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Abstract 
The study is on Capital market, Economic growth and industrialization in 

Nigeria between 2000 and 2016. The main objective of the study is to 

examine how industrialization can be achieved through the capital market 

contribution to economic growth in Nigeria. The significant role of the 

capital market in securing long term capital for investment purposes 

thereby laying a solid foundation for genuine industrialization in Nigeria 

cannot be over-emphasized. Although, there has been gross neglect of this 

aspect of capital formation for long-term investment fund over the years. 

The study model has the gross domestic product (GDP) as its dependent 

variable and market capitalization as the independent variable. It made use 

of secondary data sourced from the Central Bank of Nigeria, Bureau of 

Statistics and the Nigerian Stock Market. With the aid of the ordinary least 

square (OLS) regression technique, the result obtained revealed that there 

is a positive but not statistically significant relationship between market 

capitalization and economic growth in Nigeria over the period of study 

implying that not much of financing has gone into spurring the industrial 
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growth of the Nigerian economy through the capital market. Therefore, the 

study recommended that the Nigerian economic planners especially the 

policy makers should avail the economy the opportunities of long term 

investment fund available at the stable of the Nigerian Stock Market to 

broaden and deepen the industrial base of the Nation’s economy so as to 

attain genuine industrialization. 

 

Keywords: Capital Market, Capital Formation, Economic growth, 

Industrialization, Economy, Economic Planners and Regression 

Technique. 

 
 

 

Introduction 
Over the years, the Nigerian economy 

has been presumed to be mono in 

nature given its dependence on crude 

oil as a single resource for generating 

income through the exportation of its 

product. This nature of the economy 

has been termed precarious, 

inadequate and unsatisfactory for a 

nation with the magnitude of abundant 

natural and human resources at her 

disposal. Whereas, in Nigerian the 

subject of industrialization has 

enjoyed so much lip service ever since 

independence in 1960 by the previous 

military and civilian administrations 

and economic planners for an upward 

of say four to five decades now. In the 

face of this current global and 

overwhelming economic downturn, it 

is obvious to note that the need to 

industrialize has become inevitable. 

However, the fund required to 

successfully execute    this industrial 

crave are not easy to come by. It is 

believed that a vibrant capital market 

can take up this financial obligation 

and responsibility successfully 

without any much ado. 

In these present times, the capital 

market has become the central point 

for measuring the extent of growth 

and the overall performance of most 

economies. According to Aklahyel, 

Askira  & Gaya, 2014) the capital 

market is a common feature of every 

modern economy and is reputed, 

amongst other things, to perform 

critical capital allocation functions 

which promote economic growth and 

stimulate orderly industrial 

development. They stated further that 

in many advanced countries where 

capital markets correlate directly with 

the economy, the capital market is 
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viewed as the primary gauge for the economy’s performance. 

In the words of Ibi, Joshua, Eja and Olatunbosun (2015) it is usually argued by 

development economists that industrial sector development is pre-requisite 

capable of transforming an underdeveloped economy into a developed one. This 

is because industrialization is believed to be a catalyst capable of propelling a 

structural transformation and diversification of an economy (Ibi, Joshua, Eja & 

Olatunbosun, 2015).  

From the foregoing this study takes a look at the capital market, economic 

growth and industrialization in Nigeria; the study objective is to examine how 

the capital market can be used to generate economic growth that can lead to or 

bring about industrialization of the Nigerian economy. The paper is structured 

into five different segments including the introduction. Following the 

introduction is the literature review, then the methodology, analysis of results 

and conclusions and recommendations. 

 

Literature Review 

Conceptual Framework 

According to Levine and Zervos (1998) the capital market is expected to 

encourage savings by providing individuals with an additional financial 

instrument that may better meet their risk preferences and liquidity needs. Better 

savings mobilization may increase the savings rate. Capital markets also 

provide an avenue for growing companies to raise capital at lower cost. In 

addition, companies in countries with developed stock markets are less 

dependent on bank financing, which can reduce the risk of a credit crunch. Stock 

markets therefore are able to positively influence economic growth through 

encouraging savings amongst individuals and providing avenues for firm 

financing (Yadirichukwu and Chigbu, 2014).  

Yadirichukwu and Chigbu (2014) further stated that the challenge of economic 

growth is the availability of long term funding, far longer than the duration for 

which most savers are willing to commit their funds and this constitutes a barrier 

to economic growth. In this regards, the capital market provides an avenue for 

the mobilization and utilization of long-term funds for development and hence 

it is referred to as the long term end of the financial system. Over the past few 

decades, globally there has been an upsurge in capital market activity and this 

suggests the growing recognition of the capital market as a tool for fast-tracking 

economic progress.  
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Sule and Momoh (2009) argues that through the capital formation and allocation 

mechanism the capital market ensures an efficient and effective distribution of 

the scarce resources for the optimal benefit to the economy and it reduces the 

over reliance of the corporate sector on short term financing for long term 

projects and also provides opportunities for government to finance projects 

aimed at providing essential amenities for socioeconomic development. In a 

study published at the beginning of the nineties. Levine (1991) points out that 

capital markets can help the process of financial integration, financial 

intermediation and speed up the economic growth through two key processes. 

