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Market opening positively impacts economic growth due to reduction in the cost of capital and
international risk diversification, amongst others in Nigeria. Using a robust set of econometric
approach involving unit root test, co-integration, vector error correction model and granger causality,
there is evidence that current value of economic growth responds to disequilibrium from past values of
real gross domestic product, stock market development, foreign direct investment, trade openness,
inflation and banking sector development in the long run. The result also shows that past values of real
gross domestic product, foreign direct investment and trade openness promotes economic growth in
the short run. The study, therefore, concludes that there are bi-directional causalities both in the short
term and the long term between the dependent and explanatory variables. Based on the findings, the
study recommends that policy makers in Nigeria should pay more attention to factors that can boost
stock market development, foreign direct investment, trade openness, inflation and banking sector
development in order to impact economic growth more positively in line with theoretical evidence that
market opening positively impacts economic growth especially in frontier and emerging markets such
as Nigeria.
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INTRODUCTION

The last few decades witnessed an increased interest on
the effects of market opening on economic growth
especially in the case of emerging markets. The literature
is imbued with the positive effects of market opening on
economic growth of countries and this became
orchestrated following globalization of markets whereby
all the economies of the world are integrated with one
another through trade and free flow of capital among
others.

With respect to financial markets, studies which herald
the immense benefits that accrue to nations that open

their markets to the outside world include Levine (2001),
Bekaert et al. (2003), and Ortiz et al. (2007) while the
effectiveness of such openings underscores the need for
reform programmes such as financial markets
liberalization which gained currency in the 1980s and
1990s in the first place.

The over-view notwithstanding, there are some
dissenting voices regarding the avowed benefits that
accrue to countries with erstwhile closed markets that
eventually liberalize. For example, Kim and Singal, (2000)
and Stigliz (2004), canvassed a completely different
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views about the benefits of globalization especially capital
market liberalization. They cited pitfalls in capital market
liberalization following the International Monetary Fund’s
advocacy of free and unfettered markets, of market
fundamentalism, among others and attributing the
increased economic instability across the globe
especially in markets that were liberalized to aspects of
globalization that encouraged short-term capital flows
and speculative hot capital. Also, over-estimation of the
efficiency of financial markets especially capital markets
have often led to misconceptions about the nature of
expected benefits from market opening. Maduka and
Onwuka (2013) argued that despite the growth record of
banks and non-bank financial institutions in Nigeria, and
financial liberalization policy, the Nigerian economic
growth is sluggish. These views have become important
considering the fact that the explosive growth withessed
during the boom period is tapering off apart from the
effects of the last global financial meltdown on emerging
markets which implies that benefits from market opening
in the case of emerging markets are, therefore, not
sustainable in the long term.

Quixima and Almeida (2014) argued that the basic
arguments point to the fact that financial development
may promote economic growth through improved
resource allocation efficiency but economic growth also
leads to increased demand for credit that should support
the development of the financial sector. Njemcevic
(2017) informed that most of the empirical findings have
discovered a positive relationship between finance and
economic growth. Regarding international trade; Manova
(2008) showed that liberalization increase exports
disproportionately more in sectors intensive in external
finance and softer assets, suggesting that pre-
liberalization trade was restricted by financial constraint.
The new orthodoxy is the integration of world trade,
markets and institutions but this has turned the tide
against emerging economies based on the challenges
facing them.

Therefore, the causality between market openness and
economic growth in Nigeria, like other emerging
economies no doubt, requires further investigation. In the
literature, not much has been done in this regard, hence
this study. Our use of several explanatory variables
enhances the dis-aggregated nature of this work which
has been recommended by Mohtadi and Argawal (2004).
For example, majority of the studies on the relationship
between financial markets and economic growth use
essentially stock market measures but we expand this
scope by widening such measures to include stock
market development (SMD), financial liberalization (LIB),
inflation (INF.), foreign direct investment (FDI), trade
openness (TOP) and banking sector development (BSD).

In the case of Nigeria, added to the generic problems of
emerging markets following market opening are a new
set of other problems such as: shut-down of industries
due to unfavourable economic climate, massive delisting
of hitherto quoted companies from the stock exchange
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which has affected market depth, increasing role of the
Central Bank of Nigeria in the intermediation process (for
example, reduced involvement in the anchor borrowers’
scheme), investors’ apathy, dearth of public offerings
which was at its peak in the years immediately following
market opening, destabilizing effects of the high ratio of
non-performing loans and shrinking size of GDP per
capita (in dollar terms). These are not part of the benefits
expected for the economy following market opening.

