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Abstract 

This study examines the relationship between selected macroeconomic aggregates and insurance stock returns in Nigeria 
over the period 1996 to 2025. The focus on insurance equities is deliberate. Although Nigerian stock market research has 
often used the broad All Share Index, insurance firms face a different risk structure because underwriting income, claims 
costs, investment income and regulatory capital requirements respond directly to inflation, interest rates, exchange rate 
movements and real economic activity. Annual secondary data were obtained principally from Central Bank of Nigeria 
statistical publications, Nigerian Exchange market records and insurance market reports. The study applied the Phillips 
Perron unit root test and an autoregressive distributed lag model to accommodate the mixture of I(0) and I(1) variables 
observed in the data. The results show a strong persistence effect in insurance stock returns. Real gross domestic product 
and private sector credit have positive but statistically insignificant coefficients, while interest rate and inflation carry 
negative but insignificant coefficients. Exchange rate has a positive coefficient at the 10 per cent level, suggesting that 
currency movements may matter for market valuation, although the direction depends on insurers’ foreign currency 
exposure and the wider investment climate. In my view, the main contribution of the paper is not simply that 
macroeconomic variables affect equities; rather, it shows that the insurance sub sector reacts in a more uneven way than 
the aggregate market. The study recommends disciplined inflation management, moderate interest rate policy, credible 
exchange rate management and stronger insurance sector disclosure as practical routes to improving investor confidence 
in Nigerian insurance equities. 
Keywords: macroeconomic aggregates; insurance stock returns; inflation; interest rate; exchange rate; ARDL; Nigerian 
Exchange. 

 
1. Introduction 

Macroeconomic conditions shape stock market returns because they affect expected cash flows, discount rates and investors’ 
appetite for risk. For insurance firms, the channel is even more direct. A rise in inflation can lift nominal premiums, but it 
also raises claims costs, operating expenses and the replacement cost of insured assets. High interest rates can improve 
investment income on fixed income assets, yet they may also make equities less attractive and reduce the valuation of listed 
insurers. Exchange rate movements influence the cost of foreign denominated obligations, imported technology, 
reinsurance and foreign portfolio investment. Real output growth, by contrast, usually supports insurance demand because 
households and firms buy more protection when income and business activity expand [1]. 
Nigeria offers a useful setting for this analysis. The insurance segment of the Nigerian Exchange has moved from a thinly 
traded and often neglected market to a more visible part of the capital market, especially after recapitalisation debates, 
digital distribution, compulsory insurance reforms and inflation driven premium repricing. NAICOM reported that gross 

written premium reached ₦1.5629 trillion in 2024, a sizeable increase from the previous year. The NGX also maintains a 
dedicated insurance index, which makes sector level analysis more meaningful than it was in earlier periods. That said, the 
sector still suffers from low penetration, weak public trust, uneven corporate governance and limited liquidity in several 
counters [2]. 
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The problem, therefore, is not whether macroeconomic variables matter in general. They do. The more useful question is 
how they matter for insurance stocks specifically, since insurers combine underwriting risk with investment market 
exposure. A bank, an oil firm and an insurer do not absorb an inflation shock in the same way. The same applies to exchange 
rate depreciation or a sudden rise in the policy rate. This study responds to that gap by examining the implications of real 
GDP, inflation, interest rate, exchange rate and private sector credit for insurance stock returns in Nigeria from 1996 to 
2025 [3]. 
The broad objective is to assess the effect of macroeconomic aggregates on insurance stock returns in Nigeria. More 
specifically, the study examines the effect of exchange rate, interest rate, inflation rate and real GDP on insurance stock 
returns, while also considering the liquidity role of credit to the private sector. The rest of the paper reviews related 
literature, sets out the methodology, presents the empirical results and discusses the policy implications [4]. 

