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Abstract  

The focus of the study is on a comparative analysis of the impact of the business activities 

of both insurance and the banking industries on the level of economic growth in Nigeria. 

The main objective is to establish their relative performance in order to determine their 

relative influence on the level of economic growth in Nigeria. In this study, the levels of 

performance of both industries are proxied by the level of their profitability. The study 

covered the period between 1994 and 2020. The Co-integration and the Error 

correlation mechanism were used to analyze the data. The result of the ADF showed that 

the variables are I (-1). The result of the Johansen Co-integration test showed a long run 

relationship amongst the profitability of both the banking and insurance sector and that 

they have a positive and significant impact on the level of economic growth, but the 

elasticity indicates that the banking sector performed better than the insurance 

companies. Thus the study recommends amongst others, further reforms in the banking 

and the insurance industries, in order to enhance or improve their performance in the 

Nigerian economy. 

 

Keywords: Bank Profits, Insurance Profits, Economic Growth, Interest Rate, Co-

integration. 

 

Introduction  

In every or most economies, either developed, emerging or developing economy, the 

financial system is made up of both banking and non-banking financial institutions. The 

most prominent in the banking sector are the commercial banks, while the insurance 

industry is a key sector amongst the non-banking financial institutions. 

Both the banking and insurance industries are prominent and indispensable in provision 

of investable funds in an economy. However, they have major areas of Similarities and 

dissimilarities. While the Commercial banks are predominantly involved in acceptance 

of demand deposits and provision of short and medium term credit facilities, the 

insurance firms are predominantly involved in risk insuring in return for receipts of 
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premiums from the insured individuals, organizations and businesses. The confidence of 

undertaking investment is boosted, once the risk has been insured. This is key to the ease 

of doing business and involvement in other economic activities in an economy. Besides, 

there are major or specific insurance products involved in provision of long term 

investable funds to deserving customers. 

Operationally, both banks and insurance firms are impacted negatively by adverse 

fluctuation or changes in interest rates. This implies that adverse interest rates 

fluctuation has a negative impact on the values of the investments and returns of both 

banks and insurance firms alike. However, banks appear to be proned to higher 

operational risks due to the tendency of asset mismatched inherent in their operation. 

Banks accept more deposits of short term in nature which are demanded for repayment 

each and every moment, whereas for a bank to be profitable, optimum investment 

portfolio of varied maturity must be held. This is in contrast with insurance sources of 

funds which are only liable to claim when an event insured against occurred (Poonkulali 

& James, 2021) 

Nevertheless, both banking and insurance industries are the major components of the 

Nigerian financial system which are indispensable in provision of investment funds and 

the bedrock of operation of the financial system and without which no economic activity 

can thrive. (Projectmaster, 2022) 

In view of the above, the major concern of this study is the establishment of the relative 

performance of both the insurance and the banking industries as two major prominent 

financial institutions in the financial system in order to make a comparative analysis of 

their relative contribution to the level of economic growth in Nigeria. 

As important as these two major industries in the financial system are considered, there 

are also two major fundamental challenges bedeviling their operation in the Nigerian 

economy. To the banks, the major and common challenges amongst them is the issue of 

non-performing loans, which is due to poor corporate governance as a result of 

overbearing corruption embedded amongst the stakeholders in the management of most 

banks in Nigeria. While to the insurance firms the major and common challenge is 

deliberate posture against claims payments, irrespective of the obviousness of the losses 

suffered by the insured, which has become a main discouraging factor generally against 

patronage of insurance products in Nigeria. (Khanal, 2007) 

 

Statement of the Research Problem 

According to Poonkulali and James (2021) both the insurance and the banking industries 

are the bedrock of the Nigerian financial system, without which no economic activity can 

thrive. Firms in both industries are declaring huge profits every trading period which is 

the major indices of business performance. The implication of their huge profitability is 

an indication of their fitness in provision of sufficient investable funds capable of 

promoting economic activities for sustainable level of economic growth in the Nigerian 

economy. However, the level of economic activities in the Nigerian economy is below 
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imaginable proportion. This has engendered unimaginable hardship. The level of 

unemployment is frightening, as a result, poverty rate is endemic. This has cast thought 

on the role and efficiency of these two major financial institutions. Hence the need to 

investigate their relative performance in order to determine their relative contribution 

to the level of economic growth in Nigeria. 

