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Abstract 

 
Deposit insurance coverage as an Explicit Deposit Insurance Scheme’s (EDIS) 
feature has been implemented in many jurisdictions to engender public confidence in 
the Banking System through offering various forms of depositors’ protection. 
Empirical analysis of the effects of this coverage on public confidence, especially in 
Nigeria, has however attracted limited attention; and there exists scanty 
documented evidence in the literature in this regard. The paper therefore estimated 
the effects of deposit insurance coverage, and its graduation in 2006 and 2010, on 
public confidence in the Nigerian Banking Sector. The analysis of nexus in the Q1, 
1993 – Q2, 2018 period within the Two-Stage Least Squares (2SLS) and the 
Generalized Methods of Moments (GMM) models provides the following findings. 
Deposit insurance enhanced financial system stability (FSB) and increased public 
confidence in the Banking Sector. More deposits were attracted to the Banking 
System and currency outside the system declined as deposit insurance coverage 
graduated. This study concludes that deposit insurance coverage in particular and 
EDIS in general positively contributed to financial system stability in Nigeria.   
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1. Introduction 

Optimal performance of an economic system depends on efficient functioning of the 
financial system (King and Levine, 1993; Levine, 1997; Rajan and Zingales; 1998) of 
which the banking sector is a major component.  The banking sector performs 
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virtually all the roles that Levine (1999) posits a financial system delivers5, especially 
in developing economies where the banking sector dominates the financial system.  
 
The ability of the bank to perform its depository and intermediary function however 
relies on its capacity to attract and retain deposit (Lorenzo, 1986). This capacity, 
according to Lorenzo, depends on perceived and actual safety of deposit and ability 
of the bank to make them available at par when demanded by depositor. This 
condition underlays the public confidence in the banking system, and the basis on 
which deposit flows to the banking sector.  
 
Prior to the advent of the NDIC in 1988, the Nigeria banking landscape was besieged 
by stability-threatening challenges. The sector was inefficient, the non-performing 
loan (NPL) ratio was high and the capital base, return on capital and equity (ROCE) 
and management quality weakened (Siems, 1992). Many banks were distressed and 
public confidence sagged. Consequently, the NDIC implemented various packages of 
the EDIS ranging from provision of financial assistance, use of corrective action, 
assumption of control and management, restructuring, purchase and assumption, 
sale of distressed banks through bridged banks and liquidation of terminally distress 
banks (Ogunleye, 2002). Another instrument of the EDIS applied was the systematic 
increase in the deposit insurance coverage over the years to strengthen the 
confidence of the public in the banking system. This coverage refers to the minimum 
guaranteed sum that is immediately payable upon a bank’s failure. The coverage for 
Deposit Money Banks (DMBs) has been increased from N50,000 in 1989 to N200,000 
in 2006 and more recently to N500,000 in 2010 (Katata, 2011).  
 
Public confidence in the Nigerian banking system has been more stable over the 
years, following several series of NDIC’s supervisory collaborative efforts with the 
Central Bank of Nigeria (CBN), though a few internal and external challenges and 
shocks still rock the boat. This confidence can also be attributed to the intervention 
of EDIS in general and the effects of deposit insurance coverage in particular. 
Despite this success, as recorded in other EDIS jurisdictions like USA (Bradley, 
2009), the effects of deposit insurance coverage on public confidence in Nigeria is 
yet to be empirically investigated. In addition, we are not aware of any study to 
have estimated the effects of DIS coverage on public confidence elsewhere in Africa 
at date of our study.  
 
This leaves a gap in the literature of DIS. Filling this gap will go a long way in 
entrenching financial system stability in Africa. This is because evidence on the 
nexus between DIS coverage and public confidence from Nigeria, a very long history 
of EDIS in Africa and perhaps the richest experience in DIS, will further enhance 
effective application of DIS knowledge to ensure financial stability, regionally and 
globally. This study therefore bridges this gap by estimating the effects of DIS 
coverage on public confidence in the Nigerian Banking Sector.  
 

 
5These roles include facilitating the trading, hedging, diversifying, and pooling of risk; allocating 

resources; monitoring managers and exert corporate control; mobilizing savings; and facilitating the 

exchange of goods and services. 
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Our findings show that deposit insurance increased public confidence in the Nigerian 
Banking Sector, as more deposits were attracted to the Banking System, and 
currency outside the system declined upward graduation of deposit insurance 
coverage. The 2006 shift in coverage from N50,000 to N200,000 significantly 
increased both demand deposit and time & saving deposit while the 2010 shift 
reduced deposit outside the Banking System. The effects of the coverage and its 
graduation of deposit and currency outside the Banking System show that deposit 
insurance coverage increased public confidence and therefore contributed to 
financial system stability in Nigeria.   
 
The rest of the paper is organised in four additional sections. Section 2 reviews the 
relevant literature while section 3 discusses the stylised facts of the Nigerian Banking 
Sector with emphasis on deposit insurance coverage.  Section 4 presents the model 
while section 5 discusses the data and the empirical analysis. Section 6 rounds off 
with concluding remarks. 
 

2. A Brief Review of Literature  

Financial crises in many countries have shown the importance of public confidence in 
the banking system for its optimal function and performance in the economy as a 
whole. Several cases of banking crises accompany currency and financial crises in 
many countries such as Thailand, Mexico and many others. In many occasions, 
where public confidence crumbles during a banking crises, it creates panic, and in 
reaction, depositors withdraw their funds from the banking system for safety 
concerns which results to run on the bank. One prevalent example is the effects of 
1929 stock market crash in United States of America on its banking system, which 
spilled over to many other financial jurisdictions to a contagious Great Depression 
(Bradley, 2009). Many banks failed and were suspended, leading to panic and 
plunge of public confidence in the sector, deposit run and imminent collapse of the 
entire banking system. 
 