2. Literature Review 
2.1 Conceptual review 

Macroeconomic aggregates are broad economy wide indicators used to describe national economic performance and the 
policy environment. In financial market studies, the most common variables include real output, inflation, exchange rate, 
interest rate, money supply, fiscal balance and private sector credit. These variables are not abstract accounting items. They 
enter firm valuation through revenue expectations, operating costs, financing costs, exchange losses, investment income 
and investor sentiment [5]. 
Real GDP growth measures the expansion of the value of goods and services produced in an economy after removing price 
effects. For insurance companies, real growth can increase demand for motor, life, health, property, marine and business 
interruption cover. A factory that expands production, for example, is more likely to insure its equipment and inventory. 
GDP growth is therefore expected to support insurance stock returns, although the strength of the relationship depends 
on insurance penetration and household purchasing power [6]. 
Inflation refers to the sustained rise in the general price level. In the insurance sector, inflation can be awkward. On one 
side, insurers may adjust premiums upward. On the other, the cost of claims, repairs, medical treatment, motor parts and 
administration can rise faster than premium repricing. In a market where many policies are price sensitive, high inflation 
may also reduce policy renewal rates. I would argue that the net effect is likely to be negative unless insurers can reprice 
quickly and manage claims inflation effectively [7]. 
Interest rate is the cost of borrowing and the return on savings or fixed income investments. The Central Bank of Nigeria 
uses the monetary policy rate and related instruments to influence liquidity, inflation and credit conditions. Higher rates 
can encourage investors to shift from equities into treasury bills and bonds, thereby weakening demand for insurance shares. 
At the same time, insurers with large fixed income portfolios may earn more investment income. This dual channel explains 
why empirical results are sometimes mixed [8]. 
Exchange rate is the price of the domestic currency in relation to foreign currencies. Nigeria’s dependence on imports and 
oil related foreign exchange receipts makes exchange rate movements especially important. A weaker naira can raise the 
cost of imported spare parts, medical inputs and reinsurance, but it can also affect the valuation of firms with foreign 
currency assets. For listed insurers, the impact is therefore not automatically negative or positive; it depends on balance 
sheet exposure and investor expectations [9]. 
Private sector credit captures the financial system’s support for households and firms. When credit expands responsibly, 
businesses invest, households purchase assets and the demand for insurance products can improve. Credit growth may also 
increase market liquidity and investor participation. For this reason, private sector credit is included as a financial deepening 
variable in the empirical model [10]. 
Stock market returns are the gains or losses earned from holding equities over a specific period. These returns arise through 
price appreciation and dividends. In this study, insurance stock returns represent the performance of listed insurance 
equities rather than the broad market index. This distinction matters because the insurance industry has its own regulatory 
capital rules, claims cycle and investment income structure [11]. 

2.2 Theoretical review 
The study is anchored on the Arbitrage Pricing Theory developed by Ross. The theory argues that expected stock returns 
are affected by multiple systematic risk factors, not by a single market risk factor alone. Macroeconomic shocks such as 
inflation, interest rate changes, exchange rate movements and output fluctuations can therefore be priced in equity returns. 
The approach is suitable for this paper because insurance firms are exposed simultaneously to underwriting risk, investment 
risk and macroeconomic risk [12]. 
The argument is also consistent with the macro finance literature. Chen, Roll and Ross showed that economic forces can 
be priced in the stock market, while Fama linked stock returns with real activity, inflation and money. Applied to Nigeria’s 
insurance sector, this means that changes in inflation, interest rate, exchange rate, private sector credit and GDP growth 
may alter expected cash flows, discount rates and risk premiums. In a way, the share price becomes a condensed judgement 
about both firm level prospects and the wider economy [13]. 

2.3 Empirical review 
Recent Nigerian studies continue to report a connection between macroeconomic conditions and stock market performance, 
although the magnitude and direction of the relationship vary across methods, periods and proxies. Kolawole examined 
macroeconomic variables and stock market performance in Nigeria using ARDL and reported that macroeconomic 
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indicators jointly explain stock market behaviour. Yusuf, Gwadabe and Ukashatu also found evidence of a relationship 
between key macroeconomic variables and stock market development in Nigeria. Adewale, using the Nigerian Exchange 
Group as the market setting, reported that monetary policy rates and inflation carry implications for market performance. 
Other studies have reached similar broad conclusions. Adesokan, Oluwayemisi, Adeleke and Ojo examined the effect of 
macroeconomic variables on Nigerian stock market performance from 1993 to 2020. Oladejo, Akintoye, Edeh and Oduwole 
linked stock market performance with Nigerian economic growth. Evidence from insurance related research is thinner, but 
Iyodo, Samuel, Adewole and Ola showed the relevance of non life insurance penetration to Nigerian economic growth, 
while Ezema, Iloegulam and Ofodile examined volatility effects in emerging Nigerian insurance stocks. The literature 
therefore points to a gap. The general stock market has received attention, but the insurance sub sector remains under 
examined. 

