THE RELATIONSHIP BETWEEN THE CAPITAL MARKET AND ECONOMIC GROWTH IN AN EMERGING ECONOMY: EVIDENCE FROM NIGERIA

ABSTRACT

This study investigates the significance of forensic accountants in the identification of fraud in Nigeria, specifically focusing on a comparative comparison between the public and private sectors. The function of a forensic accountant is of great importance inside Nigerian organisations, as they employ advanced technology equipment to conduct investigations as part of their assigned tasks. The researcher utilises primary data collection methods, specifically questionnaires and personal interviews, in order to gather data. The hypotheses were evaluated using a z-test at a significance level of 5%. The findings indicate that the presence of a competent forensic accountant can contribute to the advancement and progress of an organisation in which they are engaged. This study suggests that in order to achieve organisational objectives, it is important for forensic accountants in both the public and private sectors to establish a strong foundation of mutual trust, respect, and understanding. Additionally, it is recommended that management should foster a mutually beneficial relationship with the preparers of financial statements.

CHAPTER ONE

INTRODUCTION

1.1 BACKGROUD OF THE STUDY

The role of long-term capital in the economic development of a nation cannot be overemphasized. Most economic managers recognize that a well organized many developing countries; capital has been a major constraint to economic development.

The Nigerian economic has over the years been subject to series of social, political and economic policies and reforms. In the pre-1970 era, the economic was basically agrarian and food security was largely achieved with the various regional governments then. The need to encourage private capital in development was realized long enough, with the establishment of the Nigerian Stock Exchange (NSC), then called the Lagos Stock Exchange in 1961 to develop the capital market (Alile & Anao, 1986).

The capital market is a highly specialized and organized financial market and indeed essential agent of economic development because of its ability to facilitate and mobilize savings and investment. The capital market provides the much needed liquidity making documentary evidence of ownership of securities trade-able (Sule & Momoh, 2009, p. 67). To a great extent, the positive relationship between capital accumulation and real economic growth has long been affirmed in economic theories (Anyanwu, 1996).

Success in capital accumulation and mobilization for development varies among nations, but it is largely dependent on domestic savings and inflows of foreign capital. Therefore, to step-up the current efforts on economic recovery, effort must be geared toward effective resource mobilization. It is in realization of this that consideration is given to measure the development of capital market as an institution for the mobilization of finance from the surplus sector to deficit sector.

Undoubtedly, potential investable funds abound in Nigeria, but the overriding consideration on this project will be to examine the role of the capital market in harnessing and mobilizing these resources to generate economic growth in the country and consequently, economic development.

1.2 Statement Of The Problem

There is abundant evidence that most Nigerian businesses lack long-term capital. The business sector has depended mainly on short-term financing such as overdrafts to finance even long-term capital. Based on the maturity matching concept, such financing is risky. All such firms need to raise an appropriate mix of short-term and long-term capital (Demirguc-Kunt & Levine, 1996, pp. 223-239).

Most recent literatures on the Nigerian capital market have recognized the tremendous performance the market has recorded in recent times. But the performance of the capital market, especially the Nigerian Stock Market, was overcast in 2009 by the global financial and economic crisis with the exorbitant lending rate mounting pressure on the stock market as a result of massive borrowed fund in the market. The rush by stock investors to liquidate their investment to repay their loans in order to avoid the excessive lending rate caused the Nigeria Stock Market to crash. However, Sere-Ejembi (2008, p.4) argue that it was not the global financial crisis and the speculative subprime mortgage bubbles abd-bust along that was responsible for the crash of the stock market, other contributory factors lent support. Some of these included: margin lending by the Deposit Money Banks (DMBs), Stock price appreciation that had no correlation with the fundamentals in the quoting companies and local investors’ opting to invest in foreign capital markets to take advantage of the low stock prices.

However, the vital role of the capital market in economic growth and development has not been empirically investigated thereby creating a research gap tool for economic development.

1.3 Research Questions
This research shall be guided by the following research questions:

a. How does the capital market impact on the economic growth process in Nigeria?

b. What is the trend activities on the capital market?

c. What is the rate at which new stocks are issued on the Nigerian capital market?

d. How could the capital market, through its crucial role, stimulate economic growth in Nigeria?

1.4 OBJECTIVE OF THE STUDY

The main purpose of this study is to examine the activities and performance of Nigeria capital market. The specific objectives of this study are as follows:

a. To evaluate the impact of the capital market in relation to the economic growth in Nigeria.

b. To examine the trends of having activities on the capital market.

c. To examine the rate at which new stocks are issued on the capital market.

d. To find out how the capital market through its crucial role stimulate economic growth in Nigeria.

1.5 Research Hypothesis
The hypothesis that would be tested in the course of this research is stated below as:

Ho: There is no significance relationship between the capital market operations and the Nigerian economic growth.

Hi: There is significance relationship between the capital market operations and the Nigerian economic growth.

1.6 SIGNIFICANCE OF THE STUDY

The study will explore the impact of effectiveness of capital market instruments on Nigeria economic growth. Though the scope of the study will be limited to the capital market,

i. It is hope that the exploration of this market will provide a broad view of the operations of the capital market.

ii. It will contribute to existing literature on the subject matter by investigating empirically the role, which the capital market shows in the economic growth and development of the country.

iii. The main importance of this study is that it will provide policy recommendations to policy-makers on ways to improve operations and activities of the capital market.

iv. Researchers: Researchers will find the study relevant because it will serve as a spring bond and contributes to existing literature.

v.  Students: Students will find this research work relevant as it will help them in their studies.

vi. Regulators of the capital will find this work of importance as it creates the gap that exist between what is currently in operations and that expected to be in operation.

vii. Investors, stockbrokers and the officials of the NSE will see this study of relevance to them as it will give an eye opening on how much a nation stands to gain from effective activities in capital market.

