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Introduction

The relative importance of the services sector in economic growth and employ-
ment has been downplayed for many decades, especially in Africa. The notion of 
the peripheral significance of this sector has long been fuelled by the traditional 
theories of economic development. Particularly, these theories suggest that a 
typical development trajectory of poor nations out of poverty into prosperity 
is through increased agricultural sector productivity, followed by an expansion 
of the manufacturing sector, and thereafter, the services sector, which assumes 
a centre stage once the economy has developed. In other words, according to 
these theories, the services sector is an area of comparative advantage for devel-
oped nations. However, there is evidence of services (tradable and non-tradable) 
promoting economic growth through increased productivity, employment, 
reducing poverty and narrowing gender economic gap in developing countries 
(Grover and Dihel, 2016; Hoekman and Mattoo, 2008; Dee and Raychaudhuri, 
2008; Konana and Assche, 2007; Jouini and Rebei, 2014).

In recent years, the increasing contribution of the services sector in many 
African economies has challenged the notion that the only way to escape pov-
erty is through agriculture, then industry, followed by services. In fact, contrary 
to the predictions, the services sector has been driving much of the growth and 
employment in Africa, and in some countries, contributing to export diversi-
fication and revenues (UNCTAD, 2015). Across the region, agriculture’s share 
in gross domestic product (GDP) has declined, and the manufacturing sector’s 
share has either stagnated in some countries or declined in others. The changes 
in the services sector have been in the opposite direction, with the average share 
in GDP increasing relative to that of agriculture and manufacturing sectors.1 
These changes have left many economists wondering whether to develop a new 
theory of economic development as observed in Africa, or perceive this as an 
abnormality, a passing wind that will soon lose its strength. Regardless of the 
endgame, the short run (over two decades now) facts suggest that the services 
sector has contributed in transforming Africa’s development landscape.

It is against this backdrop that this book provides a reference resource to 
showcase insightful perspectives on the 21st-century realities of the services 
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sector and its implications on economic development in Africa. It helps to dis-
pel misunderstood facts about Africa’s development and clearly show both the 
distinct path followed by African economies as well as their differences with 
regard to the services sector. It uncovers the types of trajectories that the services 
sector development is exhibiting in Africa and how these different trajectories 
are associated with different patterns of economic outcome across the continent. 
The book is divided into four broad parts, with Parts II through V corresponding 
to selected subsectors in the services sector. Specifically, Parts II and III explore 
issues related to the financial and education subsectors, respectively. Part IV 
consists of chapters addressing the power, health and information and com-
munication technologies (ICTs) subsectors, while Part V, the tourism subsector.

Chapter synopsis

Africa has shown impressive growth over two decades, where this record has 
been attributed to a number of factors including (1) the liberalisation of the 
financial sector, access to foreign direct investment and the accompanying mana-
gerial skills and technical know-how; (2) the rapid proliferation of mobile cel-
lular technology, and internet access across the continent that has brought with it 
not only increased information access and flow (benefiting several sectors of the 
economy, including healthcare, agriculture and labour market), but also financial 
inclusiveness; (3) improvement in the ease of doing business in many countries 
in the region; (4) improvement in the fiscal and monetary space, quality of 
governance and leadership; (5) general improvement in physical infrastructure 
and human capital development; (7) blossoming partnerships with emerging 
economies [Brazil, Russia, India, China (BRIC)]; and, (8) the increased impor-
tance of the services sector in international trade; all of which have widened the 
economic policy space of these countries, hence, shaped how the services sector 
impacts domestic economy.

The chapters in this book explore the extent to which the abovementioned 
factors together with other economic and non-economic factors induce the ser-
vices economy, and in turn, affect Africa’s economic development. For example, 
Chapters 2 to 7 in Part II focus on the financial sector. Chapter 2 looks at 
the insurance subsector, where the authors argue that the current low penetra-
tion rate of insurance services in Sub-Saharan African (SSA) countries could be 
attributed to the use of neo-liberal business model that ignores the contextual 
or institutional peculiarities of these countries. Consequently, they propose 
integrating both the formal and informal institutional peculiarities of SSA in the 
business model to enhance the insurance penetration rate.

