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Abstract

The study examines the effects of selected financial instruments on capital market development in Nigeria
from 2012 to 2022 using quarterly data. Bond and equity were used as proxies for financial instruments while
market capitalization was used as proxy for capital market development. Ex post facto research design was
adopted and ordinary least square method was used. The regression results revealed that bonds have a
significant effect on capital market development in Nigeria as well as equity. Therefore, the study concluded
that both bond and equity have significant effects on Capital development in Nigeria. Thus, it recommends
that the market should be well supervised according to international best practices to attract more foreign
investors.
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Introduction

Financial instruments are meant to reposition the market for a more effective contribution to the economy.
These instruments are provided to make the capital market more efficient and effective, to attract more
potential investors, and to make the standard of the Nigerian capital market compare with that of other rapidly
emerging economies (Kibert,2015). These are parts of the effort put in place to broaden the market and provide
investors with a wider range of products as well as keep pace with global developments. The idea behind it is
to deepen the capital market to be one of the most competitive, liquid, and biggest capital markets.

The visions were strategically mapped-out to achieve the desired objective. Size, the idea was to have a capital
market that can compete favorably and internationally with other capital markets, compared in size with our
GDP, and also help to address the need of the economy with the high value of listed companies, (Azeez, &
Obalade, 2019). The present size of the market limits its importance and its role in economic development.

Acquah-Sam, and Salami, (2014), financial instruments are contracts that can be purchased, traded, created,
modified, and even settled for. It is a contractual obligation between parties involved during a financial
transaction. These assets indicate a claim on the settlement of principal or payment of a regular amount using
interest or dividends. financial instruments enable individuals to trade within the financial markets and provide
efficient flow and transfer of capital. These assets are contractual rights to deliver or receive cash or another
type of financial instrument, or evidence of one’s ownership in some entity.

A financial instrument is a real or virtual document representing a legal agreement involving any kind of
monetary value. They can be divided according to an asset class, which depends on whether they are debt-
based or equity-based. Equity-based financial instruments represent ownership of an asset, while debt-based
financial instruments represent a loan made by an investor to the owner of the asset. Financial instruments
confer a financial obligation or right to the holder, and the contractual obligation is between involved parties
during a financial instrument transaction. Financial instruments are assets that can be traded, or they can also
be seen as packages of capital that may be traded. Most types of financial instruments provide efficient flow
and transfer of capital from one person to another (Adjekophori, & Sulaimon, 2016).
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Financial instruments act as stores of value (like money) and generate an increase in wealth that is larger than
from holding money. It can be used to transfer purchasing power into the future. Financial Instruments are
intangible assets, which are expected to provide future benefits in the form of a claim to future cash. It is a
tradable asset representing a legal agreement or a contractual right to evidence the monetary value/ownership
interest of an entity (Cherif, & Kaothar, 2010). The following hypothesis was formulated to guide the study;
Ho1: Bonds have no significant effect on capital market development in Nigeria.

Ho2: Equities have no significant effect on capital market development in Nigeria.

Literature Review

Concept of financial instruments

Financial instruments provide basic services necessary for the development of the capital market through its
various products; hence they play important roles in developed and developing economies (Azeez, & Obalade,
2019). The recent increase in the frequency of financial crises also prompted strong research interest in this
area. Several empirical studies have been conducted on financial instruments and financial system
development in developed and developing economies.

Several financial sector analyses summarized objectives of financial instruments to include: market
liberalization for the promotion of a more efficient resource allocation; expansion of savings mobilization
base, promotion of investment, and growth through the capital market. A well-developed financial system
mobilizes and pools savings, facilitates the exchange of goods and services and allows the diversification and
management of risk (Adebisi & Lawal, 2015).

These functions influence savings and investment decisions and hence capital market development. Based on
its importance in accelerating capital market development, the government of most nations tends to have a
keen interest in the performance of their capital market. The concern is for sustained confidence in the market
and a strong investors’ protection arrangement. Ibrahim, (2011) observed that besides efforts to attract foreign
capital, developing countries also tried to emulate the performance of capital markets in developed economies
by undertaking a series of products available to foster the development of domestic capital markets. The
deepening of capital markets through these methods will expand the conduits for capital flows, provide
adequate safeguards in the form of regulatory oversight over intermediary and market conduct, and the ring-
fencing of assets and liquidity obligations as necessary tools in maintaining orderly markets and investor
confidence (llaboya, & Ibrahim, 2004).

