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Abstract

The stock market i3 regarded in economic
discussions as the hubs of the capital market and
the pivat around which the capital market
revolves. It is therefore seen as being crucial not
only fo capital formation/accumufation, bt also
to economic growth and develppment.  The
contributions of developed stock markels o the
develaopment of their respective economies has
spurved researchers into focusing greater effort
towards finding how stock markets contribute to
economic development.  This study therefore is
aimed al determining  the economic-growth
tmportance of stock markets, with the Nigerian
stock market as a case study. It seeks to highlight
the issue of link between the stock market and

econanicgrawth

The study adepted the methodology of error
correction mechanism which was conducted afier
a stationarity test.  In specifving the model we
adopied three models m which stock market
indicaiors and some sefecled macroeconomic
variables ure regressed against the performance
of the Nigerian economy. The results of the
analysis show that market capitalization and

value of shares traded have positive and

sigmificant relationships with economic growth in
Nigeria. The data and results were subjected 1o
various statistical tests including — Unit Root Tes:,
Johansen Cointegration fests, F-fests, student-
statistic and Durbin Watson— statistic.

The study observed that given some areas of
deficiencies in the structure and operations of
stack markets in Nigeria, there i need for policy
reform and impravements to enable the stock
markel play the destred role expected of it towards
increasing the equilibrivm marginal productivity
of capital, and promoting nattonal economic
growth and development.

Key Words:-  Stock Market, Economic
Development
L Introduction

The major engine of growth and development for
any cconomy is the capital market which
accommodates certain institutions for the creation,
custodianship, distribution and exchange of
financial assets and management of long-term
habilitics. An cconomy without a capital market
Just cannot grow smee the market 15 responsible
for long-term growth, capital formation and
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efficient allocation to development uses. The
money market, which 1s the short end of the
financial system, only compliments the capital
market by providing the necessary working capital
10 support gross fixed capital formation.  The
capital market i5 extremely crucial m the
mohilization of savings and the channeling of such
savings to profitable sell-ligudating invesiments.
Hence, the extent 1o which African economics
have grown and developed can be explained by the
degree of development of their capital markets.
Ubviously, virtually all economic mdicators put
Afncan cconomies at the bottom end of the
development scale.  This ean be attributed to,
among  other factors, the lack of and poor
development of their capital markets.

The stock market, which 1s the very hub of the
capital market, the pivot around which the capital
market revolves, is not only crucial to the entire
capital mobilization but also to ecenomic
development. However, African stock markets are
just emerging in the global financial system.

The establishment of stock markets 1n developing
countries 15 expected 1o boost domestic savings
and increase the gquantity and quahity of
investment,  More generally, stock markets are
seen as enhancing the operations of the domestic
financial system n general and the capital market
in particular { Keany and Moss, 1998),

For some developing economies, the stock
exchanges are relabvely large. For example the
market capitalization of exchanges in Malaysia
and Jordan represent a higher share of GDP than in
France or Germany, while India’s stock exchanges
list more companies than the stock markets of all
ather countries except the USA. But on the other
hand, for many other developing countries, the
equity markets until the mid-1980s generally
suffered from the classical defects of bank
dominated ¢conomies, that is, shortage of equuty
capital, lack of liquidity, absence of foreign
institutional investors, and lack of investor
confidence in the stock market (Agarwal 1997).
According to the  International Finance

Corporation (IFC, 1996), itis ironical thatin many
countries where there are investment
opportunities, there 1s inadequate access to
finance, particularly nsk capital and this
underlines the need to accelerate the development
of local stock markets or/and other elements of the
finance market in developing countries, The work
of Demirguc-Kunt and Levine (1996), Singh
(1997 and Levine and Zervos (1998) found that
stock market development plays an important role
in predicting future economic growth i situations
where the stock markets are active. The arguments
of Demirguc-Kunt et al (1996) indicate that
cconomies without well-functipming  stock
markets may suffer from three types of
imperfections: first, opportunities for risk
diversification, arc hmited for investors and
entreprencurs, second, firms are unuble to
optimally structure their financing packages; and
third, countries without well functioning markets
lack information about prospects of firms whose
shares are traded, thereby restricting promotion of
investrent and its' efMiciency.

The contributions of the developed stock markets
to their economies have led researchers to focus on
how the stock markets can be developed in the
developing economies so that these economes
also enjoy the benefits of the stock markets.
Consequently, this study focuses on the economic
importance as well as the future of the stock
markets. It also secks to shed light on the
controversial link between stock market and
cconomic growth, The study will also highlight
some of the current impediments 1o the
development of this market and discuss policy
aptions for promoting the development of the
market,  Research on these 1ssues became
important so that it can provide some insights as to
how else a more diversified, competitive and
vibrant stock market can be developed in Nigenia.
This will help to raise investors’ conhidence,
mmprove resources mobilization and thus lead to
economic growth. The study 1s structured into five
sections. Section 11s the Introduction followed by
Literature Review and Theoretical Framework in
Section 1, in Section Il we present Research




Methodology and Model Speeification.  The
model results are presented and analysed in
section IV, while Section V 15 Summary and
Conclusion,

1. Literature Review And Theoretical
Framework

Capital as one of the four factors of production
plays an extremely vital role in effective
mobilization of all resources and indeed in their
full capacity utilization. “Capital s at the centre of
the problem of steady growth because 1t gencrates
income and also increases the production capacity
of the economy™.  Infact, for growth to oceur, a
country must invest to build up s production
capactty. It is this capacity that determines the
level of output of goods and services in the
economy. “IFinvestment, which represents the net
increase n an cconomy's capital stock leads to
growth, then there is a relationship between capital
accumulation and ecconomic  growth (Soyode
1990). Therefore, the fact that capital 1s needed for
cconomic development is not disputable.
Similarly, (Miller Merton 1991) contended that
capital accumulation 15 a fundamental part of the
development process and it 15 stimulated by real
resources and financial resources as well as
incentives to imvest which together constitute the
supply and demand sides of capital accumulation.

It has long been established that "the condition of
bemng developed” consist of having accumulated
and having cstabhished, efficient social and
ecconomic mechanism  for mamiammng  and
increasing large stocks of capital per head in
various forms.  Conversely, the conclusion of
being “underdeveloped™ is charactenised by the
possession of relatively small stocks of the vanious
kinds of capital.

To achueve cconomic growth (that 15, nse over a
given penod in the level of aggregate income, or
aggregate consumphtion after due allowance has
been made for the amoeunt of reproducible capital
used up m the process), a developmg country like
Nigena must pay a greater attention to the level
and process of s accumulated and accumulating
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capital stock (Aboyade, 1982). The above
assertion boils down 1o the fact that capital s
indispensable for economic development and it 15
usually formed from surplus investible fund which
exist within and outside an economy through a
mechanism called the capital market.