The first is by making property changes possible in the companies, whilst not 

affecting their productive process; the second is by offering higher possibilities 

of portfolio diversification to the agents.  

 

Capital market and economic growth  

According to Levine and Zervos (1998) the capital market is expected to 

encourage savings by providing individuals with an additional financial 

instrument that may better meet their risk preferences and liquidity needs. Better 

savings mobilization may increase the savings rate. Capital markets also 

provide an avenue for growing companies to raise capital at lower cost. In 

addition, companies in countries with developed stock markets are less 

dependent on bank financing, which can reduce the risk of a credit crunch. Stock 

markets therefore are able to positively influence economic growth through 

encouraging savings amongst individuals and providing avenues for firm 

financing.  

Kumar (1984) notes that the capital market contributes to economic growth 

through the specific services it perform either directly or indirectly. Notable 

among the functions of the stock market are mobilization of savings, creation 

of liquidity, risk diversification, improved dissemination and acquisition of 

information, and enhanced incentive for corporate control. Improving the 

efficiency and effectiveness of these functions, through prompt delivery of their 

services can augment the rate of economic growth. At any stage of a nation's 

development, both the government and the private sectors would require long-

term capital which is provided by a well-functioning stock market.  

Sule and Momoh (2009) specifying the channels for growth through the capital 

market opine that it provides opportunities for companies to borrow funds 

needed for long-term investment purposes. It also provides avenue for the 
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marketing of shares and other securities in order to raise fresh funds for 

expansion of operations leading to increase in output/production. It creates a 

means of allocating the nations real and financial resources between various 

industries and companies. Sule and Momoh (2009) argues further that through 

the capital formation and allocation mechanism the capital market ensures an 

efficient and effective distribution of the scarce resources for the optimal benefit 

to the economy and it reduces the over reliance of the corporate sector on short 

term financing for long term projects and also provides opportunities for 

government to finance projects aimed at providing essential amenities for 

socioeconomic development.  

Obstfeld (1994) notes that the capital market may also affect economic activities 

through the creation of liquidity. Liquid equity market makes available savings 

for profitable investment that requires long-term commitment of capital. 

Without liquid capital market there would be no industrial revolution. This is 

because savers would be less willing to invest in large, long-term projects that 

characterized the early phase of industrial revolution. Closely related to 

liquidity is the function of risk diversification. Stock markets can affect 

economic growth when they are internationally integrated. This enables greater 

economic risk sharing. Because high return projects also tend to be 

comparatively risky, stock markets that facilitate risk diversification encourages 

a shift to higher-return projects and the resultant effect is a boost in the economy 

leading to growth through the shifting of society’s savings to higher-return 

investments.  

According to Filler et al. (1999) the nature and economic significance of the 

relationship between capital market development and growth vary according to 

country’s level of economic development with a larger impact in less developed 

economies. The proponents of positive relationships between stock market 

development and economic growth base their argument on the fact that the stock 

market aids economic growth and development through the mobilization and 

allocation of savings, risk diversification, liquidity creating ability and 

corporate governance improvement among others.  

Using the liquidity argument, Bencivenga et al. (1996) reasoned that the level 

of economic activities is affected by the capital market through its liquidity 

creating ability. The logic of this reasoning is that profitable investment requires 

long-term capital commitment; often investors are not willing or are reluctant 

to trade their savings for a long gestation period. With liquid equity markets, 
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risks associated with investment are reduced, making it more attractive to 

investors. Thus, the easy transfer of capital ownership facilitates firms’ 

permanent access to capital raised through equity issues. Therefore, as liquid 

market improves the allocation of capital, the prospect for long-term economic 

growth is enhanced. Also, savings and investment are increased due to reduction 

in the riskiness of investment facilitated by stock market liquidity.  

However, an alternative view on capital market and long term economic growth 

by Demirgüç-Kunt and Levine (1996) observed that there are some channels 

through which liquidity can deter growth: Firstly, savings rate may be reduced, 

this happens when there is increasing returns on investment through income and 

substitution effect. As savings rate falls and with the existence of externality 

attached to capital accumulation, greater stock market liquidity could slow 

down economic growth. Secondly, reducing uncertainty associated with 

investment may impact on savings rate, but the extent and the direction remain 

ambiguous. This is because it is a function of the degree of risk-averseness of 

economic agents. Thirdly, effective corporate governance often touted as an 

advantage of liquidity of stock market may be adversely affected. The ease with 

which equity can be disposed off may weaken investors’ commitment and 

serves as a disincentive to corporate control and vigilance on the part of 

investors thereby negating their role of monitoring firm’s performance. This 

often culminates in stalling economic growth.  

