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Abstract 

The research focus was directed towards a deeper understanding of how capital 

market performance has impacted on capital formation and economic growth in Nigeria. The 

deregulation of the economy was the main thurst of Structural Adjustment Programme (SAP) 

introduced in 1986 during the regime of General Ibrahim Babangida (1985-1993). The 

introduction of this programme was said to be the final solution to the economy crisis which 

the country faced at that time but unfortunately the programme didn’t solve any problem, the 

economy was even more crunched. The following regime which was that of General Abacha 

suspended SAP. Next regime afterwards which was the regime of General Abubakar (1998-

1999) continued the purse of privatization on the economy with promulgating a privatization 

degree. The fight to improve Nigeria’s deregulated economy never stopped and in this paper, 

the performance of the Nigerian Capital Market in a deregulated economy is accessed. The 

study concluded that to increase the level of capital formation in Nigeria and enhance 

economic growth of the country, efforts should be made to enhance the performance of the 

capital market but how fast the market moves to assume its rightful position as a major 

channel of capital formation needed for Nigeria’ rapid economic growth will depend on how 

fast the major obstacles impending its performance are dispensed with. It recommended some 

measures to be implemented to enhance the performance of the Nigeria capital market.  

 

Introduction 

The capital market is a financial market that provides facilities for mobilizing and 

dealings in long-term funds for economic growth and development. Ajie (2002) is of the 

view, "that pivotal role of the capital market in any economy could have been dispensed with, 

if a firm or even an individual for that matter could operate in a financial vacuum". As a 

matter of fact, it is because firms for example, operate in close contacts with various financial 

intermediaries and markets that they are afforded not only the mechanism through which 

their idle funds can be invested but also one that is capable of satisfying their needs for 

additional funds. As observed by Okereke-Onyiuke (2000), raising funds from the Capital 
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Market makes possible among others, the construction of factories, offices, buildings, 

highways, bridges and the acquisition of machineries. This opportunity which the Capital 

Market offers facilitates capital mobilization and allocation among several competing 

activities. 

In theory, Capital Markets are intended to provide investors and borrowers with a 

wide range of trading and investment vehicles and to better mobilize and allocate a country's 

financial resources and support economic growth. This market brings together all the 

providers and users of capital. Buying stock allows investors to gain an equity interest in the 

company and become part owner. When investors buy bonds, they essentially loan money to 

the company or government that issued the bond and become creditors of that issuer. The 

market also provides them with new and more varied saving vehicles as alternative to bank 

deposit. For borrowers capital markets provide access to more funds for expansion which can 

help in economic growth. Levine and Zervos (1998) are of the opinion that well functioning 

capital market, along with well designed institution and regulatory system, foster economic 

growth through private initiatives. 

There is empirical evidence strongly suggesting that well functioning capital market 

promote long-run economic growth. In particular, Levine and Zervos (1998) find that 

indicators of capital market performance such as market capitalization, turnover, growth in 

the number of listed securities, and so on are correlated with economic growth and its sources 

- total factor productivity growth and capital formation. In the recent past, capital market 

performance has received increased attention among governments and development finance 

institutions, with emerging market accounting for a growing share of the worldwide boom in 

the capital markets. Countries at different levels of development are promoting the 

performance of their capital markets with the expectation that these efforts will pay off in 

terms of faster economic growth. 

According to Wilkinson (2007), "deregulation is defined as dismantling or abolition of state 

intervention in economic matters with the purpose of reducing the influence of the state in the 

economy, abolishing bureaucratic obstacles and legal regulations". 

The deregulation of the Nigerian economy started with the introduction of the 

Structural Adjustment Programme (SAP) in July 1986 and since then, conscious efforts are 

made regularly to put in place new policies and where necessary, fine tune existing ones to 

ensure rapid and sustainable economic growth of the country; emphasizes reliance on the 

country's natural resources (Nigeria, 1986). As observed by Okereke-Onyiuke (2000), 
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properly articulated and implemented, these government reforms are bound to improve the 

performance of the Nigerian capital market as a vehicle for increased capital formation 

thereby leading to rapid economic growth of the country". This improvement would help the 

capital market's ability to mobilize savings, attract new listing and liquidity through increased 

trading activities (turnover). 

