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Abstract: This study examines the impact of capital market on the growth of Nigeria economy using
annual data from 1995 - 2016. The secondary data used in the study was sourced from the Central Bank
of Nigeria statistical bulletin and the Nigeria Stock Exchange Fact book. In our empirical analysis, we
run an ordinary least square test regression technique to verify the statistical significance of the
variables in our study. Empirical investigations revealed that two variables are statistically significant
at 5% and these variables are Total New Issues (TNI) and Volume of Traded Shares (VTS). The results
show that market capitalization impacted positively to the economic growth of Nigeria but not
significant. The study recommends among others that trading impediments such as high transaction cost
should be reviewed to encourage more active trading in stocks to enhance economic growth of Nigeria.
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1.0 INTRODUCTION
1.1 Background to the studyAccording to Kareem, Sanni, Raheem and Bakare (2013), the capital market is that segmentof the financial system which facilitates the channeling of long-term funds from surplus todeficit economic units thereby stimulating capital formation and socio-economicdevelopment. The capital market does not only serve as a source of finance for thegovernment and industries, but provide a wide range of socio-economic benefits to anycountry. Okereke-Onyiuke, (2008) posits that, by mobilizing funds for channeling intoproductive investments, the market brings together those who have and those who needfunds at usually competitive prices and conditions acceptable to both parties, therebyensuring efficient resource allocation while promoting economic growth. Capital market isviewed as a complex institution imbued with inherent mechanism through which long-term funds of the major sectors of the economy comprising households, firms, andgovernment are mobilized, harnessed and made available to various sectors of theeconomy(Ndako 2010),Funds must be effectively mobilized and allocated to enablebusinesses and the economies to harness their human, material, and managementresources for sustainable economic growth, Hence, the capital market is an economicinstitution, which promotes efficiency in capital formation and allocation(Kareem, Sanni,Raheem andBakare, 2013).The availability of the secondary market such as the stock market is an importantaspect of the capital market, as investors are much more disposed to placing funds in suchprimary market if their holdings are easily convertible into cash. Hence, the stock exchangeis the core of capital market development in any society. Capital markets may be classifiedas primary markets and secondary markets. In primary markets, new stock or bond issuesare sold to investors via a mechanism known as underwriting. In the secondary markets,existing securities are sold and bought among investors or traders, usually on a securitiesexchange, over the counter, or elsewhere.In any economy, the efficient performance of its financial markets (Capital marketand Money market) is the key to enhance the financing of productive activity and hence,national output and economic growth. The financial system or market is basically a linkageof various entities for effective and efficient identification,collation, transmission, transferand utilization of financial resources. An important aspect of the market’s function is theefficient allocation of these resources to form surplus economic units to deserving areas ofneeds in a manner that boosts or support economic development. The financial marketbroadly consists of the short term end, the money market and the relatively medium tolong term spectrum, the capital market. The Capital market does not only serve as a sourceof finance for industries and government, but equally provide a wide range of socio-economic benefit to any country.The most important social benefit of the capital market (specifically the equitymarket) is the opportunity it affords a wide spectrum of the populace to participate in theownership of corporate establishment.
1.2 Statement of the ProblemIn recent times there has been a growing concern on the role of capital market on economicgrowth and thus the capital market has been the focus of economic policies and policymakers because of the perceived benefits it provides for the economy. The capital market
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provides the fulcrum for stock market activities and it is often cited as a barometer ofbusiness direction. An active capital market may be relied upon to measure changes in thegeneral level of economic activities (Obadan, 1998).Deducing from the extensive studies on the theoretical expectations on the role ofcapital markets on economic growth which have formed the core of normative economics,the capital market is expected to contribute to economic growth through the transmissionmechanisms of savings mobilization, creation of liquidity, risk diversification, improveddissemination and acquisition of information, provision of long-term, non-debt financialcapital which enables companies to avoid over-reliance on debt financing, and enhancedincentive for corporate control amongst others. However, an x-tray on the path of “positiveeconomics” which is concerned with “what is” rather than “what should be” reveals that theargument in the literature on the growth effects of capital market has not been adequatelyresolved. Hence, the need for this study.
