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Abstract

This study is aimed at determining the role andrfoutions of the Nigerian stock market to natioimalome in
Nigeria from 1981 — 2012. This is necessitatedh®ydoncern as to whether a lean stock market likénawe in
Nigeria with an average of 240 quoted companiegh{withe period of study) with an average market
capitalisation of N4 billion can significantly exathe much expected positive impact on total outpatur
explanatory variables were specified for this stidyged on theoretical underpinning. Stationarist tgere
conducted using Augmented Dickey Fuller unit rastt while Johansen Cointegration test was usedtimate
the long-run equilibrium relationship among theiables. The Granger causality test was conducteadtdar to
establish causal relationship, while the model asteBnated using the error correction model (ECM).

Key words: Nigerian stock exchange, stock market performaecenomic growth, capital formation, and
cointegration.

1. Introduction

Recent studies suggest that, stock market liquithty been a catalystfor long-run growth in develgpi
countries.Without a liquid stock market, many ptafie long-term investments would not be undertbkeause
savers would be reluctant to tie up theirinvestmédat long periods of time. In contrast, aliquidugg market
allows savers to sell theirshares easily, theredaynjiting firms to raiseequity capital on favoraliems. By
facilitatinglonger-term, more profitable investmgnta liquidmarket improves the allocation of cdpita
andenhances prospects for long-term economic growth

The capital market is an organized market whichviples facilities to the government and private
investors to raise long term loans to finance Xgeaditures and for expansion and modernizatioimadstries.
It also exists to offer platform where suppliersapital can quickly and easily restore their lajtyi. The capital
market serves the purpose of capital mobilizatiod allocation of the nation’s capital resources agnearious
competing alternative uses.

These vital functions for rapid economic growth aledelopment as performance by the capital manet a
in consonance with the aims and objectives forbdistsing the Nigeria Stock Exchange (NSE) in Mal&60
(as the Lagos stock Exchange). NSE organizes théemdor the buying and selling of stocks, shares,
debentures and Government bonds, collectively knasveecurities. There are two markets within th& Nige
other stock exchanges in the world. These are:

l. The primary market; and
Il The secondary market.

The primary market operates when the initial capéising takes place. It is also known as the Nssue
market. Through the primary market operations,Glo¥ernment and industrialists were able to raisg-®@rm
loans to finance development projects and for esipanand modernization of industries respectivdllis
market channel of NSE exacts enormous impact orNtgeria’s economy. It meant that Nigeria businessm
and nascent industrialists could otherwise havenganized market where they could raise long terams for
investment purposes. Subsequently, the mobilizaifdong term funds for productive purposes in gdeenomy
could have been difficult without the NSE.

The secondary market of NSE is where securitiesbarght and sold after its issuance in the primary
market. Thus, the NSE through this market chann@Vige the means of restoring liquidity to invest@nd
allowing them to spread their risks while the bareos such as Government and industrialists rekasrfunds in
their investments. Activities of the exchange tlglowhese channels provide it with the functionsnobilizing
saving from the surplus spending unit (SSU) of élsenomy and allocate them to the deficit spendinig u
(DSUV). Where greater proportion of these funds @ohbse investments with the highest rates of netdter
giving due allowance for risks. This allocative ¢tion of the NSE is crucial in determining the alegrowth
and efficiency of the economy.

If capital resources are not provided to those ewoa units where demand is growing, and which are
capable of increasing productivity, and at the apgate time, the growth rate of the economy wdllibevitably
compromised. The NSE thus became the hallmarkeoNigerian capital market, hence NSE and capitaketa
are often used interchangeably.
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The main objective of this study is to first, asstge extent to which the stock market have beéntabive
up to those expectations for which it was establistecondly, this study seeks to provide critialluation of
the performance, roles and contributions of theeNan stock market to the growth and developmerthef
economy; unveiling the capital formation processttif NSE, since this is an essential factor to tooma
economic growth and development; and finally, this objective of study to bring to bear the limgtifactors on
the performance of NSE towards the Nigeria econaleielopment.