The idea that financial markets may be related with
real achivities 15 nol new, but the view of ths
relationship has changed over time. The main
function of money or capital market was to trade in
credit for the purpose of financing development
before the Great Depression. Gurley and Shaw
{1955) were the first to study the relationship
between financial markets and real activity. They
argued that one of the differences between
developed and developing countries is that the
financial system 15 more developed in the former
than in the later. The argumnent was that financial
markets could extend a borrower's financial
capacity and improve the efficiency of trade. With
well-developed financial markets investors can be
provided with the necessary funds for theor
projects.  They concluded that financial markets
contribute to economic development through
enhancing physical capital accumulation, Much
of the literature on the rclationship between
finanecial markets and real output suffered a lack of
evidence until the 1970s when studies by
Goldsmith (1969). Shaw (1973) and McKinnon
(1973) found that development of financial
markets was sipnmificantly correlated with the level
of percapita income:

However, the theoretical literature offers
conflicting predictions about the role of stock
markets and banks in promoting economic growth.
The literature on financial libealization  has
emphasized abolishing interest rate ceihings and
encourages free competition among banks as the
wiay forward to achieve economic gprowth
However, it has largely overlooked the possibility
that endogenous constraints in the credit market,
such as imperfect information, could be a
significant obstacle 1o efficient eredit allocation
even when assuming that banks are free from
interest rate ceilings. Arestis et al (2001 ) show that
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while both banks and stock markers play an
important role in the growth process, the banking
sector development effects on economic growthn
the long run is much higher than the stock market
development effect. More recently, the emphasis
has increasmgly shifted to stock market indicators
and the effect of stock markets on economic
development and hence, stock market
development has become the subject of intensive
theoretical and empirical studies (sce Demirgue-
Kunt and Levine (1996), Levine and Zervos
(1993, 1998),. Demirguc-Kunt, Ask and
Mallsmone 1995). In prnnciple, a well-developed
stock market should increase saving and
efficiently allocate capital to productive
investments, which leads to an increase in the rate
of economic growth,

Stock Market and Economic Growth:
Theoretical and Analytical Issues.

In principle, stock markets are expected to
accelerate economic growth by providing a boost
to domestic savings and increasing the quantity
and the quality of investmeats (Singh 1997).
Stock markets contribute to the mobilization of
domestic savings by enhancing the set of financial
mstruments available to savers o diversify their
portfolios.  Better savings mobilization may
merease the savings rate (Levine and Zervos,
1998), If efficicnt stock markets enable savings to
bi allocated to investment projects with higher
returns, the rate of retum o savers increases,
making savings more attractive, As a result, more
savings are channeled o the corporate sector. In
doing so they provide an important source of
mvestment capital at relatively low cost (Dailami
and Aktin, 1990). In addition, companies 0
countrics with developed stock markets are less
dependent on bank financing, which can reduce
the sk of a credit crunch. Infact, debt linance is
likely to be unavailable in many countnes,
particularly in developing countries where bank
loans may be hmuted 10 a sclected group of
companies and individual investors, McKinnon
(1973) suggests that stock market development
should have priority ¢ven over liberalized bank
lending in the first several years of transition 10 a

e e et

capitalist financial market where the preceding
order has created a large bad debt problem for
banks. Stock markets therefore, are able to
positively influence economic growth through
encouraging savings amengst individuals and
providing avenues for firm financing at o lower
cost.

The stock market 1s suppaosed to ensure through the
takeover mechanism that past mvestments are also
most effectively used. Theoretically, the threat of
takeaver is expected to provide management with
an incentive to maximize firm value  The
presumption is that, if management does not
maximize firm value, another ¢conomic agent may
take control of the firm, replace management and
reap the gains from the more efficient firm. Thus,
a free market in corporate control, by providing
financial discipline, is expected to provide the best
guaraniee of efficiency n the use of assets.
Similarly, the ability to effect changes in the
management of listed companies i1s expected to
cnsure that managerial resources are used
efficiently (Kumar, 1984),

EfMicient stock markets may also reduce the costs
of information. They may do so through the
generation and dissemination of firm specific
information that efficient stock prices reveal.
Stock markets are efficient if prices incorporate all
available information. Reducing the cost of
acquiring information 15 expected to faciliate and
inprove the acquisition of information about
investment opportunities and thereby 1mprove
resource allocation. Stock prices determined m
cxchanges and other publicly available
information may help investors make better and
informed investment decisions and thereby ensure
better allocation of funds among corporations and
as aresulta higher rate of economic growth

Stock market liquidity is expected to reduce the
downside risk and costs of mnvestng ' projects
that do not pay off for a long time. With a liguid
market, the initial investors do not lose access to
their savings for the duration of the investment
project because they can easily, quickly, and




cheaply, sell their stake in the company
{Bencivenga and Stith, 1991). Thus, more hguid
stock markets could ease mvestment in long term,
potentially more profitable projects, therehy
nuproving the allocation of capital and enhancing
prospects for long-term growth. The eritical role
ol financial market liquidity m affecting the
efficiency of physical production enjoys historical
support.  According 1o Hicks (1969), new
technological inventions did not ignite the
industrial revolution m England in the eighteenth
century.  Rather, more hguid financial markets
made it possible to develop projects that required
large capital injecnions forlong periods before the
projects ultimately yielded profits. Without liquid

markets, savers would have been less willing 10

invest in the large, long term projects that
characterized the industrial revolution. In other
words, an active secondary market 15 essential for
the existence and operations of the primary market
for new capital. Bencivenga, et al (1996) went as
far as stating that “the mdustrial revolution
therefore had to wait for the financial revolution”™.
Stoek markets help investors to cope with liquidity
nsk by allowing those who are hit by a liquidity
shock to sell their shares to pther investors who do
nof sulfer from a liquidity shock. The resultis that
capital 15 pot prematurely removed from firms to
meet shori-term liguidity needs, thus allowing
firms to utilize capital for long - enough periods 1o
vield the desired resulls,

From a monetary growth perspective, a well-
developed stock market provides a means for the
exerense of monetary policy through the issue and
repurchase of povernment securities in o liquid
markel.  This i an ymportant step in financial
liberalization.  In addition, well-developed and
active stock markets alter the pattern of demand
for money, and booming stock markets ¢reate
liguidity and hence spur economie growth.

The arguments for stock markel development
were supported by various empirical studies, such
a8 Levine and Zervos (1993), Ayi and Jovanovic
(1993), Levine and Zervos (1998), Show that
stock market development is strongly correlated
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with growth rates of real GDP per capita.  More
importantly, they found that stock market hiquidity
and bankmg development both predict the future
growth ratc of an cconomy when tity both enier
the growthregression. Nevertheless, there are <1111
some eritics 0 the above enumerated position
impact of the stock markets on cconomic growth

Critics of the stock market argue that, stock market
prices do not accarately reflect the underlving
fundamentals when speculative bubbles emerge in
the market.  In such situations, pnices on the stock
market are not simply determined by discounting
the expected future cash flows, which aceording 1o
the efficient market hypothesis should reflect all
currently available information about
fundamentals,  Under this condition, the stock
market develops 1ts own speculative growih
dynamics which may be guided by irrational
behaviour. This imationality is expected 10
adversely affect the real sector of the economy as it
15 0 danger of becommg the by-product of a
CASINO.

Critics further argue that stock market higmdity
may negatively influence corporate governance
because very liquid stock markets may encourage
mvestor myopa.  Smoe investors can casily scll
their shares, more liquid stock markets may
weaken anvestors' commitment and incentive (o
exert corporate control by oversceing managers
and monitoring firm performance and savs that
stock market liquidity will not enhance incentives
for acquiring information about ime or exerting
corporate povernance.  In other words, instant
stock market liquidity may discourage investors
from having long-term commitment with firms
whose shares (hey own and thaerefore create
potential corporate governance problem with
sertous ramifications for economic growth,

Critics also point out that the actual operation of
the pricing and takeover mechansm m well
functioning stock markets lead to shon-termism
and lower rates of long-term investment,
particularly in firm specific human capital. It also
génerales perverse incentives. rewarding
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munagers for their success in financial engincering
rather than creating new wealth through organic
growth (Singh, 1997). This is because prices reaot
very quickly to a variety of information
mfluenomg expectations on financial markets.
Therefore, prices on the stock market tend to be
highly volatile snd enable profits within shon
petiods. Maoreover, because the stock market
undervalues long-term mvestment, managers are
not cncouraged to undertake long-term
mvestments sinee thetr activines are judged by the
performance of a company's financial asscts;
which ay harm long run prospects of companies.
In addition, empirieal evidence shows that the
takeover mechanism does not perform a
disciplinary  function and that competitive
selection in the market for corporate control takes
place much more on the basis of size rather thun
performance . Therefore, a large, inefficient firm,
his # higher chance of survival than a small
relatively eMcient firm

