ECONOMIC GROWTH IN NIGERIA: HOW RELEVANT IS FINANCIAL LIBERALIZATION AND STOCK MARKET DEVELOPMENT?

AJAO Mayowa G. Ph.D
Department of Banking & Finance

Faculty of Management Sciences

University of Benin, Benin-City

Edo-State, Nigeria

ABSTRACT
This study examined the relevance of financial liberalization and stock market development on the growth of Nigeria economy during the period 1981-2011. The study adopted the Error Correction Mechanism (ECM) in its analysis to establish the long-run relationship among relevant variables. Findings of the study indicate that Financial Liberalization (FINLIB) in Nigeria has been significant to the Stock Market Development (STMDV); hence, it justifies the assertion that Financial Liberalization allowed foreign investors to invest in the domestic financial (stock) market and also allow free flow of capital from abroad. Stock market also contributed positively to the growth of Nigeria economy both in the short and long run. Financial Liberalization was found to be negatively related to RGDP both in the short-run and long-run and for FINLIB to contribute to growth of any particular economy both in the short-run and long-run, the financial system of the economy must be developed since it performs the role of raising and channeling funds to productive investment. The study therefore recommends that government must ensure that appropriate macroeconomic policies, institutional development and structural reforms must be put in place in order to ensure the liberalization of the Nigerian financial system. Besides, there is need for government to create a conducive investment environment that will attract both local and foreign investors’ participation in the Nigerian stock market.
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INTRODUCTION
Financial Liberalization serves as a remedy to financial constraints in a financially repressed (restrained and controlled) regime. It is the process of breaking away from a state of financial repression. Prior to financial liberalization, the government of developing countries practiced financial repression thereby subjecting the administrative framework of the financial system to its whims and caprices, such that financial policies formulated and implemented suits its desires. Their developmental strategies were designed such that the government or its agencies were vested with the responsibility to make decisions regarding the allocation of resources thereby giving the market forces a less important role to play in economic development (Sulaiman etal, 2012). During the past two decades, due to the widely spread benefits attainable from financial liberalization; a growing number of developing countries in order to achieve economic buoyancy have experienced gradual but apparent liberalization of its financial sector. In the process, they have made attempts to liberalize their economies by removing trade restrictions and exchange controls and by deregulating domestic financial markets. The state-dominated development paradigm has shifted towards a more market-determined strategy of development (Sulaiman, et al. 2012). These liberalization efforts have been applauded as a sign that developing countries have come to accept the liberalization policies advocated by many economists. Liberalization in a financial market refers to various measures designed to reduce the extent of government control. Such measures could include the deregulation of the financial market and opening of the capital accounts. Specific activities include reducing controls on interest rates, amending requirements for participating in the stock market and a broadening of the types of financial instruments that can be used to fund various activities (Leigh, 2012).The focus of liberalization has been to replace the severely constrained “command and control” system with a relatively liberalized regime with prices reflecting economic costs, along with a greater reliance on the private sector as the engine of growth (Bhaduri, 2005). Following the globalization trend, Nigeria government embarked on financial liberalization as part of its Structural Adjustment Programme (SAP) in 1986 with the belief that freeing financial markets would help in stimulating economic growth. According to the predictions of Mckinnon and Shaw, the economists that pioneer the neo-classical theory of Financial Liberalization, financial liberalization in developing countries would induce a virtuous cycle of increased savings, investments and growth (Mckinnon, 1973; Shaw, 1973). 

Liberalizing the stock exchange market is a country’s decision to allow foreigners to purchase domestic stocks; this is a specific element of capital account liberalization as it removes restrictions on capital inflows and typically on capital outflows (Nicola and Norbert, 2001). The stock market has traditionally been viewed as an indicator or predictor of the economy. Many believe that large decreases in stock prices are reflective of a future recession, whereas bullish trend in stock prices suggest future economic growth (Waliullah, 2010). During the last two decades, Nigeria has opened its stock market to foreign investors, permitting foreigners to buy stocks in the domestic market. The basic essence of liberalization is to serve as the real engine of economic growth and development and at the same time allows free flow of information, increased liquidity, sustenance of investors’ confidence, increased public awareness on the activities of the market and internationalization of the securities markets. Nigeria regulatory authority liberalized the Nigerian Stock Exchange in order to overcome various inadequacies that include poor infrastructure, high volatility, and lack of sophisticated products, poor liquidity and high transaction cost among others (Ahmed, 2009). However, for stock market liberalization to perform effectively the role of economic development in any given economy, it must be implemented in an appropriate macroeconomic, financial and institutional environment (Huw and Mahmood, 1997). The aim of financial liberalization is to improve economic performance through increased competitive efficiency within financial markets thereby indirectly benefiting non-financial sectors of the economy. Evidence from different financial and economic literature have shown that after the prescribed financial liberalization, most developing economies failed to experience impressive performance such as attraction of foreign investment or halt capital flight. Evidence in Nigeria suggests that neither the domestic savings nor investment have appreciably increased since the introduction of the reform programme (Akpan, 2004). On the other hand, more recent literature on the Nigeria stock market have recognized the tremendous performance the market has recorded in recent times after liberalization. However, the debate over the effect of financial liberalization on stock market development and economic growth remains a controversial issue and the vital role of the stock market liberalization in economic growth in Nigeria has not been empirically investigated thereby creating a research gap in this area. Therefore, this study investigated the relationship among financial liberalization, stock market development and general economic growth in Nigeria.

