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ABSTRACT: - The study imostivated the impact of financial murket development oin the Nigerian econony
Based an grovwik theory and othier empirical findings o imodel expressing gross domestic product GDI as o
fiunciion of exchange rate (fxe) money supply growth rate (Msgr), market capilalisation (Meap) and stock,
waded inrnaver raiio (Steky Ordinary least square estimating technique is adopied particularly nliiple
rewression analysis. The resulls show that market capitalisation and exchange rate have positive and significant
impact cir the groveth of Nigevinr economy. While inflation rate, money supply and stock traded twrnaver which
ix arguubly seen o he a berter indicator of stock market performance than market capitulisation I appediy Hhat
the wains from stock market have nor been felt significantly in the Nigerian economy dite (o the non-significance
of the stock traded numover It i recommended that effor is more geared toward development of the financiol
marher f inereasing moie pati oaage So ds to improve the impact on the Nigerian ecotomy &

Kevwords: - Stock market, market copitalisation, econamic growth JEL Classifications. G G5 and (24

K INTRODUCTION

The financial or stock market has become an cssential market playing a vital role in economic
prasperity by fostering capital 1ormation and sustaining economic growth. Stock markets are more than a place
10 trade securities: they operate as a facilitalor between savers and users of capital by mueans of poaling ol funds.
sharing risk. and transferring weulth, Stock markets are essential for economic growth as they ensure the Now of
resourees 10 the most productive investment opportunitics. Somoye (2006)

However, the one sidediess of the dominance in the activity chart of the Nigerian stock market by only
the banking sector in the recent tmes seems not o follow the eftective allocation and distributivn ol resources, o
ole that is supposed to be pluyed by {he capital market  Again. evidence from somie developed econumics
shows thin the capital market plays major roles in correcting and adjusting various macru economic disequlibra
and Nuctuations  in these economies but in Nigeria despite the activities in the Nigerian capital market, the
cconamy is continuously subjected 10 serious economic instability as a result of frequent Huctuation in o)
macro cconomic varinbles  Therefore, the rales played by capital markets in some developed countries s i
buill economic stabilizers™ seems nol to be evident in pertormance ol the Nigerian capital market. Alade (2002)
Al these call for w eritical apprasal of the role of Nigerian capital market in promotion ol Nigeriun econoniv
urowth

L the report of INIE (002 assessment of the performance of stock market in the deveioping countrics
was emphusized as o means of evolving policies that can transform the gains from their capital markets to over
all cconomic development of these countries. The report lurther cited developed cconomies Lke LS. Umited
kingdom umong others as countries that have effectively utilized the gains from their cupital market for various
developmental purposes. In fact mujor macro econemic variables in these economies are influenced by stock
markelactivities and are eventually used as in-built stabilizers to maintain economic stability

Several studies have been donducted on the issues relating to stock market performance and econoniic
wrowth. But a major controversy according to Livine(1996) is the inclusion of gencral measurement 6l stock
markel performance such as money supply, capital formation, public expenditure c.ue rather than the core
indicators of stock market perfermance such as marker capitalization, turnover ratio. volume ol transaction,
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liquidity ratio, interest rute v.le. Invt’sligathon have revealed that many of the Nigerian research work such us
Sunday(2009). Tokunbo(2002) among others all concentrated on general measurement rathec than the core
indicators ol stock market performance. While research works like Hamid(2004), Muahmad(2008) among
others focused more on the core indicators but they are all foreign researches. Livine(1996) furthe cmphasized
that the combination of both veneral and core indicators would pave way for a betier appraisal of the steck
market.

Consequently. this empirical study tries to explore the opportunity of making use of both general and
core indicators of stock market development in examining the impact of the capital ma ket on the growth ol the

Nigerian ¢eonomy.

11 REVIEW OF EMPIRICAL FINDINGS

Hamid (2006) studied Stock Market Development and Economic Growth in Developing Countries. He
actually cxamined the relationship between stock market development and cconomic growth for 21 cmereing
markets over 21 years, using a aynamic panel method. The Results suggested a positive relationship between
several indicators ol the stock murket performance and cconamic growth both directly. us well as indivectly by
boosting private investment behavior. Thus they lend support both to the financial intermediation literature as
well as to the traditional growth listerature.