Bank failures have several negative effects on the economy. The roles played by the 
bank in economic growth are undermined. The public’s willingness to deposit their 
funds in the bank for safekeeping weakens. As a result of weakness in depository 
and safe-keeping roles of the banks, their ability to perform financial intermediation 
as payment intermediaries and channels for credit allocation is undermined. 
According to Gilbert and Kochin (1989), bank failure can lead to decline in 
shareholders’ wealth, depositors’ wealth in case of limited deposit insurance 
coverage and disorderly failure resolution where failed bank’s assets and liabilities 
cannot be assumed by another bank. Also it can lead to, decline in employment due 
to loss of bank jobs, credit constraints as finance obtainable by borrowers of failed 
banks dries out and they may also find it difficult to obtain finance at favourable 
terms from the management of a surviving bank, in case the failed bank is merged 
with another. 
 
Many studies have documented the effects of bank failures on economic 
performance in localities and countries where they occur. Bank failures has been 
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empirically established to cause decline in growth rate of industrial production 
(Bemanke, 1983), real farm output (Calomiris, Hubbard, and Stock, 1986), sales and 
employment (Gilbert and Kochin, 1989) and real GDP (Karenju, 2017). Ramirez and 
Shively (2005) found that bank failures caused commercial failures at the aggregate 
U.S level and 48 states though failure-induced decrease in consumption spending 
and decline in investment from a disruption of credit to bank-dependent firms. 
Kandrac (2014) show that bank failures lead to decline in income, increase in 
poverty rates and rise in unemployment. According to Cariboni et al. (2016), 
systemic bank failure exerts huge costs on public finances when the sovereign bails 
out the financial system from collapsing as a means of restoring public confidence in 
the system. 
 
A veritable means of minimizing the effects of bank failures on the economy, 
financial system and the welfare of the public is the implementation of explicit 
deposit insurance scheme (EDIS). This scheme was first implemented to save the 
United States’ banking system by restoring the confidence of the public. This 
confidence came with the assurance and guarantee of the Federal Deposit Insurance 
Corporation (FDIC) that a guaranteed sum of deposit would be recoverable in the 
event of bank failure while further recoverability is variable for deposit higher than 
the guarantee amount upon liquidation of the failed bank’s asset (Bradley, 2009). 
With public confidence engendered by EDIS, the banking system regain an 
operational continuity of the system performance in terms of restoring its depository 
and intermediary function. Deposit insurance coverage was gradually increased from 
$2,500 in 1933 over the years to $250,000 in 20086 (Schich, 2008; Bradley, 2009) 
for many rationale among which is the restoration and maintenance of the public 
confidence in the banking system.  
 
The implementation of explicit deposit insurance tends to increase insured deposit 
liabilities of banks which evidently implies that explicit deposit insurance improves 
public confidence (Gropp & Vesala, 2004). Furthermore, the bank’s insured deposits 
would increase in reaction to EDIS just to forestall increased market discipline. This 
emphasizes the importance of institutional environment for an effective market 
discipline in banks, and also demonstrates that banks change their behaviour in 
reaction to indications from the market. In the same vein, Chernykh and Rebel, 
(2010) found that the implementation of DIS in Russia increased the level of banks’ 
retail deposits and the ratio of retail deposits to total assets compared to banks that 
are not members of the scheme. Besides, the scheme created a level playing field 
among the state and privately owned banks in Russia though it increased moral 
hazard by increasing risk taking of banks.  
 
The ability of a bank to achieve its deposit taking and intermediation roles hinges on 
its capacity to retain deposits. Consecutively, the capacity to retain deposits assumes 
and is reliant on the anticipated and absolute safety of deposits, ability to meet 
depositor’s demands for funds, and payment of deposits equitably (Di Lorenzo, 

 
6 Deposit insurance coverage was raised by the FDIC from $2,500 in 1933 to $5,000 in 1935, $10,000 in 1950, 

$15,000 in 1966, $20,000 in 1969, $40,000 in 1974, $100,000 in 1980 (Bradley, 2004), and $250,000 in 2008 

(Schich, 2008). 
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1986). However, a decline in public confidence could drain deposits as a result to 
run on the bank, which could weaken the institution. The banking institutions has 
the prerequisite to ensure public confidence in the system, considering the unique 
and critical roles they play. It’s on this regards that governments ensures that bank 
depositors are protected through the provision of deposit insurance in order to 
guarantee the operation of depository and intermediation functions. 
 
According to Di Lorenzo (1986), the US government recognised that for the banking 
system to effectively function, it has to depend on public confidence. The awareness 
of this vital linkage between public confidence and effective bank performance could 
engender banking institutions to bolster nonbank associates’ poor performance or 
recurring earnings fluctuations, to safeguard the repute of and public confidence in 
the banking system. It is against this background that the US Congress promulgated 
regulatory mechanism, after it observed that the interest of the public needed to be 
protected to preserve access to bank services; and that sustainable operation of the 
banking institutions hinges on the public’s conviction that their deposits would be 
repaid equitable and on demand.  
 
Hotsko (2018) finds the credit union provinces in Canada with higher coverage limits 
than that of the federal limit, had higher deposits base compared to the financial 
institutions that had equal coverage limits prior to the 2008 financial crisis. Also, 
during the financial crisis, the credit unions that had full coverage level had a 
considerably higher deposits level by statistics. This evidently implies that depositors 
are aware of coverage limits in crisis periods, and authorities with higher coverage 
limits than that of the federal limit did not experience fall in deposit base as a result 
of public confidence. According to Laeven (2003), for the interest of the public, 
countries with poor dwindling environments would need to implement deposit 
insurance scheme to enhance financial stability. This is essential because most banks 
in such jurisdiction are risky. These might cause a major role in increasing the 
public’s interest perspective in enlightening the need for DIS.   
 
EDIS has proved to be helpful in reducing incidence of bank failures and revamping 
the banking sector. As a consequence, the number of countries implementing DIS 
rose to 181 countries in 2003 and 189 in 2013 , and the proportion of those with 
EDIS increasing from 44% in 2003 to 59% in 2013 (Dermirguc-Kunt, 2013). The 
scheme has been successful in protecting depositors and preventing transmission of 
debt investors’ panic to depositor (Hannoun, 2011), thereby circumventing bank 
runs and financial system crises. 
 
