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ABSTRACT

The financial system of any society is the framework within which capital formation takes
place. It is the framework within which the savings of some members of the society are
made available to other members of the society. To this end, the study is aimed at
examining stock market and its effects on economic growth. Specifically, the study
examines: examine the effect of market capitalization on economic growth, determine the
effect of investment on economic growth, establish the effect of exchange rate on economic
growth and examine the effect of interest rate on economic growth. The study anchored on
endogenous growth theory brings to light that investment in human capital, innovation,
and knowledge are significant contributors to economic growth. This research is highly
descriptive and empirical. It employed expo-facto research design. The Study relied
extensively on secondary data. The Ordinary Least Squares (OLS) technique of regression
was used to determine the relationship between stock market and economic growth using
e-view 8.0. The study found thatstock markethas a positive significant relationship and
effect on economic growth of Nigeria. The study therefore recommended there is need for
stable exchange rate; it will help to maintain a favourable balance of trade, boost export of
domestic commodities and above all, maintains steady growth of the economy in Nigeria.
Keywords: Stock Market, Economic Growth and Nigeria

INTRODUCTION

The capital market of a nation is what to a [7,8]. The Northern region having three
large extent that helps to determines the stock markets and five stock markets in
growth of the nation’s economy [1,2,3]. A Sub-Saharan region were the only stock
subsidiary of this capital market is the markets Africa could be proud of before
stock market. The stock exchange, the 1989. Today 38 countries capital
branches and the stock brokers has the market are represented by 29 stock
“stock market” as an umbrella term. The exchanges [9,10,11]. The Nigerian
economic growth and long term funds are government in 1960 knowing the
been mobilized in this section of the importance founded the Nigerian stock
financial system [4,5,6]. Emphasis on the Exchange (NSE). Just like every other
growth of the stock market as a means of nation Nigeria has made lots of
enabling financial system development is investment in the development of its
as a result of the need to drawforeign stock market [12,13]. The stock market
interest and as such capital, in debt-free and its effects on economic growth in
forms. The equity market regulates the Nigeria is what this study is out to
requirements for stock financing such determine between the period of 1987
thatlarger industries don’t thrive and and 2017 [14,15].

grow at the expense of infant industries
Research Problem

Earlier studies by different scholars have the two variables, it appears that there is
carried out different research on the best no uniform findings on the subject
approach to the mobilization of resources matter. The research works that showed a
for economic growth. With some saying positive relationship were that of [16]
that there 1is a positive connection same as that of [17] while that of there is
between economic growth and stock no significant impact on economic growth
market development and others saying in Nigeria was that of [18]. The market
there is a negative connection between indicators have declined very rapidly as a
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result of the global recession that affected
the financial system of Nigeria. The
activities of investors engaging in capital
flight and profit taking on the stock
market could impact on the economy
overtime with instability of the market.
The study of Nigeria stock exchange
market is justifiable based on the
fluctuating market capitalization and
value of traded securities, as well as the
All-share Index. With this scenario, there
is a need to establish its connection with
economic growth. It is against this

setting, the study is expected to answer
the following questions:

1. What is the effect of interest rate
on economic growth?

2. What is the effect of exchange rate
on economic growth?

3. What is the effect of investment on
economic growth?

4. What is the effect of market
capitalization on economic
growth?

Objective of the Study

To examine the stock market and its
effects on economic growth of Nigeria is
the broad objective of this study while
the specific objectives are to:
1. To examine the effect of interest
rate on economic growth.

2. To establish the effect exchange
rate on economic growth.

3. To determine the effect of
investment on economic growth.

4. To examine the effect of market
capitalization on economic growth.

Research Hypotheses

The hypothesis tested in this study is:
1. H: There is no significant effect of
market capitalization on economic

growth.
H: There is significant effect of
market capitalization on economic
growth.

2. H;: There is no significant effect of
investment on economic growth.
H: There is significant effect of
investment on economic growth.

3. H: There is no significant effect of
exchange rate on economic growth.
H: There is significant effect of
exchange rate on economic growth.

4. H: There is no significant effect of
interest rate on economic growth.
H: There is significant effect of
interest rate on economic growth.

