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Abstract 

The study analyzed the influence of investment portfolio of insurance firms on capital formation in Nigeria using 

time series data from 1996 to 2015. To analyze the data set, ordinary least squares regression analysis was used. 

From the results, total investment portfolio of insurance companies were positive and significant in influencing 

capital formation in Nigeria. The results also revealed that investments in stocks and bonds were the only significant 

investments of insurance companies that have contributed to capital formation in Nigeria. Consequently, insurance 

companies should make adequate investment efforts by channeling their resources to those investment areas that has 

the potentials of yielding higher returns so as to generate much more to equip business firms financially. 
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1.0 Introduction 

Generally, it is believed that investments are often characterized by risk and uncertainty. Consequently, the need to 

manage risks arises from the uncertainty related to investment decisions. Insurance companies help corporate bodies 

and individuals prepare for risks, improve the decision-making process, reduce costs, compare results, and improve 

both business continuity and competitive advantage (Jabbour, 2013). In this process, insurance companies serve as a 

vehicle for mobilization of financial resources (savings) for long term investments, resulting to higher growth and 

development of the domestic economy (Ubom, 2014; & Nesterova, 2008). By way of financial intermediation, 

insurance products have emerged as a prominent source of long term funds, accelerating the pace of aggregate 

investments through capital markets development (Oloke, Durodola & Emeghe, 2015). In recent times, the 

persistent increase in economic losses in Nigeria due to recession accelerated discussions among private insurers, 

governments, businesses and individuals about the role of insurance in addressing risks inherent in economic 

activities. 

Insurance creates a pool of investable funds through mobilization and investment of such funds in the money and 

capital markets or through direct investments to achieve allocation efficiency in the economy (Sambo, 2016; and 

Igbodika, Ibenta and Isaac, 2016). According to Surminski (2014) this mechanism have been in existence for many 

years, and have to a large extent helped in reducing the uncertainty of financial losses by spreading risks across a 

large number of insured. Consequently, insurance companies have emerged the hub not only of economic activities, 

but also of social policy. As such, Gabriel (2015) opined that without due consideration of insurance, many business 

activities and processes would be deemed too risky, and those affected by a loss might struggle to recover. 

Fortunately, in today’s world, insurance activities have been made available to cover virtually all forms of risk 

inherent in daily activities-as long as the demand and supply for risk transfer is available through the insurance 

companies. 

With the primary objective of handling the risks to which an organization or individual is exposed, insurance 

companies remain a paramount aspect of the financial system. As a financial institution, insurance companies 

embark on financial intermediation; mobilizing financial resources and channeling them into the economy for 

productive uses (Einkehout, 2015; Ubom, 2014; and Ojo, 2012). Hence, insurance companies have been referred to 

as financial intermediaries that link the surplus economic unit (insured) and the deficit financing unit (insurer) for 

the purpose of protecting the financial interest of the insured in the event of the occurrence of any of the insured risk 
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(Ibiwoye, Ideji and Oke, 2010). Consequently, the policy holders (i.e. those who have purchased insurance policies) 

pay premium to the insurance firms with the hope of receiving compensation when an insured risk occurs.  

Following the prospect of growing impacts from economic recession in Nigeria, the prevention role of insurance 

appears to have received renewed attention from policy makers and researchers alike. Indeed several studies have 

found evidence that development of the insurance sector is related to capital formation and key elements in 

economic development of a country (Sambo, 2016; Igbodika et al., 2016; Oloke, Durodola and Emeghe, 2015; 

Eikenhout, 2015; Ubom, 2014; Surminski, 2013; Jabbour, 2013; Ibiwoye et al., 2010; Nesterova, 2008). According 

to these studies, without mechanisms for pooling and transferring risk which insurance companies provide, part of 

the economic activities would not take place and positive effects on social welfare would fail. Consequently, it is 

important for a country like Nigeria that has witnessed a long period of recession and macro-economic instability to 

initiate a strong financial system through insurance companies for economic recovery in the near future. 