Nigeria is one of such countries that have successfully implemented EDIS to cope 
with and managed challenges and shocks to their financial system. It has witnessed 
more financial system stability since the inception NDIC, the nation’s proud deposit 
insurer, despite shock waves from the global financial crises (GFCs) that rocked 
several countries’ financial system. Though the GFCs’ effects may not have gone 
unnoticed, the Nigeria’s financial system stability was intact and the economic 
growth and development, as well as residents’ and depositors’ welfare, were 
securely protected (NDIC, 2012). The stability hinges on public confidence in the 
Nigerian Banking Sector, which may substantially derive from depositors’ protection 
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ensured by adequate deposit insurance coverage as well as other activities of the 
NDIC and other supervisory authorities. 
 

3. Stylised Facts  

The banking sector in Nigeria has experienced several developments that shaped its 
performance and contribution to the economic growth. One of such developments 
is banking crises to which regulatory authorities have responded with one 
regulation or combinations of measures packaged in one reform or another. These 
crises and the interventions by the regulatory authorities have influenced industry’s 
contributions to the national economic growth process.  
 
The history of the banking sector in Nigeria since the pre-independence era has 
been dotted with cases of bank distress and failures. A total number of fifty-three 
(53) deposit money banks, fifty-one (51) primary mortgage banks and three 
hundred and twenty-five (325) microfinance banks have failed between 1989 and 
2018 (NDIC, 2018). Many of these banks have been formally closed while some 
failures have been resolved with one mechanism or another. These resolutions were 
actualised over time, and they often form part of banking reforms.  
 
As at 1995, five banks among those under the corrective actions by NDIC and CBN 
were closed and liquidated (NDIC, 1995). Twenty-six additional (26) banks were 
closed in 1998, three (3) in 2000, and fourteen (14) in 2006. These bank closures, 
and many others that follow, are part of many resolution mechanisms deployed by 
the CBN and NDIC such as the Bridge Bank Mechanisms, Purchase and 
Assumptions, Merger and Acquisition amongst others, to ensure financial system 
stability. They all inform the banking reforms introduced to improve bank sector 
performance and improve public confidence. 
 
The CBN raised the minimum capital requirement from N2 billion to N25 billion in 
2005 (NDIC, 2005). The policy is meant to recapitalise banks, increase their 
capacity to absorb losses from their operations. This policy was implemented to 
protect depositors and improve public confidence. Differential Premium Assessment 
was introduced in 2008 to replace flat-rate premium assessment as a means of 
incentivising banks to reduce risks taken during the course of the businesses (NDIC, 
2008). As part of the reforms to protect depositors, NDIC increase deposit 
insurance coverage from N50,000 in 1989 to N200,000 in 2006 and more recently 
to N500,000 in 2010 (Katata, 2011).  
 
In further reforming the sector, the regulatory authorities replaced some banks’ 
CEOs in 2009 and had them prosecuted (NDIC, 2009; IMF, 2013). Asset 
Management Corporation (AMCON) was established in 2010 and this corporation 
purchased N2.16 trillion non-performing loans (NPLs) from the banks as a means of 
enhancing liquidity of the banking sector (Afolabi, 2011; CBN, 2011; IMF, 2013). 
The regulatory authorities are unrelenting in their efforts to reforming the banking 
sector through one reform or another. 
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These reforms appear to affect the dynamics of banks deposits whose trajectories 
exhibit analysable patterns.   
 

Figure 1: Demand Deposit, Terms and Savings Deposit and Currency 
Outside the Banking System in 1993-2005 period 

 
Source: Author’s Computation using the data from CBN statistical database 

 
 

Figure 2: Demand Deposit, Terms and Savings Deposit and Currency 
outside the Banking System in 2006-2018 period 

 

 
Source: Author’s Computation using the data from CBN statistical database 

 
Deposit and currency outside the banking system began to significantly (visibly) 
separate from each other, with the former rising faster than the latter since 1998. 
This divergence appear to result from the cumulative effects of the several reforms 
and regulatory actions by CBN and NDIC before the 1998. Such included corrective 
action on 37 banks, liquidation of several banks by the NDIC and payment of 
liquidation dividends to depositors, all in 1995; establishment of three 93 tribunals in 
1996 as institutional aid for bank failure resolution; and closure of 26 banks in 1998. 
These regulatory reforms appear to improve public confidence in the banking sector 
with deposit rising at a faster rate than the currency held outside the banking sector. 
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The divergence in the trajectories of bank deposit and currency came in the wake of 
these regulatory reforms, and the public confidence engendered. 
 
Savings and time deposit trajectory also diverged from demand deposit since 2008, 
with the deviation widening out ever since. These effects occurred, following 
regulatory reforms prior to, and after, 2008. Such reforms and actions included 
banking sector recapitalization in 2005, revocation in 2006 of licences of 14 banks 
that could not satisfy the minimum capital requirements of N25 billion set in 2005 
recapitalization reforms, and conclusion of Purchase and Assumption (P&A) for 11 
banks in 2007 (NDIC, 2005, 2006, 2007).  Others included introduction of 
Differential Premium Assessment Scheme that charges risker banks to pay more 
premium by NDIC in 2008, liquidation of 34 banks in 2009, establishment of Asset 
Management Corporation of Nigeria (AMCON) in 2010 and its purchase of  N2.16 
trillion from 20 banks including 10 distressed banks (NDIC, 2008, 2009,2010; IMF, 
2013). 
 
Private sector deposits (demand deposit, as well as savings and time deposits) and 
public sector deposit appear to rise in tandem with DIS coverage: the increase in 
these deposits rise over the coverage regimes as the coverage shifts upwards. Table 
1A in the appendix shows that average demand deposit, terms and savings deposit 
and even government deposits in the Nigerian banking system respectively rose by 
721.79%, 811.4% and 445.67% between 1986-2005 period and 2006-2010 period 
when DIS coverage shifted 300% in between the periods from N50,000.00 to 
N200,000.00. A growth of 107.16%, 159.79% and 113.01% were respectively 
recorded for these deposits between 2006-2010 regime and 2010-2018 period when 
DIS coverage graduated 150% from N200,000.00 to N500,000.00. Currency outside 
the banking system rose by 234.39% between 1986-2005 period and 2006-2010 
period, and by 85.19% between 2006-2010 regime and 2010-2018 period. COB 
though rose over the regimes, its growth was much less than DD and TSD. The 
larger growth in DD and TSD shows that the rate at which the public keep their 
money in deposit is higher than that of currency, suggesting higher confidence in the 
Nigerian banking system. 
 