1.3 Objectives of the Studyi) To determine whether there is a positive relationship between marketcapitalization and economic growth in Nigeriaii) To assess whether there is a positive relationship between total new issues inthe capital market and economic growthiii) To evaluate whether there is a positive relationship between the volume ofshares traded in the capital market and economic growth
1.4 Research QuestionsThe following research questions have been specified to guide the direction of the study.They are as follows;i) Is there a positive relationship between market capitalization and economicgrowth in Nigeria?ii) Is there a positive relationship between total new issues in the capital marketand economic growth?iii) Is there a positive relationship between the volume of shares traded in thecapital market and economic growth?
1.5 Research hypothesesThe following hypotheses were specified for the purpose of the study. These are as follows;i) There is no positive relationship between market capitalization and economicgrowth in Nigeria.ii) There is no positive relationship between total new issues in the capital marketand economic growth.iii) There is no positive relationship between the volumes of shares traded in thecapital market and economic growth.
1.6 Significance of the StudyThe study explored the impact of capital market instruments on Nigeria economic growth.Though the scope of the study was limited to the capital market, it is hoped that theexploration of this market will provide a broad view of the operations of the capital market.It will contribute to existing literature on the subject matter by investigating empiricallythe role which the capital market plays in the economic growth and development of thecountry. The main importance of this study is that it will provide policy recommendations
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to policy-makers on ways to improve operations and activities of the capital market. It willalso serve as a reference material for further research.
2.0 Literature Review

2.1 The capital marketAccording to Imobighe, (2015)the capital market is a market for the mobilization andutilization of long term funds for development. It is a market for long term instrument. In acapitalist society like Nigeria, the existence of such financial market can greatly ease theprocess of exchanging loanable funds for financial claims. The instrument traded in themarket includes: government securities, corporate bonds and shares (stocks) andMortgage loans. The market is for channeling funds for development.The capital market is also looked upon as a mechanism whereby economic unitdesirous to invest their surplus income interact with those businesses. For instance, a firmthat wants to borrow money can go to the market with the assurance that those with fundsto lend will be there. The market consists of an inner capital (market for new securities)and the outer capital market (market for new securities) and the outer capital market (notdirectly involved with the issue of new securities but engaged in the business of long termborrowing and lending upon which the issues of new securities depends). The capitalmarket embraces both the primary market and secondary market. In Nigeria, theparticipant of security market include Nigerian stock exchange, discount houses,development banks, investment banks, building societies, stock broking firms, insuranceand pension organization, quoted companies, government, individuals and the Nigeriansecurities and exchange commission (NSEC).A further distinction needs to be made between these types of financial market. Asnoted earlier, new issues of loanable funds are traded in the primary market. Transactionin this market results in either the creation or the extinction of financial claims. Thecreation of new loan causes the transfer of cash from a lender to a borrower in exchangefor a financial claim. Secondary market on the other hand is a market for old issues.Transaction here does not create or extinguish financial claims. Thus, the economicfunction of the secondary market is to support the operations of the primary market byproviding liquidity to lenders. Without this market, an individual saver might be unwillingto lend money profitable for investment for a long period of time. This is because, to lend isto forego liquidity. To realize long term lending, it is important to provide the means bywhich lender can quickly and inexpensively restore liquidity without calling in their loans.Anyanwu (1998), states that the existing issues of secondary market in a strict senseconstitute the stock exchange since it is the mechanism which gives liquidity to thesecurities listed on the exchange. Capital market in which trading in secondary issues israther thin, exist in many countries including Nigeria. In most less developed countries, thevolume of trading that makes it possible to regard long term financial assets as liquid isbecause they can be sold quickly without significant market loss. When new orders comeinto the market in volumes with price fluctuation, -market with this characteristic providesliquidity for assets than otherwise. Investors are induced to hold these assets because riskis minimized and borrowers easily obtain funds.
