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Abstract 
Financial liberalization exposes a country to external financial crises which 

do not necessarily originated from her territory, the 2008 world financial 

crisis was a good example. The Nigeria Stock Market was highly affected 

due to the contagious effect emanating from the world financial problem. 

This study examined the effect of financial liberalization on stock market 

return in Nigeria, Monthly time series data from January 2007 to July 2017 

were sourced from the Central Bank of Nigeria Statistical Bulletin, Nigeria 

Stock Exchange publications and National Bureau of Statistical Bulletin. 

The ARCH effect was tested on stock market returns using the Breusch-

Pagan Heteroskedasticity test. The result revealed that stock market returns 

during this period exhibits volatility which led to employing Generalized 

Autoregressive Conditional Heteroskedasticity in mean (GARCH-M) model 

and found that credit to private sector have negative effect on stock returns 

at p- value of (0.0069), while foreign portfolio investment, exchange rate 

and financial liberalization have positive effects on stock returns at p-value 

of (0.0117,0.0072,0.0129) respectively. While trade volume and oil price 

have statistically insignificant effect on stock market return in Nigeria. The 

study concluded that financial liberalization is very important to have an 

improved stock market returns and recommended that the Authority saddled 

with the regulations of the stock market in Nigeria (Security and Exchange 

Commission and Nigeria Stock Exchange) should create a conducive 

environment that will improve the liberalization of the financial sectors. 
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Introduction  
Recent decades have witnessed 

increasing interdependence of equity 

markets among developed and 

developing countries, as market co-

movement has been popularly 

observed. A spate of international 

financial crises, in particular, the 

Mexican crisis in 1995, the Asian 

crisis during 1997–98 and the Russian 

government default in 1998, as well as 

the US sub-prime mortgage crisis in 

2008, have testified that international 

equity markets are more likely to be 

interdependent (Hongbo, Shou, Shujie   

& Jinghua, 2014). Peter (2015) opined 

that trend in globalization has been 

sustained by the rapid liberalization of 

trade and capital flows between 

countries of the world. 

Foluso (2014) opined that financial 

liberalization is designed to promote 

competitiveness of stock market, 

ensure increased foreign investment 

by foreign investors, as well as 

increased market capitalization and 

stock market growth as a whole. It 

seeks to encourage continuous 

liberalization of the economy on the 

part of government and also serves as 

an eye opener to investors to access 

international capital market to ensure 

diversification. The inter-dependence 

of the world economy brought about 

by globalization indicates that no 

economy is an island on its own. In 

other words, the negative effect of 

globalization in an economy could 

result in a spillover effect on another 

economy. 

The stock market has become an 

essential market playing a vital role in 

economic prosperity by fostering 

capital formation and sustaining 

economic growth in most economies 

across the world. Stock markets are 

more than a place to trade securities; 

they operate as a facilitator between 

savers and users of capital by means 

of pooling of funds, sharing risk, and 

transferring wealth. Stock markets are 

essential for economic growth as they 

ensure the flow of resources to the 

most productive investment 

Restrictive policies also need to be relaxed in order to have an efficiently 

performing financial market which is also a driving force of the capital 

market. 

 

Keywords: Crude oil price, Financial Liberalisation, Global determinants, 

Return, Stock Market, volatility. 
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opportunities (Udegbunam & Eriki, 

2001). 

From previous studies, it has been discovered that the effect of liberalization on 

stock market volatility has provided conflicting results. For example, while 

Rolle and Olabisi (2016) and Wei (2008) among others, found that liberalization 

increases stock return volatility, other researchers like John (2014); Jorg and 

Mohsen ( 2011), revealed that liberalization decreases volatility, while Ritab & 

Abdulkhader ( 2012) noticed absence of change in volatility. 

It is observed that not only the country macroeconomic variables like GDP, 

inflation, interest rate, money supply and exchange rate affect the stock market 

return in Nigeria, but the global macroeconomic variables also influence the 

market return greatly. Such global determinants may include Financial 

liberalization index, Credit to private sectors, Crude oil price, gold prices and 

so forth. Financial liberalization index has captured the interest of the 

researchers as an important determinant affecting the stock market return. 