Chapter 3 also tackles the role of institutions in advancing the effectiveness 
of the banking sector. In particular, it investigates the contribution of the bank-
ing sector to economic growth in SSA, and how this contribution is affected 
by cross-country variations in the quality of institutional governance. The 
author shows that banking services and governance quality stimulate long-run 
economic growth in countries with functional financial markets. On the other 
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hand, Chapter 4 adopts a micro-level analysis and evaluates the link between 
financial development and income inequality in South Africa. Results from 
regression analysis establish an inverted U-shaped association between financial 
development and income inequality. Following these findings, the chapter draws 
two conclusions: first, in the early stages of financial sector development, income 
inequality rises but later declines with further development of the sector. Second, 
irrespective of the level of growth and trade openness, financial sector develop-
ment is crucial in reducing income inequality in the long run.

Similar to Chapter 4, Chapter 5 looks at the relevance of financial sector to 
economic development, but from a macro perspective. Particularly, the author 
analyzes the behaviour of the financial sector in SSA, and evaluates the link 
between financial development and growth from 1960 through 2015. The main 
findings are twofold. First, although financial development was shallow until 
2000, its pace picked up thereafter, albeit unevenly, across SSA countries, and this 
trend was more reflective of saving mobilisation than credit allocation. Second, 
results of the estimated growth model suggest that financial development affects 
growth only when a certain threshold of human capital (completion of second-
ary education) is achieved.

The nexus between financial development and manufactured exports is 
evaluated in Chapter 6. The authors show that the relationship is complex, and 
varies from one country to another on the basis of the underlying economic 
and political conditions. The last chapter in this section (Chapter 7) studies the 
development of securities markets in West African Economic and Monetary 
Union (WAEMU). The analysis demonstrates that the size of transactions traded 
is growing but deals in government securities continue to dominate the mar-
ket. Moreover, market development (especially in secondary segment) is partly 
hindered by excess liquidity, lack of diversified investor base and investment 
strategies of market actors.

In Parts III and IV, the questions related to education subsector, and power, 
health and ICTs subsectors are addressed. The role of education and skills as 
part of human capital in economic development cannot be underestimated. A 
country with high levels of human capital is more likely to attract investors, have 
the capacity to absorb new ideas and engage in research and innovations (Gross-
man and Helpman, 1991). However, Africa has lagged behind other developing 
nations in developing its human capital due to a number of reasons, including 
civil wars, inter-ethnic conflicts, lack of physical capital and political will and 
cultural constraints. Chapters 8 and 9 explore issues pertaining to human capital, 
and analyse them in the context of conflicts and gender, respectively. Chapter 
8 provides a descriptive analysis of entrepreneurship education as a pathway to 
raising the human capital of hitherto excluded groups in conflict zones in SSA. 
The authors find that inadequate human capacities, weak institutions and lack of 
a harmonised pedagogy hinder effective use of entrepreneurship education for 
socioeconomic development. Further, they propose incorporating entrepreneur-
ship education in primary and secondary school curricula as a way to facilitate 
peace-building and mitigate the prevalence of economic fragility in the region.
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Chapter 9 injects gender into the analysis and attempts to answer the ques-
tion: do differences in skills, economic and sectorial performance determine 
gendered labour market outcomes in Africa and Asia least developed countries 
(LDCs)? The authors evaluate trends in general macroeconomic and sectorial 
performance, and differences in education attainment across gender and between 
Africa and Asia LDCs, and conclude that workers with primary education are 
more likely to be unemployed relative to those with secondary education. More-
over, these outcomes differ by gender.

The role of the power sector (Chapter 10), the significance of medical tour-
ism (Chapter 11), and contribution of ICTs (Chapter 12) in Africa’s growth and 
development are discussed in Part IV. Reliable and adequate energy supply is 
an important component in the functioning of nearly all economic activities, 
and thus, economic development of a country. Although energy supply in Africa 
has increased, it has not matched the demand, especially in SSA. For example, 
as of 2012, only eight of the 52 countries in Africa had electricity access rate of 
between 85 (South Africa) and 100 (Algeria, Egypt, Libya, Mauritius, Morocco, 
Seychelles and Tunisia) percent. Six countries (Botswana, Cameroon, Gabon, 
Ghana, Senegal and Sao Tome and Principe) had an access rate lying between 
51 and 75 percent, while over 50 percent of the population in the remaining 
75 percent of the countries did not have access to electricity. In countries such 
as Chad, Liberia, Malawi, Sierra Leone, South Sudan, Central African Republic 
and Democratic Republic of Congo, 90 percent of the population does not have 
electricity access (AEO, 2015). Lack of access to, and outage of, power severely 
constrains performance of business, especially the manufacturing sector, which 
requires a reliable and cost effective form of energy in order to function effec-
tively. Chapter 10 uses Nigeria as a case study to examine the role of poor power 
supply services in meeting the challenge of industrialization.