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Figure 1: Conceptual Framework of Capital Market Operations

Source: Olure-Bank,et al (2015)
2.1.2The Role of capital market in economic growthAccording to(Imobighe, 2015) the role of capital market includes the following:a) It provides opportunities for companies to borrow funds needed for long terminvestmentpurposes.b) Provide avenue for the marketing of shares and other securities in order to raisefresh funds for expansion of operations, leading to increase in output andproductivity.c) Provide facilities and enable foreign businesses to offer their shares to theNigerian market.d) Encourages inflow of foreign capital companies or investors invest in domesticsecurities.e) Provides opportunities for government to financial projects and aimed atproviding essential amenities for socio economic development.
2.1.3 Capital Market and Economic GrowthThe capital market is expected to accelerate economic growth, by providing a boost todomestic savings and increasing the quantity and the quality of investment. This isexpected to be so in principle(Atoyebi, et al. 2013). The market is expected to encouragesavings by providing individuals with an additional financial instrument that may bettermeet their risk preferences and liquidity needs. Savings rate can be increased throughbetter savings. The capital market also provides an avenue for growing companies to raisecapital at lower cost. In addition, companies in countries with developed stock market areless dependent on bank financing, which can reduce the risk of a credit crunch. Accordingto Capital market can positively influence economic growth through encouraging savingsamong individuals and providing avenues for firm financing.Financial instruments that enable economic agents to poolprice and exchange arebeen triggered by the access offered by Capital market. Through assets with attractiveyields liquidity and risk characteristics, it encourages savings in financial form. This is veryessential for government and other institutions in need of long term funds and forsuppliersof same. Companies can finance their operation by raising funds through issuingequity(ownership) or debenture/bond borrowed as securities. Equity have perpetual lifewhile debenture /bond issues are structured to mature in periods of years varying from themedium to long-term of usually between five and twenty five years.( Mbat, 2001). Based on
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the performance of capital market in accelerating economic growth, government of mostnations tends to have keen interest in its performance. The concern is for sustainedconfidence in the market and for a strong investor’s protection arrangement. Economicgrowth is generally agreed to indicate a development economy, because it transforms acountry from a five percent saver to a fifteen percent saver. Thus it is argued that forcapital market to contribute or impact on the economic growth in Nigeria, it must operateefficiently. Most often, where the market operate efficiently, confidence will be generated inthe minds of the public and investors will be willing to part with hard earned funds andinvest them in securities with the hope that in future they will recoup theirinvestment.(Ewah et al, 2009) The theoretical explanation on the nexus between capitalmarket and economic growth is further elucidated using Efficient Market Hypothesis(EMH) developed by Fama in 1970. According to EMH, financial markets are efficient orprices on traded assets that have already reflected all known information and therefore areunbiased because they represent the collective beliefs of all investors about futureprospects. Previous test of the EMH have relied on long-range dependence of equityreturns. It shows that past information has been found to be useful in improving predictiveaccuracy. This assertion tends to invalidate the EMH in most developing countries. Equityprices would tend to exhibit long memory or long range dependence, because of thenarrowness of their market arising from immature regulatory and institutionalarrangement. They noted that, where the market is highly and unreasonably speculative,investors will be discouraged from parting with their funds for fear of incurring financiallosses. In situations like the one mentioned above, has detrimental effect on InvestorsAccess to Affordable Credit Increase in GDP Credit DevelopmentThe capital market provides a means through which this is made possible byinvesting in securities thereby fostering economic growth.
2.2The Structure of the Nigerian Capital MarketThe capital market is structured into two main categories: the primary and secondarymarkets.
The Primary Market: it is responsible for the issue of new shares through the stockexchange or by private placement. Their operations are conducted through the followingmethods: offer for subscription, offer for sale, right issue, private placing and listing byintroduction (Taiwo,  Alaka and Afieroho 2016).
The Secondary Market: This market is also known as the stock market, it provides theforum for capital market activities (trading in stock and shares, bonds, debentures andother long-term securities) and is usually accessible to all category of investors – small orbig, government institution or individuals. The major participant in the Nigerian capitalmarket includes development banks private firms, the treasury and the CBN while theminor ones includes commercial and merchant banks, individuals, states and localgovernments. This market comprises of the organized stock exchange and the over-the-counter (OTC) market but presently, there is no organized OTC market in Nigeria (Taiwo,Alaka and Afieroho 2016).
