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Abstract 

This study examined the impact of Nigerian capital market on economic growth and development 

between 1990 and 2011. Data were collected from Security Exchange Commission reports, 

Nigerian Stock Exchange Review Reports, Central Bank of Nigeria Statistical Bulletin 

respectively and ordinary least square method of regression was used with aid of STATA version 

10 software packages to analyze the data. The result showed that capital market indices have 

impact significantly on the GDP. The study recommends among others that government should 

put up measures to build up investors’ confidence in the capital market by fair transactions, 

increase investments instruments in the market, provide basic infrastructures and disabuse the 

mind of investors from buying and hold securities syndrome. 
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INTRODUCTION 

Capital market is an engine of economic growth and development globally, Nigeria inclusive. 

Capital market is made up of markets and institutions which facilitate the issuance and secondary 

trading of long-term financial instrument. The history of Nigeria Capital Market could be traced 

to 1946 when the British colonial administration floated a N600,000 local loan stock bearing 

interest at 3¼% for the financing of developmental projects under the Ten-Years Plan Local 

Ordinance. The loan stock, which had a maturity of 10-15 years, was oversubscribed by more 

than N1 million, yet local participation of the issued was terribly poor. An as result of poor local 

participation federal government established several economic programmes with hope to foster 

economic and financial development, such Structural Adjustment Programme (SAP) 1986, 

Vision 2010, Vision 2020, Millennium Development Goal (MDGs), National Economic 

Empowerment Development Strategy (NEEDS), State Economic Empowerment Development 
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Strategy (SEEDS), and other development plans. Recently, capital market has experienced 

unprecedented growth which was attributed to the banking sector reform of 2004-2005. 

(Nwankwo, 1991) says that capital market has helped government and corporate entities to raise 

long term capital for financing new projects, and expanding and modernizing industrial and 

commercial concerns. Pedro and Erwan (2004) assert that financial market development raises 

output by increasing the capital used in production and by ensuring that capital is put into best 

uses. Beckaert et al (2005) analyze that capital market development would lead to financial 

liberalization, which will lead to a 1% increase in annual real economic growth. Studying the 

link between domestic stock market development and internationalization, laessens et al (2006) 

using a panel data technique concluded that domestic stock market development as well as stock 

market internationalization are positively influenced by the log of GDP per capita, the stock 

market liberalization, the capital account liberalization and the country growth opportunities and 

negatively influenced by the government deficit/GDP ratio. Ekundayo (2002) argues that a 

nation requires a lot of local and foreign investments to attain sustainable economic growth and 

development. The capital market provides a means through which this is made possible. It is on 

the premises that this research paper wishes to examine the impact of the Nigeria Capital Market 

on Economic Growth and Development from 1990 to 2011. 

LITERATURE REVIEW 

Capital market provides for buying and selling of long term debt or equity backed securities 

(Wikipedia, 2012). Capital market offers a variety of financial instruments that enable economic 

agents to pool, price and exchange risk. Through assets with attractive yields, liquidity and risk 

characteristics, it encourages saving in financial form. This is very essential for government and 

other institutions in need of long term funds (Nwanko, 1990). The capital market can affect 

economic development through the mobilization of long-term resources, the provision of 

liquidity, risk diversification, privatization, securitization or risk transfers and determination of 

the cost of capital for project valuation (Chiwuba and Amos, 2011) . Ariyo and Adelegan (2005) 

contend that, the liberalization of capital market contributes to the growth of the Nigeria capital 

market, yet its impact at the macro-economy is quite negligible. Osamwonyi, (2005) sees capital 

market as an exchange system set up to deal in long-term credit instrument of high quality. The 

dealing in this high quality instrument facilitates the execution of some desirable and profitable 

project bearing direct relationship with economic development. Cleassens, et al (2006) cited in 

Flavia and Petru-ovidiu (2010) using a panel data technique concluded that domestic stock 

market development as well as stock market internationalization are positively influenced by the 

log of GDP per capita, the stock market liberalization, the capital account liberalization and the 

country rowth opportunities and negatively influenced by the government deficit/GDP ratio. 

