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Abstract

The study examined the impact of financial market on economic growth in Nigeria for the period of 1985-2023. The
study adopts ex-post factor design in order to answer the research questions. The study utilizes secondary sources of
data extracted from the central bank of Nigeria annual statistics bulletin, and world development indicator (WDI)
database 2023. The study undertakes unit root test employing augmented Dickey-Fuller method to determine whether
the variables are stationary or not and the result shows that the variables are all stationary I (1). The study employed
co-integration test and the results shows that there is evidence of long run relationship among variables, the study
employed the vector autoregression (VAR) model for estimation. The findings showed that market capitalization (MC)
has positive and statistically significant impact on economic growth in Nigeria during the period under study,
similarly, the findings showed that all share index (ASI) has positive and statistically significant impact on economic
growth in Nigeria during the period under review. Similarly, the findings showed that total new shares issued (TNI)
has positive and statistically insignificant impact on economic growth in Nigeria during the period under review.
Similarly, the findings showed that bank credit to private sector (BCPS) has positive and statistically significant
impact on economic growth in Nigeria during the period under review. The findings shows that commercial paper
(CP) has positive and insignificant impact on economic growth in Nigeria during the period under review. The study
also revealed that treasury bills (TBs) has negative and statistically insignificant impact on economic growth in
Nigeria during the period under review. Therefore, the study found that financial market generally has positive impact
on economic growth in Nigeria during the period of the study. The study recommends the market capitalization
should be improved by encouraging more foreign investors to participate in the market, maintain state of the art
technology like automated trading and settlement practice, electronic fund clearance and eliminate physical transfer
of shares. The policy makers and stakeholders in the industry should encourage the use of commercial paper by the
corporate entities to bridge short term financing needs. The study further recommends that financial reform and credit
policy of the apex bank should be geared toward improving the credit to private sector by making more loanable
funds available to the domestic investors through soft loans bearing attractive interest rate and lessen the stringent
collateral security requirements on the private sector credits.

Keywords: Financial Market, Economic Growth, VAR, Market Capitalization, Share Index, Commercial Papers and
Bank Credit.

1. Introduction wealth (Agu, 2023). Abina and Lemea (2019) stressed
Financial markets are the markets where stocks, bonds, that the operations of the financial markets are covered
commodities, foreign exchange and even derivatives are by both the money and capital market such that the
traded to raise cash for government or businesses,  money market covers short-end financial claims with
reducing companies’ risks and increasing investors’  maturity periods which vary from a day to a year; the
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capital market helps in channeling funds between
various economic units such as surplus and deficit units
within an economy with the sole intent of stimulating
both industrial, economic growth and development. This
statement was reinforced by Onuora (2019) stating that
since the advert the money and capital market, the two
markets have been instrumental to the global economic
growth plan through their risk reduction, pooling, and
capital formation functions.

Financial markets play an important role in the
mobilization of financial resources for long term
investment through financial intermediation. The
existence of money market facilitates trading in short-
term debt instruments to meet short-term needs of large
users of funds such as governments, banks and similar
institutions. Government treasury bills and similar
securities, as well as company commercial bills, are
examples of instruments traded in the money market
(Ehigiamusoe, 2018). A wide range of financial
institutions, including merchant banks, commercial
banks, the central bank and other dealers operate in the
money market. Public as well as private sector operators
make use of various financial instruments to raise and
invest short term funds which, if need be, can be quickly
liquidated to satisfy short-term needs. Unlike the money
market, the capital market mobilizes long-term debt and
equity finance for investments in long-term assets.
Capital markets also help to strengthen corporate
financial structure and improve the general solvency of
the financial system. The securities segment of the
capital market complements traditional lending
institutions by providing risk capital (equity) and loan
capital (debt). By means of these instruments, the market
is able to mobilize long-term savings and provide capital
to investors to finance long-term investments thereby
broadening ownership of productive assets. Dealers in
the securities segment of the capital market include
banking institutions, stockbrokers, investment and
merchant bankers and venture capitalists who
intermediate between the market and the public
(Akintola & Cole, 2020).).

Financial market is a necessary tool and an essential
ingredient to economic growth in Nigeria. The
importance of financial market in achieving economic
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growth objectives in an economy cannot be
overemphasized.  According to Akarara and
Eniekezimene (2018), the function of financial markets
in the accumulation of capital for short and long terms
investment through financial intermediation is critical.
The financial industry can help the economy grow in
four ways. First, financial markets transfer financial
resources from the excess (surplus) unit of the economy
to the less (deficit) unit; second, they provide incentives
and innovative mechanisms for mobilizing savings;
third, they aid in the reduction of costs associated with
project evaluation and implementation through large
scale economies and enhance monitoring through
corporate governance; and finally, they reduce the
challenges associated with risk in business.

