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ABSTRACT

This study empirically explored the short run and long run relationship between stock market
development and economic growth by comparing two leading emerging economies in Africa:
Nigeria and South Africa from 1981 to 2015. Growth rate of gross domestic product was used to
measure economic growth, while stock market development was surrogated by market
capitalization ratio to gross domestic product and stock value traded ratio. Data were carefully
sourced from World Bank development indicators of both countries. The ARDL co-integration
divulged equilibrium long run relationship between stock market development and economic
growth in Nigeria but not for South Africa. In both short and long run, there was a positive but
insignificant relationship between stock market development and economic growth in Nigeria and
South Africa. The granger causality analysis deduced that economic growth of South Africa is
significantly affected by market capitalization but not so in Nigeria. The variation in economic
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funds.

growth owing to fluctuation in stock market development indices were observed to be insignificant
for both Nigeria and South Africa. The study concluded that stock market development is relevant
to economic growth as postulated in theoretical literature. Information disclosure in the stock
markets of both countries need to be improve upon in an attempt to reducing information
asymmetries. The availability of vital information of listed firms to insiders in the market hinders
foreign investments. The non-availability of rating agencies and of a well-defined structure of
regulation handicap investors from adequate assessment of firms’ risk priori to investing their

Keywords: Stock market development; economic growth; ADRL co-integration; market capitalization

ratio; stock value traded ratio.

1. INTRODUCTION

The nexus between stock market development
and economic growth has been extensively
documented in literature consequent to the
pioneering work of Schumpeter in 1912.
Financial development with consideration to
stock market development is a great driver to
economic growth owing to stock market potential
to pooling scarce resources for growth and
development, particularly in emerging
economies. Over the years, Nigeria and South
Africa have experienced development in the
financial system due to various reforms. The
growth of South Africa financial sector was
tremendously attributed to mining activities
compared to Nigeria which was based on
agricultural exports before the discovery of oil in
Oloibiri on 15" January, 1956. In the period
before 1989, Africa could only boast of five stock
markets in sub-Saharan region and three stock
markets in the Northern region [1] but today,
Africa has twenty nine (29) stock markets. The
Johannesburg Stock Exchange (JSE) and
Nigeria Stock Exchange (NSE) are considered
the most vibrant and developed stock markets in
the continent of Africa. The rise in the number of
stock markets in Africa is a suggestion of
embracing financial development by African
countries in an attempt to attain a desired level of
growth and development. African stock markets
recorded unimpressive performance in 2016. Top
of the gainers based trading activities at 16"
December, 2016 was Egypt stock market which
was adjudged to have performed better followed
by Zimbabwe, Casablanca and Mauritius stock
exchanges. The Lusaka all share index is at the
top of the losers’ profile. This was strictly
followed by Ghana stock exchange, Uganda
stock exchange and Nigeria stock market.

Conventionally Nigeria has a large economy
relative to South Africa but the level of poverty in
Nigeria is higher than South Africa. The Nigeria

population was estimated to be 186 million
people in 2016, while that of South Africa was
approximated to 56 million people. Nigerian
economy needs to be substantially larger than
South Africa before an average Nigerian will be
as prosperous as an average South African [2].
The contribution of stock market to economic
growth and development is greater in South
Africa compared to Nigeria. In 2016, market
capitalization of the Johannesburg Stock
Exchange stood at USD 951, 320.33 million,
while that of Nigeria was 29, 792.43 million.
Similarly, market capitalization of domestic listed
securities relative to gross domestic product for
South Africa was 322.7%, whereas it Nigeria, it
was just 7.4%. Stock value of traded of
Johannesburg Stock Exchange was valued at
USD 303 million compared to that of Nigeria with
USD 169 million stock traded value in 2016. As
the Nigerian economy continues its rapid
integration with the global market place, it is
inevitable that in parallel with the various public
sector reforms that have been behind its
increasing competitiveness, the nation will need
to source significant amounts of funding and
develop deep, efficient, and highly liquid capital
markets in order to move the economy to the
next growth phase [3]. In Nigeria, efforts have
been made by market operators, regulators, and
governments, to strengthen the stock market
over the period since 1960 but the question as to
where the country is today is a function of the
strength and effectiveness of the regulatory
framework on which the stock market is
supposed to ride [4].

There have been time series empirical studies for
both Nigeria and South Africa on stock market —
economic growth linkage {see [5,6,7,8,9] for
Nigeria, [10,11,12,13,14,15]} but comparative
analysis of these two leading emerging
economies in Africa is completely lacking in
literature. Comparative and Panel analysis have
been studied in other continents of the world
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{[16] for China, Russia, Brazil, South Africa and
Argentina, [17] for Asia-Pacific region, [18] for 15
selected countries in Africa, [19] for South
African Development Community which is
comprise of 15 countries in Africa and [20] for
Sub Saharan African countries among others). It
is against this backdrop that this study explore
the short run and long run relationship between
stock market development and economic as well
as the effect of stock market development on
economic growth in a comparative context of
Nigeria and South Africa. This study contributes
to knowledge on the nexus between stock
market development and economic by a
comparative analysis of the two leading
emerging economies in Africa: Nigeria and South
Africa.