REVIEW OF RELATED LITERATURE

Conceptual Framework 

Financial liberalization refers to the deregulation of domestic financial markets and the openness of the capital account. In finance literature, the concept financial liberalization and financial openness are used interchangeably. Financial openness/ liberalization has been dubbed as one of the growth ingredients in developing countries. From the layman’s perspective, financial liberalization is the removal or loosening of restrictions imposed by the government on the domestic financial market (Sulaiman etal, 2012). This view seems to be narrow in explaining the concept of financial liberalization. The term ‘financial liberalization’ is defined by various economists in different ways, yet they all arrive at the same meaning. Financial liberalization is an integrated part of overall economic liberalization. Specifically, the objective of financial liberalization is to promote the role of the market and to minimize the role of the state in determining who gets and gives credit and at what price.

Financial Liberalization and Economic Growth
Economic growth is regarded as the major goal of national policy in any economy. It is an increase in the capacity of an economy to produce goods and services, compared from one period of time to another. Economic growth is a process by which a nation wealth increases over time, and it is a sustained expansion of production possibilities measured as the increase in real GDP over a given period (Parkin etal, 2008). Financial liberalization can be seen as one of the important stimulants of economic development through a variety of channels. Since the financial system performs the vital function of raising funds for, and channeling funds to productive investment, successful financial liberalization is usually an important component of a country’s strategy for economic growth (Huw and Mahmood, 1997). The dual effects of financial liberalization have been empirically quantified and contrasted on the growth and found out that financial liberalization tends to relax borrowing constraints, leading to higher investment and higher average growth; on the other hand, it encourages risk taking, generates financial fragility and increases the probability of financial crises, which often have severe recessionary consequences. In order to avoid risk and financial crashes that might come with liberalization, Radelet and Sachs (1998b) and Stiglitz (2000) posits that improvement in property rights as well as government accountability and transparency should precede the deregulation of the financial industry to avoid subsequent financial crises. Bekeart etal, (2005) find that liberalization leads to a persistent surge in annual economic growth as well as to a decline in output volatility. Similarly, Chari and Henry (2004) find that liberalization triggers an increase in the investment rate and a substantial revaluation of equity prices in a large number of emerging markets. The main essence of liberalization is to serve as the real engine of economic growth and development and at the same time allows free flow of information, increased liquidity, sustenance of investors’ confidence, and increased public awareness on the activities of the market and internationalization of the securities markets (Ahmed, 2009).
Stock Market Development and Economic Growth

In principle, the capital (stock) market is expected to accelerate economic growth, by providing a boost to domestic savings and increasing the quantity and the quality of investment. The market is expected to encourage savings by providing individuals with an additional financial instrument that may better meet their risk preferences and liquidity needs (Olawoye, 2011). Better savings mobilization may increase the saving rate. The capital market also provides an avenue for growing companies to raise capital at lower cost. Also, developed stock market make companies depend less on bank financing, thereby, reducing the risk of credit crunch. The capital market therefore is able to positively influence economic growth through encouraging savings among individuals and providing avenues for firm financing (Capasso, 2003).  Levine (1991) argues that stock market liquidity (the ability to trade equity easily) is more important for growth, and Todaro and Smith (2009) posit that greater past stock market development (measured by either past capitalization or turnover in relation to GDP) predicts faster subsequent economic growth. Stock market growth reflects the growth of the real sector. Based on the performance of capital market in accelerating economic growth, government of most nations tends to have keen interest in its performance. The concern is for sustained confidence in the market and for a strong investor’s protection arrangement. Economic growth is generally agreed to indicate development in an economy, because it transforms a country from a five percent saver to a fifteen percent saver (Olawoye, 2011). Thus, it is argued by Ewah etal, (2009) that for capital market to contribute or impact on the economic growth in Nigeria, it must operate efficiently. Most often, where the market operate efficiently, confidence will be generated in the minds of the public and investors will be willing to part with hard earned funds and invest them in securities with the hope that in future they will recoup their investment.