Change in deposit insurance coverage over these periods or regimes appear to drive 
deposit growth than do the fiscal deficit and debt. Deposit growth was higher when 
the growth in average annual deficit was 67.96% from 1986-2005 period to 2006-
2010 period and higher when the deficit recorded 234.20% between 2006-2010 
regime and 2010-2018 period.  Deposit even grew when the average debt sank by 
120.65% from 2006-2010 regime and 2010-2018 period. Table 2A supports these 
finding by showing that both government fiscal overall balance and fiscal primary 
balance negatively correlate with private sector deposits. Net debt and MPR however 
correlate positively with these deposits. These results suggest that the public 
confidence in the banking sector is negatively sensitive to government fiscal attitude 
in any year and less sensitive to debt accumulation. In summary, deposit insurance 
coverage appear to positively drive public confidence in the Nigerian banking sector 
more than other factors in the fiscal-monetary space. 
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4. The Model  

This study follows Alley (2016) and Akinlo (2006) to adopt the open-economy money 
demand function that best characterises the Nigeria financial system. This function is 
presented in equation 1 below. 

),,,,( *

ttttt YEiiPM =  ............................... (1) 

where 

tP  =price level (CPI);       ti  = domestic saving interest rates (SAVR)  
*

ti  = foreign interest rates/LIBOR;   tE  = exchange rate (EXCR)   

tY =real GDP         
 

At equilibrium, money demand and supply are equal and are defined according to 
the CBN (2012) by equation (2). 

tttt TSDDDCM ++=  ............................... (2) 

Where: 
Ct =currency in circulation or currency outside the Banking System (CoB)     
DDt = demand deposit;      TSDt = time and saving deposits. 
 
Equations (1) and (2) suggest that each component of money demand/supply in 
equation 2 are influenced by the explanatory variables in equation (1) in the 
equation (3)-(5) specified below: 

),,,,( *

ttttt YEiiPDD = ............................... (3) 

),,,,( *

ttttt YEiiPTSD = ............................... (4) 

),,,,( *

ttttt YEiiPC = ............................... (5) 
 

Equations (3)-(5) are estimated in a log-linear form with instrumental variable 
regression techniques in equations (6)-(8), with the real GDP instrumented with its 
values in the past four quarters (4 lags). The effects of deposit insurance coverage 
(DISC) are examined by including the variables in the equations. 
 

DISCYEiiPDD ttttt lnlnln 654

*

3210  ++++++= .................. (6) 

DISCYEiiPTSD ttttt lnlnlnln 654

*

3210  ++++++= .................. (7) 

DISCYEiiPCoB ttttt lnlnlnln 654

*

3210  ++++++= .................. (8) 
 

Incremental effects of deposit insurance effects are tested using the dummy variable 
analysis. This analysis enables us to determine the effects of shift/graduation of 
deposit insurance coverage from N50,000 to N200,000 in 2006 and to N500,000 in 
2010. Two methods of dummy variable analysis were also employed: one using 0 
and 1 to capture pre and post-implementation of deposit insurance coverage shift; 
and the other using 0 (equations (9)-(11)) and the natural logarithm of the deposit 
insurance coverage (equations (12)-(14)). The latter method allows interpretation of 
results in elasticity form. Since there are three periods, two dummies (DISC06 AND 
DISC10) were used to capture shift in coverage in 2006 and 2010 to avoid dummy 
variable trap. The effects of deposit insurance in pre-2006 ware already captured in 
the baseline regression outside these dummies.   
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3210 DISCDISCYEiiPDD ttttt  +++++++= ............ (9) 

)10()06(lnlnln 7654

*

3210 DISCDISCYEiiPTSD ttttt  +++++++= ....... (10) 

)10()06(lnlnln 7654

*

3210 DISCDISCYEiiPCoB ttttt  +++++++=  ........... (11) 
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5. Data and the Empirical Analysis 

5.1 The Data 
Data on all demand deposits time and savings deposits in DMBs, currency outside 
the banking system, consumer price index (CPI), exchange rate, saving rate and 
Gross Domestic Product (GDP) at 2010 constant prices over 101 quarters from 
March 1993 till March 2018 are collected  from the database of the Central Bank of 
Nigeria. The real GDP data are derived by taking the product of nominal GDP in the 
economy and the ratio of 2010 GDP deflator to GDP deflators of respective years. 
Quarterly data on 3-month LIBOR is collected from the database of the Federal 
Reserve Bank of St. Louis. Deposit volumes and magnitude of currency outside the 
banking system serves as proxy measures of public confidence in the banking 
system. The public patronises the banking system with larger amounts of deposit 
when confident, leading to lower amount of currency outside the banking system. 
The reverse occurs when the confidence plummets. DIS coverage data and the 
graduation years are taken from Katata (2011). Series on deposits, GDP and DIS 
coverage are linearized through logarithmic transformation while others are not. The 
statistical properties of the data are discussed below.  
 