Trade in services has increased within and across national borders. In 2013 
alone, global exports of services reached 4.7 trillion US dollars, recording a 5 per-
cent annual growth (UNCTAD, 2015). Trade in medical services has also ben-
efited from this increased trade in services. Chapter 11 explores the economic 
implications of trade in healthcare services, particularly medical tourism in 
Kenya and South Africa. The potential impact of this trade on foreign exchange 
revenue, employment and related sectors of the economy is evaluated. In addi-
tion, opportunities and challenges that these countries face as they continue to 
carve a niche in the global trade in medical tourism is investigated. From a policy 
perspective, the chapter recommends that governments’ partnership with the key 
stakeholders is essential to ensure that the benefits from trade in healthcare is 
inclusive in terms of availability, affordability, quality and equity in access.

African economies have been strongly influenced by information communi-
cation technology and increasing presence of China and India. Such reality has 
increased the continent’s share of the services economy, gradually taking over 
the role of the agricultural and manufacturing sectors. Using a combination 
of parametric and nonparametric methods, Chapter 12 examines the nexus 
between the recently observed robust economic growth in Africa that started 
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in the mid-1990s and the rapid diffusion of information and communication 
technologies (ICTs) that coincided with this growth. The results from para-
metric estimations reveal the presence of growth and employment enhancing 
effects of ICTs, while those from nonparametric analysis confirm the presence 
of network externalities that cause fixed-line and mobile cellular telephones to 
foster productivity growth above a penetration threshold of around 15 percent 
if complemented by higher levels of physical capital accumulation.

The last section, Part V, focuses on the tourism subsector. Tourism is the 
mainstay tradable services sector for a number of African countries. It is rela-
tively labour intensive, and employs a high number of women and youth (UNC-
TAD, 2017). In recent years, regional demand for tourism services has been 
increasing, thanks to the growing middle class, improved transportation system 
between countries and a new segment of tourism called medical tourism (UNC-
TAD, 2017). Evidence shows that since the 1990s, tourism has increasingly con-
tributed to Africa’s growth, employment and trade. For example, according to 
the 2017 UNCTAD report, international tourist arrivals to Africa and tourism 
export revenues during the 1995–2014 period grew at an average rate of 6 and 
9 percent per year, respectively. The average share of tourism in gross domestic 
product (GDP) also increased from 6.8 percent ($69 billion) in the 1995–1998 
period to 8.5 percent ($166 billion) in the 2011–2014 period. Furthermore, 
tourism generated roughly 7.1 percent of all jobs created in Africa (more than 
21 million jobs) between 2011 and 2014. Thus, if strategically developed, this 
sector has the potential to significantly contribute to Africa’s economic develop-
ment and structural transformation.

Chapters 13 and 14 look at the relevance of the tourism subsector in Africa. 
Chapter 13 theoretically investigates the possibility of enhancing economic 
performance of African countries by promoting tourism. It proposes a model 
that assumes monopolistic competition, and uses it to show the influence of 
relative prices of rearing and educating children on a household’s decision to 
have children. Additionally, within the caveats of this model, the chapter presents 
implication of land use policy. Finally, Chapter 14 demonstrates that interna-
tional tourism can be an engine of economic growth. The analysis is based on a 
dynamic supply-side approach, developed in export-led growth theories.

Conclusion

It is with no doubt that the services sector is the backbone of many economic 
activities. It is the dominant sector in Africa and has proved to be an impor-
tant player in its economic development. Despite its importance, much of 
the services activities in many of the countries on the continent are still in the 
informal sector, which leads to the underestimation of its contribution to the 
national income. Although this book does not address the informal component 
of this sector, it provides a much-needed contribution to the policy debate on 
the relevance of the services sector in Africa’s development trajectory. Each 
contributing author brings a unique perspective to the various issues addressed 
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in this book. We have no doubt that this book provides a very interesting read 
to academicians, policymakers and practitioners.