 

Research Objectives 

These include; 

a) To determine the impact of the profit of the insurance industry on the level of 

economic growth in Nigeria. 

b) To determine the impact of the profit of the banking industry on the level of 

economic growth in Nigeria. 

c) To determine the impact of interest rate on the level of economic growth in Nigeria. 

 

Research Hypotheses 

These include: 

Hoa: The profit of the insurance industry has no significant impact on the level of 

economic growth in Nigeria. 

Hob: The profit of the banking industry has no significant impact on the level of 

economic growth in Nigeria. 

Hoc: The level of interest rate has no significant impact on the level of economic growth 

in Nigeria. 

 

Review of Related Literature  

Conceptual Framework 

Insurance can simply be defined as a contract whereby a person called the insurer or 

assurer agrees in consideration of money paid to him, called the premium, by another 

person, called the insured or assured, to indemnify the latter (i.e. the insured or assured) 

against loss resulting to him on the happening of certain events. In other words 

insurance is an economic or financial instrument designed for the transfer of some risks 

of economic loss from the insured who otherwise would have suffered such losses 

absolutely, to an insurer in return for a premium. 

Before what is known today as modern insurance was introduced in Nigeria, there 

existed some kinds of mutual saving schemes operating in one form or the other, under 

names such as: Age grade associations, clan unions, market women associations, social 

clubs, extended family meetings etc. Each of these groups maintained a pool of fund 

accumulated from the contributions made by their members on  a regular basis. From 

the fund so accumulated , burial cost, compensations for misfortune, social grants or 

assistance etc were given or paid to members. Therefore an informal form of insurance 

which can be referred to as traditional insurance was existing in Nigeria and various 

parts of Africa before the advent of modern insurance. These forms of traditional 
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insurance are still in practice up till date, existing side by side with modern system or 

insurance. (Okonkwo, 1993) 

The modern form of insurance was introduced in Nigeria in the early years of the 20th 

century by European trading firms. These European trading firms, having established 

trading centers in the coast of West Africa, obtained their business insurance cover with 

insurance companies in London. In response to improvement in business activities, some 

of these foreign insurance companies started to appoint Insurance Agent to carry out 

their operations in Nigeria. In the course of time, the activities of these local agents led 

to the establishment of full flesh branch offices of the foreign insurance companies in 

Nigeria, and subsequently the emergence indigenous insurance companies in Nigeria. 

(Gabari, 2004) 

On the other hand, modern banking system actually started in London with the activities 

of goldsmiths in the early 17th century. These goldsmiths had strong safes with which 

they stored valuables. In line with this, they began to accept deposits of gold and other 

precious metals for safe custody from clients on which they charged interest. By gradual 

process the activities of these early goldsmiths evolved into a system of transactions 

which gave birth to the present day banking system. The banking sector plays a key role 

in the economic activities of any nation. (Anyanuwu, 1993) 

 

Theoretical Framework 

There are several theories related to this study. Some of these include Financial 

Liberalization theory, Market Based Asset Allocation Theory, Financial Growth Nexus 

Theory. However, this study will be anchored on the Finance Growth Nexus Theory, as 

was also partly adopted by Ime and Emem (2017) 

According to the Finance growth Nexus theory, Investable funds borrowed from 

financial institutions are important and promotes economic growth, provided they are 

used for productive ventures and technological advancement or required economic 

activities desirable for the growth needs of the economy, as this will generate multiplier 

effect in economic growth in the economy. The theory is relevant to this study in the 

sense that both the insurance and the banking industries are major institutions in the 

financial system, which are mainly prominent in provision of investable funds, capable 

of generating or accelerating the level of economic activities and thereby promoting the 

level of economic growth in the economy. 

 

Empirical Review 

Nwankwo (2019) Examined the impact of insurance activities on economic growth in 

Nigeria. The study covered the period 1981 to 2011. Findings shows that insurance 

marketing activities has positive impact on economic growth in Nigeria, adding that 

insurance could be a critical factor for economic growth as it has the potential to mobilize 

investment funds for new and existing businesses, and also provides protection for 

existing businesses. 