2.3 The Nigerian Security and Exchange CommissionThe Nigerian security and exchange commission (NSEC) is the apex institution for theregulation and monitoring of the Nigeria capital market. The commission was establishedunder the security and exchange commission decree 1979, operating retrospectively from1st April 1978. Prior to the SEC, two bodies had in succession been responsible for the
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monitoring of capital market activities in Nigeria. The first was capital issues committee,which operated between 1962 and 1972. It could not be seen as the superintendent of thecapital market because its functions were more or less advisory without the force ofinstruction even through its functions included the coordination of capital marketactivities. The next body was the capital market issues commission (CIC) which came intobeing in March 1973. The C.I.C, unlike its predecessor, had full powers to determine theprice, timing and volume of security to be issued. Despite this wider power, the CIC couldnot be seen as the apex of capital market because it concerned itself with public companiesalone and its activities did not cover the stock exchange and government securities.The enabling Act of the Securities and Exchange Commission specifies its overridingobjectives as investors’ protection and development while its functions were divided intotwo regulatory and development. The functions of the commission are extensively spelt outin Nigeria Securities and Exchange Commission Decree (Decree No 29) of 1983 and theNigerian Enterprises Promotion Decree 1990. According to section (6) subsection (9) to(10) the commission is charged with the following duties and functions among others.i. Determining the amount of price and time when securities of companies are to be sold tothe public whether through offer for sale or subscription.ii. Registering all securities proposed to be offered for sale to or for subscription by thepublic.
2.4The Nigerian Stock ExchangeAs one of the constituencies of the capital market, the exchange is a private, nonprofitmaking organization, limited by guarantee. It was incorporated via the inspiration andsupport of businessmen and the federal government. But owned by about 300 members.The membership includes financial institution, stockbrokers and individual Nigerians ofhigh integrity, who have contributed to the development of the stock market and Nigerianeconomy.The Nigerian stock exchange started with the incorporation of the then Lagos stockexchange in 1960. Trading commenced on the exchange in 1961 after the enactment of theLagos stock exchange Act of 1961, the self-regulatory organization was subsequentlyreorganized and renamed the Nigerian stock exchange 197, based on the report andrecommendation of Pius Okigbo financial system review commission.The stock exchange is thus an institution of capital market, which provides tradingfloors where all dealing members operates on every business day. The exchange now hasnine (9) branches and all the branches function principally as trading floor.Functions of Nigerian Stock Exchangei) To provide opportunities for raising new capital.ii) To promote increasing participation by the public in the private sector of theeconomy.iii) To provide appropriate machinery to facilitate further offerings of stocks andshares to the public.iv) To provide a central meeting place for members to buy and sell existing stocksand shares and for granting quotation to new ones.
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v) To reduce the risk of liquidity by facilitating the purchasing and sale of securities.(Al-faki, 2007).