1.0  Conceptual, Theoretical and Empirical Literature 

 

2.1    Concept of Insurance and Capital Formation 
 

Every human activity is associated with some elements of risk. The implication is that there is possibility of 

misfortune, disaster, unfavourable outcomes, danger and/or adverse situations causing injuries, damages and loss of 

income, properties and/or lives surrounding every human activity (Ubom, 2010). Above all, human existence and 

business investments are being threatened by risks; causing fears on household and corporate individuals. As such, 

insurance therefore exists to provide the avenue and mechanism of transferring risk from the person likely to suffer 

loss to the insurance firms who specialize in risk management. The central business activity of insurance institutions 

relates to the evaluation of risk and the spreading of risk over those individuals and institutions facing risk and 

wishing to protect themselves against it (Goacher, 2006). 

The concept of insurance entails a technique whereby an individual or corporate bodies shifts the risk or risk 

management responsibilities to another person or firm specializing in the management of risks. Based on this 

premise, Isimoya (2013) defined insurance as a social scheme which is responsible for compensating individuals and 

corporate bodies for the effects of financial loss or misfortune. The compensation is provided from the pool of 

financial resources emanating from accumulated contributions (premium) of all members participating in the 

scheme. The process of risk transfer to insurance companies is made feasible by purchasing of appropriate insurance 

policies by paying a sum known as premium to the firm willing to undertake such risk. Consequently, the insured 

(policy holder) seek protections and coverage from the insurer (insurance firm) against the risk detailed in the policy 

(Ubom, 2010). 

Financial institutions, investors, businesses and individuals experience high volatility in the financial markets due to 

many financial crises. The revolution in technology resulted in changes in the operation of markets, increased access 

to information, changes in the types of services available to investors, and major changes in the production and 

distribution of financial services (Crouhy, Galai & Mark, 2001). As such, insurance operators, along with banking 

and other sectors’ regulators, play an important role in maintaining a stable financial environment. Hence, financial 

institutions and businesses saddled with the responsibility to manage risks envisage the need for sound programs of 

risk management as critical component of corporate funds mobilization. Based on this premise, the insurance 

industry has been considered as a mirror for the financial stability of a country. 

2.1.1 Classification of insurance 

Over the years, the scope of life insurance has expanded to connote assortment of policies. As detailed in the work 

of Ubom (2010) risks threatens human life and property. Consequently, insurance have been classified into life and 

non-life policy. 

Life assurance policy is undertaken to protect and provide coverage for an individual for risks associated with the 

aftermath of death. Life assurance seeks to provide for one’s funeral expenses and for one’s survivors after life. 

From the perspective of Isimoya (2007), life assurance agreements fall into term assurance, whole life assurance, 

endowment assurance and annuities. Apart from taking care of the survivors after life, life policies such as 

endowment and annuities provide the means of capital formation for establishment of business after retirement and 

for expansion of existing businesses (Ubom, 2010). 
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On the other hand, the concept of non-life insurance policy includes marine insurance, fire insurance, motor 

insurance and accident insurance. Obviously, each form of insurance is designed for a specific purpose. For 

instance, marine insurance is designed to provide financial compensation for injury on persons, loss or damage to 

property, and losses arising from maritime trade and ventures such as, collision, theft, wrecking, sinking, jettison 

and damage to ships, vessels, cargo, crew and passengers on board. Similarly, fire insurance is aimed at providing 

compensation for financial losses as a result of fire damage to insured assets (Isimoya, 2007).  

2.1.2 Types of insurance firms 

Insurance institutions of different types exist with the aim of providing the required services covering both life and 

non-life. Consequently, two types of insurance companies exist. These include life assurance and general (or 

property and casualty insurance). General insurance does not involve death as the main risk. It rather includes home, 

vehicle and various commercial risks such as aviation. A company that undertakes both life and non-life insurance is 

known as a composite insurance company (Casu, Girardone and Mosyneux, 2006).  

2.1.3 Development of insurance companies in Nigeria 

Prior to modern insurance in Nigeria, many insurance practices had emerged. These insurance practices were in 

traditional forms and wholly indigenous. They existed in the forms of extended family systems, age-grade 

associations, and cultural unions such as Ajo or Esusu in Yoruba land (Alabi, 1987). In times of adversity, members 

registered under these associations provided some kinds of insurance coverage to their members. For instance, the 

cultural group arranges for the burial and upkeep dependants when a breadwinner dies prematurely.  

