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Abstract: - The study examined capital market and economic 

growth in Nigeria from 1986 to 2016. The main objective of the 

study was to examine the impact of capital market on economic 

growth in Nigeria. The data for the study were sourced from 

CBN statistical bulletin. The Augmented Dickey-Fuller test and 

Autoregressive Distributed Lag model were used as the main 

analytical tools. The ADF unit test result revealed stationarity of 

the variables at order zero and one, which satisfied the 

requirement to employ the ARDL Bounds testing approach. The 

ARDL Bounds test revealed the existence of long run 

relationship among the variables. Moreover, the result revealed 

that market capitalization has positive and significant effects on 

economic growth both in the short and long run. Number of 

deals has a positive and significant effect on economic growth in 

the long run but negative and insignificant effect on economic 

growth in the short run. However, volume of transaction has a 

negative and significant effect on economic growth in both the 

long run and the short run. The result also revealed that interest 

rate has positive and insignificant effect on economic growth in 

the long run. While in the short run, it has a positive and 

significant effect on economic growth. Based on the above 

findings, the study concluded that capital market has impacted 

on economic growth in Nigeria and recommended among others 

that there should be improvement in the moribund market 

capitalization, by encouraging more foreign investors to 

participate in the market, maintain state of the art technology 

like automated trading and settlement practices, electronic fund 

clearance and eliminate physical transfer of shares. Also, 

regulatory authorities should restore confidence to the market by 

ensuring transparency and fair trading dealings and transactions 

in the market to enhance economic growth.  
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I. INTRODUCTION 

apital market is made up of all the institutions that are 

involved in the supply of and demand for long-term 

capital and claims on capital. The banks (particularly 

merchant banks), stock exchange, and insurance companies 

are examples of capital market. As the economy develops, the 

stock exchange becomes the most essential of these 

institutions (Akpakpan, 1999). According to Najeb (2013) 

capital market refers to market for financial instruments of 

long-term investment tools with maturities of a year and 

sometimes exceeds a year and everywhere companies‟ shares 

are traded.  

Moreover, Ajie, Akekere and Ewubare (2008) 

submitted that the function of the capital market in the growth 

and development of Nigeria has continued to attract the 

attention of policy makers. This is derived from the 

recognition that a deeper, broader and better performing 

capital market offers long-term finance, which is necessary 

for achieving economic growth and development. The market 

offers services that are important to a contemporary economy 

mostly by contributing to the formation of capital through 

financial intermediation, counseling services and 

enhancement of skills to make decisions. Furthermore, the 

capital market makes possible portfolio diversification that 

permits savers efficient capital to make the most of returns on 

their assets and decrease risk or danger. Therefore, a well-

organized capital market optimizes the quantity of savings 

that funds investment at whatever level of savings. 

In Nigeria, the capital market offers funds to the real 

sector and governments to meet up their long term capital 

requirements for fixed investment like: plants, buildings, and 

other public infrastructure. Empirical evidence however, 

revealed that the capital market has limited functions in 

Nigeria. This is exposed by its low contribution to the level of 

capital mobilization in the previous years. Before 

independence, monetary operators in Nigeria consist mostly 

of foreign owned commercial banks that offered short-term 

commercial trade credits for the foreign companies with place 

of work in Nigeria (Nwankwo, 1991). Their assets balances 

were spent in London stock exchange. So, in an attempt to 

accelerate economic growth and development, the federal 

government embarked on the improvement of the capital 

market. Some of the factors that encouraged the government 

to establish the capital market included the need to offer 

domestic opportunities for borrowing and long-term lending 

of capital by the private and public sectors as well as an 

opportunity for overseas-based companies to provide their 

shares to the domestic investors and therefore, provide an 

avenue for the expatriate companies to spend their surpluses. 

In 1950s, the Federal Ministry of Industries set up the Barbark 

C 
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Committee to advise the government on ways and means of 

putting in place a stock market.  

Following the Barbark Report, in 1959 the 

government set up the Lagos stock exchange. The Lagos stock 

Exchange Act was endorsed in 1961. Strictly speaking, in 

June, 1961 it commenced business and assumed the main 

activities of the stock market by offering facilities for the 

public to trade in shares and stocks, upholding reasonable or 

just prices through stock-jobbing and limiting the business to 

its members (Ajie et al, 2008). The traditional roles of the 

market are to mobilize funds from the surplus spending units 

to the deficit spending units for long term investments. It is 

also the responsibility of the capital market to create liquidity, 

ensure diversification of risk among others. Recently, the 

achievement of these goals has constituted a problem for the 

performance of the capital market in Nigeria. This may 

probably be attributed to a little amount of the total earnings 

of the public that actually make savings are quite small. The 

public companies in Nigeria are not many and in most cases, 

large numbers of shares issued by them are held by non-

Nigerians. Also, Gbosi and Omoke (2002); and Ajie et al 

(2008) indentified the problems faced by capital market in 

Nigeria to include aversion to dilution of ownership, high 

level of ignorance, inefficient infrastructure facilities, lack of 

professionals in capital market activities, paucity of monetary 

tools, outdated regulatory frameworks, lack of timely and easy 

access to information, poor investment climate, predominance 

of low income investors in the capital market, absence of a 

comprehensive mass media that deals with financial 

information and a relatively unsteady macroeconomic 

environment have adversely affected the enlargement of 

Nigeria‟s capital market. 

However, to proffer solution to the above mentioned 

problems in the capital market, successive governments in 

Nigeria have adopted different policy measures to enhance 

capital market performance. Supporting the above view, 

Abdul (2014) submitted that the capital market in Nigeria has 

undergone series of reforms or transformation in an effort to 

achieve adequate economic growth at the rate needed to have 

feasible impact in reducing unemployment and poverty. The 

reasons for the reforms included to provide greater 

opportunities for funds to be mobilized, improved efficiency 

in the allotment of funds and make available information that 

are relevant for appraisal of the capital market. Consequently, 

the capital marketplace will make available variety of 

monetary instruments skilled enough to facilitating economic 

agents to pool, price and swap risk which will stimulate 

economic growth. 