2.5 Theories of Capital Market
1) Efficient Market HypothesisThe efficient-market hypothesis was first expressed by Louis Bachelier, a Frenchmathematician, in his 1900 dissertation, "The Theory of Speculation". His work was largelyignored until the 1950s; however beginning in the 30s scattered, independent workcorroborated his thesis. A small number of studies indicated that US stock prices andrelated financial series followed a random walk model. Research by Alfred Cowles in the’30s and ’40s suggested that professional investors were in general unable to outperformthe market. The efficient-market hypothesis was developed by Professor Eugene Fama atthe University Of Chicago Booth School Of Business as an academic concept of studythrough his Ph.D. thesis in the early 1960s at the same school. It was widely accepted upuntil the 1990s, when behavioral finance economists, who were a fringe element, becamemainstream. Empirical analyses have consistently found problems with the efficient-market hypothesis, the most consistent being that stocks with low price to earnings (andsimilarly, low price to cash-flow or book value) outperform other stocks. Alternativetheories have proposed that cognitive biases cause these inefficiencies, leading investors topurchase overpriced growth stocks rather than value stocks. Although the efficient-markethypothesis has become controversial because substantial and lasting inefficiencies areobserved. The efficient-market hypothesis emerged as a prominent theory in the mid-1960s. Paul Samuelson had begun to circulate Bachelier's work among economists. In 1964Bachelier's dissertation along with the empirical studies mentioned above were publishedin an anthology edited by Paul Cootner.In 1965 Fama published his dissertation arguing for the random walk hypothesis,and Samuelson published a proof for a version of the efficient-market hypothesis. In 1970Fama published a review of both the theory and the evidence for the hypothesis. Thepaperextended and refined the theory, included the definitions for three forms of financialmarket efficiency: weak,semi-strong and strong.Further to this evidence that the UK stockmarket is weak-form efficient, other studies of capital markets have pointed toward theirbeing semi-strong-form efficient. A study by Khan of the grain futures market indicatedsemi-strong form efficiency following the release of large trader position information(Khan, 1986). Studies by Firth (1976, 1979, and 1980) in the United Kingdom havecompared the share prices existing after a takeover announcement with the bid offer. Firthfound that the share prices were fully and instantaneously adjusted to their correct levels,thus concluding that the UK stock market was semi-strong-form efficient. However, themarket's ability to efficiently respond to a short term, widely publicized event such as atakeover announcement does not necessarily prove market efficiency related to other morelong term, amorphous factors. David Dreman has criticized the evidence provided by thisinstant "efficient" response, pointing out that an immediate response is not necessarilyefficient, and that the long-term performance of the stock in response to certainmovements is better indications. A study on stocks response to dividend cuts or increasesover three years found that after an announcement of a dividend cut, stocksunderperformed the market by 15.3% for the three-year period, while stocksoutperformed 24.8% for the three years afterward after a dividend increase announcement
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2) Capital Market TheoryForty years have passed since the principles of classical economics were first appliedformally to finance through the contributions of Fama in 1970 and his now-renownedfellow academics. Over the intervening years, capital market theory and the efficientmarket hypothesis have been developed and modified to form an elegant andcomprehensive framework for understanding asset pricing and risk. But events have dealta cruel blow to these theories, as John Authers argued that capital market booms andcrashes, culminating in the latest sorry and socially costly crisis, have discredited the ideathat markets are efficient and that prices reflect fair value.Some economists still insist these events are simply the lively interplay of broadlyefficient markets and see no cause to abandon the prevailing wisdom. Other commentators,including a number of leading economists, have proclaimed the death of mainstreamfinance theory and all that goes with it, especially the efficient market hypothesis, rationalexpectations, and mathematical modeling. The way forward, they argue, is to understandfinance based on behavioural models on the grounds that psychological biases andirrational urges better explainthe erratic performance of asset prices and capital markets.Presented this way, the choice seems stark and unsettling, and there is no doubt that theacademic interpretation of finance is at a critical juncture. The model explains asset pricingin terms of a battle between fair value and momentum. It shows how rational profit seekingby agents and the investors who appoint them gives rise to mispricing and volatility. Oncemomentum becomes embedded in markets, agents then logically respond by adoptingstrategies that are likely to reinforce the trends. Explaining the formation of asset pricing inthis way seems to provide a clearer understanding of how and why investors and pricesbehave as they do. For example, it throws fresh light on why value stocks generallyoutperform growth stocks despite offering seemingly poorer earnings prospects. The newapproach offers a more convincing interpretation of the way stock prices react to earningsannouncements or other news. It also shows how short-term incentives, such as annualperformance fees, cause fund managers to concentrate on high-turnover, trend-followingstrategies that add to the distortions in markets, which are then profitably exploited bylong-horizon investors. At the level of national markets and entire asset classes, it will nolonger be acceptable to say that competition delivers the right price or that the marketexerts self-discipline.