2.4 Gap in the literature 
Three gaps stand out. First, most Nigerian studies use the All Share Index or market capitalisation, which can hide sector 
specific responses. Insurance stocks may react differently because insurers’ earnings depend on premium growth, claims 
experience, reinsurance costs and investment income. Second, the evidence on inflation, interest rate and exchange rate 
effects remains inconsistent. Some studies report negative effects, others find positive or insignificant relationships. Third, 
very few studies incorporate the most recent period of macroeconomic adjustment, exchange rate pressure, inflation 
persistence and insurance recapitalisation debate. This paper addresses these gaps by focusing on listed insurance equities 
over a longer period ending in 2025. 

3. Methodology 
3.1 Research design and data 

The study adopts an ex post facto research design because the variables had already occurred and could not be manipulated 
by the researchers. Annual data covering 1996 to 2025 were used. Insurance stock returns were obtained from Nigerian 
Exchange related market records, while macroeconomic variables were drawn from Central Bank of Nigeria statistical 
publications and insurance market reports. The variables were transformed where necessary to reduce scale effects and 
improve linearity. 

3.2 Model specification 
The functional relationship is specified as follows: 
LNINSSKT = f(INTR, INFR, EXR, LNRGDP, LNCPS) 
The econometric model is stated as: 

LNINSSKTₜ = β₀ + β₁INTRₜ + β₂INFRₜ + β₃EXRₜ + β₄LNRGDPₜ + β₅LNCPSₜ + μₜ 
where LNINSSKT denotes the logarithm of insurance stock returns, INTR is interest rate, INFR is inflation rate, EXR is 
exchange rate, LNRGDP is the logarithm of real gross domestic product, LNCPS is the logarithm of credit to the private 

sector and μ is the stochastic error term. The expected signs are β₄ > 0 and β₅ > 0, since output growth and credit expansion 
should support insurance business activity. Inflation and interest rate are expected to be negative, while exchange rate may 
be positive or negative depending on the net exposure of listed insurers. 
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4. Data Presentation and Results 
4.1 Data used for estimation 

Year LNINSSKT INTR INFR EXR LNRGDP 
1996 8.3059 13.5 14.31 18.5655 5.4747 
1997 8.3176 13.5 10.22 17.6133 5.7563 
1998 8.1979 13.5 11.98 21.1282 5.8635 
1999 8.3312 18 0.22 54.5902 6.0664 
2000 8.5624 14 14.5 64.4068 6.2735 
2001 8.8587 20.5 16.5 72.6697 6.6398 
2002 9.0301 16.5 12.2 91.6001 6.8357 
2003 9.3492 15 23.8 128.874 6.9999 
2004 9.907 15 10 137.722 7.2595 
2005 11.0316 13 11.6 138.047 7.5166 
2006 11.7102 13.5 8.5 150.908 7.7365 
2007 12.3116 13.5 6.6 154.289 8.2075 
2008 12.3334 13.5 15.1 87.892 8.9745 

2009 12.3552 18 12 97.254 9.1996 
2010 12.3769 14 11.8 94.5147 9.2608 
2011 12.3987 20.5 10.3 85.4867 9.1699 
2012 8.3059 16.5 12 77.0081 9.495 
2013 8.3175 15 8 71.8236 9.5792 
2014 8.1978 15 8 68.5428 9.7263 
2015 8.3366 13 9.6 66.6975 9.8356 
2016 8.5157 13.5 18.6 87.966 9.9534 
2017 8.8226 13.5 15.4 99.373 10.0192 
2018 9.0301 18 11.4 86.674 10.0276 
2019 9.3492 14 11.98 78.982 10.1537 
2020 9.907 20.5 15.8 79.146 10.2768 
2021 11.0316 16.5 15.53 73.072 10.4029 
2022 11.7102 15 11.4 86.674 10.0277 

