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Abstract 
Insurance has become very relevant to infrastructural development, 

particularly in the construction sector which is bedevilled with numerous 

process risks, including project failures. The construction sector if well 

managed can contribute greatly to national economic growth. However, 

insurance has not assumed its proper role within the sector in Nigeria. This 

paper seeks to identify opportunities for insurance in construction and to 

determine the severity of challenges militating against insurance investment 

in the Nigerian construction sector. The study was conducted among 20 

insurance practitioners and 46 construction clients and contractors in 

Kaduna and Abuja, Nigeria. Data gathered was evaluated by means of a 

four point sliding scale. Severity indexes of challenges were computed and 

ranked. Findings showed five most severe challenges were lack of trust in 

the ability of the insurers to pay claims, changes in construction client needs 

and expectations, financial constraints of construction contractors to 

purchase insurance policies, lack of expert risks/failure analysts for 

construction projects and economic instability with severity indexes of 

33.6%, 31.2%, 29.2%, 28.8% and 28.6% respectively. The study concluded 

that for optimal use of construction resources and greater impact on 

construction managerial decisions, insurance underwriters must be re-

oriented to recognize construction as complex and dynamic in terms of 

policy servicing and claims, have competent risk/failure business  analyst 
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who understand that in every challenge there exists an opportunity to invest. 

The study recommends more effective communication by construction 

insurance business analyst, greater integrity, and discouragement of delay 

in compensation payments in order to enhance trust in the insured. It also 

suggests amendment to the Nigerian the Public Procurement Act to 

encourage purchase of insurance bonds rather than bank bonds for 

contractors to help reduce cost of bond purchase. 

 

Keywords:  Construction, Challenges, Insurance, Investment, 

Opportunities.    

 

 

Introduction 
Investment opportunities are very 

significant to the long term success of 

businesses in every sector. However, 

the identification of an investment 

opportunity is usually not very easy. 

Investment opportunities are not 

always clear or obvious from the start 

and can be ignored by many investors 

resulting in stunted growth firm 

growth. It therefore becomes 

paramount for investors to learn how 

to identify and compare several 

alternatives so that they are able to tap 

on existing opportunities within their 

business horizon (Adetunji, Nwude 

and Udeh, (2018). Every business 

organization needs to maximize its 

potentials by expanding its 

opportunities as well as reducing its 

expenses in order to maintain a 

competitive edge to ensure investment 

growth. Insurance help to add value to 

the insured for sustainability but 

requires to be made sustainable as 

well (Aguguom and Ehiogu, 2017). 

The main function of insurance 

concerns the risk management 

function of organizations. Therefore 

insurance thrives on the ability to 

manage risks. Insurance investment is 

majorly based on the utilization of 

funds (premiums) not immediately 

required for expenditure for a specific 

period in order to be able to manage 

insurable risks. Positive asset 

management and economic growth 

results when insurance lend a hand 

through sale of their policies to 

mitigate risks for individuals, private 

entities or government agencies (Oke, 

2012 and Adetunji, et al, 2018).  It has 

been noted by Osipitan (2009) that 

insurance firms pool premiums to 

form reserve fund which promotes 

financial stability by guaranteeing 

liquidity coverage to claims. This 
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means that insurance firms serve as a financial risk management tool where 

potential financial losses are transferred by the insured to the insurance firm to 

mitigate in exchange for monetary compensations known as the premium 

(Stromberg, 2018).  

Martina and Kumar (2018) explains that insurance is a financial contract and 

risk transfer mechanism for managing consequences of insurable risks 

associated with personal and business activities. It is the process of pooling 

funds from many insured entities in order to pay for relatively uncommon but 

severely devastating losses which can occur to these entities (Martina and 

Kumar, 2018). The insured entities are therefore protected from risk for a fee, 

with the fee being dependent upon the frequency and severity of the event 

occurring. 

The Nigerian construction sector offers more opportunities than has been 

realized for insurance investors. According to the National Bureau of Statistics 

(2018), the growth rate of the construction industry in Nigeria stands at 13%. 