METHODOLOGY

This research is highly descriptive and
empirical. To provide a well detailed
analysis both the quantitative and
qualitative method were adopted in the
study. The independent variable for the
study was foreign direct investment and
exchange rate while the dependent
variable was economic growth. The study
adopted secondary data for its analysis.
The Nigerian Stock Exchange fact book
and the CBN Statistical Bulletin were
where the data adopted for the study
were gotten from. The model
specification is stated as follows; GDP = f
(MK, FDI, EXR, INR,)
Where

GDP: Gross Domestic Product

MK: Market Capitalization
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FDI: Foreign Direct Investment

EXR: Exchange rate

INR: Interest Rate

Method of Analysis

To find out the relationship between the
dependent variable and the independent
variable, the Multiple regression analysis
(OLS) was by the study. The adjusted R?, t-
values, Durbin Watson and F Statistics will
be used to evaluate the statistical
reliability of the results estimated

Presentation and Analysis of Data
Table 1:result of descriptive statistics
ofGross Domestic Product (GDP) growth
rate, Market Capitalization (MK), Foreign
Direct Investment(FDI), Exchange
Rate(EXR), Interest Rate(INR) in Nigeria
(1987- 2017).
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GDP_GROWTH_RATE MK__OF G FDI EXR INR
DP

Mean 4.840987 15.28833 91131.87 105.2340 18.81833
Median 4.600000 10.10000 62226.83 116.4650 18.27000
Maximum 10.50000 63.81000 220492.0 323.5000 31.65000
Minimum 0.170000 3.700000 9993.600 4.020000 11.00000
Std. Dev. 2.604401 12.65395 68920.27 75.20420 4.412965
Skewness 0.317395 2.117501 0.377009 0.677392 0.589723
Kurtosis 2.540701 8.418115 1.611080 3.856918 3.937827
Jarque-Bera  0.767393 59.11401 3.122049 3.212183 2.838263
Probability 0.681338 0.000000 0.209921 0.200670 0.241924
Sum 145.2296 458.6500 2733956. 3157.020 564.5500
Sum Sqg. Dev. 196.7043 4643.553 1.38E+11 164014.5 564.7536
Observations 30 30 30 30 30

Source: Researcher’s study 2019 using E-View
Table 2: Descriptive analysis of the Natural Logarithm of the variables under study

LOGGDP_GROWTH_RA LOGMK_ OF GD LOGFD LOGEX LOGIN
TE P I R R

Mean 1.356500 2.461420 11.0316 4.183096 2.90828
8 8

Median 1.526056 2.312535 11.0358 4.756833 2.90524
5 8

Maximum 2.351375 4.155910 12.3036 5.779199 3.45473
2 8

Minimum -1.771957 1.308333 9.20970 1.391282 2.39789
0 5

Std. Dev. 0.830286 0.733159 0.99507 1.243554 0.23607
1 7
Skewness -1.973122 0.203449 - - -

0.447851 1.075927 0.201193

Kurtosis 7.984155 2.387032 1.99933 2.799105 3.14637
5 4

Jarque- 50.51831 0.676620 2.25451 5.838544 0.22917
Bera 5 5

Probability 0.000000 0.712974 0.32392 0.053973 0.89173
0 4

Sum 40.69501 73.84260 330.950 125.4929 87.2486
4 5

Sum Sq. 19.99188 15.58816 28.7148 44.84636 1.61623
Dev. 5 6

Observation 30 30 30 30 30

S

Source: Researcher’s Study, 2019
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Interpretation

The mean value of the dependent and
independent variable is shown. The
average values of Nigeria stock market
and GDP of Nigeria for the 30 years under
study is shown in the table. Showing the
changes over the years is the minimum
and maximum values being equally shown
in the table. The mean and S.D values
were equally shown in the table.

The skewness, Kurtosis and Jarque berra
statistics of all variables, do not show the
full and true nature of the data series. The
acceptable value which is 0.05 but the
probability of Jarque berra statictics of all
the series are shown to be less than the
acceptable 0.05. The MKwith a p-value
higher than 0.05 and normality of the
series of GDP, FDI, EXR and INTR.

Regression Analysis /Test of Hypothesis
Test of Hypothesis One (H )

H: There is no significant effect of
market capitalization on economic
growth.

Table 3:Regression Estimate

H: There is significant effect of market
capitalization on economic growth.

Model 1
Variable Coefficient Std Error t-Stat. Prob.
C 0.253726 0.499321 0.508142 0.6152

LOGMK 0.454456 0.194116 2.341158 0.0263
R? 0.158958
Adj. R? 0.129956
S.E of Reg 0.768931
F-Statistic 5.481023
Prob.(F-Stat) 0.026307
Obs 31

Dependent Variable: LOGGDP_GROWTH_RATE

Interpretation

The result above in table 5 shows that if
MK increases by 1% there will be a 0.45%
increase in growth rate. 16% changes in
growth rate can be said to be due to MK as
shown by the R-squared and the
remaining factors not included in the
model accounts for 84% which indicates a
strong explanatory power of the model.
The regression result is statistically
significant as shown by T-statistic p-value
of 0.03 since it’s less than 5% (0.05) which

is the significance level adopted for this
study. Hence, it 1is concluded that
capitalization has a positive significant
effect and relationship on economic
growth.