Note

1 See sector level data at the World Bank’s World Development Indicators.
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Introduction

While the debate on the role of financial sector in economic growth remains 
unabated, it has traditionally revolved around three issues. First is that the 
increasing demand for financial services due to economic growth is the major 
driving force behind the development of the financial sector (Robinson 1952). 
Robinson’s view is known as the demand-driven hypothesis with the view that 
the demand for financial services will increase as the economies of countries 
develop, suggesting that financial development follows economic growth (Liang 
and Jian-Zhou 2006; Ang and McKibbin 2007; Odhiambo 2010; Nazlıoğlu 
et al. 2009; Öztürk et al. 2011 in Lebe 2016). According to this perspective, as 
the real side of the economy expands, the demand for financial services increases, 
leading to the growth of these services (Demetriades and Hussein 1996). The 
second view emphasises a proactive role for financial services in promoting 
economic growth (Schumpeter 1912; McKinnon 1973; Akinlo and Apanisile 
2014; Umar et al. 2015). It claims that financial intermediation contributes to 
economic growth through two main channels: by raising the efficiency of capital 
accumulation and savings rate, and thus, the investment rate. Market-oriented 
financial systems are vital in explaining output growth in an economy, and 
the development of a banking system is associated with the increase in capital 
accumulation. This supports the idea that financial sector development and 
financial sector efficiency stimulates economic growth (Waheed and Younus 
2010; Ahmed and Wahid 2011).

The third thought on the relationship between the financial sector and eco-
nomic growth was proposed by Robert Lucas, stating that finance is an “over-
stressed” determinant of economic growth. Lucas (1988) argues that financial 
development and economic growth are not causally related. In Lucas’ view, there 
are various factors which lead to economic growth apart from finance (Lucas 
1988; Levine 2005; Ndlovu 2013). Irrespective of the divergent views on the 
direction and role of the financial sector in economic development, there is a 
consensus that every economy requires a well-developed and efficient financial 
system to prosper, since a vibrant financial system is integral to the robust func-
tioning of an economy. An efficient financial system provides better financial 
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services, and this enables an economy to increase its gross domestic product 
(GDP) growth rate (Man Li 2014).

However, it is hard to make these assertions in the context of the economies 
of Sub-Saharan Africa (SSA). Even with the existence of the formal financial 
sector for over 100 years in most of these economies, this sector is yet to properly 
develop, and has not substantially contributed to their economic growth and 
development. For example, in Francophone African countries, approximately 
4% of the population is included in the formal financial sector. In Nigeria 
and Kenya, countries regarded as having relatively developed financial sectors 
in Africa, only 10% of their populations have accounts with the formal bank-
ing sector. While over 80% of small and medium-sized enterprises (SMEs) in 
Nigeria maintain that access to finance remains one of their major challenges, 
insurance penetration remains abysmally very low at about 2% (Honohan and 
Beck 2007; Russo and Ugolini 2008; Ngwu 2015). Given the critical role of 
insurance in enhancing business transactions and economic growth, especially 
in a developing and risky environment such as SSA, its limited penetration in 
Africa is particularly worrisome.

The insurance sector helps in mitigating sudden and devastating occurrences, 
thereby stimulating economic growth. In both developed and developing coun-
tries, the insurance sector contributes to economic growth at both the sectoral 
and national levels. Moreover, since its importance covers all economic sectors, 
its relevance to general human activities has continued to grow for all ages as 
all categories of risks increase (Araç and Özcan 2014). The aim of this chapter, 
therefore, is to critically evaluate the key issues, challenges and prospects of insur-
ance penetration in SSA. It examines factors that could be responsible for the 
low penetration, and identifies possible alternative mechanisms that can be used 
to increase the level of penetration in order to enhance economic growth and 
development. It shows that limited penetration of insurance can the attributed 
to the Western-oriented approach used, which ignores peculiar SSA factors and 
institutions.

The rest of the chapter will proceed as follows: the next section provides an 
overview of the insurance sector in SSA. This is followed by an examination of 
the possible factors responsible for the limited penetration, and identification 
of informal insurance schemes that the formal insurance sector could use to 
increase the level of formal insurance penetration. The last section concludes.