Having introduced the background, the
remainder of this study is split as follows: section
two reviewed prior literature. In section three, the
methodological estimation was explained. The
result from data analysis was detailed in section
four, whereas the study was concluded in section
five.

2. CONCEPTUAL, THEORETICAL
FOUNDATION AND PRIOR
LITERATURE

The nexus between stock market development
and economic growth is not complete without
acknowledging [21] who laid the foundation to
this subject matter. He asserted that a well-
functioning financial system should promote
economic growth through the selection of the
productive investments which are the most likely
to be successful and the efficient allocation of
resources to these innovative technologies [22].
The stock market is the market for trading on
medium and long term debt instruments. In the
last two decades, studies on the stock market
have received considerable attention from
contemporary finance and economics literature
resulting from its role in the provision of long-
term, non-debt financial capital which enables
companies to avoid over-reliance on debt
financing, thus improving corporate debt-to-
equity ratio and also in the mobilization of
resources for national growth [23]. The role of
stock market in economic growth is vividly
indisputable both theoretically and empirically.
Although some analyst view stock market in
developing countries as “casino” that have little
positive effect on economic growth; evidence
from empirical studies suggests that stock
market may give a big boost to economic growth

[24]. [22] investigated the long run relationship
between the development of banks and stock
markets and economic growth. The study applied
panel co-integration methodology to test the
number of co-integrating vectors among these
three variables for 5 developing countries. They
also tested the direction of potential causality
between stock market and economic
development. The findings concluded the
existence of a single co-integrating vector
between stock market development and growth
and of causality going from stock market
development to economic growth and little
evidence of reverse causation as well as bi-
directional causality.

Theoretically, stock market is expected to sour
economic growth owing to capital mobilization
from surplus and subsequent allocation to deficit
units for production which translate to overall
output of the economy. The stock market is
expected to encourage savings by providing
individuals with an additional financial instrument
that may better meet their risk preferences and
liquidity needs [1]. A well-functioning stock
market enhances firms’ access to finance to
business expansion as their share would be
easily exchanged for investors’ money without
much encumbrance and the finance from stock
market is much more lowly compared to the
banking system credits which are mainly short
term bases, and in few cases medium term [25].
The finance led growth school of thought argues
that the financial system is not relevant for
economic growth; another stresses the necessity
of financial system in mobilizing savings,
allocating capital, exerting corporate control, and
risk management [5]. In the support of the
positive association between stock market and
economic growth, [26] provided empirical
evidence in affirmation of [21] theory and
hypothesized that financial liberalization and
stock market development would promote
economic growth through their effects on the
growth rate of savings, investment, and thus
economic growth [6]. [27] proved the existence of
a positive correlation between financial
development through stock market and economic
growth flowing from financial development to
economic growth. The proponents of the positive
influence of stock market on economic has
dominated empirical findings from across the
world relative to independence of economic
growth on stock market as well as the no
connection between stock market and economic
growth.
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Empirical studies of [28,29,30,31,32,33,34,35,
36,37,38,39,23,40] and [41] addressed single
country analysis in Nigeria and South Africa. All
the same, in this study, the review of prior
literatures were specifically concentrated on
cross country/panel analysis as against single
country analysis. This is on notion that this study
is based on comparative analysis and evidence
from cross country assessment would provide
better evaluation. [16] examined the extent of
balanced and sustained growth in selected 14
Asia-Pacific countries. It analysed data on
Morgan Stanley Capital International (MSCI)
returns, GDP growth, and Human Development
Index (HDI) to rank and correlate the overall
performance of each country during the 1993-
2009 period. Gini Index and CPl are also
included to provide added insights. The results
showed that developing countries like India,
Indonesia, Pakistan, and Sri Lanka are at the top
on most of the financial and economic indicators,
while Japan is the lowest except on HDI, where
the bottom rankings goes to India, Indonesia and
Pakistan. Overall, the results indicated no
significant relationships between a country’'s
stock market returns and its GDP growth.
Nonetheless, the results suggested that for
balanced and sustainable well-being, economic
growth in the less-developed countries need to
be matched by concomitant improvements in
social welfare, income distribution, transparency
and accountability. [18] provided further evidence
on the relationship between stock market
capitalization and economic growth using data
from a sample of African countries with well-
functioning stock markets. A dynamic panel
estimation approach was employed with a view
to assessing the relative impact of stock market
capitalization on economic growth in Africa. The
results from the study revealed that raising stock
market capitalization by a marginal average of
10% induces growth on average by 5.4% in
countries studied.