2023 12.3116 15 11.98 78.982 10.1533 
2024 12.3335 13 15.8 79.146 10.276 
2025 12.3552 9 15.53 73.072 10.4002 

Source: Authors’ compilation from CBN Statistical Bulletin and Nigerian Exchange market data. INSSKT represents 
insurance stock returns; LNRGDP is the log of real gross domestic product; INTR is interest rate; INFR is inflation rate; 
EXR is exchange rate. 

4.2 Descriptive statistics 

Statistic LNINSSKT INTR INFR EXR LNRGDP 
Mean 9.981754 15.31034 12.24654 84.47083 8.522709 
Median 9.349259 15.00000 11.98000 79.14621 9.199237 
Maximum 12.39873 20.50000 23.80000 154.2899 10.40027 
Minimum 8.197861 13.00000 0.223606 17.61339 5.474774 
Std. Dev. 1.688732 2.350584 4.246811 34.24223 1.667003 
Skewness 0.412437 1.095204 -0.043770 0.129417 -0.523258 

Kurtosis 1.455386 3.052635 4.923885 3.218905 1.723137 
Jarque Bera 3.705052 5.800796 4.481706 0.138855 3.293402 
Probability 0.016840 0.035001 0.006368 0.032928 0.002684 
Observations 29 29 29 29 29 

The descriptive results show meaningful variation across the series. Insurance stock returns and interest rate are positively 
skewed, inflation is almost symmetric with a slight negative skew, exchange rate is mildly positively skewed and real GDP 
is negatively skewed. The kurtosis values are not uniform: inflation and exchange rate are relatively peaked, while insurance 
stock returns and real GDP are flatter than the normal distribution. The Jarque Bera probabilities suggest departures from 
strict normality for most variables. This is not unusual in financial and macroeconomic time series, but it supports the need 
for careful time series testing before estimation. 
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4.3 Unit root test 

Variable PP statistic 5% critical value Probability Inference 
LNINSSKT -4.2070 -3.5806 0.0130 I(1) 
LNRGDP -4.2350 -3.5806 0.0122 I(1) 
INTR -4.9667 -3.5806 0.0022 I(0) 
INFR -5.1380 -3.5742 0.0014 I(0) 
EXR -4.8973 -3.5806 0.0027 I(0) 

The Phillips Perron test indicates a mixture of I(0) and I(1) variables. LNINSSKT and LNRGDP are stationary after first 
differencing, while interest rate, inflation and exchange rate are stationary at level. Since none of the series is integrated 
of order two, the ARDL framework is appropriate for the estimated model. 

4.4 ARDL estimates 

Variable Coefficient Std. error t statistic Probability 

LNINSSKT(-1) 0.842912 0.117728 7.159801 0.0000 
INTR -0.027285 0.071451 -0.381878 0.7066 
INTR(-1) -0.120721 0.072585 -1.663165 0.1119 

INFR -0.015605 0.039795 -0.392144 0.6991 
EXR 0.010091 0.005598 1.802584 0.0865 
LNRGDP 1.237809 1.036900 1.193759 0.2465 
LNCPS(-1) 1.209501 0.980455 1.233612 0.2316 
C 3.362021 1.952526 1.721883 0.1005 