In spite of the reforms, the influence of capital 

market on the growth of the Nigerian economy is still 

unimpressive and disappointing when viewed from the nature 

of all the activities happening in the market. Furthermore, a 

number of studies have been carried out on the association 

between capital market and economic growth. But the 

outcomes are conflicting. For instance, the study of Ewah, 

Esang and Bassey (2009) on capital market and economic 

growth, revealed that the capital market in Nigeria has the 

potentials to induce growth, but it has failed to contribute 

significantly to the economic growth of Nigeria because of 

misappropriation of funds, low market capitalization, low 

absorptive capitalization, etc. In addition, the study of Yusuf 

and Aminu (2016) on capital market and economic growth 

showed that in Nigeria the capital market performance 

indicators insignificantly impacted on economic growth. 

However, the results of the studies of Oladipo, Tunde and 

Bakare (2013), Echekoba, Ezu and Egbunike (2013), Okoye, 

Okoye and Ezejiofor (2015), and Duke and Nkamare (2015) 

on capital market and economic growth revealed that capital 

market has positive and significant impact on output growth 

in Nigeria. Therefore, difference in opinions and empirical 

findings on how capital market has impacted on economic 

growth is of serious concern, especially in Nigeria and that is 

what necessitated this research. Therefore, the broad objective 

of this study was to examine the impact of capital market on 

economic growth in Nigeria. Specifically, this study examined 

how variables of capital market such as market capitalization, 

number of deals, volume of transactions and interest rate have 

impacted on economic growth in Nigeria from 1986 to 2016. 

The paper has five-sections, namely introduction, literature 

review, methodology, results and discussion; and conclusion 

and recommendations. 

II. LITERATURE REVIEW 

2.1 The Concept of Capital Market  

The capital market refers to a collection of monetary 

organization set up for the purpose of giving medium and 

long-term loans. It is a market for company bonds, market for 

corporate shares (stocks) and market for mortgage loans. 

Supporting this, Gbosi (2005) submitted that “a capital market 

is that part of the financial markets which specializes in the 

mobilization of long-term funds for the purpose of rapid 

growth and development of the economy”. Specifically, a 

capital market is usually made up of a system of institutions, 

individuals and instruments that interact in a process that 

pools medium and long-term funds or resources from the 

surplus part of an economy and such funds are purveyed 

through intermediaries into the productive sectors of the 

economy under a regulatory framework. Therefore, the 

market hugs together the primary market (i.e., market for new 

issues) and secondary (secondary securities) market, whether 

such securities are raised in a market that is organized such as 

the stock exchange or not. It involves consortium 

underwriting, syndicated credits and project finances. It 

involves formal stock exchanges and the unlisted securities 

market. Therefore, it is the mechanism whereby economic 

units eager to invest their excess funds interact in a straight 

line or through financial/monetary intermediaries with those 

who wish to obtain funds for their business (Phillips, 1985). In 

the Nigerian context, participants include Nigerian Securities 

and Exchange Commission, the Nigerian Stock Exchange, 

Discount Houses, Development Banks, Investment Banks, 
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Building Societies, Stock broking firms, Insurance and 

Pension Organizations, Quoted Companies, the Government 

and Persons. 

Traditionally, a capital market is structured into the 

stock and commodities markets. The former is a segment of 

the market-where financial or monetary assets such as shares, 

bonds funds (mortgage/loans project loans), etc. are raised and 

traded. However, the latter is a segment of the market where 

commodities are traded. The instruments traded in the market 

are commodities in their raw forms, which range from 

agricultural produce to oil precious metals. A commodity 

exchange market operates trading floor where the market 

operators transact their businesses. Thus, commodity 

exchange is a forum or facility where commodities and their 

derivatives are exchanged for money.  

A capital market is further classified into two types. 

Thus, we have the primary market and the secondary markets. 

A primary market is a market for trading new securities. That 

is, primary market, known as “issue market”, issues security 

stocks, bonds, shares outstanding, and is in businesses that are 

allowed to issue securities. The mode of offer for securities 

that are treated on the primary market include offer for 

subscription, right issues, offer for sale and private placement. 

According to Ajie, et al (2008) “funds in the primary market 

are sourced directly by investors from individuals, corporate 

organization and specialized development financial 

institutions. The main characteristics of the primary market 

are: the market is not identifiable with any particular site; and 

the proceeds go to the investor. Sourcing of funds from this 

segment of the capital market can either be in the form of 

equity participation and /or listed or unlisted industrial loans, 

and primary government bonds/stocks”. Strictly speaking, the 

market is meant for raising of new capital through the issue of 

new securities. New securities can be raised in any of the 

following ways: 

a) Private placing - under this form, a finance company 

usually provides finance to the issuing company through the 

purchase of its shares and debentures. 

b) Stock Exchange Introduction - under this form, the 

company, which wishes to quote its shares in the stock 

exchange, instruct its broker to apply for quotation. 

c) Public Issue by Prospects - under this form, the issuing 

company invites the public to come forward and purchase its 

shares and debentures through the issues of prospectus. 

d) Offer for Sale - this is a situation whereby a merchant bank 

or any issuing house buys over the whole shares of a company 

and offers them at a higher price to the public. 