Although actual date of financial liberalization of
Nigerian markets had been a source of controversy in the
literature, Bekaert et al. (2003) identified August, 1995
and May 1998 as the official liberalization date and first
country American Depository Receipts issuance
respectively. Also, Miles (2002) identified August, 1998
as official liberalization date of Nigeria. These, not-
withstanding, liberalization is a gradual process and the
benefits take time to manifest. Attesting to this, Henry
(2000) argued that stock market liberalization is a gradual
process generally involving several liberalizations
subsequent to the first. The question now is: Does
Nigeria require further markets opening in order to boost
its economic growth? This important question has made it
imperative to conduct a research to establish the
relationship between market opening and economic
growth in the case of Nigeria.

LITERATURE REVIEW

The relationship between financial markets and economic
growth has been a subject of discourse that has
populated the literature on finance especially in post
Second World War era which witnessed greater
integration of world trade, markets and institutions.
Pagano (1993) observed that considerable evidence
exists that financial development correlates with growth
and that the resulting growth theories follow new models
which have offered important insights into the effect of
financial development on growth and vice versa. Ujunwa
and Salami (2010) on their part highlighted the fact that
one of the oldest debates in economics has remained the
relationship between financial development and economic
growth while Abida et al. (2015) argued that efficiency of
financial market matters to economic growth.

The main theme on the link between financial markets
and economic growth revolve around the effects of
financial markets especially on factors allowing deeper
intermediation processes on economic development and
that economic development itself improves the functioning
of markets. The importance of the intermediation
processes was highlighted by Adeniyi et al. (2012) who
pointed out that the standard view, however, appears to
provide support for the existence of a close association
between investment and economic prosperity. lheanacho
(2016) expanded the perspective on financial
intermediation by outlining the three major components of
the financial intermediary system that have become
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important part of the financial literature, viz: the role of
financial intermediaries in the mobilization of savings, the
role of financial intermediaries in enhancing economic
activities in the private sector and the size of the financial
intermediary system. Quixima and Almeida (2014) are of
the view that the basic arguments point to the fact that
financial development may promote economic growth
through improved resource allocation efficiency, but
economic growth also leads to increased demand for
credit that should support the development of the
financial sector. Azmeh et al. (2017), characteristically
explained that financial systems contribute to the process
of economic development while the role of stock markets
in economic development has long been recognized in
the literature (Pagano, 1993; Obstfeld, 1994; Greenwood
and Smith, 1997; Levine and Zervos, 1998; Levine, 2000,
2001; Rousseau and Wachtel, 2000; Bekaert et al., 2001,
2003).

On their part, Madichie et al. (2014) enumerating
theoretical considerations in earlier research studies on
the pattern of causality between finance and growth,
pointed out that causality runs from finance to growth,
hence the “supply-leading hypothesis” on the one hand
and on the other, that financial development can also be
stimulated by economic growth. A new insight, has,
however been added to the relationship between finance
and growth with Arcand et al. (2012) arguing that
although, there is a positive relationship between the size
of the financial system and economic growth but that at
high levels of financial depth, more finance is associated
with less growth.

Rather than dwelling on the general issue of causalities
between markets development and economic growth,
Levine (2002) harped on which aspects of market (capital
markets or banks) promote long-run growth. Likewise,
Rioja and Valev (2004) explored the effects of finance on
growth in developed and developing countries. Besides,
Demirguc-Kunt and Levine (1996) reinforced this
segmentation by drawing attention to the increased flow
of equity investments to emerging markets. However, the
literature is inundated with arguments that economic
growth is impacted by several factors: financial markets
(Ngongang, 2015; Hassan et al., 2016; Puryan, 2017;
Njemcevic, 2017); stock market (Acquah-Sam and
Salami, 2014; Njogo and Ogunlowore, 2014;
Yadirichukwu and Chigbu, 2014; Niranjala, 2015; Khan
and Ahmed, 2015; Khyareh and Oskou, 2015; Jareno
and Negrut, 2016; Nordin and Nordin, 2016; Taiwo et al.,
2016) and banks (Ngongang, 2015; Puryan, 2017.