2.1. Conceptual Literature
2.1.1. The Nigeria Stock Exchange
The NSE provides facilities for raising long termpdal for Government and industrialists to finance
development projects and for expansion and modatioiz of industries respectively. This means thatNSE
is a place where long term securities of varyingn® are tradedThe NSE provides all necessary tiasilirules
and conducts for healthy competition and growtlthef market. Therefore, the NSE is an intermediatyvben
suppliers of funds and the investors of long termdk. This allocative function of the NSE is catidn
determining the overall growth of the economy. ¢#pital resources are not provided to those ecanangias,
especially industries where demand is growing ahithvare capable of increasing productivity, thies tate of
expansion of the economy will inevitably suffer”ilal (1996). The stock market therefore, plays are¢mnd

indispensable role for which it is described astthémark of the Nigerian capital market

2.1.2. The Growth of the Nigerian Stock Exchange

The NSE has witnessed tremendous growth sincestidblishment in 1960. This growth is conspicuous in
the increasing number of capital market instruménaided in the exchange, market operators ando$izearket
capitalization. Undoubtedly, various factors argpansible for this growth among which are as follow

a.

b.

The indigenization of the credit base objectiveisTlwas responsible for the huge investments in the
second and third development loan stock issueS6d And 1962.

The income tax management Act, 1961. Under this egsting pension and provident funds in the
country were obliged to invest at least one-thifdhis funds in Nigerian Government stocks at the
penalty of forfeiting valuable tax concession.

The National Provident Funds Act, 1961. Pension pravident funds established after 1961 were
required under this Act to invest at least halfra$ funds in stocks.

The Insurance, Miscellaneous Provisions Act, 19éduired that at least 25 percent of all local
investment of these insurance companies must lgowernment securities as the Act required the
insurance companies operating in Nigeria to inVesally at least 40 percent of their premium on
locally insured risks in any financial year.

The operations of the Central Bank of Nigeria (CBh8s greatly stimulated the growth and
development of stock market in Nigeria via Governtngecurities. Apart from acting as the issuer,
underwriter and retailer of these stocks, the CBdVigdes facilities to ensure the marketability loése
securities.

The pioneer industries ordinance 1951, as amerstipdilates that only those foreign companies which
allowed at least 10 of their equity capital to b&ldhby Nigerians would benefit from liberal tax
holidays and other concessions under the ordindrtis.no doubt encouraged few companies to offer
part of their share equity to Nigerians throughN&E.

The indigenization Decree had great potentialimwating dealings in industrial stocks. Reflectithg
efforts of various companies to comply with theuiegments of this decree, the increasing pace of
economic activity and the growing confidence in litigerian economy.

The unbundling and eventual privatization of keywv&mment monopolies and other enterprise have
greatly stimulated dealings in industrial stockshia NSE.

The Bank of Industry (formal Nigerian Industrial @dopment bank) also exerts tremendous impact on
the development of the stock market in Nigeria.sThihas being doing by encouraging promising
enterprises to incorporate as limited liability quamies and then offer to take up their shares after
incorporation, and finally encouraging such companio apply at the appropriate time for stock
exchange quotation.

2.1.3. Developmentsin the Nigerian Stock M ar ket

Market capitalisation of the Nigerian stock exopamrontinued to improve gradually from a total & N

billion in 1981 to N8.2 hillion in 1987 with Govement securities taking the lead with N3.1 billiamampared
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to N1.9 billion and N4.2 billion compared with Ndllion in 1981 and 1987 respectively. Thereaftes tbtal
market capitalisation not only began to show remblk improvement, but equities began to take thd ieith
market capitalisation of N175.1 billion in equities1995 compared with Government stocks of N3llibb in

the same year. By 2007, total market capitalisatiad hit-N13,181.7 billion, this limp was attribbta to the
privatization of some public concerns by the Fed&avernment. However 2008 the effects of the dloba
financial crunch which started in July 2007 hadbegp take its toll in the Nigerian capital markEbreign
portfolio investors had begun to divest from Nigegperhaps in order to meet up with obligationshigirthome
countries.