Therefore, this study examined the effect of financial liberalization on stock 

market returns volatility in Nigeria. The research questions for this study is what 

impact does the level of financial liberalization have on stock market returns in 

Nigeria? The main objective of the study is to examine the effect of financial 

liberalization on stock market returns in Nigeria while hypothesis formulated 

from the study state that:H0: financial liberalization has no significant effect on 

stock market returns in Nigeria. 

The rest of the study is organized as follows: section 2 discusses the literature 

review. Section 3 highlights the methodology employed in carrying out the 

research. Section 4 analyses the result while the last section concludes and 

proffers policy recommendations based on the finding. 

 

Review of Related Literature 

Theoretical Framework 

The Theory of Financial Liberalisation  

McKinnon, (1973) and Shaw (1973), propounded the theory of financial 

liberalization and its implications. It commences with the arguments for and 

against financial liberalization, as well as counter arguments regarding the 

imperative of financial liberalization and provide conflicting evidence that 

financial liberalization leads to economic growth.   
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In spite of lack of consistent evidence, several recommendations were made on 

the conditions for successful financial liberalization. Some of which include 

effective supervision of deposit money banks (DMB), price stability, fiscal 

discipline that is enhanced by sustainable domestic borrowing, adequate 

competition by commercial banks in a profit maximizing environment, 

institutional development, macroeconomic stability and a nondiscriminatory tax 

system on financial intermediaries.    

It has been argued that financial liberalization leads to an increase in net capital 

inflows. Pursuant to this, there are certain implications that are inevitable. 

Firstly, the capital inflows are not sustainable for periods more than three years, 

unless they are reinforced by other institutional reforms. Secondly, capital 

inflows may lead to excessive borrowing thus increasing the probability for 

financial crises.   

The general consensus is that financial liberalization has no significant effect 

on credit constraints. There are basically two main reasons that have been 

advanced in respect to this general finding. In the first instance, countries where 

inflation was high during the period of assessment, lack of clarity of the real 

cost of borrowing has been cited as a possible reason. Also, incoming foreign 

investors may borrow excessively in the domestic financial sector thereby 

restricting credit constraints further.   

Evidence is mixed regarding the effects of financial liberalization on the capital 

structure. Despite this, it reveals a substitution of equity for debt, especially for 

developing countries. This is because of increased portfolio flows into the 

previously restricted capital market. It has also been discovered that large firms 

access more long-term financing when compared to their smaller counterparts.   

Financial liberalization is a gradual process; the dating may be a difficult issue. 

Most studies utilize dates of official liberalization of the stock market by policy 

decree while other studies use the dates when an event occurred. Researchers 

such as Agbaeze & Onwuka, (2014) and Rolle & Olabisi, (2016) have worked 

recently on this theory.  

This theory was adopted because, McKinnon (1973) and Rolle & Olabisi (2016) 

confirmed no significant relationship between financial liberalisation and credit 

constraints. Since credit constraint reduces money available to investors which 

consequently reduces both investment and return on investment. The theory 

deals explicitly on the working relationship between stock return, as well as  
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credit constraint which is a determinamt of the amount of return available, 

above it all it support the opinion that foreign portfolio would be increased. 

 

 

Empirical Framework 

Rolle and Olabisi (2016) examined the impact of financial liberalization on 

stock price volatility in Nigeria, utilizing quarterly time series for the period 

(1985 to 2012) and employed GARCH and Co-integration and Error Correction 

Model. The study reveals that financial liberalization positively and 

significantly impact on stock market volatility. Interest rate impact negatively 

and significantly on stock market volatility. Real growth rate of the GDP impact 

positively and significantly on stock market volatility and also negatively and 

significantly impact on inflation rate was revealed. 