The prevailing challenges in the World financial markets; especially the capital market justify the various
forms of product innovations going on around the World (Julianto, & Syafarudin, 2019). These are important
vehicles in the pursuit of a stable and well-grounded financial system that enables the capital market and its
operators to embrace new ideas and innovations regarding the capital market. Financial instruments are
expected to build and foster a healthy and competitive financial system to support capital market development
and avoid systemic distress. The capital market plays an important role in the economy of a country and also
deserves serious attention in building it up to achieve a healthy economy (Kemboi, & Tarus, 2012).

A bond is a debt instrument issued by a corporate organization and Government to raise funds for development
(Kibert,2015). A bond is a debt obligation from a company or government to the public, just like IOU. It is
an investment in the capital market that gives the buyer periodic fixed interest (called coupons) over a given
period. Bonds are debt instruments used by entities to finance needed projects. They also come in different
variants which are based on the specification of coupon payments and maturity (Olaniyan & Ekundayo 2019).
The bond described above is an example of a plain vanilla bond and can also be described as an ordinary
annuity. Another category of bonds is exotic bonds which, have some added features. Bonds are used to
finance capital projects by issuers and can also be used as investment tools. Bonds are considered less risky
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than equities and derivative instruments; They are often used as investment vehicles by investors who are
relatively more risk-averse. Once an investor purchases a sovereign bond, he/she can be rest assured that the
principal and coupons would be paid since the issuers are unlikely to default. The Issuer pays the bond holders
periodic interest payments over the life of the bond, plus principal repayment at maturity (Eriki & Okafor,
2008).

Unlike equities which are held indefinitely and make the holders part-owner of the company, bonds have a
finite life (spanning above 1 year - up to 30 years) and make the bond holders creditors.

Bonds may be described by the jurisdiction where they are issued, the type of coupon payment, or even the
issuer.

A bond is a debt instrument requiring the issuer (also called the debtor or borrower) to repay to the lender/
investor the amount borrowed plus the interest over a specified period. A bond is normally an interest-rate-
only loan, meaning that the borrower will pay the interest every period, but none of the principal will be repaid
until the end of the loan (Nsofor, 2016).

Aremo, et al, (2021), observed that a fundamental property of a bond is that its price changes in the opposite
direction from the change in the required yield. The reason is that the price of the bond is the present value of
the cash flows. As the required yield increases, the present value of the cash flow decreases; hence the price
decreases. The opposite is true when the required yield decreases: the present value of the cash flows increases,
and therefore the price of the bond increases.

In a company form of organization, the total capital of the business is divided into smaller units known as
equity shares. When an investor subscribes to the equity share of a company, he contributes to the total capital
of the business, and becomes a shareholder. For the company, such a contribution is like a liability on which
it needs to give returns to the shareholder, (Al-Omar, & Al-Mutairi, 2008). Investors earn returns in equity
investing by way of dividends and capital appreciation. Along with monetary benefits, the holders of such
shares also get voting rights in critical matters of the company. They are treated as owners of the company
wherein the ownership is limited to the extent of the shares held by them, (Khan,2009).

A business issues share primarily when it needs funds for growth and expansion. It approaches the investors
using an Initial Public Offering (IPO). IPO is treated as a primary market wherein the equity shares of the
company are offered to the general public for subscription for the first time. Afterward, the shares get listed
on a particular stock exchange and exchange hands through frequent trading. Equity shares can be sold on a
stock exchange once there are allotted. The record of the investors is maintained at central securities
depositories. When the company needs to distribute dividends or bonus shares, it will get the shareholders’
list from these depositories and credit the dividends directly into your bank account, (Irmala et al, 2011).