The main argument regarding market opening in recent
times revolves around allowing greater participation by
international investors in domestic markets (Patro, 2005)
while Pagano (1993) showed that financial intermediation
has both level and growth effects; adding, however, that
the resulting models have offered important insights into
the effect of financial development on growth and vice
versa. Odo et al. (2017) argued that in traditional growth

theory, the growth rate is a positive function of
exogenous technical progress, but at the same time
acknowledge that endogenous growth models on the
other hand show that economic growth performance is
related to financial development, technology and income
distribution. Puryan (2017) giving an insight into how
economic growth affects financial development, opined
that when an economy grows, the market demand for
financial institutions, products and services increases.
Njogo and Ogunlowore (2014) opined that a well-
developed capital market portrays one of the common
features of a modern economy and it is reputed to
perform some necessary functions, which promote
economic growth in any nation. Pointing at the theoretical
basis on the effects of financial development on
economic growth, Hassan et al. (2016) informed that
economists agreed that financial market development
plays a very vital role in economic growth and
development. Azmeh et al. (2017) argued and in fact
chronicled studies in the literature which recognize that
financial systems contribute to the process of economic
growth and Ngongang (2015) subscribed that the theory
of the relationship between financial development and
growth has witnessed a renewal of interest during the
1990s; arguing that the authors involved in the research
studies show the important role of the banking system
and of the financial markets in the development of
economic growth. The role of efficiency in financial
markets received attention from Abida et al. (2015) when
they stress that efficiency of financial market matters to
economic growth. The opinion of Udude (2014)
crystalized the nature of efficiency inherent in a well-
developed financial system by pointing out that financial
development thus involves the establishment and
expansion of institutions, instruments and markets that
support investment and the growth process.

Empirically, Azmeh et al. (2017) found a negative and
significant effect of financial liberalization on economic
growth through its effects on the level of financial
development. Quixima and Almeida (2014) found that the
development of the banking system did not cause
economic growth in Angola but that economic growth
caused the development of the banking system. On their
part, Abida et al. (2015) discovered a strong positive
relationship  between financial development and
economic growth in a panel of 3 countries in North Africa
over the period 1982-2012. Ngongang (2015), showed
that financial development is without effect on economic
growth while Puryan (2017) found that the banking sector
impacts economic development. On their part, Njogo and
Ogunlowore (2014) established the fact that stock market
turnover contributes positively to economic growth in
Nigeria. Hassan et al. (2016) showed that there exists
positive and highly statistically significant long-run
relationship between market capitalization; value of stock
traded and money and quasi money growth on the one
hand and real gross domestic product in Nigeria on the



other. In a similar vein, Aigbovo and lzekor (2015)
discovered that market capitalization, turnover ratio, total
value of shares traded and all share index positively
influence economic growth in the long-run. Furthermore,
as it relates to Nigeria, Madichie et al. (2014) established
the existence of a long run relationship between the real
GDP as dependent variable and Gross Fixed Capital
Formation, Financial Development, Liquidity Ratio and
interest rates which were the independent variables.
They, therefore, concluded that causality runs from
economic growth to financial development during the
period covered and that there was no bi-directional
causality between them. Udude (2014) who used GDP as
a dependent variable and broad money supply as a ratio
of GDP and domestic credit to the private sector as a
ratio of GDP (both as independent variables) finds a
negative relationship between broad money supply to
GDP and positive relationship between credit to the
private sector and GDP. On his part, the results by
Iheanacho (2016) indicated that financial development in
Nigeria has insignificant negative effect on economic
growth in the long-run and significant negative effect in
the short-run.

RESEARCH METHODS AND DATA

This research study focused on the impact of market opening on

LogGDP = ap + BoLog SMD + 3;LogLIB + B,LogINGF + BsLogFDI + B4LogTOP + BsLogBSD + &

Where, GDP = Gross domestic product growth rate; SMD = stock
market development; LIB = financial liberalization; INF= inflation;
FDI = foreign direct investment; TOP = trade openness; BSD =
banking sector development; € = error term.