1.7 Scope Of The Study
The economy us a large component with lots of diverse and sometimes complex parts. This study will focus on a particular part of the economy (the financial sector). This study will not also cover all the facets that make up the financial sector, but shall focus on the capital market only and its impacts on the Nigeria economic growth. The empirical investigation of the impact of the capital market on the economic growth in Nigeria shall be restricted to the period between 2003 – 2013 due to the non-availability of some important data.

1.8 Limitations of Study
In the course of this research, some problems were encountered which include the following:

1. Non-availability of relevant materials as it relates to the subject matter.

2. Since the study is limited to the NSE if the result is generalized it may not show a true picture of what is obtainable in other emerging economies due to the environmental factors peculiar to the Nigerian.

3. The biasness of responses received from respondents as regards the questionnaire is a limiting factor.

1.9 Definition of Terms
· Equity: This is the residual right of ownership over the assets of a company. A right that can be enforces only when everyone else (e.g. creditors) has been paid. It is specifically the ordinary shares of company.

· The Daily Official List: The closing prices of all listed securities as at the end of each day are normally compiled and published in a daily report called The Stock Exchange Daily Official List. This list reflects at any particular time, last price, which was bid for each security irrespective of the date of such bid.

· The Stock Exchange Price Index: The index is an aggregate of the market capitalization of all the industrial equities listed in the market.

· Market Capitalization: This is the total volume of funds, which the stock market is able to raise and made available for investment purpose at a particular time.

· Financial Intermediation: This is the process by which financial intermediaries provide a linkage between surplus units and deficit unit in the economy.

· Gilt-Edge Securities: These are government securities that yield interest. They are generally regarded as low risk investment.

CHAPTER TWO

LITERATURE REVIEW AND THEORETICAL FRAMEWORK

2.1 Literature review

There exists a plethora of studies on capital market-growth nexus. These studies cut across several continents. Some existing literature report a positive relationship between capital market development and growth, while others show a negative relationship. However, some studies report a relationship which changes, depending on the short or long-run situation. In Europe, Elias (2007) reviewed literature on the finance-growth nexus within a neoclassical framework. The empirical evidence revealed that, in underdeveloped and emerging countries, financial development fosters aggregate investment mainly by lowering the cost of capital, while in advanced economies, it is by raising total factor productivity. Arav (2010) studied capital markets and economic development as a framework for newly liberalized economics. He pointed out that the confidence in the future and the confidence of the investors in this future are the sine qua non for the success of capital markets. He concluded that the role of the government in providing confidence in the capital market is pivotal to the implementation of efficient capital markets and to the propelling of economic growth.

In Asia, Paramata and Gupta (2011) undertook an empirical analysis of stock market performance and economic growth in India. They used monthly index of industrial production (IIP) and quarterly by gross domestic product (GDP) data for the time span of April 1996 to March 2009. For the empirical analysis, they adopted unit root (ADF, PP and KPSS) tests, Granger causality test, Engle-Granger cointegration test and error correction relationship between IPP and stock prices (BSE and NSE). Quarterly results revealed that there is no relationship between GDP and BSE but in the case of NSE and GDP there is unidirectional relationship that runs from GDP to NSE. The Engle-Granger residual-based cointegration test suggested that there is long-run relationship between the stock market performance and economic growth. Similarly, the results of error correction model revealed that when the long-run equilibrium deviates then the economic growth adjusts to restore equilibrium by rectifying the disequilibrium.

Masoud and Hardaker (2014) investigated the effect of stock market development, banks’ development and firms’ growth using Saudi Arabian industrial firm-level data set for the period 1995-2013 and applying GMM, MG techniques model developed for dynamic panels. The econometric results revealed that with more development in the stock market, firms that use equity finance heavily grow faster than firms that do not. There also exist some studies on capital market-growth nexus in some African countries. In a study on capital market development and growth in sub-Saharan Africa, using Tanzania as a case study, Ziorklui (2001) maintained that introduction of high-yield government short-term treasury bills have increased the demand for treasury bills at the expense of credit to the private sector. As a result, commercial banks tend to switch a greater proportion of their deposit liabilities into treasury bills. Portfolio switching tends to crowd out the private sector and productive activities from the capital market.

Olweny and Kimani (2011) investigated the causal relationship between stock market performance and economic growth in Kenya using quarterly secondary data for the period 2001-2010. The data were empirically analysed using the Granger causality test based on the vector autoregressive (VAR) model.

The Johansen cointegration test was used to investigate whether the variables were cointegrated of the same order, taking into account the trace statistics and maximum Eigen-value tests. The variables were found to be cointegrated with at least one cointegrating vector. The Granger causality test revealed that the causality between economic growth and the stock market runs unilaterally or entirely in one direction.

The literature is replete with many studies on capital market and growth relationship in Nigeria. Udegbunam (2002) studied openness, stock market development and industrial growth in Nigeria using annual data covering the period 1970-1997. A simple model which relates industrial output growth to openness, stock market development and a battery of control variables was specified and estimated. The empirical evidence strongly suggested that openness to world trade and stock market development are among the key determinants of industrial output growth in Nigeria. Nyong (1997) in Oke and Adeusi (2012) developed an aggregate index of capital market development and used it to determine its relationship with long-run economic development in Nigeria, employing time series data from 1970 to 1994. Four measures of capital market development ratio of market capitalization to GDP (in percentage), ratio of total value of transaction on the main stock exchange to GDP (in percentage), and value of equities transactions relative to GDP and listing were used. The four measures were combined into one overall composite index of capital market development using principal component analysis. The financial market depth was included as a control. It was found that the capital market development is negatively and significantly correlated with the long-run growth in Nigeria.

Udoh and Ogbuagu (2012) reported a cointegration relationship between financial sector development and industrial production. Both long and short-run dynamic coefficients of financial sector development variables had negative and statistically significant impact on industrial production. Udah and Obafemi (2012) investigated empirically the impact of financial sector reforms on agricultural and manufacturing sectors in Nigeria. They adopted the variance decomposition and impulse response paradigms to test whether or not financial sector variables stimulate the growth of output in agricultural and manufacturing sectors of the Nigerian economy. The results suggested that relaxing the financial development constraints and deepening the financial sector are crucial to boosting economic growth in the two identified sectors.