Equity securities refer to the part of ownership that is held by shareholders in a company. It refers to an
investment in the company’s equity stock to becoming a shareholder of the organization. The main difference
between equity holders and debt holders is that the former does not get regular payments, but they can profit
from capital gains by selling the stocks. Also, the equity holders get ownership rights and they become one of
the owners of the company. When the company faces bankruptcy, then the equity holders can only share the
residual interest that remains after debt holders have been paid, (Khan, & Amanullah, 2012),

Companies also regularly give dividends to their shareholders as a part of earned profits coming from their
core business operations. Equity securities represent ownership claims on a company’s net assets. As an asset
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class, equity plays a fundamental role in investment analysis and portfolio management because it represents
a significant portion of many individual and institutional investment portfolios, (Khan,2009).

The capital market is a network of financial institutions and infrastructure that interact to mobilize and allocate
long-term funds to the economy (Duke & Nkamare, 2015). The capital market allows business firms and
governments to sell stocks and bonds, and to raise long-term funds from the savings of other economic agents.
The capital market is a highly specialized and organized financial market and indeed an essential agent of
economic growth because of its ability to facilitate and mobilize saving and investment. The sourcing of long-
term finance through the capital market is essential for self-sustained economic growth, which is consistent
with external adjustment and rapid economic growth (Angaye, & Bingilar 2020).

The Capital market has been one of the major means through which foreign funds are injected into most
economies and the tendency towards a global economy is more visible there than anywhere else. It is,
therefore; quite valid to state that the growth of the capital market has become one of the barometers for
measuring the overall economic growth of a nation (Kemboi & Tarus, 2012).

The capital market is the sector of the financial market where long-term instruments that take more than one
year to mature are traded. It refers to institutions and mechanisms through which funds with a term structure
of more than one year are pooled and made available to the private and public sectors (Ibrahim & Musah,
2014).

The capital market is a network of financial institutions and infrastructure that interact to mobilize and allocate
long-term funds to the economy. The market allows business firms and governments to sell stocks and bonds,
and to raise long-term funds from the savings of other economic agents. The capital market is a highly
specialized and organized financial market and indeed an essential agent of economic growth because of its
ability to facilitate and mobilize saving and investment. The sourcing of long-term finance through the capital
market is essential for self-sustained economic growth, which is consistent with external adjustment and rapid
economic growth (Mishra.,2010).

Capital markets are markets for trading long-term financial instruments, it plays an important role in the
economic development of a country. It is the link between savers and investors in an economy as they provide
an institutional mechanism for mobilizing domestic savings and efficiently channeling them into productive
investments, they lower the cost of capital to investors and accelerate the economic growth of the country
(Kemboi, & Tarus, 2012).

Empirical Review

Olaniyan and Ekundayo (2019) examined the growth effects of government bonds in an emerging capital
market. The variables for the study were the bond market, government bonds, and all share index. Utilizing
time-series data obtained from the Nigeria exchange (NGX) annual reports for the period from 2010 to 2017,
the study through the Generalised Method of Moments (GMM) regression estimator found that the value and
the number of listed government bonds’ positive and significantly affect capital market growth in Nigeria.
Furthermore, the low capitalization of government bonds negatively affects the growth of the market. The null
hypothesis of the Hansen J-statistics was accepted; implying that the Vs used in the GMM model were valid.
The study concluded that government bonds had positive and significant effects on the growth of the Nigerian
capital market, thus government bonds had made the NSE All-Share Index grow over the period under
investigation. However, the study used a GMM regression estimator, while the current study uses a multiple
regression model, the difference in methodology is the gap the current study seeks to address.
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Kibert (2015) analyzed the effect of government bonds on capital market growth in Kenya. The objective was
to establish the relationship between issuance and performance of Treasury/ Government bonds and capital
market growth in Kenya using data that spans from the year 2004 to the year 2014 and establishing through
causal study if changes in one variable cause changes in the other. The variables were government bonds,
bond yield, and economic growth. The time series data is on market capitalization, the market capitalization
of bonds, the value of bonds traded, and total new issues of bonds. Regression analysis is used to analyze the
data used in this study. The results show that the issuance of Government bonds has a positive effect on the
level of capital market growth in Kenya. The findings imply that Kenya could enhance its capital market
growth by effectively and strategically strengthening the Bonds market and the uptake of Government Bonds.
The study concludes that the supply-leading hypothesis of capital market growth prevailed in Kenya during
the period under study from 2004 to 2014. It is recommended therefore that the regulatory authority should
initiate policies that would encourage more companies to access the market and also be more proactive in their

surveillance role to check sharp practices which undermine market integrity and erode investors® confidence.