Nigeria has, over the years, experienced relatively
inefficient level of financial market with its associated
problem of financial repression that is prone to retard the
nation’s economic growth. It was observed over the
years that the link between the financial market and the
growth of the economy has been weak. The real sector
of the economy, most especially the high priority sectors
such as agricultural and manufacturing sector which are
also said to be economic growth drivers are not
effectively and efficiently serviced by the financial
market.

Consequently, despite various reform measures and
institutional arrangements that have been adopted by the
monetary authorities to reduce the level of financial
repression, put financial market on the efficient and
sustainable path that engenders and promote economic
growth in Nigeria, output growth rate has remained poor,
dismal and unimpressive; substantial and sustained
output growth have not been achieved.

2. Literature Review
2.1 Conceptual Review

Financial market is a market in  which
people trade financial securities, commaodities, and value
at low transaction costs and at prices that reflect supply
and demand. Securities include stocks and bonds, and
commodities include precious metals or agricultural
products. Financial markets are the markets where
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stocks, bonds, commodities, foreign exchange and even
derivatives are traded to raise cash for government or
businesses, reducing companies’ risks and increasing
investors’ wealth (Amadeo, 2021).

Capital market is the segment of the financial system
which facilitates the channeling of long-term funds from
surplus to deficit economic units thereby stimulating
capital formation and socio-economic development. The
capital market does not only serve as a source of finance
for the government and industries, but provide a wide
range of socio-economic benefits to any country. By
mobilizing funds for channeling into productive
investments, the market brings together those who have
and those who need funds at usually competitive prices
and conditions acceptable to both parties, thereby
ensuring efficient resource allocation while promoting
economic growth. (Okereke, 2014).

Market capitalization - Market capitalization is the
aggregate valuation of the company based on its current
share price and the total number of outstanding stocks. It
is calculated by multiplying the current market price of
the company's share with the total outstanding shares of
the company. Market capitalization is one of the most
important characteristics that helps the investor
determine the returns and the risk in the share. It also
helps the investors choose the stock that can meet their
risk and diversification criterion. (Odo, Anoke, Onyeisi,
& Chukwu, 2017)

All Share Index - All Share Index is a series of numbers
which shows the changing average value of the share
prices of all companies on a stock exchange, and which
is used as a measure of how well a market is performing.
All Share Index is a benchmark index that reflects the
performance of the Nigerian stock market. It tracks the
performance of all companies listed on the Nigerian
Stock Exchange (NSE). The NSE All Share Index
provides a comprehensive view of the market, giving
investors a reliable indicator of market trends and
investment opportunities. (World Bank, 20017).

Total New Issue - A reference to a security that has been
registered, issued and is being sold on a market to the
public for the first time. New issues are sometimes
referred to as primary shares/stocks/new offerings. The
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term does not necessarily refer to newly issued stocks,
although initial public offerings are the most commonly
known new issues. Securities that can be newly issued
include both debt and equity. A company makes a new
issue through underwriters who have the responsibility
to place the offering with individual and institutional
investors. Companies make new issues in order to raise
financing for expanded operations. The offerings
themselves give investors a portion of ownership in the
company issuing them. (International Monetary Fund,
2023).

According to Onyido (1994) in Odo, Anoke, Onyeisi,
and Chukwu (2017) money market is the market for
short term funds and securities, with securities of less
than one year the term is often used to describe or define
the network of borrowers and lenders for short term
funds. Money market deals with the sale and acquisition
of short-term assets and liabilities. It consists of short-
term debt securities that are highly marketable. The term
money market arises from the monetary or liquidity
nature of instruments traded in the market.

Commercial Paper - Commercial paper refers to a short-
term, unsecured debt obligation that is issued by
financial institutions and large corporations as an
alternative to costlier methods of funding. It is a money
market instrument that generally comes with a maturity
of up to 270 days. Commercial paper is sold at a discount
to its face value to compensate the investor, as opposed
to paying cash interest like a typical debt security
(Baghebo & Warlice 2021).