Therefore, this study attempts an assessment of the performance of the Capital Market 

in the deregulated Nigerian economy. 

 

Conceptualization of Deregulation of Economy 

Deregulation of a Country’s economy could be conceptualized as privatization, 

divestiture, and marketization of the economy. In essence no government but private 

participation in the Country’s economic activities. This is kin order to ensure competitive 

economic system devoid of monopoly and allow price mechanism of demand and supply’s 

principle of economy to prevail. According to Ahmed (1993), Deregulation of an economy 

entrails according greater weight to the private sector as the prime mover of the economy’s 

opposed to the emphasis son the dominance of public sector. To achieve this objective, 

greater role are assigned to market factors as against the use of pervasive administrative 

controls. This is aimed at stabilizing and fundamentally restructuring the economy and places 

it on a durable and suitable growth path. As a major solution to the economic crisis 

experienced in Nigeria, in 1986 Structural Adjustment Programme (SAP) was introduced 

with the central aim of deregulating the economy. To Ayodele (1994), Privatization in other 

words deregulation is one essential aspect of price and market reforms which entrails both 

unshackling private sector development through removal of government restrictions on 

private economic activity and divestiture of the state assets particularly State Owned 

Enterprises (SOEs) into private hands.  

The main objectives of deregulation include: introducing a market economy; 

increasing economic efficiency; establishing democracy and guaranteeing political freedom 

and increasing government revenue (Dhaji and Milanovic, 1991). It is also assumed that 

economics based on private prosperity are better institutions for preserving individual 

freedoms than economies where the productive apparatus is socially owned (Ijhaiya, 1999). 

Moreover, for government to be effective, it has to restrict itself surely to the areas of 

governance and within that duty provide guidelines for the operation of economic activities 
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which can be performed better by private individuals. This is needed the situation under 

which deregulation of the economy is introduced in Nigeria.  

Meaning of Capital Market 

Okaro (2002) states that, “capital market is a financial market that provides facilities 

for mobilizing and dealing in long-term funds” According to Al-Faki (2006), the capital 

market is a network of specialized financial institutions, series of mechanism, processes and 

infrastructure that, in various ways facilitate the bringing together of suppliers and users of 

medium to long term capital for investment in economic developmental project”. Gbosi 

(1983) in his opinion said that, it is that part of the financial market which deals in long-term 

securities and procedures for the financing of such securities. Nigerian Business Info.com 

(2008) defined capital market as the market from which large industries and public 

enterprises attract long-term investment funds through a network of financial institutions and 

stockbrokers licensed to perform capital market functions. The instruments for such 

investments could be debt, equity or derivative. Investors who exchange their funds for debt 

instruments become creditors to the borrowers, who must in turn repay the amounts invested, 

in addition to promised interest payments, at the agreed time; while investors who buy 

equities in companies acquire ownership rights in the projects or companies. Thus by 

investing in such companies, ordinary people who otherwise would have no chance of 

executing the big projects, become part owners, and therefore are entitled to returns accruing 

from such projects. Many profitable investments require that capital be committee for a long 

period of time.  This is at variance with the natural inclination of the average investor who 

will not like to part with his saving for a long period. Therefore, by providing opportunity of 

divestment, capital markets allow savers to acquire financial assets and to sell them quickly 

and cheaply if they need their savings or wait to alter their portfolio.  Thus financial 

instruments are made less risky and mere attractive at the same time companies enjoy 

permanent access to capital raise through equity and bond issues.  

Capital market consists of a primary and secondary market. The primary market 

comprises the process of issuing new shares of stock, usually done by the issuing house, 

normally investment banks or stockbrokers acting on behalf of the companies.  Here, the 

issuing houses determine prices of the new issues.  The investment banks that may be acting 

as underwriters, evaluate the company issuing the shares, and through their methods arrive at 

a value for the company.  This is then expressed in terms of the prices of the shares, 
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depending on the number of such shares that the company wishes to issue at a particular point 

time.  