These problems are further magnificd in emerging
markets with their weaker regulatory institutions
and greater macrocconomic volatility. The higher
degree of price volatility on stock markets n
developing countries reduces the efficiency of the
price signals in allocating inyestment resources,
I'hese serious hmitations of the stock markets have
led many analysts to question the importance of the
system i promoting  eeonomie  growth in
emerzmng markets,

Stock Market and Economic Growth:
Empirical Evidence

Numerous empincal 1wests have shown that
financial variables have important impacts on
ceonomie growth, However, mostof the evidence
bunk-bused mensures of financial
deyvelapment such as the rato of hguid lability of
financral mtermedianies o GDP and domestic
credit 1o the private séctor divided by GDP. Not
until recently has the emphasis increasingly shifted
w stock market indicators, due to the increasing
role of stock muatkets in the economies.  For
exiample, Atje and Jovanovic (1993) tested the
hypothesis that the stock markets have a positive

LUeses

impact on growth performance.  They found
significant correlations between economic growth
and the value of stock market tradmg divided by
GDP for40 countries over the periods 1980-88.

Similarly, Levine and Zervos (1998) used pooled
Cross-country, hme-series regression 1o ovalute
the relationship between stock market
development and long-run economic growth.
Using data on 4| countries over the penod (1976-
1993) and after controlling initial conditions and
other factors that may affect cconomic erowth,
they concluded that stock market development
remains positively and sigmbicantly correlated
with long run economue growth.

In addition, wsing cross-country data lor 40
countries from 1976-93, Levine and Zervos ( 1998)
reported the influence of stock markets as
measured by their size (ratio of market
capitalization to GDP) and value traded (as a
proportion of GDP) as well as bank credit on
ccenomic growth. They found that the value
traded 15 positively and significantly related to
growth even when market capitalizabion was
included in the equation.  They amived at the
conclusion that “stock market ligudity and
banking development are both positively and
rabustly correlated with current and future rates of
ceconome growth, even after controlling  for
ceonormie and political factors, Since measures of
stock market hguidity and banking development
both enter the growth regressions significantly, the
findmgs suggest that banks provide different
linancizl services from those provided by stock
markets” (Levine and Zervos, 1998, p 554

Furthermore, using data from 44 indusirial and
developing countries from 1976- 1993, Demrgue-
Kunt and Levine (19964) investigated the
relatonships between stock market development
and financial intermediary development They
found that countries with better-developed stock
markets also have better-developed financial
intermediaries,  Thus, they concluded that steck
market development goes hand-in-hand  with
finuncial intermediary development.




Empirical evidence hinking stock market
development o cconomic growth has been
nconclusive even though the balance of evidence
15 in favour of 4 positive relationship between
stock markets and econormic growth. Levine and
Zervos (1998) found thnt vanous measurcs of
stock murket activily are positively correlated with
measures of real ceonomic growth across
countries, and that the association is particularly
strong for developing countries. Their results also
show that after controlling for initial conditions
and ceonomie and political factors, the measures
of banking and stock market development are
rabustly correlated with current and future rates of
cconomic growth and productivity improvement.

Determinants of Stock Market Development
The previous section has provided enough
evidence to make a convincing case that stock
market development at least created the enabling
environment for a suceessful cconomic growth. It
is hkely that the impact of stock market
development on growth will vary across levels of
development.  The policy question, therefore, is
what determines stock market development? The
literature suggests that sound macrocconomic
environment, well developed banking sector,
transparent and  accountable instititions, and
sharcholder protection, are necessary
preconditions for the efficient functioning of stock
markets in developing couniries,

Al Macroeconomic Stability

The microcconomic policy environment is cnitical
for mfluencing stock market and hence the extent
o which the market may be ableto play s rale. A
stable macroeconmmic environment is cructal for
the development of the market. The higher the
macrocconomic  stability the more incentives
firms and mvestors have to participate in the stock
market.  Furthermore, corporate profitability can
be affected by changes in monetary, [iscal and
exchange rate policies. Macroeconomic volatility
worsens the problem of informational
asymmetries and becomes a source of
yulnerability to the financial system. Low and
predictable rates of mflation are more likely to
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contribute to stock market development and
cconomic growth. Both domestuc and foreim
investors will be unwilling to inveést in the stock
market where there are expectations of high
inflation.  Gracia and Liu (1999) find that sound
macrocconomic  environments and  sufficiently
high income levels — GDP per capita, domestic
savings, and domestic investments- are important
determinants of stock market development in
emergine markets,

B. Banking Sector Development

The development of the banking sector is
important  for stock market development i
developing countries. At the early stages of 11s
establishment the stock market 15 o complement
rather than a substitute for the hanking sector,
Developing the financial intermediary sector can
promote stock market development
levels of linancial mtermediary development und
openness to trade appear to be the most significant
macro-factors that have a positive impact on the
size of the equity market in the world at large. This
finding is intuitive given that financial
intermediaries monitor and control managers und
help firms to list and thus countries with well-
developed financial mtermediaries tend to have
larger equity markets. Many East Asian countnes
are successful examples. Support serviees from
the banking system contribute significantly to the
development of the stock market, Consequently,
liquid inter-bank markets, largely supported by an
efficient banking system, are important for the
development of the stock market  Conversely, a
weak buanking system can constrain (e
development of the stock market On the
empirical front, Demiraguc-Kunt and Levine
{ 1996) found that most stock market indicators are
highly correlated with banking development.

Infact, the

C. Institutional Quality

Institutional quality is important for stock market
development because efficient and sccountable
institutions tend to broaden appeal and confidence
in equty investment. Equity invesiment thus
becomes gradually more attractive as political risk
s resolved over time. Therefore, the development

Nigerian dvademy: of Managememt Jowrmal 7



Migortan doadimy of Managesient Jotrmal &

Fhe Stock Mavket aod Ecenpmie Bleyelapuneants T Negerioe Cusé

of good quality institutons can alfect the
attractiveness of cquuty mvestment and lead to
stock market development.  Good quality
nstiutions such as law and order, democratic
accountability, corporate governance.
bureaucratic quality, has been found as important
determinants of stock market development in
Adrnca because they tend to reduce political nsk,
enhance regulmtory capucity, ond support the
Erb ct al (1996a)
show that expected retumns are related to the
magnitinde of polincal nsk,  They found that in
koth developing and developed countrnies, the
lower the level of political nsk, the lower is
required returns,  The recent increase in foreign
capiial inflows m emerging markets raises the
When torcign iovestors
decide to invest in emerging markets, they face
three different types of nsk: economic nisk,
financial risk and political risk. The evidence in the
literature suggests that political risk 1s a priced
tactor for which investors are rewarded and that it
strongly affects the local cost of equity, which may
have mportant ampheatons for stock market
development.

viabilhity of externnl finnnee,

issue of political rsk.

D. Shareholder Protection

Anather kev  determvmant of  stock  market
development is the level of shareholder protection
in pubbcly traded companies, as stipulated in
SCCUTIIES Stock  markst
development 15 more hkely in countries with
strong shareholder protection beeause investors do
not fear expropoation as much.  In addition,
ownership in such markets can be relatively
despersed, which provades liguidity 1o the market.
La Para et al (2003) provule evidence for the
mmportance of minority rights protection by using
tndientors of the quality of sharéhalder protection
as written in laws, They demonstrate that the
guality of shareholder protection 1s correlated with
the capitalization and hguidity of stock markets in
449 countries around the world, They also found
that countries with lower guality of legal rules and
liw enforcement have smaller and narrower
capital markets and that the listed firms on their
stock markets are characterized by more

or company  laws.

concentrated ownership,  Demirgue-Kunt and
Maksuoovie (1993) show that firms i countries
with high ratings for the effectiveness of ther legal
systems are able W erow luster by relying more on
external finance.