Treasury Bills - This is a money market instrument
issued by the government of a country. It is a short-term
financial instrument issued by the government. Because
they’re backed by a country’s own treasury, they’re
considered a low-risk investment and the investor runs
very little chance of losing money. (World Bank, 2015)

Banks’ Credit to Private Sector - Bank credit is defined
by the CBN (2023) as the sum of loans and advances
given by the banking industry to economic agents.
Collateral is frequently used in conjunction with credit,
which helps to guarantee loan repayment in the event of
default. Credit encourages economic growth by
converting savings into investments.
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Levine, Loayza, and Beck (2000) defined economic
growth as an increase in the productive capacity of a state
in terms of production of goods and services over a
specific period of time. The economic growth of a nation
or state can be measured using gross domestic product.
This measure takes into account the country's productive
capacity and output. The gross domestic product uses all
goods and services that are produced in the country.

2.2 Theoretical Framework

The study was anchored on the neoclassical growth
theory developed by solow-Swan (1956) which stresses
capital, labour and technological progress as the main
determinants of economic growth. According to the
neoclassical model, the relationship between economic
growth and these variables is expressed in the form of a
production function, thus:

Y =f(K, L, T)
Where Y = gross domestic products (GDP),
K = stock of capital,

L = number of labour force and,

T = technological progress.

Using a production function approach, it states that the
growth rate of output (GDP) is principally determined by
the following factors:

The rate of growth in gross labour and/or the rate of
growth of its quality,

The rate of growth of gross capital input and/or the rate
of growth of its quality multiplied by the capital income
share; and

Change in technology or total factor productivity (TFP).

Given the significance of stock of capital and
technological change in economic growth, measures of
financial market variables were introduced into equation
(3.1) to capture the effect of stock of capital and
technological change on economic growth. According to
Schumpeter (1911), well-functioning financial system
boosts  technological innovation by  funding
entrepreneurs with the best chances of successful
innovation and technological breakthrough. While
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Onuora (2019) stated that financial market affects capital
stock through mobilization of resources from surplus
sector to deficit sector for the purpose of expanding their
businesses or embarking on investable projects.
Accordingly, there are two possible channels through
which financial market may affect growth, namely
capital accumulation (K) and technological innovation
(T). By providing the financial functions, the financial
system affects capital accumulation either by altering the
saving rate or by reallocating savings among different
capital producing technologies, and the rate of
technological development by supporting the innovation
of new production technologies. Thus, capital
accumulation and technological innovation have been
substituted with the variables of the financial market
under consideration.

Thus, based on the argument above, equation is
rewritten as follows;

Y =f(L, MC, ASI, BCPS, CP, TR, TNI) - - - - (2)

2.3 Empirical Review

Odunayo, Alani, lyabode, and Matthew (2023)
examined the impact of financial market on economic
growth in Nigeria. The study applied stationarity tests
(Augmented Dickey Fuller and Phillip Perron) and
structural vector autoregressive (SVAR) as analytical
techniques. The study revealed that the estimated
parameters attained stationarity at first difference, that is,
I(1), the result further expressed that market
capitalization has a positive and significant effect on
economic growth, money supply has a positive and
significant effect on economic growth, credit to the
private sector has an inverse and significant effect on
economic growth, and lastly, the result disclosed that
total reserve has a negative and significant effect on
economic growth in Nigeria. According to the study,
financial market has a significant impact on economic
growth in Nigeria and can be used to predict economic
growth in the Nigerian economy as in other developing
economies of the world.

Madume, Emeka and Nwulu (2023) examined the
impact of financial market on economic growth in
Nigeria from 1990 — 2021. The econometrics technique
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of cointegration and autoregressive distributed lag
(ARDL) estimation tool was employed in analyzing the
short run and long run behaviour of the series. Evidence
from the bound test attest to long run relationship
between the variables of interest. From the long run
result, the study found evidence of significant positive
impact of outstanding government securities on
performance of the Nigerian economy. In addition, a
significant positive relationship was found between
outstanding equity and performance of the Nigerian
economy. Credit to private sector was found to exert a
direct and significant impact on real GDP. An increase
in outstanding bond insignificantly improved the
performance of the Nigerian economy. Instigated by
these findings, the study advanced that formal legal and
regulatory barriers instituted by regulatory bodies that
pose as impediment to growth of the financial market
should be removed in order to attract investors and
increased credit allocation to real sectors of the economy
to boost economic activities.

