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CAPITAL MARKET AND INDUSTRIAL DEVELOPMENT IN
NIGERIA: AN EMPIRICAL INVESTIGATION (1981 - 1992)
HAMILTON O.ISU & PAUL NDUBUISI*

It is pertinent to note that much effort
has not been committed towards.using
and developing the capital market to
generate long-term capital to finance
industrial development. It could be
logically reasoned that this state of
affairs is as a result of a lack of clearcut knowledge of the contributions and
relationship of the capital market to
industrial development by both the
public and private sectors of the
economy. This paper therefore aims at
examining the contributions and the
relationship that exists between capital
market and industrial development in
Nigeria with a view toproducing a base
for increased public awareness of
capital market potentials and also
testing the statistical significance of the
study.
* Authors are lecturers in the College of Business
Administration, Abia State University, Uturu.

Introduction
Nigeria, like many less developed
countries (LDCs) has accepted
industrialisationas an inevitablepremise
for rapid economicdevelopment(Diaku,
1989:15). About 30% of her yearly
external earnings goes to service
externaldebt.As a result,therehavebeen
some reported cases of capital flight and
decline in foreign capital inflow
especially at a time when the nation's
economicrestructuringprogrammecalls
for a massive investmentin the industrial
sector. This causes shortage of funds
needed for industrial development.
Efforts at financing industrial
development (industrialisation) in
Nigeria have taken various forms. But
the results have been, painfully, below
expectations. Given this scenario, the
efficient mobilisation and allocation of
available domestic financial resources
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and the meagre foreign investment to
evolve positive changes in the structure
of our economyhave become inevitable.
This means that there is an urgent need
for a reordering of priorities with a view
to financing growth, while servicing
foreign debt.
In this era of economicrestructuring,
it is no exaggeration to say that in a
modern industrial society like ours
which recognizes the right to private
ownership of capital, the capital market
provides the right signposts that serve
as economic indicators and the means
through which needed economic
development and recovery could be
achieved. Although it is agreed that the
Nigerian capital market, like any other,
has been said to lend support by savings
mobilisationto aid capitalbroadeningfor
industries and commerce (Alile, 1993)
it still remains under-utilised and
underdeveloped. Hence the problem of
mobilisation and allocationof investible
development still remains.
The late 1970s and the early 1980s
represented the beginning of profound
economic difficulties for Nigeria as it
marked the outset of the debt crisis and
difficultiesin sourcingnew capital from
the international capital market. The
view persists that it was the less than
efficient management of Nigeria's oil
revenue during the 19708 that
exacerbated her debt problem (Isu,
1997).The abyssinto whichtheNigerian
economy has fallen can be appreciated
if we realise that the oil boom ofthe
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1970s caused fundamental changes in
the Nigerian economy not only by
launching crude oil as the most important
export of the nation, but by encouraging
the neglect of the agricultural sector as
an important contributor in both the
domestic and international market. In
1970, oil revenue brought in N509.6m
or 57.5% oftotal exports earnings, while
non-oil exports brought in N376.0m or
42.5% oftotal export earnings. By 1985,
oil revenue accounted for 97.1 % oftotal
exports while about 2.9% was attributed
to non-oil resources (Anyanwu, 1984).
Therefore, as a result of our national
economy becoming dependent on oil,
thus making the economy very sensitive
to changes in the oil market, the collapse
of the world oil market in the mid-1980s
led the economy into crisis due to a
decline in the foreign exchange receipts
and government revenue (Nwankwo,
1980). For example, crude oil exports
fell from a daily average peak of 3.2
million barrels per day in 1981 and 1982
to below 1.3 million. Crude oil export
prices rose rapidly from US $ 20.94
per barrel in 1979 to US$29 in 1983 and
dropped as low as US$14.85 in 1986.
Consequently, foreign exchange receipts
which rose from US $24.9 billion in
1980 fell to US$17.2 billion, US $12.8
billion and US$10.1 billion in 1981,
1982 and 1983 respectively
and
collapsed to only US$5.2 billion in 1986
(Oke, 1990 ). Thus, external reserves
fell sharply and foreign debt mounted
in the face of rising imports.
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Moreover, all these led to increased
governmentdeficit,economicdepression,
rising prices and unemployment .It was
in a bid to contain these that Ibrahim
Babangida-led government introduced
the Structural Adjustment Programme
(SAP) in 1986 with the aim of
restructuring and diversifying the
productive base ofthe economy, reduce
dependence on the oil sector as well as
lessen the dominance of unproductive
public sector investments and expand
the growthpotentialof the private sector.
Appreciating that industrialisation
has a role to play in achieving these
objectives, government in recent years,
particularly since the adoption of
economic reform prosramme in 1986,
has decisively emphasized industrial
development as a vehicle for rapid
economicgrowthand development.This
will not only boost employment, it will
reduce imports and facilitate growth of
the non-oil sector and enhance the
balance of payments position.