Corrado and Jordan (2002), during the primary market process, the amounts realized 

(less any commissions or fees changed by the underwriters and regulatory agencies) go to 

company that issued the shares.  Thus, it is clear that it is only in the primary market that 

government or corporations are able to raise funds for their use. 

On the other hand, the secondary market refers to the stock exchange.  It is the market 

or institution for the trading of shares that have been issued by the companies and are now 

held by investors; Nwanma (2005). In the secondary market, prices of shares are determined 

by the stockbrokers, who make offers (to sell shares) or bid (to buy shares) on behalf of their 

clients, the investors. Here investors are constantly appraising the values of companies by 

buying selling securities previous issued by these companies. Gbosi (1993), every financial 

claim whether debt or equity can only be traded on the primary market as soon as it is issued 

and before a security can be traced to the secondary market, it needs to be legally negotiable. 

The importance of the secondary market is predicated on the fact that it provides liquidity to 

securities holders enables investors to sell securities easily and quickly when desired. The 

primary market benefits from the liquidity provided by the secondary market because 

investors are more willing to buy newly issued securities if they know that they can easily sell 

the securities if their circumstances change.  The greater the liquidity securities have, the 

more willing investors are to buy securities. Liquid secondary market also provides investors 

with continuous information about the market prices of their securities.  Thus, the prices for 

new security issues in the primary market are based on the prices observed in the secondary 

market.  Therefore, the secondary market, the easier it is for firms to raise funds in the 

primary market.  

The capital market is thus one of the amazing features of capitalism, which permits 

private ownership of wealth through individual effort. By appropriately price or assessing 

risk inherent in investments, individuals are able to accumulate wealth over time through the 

optimization of returns on such investments. 

    

Historical Development of the Nigerian Capital Market 

Nigeria Business Info.Com (2008), states that before the establishment of the Lagos 

Stock Exchange in 1960, almost all formal savings and deposits went through the banking 

system while major capital balances were invested for the country of Britain on the London 
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Stock Exchange.  The Nigeria Capital Market (NCM) first came into existence in 1960 with 

the establishment of the Lagos Stock Exchange, but became operational in 1961. The 

Exchange was incorporated under the company’s ordinance as an association limited by 

guarantee. The Lagos Stock Exchange was given initial financing backing by Central Bank of 

Nigeria (CBN) in the form of annual subvention. In 1977, following the recommendation of 

the government financial system review committee of 1976 the Lagos Stock Exchange was 

renamed and reconstituted into the Nigerian Stock Exchange. Additional trading floor were 

also opened in the same year in Port Harcourt and Kaduna. 

The Nigeria Stock Exchange (NSE) is the center point of the Nigerian capital market 

while the Securities and Exchange Commission (SEC) serves as the apex regulatory body. 

The NSE provides a mechanism for mobilizing private and public savings, and makes such 

funds available for productive purposes. The exchange also provides a means for trading 

existing securities. It also encourages large-scale main exchange for relatively large 

enterprises, the second tier securities market (SSM) where listing requirement are less 

stringent for small and medium scale enterprises. Anyanwu (1993), states that to complement 

the role of the stock exchange, the federal government established some key development 

financial institution to provide specialized long-term capital for sectoral growth and 

development. This led to the creation of the Nigerian Industrial Development Bank (NDIB) 

in 1964 with the main aim of providing long term finance to the industrial sector. The NIDB 

was more or less alone in the field of development banking in Nigeria Until 1973 when the 

Nigerian Bank for Commerce and Industries (NBCI) was established. According to Gbosi 

(1983), the NBIC was established with the main task of forestalling the failure of the 

indigenization effort due to inadequate funds by way of loans to Nigerians who need long-

term instruments to enable them undertake their various commercial and industrial activities. 

