cannot
be strictly confined ﬁo the pure K@ynasiaﬁ thebxy of
investment rathor, with some wodifications the ghensf,aan be
used to study the invesitment behaviour of insuranqeigoﬁpaniaﬁ
in Nigeria; and this is what this sub-section 0f thi§ éhapk&r
has attempted to dos. Again, from the abova discﬁé&;@n, wa have
been able to sho% that after the observance of tﬁa;ﬁandatary
_,inVQstmenﬁ~§§£cantagesa insuranca companiés nmld?éhéiz excess
éaéh as fixed deposits in the bankse This maneyfis
judiciously disbursed by the banks to néedy cuétoﬁe#ﬁawho are
ventuxi@giinta naw business projects.or araﬁseéking.loahs to
axpand éﬁisting'prajects, By and large, onem¢aﬁgstate without
fear of express contradiction that the insurance industry is

a major force to ke regkonaed within terns of inveétments

of funds and economic advancement of any natione

INSURANGE INDUSTRY AND ECONOMIC STABILITY -

The definition and variocus forms of risks have been fully
discussed in chapter I of this worky thus, all we are going

to do here is to briefly discuss the various methods of
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handling risks because it is one way by which the insurance
industry contributes to the genersl -economic stability ahd
prosparity of Higarla. Thfée maln tecnniques 6f handling
risks ére riéé identification, risk assessment and risk
centrol.18 At the corporate level, the risk manager having
a fuller knowledge of the econemic and social activities of
the company, endeavours to identify the various fsrms of .
risks which his company is exposed toj by dolng Ehis, tha
risk manager has taken the first step of risk managémgnt
and has also ensured the contlnued existence of his'gﬁompanyo
After the existence of such a risk has been identified; the
comparny will embark on measures aimed at ensuring tﬁ§€ the
correct assessment or evaluation of the risk 1s oﬁtained._
This inv§1Ves the compllation of véfy aécurate‘:égo;ds of
past événts in oxder to ensure that future decisibns are
arrived at and taken on the basis of sound Sé&élégi&ﬁaia
It has been argued tﬁat it is very important to carry out a
- careful evaluation of risks because it helps in‘ensufiﬁé
that too much money is not spent on controlling & risk that
is not likely to cost a great deal should it occﬁzglgx

| A& third way by which risk can be managed ig}through
the physida%_anﬂ £inancial control of such nisk;fﬂffhe
physical contéol of pisk idvqlvas nainly losgs préveﬁti@n and
this in turn involves two major elements leee 1553"
elinination and sinimisation. Loss vrevention and éonﬁral

afforts are directed towards reducing both frequency and
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éeverity of the occurrence of such risk and "the ultimate
goal of loss wprevention and control is the elimination of all
losses or, failing that, reduction of losses to the minimum
that is compatible with human activity".

Again, ioss minimisation efforts fall into two
categories i.@. pre~loss minimisation and post-loss
minimisation. The essence of pre-loss minimisation is that
the effect of the loss is anticipated and steps taken.to
ensure that the frequency and severity are reduced to the
minimum, whiiz post-loss minimisation imagines that the loss
has been exparienced and anticipates ways and measures in
which its effécts can be minimised.

Financi al control of risk also involves two elements,
i.e. retention and transfer. By financial retention, is
meant the ability of some lérge firmg and parastatais to
: establish anJ maintain a separate fund from which payment
could be mad: whenever a loss is experienced. On the other
hand, the financial transfer mechanism involves the transfer
of the finanwial effe;t of such loss to some other person or
company and iis is where insurance industry plays a very.
important rol$ because it remains the only means by which
catastrcphic wisks will always be financed. Above all, the
importance of loss prevention and control transcends the
individual aud the firm involved in the loss because the
society and vhe national economy as a whole benefits from 5

there being fwwer losses in the long run,
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At this junatﬁre, our discussion will be focusad on
how the insurance indugtry hes helped in promoting general
goononic activi%ies in Niga:lé. Hany insurance companies
oparate varlous types of insurance pollcles amongst which
a&e fire, motor, maring, aviabtion and éthar policies grouped
under genaral accldent business. Taking a cuksory look at
the afore-mentiened policiles, one will discover that by their
nature, they help in giving an enterpﬁenmu; a greater degree
of con@idence to invest his capital iy new business ventures
and in the expansion of existing projectss For exaﬁple, a
Fire‘é;licy makes it possible for an insured to be compensated
after the occurrence of the Fflre outbreak, this iﬁ turn
makas 1t possible for the firm t@.resume‘oparations;within the
shortest possible time thereby ensuring that continuity in the
economic endeavours of an individual is guarantead and
realized when occaslon demands for it. The tahles'belgw show
the amount collected by non=life insurers and the amount

relaased by them as indemnity from 1969 to 1986,
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| TABLE XATI3 “xwawcng_maﬁm SFER_OF RISK TO NON=LIFE

YEAR
1969
1970
1971
‘1972
1973
1974

. Sources

- Hotess

INSURERS IN NIGERIA 1069-~19686 (M'M)

AMOUNT %  IBAR sounr % YEAR AHMOUNT %

g

7,082 60.1 1975 07,602,504 79.2 1981 453,306,065 7648
10,622 66,1 1976 154,179,552 81.7 1982 483,586,166 7949
18,742, 59,0 1977 239,896,611 B2.4 1984 450,996,233 74wl
24,666 67.8 1978 306,061,698 82,5 1963 449,807,874 7546
28,417 6844 1979 285,349,945 81.3 1985 445, 295,99?"72.7

36,518, 65.0 1980 361,332,305 79.0 1@36_9523,134,955’ 7302

‘ Gﬁﬂﬂﬁ;WOTALS K4, 265,673,953

_ {1) Insurance Department, Pederal ﬁlniqtry az Pinance,
T.0o Ikoyi, Lagose g ) LA

f&iis,"ﬂi grian Insurance Year Beék,'iééas;"

{a) The above figires represent prumiums a’ rﬁéé_Value

colliected by non--life lnaurers.

{(b) Non-life business includes: fire, motcrp geﬂeral
- acgident, marine and aviation insuxance busineasaa.

-{e¢} . The percentage represents the propazticn of .
" non=life busziness to lifa business foz eacn year.

' Although non-life insurers also g@nératé '"Vaéﬁ-sum

of mcﬁey like their écunteéparta in the life in&\:unce |
bUSineﬁw' yet they are faced with one najor coﬁs»saint 1n
investing the funds_under their cara, nanely that theix
policies are normally yearly contractss Therafagg;zin'
investing non-life insurance funda,‘thaselccmgani§§f3¢x§aily
laok out for short term securities wihﬂ the highéééupr@ftks
in the capital markete. Furthermore, the imﬁaaﬁ'af?nanélife'

insurers is'highly and positively felt ir the ecqﬁbmyfﬁhrough
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the enormous amount which they disburse as indemnity to the

insured as 4llustrated in the table belows:

TABLE XXIIT: AMOUNT PAID AS INDEMNITY TO NON~LIFE POLICY
C HOLDERS IN NIGERIA 1969-1986 (N'H)

YEAR AMOUNT %  ¥BAR  AHOUNT % ¥BAR  AMOUNE %
1969 3,010 84e4 1975 18,800 91;8_ 1981 45,379,361 7546
1970 3,760 8443 1976 27,627 ,92.i"1982 ém;baégaga 73¢3
1971 4,69€ 8345 1977 45,053 9242 1983‘533;360;199 6841
1972 7,467 . 82,2 1978 55,517 925%5‘1934 51,&3@,197 6747

1973 11,391 9142 1979 39,162,778 84.6 1985 49 014,928 610l

1974 13,329 87.7 1980 40,285,988 80,6 1986 54,5@2;388 5849

GRAND TOTALZ #384,829,830

.. SOURCE: (i) Insurance Department, Pederal. hin*stry of Finance,

Lagas.
{11) ‘migerian Insurance Year Book, 1988,

ROTES $ {(a) The constituent parts of the above figures include

' o ' fire, motor, marine, aviation, workmen compensations,
contractor-all-risks and other bu&iﬂQSJ axcept life
“insurance business, : oL :

et aiisi

“{b) The figures above represent netnclaims gaid during
the perlod under reviaws i