E. Stock Market Liguidity

Ligquidity 1s the ease and speed at which economic
agents can buy and sell securities. With a ligquid
market, the mitial investors do not lose access 1o
their savings for the duration of the investment
project because they can easily, and cheaply, sell
their stake in the company.  Thus, more Ligmd
markets could ease investment o long term,
potentially more profitable projects;  therehy
improving the allocation of capital and enhancing
prospects for long term growth. The more hguid
the stock market, the larger the amount of savings
that are channeled through the stock market and
the more developed the market is.

F. Private Capital Flows

In the last few decudes, foreign investors have
emerged as major participants i emerging stock
markets.  Foreign mvéstment is associated with
wshitutional and regulatory  reform, adequate
disclosure and hsting requirements and fair trading
practices,  The increase i informatienal and
operational efficiency 15 expected o mspire
greater confidence in domestic markets  This
mereases the investor's base and participation and
leads to more capital flows.

Another likely determinant of stock market
development m emerging markets 15 the degree of
privatization.  Also pension reforms and the
creation of pension funds are likely to have impact
ondevelopment of emerging stock markets

Indicators of the Nigerinn Stock Market
Performance

How well a stock market performs in relation to
other stock markels and primarily in relation to the
role 1t 15 expected to play in faciltating ceonomie
growth and development depends on a number of
factors. Certamn key indicators of stock market
performance which are generally accepted in the




literatura can be included in such analysis of the
perlormance of'a markel.

AL Market Capitalization Ratio (MCR)
Market capitalization is the total value ofall squity
securitics listed on a stock cxchange. It 15 &
fupetion ol the prevailing market price of gquoted
equities and the size of ther issued and pad up
capital.  Market capitalization s the most
inportant measure for assessing the size of a
capital market.

The market capitalization ratio (MCR) equals the
value of listed shares divided by GDP.  The
assumphion behind the measure 15 that overall
miarket size is posilively correlated with the ability
lo mobilize capital ‘and diversify risk on an
ecanomy wide basis (Agarwal 1997).

The market capitalization, GDP information and
market capitalization to GDP ratio 1s presented in
table 2.8, It shows the trend m the market size
between 1986 and 2005, It can be seen from the
lable that the stock markel size inereased [rom
1986 10 1990, fell shightly from 1997 to 1998 and
mereased from 1999 to 2007, The major reason
for the fall in the market size from 1986 (o 1999

was the mstability in the cconomy during those

The Sk Markei cied Economitc Developmaent, The Nigeoion Cuase

periods as a result of mstability in government
There were various military government reginics
coupled with the introduction of the Structural
Adjustment Programme (SAP) i 1986, These
made the- Nigerian market very unsafe and
unattractive for myvestments both for domestic and
foreign imvestors. There were a lot of capital Tight
during those penods. However, from May 1999,
when the civilian democratically elected
sovernment took over povernance, the mvestiment
climate of the country became attractive again
most especially because of the many positive
cconomic policies, Democratization,
deregulation and internationalization have made
the market much more vibrant and competinve.
There arc already an increasingly active foreign
presence in the market as a resull of the
aforementioned developments in the political and
palicy environments of the market and indications
are that the trend will continue.  Specifically, the
astronerical mncrease in the market size in 2004
was mamly aso g result of the banking sector
consolidation exercise which saw many of the
banks in the country coming to the stock market (o
source for funds in order to meet the N25 bilhon
mandatory capital base stipulated by the Central
Bank of Nigeria, The data really shows that
increases i the Lstings have a positive impact on
the stock market size,

Niperion Acadennt of Managemens Sonrndal §



The Stk Market and Bcomomic Devalopment: The Nigerien Case

Table IMarket Capitalization and GDP (1986-2007) (MC/GDT)

| Year | Market capitalization | GDP at Current Basic | Market Capitalization
(& billion) Prices ¥ billion) | GDP %
1986 6.79 71.9 9.4
1987 8.30 BTV 5 T,
1985 | 10.02 T i48e I X -
1989 12.58 2202 57
1990 1636 271.9 6.0
1991 23.13 1 3167 T
1992 31.27 336.3 5.8
1993 47.44 6381 6.9
1994 66.37 904.0 70
1995 180.31 1934 8 93
- 1996 - 28582 2703 10.6
1997 281.96 2802.0 o1
1998 262.52 27212 9.6
1999 300,04 33136 9.1
2000 472.90 4727.5 10.0
200 662.6 5374.3 12.3
2002 764.9 | 32322 12.3
2003 13593 60617 204
2004 1.925.9 11411.1 16.9
2005 2.900.1 ' 15610.9 8.6
2006 5.120.9 l 185646 7.6
2007 | 13,2946 | 232807 | 37

Source: SEC Annual Reports and Statement of Accounts, various years, 2007,
MNational Burean of Statistic, 2007

B Total Value of Shares Traded Ratio (VT) ratio complements the market capitalization ratio.

This measure equals tolal value of shares traded on ] _ :
the stock market exchange divided by GDP. The Using value of trade as a measure of the market's

Total Value Traded Ratio measures the organized trend intensily, or momentum, 15 common. Table 2
wading of firm equity as a share of national output shows the trend in the Value of Trade on the NSE

and therefore should positively reflect liquidityon ~ [fom 198610 2007
an economy-wide basis. The total value traded

Nigeviin Avademy of Menagesenl Jovenal 10
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Table 2:Value of Shares Traded Ratio (1986-20H7)

Year Values of shares Gross Domestic Total value traded/
traded (& billion) Product (X hillion) GDP (Percentage)
1986 .3 71.9 0.695
1987 0.3 B 108.2 0.277
1988 | 0.3 142.6 0.210
1989 | 0.7 220.2 0.318
1990 0.3 2719 0.110
199 ] 0.2 316.7 0.063
1992 0.5 536.3 ' 0.093
1993 07 68N ] ; f102
1964 1.0 904.0 il
1995 | 18 =13 1934 8 0.093
1996 7.1 s 0.263
1997 1.1 2802.0 (1396
1998 13.6 2721.2 0500
1999 i4.1 3313.6 (1426
2000 23.2 47275 0597
| 2001 576 53743 1.072
2002 60,3 62322 (1968
| 2003 1207 0061.7 1.991
| 2004 2258 11411.1 1.979
2005 2629 156108 1634
- 2006 470.3 185646 i 2,533
2007 20863 2328017 8.062

Source: SEC, NSE Annual Reports and Statement of Accounts, 2007, National Bureau of Statistic, 2007

. Turnover Ratio (TR)

This ratio equals the value of total shares traded
divided by market capitalization. Though it s not
a dirgel measure of theoretical defimitions of
hgudity, high tomever is often used as an
indicator ol low transaction costs, [0is @ measure
of how active a market 15, The tumover mbo
complements the market capitalization ratio. A
large inactive market will have a large market

capitalizaticn ratio but a small turnever ratio.
Turnover ratio also complements the total vale
traded ratio. While the total traded ratio captures
trading relative to the size of the economy,
furnever ratio measures trading relative to the size
of the stock market. A small liquid market will
have a high tumover ratio but a small total value
traded ratio. Table 3 shows that the turnover ratio
has been very low in Nigeria
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Table 3:Turnover Ratio (1986-2007)