Test of Hypothesis Two (HOZ)

H: There is no significant effect of
investment on economic growth.

H: There is significant effect of
investment on economic growth.

Table 4:Regression Estimate

Model 2
Variable Coefficient ~ Std Error t-Stat. Prob.
C 0.579434 0.515324 1.124406 0.2701

LOGFDI 0.189075 0.117264 1.612388 0.1177
R? 0.082273
Adj. R? 0.050627
S.E of Reg 0.803221
F-Statistic 2.599796
Prob.(F-Stat) 0.117709
Obs 31

Dependent Variable: LOGGDP_GROWTH_RATE
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Model 2 and A priori Expectation
Interpretation

The result above in table 5 shows that if
FDI increases by 1% there will be a 0.19%
increase in growth rate. 56% changes in
growth rate can be said to be due to FDI
as shown by the R-squared and the
remaining factors not included in the

The regression result is not statistically
significant as shown by T-statistic p-value
of 0.12 since it’s more than 5% (0.05)
which is the significance level adopted for
this study. Hence, it is concluded that
investment has a negative significant

model accounts for 44% which indicates a effect and relationship on economic
strong explanatory power of the model. growth.
Test of Hypothesis Three (H )
H : There is no significant effect of exchange rate on economic growth.
H There is significant effect of exchange rate on economic growth.
Table 5: Regression Estimate
Model 3
Variable Coefficient Std Error t-Stat. Prob.
C 0.609174 0.523985 1.162580 0.2545
LOGEXR 0.182453 0.119638 1.525041 0.1381
R’ 0.074244
Adj. R? 0.042321
S.E of Reg 0.806727
F-Statistic 2.325751
Prob.(F-Stat) 0.138082
Obs 31

Dependent Variable: LOGGDP_GROWTH_RATE

Model 3 and A priori Expectation
Interpretation

The result above in the table shows that if
EXR increases by 1% there will be a 0.18%
increase in growth rate. 7.4% changes in
growth rate can be said to be due to EXR
as shown by the R-squared and the
remaining factors not included in the

The regression result is not statistically
significant as shown by T-statistic p-value
of 0.14 since it’s more than 5% (0.05)
which is the significance level adopted for
this study. Hence, it is concluded that
Exchange rate has a negative significant

model accounts for 92.6% which indicates effect and relationship on economic
a strong explanatory power of the model. growth.
Test of Hypothesis Four (H )
H : There is no significant effect of interest rate on economic growth.
H : There is significant effect of interest rate on economic growth.
Table 6 Regression Estimate
Model 4
Variable Coefficient Std Error t-Stat. Prob.
C 1.315485 1.910832 0.688436 0.4966

LOGINR 0.021222 0.655964 0.032353 0.9744
R? 0.000036
Adj. R? -0.034445
S.E of Reg 0.838437
F-Statistic 0.001047
Prob.(F-Stat) 0.974412
Obs 31

Dependent Variable: LOGGDP_GROWTH_RATE
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Model 4 and A priori Expectation
Interpretation

The result above in the table shows that if
INR increases by 1% there will be a 0.02%
increase in growth rate. 0.000036%
changes in growth rate can be said to be
due to INR as shown by the R-squared and
the remaining factors not included in the
model accounts for 0.999964% which
indicates a strong explanatory power of

the model. The regression result is not
statistically significant as shown by T-
statistic p-value of 0.97 since it’s more
than 5% (0.05) which is the significance
level adopted for this study. Hence, it is
concluded that Interest rate has a
negative significant effect and
relationship on economic growth.

Summary of Findings

The study having examined stock market
and its effects on Nigeria economic
growth between 1987 and 2017 came out
with the following empirical findings as
thus:

i. There is significant and
positive effect relationship
between market

capitalization and economic
growth of Nigeria since p-
value 0.03 < 0.05 level
significant.

ii. Investment has a positive
coefficient and is not
statistically significant, thus
has no effect on economic

growth since T-statistic p-
value of 0.12 > 0.05.

iii. The study also show that
exchange rate has a positive
coefficient and has no
significant effect on
economic growth since T-
statistic p-value of 0.14 >5%
(0.05).

iv. Finally, interest rate has a
positive coefficient and has
no significant effect on
economic growth since T-
statistic p-value of 0.97
>0.05.

CONCLUSION

The study shows that for the foreign
investors to be encouraged to take part in
the market, there is ought to be an
improvement in the capitalization market
dealing process. The buy and hold
securities attitude of Nigeria must be
discouraged by the government. There is

need for the upgrade on the information
and communication network. Market
capitalization has a positive relationship
on economic growth of Nigeria while
investment, Exchange rate and Interest
rate has no significant effect on economic
growth of Nigeria.

