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Annotanusi. CtpaxoBas oTpacib B Keipreisckoit PecyOnnke mpuobpetaer Bce Oomblniee 3HaueHne. OaHaKO HCCeno-
BaHMH B 3TOW 00JaCTH MPOBE/ICHO HEJ0CTAaTOUHO. Llenbio JaHHOTO UCCiIe0BaHuUs SBISIETCS ONIPEACIICHHUE BIUSHUS CTPaxo-
BOI oTpaciy Ha SKOHOMHUYecKuit pocT B Keipreizckoit PecyOmuke. J{71s1 BRIABICHHS BIMSHUS CTAPXOBON OTPACIH Ha YKOHO-
Mudeckuit poct Keipreiscrana ObU1M IPUMEHEHBI KBAPTAJIbHBIC JAHHBIE BPEMEHHOTO psAa ¢ UCIOIB30BAHNEM ITEPEMEHHBIX
CTPaxOBBIX MPEMHUH U CTPAXOBBIX BBHIIJIAT B KaUeCTBE MOKa3aTesie aKTHBHOCTH CTPAaXOBOTO phIHKA 3a repuoj ¢ 2007 no
2016 ronpl. KonnuecTBeHHBIM SMIIMPUUECKUN aHAIN3 OCHOBAH HAa METO/I€ KOPPESLUY, BKItodas tecT Juku-Dyiepa s
€/IMHIMYHOTO KOPHsI, KOPPEISIIIMOHHYI0 MaTpPHIly. OCHOBAHHON Ha kod(duimente koppeisiuuu [lupcona u tecre bpeymia-
[Tarana / Kyka-BaiicOepra Ha rerepockeqacTUYHOCTh. MbI OOHAPYKHUIM HECYNICCTBEHHYIO CBS3b MEXKIYy CTPaxOBOM OT-
pacipio M SKOHOMHYECKAM pOCTOM. Halri BBIBOJIBI TOATBEPIKAAIOTCS pabOTaMK IO CMEKHOW TeMe U O0BACHACTCS HU3KOM
CTeTIeHU TIeHeTpaIy cTpaxoBanus. [1o pe3yiapTaTam aHann3a peKOMEHIyeTCsl IPUHATH MEpHI 10 JalbHEHIeMy pa3BUTHIO
CTPaxoBOW OTpACIH.
KiroueBbie ci10Ba: cTpaxoBaHUe, SKOHOMUYECKUH pocT, Keipre3ckas PecryOmimka, SMOupudecknii aHaIn3, B3anMOC-
BA3b M@Ky CTPAXOBAaHHEM U POCTOM.
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Abstract. The insurance industry in the Kyrgyz Republic is growing in its importance. However, only a few research
have been done in this regard. This empirical study is aimed to identify the impact of the insurance industry on the eco-
nomic growth in the Kyrgyz Republic thereby contributing to the literature focusing on insurance-growth nexus. We apply
a time-series quarterly data using insurance premium and insurance payment variables as indicators of insurance market
activity over the period from 2007 to 2016. The quantitative empirical analysis is based on the correlation method including
the Dickey-Fuller test for unit root, correlation matrix based on Pearson’s correlation coefficient and Breusch-Pagan/Cook-
Weisberg test for heteroskedasticity. We found non-significant relationship between the insurance industry and economic
growth. Our findings are supported by the works on a related subject and mainly due to weak insurance penetration. As a
result of the analysis, it is recommended to take measures for further development of the insurance industry.

Keywords: insurance, economic growth, Kyrgyz Republic, empirical analysis, the relationship between insurance and
growth.

INTRODUCTION

The link between the financial market and the economy
has been studied by economists and researchers in very
details. Stimegi K. and Haiss P. [1] based on earlier works
of King R. and Levine R. [2], Wachtel P. and Rousseau P.
[3] and further works of Levine R. and Zervos S. [4], Beck
T. and Webb I. [5] concluded that banking industry, as well
as capital markets, positively and significantly affect the
economic growth. Fink G., Haiss P. and Hristoforova S. [6],
and Fink G., Haiss P. and Mantler H.C. [7], De Fiore F. and
Uhlig H. [8] as well found a positive correlation between the
financial sector and economic growth. Jung W.S. [9] as well
accept the hypothesis that the development of the financial
market is essential for economic growth. The major part of
the literature dealing with the financial market and economic
growth, however, rarely focus on the insurance industry.