Year Value of Shares Market Capitalization Turnover Ratio %
| Traded (¥ billion) (N Billion)
1986 03 6.79 7.4
1987 0.3 230 36
1988 0.3 1002 10
198Y 0.7 1258 | 5.6
1990 (13 16.36 1.8
1991 032 23.13 4
1592 0.5 3127 L6 B
1993 (.7 47.44 L5
1994 10 6637 %5
1995 1.8 18031 10
1996 7.1 IR5.82 25
| 1997 111 281.96 39 1
| 1998 13.6 262.52 5.2
1999 14.1 300.04 4.7
2000 28.2 47290 6.0
2001 57.6 662.6 87
2002 60.3 7649 79
2003 120.7 1359.3 _ 5.9
2004 | 2239 1925.9 116
2005 254.7 2900.1 4.8
2006 | 4703 51209 i 93 )
2007 T 2,0863 13,294.6 15.7

Source: SEC Annual Reports and Statement of Accounts

D, Market Index

The Exchange has since January 1984 published a
stock exchange index called the All-Share Index.
The index 1s an aggrepate of the market
capitalization of all the industry equities listed m
the market with 1984 as its base. Aggregate price
changes tend to reflect general changes in the state
of the economy or shifts in investors' expectations.
The market index is an important tool for
cxplaining cconomic performance. The mdex
computed by the stock exchangé s based on the

average changes in the individual stock prees. 11 1s
cssentially a compilation depieting the average current
marker value of common stock al a particular date.
relative to thoir average market value atan carlier base
period.  Table 4 below shows the Nigerian Stock
Exchanize All-Share Index from inception of the index
in 1984 10 2007. The performanee of the Index reflects
positive improvement in prices of most quoted equities
during the years, especially the highly capitalized
stoclks.

Migertan Aeaedeny of Maragenen! Jowrnal [2
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Table 4:The NSE All-Share Index 1984-2007

Year Index % Change . | Cum, Change %
1984 1000
TTE 1273 273 Fi3
1986 88 | &F 56,0
1987 190.9 f 16.5 725
|
1985 2333 34 94.9
1989 | 3253 193 T 1341
1990 5138 579 192 1
1991 783.0 504 2445
(992 1076 415 285.9
1993 15438 394 325.3
1994 2,205.0 ALE 3641
1995 5.092.0 130.9 499 |
1996 | 69920 37.3 5364
1997 6,440 5 (7.9 5285
1998 5.672.7 (11.9) 5i5.6
1999 2664 7 | 5094
2000 $.111.0 sS40 563.4
2001 10,9631 152 S95.6
o0z | 121377 w7 609.3
2003 1289 G658 675.1
2004 23,844.45 18.5 693.6
20605 240858 1.} 6046
2006 33,1893 378 7324
2007 2799022 74.73 ROT7.13

Howrce: SEC Annual Report & Accounts 2007

E.  Market Liguidity

Liquidity generally refers to the ability to buy and
sell security casily. Liguid equity markets allow
companies on the one hand 1o have a permanent
aceess o capital through equity issues and on the
other hand, allow investers to switch out of equity
il they need to access funds or if they want to
change the composition of their portfolios,

Two measures of liquidity commenly used in the
literature are computed: total value traded to GDP
and the tumover ratio. The tumover ratio gives the

total value of shares traded in relation to the size of
the market. The results are as reported in tables 2
and 3

F. Market Concentration

Market concentration can be measured by looking
at the share of market capitalization accounted for
by the large stocks. These large stocks are scen as
the leading few firms in the market. In many
cconomies only a few companies dominate the
stock market (Bundoo 1999). High concentration
i5 not desirable as it can adversely affect iguidity.

Nigerian Academy of Management Jownal 13
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as il is common o find a negative correlalion
between concentration and hgudity.  Table 5
shows the top twenty stoeks on the Nigerian Stock
Exchange by Market Capitabization.  From the
table, it can be deduced that the top ten stocks on
the average made up 533 percent of total market
capitalization between 2000 and 2006. The top 20
stocks controlled 72.0 percent of the market on the
average over the same period,

W Market Listing

The total amount of new 1ssucs of securities raised
in a4 capital market 1s a major indicator of how
popular the market 15 as a source of growth funds.
This actually depends on the degree of investors!
confidence and the comparative cost of raising
similar funds from altermmative source in the
financial system. The number of equity histings on
a stock exchange also determines the popularity
and size of a stock market, The number of listings
is influenced by the stringency of the requirements
lor quotations and the degree of corporate aversion
o quatation. Nigeriahas only 214 equity listing as
at 2007 compared 1o South Alnica with 450 and
Egypt with 7M. Table 6 shows the Growth in the
Number of Listed Securities between 1987 and
2007 while Table 2.14 shows New Issues and
Ciross Fixed Capital Formation i the Nigerian
Capital Market from 1981 10 2005. New issues of
securitics n Migenia averaped N39.26 billion
between 1990 and 2004 as indicated in tzble 7
wlhale the tdal number of hsted sécurities in the
Exchange as at 2007 was 310, The astronomrcal
merease in the amount raised through New Issues
(Equuties) as from 2004 (Table 7) was as a resultof
the banking and insurance sector conselidation
which saw many banks and msuranee companies
coming o the stock market to source for funds in
order o meet up with the Central Bank of Nigeria's
stipulated mandatory paid-up share capital for
banks and insurance companies operating in the
country.

I11. Research Methodology

The methodology adopted in this study is error
correction mechanism. This was conducted after
stationarity test. Coinfegration test was also used

to examine the existence of long run relationship
between all vanables of interest alier which error
correction mechamism is used,  All necessary
statistical tests was carried out, including
coefficient of determination R°, F-statistic, Durbin
Watsen amd -statistic.

Model Specification

To examine the mmpact of steck markel on
ceconomic prowth in Nigeria, we adopted three
models m which steck market indicators and some
selected macroeconomic vanables are regressed
on the performance of the Nigenan economy. The
first and second models examme the separate
effect of market capitalization ratio and value of
shares twmover ratic on economie grewth in
Migena, The third model incorporates other
determining variables of economic growth with
market capitalization ratio and turmnover mtio as
independent variables of the model. The proxy for
the performance of Nigenan economic growth is
the growth rate of real Gross Domestic Product.
Stock markel mdicators used in this study arc
market capitalization ratio, turnover ratwo and
shares traded ratio.  Other independent variables
selected in thas study are: exchange rate, domestic
rate of inflation, government expenditure and
political stability. These models are specified as
follows.

GRGDP = [+ RMARCAP+ p

GRGDP = [, tB RTURNOVER +p

GRGDP = [+ RMARCAP+ B, 1

RTURNOVER -

BEXCHHR,DIRAP, + GOVEXP
f3,POL 4

Where

GRGDP growth rate of real GDP

EMARCAP = market capitalization ratio

RTUNOVER tumaowver ratio

EXCH = exchange rate

DIR = domesticrate ofinflation

GOVEXP = government expenditure

POL = political stability




A priori expectation

{n the basis of the discussion above, the expected
sign for the coefficients of market capitalization
This 15 because high market
capitahzation ratio and turnover ratio facilitate
ceonomies of seale and make eflicient use of other
resources possible.  The coefficient of exchange
rate 15 expected o be negative:. This 15 because
high and unstable exclange rate incerease cost of
production, thereby, retarding production and
economic growth. High mflation hinders smooth
production prucess, scares away Foreign Direct
Investment and consequently retards export and
ceonomic growth. It 15 also expected that
sovernment expenditure facilities and paolitical
stabilily promote productive activities. Therefore,
we expect thewr coefficients (o be positive.
In other words, it 15 expected
ﬁ,ﬁ'ﬂ,ﬂ,‘:’-ﬂ,ﬁ,{U,de-"'u,f.'},:-“u and [—iﬁ}u

ratio 15 posthive,

that

Re-statement of Hypothesis

H,: Market capitalization ratio' has no
significant relatonship with economic
growth in Nigeria.