This scenario saw the general price level crastimgn by 80 percent by 2009. Although, the market
correction had started since fourth quarter 2008 bartered confidence in the market is yet todss sestored
and the market far from full recovery. Growth italomarket capitalisation had continued to osa@llddwnward
from -27.8 percent, -26.3 percent, 41 percent aperéent in 2008, 2009, 2010 and 2011 respectivehjle
annual turnover value oscillated between 14.3 merc&€1.4 percent, 16.3 percent and -21.9 perce@0D8,
2009, 2010 and 2011 respectively. Also the nunolfédisted securities had oscillated between -2 @ qet, -11
percent, -0.8 percent and -5.3 percent in 2008922010 and 2011 respectively.

2.1.4. Contributions of the Stock M arket to Capital Formation in Nigeria

Stock market exists primarily as a vehicle for thebilization of funds. However, capital mobilizatio
will be restricted to the channeling of saving®inew issues, which will therefore, result to a rieerease in
capital formation. The Federal Government of Nigdhirough the stock market had raised long termsdar
on lending to the regional and later state govenimfor development projects since 1961 when thE N&gan
operation.

The Federal Government had been encouraging tte Gtavernments to approach the stock market to
raise long term capital for development projectstoir own merit. In this way, the state governmsentll be
subjected to market discipline. Currently mostesgvernments have raised long term funds throlglstock
market for development purposes. Also, foreign argle market liberalization, the deregulation ofiiest rate
structure and dividend policy have made the Nigstik market a viable option for capital formatidfore
companies now use the stock market facilities fiangthening their balance sheets and growth.ithpifocess,
there have been flurry of rights issues, offersstavscription for equity and debenture stocks.

2.1.5. The Promotion of Indigenous Industries

The NSE having given due recognition to the neeito small and medium scale companies into big
ones introduced the Second Tier Securities Markel1985 for the promotion of small and medium scale
companies in the country. This it does by makingilable its facilities at the stock market to vialsimall and
medium scale indigenous entrepreneurs to raisesftordexpansion and modernization of their busirsdess
stringent listing requirements. The second tiewusdes market has contributed tremendously todbentry’s
capital formation process and subsequently, redlucf unemployment.

2.2. Theoretical Literature
There are a number of theories explaining thekstoarket activities, its role in capital formation,
restoring liquidity, financial deepening, pricelstaation, economic growth and employment generati

2.2.1. The Bernoulli Hypothesis

Daniel Bernoulli was very much concerned findirdusion as to why the Russians of his time were
very much averse to risk and are not willing to makts at a better than 50 — 50 odds knowing tiea¢xpected
monetary value (EMV) of such bets are infinitejtaaion known as the St. Peterburg paradox. lolvésy this
paradox, he came to the conclusion that thoughrtbeetary gain or loss is equal, the loss in utiktygreater
than the gain in utility. Thus, in Bernoulli's viewational decisions in the case of risky choicesild be made
on the basis of expectations of total utility rattiean the mathematical expectations of monetalyeva

Therefore, the primary reason influencing peopbésices in cases of uncertainty (risks) is thatfttct
that marginal utility of money diminishes as incoriges. There is a greater loss in utility tharamgn utility in
an equal amount of money lost or gained. This sstggly majority of Nigerian are seldom interestadtie
activities of the stock market, and makes it evemendifficult restoring confidence in the market.

2.2.2. Gurley and Shaw Hypothesis

According to Gurley and Shaw, it is the non-baimarcial institutions that provide liquidity andfety
to financial assets and help in transferring fufrden ultimate lenders to ultimate borrowers for guiotive
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purposes. Thus, the quantity and composition airfoial variables induce economic growth throughidase
purchase of financial assets. The buying of primsegurities from ultimate borrowers and sellingirieck
securities to the ultimate lenders influence thailability of credit and of course, the structuneddevel of
interest rate in the economy.