Review of Empirical Studies on the Relationship between Financial Liberalization, Stock Market Development and Economic Growth 
Looking at the evidence on the link between financial development and growth is in a way more direct way of exploring the relationship between financial liberalization, stock market development and growth. Empirical evidence in this area seem to be somewhat more conclusive and indicate strong links between the three. Bearket etal, (2005) find that stock market liberalization leads to an increase of one percentage point in average GDP growth. The study of Stulz (1999) and Mishkin (2003) also claim that financial liberalization and globalization help to discipline policymakers, who might be tempted to exploit an otherwise captive domestic capital market. Tokat (2005) evaluated the impact of financial liberalization on some macroeconomic variables in two emerging countries (Turkey and India) from the period spanning 1980 to 2003. The changing dynamics of domestic industrial production index, domestic interest rate, and trade-weighted average foreign industrial production index was analyzed by conducting Multivariate Granger-causality test. The findings suggest that there is an increased interdependency among the variables following the financial liberalization process. The study provides evidence on the increasing impact of foreign economies on both countries’ macroeconomic variables which implies that financial liberalization has been beneficial to both countries. 

Nicola and Norbert (2001) using a panel of 27 countries, analyze the effects of stock market liberalization on financial and macroeconomic development. Their findings showed that liberalization is associated with a short-term increase in real private investment growth of about 14 percentage points cumulatively in the four years following liberalization and a cumulative 4 percentage point increase in real GDP per capita growth. Growth tends to be higher if institutional reforms precede liberalization. Banam (2010) analyzed the impact of financial liberalization on economic growth in Iran through Johasen Co-integration test using time series data from 1965 to 2005 while also investigating the determinants of economic growth. The financial liberalization index was represented by the financial restraints index which includes interest rate controls, reserve requirements and directed credit multiplied by -1. The results suggest that financial liberalization has positive and statistically significant impact on economic growth measured by the gross domestic product in Iran. The findings provide support to Mckinnon (1973) and Shaw (1973), who argued that financial liberalization can promote economic growth by increasing investment and productivity. Thus, the issue of financial liberalization has remained controversial especially for the developing countries. 

Schmidt-Hebbel and Serven (2002) contend that financial liberalization is not risk-free and should be carefully implemented to attain its benefits. Faira etal, (2009) examined the relationship among capital account liberalization, economic performance and macroeconomic stability in Brazil using the VAR methodology. Two models were constructed: one with a de jure index of financial liberalization which includes GDP, Nominal Exchange Rate, Country Risk and Interest rate and another with a de facto index of financial integration including GDP, Nominal Exchange Rate, Inflation rate and Interest rate. The study database spans from 1994Q2 to 2007Q4. Their results offer no evidence that financial liberalization has generated positive effects on inflation and economic growth. Apart from raising the rate of inflation, it has an adverse effect on exchange rate. The research supports the criticism of financial liberalization that its destabilizing effects supercede its potential benefit effects. Bashar and Khan (2007) in their econometric study of Bangladesh evaluated the impact of liberalization on the country’s economic growth by analyzing quarterly data from 1974Q1-2002Q2 using Co-integration and error correction model. The variables used were per capital GDP, gross investment as a share of GDP, labour force as a share of population, secondary enrolment ratio, trade openness indicator, real rate of interest and net capital inflows. The empirical results show that coefficient of the financial liberalization policy variable (real interest rate) is negative and significant, implying that financial liberalization has had negative effect on Bangladesh’s economic growth.

 Ozdemir and Erbil (2008) empirically investigated the impact of financial liberalization on economic growth in 10 new European Union countries and Turkey between 1995 and 2007. Employing the Ordinary Least Square (OLS) method, their static robust and dynamic panel data estimates indicates clear evidence between the long-run growth and a number of financial liberalization indicators which confirms the anticipations of the ‘new growth theory’. Their findings take cognizance of financial liberalization as a policy tool because of its possibility to promote economic growth. Akpan (2004) conducted a study to theoretically and empirically explore the effect of financial liberalization in the form of an increase in real interest rates and financial deepening (M2/GDP ratio) on the rate of economic growth in Nigeria using the endogenous growth model. The study used time series annual data covering the period from 1970-2002. The Error Correction Model (ECM) was used to capture both the short and long run impact of the variables in the model. The finding shows a low coefficient of the real deposit rate which implies that interest rate liberalization alone is unlikely to expedite economic growth. Overall, the results show a positive impact on the economy of Nigeria. Okpara (2010) also investigated the effect of financial liberalization on some macroeconomic variables in Nigeria. Real GDP, financial deepening, gross national savings, foreign direct investment and inflation rate were selected and given pre/post liberalization comparative analysis using the discriminant analysis technique. The pre-liberalization period covers 1965-1986 while the post-liberalization period continued from 1987 to 2008. The findings show that the variable that impacts most on the economy owing to financial liberalization is the real GDP which recorded positively the highest contribution. This implies that financial liberalization positively increases the growth of the economy. 