Also the Nigerian Agricultural Bank was established on 24th November 1972 with the main 

objective to finance agricultural production and development. Its scope was broadened in 

1978 and it became known as the Nigeria Agricultural and Cooperative Bank (NACB). The 

government in addition to the Industrial, Agricultural and Commercial sectors also targeted 

the mortgage sector. Thus, on 20th January 1977, the Federal Mortgage Bank of Nigeria 

(FMBN) was created from the ashes of the defund Nigerian Building Society Formed in 

1956. The primary objective of the FMBN was to provide long-term credit facilities to 

mortgage institutions and directly to Nigerians for building construction as well as mobilize 

funds for mortgage development in Nigeria. Furthermore, the urban Development Bank of 
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Nigeria was incorporated in 1992 and commenced business on November 2, 1992 with the 

main objective to provid3e resources that would enhance the development and provision of 

urban infrastructure.  

Other development finance institutions established for various reasons were the 

Peoples Bank of Nigeria, established in 1989 for the purpose of extending credit to the poor 

who had little or on access to credit facilities of commercial banks; Family Economic 

Advancement Programme (FEAP) established in 1995 as part of the poverty alleviation 

programme of the federal government; and the Nigeria Education Bank (NEB) established for 

the purpose of promoting education in Nigeria. According to Ewubare (1995), in view of the 

poor performance and difficulties experienced by these institutions, they were restructured by 

the government. Thus the NIDB, NBCI and the National Economic Reconstruction Fund 

(NERFUND) were merged in 2001 to become the Bank of Industry (BOI), while the NACB, 

Peoples Bank of Nigeria and FEAP were merged to become the Nigerian Agricultural 

Cooperative and Rural Development Bank (NACRDB). The Respective capital base of these 

new development banks were also increased, a development, which was aimed at 

strengthening their abilities to participate in the market. The privatization and 

commercialization programme as embodied in Decree No 25 of 1988 with the main 

objectives of transferring commercial and industrial enterprises formerly owned and managed 

by the public sector to private sector, also helped to expand the frontiers and depth of Nigeria 

capital market. This because, the predominant method of the privatization programme was by 

public offer for sale, which relied exclusively on the stock exchange.  

Furthermore, in order to enhance the performance of the capital market, the 

government embarked on its deregulation with the 1993 federal government budget. 

The objectives of the deregulation exercise as contained in that budget were as follows: 

i. To eliminate the under pricing of securities in the market; 

ii. To achieve a more efficient organization of the securities market; 

iii. To encourage enterprises to avail themselves of the benefits of the capital market, 

expand their business and provide more opportunities for employment; 

iv. To encourage the public corporations, state and local governments to borrow from the 

capital market to finance important projects thereby subjecting them to fiscal 

discipline; 

v. To internationalize the Nigerian capital market through the abrogation of laws that 

hitherto constrained foreign participation in the market for instance, the abrogation of 
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the Exchange Control Act of 1962 and the Nigeria Enterprises Promotion Decree 

1989 and respective replacement with the foreign exchange (monitoring and 

miscellaneous provisions) Decree 17 of 1995 and the Nigeria Investment Promotion 

Commission Decree 16 of 1995 allowed foreigners to participate in the Nigerian 

Capital market but as investors and also as operations. 

The two new Decrees (16 and 17 of 1995) accorded both Nigerians and foreigners the same 

right, privileges and opportunities for investment in securities in the Nigerian Capital Market 

as the existing legal constraints to investment capital inflow into the country were removed. 

As a result of the repeal of the Exchange Controls Act of 1962 for instance, foreigners may 

now invest in the country without reference to the ministry of finance for approval status or 

approval in principal. Also payment in respect of foreign loan servicing, remittance of 

proceeds and other appropriations in the event of sale or liquidation of foreign enterprises are 

remittable without reference to the ministry of finance Alile (1996). Furthermore, the 

enactment of the securities and Investment Act of 1999 and the reforms in the corporate 

affairs commission were institutional reforms aimed at protecting long-term capital 

investments in the country. 