Overview of the insurance sector in Sub-Saharan Africa

In Nigeria, like other SSA economies, insurance development and economic 
growth are argued to be cointegrated, meaning that there is a long-run rela-
tionship between these variables (Yinusa and Akinlo 2013; Alhassan and Biekpe 
2016). The results also show that physical capital and interest rate have significant 
positive effects on economic growth, pointing to the need to develop the insur-
ance sector so that it can play its role of providing the necessary long-term fund 
for investment and absolving risks (Ernst and Young 2016).
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Africa’s large population and growing economies indicate that there is poten-
tial demand for both individual and business insurance. However, the results 
from the top 10 (Mauritius, South Africa, Rwanda, Botswana, Namibia, Kenya, 
Cote d’Ivoire, Gabon, Ethiopia, Cape Verde) African economies featured in 
the 2016–2017 Global Competitiveness Index show that the insurance market 
in SSA is largely underdeveloped (World Economic Forum 2016). Although 
Nigeria is not included in the 2016–2017 top African competitive economies, 
it has the highest population and remains the second largest economy in Africa 
after South Africa, and as such, a big market for the insurance services (Afri-
can Development Bank 2015; Moime n.d.; Oxford Business Group 2015). As 
evidence will show, although the insurance sector exists in SSA countries, the 
penetration level is very limited.

In Mauritius, the insurance industry is represented by 14 short-term (general 
insurers) and 7 long-term or life insurers (CIA Datasheet 2017). The sector has 
experienced consistent decrease in insurance products adoption, possibly due 
to high cost of living and rising unemployment in the country. The financial 
deregulation of the sector has, however, sped up the development of the indus-
try. It is also expected that growth in income will help the insurance business 
to grow further (Business Magazine 2016). South Africa’s insurance sector is a 
study in contrast (Oxford Business Group 2015). On one hand, South Africa 
has a high premium-to-GDP ratio and insurers are well regulated, managed and 
innovative, but the insurance market is not mature. While South African insur-
ers have a large, untapped market, poverty is high and much of the country is 
unbanked and underinsured or uninsured.

In Namibia, the insurance industry shows signs of positive growth. It experi-
enced double-digit growth in written premiums in recent years, driven mostly 
by strong real GDP growth. Namibia’s local insurers have maintained strong 
links with South African institutions, with about half of Namibian-licenced 
insurers having South African parent companies as of 2015. The country’s politi-
cal stability and careful fiscal management also seem to be sustaining the insur-
ance sector (African Development Bank 2015). Conversely, Rwanda’s regulatory 
and supervisory framework implemented by the central bank has led to the entry 
of new insurers in the country. The insurance sector’s capital is increasing and 
there are several new entrants. Total assets of the insurance industry increased 
to 265 billion Rwandan franc (RWF) ($384.89 million) in 2014 from RWF 
230.6 billion ($334.9 million) in 2013. Gross premium totalled RWF 82 billion 
($116.1 million) by the end of 2014 (Business Insurance 2015).

The insurance industry in Botswana is dominated by Botswana Insurance 
Fund Management and Botswana Life (both subsidiaries of Botswana Insurance 
Holdings Limited). The industry has 21 short-term insurers and 7 life insur-
ers. Life insurance premiums accounts for 67.8% of the annual $460 million 
gross written premiums (African Development Bank 2015). While in Kenya, 
the insurance market is dominated by the non-life segment which accounts for 
66.2% of the insurance premiums (the major contributor is motor vehicle insur-
ance), medical insurance accounts for 22.1% and property insurance accounts 
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for 10% of all written premiums. There are 47 registered insurers operating in 
Kenya, and only the ones with innovative insurance products capture and survive 
in the insurance market (Business Monitor International 2015).

As indicated earlier, the problem is not about having a formal insurance sector; 
rather, the challenge is the limited level of penetration. While total insurance 
premium in emerging and developing markets expanded by 11% between 2001 
and 2010, the growth was concentrated in Asia and Latin America, with China 
accounting for about one third of the total premiums (Swiss Re Group 2011). 
The challenge of low penetration is even more evident if we focus on African 
insurance market. Of the total $50 billion of life insurance premium underwrit-
ten in Africa in 2012, South Africa accounted for about 90% of those premiums. 
In comparison to other regions, SSA had the least life insurance penetration of 
about 0.5% of the GDP from 1996 to 2010 period. This is followed by South 
Asia and Latin American countries, respectively (with penetration levels of 
below 1%). European Union had the highest penetration level, with life insur-
ance penetration accounting for about 2.7% of their GDP, followed by East Asia 
and Pacific countries, at about 1% of their GDP (Alhassan and Biekpe 2015).