5.2 Preliminary Analysis 
Table 1 presents the descriptive statistics. The series are normally distributed as the 
Jarque-Bera statistics for these non-GDP series are statistically significant. However, 
standard inferences can still be made because the samples are large and other 
distribution properties are favourable. The data can be said to be fairly distributed 
despite the JB statistics because the means are very close to the median, with 
exception of CPI and exchange rate. The data is not skewed and series are 
platykurtic, with exception CPI and exchange rate, suggesting that there are no 
outliers. 
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Table 1: Descriptive Statistics 

 ln (DD) Ln (TSD) Ln (CoB) SAVR LIBOR EXCR CPI 

Ln 

(DISC) Ln RGDP) 
 Mean  27.49016  27.86882  26.71891  5.296300  2.943536  150.1709  83.58910  11.72296  29.57357 

 Median  27.59704  27.77576  26.83596  4.075000  2.450065  138.6400  66.81500  10.81978  29.35534 

 Maximum  29.51314  30.19846  28.23009  19.20000  6.811250  455.2600  252.4100  13.12236  30.55222 

 Minimum  24.30623  24.88443  24.39124  1.330000  0.230600  34.00000  15.56000  10.81978  28.89239 

 Std. Dev.  1.676132  1.725443  1.065281  3.938754  2.289475  84.21532  63.94171  1.059582  0.601615 

 Skewness -0.356535 -0.148309 -0.413858  1.736947  0.198720  1.925205  0.943247  0.407833  0.479767 

 Kurtosis  1.696645  1.596321  1.973354  5.263632  1.412187  6.750544  2.930042  1.300300  1.574207 

 Jarque-Bera  9.196675  8.576234  7.246323  71.63322  11.16295  120.3843  14.84898  14.80954  12.30664 

 Probability  0.010069  0.013731  0.026698  0.000000  0.003767  0.000000  0.000596  0.000608  0.002126 

 Sum  2749.016  2786.882  2671.891  529.6300  294.3536  15017.09  8358.910  1172.296  2957.357 

 Sum Sq.  Dev.  278.1325  294.7381  112.3474  1535.865  518.9280  702129.9  404765.7  111.1486  35.83209 

 Observations  100  100  100  100  100  100  100  100  100 

 Source: Authors’ computation 
 

Table 2 shows that all the series are non-stationary at level but at first difference 
and are therefore of integration order of 1, the unit roots analysis using both the 
Augmented Dickey-Fuller (ADF) and the Phillip Perron (PP) tests reject stationarity at 
5% level of statistical significance. Only at 10% is Libor stationary under ADF and 
Ln(Cob) under PP. It is therefore essential to determine long run stationarity of the 
relationship between the series before any valid reliance to be placed on estimators 
of the nexus. Once the series are cointegrated, the statistics of the nexus may be 
relied upon for policy recommendation purposes. 
 
Table 2: Unit roots test  

 
Series 

ADF  PP 

Level 1st 
difference 

I(q)  Level  1st 
difference 

I(q) 

Ln(DD) -0.71 -3.52** I(1)  -0.44 -12.63 I(1) 
Ln (TSD) -0.11 -4.15*** I(1)  -0.61 -12.19 I(1) 
Ln (COB) -0.36 -3.97** I(1)  -3.19* -16.92*** I(0) 
Ln (DISC) -2.00 -10.02 I(1)  -2.00 -10.02 I(1) 
Ln(RGDP) -2.18        -4.14*** I(1)  -2.59 -10.70*** I(1) 
SAVR -2.68 -12.59 I(1)  -2.64 -15.65 I(1) 
CPI  9.83 -2.32 I(1)   9.37 -4.83*** I(1) 
EXR -0.78 -6.02*** I(1)  -0.02 -5.74*** I(1) 
LIBOR -3.35*        -7.43*** I(0)  -2.59 -7.72*** I(1) 

*, **,*** represent 10%, 5% and 1% level of statistical significance respectively 
Source: Authors’ computation 

 
Since all the series are I(1) and are not stationary at level, the Johansen 
cointegration tests  may be employed to determine if there exists a stable long run 
relationship between them. This relationship is required for the estimates of the 
nexus and the pertinent statistics to be reliable for inference and policy relevance. 
The Auto-regressive Distributed Lag Model (ARDL) bounds cointegration test, which 
is insensitive to the integrational properties of the series, was also employed. This is 
a robustness check on the cointegration of the series, given the fact that we have a 
mixture of integration order at 10% level of statistical significance. 
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Table 3a: Co-integration tests (demand deposit and its determinants) 

JOHANSEN COINTEGRATION TEST 

Nexus without DIS coverage  Nexus with DIS coverage 

  Trace Stat  Max-Eigen Stat    Trace Stat  Max-Eigen Stat 

None  125.20**  45.46**  None  176.27***  52.65 

At most 1   79.83  31.24  At most 1   123.62**  39.47 

At most 2  48.60  20.65  At most 2  84.15  32.91 

At most 3  27.93  13.34  At most 3  51.24  19.96 

 
ARDL BOUNDS TESTS FOR COINTEGRATION 

Nexus without DIS coverage  Nexus with DIS coverage 

  1% Stat. significance boundaries  1% Stat. significance boundaries 

F statistic  Lower Bound  Upper Bound  F statistic  Lower Bound  Upper Bound 

6.46***  3.41  4.68  8.81***  3.41  4.68 

 
 
Table 3b: Co-integration tests (time & saving deposit and its determinants) 

JOHANSEN COINTEGRATION TEST 

Nexus without DIS coverage  Nexus with DIS coverage 

  Trace Stat  Max-Eigen Stat    Trace Stat  Max-Eigen Stat 

None  133.84***  42.41*  None  193.14***  65.90 

At most 1  91.42  33.02  At most 1  127.02**  33.65 

At most 2  58.40  24.1  At most 2  65.90  32.43 

 
ARDL BOUNDS TESTS FOR COINTEGRATION 

Nexus without DIS coverage  Nexus with DIS coverage 

  1% Stat. significance boundaries  1% Stat. significance boundaries 

F statistic  Lower Bound  Upper Bound  F statistic  Lower Bound  Upper Bound 

9.45  3.41  4.68  9.76***  3.41  4.68 

 
Table 3c: Co-integration tests (Currency outside the banking sector & its determinants) 