Idyu, Ajekwe and Korna (2013) using the ordinary least square (OLS) estimation technique showed a positive significant impact of market capitalization on industrial sector component of the gross domestic product. Ewetan and Ike (2014) examined the long-run and causal relationship between financial sector development and industrialisation for the period 1981-2011, using time series data. The results from multivariate VAR and vector error correction model provided evidence of long-run relationship between financial sector development and industrialization in Nigeria. The Granger causality test revealed long-run unidirectional causal link running from industrialization to financial sector development. The study concluded that there is the urgent need for government to consolidate on past financial sector reforms to address the challenges of financial intermediation in the domestic financial sector to improve loan disbursement to the industrial sector of the economy. Israel and Buzugbe (2015) studied capital market and the performance of the manufacturing industries in Nigeria for the period 1970-2012, within the framework of error correction mechanism. The study revealed that there is a long-term relationship between capital market and the development of manufacturing firms in Nigeria, but the growth in capital market activities did not impact significantly on the manufacturing sector during the period under review.

The available strand of literature has revealed the existence of a few related studies on the relationship between capital market and industrial sector. These cover different time periods and deploy different analytical methods. For instance, Udegbunam (2002) studied openness, stock market development and industrial growth in Nigeria using annual time series data covering the period, 1970-1997. Idyu, Ajekwe and Korna (2013) deployed the ordinary least square in analysing the impact of market capitalization on industrial sector component of gross domestic product. Israel and Buzugbe (2015) evaluated capital market and the performance of the manufacturing industries in Nigeria for the period, 1970- 2012 within the framework of error correction mechanism. However, the current study focuses on the post-SAP era, in which the capital market was free from the shackles of intense regulation that was obtainable in the decades prior to the implementation of structural adjustment programme (SAP). The study also improved on previous studies by adopting extended data points so as to achieve an up-to-date analysis of the capital market in relation to industrial sector performance in Nigeria.

2.1.1 Concept And Nature Of Capital Market

The capital market is a market for rising of long-term funds. It can also be described, as the market for short-term, medium-term and permanent loans to the government, commercial and industrial concerns. The securities traded in the capital market include among others mortgage bonds which are also required to as eligible Development stock or gilt-edged securities, industrial loans stocks, etc. The capital market is a complex institution with a mechanism through which intermediate and long term funds are pooled and made available to the business world. These institutions which traditionally play one or the other in the transfer of funds from savers to users include the stock exchange, share registrars, issuing houses, stockbrokers and underwriters and securities and exchange commission which the apex regulatory body of the Nigerian, capital Market. All the institutions mentioned above provide financial intermediation services both to the borrower and lender (surplus- deficit units). Looking critically at the structure of the Nigerian finance market it is clear that the capital market forms a major arm of it both in function and mechanism.

Conceptually, the capital market has the securities and exchange commission of the apex,  the consisting of Association of Securities Dealers and the Nigerian stock exchange. All come together with different roles and mechanism of financial intermediation, facilitating the necessary environment allocating, capital in a manner that creates the greatest overall wealth for the society.

2.1.2 Functions Of The Capital Market

Suffice it to mention here the capstone points on the functions of the capital market:

Financial intermediation from funds surplus to funds deficit institutions

b. Offering enterprise new and wider opportunities for obtaining funds.

c. Acting as means of exchanging securities at mutually satisfactory prices thereby creating liquidity through its pricing mechanism.

d. Acting as a means of ascertaining securities prices

e. Acting as an easily accessible means of efficient trading in securities, creating awareness among and between retail and institutional investors between and across international boundaries.

f. allocating and rationing funds among competition users or uses.

g. The Nigerian capital market has some roles in economic development and this could be highlighted in the ways.

i. providing a means for raising finance to help firms to expand and develop.

ii. As a vehicle for allocating the Nations financial resources between and among various industries and firms.

iii. Provide liquidity for investment funds for individuals and corporate bodies.

iv. Serves as a measure of confidence in the economy and economic barometer.

v. The capital market pricing mechanisms provide the industrial management with the concept of cost of capital which determines the level and rate of investment.

vi. Through the second-tier securities market the capital market promotes small and medium sized industries.

vii. By means of bonification of the domestic national debts, otherwise known as securitization which makes the debts negotiable and discountable through the CBN to provide liquidity to lenders who would wish to en-cash their bonds instrument.

viii.Through the privatization and commercialization of government controlled enterprises through offer for sales/subscription on the capital market.

Indeed, generally speaking, economic development refers the problems of underdeveloped countries and economic growth to those of developed countries. Maddison (1970) makes distinction between the two terms in this sense when he wrote “the raising of income levels is generally called “economic growth” in rich countries and in poor ones it is called “economic development”. But this view does not specify the underlying forces, which raises the income levels in the two types of economies. Hicks, (1957) pointed out in this connection that the problems of underdeveloped countries are concerned with the development of unused resources even though their uses are well known while those of advanced countries are related to the growth, most of their resources being already known and developed to a considerable extent.

In fact, “development” and “growth” have nothing to do with the type of economy. The distinction between the two relates to the nature and cause of change. Schumpter (1934) made the distinctions clearer when he defined development as a continuous and spontaneous change in the stationary state which forever alters and displaces the equilibrium state previously existing while growth is a gradual and steady change in the long run which comes about by a gradual increase in the rate of savings and population. This view is widely accepted by the majority of economists. According to Kinleberger (1965), “economic growth means more output, while economic development implies both output and changes in the technical and institutional arrangement by which it is produced and distributed. Growth may well involve not only more output derived from greater amounts of inputs but also greater efficiency i.e. an increase in output per unit of input. Development goes beyond this to imply change in the composition of output and in the allocation of inputs by sectors”. Friendman, (1972) defined growth as an expansion of the system in one or more dimensions without a change in its structure, and development as an innovative process leading to the structural transformation of social system.