{e) The amount paid out as nonw1ife claims:répfesents

" only 9.03% of the totasl preniums collectcd £rem
1969 to 1586,

{(d) The fligures in percontage represent tﬁe proportion
of non=life claims against life claims paid for
each years ;

Againy it can be seen from the above taebles; that despite

itz shortcomings and varied probléms the insurehce industrey

in Nigeria has been striving hard to ensure that both
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individuals and corporate bhodlies continue to enjoy a stable
soci-aconomic atwosphere. For example, in 1969 a total of
#79982 was collected as premiums wﬁiie #34010 was pald as
clailms, while in 1986, the amount collected as premiums stood
ét #5823 million.s and paid c¢laims amounted to M55 ﬁillion for
the same years Commenting on the industry's obiigakion
towards its clients, Mr. Be Ajayi explains that theﬂmost
impdxtant ochligation which insurars must di%ﬁhéféé‘ié.the
prompt payment of genuine claimss He éddsﬁthétwitAhas been
difficult for most insuers to discharga this 6bu.'ga‘{—.5.dzi'
bécause of the fraudulent nature of most claims éﬁ&_ﬁhia has
ied to ithe delay in the payment of c¢laims in majqﬁitﬁ of the
cases because a thorough investigation of all cl%?ﬁé mﬁsé be
undertaken first to ascertaln the genuiness of eé@h.claim-gz
From the discussion thus far, we have.beenﬁgﬁﬁe-ép
 demonstrate with available facts and data the clo'éz'i::ibu:tzibns
of the insurance industry to the commercial andvinaﬁstzial
déveiapment of Nigerla. Ve were able Lo disauss ﬁh; dual
role of insurance companies, first; as provideréfé?
prmtectien and financial skability in the eant-éﬁﬂthe
ceccurrence of an insured perll and second, as sﬁi@ulators
and investors in both the private and public secﬁdrsAof the
Higerién econony e Z

However, it can be argued that government iﬁférference
in the investment pattern of insurers may run coﬁhtas to
tha interests of policy holders and may not be iﬁ the best

interests of the natlonal economy. This is because interest
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rates payable on government securities arve deliberately
Fixed at a low level so that there is little prospect of
capital appreciation for the insurance companies since they
are compelled to invest a stated proportion of thelr funds
in government sa&drities. what is more, due to the poor
profit fiéld of life policies when conpared to Qhat obtains
in the banking industry as regards inkerast paid on savings,
it till be discovered that the propensity by the individual

to save through the insurance mechanism will always be low.
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CHAPTER SIx

- ZINSURANGE INDUSTRY AND THE CONTEMPORARY ECONOMY

Aside from the industrial and commarcial sectors, the
insuxance industry in Nigerla have also played a significant
rele in the labour and agrlicultural sectors of the Nigerlan
. TONONY » Purﬁhéfmece, the varicus relasurance companies
hava also béen contributing their own quota tclthe growth and

development of the national econcnys

REINSURANCE AND THE NATIONAL BECONOMY

The growth and functions of reihéﬁr@nae business in
Nigeria has been discussed in chapter'féur of this work, thus,
all wo shall do here is o discuss wiéﬁ¢thelaid of necessary
statlsticel data the contrlbution of th@)reinauranﬁe markat to
the growth and developument of the Nigafién.econdmyo It is
nacessary to mention hare that it is mnlﬁ'ﬁﬁé trading results
of the Nigeria Reinsurance Corpowaﬁionfﬁhaﬁ will be discussed
in accomplishing our taske This is duéfto'the fact that the
other reinsurance companies operating inntheAcountry commenced
business just uecently.1

Since 1977 when the Nigeria Reinsurance Corporation
commgnced businessy it has played a major'role in the provision
of relnsurance covers lccally which~hé§‘had the effect of
minimizing the amount that was hitherto repatristed abroad
for reinsurance purposess This means thég'a sizeable propoction
of the funds that would have been transferred abroad are now
available for logal investment. (See table below for the Gross
Premium Income of the Nigerian Relnsurance Corporation from

1978~1986) ¢
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TARBLE XARIV3 GROSS PREMIUM INCOME OF NIGERLA HEINSU_RANCE

CORPORATION 1978~1986,5HM)

YEAR  AMOUND LEAR AMOUNT
1977 NIL 1982 95,990,744
1978 21,996,649 1983 113,212,714
1979 65,256,951 1984 108, 789,170
1980 64,559,309 1985 123,294,517
1981 9442914435 1986 115,326,000

GRAND TOTAL S X802, 717,479 :

Sgurce: 10 years of Professional Reinsurance in Nidgeria,
Lagos, Nigerlan Relinsurance Corporation, 1988,
Pa 544 ' :

Notes: (i) The above figures i@clude;reinsurance accepted
in the following classes of business: fire,
motor, goneral accldent, marine cargo and

hulle.

The table, shows that a positive.incréégé was rocorded in the
Grogs Premium Income. For the purposa of ciarity, the abova
figures are represented in the diagfamtﬁaiéQ. Thus, using the
1978 figure as our base year, aﬁ increane ofislightly ovVer

561 par cent was recorded in 1985, whi;e in 1986, the
vercentage increase fell té 52443 per-céﬁé; This has been
attributed to the effect of the Structgral Adjustment
Programme {3AP) that was introduced iﬁ tbat years It should
be stated here that the Corporation alse purchased
retrccession covaers for business accepﬁéd locally from foreign
reinsurerse This is one way by which’the.pzactice of |

reinsurance in Nigerla has been contributing o the growth and



158

‘ éé#@i@pment éf tﬁa Nigerian cconeny, bacause by ensu&iﬂgﬁﬁhaﬁ
1@@§l‘riska are spraad internationally, 2 greater degree of
pzate;tian and indemnityvis assured in the event of ﬁhe‘
ocourrence of a catastrophic accident.

| .7 Fﬁnﬁs generated by reinsurance companies are investablee
- in iin@fwiﬁh this philaémphy, ﬁh@yﬁigerian Reinsurange‘ﬂ i
Corporation has invested in almost avary sectoz 6£ thé
eeonony, more preciéely, the c@ﬁpmrétion has inveéﬁeﬁ“iﬁ the
baﬁkingg hdﬁéi, mﬁnufa@turingg and'ﬁGQSiﬁg sestors of the

'f”ﬁa@édhamya it has also invested in governament 3equ:%€ié5 énd'by

this action, “.;.thé sorporation has achleved énﬂhﬁf iﬁé"pﬁimawy

chjactivasy aavfunds which would poxmally have ééné eﬁk.ia:ﬁhéu
form of reinsursncs premium in 1ts ébsance is tﬁéé'injéﬁted:inta
the national systems télﬁeip“stimulate groﬁth‘aﬁfﬁhéléﬁmnomy.a

{See table below showing investwment figures f@mmfﬁﬁ?ﬁvts 19861 o

Eégﬁaﬁﬁﬁiﬁ PUBLIC AND BPRIVATE SﬁﬁTﬂﬁﬁ;iﬁVﬁﬁ?ﬁEﬁﬁS §E,Eﬁ%,.
NIGERIAN REINSURANCEH COR?QRATIQ&~19?Q@1986 {23915

1977 NIL 1982 734328,519

1978 18,694,469 1983 67,083,000

1979 51,820,418 1984 | 79,286,000

1980 . 48,344,329 1985 71,792,000

1881 56,840,003 1986 754,930,000
GRAND TOTAL3 5452, 115,738 |

Source: 10 Years of Professional Reinsurance in Nideria,
Lagose, Nigerla Reinsurance Corporation, 1988, ‘
Pe Sde '
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The toéal investments - represent 56.3 per cent of the total
Gross Premium earned from 1978 to 1986. Again, using the
figures for 1978 as our base year, a percentage increase of
slightly over 403.0 per cent was recorded in 1584 which
declined to 385.6 ;er cent in 1986, again as a result of the
implementation of SAP in 1986.