2.2.3. Loss-Aversion Theory

Loss-Aversion theorgtates that people's perceptions of gain anddmsskewed. That is, people are
more afraid of a loss than they are encourageddmira If people are given a choice of two diffdrprospects,
they will pick the one that they think has lessrd®of ending in a loss, rather than the one tfiatsthe most
gains. For example, if you offer a person two innesnts, one that has returned 5% each year anthahéas
returned 12%, lost 2.5%, and returned 6% in theesgmars, the person will pick the 5% investmenihbse he
puts an irrational amount of importance on the Isinigss, while ignoring the gains that are of aatge
magnitude. In the above example, both alternafiveduce the net total return after three years.

Loss-Aversion theorfor financial professionals and investors, althotige risk/reward trade-off gives
a clear picture of the risk amount an investor ntals¢ on to achieve the desired returns, prospecty tells us
that very few people understand emotionally whatythealize intellectually. For financial professids the
challenge is in suiting a portfolio to the clientisk profile, rather than reward desires. For itnestor, the
challenge is to overcome the disappointing preafigtiof prospect theory and become brave enoughkttthg
returns you want.

2.2.4. Rational Expectations Theory

Rational expectations theosyates that the players in an economy will ach way that conforms to
what can logically be expected in the future. Tibaa person will invest, spend, etc. according/iat he or she
rationally believes will happen in the future. Adtigh this theory has become quite important to ecocs, its
utility is doubtful. For example, an investor think stock is going to go up, and by buying it, tis actually
causes the stock to go up. This same transactiorbeaframed outside of rational expectations theduy
investor notices that a stock is undervalued, buyeand watches as other investors notice the ghimg, thus
pushing the price up to its proper market valuds Téthe problem with Nigerian stock market tryitogrestore
market confidence since after the global financialnch. The general expectation of Nigerian invesie
pessimistic and hence the market is dragging ieesge of the innovations introduced by the requiatagency
and the Nigerian stock exchange.

2.3. Empirical Literature

A large body of empirical studies clearly showstttiee development of stock markets is strongly and
positively correlated with the level of economicvdlmpment and capital accumulation. This is a sl
uncontroversial result, and it appears to be taress time and for many countries. Indeed, datéircorthat as
economies develop equity markets tend to exparid indierms of the number of listed companies antéims
of market capitalization (Atje and Jovanovich 19B@mirglc-Kunt and Levine 1996a, 1996b; DemirguciKu
and Maksimovic 1996; Korajczyk 1996; Levine andwer 1996, 1998). This result, however, does nogssig
a direct and monotonic expansion of the share oitggarkets in the financial system. In realitye texpansion
of equity markets always appears to be precededaandmpanied by the general expansion of the dveral
financial system. And to a careful observer, fanfrbeing a simple and straightforward fact, theeeolution of
real and financial variables is a complex and rfaddéted phenomenon. Indeed, the expansion of stackets
generally follows the development of commercialksaand other financial intermediaries which, in snaases,
continues as equity markets expand. This procexfupes an apparently puzzling situation: an expaneguity
market together with a financial system persisyedtiminated by banks and their financial produgteen if the
evidence often appears to be bewildering, and inync&rcumstances difficult to interpret, some siengeneral
stylized facts about the relationship between for@rdevelopment and economic growth can be drawm the
empirical literature (De Gregorio and Guidotti 1998ng and Levine 1993a, 1993b; Levine and Ren8f@2t
Roubini and Sala-i- Martin 1991). These facts amamarized in the following points:

a) In the early stages of economic development, firhnoarkets are very thin and very rudimentary.
During these stages, financial markets are domindig banks, or similar types of financial
intermediaries. Stock markets are completely abserit they exist in any form, their size is negtile.

b) As capital accumulates financial intermediariesedigp, the number of financial instruments increases
as does the level of sophistication and compleaitfinancial contracts and the flow of resourced an
funds accruing to the financial market increasesize. Stock markets start developing both in $epin
the number of listed firms and market capitalizatio

c) As the economy continues to grow, equity marketselbp further and so do banks and other financial
intermediaries.
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d) Stock markets appear to develop in a non-monotaigs. In economies where stock markets are
relatively small, capital accumulation seems tddilewed by a relative increase in banks’ shar¢him
financial system. In economies where the stock etahlas already reached a reasonable size, further
development of the market causes an increase iedbity markets’ share. In other words, evidence
shows that the equity/debt ratio first decreases anly with further development of the stock mayke
increases.