Economic growth is related to quantitative sustained increases in the countries per capital output or income accompanied by expansion in labour force, consumption, capital and volume of trade. On  the other hand, economic development is a wider concept than an economic growth. “It is taken to mean” growth plus change”. It is related to qualitative changes in economic wants, goods, incentives, institutions, productivity and knowledge or the “upward movement of the entire social systems”.

According to Myrdal on (Economic Theory and underdeveloped Regions, page 99). It describes the underlying determinants of growth such as technological and structural changes. In fact, economic development embraces both growth and decline. An economy can grow but it may not develop because poverty, unemployment and inequalities may continue to persist due to the absence of technological and structural changes. But it is difficult to imagine development without economic growth in the absence of an increase in output per capital, particularly when population is growing rapidly.

According to Kuznets in (1960) defined economic growth as “a long term rise in capacity to supply increasingly diverse economic goods to its population, this growing capacity based on advancing technology that it demands”. This definition has three components firstly; the economic growth of a nation is identified by the sustained increase in the supply of goods. Secondly, advancing technology is the permissive factor in economic, which determines the growth of capacity in supplying diverse goods to the population. Thirdly, for an efficient and wide use of technology and its development institutional and ideological adjustments must be made to affect the proper use of innovations generated by advancing stock of human knowledge. For example, modern technology is incompatible with the rural mode of a life in a large and extended family patterned family enterprise and illiteracy.

2.1.3 The Focus Of The Capital Market

Every economy seeks to promote an effective capital market with the primary objective of mobilizing long-term funds from surplus economic units for the use of deficit units for investment purposes. This allocation of financial resources. The use of the capital market reduces over-reliance on the money market, assists in promoting a solvent and competitive financial sector as well as fostering a healthy stock market culture.

The relationship between the capital market and industrial development

Finance is the link between the capital market and industrial development. As already noted, the relevance of the capital market to industrial growth of any nation can be seen in the role which capital markets play in the mobilization of funds and their eventual transfer to business, the government and individuals that need those funds for investment. Therefore, the need for effective capital market stems from the realization that, through it, savings can be mobilized and channeled for production investment, apart from that, the ability to mobilize funds easily and cheaply on the capital market has also been found to be an incentive for enterprise to expand their operations and diversify into large scale enterprises.

Although, investment funds for industrial development can be obtained from non-capital market sources, these other sources of funds are often considered by inherent weaknesses. For example one of such sources, namely internal funding, is usually insufficient, hence the need to borrow from the money or capital market to supplement internal resources. Some of the money market operates at the short-end of the credit market; more reliance is placed on the capital market for businesses which require long term funds. Thus, the importance of capital market lies in its ability to sustain project with long gestation periods. Since industrial enterprise belong to this category of projects, long-term capital from the capital market is most relevant in sustaining industrial development. The linkage of industrial development and economic Growth:

As we are aware, industries are not developed for their own sake. Rather, they are promoted to enhance the output of goods and services. Since the overall growth of all goods and services of an economy in the form of gross domestic product (GDP) is a proxy for measuring economic growth, the relevance of industrial development to economic growth lies in its contribution to GDP.

Significance of public issues or quotations:

The complexity of raising funds through capital market makes it necessary for companies seeking fund in the market to appreciate what public issues or quotations entail. Put briefly. Public issue of securities could be seen as the process by which shares, debentures and other debt instruments are floated in the market for public subscription.

These securities are instrument, through which organization in private and public sectors of the economy could raise funds for development. This method of funding provides an almost permanent fund for expansion of the activities of such organizations. These are also an avenue in the secondary segment of the capital market for the trading of such securities in the event of investors wishing to divest their holdings of such securities. Quotations of securities on the exchange therefore confer on such securities the advantage of listing  of the securities on the Exchange and trading in them. It should be noted, however, that not all public issues are quoted on the Stock Exchange because there are additional requirements. Which are to be met before public issues are allowed to be on the Stock Exchange?

Institutional Arrangements for Effective Public Issues in the Capital market:

For any market to function effectively in supporting industrial and other forms of development through public issues there is need for appropriate institutions and schemes. These include the Stock Exchange, which is the hub of the market, the regulator that ensures that there is law and order in all transactions in the market the issuing houses, which assist in raising new funds in the market, the brokers who assist holders of securities in disposing them and prospective holders of securities in buying them, among others.

In Nigeria, the importance attached to raising funds from the capital market has been underscored by the efforts made since 1961 to set up the institutional structure. Some pillars of these structures are:

The Stock Exchange (1961)

b. The Second-Tier Securities Market (1985) for small investors.

c. The Securities and Exchange Commission (SEC) (1989) for the regulation of the entire market.

d. The brokerage firms which number up to 164 by December 1997, and

e. The issuing house, which are mainly Merchant Banks.

Relying on the forgoing institutional arrangement, the Nigeria Capital Market has become avertable source of long-term funds for financial industrial and other forms of development, especially in the private sector. In the next section, the issue of fund raising, in the Nigerian Capital Market is examined.

2.1.4 THE HISTORICAL BACKGROUND, THE MANAGEMENT, REGULATING, MEMBERSHIP AND COMPOSITION OF THE NIGERIAN STOCK EXCHANGE

INTRODUCTION

The stock exchange is a market for the buying and selling of stocks, shares and securities. It is essentially a secondary market in that only existing securities, as opposed to new issues, could be traded on.

It however, had very strong connection with the primary market in that it facilitated primary market activities because listing of securities on the stock exchange before issuance made it easy for newly floated securities to have a market because the holder knows that if he wants to resell later there is an established mechanism for doing so. The stock exchange is therefore a market place where listed securities such as bonds, debentures, stock and shares of varying types are bought and sold. Olowe (1997).