The Kenyan capital market may not present findings useful to the Nigerian capital market due to the problem
of external validity as the differences between the markets are enormous.

Nkwede et al (2016), studied the macroeconomic determinants of corporate bond market development within
the Nigerian bond market. Corporate bond market capitalization was used as the endogenous variable while
macroeconomic variables form the exogenous variables of the study. The time series data generated for 33
years (1980-2013) were analyzed using descriptive statistics, while the ordinary least square regression
techniques involving multiple regression were applied to test the level of significance of the variables. Overall,
the result reveals that fundamental macroeconomic factors such as exchange rate, savings, inflation rate,
banking sector development, interest rate, fiscal balance, bond yield, and foreign direct investment are the
main drivers of corporate bond market development in Nigeria. The results further revealed that the
macroeconomic factors have no common stimulating pattern in driving the corporate bond market for
development. Savings and exchange tend to be more significant than other macroeconomic factors within the
period under review. Thus, macroeconomic factors matter a lot in the development of corporate bonds in
Nigeria. The study established that fundamental macroeconomic factors such as savings, exchange rate,
Banking sector development, bond field, inflation rate, and interest rate among others are the determinants of
bond market development in Nigeria and as such, they matter a lot in the development of the Nigerian bond
market. Meanwhile, further research should be explored to ascertain the position of fundamental institutional
factors vis-a-vis corporate bond market development.

Omodero, and Alege (2021), investigated the Innovation of Government Bonds in the Growth of an Emerging
Capital Market. The growth of an emerging capital market is necessary and requires all available resources
and inputs from various sources to realize this objective. Several debates on government bonds’ contribution
to Nigeria’s capital market developmental growth have ensued but have not triggered comprehensive studies
in this area. The study worked to close the breach by probing the impact of government bonds on developing
the capital market in Nigeria from 2003-2019. The study employed total market capitalization as the response
variable to proxy the capital market, while various government bonds serve as the independent variables.
Multiple regression techniques were used to assess the explanatory variables’ impact on the total market
capitalization and diagnostic tests helped to guarantee the normality of the regression model’s data distribution
and appropriateness. The findings revealed that the Federal Government of Nigeria’s (FGN) bond is
statistically significant and positive in influencing Nigeria’s capital market growth. The other predictor
variables are not found significant in this study. The study recommended that the Government should improve
on the government bonds’ coupon, while still upholding the none default norm in paying interest and refunding
principal to investors when due. Another conjecture from the study is that while a majority of studies may
conclude a consistent result of a particular factor on bond, there is a possibility for other studies that found
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contradicting results. For instance, even though much previous research documents the negative association
between market uncertainty and bond correlation, some studies suggest otherwise, which necessitated a need
for further study.

Okolo et al. (2019), in their study examined the implications of equity capital financing on the corporate
financial performance of deposit money banks in Nigeria. As such, 14 banks listed on the Nigerian Stock
Exchange for a period of 11 years (2006-2016) were selected. The data used was secondary in nature and
extracted from the Annual Reports and Accounts of the various Banks. The study employed ex-post facto
research design, and Pooled Ordinary Least Square Method in the analysis. It made use of panel data structure
and the data was analyzed with the E-View package (version 13). Also, the P and T values assisted in the
analysis of both the magnitude and direction of the relationship between the independent and dependent
variables. It also revealed that both ROE AND EVA have a positive effect on the corporate financial
performance of Deposit Money Banks in Nigeria. The study concluded that Equity financing has a positive
effect on the corporate financial performance of Deposit Money Bank in Nigeria; therefore, increasing this
variable will bring a positive effect on the corporate financial performance of Deposit Money Banks in Nigeria.
It recommends that the implications of scheduling banks' capital into equity financing, short-term debt, and
long-term debt by managers should be closely supervised and monitored by both shareholders and bondholders
to avoid the company adding negative value to them who are contributors of finance. The study covered eleven
years from 2006 — 2016 creating a gap of seven years which the current study tends to cover.