 

Nigeria Capital Market and Economic Development  

Economic development involves the process of integration of capital entrepreneurship 

and labour to grow the economy and raise the rate of growth to of GDP. Economic activities 

can be classified into production; consumption and exchange. Although these three are 

related, at the heart of these is finance. Production needs funding, while consumption requires 

finance for it to be effective. The long time nature of the funds required for production is 

provided by the capital market. The Nigeria economy, in recent times, has been growing but 

still far behind in terms of development. The slow pace of development is indicated by the 

rising level of unemployment, poverty and the low standard of living. However, a major 

panacea that can take Nigeria out of this predicament is promotion of a vibrant capital 

market. A virile capital market influences economic development because of the 

interrelationship between macroeconomic stability and the soundness of the financial system. 

The stability of a nation’s economy is measured by the condition of its capital market because 

the market is a major indicator of the state of health of the national economy.  

The most important function of the capital market is in its capacity to provide long-term debt 

in the form of bonds issued by the government and corporations and as well as equities. 
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Corporation while raise funds through equities or bonds do not have to lose sleep about 

maturity date particularly when the instruments are in perpetuities, and the repayment of 

funds through bonds is over a long period. Intermediation between the needs of firms and 

investors signifies the core function of capital markets. The level of national economic 

development and the extent to which most economic activities can efficiently rely on the 

capital market are major indicators of a healthy balance between a sound financial system and 

macroeconomic stability. There are empirical findings supporting the view that a well 

functioning capital market is crucial to sustainable economic growth. Atje and Jovanovic 

(1993) as cited in and Mokolu (2005) found significant correlations between economic 

growth and the value of stock market trading divided by GDP for 40 countries over the period 

1980 –1999. Levine and Zervous as cited in Babatunde and Mokolu also found that stock 

market development is positively correlated with long run economic growth by using a 

sample of 41 countries over a period 1976 – 1993. The capital market is the most credible 

source of medium and long – term financing and a base for sustainable development.   

 

Overview of the Nigerian Stock Exchange 

The NSE fact book (1992), defines a stock exchange as an organized market where 

large and small investors alike buy and sell stock of companies and governments. Okereke-

Onyiuke (2000), the Nigerian Stock Exchange is one of the institutions of the Nigerian 

capital market, which is a section of the Nigerian financial system that provides long term 

funds for the investment needs of business and governments. The NSE provides the essential 

facilities for companies and governments to raise money for business expansion and 

development projects from investors who own shares in corporations for the ultimate 

economic benefit of all Nigerians. It plays a central and indispensable role in the functioning 

of the capital market for which it has been variously described as the "hallmark" or "heart" of 

the Nigerian capital market, Okereke -Onyiuke (2000). This is because even though in its 

strict definition, the NSE is a market for trading in outstanding securities, the opportunity 

that it offers for subsequent trading in existing securities has made it a decisive factor in the 

success or otherwise of many corporate issues, and by extension, the efficiency of capital 

formation in the economy. Nigeria Business Info.Com (2004), defines the NSE as the centre 

point of the Nigerian Capital Market and provides a mechanism for mobilizing private and 

public saving, making such funds available for productive investment purposes. It also 
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provides a means for trading existing securities and encourages large, small and medium 

scale enterprises to gain access to public listing. 

The Nigerian Stock Exchange (NSE) formerly known as the Lagos Stock Exchange 

was established in 1960 but become operational in 1961 with the legal backing of the Stock 

Exchange Act of 1961. The exchange was incorporated under the companies’ ordinance as an 

association limited by guarantee and was given initial financial backing by the Central Bank 

of Nigeria (CBN) in the form of annual subvention. Okereke-Onyiuke (2000), the NSE 

evolved from the understanding that a variable capital market could be relied upon to finance 

industrial growth and government development projects. Other considerations by government 

for supporting the business community in setting up the exchange include the need to finance 

growing public sector budget deficits and deteriorating balance of payments, Both 

manifesting from the 1950s. Thus, since 1961, when the exchange opened to the public, the 

federal government has, at various times, used the facilities of the market to raise a total of 

approximately N10 billion for on lending to the regionally and, state governments for the 

financing of development projects; Okereke-Onyiuke (2000). However, with the federal 

government's approval of the recommendation of the financial system review committee, the 

state and local government can on their own, approach the capital market for the financing of 

their capital projects. State governments such as the defunct Bendel, defunct Oyo, defunct 

Kaduna, Ogun, Lagos, Edo, Cross River and Delta have at various times accessed the market 

for funds for various development projects. Also Lagos Island local government in 1992 

raised N100 million to complete a market project. 