Rouseau and Wachtel (2000) advanced four reasons for the importance of 

capital market on financial institutions even when equity issuance is a relatively 

minor source of funds. First, an equity market provides investors and 

entrepreneurs with a potential exit mechanism. According to them, venture 

capital investments will be more attractive in countries where an equity market 

exists than one without an adequately functioning public equity market. 

Secondly, capital inflows and Portfolio flows tend to be larger to countries with 

organized and liquid markets. Thus, the existence of equity markets facilitates 

capital inflow and the ability to finance current account deficits. Thirdly, the 

provision of liquidity through organized exchanges encourages both 

international and domestic investors to transfer their surpluses from short term 

assets to the long-term capital market, where the funds can provide access to 

permanent capital for firms to finance large, indivisible projects that enjoy 

substantive scale economies. Thus, given this scenario the importance of 

domestic resource mobilization cannot be underestimated. Finally, the existence 
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of a stock market provides important information that improves the efficiency 

of financial intermediation generally.  

Atje and Jovanovic (1993) present a cross country study of capital market and 

economic growth over the period 1980-1988. They found a significant 

correlation between average economic growth and stock market capitalization 

for 40 countries. Harris (1997) re-examined the empirical relationship between 

capital market and economic growth using appropriate instruments for 

investment. In contrast to Atje and Jovanovic (1993), he found no hard evidence 

that the level of capital market activity helps to explain growth in per capita 

output.  

A study of the Ghana Stock Exchange carried out by Osei (2005) interestingly 

revealed that stock market performance granger-causes economic growth in 

Ghana economy. The study did not find a reverse causality, but rather a 

unidirectional relationship. This upheld the fact that economic growth does not 

predict stock market development in Ghana. However, the researcher attributed 

this unidirectional causality to the low level of income as evidenced in most 

developing economies.  

Similar to the result obtained by Osei (2005) and Nzue (2006) also attempted to 

investigate the relationship between the development of the Ivorian capital 

market and the country's economic performance. His empirical results 

suggested that gross domestic product and stock market development were 

cointegrated when the control variables were included in the analysis. That is, 

there is a long-run relationship between these variables taken together. The 

result also indicated a unidirectional causality running from capital market 

development to economic growth. From the afore discourse it would be recalled 

that various researchers has posited that bi-directional causation is evident in 

developed economies while unidirectional causation exist in developing 

economies. It therefore becomes necessary to examine the directional effect of 

causation between capital market and economic development.  

Irving, (2004) considered the links between capital market and overall socio-

economic development to be tenuous, nonexistent or even harmful. He advised 

African countries not to devote further scarce resources and efforts to promoting 

stock exchange, since there are many weightier problems to address in Africa: 

high poverty levels, inadequate social services and undeveloped infrastructure. 

Even if the resources were available, stock markets could expose already fragile 

developing economies to the stabilizing effects of short-term, speculative 
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capital inflows. Demirguc-Kunt and Asli (1996) examined the relationship 

between capital market earning and economic growth, they found out that there 

is a positive relationship but not a very strong one.  

Levine and Zervos (1996) examines whether there is a strong empirical 

association between capital market development and long-run economic 

growth. The study was similar to that of Demirgüç-Kunt and Levine (1996) by 

conglomerating measures such as stock market size, liquidity, and integration 

with world markets, into index of stock market development. The growth rate 

of Gross Domestic Product (GDP) per capita was regressed on a variety of 

variables designed to control for initial conditions, political stability, investment 

in human capital, and macroeconomic conditions; and then include the 

conglomerated index of stock market development. The finding was that a 

strong correlation between overall stock market development and long-run 

economic growth exist. This means that the result is consistent with the theories 

that imply a positive relationship between stock market development and 

economic growth.  

In another research, Levine and Zervos (1998) used pooled cross-country time 

series regression of 47 countries from 1976 to 1993 to evaluate whether stock 

market liquidity is related to growth, capital accumulation and productivity and 

found the slope coefficients of the explanatory variables to be positive. 

 

An Overview of the Role of Capital Market in Industrial Development  

The study by Aklahyel, Askira and Gaya (2014) put forward that the capital 

market helps to channel capital or long-term resources to firms with relatively 

high and increasing productivity thus enhancing economic growth and 

industrial development. Scholars have argued that a nation requires a lot of local 

and foreign investments to attain sustainable economic growth and industrial 

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

possible. However, the paucity of long-term capital has posed the greatest 

predicament to economic growth and industrial development in most African 

countries including Nigeria.  

Some sees the capital market as the driver of any economy growth and industrial 

development because it is essential for the long-term growth capital formation. 