Owolabi et al. (2021), empirically assessed the effect of equity financing options on the financial performance
of listed manufacturing firms in Nigeria. The study employed an explanatory research design towards
achieving the study objectives. Secondary data were obtained from purposively selected 60 out of the 70 listed
manufacturing firms. Return on assets (ROA) was used to measure performance over 10 years (i.e. 2008 to
2017) while the equity finance options used in the study are; retained earnings, ordinary share capital, and
preference shares. The study used various statistical techniques for data analysis such as diagnostic tests, and
descriptive and inferential analysis tests. Descriptive statistics used are mean, median, standard deviation,
maximum and minimum. The overall effect of all the independent variables was statistically significant in
explaining the variation in return on assets as their probability values are less than 0.05 level of significance.
The individual effect of each of the explanatory variables reveals that retained earnings and preference shares
significantly influence the performance of listed manufacturing firms in Nigeria given its probability value of
0.000 which is less than 5%. Although, the effect of ordinary share capital on the performance of listed
manufacturing firms in Nigeria was positive but statistically insignificant with a probability value of 5%. The
study thus concluded that equity financing option composition significantly affects the financial performance
of listed manufacturing firms in Nigeria. The study used the return on an asset, retained earnings, ordinary
share capital, and preference shares to measure the equity performance of the firm but did not use return on
equity and return on investment which the current study tends to use.

Tasaryova and Paksiova, (2021), investigated the impact of equity information as an important factor in
assessing Business Performance in Slovakia. The objective was to examine business performance as an
important aspect of almost all economic decisions at the microeconomic and macroeconomic levels, in the
short and long term. Information about the partners’ relationship to the business and their interest in the
evaluation of investments can be explained by various indicators. It is relevant to understand the dependencies
of the business performance and the amount of equity, while negative equity can be considered critical
information of existence. The purpose of quantitative research was to identify the relationship between
reported negative equity and the business performance in Slovakia on an exhaustive sample of financial data
of businesses with negative equity in the period 2014-2018. The business performance with negative equity
was assessed through the Altman Z-score and the INO5 index, by classifying businesses into bankruptcy,
prosperity, and gray zones. Pearson’s correlation analysis between negative equity and Altman Z- score
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performance confirms the strong direct relationship between negative equity and the bankruptcy zone, the
weaker indirect relationship between negative equity and the gray zone, and almost no dependence on negative
equity and prosperity zone. In the case of the INO5 index, a low correlation was found between negative equity
and all three zones. Although businesses with negative equity are in a bankruptcy zone, they do not have to
close automatically, but they have to improve resource management, in particular, to increase equity, for
example by making a profit and good financial management. The study used Altman Z and INO5 index which
is different from the model the current study tends to use regression model.

Kuma and Bala, (2015), examined the influence of equity formation on the financial performance of listed
Deposit Money Banks in Nigeria. The study covers the period of ten years 2005 to 2014. Data for the study
were extracted from the banks’ annual reports and accounts using 100 firm-year paneled observations.
Multiple regression was employed to test the model of the study using Ordinary Least Square (OLS). After
running for OLS a robustness test was conducted to improve the validity and reliability of statistical inferences.
The results from the analysis revealed an inverse relationship between managerial shareholding and
institutional shareholding and ROE Deposit Money Banks in Nigeria, while foreign shareholding showed a
positive significant impact on the ROE of listed Deposit Money Banks in Nigeria. In line with the foregoing
findings, the study recommended that Nigerian Deposit Money Banks should consider a higher percentage of
foreign shareholding by encouraging foreigners to invest in their firms as it was empirically observed that
increasing such improves banks’ performance. It was also recommended that listed Deposit Money Banks in
Nigeria should discourage having higher percentages of institutional shareholdings and managerial
shareholdings by the banks as it was observed from the findings of the study that increasing one of them
reduces the performance of the listed Deposit Money Banks in Nigeria. A longer duration of the study would
have captured periods of various economic significance such as booms and recessions. This may have
probably given a longer time focus hence giving a broader dimension to the problem.