H,: Market capitalization ratic has significant
relationship with econemic growth in
Nigeria.

H,: Turnover ratio has no significant
relationship with economic growth in
Migena

H;: Turnover ratio has significant relationship
with cconomic growth in Nigeria,

H;: Exchange rate, domestic inflation rate,
government expendilure and political
stability have no sigmificant impact on
ceonoric growth in Migerna,

H,: Exchange rate. domestic inflation rate,
povernment  expendiure and - politcal
stability have significant impact on
cconomic growth in Nigeria.

Estimation Techniques

This paper employs the techniques of emor
correction model, comtesration and unit root test
to estimate the relationship between capital market
development and economic growth,

The Stock Market and Economic Developreent: The Nigerion Case

In any economic study of [unctional relationshp
between two or more variables that involve time
series data, it is imperative to take inw
consideration the propertics of tme senes data
used in making any judgement or inferences. A
time series 15 sand o be stationary 1f 115 means,
vanianee and covariance are all mvananl with
respect to time.  Regression of a non-stationary
time series on another non-stationary time series
may produce a spurious regression. In othe
words, the model may yield misleading values of
coefficient of determination R, Durbin Watson
test of autocorrelation, t-statistic and F statistac,
The estimation technigue used in this analysis wall
be based on test of Stationarity using Augmented
Dickey Fuller test of unil root, comtegration lest
for testing the existence of long mun relationship
between the dependent and independent variables,
and error correction techniques (ECM) for
establishing a long run adjustment between the
variable of inlerest,

briefly explained below,

All these techmgues are

1. Concept of Unit Root Test

The unit root test 1s a test of stationarity of time
series data. Unit rool test can be performed by
using Avgmented Dickey Fuller (ADF) test. The
ADF test 15 a test against the null hypothesis that
thereisaunmitraot of 1 {1)scnes,

The testequation is of the form:
AY =a+a ¥ 8 AY  +EAY  +&AY  +.. 18,
AY, g,

The t-statistic dest of'the coefficients of the lapged
level of Y, with the enitical L —values are given in
the Fuller {1976) distrbution table.
value for the rejection (or acceptatice) of the null
hypothesis is a function of the sample size and the
functional form of the madel used for the test.

[he critzcal

2. Co-Integration Test

According to Komolafe (1996), two or more
different series may not themselves be stationary,
but some binear combination of them may indeed
be stationary with the generalization to more than
two series. Economically speaking, lwo variabiles

Nigerian Aeadeay of Mandgement Jovinal 15



e

Nigerian Acodemy of Management Jowrnal 14

The Stock Marke: and Econgmie Developments The Nigerian Case

will be cointegrated it they have long term
relabonship between them. The technique of
comlegration thus arses out of the need to
integrate short tun dynamics with long run
cquilibram.  The presence of co-Integration
means that long-run relationship exists among the
non-stationary vanables. Granger and Newbold
(1977) and Granger and Engel (1985) have all
shown that the existence of comntegration 15 a
sufficient condition for the formulation of a model
that allows for the incorporation ol an error
correction model (ECM).  The nclusion of ECM
i a mode] ensures that the long run relationship 1s
presarved.

In this study, the Johansen, S. and K. Juselius
{1990) coinlegration test will be used,

¥ Error Correction Mechanism

['he error correction termandicates the speed of the
adjustment which restores equilibrium in the
dynamic model. The ECM coefficient shows how
quickly variable returns to ¢quilibrium and it
should have a statistically significant coefficient
with a negative sign.  Error correction technigue
corrects for disequilibrium between short run and
long run behaviour of the dependent variable.
Since disequilibrium may exist in the sort run,
there 15 need to tie the value of the dependent
variable to its long run value. The grror term from
the comntegrating /initial regression 1s thus called
“equilibrium error™

The error correction model can be specified as;
D(log(GRGDP))=f, [}, D(logiRMARCAFP))
HLD (long{ RTURNOVER)) + B, D{long{EXCH}))
+ p,D (log{DIR}) + B.D (log
(GOVEXP)HBESD(POLHECM{-1)+p

Where:

D = dilference parameter

ECM(-1) = one period lagged value of the
error from the cointeprating
J/initial regression

L = ermor lerm

Iv. DATA ANALYSIS AND
PRESENTATION OFRESULT

This section presents the result of regression
analysis of the relationship between the stock
market development indicators and the
performance of the economy using error corection
mechamsm. It also presents the results of other
statistical estimations. The section is structured
into five parts. Inpart4.2, we carry out descriptive
analysis of market capitalization.  Part 4.3
examines the corrclation analysis betweon the
performance of the stock market and economic
activities in Nigeria. In part 4.4, we conduct unit
1ol test, and comntegration test. And lastly, section
4.5 is based on presentation of error correction
model result and various diggnostic tests.

The data for the analysis are shown in table
below,
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Table 4.1: Data for Analysis

TYEAR | GRGDP | DIR | EXCR | GOVEXP | RMARCAP | RTURNOVBER | POL | RSHARE
966 | 017354 | 54 | 2020600 | 1622370 | 2987.170 1.672721 0 0.695
987 | 0505490 | 102 | 4017900 | 2201870 | 3476812 1786273 0 0277
D8R | (318303 | 38.3 | 4336700 | 2774950 | 3522238 3 577491 0 0210
[DRD | (.543085 | 400 | 7301600 | 4102830 | 4066789 5447030 0 0318
1990 | 0234823 | 75 | 8037800 | e026R20 | 4838910 | 924656 0 0.110
1901 | 0163622 | 13.0 | 9.000000 | 6658240 6577144 1.128394 0 0063
192 | DAH3577 | 445 | 17.29830 | 9279740 | 9636.243 1.513947 0 0,003
1993 | 0283107 | 572 | 22.05110 | 1912289 13602 63 1411608 0 0100

1994 | 0313699 | 570 | 2188610 | 1608932 18974.06 1505444 8 | eiil
1995 | 1.140289 | 72.8 | 2188610 | 2487681 | 48521.79 1074882 0 0.093
1996 | 0397439 | 29.3 | 2188610 | 3372176 | 7777861 2472980 0 0,26
1997 | 0036306 | %3 | 2LBA6L0 | 7282152 | 7728791 3801281 0 0,396
[9UR | 0.028835 | 10.0 | 2188610 | 471134 | G7785.12 5. 165090 1 0,300
1000 | 0217694 | 6.6 | 92.69340 | 947690.0 S84RG28 | 6032058 | 1 | 0426
000 | 0426719 | 69 | 1021052 | 7011000 | 1160785 |  5.892148 1 1.597

3000 | 0036818 | 189 | 1119433 | 1018000 | 1534658 8602424 i 00
002 | 0159631 | 129 | 1209702 | 1018200 | 1690978 7.893375 1 0,961
003 | 0027365 | 14.0 | 1293565 | 1226000 | 2745629 8001161 1 oer
2004 | 0882486 | 150 | 1335004 | 1426200 | 4003518 1069179 | 1.979
2005 280413 | 179 | 132.1470 | 1822.100 | 5805673 8.267602 1 1.684
2006 | 1659122 | B2 | 1286516 | 1938000 | 8593888 6703391 ] 2,533
2007 | L196962 | 5.4 | 1258331 | 2459900 | 16217145 | 3240813 | 1 | &9

Source: Central Bank of Nigeria (2007)

market, measured by market eapitalization ratio,

T e

:TI:;IE}P = growiliteotal GDP improves over the years. Market capitalization
RMARCAP = marketcapitalization ratio rose steadily from less than 100,000 million in
RTURNOVER=  turfiover atio 1986 to more than 600,000 million in 2006, This
RSHART = ahacesadedraito apprecialion shows fast growth and development
EXCH = wxchanpsrate in the stock market. It also indicates high
DIR - dnmw'i RS mvesiment in companies by mvestors. And this
GOVEXP = povernmentexpenditure has contributed to the growth of the cconomy.

roL = political stability

4.3 Correlation Analysis
The table below presents correlation coefficients

4.2 Deseriptive Analysis e
of the performance of the Nigerian economy and

In the figure above, the performance of stock
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other explanatory wvariables.  Correlation
coctficient measurcs degree of association
between two variables. Tt indicates whether two

variables are moving in the same or different
dircctions.