JOHANSEN COINTEGRATION TEST 

Nexus without DIS coverage  Nexus with DIS coverage 

  Trace Stat  Max-Eigen Stat    Trace Stat  Max-Eigen Stat 

None  137.05***  51.10***  None  215.36***  89.91*** 

At most 1 *  85.94*  35.83*  At most 1   129.45**  46.76** 

At most 2  50.11  27.48  At most 2  38.33  24.20 

ARDL BOUNDS TESTS FOR COINTEGRATION 

Nexus without DIS coverage  Nexus with DIS coverage 

  1% Stat. significance boundaries  1% Stat. significance boundaries 

F statistic  Lower Bound  Upper Bound  F statistic  Lower Bound  Upper Bound 

8.14  3.41  4.68  8.31  3.41  4.68 

*, **,*** represent 10%, 5% and 1% level of statistical significance respectively 

Source: Authors’ computation 

 
Cointegration analyses were conducted for each measure of public confidence 
(demand deposit, (DD), time & saving deposit (TSD) and currency outside the 
banking sector (CoB), with and without the deposit insurance coverage (DISC). 
Table 3a show that there one cointegrating equation under the Johansen 
cointegration test for demand deposit and other determinants excluding DISC, and 
two when DISC is included. The two cointegrating equations are also more 
statistically significant. In addition, the ARDL statistics is larger when DISC in in the 
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nexus than when not. Similar results obtain for time & saving deposit (TSD) and 
currency outside the banking sector (CoB). 
 
These results indicate that there is a more stable long run relationship in money 
demand nexus in the context of deposit insurance. This suggests that financial 
sector is more stable with deposit insurance than without the insurance.  
 
 
 

5.3 Detailed Analysis on DIS Coverage and Public Confidence in the 
Banking System 

Deposits, as a form of money demand, is behaviourally predictable according to our 
empirically estimated money demand function, and many of the a priori expectations 
are met. Equation 6 in Table 4 shows the estimation results when demand deposit’s 
relationship with determinant. The results show that more demand deposit is held to 
facilitate transactions as price level rises. A unit rise in price level (CPI) raise demand 
deposit by 0.14%. The demand deposit fell with rise in both local and foreign 
interest rates. Saving rate and LIBOR reduced demand deposits. These rate are 
measures of interest rate on investments which compete with deposit. The higher 
the rates, the more financial fund invested in investment and the less the funds are 
deposited in the DMBs. These results are statistically significant at 1%. Higher 
exchange rate increase interest rates and, by extension, reduces money demand at 
10% level of statistical significance. Besides, higher exchange rate reduces the value 
of deposit in foreign currency terms, thereby reducing demand for it in favour of 
foreign currencies. 
  
Deposit insurance coverage has positive significant effects on demand deposits. This 
result suggests that depositors increased not only more of their fund deposited in 
the bank but also had more of their transactions financed through the banks, in 
response to introduction of deposit insurance coverage. In other words, public 
confidence in the banking sector increase with deposit insurance coverage. The 
effects of graduation of deposit insurance coverage in 2006 and 2010 are shown in 
equations 9 and 12. Increase in deposit insurance coverage in 2006 had significant 
positive effects on public confidence in the system as depositors further increased 
their holding of demand deposits. Further increase in the coverage had insignificant 
effects on public confidence. Both 2SLS and GMM agree on the effects on demand 
deposits of deposit insurance, its graduation over time and other determinants. 
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Table 4: Demand deposits and deposit insurance coverage 
Dependent Variable: Ln(DD) 

  2SLS  GMM 
Series    6   9  12   6   9   12 

Ln(RGDP)  -0.509 
(0.299) 

 1.064** 
(0.042) 

 1.064** 
(0.042) 

 -0.545 
(0.250) 

 0.746 
(0.141) 

 0.746 
(0.141) 

CPI  0.015*** 
(0.000) 

 0.010*** 
(0.005) 

 0.010*** 
(0.005) 

 0.152*** 
(0.000) 

 0.009*** 
(0.002) 

 0.009*** 
(0.002) 

Saving rate  0.203*** 
(0.000) 

 -0.151*** 
(0.000) 

 -0.151*** 
(0.000) 

 -0.203*** 
(0.000) 

 -0.159*** 
(0.000) 

 -0.160*** 
(0.000) 

LIBOR  0.106*** 
(0.002) 

 -0.089*** 
(0.000) 

 -0.089*** 
(0.000) 

 -0.108*** 
(0.002) 

 -0.087*** 
(0.001) 

 -0.087*** 
(0.001) 

Exchange 
Rate 

 -0.002* 
(0.055) 

 -0.001 
(0.397) 

 -0.001 
(0.397) 

 -0.002** 
(0.048) 

 0.000 
(0.554) 

 0.000 
(0.554) 

Ln(DISC)  0.379** 
(0.034) 

     0.381** 
(0.027) 

    

DISC 06   
 

 0.779*** 
(0.000) 

     0.929*** 
(0.000) 

  

DISC 10   
 

 -0.478 
(0.188) 

     0.036 
(0.924) 

  

Ln (DISC 06)   
 

   0.064*** 
(0.000) 

     0.761*** 
(0.000) 

Ln(DISC 10)   
 

   -0.036 
(0.188) 

     0.003 
(0.924) 

Constant  38.54*** 
(0.003) 

 -3.556 
(15.312) 

 -3.556 
(0.816) 

 39.56*** 
(0.001) 

 5.768 
(0.697) 

 5.768 
(0.697) 

             Wald 
Statistics 

 2788*** 
(0.000) 

 2595*** 
(0.000) 

 2595*** 
(0.000) 

 2847*** 
(0.000) 

 5449*** 
(0.000) 

 5449*** 
(0.000) 

R-square  93.17% 

 

 96.46%  96.46%  93.16%  96.13%  96.13% 

 

Over-ident. 
test 

 0.184 
(0.980) 

     0.184 
(0.980) 

    

*, **,*** represent 10%, 5% and 1% level of statistical significance respectively 
Source: Authors’ computation 

 
 

Similar results were obtained when money nexus involving time and saving deposits 
(TSD) was analysed. Table 5 shows that price level, domestic interest rates, foreign 
interest rates and exchange rate affected time and saving deposit in the same way 
as it did demand deposits. These results suggest that there is a little difference in 
use of demand deposits and time & saving deposits. The latter may not be largely 
used for investment purposes but also for some transactionary expenditure. Despot 
insurance coverage had a positive significant effects on the amount of saving and 
deposit kept with the bank, suggesting that public confidence increase with 
introduction of deposit insurance coverage. Raising the coverage limit in 2006 from 
N 50,000 to N 200,000 had a significant positive effects on public confidence but the 
2010 graduation of the limit to N500,000 had insignificant effects.  
 