Theoretical Framework

Modern Portfolio Theory

Modern portfolio theory (MPT) is a theory on how risk-averse investors can construct portfolios to
maximize expected return based on a given level of market risk. Although the benefits of diversification in
reducing risk have been appreciated since the inception of financial markets, the first mathematical model for
portfolio selection was formulated by Markowitz (1952, 1959). In 1951, Harry Markowitz ushered in the
modern era of portfolio theory by applying simple mathematical ideas to the problem of formulating optimal
investment portfolios. In the Markowitz portfolio selection model, the "return” on a portfolio is measured by
the expected value of the random portfolio return and the associated "risk™ is quantified by the variance of the
portfolio return. Markowitz showed that, given either an upper bound on the risk that the investor is willing to
take or a lower bound on the return the investor is willing to accept, the optimal portfolio can be obtained by
solving a convex quadratic programming problem.

He further, argued that single-minded pursuit of high returns constitutes a poor strategy, and suggested that
rational investors must, instead, balance their desires for high returns and low risk, as measured by variability
of returns, or take a lower bound on the return the investor is willing to accept, the optimal portfolio can be
obtained by solving a convex quadratic programming problem. This mean-variance model has had a profound
impact on the economic modeling of financial markets and the pricing of assets - the Capital Asset Pricing
Model (CAPM) developed primarily by (Litner, 1965; Mossin, 1966; Sharpe, 1964) was an immediate logical
consequence of the Markowitz theory. In the financial theory tradition, portfolios are used to achieve an
optimal mix of risk and return (Markowitz, 1952).
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Methodology

This study adopted the ex post facto research design, in which data presented and analyzed have been published
before by the original collector, the Securities and Exchange Commission. The study covered the period of
eleven (11) years, that is, 2012 to 2022 using quarterly data. The independent variables are equity shares and
bonds, while market capitalization was used as proxy for the dependent variable. That is capital market
development. The study adopted the dynamic ordinary least square(OLS) regression to estimate and analyze
the long effects of the selected financial instruments on capital market development in Nigeria because all the
variables became stationary at the first difference and were co-integrated

Model Specification

Based on the objectives of the study, the model of the study is stated as follows:

MCAP = f(BNDS, EQV,) ..ttt (1)

The econometric form of equation (1) is represented as:

MCAP; = o + B1BNDSt + B2EQVit + Mt v vvverininiiiiiieeeeeieeieeaeaae ()

Where: MCAP = Market Capitalization; BNDS= bonds; EQV = equity share value; o, =Intercept or Constant;
B = Slope of the regression line with respect to the independent variables; p=Error Term.

Result and Discussions
Table 1: Descriptive Statistics

MCAP BNDS EQV

Mean 13855190 1.6822165  8.9048607
Median 12089593 31813112 7.0892964
Maximum 27935365 1.50E+09 2.6137022
Minimum 6549842, 708161.9 4.1604825
Std. Dev. 5494304. 3.1530241  4.7958705
Skewness 1.288561 3.302490 1.944637
Kurtosis 3.749839 13.90832 7.246409
Jarque-Bera 13.20699 298.1316 60.79047
Probability 0.001356 0.000000 0.000000
Observations 44 44 44

Source: Author’s computation using E-views 12, 2023

The descriptive statistics Table 1 above, shows that Market Capitalization (MCAP) has a mean value of
13.8billion, meaning that MCAP was average at N13.8million for the period under study, while the deviation
from the mean (standard deviation) was 5494304 which indicates the variation from the data on quarterly
bases. In the same vein, the data has a median of 12089593 with skewness and kurtosis of 1.288561 and
3.749839 respectively which shows the direction of the movement of the data around the mean. The maximum
MCAP within the period of the study was N27.9 billion. This implies that the highest Market Capitalization
recorded was not more than N27.9 billion within the years and a minimum of N6.5 billion on quarterly bases.