Apere and Karimo (2015) employed the Generalized Autoregressive 

Conditional Heteroskedasticity (GARCH) model and the granger causality test 

and the LM test for ARCH effect to examine the Effect of Exchange Rate 

Volatility on Share Price fluctuations in Nigeria. It was established that 

exchange rate expectation had positive impact on stock returns as the impact of 

exchange rate volatility was statistically not significant. Information flow had 

significant impact on exchange rate, exchange rate volatility impacted 

negatively on share price fluctuations and there exists a unidirectional causality 

running from share prices to exchange rate.  

Anayochukwu (2012) investigated the impact of stock market returns on foreign 

portfolio investment in Nigeria, using multiple linear regression analysis and 

Granger causality tests. It showed that foreign portfolio investment had a 

positive and significant impact on stock market returns, while inflation rate had 

positive but insignificant impact on stock market returns. In the case of causality 

test, evidence of the result showed that there was a unidirectional causality 

running from stock market returns to foreign portfolio investment in the 

economy, which in turn would foster stock market returns in Nigeria. 

 

Methodology  

The data used in this study are monthly time series data covering the period 

January, 2007 to July, 2017. All the data were sourced from the Central Bank 

of Nigeria Statistical Bulletin, Nigeria Stock Exchange publications and 

National Bureau of Statistical Bulletin. In order to avoid the possibility of biased 
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results generating from a likely existence of unit roots in the indicators under 

study, the researcher performed stationarity test, using the ADF (Augmented 

Dickey Fuller) test procedure.  To perform this, the ARDL Bounds test 

procedure was used to test for the possibility of a long-run equilibrium 

relationship among the variables under examination. As a result of this, the 

researcher analyzed whether the time series under study share a common 

stochastic drift or not. 

The method used to estimate the parameters of the model is the Generalized 

Autoregressive Conditional Heteroskedasticity in mean (GARCH-M) model. 

This method was chosen since stock market returns after which the ARCH test 

has been carried out and confirmed the presence of ARCH effects. 

In examining the effect of financial liberalization on Stock Market returns in 

Nigeria. A Time Series Analysis was employed and this model was formulated 

from the financial liberalization index and global macroeconomic variables. 

The model is as specified below; 

∆logASIt = β0 + β1FLIt + β1OPt + β2𝑙𝑜𝑔FPIt + β3𝑙𝑜𝑔CPSt + β4𝑙𝑜𝑔TVt +

β5ERt + μt ……….. (3) 

∆𝑙𝑜𝑔𝐴𝑆𝐼𝑡 = Stock market return (change in log of All Share Index) 

FLI = Financial Liberalization Index 

OP = Crude oil price 

FPI = foreign portfolio investment  

CPS = Credit to the Private Sector  

TV = Trade Volume 

ER = Exchange Rate 

A Priori Expectation  

CP ˃ 0 OP ˃ 0, FPI ˃ 0, FPL ˃ 0 and ER ˂ 0  

 

Result and Discussion 

Regression Analysis 

This section presents the regression analysis in order to examine the impact of 

financial liberalization on stock market returns in Nigeria. Following the 

econometric model specified in section three, stock market returns (measured 

by percent change in All Share Index) is seen as a function of financial 

liberalization (measured by the computed index from four dimension indexes) 

controlling for factors such credit to private sector, foreign portfolio investment, 

oil price, trade volume and foreign exchange rate. In order to avoid spurious 
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regression result that can arise from including non-stationary series in a 

regression model, the variables in this study are subjected to unit root 

(stationarity) test. 

 

Unit Root Test 

Table 4.1: Augmented Dickey Fuller Unit Root Test  

VARIABLES Test t-statistic Crit. Val. At 5% 

level 

P-value Order of 

Integration 

Stock Returns At level -10.08823 -2.884665 0.0000 I(0) 

LogCPS At level -4.061463 -3.445877 0.0092 I(0) 

LogFPI At level -4.852132 -2.884665 0.0001 I(0) 

Oil Price At level -2.406864 -3.446168 0.3742 I(1) 

At First Diff. -7.296973 -3.446168 0.0000 

Log Trade 

Volume 

At level -2.901269 -3.445877 0.1657 I(1) 

At First Diff. -12.53763 -3.446168 0.0000 

Exchange Rate At level -2.257244 -3.449365 0.4534 I(1) 

At First Diff. -8.348256 -3.446168 0.0000 

Financial 

Liberalization 

Index 

At level -2.043410 -2.884477 0.2682 I(1) 

At First Diff. -11.10323 -2.884665 0.0000 

Source: Author’s Computation, 2017. 