The co-evolution of equity markets and cdpitecumulation is only one aspect of the more ganer
interrelationship between economic growth and tkpaasion of the financial system. Since the seminal
contributions by Goldsmith (1969) and McKinnon (B3 7economists have devoted considerable attetditime
study of the role played by financial intermediatim the process of real resource allocation angitala
accumulation. Only very recently have economistscijgally focused their attention on the role dbck
markets in the process of economic developmerdrdatingly, these recent studies have not onlyaledenovel
theoretical and empirical aspects of the channklsteraction between real and financial variabkbgy have
also been able to shed light on individual firmgtimal financial choice in connection with economic
development.

At this juncture, it is necessary to define stockrkets’ development, and to specify a measure df su
development. The primary measure to assessingx@nsion of a stock market is to look at changegsin
dimension. A simple measure of a stock market's &zthe total value of all the shares in the magtesach
point in time (market capitalization) or the averayf this value over a period.

Okodua, H. and Ewetan, O. (2013) in their studgcktMarket Performance and Sustainable Economic
Growth in Nigeria, using the autoregressive disitéiol lag (ARDL) estimation technique came to cosicin
that the overall output in the Nigerian economless sensitive to changes in stock market capdtidiz as well
as the average dividend yield.

Market size is important because the level of rgvimobilization and risk diversification depend
strongly on this indicator. Of course, a measura sfock market’s size needs to take into accdentliimension
of the economic system overall. For this reasom,typical measurement employed in empirical analysehe
ratio of market capitalization to gross domestioduct (GDP) (market capitalization/GDP). Stock nedrkize
can also be measured by the number of listed coiepanthe stock exchange in each period. Althomnginket
size is an important indicator of stock market depment, this measurement by itself does not capalirthe
relevant features of a financial markets’ developmindeed, a developed market is also an efficieot liquid
market in which financial funds can be mobilizedat cost and can move easily from one investmerihé
other. These qualitative features of market develm can be captured by indicators such as themslaf
shares traded in each period and the degree otntmation. While the former of these indices measuhe
level of liquidity in the market, the latter takieso account the level of risk diversification.igtuseful to provide
a brief and schematic description of such indicator

a. Market capitalization ratio: this is calculated by dividing the value of ldteompanies (market
capitalization) by GDP. It gives a measure of tlze ®f the stock market relative to the size of the
economy. It is a good measure of the relative aizbe stock market in the economy.

b. Number of listed companies: this specifies the number of all companies listethe country’s stock
exchange at any point in time. This indicator &z measure of stock market size.

c. Total value traded: this gives the total value of shares traded duthe period. Total value traded
divided by GDP gives a measure of the liquiditythe market. Market liquidity measures how easily
securities can be bought and sold. This indicatinglements the market capitalization ratio and
signals whether market size is matched by traditigity.

d. Turnover ratio is the total value of shares traded during theoggedivided by the average market
capitalization for the period. Average market calation is calculated as the average of the dnd-o
period values for the current period and the previgeriod.

e. Concentration: the degree of market concentration is importanstiow how well a market really
works. A very high degree of concentration sigrmalseeavy and illiquid market. In such circumstances,
the benefits of risk diversification in markets arery low. A measure of concentration could be
provided, for example, by the average size of filisted in the stock market

3.0. Methodology

The method of analysis in this study is the E@€orrection Model (ECM) technique with E-VIEWS 7
as the operational software. It is one of the mostmonly employed methods in estimating relatiopsi
econometric models where major assumptions of tiskn@ry Least Square (OLS) have been violated &nd i
use in a wide range of economic relationships pnagided satisfactory results.
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This study employed secondary data collected frarious sources including the Central Bank of
Nigeria statistical bulletin, 2012, Annual RepantlséStatement of Account (various issues), the Matio
Statistical Bureau and Stock Exchange Annual Re&f12. The data series used in this study foryaizal
includes; Real Gross Domestic product (RGDP), tadible traded (TVT), market capitalization ratioQR),
turnover ratio (TOR), and number of listed compatr{i@).