The United Nations Conference on Trade and
Development (UNCTAD) in the first session (1964) has
declared that “a sound national insurance and reinsurance

market is an essential characteristic of economic growth”.
Taking into consideration the growing importance of the
insurance industry and its cooperation with other financial
sectors, the insurance shall also play an important role in
economic growth. We found some of the empirical works
that studied the correlation between the insurance sector
and the economy. Beenstock M., Dickinson G., Khajuria S.
[10], Outreville J.F. [11,12], Browne M.J. and Kim K. [13],
Catalan M., Impavido G. and Musalem A.R. [14], Ward D.
and Zurbruegg R. [15] and others focused on the insurance
industry and the economic growth with the concentration on
developing and developed markets, separating life insurance
and non-life insurance.

The purpose of this research is to identify the role of
the insurance industry in the economy of the country and to
contribute to the local literature focusing on the insurance-
growth nexus.

Blum D., Federmair K., Fink G. and Haiss P. [16]
stated that similar to other financial markets, the correlation
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between the insurance industry and the economy can be
classified into five hypotheses: 1. No correlation. 2. Demand-
following correlation. 3. Supply-leading correlation. 4.
Negative correlation. 5. Interdependence. Our hypotheses
for this thesis are as follows:

H,, There is no supply-leading correlation between the
insurance industry and the economy.

H, There is a supply-leading correlation between the in-
surance industry and economy so that growth of the insur-
ance industry leads to the growth of the economy.

METHODOLOGY

Phutkaradze J. [17], Curak M., Loncar S. and Poposki
K. [18], Arena M. [19] and Kjosevski J. [20] aimed to esti-
mate the relationship between the insurance industry and the
economic growth by employing the Ordinary Least Squares
method and Solow-Swan model used by.  Webb LP.,
Grace M.F., Skipper H.D. [21]. The following model will be
employed for our empirical analysis:

(GDP  growth)= a,  + Bl(insurance penetration)
+  B2(insurance indemnification) + P3(investment)
+ P4(government expenditures) + P5(net export) +
i}7(inﬂati0n) + uferror term),

The dependent variable in our model is the GDP growth
rate as an indicator of the economic growth, measured in
terms of the growth rate of GDP per capita.

The activity of the insurance industry in the Kyrgyz
Republic will be measured in terms of insurance penetration.
Insurance penetration is expressed as a percentage of total
gross written insurance premiums to GDP. Gross written in-
surance premiums reflect the participation of the insurance
coverage in the economy. It is worth to remind that since
there is no life insurance in the Kyrgyz insurance market,
the insurance penetration includes only the general insurance
industry. According to our hypotheses, we expect the sign of
insurance penetration to be positive.

Another important indicator to include in our model is the
amount of insurance indemnification. The total amount of in-
surance payments made by the insurer to the insured reflects
additional capital inflow into the economy because insured
is reimbursed for incurred losses and hence may continue its
operations. In other words, at the moment of reimbursement,
the amount of insurance payment represents the value of loss
and the amount for future investments to substitute that lost
value [1]. The same as for insurance penetration indicator,
we will use the total amount of insurance indemnification as
a percentage of GDP. We expect the coefficient of insurance
indemnification to be positive.

Other insurance indicators to include in our model are
the total amount of insurance coverage in the economy, rep-
resenting the liabilities of the insurance companies from one
side and the value of secured assets of the insured from an-
other side; and the total amount of insurance assets, because
the insurance industry contributes to the economy acting as
an institutional investor. These data, however, is not avail-
able or covers the period starting from the 2016 year.

The set of control variables includes inflation, invest-
ment, government expenditures, and net export. Inflation is
used to account for monetary discipline and is expressed by
the GDP deflator [18; 20]. The sign of the inflation variable
is expected to be negative. Investment variable consists of
the total amount of investments used in the economy for each
year. Because investment activities favorably contribute to
the economy, we expect a positive coefficient for this vari-
able. The next control variable is government expenditure
as a measure of government burden. Increased government
consumption decreases government investment opportuni-
ties and therefore we expect a negative sign of this variable.
The last control variable is the total amount of trade balance
or net export. We expect that exports favorably contribute
to economic growth, however, in the case of the Kyrgyz
Republic the volume of imports is greater than the volume
of exports.