The sector is very crucial to the labour market employment and contributes 

significantly to the country’s GDP and GNP. In most developing countries it is 

said to account for about 12% of industrial sector production and employs 

between 2 to 10% of total workforce of most countries (National Bureau of 

Statistics, 2018). The construction sector in Nigeria contributes 3-8% of GDP, 

about 5% of labour force and 40-70% of gross fixed capital formation 

(Olanrewaju and Akinpelu, 2014). The Nigerian industry is very sensitive to 

economic policies and has been recently under pressure by an almost near 

economic recession. 

The insurance sector may not have sufficiently explored its investment 

opportunities within the construction sector. Currently, insurance cost ranges 

from one to four percent of construction costs despite that the construction 

sector is inherently physically hazardous (Rodriguez, 2018).                                                                                                                                                                                                                                      

According to Mhetre, et al (2019), the construction sector has a high potential 

for business risks and contractual disputes. The Nigerian construction sector 

also has an alarming record of incidences of building collapse (Babu and 

Kanchana, 2014). It has been pointed out by Kamane and Mahadik (2013) that 

risk in construction results in uncertainties on the final cost, duration and quality 

of the projects (Kamane and Mahadik, 2013). It is thus expected that the 

insurance sector will seize these fertile opportunities in the sector for its own 

growth and sustainability.  
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On the other hand, it is also expected that the construction sector should be in 

the fore front in synergizing with insurance firms because it is deemed better 

for a building client to spend on insurance than not to have insurance when it is 

needed.  Though, not every construction risk can be satisfactorily insured, it has 

been pointed out that all risks can be spread among persons that are better able 

to manage them. As such, one of the key benefits of insurance is that it promotes 

a saving culture among construction project planners through premiums that on 

maturity of the policies can be converted to savings for the client or the 

contractor (Babu and Kanchana, 2014).  It is however unfortunate that certain 

reasons or challenges appear to be militating against insurance investment in 

construction sector, or perhaps construction clients have not sufficiently 

understand or embraced the benefits that accrue from insurance for their 

profitability and growth.  

Torbira (2018) observed that insurance firms prefer to dwell more on biometric 

risks such, deaths and disabilities than on business related circumstances within 

the construction environment. If the insurance sector is able to proactively 

tackle inherent construction business risks, it will not only help the construction 

sector to succeed, but will better position the sector in its capital formation. This 

means that as the construction sector grows, more opportunities open up for the 

insurance to invest. Thus, increased economic growth in construction sector is 

likely to enhance the sustainability of the insurance sector itself (Torbira, 2018).  

It is therefore to this end that this paper aims at appraising insurance investment 

opportunities in the Nigerian construction sector. The objectives of the study 

are to identify available insurance opportunities in the Nigerian construction 

sector and also to determine the severity of challenges militating against 

insurance investment in the Nigerian construction sector.  Thus the research 

questions for this study were: 

i. What are the available insurance investment opportunities within the 

Nigerian construction sector? 

ii. How severe are the challenges militating against insurance investment in 

the Nigerian construction sector?  

 

Insurance Investment Opportunities in the Construction Sector 

It is well documented that insurance earnings are very much dependent on their 

investment income and has placed many insurance investors under tight 

pressure. The insurance policy sold to consumers is always determined by the 
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available investment opportunities (Torbira and Ngerebo-A 2012 and Adetunji 

et al, 2018). Insurance investment generally concerns the commitment of money 

or asset that has some degree of risk to a person or entity for the purpose of 

generating consistent returns after an agreed period and these profits are to help 

in the payment of claims to the insured or policy holders (Aguguom and Ehiogu, 

2017).  

The insurance firm is thus saddled with the task of managing the assets that will 

help in the payment of the liabilities they carry for others. The periods of 

investment usually are relatively long periods, but most investors would prefer 

investment alternatives that yield large profits in short durations (Aguguom and 

Ehiogu, 2017). In spite of its challenges, the construction sector offers fast 

investment opportunities for the insurance industry through various insurance 

policies. What is required of the insurance sector is an understanding of the 

various risks in construction which range from potential hazards to the human 

capital, asset and equipment requirements, inflation in the price of materials, 

innovative products and technologies, the need for competitive advantage, 

relationship with government clients, the construction regulatory requirements, 

quality and time related risks and other litigation risks (Zou, Zhang and Wang, 

n. d). This means that the motivations for construction insurance range from 

safety, financial, technical, managerial and legal considerations. The 

contribution of insurance direct risk reduction in the construction sector is 

discussed as follows: 