3) Capital Asset Pricing ModelCapital asset pricing model (CAPM) is used to determine a theoretically appropriaterequired rate of return of anasset, if that assets is to be added to an already well-diversifiedportfolio, given that asset's non-diversifiable risk. The model takes into account the asset'ssensitivity to non-diversifiable risk (also known as systematic risk or market risk), oftenrepresented by the quantity beta (β) in the financial industry, as well as the expectedreturn of the market and the expected return of a theoretical risk-free asset. It assumes thatthe risk-return profile of a portfolio can be optimized - an optimal portfolio displays thelowest possible level of risk for its level of return. Additionally, since each additional assetintroduced into a portfolio further diversifies the portfolio, the optimal portfolio mustcomprise every asset, (assuming no trading costs) with each asset value-weighted toachieve the above (assuming that any asset is infinitely divisible). All such optimalportfolios, i.e., one for each level of return, comprise the efficient frontier. An investormight choose to invest a proportion of his or her wealth in a portfolio of risky assets with
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the remainder in cash - earning interest at the risk free rate (or indeed may borrow moneyto fund his or her purchase of risky assets in which case there is negative cash weighting).Here, the ratio of risky assets to risk free asset does not determine overall return - thisrelationship is clearly linear. It is thus possible to achieve a particular return in one of twoways, by investing all of one's wealth in a risky portfolio, or by investing a proportion in arisky portfolio and the remainder in cash (either borrowed or invested). For a given level ofreturn, however, only one of these portfolios will be optimal (in the sense of lowest risk).Since the risk free asset is, by definition, uncorrelated with any other asset, option 2 willgenerally have the lower variance and hence be the more efficient of the two. Thisrelationship also holds for portfolios along the efficient frontier: a higher return portfolioplus cash is more efficient than a lower return portfolio alone for that lower level of return.For a given risk free rate, there is only one optimal portfolio which can be combined withcash to achieve the lowest level of risk for any possible return. This is the market portfolio.
2.6 Empirical ReviewThe link between capital market and economic growth has been empirically investigated byresearchers in both Nigeria and other countries.Nieuwerburgh, et al (2005) investigated the long term relationship between capitalmarket development and economic growth in Belgium. Their result shows that the marketcauses economic growth in Belgium.Kareem, Sanni, Raheem andBakare (2013), conducted a study on the impact ofcapital market on the Nigerian economy. Secondary data was used for the study. The studymake use regression analysis and correlation analyses to find thesignificance andrelationships between the different variables chosen. The result shows that there has beena steady rise in the macro economic variables considered i.e. gross domestic product,market capitalization, total shares traded, public capital expenditure, gross capitalformation, openness and foreign direct investment. Also the R-squared value of 96%implies the total variation in Real GDP is being explained by the explanatory variables (i.e.MKT CAP, TST, PCE, GCF, OP and FDI). However, only openness and GCF are the significantfactors contributing to Real GDP. Also correlation analysis shows a positive and significantrelationship between Real GDP, market capitalization and total shares traded and are alsosignificant at 1% level of probability. The study recommendsthe improvement in theinfrastructural facilities in the market in line with what obtains in the developed market.Emeh and Chigbu (2014) carried out a study on the impact of capital market oneconomic growth: the Nigerian Perspective. The study adopts a time-series research designrelying extensively on secondary data covering 1985 -2012. The study utilizes regressionanalysis as data analysis method incorporating multivariate co-integration and errorcorrection to examine characteristics of time series data adopting disaggregate the capitalmarket indices approach.A long run inverse relationship is observed to exist between GDP and Marketcapitalization (MKTCAP) given its slope coefficient of -0.207. The relationship between newissues (TONIS) and the Gross Domestic Product in the long run is observed to be positiveand also statistically significant given its slope coefficient of 0.237 and a t-ratio of 17.49which exceeds the critical t-value of 2.05 at 5% significance level. The long run relationshipbetween Total listing (TOLIST) in the stock market and GDP is observed to be inverselyrelated given its slope coefficient of -1419.31. A long run positive relationship was also