RECOMMENDATIONS

Based on the findings of the study, the
following recommendations are been
made:

i.  For a favourable balance of trade,
there is need for a stable exchange
rate so as to keep up with a steady
development of the economy in
Nigeria.

ii. Interest rate needs to be reduced
by the Central Bank of Nigeria.

iii. In the private and public sector
there is need to make more effort
to enhance productivity.

iv.  Savings as well as the investors’
confidence needs to be enhanced
through putting place policies
which gives equal importance to
all players of the market.

V. The private sector needs to be
encouraged so as to make more
investment into the capital market.
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Appendices
Gross Domestic Product (GDP) growth rate, Market Capitalization (MK), Foreign Direct
Investment(FDI), Exchange Rate(EXR), Interest Rate(INR) in Nigeria (1987- 2017)

Year GDP MK FDI EXR INR logGDP logMK logFDI logEXR logINR
Growth % of Growth % of
Rate GDP Rate GDP
1987 0.17 4.25 9,993.60 4.02 13.96  -1.771957 1.446919 9.209700 1.391282  2.636196
1988 6.23 3.80 11,339.20 4.54 16.62 1.829376 1.335001 9.336021  1.512927  2.810607
1989 6.66 4.2 10,899.60 7.39 20.44 1.896119  1.435085 9.296481 2.000128  3.017494
1990 8.3 4.8 10,436.10 8.04 2530 2.116256 1568616  9.253026  2.084429  3.230804
1991 4.6 6.9 20,512.70 9.91 20.04 1.526056  1.931521 9.928799  2.293544  2.997730
1992 3.0 3.7 20,512.70 17.30 2476 1.098612 1.308333 9.928799 2.850707  3.209229
1993 2.7 4.8 66,787.00 22.05 31.65 0993252 1.568616 11.10926  3.093313  3.454738
1994 13 115 70,714.60 21.89 20.48 0.262364  2.442347 11.16641  3.086030  3.019449
1995 2.2 7.2 119,319.60  81.20 20.23 0.788457 1.974081 11.68956  4.396915 3.007167
1996 34 10.1 122,600.90  81.20 19.84 1.223775 2.312535 11.71669  4.396915  2.987700
1997 3.2 10.1 128,331.80 82.00 17.80 1.163151 2.312535 11.76237 4.406719  2.879198
1998 24 9.0 152,409.80 84.00 18.18  0.875469  2.197225 11.93433 4.430817  2.900322
1999 28 85 154,188.60  93.95 20.29 1.029619  2.140066  11.94593 4.542763  3.010128
2000 3.9 7.03 157,535.40 102.10 21.27 1.360977 1950187 11.96741 4.625953  3.057298
2001 4.6 9.61 160,882.20  111.93 2344  1.526056  2.262804 11.98843 4.717874  3.154444
2002 35 9.81 166,031.60  121.00 24.77 1.252763  2.283402 12.01993 4.795791  3.209633
2003 10.335 13.71 17255430 129.30 20.71 2.335536 2.618125 12.05847 4.862135 3.030617
2004 105 1851  180,600.00 133,50 19.18 2.351375 2.918311 12.10404 4.894101 2.953868

2005 5.393 19.85 190,701.40 131.66 17.95 1.685102 2.988204 12.15846  4.880223  2.887590
2006 6.211 2758  202,071.40 128.65 16.90 1.826322 3.317091 12.21638 4.857096  2.827314
2007 6.972 63.81  220,492.00 13405 1694 1.941902 4.155910 12.30362 4.898213  2.829678
2008 5.9846 39.36 33,574.49 13237 1548 1.789190 3.672750 10.42152 4.885601  2.739549
2009 6.96 28.36  57,666.66 132.60 18.36  1.940179  3.344980 10.96243 4.887337 2.910174
2010 7.161 18.30  40,666.66 148.68 1759 1968650 2.906901 10.61316 5.001796 2.867331
2011 7.356 16.24 33, 221.80 146.20 16.02 1995516  2.787477 10.51316 4.984976  2.773838
2012 6.322 20.79  35,197.40 150.20 12.00 1.844036 3.034472 10.46873  5.011968  2.484907
2013 7.161 23.78  47,884.10 156.00 12.00 1968650 3.168845 10.77654  5.049856  2.484907

2014 6.3 18.95  37,399.20 158,55  11.00 1.840550 2.941804 10.52940 5.066070  2.397895
2015 2.7 20.65 41,139.12 192.44  13.00 0.993252 3.027715 10.62471 5.259784  2.564949
2016  3.45 19.8 43,506.78 253.00 16.87 1.238374 2.985682 10.68067  5.533389  2.825537
2017 0.82 9.9 48,007.12 32350 175 -0.198451 2.292535 10.77910 5.779199  2.862201
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