Plant and Equipment Break down Insurance. Insurance firms can sell policies 

that will help to protect construction clients from the risk of unseen damage to 

their numerous assets. These include technological equipment such as 

construction robotics, other typical tools and equipment such as heavy pumps, 

electric drills and saws, building information modeling equipment and other 

forms remote data sharing equipment including data storage equipment, 

automotive equipment such as trailers, cranes, hydraulic grabs, trucks, 

excavators and concrete mixers (   ).  

The Builder’s all risk insurance: This a special type of property insurance that 

covers a building under construction. It offers comprehensive protection against 

the building structure, materials and equipment. It may include building 

materials owned by the building client and materials owned by the contractor 

or sub-contractor. It may also include accidents on the site, flood and fire 

damages, explosions, theft, and any other identified peril (Babu and Kanchana, 
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2014). Several options of this policy are available depending on the policy’s 

provisions. Since this policy is often required as a condition to many contracts, 

and often purchased by the general contractor after the contract has been signed, 

thus, it is often referred to as the contractor’s all risk insurance (Malecki, 2009).                                                                                                                                                                                                                                                                                                                                                                                             

Contractor’s General liability Insurance: This policy covers risks of accidents 

or property damage, but does not include equipment or materials. The policy 

may protect against project collapse or against property damage. It assists the 

contractor with legal fees in law suits (Rodriguez, 2019). General liability 

insurance is often combined with property insurance. Property Insurance is 

specifically for renovation projects or where additions are being made to an 

existing building. Property damage can happen during improper construction or 

when temporary works are being erected on the site or during a renovation. 

When a client purchases a property insurance to cover work under construction, 

it eliminates the need for the builder’s risk insurance (Malecki, 2009).                                                                                          

 

Other Forms of Construction Risk Management 

Apart from insurance, there are other similar risk management tools used in 

construction to protect both the client and the contractor. Though, these are 

mostly enforceable only on public projects. These involve the use of surety or 

contract bonds. There are several construction bonds but the three commonly 

used construction bonds are:  

Bid Bonds: Bid bonds known as the consent of surety. They are issued during 

the bidding process and serve act as a pre qualifying tool for the owner. The bid 

bond guarantees that a bidder will sign a contract for their specified bid price if 

the client eventually awards the contract to them.  This means the bid bond is a 

surety of what the bidder agrees to pay in order to get a construction project. If 

eventually, he is unable to deliver the job, penalties are applied. The surety loses 

the value of the bid bond to the client to compensate the client for lost time 

(Murray, 2009). This value is the difference between the lowest bidder‘s price 

and the next lowest bidder’s price. 

Performance Bond: This bond replaces the bid bonds on award of the contract 

and runs simultaneously with the contract duration and includes the provisions 

for maintenance. It guarantees that the contract will be completed therefore 

protecting the owner from possible losses if the contractor is unable to deliver 

the project as at when due.  This may be due to bankruptcy or other forms of 

defaults of the contractor who then must compensate the client from losses. 
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Since performance bonds are not an insurance policy, usually 100% of the 

contract price is recovered by the guarantor from the contractor.  

Labour and Material Payment Bonds: Payment bonds ensure that the contractor 

will make all necessary payment to subcontractors and supplies. They also help 

to protect subcontractors and material suppliers who have agreements with the 

general contractor (Rodriguez, 2019).  

 

Methodology 

The study adopted a quantitative surveyed research design approach. A total of 

80 questionnaires administered to construction contractors and clients and 

insurance practitioners. Using the proportional stratified sampling, 30 

questionnaires were administered to construction contractors in Abuja and 

another 30 questionnaires administered to construction contractor in Kaduna. 