Definition and measurement of variables

GDP is measured as yearly percentage change in the growth of
real GDP. It is the dependent variable and in effect establishes a
causal relationship between the dependent and explanatory
variables. Ali and Amir (2014) explained that this explanatory
variable in the partial regression represents economic growth and
taken to be GDP per capita. GDP per capita is gross domestic
product divided by mid-year population (Ali and Aamir, 2014).
Rationalizing labour effect on growth, Njemcevic (2017) pointed out
that labour is a significant factor and is expected to have important
effect on growth. GDP in our context in this study is taken to be
GDP per capita.

Stock market development which shows the size of the stock
market was measured by the ratio of market capitalization to GDP
and we believe that this measure provides a clearer picture of how
the stock market impacts economic growth. This measure was
similarly used by Khyareh and Oskou (2015). Also, Levine and
Zervos (1998) explained that the market capitalization ratio equals
the value of listed shares divided by GDP and was used by them as
a measure of market size.

Financial liberalization index was used following the study by
Auzairy et al. (2011). They defined stock market liberalization as the
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the economic growth in Nigeria for the period: 1986 — 2016.
Secondary data were sourced from Central Bank of Nigeria (CBN)
Statistical Bulletin (various issues), National Bureau of Statistics
(NBS), 2017, Nigerian Stock Exchange (NSE) Factbook (various
years) and World (Bank) Development Indicator Database, 2017.

The study adopted a time series method of regression analysis
and used Stationarity tests involving Augmented Dickey-Fuller,
(1979) (ADF) tests, Johansen co-integration test and VECM to
analyze the impact of market opening on economic growth in
Nigeria. It also used the Granger causality test to establish the
direction of the causality of the variables used, viz: Gross Domestic
Product (GDP), Stock Market Development, Financial Liberalization,
Inflation, Foreign Direct Investment, Trade Openness and Banking
Sector Development. The Co-integration test was used to test the
Null Hypothesis that market opening does not have significant
effect on economic growth in Nigeria. Furthermore, the Granger,
(1969) causality test was used to test the Null Hypothesis that
market opening does not Granger cause economic performance of
Nigeria.

Model specification

The following specifies the relationship between the Dependent
variable (GDP) and the Explanatory variables — Stock Market
Development, Financial Liberalization, Inflation, Foreign Direct
Investment, Trade Openness and Banking Sector Development.

GDP = f(SMD, LIB, INF, FDI, TOP and BSD) (€]

Transformed into an econometric model, thus:

)

event when there is a percentage change in foreign ownership of
local companies hence, we adopted their approach.

On our part, inflation was used to measure the annual percentage
change in consumer price index as a measure of price-cum-
economic stability. Inflation has equally been used in the literature
(Abida et al., 2015; Azmeh et al., 2017; Njemcevic, 2017). Abida et
al. (2015) in addition, pointed out that a negative coefficient is
expected as high inflation has been found to negatively affect
growth while Njemcevic expressly informed that inflation is the
variable that could have a positive impact if it has a low rate and
negative if the rate is high, causing economic instability.

With regards to trade openness, the method used by Khyareh
and Oskou (2015) was adopted who used Total Trade Ratio to
GDP which is the value of imports plus exports as a fraction of GDP
per capita to measure the degree of openness to international
trade.

In the case of foreign direct investment (FDI), Naceur et al.

(2008) argue that it is regarded in the literature as an effective
channel to transfer technology and foster growth in developing
countries, hence, we emulated their adoption of FDI as a measure
of economic growth.
With regards to Banking Sector Development as an explanatory
variable of GDP, it was measure as the ratio of credit to the private
sector to GDP. This measure was used by Ngongang (2015) and
Naceur et al. (2008) in similar fashion. Abida et al. (2015) argued
that this indicator is the ratio of domestic credit to GDP but point out
that a high ratio of domestic credit to GDP indicates not only a high
level of domestic investment, but also higher development of the
financial system.
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Table 1. Descriptive result.

