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Abstract  

This research was commissioned to examine the influence of capital market on economic growth in Nigeria 
from 1985 to 2018. The ex-post facto research design was adopted in the investigation. The study utilized 
multiple regression analyses in which the Cointegration test and Vector Error Correction Model were the 
methods employed in the analysis. Time series data obtained from the Central Bank of Nigeria statistical 
bulletin on gross domestic product, market capitalization, all-share index, and private domestic savings 
were analyzed in the study. The results revealed that market capitalization had a positive and significant 

effect on GDP, while all-share index had a negative and insignificant impact on GDP, which suggest that 
capital market appeared to be bearish in Nigeria within the period under review. The results further 
indicate that private domestic savings had a positive relationship with GDP even though such association 
appeared inconsequential. On the above notes, the study recommended that government should as a matter 
of fact; formulate appropriate economic policies that would ensure the stability share prices which 
encourage nationals’ and foreigners’ participation in the capital market in the country. In so doing, market 
capitalization will improve leading to improved growth in the domestic economy. 
 
Keywords: Capital Market, Economic Growth, Cointegration Test, Vector Error Correction Model 

 

1.0 INTRODUCTION 
Sustainable economic growth is no doubt, one of the most significant macroeconomic objectives of every 
nation.  While economic growth has been recognized as the major target of national policy, capital 
accumulation is conceived as a critical factor that stimulates the economic development process (Christain, 
Nwezeaku & Akujuobi, 2015). Intuitively, it creates demands for particular kinds of financial arrangements 
in which the financial system invariably responds to the demand. According to Levine and Zervos (1998), 
financial intermediation is one of the major determinants of economic growth. Therefore, the capital market 
is one aspect of the financial system, which contributes significantly to economic growth and development 

of nations. 
 
Thus, capital market is described as a highly organized and specialized aspect financial market by which 

medium and long-term funds are raised. It is a channel through which savings are mobilized from surplus 

savings units and made available to deficit savings units for investment purposes. Theoretically, capital 

market is an essential factor for the growth and development of any economy. This is because; the market 

has the ability to facilitate and mobilize savings necessary for investment growth, which in turn, improved 
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economic growth of nations. The extent to which the capitals are accumulated and mobilized for investment 

varies significantly among countries. However, it depended largely upon domestic savings, as well as 

foreign capital inflows. To overcome economic downturn in an economy, governments of every country 

often geared efforts towards effective savings mobilization. It is in the realization of this objective that 

importance is often attached to capital market development as an institution necessary for the mobilization 

and channelization of funds. 

 

According to Osaze (2000) cited in Nosakhare and Samson (2015), any economy without a capital market 

will often experience a lack of growth and development. It is so because; the market is a catalyst for long-

term growth of capital formation and efficient allocation of resources for development, which invariably, 

the economy benefits from. Bekaert and Harvey (1998), viewed the capital market as an engine of economic 

growth of nations. Hence, the level of economic growth observed in the developed economies today is to a 

large extent dependent on their efficient financial sectors in which domestic savings and foreign capital 

inflows are mobilized for productive investments. An efficient stock market stimulates economic growth 

through improved productivity. This implies that a positive correlation exists between the stock market and 

economic growth in the economy (Nosakhare & Samson, 2015). 

 

In Nigeria, the capital market is an essential component of the financial system. In the opinion of Anyanwu 

(1999), the financial market is a complex mechanism that consists of institutions, instruments, and 

procedures by which the users of savings and suppliers of savings are brought together to interact with each 

other to effect business transactions. The emergence of the capital market in Nigeria is traceable to 1946 

when N600,000 worth of government stocks were floated in the economy. During this period, there was an 

absence of an organized market for the secondary trading of issue stocks. By 1959, when the Central Bank 

of Nigeria (CBN) took off operations, a year after it was established in 1958, N4 million worth of federal 

government development loan stock was floated with the objective of stimulating financial and economic 

development in the economy. In 1986, the nation adopted World Bank-IMF supported Structural 

Adjustment Programme (SAP) in which several economic policies were designed to achieve economic 

reforms between the 1980s and 1990s (Kolapo & Adaramola, 2012). The main idea of the programme was 

to incorporate economic policies that ensure the rapid and effective transformation of the Nigeria economy. 