Nigeria, which is one of Africa’s most promising economies, has 60% of insur-
ance premiums derived from the energy sector. Of about 180 million Nigerians, 
only 2.25 million had active insurance in 2014. The market is dominated by 59 
insurers all targeting the market share with penetration level of 0.6% (Yinusa 
and Akinlo 2013; Balago 2014).

Factors responsible for low insurance penetration

There are several factors which have contributed to the slow growth of the 
insurance sector in SSA. First, it can be largely attributed to the inability of 
most Africans to afford insurance premiums (KPMG Africa 2015). Access and 
demand for insurance products is limited to the upper middle income group. 
Many Africans are still struggling to meet their basic needs, and as such, insur-
ance services might not be a priority, resulting in a low penetration of about 1% 
in SSA, with the exception of South Africa (Tizazu 2013).

The second issue is lack of trust and credibility between insurance providers 
and customers. According to Lloyd Middle East and Africa (2009), it is often 
challenging for insurers to explain the relevance and substance of insurance 
products to African consumers. The industry is also hampered by the lack of 
trust in institutions, reliance on the informal economy, underdeveloped finan-
cial markets and under-capitalized domestic insurers. As will be explained, this 
can be attributed to the nature of the legal system used in the regulation and 
supervision of the financial sector in SSA. While financial service providers are 
suspicious of the customers, individuals and businesses are equally sceptical of 
financial institutions and, more so, of insurance service providers.

Throughout the countries in SSA, there is a lack of readily available informa-
tion on the background of individuals and even businesses. Credit information 
is either unavailable or very limited. On a scale of 0 to 8, with the latter being 
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the highest level of credit information available, most SSA countries rating range 
from 0 to 3, with the exception of South Africa, which is rated at 7 (World 
Bank 2017). The same poor rating is also reflected in other important World 
Bank governance variables for the region. These include rule of law, regulatory 
quality, government effectiveness, voice and accountability. Aside from South 
Africa and Botswana, all other countries in SSA have consistently performed 
poorly in the abovementioned governance variables (World Bank 2009). In a 
business driven by trust and risk, many are put off by the security (or lack of) 
that the legal systems provide to insurance companies and their customers. As 
SSA countries often have underdeveloped legislative and judicial systems, and 
have consistently failed to perform well in the key regulatory and governance 
measures, the pervading lack of trust and limited insurance penetration might 
be justified on the premise of mutual fear of exploitation between the customers 
and the financial institutions. With such inherent lack of trust, transactions that 
are not face-to-face will be even further doubted. As internet transactions cre-
ate a kind of anonymity, which escalates concerns for fraud, advancing financial 
services through online technology is also very challenging (African Develop-
ment Bank 2017b).

A third factor contributing to low insurance penetration in SSA is the poor 
economic development track record of African countries, which deters the 
growth of the insurance sector. Until recently, SSA economies have experienced 
very low growth and minimal economic stimulus. This could also be a reason 
for the African insurance market to be seen as promising, as growth in insur-
ance could lead to economic advancement for these economies (Aumeer 2015). 
Since one of the major challenges faced by these countries is long-term funding 
for infrastructure and economic development, insurance can be a solution to one 
of the continent’s most pressing problems.

A different view on the low insurance penetration in SSA is proposed by 
Akinlo and Apanisile (2014). They argue that there is a negative relationship 
between physical capital and economic growth in SSA. This begs the question: 
even if the insurance sector provides more long-term finance for development, 
will the funds be appropriately used, and will it make any real difference? In 
light of financial mismanagement and corruption, one would guess the answer 
as “no.” However, if the SSA leaders can embark on development policies aimed 
at increasing the physical capital stock of their economies with investment in 
social and economic infrastructure and adopt policies of diverting resources from 
consumption expenditure to infrastructure development, insurance penetration 
could increase. Infrastructure such as good roads, electricity and health facilities 
accelerate the development of insurance sector and improve the socioeconomic 
conditions of a country (International Monetary Fund 2015).