Ahmed (2009) in his quest to study the effects of liberalization on stock returns volatility in Nigerian Stock Exchange (NSE) employs the autoregressive conditional heteroscedasticity (ARCH Model) developed by Engle (1982) to test for the volatility of Nigerian Stock Market while descriptive statistics was used to examine the impact of liberalization on market returns. The study indicated a high volatility, as the absolute value of the coefficient (β1) of the lagged term is statistically significant between the periods 2005-2008. The study therefore concludes that the volatility of Nigerian Stock exchange became more pronounced between   2004 and 2008. However, the market has the capacity to create wealth and provide long term capital needed for development. Owolabi and Ajayi (2012) examine the impact of capital market liberalization and trade openness in relation to the global economic meltdown on Nigeria economic growth. The study use simple linear regression and the result shows that capital market liberalization and globalization with recent global economic meltdown explain about 53 percent of economic growth in Nigeria.  Based on the review of previous studies, it is obvious that previous studies established relationship between both financial liberalization and economic growth, or between stock market development and economic growth or between financial liberalization and stock market development. Hence, there is dearth of existing known study (to the best of my knowledge) that attempt to establish a relationship among financial liberalization, economic growth and stock market development in an emerging economy as attempted by this study.

METHODOLOGY

Sampling Technique and Sample size

Basically, the geographical scope of this study cover the entire Nigeria economy  with specific emphasis on the performance of the stock market, by taking closer look at the relationship between financial liberalization, stock market development and economic growth. This study adopts a census sampling technique because we make use of longitudinal time series data which cover the entire Nigeria economy from 1981 to 2011. The secondary (time series) data collected includes Gross Domestic Product (GDP), Market Capitalization, and Capital Account Balance which is only available at national level of the economy only, hence, our sample size is the entire Nigeria economy. 

Data Collection and Analysis

The data and variables for this study (Capital Account Balance [KAB]; Gross Domestic Product [GDP]; Market Capitalization [MCAP]) were obtained mainly from secondary sources particularly from the publications of the Central Bank of Nigeria (CBN) statistical bulletins, Nigeria Stock Exchange (NSE) Fact-Books, National Bureau of Statistics and the Security and Exchange Commission (SEC) statistical bulletin. The study adopts an econometric model in determining the theoretical relationship between financial liberalization, stock market development and the growth of the Nigeria economy. The secondary data were processed using Econometrics view (E-view) for windows econometric packages. The econometric techniques employed includes: Johasen-Juselius (1992) test of Co-integration and Error Correction Mechanism (ECM) to capture the short and long run effect of the differenced variables. The ECM reveals that the changes on a variable, at times, are not only dependent on the variable, but also on its own lagged changes.  Before estimating the models, variables are subjected to some stationarity tests using unit root test since the assumptions for the classical regression model require that variables be stationary and that errors have a zero mean and finite variance. The unit root test is evaluated using the Augmented Dickey-Fuller (ADF) and the Phillip-Perron test which can be determined as: 

(Yt = b0 + (Yt-1 + (1(Tt-1 + (2(Yt-1 + … + (p(Tt-p + et……………………………… (1)

Where Yt represents time series to be tested bo is the intercept term, ( is the coefficient of interest in the unit root test, ( is the parameter of the augmented lagged first difference of Yt to represent the Pth order autoregressive process, and et is the white noise error term. 


Based on the objectives of the study, multiple regression was used for describing the impact of financial liberalization on stock market development, the impact of financial liberalization on Nigeria economy growth and the relationship between financial liberalization, stock market development and economy growth of Nigeria. The models are thus specified below: 



FINLIB = α0 + α1STMDV + α2RGDP + μ ………....(2)



STMDV = b0 + b1FINLIB + b2RGDP + μ ………... (3)



RGDP = (0 + (1KAB/GDP + (2MCAP/GDP + μ …(4)


Where:



FINLIB = Financial Liberalization => KAB/GDP



KAB = Capital Account Balance



GDP = Gross Domestic Product



STMDV = Stock Market Development => MCAP/GDP



MCAP = Market Capitalization



RGDP = Real Gross Domestic Product



α, b,  ( = parameters to be estimated



μ = error term

The study employs the error correction mechanism (ECM) because it is a dynamic system with the characteristics that the deviation of the current state from its long-run relationship will be fed into its short-run dynamics. By specifying the error correction model (ECM) from equation (2), (3) and (4), the model becomes:



∆FINLIBt = α0 + α1∑∆STMDVt-1 + α2∑∆RGDPt-1 + ∂1ECM (-1) + μ …… (5)

 

∆STMDVt = b0 + b1∑∆FINLIBt-1 + b2∑∆RGDPt-1 +∂1ECM (-1) + μ …… (6)



∆RGDPt = (0 + (1∑∆FINLIBt-1 + (2∑∆STMDVt-1 + ∂1ECM (-1) + μ….....(7)


Where: 



ECM (-1) represents error correction term.