In our empirical research of the impact of the insurance
industry on the economic growth, we will use a quarterly

t

dataset for the period covering from 2007 to 2016 years, un-
fortunately, we are not able to expand our sample coverage
period as there is no available data for earlier and later pe-
riods. The insurance figures used in our empirical analysis
were obtained from the National Statistical Committee of
the Kyrgyz Republic and State Service of Regulation and
Supervision of the Financial Market at the Government of
the Kyrgyz Republic. Other data, including gross written
premium, personal consumption, investment, education,
government expenditures, and net export were obtained
from the National Bank of the Kyrgyz Republic and National
Statistical Committee of the Kyrgyz Republic.

RESULTS

First, we test our variables on stationarity using Dickey-
Fuller test for unit root: investment, government expendi-
tures, and net export are non-stationary variables, therefore
we have used net changes across the quarters for these data.
Further, we have obtained the following correlation matrix
(Table 1):

Table 1 - Correlation matrix

Alnvestment | AGovernment ANet

expenditure export

Insurance
payment

Insurance
premivm

Alnflation | Economic

gowth

Insurance 1
premium

Insurance 0678 1

payment

Alnvestment 0.2619 04307 1

AGovernmment -0,2368 -0,0911 1

expenditure

-0,3303

ANet export 00087 02315 0.1793 0.1203 1

Alnflation -0,3941 -0,3343 04119 00509 02576 1

Economic 0,03 0,0844 -0,0493 02588 0.054 00812 1

sowth

Source: Authors ' calculations
Table 2 - Descriptive statistics

Variable Mean Standard

Deviation

Observations

Insurance premium 40 12074 136.3926 27 399

Insurance payment 40 122475 1376176 2 752

Alnvestment 40 0202213 0,0792947 0078349 0427934
AGovemmentexpenditure 40 0261679 0,0559019 0,14251 0367156
ANet export 40 0,33791 0,0619804 -0,43033 0.22101
Alnflation 40 110,695 6,858141 1029 123,5223
Economic growth 40 4447433 3,681807 -9,04682 16,6301

Source: Authors” calculations

Table 3 -Breusch-Pagan / Cook-Weisberg test for het-
eroskedasticity

Ho: Constant variance

Variables: fitted values of GDP growth2

Chi2(1)=1.75

Prob>chi2=0.1864

Variable VIF 1VIF

Insurance premium 2,09 0477378

Insurance payment 192 0521874
Alnvestment 112 0.89605
AGovemment expenditure 125 0,300473
ANet export 1,06 0939718
Alnflation 1,04 0962147

Mean VIF 141 (<10)

Source: Authors’ calculations

According to our findings (table 4), the impact of the
insurance industry on the economic growth in the Kyrgyz
Republic is not significant. According to the correlation
matrix (table 1) there is a negative correlation between the
insurance premium and economic growth, and a negative
correlation between insurance payment and economic
orowth. There is a positive relationship between the insurance

42 Azimuth of Scientific Research: Economics and Administration. 2020. T. 9. Ne 4(33)



SKOHOMUYECKUE
HayKu

Ansivkynosa Haprusa baxeitoBra, Arabaes Hyprnan Yarenosud
BJIMAAHHUE CTPAXOBOU OTPACJIM HA SKOHOMMWYECKHM ...

premium and economic growth and a negative relationship
between insurance payment and economic growth (table 4).
Table 4 — Findings