It is crucial in the mobilization of savings and channelling of such savings to 

profitable self-liquidating investment or industrialization.  
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The Nigerian capital market provides the necessary lubricant that keeps turning 

the wheel of the economy to towards industrialization. It not only provides the 

funds required for investment but also efficiently allocates these funds to 

projects of best returns to fund owners. This allocative function is critical in 

determining the overall growth of the economy. The functioning of the capital 

market affects liquidity, acquisition of information about firms, risk 

diversification, savings mobilization and corporate control. Therefore, by 

altering the quality of these services, the functioning of stock markets can alter 

the rate of economic growth. Authorities posits that the cheap source of funds 

from the capital market remain a critical element in the sustainable development 

of the economy. She enumerated the advantages of capital market financing to 

include no short repayment period as funds are held for medium and long term 

period or in perpetuity, funds to state and local government without pressures 

and ample time to repay loans.  

The capital market is a highly specialized and organized financial market and 

indeed essential agent of economic growth because of its ability to facilitate and 

mobilize saving and investment. To a great extent, the positive relationship 

between capital accumulation real industrial developments has long affirmed by 

scholars. Success in capital accumulation and mobilization for industrial 

development varies among nations, but it is largely dependent on domestic 

savings and inflows of foreign capital. Therefore, to arrest the menace of the 

current economic downturn, effort must be geared towards effective resources 

mobilization. It is in realization of this that consideration is given to measure 

for the development of capital market as an institution for the mobilization of 

finance from the surplus sectors to the deficit sectors.  

Today, the overview of the state of the market, analyze developments which 

defined the market within the last decade and informed the underlining 

strategies for our reform agenda and one such agenda is indoctrination of 

Nigeria. Recognizing that the world has become a global village, attention will 

be drawn to some of the external factors which influenced industrial 

developments in the Nigerian. The Nigeria capital market highlight the 

measures to be employed by Securities and Exchange Commission to mitigate 

the downside risk while optimizing positive prospects of these factors also 

outline the impact of Nigerian reforms on the market to date. Securities and 

Exchange Commission, (2012) states that Nigerian economy requires such 
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intervention from Securities and Exchange Commission to further accelerate 

industrial development in Nigeria.  

 

Role of Capital Market in Industrial Development in Nigeria  

According to Aklahyel, Askira and Gaya (2014) the capital market plays an 

extremely important role in promoting and sustaining the growth of an 

economy. It is an important and efficient conduit to channel and mobilize funds 

to enterprises, and provide an effective source of investment in the economy. It 

plays a critical role in mobilizing savings for investment in productive assets, 

with a view to enhancing a country's long-term growth prospects, and thus acts 

as a major catalyst in transforming the economy into a more efficient, 

innovative and competitive marketplace within the global arena (Aklahyel, 

Askira, 2014).  

In addition to resource allocation, capital markets also provide a medium for 

risk management by allowing the diversification of risk in the economy. A well-

functioning capital market tends to improve information quality as it plays a 

major role in encouraging the adoption of stronger corporate governance 

principles, thus supporting a trading environment, which is founded on integrity 

(Aklahyel, Askira, 2014). Capital market has played a crucial role in supporting 

periods of technological progress and economic development throughout 

history. Among other things, liquid markets make it possible to obtain financing 

for capital-intensive projects with long gestation periods. This certainly held 

true during the industrial revolution in the 18th century and continues to apply 

even as we move towards the so-called "New Economy". The existence of deep 

and broad capital market is absolutely crucial and critical in spurring the growth 

of our country (Aklahyel, Askira, 2014)  

Taking into account apart from the role in the market economy, the capital 

market occupies an important place, through their specific mechanisms, 

succeeding to give its contribution to the economic development of the society. 

In consequence, the public authorities must notice the importance of the capital 

market in the national economy and, on the other hand, to make the efforts for 

insuring the necessary framework for the normal functioning of its specific 

mechanisms. the valences of the capital could be even more interesting in the 

case of emerging markets - like the Romanian capital market - being well-

known its contribution in reorienting financial resources to efficient activities, 
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contributing to the economic reform, but also being interesting in the 

privatization process (Stoica, 2002).  

The capital market is the most essential ingredients in the economic integration 

arrangements. The financial market (capital and money market) arrangement 

involved – financing regional development, particularly of integration of 

industries and coordination of regional industrial programme and secondly, 

involves the provision payment facilities and regional clearing houses to meet 

the requirements of intra-trade transactions. This promotes industrialization 

within the integration areas. The major objectives of industrial development are 

however in line with these arrangements of the capital market. These are:  

1. Increase in the size of the market and resources available;  

2. The attainments of efficacies in production and distribution particularly, 

the resultant economics of scale which should lead to higher global rate 

of economic growth in the area of integration (Okoye, Nwisienyi and 

Eze, (2013).  

 

It is therefore pertinent to note here that there is a great positive correlation 

between industrial development and the capital market. As far as the financing 

of industrial development is concerned, all species of the financial system are 

important, the aspect of industrial development could be financed by bank 

overdrafts to private firms or purchase of government’s securities; while other 

aspect requires either developing or importing technological know-how, which 

enhances industrial development.  