Por the purpose of clarity and better comparison of
Gross Premium earned and funds invested, the above tables are
represented in the following bar charte |

In addition, the international operations of the Nigeria
Reinsurance Corporation have been of immense benefit to the
national economye. The Corporation generaked a substantial
amount of premium income in hard currency and this has had a
positive effect on the balance of payment position of the
country,3 As at 1988, the Corporation had transacted
reinsurance business with over 300 companies all over the
world.4 As explained in chapter one’of this wcrk; not all
risks are insurable, .but with the existence of a technically
sound and financially strong reinsurance market,; some risks
which hitherto were grouped or referred télas uniﬁsurable risks
can be insured by special arrangements. In this wise, The
Nigeria Reinsurance Corporation introduced and manages the
",.osubstantial Life Pool which has created a facility whereby
some lives which otherwise may not have been insurable as far
as the Niderian market is concerned can now be accommodated,

thereby minimising the drain on our foreign exchangeqsﬂ
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From the explenations made thus fary it can he ssen that
the practice of reinsurance in Nigeria has had a positive
effect on the growth of the insurance market in Nigeria and

the Nigerian ogonomy on the wholas

~

viNSUR&NCBJ EMPLOYMENT AND EANPOWSR DEVELGPME&T&

A major soclo=sconomic pfoblem which Nigeria is facing
today is unemployment whose rate has reached an unacceptable
level in the society. It is‘in via; of this development that

the contribution of the insucance industry over the past vears
to providing gainful employment is going to be examined. An
exanination of the structure and composition of éﬁe Nigerian
inauzagca markeﬁ,‘shaws that it is one of ths groatest
employ%%s of labour within the labour segtor of the Nigerian
eqonouys. In essence, like some inﬁurande markets in the
advanced econonles, the Nigerian market is also labour indensive.
bug to the structure and labour intensive srientation
‘Qf the induétry, ample opportunities exist for pursons who
desire to be self-employed or o be in paid employments As at
ﬂecembé: 31, 1987; it was estimated that insurance companies
in Nigeria had a total of 13,288 persons in their employment,
while reinsurance companies had a tohkal of 862 pe%gonsga Againg
thé number of persons employed by insurance brokers and losg
adjastars was estinmated at 1,975, while Sull time énﬂ part-tine
agents were estimated to be 2,500 On the whole, iﬁ'was
estimated that a total number of 18,432 persons were directly

or indirectly employed in the insurance industry. It is
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envisaged that the nunber of people employed in the insurance

industry will continue to bhe on the increase; because as the
gconony iz becomning nore coamplex and aophisticated the need to
insure against risks becomes more pronounced aid iasurance
conpanies will need nore hands +*o be able to cope with thae
aexpacted changes satisfaciorily.

. However, when it comes to the quéstlion of manpowar
dsvelopmant, the industry has nob heen able to cope with the
challenges. Both the praciitioners and the government have
not taken serlously the issue of manPQW@rt}devalopment.fa? the
industry and alllied sectors of the ezonomve As eariier
Aiscusaed iﬁ Chapteaer Thres of this work; Nigerilans and
indeed Africans only manned junior cler&cal and non-mnanaderial
Lo«ition in all the insurance establishments Bhat were
aperating in the cantinant during the colonial pgﬂi@d, bacause
when forelign insurance companies egtablished Undab&nitiug
Agencies in the country, they were not given the ﬁmwey to
handle techni cal matters like underwriting, reinsurance and
clalius satblements This has resulbed In a 1ack'd£
teshniaallf arperienced Africans whicﬁ is still beling felt
up till date. 7

However, shortly before tha attainment of political
indopendence in 1860, steps were taken by some Wigerians to
lay a concrete foundation for tho development of ﬁanpowet
needed by the industry and other sectors of the sconomye
The efforts of these Wigerians culminated in the establishment

7

of the iInsurance Institute of Higeria in 1959, This body

was charged with the responsibility of previding insurance
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education for Nigerlans but it is #zd to report that as at
1986 the Federal Go?ernmenﬁ has not passed thgﬂenablinq law
that will give the Institute cfficial recogniﬁionﬁ Aside
from this, the Ihstitute has not bean able to conduct local
proféssional examinations and this has made the Chartered

Insurance Institute of London the alpha and omega of

professional insurance education for Nigerianse The
afore-nentioned handicaps notwithstanding, the Znsuﬁénce
Institute of Nigeria has been playing an imporiant role in
hosting annual edugational conferences, scminars and legtures
which focus special attention on problems confronéing the
national economy and the insurance industry.

Realizing that training and development is an essentlal
ingredient for an enviable growth of any vocation, the
Federal Government incorporated specific provlsions for the
organisation of training programmes in the 196% and 1977
legislations that established the National Insurance Corporation
of Nigeria and the Higeria Reinsurance CorporatioNls Also,
some Nigerian universities and polytechnlcs provide écademic
programmes in insurance and actuarial secience, thus easuring
the availability of competent manpover for the industrye
Nonethelesgs, the number of draduates that has been produced
is rather small compared with the demand. And in addition,
these higher educational institutions have not addressed the
issue of mounﬁing post-graducte education in the industry.

As a result, some‘practitionarss have dadvocated for such

training programmes abroade
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Purthermore, the Insurance Training Centre ai Ogere
in OQgun State, established recently also provides ﬁggtificate
courses in insurgnce. Professional tralning ié also provided
at the West africa Insurance Instituteg establishad in
Monrovia in 1982 by Nigerie, Ghana, Sierra-Leoney Gambia
and Liberia with technical and financial assistance from
UNCTADe Thus far, many pecple WSQking within angd cutside
the insurance industry in Nigerla have beneflitted from these
training programmese

on the balance, it will not be wrong to conclude that
tﬁe acquisition of basic insurance education i2 no longer a
major problem in Nigeria, all that ig needed now is the
provision of advanced researcn facilities and more government
participation in the area of manpower tralning &nd

developnonte

INSURANCE AND AGRICULTURAL DUVELOPMENT IN NIGHERIA

The importance and impact of the agricultural gegltor In

the continued survival of any nation cannoet be over-cunphasized.
In Nigeria, and most African countries, agriculture is the
wainstay of the economy providing employment for eightyeper

16 . " _ . . s _
cent of the total workforve in the countrye. Aside from the
provision of food for the ever increasing population of the
country, the agricultural sector algo serves as a major source
for the supply of raw.matoriasls and as a major foreign

exchange earner for wany African countrlzse
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séatistica have shown that in the teneyear period
spanning 1960 to 1969, earhings from the agéiaulﬁural sector
accounted for an average of 50«4%11'95 the total revenue
From e partsq This figuse»dxoppad to 7Te8% in the twelve vear
period 1970 to 1981, worst still, a drastic démp in
agricultural activities 21in the‘dountryVWas-thm aﬁamﬁaument
qf‘f&%@iaﬂdﬁ in preference for vnite«ccllar job& &n the
‘cﬁuhtry. Realizing the imminent dangax »head, suﬂcass&v@
gﬁvernmwnts have been maklng efforts to ravexda Lhe trand

| by Lntroduclnq policies aimed at making th@ ceuﬂtry

selfwsufﬁlciant in agricultural producpmmna Thu_"'it.was
" not surucising that the Federal nL%1 Savy vaarnmeat und@r

the leadexship of Generel Yakubu Gewon inﬁroduced tha maulenal

while ﬁha civilian regime under 5hehu &hagwri intrauucaﬁ ihe

Graen Revelutiocn in 15880,

Along with these agrlcultural pzogrammes, varioua

lncent*vcs were introduced to encousage farmar%‘”iﬁia#traat

‘more people and corporate bodies into the agricul ﬁxal sector

of the @conomys Fmr example, agricultural l@dn&; e gwante&

at low interest rates through the commegeial banka, ﬁhe Bank

- far ﬁgrvcultuxal and Co~oparatives and th“ AgricuTﬁural Credit

Guaranttee Scheme Fund. Also, guaranteed minxmum px&ces for
food and cash crops, the provision of 3ubsidisad@§artilizers

and hybreed seods, ithe creation of River Sasinlﬁévalégmenﬁ
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Authorities, and Agricultural Reseapch Institutes, and the
restructuring of the ministries wesponsible for agriouliture
and water resources all formed parts of efforts made to improve
;the'agriculturgl sector of the Nigerlan economye

whather the varlous progremmes and inc@ntivas:@ﬁumerated
above have astually achiavad,tha dosired r@sulté is“nat»
within the scope of this work. all that can be said here is

that they represented a remarkable step towapds the attainnent

of self-sufficlency in the agricultural sector of the economye

Taking a cursory look at the above measures, one will discover

1

a missing element in the various policies, and th#ﬁ.ia the
noneprovision for agericultural insuranée that waulﬁ:have

served as a wechanism of indemnifyingnagxicultuﬁél'p:cdmcers
against losses caused by vagaries in weééhef cmﬁﬁit&ang or other