Table 4.2: Correlation Test

RGDP MARKET CAPITAL VALUE OF SHARE
RGDP 1000000 0.870494 : 0.856426
MARKET CAPITAL 0.870494 1000000 0.988115
VALUE OF SHARE 0.856426 0988115 1000000

The coefficient of comelation between stock
market development indicators (market
capitalization and value of share traded) and real
Gross Domestic Product. The result shows that
markel capitalization and value ol shares traded
have positive relationship with economic growth
in Migenia, It can be seen from the degree of
association between market capitalization and
ceonomic activitics in Nigeria which is 0.87, This
shows that market capitalization 1s closely linked
with economic activities and that both variables
are moving closely in the same direction. The
degree of association of value of shares traded
with real GDP 15 also very high 0.85. With this
result, 11 can be sawd that when value of shares
improve economic performanee will improve.

4.4 Model Re-5pecification

The study uses three models for the estimation of
the relationship between stock markel
development and economic growth in Nigeria,
The first and second models examine the separate
cffeet of market capitalization ratio and valuc of
shares traded on economuic activities 1o Nigeria,
The third model incorporates other determining
variables of cconomic growth with market
capitalization ratio and value of shares traded as
independent vanables of the model. These models
arcre-specificd as follows.

Madels
(1)  GRGDP = BABRMARCAP+p
(2) GRGDP = BB, RTURNOVER + p

(3} GRGDP = B, P RMARCAPH 5, +
ETURNOVER +
B,EXCH+B.DIRH3, ¢
GOVEXP+B,POL tu

Where

GRGDP = orowth rate of real GiDP

BEMARCAP = markel capitalization

ratio

ETUNOVER = turnover ralio

EXCH - exchange rate

DIR = domesticrate of inflation

GOVEXP = government expenditure

4.4.1 Unit Root Test

Granger and Newbold (1974). Granger (1988),
have demonstrated that if time series variables are
non stationary, all regression results with these
ume seres will differ from the conventional
theory of regression with stationary series, That
is, regression cocllicients with non-stationary
variables will be spurious and misleading,.

To get over this problem, we test for stationarity of
the time series. Augmented Dickey Fuller { ADF)
test will be used to investigate whether varniables
used in this study have a unit rool or nel. The
results of the unit root test are presented below,
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Tabhle 4.3: Unit root test

Yariable Level 1" Difference | 2™ Difference 1% Critical Order of

. value Integration

GRGDP -1.368162 -5.006878 -5, 838306 -2.7275 (1)
RMARCAP | 1198573 -2.247601 -4.809752 -4.6712 12)

RTURNOVER | .0.426695 -3.35223] 6.123521 3.9228 1(2) i
| RSHARE 2310366 -1.639362 -7309911 | 3.9228 12)

EXCH -1.842658 -2.654709 4.864107 A.6712 I(2)

DIR -1.302843 4,177538 -5.350520 27275 (1)
GOVEXP -1.845627 -3.473145 5.102036 -3.9228 1(2)

POL 0.000000 -2 738613 4.582576 27275 (1)

In the table above. all vanables are at non-
stationary level. This is because the ADF value of
each wvariable 15 less than the McKinnon 1%
critical values. Times series of growth rate of real
GDP, domestic inflabion rate and political stability,
proxicd by dummy variable are stationary al first
difference, while the time series of market
capitalization ratio, turnover ratio, value of share
iraded, exchange rate and federal government
expenditure are stationary atsecond difference.

in-order to Incorporate stationarity test results into
o modeling, our model has to be changed in such
a wiy that all variables are used in their stationary
level.

4.4.1 Cointegration Test
Co-mtegration test examines the existence of

long-run relationship bhetween dependent and
independent variables.  Co-integration of
dependent and independents wariables form a
dynamic basis of'a [unctional relationship between
two or more variables, thus, help in forecasting
purposes. In this study, we carry co-integration
testusing Johansen's test of cointegration.

Johansen Cointegration Test

The result of Johansen cointegration test 15 shown
in table 4.4. The result shows that there exist five
(5) comtegrating equations at 5% level of
significance. This is because the likelihood ratio
is greater than eritical values at 5%. The result
mdicates that, m the long run, the dependent
variables can be efficiently predicted using the
specitied independent wvariables.  Thus, cror
correction model can be estimated.
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Table 4.4: Johansen Cointegration Test

Likelihood 5 Percent. } Percent | Hypothesized
Eigenvalue Ratio Critical Value Critical Value : No. of CE (s)
0.988674 2660812 11424 133.57 | MNone¥*
0.956390 171.9877 94.15 103.18 At most | **
(1544544 106.2058 G5.52 76.07 At most 2 ¥*
- 0.7643506 60.86960 47.21 54.46 At most 3 *7
(.645688 30.50211 29.68 35.65 At most 4 *4
(.324832 8.712968 1541 20.04 Al most 5
(1.021867 0.464292 3.76 6.65 At most 6
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*{**} denotes rejection of the hypothesis at 5% (1%) sigmificance level
LB, test indicates § cointegrating equation(s) 5% sipnificance level

4.4 Model Re-Specification

We are able to establish statioparity status of
relevant variables in our study in section4.4.1. We
also showed in section 4.4.2 that long run
relationship exists between dependent and

(log(RSHARE) B,D{log(EXCH)) +
fD(log(DIR)) + B,D{log (GOVEXD)) +
B,D(POL) + ECM(-1) + p

mdependent variables in our model. Taking all ~ Where;

these into consideration, we re-specify our model D = difference parameter

oneas [ollows; Lh - Randomerror Term
ECM, = equilibrium parameter

These models are re-specified as follows;

MODELS

¢ D(log(GRGDP))=p,+pB,
Dlog(RMARCAP),2)n

e D(leag({GRGDP))=p,+8,
Dilog{RMARCAP) 2}+

2 D(log{GRGDP))=p, B,
Dilog{RMARCAP) 2}4uf,D
(long(RTURNOVER)) + B,

Oither varables remain as defined above.

4.4.1 Presentation of Equation One Result

In this section, we present the regression results of
the models on the effect of stock market
development indicators, market capitalization
ratio, share traded ratio and turnover ratio, on
cconomic growth in Nigena. The regression
results arc as Tollows;
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Result of Moedel One
Variable Coellicicnt Sid. Error t-Statistic Prob.