However, modern insurance in Nigeria kicked off with the establishment of trading posts among the West Coast of 

Africa by British Merchants with the aim of protecting the interest of the expatriates and their businesses (Ubom, 

2010). The business of insurance as at then was carried out through agents. But later on, branch offices of oversea 

insurance companies were established to take over the business. The first major insurance company in Nigeria was 

established in Lagos with the name Royal Exchange Assurance in 1921 (Ojo, 2012; and Alabi, 1987). 

Following the establishment of the Royal Exchange Assurance, the insurance industry started to develop and grow; 

from 1 in 1921 to 4, 28 and 80 in 1949, 1960 and 1975, respectively. Nevertheless, expatriates dominated the 

insurance activities. In what follows, in 1960, the premier indigenous insurance companies namely: the Great 

Nigerian Insurance Company, the Nigeria General Insurance Company and the Universal Insurance Company 

emerged. This paved way for the establishment of the National Insurance Corporation of Nigeria (NICON) in 1969 

by the Federal Government of Nigeria. Consequently, the number of insurance companies in the country kept on 

increasing especially following the oil boom of 1970s. Within these periods, there was no effective laws to regulate 

the operation and activities of insurance firms in Nigeria even though they were some legislations such as the 

Insurance Companies Act of 1961, Insurance (Miscellaneous provision) Act of 1964, Insurance Decree of 1976 and 

the Nigerian Re-insurance Corporation Act of 1977. The insurance Decree of 1976 was the first effective legislation 

promulgated to regulate insurance business in Nigeria (Onoh, 2002).  

The National Insurance Commission was established in the country through the National Insurance Commission 

(NAICOM) Act 1997. The commission was set up to address the issue of ineffective regulation, supervision and 

control of insurance business in the economy which were largely in the hands of indigenous investors since the 

enactment of the Nigerian Enterprises Promotion Decree, 1977. 

Following the continuous changes in the industry, the number of insurance firms accelerated from 28 in 1975 to 187 

in 1996. The number however declined from this figure in 1996 to 104 in 1999 and rose again to 118 in 2000. Due 

to the recapitalization exercise in the industry in 2007 in which the capital base of insurance firms was increased, the 

number of insurance companies decreased drastically in the country (Ubom, 2010). According to Ojo (2012) and 

Ubom (2014), the old and new capital base for all categories of insurance is as shown below: 

1. General Insurance Companies - ₦150million (in 2003) and ₦3billion (2005 till date) 

2. Life Insurance Companies - ₦150million (in 2003) and ₦2billion (2005 till date) 

3. Composite Insurance (Life and General) - ₦350million (in 2003) and ₦5billion (2005 till date)  

4.  Reinsurance companies - ₦350million (in 2003) and ₦10billion (2005 till date) 

As at 2010, 73 insurance companies were operated in Nigeria. However, in 2012 only 58 insurance companies 

existed in the country with over 500 Insurance brokers, 33 Loss Adjusters and a host of Insurance agents close to 
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30,000 serving as field workers and in 2016, the number of insurance companies is 32 (Ibe, 2016; Oloke et al., 2015; 

and Ahmed, 2012).  

2.1.4 Insurance companies’ portfolio and investment assets 

To foster economic growth in any economy, adequate investment is necessary. By definition, investment entails any 

means through which funds are placed with the aim of generating income or profit in future. Investments connotes 

the additions to real and financial assets in an economy. The main source of financing investments is savings. As a 

major vehicle of financial intermediation, insurance companies mobilize savings of people, particularly from middle 

and lower income groups (Monalisa, 2012; Rao and Srinivasulu, 2013). In what follows, these funds are invested in 

a way that contributes to the economic development of a nation. As such, the rate or manner at which these 

investment activities are accomplished affects the overall performance of the insurance companies and extends onto 

the economy at large in the long run (Haiss and Sumegi, 2006). Insurance companies pull funds together that can be 

invested for short or long term with relatively small premiums with relatively small premiums (Nwinne and Torbira, 

2012). Through their investment function, insurers facilitate economy of scale in investment and create liquidity, 

which is found to facilitate economic growth. 