-

unexpected and uncontrollable wmsardss  Lh s againét this
.baékgxaund that we shall sxamine the role of théliﬁsuraﬁae
__induétxy in the agricultural develepmant of ﬂige§$§§ 3_
Agricultural insurance started as crop hail‘inauranae
An Burope more whan a century ago,13 buk in ﬁigé?ia.tﬁe_
bistory of this class of insurance dates baék,t9ﬁ19BGAQhén the
National Coogerative anurancé Sesiaty of Nigeré%ﬁ&CISﬁ) was
esiablished with its heedquarters in Kan§.14 T&% gampaﬂy

was licensed to underwrite life and non-life busiﬁess‘aﬁd
agricultiural insurance on a limited basis. In 1981 the company
provided cover for the agrisulbural tractors distgibuﬁéd to

farmers undael tho Grpesn Revoluibion Programme in sone Northern
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states of the Fedaration. In 1982, an agricultural insurance
department was established by the National Insurance
Coxporation of Nigeria to underwrite this class of Eﬁsiness
with a pilot scheme on crop and livestochk inaurancegis It
must be maentioned that at the initial stage only risks emanating
from corporate agricultural bodies such as the Nigeplan
Bevaerages Production Company, Nigerian Sugar Company, and
Sunti Sugar Company etcej were accepted by the agziculitural
deggbkment of NICONe These efforts aimed at underwriting
agéicultural risks were beset with various problems. For
instance, thera was low level of business in this class of
insurance, followed by a lagk of qualified and experlenced
personnel; uncertainty es to what to place as reserve. All
'these problems contributed te the apathy awmeng other insurasnce
companies towards the successful underwriting of agricultural
insurance risks in Nigeria.

Meanwhile, the Federal Government in 1981/82 appointed
a Gommlttee héadad by the Director of Federal Department of

Agriculture and Co-operatives to carry out feasibility studies

7 *‘in the agricultural sector of theieconomy with a view tos

(1) nominating crops for the proposed government-gponsored
pilot insurance schenme;

(ii) VUndertaske studies and determine the categories of
farmers that would be interested in buying comprehensive
agricultural policles;

(iil) recommend the type of insurance cover suitable for the

plleot schemes
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{iv) collate and analyse stetistics illustrating the Ffinancial
effect of the proposed scheme.
When eventually the commitiee submitted its report, it
also recommendad for the setting-up of a Task Porce on
Agricultural Insurance Scheme in Nigerlae Phis recommaendation
was acceptad by the Covernment which jinaugurated the Task
Force in 1983 with the following as its terns of referances
(1) to review the existing agricultural insurance
activities in Nigeria and to recommend the ayenciaes
that should execute the proposed schene;
{i1) to ldentify the various subsectors of agriculture
and recomnend specific projects and agricultural
products thak should benefit From the pwopoued '

agriculturzl Insurance Schemaes

{1ii) to determine the risks invelved and the level of
- compensation on themy

{(iv}  to determine the institutional framework and manpowey
requiremcat for operating the schemes

{v) o estimate the magnitude of investwnent and suggest
sources of finance for executing the schemeel?

To ageomplish its assignnment:, the Task Porce evaluated
the condition:s necessary for embarking on an agricultural
iﬁsurance scheme by critically studying the types of schemes
and experience of some developing and developed e¢onomies{such
as Japan, iweden, Hauwrltius, Canada, Mexico, USSR and US
It then made the followlng recommendations thats

{1) the proposed zcheme should be handled by a parastatal
established by law for the purpese of administrative,
techni;al and logistlics convanience. To facilitate a
gqulck take-off of the programme; the scheme should be

administered by NICON.
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(iv)
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the propésed schéme should cover all the subwsactors
of agricultural production i.ee Cropy livestock, T
fisheries, and forestry, and the policies sheuld be a
'‘comprehensive all-risks® type, Thusy in respect of
. eLOp insurance,'compansation should be pald to the
vigtin in respect of losses incurred from all natural
digastaers and damage caused by wild aninals; insecis,
pl&nt.diseéﬁes, excessive raln, and‘hurricane inclusive,
as for livestock Including poultgy insurance, cover was
to be provided against mortality-reéultingifrom
diseases such aglginderyest,‘contagious bovine
pleuropneumonia.iéa?), aﬁthrax, foot and mputh diga&ég,
haemnorpagic, sceptica?mia, narek and rabbless On the
other hand, fish stock insurance provideé'qqye; against
pollution, droughty flood, damxygenation_ﬁ@g fo
_9991tation,_micra«biolcgical activity or hi§b~yateg
temparature. HﬁilechVGr is to bexpxovidgd against
fire} drought,. £lood, and eother plant idiséqéeé
affecting tre2e seedlings, timborg plantat;ons'and wild
1life in respect of f&rest prcducﬁs.is
Otbg? recommendations made by ﬁh@ Task Fo:égxincluded
thé introduction of subsidized premiums payable at
the beginning of production activities; .
the establishnent of a strong working relatianship
betwean the new scheme, commercial hanksvéﬁd.the o

Faderal Govennment;
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(v) Aindemnity should He aimed at encouraging th@nvictim %o
remain in the agriculture businéss as vell as
discouraging lasziness, negligence, and unreceptiveness

" to technological advancement and adaptations

(¢4) individual, large-scale, and corporate farmersys River

Basin Developnent Authorities, World Bank assisted
Agricultural Dévelcpment Projects, Producer {farmers)
Covperativaes, Accelorated Agricultural Davelopment
Programmes and other goverpment owned or assisted projects
were all identified as potential besneficiaries of the
propoéed scheme.lg On the guestion of flnance,
contributions woere made towards the initial capital of
the fund by ths Federal Goverﬁ;ent, and the.griva;e
sectors sl -Aw"

After scme years of experimentation, the Federal Hilitary
Government under the leadership of General xbrahim Eabangida
formally launched the agricultural insurance sahc&e-in Nigeria
on the 15th day of December, ‘-3.987Ei at the Murtala
Mohammed Square,; Kanos. There iLs no gainsaying that the
official launching of the scheme represented a major landmark
in the history of the Nigerian insurance industrf‘in particular
and the national economy as a wholes Like other countries
have done, it is expected that Nigeria will benefit from
the existence and oparation of agricultural Insuransces

Plrst, and as already mentioned, agricultural insurance
indennifies farmers in the event of an agricultural lossy

and thiz helps in stabilizing returns on investments and incomes.
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In view of thig, the farmer stands to benefit éaciaily and
econornlecally from the proper running qf,the‘scheme.

Second, slnce agricultural insﬁrance policies serves
és securitics for bank loans, it is now relatively easier
for farmers to obtain credit facilities because the banks are
sure of recovering their money in the event of the oscurrence
of a losse |

Thiéd, the governmeni will aléc banafit frqm4thaA§roper
execution of the schewe because it will assist %hé goyernment
in executing its geh policy objectives as regardg agriculture.
Furthernore, while it is envisaged that the sghem; Qi1l lead
ko a fuller realization of complate mechanisatidgﬁsf the
agricultural secton of the ecénamy, this will in turn:c£eate
unemployment in the aconomy as thgse‘displaced'byitﬁe"M
introduction of machines may not find employmenﬁ:ig‘the urban
centras. S |

it is expected, however, that incrsased an&fgre;tér
agricultural output in all its Facets will finaliy'lgad to
self sufflciency. The surplus food production Qiiivya_exported
to earn nore capltal to fSinance further industrial '

developmant that will siin off the sxcess labour in the market

and reduce unarnployment drasticallves The agriauitura;ﬁfg

insu&anca schame, therafore, 1f well managéd wi;iiaﬁtract

foreign investors into agriculturs. . |
Although it is vet premature to assess fulig,tha impact

of the agricultural insurance scheme on the perfcrmance of
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Mlgarian agriculture, yet a ccmbinatlon of government policies
hag led to an lmproved performance since 1981 as ghown in the
tzble belows .