Industrial development calls for capital
investment, which cannot be realised in
a capital-scarce economy like Nigeria
without the active participation of the
private and public sectors, through the
capital market. This paper therefore, is
designed to create timely and necessary
awarenessof the inherent benefits of the
capital market in the economic
development of the country. It will also
enableinstitutionsinvolved in economic
development, policy makers and the
organised private sector to see the need
for increased development of the
Nigerian capital market to enable it
contribute to a rapid economic growth.
An assessment of the contributions
and relationship of the capital market to
industrialdevelopmentduringthisperiod
of economic downturn will enable
economic planners and scholars project
the futuretrendsin industrialfinanceand
development
during period of
.recession.

Objectives of the Study

Model Specification/Formulation

1.

To findoutthe relationshipbetween
capital market development and
industrial development in Nigeria.

2.

To examine the performance of the
capital market in the mobilisation
. of capitalforindustrialdevelopment.

3.

To suggestappropriatepoliciesand
measures which will make the
capital market more contributiveto
industrialisation efforts.

In order to achieve the above stated
objectives, a \simple linear regression
method of statistical analysis will be
used. The ordinary least square (OLS)
regression model is used as a
mathematical form of the equation. The
equation is stated thus:

Importance of the Study

Y = bo + biXi + ... + Bn Xn + Ut
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Where
Y = dependent variable
X = explanatory variable
bo = constant term
bi = parameter & coefficient of
Xi
Ut = random error term
/\

Y

/\

/\

=

bo + bi X
from 1,2,3 ..., n

= period

Y
/\
bo
/\
bi

Y estimated
= Constant term estimated
= Coefficient/parameter estimated
In this analysis,
Y = funds raised in the capital market
annually,
X = Annual contribution of
manufacturing sector to Gross
Domestic Product (GDP).
=

Table 1.1
Data Presentation / Analysis and Model Estimation: Funds Raised in the
Nigerian Capital Market (1981-1992)
Year

1981

,.....

NIDB

NBCI

(1)
N

(2)
N

44,456,300

12,700,000

NSE

(3)
N
334,906,000

Total Value

(4)

Annual
Total
Growth
Value
Rates in (4)
(5)
(6)

392,062,300

0.39

1982

54,743,300

27,200,000

215,000,000

296,943,3(10

-24.3%

0.30

1983

39,849,800

31,900,000

397,700,000

469,449,800

58.1%

0.47

1984

17,539,700

6,860,000

265,700,000

290,099,700

-38.2%

0.29

1985

22,914,200

10,000,000

318,500,000

351,414,200

21.1%

1986

81,740,300

41,400,000

495,600,000

618,440,300

76.0%

0.35
0.62

1987

I09,91 8,400

133,600,000

380,500,000

624,018,400

0.90%

0.62

1988

88,633,100

175,500,000

249,500,000

513,633,100

-17.7%

0.51

19,89

234,959,800

392,200,000

553,200,000

1,180,359,800

29.8%

1.18

1990

220,794,500

239,100,000

272,800,000

7,326,945,000

-37.9%

0.73

1991

353,899,700

472,300,000

242,100,000

1,068,299,700

45.8%

1.87

1992

1,294,333,600

777,600,000

491,700,000

2,563,633,600

140.0%

2.56

Total

2,545,177,700

2,320,060,000

4,217,206,000

Source: (1) eBN Annual Report and Statement of Account (Various Issues 1981- 1982).
(2) eBN Economic and Financial Review (Various Issues).
Note:

Values represent the amount actually disbursed not the amounts approved.
Also NIDB, NBCI and NSE represent the capital market.
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Table 1.2
Contribution of the Manufacturing Sector to Nigerian GDP at 1984 Constant Cost
(1981~1992)
Annual
Total (GDP)
N Billion
Year

Annual
Manufacturing
Contribution
toGDP
N Billion

Share
in Total

GDPof
Manufacturing

Annual
Growth
Rate (%)

1981

70.4

7.0

9.7

1982

70.2

7.9

11.3

12.9

1983

66.4

5.5

3.3

-30.4

1984

63.0

4.9

7.8

-10.4

1985

68.9

5.9

8.6

20.4

1986

71.1

5.7

8.0

-3.4

1987

70.7

6.0

8.5

5.3

1988

77.8

6.7

8.6

11.7

1989

83.15

6.8

8.1

1.5

1990

90.3

7.4

8.2

8.8

1991

94.5

8.05

8.5

8.8

1992

98.4

8.26

8.4

2.6

Total

925.2

80.11

8.66

2.3

(Average)

Source: CBN Annual Report and Statement of Account Various Issues (1981-1992)
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Table I. 3
Funds Raised in the Capital Market and GDP
of the Manufacturing Sector's Contribution to
GDP(l981-92)
Capital Market
N Billion