 

Presented in Table 4.1 above is a test for the presence of unit root in each of the 

variables used in the model. Unit Root Test is a test to ascertain if the variables 

used in this model are stationary or non-stationary series. The unit root tests are 

conducted in this study using the Augmented Dickey-Fuller (ADF) procedure. 

The trend and intercept option was chosen while conducting unit root test for 

variables that exhibit time trend while the intercept was chosen for other 

variables that are not trending with time (see figure 1 in appendix). The ADF 

results reveal that stock returns, credit to private sector and foreign portfolio 

investment are stationary at level at the chosen 5% significance level. This is 

evident from each of their t-statistic value being greater than their respective 

critical value at 5% significance level and each of their probability value being 

less than 0.05 which is the value for the chosen 5% significance level. Since the 

decision rule is to reject the null hypothesis that each variable has unit root (i.e. 
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each variable is a non-stationary series) if p-value is less than significance level 

(or if t-statistic is greater than the 5% critical value) and accept null hypothesis 

if otherwise, the result clearly suggests a rejection of null hypothesis in the case 

of stock returns CPS and FPI. Therefore, each of them is stationary at level at 

the chosen 5% significance level, hence, they are integrated of order zero. On 

the other hand, other variables not stationary at level but at first difference since 

each of their t-statistic value is less than the critical value at 5% significance 

level and each of their p-value is greater than 0.05 which is the value for the 

chosen 5% significance level. This indicates an acceptance of null hypothesis. 

However, their p-values are found to be less than 0.05 at first difference, hence, 

they are integrated of order one. The implication of this result is that using 

Ordinary Least Squares (OLS) method to estimate the parameters will lead to a 

spurious regression results since there are non-stationary at level series in the 

model. This necessitate the test of cointegration to check if there is a long-run 

relationship among the combination of stationary and non-stationary variables 

used in the model. A more accurate technique which will control for this 

combinations is the Autoregressive Distributive Lag (ARDL) Bounds test 

procedure due to Pesaran et al (2001). The result of ARDL Bounds test is 

presented in Table 4.2 below. 

 

Table 4.2: ARDL Bounds Test Procedure 

Test Statistic Value K 

F-statistic  20.28328 6 

Critical Value Bounds 

Significance I(0) Bound I(1) Bound 

10% 2.12 3.23 

5% 2.45 3.61 

2.5% 2.75 3.99 

1% 3.15 4.43 

Source: Author’s Computation, 2017. 

 

The table above presents the ARDL bounds test for the variables in concern in 

order to verify if there exist long-run relationships among them. The test states 

a null hypothesis that no long-run relationships exist among the variables. The 

decision rule is to reject the null hypothesis if the F-statistic value is greater than 

both the I(1) bound and accept null hypothesis if the value is less than I(0) 
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bound. On the other hand, the test is inconclusive if the F-statistic value falls in 

between the bounds. The F-statistic value of the test present above is 20.28328. 

The I(0) and I(1) bounds at 5% significance level are 2.45 and 3.61 respectively. 

This shows that the F-statistic is greater than the I(1) bound. This indicates that 

the test is significant and suggests the rejection of null hypothesis. A conclusion 

can then be arrived at that there exist long-run relationships among the 

combination of stationary and non-stationary series. 

 

The Volatility Model 

The Autoregressive Conditional Heteroskedasticity (ARCH) family of models 

are usually used in volatility models. This is because these models are capable 

of dealing with the volatility (variance) of the series. Since the assumption is 

that stock prices and performance are usually volatile, the use of volatility 

model is important in order to have a reliable result. 

