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ABSTRACT 
This study examined the Effect of Foreign Direct Investments (FDI) on Stock Market Development 

(SMD) and Long-run Growth: Evidence from Selected Sub-Saharan Africa (SSA) Countries from 1984 to 

2015. FDI inflow should result to rise in Stock market parameters, however, result of some available 

findings show that in the long-run such propositions are not true. The objective of this study was to 

examine the Effect of FDI on SMD parameters in selected SSA Countries. The study used secondary data 

obtained from the Central Banks, Bureau of Statistics and the World Bank; The selected sample study 

were Nigeria, South Africa and Kenya and used the Cointegration Data Analysis technique, to test the 

Effect of the exogeneous variable (FDI) on the endogeneous variables (Market Capitalization, Market 

turnover, Number of listed shares, value of stock traded, All share index) at the 5% level of significance. 

The findings amongst others show that FDI had a long-run positive significant effect on stock market 

parameters in Nigeria, South Africa and Kenya; while the SSA countries’ pooled panel cointegration 

result indicates that while FDI effect for rho statistic and Philip Perron statistic were negatively 

significant, it was positively significant for Johansen Fisher statistic on the endogeneous variables. The 

study concludes that FDI affects SMD parameters in the long-run period and recommends among others 

the development of long-term FDI attracting policy plans by the governments of the Sub-Saharan African 

countries as well as appropriate enabling environment to sustain its spill-over effects. 

Keywords: Foreign Direct Investments, Stock Market Development, Long-run Growth 

 

1.0 INTRODUCTION 

Stock market is a financial institution for the issuance and sale of companies and government stocks and 

bonds and its Performance as a crucial parameter helps to assess the level and extent of economic 

development of a region. This parameter is a strong indicator of economic output and power. 

Foreign Direct Investment as a strong driver of international economic collaboration provides a source of 

long term intermediation finance on a country’s stock market for economic activities (Desai, Foley and 

Hines, 2006). According to the World Bank (2015), Foreign Direct Investment refers to an investment 

made to acquire lasting or long-term interests in enterprises operating outside of the economy of the 

investor. This kind of investment is Direct when the investor seeks to control, manage or have significant 

influence (51% or more) over the foreign enterprise. The world financial body believes that Foreign 

Direct Investment is a major source of long term external finance and is finance beyond National 

Boundaries for Developing and Emerging Countries from more developed economies of the world. The 

report further stressed that foreign direct investment and small business growth are the two critical 

elements in developing the private sector stock markets in Lower-income economies and reduce poverty. 

1.2 Statement of the Problem 

Foreign Direct Investments have been described as a cheap and sustainable source of long term finance 

for the Stock Market’s utilization to meet the long term intermediation needs of the local economy in both 
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private and public sectors to engender real sector development (Desai, Foley and Hines, 2006; World 

Bank, 2015).  

The above scenario suggests: 

1. That rise in foreign capital investment in a local economy will lead to rise in availability of long 

term development funds on the stock market, leading to increase in market capitalization;  

2. Rise in stock market liquidity and helps investors to trade in securities easily (Farole & Winkler, 

2014).  

3. The influx of capital into the stock market will also ginger the listing of more companies and 

securities on the stock exchange, creating more vibrancy and activities in the market. Increase in 

the number of companies and securities will result to greater market stability and breed 

confidence.  

4. When there is rise in available capital for long term investment, there will be improved product 

innovations and development.  

The World Bank (2015) maintained that an increase in foreign capital in the local economy should ginger 

a rise in stock market size and its development indicators. (Desai et al, 2006; Henry, 2000: Otchere et al, 

2011; and Adam and Tweneboah, 2008)  

Sulaiman and Mohammed (2014), Singh and Weisse (1998), Lamouchi and Zohari (2013),all observed a 

negative long-run relationship between FDI and stock market development; while Oke (2012) observed 

no long-run relationship; but Kohli (2003), Kaleem and Shalibaz (2009) and Chauhan (2013) observed a 

positive long-run relationship.  

It is evident from above studies that there are inconsistencies on the long-run effect of FDI on stock 

markets developments parameters 

1.3 Objective of the Study 

The specific objective of this study is to determine whether foreign direct investment exerts a long-run 

significant effect on stock market development in the Sub-Sahara African Countries. 

1.4 Research Question 

This work will be guided by this research question; 

1. Does foreign direct investment exert a long-run significant effect on Stock Market Development? 

1.5. Research Hypotheses 

This study is to be guided by the following hypotheses. 

Ho1: Foreign direct investments have no significant long-run effect on stock market development 

parameters proxy by market capitalization to Gross Domestic Product. 

1.6 Scope of the Study 

The study focused on selected Sub-Sahara African stock markets and their activities for the period (1984 

– 2015), representing a 32year period covering the aspects dealing with our data for statistical analyses. 