[42] empirically examined the effect of stock
market development on economic growth of two
Asian regions namely South Asia and East Asia.
The study used market capitalization, total value
traded ratio and turnover ratio as indicators of
stock market development while GDP per capita
growth rate is used for measuring economic
growth. The linear panel data methodology was
applied over the annual data of 1996-2015 to
study the phenomenon. The effect was then
compared across the countries of both regions.
Empirical findings indicated that stock market
development contributes to some extent in the

economic growth of South Asian region but its
impact on East Asian region found to be
insignificant. Using a pooled panel data set from
nine developing countries within the South
African Development Community (SADC) region
from 1980 to 2011, [19] assessed the
relationship between stock market development
and economic growth, and macroeconomic
determinants of stock market development
through the random effect model. The results
suggested that there is a strong link between
stock market development and economic growth.
The evidences obtained support the view that a
well-developed and functioning stock market can
boost economic growth through enhanced capital
accumulation and better resource allocation,
particularly in developing countries.

[43] explored the dynamic relationships between
stock market development and economic growth
in selected forty-seven countries of the world.
Applying developments in the analysis of panels
with a small time dimension to estimate vector
autoregressions for a set of forty-seven countries
with annual data over the 1980-1995 period.
After describing the state of current theory on the
role of stock markets in promoting growth and
considering insights that can be gained from a
pure cross-sectional empirical approach, they
study presented VAR evidence of leading roles
for stock market liquidity and the intensity of
activity in traditional financial intermediaries in
per capita output. The findings underscored the
potential gains associated with developing deep
and liquid financial markets in an increasingly
global economy. [44] studied the effect of stock
market development on economic growth by
panel data techniques by fixed effects and
random effects by applying Hausamn test for 20
Lower-Middle Income countries for the time
period of 1990 to 2012. Overall results suggested
that there is positive and significant effect of
stock market development on economic growth.
The study also measured the exact impact of
stock market development on growth of economy
by control variables such as financial depth,
investment, foreign direct investment, trade
openness and inflation but stock market
development which is turnover ratio (ratio of total
value traded to the total value of listed shares)
has insignificant relationship with economic
growth.

[45] ascertained the relationship between stock
market development and economic growth of two
Asian developing countries: Pakistan and
Bangladesh, after the liberalization period of
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1990s. The relationship measured were in terms
of size (market capitalization), liquidity (total
value of stocks traded and stock turnover ratio)
and volume (total number of companies listed in
the stock exchange of each of the country). The
econometric results of the study by employing
the regression analysis showed that Pakistan
stock markets contribute to the economic growth
in terms of the large size of its stock market
whereas Bangladesh stock market contributes to
the economic growth in terms of the liquidity of its
stock market. Bangladesh economic growth was
found to be comparatively better than economic
growth of Pakistan. The study revealed that the
stock markets in Pakistan and Bangladesh do
not play a major role in the economic growth but
rather, these financial institutions are the driving
forces for the economic growth of the country.
[46] used the panel data approach with fixed
effects to differentiate the long-run rate from
short-run  level effect of stock market
development on economic growth against a
sample of 70 countries over the period 1975-
1992. The empirical evidence indicated that
development of stock markets has significant
positive effects on both the long-run growth rate
and short-run level of real GDP per capita.
Furthermore, they found that the influence of
stock market is mainly through the channel of
productivity improvement, rather than capital
formation. The overall findings suggested that
stock markets have a stronger impact on growth
rate for low-income countries.

Empirically, based on the data for 17 emerging
market and 10 developed market economies
during the 12 years’ period, from 2000 — 2011,
[47] used the generalized method of momentum
(GMM) for dynamic panel data and estimated the
relationship between stock market development
and economic Growth. The key findings of the
study revealed that there exists statistically
significant relationship between stock market
development and economic growth both directly,
as well as indirectly by boosting investment
behaviour. The results also indicated robustly
that stock market development is an important
wheel for economic growth. [48] determined the
role of stock markets in economic growth for four
Asian countries namely Bangladesh, India, China
and Singapore. Annual time series cross country
data over the period 1991 to 2012 and
autoregressive distributed lag bound testing
approaches an analytical technique were used.
The results suggested that there is long-term co-
integration among economic growth, foreign
direct investment, stock market development and

inflation. The long-term elasticity estimates of the
stock market development in all countries show
expected sign but statistically significant only in
China and Singapore. In the short-run, stock
market also has positive relation to economic
growth in all countries but significant only in India
and China. The empirical findings of the study
revealed that stock market development and
foreign direct investment inflows play vital roles
in the process of economic growth and
development in four Asian countries.

[49] provided a comparative analysis on stock
market performance and augmentation of frontier
economies: Nigeria and Mauritius. Using a
Paired-Samples  T-test  statistical = modus
operandi, data of market capitalization and gross
domestic product were obtained from the Central
Bank of Nigeria statistical bulletin and annual
Financial Services Commission statistical bulletin
of Mauritius during 2006-2010. The findings
revealed that stock market performance for
Mauritius was superior to Nigeria and same for
GDP. In addition, the negativity showed that
stock market performance has a negative impact
on economic progress in Nigeria and Mauritius
due to the fact that frontier markets give attention
to money market while relegating stock market to
the background. [50] evaluated the effect of
Islamic and conventional stock markets upon the
macroeconomic performance in Malaysia. Real
GDP was used to represent economic growth;
while Islamic market capitalisation ratio and
conventional market capitalisation ratio were
used to indicate the Islamic and conventional
stock market development, respectively. The
results showed that there is a bidirectional
relationship between Islamic stock markets and
economic growth in Malaysia, and the
contribution towards the economic growth
seemed to be indirectly through its impact on
investment. On the other hand, there was a
unidirectional relationship between conventional
stock markets and economic performance in
Malaysia, in which the development of
conventional stock market causes the growth.