However, until the SAP was abandoned in 1994, the goals of the programme were not realized, due to 

government’s inability to transform the economy.  
 

According to Abina (2019), the Nigerian capital market has overtime been the market for mobilization and 

intermediation of long-term funds. It is a market where shares, bonds, stocks, and other valuable 

commodities are traded with the objective of raising capitals required to run business operations, 

modernization, project expansion as well as business transformation by government and companies. The 

market, in turn, decreases the rate of dependency of the economic agencies on banks for capital projects 

and long-term financing. Otteh (2012), also conceived the importance of the capital market in ensuring 

rapid economic growth. In his postulation, the capital market fosters diversification of economic base of an 

economy, especially that of Nigeria, which is largely dependent on oil; and therefore, help economic agents 

to price, pool and exchange risk that encourages savings and investments and creating wealth for the nation. 
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Torbira and Joshua (2017) viewed capital market development as an essential factor for the growth of 

private sector, and thus, causes an increase in the overall wealth of nations via wage rises, business 

expansion, improved living standard of the people, as well as government revenue for infrastructural 

development processes. It also affects the overall spending for the nation-building. According to the 

classical economic growth theorists including Harrold (1948) and Solow (1956), economies tend to grow 

faster as savings and labour-force rises alongside increases in aggregate income, which has been argued to 

be a function of consumption, investment, and government expenditure. In that, Scholars, however, have 

failed to reach a consensus on the driver of economic growth. Whereas some postulated that capital market 

development causes economic growth in the economy, others believed that it is economic growth that 

actually leads to capital market development.  

 

In Nigerian economy, the investment sector lacks long-term capital necessary for improved investment in 

the economy. This is blamed on the nature of the financial system in the country, in which the sector has 

over time depended heavily on short-term financing such as loans from the money market to even finance 

investment that is long-term in nature. This situation no doubt, violates the popular concept that all firms 

need to raise an appropriate mix of short-term and long-term funds through the capital market to finance 

capital investments (Atoyebi, Ishola, Kadiri, Adekunjo,& Ogundeji, 2013).  

 

Overtime, the capital market in Nigeria has experienced increased participation from both the public and 

private investors. It has also attracted the interest and the attention of foreign investors in the economy. As 

a result, the overall equity listed in the economy rose from 194 in 1981 to 247 in 2016, whereas the market 

capitalization rose from N5 billion to N16,185.5 billion in the same period. Similarly, the volume of shares 

traded on the floor of the capital market in market value increased from N304.8 million in 1981 to N607,407 

million in 2016. In the same way, the number of deals in the market rose from 10,199 units to 837,092 units 

in the same periods (SEC, 2017 cited in Chukwuemeka, 2018). Meanwhile, since general consensus exist 

among the economic theorists that capital market provides medium and long-term funds required to 

accelerate economic growth, the expansion in the capital market activities in Nigeria is expected to translate 

into economic growth of the nation. Unfortunately, the upward activities of the capital market have not 

contributed significantly to the growth and development of the economy, as investments, productivity, 

aggregate demand, and economic growth are still very low, while inflation and unemployment rates 

remained very high in the country. This economic situation, no doubt, violates the tenet of the capital market 

as a catalyst for long-term capital investment, as well as the economic growth in the economy. It is against 

this background, that this research investigates the influence of the capital market on economic growth in 

Nigeria. 

 

2.0 REVIEW OF RELATED LITERATURE 
2.1 Theoretical Review 

Economic growth of any economy has been described as a long-term rise in the capacity of nations to 

increase the production of goods and services to satisfy the demand of its teeming population. This capacity 

of nations to produce more goods is no doubt stimulated by advancement in technology, ideological and 

institutional arrangement it demands (Kuznets, 1971 cited in Popoola, Ejemeyovwi, Alege, Adu & Onabote, 

2017). Accordingly, Ekundayo (2002) maintained that countries require much of foreign investment to 
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achieve sustainable growth in their economies. This is made possible through efficient capital market 

development. For instance, in the developing countries, Nigeria is inclusive, several economic policies and 

programmes have overtime been enunciated to accelerate the growth of the Nigeria economy. Some of these 

include privatization and commercialization of public enterprises, as well as the enterprise's promotion 

decree, which were listed on the Nigerian stock exchange. Another government policy to this effect was the 

Central Bank of Nigeria (CBN) bank recapitalization directives in 2004, in which commercial banks were 

directed to recapitalize to a minimum of  N25 billion. As a result, many banks accessed the capital market 

in order to meet their financial needs.  