Nuhammad (2007) exanined the causality between Stock Market Development and Feonomic Crrowth
in Pakistun Contemporary cooncemics of developing countries are changing due to rapid changes in the world
ceonomy The emergence ol il imational financial industry for worldwide network of transactions aliered the
(ol of interational economy. Increased financial flows have altered the role ol private cupital wid subsequently
effect resaurce allocation. The s onomies of developing countries we witnessing changes in the composition o
capital lows because world equity market is expanding rapidly. Foreign direct investment (1'Dls) and stock
market boom are the indicators ot the changing world economic order. Earlicr, most of the developing nations
were facing serious liquidity propleps thus compromising economic growth. Now, il is important to study how
the changes in financial sector conributed in the overall growtl of the cconomy. This paper endeavors Lo
investigate whether there is a relationship between stock market development and cconomic growth in casc ol
developing economy such as Pakistan. The data set covers annual times series data from 1971 o 2000, We
employed (wo new tests, 1.e.. DF GLS. and Ng-Perron to find integrating arder of the said variables ol the study
To test long-run robustness. J-1 € o-integration and ARDI. bounds testing,
techniques are applied. 1o inve t.pate lang-run causal linkages and short-run dynamics, ngle-Granger causality
and ARDI. tests are apphicd respectively. After finding arder of integration, our findings suggested that there
exisl a wvery strong relationship between stock market development and cconomic growth. Lngle- Granger-
Causalily  estimation confirms in the long-run, therc is bi-directional causality between stock market
development and cconomic srowth. However, for short-run, there cxist only one-way causality, i.c., from stock
market development 1o econoinic growfh. :

Crsoy(2002) assessed the causality relationships betwecn stock markets and cconomic growth bused
on the Ume serics data compiied rom 20 countries for the years 1981 through 1994 . SimsO causality st bused
an Granger delinition ol causality was used AL first, panel data covering all countries over the entire anlysis
period were used o detect the lirection of causation. Secondly, causal relations wert mvestivated [or cach
country nisoluuon, using the respective ime series datu. Analysis based on the pancl duta revealed a bwo-wiy
causation between stock marke fer clopment and econonie orowth. Country analyses. on the other hand. could
hot lead o precise conclusions. bt suggested o somewhat stronger link
hetween stock market development and economic growth in developing countries.

|evine and Zervos (1996) examined whether there 1s a strong empirical association between slock
market development and long-tun ceonomic growth, The swdy used pooled cross-country Lme-serics reeressinn
of Torty-one countries from 1076 o 1993 10 evaluate this association. T'he study tow the line ol Demirgdy-lkunt
and Levine (1996) by conglumuerating measures such as stock market size. liquidity, and integration with veorkd
markets. mto index of stock marlet development. The growth rate ol Gross Domestic Product (GDIP) per capit
was regressed un a variety ol varalies designed to control for initial conditions. political stabilits, investment i
Luman capital, and macroeconemic conditions: and then include the conglomerated mdex ol stock market
development. The finding was -hat & strong correlation butween averall stock market developmont and long-run
cconomic growth exist. This means that the result is consistent with the {heorics that imply a pusitive
relationship between stock maricd development and cconoinic erowth.

flarts were also made by Nyong (1997) to develop an aguregate index of capital market development
and use it w determine its relativnship with long-run economic growth in Nigeria. The study employed a time
cerics data from 1970 10 1994, For measures ol capital market development the ratio of market vapitalization 1o
GO (in percentage), the ratio ol (o1al value of transaitions on the main stock exchange to GDP (in percentage).
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the value ol equities transaction clative to GDIP and listings werce used. The four measures were combined mo
one overall composite index of capital market development using principal component analysis. .\
measure of linancial markey depth (which is the ratio of broad money o stock of money ta GDP) was also

included as control. The result ol the study was that capital market development 1s negatively and signilicantly
correlated with long-run growth in Nigeria. The result also showed that there exists bi-dircetional causality
helween capital market develapment and cconomic growth. .