3. METHODOLOGY AND DATA

With the intent of determining the short run and
long run relationship between stock market
development and economic growth based on
comparative analysis of Nigeria and South Africa,
the Autoregressive Distributive Lag (ARDL)
model approach was applied using time series
data from 1981 to 2015. The granger causality
analysis was employed to determine the effect of
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stock market development on economic growth
of both countries. The data were sourced from
World Bank development indicators. Before
estimating the model, data were scrutinize for
stationarity through Augmented Dickey-Fuller
(ADF) and Phillips Perron (PP). Size of the stock
market via Market Capitalization Ratio to Gross
Domestic Product (MKTCR) and liquidity through
Stock Value Traded Ratio to Gross Domestic
Product (SVTR) and Turnover Ratio (TUNR)
were used to measure the degree of
development in the stock market, while economic
growth was indicated by Gross Domestic Product
Growth Rate (GDPGR).

3.1 Empirical Specification of Model

With adherence to linear regression model, we
modified the model of [45] for a comparative
analysis of Pakistan and Bangladesh. In the light
of this, stock market development and economic
growth model relationship in Nigeria and South
Africa is expressed as:

14
Vo= Fo+ ) Bi+Zis+ 0 1
i=1
Where: economic growth based on gross

domestic product growth rate is symbolized by Y;;
intercept of the regression equation was denoted
by B,, stock market development measures
coefficient were detailed by B; stock market
development is reflected by Z; through: mktcr =
market capitalization ratio to GDP, svtr = stock
value traded, tunr = turnover ratio and
@ depicting error term. The transformation of the
model to econometric format for both Nigeria and
South Africa results to thus:

GDPGR, = By + P, MKTCR, + B,SVTR,
+ BsTUNR, + ¢, 2

The correlation analysis for stock market
development indices revealed that two
measurement of liquidity: stock value traded ratio
and turnover ratio for Nigeria and South Africa
stock markets were highly correlated. For
Nigeria, the correlation between stock value
traded ratio and turnover ratio was 0.83, whereas
that of South Africa unveils 0.92 (see Tables 15
and 16). This is an indication that either stock
value traded ratio or turnover ratio can effectively
measure the liquidity of the market, hence the
removal of turnover ratio from the equ. 2 to avoid
bias in the result of the regression analysis thus:

GDPGR, = By + ByMKTCR, + B,SVTR,
+ +o, 3

4. RESULTS AND DISCUSSION

We began the analysis by looking at the
descriptive structures of the data. The descriptive
features of Nigerian and South Africa data were
condensed in Tables 1 and 2. Descriptive
properties of the data visa viz: mean, median,
minimum and maximum value, standard
deviation, Skewness, Kurtosis, Jarque-Bera,
Sum Sqg. Dev. and number of observations were
elucidated. On the premise of the Nigeria data,
the mean divulged 3.67 for GDPGR, 13.82 for
MKTCR, 1.29 for SVTR and 7.46 for TUNR but
for South Africa, 2.27 for GDPGR, 167.2 for
MKTCR, 32.62 for SVTR and 16.92 for TUNR.
The median for South Africa are 2.60, 157.6,
27.99 and 18.82 for GDPGR, MKTCR, SVTR
and TUNR respectively while that of Nigeria are
4.28, 10.39, 0.42 and 6.10. The minimum and
maximum values respectively for Nigeria’s capital
market are 33.74 and -13.13 for GDPGR, 51.00
and 3.35 for MKTCR, 0.04 and 2.13 for SVTR
and 1.05 and 6.31 for TUNR but for South Africa
it was recorded as 5.59 and -2.14 for GDPGR,
62.6 and 59.4 for MKTCR, 2.15 and 27.66 for
SVTR and 3.33 and 11.99 for TUNR. The
standard deviation shows that South Africa
capital performed better in market capitalization
ratio GDP, stock value traded ratio to GDP and
turnover ratio when compared to Nigeria’s capital
market. In terms of the peakedness of the
variables measured by Kurtosis statistic, Nigeria
data were leptokurtic in nature as the Kurtosis
values were greater than 3, while South Africa
data were observed not to be leptokurtic in
nature as evidenced by the less than 3 values of
the Kurtosis statistic. The skewness
statistic reveals that all Nigeria data are positively
skewed towards normality but for South Africa
only GDPGR was not positively skewed
towards normality. The p-value of the Jarque-
Bera suggests that all the variables of interest in
Nigeria were normally distributed and devoid of
any outlier capable of affecting result as
shown by the significant p-values but for South
Africa, all the variables based on World Bank
development indicators, were not normally
distributed. Consequently, the Shapiro-wilk
normality test was conducted for all the
South Africa data. At this time it was
observed that the South Africa data were all
normally distributed as depicted by the
significant p-values of the Shapiro-wilk statistic in
Table 3.
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Table 1. Descriptive structure of Nigeria data