 

Solow (1956) growth model identified factors of growth to include human capital and physical capital. The 

model referred to as a dynamic economic model indicates how economies change and grow overtime by 

raising the level of production per worker stimulated by rising in the advancement of technology, savings, 

investments, as well as organizational improvements (Faris, 2017). In the Solow growth model, savings 

was conceived as an important factor for economic growth and development of nations. Accordingly, the 

model postulated that savings enter official flows via financial intermediaries and made available to 

investors who possess ideas and who are capable of investing in new investments that would, in turn, raise 

the level of output and economic growth in the economy. In the same vein, Beck (2006), opined that the 

developed financial market accelerates economic growth through its ability to mobilize savings from 

surplus units and made it available to investors for onward investment; allocates resources efficiently for 

productive uses. The participants of the financial market monitor investment via corporate governance 

mechanism; and ease the exchange of goods by providing payment services, as well as assists in risk 

diversification. Nosakhare and Samson (2015) conceived that the capital market is not the only source of 

funds in which companies use to finance their operations and growth. However, they observed that the 

capital markets play an essential role in the medium and long-term investment financing of companies. As 

a result, the companies grow to become bigger, more mature and complex organizations. With the presence 

of capital markets, companies and industries have access to a wide range of financial securities such as 

equities and fixed incomes, as these financial instruments play an important role in corporate financing.  

 

2.1.1 Classical Theory of Economic Growth and Savings 

The role of savings in stimulating economic growth and development of an economy has recently attracted 

the attentions or interests of growth theorists, as new set of postulations, referred to as new economic growth 

theory emerged. The early economic growth theories often referred to as classical economists led by Harrod 

and Domar in 1939 and 1946, conceived savings as a critical factor for generating investment and that 

interest rate was the price which equate the two variables (Reza, Michael & Mona, 2014). The classicalists 

believe that increase in savings brings about rise in investment growth, which in turn, results to improved 

economic growth in the economy. On the other hand, the Keynesians countered the idea of the classical 

theorists that savers and investors belong to the same growth, and however, argued that they save or invest 

for the reason of maximizing utility or income. The Keynesians believe that saving is a determinant of 

national income, as investment is an indirect function of interest rates (Reza et al., 2014). 

 

The classical economic growth theories on their part, assumed that economic growth is determined mainly 

by the equilibrium state in the economy. The model indicated the limited role of government intervention 
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in an economy, as it acknowledged the function of savings in determining investment growth. Thus, it also 

shows that interest rates over time moves to equilibrium position and thereafter remained unchanged. 

 

2.1.2 Neo-Classical Theory of Economic Growth and Savings  

The deficiencies in the classical theories brought about the development of the neo-classical theory of 

economic growth and savings as championed by Solow and Swan in 1950s, using a less limiting platform. 

The Solow’s model focused on constant returns to production scale function with two inputs, capital and 
labour, as well as substitution possibilities between inputs and diminishing marginal productivity (Reza et 

al., 2014). The model revealed that growth occurs via capital accumulation and that stable rate of growth is 

determined through the level of technological progress, conceived to an exogenous variable. It further 

opined that even though changes in the growth of population and savings rate can changes the growth path, 

but they have no significant effect on the long-run growth rate in the economy. Thus, increases in the rate 

of savings lead to increase in the long-run growth path rather than, an increased in growth rate (Branson, 

2008 cited in Reza et al., 2014). 