GDP growth Coefficient Standardemror | t Bt 95% confidence interval

Insurance 0006847 0,09 0014543

premium

0,000599 0931 -0,01333

Insurance -0.06461 0064545 -1 0324 -0,19609 0,066861

payment

Alnvestment 332517 6,804833 049 0628 -10,3339 17,1862

AGovemment 9.13567 904315 -1.01 032 27,556 9284622

expenditure

ANet export 63,69628 22,40338 293 0.006 20,06208 111,3303

Alnflation 0383229 0.1918 2 0054 -0.00745 0773912

cons 5,038866 0048103 531 0 3,107644 6970088

Source: Authors” calculations

The results of the negative relationship between the
insurance premium and economic growth are supported by
theoretical literature on the relationship between insurance
and economic growth. Accordingly, the empirical works
of Curak M., Loncar S., Poposki K. [18], Arena M. [19],
Webb L.P., Grace M.F., Skipper H.D. [21], and Kjosevski J.
[20] provide evidence for the positive impact of the general
insurance industry on the economic growth. The significance
or insignificance of the impact is explained by the level of
development and participation of insurance markets in
the financial markets as mentioned by Wachtel P. and
Rousseau P. [22] the strength of the relationship between the
insurance industry and economic growth varies from country
to country depending on the overall welfare of each.

We have expected such results for insurance premiums
because of weak insurance penetration. According to the
National Statistical Committee of the Kyrgyz Republic,
the share of the insurance industry in the financial sector
measured in terms of gross income is 4%, bank’s share is
80% and credit organization’s share is 16%. If we compare
the total assets of the financial organizations we obtain the
following results: 2% share of insurance, 9% share of credit
organizations and 89% share of banks. We can see that the
participation of insurance in the financial sector is very
limited. Insurance payments reflect the total amount of losses
incurred in the economy that have been compensated by the
insurance companies. In this regard and according to Stimegi
K. and Haiss P. [1] there is a possibility that the volume of
insurance payments have not been reinvested in the economy
and therefore, there is a negative impact on the economic
growth. Another reason for negative correlation of insurance
payments with economic growth can include the process of
claim settlement by insurance companies as it takes time
(from 2 weeks to several months) to assess the amount of
loss, prepare initial documents and provide indemnification.
Finally, we fail to reject H, There is no supply-leading
correlation between the insurance industry and economy
and reject H, There is a supply-leading correlation between
the insurance industry and economy so that growth of the
insurance industry leads to the growth of the economy.

CONCLUSIONS

Insurance industry allows market participants to reduce
the extent of risk and minimize possible losses. Insurance
protection contributes to the reliable and stable economic
environment, and at the same time reduces the burden on
the expenditure side of physical and legal entities. Insurance
payments allow market participants to achieve the previous
level of capacity and financial position.

Insurance companies act as institutional investors,
cooperate with other financial and non-financial organizations
and allow businesses to participate in more risky activities
with higher profitability.

Current development trends of the insurance market in
the Kyrgyz Republic include development of compulsory
types of insurance which have been accepted -ecarlier,
introduction of new types of compulsory and voluntary
insurance, improvement of the regulatory framework for

the insurance market, increase of insurance culture among
population and businesses, development of investment
activities by insurance companies.

The results of the empirical analysis conducted show
that the impact of the insurance industry on the economic
growth in the Kyrgyz Republic is not significant. We found
a negative or adverse and insignificant relationship between
the insurance premium and economic growth, and a negative
and insignificant relationship between insurance payment
and economic growth.

The potential issues of insurance industry development
in the Kyrgyz Republic include low level of trust from
society to insurers and to the insurance mechanism as a
whole, decline in the quality of performance of liabilities by
insurer to the insured, taxation of the insured prevents the
interest in insurance services; poor insurance infrastructure,
gaps in regulatory framework and legislative base, absence
of professional institutes, lack of reliable long-term financial
instruments.

For further development of the insurance market in the
Kyrgyz Republic, it is recommended to focus on compulsory
and voluntary insurance, the insurance market infrastructure
and popularization of insurance.

REFERENCES:

1. Siimegi,K., Haiss, P. The Relationship of Insurance and Economic
Growth-a Theoretical and Empirical Analysis // EcoMod. 2006. No.
272100091

2. KingR., Levine R. Finance, Entrepreneurship, and Growth - Theory
and Evidence // Journal of Monetary Economics. 1993. Vol. 32. pp. 513-42.

3. Wachtel P., Rousseau P. Financial Intermediation and Economic
Performance: Historical Evidence from Five Industrialized Countries //
Journal of Money, Credit and Banking. 1998. Vol. 30. pp. 658-678.

4. Levine R., Zervos S. Stock Markets, Banks and Economic Growth //
American Economic Review. 1996. Vol. 88, No 3. pp. 537-558.