Mean Median Maximum Minimum Std. Dev. Skewness Kurtosis Jarque -Bera P-value Obs.
GDPGR 3.67 4.28 33.74 -13.13 7.67 1.18 8.59 53.70 0.00 35
MKTCR 13.82 10.39 51.00 3.35 11.36 1.45 4.80 17.05 0.00 35
SVTR 1.29 0.42 10.43 0.04 2.13 3.25 13.32 216.83 0.00 35
TUNR 7.46 6.10 34.79 1.05 6.31 2.54 11.46 141.90 0.00 35

Source: Data output via E-views 9.0
Table 2. Descriptive structure of South Africa data

Mean Median Maximum Minimum Std. Dev. Skewness Kurtosis Jarque -Bera P-value Obs.
GDPGR 2.27 2.60 5.59 -2.14 2.231 -0.42 2.20 1.96 0.38 35
MKTCR 167.2 157.6 276.6 62.6 59.4 0.33 2.12 1.79 0.41 35
SVTR 32.62 27.99 86.08 2.15 27.66 0.38 1.65 3.51 0.17 35
TUNR 16.92 18.82 41.98 3.33 11.99 0.20 1.61 3.05 0.22 35

Source: Data output via E-views 9.0
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Table 3. Shapiro-wilk statistic normality test
for South Africa data

Data Shapiro-wilk statistic P-value

GDPGR 0.945469 0.082241
MKTCR 0.954461 0.050293
SVTR 0.871016 0.000718
TUNR 0.866457 0.000557

Source: Data output via Gretl
4.1 Test for Stationarity

The stationarity scrutiny was handled with
Augmented Dickey-Fuller (ADF) at level and first
difference form to ensure that the data comply
with stationarity requirement and prevent the
occurrence of spurious regression result. The

ADF for Nigeria at level and first difference are
presented in Tables 4 and 5, while that of South
Africa is detailed in Tables 6 and 7.

For Nigeria data it was observed that all the
variables were not stationary at level for except
GDPGR but became stationary at first
differencing. However, for South Africa GDPGR,
MKTCR and SVTR were found to me stationary
at level. All the data for South Africa also became
stationary at first difference, which gives freedom
for testing the number of co-integrating
equations in the models. World Bank
development indicators data for South Africa are
more stationary at level for compared to that of
Nigeria.

Table 4. ADF Nigeria test result at level

Variables ADF test statistic Test critical Test critical Connotation
value at 1% value at 5%

GDPGR -4.810838 (0.00)* -3.639407 -2.951125 Stationary
MKTCR -2.509275 (0.12) -3.639407 -2.951125 Not Stationary
SVTR 4.214462 (1.00) -3.711457 -2.981038 Not Stationary
TUNR -2.591197 (0.10) -3.639407 -2.951125 Not Stationary

Source: Data output via E-views 9.0.

Table 5. ADF Nigeria test result at first differenc e
Variables ADF test statistic Test critical Test critical Connotation
value at 1% value at 5%

GDPGR -8.688280 (0.00)* -3.646342 -2.954021 Stationary
MKTCR -6.327757 (0.00)* -3.646342 -2.954021 Stationary
SVTR -5.593785 (0.00)* -3.653730 -2.957110 Stationary
TUNR -6.595290 (0.00)* -3.646342 -2.954021 Stationary

Source: Data output via E-views 9.0

Table 6. ADF South Africa test result at level
Variables ADF test statistic Test critical Test critical Connotation
value at 1% value at 5%

GDPGR -4.798369 (0.00)* -4.252879 -3.548490 Stationary
MKTCR -4.714965 (0.00)* -4.252879 -3.548490 Stationary
SVTR -3.847648 (0.02)** -4.284580 -3.562882 Stationary
TUNR -2.573558 (0.29) -4.252879 -3.548490 Not Stationary

Source: Data output via E-views 9.0

Table 7. ADF South Africa test result at first diff — erence
Variables ADF test statistic Test critical Test critical Connotation
value at 1% value at 5%

GDPGR -7.647935 (0.00)* -3.646342 -2.954021 Stationary
MKTCR -7.021976 (0.00)* -3.653730 -2.957110 Stationary
SVTR -5.658255 (0.00)* -3.646342 -2.954021 Stationary
TUNR -6.587018 (0.00)* -3.646342 -2.954021 Stationary

Source: Data output

via E-views 9.0
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4.2 Model Residual and Stability Test

We performed the residual (serial correlation
and heteroskedasticity), stability (Ramsey
specification) and correlation matrix. From the
serial correlation output in Table 8, the model as
specified is devoid of correlation serially (p-value
> 0.05). Heteroskedasticity issue was not
observed for the model as shown in Table 9 (p-
value > 0.05). Table 10 depicts that the model
was well specified for Nigeria and South Africa
(p-value > 0.05). Furthermore, there problem of
multicollinearity by virtue of amalgamating size
and liquidity of the market in the same equation
via market capitalization to GDP, staock value
traded ratio to GDP and turnover ratio as
envisaged in Tables 11 and 12 which led to the
removal of turnover ratio from the equation and
subsequent estimations.