Aisha and Hauwa (2023) examined the impact of
financial market on the Nigerian economic growth,
evidence from the Nigerian stock exchange within the
period 2001-2022. Ordinary least square method (OLS)
method of analysis was used in analyzing the time series
data obtained in the study. The findings show that market
capitalization and total number of deals in the stock
exchange have positive but insignificant effect on gross
domestic product (GDP) in Nigeria. While all shares
index showed positive and significant effect on gross
domestic product. Therefore, there is need for enabling
environment for the stock market operators and wider
macroeconomic environment in Nigeria. Government
should subsidize impediments in order to booster
development in the stock market.

Chibuikem, Oluwatoyin and Huseyin (2023) examined
the impact of financial market on Nigeria’s economic
growth over the period spanning from 1985 to 2021. The
study employed Autoregressive Distributed Lag
(ARDL). Market capitalization, total value of
transactions, and all share index are the proxies for
financial market performance, while gross domestic
product is the proxy for economic growth. The findings
are summarized as follows: (i) The bounds test showed
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evidence of long-term connection. (ii) In the long-run,
the impact of market capitalization and total value of
transactions on gross domestic product is positive, while
the effect of all share index is negative. (iii) In the short-
term, market capitalization and all share index spur gross
domestic product, while the impact of total value of
transactions is negative. Hence, the government should
create an environment that fosters a positive stock
market performance and gross domestic product
association.

Monday, Emmanuel and Mark (2023) examined the
impact of financial market on the economic growth in
Nigeria, 1991- 2020. The ex-post facto research design
was adopted for the study. The Gross domestic product
(GDP) was used as proxy for economic growth while
Treasury bills, Commercial papers (CP) and Bankers’
acceptances (BA) were used as proxy for the money
market variables. Tests such as descriptive analysis, unit
root, bounds test for cointegration, ARDL, serial
correlation, heteroskedasticity and granger causality
tests were conducted. The results revealed that there is a
significant but positive impact of TB, CP, BA on the
GDP. The study recommended that the Monetary
authority should initiate policies that would encourage
Money market operations while CBN surveillance role
should be proactive in order to check practices that could
undermine or sabotage market integrity and soundness.

Bako and Isiaka (2022) investigated the relationship
between stock market and economic growth in Nigeria
from 2000 to 2019. The study employed the following
variables in the analysis such as market capitalization, all
share indexes, value of shares, treasury bill rate and
inflation. The Ordinary Least Square revealed that
market capitalization proxied for the stock market has a
positive relationship and is statistically significant to
influence economic growth at 82% magnitude. However,
treasury bill rate, value of shares, all share indexes and
inflation rate have no significant impact on economic
growth. Also, VAR-Granger causality revealed that there
is no long-run relationship between the variables in the
model due to the scope of the data. It was further shown
that market capitalization, treasury bill rate, value of
shares, all share indices and inflation rate do not granger
cause or have causal relationship with economic growth
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except GDP that influences the treasury bill rate and
value of shares. They recommend that African countries
especially Nigeria, Angola, Algeria and Libya should
advance buying and selling of stock by encouraging
more companies and securities to be listed in the stock
exchange for more equity capitalization and finally this
could lead to increase in economic growth in their region

Ishola, Oni, Kolapo (2021) examined the impact of
financial market instruments (Treasury bill, Treasury
certificates, Certificate of Deposits, Banker’s
Acceptances, Development Stock and Commercial
Papers) on Economic growth spanning 1990-2020. The
study employed statistical techniques ordinary least
squares multiple-regression and Granger Causality Test
to analysis data collected for the study. The results
revealed that Bank acceptance and Commercial paper
granger cause Gross Domestic Product (GDP). Treasury
bill, Treasury certificate and commercial papers have a
positive relationship with economic growth, but its effect
is insignificant in the long run. But banker’s acceptance
and certificate of deposits have positive and significant
effect on economic growth in the long run. In contrast,
development stock has no significant effect on economic
growth in the short and the long run with no granger
causal relationship with economic growth.

Algaeed (2021) examined the impact of financial market
development on per capita GDP growth in the Saudi
Arabian economy using time series data on a twelve-
monthly basis 1985 to 2018.
development was represented by Per capita GDP

from Economic
however, the capital market was measured with the share
price index, capitalisation, liquidity, number of share
transactions and number of shares; the variables were
analysed using Autoregressive Distributed Lag (ARDL),
FMOLS and Johansen tests. Results showed market
capitalisation and liquidity were negative, however, the
share price index, the total number of shares traded and
volume of transactions had positive signs as expected
apriori. The study used yearly time series collated data
for quantitative analysis and real GDP was not used to
measure economic growth.

