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ABSTRACT

Over the years, the measurement of banks efficiency and its performance has been done with the
use of certain key performance indicators (KPIs) such as liquidity ratio, profitability ratio, bank’s
capital adequacy, and asset quality of the banks amongst others. However, these KPIs do not
interpret the true and fair view of the bank's efficiency and profitability because it fails to directly
measure the managerial capacity of converting an organization's inputs into outputs in the same
organization. The study, therefore, adopted a two-stage methodological approach [non-parametric
data envelopment analysis (DEA) and regression analysis] with the help of Microsoft excel solver
and e-views to analyze the efficiency and performance of 11 listed deposit money banks and 22
insurance companies. The study made use of three (3) inputs (total deposit, total asset, and
operating expenses) and three (3) outputs (net interest income, loans and advances, and gross
earnings) for the deposit money banks. While 22 listed insurance companies were also analyzed
using two (2) inputs (total asset and gross premium written) and two (2) outputs (net premium
income and underwriting profit/loss) for the envelopment models. For profitability, two models
were formulated, which include, the net interest income (NI1) model for deposit money banks and
net premium income (NETPRE) model for insurance companies. From the data envelopment
analysis, the study found that eight (8) deposit money banks were efficient at all envelopment
models. At the same time, the remaining three (3) deposit money banks were not fully efficient at
all envelopment models despite their profitability. For the insurance companies, only five (5) were
efficient at all envelopment models while, the remaining seventeen (17) were not fully efficient at
all envelopment analysis despite their profitability. From the profitability models (both DMBs and
insurance companies), the study found that industry-specific variables were positive and
statistically significant at 0.005 level of significance. The study concludes that big or large
financial disclosures accrued to financial institutions does not secure its improved efficiency level
which could metamorphose into financial instability. The study recommends that regulatory
assessment of DMBs and Insurance companies performance should not be solely carried out by
inferring on their financial figures, other categorical examples such as, number of employees, and
standard working hours, which represents input and output variables, respectively can be used in
analyzing firm’s performance. In essence, a performance review should be carried out both
qualitatively (non-numerical) and quantitatively.

Keywords: Efficiency; Data Envelopment Analysis; Frontier Analysis; Profitability.
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