In December 1977, following the recommendation of the financial system review 

committee in 1976, the Lagos stock exchange was renamed and reconstituted into the 

Nigerian Stock Exchange (NSE) with branches and trading floors in some major commercial 

cities, while the head office remained in Lagos. As at 31st December 2004, there were 

altogether seven branches of the NSE, each branch has a trading floor, some electronic and 

connected online to the trading engine in Lagos. The head office in Lagos was opened in 

1961; Kaduna branch in 1978, Port-Harcourt 1979, Kano 1989; Onitsha 1990, Ibadan 1990, 

Abuja 1999 and Yola 2002. The NSE presentation notes (1998) underscores that the NSE, 

which commenced operations with just 19 securities in 1961, has 264 listed securities as at 

1998. As at December 31, 2006 there were a total of 262 securities listed on the Nigeria 

Stock Exchange, made up of 11 government stock, 49 industrial loans (debenture and 

preference stocks, and 192 equities including SSM and a total market capitalization of 5.12 
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trillion. Many of the listed companies have foreign/multinational affiliations and represent a 

cross-section of the economy ranging from agriculture through manufacturing to services. 

Instruments traded on the Nigerian Stock Exchange  

The instruments traded on the Nigerian Stock Exchange were described by Dada (2003) and 

Alabede (2005) as follows:  

• Ordinary Shares -the holders of ordinary shares are real owners of the company, because 

they bear the greatest risk in the company and also benefit from its success. Ordinary shares 

represent the permanent capital of a company.  

• Preference shares – the holders of preference shares are entitled to a fixed percentage of 

dividends before ordinary shareholders are paid any dividend. A preference share’s dividend 

can only be paid if there are sufficient distributable profits available.  

• Federal Government Development Stocks – the federal government issues these 

instruments, usually annually, and it is a long-term loan, with maturity varying between 6 

and 25 years.  

• Bonds – state and local governments go to raise funds on the floor of the NSE using bonds.  

• Debenture/Loans Stocks – these are instruments used to raise corporate funds for financing 

long-term capital needs. The holders of such instruments are entitled to a fixed rate of 

interest, which must be paid whether profit is earned or not by the company. 

  

Nigerian Stock Exchange Specific Reforms  

The Nigerian Capital Market has evolved having undergone several reforms over the 

years. Before 1959, almost all formal savings and deposits in Nigeria were in the banking 

system. The country’s major capital balances were invested on the London Stock Exchange 

usually via London-based stockbrokers. The Nigerian capital market effectively came into 

being with the establishment of the Lagos Stock Exchange in 1960, which began actual 

trading in 1961. The NSE was incorporated under the Companies’ Ordinance as an 

association, limited by shares initially, but became a company limited by guarantee in 1990. 

It received initial financial support from the CBN through an annual subvention. The Lagos 

Stock Exchange’s name was changed to The NSE in 1977 following recommendations by 

the Government Financial System Review Committee of 1976. In addition to the Lagos 

bourse (by far the preponderant stage for trading activity) the NSE opened trading floors in 

Port Harcourt and Kaduna in 1980 and has since added Kano, Yola, Calabar, Ilorin, Uyo, the 

latest being the Abeokuta branch commissioned in November 2008 Some specific reforms 
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have been carried out on the NSE over the years to make the exchange more efficient. Some 

of the developments in the NSE are identified in Store (2004), Alabede (2005) and SEC 

(2005) as follows:  

• Automated Trading System (ATS) – this is one of the most outstanding innovations in the 

securities market in Nigeria. The ATS is a system of security trading arrangement whereby 

transactions are conducted through a network of computers. Before ATS was introduced, the 

call over system was used and this system made the settlement cycle on the NSE to be 21 

days. ATS was launched on the 27th of April, 1999.  