The institutions that usually featured in the primary capital 

market include the Issuing Houses, the Commercial Banks, 

the Merchant Banks, Specialized Financial Institutions and the 

Central Bank. The functions of the central bank in the primary 

capital market include among others, issuing of new 

government securities, underwriting of un-purchased 

government stocks, which may be released into the market 

when and if the need arises and also acting as a lender of last 

resort. On the other hand, a secondary market is a market for 

existing securities. That is, secondary market is where the sale 

of previously issued securities occurs. According to Gbosi 

(2005) unlike the primary capital market, the secondary 

capital market deals in second hand securities. These 

securities include all classes of shares. Specifically, it consists 

of exchanges and over the counter markets where securities 

are bought and sold after they have been issued in the primary 

market. The secondary segment is where existing securities 

are traded. Holders of particular securities or instruments 

purchased from the primary market may decide to sell the 

instruments. The proceeds of sale go to the holders of the 

instruments rather than the company in Nigeria, the secondary 

segment of the market is made up of two broad categories 

namely: the centralized auction market and the dealers 

market. Therefore, the secondary market operates after the 

issue has been completed in the primary market. The 

secondary market comprises the organized stock exchanges 

and the over-the-country (O.T.C) markets. 

In addition, securities traded in the secondary market 

include: central (federal) government development stocks 

(FDS). Debenture stocks, preference shares, state and local 

government development revenue bonds and ordinary share. It 

is a marketplace for existing shares mediated by transfers. 

Hence, companies and Allied Matter Act, 1990 in section 

147:1 states that a certificate under the common seal of the 

company, specifying any shares held by any member shall be 

price facie evidence of the title of the members to the shares. 

However, due to the difficulties and very long trade 

cycle associated with the certificate system, the Nigerian 

stock exchange upon computerization and automation in 1997 

obtained an administrative waiver from the Securities and 

Exchange Commission (SEC) to be issuing stock positions as 

prime facie evidence of stockholders. Trading on stock 

position is easy and a thing of joy for both the seller and 

buyer. The dealers market is characterized by the absence of a 

centralized location for transacting business in securities. 

Thus, most securities not listed on the Nigerian Stock 

Exchange account for the over whelming majority of 

securities traded in the dealers market. Others in the dealers 

market of the secondary segment of the capital market are 

securities of unquoted companies primarily aimed at raising 

working capital. The centralized auction market is a stock 

exchange, which is an organized secondary market for buying 

and selling of securities. The hub of the Nigerian capital 

market is the stock exchange.  

Problems of the Nigerian Capital Market 

The capital market in Nigeria is overwhelmed with 

several problems ranging from organizational to savings 

problems. From the outset, there was no encouragement to 

expand or develop the financial market in Nigeria (Ajie et al, 

2008). In Nigeria, the supply of capital is not adequate. 

Specifically, a miniature amount of the total earnings of the 
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public that actually make savings are quite small. The public 

corporations in Nigeria are very few and in most cases, large 

numbers of shares issued by them are held by non-Nigerians. 

Other problems as indentified by Ajie et al (2008) include 

aversion to dilution of ownership, high level of ignorance, 

inefficient infrastructure facilities, lack of professionals in 

capital market activities, paucity of financial instruments, 

outdated regulatory frameworks, lack of timely and simple 

access to information and poor investment climate. 

Gbosi and Omoke (2002) argued that several factors 

including predominance of low income investors or savers in 

the capital market, absence of a comprehensive mass media 

that deals with financial information and a relatively unsteady 

macroeconomic environment has adversely affected the 

enlargement of the capital market in Nigeria. However, the 

Barbark Committee of 1950s set up by Federal Ministry of 

Industries foresaw these problems and gave the following 

recommendations among others for improving Nigeria's 

capital market: (a) By encouraging the formation of public 

companies (b) By fiscal measures to encourage personal and 

institutional savings (c) By stepping up reliability in 

shareholdings as a form of investment (d) The financial 

institution-training centre should set up the manpower needs 

of the capital market. 

2.2 Theoretical Literature 

Attempts to investigate the association between capital market 

and economic growth have resulted in a number of theories 

and general statements which some are reviewed hereunder. 

Efficient Market Hypothesis (EMH): EMH was developed by 

Fama (1965) in an attempt to provide a framework for 

examining the efficiency of the capital market. Now, it 

remains one of the theoretical exploits of capital market-

economic growth association. The EMH was founded on the 

supposition that prices of securities in financial or monetary 

markets completely mirror all available information, because 

in a well-organized market, prospects or opportunities for all 

unexploited profit are eradicated or eliminated. An essential 

factor in this way of thinking is that not everybody in a 

financial or monetary market must be properly informed about 

a security or have rational or sensible expectations for its price 

to be driven to the position at which the well-organized 

markets state or condition holds. Financial markets are 

structured so that numerous participants can play. As long as a 

small number of participants keep opening their eyes for 

unexploited profit prospects, they will eliminate the profit 

opportunities that appear, because they make profits in so 

doing. The EMH makes sense, because it does not require all 

and sundry in a market to be cognizant of what is happening 

to every security. In a well-organized market, all prices are 

always correct or accurate and reproduce market 

fundamentals (items that have a direct impact on future 

income streams of the securities). The evidence on the EMH 

is fairly mixed. Early evidence on the analysis of investment 

performance and mutual funds, whether stock prices reflect 

publicly available information, the random-walk behaviour of 

stock prices, and the success of so-called technical analysis 

was quite favourable to the EMH. However, in recent years, 

evidence or proof on the small-firm effect, market 

overreaction, excessive volatility, means reversion, and new 

information is not always incorporated into stock prices, 

suggesting that the hypothesis may not always be entirely 

correct. The proof seems to suggest that the efficient markets 

hypothesis may be a sensible point to start evaluating 

behaviour in monetary or financial markets but may not be 

generalized to all behaviour in financial market. The EMH 

indicates that hot tips, investment advisors' published 

recommendations, and technical analysis cannot help an 

advisor out-perform the market. The explanation for investors 

is to pursue to buy-and-hold strategy-purchase stocks and hold 

them for long periods of time. Empirical evidence generally 

supports these implications of the efficient markets hypothesis 

in the stock market. According to Okpoto (2015) previous test 

of the EMH have relied on long range dependence of equity 

returns. It revealed that previous information has been found 

to be in improving predictive correctness. This report seems 

not to support the EMH in majority of the developing nations. 