3 40.205393 0.233295 -0.880200 (3935
D(LOG(RMARCAP).2) | 880346 0.687264 1735985 (0161
R-squared 0.468401 Mean dependent var 5 -0.164936
Adjusted R-squared 0411858 | 5D dependent var 1114602
S E. of regression 0931304 Alkaike info criterion 2812007
Sum squared reside 12,14258 Schwarz criterion 2.508580
Log likelihood 2049605 | F-statistic 7485616
Durbin-Watson stat 2387065 | Prob (F-Statistic) 0.016081

Interpretation of Coefficients

The result of model one shows how market
capitalization ratio impact on economic growth in
Nigeria. In the result, market capitalization ratio
has a positive relationship and sigmficant
relationship with economic growth. One percent
increase in market capitalization ratio will lead to
about |.88 percent increase in economie growth.
The coefficient of market capitalization is

gignificant. This 14 becaunse its probability is less
than 0.05 critical value. The overall coefficient of
determination R° indicates that
capitalizalion ratio captured about 46 percent of
total variatton in economic growth.  The
implication of the result is that stock market
through capitalization promotes investment
activities and invariably improves economic
growih,

market

Result of Model Two
Variable Coefficient | Std. Error 1-Statistic Prob.
C N 0150200 | (0.284635 -0.527694 0 6060 |
D(LOG(TURNOVER),2) 0.288%23 (1125782 2296218 0.0486
| Risguared 1.531821 | Mean dependent var " . 164936
Adjusted R-squared 0.427334 | 8.D. dependent var 1114602
5.E of regressian 1.135218 | Akaike info criterion 3207995
Sum squared reside 18.04207 | Schwarz criterion 3304568 |
Log likelihoad 2366396 | F-staristic 5.460139
Durbin-Watson stat . 2372734 | Prob (F-Statistic) 0.028617
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The tesult of model two shows how turnover ratio
contributes to economic growth. Inthe resul, there 15 a
positive  relationship between  turnover ratic and
ceonomic growth,  One percent increase in tumover
ralio will o the average, increase economic growth by
about 0288, The cocfficient is significant at 3 percent

critical level, Owerall coefficient of determination R
indicates that value of turnover ratio captired about 33
percent of totzl variation in economic growth. The
result implies that as turmover ratie in the stock markel
increases, economic prowth improves.

Result of Model Three
GRGDP=(RMARCAT, TURNOVER, DIR, EXCH, GOVEXFP, POL)

Variable Cocfficient Srd. Error 1-Stanstic Prob. |

C -0,006191 0272637 | -0.022709 0.9824
(LOG(RMARCAP).2) 2301681 0.544607 2.436656 0.0408

| DLOG(RTURNOVER).2) 0,287892 (1463393 0.621270 0.5517
D(LOGIDIR)) DA12479 | 0179486 2298112 0.0445 |
LOG(EXCR)2) (1355811 0.785943 0.707189 (.4%85 |

D(LOG(GOVEXP).2) 0.007518 (.136465 0.055091 0.9574

POL 0.639892 0.253923 2.520023 0,032

L EOM-1) D66A666 | 0303132 | -2.192661 0.0493
" R-squared 0721243 Mean dependent var 0164936 |

Adjusted R-squared 0.577407 | 5.1 dependent var 1114602

S.E. of regression (1805753 | Akaike o eriterion 2712773
‘Sum squared reside 5.193890 | Schwarz criterion 3099067

Log likelihood 370218 | F-statistic 5957571
CDuthin-Watson stat. 3383609 | Prob (F-Statistic) 0.035840 |

The relationship hetween turnover ratio and
cconomic prowth from the tesult is positive but
insignificant. The coetficient of turnover ratio 15
(.28, This result indicates that when turnaver tatio
clianges by one percent economic growth will
change in same direction by 0,28 percent.

The results show thal the coefficient of exchiange
rate is positive but insignificant at 5% level. This
suggesis that exchange rate has 4 positive impact
on the performance of the economy. One percent
increase m cxchange rate will, on the average, lead
(o about 1,55 percent inerease in economic growth,
This result indicates that exchange has not been

weil manaped by the monetary authorities, This s
hecause high and unstable exchange rate creates
uncertainty and increases cost of production which
can invariably reduce the competitiveness of local
commodities.

The result also shows that the coefficient of
domestic inflation rate has a sigmbcant negative
relationship with economic growth. One percent
increase in inflation rate, other things bemng
constant, leads to about 0.41 percent decrease in
the performance of the economy, The impheation
of this result is that inflation rate has consitiuted a
barrier to the growth and developmentin Migena,




The result also shows that government expenditure
has a positive insignificant relationship with the
performance of the economy, One percent
increase in government expenditure leads to about
0045 percent increase in the performance of the
cconomy.  The result shows that government
expenditure has not influenced economic growth
significantly.  Government expenditure has to
facilitate mcreased employment, correct
macroeconomic instability and promote social
welfare,

Lastly, political stability promotes economic
growth. This is indicated from the positive s g of
Its coefficient.  With this, t can be stated that a
palitically stable economy grows faster. From the
result, ECM is negative -0.66 and significant at 5%
percent cnlical level. It shows that more than 66
percent disequilibria in the performance of the
cconomy in the previous year are corrected in the
current year. The strong significance of the ECM
i5 an indication and a confirmation of the existence
of a long run cquilibrium relationship between
contnbutions of the economy and the relevant
independent variables used in this study.

44 Measurement of Goodness of Fit

. Coefficient of Determination R

The coefficient of multiple determination R is
0.72, This indicates that about 72 percent of the
total variations in cconomic growth are explained
by the varations in market capitalization and other
meluded independent variables. This shows that
our maodel explains large propartion of variations
meconomic growth in Nigeria,

Adjusted R” shows actual variations in real GDP
captured by the mdependent varables introduced
in the model after taking into considerations effect
oladditional explanatory variables on R, Ttean be
seen that the model still explains about 57% of the
total variations in the performance of the economy:

F-Statistic
The F-statistic shows overall significance of the
model. The F-statistic 1s significant at 5% level.

The Stock Market and Econonie Develapment, The Migerian Case

It's value (4.95) 1s greater than the theoretical tible
value(2.53) with 7and 15 degree of freedom. We,
therefore, reject the null hypothesis that the mode
is not significant in explaining the vatations in
economic growth.

The Durbin Watson test of autocorrelation shows
an absence of seral autocorrelation,  This is
because the calculated value of DW (2.38) fulls
between 2 and 4-Dy at 1 % sipmificant level. The
I, = 1.61 and 4-DU = 2,39, Wil this result we
reject the hypothesis that thee is presence of serial
autocorrelation in our mode.  Therefore,
parameter estimates from our model are stahle and
efficient.

Y. SUMMARY OF FINDINGS AND
CONCLUSION

The casc of the Nigerian Stock Exchange is no
cxception to those other developing countries
which are working towards reforming  and
deepening their financial systems through the
expansion of their stock markets in order 1o
improve their ability o mobilize resources and
efficiently allocate them to the most productive
scetors of the economy, This paper examines the
relationship between stock market development
and economic growth. Results suggestsa positive
relationship between several indicators of (he
stock market performance and economic growth
both directly, as well as indirectly by boosting
private vestment behaviour.  The market
biquidity {tumover ratio} has a positive impact on
growth while the market size (capitalization ral 11}
affect investments which, in turn, affect growih,
The empirical results do support the theoretical
literature (e.p, Levine, 1991), in suggesting that
the stock market development leads to high
ceonomic growth because it reduces both liquidiny
and productivity shocks.

As indicated by the current trends, the market
seems to be saddled with low liguidity and slow
growth in listings, The market is scen as facing a1
lot ol challenges in its development and growth. It
is therefore crucial that the policies related to (he
market should be given a serious and more
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harmonized consideration.  The critical
bottleneeks that could undermine the stock market
linkages with micro cconomic variables should be
cleatly identified so that a better framework canbe
developed to guide the development al appropriate
policies which will ultimately ensure the rapid
development of the stock market in Nigera and
consequently impact on national economic growth
and development.
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