2.1.5 Nigerian Stock Exchange

In 1958, the Barback Commission was set up by the Federal Government to advise on how a market for dealing in shares in shares could be established in Nigeria. In 1959, in preparation for independence, the report of the Barback Commission was published in which recommendations were made for the encouragement of facilities for dealing in shares, provision of regulatory framework relating to transfer of shares, the introduction of necessary facilities to encourage savings in the economy and the issuance of financial instruments by both the government and private organizations. Also in 1959, a major financial institution, the investment company of Nigeria limited which later metamorphosed ICON Merchant Bank. Was set up as finance company but was almost wholly foreign owned. It was this company the Central Bank of Nigeria and few other interested groups including some Nigerian citizens, that formed the seven initial subscribers to the stock exchange memorandum and the Lagos Stock Exchange was incorporated as a limited liability company on September 15, 1960. Formal Government recognition was gained in 1961 following the Lagos stock exchange Acts of that year which, in line with stock exchange rules the world over, restricted dealing in quoted Securities to authorized stock brokers.

The stock exchange commenced operations in June, 1961 and in December, 1977, the Lagos stock Exchange was transformed into the Nigerian stock exchange with dealing branches in Kaduna and Port Harcourt. The Ibadan branch commenced operation in 1990 and in accordance with the recommendation of the Odife Panel, the Federal Government of Nigeria in the 1988 budget approved the establishment of the Abuja branch of the Nigeria Stock Exchange. In fact today, the Nigerian Stock Exchange has nine trading floors namely: Ibadan, Onitsha, Portharcourt, Kano, Lagos, Kaduna, Abuja, Jos and Yola. The principal objectives of the Nigerian Stock Exchange as specified in its memorandum and Articles of Association were as follows:

To provide facilities to the public in Nigeria for the purchases and sales of funds, stocks and shares of any kind and for the investment of money.

ii. To control the granting of a quotation on the stock exchange in respect of funds, stocks and shares of any company, Government, municipality, local authority or other body corporate.

iii. To regulate the dealing of members interest and with their clients.

iv. To standardized, and from time to time review and, if necessary or desirable increase or decrease or the fees or other charges to be made by members for modify the method or methods assessing or calculating such fees or charges.

v. To correct the stock broking activities of members and facilities then exchange of information for their mutual advantages and for the benefit of their clients and to offer facilities whereby the public can be informed or prices of shares dealt in by members.

vi. To cooperate with Associations of Stock Brokers and Stock Exchange in other countries and to obtain and make available to members information and facilities likely to be of advantage to them or their clients.

vii. To investigate any irregularities or alleged irregularities in the dealings of members with their clients, any differences or disputes between members, their clients any complaints made against members by other members.

viii.To promote, support, or propose legislative or other measures affecting the aforesaid objects, Handbook (1987/88).

2.1.6 Membership Of The Nigerian Stock Exchange

The Lagos Stock Exchange Act of 1961 said that a member of the stock exchange may be an individual person, a partnership or a corporate body. It also refers to an “Ordinary member” or a founder member. The memorandum and Article of Association of the Lagos Stock Exchange) had three as the Nigerian Stock Exchange (later restructured as the Nigerian Stock Exchange) had three categories of membership, namely founder member, ordinary members and dealing members. Membership is open to partnerships, limited liability companies, and in exceptional cases, to individuals.

The ordinary members who may be either an individual or an institution is one who had acquired at least 5 shares of N20.00 each of the issued share capital of the Exchange and had been admitted to the Register of members, in accordance with the Articles.

A dealing member is an individual or institution, who in addition to been admitted to ordinary membership of the Exchange, is also licensed by the council of the Exchange to transact business in stocks, shares, debentures, bonds and other specified securities on the floors of the stock Exchange and agreed to be subject to the rules and regulation of the Exchange. Dealing members are assisted by dealing clerks who represent them in the floor of the Exchange.

All of the individual members are Nigerians, a few of the limited liability companies or corporations are wholly owned government agencies while the other limited liability companies had some foreign participation in them. By a recent amendment of the articles of the Exchange, foreigners cannot be members of council.

2.2 Theoretical framework

The nexus between the capital market and industrial performance in Nigeria can be studied within the framework of finance-led growth hypothesis and endogenous growth theory. The finance-led growth hypothesis is based on an observation first made almost a century ago by Joseph Schumpeter that financial market significantly boosts real economic growth and development. The hypothesis postulates that the existence of financial sector, as well as a well- functioning financial intermediation mechanism provide avenues for channelling scarce and limited resources from the surplus spending units to the deficit units, thus boosting investment and, thereby, stimulating growth (Ovat, 2012). Following from Schumpeter (1912), Goldsmith (1969), McKinnon (1973) and Shaw (1973) laid the foundation for finance-led growth hypothesis. They argued that financial development promotes growth through savings and investments. In contrast, Robinson (1952) and Romer (1990) stated that economic growth generates demand for financial services (demand-following). But Wood (1993) and Akinboade (1998) reported a bidirectional relationship between finance and growth.

The endogenous growth model is one in which the long-run growth rate of output per worker is determined by variables within the model, rather than an exogenous rate of technological progress, such as a neoclassical growth model (Effiom, 2011). The vast literature on endogenous growth theory is built on the foundation earlier laid by Romer (1990), Grossman and Helpman (1991), Aghion and Howitt (1992) and Young (1998). The endogenous growth theory considers that whereas the production function of a firm exhibits constant returns to scale (i.e, constant returns from all factors), there occur external increasing returns to scale. These external increasing returns to scale are due to the technological improvement which results from the rate of investment, size of the capital stock and the stock of human capital (Ahuja, 2000).