The data set on foreign direct investment, gross domestic products and stock market development 

indicators are drawn from their respective economic and financial environments (Osadume and Anyanwu, 

2018). The sample study markets include:  

1. Nigerian Stock Exchange (NSE), Nigeria. 

2. Johannesburg Stock Exchange (JSE), South Africa. 

3. Nairobi Stock Exchange, Kenya. 

 

2.0 Review of Related Literature 

2.1 Conceptual Issues 

2.1.1. Foreign Direct Investments 

Foreign Direct Investment (FDI) is becoming an increasingly significant catalyst for output and trade in 

developing countries of the world and its associated stock markets, in part due to a major expansion in the 

scope of global value chain (GVC) (World Bank, 2014). The World Bank report further stressed that FDI 

delivers many important contributions to economic development in terms of investment, employment and 

foreign exchange, but its spillover potential – the productivity gains resulting from the diffusion of 
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knowledge and technology from foreign investors to local firms and workers-that is perhaps its most 

valuable input to long-run growth and development. 

2.1.2        Significance of Foreign Direct Investments 

International Monetary Fund (1999), suggested the significance of Foreign Direct investments to include: 

i. Important source of private foreign finance for developing countries.  

ii. It assists to transfer production technology, skills, innovative capacity, and organizational and 

managerial practices between developed and developing economy locations. 

iii. It leads to increase in economic growth. 

iv. The FDI funds are risk free to the receiving country and enhance foreign exchange earnings and 

employment creation. 

v. Leads to growth in Human Development Index. 

 2.1.3      Stock Market Development 

Stock market is a market where buyers and sellers engage in trade of financial securities like bonds, 

stocks etc and undertaken by participants such as individuals and institutions (World Bank, 2007). The 

market channels surplus funds from savers to institutions (deficit areas) which then invest them into 

productive use. This market provides long term finance for real sector developments (Desai, Foley and 

Hines, 2006). The primary function of stock markets is to serve as a mechanism for transforming savings 

into financing for the real sector. According to El-Wassal (2013), he noted that from a theoretical 

perspective, stock markets can accelerate economic growth by mobilizing and boosting domestic savings 

and improving the quantity and quality of investment. Better savings mobilization may increase the rate 

of saving and if stock markets allocate savings to investment projects yielding higher returns, the 

increasing rate of return to savers will make savings more attractive. Consequently, more savings will be 

channeled into the corporate sector.  

Efficient stock markets make corporations compete on an equal basis for funds and help make investment 

more efficient.The commonly used measures to assess stock market development are stock market size 

and stock market liquidity indicators (El-Wassal, 2013). The knowledge of the dimensions of stock 

market development will enable appropriate policies, measures and actions to be formulated and activated 

to assist stock markets to “develop” and also to diagnosis existing weaknesses. Primarily, it is important 

to state that growth and development are not the same thing. For a stock market to grow means that it 

increases in size or liquidity. To develop implies increasing or improving a stock market’s ability to 

satisfy an economy’s needs as stipulated among the main functions of stock markets.  

2.1.4 Stock Market Development Measurement Variables 

Stock market development may be captured using the following indicators: 

i. Stock Market Size  
There are two main indicators of stock market size: market capitalization and the number of listed 

companies. 

a) Market Capitalization Ratio – This measures the value of listed shares divided by Gross Domestic 

Product (GDP). The assumption behind this variable is that capital market size is positively correlated 

with the ability to mobilize Capital (FDI, savings etc) and diversify risk on an economy-wide basis. 

Levine and Zervos (1998), found a positive and significant relationship between stock market 

development and long-run growth. 

b) The Number of Listed Shares - The number of listed shares is used as a complementary measure of 

stock market size. The main importance of this measure is that it is a proxy for the breadth of the 

stock market and is not subject to stock market fluctuations (Bekaert et al, 2001; Rajan and Zingales, 

2003; and Karolyi, 2004). Moreover, it is not tainted by possible mis-measurement of GDP, which 

often happens in many developing countries. 

i) The All Share Index – This is a series of numbers which shows the changing average value of the 

share prices of all companies in a stock exchange, and which is used as a measure of how well a 

market is performing.  

ii) Stock Market Liquidity 
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Sarr and Lybek (2002) observed that one of the most important aspects of stock market development is 

liquidity. Liquid markets offer a number of benefits: i) they render financial assets more attractive to 

investors, who can transact in them more easily. In addition, liquid markets allow investors to switch out 

of equity if they want to change the composition of their portfolio; ii) liquid markets permit financial 

institutions to accept larger asset-liability mismatches; iii) they allow companies to have permanent 

access to capital through equity issues; and iv) liquid markets allow a central bank to use indirect 

monetary instruments and generally contribute to a more stable monetary transmission mechanism. 