3.1. Modédl Specification

Economic growth (proxied as RGDP) is expressed ametion of total value traded (TVT), market
capitalization ratio (MCR), turnover ratio (TORpdanumber of listed companies (Q).
INRGDP = f(InTVT, INnMCR, InTOR, InQ)
INRGDP =g + B41InTVT + BInMCR +B3InTOR +f4nQ + 1
All explanatory variables are expected to havetpeseffects on RGDP, i.ef}; B, B3, f4>0.
Where: RGDP is the Real Gross Domestic Product, T Bvthe Ratio of Total Value Traded to GDP, MCR is
Market Capitalization Ratio, TOR is Turnover Ratamd Q is Number of Listed Companies, In stands for
logarithm transformation.

4.0. Analysis of Results and Discussion of Findings
4.1. Testing for Stationarity

In order to avoid the occurrence of spurious restiltis study adopted the Augmented Dikky — Fuller
(ADF) test for testing the Stationarity of the timeries data. The ADF test statistic outcome oftithe series
data for the period, 1981 — 2012 shows that aletsaries data are stationary at first differenc&%tlevel of
significance. See table below

Table 1: Augmented Dickey-Fuller test statistic

t - statistic| Critical Critical Critical Prob. Decision
values 1%/ values 5%/ values 10%
D(INRGDP) | -5.516956| -3.670170| -2.963972 -2.621007 0.0001 I(1
D(InTVT) -5.805901 | -3.670170 | -2.963972 | -2.621007 0.0002 I(1)
D(INMCR) - -2.963972 | -2.621007 0.0013 (1)
4,491473 | -3.67017(
D(InTOR) -5.805901| -3.670170| -2.963972 -2.621007 0.0000 (1)
D(InQ) -3.700260| -3.670170| -2.963972 | -2.621007 0.0093 (1)

4.2. Testing for Cointegration

We seek to determine whether there exists longequrlibrium relationship among the variables of
study. In doing so, the Johansen cointegration west used. This test identifies the number of long-
relationship that exists among the sets of integratariables. The trace statistic tests the nybokiyesis that
there are at most r cointegrated equations. Thexeforejection of the null hypothesis means theate are more
than r cointegrating relationships.
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Table 2: Johansen Cointegration Test

Sample (adjusted): 1984 2012

Included observations: 29 after adjustments
Trend assumption: Linear deterministic trend
Series: LNRGDP LNMCR LNQ LNTOR LNTVT
Lags interval (in first differences): 1 to 2

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05
No. of CE(s) Eigenvalue Statistic Critical Value obr*
None * 0.788073 102.3268 69.81889 0.0000
At most 1 * 0.638923 57.33298 47.85613 0.0050
At most 2 0.520873 27.79174 29.79707 0.0837
At most 3 0.175904 6.453875 15.49471 0.6419
At most 4 0.028661 0.843304 3.841466 0.3585
Trace test indicates 2 cointegrating eqn(s) a0t level
* denotes rejection of the hypothesis at the 0298l
**MacKinnon-Haug-Michelis (1999) p-values
Unrestricted Cointegration Rank Test (Maximum Eigduoe)
Hypothesized Max-Eigen 0.05
No. of CE(s) Eigenvalue Statistic Critical Value obr=
None * 0.788073 44.99387 33.87687 0.0016
At most 1 * 0.638923 29.54124 27.58434 0.0277
At most 2 * 0.520873 21.33787 21.13162 0.0468
At most 3 0.175904 5.610571 14.26460 0.6635
At most 4 0.028661 0.843304 3.841466 0.3585

Max-eigenvalue test indicates 3 cointegrating gpat the 0.05 level
* denotes rejection of the hypothesis at the (e8I
**MacKinnon-Haug-Michelis (1999) p-values

From the table above the trace statistic of 10832t 57.33298 clearly exceed the critical value89081889
and 47.85613 respectively at 5 percent confidentaial, hence, we are not accepting the null Hygsis and
conclude that there is at least one cointegratatgtionship and therefore, a long run equilibrivsfationship

exists among the variables.