∆ = Difference operator



∂1 = parameter to be estimated



t-1 =unknown lags to be estimated

The three models for this study were carefully chosen to capture all the objectives of the study. The major characteristics of an econometric analysis are incorporated in the model specifications in a systematic manner. The short run effects are captured through the individual coefficients of the differenced terms. That is αt, b1, and β t capture the short run impact while the coefficient of the ECM variable contains information about whether the past values of variables affect the current values of the variables under study. The size and statistical significance of the coefficient of the error correction term measures the tendency of each variable to return to the equilibrium. A significant coefficient implies that past equilibrium errors play a role in determining the current outcomes. ∂1 captures the long-run impact. The Co-integration test is based on the Johansen and Juselius (1992, 1999) co-integration approach. 

DISCUSSION OF RESULTS 
To achieve the objective of this study, empirical data were analyzed following a methodological approach that allows for short and long run relationships existing between the dependent variable and independent variables to be revealed.

Unit Root Test: In conducting this test, the Augmented Dickey-Fuller (ADF) and Philip-Perron (PP) unit root test were employed to determine the stationarity of data. Table 1 (appendix) presents the stationarity tests of the variables. All the variables under ADF were not stationary at level except Stock Market Development (STMDV), while under the PP test only Real Gross Domestic Product (RGDP) was found stationary at level. As a result of this, all the variables have to be differenced once to check their stationarity status. At first differencing, the calculated ADF and PP test statistics clearly reject the null hypothesis of unit root when compared with their corresponding critical values hence the ADF and PP tests decisively confirm the stationarity of each variable at first difference and depict the same order of integration i.e. I(1). Thus, the Johasen-Juselius cointegration approach is applied to examine the long-run relationship among variables.

Co-Integration Test: The concept of co-integration is the statistical implication of the existence of a long-run equilibrium relationship between variables. Tables 2 and 3 present the cointegration tests results which were carried out based on the Johasen-Juselius (1992) maximum likelihood framework. The aim is to establish whether long-run relationships exist among the variables of interest. The result of the trace test statistics in Table 2 indicates the presence of one cointegrating vector in our model. Similarly, the maximum Eigen value statistical test in Table 3 also suggests the evidence of the presence of one cointegrating vector in the model. The test results indicate the presence of two cointegrating equations (i.e. one for each of trace test and maximum eigen value) at 5% level of significance thereby confirming the existence of a long-run relationship among the variables. Based on this, we analyze the long-run and short-run dynamic equation as specified earlier. In line with Engle and Granger (1987) when a set of variables are of I(1) order and are also co-integrated, then the short-run analysis should incorporate error correction term (ECT) in order to model the adjustment for the deviation from its long-run equilibrium. Our model is therefore characterized by both differenced and long-run equilibrium models, which allow for the estimates of short-run dynamics and long-run equilibrium adjustment process.

Error Correction Model: The error correction model indicates the degree of adjustment in which the dependent variable adjusts to changes in the independent variables. Table 4, 5 and 6 report the error correction model (ECM) results for our three models. The results clearly shows a well-defined error correction term (ECM (-1)) with an expected negative coefficient value of -0.786 (model 1), -0.847 (model 2), and -0.656 (model 3)  which indicates that about 78.6%, 84.7% and 65.6% of the previous periods disequilibrium in Financial Liberalization (FINLIB), stock market development (DSTMDV) and  Real Gross Domestic Product (RGDP)  is corrected in the long-run. The statistical significance of the ECM coefficient at 1% in model 1 and 5% in models 2 and 3 supports our earlier assertion of co-integrated relationship among the variables. The adjusted coefficient of determination (R2) value of 0.61, 0.43 and 0.51 respectively for models 1, 2, and 3 reveals the percentage of the systematic variations in the dependent variable jointly explained by the respective explanatory variables in each model, this implies that the model performs well as it has a goodness of fit that is fair. The F-statistics value (significance level) of 5.363 (1%), 3.132 (5%), and 3.934 (5%) for model 1, 2, and 3 respectively indicates the existence of statistically significant linear relationships among the variables.