TABLE XXVI AGRICULTURAL SECTOR'S CONTRIBUTION TO THE GROSS
DOMESTIC PRODUGE AT CURRENT FACTOR COSE 1981-1986

1981 1282 1983 1984 1985 1986

T e

25252%  208612% 31.7i% 35.74% 35:07% 36e32%

SOURCHE 3 {4) aAnnual sbstesct of Steidstics (1987 edltion)
Federal Office of Statistics, Lagos.

{11) Economic and Social Statistics, Bulletin
{1982 editicon) Federal Offlce of Statistics,
Lagose

Por an effective implementation of the ag?icultural
insurance scheme, efforts must be intensified to reach and
educate farmers on iis axistence and advanﬁages.. ﬁu&thmfmafe,
the Nigewrian Adriculbural Insurance Corporation hés te have
branches in all) the states of the fedaration'and}ﬁpre
importantly ensure the prompt payment of claims’éhd énploy
rellable insurance oxpearts and prokers as its agenﬁén‘

From the discussion thus far, we have been.abié Eé
highliaght the contributions of the varlous reinsurancs
companles to the economic developnant and soclal stability
of Nigerlae Also, the role of the insurance indg#try in the
provision of trained manpower for the insurance and allied
sectors of the economy was comurehensively discuésedg and it
wan diﬁcovered that for Nigeria o attain the level of .

self-sufficiency in the area of (qualified monpower for the
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industrys it is necessary for the government to encourage
and finance the establishment of speclialised instlitutionse

Various higher institutions of learning shoulid also ba

' ppcouraged to introduce graduate courses in insurances
g -

Cénclusively, the governnant mush make a yadical departure
from the past by seeing to the suecess 0f the newly introduced
agricultural insurance scheme because it is only by doing so

that solutionsz can ba provided to thE‘natuéalvdisaaters that

fmpede the agricultural development of the niation.
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CHARTER SEVEN

EPILOGUE AND CONCLUSION

The need to develop and sustain a strong, virile,
and dependable insurance industry is a task that cannot be
accomplished within a specific time periods Against this
background, our discussion on the insurance industry and
the Nigerian economy cannot be finalized at this or any
other stage; this again, has helped in emphasizing the
point that the insurance industry and the national economy
are dynamic elements in the life of any nation and are
intertwined,

STRUCTURAL ADJUSTMENT PROGRAMME AND ITS EFFECTS ON
INSURANCE INDUSTRY

Like any other subesector of the economy, the problems
fating the insurance industry in Nigeria are multifarious
and interwoven, First; it is a general concensus that the
introduction of the Structural Adjustment Programme (SAP)
into the Nigerian economy in 1986 is the most recent and
prominent problem that the Nigerian insurance industry has
had to face, &5 an economic expert once asserted,; the main
objectives of the SAP in Nigeria "e., are to gradually
reduce the degree of our currehcy over-~valuation, to correct
systematically the structural distortions in the domestic
economy, to discourage the high import dependence, {and) to
efficiently ration the increasingly scarce foreign exchange
amongst national uses ,.."1 Essentially therefore, the two
major elements of BAP that 1ls affecting the conduct of
insurance business mostly are; the attempt to find a realistic

exchange rate for the Naira, and the allocation of scarce
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foreign exchange for the varilous competing sectors of the
economy through biddings at the forelgn exchange market

(FEM)

Perhaps; one micht want to know how a change in the
value of a nationts currency will affect the general economic
clinmate of guch & country. Since most of our industries
depend on the importation of raw materials for their productsy
it invarisbly follows that a change elther upwards or downe
wards in the value of the Naira will affect investments and
producticon costise In our case, we have experienced a
constant devaluation in our currency and this is adversely
affecting investments and production costs, without much
dispute this leads to an mstronomical igcrease in the cost
of the finished products which the consumer is unable to
purchase due to a fall in his purchasing power, A direct
effect of this situation is that installed capacity utilizge
tion of the various factories will be greatly reduced,. and
in the shorterun it may lead to partial closure of such
factories and in the long-run & total c¢ellapse of such facw

tories may followe

As far as the insurance @ndustry is concerned, the
above situation is likely to affect the transaction of
business in almost every class, Por instance, in the sphere
of property insurence the contract is normally & contract
of indemnitye I# therefore follows that with devaluation

of the currency and the astronomical rise in prices of
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prilding materisls, the value of property would sgualls
i 1 & p A g
rises This will make it necessary for the sunm insutred to
be increascedy representing an increase of the level of

business for property insurerss But in reality this is

.not the case as what we now have is stagflation bkecouvse

people are £inding it difficuli to pay the increzsed prenlum
due to a noneincrease in the income of the policyholder.
Thus, ‘what is experienced in majeority of the cases now is
under-insurance, non=insurance, and low rates that have

adversely affected the profit margins of the inaurer5¢2

In the ¢aee of motor vehlcle insurance, meny insured
and prospective policye<holders now prefer to take the thirde
party (liszbility) cnly pelicy ag sgeinst the moest favoursd
comprehensive policy sné this can be ettributed to the fect
that the purchasing power of many counsumers has fallens
Ynat 1s more, meny mobtor ingurance offices have besn eypes
riencing a peried of drastic reduction in premivwm income
and & rise in the amcunt pald as cleims duz to rising cost
of spare~parts and thefﬁﬁA To check this sltuatlion, it has
been suggested that a thorough restructure of the rating
mathod for motor insurance ke under~taken.3 Notwithstending,
it can be argued that the behavioural pattern of policy-holders
depends on which income group he belongs to, whether high,
middle, or lows A1l other classes of insurance i.e. fire,
marine, life, etc, are also affected by the devaluztion of
the currency, and it has been discovered that the Nigerian

experience is not quite different from that of other African
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and third world coantriesié Perhaps the only difference
is in the level of gravity that each country has had to

contend withe

The effect of the SAP on the cleims experience of
Nigerian insurers also demands some attention., A possible
effeat aside from the bad claims experience already discussed
above, iz thet since sn increase In the wlue of assets is
. belng recordedy; it follows that the value of claims may
Iincresse in absolute terms. Also, @ noticeable effect of
the SA? wn Nigerians and thely properties iz that more care
and caution is being employed in the day~towday use of such
properties and old ones are being maintained adequatelys
Thus, SAP has led to the cultivation of a strong maintenance
culture in Nigeria which has led to a reductioh in the number
of sccidents regorded on our roads and in factories. The
overall effect of this on the claims experience of most
companies is a decline in the number of genuine actual claims

recorded,

Pue to the increase in the value of risks as a result
of inflation and devaluation, insurers and reinsurers are
thus faced with the problem of inadequate capecltyes In essence,
both insurers and reinsuvers wlll have to undertake a review
of their existing capacities in order to be eble to cope with
the galloping sums lneured in almost all classes of busim
nesge FPor the direct insurers, it becomes imperative on them

o revlew upwards their reinsurance facllities, but the snag
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here is that the relnsurers are responding to this challen$-
ing situation with a luke~warm attitude, rather the rew
insurers are urging the direct insurers to effect a corres-
ponding increese in their retention limlés before thelr
reinsurance facilitics can be expandede It must be menw
tioned that this problem has resulted in the denial of
insurance covers to prospactive buyers with huge sums to be

ingureds

As mentioned earller; a major element of BAP is the
alloecatlion of scarce forelgn exchange to the varlous compee
ting sectors of the oconomys In this regard, the insurarnce
sub=sactor also had to contend with the problem of inadequate
foreign exchange allocation for settling insurance anda re=
ingurance premiums abroads It is necessary to peint out
that this problem was more pronounced and has been existing
before the introduction of SAP in 1986, 43 a result, it
has been suggested that local insurance companies szhould now
leok inwards for theiy reinsurence facilitles and "eae
reduce their outward cessions as far as possible without
unduly bringing about a situation where risks will be cons
centrated locally with unsavoury experience during the time