`SSAAR (JMSCD); Journal of  December, 2022 

Management Science and Career Development  

161 | P a g e  

 

Editions 

Fadun and Shoyeimi (2018) Investigated the impact of insurance investment funds on 

economic growth in Nigeria for the period of 2000 to 2015. Using secondary data 

sourced from the Central Bank of Nigeria (CBN) Statistical Bulletin and Nigeria Insurers 

Digest. The Pearson’s Movement Correlation Coefficient and Ordinary Least Square 

(OLS) were used to test the hypotheses. Findings indicate that there is a strong positive 

relationship between economic growth and total insurance investments in Nigeria for 

the period under review. 

Sajid, Abubakar and Regupathi (2017) evaluated the relationship between insurance and 

economic growth in twenty (20) countries for the period of 2006 to 2015. The study 

measured insurance activities through three distinctive proxies such as net written 

premiums, penetration, and density. The result reveals that insurance activities have a 

significant positive relationship with economic growth especially in developing 

countries. 

Fashagba (2018) Examined the impact of insurance activities on economic growth in 

Nigeria. The study used data collated from the Central Bank of Nigeria (CBN) 

publications, and employed the Ordinary Least Square Regression analysis. Finding 

shows that there is a non-significant but positive relationship between non-life 

insurance and economic growth, and a negative significant relationship between life 

insurance and economic growth. 

Ime and Emem (2017) Made a comparative analysis of the impact of commercial bank 

and insurance activities or investment portfolios on economic growth, using multiple 

linear regression analysis. Findings show that investment portfolios of insurance 

companies do not contribute significantly to economic growth, while the investment 

portfolios of Commercial Bank contributed significantly to economic growth for the 

period under review in Nigeria. 

Khanal (2007) Investigated the impact of Banking and Insurance services Liberalization 

on economic growth and development in Bangladesh, Nepal and Malaysia. The findings 

show that private banks tend to outperform state-owned banks, and three main 

challenges identified include: Non-performing loans in government banks, failure of 

insurance companies to undertake long-term investments and continue limited access 

by the poor and small businesses to credit. 

Hshim and Alan (2006) Examined the relationship between economic growth and 

banking sector development, using granger causality test. Findings show that at some 

point in the economic growth cycle, the driving force turns into a demand following 

relationship, as increased economic growth leads to higher income which in turn 

generates greater demand for more sophisticated financial risk management services. 

 

Econometric Procedures  

The linear and functional forms of the model used for the paper are stated below: 

RGDP = F (INP, BP, INT)………… (1) 

The linear form is given as:  
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RGDP =  b0 +  b1INP +  b2BP +  b3INT +  ut………. (2) 

b1, b2  >  0, b3  <  0 

Where: 

RGDP = Real Gross Domestic Product 

INP = Insurance Profitability 

BP = Bank Profitability 

INT = Interest Rate 

ut = error term 

All data which covered the period between 1994 and 2020 were extracted from the 2020 

edition of the World Bank Indicators for Nigeria. 

 

Results and Findings 

The results of the descriptive statistics are shown below: 

 

Table 1: Descriptive Statistics Result 

 LRGDP LBP LINP LINT 
Mean  11.75222 7.200599 9.388228 2.698977 
Median  12.24729 6.037469 9.812211 2.875730 
Maximum  12.65135 11.61994 12.57111 3.586016 
Minimum  7.372558 4.856707 6.208791 1.791759 
Std.Dev. 1.380623 2.182795 1.932931 0.512496 
Skewness  -2.021287 0.685846 -0.146881 -0.337676 
Kurtosis  6.093588 2.045176 2.190668 2.122062 
Jarque-Bera 25.91270 2.793226 0.741314 1.226876 
Probabilty 0.000002 0.247434 0.690281 0.541486 

Source: Authors Computation 

 