 
 
 
 



54 
Oluyemi, Umar, Ochonogor & Alley: Deposit Insurance Cover and Public Confidence in The 

Nigerian Banking System 

NDIC QUARTERLY  VOLUME 35, Nos. 1 & 2  MAR. & JUN., 2020 

 

Table 5: Time & saving deposits and deposit insurance coverage 
Dependent Variable: Ln(TSD) 

  2SLS  GMM 
Series  7  10  13  7  10  13 

Ln(RGDP)  -0.213 
(0.615) 

 1.071** 
(0.011) 

 1.071** 
(0.011) 

 -0.229 
(0.583) 

 0.632 
(0.196) 

 0.632 
(0.196) 

CPI  0.158*** 
(0.000) 

 0.121*** 
(0.005) 

 0.121*** 
(0.000) 

 0.016*** 
(0.000) 

 0.118*** 
(0.000) 

 0.118*** 
(0.000) 

Saving rate  -0.162*** 
(0.000) 

 -0.119*** 
(0.000) 

 -0.119*** 
(0.000) 

 -0.162*** 
(0.000) 

 -0.126*** 
(0.000) 

 -0.126*** 
(0.000) 

LIBOR  -0.106*** 
(0.000) 

 -0.919*** 
(0.000) 

 -0.092*** 
(0.000) 

 -0.106*** 
(0.000) 

 -0.097*** 
(0.000) 

 -0.097*** 
(0.000) 

Exchange Rate  -0.002** 
(0.032) 

 -0.001 
(0.183) 

 -0.001 
(0.183) 

 -0.002** 
(0.030) 

 -0.001 
(0.197) 

 -0.001 
(0.197) 

Ln(DISC)  0.349** 
(0.017) 

     0.352** 
(0.012) 

    

DISC 06   
 

 0.693*** 
(0.000) 

     0.862*** 
(0.000) 

  

DISC 10   
 

 -0.304 
(0.300) 

     0.247 
(0.478) 

  

Ln (DISC 06)   
 

   0.057*** 
(0.000) 

     0.071*** 
(0.000) 

Ln(DISC 10)   
 

   -0.023 
(0.300) 

     0.019 
(0.478) 

Constant  30.24*** 
(0.008) 

 -3.71 
(0.763) 

 -3.714 
(0.763) 

   9.112 
(0.524) 

 9.112 
(0.524) 

             Wald Statistics  4773*** 
(0.000) 

 4419*** 
(0.000) 

 4419*** 
(0.000) 

 4817*** 
(0.000) 

 9355*** 
(0.000) 

 9355*** 
(0.000) 

R-square  95.80% 

 

 97.89%  97.89%  95.79%  97.55%  97.55% 

Over-ident. 
test 

 0.117 
(0.990) 

     0.117 
(0.990) 

    

*, **,*** represent 10%, 5% and 1% level of statistical significance respectively 
Source: Authors’ computation 

 

The response of currency outside the banking sector to deposit insurance coverage 
and limit graduation provide further evidence that public confidence in the Banking 
Sector increased with increase in deposit insurance coverage. Currency outside the 
banking (CoB) sector decreased as with the introduction of deposit insurance 
coverage, albeit at a statistically insignificant level. The increase in the limit in 2006 
also decreased currency outside the banking sector, though at a statistically 
insignificant level.  The insignificance of these results may be due to low level of 
financial inclusion and sizable proportion of the unbanked public in Nigeria. The 
more important issue, however, is that deposit insurance coverage did not worsen 
public confidence by encouraging them to keep their fund in cash instead of in bank 
deposits. With further raise in the deposit insurance coverage limit in 2010, currency 
outside the banking sector significantly dropped. These results suggest some large 
depositor who still run some of their transactions or keep their part of wealth in cash 
are further attracted into the banking system with this positive shift in the deposit 
insurance coverage in 2010. Most of these depositors with transactionary deposit 
larger than the hitherto coverage limit of N 200,000 were encouraged to use less 
cash but more deposits to finance their transactions. The coverage limit of N 
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200,000 appears not affect this group and this may explain why the 2006 shift did 
not reduce currency outside the Banking Sector while the 2010 significantly did.  

 
Table 6: Currency outside the banking sector and deposit insurance coverage 

Dependent Variable: Ln(CoB) 
  2SLS  GMM 
Series  Equation 8  Equation 

11 
 Equation 14  Equation 8  Equation 

11 
 Equation 14 

Ln(RGDP)  0.337 
(0.199) 

 1.229*** 
(0.000) 

 1.229*** 
(0.000) 

 0.286 
(0.266) 

 1.190*** 
(0.000) 

 1.190*** 
(0.000) 

CPI  0.07*** 
(0.000) 

 0.004* 
(0.065) 

 0.004* 
(0.065) 

 0.007*** 
(0.000) 

 0.003** 
(0.033) 

 0.003** 
(0.033) 

Saving rate  -0.109*** 
(0.000) 

 -0.787*** 
(0.000) 

 -0.787*** 
(0.000) 

 -0.105*** 
(0.000) 

 -0.078*** 
(0.000) 

 -0.078*** 
(0.000) 

LIBOR  -0.078*** 

(0.000) 

 -0.068*** 

(0.000) 

 -0.068*** 

(0.000) 

 -0.833*** 

(0.000) 

 -0.078*** 

(0.000) 

 -0.078*** 

(0.000) 

Exchange 
Rate 

 0.000 
(0.882) 

 0.001 
(0.374) 

 0.001 
(0.374) 

 0.000 
(0.925) 

 0.001 
(0.126) 

 0.001 
(0.126) 

Ln(DISC)  -0.386* 
(0.707) 

     -0.279 
(0.792) 