4.3 Auto-Regressive
(ARDL) Models

Distributed Lag

The ARDL was used as opposed to the
Johansen co-integration on the reason that the
data were not integrated at the same order. The
ARDL approach takes into account the non-
integration of data at the same order and
eliminates bias associated with such mixed order
of integration. The ARDL in Table 13 reveals that
there is a long run relationship between stock
market development and economic growth in
Nigeria but no long run relationship between
stock market development and economic growth
in South Africa. The f-statistic for Nigeria
(7.808411) is greater than the upper and lower

bound test values of 4.85 and 3.97 respectively
at 5% level of significance, while that of South
Africa (4.347834) is less than the upper and
lower bound test values of 4.85 and 3.97
accordingly at 5% level of significance. A further
analysis of the nature of relationship in the long
run (see Tables 15 and 16) show that stock
market capitalization to GDP and stock value
traded ratio for Nigeria and South Africa have
positive but insignificant relationship  with
economic growth even though the error
correction mechanism is positively signed and
reveal the tendency of the model to correct to
equilibrium following disequilibrium in previous
years.

Table 8. Serial correlation LM test

Country F-statistic Prob.
Nigeria 0.510092 0.6057
South Africa 1.188627 0.3190

Source: Data output via E-views 9.0

Table 9. Heteroskedasticity test

Country F-statistic Prob.
Nigeria 0.104038 0.9571
South Africa 0.086864 0.7701

Source: Data output via E-views 9.0

Table 10. Ramsey reset specification

Country Value df Prob.
Nigeria 0.817646 (1, 30) 0.3731
South Africa  0.001045  (1,30) 0.9722

Source: Data output via E-views 9.0

Table 11. Multicollinearity test Nigeria data

GDPGR MKTCR SVTR TUNR
GDPGR 1.000000 0.234691 0.244453 0.249050
MKTCR 0.234691 1.000000 0.673818 0.344895
SVTR 0.244453 0.673818 1.000000 0.834559
TUNR 0.249050 0.344895 0.834559 1.000000
Source: Data output via E-views 9.0
Table 12. Multicollinearity test South Africa data
GDPGR MKTCR SVTR TUNR
GDPGR 1.000000 0.220138 0.269129 0.281616
MKTCR 0.220138 1.000000 0.845685 0.629282
SVTR 0.269129 0.845685 1.000000 0.922322
TUNR 0.281616 0.629282 0.922322 1.000000

Source: Data output via E-views 9.0
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Table 13. Bound test for Nigeria’'s GDPGR, MKTCR and SVTR
F-Statistic Lower bound at 5% Upper bound at 5% Implication
7.808411 3.79 4.85 Null Hypothesis Rejected
Source: Data output via E-views 9.0
Table 14. Bound test for South Africa’s GDPGR, MKTC R and SVTR
F-Statistic Lower bound at 5% Upper bound at 5% Implication
4.347834 3.79 4.85 Null Hypothesis Accepted

Source: Data output via E-views 9.0

Table 15. ARDL error correction for Nigeria's GDPGR

, MKTCR and SVTR

Co-integration form

Variable Coefficient Std. error t-statistic Prob.

D(MKTCR) 0.034228 0.148029 0.231227 0.8187
D(SVTR) 0.477788 0.786299 0.607641 0.5480
CointEq(-1) -0.804688 0.166421 -4.835261 0.0000

Long run coefficient

MKTCR 0.042536 0.183247 0.232124 0.8180
SVTR 0.593756 0.969974 0.612136 0.5451
C 2.897093 2.498985 1.159308 0.2555

Source: Data output via E-views 9.0

Table 16. ARDL error correction for South Africa’s

GDPGR, MKTCR and SVTR

Co-integration form

Variable Coefficient Std. error t-statistic Prob.

D(MKTCR) 0.000294 0.011534 0.025517 0.9798
D(MKTCR(-1)) 0.018152 0.011176 1.624145 0.1160
D(SVTR) 0.003143 0.029249 0.107440 0.9152
CointEq(-1) -0.640301 0.182380 -3.510811 0.0016