An examination of the coefficients and statistical significant of the variables analyzed for the first model as shown in Table 4 reveals that the explanatory variables have varying degree of relationship with the dependent variable. The stock market development (DSTMDV) is positively related to FINLIB with a coefficient of 1.857 which is also significant at 1% level with a t-statistic value of 3.627. Though the one period lag stock market development [DSTMDV(-1)] is positively related to FINLIB but the relationship was not significant at any level while the two period lagged STMDV(-2) has a negative relationship with FINLIB and was also not significant at any level. The long-run RGDP has a negative relationship with FINLIB with a coefficient of -3.94 which is also significant at 5% level. Despite the fact that the one and two period lagged RGDP are positively related to FINLIB with coefficients of 1.78 and 2.74 respectively they are also not significant at either 1%, 5% or 10% level which indicates that the short-run RGDP does not contribute significantly to Nigeria economy Financial Liberalization during the period under consideration. Also the short period Financial Liberalization DFINLIB(-1) and DFINLIB(-2) are both negatively related to long-run DFINLIB though the one period lag FINLIB(-1) is significant at 5% level this implies that short-run Financial Liberalization of the Nigeria government has negative impact on the long-run Financial Liberalization. However, there is a significant positive relationship between long-run Stock Market Development and long-run Financial Liberalization in Nigeria during the same period.

 
The coefficients and statistical significant of the variables analyzed for the second model (Table 5)  reveals that the long-run Financial Liberalization (FINLIB) is positively related to STMDV with a coefficient of 0.242 which is also significant at 1% level with a t-statistic value of 3.627. Though the one period lag Financial Liberalization [FINLIB(-1)] is positively related to STMDV, the relationship was not significant at any level while the two period lagged [FINLIB(-2)] also has a positive relationship with STMDV and was not also significant at any level. The long-run RGDP has a positive relationship with STMDV with a coefficient of 8.90 which is also significant at 10% level. Despite the fact that the one and two period lagged RGDP are negatively related to STMDV with coefficient of -6.08 and -6.29 respectively they are also not significant at either 1%, 5% or 10% level which indicates that the short-run RGDP contribute significantly to Nigeria economy Stock Market Development during the period under consideration. Also, the short period Stock Market Development DSTMDV(-1) and DSTMDV(-2) are both positively related to long-run DSTMDV, though the one period lag STMDV(-1) is not significant at any level, the two period lagged STMDV(-2) is significant at 5% level this implies that short-run Stock Market Development has positive impact on the long-run Stock Market Development. However, there is a significant positive relationship between long-run Financial Liberalization and long-run Stock Market Development in Nigeria during the same period.


From Table 6, the coefficients and statistical significant of the variables analyzed shows that the long-run Financial Liberalization (FINLIB) is negatively related to RGDP with a coefficient of -7616.69 which is also significant at 1% level with a t-statistic value of -2.618. Both the one period lag Financial Liberalization [FINLIB(-1)] and its two period lagged [FINLIB(-2)]  had a negative relationship with RGDP and were  also not significant at any level. The long-run STMDV has a positive relationship with RGDP with a coefficient of 13142.02 which is also significant at 10% level. Both the one and two period lagged STMDV are positively related to RGDP with coefficient of 9532.907 and 1368.107 respectively, with the two period lag STMDV significant at 1% level which indicates that the short-run STMDV contribute significantly to Nigeria economy growth during the period under consideration. Also, the short period Real Gross Domestic Period DRGDP(-1) and DRGDP(-2) are both positively related to long-run DRGDP,  the one period lag RGDP(-1) is significant at 5% level this implies that short-run Real Gross Domestic Product of Nigeria economy has positive impact on the long-run Real Gross Domestic Product. However, there is a significant positive relationship between long-run Real Gross Domestic Product and long-run Stock Market Development in Nigeria during the same period.

CONCLUSION
The main finding emerging from this study indicates that Financial Liberalization in Nigeria has been significant on its stock market development; hence, it justifies the assertion of Mckinnon (1973) and Shaw (1973) on financial liberalization which means financial liberalization in Nigeria allow foreign investors to invest in the domestic market either in form of debt or equity and also allow free inflow of capital from abroad. Stock market development also contributed positively to the economic growth of Nigeria both in the long-run and short-run. From the results one can conclude that stock market development in Nigeria is a best predictor of the Nigeria economy. It generates funds that keep the engine of the economy rolling. According to our findings, financial liberalization does not contribute meaningfully to the growth of Nigeria economy during the period under consideration.