T okunbo (2006) examined if Stock Market Promote Economic Growth In Nigeria The stock markel s
a common leature of a modem econumy and it is reputed 1o perform some necessary functions, whjch promote
the erowth and development of the cconemy. This study examines whether stock market promotes economic
urowth in Nigerin o achieve (115 objective, ordinary least squares regression (OLS) was employed using the
data Trom 1980 10 2000, The re-ulls ndicated that there is a positive relationship betiveen growth and all the
clock market development varasles used: With 99 perccit R-squared and 98 pereent adjusted -squared. the
result showed that ecconomic growth in Nigeria is adequately explained by the model lor the period between
1980 and 2000, By implications 98 pereent ol the variation in the growth of economic aCliviuies is explumed by
the independent variables. 1 he resulis of the study, which established positive links between the stock market
and cconumic growth, suggests (e pursuit of policies ceared towards rapid development of the stock market.
Also, all sectors ol the economy should act in a collaborative manner such that the optimum ben:fits of inkages

hetween stock market and ceonomic srowth can be realized in Nigeria. ,

Sunday (2008) conducted an appraisal of the impact of capital market efficiency on ceonomic growth
in Nigerin, using tme cerivs date, ontmarket capitalization. money supply. interest rate, total market transacion
and government development s ch that ranges between 1961 10 2604, The model speciication for the analysis
of data is multiple regression anc ordinary lest squarcs cstimation techniques. The result ol the study shows that
the capital market in Nigeria las the potentials of growth inducing, but it has not contributed mesninglully o the
ccenomic growth of Nigeria, Chis is as a result of low market capitalization, low absorptive capitalization.
illigudity. misappropriation of funds among others. The empirical test indicates that, these variables satislied
the ceonomic apriori and are statistically significant except total transactions and money. Thus it was concluded
and recommended that, the capital market remain one of the mainstream in every cconomy that has the power 1o
influence cconomic growth, henee the organize private sector is encourage to invest in it This will enable the
capital market improve its illiquidity status for cconomic growth and development. Therefore the govermment
must contribute in order 1o achieve these objectives through investing government securities o productive
sectors and relaxing laws that spull threat o the capital market, '

hel (2007) empirically verified and examined the nature of the celationship existing between stock
market development and the fevel of investment Tows in i country with a high degree ol mucrog:oneimic
instabilicv: and whether the stock market plays a uniform ole in attracting both domestic and Toreign
vestments in such ceonomie siuation. Extrpoloted macroeconomic quarterly data (overa pericd from 1970 10
2006) are used in the analysis, The Johansen Cointegration model 1 adopted to examine the long-tun trends i
the variables. While controlling oy other variables, a vector crror correction model (VERCM) i5 used
estimating the relationship hotween investment growth, on one hand. and stock market development on the
ather, The study shows that deyelopnient in the Nigerian stock market aver the years wis able w spu growth in
domestic private investment flows. but anable to do so in the case of foreign private investments and i
development 1 the country s banking system rather had some distabilising effects on the flow ol private
vestments The researchers atvibured this to persistent cases of distress and failure in the bankmg system dhis
study is among the few olits kind lw have empirically sott lor and cstablished some discriminant eflects of stock
market development in the Dow of Jdomestic and foreign private imvestments, at least Irom the point of view ol
canstrained mai ket cconumy .

Ologunde ctal(2008) examined the relationships betweeh stock markel capitalization rate und mteresl
rate, Time series data obtained from Central Bank ol Nigeria (C13N) and Nigeria Stoch Fxchunge (NS1) were
analyzed using regression. Results <howed (hat the prevailing interest rate exerts positive nflucnce on stoch
market capitalization rate. Govarmment development stock rate exeris negative influence on stock market
capitalization rate and prevailg nierest rate exerts negative influence on government developiment stoch rate.
The study further revealed infcrmation as very important to capital market development. 1t was therefore
recommended that the operators of the Nigeria capital market <hould raise the level of awareness s0 that
vestors will be abreast with the happenings in the market

1111 METHODOLOGY
‘Lo establish the relauouship between the stock market, a subject of the capital market and econunuc
arowth in Nigeria an empiricul model captures financial market development and the eltect of FIACHD eConaImic
variable on its activities 15 specified as
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The model to be estimated is statd thus?