 

Testing for ARCH Effect 

The first procedure in a volatility model is to test for the possible presence of 

ARCH effects in order to know which models require the ARCH estimation 

method instead of OLS. A plot of percentage change in stock returns is given 

below to show the movement of stock market performance over time.  

 

Figure 2: Plot of Percentage Change of ASI 
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Source: Author’s Computation, 2017. 

The figure above shows that stock market returns is not stable over time. From 

the time plot of the series in the above figure, it can be seen clearly that periods 

of volatility are more than throughout the sample period. Volatility is more 

intense towards the end of 2008 and early 2009. This shows that there is a 

possibility that ARCH effects will be significant. 

 

Table 4.3: ARCH Test   

     
     F-statistic 3.332020     Prob. F(3,118) 0.0219 

Obs*R-squared 9.527787     Prob. Chi-Square(3) 0.0230 

     
     Source: Author’s Computation, 2017. 

 

The result presented above shows the test for ARCH effect. The test was 

conducted at the third lag, as the first and second lag results indicated there is 

no ARCH effect. This implies that ARCH effect became vivid from the third 

lag, hence, higher order ARCH models are required. The null hypothesis of this 

test is there is homoskedasticity (i.e. there is no ARCH effect). the decision rule 

is to reject null hypothesis if probability value is less than significance level and 

accept null hypothesis if otherwise. The F-statistic and Obs*R-squared values 

presented above are 3.332020 and 9.527787 respectively, with probability 
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values of 0.0219 and 0.0230 respectively. This clearly suggests a rejection of 

null hypothesis of homoskedasticity, and the conclusion that there is presence 

of ARCH effect.  

Since the test for ARCH effect suggests there is volatility in the series, the usual 

linear models are not appropriate, rather, ARCH models are necessary to 

estimate the parameters of the model. Since the ARCH effect surfaced at higher 

lag order, a Generalized Autoregressive Conditional Heteroskedasticity in mean 

(GARCH-M) model is more suitable since there will be fewer parameters to 

estimate and therefore fewer degrees of freedom are lost. Presented below is the 

GARCH-M regression result. 

 

Table 4.4:  GARCH-M Regression Result 

Mean Equation 

Variable Coefficient Std. Error z-Statistic p-value 

GARCH -0.002162 0.030345 -0.071251 0.9432 

Log CPS -7.229528 2.676181 -2.701435 0.0069 

Log FPI 1.003627 0.398216 2.520308 0.0117 

Oil price 0.036800 0.043997 0.836437 0.4029 

Log Trade volume -1.912692 4.733406 -0.404084 0.6862 

Exchange rate 0.034079 0.012679 2.687850 0.0072 

Financial Liberalization 0.541689 0.241096 2.246777 0.0129 

C 109.4004 45.27942 2.416117 0.0157 

Variance Equation 

C 4.990973 4.062999 1.228396 0.2193 

RESID(-1)^2 0.211785 0.117876 1.796671 0.0724 

GARCH(-1) 0.727437 0.137676 5.283700 0.0000 

 

R-squared 0.665473  

Adj. R-squared 0.610035 

Durbin-Watson 1.909335 

Source: Author’s Computation, 2017. 

 

The Table above presents the result from the Generalized Autoregressive 

Conditional Heteroskedasticiy in mean (GARCH-M) regression result 

conducted to examine the impact of financial liberalization on stock market 

returns. Credit to private sector, foreign portfolio investment and trade volume 

are in their natural logarithm form in order to reduce their high values and 

linearize their exponential nature for ease of interpretation. Credit to private 

sector, foreign portfolio investment, exchange rate and financial liberalization 
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are found to be statistically significant on Stock market return, while other 

variables are found to be statistically insignificant. This is evident from each of 

the p-values of the former variables being less than 0.05 and those of the latter 

variables being greater than 0.05. This suggest a rejection of null hypothesis of 

no significant effect on stock returns in the case of credit to private sector, 

foreign portfolio investment, exchange rate and financial liberalization and a 

non-rejection of null hypothesis in the case of other variables. This implies that 

although, oil price and trade volume shows positive and negative signs 

respectively, their respective effects are not significant on stock returns. Credit 

to private sector is seen with a negative sign, contrary to expectation while 

foreign portfolio investment, exchange rate and financial liberalization have 

positive signs. This indicates that credit to private sector have negative effect 

on stock returns while foreign portfolio investment, exchange rate and financial 

liberalization have positive effects on stock returns. The significant negative 

coefficient value of credit to private sector indicates that a percent increase in it 

bring about a decline in stock returns by approximately 0.0723 points (i.e. 