Among other things, as insurance firms invest in government securities, loans and housing or real estate 

development (Ojo, 2010). It is based on this premise that the National Housing Funds, Decree No. 3 of 1992 

mandated all registered insurance firms functional in Nigeria to contribute not less than 20% of their funds to real 

property development (Onoh, 2002). The financial sector reforms in Nigeria and the insurance subsector have 

expanded the scope of investment of insurance companies. Consequently, insurance firms hold assets in government 

securities, stock, shares and bonds, mortgages and loans, cash and bills receivable and miscellaneous items 

(Aderibigbe, 2004). As such, they hold portfolio of assets comprising mainly government securities, shares, bonds 

mortgages and loans, etc. (Ubom, 2010). 

Like other financial institutions, the investment objectives of insurance companies is summarized as safety, liquidity 

and growth (Ojo, 2012). These objectives forms the basis of investment portfolio structure of these firms based on 

the nature of liabilities of the insurance firms, their operational focus and guidelines of the industry regulators which 

vary from one country to another and the stages of development in the various countries.  

2.2 Theoretical Literature 

Theory reveals that financial systems influence savings and investment decisions and hence long-run growth rates 

through the following functions (Gabriel, 2015; and Levine, 2004):  

1. Lowering the costs of researching potential investments,  

2. exerting corporate governance,  

3. Trading, diversification, and management of risk,  

4. Mobilization and pooling of savings,  

5. Conducting exchanges of goods and services, and  

6. Mitigating the negative consequences that random shocks can have on capital investment. 

In the Keynesian approach to economic analysis, demand does not automatically equal supply, nor do savings 

automatically equal investments. As such, demand for capital investment plays a vital role in economic growth. The 

theory of growth states that financial intermediation, if well-developed can accelerate economic growth through 

marginal productivity of capital, efficiency of channeling savings to investment, savings rate and technological 

innovations (Eze and Okoye, 2013). The means to growth model tries to link the financial intermediation function of 

insurance companies to economic growth.  

It has been unanimously stated that life assurance reserves can be utilized as approximation of the investment 

function. According to Webb, Grace and Skipper (2005); Dorfman (2008); and Kwon (2007) life and non-life 

insurance as a tool for financial intermediation contribute to economic growth through mobilization of productive 

capital within an economy and the improvement of the efficiency of investments. 

2.3 Empirical Literature 

Ibiwoye et al. (2010) that real gross domestic product and SAP positively and significantly influenced Life 

Insurance consumption (LIC) in Nigeria while indigenization policy and domestic interest rate are statistically 

significant but inversely related to life insurance consumption. Also, Oloke et al. (2015) found that capital security 
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and portfolio stability (diversification) were the principal driving motive for investing in real estate while liquidity 

concern, high transaction costs, inadequate infrastructure development in the country and unreliable valuation data 

among others constitute major factors militating against investment in real estate. In the same vein, Sambo (2016) 

concluded that insurance portfolio investment is a significant factor that contributes to economic growth in Nigeria. 

In another study, Sambo (2016) concluded that a joint relationship exist between insurance investments and GDP in 

Nigeria. Similarly, Ojo (2012) revealed that insurance sector growth and development positively and significantly 

affects economic growth. According to him, the extent of influence the insurance sector growth had on economic 

growth was limited and not direct because of some cultural, attitudinal traits and values in the country. Also, 

Igbodika et al. (2016) revealed that; insurance sector investment had a positive and significant effect on gross 

domestic product in Nigeria.  

Nesterova (2008) found that countries with higher life expectancy at birth, income level, old dependency ratio and 

countries-members of the European Union have higher levels of life insurance consumption, while financial 

development indicator, inflation and real interest rate reduce the demand for life insurance across countries. Ubom 

(2014) discovered that insurance companies in Nigeria got over 95% of income on yearly basis from premium and 

accumulated large sum of funds after expenditures on claims but invested less than 1% of such funds. He also found 

that stock and bonds, government securities as well as real estate properties and mortgages dominated the 

investment portfolio of these financial institutions with heavy concentration in the assets of quoted companies. 