The eigenvalue test also supported this clainoef Irun equilibrium relationship among the variable
The maximum eigenvalue statistics of 44.99387, 228 and 21.33787 exceed the critical values 87387,
27.58434 and 21.13162 at 95 percent confidencd, ldwas, we are not accepting the null hypothegisio

cointegrating relationships among the variables.
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Table3: Error Correction Model

Dependent Variable: D(RGDP)
Method: Least Squares
Sample (adjusted): 1986 2012
Included observations: 27 after adjustments
Variable Coefficient ~ Std. Error  t-Statistic Prob.
C -0.000283  0.163587 -0.001731  0.9987
D(TVT) -1.232893 0.593978 -2.075656 0.0716***
D(TVT(-2)) 3.840412 1.312320 2.926429 0.0191**
D(TVT(-3)) 5.936180 1.967576 3.017002 0.0166**
D(TVT(-4)) 2.414038 1.142240 2.113425 0.0675**
D(MCR) 0.274275  0.607209 0.451697  0.6635
D(MCR(-1)) 3.784217  1.631663 2.319239 0.0490**
D(MCR(-2)) -3.936743  1.392250 -2.827612 0.0222**
D(MCR(-3)) -6.159065  1.691614 -3.640941 0.0066*
D(MCR(-4)) -6.653892  2.560853 -2.598311 0.0317**
D(Q) 21.25539  9.614550 2.210752 0.0580***
D(Q(-1)) -11.60323  5.263652  -2.204406 0.0586***
D(Q(-3)) -13.42078 8.068851 -1.663282  0.1348
D(Q(-4)) 27.65256  11.89832 2.324073 0.0486***
D(TOR) -1.104318 0.672195 -1.642854  0.1390
D(TOR(-2)) -1.953935 0.786302 -2.484968 0.0378**
D(TOR(-3)) -3.229779  0.950067 -3.399526 0.0094*
D(TOR(-4)) -2.952243 1170723  -2.521726 0.0357**
ECM(-1) -0.663488  0.244396  -2.714804 0.0265**
R-squared 0.860567 Mean dependent variable 0.113338
Adjusted R-squared 0.546844S.D. dependent variable 0.316547
S.E. of regression 0.213103Akaike info criterion -0.063071
Sum squared resid 0.363303Fchwarz criterion 0.848814
Log likelihood 19.85146 Hannan-Quinn criterion 0.208080
F-statistic 2.743075 Durbin-Watson stat 2.474082
Prob(F-statistic) 0.074051
* denotes rejection of the hypothesis at the @e0#|
** denotes rejection of the hypothesis at the 0edel
*** denotes rejection of the hypothesis at theQldvel

The result of the Error Correction Model estimataove revealed that market capitalisation ratiC @l and
Turnover ratio (TOR) are insignificant at all actaye statistical levels of significance (of 0.0105. and 0.10
levels of significance). The ratio of total valuaded (TVT) was significant at 10 percent. Althoulgl TVT has
a negative elasticity of -1.232893 running contraryts a priori expectation it actually reflectsd situation in
the Nigerian economy. Less than 1 percent of Nageriknew what the stock market is all about, hehee
continuous loss of confidence in the market furtheightened by the global financial crunch of 260722009
which left stock prices in the economy crashed bdyionagination. Due to the continuous loss of aberiice in
the market which still permeates the economy isré@son investors are divesting into the real seaib the
economy at the expense of the stock market. TrutheaGDP is growing investors is divesting frora gtock
market, resulting to less investment in the stoekkat hence the inverse relationship that now exXistween
RGDP and TVT in the Nigerian economy. Also Numbérlisted companies (Q) was rightly signed and
significant at 10 percent critical value, while ttesult also revealed that the past (lag) valueslaxplanatory
variables affect the Nigerian economic growth aivey levels of significant as shown in the tablat®ve. The
ECM was rightly signed with the economy recoverigraf 66 percent. The Adjusted R-squared indic#ted
55 percent variation in Nigeria’s economic grovgtekplained by the explanatory variables.