The capital market therefore, facilitates the efficient mobilization and allocation 

of funds for production purposes in order to stimulate economic growth and 

development of nation through industrialization. Nwankwo, (1985) noted that 

one of the major reasons for the establishment of the Nigerian capital market is 

to Nigerian is the credit base and provide the necessary machinery needed for 

short-term and long term financing arrangement. They provide local 

investments outlets for the retention of funds in Nigeria and for the investments 

of funds repatriated from aboard. These become important as the level of 

investment distinguishes a developed from a developing nation. To encourage 

industrial development the interplay of the capital market and the money market 

becomes very necessary. They provide credit facilities and divert voluntary 

savings into productive channel. In addition, they offer technical advice to 

industrialists by way of feasibility studies, which ensure that investments are 
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much in the right direction. They do not only provide capital and technical 

advice on economic development they also invest in projects and enterprises.  

The capital market played a major role in the recent recapitalization effort by 

commercial banks in Nigeria by a way of being median through which most of 

the banks raised substantial sums to augment their capital base over N240 

billion was raised through the capital market, (Nigerian Stock Exchange, 2005). 

Presently, banks have announced that they will be willing to sponsor any 

meaningful industrial effort by individuals or group of investors.  

The recently formed local initiative called transnational corporation, is a handy 

reference. Part of the arrangement is the plan to fund the company through the 

capital market. MTN GSM Network in a bid to expand is planning to go to the 

capital market to be able to achieve that fit. In the same hand, Dangote group of 

company is about to be quoted at the London stock exchange before the global 

economic crisis. Government also raise fund through the sale of Bonds at the 

Capital market for the purpose of financing industries. As earlier stated some 

states government raised fund through the sale of state bonds. These funds can 

be used for industrialization. 

 

The Nigerian Capital Market  

According to Yadirichukwu and Chigbu (2014) the stock market is viewed as a 

complex institution imbued with inherent mechanism through which long-term 

funds of the major sectors of the economy comprising households, firms, and 

government are mobilized, harnessed and made available to various sectors of 

the economy (Nyong, 1997). The development of the capital market, and 

apparently the stock market, provides opportunities for greater funds 

mobilization, improved efficiency in resource allocation and provision of 

relevant information for appraisal (Inanga and Emenuga, 1997).  

 

Analysis of the Nigerian capital market performance  

In analyzing the Nigerian capital market, Yadirichukwu and Chigbu (2014) put 

forward that the Nigerian capital market could be assessed as having performed 

fairly well despite the numerous challenges and problems some of which 

include the buy and hold attitude of Nigerians, massive ignorance of a large 

population of the Nigerian public, the nature and benefits of the capital market, 

few investment outlets in the market, lack of capital market friendly economic 

policies and political instability, private sector led economy and less than full 
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operation of recent developments like the Automated Trading System (ATS), 

Central Securities Clearing System (CSC), On-line and Remote Trading, Trade 

Alerts and Capital Trade Points of the Nigerian Stock Exchange.  

 

The Nigerian capital market and economic growth  

Ordinarily, capital market should spur economic growth in any modern 

economy especially the developing economies. Nyong (1997) developed an 

aggregate index of capital market development and use it to determine its 

relationship with long-run economic growth in Nigeria. The study employed a 

time series data from 1970 to 1994. The result of the study was that capital 

market development is negatively and significantly correlated with long-run 

growth in Nigeria. The result also showed that there exists bidirectional 

causality between capital market development and economic growth.  

Ewah, Esang and Bassey. (2009) appraise the impact of the capital market 

efficiency on the economic growth of Nigeria using time series data from 1961 

to 2004. They found that the capital market in Nigeria has the potential of 

growth but it has not contributed meaningfully to the economic growth of 

Nigeria because of low market capitalization, low absorptive capitalization, 

illiquidity, misappropriation of funds among others. 

Akinbohungbe (1996) and Adebiyi (2005) have argued separately that the 

capital market is very vital to the growth, development and strength of any 

country because it supports government and corporate initiatives, finances the 

exploitation of new ideas and facilitates the management of financial risk. The 

rate of economic growth has been linked to the sophistication of the financial 

market and capital market efficiency. Both markets facilitate the mobilization 

and channeling of funds into productive constituents and ensuring that the funds 

are used for the pursuit of socioeconomic growth and development without 

being idle.  

According to Sule and Momoh (2009) from 1961, the Nigerian capital market 

has growth tremendously, particularly during the periods of the indigenization 

decrees of 1972 and 1977. The securities increased from 8 in 1961 to about 301 

in 2008. Over the years, the Nigerian capital market has witnessed relatively 

stability and also recorded impressive growth. This has positioned it to 

positively impact the economy. There is clear evidence that the capital market 

remained an important source of capital for the nation’s economic development 
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in financing infrastructural projects, the privatization programme of the 

government and banking sector recapitalization in Nigeria.  