Year

L xy

bl

/\

/\

bo

Y
blX
0.82 - 0.39 (6.71)
1.80

/\

0.39

7.0

1982

0.30

7.9

1983

0.47

5.5

1984

0.29

4.9

1985

0.35

5.9

1986

0.62

5.7

1987

0.62

6.0

1988

0.51

6.7

1989

1.18

6.8

1990

0.73

7.8

1991

1.87

8.05

1992

2.56

8.26

== 0.39

13.8151

Manufacturing
GDP

1981

5.4054

=

/\

Y = bo

/\

+

blX

/\

Y = 1.80 +

0.39

X

This means that 1% increase or
decrease in funds raised in the capital
market will increase' or decrease the
manufacturing share to GDP by 0.39%
r

=

Correlation coefficient.
It is given by

LXY

r

~ LX2 Ly2
r:

...

Source: Extracted from Tables 1.1 and 1.2.
=

The equation becomes
/\

/\

~

5.4054
(13.851) (5.5235)-

/\

Y = bo

+ blX

5.4054

Using deviation method

8.7354

/\

bi = LX y
LX2
X

=X - X

y

=Y - Y

X = 6.71
Y = 0.82
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=

0.62

This shows that there is a positive
correlation between funds raised in the
capital market and manufacturing
contribution to Gross Domestic Product.
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The coefficient of determination (r2)
is given by
r2 == (L xy)2
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7

/\

But S (bl) < 112 (bl)
Therefore

LX2 Ly2

0.16 < 1/2 (0.39)
0.16 < 0.20
/\

(5.4054)2
(13.851) (5.5235)
_. 0.38

This means that about 38% of the
variation in Yare explained by its
relationship with X.
Standard error test for the economic
/\

parameter estimate

S(1,o)

Testing the hypothesis further using the
t test we have
/\

t*

=

bo and b 1.

LX2
(n-2) n(Lx2)

Where e = residual term
/\

Y-Y
/\

(3.41) (13.52)
(10) 12 (13.52)

S(bl)=

Reject Ho: Ift* > tt
Otherwise accept Ho and reject HI
tt = theoretical t. This decision rule is
based on the hypothesis testing which
proves significant at 95% confidence
level.

2.44

>

tt

> 0.23

/\

, I

S(bl)

0.16

Decision rule:

0.17

1\

0.39
/\

In this case t*
==

bl

/\

Le2

S(bo)

Therefore b 1 is statistically significant
at 95% confidence level

L e2

Therefore b 1 (estimate) is statistically
significant at 95% confidence level or
5% significance level.

\J (n-2) ( LX2)
, I 3.41

\j (10) (13.52)-

0.16
/\

/\

Decision Rule: if S(bo) < 112bo
Reject Ho and accept HI' otherwise accept
Ho and reject HI at 95% confidence
level.

Ho = hypothesis
HI= Alternative hypothesis

Summary of result y = f (x) Linear
relationship
Estimated function Y = -1.80 + 0.39X
Standard error of estimate
/\

S(bl) = 0.16
T - statistic value = t*
=
Coefficient of correlation (r) =
Coefficient of determination (r2)=
Confidence level = 5%
=

2.44
0.62
0.38
0.05
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Using two tail test 0.0512
N - K degrees of freedom
12-2
T (0.025), n-k

Recommendations
Observations

r.

...

0.025
=

10
2.44

and Concluding

Since this analysis shows that there is a
significant relationship between the
performance indicators of the capital
market and the industrial sector, we
logically reason that capital market
development and industrial performance
are positively related. The policy
implication of this finding is that if
growth in the capital market is
encouraged, this should lead to growth
in the manufacturing sector's contribution
to the GDP.
Since capital market development in
terms of its ability to raise funds is
positively
related
to industrial
performance,
investment
and
manufacturing output, it therefore means
that the fortune of one may affect the
other.
Factors which aid the growth and
development of the capital market, will
invariably affect or contribute to the
growth and development ofthe industrial
sector. Therefore, since the ultimate aim
of government, especially in third world
countries, is to accelerate industrial
development, much attention should also
be focused on the development of the
capital market as it serves as a catalyst
and medium for mobilisation, optimal
allocation, and utilisation of long-term
funds nationally and internationally.
JFBJ Vol. 2, No.2

Government should, as a matter of
necessity, create the necessary economic
and socio-political
environment
conducive for the operations of the
capital market.
There is a need for government to
broaden the range and improve the
efficiency of capital market institutions
by providing the needed setting for the
entry of new institutions, such as new
stock exchanges, establishment of more
unit trust companies and the expansion
of existing ones to increase the depth of
the market.
Manufacturing concerns should be
granted increased access to forei o
an
exchange and efforts should be made to
stabilise the exchange rate of the naira.
There is a need for stability in economic
policies and a virile democratic structure
and culture. Also, the heavy dependence
on imported raw materials and spare
parts
as well
as inadequate
infrastructural
facilities
must be
addressed.
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