The approach used to sell insurance in SSA is arguably the most significant 
constraint to insurance penetration in SSA. As will be explained, insurance prod-
ucts and services (like other financial services and products) are developed and 
sold mainly from an instrumental need perspective. Incidentally, this approach 
does not seem be working in SSA and other developing countries due to cultural 



16 Ngwu, Ogbechie and Atanya

and institutional factors (Okeahalam and Maxwell 2001). For instance, life insur-
ance is sold for the purpose of protection in case of death and other health chal-
lenges. In most of SSA, the pervasive cultural belief in the spirit world, which 
determines the issues of life and death, limits the acceptance of the need and 
importance of life insurance. Moreover, the communal orientation of most SSA 
societies further weakens the need for individual life insurance. Exchange of gifts 
and help in different forms is intrinsic and pervasive in most SSA communities, 
and it applies to other events such as marriage, death, birth, building a house and 
going to school (see Platteau 2007; Grief 1992).

The culturally oriented and encouraged gift-exchange helps in smoothening 
of consumption spending related to life challenges (risks), and is often preferred 
to formal insurance. The rationale is that while the formal insurance sector pro-
vides only instrumental reason for the purchase of insurance, the culture of most 
SSA communities demands and provides both instrumental and intrinsic needs 
and benefits. In addition, the agent model used in selling the insurance products 
and services in most SSA has also proven to be problematic. In Kenya, for exam-
ple, life insurance is commonly distributed through intermediaries, meaning 
that insurance agents are often the only customer touch point. Moreover, these 
agents do not advise customers well on the products and projections of their 
policies at maturity (Muriuki 2013). Failures in this business model have led to 
loss of customer confidence. There have also been cases of misappropriation of 
customers’ funds by agents. Since many potential customers live in rural or less 
developed urban areas, the scepticism around dealing with insurance agents has 
also deterred the growth and penetration of insurance services (Wanjiru 2013).

A less discussed yet important factor that could pose a risk to growth in the 
African insurance market is the region’s lack of skilled actuarial. Effective risk 
management, alongside a tailored product offering, are vital to bringing more 
Africans into this market; but unless more focus is given to training new actu-
aries, insurance firms will struggle to meet consumers’ needs. Expectedly, the 
lack of appropriate skills has contributed to the bureaucratic and disappointing 
claims procedure, which also has negatively contributed to the low penetration 
of insurance services in SSA markets. When an insured event occurs, insurance 
companies have been slow in processing claims, largely due to the bureaucratic 
nature of the claims management process. Usually, by the time claims are pro-
cessed, the insured has already waited too long. Due to this delay, insurance 
companies lose referral value, as they are perceived as unreliable and not willing 
to pay claims. Referral value, which is a very important to insurance firms, is 
lacking in most developing countries, contributing further to low penetration 
(LIMRA 2011).

Low penetration suggests abundant opportunities for growth in this market. 
The question, therefore, is how the inherent challenges can be addressed so that 
the opportunities and benefits of a well-developed and functioning insurance 
sector can be achieved in SSA. Among the constraints listed earlier, a key chal-
lenge is the absence of trust and limited acceptance of the need and benefits of 
formal insurance in SSA. Related to the limited acceptance is the approach used 
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in selling formal insurance in these countries. As indicated earlier, the issue of 
trust and limited acceptance of formal insurance can be attributed to lack of 
appreciation of the SSA’s cultural peculiarities and their impact on formal insur-
ance services. In particular, is the formal legal system used in the regulation of 
insurance and related sectors. This relates to the adopted Western-oriented legal 
systems used in all SSA economies, which are not well understood, accepted 
and contextualised. The effectiveness of a legal system depends on the extent to 
which it is understood, accepted and contextualised to enhance compliance and 
acceptance of sanctions in cases of deviation (see Cooter 2000). Interestingly, the 
understanding, acceptance, contextualisation and compliance of a legal system 
are related to the extent to which it is derived and developed from the norms 
and values (culture) of the society (Caenegem 1988; Cooter 2000; Menski 2006). 
Since the formal legal systems used in most SSA countries were adopted mainly 
from United Kingdom (common law) or France (civil law), they are largely 
unaccepted, not understood, limitedly contextualised and as such, not trusted. 
As the legal system is not trusted, so is with the insurance sector regulated by 
that formal legal system. In line with their values and norms (culture), there exist 
different mechanisms that provide alternative informal financial products and 
services including insurance across SSA.