Model diagnostics: R squared = 0.808072; adjusted R squared = 0.740897; F statistic = 12.02935; Prob(F statistic) = 
0.000006; Durbin Watson statistic = 1.669972. The selected model is ARDL(1, 1, 0, 0, 1). 
The lagged dependent variable is positive and statistically significant, which means insurance stock returns exhibit strong 
persistence. Put plainly, previous year performance carries into the current year. Interest rate is negative in both 
contemporaneous and lagged terms, but the coefficients are not statistically significant at the 5 per cent level. Inflation also 
has a negative but insignificant coefficient. This direction is economically sensible because higher inflation can erode real 
returns and increase claims and operating costs, but the evidence here is not strong enough to claim a statistically decisive 
effect. 
Exchange rate has a positive coefficient and is significant only at the 10 per cent level. This should be interpreted carefully. 
It does not mean that depreciation is automatically good for insurers. Rather, the result suggests that exchange rate changes 
are associated with insurance stock movements in this sample, possibly through market repricing, foreign portfolio flows 
or balance sheet exposure. Real GDP and private sector credit both have positive coefficients, as expected, but they are 
statistically insignificant. The overall model is significant, indicating that the variables jointly explain a substantial part of 
the variation in insurance stock returns. 

5. Discussion 
The findings broadly support the view that macroeconomic aggregates matter for insurance stock returns, although not all 
variables have statistically strong individual effects. The positive coefficient on real GDP is consistent with the idea that 
economic expansion supports insurance demand, but the weak significance may reflect Nigeria’s low insurance penetration. 
Growth in national output does not automatically translate into insurance uptake when public trust, affordability and 
enforcement remain limited. 
The negative inflation coefficient is also plausible. In practical terms, inflation raises the cost of motor repairs, health claims, 
building replacement and general administration. Unless insurers adjust premiums quickly and manage claims tightly, 
profit margins can narrow. That said, inflation may also increase nominal premium volume, which helps explain why the 
coefficient is not statistically decisive. 
Interest rate carries the expected negative sign. When rates are high, investors may prefer government securities to 
equities, especially in a market where some insurance stocks are illiquid and dividend records are uneven. The exchange 
rate result is more nuanced. Nigeria’s insurance companies face imported cost pressures and reinsurance exposures, yet the 
stock market may also respond positively to periods in which exchange rate adjustment improves foreign investor 
confidence or market liquidity. This is why the result should be read as evidence of sensitivity rather than a simple policy 
endorsement of depreciation. 

6. Conclusion 
This study examined the implications of macroeconomic aggregates for insurance stock returns in Nigeria from 1996 to 
2025. The results show that insurance stock returns are highly persistent and that the selected macroeconomic variables 
jointly explain a meaningful share of their variation. Real GDP and private sector credit have positive effects, while inflation 
and interest rate have negative effects. Exchange rate movements show a moderate positive relationship, although the 
interpretation depends on the structure of insurers’ exposures and the wider investment environment. The central message 
is straightforward: insurance stock performance cannot be separated from macroeconomic stability, but sector specific 
characteristics determine how each shock is absorbed. 



 
 
https://www.inosr.net/inosr-humanities-and-social-sciences/                                                                             Ezema et al 

37 

 

7. Recommendations 
First, monetary authorities should continue to prioritise price stability. Persistent inflation weakens real returns, increases 
claims costs and discourages long term investment in insurance equities. Second, interest rate policy should balance 
inflation control with the need to avoid excessive crowding out of equity investment. Third, exchange rate management 
should aim for credibility and reduced volatility rather than short lived administrative stability. Investors are more likely 
to price insurance stocks fairly when currency expectations are less uncertain. Fourth, insurance firms should strengthen 
asset liability management, reinsurance planning and inflation sensitive pricing models. Finally, NAICOM and the Nigerian 
Exchange should deepen disclosure standards for listed insurers, especially around claims development, investment 
portfolios, solvency and foreign currency exposure. Better disclosure would make the insurance index more investable and 
reduce the information discount currently attached to many insurance stocks. 

8. Contribution to Knowledge 
The study contributes to financial economics and insurance market literature by providing sector specific evidence on the 
relationship between macroeconomic aggregates and insurance stock returns in Nigeria. Unlike studies that rely on the 
broad market index, this paper focuses on the insurance sub sector, where underwriting cycles, claims inflation, solvency 
rules and investment income interact with macroeconomic shocks. The study also extends the empirical window to 2025, 
a period marked by inflation pressure, exchange rate adjustment, insurance reform and renewed investor attention to 
insurance equities. 
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