Adesina-Uthman (2020) examined the impact of the
Nigerian financial market on economic growth from
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1981 to 2016. Autoregressive Distributive lag (ARDL)
was used for the analysis. Findings show accumulated
effect of market capitalization and values of stocks are
inversely associated with economic growth. It also found
that volume of transaction has significant and positive
effect on economic growth.

3. Methodology

The study adopted ex-post facto design to investigate the
impact of financial market on economic growth in
Nigeria during the 1985-2023. To this end, the study
utilized secondary data based on variables of the study.
The method of analysis was based on cointegration to
carry out the investigation. The Vector Autoregressive
Model and Granger Causality tests was employed to
determine the causal elements in the parameters. The
data were collected from various sources including
Central Bank of Nigeria (CBN), World Development
Indicator (WDI) database and National Bureau of
Statistics (NBS).

This study adapted the model of James and Osevwe-
Okoroyibo (2022) with slight modification. James and
Osevwe-Okoroyibo (2022) examined the impact of
financial market on economic growth in Nigeria (2008 —
2020). The model is specified as thus:

RGDP = B0 + PiMCA+ B.ASH BsTUR+ BsCOP+
ﬁsBAA+ ﬁeTBL +I{it ......................

Where: RGDP = Real gross domestic Product
MCA = Market Capitalization

ASI = All-share-index

TUR = Turnover Ratio

COP = Commercial paper

BAA = Bankers’ Acceptance

TBL = Treasury Bills

y = Error Term

Equation (3) was modified to allow for the inclusion of
variables that are relevant to this study.
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Therefore, this study presented the model in its
functional form as follows:

Yt=1f(MC, ASI, TNI, BSC, CP, TR, TNI)....... 4)
Where:

GDPRt = Gross Domestic Product Rate at time t;

MC = Market Capitalization, (¥¥) at time t

ASI = All Share Index, (%) at time t

BCP = Bank sector Credit to Private sector, (¥) at time t
CP = Commercial Paper, (I¥) at time t

TR = Treasury Bills, (}¥) at time t

TNI = Total New Issue (}¥) at time t

Bo = the intercept of the function;

B1, B2, Bs, Ba, Ps, Pe= the parameters that was estimated;
and

ut = = Error term (disturbance term);
t = number of years

B1, B2, Bs, Ba Bs, Ps = coefficient of the independent
variable which explains the impact of an average change
in dependable variable associated with a unit change in
the independent variable.

The model a priori expectations are that the six

parameters are positive that is, 1, B2, Bs, B4, Ps, Bs and >
0.

4. Results and Discussion

Table 1: Augmented Dickey-Fuller (ADF) first difference Test Results

Unit root at First Diff

Variables  ADF Stat  Critical T- P-Value Order of Decision Remark
Stat Integration

GDP -4971098  -3.540328  0.0015 1(1) Reject Ho Stationary
MC -5.592219  -3.536601  0.0003 I(1) Reject Ho Stationary
ASI -6.324522  -3.540328  0.0000 1(1) Reject Ho Stationary
TNI -3.111480  -2.948404  0.0348 1(1) Reject Ho Stationary
BCPS -5.506155  -3.536601  0.0003 I(1) Reject Ho Stationary
CP -4971098  -3.540328  0.0015 1(1) Reject Ho Stationary
TBs -3.540328  -3.544284  0.0142 I(1) Reject Ho Stationary

Source: Author’s Computation 2024, using E-view 12.0 version

This study established the order of integration of the
individual time series through the unit root tests. The
ADF statistics when tested at a level 1(0) are less (in
absolute terms) than their5% critical values, this means
that the data when tested at a level has a unit root and is
non-stationery. Consequently, further testing to first
difference was carried out.

It can be seen from table 1 that RGDP, MC, ASI, TNI,
BCPS, CP and TBs were found to be stationery at first
difference, that is, at order 1(1). The ADF statistics of
RGDP (-4.971098), MC (-5.592219), ASI (-6.324522),
TNI (-3.111480), BCPS (-5.506155), CP (-4.971098)
and TBs (-3.540328) are greater (in absolute terms) than
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their respective critical tabulated values of (-3.540328),
(-3.536601), (-3.540328), (-2.948404), (-3.536601), (-
3.540328) and (-3.544284) at 0.05 respectively and
therefore HO was rejected.