Also, Table 1 shows that bonds have a mean value of 16 million while the deviation from the mean was 3.15,
and the maximum value within the period under study was 1.5 billion, implying that the highest level of the
bond was N1.5 billion while the minimum value of 70 million indicates the lowest level of the bond. Similarly,
it had a median of 31 million with skewness and kurtosis of 3.30249 and 13.90832 respectively.
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Furthermore, equity has a mean value of 8.9 billion which means that the average equity within the study
period was 8.9 billion while the deviation from the mean was 4.7 which accounted for the variation in each
guarter looking at a maximum of 26.1 billion and a minimum of 41 million. The median was 7 billion with
skewness and kurtosis of 1.944637 and 7.246409 respectively which indicate the direction of the movement
of the data around the mean.

Unit root test results
Table 3: Results of Unit Root Test in first-order difference

VARIABLE ADF P-value Order of Integration
MCAP -5.817621 0.0000 I(1)
BNDS -7.103654 0.0000 I(1)
EQS -7.999349 0.0000 I(1)

Source: Author’s computation using E-views 12,2023

The results of the unit root test in Table 3 above indicate that the series variables are integrated of order one |
(1) as well as stationary at first differences given their respective p-values that are all significant at 5%. In an
empirical analysis as posited by Townsend (2001) using time series data, it is very vital to establish either the
presence or otherwise of a unit root. This is so because econometrics provides that regression analysis using
time series data variables with unit root produce spurious regression results. Consequently, the result of the
unit test reveals that the data used for this study are stationary at first difference. Therefore, the study,
differentiates the data to provide for the unit root above.

Table 3: Regression Model
Ordinary Least Square method
Included observations: 43 after adjustments

Variable Coefficient ~ Std. Error  t-Statistic Prob.
C 4473393  1.111096  4.026107  0.0002
BNDS(-1) 0.105683  0.024239  4.359997  0.0001
EQV(-1) 0.127141  0.046978  2.706376  0.0004
R-squared 0.339741 Mean dependent var 7.105489
Adjusted R-squared 0.306728 S.D. dependent var 0.146668
S.E. of regression 0.122120 Akaike info criterion -1.300407
Sum squared resid 0.596534 Schwarz criterion -1.177532
Log likelihood 30.95874 Hannan-Quinn criter. -1.255094
F-statistic 10.29114 Durbin-Watson stat 0.623409
Prob(F-statistic) 0.000248

Source: E-views 12 output, 2023

From the regression result in table 3 above, bonds have significant effect on market capitalization because the
p-value is 0.0001 which is less than the 5% significant level, indicating that increase in bonds will
automatically increase market capitalization to the extent of 0.105683. Therefore, the study rejects Hos1, which
states that bonds has no significant effect on market capitalization in Nigeria. According to the result, equity
share values has significant effect on market capitalization because its p-value is 0.0004 which is less than the
5% significant level, indicating that increase in equity share value will automatically increase market
capitalization to the extent of 0.127141. Therefore, the study rejects Ho, which states that equity share values
has no significant effect on market capitalization in Nigeria.

22



AFIT Journal of Marketing Research Volume 3, No. 1 ISSN: 2756-519X Pages 14-27

The coefficient of determination (R?) is 0.339741 implying that bonds and equity share value explain variation
on market capitalization to the extent of 34%, while the remaining variation was explained by other variables
not captured in the model. The model is fit with F-statistics of 0.00024.

Residual Test
Table 4: Residual Tests

Test P-Value
Serial Correlation LM Test 0.5568
Residual Normality Test 0.7352
Heteroskedasticity Test 0.1191

Source: Author’s Computation from E-view 12, 2023.

The result as presented in the above table revealed that there was no evidence of serial correlation or
heteroskedasticity, and the data are normally distributed because they have p-values of 0.5568, 0.7352, and
0.1191 respectively were found to be greater than 0.05 level of significance.