Alternative informal insurance mechanisms

To understand the pervasiveness of informal finance in Nigeria, the view of 
Seibel (2004: 3) is most illustrative:

Nigeria is one of the countries where informal financial institutions con-
tinue to play an important role. These informal financial institutions are 
immensely popular in Nigeria. Virtually every ethnic group has its own 
institutions and proper names (adashi, in Hausa, perhaps the best-known 
besides esusu); and most adults are members in one or several. Yet their 
importance and potential have been controversially discussed.

As previously stated, there are two main reasons for acceptance of informal 
finance (insurance). First, the regulation and supervision of the informal finance 
sector through shared norms and values (informal legal system) is well under-
stood and accepted by the participants. Second, the informal finance sector pro-
vides both intrinsic and instrumental benefits, compared with the formal finance 
sector, which provides only the instrumental benefits. Given these attributes and 
other factors constraining high formal insurance penetration in SSA, different 
informal insurance mechanisms have evolved within some SSA countries as a 
substitute to the formal sector. As will be evident, most of the schemes provide 
some kind of communal insurance. (Hoogeveen 2001).

The marriage system of the Shona people of Zimbabwe in Southern Africa 
may serve as an example of a successful claims and liabilities arrangement. For 
the Shona people, family and marriage are the bedrock of the social system. 
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Shona marriages are seen as a social commitment which establishes a relation-
ship between not just two people but also families and friends. While this world 
view of marriage is common in Africa, the Shona marriage system is peculiar 
because of the “bride-wealth” element (Muzvidziwa 2001). The Shona mar-
riage system’s bride wealth legitimises a marriage and is also an insurance against 
marital/family dissolution (Chavunduka 1979). The Shona people operate by 
flexibility in both timing and type of bride wealth payment between families. 
This flexible payment system creates household security beyond what is feasible 
through income pooling between relatives related through marriage. The system 
brings about a local social security pool of finance by the creation of enforceable 
claims on assets that are vital for income generation and consumption smoothing 
purposes (Dekker and Hoogeveen 2002). This system combines close monitor-
ing with the creation of a large insurance pool. The Shona marriage system’s 
security-enhancing features of this arrangement, namely the simultaneous cre-
ation of claims and liabilities on several households and the inbuilt trigger for 
repayment, is something that may be replicated by an insurance scheme that 
makes use of the characteristics of microfinance initiatives (Esso 2010).

In West Africa, “susu or esusu” collection provides access to credit and a system 
for saving and withdrawing money for a small fee. Esusu has over the years been 
the mode of fund mobilisation for initiation and sustenance in West Africa and 
particularly popular in Nigeria (Alabi et al. 2007). In the “esusu” system, a saver 
agrees to deposit a specific amount agreed in consultation with the collector for 
period of time (usually a month). At the end of the agreed period, the “esusu” 
collector renders the accumulated savings to the client, keeping the amount for 
one day’s savings as his or her commission. Similar to this is the Community 
Corporative system dominant in Nigeria. Members of associations or groups 
contribute various amounts monthly that members can borrow from at a low 
interest rate to meet personal needs and emergency costs. The cumulative profits 
from these loans are shared among the contributing members annually. These two 
systems have succeeded in doing what the formal insurance system is unable to 
do. The system is based on trust and the confidence that the members know each 
other at a personal level and, therefore, cannot be easily duped. Barclays (2005) 
emphasised that with the expansion of the money economy, this informal finan-
cial institution (IFI) has not lost its vigour. Esusu schemes have even multiplied, in 
numbers and diversity, and some even operate like microfinance banks (Norwood 
2005; Alabi et al. 2007; African Development Bank 2017a).

“Tontines” system, which is widely practised in South Africa, Senegal, Sudan, 
Uganda and Cameroon (African Development Bank 2015; Bruchhaus 2016) is 
another prominent means for pooling resources. A group of individuals agrees 
to regularly pay small amounts into a common fund – the tontine – which is 
then loaned for a month, without interest, to one or more of the members. These 
people usually share similar interests or common relationships. This strengthens 
the social control and ensures the functionality of the scheme.

In the case of transfer of funds across long distances and even borders, there is 
the “hawala” system dominant in northern Africa. It is a system through which 