This implies that the data have no unit root or becomes
stationery. Also, the p-values of the variables are all
below the 0.05 significant level of this study. Generally,
the unit root tests results of the variables under study
have a stochastic trend and therefore, good for inclusion
in the model for parameter estimation. The Johansen
approach to co-integration is thus applied by this study
to determine the long run relationship among the
variables, since they were found to be stationery at first
order 1(1).
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Table 2: Johansen’s cointegration test results, Unrestricted Cointegration Rank Test (Trace and Max-Eigen)

Hypothesized Trace
No. of CE(s) Eigenvalue Statistic
None * 0.929054 233.5072
At most 1 * 0.803691 135.6115
At most 2 * 0.609307 75.37314
At most 3 0.435606 40.59935
At most 4 0.276251 19.43527
At most 5 0.158994 7.472798
At most 6 0.028400 1.065991

0.05 Max-Eigen 0.05
Critical Value Statistic Critical VValue
125.6154 97.89570 46.23142
95.75366 60.23841 40.07757
69.81889 34.77379 33.87687
47.85613 21.16408 27.58434
29.79707 11.96247 21.13162
15.49471 6.406807 14.26460
3.841465 1.065991 3.841465

Trace test indicates 3 cointegrating eqn(s) at the 0.05 level, * denotes rejection of the hypothesis at the 0.05 level,

**MacKinnon-Haug-Michelis (1999) p-values

Source: Author’s Computation 2024, using E-view 2.0 version

An examination of table 2 showed that both the trace and
Max-Eigen value statistics showed existence of three
unique co-integrating equations between the variables;
RGDP, MC, ASI, TNI, BCPS, CP and TBs at 5 percent
level. Specifically, the null hypothesis of no
cointegrating relationship is rejected since the computed
values of the trace statistic of 233.5072, 135.6115,
132.3483 and 75.37314 are greater than their respective
critical values of 125.6154, 95.75366, 69.81889 and
Table 3: Pairwise Granger Causality Test Results

47.85613. On the other hand, the null hypothesis of no
cointegrating relationship is rejected since the computed
values of the maximum eigen statistic of 97.89570,
60.23841 and 34.77379 are greater than their respective
critical values of 46.23142, 40.07757 and 33.87687.
Thus, it can be concluded that since three co-integrating
equation were found in the model, there is a long-run
relationship between MC, ASI, TNI, BCPS, CP, TBs and
RGDP in Nigeria during the 1985-2023.

Null Hypothesis: Obs F-Statistic Prob. Remark
MC does not Granger Cause GDPR 37 0.55549 0.0492

GDPR does not Granger Cause MC 0.06773 0.9347 Unidirectional
ASI does not Granger Cause GDPR 37 0.53111 0.5930

GDPR does not Granger Cause ASI 0.10010 0.9050 No causality
BCPS does not Granger Cause GDPR 37 0.90648 0.0141

GDPR does not Granger Cause BCPS 0.17106 0.8435 Unidirectional
CP does not Granger Cause GDPR 37 0.55255 0.5809

GDPR does not Granger Cause CP 0.41838 0.0217 Unidirectional
TBS does not Granger Cause GDPR 37 0.71544 0.0366

GDPR does not Granger Cause TBS 0.38335 0.6847 Unidirectional
NSI does not Granger Cause GDPR 37 0.36006 0.0104

GDPR does not Granger Cause NSI 0.00806 0.0220 Bi-directional

Source: Author’s Computation 2024, using E-view 12.0 version

The Granger causality test results provide insights into
the causal relationships between the variables. The test

examines whether one variable can be used to forecast
another variable. The results show that:
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Market Capitalization (MC) granger causes RGDP,
indicating that MC has a significant impact on RGDP.
However, the result showed that RGDP does not granger
cause MC. This implies that there is a unidirectional
relationship between market capitalization and economic
growth.

Commercial Paper (CP) does not granger causes RGDP,
indicating that CP does not have significant impact on
RGDP. However, the result showed that RGDP granger
causes CP. This implies that there is a unidirectional
relationship between commercial paper and economic
growth.

Credit to Private Sector (BCPS) granger causes RGDP,
indicating that MC has a significant impact on RGDP.
However, the result showed that RGDP does not granger
cause BCPS. This implies that there is a unidirectional
relationship between market capitalization and economic
growth.

The result showed that All Share Index (ASI) does not
granger causes economic growth. On the other hand,
RGDP does not granger cause ASI is also accepted,
indicating no causality from Growth Rate to ASI in
Nigeria for the period under review.

The result indicated that Treasury Bills (TBs) granger
causes RGDP. On the other hand, RGDP does not
granger cause TBs, this means that the causality is
running from TBs to RGDP.