10 questionnaires were administered to insurance practitioners in Abuja, and 

another 10 sets administered to insurance practitioners in Kaduna. When the 

questionnaires were returned and collated, a total of 46 of the client/ contractor’s 

questionnaires were found useful for the study, indicating 76.7% response rate 

for the sub population. While all the 20 questionnaires administered to 

insurance practitioners were found useful for the study indicating 100% 

response rate for the sub population. The response rate for the entire population 

was 82.5%.  The data was gathered and evaluated by means of a four point 

rating scales and was analyzed using means and percentages. The percentage 

severity index of the challenges to construction insurance investment was 

computed using the formula Severity Index (S.I.) (%) = Σ a (n/N) * 100. Where 

a = the constant expressing weighting given to each response (ranges from 4 for 

very severe up to 1 for least severe), n is the frequency of the responses, and N 

is total number of responses (Rajgor, et al, 2016). The findings were then ranked 

in accordance to the severity index.  

 

Results 

When the respondents were asked to rank the challenges to insurance 

investment in the construction sector in Nigeria on a sliding scale of 4 to 1, 

where 4 represents extremely severe, 3 represents very severe, 2 represents 

moderately severe and 1 represents slightly severe. The results obtained are 

shown on Table 1. 
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Table 1: Challenges to Insurance Investment in the Construction Sector in 

Nigeria 

Investment Challenges Severity 

Index 

Rank 

order 

Lack of trust in the ability of the insurers 33.6% 1st  

Changes in construction client needs and 

expectations 

31.2% 2nd  

Financial Constraints of Construction clients and 

contractors to purchase insurance policies. 

29.2% 3rd  

Mismanagement of insurance premiums. 28.8% 4th  

Economic instability. 28.6% 5th  

Ineffectiveness in managing of construction 

contractors general liability risks. 

28.2% 6th  

Difficulties in insuring losses due to climatic 

changes and natural disasters. 

27.6% 7th  

Exorbitant cost of builder’s risk insurance.  27.4% 8th  

Difficulties in estimation of probable losses as 

clients are likely to over insure or under insure. 

27.4% 8th  

Shifting construction workforce 27.1% 10th  

Ignorance on investment opportunities in 

construction by insurance firms 

25.6% 11th  

Financial constraints of insurance firms.  24.6% 12th  

Poor communication on insurance policies 23.9% 13th  

High incidences of building collapse. 22.9% 14th  

Weak insurance manpower. 23.8% 15th  

Poor customer relationship 22.4% 16th  

Ignorance of construction clients. 22.0% 17th  

High rate of defects in construction jobs 21.5% 18th  

Cumbersome requirements of insurance firms. 21.2% 19th  

Changes in Technology  17.7% 20 

Regulatory Requirements 15.9% 21st  

 

From the results presented in Table 1, the three most severe challenges to 

insurance investment in the construction sector in Nigeria were found to be lack 

of trust in the ability of the insurers to pay claims with a severity index of 33.6%, 
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changes in construction client needs and expectations was the next most severe 

challenge with a severity index of 31.2%. While financial constraints of 

construction clients and contractors to purchase insurance policies was ranked 

as the third most severe challenge with a severity index of 29.2%. While the 

least severe challenge to insurance investment in the construction sector were 

found to be regulatory requirements with a severity index of 15.9%, followed 

by changes in technology with a severity index of 17.7% and the cumbersome 

requirements of insurance firms with a severity index of 21.2%.  

 

Discussion of Findings 

The study revealed that lack of trust was ranked by 53% of the respondents as 

the greatest challenge to insurance investment in the construction sector. Trust 

is a core determining ingredient of success in the business of insurance. As such, 

once trust is in doubt, there is bound to be policy holder dissatisfaction. This 

finding is in consonant with the views of Damtew and Pagidimarri (2013) that 

the Ethiopian insurance industry suffers a high rate of customer defection due 

to lack of trust with up to 15 %  (3,997 policy holders) not renewing their 

policies within one year. This study concerns construction sector clients who 

are typically characterized with the problem of undercapitalization and which 

makes them to be very much on the edge when trust appears to be deficient in 

an investment deal. One thing in common between the construction sector and 

the insurance sector is that both sectors are investment-led sectors. The Nigerian 

construction sector has government as its major investor; while the insurance 

sector is typically a private based sector; but whether the investor is public or 

private sector based, what matters is that every investor is a risk taker and 

requires a high quantum of trust in business. Instances where contractors have 

been faced at certain times with illusion claims from insurance firms with 

exclusion to the coverage of claims have aggravated the distrust of contractors 

in the insurance system. Insurance firms need to work on their communication 

ability to win back this essential business ingredient. It is important to point out 

that trust also becomes more essential among business partners with increased 

degree of perceived risk in the business.  