POLICY RECOMMENDATION
In light of the findings of this study, it is imperative that some policy recommendations are to be suggested to further enhance the relationship between financial liberalization, stock market development and economic growth of Nigeria. Thus, the following recommendations were made;

(i)
Appropriate macroeconomic policy, institutional development, and structural reform must precede financial liberalization and create the stable context required for it to succeed. Strong macroeconomic policies should be pursued and considered in order to stabilize the economy before implementing financial liberalization. When the basic macroeconomic variables (inflation rate; exchange rate and interest rate) are strictly monitored and regulated by the monetary authority, implementation of financial liberalization would be easy and the multiplier effect will be the development of the financial system and the Nigerian economy as a whole.
(ii)
To promote stock market development, proper integration of the financial sector should 
be ensured by the government so that stock market can be strategically positioned and made adequately capable to intermediate funds on long term basis. This will be achieved through the introduction of innovative instruments and securities (other than the traditional equities) that will give investors varieties of investment opportunities. This will strengthened the stock market and also enhance its long term financial intermediating role in the economy.   

(iii)
There should be stringent rules that will limit or regulate the amount of capital that individuals or companies can repatriate outside the border of the country in order to 
reduce high capital flight. The Central Bank of Nigeria has significant role in this area in monitoring the Nigeria intermediary banks to ensure strict compliance on the maximum amount that can be transfered outside Nigeria through these banks and such funds transfer should pass through the CBN for authentication.

(iv)
To promote economic growth during liberalization, a conducive business environment 
should be created by government to encourage both local and foreign participation in 
investing in the stock market.

(v)
Policies and reforms that will make the stock market to be healthy should be formulated 
and implemented. The stock market should be modernized, globalized and be made efficient in other to be able to handle, accommodate and control foreign companies that will be listed on the floor of the stock market. This will attract more companies to be listed and the Nigerian stock market will be more developed and contribute to the growth of the Nigerian economy.
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APPENDIX
	Table 1: Stationarity Test of the Variables
	
	
	

	Variables
	 
	             Unit Root Tests
	Conclusion
	

	
	 
	ADF
	PP
	
	

	FINLIB
	Level
	-1.199229
	-1.199229
	I(1)
	

	
	First Diff.
	-5.46815*
	-5.591976*
	
	

	RGDP
	Level
	1.494109
	3.473533**
	I(1)
	

	
	First Diff.
	-7.358333*
	-12.95617*
	
	

	STMDV
	Level
	4.034879*
	0.054868
	I(1)
	

	
	First Diff.
	-4.770556*
	-4.744144*
	
	

	Critical Values
	1%
	-3.679322
	-3.67017
	
	

	
	5%
	-2.967767
	-2.963972
	
	

	
	10%
	-2.622989
	-2.621007
	
	

	NB: *, ** & *** represent significance at 1%, 5% and 10% level respectively

	source: Author's computation with E-view 7.0


	
	
	

	Table 2: Unrestricted Cointegration Rank Test (Trace)
	
	
	
	

	Hypothesized No. of CE(s)
	Eigenvalue
	Trace  Statistic
	0.05 Critical Value
	Prob.**

	 
	 
	 
	 
	 

	None *
	0.548445
	34.59941
	29.79707
	0.013

	At most 1
	0.314983
	13.13284
	15.49471
	0.11

	At most 2
	0.102453
	2.918433
	3.841466
	0.0876

	 Trace test indicates 1 cointegrating eqn(s) at the 0.05 level
	
	

	 * denotes rejection of the hypothesis at the 0.05 level
	
	

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


Table 3: Unrestricted Cointegration Rank Test (Maximum Eigen value)
	Hypothesized No. of CE(s)
	Eigenvalue
	Max Eigenvalue
	0.05 Critical Value
	Prob.**

	 
	 
	 
	 
	 

	None *
	0.548445
	21.46657
	21.13162
	0.0449

	At most 1
	0.314983
	10.21441
	14.2646
	0.1982

	At most 2
	0.102453
	2.918433
	3.841466
	0.0876

	 Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level
	

	 * denotes rejection of the hypothesis at the 0.05 level
	
	

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


	Table 4: Model I Longrun and Shortrun ECM Analysis 

	Dependent Variable: DFINLIB
	 
	 
	 

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	 
	 
	 
	 
	 