Lty w2 Bl 2 ey NG SUCHE wesomasamn: s s g Ll ’
In linear form the equation is:
logdp =x 4o inf +oc, exr +oq msgr +o¢y lmcap +o< stek + e 4.2

Where: Gross domestic product

Fxrois exchange rate
Nsgr: money supply growth rate
Ncap: market capitalisation
Stek: stock traded turno ver ratio
Infr: Inflation rate
(30 = Intereept
U= Brror term

3.6 ESTIMATION TECHNIGUES

‘This study adopts both descriptive and linear regression analysis.
Desceriptive Analysis: Summeary of statistics which include the mean, median and standar deviation ol the data
will be explored. Again the correlation matrix will also be examined to enable us ascertamn the pattern ol
distribution of the data. inallv. Bar Chart will be used to compare the summary of statistics.
Regression Analysis:Phe estimating technique adopted for this rescarch work is the Ordinuy Least Syuinre
I'stimating technique, precisely the multiple regression version. T'wo models are employed 10 order o
empirically investigate the impact of government expenditure on education in Nigeria. The ordirary least square
(OLS) method of multiple regression is adopted because the OLS appears appropriate as it viclds estimator
which are best lincar, um-biased and efficient. The following are the reasons for employing the OLS method.

Ii: [ he mechanisms of QLY are easy to understand

R Lhe OLS interpretation procedlire is fairly simple.

3. The OIS has been used in a wide range of econoniic relationship with fairly satisfactory regults and
4, The OLS is an cssentiul component of most other econometric techniques.

q A

Following the model in equation 3.3 where all the variables are as previously defined, a number ol
standard assumptions are made about the error term or the stochastic variable, some ol which are stated thus:
{i) The crror term s a random variable whose summation equal lo Zero i.e. U, = O, that is to say that the value
which 1t may assume in any une period depends on chance. this could be normality: thus implics that the error
term (L) s normally and systeimnatically distributed around its mean,
(1) Hanosk clasticity: this implics that the variances of the error term is a constant with an unknown valuce, e
the paranicter estimates which is f3, 1o i, are estimated using the stata 11 econometric software, The standard
crror R square value and the ©statistics value and thelr PP ovalues are also computed by the same soltware stata
[ .
Ihe R square shows the varation in exchange rate that is explained by the identiticd determinants. 1he
R™ which s the square of correlution co-cfficient or as it popularly known as the co-cllicient ¢ determination
will show the percentage of the i variation of the dependant various being explained by the changes of the
explanaory variables. [ measiies the goodness of fit of the model ic., it measures the extent o which the
explanatory variables are responsibie for the changes in the dependent variable. The standard crior test wihich s
o measure of the dispersion of the estimates around the true parameter will be carried out. this judges the
reliability or significance of the csiimates, of the regression co-cflicient e the parameler estimales  The
standard "t ration performs the same function with the standard error test but given due consideration (o the
level ol significance which arc anidionally 953% and 99%. Jevel

Veain the validity of the model used in this swudy can be tested by conducting the 177 test, which
deseribes the vverall significance ol the model: it would also be used in this study Tests shall basically be
ceonometric in nature, which atso extends to the test for presence ol multicollinearity. This is the consideration
ol the co-efficient ol deternination R and correlation co-efficient "t 1f > l’“‘}“, it means there 15 prablem ol
multicollinesrity which means that the explanatory variables are corvelated.