Given the fact that the regulatory and institutional 

arrangements in the market are immature, the equity price 

definitely would tend to exhibit long range dependence. In a 

state of affairs where the market is highly and unreasonably 

speculative, investors will be disheartened. This has a 

negative effect on economic growth of any country, meaning 

that investors will refuse to invest in financial assets. Okpoto 

(2015) concluded that the implication of this is that companies 

cannot raise extra or additional capital for development. 

Therefore, efficient capital market is needed to achieve 

sustainable or adequate economic growth. In addition, the 

EMH is significant to this study because it links capital 

market and economic growth. It makes known the association 

between effectiveness of the capital market and economic 

growth in Nigeria. Hence, it offers a structure for 

investigating capital market efficiency (Obiakor, 2016).  

On the other hand, the proponents of the finance-led growth 

hypothesis, including King and Levine (1993); Rajan and 

Zingales (1998), Darrat, (1999), Ghali, (1999), Luintel and 

Khan (1999), Jalilian and Kirkpatrick, (2002); Bhattacharya 

and Sivasubramanian, (2003); Abu-Bader and Abu-Qarn, 

(2005) and Habibullah and End, (2006), postulates that  a well 

developed financial sector has the ability to stimulate the 

economy. Put succinctly, the finance-led growth hypothesis 

postulates that a well developed financial sector plays a major 

role in the economic growth of nations. The hypothesis holds 

that financial development promotes growth of the economy 

through several channels which include efficient allocation of 

capital, mobilization of savings through attractive instruments 

and lowering of cost of information gathering cum presenting 

(Bara, Mugano and Le-Roux, 2016). Importantly, an efficient 

financial sector is seen as transmitter or supplier of limited 

credit resources from the surplus units to the deficits units. 

Through this process the financial sector helps to promote 

efficient allocation of resources. Empirical evidence in 
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support of this hypothesis has been provided in the works of 

the above mentioned proponents. According to Nyasha and 

Odhiambo (2014), Schumpeter had argued that finance leads 

economic growth and that financial institutions are necessary 

for the capitalistic economy's development. Supporting the 

above, Goldsmith (1969), McKinnon (1973) and Shaw 

(1973), also emphasized the role of financial services in 

promoting economic growth. A number of studies including 

Levine (2005), Chowa and Fung (2013) have observed that 

financial intermediaries as the agents that watch, fund and 

promote entrepreneurship and hence, investment and growth 

in the economy of nations. Meaning that financial 

intermediation will influence saving rate, investment 

decisions, technology innovation and hence long-run growth 

rate. The finance-led growth hypothesis has been criticized. 

For instance, Lucas (1988), McKinnon (1973), Shaw (1973) 

and Lartey and Farka (2011) argued that financial 

development is not a precondition for economic growth 

because investment in a typical developing economy is mostly 

self-financed and during crisis, countries with better 

developed financial systems are more adversely affected than 

those with underdeveloped financial systems (Bara et al, 

2016). Despite these criticisms, the finance-led growth 

hypothesis is realistic in that it takes into consideration the 

important of financial intermediation in influencing saving 

rate, investment decisions, technology innovation and hence 

long-run growth rate. Hence, it provides a framework for 

investigating the impact of capital market on economic 

growth in Nigeria. 

2.3 Empirical Literature 

A number of literatures exist on capital market and economic 

growth. For instance, Ewah, Esang and Bassey (2009) used 

OLS estimation method of econometrics to appraise how 

capital market has impact on economic growth in Nigeria, 

using time series data from 1961 to 2004. The outcome 

revealed that the capital market in Nigeria has the potentials 

of growth inducing, but it has not contributed to economic 

growth meaningfully. 

 Okpara, (2010) examined the impact of the capital 

market performance on economic growth in Nigeria. 

Econometrics methods including co-integration and Granger 

causality were used for the study. The regression result 

revealed that there exist a long-run relationship between the 

growth of GDP and the capital market indicators. The GDP is 

positively and significantly related to the one period lag of the 

capital market indicators. The causality test revealed that 

capital market indicators namely, market capitalization and 

value of shares traded granger causes the increase of GDP. 

Sudharshan and Rakesh (2011) investigated stock 

market performance and economic growth. The researchers 

conducted Granger Causality test, Engle-Granger Co-

integration test and Error Correction Model. The monthly 

results of Granger causality test suggested that there is a 

bidirectional relationship between IIP and Stock prices (BSE 

and NSE) and quarterly results revealed that there is no 

relationship between GDP and BSE but in the case of NSE 

and GDP there is a unidirectional relationship and that runs 

from GDP to NSE. 

Ihendinihu and Onwuchekwa (2012) sought to 

examine the causal link between stock market performance 

and economic growth in Nigeria from 1984 to 2011. The 

Ordinary Least Square (OLS) Technique was adopted in 

analyzing the data. They found market capitalization and all 

share index have significant influences on economic growth in 

Nigeria. Similarly, Echekoba, Ezu and Egbunike (2013) 

examined the impact of capital market on the growth of the 

Nigerian economy under a democratic rule. The study used 

time series data and multivariate regression method to analyze 

the data. The result showed that while total market 

capitalization and all share indexes exert positive influence on 

the GDP, the total value of stock has a negative effect on the 

GDP growth rate, and none is significant. 

In addition, Atoyebi, Ishola, Kadiri, Adekunjo and 

Ogundeji (2013) used the OLS and VECM to examine the 

impact of capital market on economic growth in Nigeria 

(1981-2010). Empirical investigations showed that market 

index and market capitalization were statistically significant at 

10%. While the vector auto regression suggested the existence 

of long run relationship between stock market and reel GDP 

and the stability in the system. 