a) Total Value of Shares Traded Ratio (TVSTR) – This measures the total value of shares traded on the 

stock exchange divided by the Gross Domestic Product (GDP). The total value of stock traded ratio 

measures the organised trading of firm’s equity as a share of national output and therefore should 

positively correlate with liquidity on an economy-wide basis. The total value of shares traded ratio 

complements the market capitalization ratio; although a market may be large but with little trading 

(Levine and Zervos, 1998). 

b) Market Turnover Ratio (MTR) – This is the total value of shares traded divided by market 

capitalization and variable measures how liquid a market is. This ratio also complements the market 

capitalization ratio (Levine and Zervos, 1998). A large but inactive market will have a large market 

capitalization ratio but a small turnover ratio. Turnover also complements the total value of stock 

traded ratio. While, the total value traded ratio captures trading relative to the size of the economy, 

turnover measures trading relative to the size of the stock market. There is thus a positive correlation 

between capital inflow (savings, FDI etc) and market turnover or liquidity (World Bank, 2015)  

2.1.5 Foreign Direct Investment and Its Centrality in Stock Market Development 

A foreign direct investment (FDI) is a controlling ownership in a business enterprise in one country by an 

entity based in another country. Foreign direct investment is distinguished from portfolio foreign 

investment, a passive investment in the securities of another country such as public stocks and bonds, by 

the element of "control". According to the Financial Times definitions (2010),"Standard definitions of 

control use the internationally agreed 10 percent threshold of voting shares, but this is a grey area as often 

a smaller block of shares will give control in widely held companies. Moreover, control of technology, 

management, even crucial inputs can confer de facto control."  

The origin of the investment does not impact the definition as an Foreign Direct Investments: the 

investment may be made either "inorganically" by buying a company in the target country or 

"organically" by expanding operations of an existing business in that country. 

Eurostat (2015) maintained that Foreign Direct Investment (FDI) is the category of international 

investment that reflects the objective of obtaining a lasting interest by an investor in one economy in an 

enterprise resident in another economy. The lasting interest implies that a long term relationship exists 

between the investor and the enterprise, and that the investor has a significant influence on the way the 

enterprise is managed. Such an interest is formally deemed to exist when a direct investor owns 10% or 

more of the voting power on the board of directors (for an incorporated enterprise) or the equivalent (for 

an unincorporated enterprise). 

FDI may be seen as an alternative economic strategy, adopted by those enterprises that invest to establish 

a new plant/office, or alternatively, purchase existing assets of a foreign enterprise. These enterprises seek 

to complement or substitute international trade, by producing (and often selling) goods and services in 

countries other than where the enterprise was first established. 

There are two kinds of FDI: the creation of productive assets by foreigners, or the purchase of existing 

assets by foreigners (for example, through acquisitions, mergers, takeovers). FDI differs from portfolio 

investments because it is made with the purpose of having control, or an effective voice, in the 

management of the enterprise concerned and a lasting interest in the enterprise. Direct investment not 

only includes the initial acquisition of equity capital, but also subsequent capital transactions between the 

foreign investor and domestic and affiliated enterprises. 

David, P. Barri, M and Ofei, K. (2014), opined that Foreign Direct Investment (FDI) in Africa has 

reached the highest level in a decade and is set to reach an estimated USD$80b that year. With ten of the 
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world’s fifteen fastest growing economies, it is no wonder that Africa continues to attract considerable 

FDI inflows and this positive trend is expected to continue. 

 

2.2.0     Theoretical Framework  

This research work is anchored on theory of Foreign Direct Investments. 

2.2.1     Theory of Foreign Direct Investment 

Numerous theories have been developed in FDI literature. These theories have been classified as 

microeconomic theories and macroeconomic theories of FDI.  Microeconomic theories focus on the 

characteristics of a firm that influence its decision making processes. These include market imperfections, 

market power and investment location theories. Macroeconomic theories of FDI seek to investigate on a 

country’s characteristics that explain FDI inflows within and across countries. Examples include 

internalization and product cycle theories. FDI literature has also reviewed theories that focus on FDI 

motives. 

This section deals with the microeconomic theories of FDI: The Dunning’s eclectic theory. 

 2.2.2 The Eclectic Theory 

This theory was postulated by Dunning (1973) and seeks to offer a general framework for determining 

patterns of both foreign owned production undertaken by a country’s own enterprises and that of domestic 

production owned by foreign enterprises. According to Dunning (1973), there are two types of 

investments that a firm can chose to undertake. That is, Foreign Portfolio Investment (FPI) and Foreign 

Direct Investment (FDI).  FPI is defined as the passive holdings of securities and other financial assets, 

which do not entail active management or control of securities issuer. FPI is positively influenced by high 

rates of return and reduction of risk through geographical diversification.  The return of FPI is normally in 

the form of interest payments or non-voting dividends. FDI is defined as the acquisition of foreign assets 

for the purpose of control (Dunning, 1973).   