SOURCES OF DATA

This study uses of secondary data and will be extracted from  Central Bank of Nigeria - Stansuical
bulletin (2012) edition and-other relevant Journals/Publications. World bank data table will also be ol tmmense
advantave in sourcing for the aceded data.
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Iv. RESULT AND DISCUSSION

This section of the study presents that empirical result and interpretation of the results are also made
However, busic inferences are also drawn from the findings. As the major objectives of this study is 1o assess Lhe
impact ol stock exchange development on Nigeria cconomic growth. This is done through the ordinary least
square esumating technique.
The data used for the study are first normalized so as to yicld a meuningful result. Consequently. data like gross
domestic product (gdp) and marker capitalization (meap) are logged so0 as to nornalize them with ojhe
variables such as exchange rate(exr), inflation rate(inf), stock turnover ratio(stek) and moncey sup:ply growth rate
{(msgr) :
4.1 Representation of the Model 4

The model to be estimated is stated thus: '

lgdp = J(nf, exir,msgr, Incap, SEck) oo e SRS 3
In linear torm the equation is:

lgdp =oci+oy inf +oc, exr 400y thsgr 40, Imeap +6&, SUCk + Uj ooiiviiniiieiccins 82

Note that: halve log was used su as 1o normalize the regression equation.
4.2 The Regression Results

Table 1 Regression equation for lgdp log of gross domestic product (proxy for economic growth)

Viariables | Cocfficient Standard Error
Inf o 1.0045315 0063867
Exr .0123137% 0036575
Msgr 10273363 0211517
Limcayp | 122584 1%* 200013
Stek 0086232 0263366
Constant ' -1.588218 42382
R =093 FL S0 16)= 4012 *. Prob>F = 0.0000 '
FES Starisiccal segnificance af 10 Statistical significance at 5%%,

Source: Authors Computation

Table | shows the 1esult ol the regression for the model. It explains the empirical relationship between

gross domestic product and and other independent variables such as market capitalivation (mcap). exchange
rate(exr), inflation rate(inl), stoch turnover ratio(stck) and money supply growth rate (msgr).
From the table. the relationship between inflation rate and gross domestic product also money supply vrowth
rate is inversely related to the pdp adain the relationship is not significant. Similarly. stock turnover ratio shows
a negative relationship but also 1ot significant. However. the onlt two variables that have significant impact on
the udp are market capitalization and exchange rate. Considering the two major variables ol interest namely
market capialization and stocl. wrnover ratio. The cocfficient of market capitalization is 0.722581 This is a
positive value which shows thar theee exisit a direct reladonship between market capitalization and the gross
domestic product, Again the 1est ol the coelficient swatistical significance is an indication the market
capitalizaton coelficint s sizimficam at 5% level. The implication of this result is that a unil increase in market
capitalization will Iead to about 729 rise in the gross domestic product,

However. the second yvaciable of interest which is the stock traded turnover ratio. Note that this refers 1o
ol volume of stock waded divided by the average market capitalization. ‘This is a better indicator ol stock
market wrowth rate Somoye (2004, The result from the study shows that the coelficient is ncgative again it is
not even siatistically significant

The result further show: that the R square is about 0.92. This is an indication that about 92%% variation
mcconomic growth proxied with odp is explained by the independent variables that is market capitalization
tmeapl. esehange rate(esrjomhadon cateGind), stock tirnover ratio(steh) and money supply grow.h rate (imser)
Phe value ol 1 staustics 15 40 22, The value iy alse statistically significant at 1% level. This shows that the
madel 1. statusueally significant and we can conclude that stock market indicators and other control variables
have signilicant impact on the growth of the Nigerian economy.,

Basie Inferences

Findings from the study have revealed that market capitalization is the only stock market variable that
show significant and positive 1mpact on the growth of Nigeria. This conforms 1o the lindings of Hamid
(2006)and Mohamed (2007} These studies in there scparate lindings on Pakistan and Arab cconomics
discovered u positive and signilicant relationship between market cupitalization and economic yrowth
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Flowever, result [ront the study have also revealed that other stock market indicators used in the study
that is the siock traded twrnover vatio failed to have significant positive impact on the economic growth. The
stock traded turnever ratio hay been shown to he a Better stock market indicator thun marke capitalization
Somoye (2000). The implication of this is that stock market development in Nigeria still appears not 10 be
contributing enough to the cconamig growth of the country. Sunday (2008) and Abel (2007) also in separate
studies ou the Nigerian cconomy posited that the Nigerian stock market has not contributed the expected quota
to the growth of Nigeria. It uppears that our result from this analysis is also in support of this because they are
based on the Nigerian economy.