Boon (2005) found in his study that total insurance funds affect both capital formation and GDP growth in the short 

run and long run. Webb et al. (2005) indicated positive effect of banking development on economic growth, while 

insurance variables do not contribute significantly to economic growth. The result of simultaneous equations, 

assuming endogenous relationship between financial activity and growth, showed that higher levels of banking and 

life insurance penetration predicted higher rate of economic growth. Concerning the other direction of the 

relationship, economic growth affects life insurance penetration, but did not predict banking development.  

 

2.4     Research Gap 

It well known that capital formation is a prerequisite for economic growth. However, the paucity of capital remains 

a hindrance to investment plans in Nigeria especially in this period of economic recession. A research of this kind 

will further expose the extent at which the insurance companies have played their roles in capital formation, 

followed by recommendations to add to the wealth of literature already in existence. While many of the literature 

have concentrated on economic growth, the present study will examine insurance portfolio investments as it affects 

capital formation in Nigeria. 

3.0     Methodology 

Ex-post-facto research design was used for the study. The data used were secondary data sourced from NAICOM 

report, PENCOM report and CBN Statistical Bulletin. The study covered the period 1996 to 2015. 

To effectively analyze the insurance-growth relationship, the model proposed by Udom (2010) was adopted with 

some modifications. However, two models was specified for this study. While the first analyzed the effect of 

aggregate portfolio investments on capital formation, the other considered the individual investments as they capital 

formation. The model is specified as follows: 

LCAPF = β0 + β1LTIVP + ε . . . . . . (1) 

CAPF = β0 + β1LRESM + β2LSTKB + β3LCDEP + ε  . . . . (2) 

Where, 

CAPF = Capital formation 

TIVP = Total investment portfolio of insurance companies 

RESM = Investments in real estate and mortgage 

STKB = Investments in stock and bonds 

CDEP = Cash deposits 

 L = log 

β0 = Constant 

β1, β2 . . . β6 = Population parameters 
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ε = Stochastic term 

4.0 Data Analysis, Results and Discussion 

The results of the study in terms of descriptive analysis and inferential analysis were presented in this section. These 

results include the descriptive statistics and the regression analysis. 

4.1 Descriptive Statistics 

Table 1 below shows the summary descriptive analysis results in terms of the mean scores, standard deviations and 

Jarque-Bera statistic.  

Table 1: Summary of descriptive statistics 

 LCAPF LRESM LSTKB LCDEP LTIVP 

 Mean  14.32150  8.896259  10.65188  9.263938  11.51926 

 Maximum  16.46255  10.89586  12.48532  10.31937  12.87820 

 Minimum  12.22637  5.356350  8.197861  7.597492  9.423794 

 Std. Dev.  1.582648  2.348149  1.916787  0.980283  1.405860 

 Jarque-Bera  1.793763  2.747949  2.872868  2.527495  2.608336 

 Probability  0.407840  0.253099  0.237774  0.282593  0.271398 

 Observations  19  19  19  19  19 

Source: E-views 9.0 

From Table 1 above, the mean shows the average value of the variables, while the maximum and minimum values 

entails the highest and lowest value of the variables over the period of 1996 and 2015. The standard deviation 

indicates the rate at which the variables changed over the period. The Jarque-Bera statistic reveals that the dataset 

used for the analysis were normally distributed. 

This implies that all the variables were scored highly (more than a mean of 3.0) which suggests that these variables 

performed well over the period of study. 

4.2   Regression results 

The results obtained from the regression analysis were presented below. First is the results for model 1 (equation 1) 

in Table 2 followed by model 2 (equation 2) in Table 3. Also, the standard deviations which measures the how 

concentrated the data are around the mean reveals that the variations in the variables were not much except for 

LRESM (log of real estate investments) which has a standard deviation of 2.348149. The Jarque-Bera statistic shows 

that all the variables used for the study were normally distributed.  

Table 2: Regression results for model 1 (Dependent variable, LCAPF) 

Variable Coefficient Std. Error t-Statistic Prob.   