 

The theory of neoclassical growth was developed in the earlier 1960s of the twentieth century, resulting 

from intensive research in the field of growth-economics by Robert Solow and Trevor Swan who first 

developed the model of long-run economic growth in 1956. It was one of the theories of economic growth, 

which outlines how a steady economic growth results from a combination of three factors such as the growth 

of capital stock, growth of labour force and technical process. The theory postulates that short-term 

equilibrium occurs from changes in the volumes of labour and capital in the production function. It further 

argued that change in technology has a significant effect on any economy; hence, economic growth is 

possible in the presence of technological advancement. The theory, however, clarifies that short-term 

equilibrium is different from long-term equilibrium, which does not need these factors in the pursuit of 

economic growth.  

 

It considers technology as an exogenous factor of growth and therefore, incorporated technology change 

into the model. The theory assumes that the supply of goods and services depends on a production function 

with constant returns to scale as well as the imperfect substitution existing among technology, capital, and 

labour factors. Similarly, the model presumes that total output is produced in a Cobb-Douglas production 

function. The elasticity of output measures the responsiveness of output produced in the economy to any 

change in the level of capital or labour used in the production process. This theory also assumes that nations 

will not move towards the same steady-state of per capita income regardless of the similar population 

growth rate, savings and technological process (Solow, 1956). 

 

2.1.3  Endogenous Theory of Economic Growth and Savings 

The endogenous economic growth theory postulated that economic growth in an economy is endogenously 

determined by growth factors such as investment, size of the capital stock and human capital. It therefore, 

predicts that increase in the rate of savings results to increase in economic growth due to its positive effect 

on capital accumulation and investment (Barro & Sala-i-Martin, 1995). The theory also posited that increase 

in savings facilitates increases in national income and promote investment process (Romer, 2006). In this 

theory, saving is treated as an endogenous variable, as shown by the optimization behavior of firms and 
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households (Singh, 2010 cited in Reza et al., 2014). However, it conceived that growth in the capital stock 

only promotes economic growth in the short-run but the influence is inconsequential in the long-run 

(Romer, 2006). 

 

2.2 Empirical Review 

Popoola, Ejemeyovwi, Alege, Adu and Onabote (2017), examined the effect of stock market performance 

on economic growth in Nigeria, using Ordinary Least Squares and Pairwise Granger causality test. The 

estimation result revealed that stock market performance does not lead to economic growth; rather, it was 

economic growth causes stock market performance in the economy.Emeh and Chigbu (2014),studied the 

impact of capital market on economic growth in Nigeria for the period 1985-2012, using a multivariate 

cointegration test and error correction model approach. The variables employed in the investigation include 

gross domestic product, market capitalization, number of listed securities, value of transaction and new 

issues. The results of the study indicated that market capitalization and value of transaction had a positive 

and significant influence on economic growth in the economy. 

 

Echekoba, Ezu and Egbunike (2013), investigated the effect of capital market on the growth of Nigeria’s 
economy under the democratic rule, by employing multivariate regression methods.The results revealed 

that total market capitalization and all-share index had a positive and insignificant impacts on the growth 

rate of the Nigerian economy, while total value of stock had a negative and insignificant influence on 

economic growth of the nation. Taiwo, Alaka and Afieroho (2016), evaluated the contribution of capital 

market to the growth of Nigeria’s economy for the period from 1981 to 2014, through the applications of 
unit root test, cointegration test, and vector error correction model. The variables used in the study were 

real gross domestic product, stock market capitalization, labour force, savings accumulation, gross fixed 

capital formation and total listed securities. The results indicated that all the variables were stationary at 

first differencing.  The results also revealed that stock market capitalization, labour force, total listed 

securities, accumulated savings and gross fixed capital formation were significantly determinants of 

economic growth in Nigeria.  

 

Atoyebi, Ishola, Kadiri, Adekunjo and Ogundeji (2013), studied the impact of capital market on economic 

growth in Nigeria for the period 1981-2010, using ordinary least square (OLS) approach, and vector auto 

regression method to determine the long-run relationship among the variables. The results showed that 

market capitalization and all-share index had a positive and insignificant impact on economic growth in 

Nigeria. Chukwuemeka (2018), also investigated the influence of capital market on economic growth in 

Nigeria for the period 1981-2016, using unit root test, cointegration test and error correction mechanism. 