As a major criticism of the endogenous growth model, Parente (1999) in Effiom (2011) argues that the endogenous models do not help us understand why the whole world is not rich, especially in the face of huge differences in living standards. Another major weakness of the endogenous growth theories is the collective failure to explain conditional convergence reported in empirical literature (Sachs and Warner, 1997). Krugman (2013) criticised endogenous growth theory as nearly impossible to check by empirical evidence. However, the endogenous growth model commands more relevance in this study. The motivation for the endogenous growth model stems from the failure of the neoclassical theories to explain the sources of long-run economic growth. The capital market is an endogenous factor that stimulates industrial growth in an economy. The endogenous growth theory stresses the importance of financial intermediation for economic growth as many important services are provided by a country’s financial system.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction 
 

This chapter describes the research method adopted in conducting the research. It presents logical information on procedure for the collection of data, techniques of data analysis, variable measurement and justification of method and technique. 

3.2 Research Design 

Descriptive research design has been adopted for the purposes of this study. According to Best and Kahn (1989), descriptive research is the type of enquiring that deals with the collection and analysis of data for the purposes of describing and interpreting existing conditions and also to make discovery and explanation of past events. Descriptive research is utilized because it enables exploring relationships between two or more variables. Also, it is appropriate for testing the hypotheses of the study and help to answer the research questions concerning the capital market and the economy which are crucial concern of this study.  

3.3 Population and Sampling Design 

The population of the study constitutes all the companies quoted on the Nigerian Stock Exchange, because the study has to do with the performance of the capital market on the Nigerian economy. Census sampling technique is adopted, in which case the contribution of all the companies in aggregate is taken into consideration. 

3.4 Sources of Data Collection 

The data used in this study has been collected from secondary sources. The instrument utilized for the collection of secondary data is documentation. 

Documentary data has been collected via the Nigerian Stock Exchange bulletin 

(NSE), Security and Exchange Commission (SEC) bulletin and Central Bank of Nigeria (CBN) Statistical bulletin. The study utilizes the secondary source because it provides a basis for purposeful research work and also gives a direction for the research work. 

3.5 Technique of Data Analysis 

The multiple regression analysis was used to determine whether the capital market indices (market capitalization, total new issues, volume of transaction and total listed equities) have impacted significantly on the economic growth of Nigeria, (proxied) by Gross Domestic Product during the period of the study.  

3.5.1 Model Specification 

The model specified for the purpose of testing the hypotheses of the study is presented below: 

              Y= a + bx 

  
GDPt = a0t + a1tMCAPt + a2tTNIt + a3tVLTt+ a4tLEQt + ℮ t 

Where: 

GDP = Gross Domestic Product a0 = Regression Constant a1 – a4 = Coefficient of independent variables. 

MCAP = Market Capitalization 

TNI = Total New Issues 

VLT = Volume of Transactions 

LE = Listed Equities 

℮ = Stochastic Error term (Disturbance term) t = Time series 

3.6 Variable Measurement 
 

The research work focused on the measurement of variables contained in the topic of research which has to do with the impact of capital market performance on the economic growth of Nigeria. The two variables involved in this research study are the dependent and independent variables. The dependent variable is the economic growth which is proxied by Gross Domestic Product (GDP) while the independent variable is concerned with the following indices: Market capitalization, total new issues, volume of transaction and total listed equities.  

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS
4.1 Introduction  

 
The chapter deals with the presentation and analysis of the data collected.  To test the hypotheses of this study, a multiple regression model is used. This is deemed as suitable due to the nature of the variables which are continuous rather than dichotomous categorical variables. Finally, the findings and policy implication of the result are discussed.  The table that follows contains the data extracted from the Nigerian Stock Exchange bulletin and the Central Bank of Nigeria (CBN) statistical bulletin which was used in running the regression and obtaining the results of the study. 

Multiple regression has been used to estimate the relation between the independent variables of capital market performance (market capitalization, total new  issues, volume of transaction and listed equities) and the dependent variable (Gross Domestic Product). The technique of ordinary least square was  used to estimate the regression coefficient in the model of the study.  

Thus:  
 

GDPt = a0t + a1tMCAPt + a2tTNIt + a3tVLTt+ a4tLEQt + ℮ t 
TABLE 4.1 
Aggregate values of dependent and independent variables 
	YEARS 
	GDP  
(N B) 
	MCAP  
(N B)  
	 (TNI) (N M) 
	VLT  
(N M)   
	LEQ 
	