The eclectic theory is launched in three pillars of Ownership, Location and Internalisation (O+L+I). The 

three pillars are different questions that foreign investors seek to answer. The O pillar comprises of the 

ownership advantages that addresses the question why the foreign firms need to go abroad.  According to 

Dunning (1985), this question hypothesizes that foreign firms have one or more firm specific advantages 

which allows them to overcome operating costs in a foreign country. The ownership advantages include 

core competency, brand name and economies of scale amongst others.   

The L pillar addresses the question of location. According to Dunning (1985), the decision of the firm to 

move offshore is based upon the firm specific advantage in conjunction with factors in a foreign country. 

Factors such as land and labour are important in determining the location of a Multinational Enterprise 

(MNE) in order for it to make profits. Dunning (1985) further asserts that the choice of investment 

location depends on several complex calculations that include economic, social and political factors to 

determine whether investing in that country is profitable or not.    

The I pillar represents the internalisation advantages on how to go abroad. The MNE have several options 

to choose from in their entry mode in a foreign country. Choices range from the arm’s length transactions 

(market) to the hierarchy (wholly owned subsidiary). The MNE can choose internalisation if the market 

does exist or functions poorly, that is transaction costs of the external route are high.  Under the firm 

specific advantage, an MNE operating a plant in a foreign country can be faced with a number of 

additional costs in relation to their local counterparts (local competitor). These costs according to 

Dunning (1985) comprises of; Cultural, legal, institutional and language differences; Lack of knowledge 

about local market conditions; and increased expense of communicating and operating at a distance. 

The eclectic theory therefore points out that for a foreign firm to be competitive in a foreign country, it 

must have some kind of unique advantages that can help them overcome the cost associated with 

operating in the new country. These advantages are called ownership or firm specific advantages (FSAs) 

or core competencies and they help the foreign firm in generating high revenues for the same cost, or 

lower costs for the same revenues compared to domestic firms. Dunning (1997) identified three main 

types of ownership advantages for multinational enterprises. These include; Knowledge/technology 

defined to include all forms of innovative ideas. Economies of large size include economies of scale, 
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scope, learning and broader access to financial capital and diversification of assets and risks; and 

Monopolistic advantages occur in the form of privileged access to input and output markets through 

patent rights and ownership of scarce natural resources.    

Dunning (1997) reiterated that ownership advantages can change over time and varies with age and 

experience of the multinational enterprise (MNE). The firm must use some foreign factors in connection 

with its domestic Firm Specific Advantages in order to earn full rent on the FSAs. The locational 

advantages of various countries are keys in determining which country will play host to the MNE.  

2.2.4 Impact of Foreign Direct Investment Theories on Financial Market Development 

According to Dunning (1994), in theory, the impact of host country can be realised in two ways. Firstly, 

FDI may affect the supply of productive resources including financial capital, equipment and machinery, 

technology, management expertise and labour training. Secondly, it can influence the aggregate demand 

of the host country through initial investment demand and subsequent input demand. 

The classical and neo-classical economic theories both explained economic growth and development in 

terms of the stock of productive resources available for an economy and the utilization of these resources. 

According to Ricardo’s classical theory of growth, an increase in capital and labour would result in 

growth of output. In the Harrod-Domar Model of growth, the change in capital stock and incremental 

capital-output ration (ICOR) determine the growth of national income. For a given ICOR, an increase in 

investment will lead to an increase in income (output). Accordingly, for a given amount of capital, the 

income is determined by marginal capital productivity (inverse of ICOR). 

Development economist have argued that in the contest of developing countries that economic 

development is restrained by the shortage of capital, technology, skilled labour, management expertise 

and foreign exchange. The shortage of these resources causes bottlenecks in economic development of the 

economies in the developing countries and removing these bottlenecks, it is argued, is the key for these 

countries to achieve economic growth. Based on the above, Chan and Todaro (2006 ), proposed that FDI 

might positively affect the economic growth of developing countries through; i) FDI, as a type of foreign 

capital inflow, represents an addition to the domestic savings of the host country, leading to increased 

financial resources available for domestic investment in host country. Moreover, FDI may bring advanced 

equipment and machinery to the developing host country to finance the importation of capital goods that 

cannot be produced locally, thus contributing to capital formation. 

Nevertheless, FDI may displace indigenous investments in the host country. If FDI is financed from the 

local financial market and results in higher interest rate, it may crowd out domestic investment. Through 

the forward linkage effect, foreign-invested enterprises (FIEs) supply equipment, machinery and other 

intermediate products to domestic firms. As the availability of these inputs increases, the production of 

domestic firms can be stimulated.  