The variables utilized in the model were gross domestic product, market capitalization, number of deals, 

volume of transaction, and total listed equity. The results of the unit root test indicate stationarity for all the 

variables at first differencing. The results also indicate evidence of long-run relationship among the 

variables of the study.  The results of the error correction mechanism revealed that market capitalization 

and number of deals had a positive and insignificant impact on economic growth, whereas the volume of 

transaction and total listed equity had a negative and insignificant influence on economic growth in Nigeria. 
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Christain, Nwezeaku and Akujuobi (2015), evaluated the impact of capital market development on 

economic growth in Nigeria for the period from 1981 to 2012, using descriptive statistics and regression 

analysis. The results indicated that capital market had positive and significant positive impact on economic 

growth in the economy. It also revealed that market capitalization had significant impact on the growth of 

Nigeria’s economy. Gerard and Jaya (2017), studied the effect of capital market development on economic 

growth in Rwanda, through the applications of unit root test, cointegration test and error correction model. 

The variables used in the research include gross domestic product, market capitalization, volume of 

transaction, and volume of share traded. The study discovered that the independent variables had positive 

contributions to economic growth in Nigeria. More so, Faris (2017), investigated the effect of capital market 

on economic growth transition in South Africa for the period 2003-2012, using regression analysis. The 

estimation results revealed that market capitalization had a significant and positive influence on economic 

growth in the economy. Torbira and Joshua (2017), examined the impact of capital market on economic 

growth of Mexico, Indonesia, Nigeria and Turkey for the period 2000-2012, through the composition of a 

balanced panel dataset consisting capital market activity variables such as market capitalization ratio to 

GDP, number of listed securities and value of transactions as ratios of GDP and gross fixed capital 

formation. It also includes key economic growth indicators of change in GDP, and gross domestic savings 

relative to GDP and gross fixed capital formation relative to GDP. The results revealed that number of listed 

securities was the main component of the capital market, which had a negative and significant influence on 

economic growth of Mexico, Indonesia, Nigeria and Turkey.  

 

Furthermore, Abina (2019), examined the impact of capital market on the performance of Nigeria’s 
economy for the period 1985-2017, using stationarity test, cointegration test, error correction model and 

Granger causality test. The results indicated evidence of long-run relationship among the variables. It also 

showed unidirectional relationship between the variables with causalities running from gross domestic 

product to total market capitalization and to total value of new issues. The study concluded that capital 

market has significant influence on economic growth in Nigeria for both the public and the private entities 

for medium and long-term investments. Okpara (2010), researched on the effect of capital market 

performance on the growth of Nigeria’s economy. The results showed evidence of long-run relationship 

between the growth of the economy and capital market indicators. From the results, market capitalization, 

new issues, value of shares traded and turnover ratio had a significant influence on gross domestic product 

in the country. Ifeoluwa and Motilewa (2015), investigated the influence of stock market liquidity on 

economic growth in Nigeria from 1980 to 2012. Using ordinary least square (OLS) approach, the research 

discovered, surprisingly, that stock market liquidity was not a significant variable determining economic 

growth in the economy. 

 

3.0  METHODOLOGY 

To empirically investigate the impact of capital market performance on the growth of Nigeria's economy 

for the period from 1981 to 2018, capital market indicators such as market capitalization, and all-share 

index were employed in the research. The methods of analysis employ in the study include Stationarity test, 

Cointegration test and Vector Error Correction Model(VECM). The stationarity test would be applied to 

determine the level of integration among the variables. On the other hand, the VECM model would be 

utilized to estimate the long-run relationship and short-run interactions among the variables. The variables 
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selected for the model include gross domestic product (GDP) proxied for economic growth, used as the 

explained variable, while market capitalization (MCAP), All-Share Index (ASI), and private domestic 

savings (PDS) are employed as the explanatory variables. Data for these variables are obtained from the 

Central Bank of Nigeria (CBN) statistical bulletin, volume 29, 2018; and Securities and Exchange 

Commission (SEC) reports, ranging from 1981 to 2018. 