Total New Issue (TNI) granger causes economic growth.
Similarly, RGDP granger causes TNI This finding is
consistent with the feedback relationship which suggest
that financial market leads economic growth at the same
time economic growth leads to development of financial
market.

The coefficient of market capitalization (MC) is positive
which indicate a positive impact on GDPR. A percentage
change in the market capitalization is associated with
28.6% increase in the GDPR in the long-run during the
period of the study.
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The coefficient of All Share Index (ASI) is positive
which indicate a positive impact on GDPR. A percentage
change in the ASI is associated with 54.8% increase in
the GDPR in the long-run during the period of the study.

The coefficient of Total New Issue (TNI) is positive
which indicate a positive impact on GDPR. A percentage
change in the total new issue is associated with 71.9%
increase in the GDPR in the long-run during the period
of the study.

The coefficient of Bank Credit to Private Sector (BCPS)
is positive which indicate a positive impact on GDPR. A
percentage change in the BCPS is associated with 73.4%
increase in the GDPR in the long-run during the period
of the study.

The coefficient of Commercial Paper (CP) is positive
which indicate a positive impact on GDPR. A percentage
change in the CP is associated with 36% increase in the
GDPR in the long-run during the period of the study.

The coefficient of Treasury Bills (TBs) is positive which
indicate a positive impact on GDPR. A percentage
change in the TBs is associated with 27.6% increase in
the GDPR in the long-run during the period of the study.

The values of 0.866789 and 0.819706 for R?-Squared
and adjusted R?-Squared respectively show that up to
86% of the variations (changes) in the GDP were
explained by the explanatory variables (MC, ASI, TNI,
BCPS, CP and TBs). The remaining 14% variations are
unexplained due to other factors, which are affecting
GDP but not captured in the model or due to the error of
measurement (U;). This is a good fit of the model and
shows that the data collected is suitable for the analysis
in Nigeria. The table also shows that the F statistic value
of 7.080363 is greater than the tab. value of 4.28, this
means that the F statistic value shows that the model is
highly
underscores the good fit of the model. This implies that
financial market has significant impact on economic

overall statistically significant and also

growth in Nigeria.
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INnverse Roots of AR Characteristic Polynomaial
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Fig 1: Inverse Roots (AR)

Source: Author’s Compilation 2024, using E-view 12.0 version

The stability test result in figure 1 shows that all inverse
roots lie inside the unit circle. The study there rejects Ho
of no parameter stability and concludes that the VAR
model is stationary and stable, indicating that shocks to
the system will decay over time, and the system will
return to its long-term equilibrium. This signifies that the
VAR estimates are structurally stable, consistent and
reliable.

4.1 Discussion of Findings

The Vector Autoregression (VAR) analysis revealed that
market capitalization has positive and statistically
significant impact on economic growth in Nigeria. The
result implies that economic growth increases as market
capitalization rises proportionately. This means that a
unit change in market capitalization leads to an increase
of gross domestic product by 28.6% in the long run. The
result of this study indicates that market capitalization
has a strong influence on economic growth in Nigeria in
the long-run. As a result, increasing market capitalization
will, on average, boost economic growth in Nigeria. This
means that the Nigerian government urgently needs to
promote capital market development in order to
investigate the potential growth-inducing effects of well-
functioning stock markets. Thus, the findings of this
study have provided some encouraging signals for the
Nigerian government to investigate capital market
development as potential avenues for accelerating
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economic growth. The study is consistent with the
findings of Odunayo, Alani, Iyabode, and Matthew
(2023) and Chibuikem, Oluwatoyin and Huseyin (2023)
However, the finding is contrary to the findings Algaeed
(2021) who found negative impact between market
capitalization and economic growth.

The Vector Autoregression (VAR) analysis revealed that
all share index has positive and statistically significant
impact on economic growth in Nigeria. The result
implies that economic growth increases as all share index
rises proportionately. a unit change in all share index
leads to an increase in economic growth by 54.8%% in
the long run The result of this study indicates that all
share index has influence on increasing the economic
growth in Nigeria in the long-run. In the same vein the
findings of the study agreed with the findings of Aisha
and Hauwa (2023) while the study disagreed with the
findings of Chibuikem, Oluwatoyin and Huseyin (2023)
who rather found negative impact of all share index on
economic growth.