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observed to exist between value of transaction (VALTRAN) in the stock market and GDP.The studyrecommends that the relevant regulatory agencies in the capital market shouldbe focused on enhancing the efficiency and transparency of the market in order to improveinvestor’s confidence.Mishra, et al (2010) examined the impact of capital market efficiency on economicgrowth of India using the time series data on market capitalization, total market turnoverand stock price index over the period spanning from the first quarter of 1991 to the firstquarter of 2010. Their study reveals that there is a linkage between capital marketefficiency and economic growth in India. This linkage is established through high rate ofmarket capitalization and total market turnover. The large size of capital market asmeasured by greater market capitalization is positively correlated with the ability tomobilize capital and diversify risk on an economy wide basis. The increasing trend ofmarket capitalization in India would certainly bring capital market efficiency and therebycontribute to the economic growth of the country.Osinubi and Amaghionyeodiwe (2003) examined the relationship between theNigerian stock market and economic growth during the period 1980- 2000. Unfortunately,their results did not support the claim that stock market development promotes economicgrowth.Adam and Sanni (2005) examined the role of stock market in Nigeria’s economicgrowth using Granger-Causality test and regression analysis. The study discovered a one-way causality between GDP growth and market capitalization and a two-way causalitybetween GDP growth and market turnover. They also observed a positive and significantrelationship between GDP growth turnover ratios. The study advised that governmentshould encourage the development of the capital market since it has a positive relationshipwith economic growth.Afees and Kazeem (2010) critically and empirically examined the causal linkagebetween stock market and economic growth in Nigeria between 1970 and 2004. Theindicator of the stock market development used are market capitalization ratio, total valuetraded ratio and turnover ratio while the growth rate of gross domestic product is used asproxy for economic growth, using the Granger causality (GC) test, the empirical evidenceobtained from the estimation process suggests a bidirectional causality between turnoverratio and economic growth, a uni-directional relationship from market capitalization toeconomic growth and no causal linkage between total value traded.  The result of thecausality test is sensitive to the choice of variable used as proxy for stock (capital) market.Overall the result of the G.C test suggested that capital market drive economic growth
3.0 METHODOLOGY OF RESEARCHThis chapter included research design, population, sample size, sources of data, methodof data analysis and model specification.
3.1 Research DesignThe research design adopted for this study is the ex-post factor method of design. This isbecause the data needed for analysis already exist.
3.2 Population of the StudyThe population of this study is all the market indicators in the Nigerian capital market.
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3.3 Sample SizeThe sample size for this study was purposively set at 3 market indicators (marketcapitalization,total number of new issues and volumes of shares traded). This is becausethe Nigeria market indicators are too vast for the researcher to evaluate at once.
3.4 SOURCES OF DATAThe data for this study was obtained mainly from secondary sources particularly fromCentral Bank of Nigeria (CBN) statistical Bulletins, Nigerian Stock Exchange (NSE) factbooks, Security and Exchange Commission (SEC)
3.5 METHOD OF DATA ANALYSISThe procedure for analyzing the data was econometric procedure. Here the technique usedwas the multiple regression analysis to test whether the capital market indices haveimpacted on the economic growth of Nigeria proxy by Gross Domestic Product (GDP).
3.6 MODEL SPECIFICATIONThe Model which specifies that economic growth [proxy by Gross Domestic Product (GDP)]is significantly influenced by the capital market indices (market capitalization, new issuesand volumes of shares traded) is formulated as follows,GDP= f (MC, TNI, VST,)LnGDP= α0+ α1LnMC+α2LnTNI+α3LnVST+UWhere;The a priori expectation is α1, α2, α3, > 0LnGDP= Gross Domestic ProductLnMC= Market CapitalizationLnTNI= Total New IssuesLnVST= Volume of shares Traded on the capital marketU = Disturbance Termα = Interceptα1 – α3 = Coefficient of the Independent Variables.
3.7 Techniques for Result InterpretationResults will be interpreted using probability (P-value,) R2(Coefficient of determination),T-Statistics and F-Statistics.
Decision Rule: WeAccept the Null Hypothesis if the P-value is greater than the statisticallevel of significance (5%), if not reject null hypothesis and accept the Alternativehypothesis.