 

3.1  Model Specification  

This study is anchored on the neoclassical theoretical growth model, which expresses growth as a function 

of labour, capital and technology. That is,  

 Y = f(L, K, T)         1 

 

The assertion that growth results from increased stocks of capital as means of production, is associated with 

series of equations that indicate the relationship among labour growth, growth of capital stock, savings as 

the determinant of investment and output growth (Faris, 2017). Thus, economic growth proxied by gross 

domestic product is estimated as a function of capital accumulation, labour supply, contribution of the stock 

market, and improved output growth brought about by domesticated new technological progress. These 

were measured by market capitalization, all-share index and savings accumulation by the private sector. 

Therefore, the primary model showing the relationship between capital market indicators and economic 

growth is specified in functional form as:  

GDPt   =  f(MCAP, ASI, PDS)        3 

Where; GDP is the Gross Domestic Product, MCAP is the market capitalization, ASI is the Share Index, 

and PDS is the private domestic savings.  

 

In linear function, the model is illustrated as: 

GDPt =  ∅0 +  ∅1MCAPt +  ∅2ASIt +  ∅3PDSt +  μt     4 

Where; GDP is the dependent variable, whereas MCAP, ASI, and PDS are the explanatory variables; ∅0 is 

the constant term, ∅is are the coefficients of the regression models and μt is the stochastic variable.  

 

In logarithm function, it is specified as: 

logGDPt =  ∅0 +  ∅1logMCAPt +  ∅2logASIt +  ∅3logPDSt +  μt   5 

 

This equation represents the logarithm function of the relationship between market capital and economic 

growth performance in Nigeria. 

 

3.2  A Priori Expectation 

Theoretically, the study expects that market capitalization, all-share index, and private domestic savings 

would have significant positive relationships with the gross domestic product (GDP). The a priori 

expectation trends of the behaviour of the explanatory variables in terms of their coefficients to be estimated 

in the model are φ1>0, φ2>0, φ3>0.  
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4.0  DISCUSSIONS OF THE RESULTS 

This section of the study presents the results estimated from the econometric approaches used in the study; 

and consequently, discusses the results in line with the goals of the investigation. The estimation results are 

presented below. 

 

4.1  Stationarity Test  

The stationarity test is conducted mainly to determine the level of integration among the variables under 

consideration, through the application of the Augmented Dickey-Fuller (ADF) unit root test. The results are 

indicated in Table 1 below.  

 

Table 1: ADF Unit Root Test 

Trend and Intercept 

                            Level  

 

                   First Difference  

Variables ADF  

Statistic 

5% CV     ADF  

Statistic 

5% CV Remarks  Rank 

LGDP -2.731460 -2.954021 -3.347090 -2.957110 Stationary I(1) 

LMCAP -1.319018 -2.954021 -4.405111 -2.957110 Stationary I(1) 

LASI -2.538262 -2.954021 -3.929204 -2.957110 Stationary I(1) 

LPDS -1.075820 -2.954021 -4.276673 -2.957110 Stationary I(1) 

      Sources: Researcher’s computation from E-view 9 

 

Table 1 above, represents a stationarity test through the application of the Augmented Dickey-Fuller (ADF) 

unit root test. The results showed that all the variables were non-stationary at levels; however, all the 

variables became stationary after first differencing at 5% level of significance. These claims are evidenced 

by the ADF statistics and p-values of the respective variables which indicate to be greater than the chosen 

critical value of 0.05 levels. At level, the critical values are all greater than the ADF statistics, but at first 

differencing, the ADF statistics are greater than the critical values. These results revealed that all the 

variables possessed long-run properties. It, therefore, implies that their mean, variance and covariance are 

constant overtime. Thus, the research concludes that all the variables are integrated of the same order one. 