Kareem, Sanni, Raheem and Bakare (2013) 

examined the impact of the Nigerian capital market on the 

Nigerian economy using correlation analysis. The result 

showed that there has been a steady rise in GDP, market 

capitalization, total shares traded, public capital expenditure, 

gross capital formation, openness and foreign direct 

investment. However, only openness and GCF were 

significant factors enhancing real GDP. Also correlation 

analysis showed a positive and significant relationship 

between real GDP, market capitalization and total shares 

traded and are also significant at one per cent level of 

probability. 

Najeb (2013) employed econometrics methods of 

OLS and ECM to examine the link between stock market 

performance and economic growth in terms of a simple 

theoretical and empirical literature framework. The findings 

suggested a positive association between efficient stock 

markets and economic growth, both in short run and long run 

and there is evidence of an indirect transmission mechanism 

through the effect of stock market enlargement on investment. 

They are seen as providing a service that boosts economic 

growth. 

Oladipo, Tunde and Bakare (2013) examined the 

association between capital market development and 

economic growth in Nigeria. The researchers applied co-

integration and ECM modeling to stock market and 

macroeconomic time series data. The result showed that all 

share Index, number of deals and market capitalization have 

individual positive and significant combined impact on 
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economic growth. Inflation, however, has positive but 

insignificant effect on economic growth. The pair-wise 

Granger causality test showed that there exists a unidirectional 

causality running from capital market to economic 

development and feedback causality between market 

capitalization and economic growth thus validating the 

endogenous growth theory. 

Okodua and Ewetan (2013) employed ARDL 

technique to examine the association between stock market 

performance and economic growth in Nigeria. The researchers 

found that in the long-run, overall productivity in the 

economy is less responsive to changes in stock market 

capitalization and the average dividend yield. Also, the long-

run growth of the economy is highly sensitive to marginal 

variations in the rate of interest. 

Yadirichukwu and Chigbu (2014) studied the impact 

of capital market on economic growth in Nigeria from 1985 -

2012. The study utilized co-integration and ECM methods of 

econometrics as the main analytical techniques. Findings 

suggested a significant association between capital market and 

economic growth. 

Briggs (2015) investigated the impact of the capital 

market on the Nigerian economy from 1981-2011. Johansen 

co-integration and Granger causality tests were applied. The 

result showed that there is a long run association between 

capital market and economic growth. The finding also 

revealed that capital market has a positive impact on 

economic growth in Nigeria. 

Okoye, Okoye and Ezejiofor (2015) sought to 

examine the impact of capital market efficiency as a panacea 

to the economic growth in Nigeria since democratic 

dispensation using a statistical non-parametric test called 

Analysis of Variance (ANOVA). The result revealed that 

capital market has positive and significant impact on 

economic growth in Nigeria. Hence, the investment, credit to 

private sector, and stock market capitalization on GDP has 

linear relationship on the Nigerian economic growth. 

Abdul and Usman (2015) looked at the association 

between stock market development and economic growth in 

Pakistan from 1988 to 2012 using OLS and Granger Causality 

techniques. The finding suggested that STV, STOR and FD 

are significant while SMC appeared insignificant. The 

causality test showed bidirectional causality between FD and 

GDP and a unidirectional causality present between GDP to 

STV, SMC to GDP, FD to STOR and FD to STV. The 

findings recommended to policy makers in Pakistan that there 

is a strong association between stock market development, 

financial intermediary and economic growth. 

Duke and Nkamare (2015) investigated the capital 

market and economic growth in Nigeria from 1986 to 2005 

using OLS estimation technique. The finding suggested that 

there was a direct perfect association among the variables. 

The result also showed that none of the variables individually 

predicted GDP. 

Okpoto (2015) studied the impact of capital market 

on economic growth in Nigeria for the period 1980 to 2013. 

The researcher applied the ADF, co-integration, and the Error 

Correction Mechanism technique (ECM), the unit root test 

results show that the variables stationary at various levels. The 

result revealed that the variables were cointegrated. The 

parsimonious results showed that total value of transaction, 

market capitalization and total holdings of development stock 

impacted on economic growth but not meaningfully. 

Yusuf and Aminu (2016) studied the impact of 

capital market on economic growth in Nigeria from 2005 to 

2014. OLS econometrics technique was employed as the main 

analytical technique. The findings suggested that, capital 

market performance indicators impacted insignificantly on 

GDP. 

Obiakor (2016) used OLS techniques to examine 

capital market and economic growth in Nigeria from 1985 to 

2015. Analysis was anchored on relevant manifold regression 

model whose coefficients were estimated via the ordinary 

least squares (OLS) techniques. Results revealed that in 

specifics, market indices had heterogeneous effects on growth 

of the economy but on aggregate, capital market development 

significantly induced growth of the economy. 

Odo, Anoke, Onyeisi and Chukwu (2017) 

investigated the impact of capital market on economic growth 

in Nigeria from 1986 to 2016. They employed Auto 

Regressive Distributed Lag bound testing and VAR Granger 

causality econometric tools of estimation to test the variables 

in the model. The result of the estimation revealed a stable 

long run association between the explained and explanatory 

variables as supported by the greater bound value of 10.58. 

The finding of the ARDL revealed that market capitalization 

has positive significant association with economic growth; 

also, stock traded total value indicated a negative insignificant 

link with economic growth, all in the short run. The findings 

further showed that market capitalization and stock traded 

total value percent of GDP exhibited a negative insignificant 

link with economic growth in the long run within the period 

of the study. Findings of VAR Granger test revealed that, 

causality was seen from MCAPGDP to GGDP. 