4.0 FINDINGS AND DISCUSSION
4.1 Presentation of Regression ResultThis Section presents the regression result of the study and the discussion of the results. Itis therefore divided into presentation of empirical results and interpretation of the results.
Table 1: Model SummaryModel R R Square Adjusted RSquare Std. Error ofthe Estimate
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1 .909 .826 .797 98577.10538a. Predictors: (Constant), VTS, MC, TNI
Table 2: Regression ResultVariables Coefficient t-statistics ProbabilityConstant 339550.281 11.249 0.000MC 0.169 1.054 0.306TNI 0.841 5.214 0.000VTS -0.548 -5.090 0.000Source: SPSS, Version 20 output
4.2 Interpretation of Empirical ResultsThe regression results of impact of capital market on the growth of Nigeria economy from1995-2016 was analyzed as below. The goodness of fit of the model as indicated byadjusted R-square shows an accurate fit of the model. An adjusted R-Square value of 0.797indicated that the model fits the data well.The total variation in the observed behaviour ofGross Domestic Product is jointly explained by variation in Market Capitalisation (MC),Total New Issue (TNI) and Volume of Traded Shares (VTS)up to 80%. The remaining 20%are the variables not accounted for in the model (Table 1). To determine the overallsignificance of the model, the ANOVA of the F-statistics was used. The F-Statisticsignificance of 0.000 is less than 0.005 indicates that all the variables in the model havesignificant contribution. In determining for the individual statistical significance ofindividual variables, the t-statistics of the respective variables were considered.Considering their probability values, MC has a P-value of0.306 greater than 0.005. Thisimplies that MC has a positive but insignificant relationship to the GDP. On the other hand,TNI and VTS have a 0.000 P-value each and is less than 0.005. This is an indication thatboth variables have significant relationship to GDP. However, VTS has no inverserelationship to GDP since it has a negative Coefficient of -0.548.
4.3 Discussion of the findingsThis study examined the impact of capital market on the growth of Nigeria economy. Itshowed the relationship between dependent variable (GDP) and independent variables(MC, TNI and VTS) in the study.  As seen in the result, Market Capitalisation(MC) has apositive butinsignificantrelationshipto the growth of Nigeria economy.This findings is inagreement with the works ofAfees and Kazeem (2010) and Adam and Sanni (2005) as theyfound out that Market Capitalisation (MC) has unilateral relationship to the Gross DomesticProduct (GDP).However, the works of Emeh and Chigbu (2014) found a long run inverserelationship to exist between GDP and Market capitalization. Furthermore, the Total NewIssues and Volume of Traded Shares has a significant relationship to Gross DomesticProduct. This agrees with the works of Emeh and Chigbu (2014) who also found asignificant relationship between these variables and economic growth.
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Finally,it is concluded that capital market has a positive and significant relationship toeconomic growth of Nigeria.
5.0 CONCLUSION AND RECOMMENDATIONSThis study examined the impact of capital market on the growth of Nigeria economy from1995 to 2016. The findings of the study reveal that there exists positive relationshipbetween the capital market and economic growth. The relationship is statisticallysignificant with TNI and VTS. This means that the impact of the capital market on economicgrowth is positive and significant. The significant result of the total new issues and volumeof traded shares implies that funds raised by theindustries and governments in the capitalmarket are spent on productive sector which enhanceeconomic growth.Hence the capitalmarket remain one of the mainstream in every economy that has the potentialofinfluencing economic growth; therefore the organized private sector is to invest in it. It isfurther recommended that trading impediments such as high transaction cost should bereviewed to encourage more active trading in stocks. This will stimulate economic growthand stabilize the economy. More private limited liability companies and informal sectoroperations should be encouraged to access the market for fresh capital.According to the regression result, any increase in the volume of traded shares hasan inverse relationship to the GDP. Therefore, to boost the volume oftraded shares in theNigerian capital market that is needed for availability of more investment instruments suchas derivatives, convertibles, future and swaps options in the market; concerted efforts needto be in place to regulate the volume of shares traded at the capital market.
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