• Central Securities Clearing System (CSCS) – The NSE commissioned the CSCS in 1997 as 

a subsidiary but it came into operation on the 14th of April, 1999. According to the 

Securities and Exchange Commission (SEC, 2005), the CSCS was conceived as primarily a 

settlement arena for the achievement of the T-3 settlement cycle. The CSCS serves as an 

interface with the ATS and automatically receives data relating to trade as they take place for 

settlement.  

• On-line Trading -The NSE has been able to link some of its branches that have large daily 

transactions to the central server at the Customs House, Lagos, Abuja, Kano, Yola, and Port-

Harcourt. Branches are now fully integrated to the main trading platform. Stockbrokers 

residing in these areas do not have to be in the Lagos trading floor to trade anymore.  

• Remote Trading – As part of the reform in the NSE, in order to make it efficient, in 2004, 

the exchange introduced remote trading. Remote trading is a system where brokers trade 

from the comfort of their offices. The computers of the stockbrokers are connected to the 

main trading machines through one of the safest connection devices. This system guarantees 

safe delivery of data from the mainframe of the trading machine to the computers in the 

office of stockbrokers. The objective of this system is to eliminate the formal trading floor.  

• The Trade Alert – This was introduced in 2005 and generated a lot of controversy. This 

system was introduced as a means of protecting the securities market against ever increasing 

threats from fraudsters. The trade alert is a device which, when subscribed to by a security 

holder, will send a notice to the security holder’s mobile phone indicating elaborately all 

transactions taking place in his accounts in the CSCS. The aim of this device is o stop any 

unauthorized trade, before it takes place thereby protecting the investment.  

• E-bonus – The e-Bonus was put in place to ensure bonuses issued to an investor by 

companies are instantly credited to the investors’ accounts at the CSCS.  
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• E-IPO – This system ensures that the Initial Public Offer of listed companies are 

electronically captured on the accounts of the CSCS. After the closure of the offer and 

allotment by the company, lists of the successful investors would be forwarded to the CSCS 

for retention in the depository. This system will eliminate the long waiting period which the 

registrar hitherto took to print and distributes certificates. 

 

Performance of the Capital Market: Empirical Evidence 

In this section, we will be summarizing some empirical works that have gained insight on the 

performance of the capital market in Nigeria. 

In a presentation on the review of the performance of the Nigeria capital market 2006 

by Okereke-Onyiuke (2006), states that both the primary market and the secondary market 

recorded a significant rise in activity as a result of high lending rates in the money market, 

improved economic conditions of the nation, profit-taking and stock switching by investors. 

Activity in the market was influence by the improved awareness of the opportunities in the 

stock market, improved operating results by some quoted companies available large funds 

especially in the banking sector, the investment activities of pension funds and how interest 

rates on deposits in the market. She states that the turnover on the exchange closes the year at 

N470.25 billion, up by 79% on the N262.9 billion recorded in 2005. Average daily activity 

rose from 107.6 million shares worth N1.1 billion in 2005 to 150.9 million shares valued at 

N1.94 billion in 2006. The bulk of the transactions were in equities, which accounted for 

N468.6 billion or 99.6% of the turnover value, up from the 96% recorded in 2005. The 

Federal Government Development Stock Sector recorded a turnover of N1.6 billion, as 

against 580 million units value at N624.81 billion recorded in 5,448 deals in the over-the-

counter (OTC) market that commenced operation during the year. However, during the year 

2006, the exchange's turnover ratio rose from 12.42% in 2005 to 14.70%. The Nigeria Stock 

Exchange All-Share Index rose by 37.8% to close the year at 33,189.30. This is an improve 

performance, compared with the marginal growth of 1.01% recorded in 2005. Interestingly, 

this is the second highest growth since year 2000, only exceeded by the 64.3% recorded in 

2003. The performance of the All-Share Index indicated an improvement in prices of quoted 

stock during the year. 