EMPIRICAL REVIEW ON NIGERIA 

Some researchers in Nigeria studied the relationship between capital market development and 

economic growth. For instance, Adam and Sanni (2005) cited in Kolapo and Adaramola, (2012) 
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examine the roles of stock market on Nigeria’s economic growth using Granger-causality test 

and regression analysis. The authors discovered a one-way causality between GDP growth and 

market capitalization and a two-way causality between GDP growth and market turnover. They 

also observe a positive and significant relationship between GDP growth turnover ratios. The 

authors advised that government should encourage the development of the capital market since it 

has a positive effect on economic growth. Chinwuba and Amos (2011) also conclude that capital 

market development is a key to economic growth. Afees and Kazeem (2010) critically and 

empirically examined causal linkage between stock market and economic growth in Nigeria 

between 1970 and 2004 and the result showed that capital market development drive economic 

growth. Pedro and Erwan (2004) assert that financial market development leads to economic 

growth and Abdullahi (2005) also agrees with the assertion that capital market development in 

Nigeria is an engine to her economic growth. Moreover, Agarwal (2001) argues that financial 

sector development facilitates capital market development, and in turn raises real growth of the 

economy. In the same vein, Kolapo and Adaramola, (2012) find that Nigerian capital market 

development has significant relationship with economic growth. Obamiro (2005) cited in Kolapo 

and Adaramola, (2012) investigate the role of the Nigeria stock market in the light of economic 

growth. The authors reported that a significant positive effect of stock market on economic 

growth. He suggested that government should create more enabling environment so as to 

increase the efficiency of the stock market to attain higher economic growth. Osinubi and 

Amaghionyeodiwe (2003) also examine the relationship between Nigeria stock market and 

economic growth during the period 1980-2000 using ordinary least squares regression (OLS). 

The result showed that there is a positive relationship between the stock market development and 

economic growth and suggest the pursuit of policies geared towards rapid development of the 

stock market. However, Ewah et al; (2009) appraise the impact of the capital market efficiency 

on economic growth of Nigeria using time series data from 1963 to 2004. They found that the 

capital market in Nigeria has the potential of growth inducing but it has not contributed 

meaningfully to the economic growth of Nigeria because of low market capitalization, low 

absorptive capitalization, illiquidity, misappropriation of funds among others. Harris (1997) did 

not find hard evidence that stock market activity affects the level of economic growth And also 

Osinubi and Amaghionyeodiwe (2003) examine the relationship between the Nigerian stock 

market and economic growth during the period 1980- 2000. There are findings did not support 

the claim that stock market development promotes economic growth. 

EMPIRICAL REVIEW ON OTHER COUNTRIES 

Studies of relationship between capital market development and economic growth in other 

countries were performed. Hondroyiannis, Lolos and Papapetrou (2005) study the case of Greece 

between 1986 and 1999 they found out that the relationship between economic growth and 

capital market development is bi-directional. Bolbol, Fatheldin, and Omran (2005) also analyze 

the effect of financial markets on total factor productivity and growth in Egypt between 1974 and 

2002 it was discovered that capital market development had a positive influence on factor 
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productivity and growth. Mishra, et al (2010) examine the impact of capital market efficiency on 

economic growth of India using the time series data on market capitalization, total market 

turnover and stock price index over the period spanning from the first quarter of 1991 to the first 

quarter of 2010. Their study reveals that there is a linkage between capital market efficiency and 

economic growth inIndia. This linkage is established through high rate of market capitalization 

and total market turnover. The large size of capital market as measured by greater market 

capitalization is positively correlated with the ability to mobilize capital and diversify risk on an 

economy wide basis. The increasing trend of market capitalization in India would certainly bring 

capital market efficiency and thereby contribute to the economic growth of the country. Ben 

Naceur and Ghazouani (2007) carry out research on the influence of stock markets and bank 

system development on economic growth with a sample of 11 Arab countries, and it was 

discovered that financial development could negatively influence the economic growth in 

countries with underdeveloped financial systems and they stress the role of building a sound 

financial system. Chee et al (2003) discover that stock market development has a significant 

positive impact on economic growth in Malaysia and they reported that stock market 

development Granger-causes economic growth. In the same vein, Liu and Hsu (2006) indicate 

that the capital market development has a positive impact on economic growth in Taiwan, Korea 

and Japan. These results were supported by Muhammed et al (2008) finding that there is a long-

run relationship between stock market development and economic growth. However, Gabriel 

(2002) as enunciated by Nyong (2003) lay emphasis on the Romanian capital market and 

conclude that the market is inefficient and hence it has not contributed to economic growth in 

Romania and this result is in line with Flavia and Petru, (2010) finding, that capital markets 

hasn’t reached a level of development that would enable it to fulfill its main function in the 

economy, the gap with the countries of Europe being still quite high. 

METHODOLOGY 

SOURCES OF DATA 

The data for this study was obtained mainly from secondary sources particularly from Central 

Bank of Nigeria (CBN) statistical Bulletins, Nigerian Stock Exchange (NSE) review books, 

Security and Exchange Commission (SEC) market Bulletins and relevant journals. 