Conclusion and Recommendations

Following the results as revealed by the cointegration and vector error correction model, the study, therefore,

concludes that the selected financial instruments ie Bond and Equity have significant effects on capital

market development in Nigeria. Therefore, the following recommendations are put forward,;

1. Firstly, the study provided statistical and empirical evidence to support that notions bonds have a
significant influence on capital market development in Nigeria. Based on this, the study recommends that
the market should be well supervised according to international best practices to attract more foreign
investors.

2. Also, the study found evidence to support the assertion that equity shares have a significant effect on the
development of the capital market in Nigeria. Based on this, the study recommends that the market should
be regulated so as to reduce market turnaround from transaction plus three days (T+ 3) to only transaction
day (T+ 0).
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Table Stocks Market Statistics
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Year- Market Capitalization BONDS EQUITY SHARES
Month (N Million) (N Thousand)
2012
Mar-12 6,549,842.10 4,438,875.87 68,339,012,379.04
Jun-12 6,895,290.00 4,740,543.52 48,091,477,120.40
Sep-12 8,282,280.00 4,989,780.00 68,486,349,437.80
Dec-12 8,974,448.52 5,091,900.00 46,538,580,015.11
2013
Mar-13 10,733,286.29 13,033,736.00 75,933,361,661.43
Jun-13 11,426,252.50 11,079,748.30 146,915,785,099.51
Sep-13 11,652,874.04 18,789,254.85 54,093,164,143.22
Dec-13 13,226,000.00 13,125,547.88 71,121,368,451.27
2014
Mar-14 12,445,691.02 41,768,684.89 83,601,221,491.89
Jun-14 14,027,706.32 7,079,780.42 112,757,062,465.74
Sep-14 13,607,402.69 708,161.87 261,370,225,528.13
Dec-14 11,477,661.17 24,923,172.71 129,038,223,939.07
2015
Mar-15 10,717,530.00 766,094.86 92,008,606,569.68
Jun-15 11,421,020.00 24,036,513.03 101,727,351,467.93
Sep-15 10,728,900.00 11,038,966.47 64,967,895,116.87
Dec-15 9,850,610.00 140,855,319.24 55,278,604,898.66
2016
Mar-16 8,704,870.00 141,852,216.51 48,158,616,400.27
Jun-16 10,165,340.00 193,399,412.30 77,922,738,151.61
Sep-16 9,733,370.00 16,385,828.22 47,385,043,310.44
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Dec-16
2017

Mar-17
Jun-17
Sep-17

Dec-17
2018

Mar-18
Jun-18
Sep-18

Dec-18
2019

Mar-19
Jun-19
Sep-19

Dec-19
2020

Mar-20
Jun-20
Sep-20

Dec-20
2021

Mar-21
Jun-21
Sep-21

Dec-21
2022

9,246,920.00

8,828,960.00

11,452,118.25

12,216,928.89

13,609,474.25

14,992,963.55

13,866,424.68

11,962,256.72

11,720,718.37

11,672,096.80

13,205,539.26

13,450,436.30

12,968,586.41

11,100,803.64

12,769,811.22

14,024,527.10

21,056,759.79

20,428,617.64

19,621,450.27

20,955,508.75

22,296,836.63

24,887,348.21

34,183,304.14

28,489,701.88

20,541,543.46

450,207,608.79

75,992,132.71

29,442,920.33

135,642,707.43

28,618,898.35

22,052,997.53

97,340,846.93

1,497,392,898.40

1,440,763,499.99

201,538,790.73

28,032,324.18

151,503,607.28

80,160,005.16

471,668,079.63

387,387,877.30

357,506,324.08

149,609,802.07
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47,941,841,900.67

142,522,587,369.25

110,139,260,695.48

64,763,900,909.07

240,399,108,593.46

136,241,288,348.63

93,893,496,482.86

65,100,382,673.44

62,930,853,426.71

56,157,044,569.96

147,481,197,136.07

56,000,644,686.76

62,720,325,302.94

120,844,755,810.73

56,890,884,960.17

65,017,498,557.57

125,440,047,212.77

110,590,714,602.54

50,370,777,609.45

59,077,058,753.33

106,547,472,549.08
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25,253,466.21
26,451,399.80
27,920,000.00 129,157,387.37 70,457,224,520.30
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