LTIVP 0.997876 0.105781 9.433393 0.0000 

C 2.892211 1.219317 2.371992 0.0290 

R-squared 0.831758    

Adjusted R-squared 0.822411    

F-statistic 88.98890    

Prob(F-statistic) 0.000000    

Source: E-views 9.0 

The results presented in Table 2 shows that total portfolio investments (LTIVP) of insurance companies was positive 

and significant in influencing capital formation in Nigeria. From the results, 1% change in total investment portfolio 

of insurance companies accounted for about 0.99% increase in capital formation (LCAPF) in Nigeria. Furthermore, 

the p-value (0.0000) which is less than 0.05 or 5% suggests that total insurance portfolio investments was significant 

in influencing capital formation in Nigeria over the period 1996 to 2015. 

With regards to the R-squared of 0.831758, total insurance portfolio investments explained approximately 83% of 

the total variations in capital formation, while the remaining 17% was due to the error term. The F-statistic which is 
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significant at 1% level entails that the overall regression model is appropriate and acceptable. The constant (C) 

shows that without total insurance portfolio investments, capital formation increased by approximately 2.89%.  

Table 3: Regression results of model 2 (Dependent variable, LCAPF) 

Variable Coefficient Std. Error t-Statistic Prob.   

LRESM -0.181583 0.196051 -0.926203 0.3690 

LSTKB 0.945804 0.428201 2.208787 0.0432 

LCDEP 0.060602 0.803547 0.075419 0.9409 

C 5.300905 3.451114 1.535998 0.1454 

R-squared 0.868565    

Adjusted R-squared 0.842277    

F-statistic 33.04149    

Prob(F-statistic) 0.000001    

Source: E-views 9.0 

Table 3 shows the influence of selected insurance investments on capital formation in Nigeria. It can be seen that 

only investments in stock and bonds (LSTKB) contributed significantly to capital formation in Nigeria. On the other 

hand, insurance firm’s investments in real estate and mortgage (LRESM) and insurance companies cash deposits 

(CDEP) were insignificant in influencing capital formation at both 1% and 5% levels of significance. 

The results reveals that 1% change in LREM caused capital formation to decline by about 0.18%, while 1% change 

in LSTKB accounted for approximately 0.94% increase in capital formation in Nigeria. Also, 1% change in LCDEP 

resulted in 0.06% increase in capital formation. 

The Adjusted R-squared shows that the explanatory variables (LRESM, LSTKB and LCDEP) explained 

approximately 84% of the total variations in capital formation in Nigeria, while the stochastic error term accounted 

for the remaining 16% unexplained by the explanatory variables. With respect to the F-statistics, the overall 

regression model was acceptable and significant. 

4.3   Implication of the results 

The results above imply that there is need for insurance firms to further diversify their investment portfolio in order 

to increase their total portfolio investments. Also, insurance firms should invest more in stocks and bonds since it 

appeared the most significant investment influencing capital formation in Nigeria. 

5.0     Conclusion and Recommendations 

5.1     Conclusion 

The implication of the results is that total insurance companies investments are very important to capital formation 

in Nigeria (see table 2). This means that the accumulation of all insurance companies’ investments can accelerate the 

rate of funds mobilization. However, there different areas insurance companies channel their investments such as 

stock and bonds, real estate and mortgage, and cash deposits among which investments in stocks and bonds emerged 

the more prominent to capital formation than the others (see table 3). As such, the study concluded that the 

individual investments of insurance companies may not contribute much to capital formation in Nigeria, but the total 

investment portfolio does.  

5.2    Recommendations 

From the forgoing, the following recommendations were made: 

1. Since the aggregate insurance portfolio investments is a prerequisite for capital formation, the insurance firms 

should increase allocation to investments with proper diversification in order to enhance their investment 

positions and contribution to capital formation and economic growth.  

2. From the findings, insurance companies should make adequate investment efforts by channeling their 

resources to those investment areas that has the potentials of yielding higher returns so as to generate much 

more to equip business firms financially. One of such areas is the stock market through investments in stocks 

and bonds. 
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