According to Okereke-Onyiuke (2000), the capital market has been a viable 

source of financing state and local government infrastructural projects and 

developmental strides with less pressures and lean on resources.  

According to Anyanwu (1997), the Nigerian Capital Market played a paramount 

role in the privatization of the State Owned Enterprises (SOEs) by giving 

creditability and transparency to the exercise.  

According to Soludo (2006) the bank recapitalization to N25 billion in which 

25 banks emerged from the previous 89 banks clearly revealed the importance 

of the capital market, In fact, most of the banks in Nigeria were able to raise the 

required capital after going to the capital market through initial public offerings. 

 

Empirical Literature    

Several related studies have been carried out on the subject matter of capital 

market, economic growth and industrialization, a few of these are reviewed 

below beginning with the work of Yadirichukwu and Chigbu (2014) that 

examine the impact of capital market on economic growth: the Nigerian 

Perspective. The objective of the study is to examine the impact of capital 

market on economic growth in Nigeria. The study adopts a time-series research 

design relying extensively on secondary data covering 1985 -2012. The study 

utilizes regression analysis as data analysis method incorporating multivariate 

co-integration and error correction to examine characteristics of time series data 

adopting disaggregate the capital market indices approach. Observation across 

studies on this subject is the heterogeneity in empirical findings over what may 

be termed a considerably uniform theoretical framework at least with regards to 

causality. Our finding suggests that two exhibit positive while two exhibit 

inverse and statistically significant relationship with economic growth. This 

could stimulate dialogue on the implication for policy simulation. 

Recommendation is that relevant regulatory agencies should focus on 

enhancing efficiency and transparency of market to improve investor’s 

confidence. Therefore the need for effective and favourable macroeconomic 

environment to facilitate economic growth and ensure that channels of capital 

market induced growth are built around effective systems; and that policy 

institution are active in making systemic checks and appropriate policy 

innovations to ensure capital market led economic growth. 
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Aklahyel, Askira and Gaya (2014) in their work titled; “the role of capital 

market in the industrial development of Nigeria” posits a theoretical discuss to 

ascertain whether the capital market enhance industrial development in Nigeria. 

Industrialization is the backbone for economic advancement in any nation, be it 

capitalist, socialist or a mixed economy. The capital market performs critical 

capital allocation functions which promote economic growth and stimulate 

orderly industrial development. Nigeria as developing country is in dare need 

to industrialise. The only way to go about industrialization is by establishing the 

small, medium and large scale industries which it is the role of the capital 

market. Industries in developing countries such as Nigeria can strive 

successfully by providing enough funds for the take-off and expansion. The 

paper discussed the overview of the Role Capital Market in Industrial 

Development in Nigeria; the capital market in Nigeria is aimed at promoting 

industrialization in Nigeria. The major objectives of industrial development are 

however in line with these arrangements of the capital market. These includes 

increase in the size of the market and resources available and the attainments of 

efficacies in production and distribution particularly, the resultant in economic 

growth which should lead industrialization. Finally, the paper recommends that 

government should introduce some tax incentives to motivate and encourage 

investors. 

A study by Kehinde, Ademola, Kayode, Felix and Musibau (2013) seeks to 

determine the impact of capital market on economic growth in Nigeria using 

annual data from 1981 to 2010. In our empirical analysis, we run an ordinary 

least square test to verify the statistical significance of the variables used and 

vector auto regression technique to determine the long run relationship within 

the variables in our study. Empirical investigations revealed that two variables 

are statistically significant at 10% and these variables are market index and 

market capitalization. Also the coefficient value of these two variables suggest 

that a percentage increase in market index and market capitalization will bring 

about on the average 33.7 and 44.8 percentage increase in reel GDP. Our 

findings based on johanson (1995)co-integration technique and vector auto 

regression suggest three co-integrating equation at 5% level of significant while 

the vector auto regression suggest the existence of long run relationship between 

stock market and reel GDP and the stability in the system was also determined 

through the vector autoregressive technique. We therefore recommends that 

There is also need to restore confidence to the market by regulatory authorities 

through ensuring transparency and fair trading transaction and dealing in the 

stock exchange. It must also address the reported case of abuse and sharp 

practices by some companies in the market. There is also the need to boost the 

value of transactions in the Nigerian capital market; there is need for availability 

of more investment instruments such as derivatives, convertibles, future, and 
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swaps options in the market. Given the present political dispensation, all the 

tiers of government should be encourage to fund their realistic developmental 

programme through the capital market. This will served as a leeway to freeing 

the resources that may be used in other sphere of the economy. 