Long run coefficient

MKTCR 0.007006 0.023501 0.298131 0.7679
SVTR 0.004908 0.045501 0.107865 0.9149
C 0.786481 2.700925 0.291190 0.7731

Source: Data output via E-views 9.0

The short run relationship as detail in Table 17
and 18 infer that market capitalization ratio to
GDP and stock value traded ratio have positive
but insignificant relationship with economic
growth for both Nigeria and South Africa. When
stock market development variables are held
constant, economic growth in Nigeria would
amount 2.33%, while that of South Africa is
0.50%. A unit rise in market capitalization ratio to
GDP increases economic growth in Nigeria by
0.03%, whereas that of South Africa is 0.0003%.
Economic Nigeria would rise by 0.48% following
a percentage increase in stock value traded ratio,
while that of South Africa would record 0.003%.
The Durbin Watson test of autocorrelation for
both countries met the benchmark of 2.0 thus no
autocorrelation in the model. The Adjusted R-
square reveals that 0.9% variation in economic
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growth in Nigeria was attributed to fluctuation in
stock market development indices but that of
South Africa 15.27% which is far greater than
that of Nigeria. from the p-value of the f-statistics
for both countries, stock market development
indices did not significantly explained the
variation in economic growth within the period
studied. From the result in Tables 17 and 18,
economic growth in South Africa tends to be
influenced more by stock market contributes
compared to Nigeria.

4.4 Stock Market Effect on Economic
Growth

To comparatively assess the effect of stock
market indicators of Nigeria and South Africa on
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economic growth, the granger causality test was
employed. A lag order of one was selected owing
to that fact that data applied in this study were
time series based. The result of the granger
effect assessment for Nigeria and South Africa
are summarized in Tables 19 ad 20. From Table
19, there is no unidirectional or bidirectional
causal relationship between market capitalization
ratio to GDP and economic growth in Nigeria at
5% level of significance whereas for South Africa
as depicted in Table 20 reveals a unidirectional
relationship between market capitalization ratio
to GDP and economic growth in South Africa
running from market capitalization ratio to GDP
to economic growth at 5% significance level. It
would construed from the results in Table 19 ad
20 that market capitalization ratio to GDP has a
significant effect on economic growth of South
Africa but has no significant effect on the
economic growth of Nigeria. In the second place
is the causal effect of stock value traded ratio on

Table 17. ARDL regression result: Nigeria’s GDPGR,

economic growth. It is vivid in Tables 19 ad 20
that stock value traded ratio has no significant
effect on economic growth of both Nigeria and
South Africa as there is no evidence of a causal
relationship at 5% level of significance between
stock value traded ratio and economic growth of
both countries.

4.5 Discussing the Finding in Relation to
Prior Literature

The result of a positive relationship between
market capitalization ratio to GDP for Nigeria and
South Africa as shown in Tables 17 and 18 is
indication that a wunit increase in market
capitalization ratio to GDP influences economic
growth and in line with a priori expectation. It
would be inferred from the result that the size of
the stock market affects the liquidity of the
market. This supports the results of previous
studies in Nigeria via [28,29,30,31,

MKTCR and SVTR

Variable Coefficient Std. error t-statistic Prob.
GDPGR(-1) 0.195312 0.166421 1.173607 0.2498
MKTCR 0.034228 0.148029 0.231227 0.8187
SVTR 0.477788 0.786299 0.607641 0.5480

C 2.331255 2.018379 1.155013 0.2572
R-squared 0.099190 Mean dependent var 4.166765
Adjusted R-squared 0.009109 S.D. dependent var 7.199550
S.E. of regression 7.166685 Akaike info criterion 6.886894
Sum squared resid 1540.841 Schwarz criterion 7.066466
Log likelihood -113.0772 L Hannan-Quinn criter. 6.948134
F-statistic 1.101117 Durbin-Watson stat 2.051126
Prob (F-statistic) 0.363989

Source: Data output via E-views 9.0

Table 18. ARDL regression result: South Africa’s GD

PGR, MKTCR and SVTR

Variable Coefficient Std. error t-statistic Prob.
GDPGR(-1) 0.359699 0.182380 1.972249 0.0589
MKTCR 0.000294 0.011534 0.025517 0.9798
MKTCR(-1) 0.022344 0.011695 1.910587 0.0667
MKTCR(-2) -0.018152 0.011176 -1.624145 0.1160
SVTR 0.003143 0.029249 0.107440 0.9152

C 0.503585 1.732342 0.290696 0.7735
R-squared 0.285141 Mean dependent var 2.257273
Adjusted R-squared 0.152759 S.D. dependent var 2.184504
S.E. of regression 2.010742 Akaike info criterion 4.397850
Sum squared resid 109.1632 Schwarz criterion 4.669942
Log likelihood -66.56452 L Hannan-Quinn criter. 4.489401
F-statistic 2.153933 Durbin-Watson stat 2.044138
Prob (F-statistic) 0.089296

Source: Data output via E-views 9.0
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Table 19. Granger causality result for Nigeria’s GD

PGR, MKTCR and SVTR

Null hypothesis Obs F-statistic Prob. Remarks

MKTCR does not Granger Cause GDPGR 34 0.10359 0.7479  No Causality
GDPGR does not Granger Cause MKTCR 0.43130 0.5162 No Causality
SVTR does not Granger Cause GDPGR 34 0.88522 0.3540 No Causality
GDPGR does not Granger Cause SVTR 0.47624 0.4953 No Causality

Source: Data output via E-views 9.0

Table 20. Granger causality result for South Africa

's GDPGR, MKTCR and SVTR

Null hypothesis Obs F-statistic Prob. Remarks
MKTCR does not Granger Cause GDPGR 34 5.00431 0.0326 Causality
GDPGR does not Granger Cause MKTCR 0.00794 0.9296 No Causality
SVTR does not Granger Cause GDPGR 34 1.55649 0.2215 No Causality
GDPGR does not Granger Cause SVTR 0.32515 0.5726 No Causality

Source: Data output via E-views 9.0

32,33,34,35,36,37]. For South Africa, it agrees
with the findings of [12,14] and [38].
Nevertheless, the positive relationship between
market capitalization ratio to GDP refutes the
empirical results of [13,39,23,40] and [41].