Muritala and Ogunji (2017) critically studied the 

association between the capital market and economic growth 

in Nigeria (1980-2015). Unit root, Co-integration and ECM 

methods of econometrics were employed. The finding showed 

that total new issue, market capitalization, and total listing 

positively impact on the economy. Meanwhile, the value of 

the transaction has impacted on real gross domestic product 

negatively. 

III. METHODOLOGY 

This part specifies the econometric model that was employed 

in this study. Furthermore, it specifies an econometric model 

aimed at capturing the association between capital market and 

economic growth in Nigeria. To achieve this objective, 

quantitative data on gross domestic product, interest rate, 
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value of transaction, market capitalization and number of 

deals were collected from CBN Statistical Bulletin from1986 

to 2016. The model was specified in line with the conceptual, 

hypothetical and experimental literature reviewed. 

Momentously, this work adapted the model of Muritala and 

Ogunji (2017). That is, the model was cast in agreement with 

that of Muritala and Ogunji (2017), whose model is in the 

form RGDP = f(MCAP, TNI, VLT, LEQ) but with slight 

modification. This present study replaced listed equities 

(LEQ) with interest rate and total new issues with number of 

deals in the model. Specifically, the study expressed the 

capital market-economic growth functionally as: 

GDP = F (MCAP, ND, VLT, INT)                        (1) 

GDPt = ἁo + ἁ1MCAPt + ἁ2NDt + ἁ3VLTt + ἁ4INT + ῶt     (2) 

Where; 

GDP = Gross Domestic Product  

MCAP = Market Capitalization 

ND = Number of Deal 

VLT = Volume of Transactions 

INT = Interest rate (i.e., monetary policy rate) 

ῶ = Error Term 

ἁ0 = The constant parameter; ἁ1, ἁ2, ἁ3 and ἁ4 = The slope 

parameters 

Apriori expectation: On the apriori:  ἁ1, ἁ2, ἁ3 >0 and ἁ4 < 0. 

3.2 Techniques of Data Analysis 

The techniques that were employed to analyze our data are: 

unit root test via Augmented Dickey Fuller test (ADF) and 

Autoregressive Distributed Lag (ARDL). The ADF unit root 

test helps to ascertain stationarity of the variables, and the 

general form of the ADF is presented thus:  

Δ y
t 
= α

0 
+ α

1 
y

t-1 
+ Σα

1
Δy

i 
+ δ

t 
+ U

t 
          (3)         

Where: y is a time series, t is a linear time trend, Δ is the first 

difference operator, α
0 

is a constant, n is the optimum number 

of lags in the independent variables and U is random error 

term. In order to examine the short-and long-term relations 

between the economic growth and capital market variables in 

the model, Autoregressive Distributed Lag (ARDL) was used. 

The reason is that estimates provided by ARDL method avoid 

problems such as autocorrelation and endogeneity, they are 

unbiased and efficient. Moreover, Autoregressive Distributed 

Lag (ARDL) is a long-established method of estimating co-

integrating relationships, such as Engle-Granger (1987) or 

Johansen's (1991, 1995) method, or single equation methods 

such as Fully Modified OLS, or Dynamic OLS either require 

all variables to be I(1), or require prior knowledge and 

specification of which variables are I(0) and which are I(1). 

To alleviate this problem, Pesaran and Shin (1999) and Smith 

(2001) showed that co-integrating systems can be estimated as 

ARDL models, with the advantage that the variables in the co-

integrating relationship can be either I(0) or I(1), without 

needing to pre-specify which are I(0) or I(1). Pesaran and 

Shin also noted that unlike other methods of estimating co-

integrating relationships, the ARDL representation does not 

require symmetry of lag lengths; each variable can have a 

different number of lag terms. Therefore, the ARDL model 

for this study is presented thus: 

∆𝐺𝐷𝑃𝑡 ,𝑗 =  𝐶0 +  𝐶1𝐺𝐷𝑃𝑡−1,𝑗 +  𝐶2𝑀𝐶𝐴𝑃𝑡−1,𝑗 +  𝐶3𝑁𝐷𝑡−1,𝑗  

+  𝐶4𝑉𝐿𝑇𝑡−1,𝑗  +  𝐶5𝐼𝑁𝑇𝑡−1,𝑗

+  𝑎1𝑖 ,𝑗∆

𝑛1

𝑖=1

𝐺𝐷𝑃𝑡−1,𝑗

+  𝑎2𝑖 ,𝑗∆

𝑛2

𝑖=0

𝑀𝐶𝐴𝑃𝑡−1,𝑗

+  𝑎3𝑖 ,𝑗∆

𝑛3

𝑖=0

𝑁𝐷𝑡−1,𝑗 +   𝑎4𝑖 ,𝑗∆

𝑛4

𝑖=0

𝑉𝐿𝑇𝑡−1,𝑗

+  𝑎5𝑖 ,𝑗∆

𝑛5

𝑖=0

𝐼𝑁𝑇𝑡−1,𝑗  + 𝜇𝑡  − −  − − −  4  

IV. RESULTS AND DISCUSSION 

The empirical analysis focused mainly on descriptive 

statistics, estimation of the regression model and post estimate 

tests. 

4.1 Descriptive Statistics for Underlying Series 

The essence of the descriptive statistics is to ascertain stability 

of the time series. 