The Vector Autoregression (VAR) analysis revealed that
total new issue has positive and statistically significant
impact on economic growth in Nigeria. The result
implies that economic growth increases as total new
issue rises. This means a unit change in total new issue
leads to an increase in economic growth by 71.9% in the
long run. The result of this study indicates that total new
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issue has an influence on increasing the economic
growth in Nigeria in the long-run. As companies
continue to float or issue new share in the stock market,
the economy will continue to expand thereby leading to
increase in growth rate. The findings of the study are in
tandem with the study of Bako and Isiaka (2022) who
found a positive impact between total new issue and
economic growth while the findings disagreed with the
study of Adesina-Uthman (2020) who found negative
impact between total new issue and economic growth.

The Vector Autoregression (VAR) analysis revealed that
bank credit to private sector has positive and statistically
significant impact on economic growth in Nigeria. The
result implies that economic growth increases as bank
credit to private sector rises proportionately. This means
that a unit change in bank credit to private sector leads to
an increase in economic growth by 73.4% in the long
run. The result of this study indicates that bank credit to
private sector has a strong influence on increasing the
economic growth in Nigeria in the long-run. The
findings of the study is in line with the study of Madume,
Emeka and Nwulu (2023) who found a positive impact
between bank credit to private sector and economic
growth, while the findings disagreed with the study of
Odunayo, Alani, Iyabode, and Matthew (2023) who
found negative impact between bank credit to private
sector and economic growth.

The Vector Autoregression (VAR) analysis revealed that
paper has positive but statistically
insignificant impact on economic growth in Nigeria. The

commercial

result implies that economic growth increases as
commercial paper rises proportionately. This means that
a unit change in commercial paper leads to an increase
in gross domestic product by 36% in the long run. The
result of this study indicates that commercial has an
influence on increasing the economic growth in Nigeria
in the long-run. However, the result shows that
commercial paper has insignificant impact on economic
growth despite having positive relationship on economic
growth. The findings of the study aligned with the study
of Monday, Emmanuel and Mark (2023) who found a
positive impact between commercial and economic
growth, while the findings disagreed with the study of
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Ishola, Oni, Kolapo (2021) who found negative impact
between commercial paper and economic growth.

The Vector Autoregression (VAR) result revealed that
treasury bills has negative and statistically significant
impact on economic growth in Nigeria. The result
implies that economic growth decrease as treasury bills
rises proportionately. This means that a unit change in
treasury bills leads to a decrease in economic growth by
27.7% in the long run. The result of this study indicates
that treasury bills has negative impact on the economic
growth in Nigeria in the long-run. This is because the
proceeds of the treasury bills auction auctions are
channeled properly into productive sector of the
economy. The findings of the study is consistent with
the study of Monday, Emmanuel and Mark (2023) who
found a positive impact between treasury bills and
economic growth while the findings disagree with the
study of Ishola, Oni, Kolapo (2021)

5. Conclusion and Recommendations

The study examined the impact of financial market on
economic growth in Nigeria for the period of 1985 to
2023. Given the result of the unit root test, co-
integration, and the VAR model results, it was revealed
that the variables are co-integrated at order (1) which
justifies the application of VAR model. Consequent to
the co-integration result, the model was analysed using
the VAR method of analysis. Based on the analysis, the
regression estimate revealed that the
explanatory variables have positive impact on economic

long run

growth in the long-run, with the exception of the
commercial papers (CP) that has positive but
insignificant and treasury bills which has negative but
significant relationship with GDPR. While the remaining
explanatory variables, market capitalization (MC), total
new issue (TNI), all share index (ASI) and bank credit to
private sector (BCPS) have positive and significant
impact on real gross domestic product in the long-run.

Based on the findings, the study recommends as follows;

I.  The market capitalization should be improved
by encouraging more foreign investors to
participate in the market, maintain state of the art

technology like automated trading and
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settlement practice, electronic fund clearance
and eliminate physical transfer of shares.

The positive but insignificant relationship
between commercial paper suggested that the
Nigerian money market is still very shallow as it
lacks depth and breath. The market is still
dominated by government securities and
instruments such as treasury bills. Thus, the
study recommends, thus, that the policy makers
and stakeholders in the industry should
encourage the use of commercial paper by the
corporate entities to bridge short term financing
needs.
iii.  Also, the financial reform and credit policy of
the apex bank should be geared toward
improving the credit to private sector by making
more loanable funds available to the domestic
investors through soft loans bearing attractive
interest rate and lessen the stringent collateral
security requirements on the private sector
credits. CBN, through policy initiative, mandate
deposit money banks (DMBs) to allocate more
credit to real sectors of the economy by

increasing their loan to deposit ratio. This will
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