METHOD OF DATA ANALYSIS 

The procedure for analyzing the data was econometric procedure. Here the technique used were 

the multiple regression analysis to test whether the capital market indices have impacted on the 

economic growth of Nigeria proxy by Gross Domestic Product (GDP). 

MODEL SPECIFICATION 

Model which specifies that economic growth [proxy by Gross Domestic Product (GDP)] is 

significantly influenced by the capital market indices (market capitalization, new issues, value of 
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transaction and total listing) is formulated as follows, GDP= f (MCAP, TNI, VLT, TLS) 

LnGDP= β 0+ β 1LnMCAP+ β 2LnTNI+β 3LnVTS+ β 4LnTLS+U Where; The a priori 

expectation is β1, β2, β3, β4> 0 

LnGDP= Gross Domestic Product 

LnMCAP= Market Capitalization 

LnTNI= Total New Issues 

LnVTS= Value of transactions 

LnTLS = Total Listed Equity and Government Stock 

U = Disturbance Term 

β = Intercept 

β1 - β4 = Coefficient of the Independent Variables. 

Note: All variables are in their natural logarithm form.  

IMPLICATION OF FINDINGS 

All explanatory variables (MCAP,TNI, VTL and TLS) were significantly joint predictors of 

economic growth and development in Nigeria. For instance, MCAP and TNI are positively 

related and significant to GDP. This implies that an increase in market capitalization and stock 

will boost economic growth and development. The finding agrees with Oke and Adeusi, ( 2012 ), 

Pat and James, (2010), Ewah, etal (2009) and Ariyo and Adelegan (2005) who found that capital 

market had a positive impact on economic growth and development of Nigeria. But it has not 

contributed meaningfully to economic growth and development due to low market capitalization 

(MCAP), low volume of transaction, and few listed companies on the floor of Nigerian Stock 

Exchange. Secondly, The negative sign of VLT and LTS indicates an inverse relationship. VLT 

is negatively related but not significant with GDP, while the LTS is also negatively related and 

significant with GDP. This finding is in line with Adetunji, (1997), cited in Chinwuba and Amos, 

(2011) who argues that “African markets basically lack depth and breadth with most of them 

trading only in traditional instruments. The level of awareness by the populace is low while not 

much is known about our markets by outsiders”. Also, in the views of Ilaboya and Ibrahim, 

(2004) “The insignificant relationship reflects the fact that majority of key investors prefer to 

invest in other sectors of the economy other than the capital market”. However, the DW-statistic 

of 1.883 approximately to 2 shows the absence of positive first-order serial correlation. This 

indicates that the model has a high explanatory and predictive power. Lastly, this result revealed 

that increase in MCAP and TNI as a result of capital market reforms in Nigeria. 

Conclusion 
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This study examined the impact of Nigerian capital market on economic growth and 

development. To achieve this, a model was formulated which we related stock market 

performance indicators to Gross Domestic Product. The result showed that market capitalization, 

stock issues, value of stocks and total listed of equity and government bond jointly have positive 

significant impact on economy’s growth and development. The study conforms to the positions 

of Pat and James, (2010); Oke and Adewusi, (2012); Chinwuba and Amos (2011); Anyanwu, 

(1997); Uwubanmwen, (2001); and Osamwonyi, (2006) that capital market is a driving force for 

economy growth and development. For Nigerian capital market to be an engine of economic 

growth and development, the following recommendations are put forward: 

Recommendations 

1. Government should improve dealing in the market capitalization by encouraging more foreign 

investors to participate in the market. 

2. Government should restore confidence to the market through regulatory authorities which will 

portray transparency, fair trading transactions and dealing in the stock exchange. 

3. There is also need to check and regulate the operators and all activities of the market through 

code of conduct of the market. 

4. Government should improve basic infrastructures such as communication and information 

network. This will enhance transactions between parties of the market (issuing house, stock 

brokers, investors etc) 

5. Government should also discourage Nigerian investors’ attitude of buy and hold securities 

instead of trading in the capital market. 

6. There is also need to increase investments instruments such as derivatives, convertibles, swap 

and option in the market. 

References 

Abdulahi, S.A. (2005). Capital market performance and economic development in Nigeria. An 

empirical analysis paper presented at the Dept. of Business Administration, Bayero University 

Kano. 

Adamu, J.A & Sanni, I (2005). Stock market development and Nigerian economic growth. 