 

4.2 Cointegration Test 

The test of cointegration between capital market indicators and economic growth in Nigeria become 

necessary in this research, afterevidence of stationarity was established for all the variables at 5 percent 

level of significance. The essence of this test is to discover whether or not there is long-run equilibrium 

relationship among the variables under study. Thus, the estimation results of the cointegration test are 

presented in tables2 and 3 below.  
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Table 2: Unrestricted Cointegration Rank Test (Trace) 

Hypothesized 

No. of CE(s) Eigenvalue 

Trace 

Statistic 

0.05 

Critical Value Prob.** 

None *  0.741777  79.59593  47.85613  0.0000 

At most 1 *  0.539280  36.27010  29.79707  0.0078 

At most 2  0.198891  11.47122  15.49471  0.1841 

At most 3 *  0.127783  4.374952  3.841466  0.0365 

 Sources: Researcher’s computation from E-view 9 

 

Table 3: Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized 

No. of CE(s) Eigenvalue 

Max-Eigen 

Statistic 

0.05 

Critical Value Prob.** 

None *  0.741777  43.32583  27.58434  0.0002 

At most 1 *  0.539280  24.79888  21.13162  0.0145 

At most 2  0.198891  7.096267  14.26460  0.4778 

At most 3 *  0.127783  4.374952  3.841466  0.0365 

 Sources: Researcher’s computation from E-view 9 

 

The estimation results in tables 2 and 3 indicate evidence of long-run equilibrium relationship among the 

variables under consideration. This claim is supported by the trace statistics, max-eigen statistics and critical 

values as estimated from the cointegration test. So that if there is any of the trace statistics, as would be 

confirmed by the max-eigen statistic that is greater than 0.05 critical values, the study would conclude that 

long-run relationship exists among the variables. From table 2, the trace statistics of 79.59593, 36.27010 

and 4.374952 proved to be greater than the critical values of 47.85613, 29.79707 and 3.841466, 

respectively. More so, the results revealed in table 3, that the max-eigen statistics of 43.32583, 24.79888 

and 4.374952 are greater than their critical values of 27.58434, 21.13162 and 3.841466, respectively. 

Hence, the study concludes that a long-run relationship exists between capital market indicators and 

economic growth in the economy.  

 

4.3 Vector Error Correction Model (VECM) 

The VECM model is employed in this study after the evidence of cointegrating equations was established 

through the application of the Johansen cointegration test to investigate the long-run relationship and short-

run interactions among the variables under review. The implication would be to help determine the 

coefficient elasticity of the variables used in the study. The results of the VECM model are shown in table 

4 below.  
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Table 4: Vector Error Correction Model

 Coefficient Std. Error t-Statistic Prob. 

ECT(1) -0.063232 0.012734 -4.965653 0.0000 

LGDP(-1) -0.008550 0.161324 -0.052997 0.9581 

LMCAP(-1) 0.229835 0.079677 2.884589 0.0078 

LASI(-1) -0.013799 0.061404 -0.224725 0.8239 

LPDS(-1) 0.147224 0.086665 1.698770 0.1013 

C 0.115700 0.030677 3.771559 0.0008 

R-squared 0.641300     Mean dependent var 0.201484 

Adjusted R-squared 0.572320     S.D. dependent var 0.102969 

F-statistic 9.296811     Durbin-Watson stat 2.331198 

Prob(F-statistic) 0.000036   

Sources: Researcher’s computation from E-view 9 

 

Table 4 above reveals the VECM estimation results between the capital market indicators and economic 

growth in Nigeria. The results showed that at lag 1, market capitalization (LMCAP) has a positive and 

significant influence on the gross domestic product (LGDP), whereas the all-share index (LASI) has a 

negative and insignificant impact on LGDP, which suggest evidence of bearish capital market in Nigeria. 

The results also indicated that private domestic savings (LPDS) at lag 1, has a positive effect on gross 

domestic product, although the effect appears inconsequential. These claims are evidenced by the 

coefficients and p-values of the variables estimated from the VECM model. From the results, the 

coefficients of LMCAP, LASI and LPDS are 0.229835, -0.013799 and 0.147224, while the associated p-

values of the variables include 0.0078, 0.8239 and 0.1013, respectively. 