Variable RGDP SMD LIB INF FDI TOP BSD
Obn. 31 31 31 31 31 31 31
Mean 35709.65 11.29 1330.38 20.28 3.27 33.61 11.61
Max 69023.93 39.95 10858.10 72.84 10.83 58.92 23.08
Min 17007.77 3.05 53.40 5.38 0.65 7.36 6.22
Std. Dev. 17270.59 8.63 2161.96 18.83 2.28 11.09 5.95
Skewness 0.729525 1.32 3.12 1.52 1.69 -0.18 0.92
Kurtosis 2.067211 4.88 13.48 3.89 5.92 3.04 2.07
Jarque-Bera(prob.)  3.88(0.14) 13.58(0.00) 192.21(0.00) 13.01(0.00) 25.85(0.00) 0.16(0.92) 5.48( 0.06)

Source: Authors’ Computation 2019; underlying data were obtained from Central Bank of Nigeria (CBN) Statistical Bulletin, 2016 and World
Development Indicator (WDI), 2017. RGDP, Real gross domestic product; SMD, stock market development; LIB, liberalization; INF, inflation;
FDlI, foreign directive investment; TOP, trade openness; BSD, banking sector development.

Table 2. Lag Order Selection Result.

Lag LogL LR FPE AIC sC HQ
0  -197.9860 NA 0.003254 14.13696 14.46700  14.24033
1 -69.94005 185.4458  1.55e-05 8.685521 11.32582%  9.512428
2 5.297992 72.64363*  4.96e-06*  6.876001* 11.82655  8.426452*

Source: Authors’ Computation 2019; underlying data were obtained from Central Bank of Nigeria (CBN)
Statistical Bulletin, 2016 and World Development Indicator (WDI), 2017. *Indicates lag order selected by
the criterion; LR, sequential modified LR test statistic (each test at 5% level); FPE, Final prediction error;
AIC, Akaike information criterion; SC, Schwarz, information criterion; HQ, Hannan-Quinn information

criterion.

RESULTS
Descriptive analysis

Table 1 presents the descriptive statistics of variables
considered in the study. Generally, the standard deviation
shows diverse variability in the series. From the Table 1,
real gross domestic product (RGDP) has an average
value of N35,709.65b Nigerian Naira. Stock market
development (SMD), proxied by ratio of market
capitalization to GDP, averaged 11.29%. Financial
Liberalization (LIB), proxied by percentage change in the
foreign ownership of local companies quoted on the
Nigerian stock exchange, has an average value of
1330.38%.

Furthermore, Inflation (INF) has a mean of 20.28%.
Foreign directive investment (FDI) has an average value
of 3.27%. Trade openness (TOP) has an average value
of 33.61%. Banking sector development (BSD), proxied
by ratio of credit to the private sector to GDP, has a mean
value of 11.61%. Skewness is a measure of asymmetry
of the distribution of the series around its mean. A
variable that is normally distributed will have its skewness
to be zero (0). The kurtosis of the normal distribution is 3.
However, Jarque-Bera being a superior test statistic for
testing whether the series is normally distributed or not,
have small probability values (less than 0.05), hence, we
rejected the null hypothesis of a normal distribution. Thus

the study concludes that virtually all the series are not
normally distributed.

Stationarity tests

These comprise unit root tests (Augmented Dickey-Fuller
and Phillips-Peron, (1988) unit root test). From the
results, the p-value of the series suggests the acceptance
of the null hypothesis of no stationarity in each series at
all levels with the exception of LOG(LIB), LOG(FDI) and
LOG(TOP) under PP criteria. However, based on the
ADF result, the study considers the first difference
transformation of each series. The results of first
difference fail to accept the null hypothesis of no
stationarity within the 1% and 10% conventional levels of
significance, hence, we accepted the alternative
hypothesis and conclude that each of the series are
stationary at first difference. This is to say that all the
series are integrated of order one (I (1)) and having
regard to the order of integration, the study proceeds to
integration test.

Lag selection structure

Table 2 presents lag order selection result on the
variables considered in this study. The lag length
selection criteria begin with the specification of maximum