	1983 
	205,221.1 
	4,997.8 
	455.2 
	332.1 
	
	194 

	1984 
	199,688.2 
	4,025.7 
	533.4 
	214.8 
	
	205 

	1985 
	185,598.1 
	5,768.0 
	448.5 
	397.9 
	
	212 

	1986 
	183,563 
	5,514.9 
	159.8 
	418.2 
	
	213 

	1987 
	201,036.3 
	6,670.7 
	817.2 
	319.6 
	
	220 

	1988 
	205,971.4 
	6,794.8 
	833.0 
	494.4 
	
	240 

	1989 
	204,806.5 
	8,297.6 
	450.7 
	348.0 
	
	244 

	1990 
	204,806.8 
	10,020.8 
	400.0 
	137.6 
	
	253 

	1991 
	263,729.6 
	12,848.6 
	1,629.9 
	521.6 
	
	267 

	1992 
	267,660 
	16,358.4 
	9,964.5 
	265.5 
	
	295 

	1993 
	265,379.1 
	23,125.0 
	1870.0 
	136.0 
	
	239 

	1994 
	271,365.5 
	31,272.6 
	3,306.3 
	313.5 
	
	251 

	1995 
	274,833.3 
	47,436.1 
	2,636.9 
	402.3 
	
	272 

	1996 
	275,450.6 
	66,368.0 
	2,161.7 
	569.7 
	276 

	1997 
	281,407.4 
	180,305.1 
	4,425.6 
	1,838.8 
	276 

	1998 
	293,745.4 
	281,815.8 
	5,858.2 
	7,062.7 
	276 

	1999 
	302,022.5 
	281,887.2 
	10,875.7 
	11,072.7 
	264 

	2000 
	310,890.1 
	262,517.3 
	15,018.1 
	13,572.3 
	264 

	2001 
	312,183.5 
	300,041.1 
	12,038.5 
	14,027.4 
	268 

	2002 
	329,978.7 
	472,290.0 
	17,207.8 
	28,154.6 
	260 

	2003 
	356,994.3 
	662,561.3 
	37,198.8 
	57,637.2 
	261 

	2004 
	433,203.5 
	764,975.8 
	61,284.0 
	60,088.6 
	258 

	2005 
	477,833 
	1,359,274.2 
	180,079.9 
	120,703.0 
	265 

	2006 
	527,576 
	2,112,549.6 
	195,418.4 
	225,820.6 
	277 

	2007 
	634,251 
	13,294,059 
	1,935,080 
	2,100,000 
	310 

	2008 
	674,889 
	9,562,970 
	1,509,230 
	4,400,000 
	301 

	2009 
	716,949 
	7,030,800 
	1,724,214 
	6,572,000 
	266 

	2010 
	801,700 
	9,920,000 
	   2,440,000 
	7,755,000 
	264 


Source: NSE, SEC, CBN (Various issues). 
GDP= Gross Domestic Product, MCAP = Market Capitalization, TNI = Total New Issues, VLT = Volume of Transaction and LEQ = Total Listed Equities.

4.2  
Descriptive Statistics 

Table 4.2 shows the mean, standard deviation, minimum, maximum, skewness and kurtosis values of the variables used in the study.  The full results are contained in Appendix A of the study. 
Table 4.2 Descriptive Statistics  
	VARIABLE  
	MEAN 
	STD. DEV. 
	MIN 
	MAX 
	SKEWNESS 
	KURTOSIS 

	GDP 
	3.2544 
	1.56639 
	6.75 
	204.00 
	0.711 
	0.16 

	TNI 
	1.8820 
	4.67986 
	1.94 
	159.80 
	2.995 
	8.666 

	MCAP 
	1.3502 
	3.10126 
	1.33 
	4025.70 
	3.042 
	9.220 

	VLT 
	2.7779 
	9.02127 
	4.40 
	136.00 
	4.111 
	17.585 

	LEQ 
	2.5868 
	29.4355 
	194.00 
	310.00 
	-0.538 
	-0.155 


    Source: Regression Result using SPSS 
Table 4.2 indicates that on the average, during the period of the study the gross domestic product is about N325, while total new issues, market capitalization, volume of transaction and listed equities have a mean of N188, N135, N278 and N259 respectively.  Market capitalization has the lowest standard deviation of 3.10 signifying its high contribution to the performance of the capital market in terms of economic growth.  Listed equities have the highest standard deviation of 29.44 which indicates that it contributes the lowest towards the economic growth.  This can be confirmed by the significant F values of the individual contributions of the independent variables to the economic growth of Nigeria as shown in table 4.5.  
The next table that follows presents tolerance and variance inflation factor values for the test of multicollinearity between the explanatory variables.   
Table 4.3: Tolerance Value and Variance Inflation Factor 
	VARIABLES  
	TOLERANCE  
	VIF 

	TNI 
	0.007 
	1.550 

	MCAP 
	0.007 
	1.926 

	VLT 
	0.233 
	4.295 

	LEQ 
 
	0.663 
	1.509 


Source: Regression Result using SPSS  
 The tolerance value and the variance inflation factor (VIF) are two advanced measures of assessing multicollinearity between the independent variables of the study. In table 4.3, the variance inflation factors are consistently smaller than ten indicating complete absence of multicollinearity (Neter et al; 1996 and Johansen, 1999). 
This shows the appropriateness of fitting the model of the study within the four independent variables. In addition, the tolerance values are consistently smaller than 1.00 thus further substantiating the fact that there is no multicollinearity between independent variables (Tobachmel and Fidell, 1996).
4.4 
Correlation Matrix 

The correlation matrix is used to determine the relationship between the dependent and independent variables of the study. Table 4.4 below presents the correlation matrix for the sample observations. The full results are contained in Appendix A.  
Table 4.4 Correlation Matrix for the Samples Observed  
	VARIBLE  
	GDP 
	TNI 
	MCAP 
	VLT 
	LEQ 

	GDP 
	1.000 
	 
	 
	 
	 

	TNI 
	0.767 
	1.000 
	 
	 
	 

	MCAP 
	0.778 
	0.996 
	1.000 
	 
	 

	VLT 
	0.641 
	0.859 
	0.840 
	1.000 
	 

	LEQ 
	0.703 
	0.564 
	0.574 
	0.451 
	1.000 


Source: Regression Result using SPSS  
Table 4.4 indicates that there is a positive relationship between Gross Domestic Product and total new issues, market capitalization, volume of transaction and listed equities. This implies that capital market is contributing positively to the growth of the Nigerian economy. The association between them is positive and highly significant.  On the other hand, the relationship between the independent variables, as shown by the correlation matrix, indicate that the association between them is above fifty percent (50%) with the exception of the relationship between volume of transaction and listed equities reaffirming the absence of multicollinearity. 
4.5    Test of Hypotheses 

The results of the Ordinary Least Square in relation to the impact of capital market performance on Nigeria’s economic growth are presented and discussed.  The study uses four capital market indices; market capitalization, total new issues, volume of transaction and listed equities as proxy of capital market performance. The regression results are presented in Table 4.5 below: 

Table 4.5 Capital market performance and the Nigeria’s Economic development
	VARIABLE  
	GDP  