 

These results are in accordance with the postulation of the neoclassical theory of growth, which was further 

extended to include the links between financial and economic growth by Faris (2017). The theory indicated 

that capital, labour, and technology are the key determinants of growth in any economy. The discovery of 

this research is also in tandem with the findings of Emeh and Chigbu (2014); Taiwo, Alaka and Afieroho 

(2016); Christain, Nwezeaku and Akujuobi (2015); Gerard and Jaya (2017); Faris (2017); Echekoba, Ezu 

and Egbunike (2013);Atoyebi., Ishola, Kadiri, Adekunjo and Ogundeji (2013);Chukwuemeka (2018), 

Abina (2019); and Okpara (2010) who investigated the impact of capital market on economic growth across 

the globe, and found positive and significant impact of capital market on economic growth. However, the 

results negate the findings of Torbira and Joshua (2017), and Ifeoluwa and Motilewa (2015) who also 

examined the links between capital market and economic growth, and found a negative association between 

the variables. 

 

4.4  Diagnostic Tests 

The validity of the regression underlying the VECM model was undertaken to check for serial correlation 

and heteroscedasticity in the model.  These diagnostic tests were utilized with the objective of determining 

the stability of the parameters of the model as proposed by Pesaran and Pesaran (1997). The below table 5 

revealed the results of the tests. 
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Table 5: Diagnostic Tests 

S/N Diagnostic test Obs*R-squared Prob. Chi-square(2) Remarks  

1. Serial Correlation 

LM Test 

3.528753 0.1713 No evidence of serial 

correlation in the model 

2. Heteroskedasticity 

Test: ARCH 

0.032950 0.8560 No evidence of 

heteroscedasticity in the 

model 

Sources: Researcher’s computation from E-view 9 
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Figure 1: CUSUM Stability Test  
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Figure 2: CUSUM of Square Stability Test 

 

Recursive cumulative sum (CUSUM) of residuals and the CUSUM of square stability tests wereutilized to 

determine whether there is stability in the parameters and constancy in the random variables of the 

regression model (Pesaran & Pesaran, 1997). The CUSUM stability test examines if there weresystematic 

changes in the parameters of the model, whereas the CUSUM of squares stability test investigates sudden 

changes in the error terms. The study would accept the null hypothesis of stability in the parameters and 

constancy of the error terms, if the green line falls within the critical bands (upper and lower lines). From 

figures 1 and 2 above, the results indicate presence of stability in the parameters as the plots of the statistics 

of CUSUM test and CUSUMSQ test fell within the critical bands at 5% level of significance. 

 

4.5 Policy Implications of the Results 

The study investigated the influence of capital market indicators on economic growth in Nigeria from 1985 

to 2018, using the cointegration test and the VECM model. From the results, the study discovered that 

market capitalization has a positive and significant effect on LGDP. Thus, it is estimated on the average 

that 1% increase in market capitalization will lead LGDP to increase by 0.23%. The research also found 
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that all-share index has a negative and insignificant effect on LGDP in Nigeria. The study, therefore, 

estimated that 1% rise in all-share index will result to 0.01% decrease in the level of gross domestic product 

in the country. More so, the analysis showed that private domestic savings have a positive and insignificant 

influence on economic growth. Hence, it was estimated on the average, that any economic policy that 

increases private domestic savings by 1% will raise LGDP by 0.15% in the economy.  

 

5.0  CONCLUSION AND RECOMMENDATIONS 

The study examined the influence of capital market on economic growth in Nigeria from 1985 to 2018. 
Cointegration test and Vector Error Correction Model were employed in the analysis. Time series data 
obtained from the statistical bulletin of the Central Bank of Nigeria (CBN) on gross domestic product, 
market capitalization, all-share index, and private domestic savings were analyzed in the research. The unit 
root test conducted revealed that LGDP, LMCAP, LASI, and LPDS were non-stationary in levels; but at 
first differencing, all the variables became stationary at 5% level of significance. 
 
The results of the VECM model indicated that market capitalization has a positive and significant effect on 
LGDP, whereas LASI has a negative and insignificant impact on LGDP, which suggest that capital market 

appeared to be bearish in Nigeria within the period under review. The results also revealed that LPDS has 
a positive and insignificant influence on LGDP in the economy. Thus, the study recommends that 
government should, as a matter of fact, formulate appropriate economic policies that would ensure the 
stability share prices which encourage nationals’ and foreigners’ participation in the capital market in the 
country. In so doing, market capitalization will improve leading to improved growth in the domestic 
economy, as 1% rise in the market capitalization will result to 0.57% improve in GDP. 
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