Table 3. VECM System of Equation.
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Coefficient Std. Error t-Statistic Prob.
C(1): CointEql -0.005793 0.002603 -2.225295 0.0372
C(2): D(LOG(RGDP(-1))) 0.720627 0.112784 6.389455 0.0000
C(3): D(LOG(SMD(-1))) 0.055557 0.026175 2.122546 0.0458
C(4): D(LOG(LIB(-1))) -0.003690 0.004738 -0.778817 0.4448
C(5): D(INF(-1)) 0.000409 0.000406 1.006589 0.3256
C(6): D(LOG(FDI(-1))) 0.023966 0.012277 1.952160 0.0644
C(7): D(LOG(TOP(-1))) 0.043797 0.021005 2.085028 0.0495
C(8): D(LOG(BSD(-1))) -0.018483 0.041332 -0.447181 0.6593
R-squared 0.430744 Mean dependent var 0.046666
Adjusted R-squared 0.240993 S.D. dependent var 0.038142
S.E. of regression 0.033230 Akaike info criterion -3.741772
Sum squared residual 0.023189 Schwarz criterion -3.364587
Log likelihood 62.25569 Hannan-Quinn criter. -3.623642
Durbin-Watson stat 2.388635

Source: Authors’ Computation 2019; underlying data are obtained from Central Bank of Nigeria
(CBN) Statistical Bulletin, 2016 and World Development Indicator (WDI), 2017. RGDP, Real
gross domestic product; SMD, stock market development; LIB, liberalization; INF, inflation; FDI,
foreign directive investment; TOP, trade openness; BSD, banking sector development.

lag of 2. An asterisk indicates the selected lag from each
column of the criterion statistic. Based on the Schwarz
information criterion (SC), the study considers the lag
length of 1 as the optimal lag length.

Co-integration test

Table 3 presents co-integration test result on the selected
series. The test statistic indicates that the hypothesis of
no co-integration (Ho) among the variables can be
rejected. It shows that there is at most, three co-
integrating relation in our model. Knowing fully well that
one co-integrating relation is enough to prove that long-
run relationship exists among the variable in the model.
This suggests that the study can proceed to estimating
VECM.

Vector error correction estimates

Table 3 presents the vector error correction model
(VECM) result of target model using system of equation.
There are several important observations that can be
made from the result, however, the most prominent of all
are the error correction terms (CointEql), the first
difference and lag operators which indicate that the
results were obtained from the first step VAR in first
deference, R-squared and F-statistic, at the lower part of
the Table 3. From the result, the R value of 0.431 shows
that the explanatory variables explain about 43.1% of the
variation in economic growth.

The F-Statistics value of 2.27 indicates that the model
is significant. The value (D.W Statistics = 2.39) shows
that the model is free from autocorrelation problem. The
negative and significance of the coefficient of error
correction term (-0.0058) provides the evidence that the
current value of RGDP respond to disequilibrium from the
values of RGDP, SMD, LIB, INF, FDI, TOP and BSD one
year ago. Interpreting the short run effect, according to
Hoxha (2010), the estimates of parameters associated
with the lagged differences of the explanatory variables
can be interpreted in the usual way. In general, the result
shows that, past values of real gross domestic product
(RGDP ,), stock market development (SMDy), foreign
directive investment (FDI ;) and trade openness (TOP ;)
are positively related to current value of GDP within the 1
and 10% conventional alpha levels. These imply that the
past values of RGDP, SMD, FDI and TOP improve
economic growth during the period of this study. In
contrast, the result of the coefficients of inflation (INF ),
financial liberalization (LIB ;) and banking sector
development (BSD ,) are insignificant indicating that the
indicators are not major determinants of economic growth.

Diagnostics check
Inverse roots of the AR

The test on stability condition for the model indicates that
no root lies outside the unit circle. The graphical output of
the stability condition is displayed in Figure 1. It clearly
shows that all the inverse roots of the AR characteristic
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Figure 1. Inverse Roots of AR Characteristics Polynomial.

polynomials lie within and on the unit circle thus conclude
that the VECM models satisfy the stability condition.

Granger causality test

To further investigate the short run causal relationship
among the explanatory variable and employment in the
VECM, the study used pairwise granger causality since
all the variables are integrated of order 1; I(1). As can be
seen from the results, there is no bi-directional
relationship. However, the result clearly shows that there
are short run causalities that run from SMD to RGDP,
INF, FDI and BSD, from RGDP to LIB, FDI and BSD.
Also, it shows that there are causalities that flow to LIB
from TOP, FDI from INF, TOP from INF, FDI from BSD
and TOP from BSD. All these relationships are
established within the 1 and 10% levels of significance.