	C
	-0.0633
	0.291344
	-0.217279
	0.8307

	DFINLIB(-1)
	-0.58405
	0.248526
	-2.350078
	0.0319

	DFINLIB(-2)
	-0.25833
	0.234451
	-1.101864
	0.2868

	DSTMDV
	1.857368
	0.51198
	3.627815
	0.0023

	DSTMDV(-1)
	0.742926
	0.801059
	0.92743
	0.3675

	DSTMDV(-2)
	-0.00751
	0.727819
	-0.010319
	0.9919

	DRGDP
	-3.94E-05
	1.50E-05
	-2.618963
	0.0186

	DRGDP(-1)
	1.78E-05
	1.72E-05
	1.037608
	0.3149

	DRGDP(-2)
	2.74E-05
	1.66E-05
	1.64698
	0.1191

	ECM(-1)
	-7.86E-01
	2.60E-01
	-3.02492
	0.008

	 
	 
	 
	 
	 

	R-squared
	0.751051
	    Mean dependent var
	0.155652
	

	Adjusted R-squared
	0.611016
	    S.D. dependent var
	1.607869
	

	S.E. of regression
	1.002805
	    Akaike info criterion
	3.127202
	

	Sum squared resid
	16.08988
	    Schwarz criterion
	3.611085
	

	Log likelihood
	-30.6536
	    Hannan-Quinn criter.
	3.266543
	

	F-statistic
	5.363341
	    Durbin-Watson stat
	2.085168
	

	Prob(F-statistic)
	0.001802
	 
	 
	 

	Source: Authors' Computation with E-view 7.0
	
	


	Table 5: Model II Longrun and Shortrun ECM Analysis 

	Dependent Variable: DSTMDV
	 
	 
	 

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	 
	 
	 
	 
	 

	C
	0.02322
	0.105374
	0.220356
	0.8284

	DSTMDV(-1)
	0.012853
	0.29741
	0.043218
	0.9661

	DSTMDV(-2)
	0.163909
	0.060042
	2.729905
	0.0374

	DFINLIB
	0.24299
	0.06698
	3.627815
	0.0023

	DFINLIB(-1)
	0.075505
	0.102534
	0.73639
	0.4722

	DFINLIB(-2)
	0.01242
	0.087904
	0.141286
	0.8894

	DRGDP
	8.90E-01
	2.11E-01
	4.215857
	0.065

	DRGDP(-1)
	-6.08E-07
	6.41E-06
	-0.094768
	0.9257

	DRGDP(-2)
	-6.29E-06
	6.31E-06
	-0.996819
	0.3337

	ECM(-1)
	-8.47E-01
	3.45E-01
	2.457242
	0.0258

	 
	 
	 
	 
	 

	R-squared
	0.637945
	    Mean dependent var
	0.157124
	

	Adjusted R-squared
	0.434289
	    S.D. dependent var
	0.482242
	

	S.E. of regression
	0.362712
	    Akaike info criterion
	1.093308
	

	Sum squared resid
	2.10496
	    Schwarz criterion
	1.577191
	

	Log likelihood
	-4.213
	    Hannan-Quinn criter.
	1.232649
	

	F-statistic
	3.132466
	    Durbin-Watson stat
	1.990679
	

	Prob(F-statistic)
	0.022411
	 
	 
	 

	Source: Authors' Computation with E-view 7.0
	
	

	
	
	
	
	

	
	
	
	
	

	Table 6: Model III Longrun and Shortrun ECM Analysis 

	Dependent Variable: DRGDP
	 
	 
	 

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	 
	 
	 
	 
	 

	C
	4232.934
	3916.609
	1.080765
	0.2958

	DRGDP(-1)
	0.507994
	0.211276
	2.404412
	0.0287

	DRGDP(-2)
	0.375488
	0.231574
	1.621463
	0.1245

	DFINLIB
	-7616.69
	2908.285
	-2.618963
	0.0186

	DFINLIB(-1)
	-7413.85
	3553.68
	-2.086244
	0.0533

	DFINLIB(-2)
	-1296.79
	3365.839
	-0.38528
	0.7051

	DSTMDV
	13142.02
	9031.776
	1.455087
	0.165

	DSTMDV(-1)
	9532.907
	11182.92
	0.852452
	0.4065

	DSTMDV(-2)
	1368.107
	101.44
	13.48685
	0.00941

	ECM(-1)
	-0.65653
	0.141596
	-2.811722
	0.0888

	 
	 
	 
	 
	 

	R-squared
	0.688804
	    Mean dependent var
	20499.28
	

	Adjusted R-squared
	0.513757
	    S.D. dependent var
	19996.54
	

	S.E. of regression
	13943.82
	    Akaike info criterion
	22.20718
	

	Sum squared resid
	3.11E+09
	    Schwarz criterion
	22.69107
	

	Log likelihood
	-278.693
	    Hannan-Quinn criter.
	22.34652
	

	F-statistic
	3.934956
	    Durbin-Watson stat
	2.157692
	

	Prob(F-statistic)
	0.008331
	 
	 
	 

	Source: Authors' Computation with E-view 7.0
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