Journal of Economic and Allied Fields, 2(2), 116-132 

Afees, A.S & Kazeem, B.A (2010). The Stock Market and Economic Growth in Nigeria: An 

Empirical Investigation, Journal of Economic Theory, 4, 65 – 70. 

Agarwal, S. (2001). Stock Market Development and Economic Growth: Preliminary Evidence 

from African Countries. Web Document . 



International Journal of  Science Arts and Commerce                                                                         ISSN: 0249-5368 

 

www.ijsac.net    Page 70 

Ariyo,A. & Adelegan, O. (2005). Assessing the Impact of Capital Market Reforms in Nigeria: 

An Incremental Approach. Paper Presented at 46th Annual Conference of the Nigeria Economic 

Society in Lagos in August 2005. 

Beckaert, G.; Harvey, C.; Lundblad, C. (2005) Does financial liberalization spurgrowth?, Journal 

of Financial Economics, 77, pp.3-55 

Ben Naceur, S.; Ghazouani, S. (2007) Stock markets, banks, and economic growth: Empirical 

evidence from the MENA region, Research in International Business and Finance, 21, pp.297-

315 

Bolbol, A.; Fatheldin, A.; Omran, M. (2005) Financial development, structure, and economic 

growth: the case of Egypt, 1974-2002, Research in International Business and Finance, 19, 

pp.171-194 

Claessens, S.; Klingebiel, D.; Schmukler, S. (2006) Stock market development and 

internationalization: Do economic fundamentals spur both similarly?, Journal of Empirical 

Finance, 13, pp.316-350 

Chee Keon, C., Zulkornian, Y., Siong, H.L.& venus, K.S (2003). Financial development and 

economic growth in Malaysia: The stock market perspective. Retrieved, April 4, 2012 from, 

http://129.3.20.41/eps/mac/papers/0307/0307010.pdf 

Chinwuba, O. and Amos, O.A (2011). Stimulating Economic Development through the capital 

market: the Nigerian experience. JORIND 9(2). Available at www.transcampus.org (accessed on 

20th August, 2012) 

Ekundayo, I.K. (2002). Creating Conducive Environment for Investment in Nigerian Capital 

Market. Paper Presented at Public Enlightenment on opportunities in the Capital Market for 

Industrial Development of Kogi State “ Lokoja29th March to 1st April, 2002. Ewah, S.O.E, 

Esang, A.E. &Bassey J.U. (2009). Appraisal of Capital Market Efficiency on 

Economic Growth in Nigeria.International Journal of Business and Management,4 (12) 219 – 

225. 

Flavia, B and Peter-Ovidiu, M. ( 2010). Capital Market and Economic Growth: The case of 

Romania. Annals of the University of petrosani, Economics 10 (2) Gabriel. (2002). In Nyong, M. 

O. (2003) Predictability and Volatility of Stock 

Harris RDF (1997). Stock markets and development: A re-assessment. European Economic 

Review, 1, 136-139. 

Hondroyiannis, G.; Lolos, S.; Papapetrou, E. (2005) Financial market and economic growth  in 

Greece, 1986-1999, Journal of International Financial Markets, Institutions and Money, 15, 

pp.173-188 



International Journal of  Science Arts and Commerce   Vol. 5 No 7, July -2020  

www.ijsac.net    Page 71 

Ilaboya, O.J. and Ibrahim, S (2004). Impact of stock market performance on the level of 

economic activities: Evidence from Nigerian stock market, Nigerian journal of business 

administration, Vol.6 No 1. 

Liu, W.; Hsu, C. (2006) The role of financial development in economic growth: The experiences 

of Taiwan, Korea, and Japan, Journal of Asian Economics, 17, pp. 667-690 

Mishra,P.K. Mishra,U.S. Mishra,B.R. Mishra, P. (2010). Capital Market Efficiency and 

Economic Growth: The Case of India.European Journal of Economics, Finance and 

Administrative Sciences Issue 27 (18). 130-138. 

Muhammed, S, Nadeem, A & Liaquat. A. (2008). Stock Market Development and Economic 

Growth”: ARDL causality in Pakistan. International Research Journal of Finance and Economic 

Issues. 14: 183 -195. Nigeria Stock Exchange (NSE) Fact Book for 2004-2009. Lagos: The 

Nigeria 

Stock Exchange. Nwankwo, G. O. (1991). Money and Capital Markets in Nigeria Today, 

University of Lagos Press Nigeria. 

Nyong, M. O. (2003). Predictability and Volatility of Stock Return in Three Emerging Markets: 

Nigeria, South Africa and Brazil.Nigeria Journal of Economics and Development Matters 2(1): 

12 – 29. 

 