Similarly, economic growth in a country depends not only on its productive capacity, but also on the 

extent to which that productive capacity is actually utilised, together with the strength of demand. Thus, 

an increase in any component of aggregate demand will lead to a rise of the GDP and income level. FDI 

will contribute to economic growth of the host country through positively affecting aggregate demand. In 

the capital market, increase in capital inflow will stimulate a corresponding increase in market 

capitalization, market turnover or liquidity, value of stock traded, more companies getting listed to raise 

equity, and growth in the All Share index. These combined will boost the development of the stock 

market, indicating a positive correlation of FDI injection for the developing countries (World Bank, 2015; 

Levine and Zervos, 1998). 

 

2.3.0     Empirical Studies  

A study of this nature will be incomplete if we do not investigate through diagnostic testing whether there 

exists a Long-run equilibrium effectof FDI on Stock Market Development indicators, as there appears to 

be huge disagreement on its existence or nature. For example; 

Nyong (1997), investigated the link between long-term economic development and Nigerian stock market 

development using time series data drawn from 1970 to 1994. A composite stock market development 
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index was computed and the result showed a negative and significant long-run relationship between stock 

market development indicators and economic growth. 

Levine and Zervos (1998) investigated the effect of FDI on stock market Development and found that 

there was a positively significant long-run effect of capital market development indicators on FDI; 

Osinubi (2002), examined whether the stock market promotes economic growth in Nigeria. The study 

used the ordinary least square regression and cointegration technique from 1980 to 2000. The researchers 

used production function approach to develop the model. The variables in the model include capital 

market index, comprising of market capitalization ratio, new issue and value of transaction ratio and the 

result of the study showed a positive and insignificant correlation between the measures of capital market 

and long-term economic growth. 

Oke and Makuolu (2004), used annual data from 1986 to 2002 to investigate the degree of correlation 

between stock market development and economic growth in Nigeria. The stock market turnover and the 

total value of traded stock were used as a measure of the stock market. Their findings indicates the 

existence of a positive and significant relationship between the dependent and independent variables in 

both short and long term periods. 

Adam and Tweneboah (2009) admits that they found a significant positive long-run relationship between 

FDI and FMD in the Ghana stock market but Oke (2012), concluded that there was no long-run 

relationship between FDI and FMD in their study of the impact of FDI on financial market development. 

Also, Lamouchi and Zouari (2013) discovered a Negative long-run relationship to support the findings of 

Singh and Weisse (1998) of a Negative long-run relationship but Kaleem and Shahbaz (2009) and 

Sulaiman and Mohammed (2014) both observed a positive long-run relationship between FDI and FMD. 

The principal variable used for this cointegration tests was market Capitalization (Adam and Tweneboah, 

2009). 

Okodua and Ewetan (2013), examine the relationship between stock market performance and sustainable 

economic growth in Nigeria. They applied bound testing co-integration approach from 1981 to 2011. The 

variables used were gross domestic product, market capitalization, value of traded securities, average 

dividend yield, interest rate and financial depth. The result showed that there exists a significant long-run 

relationship between the dependent and independent variables. 

Ifionu and Omojefe (2013), in their study of the relationship between capital market and economic growth 

in Nigerian economy over a 26 year period from 1985 – 2010, discovered that market capitalization had a 

positive significant long-run relationship with economic growth (GDP). The study concluded that there is 

a strong positive correlation between economic growth (Independent variable) and market capitalization 

(dependent variable) and that policy makers should focus on policies that will strengthen the depth and 

breadth of the Nigerian capital market. 

A study conducted by Oke (2013) from 1985 to 2011 showed a positive significant relationship between 

the operation of capital market and economic growth. While the market capitalization and number of 

dealing showed a negative relationship with economic growth. The All-Share index showed a positive 

impact on the long-term economic growth. 

Shaibu, Osemwengie and Oseme (2014), studied the effect of capital market activities on economic 

growth (GDP) in Nigeria from 1975 to 2010 using Var methodology. The study revealed that there exists 

a positive significant long term relationship between capital market indicators and economic growth in 

Nigeria.  

Adaramola and Obisesan (2015) studied the impact of FDI on Nigerian capital market from 1970 to 2010 

using the Ordinary least square regression method and the Co-integration tests. The study employed 

market capitalization as the dependent variable while FDI and GDP were the independent variables and 

the result showed a positive and significant relationship in the short run between the variables and No 

long-run relationship. 

From the above  literatures consulted, it was evident that most studies dwelt on the impact of capital 

inflows (with particular focus on foreign direct investment) on stock market development (with particular 

reference to market capitalization) while only a few examine the role of stock market development in 

attracting capital inflows. Furthermore, previous studies paid little attention to other types of capital 
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inflows (such as foreign portfolio investment) and to other measures of stock market development (such 

as turnover ratio and value traded ratio)which measure the liquidity of the stock market (Levine and 

Zevros, 1998) and none paid attention to the All Share Index as a development measurement indicator. 