DISCUSSION

From the analysis, it can be seen that during the period of
study (1986 — 2016), there was a change in real GDP
growth rate by 306% (minimum value N217,007.77
Nigerian Naira and maximum N69,023.93 Nigerian
Naira). Similarly, the size of the market as measured by
the ratio of market capitalization to GDP increased by
more than 12 times (minimum value 3.05 and maximum
value 39.95) its value prior to liberalization. This inferred

that market opening has led to increase in the depth of
the Nigerian stock market. The same growth trajectory
can be observed in the case of change in the percentage
ownership of equities listed on the local bourse (Nigerian
Stock Exchange) by foreign investors as measured by
LIB. LIB changed by as much as 202334% (minimum
ratio 53.40 and maximum ratio 10858.10) during the
period of study which simply means that foreign portfolio
investments increased significantly which can point to the
fact that market opening has provided ample opportunity
for international risk diversification. However, the rate of
inflation changed by as much as 1253%; which can be
attributed largely to the effects of foreign inflow of funds
sequel to the market opening. In the case of FDI, which
measured its effectiveness in the transfer of technology
and measure of economic growth, ceteris paribus, the
growth rate increased further by 1566% during the period
of study which suggest that market opening spurred
economic growth in Nigeria during the period of study. As
regards trade which was openness which measured the
value of imports and exports as a fraction of GDP, the
results showed an increase of well over 700% (minimum
value 7.36 and maximum value 58.92) during the period
of study which suggested that the Nigerian market
became more integrated with the global markets. This
integration of the local market with the global market
justified the need for liberalization which was needed to
speed up the process of economic development as it has
been stated in the literature (Abida et al., 2015 argued
that countries embark on reforms in order to speed up



their growth rates). Banking sector developed measured
by the ratio of credit to the private sector to GDP changed
by as much as 271% which indicated not only a high level
of increase in domestic investment but equally established
a higher level of development of the financial system.
With respect to the result from the descriptive analysis, it
has to be pointed out that increases witnessed in the
performance indicators did not point to the fact that the
minimum levels indicated were as at the date of
announcement of liberalization and the maximum levels
indicated were as at the terminal date of the study but the
statistics established the positive growth trajectories
which occurred during the period of study since
liberalization events and its effects occur sequentially.

In terms of stationarity of the data set, the series are
integrated of order one (I(1) and the co-integrating test
result showed that there was a long-run relationship
among the variables used. Furthermore, the VECM
established that past values of SMDy.;, FDI;.; and TOP,
positively improved economic growth as measured by
RGDP,, (real economic growth) in Nigeria. However,
results from the VECM showed that INF.;, LIB.; and
BSD..; were not major determinants of economic growth
in Nigeria.

Conclusion and recommendation

From the result of the study conducted within the period
1986 to 2016, using a robust set of econometric
approach involving unit root tests, co-integration test,
vector error correction model and granger causality; the
unit root test results show that all the series are
integrated of order 1, the Johansen co-integration test for
the VEC model indicates that the series are co-integrated
and that long-run equilibrium exists among the selected
series.

The negative and significant value of the error
correction term in the VECM estimates confirms the
stability of the system and provides evidence that the
current value of economic growth responds to
disequilibrium from the past values of real gross domestic
product, stock market development, foreign directive
investment, trade openness, inflation and banking sector
development. The result also shows that past values of
real gross domestic product (RGDP ), stock market
development (SMD.,), foreign directive investment (FDI .
1) and trade openness (TOP ;) promotes economic
growth in Nigeria in the short run.

Furthermore, the granger causality result confirms the
existence of short run causal relationships that run from
stock market development (SMD) to economic growth.
Also, evidence from the ganger causality result shows
that economic growth stimulate financial liberalization
(LIB), foreign direct investment (FDI) and banking sector
development (BSD) in Nigeria, hence, financial
liberalization (LIB), foreign direct investment (FDI) and
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banking sector development (BSD) were found not
invariant to economic growth.

Therefore, it can be concluded that there are bi-
directional causalities both in the short-term and long-
term between the dependent and explanatory variables.
Based on the findings, it is recommended, among other
things, that policy makers in Nigeria should pay more
attention to factors that can boost stock market
development (SMD), foreign direct investment (FDI),
trade openness (TOP), inflation (INF) and banking sector
development (BSD) in order for these to impact economic
growth more positively. This will in turn spur more
positive development of the financial markets.
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