The mean for RGDP is 11.75 and the median is 12.24. This suggests that the RGDP did 
not improve significantly during the period. The maximum and minimum values for 
RGDP are 12.65 and 17.37. The standard deviation is negligibly 1.38. The average value 
for BF is 7.20 and the median is 6.03. This indicates that the BF improved during the 
study period. The highest and lowest values for BP are 11.62 and 4.86. The standard 
deviation is 1.93. The mean and median for INP are 9.39 and 9.81 indicating that the INP 
did not improve during the study period. The maximum and minimum values for INP are 
12.57 and 6.21. The standard deviation is 1.93. The mean of INT is 2.70 and the median 
is 2.88, an indication that the INT did not improve significantly. The highest and lowest 
values for INT are 3.59 and 1.79. The standard deviation is 0.51.  The result of the 
correlation matrix is shown below: 
 

Table 2: Correlation Result 

 LRGDP LBP LINP LINT 

  0.52440400451 0.76095073205 0.75492577297 

LRGDP 1 08002 61136 26179 
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 0.52440400451  0.85016129569 0.50592561731 

LBP 08002 1 9294 63573 

 0.76095073205 0.85016129569  0.76441901856 

LINP 61136 9294 1 31342 

 0.75492577297 0.50592561731 0.76441901856  

LINT 26179 63573 31342 1 

 

The result indicates that the RGDP has positive correlation with BP with a co-efficient of 

0.52. The INP has a positive correlation with the RGDP with a coefficient of 0.76. The INT 

has a correlation of 0.75 with the RGDP. 

The result of the static long run OLS is shown below: 

 

Table 3: Summary of Static OLS Result. Dependent Variable: LRGDP 

Variable Co-efficient Std.Error t-Statistic Prob. 

LINP 0.534959 0.258036 2.073194 0.0513 

LBP 5.644564 0.985434 5.727998 0.0000 

LINT -0.866198 0.594053 -1.458115 0.1603 

C -0.279550 0.158763 -1.760797 0.0928 

R2 = 0.67, F-Statistic = 73.44, DW = 2.14 

 

The R2 shows that 67 percent of the total variation in the RGDP has been explained by 

the INP, BP and INT taken together. It is good enough since the variation explained 

outside the model is just 33 percent. The INP and BP have a positive relationship with 

the RGDP, while the INT has a negative relationship with the RGDP. An increase in the 

INP and BP by I unit each increased the RGDP by 0.53 and 5.64 units, while increase in 

the INT by 1 unit reduced the RGDP by 0.87. 

The INP and BP with values of 2.07 and 5.73 with probabilities of 0.0513 and 0.0000 are 

statistically significant in explaining the changes in the RGDP. This suggests a validation 

of the null hypothesis that the two variables individually have a significant relationship 

with the RGDP. The INT is not statistically significant. 

The result of the Augmented Dickey Fuller (ADF) unit root test is shown in the table 

below: 

 

Table 4: Summary of ADF Unit Root Test  

Variable  Level  

Data  

First  

Difference 

Order of  

Interest rate 

INT -1.51 -6.04º I (1) 

BP 1.69 -7.54º I (1) 

INP -1.42 13.79º I (1) 

RGDP -1.30 -5.96º I (1) 

NB: (1) Indicates Significance at 1% Level 
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       (2) 1% Critical Value is -3.724070 

 

The result of the ADF test indicates the stationary of variables was achieved after first 

difference. This implies that the variables were originally not stationary and were 

differenced. All the variables become stationary at the 1 percent level. The result allows 

us to conduct the Co-integration test which is the next test. 

The result of the Johansen Co-integration test is shown in the table below: 

 

Table 5: Summary of Co-integration Result  

Hypothesized 

No. of CE(s) 

Eigen value Trace 

Statistic 

0.05 

Critical Value 

Prob.** 

None* 0.940095 81.95379 47.85613 0.0000 

At most 1 0.561001 25.65383 29.79707 0.1394 

At most 2 0.236736 9.188649 15.49471 0.3482 

At most 3 0.172447 3.785634 3.841466 0.0517 

 

Hypothesized 

No. of CE(s) 

Eigen value Max-Eigen 

Statistic 

0.05 

Critical Value 

Prob.** 

None* 0.940095 56.29996 27.58434 0.0000 

At most 1 0.561001 16.46518 21.13162 0.1988 

At most 2 0.236736 5.403015 14.26460 0.6903 

At most 3 0.172447 3.785634 3.841466 0.0517 

 

Both the trace statistics and the Max-Eigen statistics indicate that the hypothesis of no 

Co-integration was rejected in one case. Thus, the results showed the existence of one 

Co-integrating equation. This suggests a long run equilibrium relationship among the 

variables. 