7.23/100, since CPS is in log) and vice versa. Similarly, the significant positive 

coefficient value of foreign portfolio investment indicates that a percent 

increase in it brings about a rise in stock returns by approximately 0.010 points 

(i.e. 1.00/100, since FPI is also in log) and vice versa. Exchange rate and 

financial liberalization on the other hand are not in logarithm. Their respective 

significant positive coefficient values indicate a naira increase in the rate at 

which it is exchange for a dollar brings about a rise in stock returns by 

approximately 0.034 points and a unit increase in financial liberalization index 

brings about an increase in stock returns by approximately 0.542 points. 

The reported R-squared and Adjusted R-squared show values of 0.665473 and 

0.610035 which indicate that about 66.5 percent (and about 61.0 percent after 

adjusting for loss of degree of freedom) of variation in stock market returns is 

explained by financial liberalization and other macroeconomic variables. This 

indicates that the model is in good fit. Durbin-Watson statistics shows a value 

of 1.909335. Since this value is close to 2, a conclusion can be made that there 

is absence of serial correlation in the model. 

 

Discussion of Findings 

Stock market returns is characterized by ARCH effects, meaning that the returns 

are volatile over the period in concern. More financially liberalized economy 

implies better performance of the stock market. Credit to private sector, foreign 

portfolio investment and trade volume are in their natural logarithm form in 

order to reduce their high values and linearize their exponential nature for ease 

of interpretation. Credit to private sector, foreign portfolio investment, 

exchange rate and financial liberalization are found to be statistically significant 
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on Stock market return, in line with ( Rolle & Olabisi, 2016, Anayochukwu, 

2012,Waliullah, 2010, Dar-Hsin & Chung, 2007) and contrary to (Gladys, 

Mohammed, & Bello, 2015), while other variables are found to be statistically 

insignificant.  

 

Conclusion and Recommendations 

This research work begins with the introduction of the study, stating the study 

objectives, the need or justification of the study among others. The study 

proceeds with the definition and explanation of some core concepts that relate 

to stock market volatility and financial liberalization. Reviewing the theoretical 

literatures, the study hinges on the theory of financial liberalization and 

Efficient Market Hypothesis. Reviewing the empirical literatures relevant to 

this study, it was found that in some literatures, some macroeconomic variables 

are found to have significant effect on stock market returns, while in some 

others, some variables do not have significant effect on stock market returns. 

Empirical works such as those of Evans and Perez (2014) revealed that 

exchange rate has significant effect on stock market returns and other variables 

such as inflation GDP and treasury bill do not have significant effect on stock 

market returns. The review of empirical literature also shows that in some 

works, stock market returns exhibit high volatility, meaning that there is clear 

evidence of periods of upward and downward fluctuations. In the works of 

Apere and Karimo (2015), Osazee and Nosakhare (2014), and Emeka and Aham 

(2013), stock market returns exhibit volatility, hence, volatility models were 

used to estimate the models.   