5
Of claimge®

However, since the introduction of the Forelgn Exchange
Market (FEM)y it has become relatively easier to purchase
hard currency for the settlewent of premium te overseas
reinsurerses This in turn has lead to an improved relatione
ship between the ceding companles and thelr overseas countere

partss From the above discusslon,; one point that has clearly
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eme;ged is that for the insurahce and reinsurers conmpanies
to function properly and stand the test of time, the
induskry needs more funds through a substantial increase

in the capitél ase of all the cowmpanies, which in turn will
lead to an offectlve and strcnqeé industry that will be able

to undererlite spall and huge risks without much recourse to

ferelgn companles for asslistances

PROBLEMS AND RECCHMONDATICNS

if we look at the evolution of the modern insurance in
Nigeria ovex the years, one might be tompted to reach the
conclusien that it hes been a success story, but with an

honzat and objective appraisal of its past and contemporary

b!

tate, ona would net be wrong to wseert that its image is
decldedly tarnisheds The reoots of this problem can be
traced back to the szource from which the idezs of modarn
insurance wers imperted inte Rigeriz lews Britaln. Before
the enactment of the 1870 Inzursble Interest Bill by Farliae
ment in Britadn companies published financial results that
ware aimed at miszleading the public rather tham informing
Ctnem of thelr true state of acccunts.e It was no surprise
that this unprofessional and dlzbelicel ect was imported
into Wigerlsa by British insubexs who firet ceme here to
establish agency oifices and ever since, thils preblem has

malrad 'ltb the insurance masket in Nlcerias

dnother reason why the insurance industry in Nigeria
has been suffering from the stigma of bad reputation is
that its products l.es insurance policles, are not tailored

to suit the interests of the insured. This situation does



181

not eugur well for both parties ife.e. the insurers and the
insured, becsuse not only will the insurers £ind it diffie-
ewlt to pepnetrate the market for fuller utilization, they
wildl £ind it Qitficult to convince the public of the desir-
Thility of thelr products and servicess On the pard cf‘

tire populace, the desire for better insurance covers will

attainsd, thus leaving mejority of the insurable

(24
o
2

pot
public uninsuredas Agaln the present system whereby the
incmrance rerket serves 2 limlted section of the potential
rpagket ghovld be dizeowwaged and discontinuede At present,
thé buziness and lodustrial communities share a major pere
cantage of the market, this ly a direct zesult of the shorte
coming discussed abovs, It s expecteé tand helioved that
1% the industyry cen develop policles that ars designed ko
Tit the givergidied risk situation in ths cuntey, and also

ponetrate Lthe rural arsag, it will lead to a greater parti-

cipation °f the cltizenry in the market and people cutsidae
e business ond Industziad commmnities will readily find

policles that auld their individual nesds a6 1s the case in

going advanced economies like UsSeds and Britaine

Tne nature and comnOﬂitionv of the insurance market in
Nigeria is also contributing to the poor publiic lmage which
the industry has bean exrariencing. %The insurers and the
various interpediaries that transact business on their
behalf have craated a very compleax sales and clailms prncedure
within the industry; mnd brokers and agents have capitasliczed
o whe ignorsnce of most mambers of the public to defraud

them of thair harde~carned moneys To curh this melprectice
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and unprofessional conduct, it is suggested that insurers

shou;d éd away with the services of non=corporate part-time
agentsy fﬁxthermoxe, it is recomnended that the insurance
companies should overhaul thelr brokerage and agency list

by undertaking @ major and intensive review of thé perfore
mance of each broker and agents If the conduct of any broker
or agent 1ls found to be below the requiredmstandard, such a
broker or agent shbuld be blacklisted immediately by the
insurer.and recommend same to the Insurance Deparitment of

the Federél tinistry of PFinancee. It 18 hoped that if this
recommendations are accepted and experimented, the image of

the industey in Nigeria will greatly improves

on the issue of delayed payment of genuine claims and
outrighé denial of cleims: by insurers, both the iasured,
agent énd insurer are all at feult. In majority of the cases,
insurers hide undler the cover of complex worded pelicles
which are not normally explained fully fo the insured al
tne inception of the contract by the intermediaries and
the riskebecarer angd the continuecd existence of these policles
in the market has made it possible for them to continue to
play on the ignorance of the prospective policy-buyer to
repudiate thelr liabllity. Furthermore, many of the intere
mediaries especislly the brokers normally do not remit the
preniums they collected on behalf of the lnsurance companies
to them on time, and in worst cases, premiums are not
remitted until e claim situation arises. On the otherhand,

it .is no longer a secret that some insured normally present



183

false and exaggerated cleims to their insurers. A possible
way of ;aking cere of this problem is by formulating and
adopting simple worded insurance policles that will be easy.
for any prospective policy»buyér to understande Again, the
insurance companies should intreduce rigid credit guidew
lines which will lead to prompt payment of premiums. collected
by the brokerss FPinally the communication gap that presently
exist within the industry should be taken care of by delegaw
ting msre'powers to zonal and branch managers of the variocus

insurance companies that are scattered all over the country.

Cther problems that the lndustry has to contend with is
illiteracy and religious fanaticism., These are commenly
found in all African countries, and as such it has become very
dlfficult for many insurence companies to reach thely seles
targets wWhile some peoople claim that it 1s against thelr
religious_beiiefs to buy insurance pclicies, others are s8imply
ignorant of the existence of such facllities. Here againg
the question of educating the public on the importence of the
insurance industry to the social and economic development of
the country 1 rewechoed, and this duty is the ‘responsibility
of every conmpany and thelr staff members, It is no surprise
that due to the problems of ignorance and illiteracy, in our
society, only the compulscry classes of business lLe.e. motor
and motor vehicle policies are well«known ocutside the towns
and citiess Thusy and as earlier mentioned in this chapter,

it is now a matter of necessity for the industry te expand its
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salaes network and make its presence felt in every local
governnment area of the cduntry. It is expected that the
sales team will be ;wéghamic one thet will be able to cofw
bine speed and efficiency with the duty of public enlighteti
mente If thls feat is echieved, public awareness of the
neeq for a virile and strong insurance industry and the role
of the industry in the gocial and eccomomic life of the
individual and the country would be created not only in the
tpwns and citles but also in the villages where & greater
majority of the population resides Furthermore, this will
lead tc the creation of morle.employment opportunities for
young scheol leavers in the villages and, gradually, the

rursl-urban mlgration will be haited.

Cloaély assoclated with the above problem is that of
inadequate treining facllities for the production of a
highly education and technlical persconnel to men the industrye
This, no doubt has affected the performance of staff and the
layel of professionalism displayed in the discharge of their
daily dutiese. Ancther preoblem that cannot be divorced from
the above is that of lnadequate research” into the various
aspects of insurancee. It should be mentioned here that a
hidden component of this problem is the evident lack, and in
some cases nonwexlistence of useful statistical information |
from the in&uweré. In order te reduce the intensity of these

problems, it is necessary for the companies to establish and
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maintaln reputable tregining centres as well ag coming
together to establlish training institutél of international
reputaes Also, the government éhould:aleasm fund to the
universities that have bheen selected to offer graduate
studies in insurance. If these suggestions are expsrlmented
and adopted, the insurance indﬁstxy in Migeria wiil find
itself enjoying the benefits of ccnsclentious staff who weould
introduce new marketing and underwriting technidques, which
will eventually shift the emphasis from product orientation
to a more practical purpose of cenducting market research

to determine consumer preferences,

Yet again, 1t can be ergued that the frequent government
intervention in the operations of the merket has become
excesslve thereby distorting the structure of the'marketo
This will not allow for a competitive and effectlve markete
However, it can also be ergued that iFf governmant withdraws
totally from regulating end supervising the activities of
insﬁraﬁcé companles at this crucial stage of the industry's
developrent, it is likely that the problems that were
éxperiencad before government corrective neasures were introe
duced and enforced will resurface, the direct gesult of this
situation will be tﬁe non=attainment of the desired level

of maturlty for the industrye

The discussion above has highlighted some of the major
problems currently facing the Nigerian insurance industry,