Table 4.1: Descriptive Statistics Result 

 GDP MCAP ND VLT INT 

Mean 490206.7 4841.647 784400.1 408135.3 12.82528 

Median 311536.8 292.9000 104222.0 13821.55 12.75000 

Maximum 2249369. 41620.30 4754458. 3155011. 26.00000 

Minimum 183563.0 5.000000 10014.00 215.0000 6.000000 

Std. Dev. 394820.1 8629.514 1157532. 725595.0 4.085036 

Skewness 2.639801 2.516293 1.845555 2.202296 0.832457 

Kurtosis 11.92166 10.28761 5.911170 7.614550 4.411644 

Jarque-Bera 161.2053 117.6543 33.14882 61.04175 7.147010 

Probability 0.000000 0.000000 0.000000 0.000000 0.028057 

Sum 17647442 174299.3 28238404 14692872 461.7100 

Sum Sq. Dev. 5.46E+12 2.61E+09 4.69E+13 1.84E+13 584.0633 

Observations 36 36 36 36 36 

Source: Authors’ Computed Result from (E-views 9.0) 

Note: GDP, MCAP, ND, VLT and INT as earlier defined 

The descriptive statistics reported in Table 4.1, indicates that 

gross domestic product (GDP), market capitalization 

(MCAP), number of deals (ND), volume of transaction (VLT) 
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and interest rate (INT) averaged ₦ 490206.7 million, 

₦4841.647 million,  ₦  784400.1 million ₦408135.3 million 

and ₦ 12.82528 million respectively. The standard deviation 

showed that economic growth and number of deals converged 

around their mean. While market capitalization, volume of 

transaction and interest rate did not converge around their 

respective mean. The Skewness test result showed positive 

values for all the series, meaning that they have high tails. All 

the variables are leptokurtic in nature since their values for 

kurtosis 11.92166, 10.28761, 5.911170, 7.614550 and 

4.411644 respectively are more than three. This indicates a 

flatter than normal distribution. Specifically, the Kurtosis test 

reveals that the variables have large tails. The probability of 

Jarque-Bera statistics suggests that the variables have normal 

distribution. 

4.2 Unit Root Test Result 

The test for the stationarity status of all variables in the model 

to establish their order of integration proceeds the ARDL 

bounds test, the reason for this is to be sure that the variables 

are stationary at level 1(0) and first difference 1(1) only but 

not second difference I(2) so as to avoid spurious regression 

results. Inferences in the bounds testing procedure through the 

computed F-statistics for bounds testing are based on the 

assumption that the variables are level 1(0) or first-difference 

1(1) stationary. Therefore, the ADF method was used to test 

for the stationarity of the variables in the model. See Table 4.2 

below.  

Table 4.2: Augmented Dickey-Fuller Unit Root Test Result 

Vari

ables 
ADF 

Test 

Statistic 

@ Level 

ADF Test 

Critical 

Value @ 

5% 

(level) 

Order of 

Integration 
ADF 

Test 

Statistic 

@ 1st 

Differen

ce 

ADF Test 

Critical 

Value @ 

5% (1st 

Diff.) 

Ord

er of 

Inte

grati

on 

GDP 1.83635
4 

-
3.552973 

Not 

Stationary 

-
4.8050
52 

-
3.552973 

1(1) 

MCA

P 

 0.9218
80 

-
3.548490 

Not 

Stationary 

-
4.8799
98 

-
3.552973 

1(1) 

ND -
4.92220
8 

-
3.595026 

1(0) 

stationary 
- - 1(0) 

VLT  1.8630
83 

-
2.948404 

Not 

Stationary 

4.3593
17 

-
2.951125 

1(1) 

INT -
3.04986
0 

-
2.948404 

1(0) 

stationary 
- - 1(0) 

Source: Authors’ Computed Result from (E-views 9.0) 

Note: GDP, MCAP, ND, VLT and INT as earlier defined 

The stationarity test result presented in Table 4.2 showed that 

at 5% level of significance, the variables were stationary. For 

instance, ND and INT were stationary at level 1(0), i.e., ND 

and INT were stationary in their levels at 5% ADF test. While 

GDP, MCAP and VLT were stationary at first differences 

1(1). That is, they became stationary at first difference 

(integrated of order one). Given that the variables were 

integrated of order 1(0) and 1(1). The requirement to fit in an 

ARDL model to test for long run relationship is satisfied. 

4.3 Model Estimation Results 

Table 4.3 ARDL Bounds Test for Co-integration 

Model F-Statistic = 7.147101 

F(GDP, MCAP, ND, VLT, INT) K = 4 

Critical Values Lower Bound Upper Bound 

10% 3.03 4.06 

5% 3.47 4.57 

1% 4.4 5.72 

Source: Authors’ Computed Result from (E-views 9.0) 

Since the variables were integrated of order 1(0) and 1(1), and 

the sample size is small, Narayan (2004) critical values for 

small sample sizes ranging from 30 observations to 80 

observations was adopted. From the ARDL bounds test result, 

it is clear that there is a long run relationship amongst the 

variables (GDP, MCAP, ND, VLT and INT). This is because 

the computed F-statistic of about 7.15 is higher than the upper 

critical bounds at 1%, 5% and 10% critical values. This 

provided evidence to reject the null hypothesis of no co-

integration at 5% and 10% significance level for the growth 

model. It can therefore be concluded from the ARDL bounds 

test that there is a long-run relationship among the variables. 

Therefore, this study illustrate that capital market variables 

have a long run relationship with the Nigerian economic 

growth. Following the establishment of long-run co-

integration relationship among the variables, the long-run and 

short-run dynamic parameters for the variables were obtained.  

4.4 Error Correction Test Results 

Table 4.4 Estimated ARDL Long Run Coefficients. Dependent Variable: 

GDP ARDL (4, 4, 4, 3, 0) 

Regressors Coefficient t-Statistic P-Value 

MCAP 202.958673 2.087820 0.0609 

ND 0.594201 2.163102 0.0534 

VLT -2.609226 -2.299733 0.0421 

INT 3481.107197 1.254625 0.2356 

Source: Authors’ Computed Result from (E-views 9.0) 

Note: GDP, MCAP, ND, VLT and INT as earlier defined 

The estimated ARDL long run coefficients in Table 4.4 

revealed that market capitalization and number of deals have 

positive and significant relationship with economic growth. 