According to Olowe, Mathew and Fasina (2011) the need to critically analyse 

the efficiency of capital market on the Nigerian economy for the period between 

1979 and 2008 as a reference point for developing economies is the bedrock of 

this work. The results indicate that the stock market indeed contributes to 

economic growth as all variables conformed to expectation. The Nigerian Stock 

Exchange has not been having the best of times as an aftermath of the global 

financial crisis after an unprecedented surge in returns on investment which has 

resulted in a continuous downturn in market capitalization. Multiple regression 

method of econometric analysis was used for the work. The major findings 

revealed a negative relationship between the market capitalization and the Gross 

Domestic Product as well as a negative relationship between the turnover ratio 

and the Gross Domestic Product while a positive relationship was observed 

between the all-share index and the Gross Domestic Product. These findings led 

to some policy formulations aimed at an improved and developed market for 

potential gain to the benefit of rational investors even across national borders. 

Kolapo and Adaramola (2012) in their paper examine the impact of the Nigerian 

capital market on its economic growth from the period of 1990-2010. This 

means that the performance of the stock market is an impetus for economic 

growth and development. The economic growth was proxied by Gross 

Domestic Product (GDP) while the capital market variables considered include; 

Market Capitalization (MCAP), Total New Issues (TNI), Value of Transactions 

(VLT), and Total Listed Equities and Government Stocks (LEGS). Applying 

Johansen co-integration and Granger causality tests, results show that the 

Nigerian capital market and economic growth are co-integrated. This implies 

that a long run relationship exists between capital market and economic growth 

in Nigeria. The causality test results suggest a bi-directional causation between 

the GDP and the value of transactions (VLT) and a unidirectional causality from 

Market capitalization to the GDP and not vice versa. The F statistics is 

significant at 5 percent using a two-tailed test. On the other hand, there is no 

“reverse causation” from GDP to market capitalization. Furthermore, there is 

independence “no causation” between the GDP and total new issues (TNI) as 

well as GDP and LEGS. This is a clear indication of the relative positive impact 

the capital market plays on the economic growth of the country. The evidence 

from this study reveals that the activities in the capital market tend to impact 

positively on the economy. It is recommended therefore that the regulatory 

authority should initiate policies that would encourage more companies to 

access the market and also be more proactive in their surveillance role in order 
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to check sharp practices which undermine market integrity and erode investors’ 

confidence. 

 

Theoretical Framework 

The theoretical framework on the effects of capital market on economic growth 

dates back to the work of Schumpeter, (1911) which explained that a well-

developed financial system can facilitate technological innovation and 

economic growth through the provision of financial services and resources to 

investors. The above argument of Schumpeter, (1911) was later advanced as the 

McKinnon-Shaw, (1973) hypothesis, which is a policy analysis tool for 

developing countries with strong recommendation and high priority on the 

efficiency of financial systems in facilitating capital accumulation and financial 

intermediation. 
 

Methodology 

The study adopts a time -series research design with reliance on secondary data 

from the CBN statistical bulletin and the NSE annual reports. The study will 

cover the period 2000 -2015. The methodological approach builds extensively 

on the works Demirgue-kunt and Levine (1996). Their investigation was on the 

linkage between stock market and economic growth. Their model specified that 

socio-economic development is significantly influenced by the capital market 

indices. But this study has employed a more reliable multivariate model which 

captures other variables that does affect the capital as well. 

 

Model specification  

For the purpose of the study a multivariate econometric model will be specified 

and estimated. The model examines the relationship between the capital market 

and economic growth using selected capital market variables such as Market 

capitalization, Volume of shares traded and Number of listed securities. The 

functional specification is shown thus; 

GDP = f (MCAP, VSTR, NLS)       (1) 

 

The econometric specification is thus; 

GDP = β0 + β1 MCAP + β2 VSTR + β3NLS    (2) 

 

To account for other indices that are no specified we introduce the error term. 

Thus; 

GDP = β0 + β1 MCAP + β2 VSTR+ β3NLS + μ    (3) 

 

By linearization, we have the equation thus: 

logGDP = β0 + β1logMCAP + β2logVSTR + β3logNLS  + μ   (4) 
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Where; 

GDP = Gross domestic product 

MCAP = Market capitalization  

VSTR =Volume of shares traded  

NLS = No of Listed Securities  

μ= Error Term  

Aprori expectation; β1, β2, β3 > 0 

 

Technique for Analysis 

We used the Ordinary Least Square (OLS) technique to estimate the values of 

the parameters Bo, B1 and B2. Besides, we also used the student’s t-values 

obtained to determine the statistical significance of the parameter estimates and 

the test of goodness of fit for the model using the R2 technique. This enables us 

to know the percentage of variations between the dependent variable and the 

explanatory variables. Then, the f-statistic test to determine the overall 

significance of the multiple regression models and the Durbin –Watson test for 

the presence or absence of auto-correlation.        

 

Validity and Reliability of Instruments 

The validity and reliability of instruments used is such that can be described as 

truly reliable since it involve the use of software to carry out the analysis. Also, 

it is valid to the extent that the obtained results were made possible by the 

software as well. As such, it can be relied upon for the purpose of analysis and 

for prediction. 