 

Factors Militating Against the Performance of the Nigerian Capital Market 
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The Nigerian Capital Market is confronted with various factors that militate against 

the performance and therefore impede long-term funds flow through it. Some of these are: 

i) Poor partnership spirit of Nigerian entrepreneurs that has inhibited the development of 

public limited companies. Many Nigerian entrepreneurs prefer to keep the ownership 

of their businesses within the family. Thus, they do not actively seek quotation of the 

company at the stock market even when so many of these companies are large enough 

to meet the listing requirements of the NSE 

ii) Low public awareness of the benefits of an investment in the capital market: In spite 

of the various attempts to enlighten the average Nigerian, there is an all-pervading 

ignorance of so many Nigerian in capital market activities.  

iii) The buy and hold-tight attitude of the average Nigerian investor: This limits the 

vibrancy of the market. Since the level of development of the capital market is 

associated with the number and velocity of change in ownership of securities and 

liquidity, this attitude constraints capital market development. 

iv) Inadequate market infrastructure: This affects the activities of the market and its 

efficiency. 

v) Limited level of professionalism: In spite of the attempt by market operators and 

capital market associations to elevate the level of professionalism, available evidence 

show that most of the operators manifest very limited and low level of 

professionalism. They also manifest low level of sophistication, imagination, 

dynamism and lack of competitiveness in various aspects of capital market activities 

including investment advice. 

vi) Poor investment climate, the investment climate in Nigerian is generally very poor: 

This increases the risk of holding domestic financial assets in the capital market and 

encourages capital flight out of the country. The causal factors here are the high level 

of insecurity to lives and property, higher level of political instability, various social 

invests such as communal uprisings and the actions of tribal militias. As a result of 

these, foreign portfolio investments have not been impressive. 

Other factors are 

a) Paucity of specialized financial market instruments 

b) Pervasive poverty that has impacted adversely on the savings culture. 

c) Hostile and inconsistent macro-economic policies and regulatory environment and 

lack of transparency in economic management. 
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d) Poor perception of the Nigerian Capital Market by offshore investors in terms of 

keeping to international financial reporting standards thus constraining foreign 

portfolio inflow. 

 

CONCLUSION 

Despite the misgiving of an a negligible few who see the capital market as gambling 

casinos and elitist capitalist institutions, the role of the capital market as purveyors of cheap 

and stable sources of long term funds for needed economic growth of the country has become 

well acknowledged. 

On the strength of the information obtained from review of relevant literature, analysis of 

available data and results, concluded as follows: 

To increase capital formation in Nigeria and enhance economic growth of the country, efforts 

should be made to enhance the performance of the capital market because deregulated 

Nigerian capital market performance has both significant and positive impact on capital 

formation in Nigeria and Nigeria’s economic growth respectively. 

That through the market grew during the period reviewed, going by the size of its 

capitalization and listed securities, this performance can be said to be sub optima considering 

that yet untapped available opportunities for its growth and when compared with other 

emerging markets like South Africa and Malaysia. 

Many factors were identified as responsible for the sub optimal performance of the Nigerian 

capital market including lack of transparency in corporate governance and insecurity of lives 

and property. How fast the Nigerian capital market moves to assume its rightful position, as 

major provider of long-term finance needed for Nigeria’s rapid economic growth will depend 

or how fast the major obstacles impeding its performance are dispensed with.    Thus the need 

to strictly and conscientiously implement the recommendations above to further support the 

on going reforms in the market, which in our views are adequate to reduce the observed 

performance inhibitors and enhance the performance of the market. 

 

SUGGESTIONS FOR FURTHER STUDY 

Performance of the capital market in a deregulated economy makes an interesting 

study. Whereas the limitations imposed by data availability may not be easily surmountable, 

other short coming may be surmounted given adequate resources. A greater understanding of 

the performance of the capital market in the deregulated Nigerian economy may be achieved 
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by increasing the number of performance measures used. The present study concentrated on 

the size performance measure only. I suggest the inclusion of other measures that may give 

indications of the liquidity, efficiency and so on of the market. 
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