In term of the liquidity of the capital market,
Tables 17 and 18 envisage a positive
relationship between economic growth and stock
value traded ratio confirm to a priori expectation
for both Nigeria and South Africa. This result
brings to light that the liquidity of the stock
market increases the availability of funds for
productive economic activities which in turn
enhance economic growth. The ease with which
securities in the capital market are converted to
liquid cash results in increase investment in the
market. This is in tandem with the findings of
[28,41,30,35,39] and [13]. That notwithstanding,
the result would not confirm the findings of
[38,12,37,36,34,23] and [32] on the negative
linkage between capital market liquidity and
economic growth.

The ARDL results in Tables 13 and 14 for Nigeria
and South Africa reveals the existence of a long
run relationship between capital market
development and economic growth. This result
point to finance led growth hypothesis that stock
market is growth inducing especially for
emerging economies. Sound policy
implementation on the stock market will vividly
enhance economic growth of Nigeria. The
granger causality estimation in Tables 19 and 20
for Nigeria and South Africa show that market
capitalization ratio and stock value traded ratio
does not stimulate economic growth in Nigeria
while market capitalization ratio spurs economic
growth in South Africa. This would be that South
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Africa stock market size and liquidity position are
bigger and better than that of Nigeria; South
Africa is a middle income country with a lot of
economic infrastructure already in place; South
Africa per capita income is much higher than that
of Nigeria. This is an indication that the South
Africa stock market is more developed compared
to that of Nigeria. In other words, the South
Africa stock market contributes to economic
growth of South Africa while the economic
growth of Nigeria tends not to be influenced by
the stock market operations.

5. CONCLUSION AND LIMITATIONS

This study empirically and comparatively explore
the short run and long run relationship between
stock market development and economic growth
in Nigeria and South Africa from 1981 to 2015.
Growth rate of gross domestic product was used
to measure economic growth, while stock market
development was surrogated by market
capitalization ratio to gross domestic product,
stock value traded ratio to ratio to gross domestic
product and turnover ratio. However, the
correlation analysis detected the presence of
multicollinearity if stock value traded ratio to ratio
to gross domestic product and turnover ratio
were included in the same model thus the
removal of turnover ratio. The ARDL co-
integration  divulge equilibrium long run
relationship between stock market development
and economic growth in Nigeria but not for South
Africa. In both short and long run, there is a
positive but insignificant relationship between
stock market development and economic growth
in Nigeria and South Africa. The granger
causality analysis deduce that economic growth
of South Africa is significantly affected by market
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capitalization but not so in Nigeria which led to
inference that stock market in South Africa is
more developed compared to that of Nigeria. The
variation in economic growth owing to fluctuation
in stock market development indices were
observe to be insignificant for both Nigeria and
South Africa. The study concluded that stock
market development is relevant to economic
growth as postulated in theoretical literature.
Information disclosure in the stock markets of
both countries need to be improve upon in an
attempt to reducing information asymmetries.
The availability of vital information of listed firms
to insiders in the market hinders foreign
investments. The non-availability of rating
agencies and of a well-defined structure of
regulation handicap investors from adequate
assessment of firms’ risk priori to investing their
funds.

The result of the study would reveal the strength
and depth, growth of the market and rate of
transaction in each capital market to both local
and foreign investors who have intentions of
investing in Nigeria and South Africa stock
markets. The majority of the previous studies
have mainly used either the residual-based co-
integration test associated with Engle & Granger
(1987) or the maximum likelihood test based on
Johansen (1988) and Johansen & Juselius
(1990). Yet it is now well known that these co-
integration techniques may not be appropriate
when the sample size is too small {see [14]}. It is
against this backdrop, this study contributes to
knowledge by the application of the newly
developed ARDL-Bounds testing approach to
investigate short run and long run relationship
between stock market development and
economic growth by comparing two leading
emerging economies in Africa: Nigeria and South
Africa using broad time series data from 1981 to
2015.

One major limitation to this study is the
indisposition in ascertaining the influence of
turnover ratio on economic growth of both
countries owing to multicollinearity issue that
aroused by annexation of two liquidity
measurement of the stock market: market
capitalization ratio to GDP and turnover ratio in
the same regression equation. The study applied
time series data to make statistical inferences,
applying quarterly or monthly data in the context
of both countries would provide more robust
estimation to affirm that the assertion made from
finding was not enervated by number of
observation.
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