 

Table 6: Over parameterized ECM Result 

Variable  Co-efficient Std.Error t-Statistic Prob. 

LBP 

LBP(-1) 

LBP(-2) 

LINP 

LINP(-1) 

LINP(-2) 

LINT 

LINT-1) 

LINT-2) 

ECM(-1) 

0.811904 

-0.174545 

0.003087 

0.199078 

0.132074 

6.142802 

-0.014212 

-0.081769 

-0.326154 

-0.319448 

0.179286 

0.156689 

0.137878 

0.259809 

0.590801 

0.948753 

0.347402 

0.337404 

0.384659 

0.102312 

4.528536 

-1.113962 

0.022387 

0.766249 

0.223550 

6.474603 

-0.040909 

-0.242346 

-0.847903 

-3.122288 

0.0002 

0.2942 

0.9826 

0.4632 

0.8281 

0.0000 

0.9683 

0.8139 

0.4185 

0.0123 
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C 8.245504 0.468460 17.60128 0.0000 

R-Squared 

Adjusted R-Squared 

S.E. Of Regression 

Sum Squared Resid 

Log Likelihood 

F-Statistic 

Prob(F-Statistic) 

0.858431 

0.827800 

0.282793 

0.719745 

4.867131 

40.06587 

0.000000 

Mean dependent var 

S.D. dependent var 

Akaike info criterion  

Schwarz criterion 

Hannan-Quinn criter. 

Durbin-Watson stat  

 

12.17561 

0.681477 

0.613287 

1.160940 

0.720194 

1.987048 

 

 

The result allows the estimation of the Johansen Parsimonious ECM.  

Table 7: Summary of Parsimonious ECM Result. Dependent Variable: LRGDP 

Variable Co-efficient Std. Error t-Statistic Prob. 

LBP 7.586346 0.552539 13.72997 0.0000 

LINP(-2) 0.482692 0.183206 2.634699 0.0174 

LINT 0.419703 0.358081 1.172090 0.2573 

ECM(-1) -0.389972 0.140973 -2.766287 0.0160 

C 0.056988 0.189256 0.301118 0.7681 

 

R2 = 0.81, AIC = -1.28, SC = -1.52, DW = 2.06 

 

Interpretation: Hypotheses Testing 

The R2 indicates that 81 percent of the total variation in the RGDP has been explained by 

the BP, INP and INT. This is good since only 19 percent of the variation was explained 

outside the model. 

The BP and two period lag INP have positive relationship with the RGDP. An increase in 

the BP and INP by 1 unit each increased the RGDP by 7.59 and 0.48 units. The INT has a 

negative relationship with the RGDP. An increase in the INT by 1 unit reduced the RGDP 

by 0.42 units. The BP and INP with t-value of 13.73 and 2.65 and probability of 0.0000 

and 0.0174 are statistically significant in explaining the changes in the RGDP. This 

suggests a validation of the respective alternative hypothesis of a significant 

relationship. The INT was not statistically significant. 

 

Conclusion  

The insurance and banking industries are important players in generating the growth 

process in Nigeria. The banking and insurance industries serve as a channel of 

transmission of investable funds. They serve as a channel of generating liquidity to the 

production sector. They also serve as a means of securing the funds of depositors. This 

is why the industrialized world pays very special attention to these sectors. However, 

the case has not been the same in Nigeria as these two industries have been operating 

below expectations. The results however conclude that the profitability of the banking 

sector has incremental impact on the level of economic growth. We also found that the 
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profitability of the insurance companies has been beneficial to the growth process in 

Nigeria. In comparative terms, the result indicates that the banking industry performed 

better than the insurance industry in Nigeria. This could be due to the low attention given 

to the insurance sector by the monetary authorities. 

 

Recommendations  

a) The study recommends that there should be further reforms in the banking and 

insurance sectors.  

b) The level of capitalization should be increased further with about 20 percent. This 

will strengthen the performance of the banking industry in Nigeria. 

c) Policies should be put in place to ensure that the insurance companies meet up to 

customer’s expectations. 
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