which have constituted a bottle-neck in the growth process
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of the industry. The recommendations preferred if experie
mented and finally adopted, it is believed, wlll ensbie the
Cindustry to cope adequately well with the cheallenges of the
ninetys, andvthe 21st century. As the economy continues to
grow, . se will the level of risks, public and private liabi-

lities continue te be on the upward turne

SUMMARY OF CONCLUSIONS

This ﬁﬁudy has revealeé that the concept of risk and the
ideas cf:iﬁsurance have been existing ip pre-industrlal Africa
and all aver the worlde In Higeria;'béfore the importation
of Western ldeas and culture, cur people had ways of taking
care and providing adequately for the occurrence of unexpected
events. '+ &150y in Burcpe during the medieval periocd, the
slete ¢lubs, the popular Bnglish gulilds and cthey forms of
contracts served ag a wmeens of guarding against the occurrence
of the uﬁexbécted. Thusy it can be seen that at different
stages of da?mlopment in Africa snd Burcope the people had
their own systemn of providing for unexpected eventse These

systens were peculier te each societys

it is necessary to mention here; that tﬁ@‘existence of
the systens is & representetion of wan's ability to provide
#or himsalf and future generations & stable and peaceful
scoiety, sociaelly end economicallys However, with the
importation of modern insurance ideas inte the country from

the wastern world, and the development of modern trade and
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commerce in the big clties and coastal areas, Nlgeriens
gradually imbibed the new ideas, but it is to thelr credit
that the pre-~coloniol systems of insurance still exist in
present-day Nigeria serving the purpose for which they have

been serving from the pre-colonlal pasta

Due to the poor level of @éonemic development in Nigerla,
the British firms completely dominated the early insurance
sceng Iin Higeris untll about 1959 when some few Africans
took up thé challenge of veaturing into the insurance busi-
HESH ﬁut here again, these crop of aAfrican entreprenuveurs
were confrented with numerous problems such ag inadeguate
experience and lack of trained clexical perscinnel at the
Junior, middle, end senior managerial levels, We have also
'seén from our, study that the ccloniél ccanomic policy in some
sectors of the Nigerian economy was thot of laisgez-faire
and as such Zritain gained much in terns of economic and
finaﬁcial returns. from Nigeria to the detriment of the speedy
ﬂeweloﬁm@nt of the Nigsrian colenial ecenomny. fThe overall of
effect of this situation was that the modern insurance induse
try in Nigevia only served as an appendage of that im Briteln
thereby f£ailing to make any meaningful contribution to the

economic development of the country during the colonial eras
Pith the attalament of independence, the Higerian CGovern=-
ment took steps to restructure and-ley the foundaticn for a

strong, viclls

W

and dependable local insurance indusizyes
It is however sad to report that the good intentlions of the
FPederal Government vere thwarted by the actors in the insue

rance markef most of whom were foreigners. Various legisla-
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tiong were initlated to check the activities of insurers
hetwean 1961 and 1986 but the most effective of these laws
was the insurance Doeree of 1976 that flushed ocut cheaters
d dubious men who paraded themnelves and -thelr organisase
tions either as insurers or insurance intexmodiaries. .
To bockeup this lav, the Enterprlses Prowotion Decree was
passed in 1977 end the provisions of this legislaticn sent
home majority of the expatriates who under aormal clrcuse
stanges in their own ceountry cannot prachice the insurance
professions This development led to the acquisition of
majority of the equlty shares of healthy insurance companies

by the Pederal Government of Nigeriae

However, & remerikeble feature of government regulation
of the Nigerian Insurence Market was the declsion by
gevernment to participate direcily in the tuiunsaction of
Insurance business, which lef to the opening of the blggest
invaaﬁcs companies Iin Nigeris teday In 1569 and 1977 reaw
pectively when the NICCN and the Nlgerle Reinsuraence Cerporas
ticn were established. O©Cn the whole, government regulabion
of the achivities of the insurance industry has paldeoff he
cauge the varicus measures have succeeded in bullding a
strong, solid and enviable insurance warlket for Nigeria
which currently controls about one-third of the African
market. This has made an insurence practitioner Lo remark

that «
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Nowadays Nigeria does not lag far

behind the most advanced countries

in its range of insurance business

written, where we do not at present

bear comparison is in the quantity

of business written, and the general by
ignorance by the public as a whole cof

the insurance services available to .

thems 8

Since after the attainment of independence and the
consequent Federal Government initiatives towards uplifiing
the standard of the practice of insurance profession in
Nigeria, the industry has been making meaningful contribu-
tions towards the over-all economic growth of the countrye.
'Oﬁr study has revealed that insurance funds that were
hitherto repatriated abroad are now retained locally to
enhance the commerclal and insutrial development of Nigeriae
Thpough its activities as a custodian of large funds, the
industry has helped in the sustenance of an efficient capital
market in the country because its investments run into
millions of naira in form of stock-holding bonds and cons-

truction of real estates and other viable commeréial'ventures.

The various reinsurance companies have alse been playing
& vital and purposeful role in the quest for a ébuﬁd insurance
market in Nigerias Not only have they helped in\providing
the necessary reinsurance facillities for the local insurance
companies, they have also succeeded in retiining a subs;antial
amount that would have been repatriate& abroad for thgﬁpurchase
of reinsurance covers which_wauld have been a souréé"&f'enormous
capital flight from the country« From all indications, both

the insurance and reinsurance companies in Nigeria have made
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remarkable contributlons towards the socilal and economic
development of our countrye
TABLE XXVII: CONTRIBUTIONS OF PIHANCE AND INSURANCE TOQ

THE GROS3 DOMESPIC PRODUCTION AT CURRENT
FACTOR CCST

LEALR
Y8AR yarbs ¥EaR | VaLbE
1950 0498 1980 662
1951 0498 1981 1,603
1952 1446 1982 14933
1953  1.54 1983 1,970
1954 C . 1496 1984 24366
1955 2,52 1985 2,642
1956 2480 1986 2,856

SOURCE: (1) annual Abstract of Statisticss (1851 to 18957)
gditions), Lagos, Federal Office of Statisticse

(11) Ibid, (1981 to 1987)Editions)

NOTE: (i) The values for 1950 to 1956 were Yiven In the
old MNigerian pound but converted to Naira at
the rate of £13.00 to &£1.

The figures above speak clearly for themselvess &S
already mentioned, the colonial pericd, witnessed unrestricted
repatriation of funds, while the post-independense pericd was
that of trade and economi¢ hoom, and the conseguent increase '
in the volume of business underwrltten by lasurers, thus the
vislible difference in the contribution of uwne sector during

the.colonial and post=colonlal eraes

The industry provides employment oppoftunities for persons
wishing to develop a career in insurance, and by tﬁe investments

in the various sectors of the esconomy, they have helped in
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ensuring the provision for glgantic projects sugh as‘;he
fertilizer and petro-chemical projects being undertaken by
the Pederal Governmente There is no gainsaying the advan=
tages associated with such projecitss What is more, our study
has also revealed thot aslde from commercial and industrial
sectors of the economy, the agricultural wector is now also

enjoying the services of the insurance industrye.