5. Beck T., Webb I Economic, Demographic and Institutional
Determinants of Life Insurance Consumption across Countries // World
Bank and International Insurance Foundation. 2002.

6. Fink G., Haiss P., Hristoforova S. Bond Markets and Economic
Growth // IEF Working Paper No. 49, Research Institute for European
Affairs, University of Economics and Business Administration Vienna.
2003.

7. Fink G., Haiss P., Mantler H.C. The Finance-Growth Nexus:
Market Economies vs. Transition Countries // IEF Working Paper No. 64.
Research Institute for European Affairs, University for Economics and
Business Administration Vienna. 2005.

8. De Fiore F., Uhlig H. Bank Finance versus Bond Finance: What
explains the differences between US and Europe? Paper presented at the
First Conference of the Second Phase of the ECB-CF'S Research Network
on “Competition, Stability and Integration in European Banking”. 2005.

9. Jung W.S. Financial Development and Economic Growth:
International Evidence // Economic Development and Cultural Change.
1986. Vol. 34. No 2. pp. 333-46.

10. Beenstock M., Dickinson G., Khajuria S.The Relationship between
Property-Liability Insurance Penetration and Income: An International
Analysis // The Journal of Risk and Insurance. 1988. Vol. 55. No.2. pp.
259-272.

11. Outreville J.F. The Economic Significance of Insurance Markets in
Developing Countries //The Journal of Risk and Insurance. 1990. Vol. 57.
No. 3. pp. 487-498.

12. Outreville J.F. Life Insurance Markets in Developing Countries //
The Journal of Risk and Insurance. 1996. Vol.63. No.2. pp. 263-278.

13. Browne M.J., Kim K. An International Analysis of Life Insurance
Demand // The Journal of Risk and Insurance. Vol. 60. No. 4. pp. 616-634.

14. Catalan M., Impavido G., Musalem A.R. Contractual Savings or
Stock Market Development: Which Leads? // Policy Research Paper No.
2421, World Bank, Washington. 2000.

15. Ward D., Zurbruegg R. Does Insurance Promote Economic Growth?
Evidence from OECD Countries // The Journal of Risk and Insurance. 2000.
Vol. 67. No. 4. pp. 489-506.

16. Blum D., Federmair K., Fink G., Haiss P.The Financial-Real
Sector Nexus: Theory and Empirical Evidence // IEF Working Paper No.
43, Research Institute for European Affairs, University of Economics and
Business Administration Vienna. 2002.

17. Phutkaradze J.Impact of Insurance Market on Economic Growth
in Post-Transition Countries// International Journal of Management and
Economics. No. 44. pp. 94-107.

18. Curak M., Loncar S., Poposki K., Insurance Sector Development
and Economic Growth in Transition Countries // International Research
Journal of Finance and Economics. 2009. Vol. 34.

19. Arena M. Does Insurance Market Activity Promote Economic
Growth? A Cross-Country Study for Industrialized and Developing
Countries // World Bank Policy Research Working Paper 4098. 2006.

20. Kjosevski J. Impact of Insurance on Economic Growth: the Case
of Republic of Macedonia // European Journal of Business and Economics.
2011.Vol. 4.

21. Webb LP., Grace M.F., Skipper H.D. The Effect of Banking

A3UMYT Hay4YHBIX UCCIIEIOBaHUH: 3koHOMUKa U yrpasienue. 2020. T. 9. Ne 4(33) 43



Alymkulova Nargiza Bakytovna, Atabaev Nurlan Uzgenovich economic
sceinces

THE IMPACT OF THE INSURANCE INDUSTRY ON THE ECONOMIC ...

and Insurance on the Growth of Capital and Output // Centre for Risk
Management and Insurance Working Paper No. 02-1. 2002.

22. Wachtel P., Rousseau P. Financial Intermediation and Economic
Performance: Historical Evidence from Five Industrialized Countries //
Journal of Money, Credit and Banking. 1998. Vol. 30. pp. 658-678.

Cmamows nocmynuia 6 pedaxyuro 02.08.2020
Cmamowsa npunama x nyoauxayuu 27.11.2020

44 Azimuth of Scientific Research: Economics and Administration. 2020. T. 9. Ne 4(33)