    

DISC 06   
 

 -0.862 
(0.260) 

     0.086 
(0.374) 

  

DISC 10   
 

 -0.862*** 
(0.000) 

     -0.796*** 
(0.000) 

  

Ln (DISC 06)   
 

   0.008 
(0.260) 

     0.007 
(0.374) 

Ln(DISC 10)   
 

   -0.657*** 
(0.000) 

     -0.061*** 
(0.000) 

Constant  17.46*** 

(0.010) 

 -9.159 

(0.315) 

 -9.159 

(0.315) 

 18.81*** 

(0.004) 

   -7.979 

(0.291) 

             Wald 
Statistics 

 2332*** 
(0.000) 

 2857*** 
(0.000) 

 2857*** 
(0.000) 

 2465*** 
(0.000) 

 3712*** 
(0.000) 

 3712*** 
(0.000) 

R-square  94.36% 
 

 96.78%  96.78%  94.34%  96.72%  96.72% 

Over-ident. 
test 

 2.432 
(0.488) 

     2.432 
(0.488) 

    

*, **,*** represent 10%, 5% and 1% level of statistical significance respectively 
Source: Authors’ computation 

 

Raising the deposit insurance coverage in 2006 increase public confidence as 
demand deposits as well as time saving deposit increased. One possible explanation 
for this is the proportion of deposits and account holders already covered. The 
deposit insurance coverage shift in 2006 may have more additional deposit covered 
than the shift in 2010. As the margin of coverage (additional deposit covered) 
declines, the effects of deposit insurance coverage shift on public confidence 
diminish. Also, awareness of the insurance may be more important than the amount 
of insurance for people with more than N 200,000 covered in 2006 but less than N 
500,000 covered in 2010. Therefore, the increase in the coverage in 2010 had 
minimal effects on increasing deposits from this group of depositors. The shifts in 
the coverage limit in 2010 however had its positive effects on public confidence by 
reducing the currency outside the banking system. 
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All our empirical models significantly explained the behaviour of public confidence in 
the Nigerian Banking Sector. The Wald X2 statistics are significant at 1%, while the 
explained the R2 statistics show that the explanatory variables explain over 90% of 
the behaviour of public confidence in the Banking Sector. The two stage least square 
estimates and those of the generalised methods of moments agree on the behaviour 
of public confidence in response to deposit insurance coverage graduation. Our 
results are robust to heteroscedasticity and autocorrelation because our 2SLS and 
GMM specifications controlled for these problems. 
 

6. Concluding Remarks 

This study examined the effects of deposit insurance coverage on public confidence 
in the Nigerian banking system. It aimed to bridge the gap in the literature where 
the estimation of the nexus, and the implications on the banking system, is yet to be 
documented. The study analysed quarterly data in the period Q1, 1993 and Q1, 
2018 with Two Stage Least Square (2SLS) and Generalised Methods of Moments 
(GMM), due to data availability and nexus endogeneity. 
 
Implementation of deposit insurance coverage as a package of the explicit deposit 
insurance scheme by the NDIC appear to increase public confidence in the banking 
system through its effects on measures of money demand in Nigeria. Introduction of 
deposit insurance coverage lead to increase in demand deposit as well as time and 
saving deposits. People also keep less cash as their confidence in the banking sector 
increased, leading to significant decline in currency outside the banking sector. 
  
Graduation of deposit insurance coverage in 2006 and 2010 improved confidence of 
the public in the banking system, albeit in different ways. Raising the coverage limit 
in 2006 from N 50,000 to N 200,000 lead to increase in the demand deposit as well 
as time and saving deposits that people keep with the bank, suggesting that the 
level of confidence people had in the banking sector improved. Upward shift in the 
coverage limit in 2010 from N 200,000 to N 500,000 did though not increased 
deposits, it significantly reduce currency outside the banking sector. This suggests 
that the graduation of the limit in 2010 also lifted public confidence as the depositors 
transact less in cash; and in other words transact more through the banks’ payment 
system. 
The foregoing support the positive effects of deposit insurance coverage on public 
confidence in particular, and the role that deposit insurance scheme, especially the 
EDIS on financial stability of the banking system in general. It provides further 
empirical support for the role of the Nigeria Deposit Insurance Corporation as a 
financial safety net institution, and its effectiveness of its EDIS implementation, in 
the stability of the Nigerian banking system.  
 
This study recommends that deposit insurance coverage be safeguarded such that it 
does not lose its perceived benefits in terms of the deposit guarantee by the public. 
This is important for its continuous effectiveness in guaranteeing public confidence 
in the bank. One way to do this is to continuously monitor its effectiveness in terms 
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of the real value it adds to the people in the light of changes in the macroeconomic 
environment.  
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Appendix 
Table 1A: Deposit Insurance Coverage, MPR, Deposit Variables & 
Government Finance   

Coverage Period 1989-2005 
2006-
2010 

2010-
date 

Coverage level (’N)    50,000.00  500,000.00  500,000.00  

Coverage level (% change)                   -      300.00   150.00  

MPR      15.69      8.81    11.44  

MPR (% change)                   -     (43.85)  29.85  

Average Currency outside the Banking Industry (COB)          215.38     720.21    1,333.78  

COB (% change)                   -        234.39     85.19  

Average Demand Deposit (DD)          384.06  
    
3,156.18     6,538.39  

Demand Deposit (% change)                   -    721.79     107.16  

Average Term and Saving Deposit (TSD)          419.34     3,822.21    9,929.78  

Term and Saving Deposit (% change)                   -    811.48     159.79  

Average Government Deposit           142.55     777.87   1,656.95  

Government Deposit (% change)                   -      445.67     113.01  

Average Government Net Lending/Borrowing [(GNL)’N 
billion)] 87.38   146.77  490.49 

GNL (% change)                   -    67.96      234.20 

Average Government net debt (GND) (86.13)    1.61     0.33  

GND (% change)                   -       101.87   (120.65)  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
- 
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Table 2A: Pairwise Correlation between Deposit Variables, MPR and Government 

Finance 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