The second most severe challenge has to do with change in construction client 

needs and expectations. Construction projects may be driven by one or two of 

several objectives and so the contractors are faced with the challenge of 

identifying the key objective of the client which often tends to change. The 
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finished quality of a project may be the initial priority of a project, but as work 

progresses, the budget or safety requirements can become more pressing 

priorities or due to political or other reasons, the schedule has to be cut down 

necessitating changes in the project’s resources. In addition, there are often 

needs for construction clients to make changes in the project scope, adopt new 

materials or processes. These adjustments impact on the type of risks considered 

critical to the project and are bound to influence on the risk management and 

mitigation methods. These uncertainties become a serious concern to insurance 

firms that these operational risks were transferred to. This finding reverberates 

with the findings of the study of Schoonwinkel, Fourie, and Conradie (2016) 

that the impact of changes in the risk management a project during execution 

are costlier than if the changes had been made at the initial stage of the project. 

Changes in client needs and expectations during a project are therefore bound 

to make the process of risk management difficult. Managing client expectations 

early will also help to builds trust in the contractor’s ability to deliver on the 

project. To reduce this challenge, construction projects require improved 

competencies at a project’s onset that will help reduce the likelihood of client 

changes.  

Financial constraints of construction clients and contractors to purchase 

insurance policies was ranked as the third most severe challenge to insurance 

investment in the construction sector. The contractor’s profit margins in 

project’s delivery continue to get tighter with the client also experiencing 

inadequacy of cash flow. This makes the purchase of insurance policies to 

become a last resort in project risk management as contractors have the choice 

to avoid risk, transfer or mitigate depending on the perils to cover. This finding 

may appear at variance with the findings of the study of Ducker (2005) where 

the respondents claimed that despite increased in their premiums to insurance 

firms, their coverage kept on reducing over a period of five years. Though the 

geographical locations of the study vary, this finding is however not surprising 

because the finding of Ducker (2005) can also be used to support this finding in 

the sense that it can be argued that lack of customer satisfaction by continues 

reduction in coverage will certainly over nearly two decades (2005 to 2019) 

result in the loss of confidence to pay any insurance premium. In fact, a study 

in the Netherlands by Laeven & Perotti (2010) has also shown that the financial 

crisis has had a dramatic effect on the insurance industry. The impact of the 

crisis has caused various insurance firms to fail to fulfill financial requirements. 
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Conclusion and Recommendation 

The findings of this study showed that there are currently several insurance 

investment opportunities in the construction sector which include plant and 

equipment break down insurance, the builder’s all risk insurance  and the 

contractor’s general liability insurance. Other forms of construction risk 

management existing within the construction sector that is similar but not 

actually insurance investments is bond undertaking which include bid bonds,  

performance bond and the labour and material payment bonds. 

The severity ratings of the challenges militating against insurance investment in 

the Nigerian construction sector shows that most construction clients and 

contractors have little or no trust in insurance. While the insurance firms on the 

other hand are frustrated by changes in construction client needs and 

expectations which makes them very uncertain in their risk analyses and 

determination of claims. In addition to the lack of trust in the insurance cover, 

the tight budgets and cash flow of both construction contractors and clients has 

discouraged many from purchase of insurance policies. 

The study therefore concludes that insurance firms must realize that the 

construction sector is a dynamic market and in every challenge, there is an 

opportunity to encourage investment. Regardless of the challenges to 

investment opportunities or to success, insurance firms must do all it takes to 

work on how to effectively communicate policies in order to gain trust of the 

insured. Insurance must also discourage the use of illusion claims, as well as 

embrace integrity as a key principle in practice. In addition, to reduce the cost 

of contract bond purchase, the Nigerian Public Procurement Act should be 

amended to encourage purchase of contract insurance bonds rather than bank 

bonds.   
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