4.3. Granger Causality Test

The Granger Causality tests whether X causes ¥ #&é& how much of the current Y can be explainegasy
values of X and then to see whether adding laggéaeg of X can improve the explanation. A variagranger
causes another if the F-statistic is significarg-atlue of 5 percent or less.
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Table 4: Granger Causality Test

Pairwise Granger Causality Tests

Sample: 1981 2012

Lags: 2

Null Hypothesis: Obs F-Statistic Prob.
LNMCR does not Granger Cause LNRGDP 30 2.36635 0.1145
LNRGDP does not Granger Cause LNMCR 2.26582 0.1246
LNQ does not Granger Cause LNRGDP 30 3.75515 0.0375
LNRGDP does not Granger Cause LNQ 1.65670 0.2110
LNTVT does not Granger Cause LNRGDP 30 0.59448 0.5595
LNRGDP does not Granger Cause LNTVT 2.11544 0.1417
LNTOR does not Granger Cause LNRGDP 30 0.27148 0.7645
LNRGDP does not Granger Cause LNTOR 0.44077 0.6484
LNQ does not Granger Cause LNMCR 30 1.56922 0.2280
LNMCR does not Granger Cause LNQ 0.01580 0.9843
LNTVT does not Granger Cause LNMCR 30 3.53121 0.0446
LNMCR does not Granger Cause LNTVT 9.31410 0.0009
LNTOR does not Granger Cause LNMCR 30 1.74680 0.1949
LNMCR does not Granger Cause LNTOR 1.07621 0.3562
LNTVT does not Granger Cause LNQ 30 0.96945 0.3931
LNQ does not Granger Cause LNTVT 2.34292 0.1168
LNTOR does not Granger Cause LNQ 30 2.56490 0.0970
LNQ does not Granger Cause LNTOR 1.25637 0.3020
LNTOR does not Granger Cause LNTVT 30 1.55815 0.2303
LNTVT does not Granger Cause LNTOR 1.50872 0.2407

Table 4 above authenticates the evidence obtaied the Error Correction Model estimation technigiiee
result revealed thahere is unidirectional causal relationship betwdkmbers of listed Companies (Q) and
Real Gross Domestic Product (RGDP) and it runs fidumbers of listed Companies (Q) to Real Gross
Domestic Product, while bi-directional causal rielaship exists between Market Capitalisation RAMCR)
and the Ratio of Total Value Traded (TVT). Ratiotofal value traded Granger causes Market capatiis
ratio and Market capitalisation ratio Granger cau3etal value traded. Moreover, there are no causat
between Market capitalisation ratio and real ga@®estic product; Ratio of Total Value Traded asal gross
domestic product; and Turnover ratio (TOR) and geaks domestic product.
5.0. Conclusion/Policy I mplementation

Although, the stock market size remain a verydrtgnt indicator in measuring the stock market iotpa
on economic growth, this study reveals that theeN#@js stock market size with an average of 25€edis
companies exacts significant influence on Nigereenomic growth. This study also revealed thatNlggrian
economic growth and stock market capitalization t@gausal relationship. Thus, it is clear frons tiudy that
the Nigerian stock market has the potentials teedthe economy only if enabling environment is tedafor
easy enlisting of firms in the NSE. It does not without saying that the NSE must set up mechaniem f
reaching out to viable enterprises in the econdiyck market regulators should therefore addrebsypesues
that are capable of boosting the investors’ comiigethrough improved policy formulation and creatiof
awareness. When confidence is restored the totakvaaded will increase significantly thus raisiapck
market capitalisation.
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