Empirical literature on the effect of foreign direct investment on stock market development done by 

Adams, Anokye et al (2008), Sulaiman and Mohammed (2014), Adaramola and Obisesan (2015), 

Soumare and Tchana (2015), and Nwosa (2015) provides an empirical framework adopted in this study. 

 

3.0 RESEARCH METHODOLOGY 

3.1Research Design 

The study adopts the ex post facto research method which is a very common and ideal method in 

conducting research in business and social sciences. It is mostly used where variables are drawn from 

already concluded events and there is no possibility of data manipulation. 

 3.2 Sources and Nature of Data 

The data for this work are secondary data drawn from the World Bank statistical data bank, International 

Monetary Fund (IMF), the data base of the National Bureau of Statistics of the various study country, the 

statistical bulletin of the Central Bank of Nigeria, statistical bulletin of the Central Bank of South Africa 

and the Central Bank of Kenya for the range of years under study. 

3.3 Descriptions of Variables, Sample Size and Areas of Study 

This study focuses on selected economies in the Sub-Saharan Africa namely: Nigeria, South Africa and 

Kenya; our choice of three (3) countries sample is based on the submission of Patton (2002) that 

purposeful sampling may be selected for information-rich cases and need for most effective use of limited 

resources by the researcher(s); thus, this research work randomly chose the countries of study based on 

their large Gross Domestic Product, size and extent of stock market capitalization in Sub-Saharan Africa. 

 

The study employed as its dependent variables: the stock market capitalization, Number of listed stocks, 

Market Turnover ratio to GDP, Value of stocks traded and the All Share index of all listed companies in 

the Nigeria Stock Market, Johannesburg Stock Market and the Nairobi Stock Market while the 

independent variable was foreign direct investment and gross domestic product presence was to moderate 

our output. The sample period covered by the study was from1984 to 2015 representing a 32 year period 

covering the aspects dealing with our data for statistical analyses. The choice of 1984 is due to the fact 

that detailed computations of data for most sub-Saharan African countries date back to 1984. The choice 

of 2015 as the upper limit is to ensure currency of data to be used.  

 

3.4 Model Specification and Description of Variables 

This research work adopts the model of Adam and Tweneboah (2008), Desai, Foley and Hines (2006), 

Issourma and Tchana (2015) and Levine an Zervos (1998) with slight modifications (for example; 

removal of non-variable of interests such as Inflation rate, Treasury bills and Exchange rates etc and 

inclusion of stock market development variables only). The researchers expressed stock market 

development indicators as a function of FDI with GDP acting as a moderating variable (to help moderate 

the output from this study in line with parameter ratios used). 

These models were transformed to log-linear econometric format to obtain the coefficient of the elasticity 

of the variables, while reducing the effect of any outlinear variable. In the log-linear regression, the 

coefficients are easy to interpreted as the problems of different units have been solved and the 

interpretation becomes easy in elasticity terms. Findings with log linear modeling specification are 

sensitive to functional form (Kalim, 2009) while Layson (1984) argued that log linear is superior to linear 

form and gives more favourable results. 

Thus; 
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log MCRt =  ∑α1logFDIt    + ∑α2logGDP1-t   +  ∑logMCR1-t +Ut   ………3.11 

 

3.4.1 Apriori Expectation 

The apriori expectations adopted the World Bank findings (2007 and 2015), Adam and Tweneboah 

(2008), Desai, Foley and Hines (2006), Issourma and Tchana (2015), Levine and Zervos (1998); which all 

stated a positive significant relationships between the stock market development parameter indicators and 

the Foreign direct investments. 

Under this model testings, we limited the cointegration testing to stock market capitalization being the 

major variable of study and apriori reasoning that the volume of stock traded will flow in the same 

direction as market capitalization (Levine and Zervos, 1998; Adam and Tweneboah, 2008; Adaramola 

and Obisesan 2015).  

 

3.5   Estimation of the Model 

LogMCRit=αi + β1ilogFDIRit+β2ilogGDPit+β3ilogASIit+β4ilogVSTRit +β5ilogTUNRit + β6ilogNLSit + uit 

Where: MCR = Market Capitalization ratio to GDP and is the total market value of the sharesoutstanding 

of a publicly traded company to the gross domestic product. (Adam-Anokye et al, 2008; Karim, 2009) 

VSTR = Value of Securities traded and is the ratio of   total value of stocks traded within the period to its 

corresponding gross domestic product for same period (Otchere et al, 2011) 

TUNR= Turnover Ratio and Turnover ratio is the total value of shares traded during the period divided 

by the average market capitalization for the period (Otchere et al, 2011) 

NLS = Number of Listed Shares and These are incorporated companies listed on the country’s stock 

exchanges at the end of the year. (Allen et al, 2010) 

ASI=  All Share Index  is a series of numbers which show the changing average value of the share prices 

of all companies in a stock exchange, and which is used as a measure of how well a market is performing. 