This conforms to the a priori expectations.  Volume of 

transaction has a negative but significant relationship with 

economic growth. The result also revealed that interest rate 

has a positive and insignificant relationship with economic 

growth. In addition, it can be deduced that market 

capitalization, number of deals and volume of transaction will 

enhance economic growth in the long-run.  
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Table 4.5: Error Correction Representation for the Selected ARDL 

Model ARDL (4, 4, 4, 3, 0) 

Regressors Coefficients t-Statistic P-Value 

MCAP 20.760126 2.119972 0.0576 

ND -0.037814 -0.732483 0.4792 

VLT -0.278828 -3.400342 0.0059 

INT 1996.231410 2.437609 0.0330 

ECM (-1) -0.573447 -1.565369 0.1458 

R-squared = 

0.999703 

Adjusted R-

squared = 

0.999233 

F-statistic = 

2125.703 

Prob(F-statistic) 

= 0.000000 

Akaike info criterion = 

21.75273 

Schwarz criterion = 

22.66882 

Durbin-

Watson stat = 

1.960453 

Source: Authors’ Computed Result from (E-views 9.0) 

Note: GDP, MCAP, ND, VLT and INT as earlier defined 

Table 4.5 showed the result of the short-run dynamic 

coefficients associated with the long-run relationships 

obtained from the ECM equation. The Error Correction Term 

in the model has the right sign (i.e., negative) though 

statistically not significant at conventional level. This 

indicates adjustment to long-term equilibrium in the dynamic 

model. Put differently, it indicates it adjustment from short 

run equilibrium to long-run equilibrium in the dynamic 

model. This implies that deviations from the short-term 

growth rate in economic growth adjust quickly to long run 

equilibrium. The Durbin Watson (DW) value of 1.96 which is 

approximately 2.0, suggests that the model is free from 

autocorrelation. Moreover, as expected, market capitalization 

in the short- run has positive and significant effect at 5% level 

of significance on economic growth. This means that market 

capitalization enhanced economic growth in the short-run. 

The results showed that a unit increase in market 

capitalization will increase economic growth. Furthermore, 

number of deals in the short-run has negative and insignificant 

effect on economic growth. The results showed that a unit 

increase in number of deals will decrease economic growth. In 

addition, volume of transaction and interest rate in the short- 

run have negative and positive effect respectively on 

economic growth but both variables have significant effect on 

economic growth. This depicts that the variables have the 

potentials to adjust to stable long run relationship or 

equilibrium with economic growth. 

4.5 Post Estimate Tests 

Post estimate tests were employed to examine the reliability 

of the estimated model for prediction or policy purposes. 

Specifically, Ramsey Reset Test, Breusch-Godfrey Serial 

Correlation LM Test, Heteroskedasticity Test: Breusch-

Pagan-Godfrey and normality tests were applied. The post 

estimate tests revealed that the ARDL model passed all the 

diagnostic tests considered. Specifically, the Jarque-Bera 

statistic revealed that the Error Term is normally distributed at 

the conventional level (i.e., 5%). This is because the 

probability value of the Jarque-Bera statistic of 0.527117 is 

greater than the 0.05% conventional level. The results of these 

tests are reported T able 4.6 below. 

Table 4.6 Ramsey Test, Serial Correlation LM Test, Heteroskedasticity Test 

and Normality Test Results 

Test F-Statistic t-Statistic 
Obs R-

Square 

Prob. 

Value 

Ramsey Reset Test 1.005300 1.002646 - 0.3376 

Breusch-Godfrey 

Serial Correlation 

LM Test 

0.548857 - 3.165234 0.5941 

Heteroskedasticity 

Test: Breusch-Pagan-

Godfrey 

0.392535 - 13.32696 0.9666 

Normality Test 

Jarque-Bera 

Statistic = 

1.280665 

- - 0.527117 

Source: Authors’ Computed Result from (E-views 9.0) 

V. CONCLUSION AND RECOMMENDATIONS 

The study on capital market and economic growth in Nigeria 

from 1986-2016 is of great important to the Nigerian 

economy. This is because capital market plays an important 

role in the growth process of the economy. With the 

utilization of data on gross domestic product, interest rate, 

value of transaction, market capitalization and number of 

deals from CBN Statistical Bulletin and the used of ARDL to 

capture the short and long-run relationship between 

endogenous and exogenous variables. The result revealed that 

market capitalization has positive and significant effects on 

economic growth both in the short and long run. Number of 

deals has a positive and significant effect on economic growth 

in the long run but negative and insignificant effect on 

economic growth in the short run. However, volume of 

transaction has a negative and significant effect on economic 

growth in both the long run and the short run. The result also 

revealed that interest rate has positive and insignificant effect 

on economic growth in the long run. While in the short run, it 

has a positive and significant effect on economic growth. The 

study therefore concluded that capital market has impacted on 

economic growth in Nigeria and recommended that there 

should be improvement in the moribund market capitalization, 

by encouraging more foreign investors to participate in the 

market, maintain state of the art technology like automated 

trading and settlement practices, electronic fund clearance and 

eliminate physical transfer of shares. There is also need to 

restore confidence to the market by regulatory authorities 

through ensuring transparency and fair trading transactions 

and dealings in the stock exchange. The Nigeria stock 

exchange will have to reduced the hurdle or soften the 

requirements for corporation or business to be able to access 

such cheap funds. There should be a strong need to put in 

place policy measures that would guarantee competitive 

participation and cause investors to stop the attitude of "buy 

and hold" of securities which will delay rapid development of 

Nigerian economy. The government should also make use of 

the capital market in sourcing for cheap funds instead of 

relying entirely on the optimum benefits of the activities of 
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the Nigeria stock exchange to accrue to the Nigerian 

economy. 
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