The model was specified in section 3 using as guides, the financial liberalization 

theory and the efficient market hypothesis, relating it with the performance of 

stock market. The ARCH test specification was expressed to ensure the 

underlying variable of the stock market returns exhibit volatility before carrying 

out a volatility model upon its result. The ARCH effect was tested on stock 

market returns using the Breusch-Pagan Heteroskedasticity test. The result 

revealed that stock market returns during this period exhibits volatile, hence, 

there is evidence of ARCH effect. Therefore, a GARCH-M model was used to 

estimate the parameters of the model. The data used in this research work 

undergone the Augmented Dickey-Fuller unit root test to verify the stationary 

property of each of the series. The result revealed that some variables are 

stationary while others are non-stationary series at level but became stationary 

at first difference. Afterwards, the ARDL Bounds test approach was also 

conducted on the data to confirm if the combination of stationary and non-

stationary series has long run equilibrating relationship. The result shows that 

there is long run relationship among the variables. The result shows that 

financial liberalization has a significant positive effect on stock market returns. 
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Also, foreign portfolio investment and foreign exchange rate have significant 

positive effects on stock market returns. However, credit to private sector has a 

significant negative effect on stock market returns. 

From the empirical results presented above, a conclusion can be made that 

financial liberalization is very important to have an improved stock market 

returns.  

The following recommendations are suggested to the Authority saddled with 

the regulations of the stock market in Nigeria (Security and Exchange 

Commission and Nigeria Stock Exchange) in order to improve stock market 

performance in Nigeria. 

1. The financial sector needs to be more liberalized and restrictive policies 

need to be relaxed in order to have an efficiently performing financial 

market which is also a driving force of the capital market.  

2. Painstaking measures such as expansionary policies need to be taken to 

ensure that economic policies are effective in the proper management of 

key macroeconomic, institutional and political variables such as 

inflation, rule of law and political stability which may negatively affect 

the inflow of foreign investment if not managed appropriately. 

3. The foreign exchange rate needs to be kept in check. Depreciation of 

Naira to other currencies affects domestic investment. This has high 

likelihood of affecting the Nigerian Stock Market. Exchange rate 

policies that will make the Naira appreciate from its current level should 

be undertaken in order to improve performance in the stock market. 

4. The rate at which banks give out credit is also a factor that needs to be 

checked for a better performance of the stock market. Higher cost of 

borrowing discourages domestic investment and vice versa. Monetary 

policies aimed at reducing the cost of borrowing in order to encourage 

investment should be carried out. The success of this has high likelihood 

of influencing the performance of stock market positively. 
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Trend Analysis of ASI and Macroeconomic Variables 

Source: Author’s Computation. 

 

Table 1: Augmented Dickey Fuller Unit Root Test  

VARIABLES STATIONARY t-statistic Crit. Val. At 5% level P-value Order of Integration 

ASI At level -2.859772 -2.883930 0.0530 I(1) 

At First Diff. -8.500972 * -2.884291 0.0000 

M2 At level -2.420391 -3.444487 0.3674 I(1) 

At First Diff. -11.59641 * -3.444756 0.0000 

CPI At level -2.618920 -3.444756 0.2728 I(1) 

At First Diff. -8.161801 * -3.444756 0.0000 

Exchange Rate At level -0.643154 -3.444487 0.9745 I(1) 

At First Diff. -11.46505 * -3.444756 0.0000 

MPR At level -1.239529 -2.883579 0.6560 I(1) 

At First Diff. -11.00612 * -2.883753 0.0000 

Prime Lending At level -2.738563 -2.883753 0.0703 I(1) 

At First Diff. -9.603636 * -2.883753 0.0000 

Treasury Bill At level -2.653425 -2.883753 0.0851 I(1) 

At First Diff. -8.652671 * -2.883753 0.0000 

Note: * indicates significance at 5% and 1% level; D denotes number of differencing 

Source: Author’s Computation. 

 

Table 2: Engle-Granger Single Equation Cointegration Test 

Dependent tau-statistic Prob.* z-statistic Prob.* 

ASI -3.968360 0.4042 -34.44530 0.1921 

Broad Money -2.939452 0.8677 -15.26825 0.9055 

CPI -2.794170 0.9054 -15.22744 0.9065 
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Exchange Rate -1.678018 0.9968 -8.819264 0.9918 

Treasury Bill -3.447704 0.6674 -21.77407 0.6750 

MPR -3.088984 0.8194 -17.90897 0.8271 

Prime Lending -3.551984 0.6159 -23.19427 0.6128 

*MacKinnon (1996) p-values. 

Source: Author’s Computation. 
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