(Roza et al., 2012) 

FDIR = Foreign Direct Investments and refers to the volume of foreign capitals inflowed into a domestic 

company by foreign investors and institutions for investment activities to ratio of GDP.(Otchere et al, 

2011). 

GDP = Gross Domestic Products and it refers to the level of economic and financial activities or 

transactions brought into an economy through the activites of the stock market and domestic foreign 

investments (Desai et al., 2006). 

α0 = Intercept term; β = Vector of parameters to be estimated on the explanatory variables 

Ѡ = Composite error term;   µ  =error term 

€I =  New cross-sectional error term;  Vit  = Individual observation error term 

It  =Panel data variables 

 

4.0 PRESENTATION AND ANALYSIS OF DATA 

This section presents the datasets collected and collated from the World Bank statistical database, 

International Monetary Fund (IMF), National Bureau of Statistics and the statistical bulletins of Central 

banks of Nigeria, South Africa and Kenya for the periods under study (1984-2015). 

The datasets are presented in tabular forms for the purposes of clarity. In addition, the results of various 

econometric and statistical methods of estimations adopted in line with the objectives and aforementioned 

methodology of this work are also contained in this chapter. The tests of the formulated equations and 

hypotheses are also presented with conclusions drawn against the backdrop of the formulated models and 

apriori expectations. The various diagnostic, standard and validity tests conducted are shown with the 

main aim of vouching for the reliability of the used datasets and estimated models. 

 

4.1 Data  Analysis 

4.2.1– Descriptive Statistics and Test for Normality  

The descriptive statistics will be done using the Jarque-Bera Normality test, which requires that for a 

series to be normally distributed; the histogram should be bell-shaped and the Jarque-Bera statistics 
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would not be significant. This implies that the p-value given at the bottom of the normality test table 

should be greater than the chosen level of significance to accept the Null hypothesis, that the series is 

Normally distributed (Brooks, 2014). 
Table 1 - Descriptive Statistics for Nigeria Data  

 ASI FDIR GDP MCR NLS TUNR VSTR 

 Mean  14200.08  2.882500  2.440625  61.93125  172.1875  6.982813  7.817500 

 Median  7551.550  2.420000  3.450000  19.41500  187.0000  4.695000  2.840000 

 Maximum  57990.20  6.880000  9.600000  266.8700  215.0000  34.79000  47.77000 

 Minimum  100.0000  0.820000 -13.30000  8.730000  92.00000  1.020000  0.240000 

 Std. Dev.  14864.55  1.595522  4.872693  84.37183  40.12275  6.678474  9.951143 

 Skewness  0.994003  1.002600 -1.677224  1.624464 -0.955759  2.534730  2.195803 

 Kurtosis  3.431440  3.315121  6.231248  4.046315  2.467408  10.73464  9.120387 

 Jarque-Bera  5.517741  5.493500  28.92439  15.53375  5.250069  114.0321  75.66046 

 Probability  0.063363  0.064136  0.000001  0.000424  0.072437  0.000000  0.000000 

 Sum  454402.6  92.24000  78.10000  1981.800  5510.000  223.4500  250.1600 

 Sum Sq. Dev.  6.85E+09  78.91640  736.0372  220676.8  49904.88  1382.662  3069.783 

 Observations  32  32  32  32  32  32  32 

 

The descriptive statistics in Table 1 shows the basic aggregative averages like mean, median and mode for 

all the observations. The spread and variations in the series are also indicated using the standard deviation. 

Significantly, kurtosis which shows the degree of peakedness is also shown together with the skewness 

which is a reflection of the degree of or departure from symmetry of the given series. With all the variables 

showing an average kurtosis≥ 3, there is evidence that they are all platykurtic with about half of the 

variables showing Jarque-Bera statistics of p-values in below the 5% level of significance, indicates a 

normal distribution. 
Table 2 – Descriptive Statistics for South Africa Data 

 ASI FDIR GDP MCR NLS TUNR VSTR 

 Mean  13658.34  1.826250  0.831250  173.9528  506.7188  18.60355  35.41094 

 Median  5850.340  1.250000  1.100000  162.6500  490.0000  20.30000  32.85000 

 Maximum  50693.76  8.430000  6.100000  276.6000  754.0000  42.00000  86.10000 

 Minimum  570.6500 -0.070000 -3.900000  62.68000  316.0000  3.430000  2.150000 

 Std. Dev.  15565.85  1.911189  2.355972  57.09750  151.4115  11.71095  27.38420 

 Skewness  1.219764  1.645728 -0.179879  0.252675  0.193447 -0.005272  0.251544 

 Kurtosis  3.172671  5.829387  2.482714  2.222119  1.516964  1.674397  1.602591 

 Jarque-Bera  7.974816  25.11882  0.529347  1.147303  3.132111  2.269890  2.941131 