	Intercept  
	1.262  
(0.002)*   

	MCAP 
	0.902 
(0.004)* 

	TNI 
	0.483 
(0.004)* 

	VLT 
	0.215 

	
	(0.002)* 

	LEQ 
	2.718 
(0.012)** 

	R 
	0.841 

	R2 
	0.707 

	ADJ. R2 Adjusted R2  
	0.656 

	F. Statistics 
	13.85 

	F. Sig 
	0.000 

	Durbin Watson 
	2.032 


  Source: Regression Result using SPSS   
The estimated relationship for the model is GDP = 1.262(a) + 0.902 (MAP) + 0.483 (TNI) + 0.215 (VLT) + 2.718 (LEQ)  
The model indicates that all the three proxies of capital market performance have significant impact on the GDP at 1% level of significance while the remaining one listed equity is at 5% level of significance. The implication of these results is that the higher the level of capital market performance the better it is for economic growth in Nigeria. The table above presents the regression results relating capital market performance and the Nigerian economic growth. The values in parenthesis tagged with one or two asterisks shows the level of significance between the intercept and independent variables whiles those values above the values in parenthesis represent coefficient indicating impact and from R to DW contains the cumulative results of all the explanatory variables.  
The first hypothesis of the study states that market capitalization has no significant impact on Nigeria’s gross domestic product. 
 The regression results in Table 4.5 reveal that market capitalization as an explanatory variable has explained the variations in the economic growth of Nigeria. This implies that as market capitalization increases this in turn will have a   significant impact on economic growth, simply because of the fact that as investment increases the level of foreign direct investment also increases. This is because investment levels in the country’s capital market are bound to increase and the number of investors will as well increase by the same proportion. Eventually, this will finally boost the activities of the capital market which will impact on the economic growth of the country. However, the result shows that market capitalization is significant to Nigeria’s gross domestic product at 1% level of significance. This provides the basis for rejecting hypothesis one of the study.  The finding is in line with those of Levine and Zervos (1996) who argued that capital market performance facilitates economic growth and contrary to Harris (1997). 
Secondly, the regression result on Table 4.5 also reveals that total new issues as one of the independent variables has significant effect on the Nigerian gross domestic product. The implication of this is that as new issues of securities are floated in the market, these increases the number of shares traded in the stock exchange. This in turn increases the amount of trading activities of the market and finally transcend in improving the economic growth of the country.  
The result also shows that total new issue is significant at 1% level of significance which provides another reason for rejecting hypothesis two of the study. This finding contradicts Ewah, Esang and Bassey (2000) who argued that capital market performance does not facilitates economic growth and supports that of Atje and Jovanovic (1993) who argued that capital market performance contributes to the economic growth of a country. 
CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION
5.1 
Summary 

This study has developed a prudent multiple regression model for the purpose of explaining and analysing empirically, the impact of capital market performance on economic growth in Nigeria. Using multiple regression analyses to model development, the study estimates the relationship between four explanatory variables; market capitalization, total new issues, volume of transaction and listed equities and one explained variable, Gross Domestic Product, by means of the ordinary least square technique. 

The study hypothesized a significant impact between the four explanatory variables and the Gross Domestic Product and the findings of the research are based on the time series data collected for the period 1983 – 2010 from the NSE, SEC and CBN. The result of the study reveals that the four predictor variables market capitalizations, total new issues, volume of transaction have an aggregate significant impact at I per cent level of significance and listed equities is at 5 per cent level of significance on the GDP. 

The foregoing provided the justification for the rejection of all the null hypothesis of the study. The study also reveals that market capitalization, has the highest impact on the GDP followed by total new issues and then the volume of transaction and finally listed equities. 

5.2 
Conclusion 

Based on the findings of the research, the study concludes as follows: 

First, the study has provided evidence on the four independent variables; market capitalization, total new issues, volume of transaction and listed equities in explaining and predicting economic growth in Nigeria. The study concluded that the four variables have played a significant role in influencing the capital market performance on Nigeria’s economic growth. 

Secondly, the study also establishes significant positive relationship between total new issues and economic growth. It is therefore concluded that as new issues are raised and floated in the market, this in turn increases the number of shares traded and economic growth equally expands as well as impacting on the GDP. 

Thirdly, the study documents a significant positive relationship between volume of transaction and the gross domestic product. This concludes that the volume of transaction is an important factor in determining the magnitude of trading of shares in the capital market and it goes a long way in improving the performance of the market and as well increases the efficiency of the market which invariably improves the economic growth of Nigeria. 

Among the predictable variables market capitalization contributes highest to economic growth. In respect of volume of transaction the study concluded as having the lowest contribution to the aggregate impact of capital market performance on economic growth in Nigeria. 

In addition, in respect of listed equity, the study concludes that listed equity of Nigerian capital influences the performance of the market and improves economic growth.  

Finally, the study concludes that there is a complete absence of serial correction between market capitalization, total new issues, volume of transaction and listed equities as proxies of capital market performance.  

Also the correlation matrix reveals that, market capitalization has the highest relationship with economic growth which signifies more contribution of capital market performance to Nigeria’s economic growth. 

5.3 
Recommendations 

Based on the findings and conclusions of the study, the following recommendations are hereby presented:  

i.
Firstly, there is need for improvement in the declining market capitalization by encouraging more foreign investors to participate in the market, maintain state of the art technology that will ensure a free flow 

of information in the market to attract more investors as well as increase new issues which will automatically increase the quantum of market capitalization. There is also the need to restore confidence in the market by the Securities and Exchange Commission and the Nigerian Stock Exchange through ensuring transparent and fair trading transactions and dealings in the stock exchange.  Government should remove impediments to market growth in form of legal and regulatory barriers because they are sometimes disincentives to investment.  

ii.
Secondly, as observed the total listed equities in the NSE are still very low compared to other stock markets like those of South Africa and Egypt. Therefore, to increase the number of listed companies there is need to ensure stable macroeconomic environment, to encourage foreign multinational companies or their subsidiaries to be listed on the Nigerian stock exchange and also to improve the trading system in order to increase the ease with which investors can purchase and sell shares. iii. Furthermore, the government should invest more and develop the nation’s infrastructure in order to create an enabling environment for businesses to grow and for productivity and efficiency to thrive which will bust economic activities. 

iv.
Thirdly, total new issues are very important to the growth of any capital market. Therefore, government should employ appropriate trade policies such as establishing National Association of Securities Dealers (NASD) that promote the inflow of international capital and foreign investment, so as to enhance the production capacity of the nation. The Government should restore the confidence of shareholders (investors) due to the declining fortune of the stock market.
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