 

Presentation and Analysis of Results 

Ordinary Least Square (OLS) results 

The OLS multiple regression result is as presented below: 

 

Table 4.1.1: Showing the OLS Regression results 

Dependent: 

logGDP 

Coefficient Standard 

Error 

t-

statistics 

Probability Remark 

logMCAP 31.41 69.34 3.8325 0.010 Sig. 

logVSTR 52.64 73.79 1.7080 0.082 NS 

logNLS 36.39 44.52 1.64 0.117 NS 

Constant 5540 16730 3.3906 0.021 Sig. 

R2 = 0.82,              F-stat = 32.41,        d-w =   1.95,            N = 17 

Sig. = Significant, NS = Non-significant 

 

GDP =   5540        +     31.41 MCAP      +      52.64 VSTR +   36.39 NLS       
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Analysis of results 

Table 4.1.1 shows the result of the regression analysis of the effects of the 

capital market (MCAP) on economic growth in Nigeria. The result reveals that 

the model for our study is well fitted (F-statistic= 32.41). The coefficient of 

determination (R-square), which measures the goodness of fit of the model, 

indicates that 82% of the variations observed in the dependent variable were 

explained by the independent variables. This was moderated by the Adjusted R-

squared to 82%, indicating that there are other variables other than our 

explanatory variables that might also impact on the dependent variable. 

The result shows that MCAP has a positive and significant impact on the GDP 

of Nigeria (MCAP coefficient = 31.41, p = 0.01 < 0.05, t-value = 3.83). It is 

such that a unit rise in market capitalization generates 31.41 units of rise in GDP 

in Nigeria. Likewise, the VSTR coefficient = 52.64, p = 0.08 > 0.05, t-value = 

1.70). It is such that a unit rise in volume of shares traded generates 52.64 units 

of rise in GDP in Nigeria but t-value was not statistically significant using the 

rule of thumb of 2. In addition, the NLS coefficient = 36.39, p = 0.12 > 0.05, t-

value = 1.64). It is such that a unit rise in number of listed shares generates 

36.39 units of rise in GDP in Nigeria. It was also not significant and has not 

impacted on the gross domestic product significantly in Nigeria. 

The study results generated from the ordinary least square multiple regressions 

as presented above shows that the market capitalization (MCAP) has a positive 

and statistically significant relationship with the GDP, the volume of shares 

traded (VSTR) has a positive but non-significant relationship with GDP and the 

number of listed shares (NLS) has a positive relationship but not statistically 

significant relationship with the GDP.  

 

Implications of Findings 

Based on the multiple regression result, it suggested that market capitalization 

does impact positively on the gross domestic product in Nigeria. This implies 

that the MCAP has capacity to secure for Nigeria real term industrialization if 

given due attention. That is, if more of the efforts are concentrated at developing 

the stock market, the Nigerian economy can be truly diversified from an oil 

dependent economy into industrial hub with vibrant and lucrative economic 

activities for Nigerians, Africans and the entire global citizens’ benefit. This is 

because, the capital market can make loanable fund available for the industrial 

take off of the Nigerian economy. 

Likewise, with reference to volume of shares traded, the result shows that 

although there is a positive relationship but it is not statistically significant, this 

implies there is the case of under-trading of shares at the Nigerian Stock Market 

(NSE). That is, the capacity of the NSE to generate economic activities is yet to 
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be fully maximized. As such, there is the need for more shares to be traded at 

the Nigerian Stock Exchange (NSE).  

 

Conclusion and Recommendations  

The study is on Capital Market, Economic Growth and Industrialization in 

Nigeria; that is; the study seeks to examine how industrialization can be secured 

for Nigeria through expansionary and improved economic activities at the 

Nigerian Stock Market. The study viewed the gross domestic product as a 

reflection of the possibility of industrialization with regards to the volume of 

activities been generated by the NSE in the economy. It is expected that the 

volume of economic activities generated by the NSE will increased its 

contribution to the GDP thereby reducing the dependent on the oil sector as the 

main source of revenue for the government.  

The study found that market capitalization (MCAP) does impact positively on 

the gross domestic product in Nigeria, while volume of shares traded (VSTR) 

and number of listed shares (NLS) results shows that there is a positive 

relationship but they are not statistically significant. The study therefore 

recommends that for the Nigerian economy to fully industrialized other vibrant 

sectors especially the capital market must be given serious attention since it has 

positive impact on GDP growth and economic development which if consistent 

and on the increase can eventually lead to industrialization of the Nigerian 

economy. The study therefore recommended that the Nigerian economic 

planners especially the policy makers should avail the economy the 

opportunities of long term investment fund available at the stable of the 

Nigerian Stock Market to broaden and deepen the industrial base of the Nation’s 

economy so as to attain genuine industrialization. 
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