Finally, the total motey supply growth rate is expected to have & significant relationship with the
growth of Nigeria. But this i hot so [rom ‘our result. This further shows thal the stock narket in Nigeria is still
not playing the expected role ol contrel of volume of cash in circulation in the economy,

V. CONCLUSIONS

Findings from the stidy have shown that market capitalization has asignificant aid pusitive impagl on
the cconomic growth of Nigeria: This is an indication that as market capitalization improves in the stock market
in Nigeria the higher the cconcniic groWih of the country. However, the stock traded turnover ratio whicli has
been described as a better indicaor of the growth of the cupital market failed to have any signiticant impuct o
the growth ef the Nigerian ECOLOMY. )

The implication of this is tint the gains from the capital market hive not been adequately felt by he
Nigerian veononty. Therefore o can be concluded that the stock exchange in Nigeria is stll fall short of the
expected impact it should have o tihe groﬁwth of the Nigeriua economy.

In addition, the stunted yrowih of the Nigerian stock market has been [urther revealed by the weakness of the
stoek turnover ratio in determining the level of economic growth of Nigeria. This weakness if further reveuled mn
the money supply growth rale coellicient that is not statistically significant, One of the major role ol the stock
market is the control of volume of cash in circulation. This role appears not to have beer played very well by the
stock market in Nigeria gaing by the non significance of the coclficient of the money supply growth rate,
Finalty, our lindings have shovwn that policy that include the money supply. inflation rate and exchange rute in
the package o1 stock market indicators such as market capitalization and stock traded turnover ratio is bound to
have significant impact on the economie growth of Nigeria. Going, by these findings and conclusions the
following policy recommendations sill be of immense benelit to the policy makers in Nigeria in repositioning
the Nigeria stock market in a sy that it will have a more effectve and positive impact on Nigeria economic
growth,

RECOMMENDATIONS
Considering the findings forny the research work the following recommendations are made;

(i) Mking the Nigeria su.ck market more altractive: The study has shown thit stock e ided WInbver iy
nat endugh to eflectively influence the growth uf the Nigerian econonty. Consequently. cremting ol
mare conducive eitvircnment for the stock market o thrive will attract people W make Jere
speculative dealings: it he stoek markel and this will in the long run increase the stock Lraded turnover
ratia, 4 .

iy dncouraging Ivestnunt oppourtunities: Thure is the need [or governmen (o mtnsily el i
promolng myvestment in Nigeria. This can be dasie byu creating enabling chvircnmer for Ivesinient
t thrive in the county The higher the number of investors in the ccanomy the mors (he putronage
received by the Nigera stock cxchange. Aparl {rom improving the steck market development,
mvestment will alos incresse domiestic output which is a major antidote for any atling ceonainy.

(i) Development of the 1eal sector of the cconomy: The production sector of ceononty is the enyine
room that propels econemic grawth, Consequently, Improvement of the production sceetor can be doie
through creation ol crioling environment for industries o (hrive i the country, Fhis can be dene by

providing udequate inliastructural facilities especially adequate supply of encrgy 1or the seelor, In
addition; putting in place various physical, monciary amd fiscal measures that swill boat the growlh ol
the real sector of Nige i, ceanamy. This will 5o doubt promuote gains from trade in Mg,

(iv)  Stamping out of covruption in the stock misrket. Corruption has been deserihe] the o
problem confrentiig Migerian economy. the recent sityation in the stock market explains the
decadence level beng experienced in the Nigerian eapital market. his has ne doubt alleeted 1he
growth of the swek echinge. Therefore 10 improve the comtribution of the stock murket to Nigeria
ceonomie growth corruption must be dealt with, !
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