This is 1ikely to have multipllier effects on the cvers
all devélopment of the Nigeriaen economyy beGause with the
existence of agricultural insurance policier, moré people
and capital both local and foreilgn, will be attracted into
the agricultural sector. This means the production of more
food for the country and the opening-up of new employment
opportunities in the agricultural, Insurance, bankings manue-

facturing and export subesectors of the econonye

The sum total of our discussion thus far is that it ié
now an established Ffact that the insurance industery is a
sensitive industry and its importence to the economy cannot
be underestimeted. IE has becone clearly evident however
that th%ra 1s a nead to computerise the operations of thé&/-
insurance industry in Rigeria. The introduction and use of
corputers in ths day-ko=day transactions of business will
definitely lead to greater outputi end higher efficiency as
it is experienced in most insurance markets operating in

developed economies todaves
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Although the magnitude of the challenges of the future
As daunting, yvet, it is bellieved that wibn some reformatory
measures the industry would be able to cope adequately well
with any situatione Towards this end, there would be & need
for the broker to derive his income from two sources. Flirst,
the client could be chargad a saall ¢onsultancy fee for
professional advice and secondly, the insuger could reimburse
the broker according to a seale which would reflect the adminige
trative costs incurred in preparing and processing the policy e
what. is more, the present rate of unemployrent in Nigerig,
the services of unlettered and half=educatsd agents should
e done away with, In their place young graduates should be
raagruited and gradually we shall be able ko attain the desired

level of maturitye

Unlike, the British insurance market, the Nigerian
insurers have not made any meaningfql contribution to the
provision of fire statlons and road sefety campaignse It is
hareby suggested that the governuent should compel the
Insurance companies to invest at least flve percent of thelr
after-tax profit on the procurement of flre fighting equip-
ments and the establishment of fire stationse. Also, the
ingurers should get themselves morz involved in organising
road safety campaigns as this will invariably lead to a
raduaiion in road accldents and claims arising from such

aceldentse
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The criticisms highlighted in this final chapter
should not amislead us into an unjustifi%bla condemnatian
of the industry?s parformancae and ita cﬁntributions towards
the séaianeconomic development of the nation, above ally
throth ite reputotion for adapting quickly to changes,
itz numerical strength, asnd the volume of business undeg=
written, it has established for itself a unigue position in
the insurance narkets of Africa. Thus, all hands must be
on daeck for the industry to maintain this position sc as to
be sble to enhance lits activities witbin the nation's

eCOonNolYe
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CHIER OBAFEMI AWOLOWO, )
COMMBSIONE IR FOR FIRANCE & VIOE CHALIRMAN,
FEDERAL EXECUTIVE COUNCI, RN
LAGQS, ’ :

Dear Sir, .

FORMATION OF N:\TIONAL RUE-INSURANCE CORPORATION

Insu tance Is an mvumw expor! and whils It onriches the puns of the UNITED KINGDOM'S GOVERNMENT It dralus our own
pulie. .

Ther are fuur glasses ol Insirsnce Pollols In Nigeria:

1, MARINE INSURANCE: AM Expors or Inport goods must be tpgured. Bofore Hank can grant ey loan to any trades, an
fnsurance Policy covensig such gooda muat be produced, About J0% of the pranfumm peid is sant to London undee the pratexy of

L Rednsuring 9710 of the Jtisk wills thy Head Office in UK. Therefase, if a promium of one lilion pounds is collvcted fn Nigera on

Miusine, alrvady, € 690,000 will rdmain with tha Hoad Offioe In UK, Any ¢lalin arisdng Gul of the varisus policles, wilt te met from
the romaintng ¢ 10,000, 1 g slabin o8 ¢ JO,000 1s pal, ths Inssvaisse Sompanisy onnteried will bosp an uutstamdilng evtimats uf

£ B0, wil clevesty saibsran o figatiy G118 L0000 Lo sus (NI tanh) Gisveniraent, Flislly, tae be svadod 6 tha soinelhitig wrtinal prafly
of $ 089,000, | cinphativcally sad auinantativeiy declure et 530 Loadswr L Nigosin reyas tunsa than 10Se0 6f Vi wetuel e duca, That s,

- if the Government reulises totad tax of 1 miltion pounds froma lnsurange Cumsm-um. thy Govermment us woll loses Bvvry yoar Nuwe

Million pounds 'tex ta the Jusursry,

o0 LHE ASSUILANCY: Life lowrands 4 anothor lustative bmmh of ths lravrence Market, My emplover, llxwa] Euehanags
Asstiruney Carpuration savio 1o s tountry i VUL and bp WY now, svéey ity polley bs Gadvewriitan at gui Howed 3800 Ln baatation, Ry
wtander, our Milllun Pounds Otfice bullding waa purporiod Yo haey beons Dulli by WEAINVES TN A'-U BILOGIR LY Gu?.u' AlY
LIMETED, under the vover of feit and intorvel of Yoan, . ' . .

By PHIE JTHSURANECE  Beery inorgedo s caversd by PLie lnautanse Polley, This (ype of thsusanie wiosys hmm thausanily of
profit so y yuaployer The Rayud Egcange toiporetion vvaiy yeas, .

1} -~ v .

4. ACCIDENT INSURANCE: Accldent Insurance covers a very wide field. The mast inportunt {s the mts of Puxlianient on

Compuliory motor insurance, The inniranee Compandes cheat Nigoria {8 two ways (2) Insurance Prembtums sre colested lrum the poor

cltizons and (i1) Our Mindstry of Finanee compensutes Government diivore that o Regligent. For example, the Vinance Ministry paid a b
of money ta ltoysl Exchange Assuratice s Compenzation for the Lumumba Riot of February, 196!, The malonty of the Eapatristes in
Nigoria bawdres with us (Royis! Pxehangd Assurares) wid the ot alfocted them waost, When | wis the Offiee Clumas leapoctor by 140§ )
Tashidled o wholv fsnoeaittion 12 was sfortiinats (et surk @ tovetatan ke tils coulal not Yo raado e ficatise o m-\ Cusiupl guvsin
munl wo hed witeh gue Mititary imen jee cleavay now with e holp of You hunced aned es perienced politiglans.

The Establishununt of Nutions! Ho-tnusurancs Cofparution will led our Governmont ba (n possession of slelditics wlsting wo tmaureie,
markvt in Nigeria, AV a flanes, tho Minluy of Pioases will be alle ta know the typa of profitg West e s esnts Corjorta i Negn d
uvury yoar, AL Bus maniont, an Insuraacs Deparlnent iay Bu Glatiod with o shelolon gtatf ol the Sadetey of Fiaancs, A desges maut b
pussed Wit all Tnsurance Companive nust resinsure 10°% of every policy with the Guvermuneat, and the Gavertmant sl be peeparat Lo
meel 10% of every losa, Tidy by known & “Quots Shure Hoshuurance™, I thig type of reinsurunce had been in operation deging the
Lumumba Riot, thy monoy pudd to the nnunce Companies must have Leon takvy trom the JU% premivm colee g frow them,

Dear Sir, 1 have nequired sutficient exporiencs tp give you furthey detatls on this matter bocause | have waorked tn both the Unader-
wrting und Clalmy Depurtments of Royud Exchungs Assurunce. 1 handled Clalms experience of vardous policias and know bow L0 get 105
Rutio of a policy. I aw atill a meinbey of tho stef! of Hoyw Exchange Amutance, 31 Marina and my telephune No, (s 20431, 1 aun
proparad 1o appear befu you oy Qo you call on me, If this ventum b ticd, 1 proteise you that in loss than ten yoars, it will tiiag
mose profite to our povenunont than sny othey profet,

. L3
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For yous mmm Informatlon, mors cumpzntes etitl puy (bele various Insursnes Premiums

Head Oftico 1n Londpn and collset freo policles tn Wi
P geria, while nve Led; .
collected from the wsor citizeny, * Fvary s arlang Lo wue

10 nur Head Ofhce In London by thele
h pobciea ame et fiwn he premluma

1 long to hour from you Sir, - . . . ' R -
: 5 . Yout tafthtully,
- . i _ . E A, OKE
. . - Sezrotary, Nigeriun Unton of

Bank Inautanee and Alliowt Warkery,
oyl hxchunge Asurwive Branch,

W e ey 8 n o r e e e e . AT+ e v ——
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APPENDIX XX

ENTERPRESES IN WHICH 100% OF BQUITY HELD

PEDERAL MILITARY COVERNMENT SHALL BE PULLY PRIVATISED

}-
26
3.
4e
5e
Ge
7a
Be
s
10.
11
12,
13e

14s

American Internatlional IQéurance Company Limiteds
Guinea Insurance Company Limited.

Sun Insurance Company Limited,

Unitad Nigerls Insurance Company Limited.
United Nigaria Life Insurance Limited.

Niger Insurance Company Limitad.

Mercury Assurance Company Limiteds

Crusader Insurance Company Limited.

Royal ixchange Company Limited.

NEM Insurance Company Limlted,

Law Unieon and Rock Insurance Company Limited.
Prestige Assurance Company Limitede

British American Insurance Company Limlited,

West African Insurance Proviciml Company Limltede
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APPENDIX III

ENTERPRISES TO BE FULLY COMMERCIALISED

National Insurance Corporation of Nigeria {NICON).
Nigeria Reinsurance Corporation {(Nigeria Rele

African Reinsurance Corporations
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