 Probability  0.018548  0.000004  0.767456  0.563464  0.208867  0.321440  0.229796 

 Sum  437066.7  58.44000  26.60000  5566.490  16215.00  576.7100  1133.150 

 Sum Sq. Dev.  7.51E+09  113.2319  172.0688  101063.8  710688.5  4114.389  23246.72 

 Observations  32  32  32  32  32  31  32 

 

The descriptive statistics for South Africa indicates that 43% of the variables show an average kurtosis ≥ 3, 

indicating a platykurtic characteristics while the rest 57% are below 3, showing a leptokurtic 

characteristics. The variables that show Jarque-Bera statistics of p-values in excess of the 5% level of 

significance, indicating an outlinear in distribution will be corrected through either data differencing, log 

transformation or addition of dummy variables or even dropping of variables in the models to improve our 

R
2
; while ASI and FDIR are normally distributed. 
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Table 3: Descriptive Statistics for Kenya Data 

 MCR FDIR GDP NLS TUNR VSTR ASI 

 Mean  18.57774  0.542903  0.567742  46.51613  4.381935  1.620000  2703.160 

 Median  14.94000  0.290000  0.900000  55.00000  3.200000  0.860000  2953.600 

 Maximum  44.06000  2.530000  4.200000  65.00000  12.00000  5.280000  5646.000 

 Minimum  0.650000  0.010000 -4.600000  19.00000  0.810000  0.290000  386.5500 

 Std. Dev.  14.23592  0.685046  2.338146  14.21237  3.462825  1.446773  1637.363 

 Skewness  0.294407  1.926196 -0.473115 -0.646993  0.584316  1.223863  0.123424 

 Kurtosis  1.836046  5.531085  2.471028  1.967694  1.967481  3.258845  1.781445 

 Jarque-Bera  2.197761  27.44445  1.517921  3.539241  3.141072  7.825392  1.996671 

 Probability  0.333244  0.000001  0.468153  0.170398  0.207934  0.019987  0.368492 

 Sum  575.9100  16.83000  17.60000  1442.000  135.8400  50.22000  83797.96 

 Sum Sq. Dev.  6079.847  14.07864  164.0077  6059.742  359.7347  62.79460  80428743 

 Observations  31  31  31  31  31  31  31 

 

The descriptive statistics for Kenya in table 3, reveals the skewness as a swing between positive and 

negative signs and the Kurtosis between leptokurtic (MCR, NLS, TUNR and ASI) and platykurtic (FDIR, 

GDP and VSTR). The Jarque-Bera statistics p-values for most of the data are insignificant being above 

the 5% threshold, indicating an outlinear in the data distribution. This observed outlinear will be corrected 

either through data differencing, log transformation or addition of dummy variables or even dropping of 

variables in the models to improve our R
2
. The testing of single dependent variable against single 

independent variable will greatly assist to cure this defect. 

 
TABLE 4 -PANEL DESCRIPTIVE STATISTICS 

 FDIR GDP MCR NLS TUNR VSTR ASI 

 Mean  1.755319  1.342553  85.09053  239.6277  9.957447  15.19128  10343.85 

 Median  1.250000  1.500000  33.75500  187.0000  5.620000  3.940000  4033.625 

 Maximum  8.430000  9.600000  276.6000  754.0000  42.00000  86.10000  57990.20 

 Minimum -0.070000 -13.30000  0.650000  19.00000  0.810000  0.240000  100.0000 

 Std. Dev.  1.772078  3.455072  88.78911  212.2372  10.06485  22.43714  13529.60 

 Skewness  1.404476 -1.107006  0.841620  1.001759  1.332646  1.663846  1.665928 

 Kurtosis  4.887663  6.873088  2.252944  2.859795  3.661030  4.508188  4.952915 

 Jarque-Bera  44.85946  77.95206  13.28293  15.79881  29.53457  52.28032  58.41762 

 Probability  0.000000  0.000000  0.001305  0.000371  0.000000  0.000000  0.000000 

 Sum  165.0000  126.2000  7998.510  22525.00  936.0000  1427.980  972321.7 

 Sum Sq. Dev.  292.0441  1110.190  733166.1  4189150.  9421.020  46818.54  1.70E+10 

 Observations  94  94  94  94  94  94  94 

 

The mean and median as well as the standard deviation for the panel data for the study area shows even 

spread and variations for the series. The panel mean, median, maximum and Standard Deviation for the 

entire variables show positive and healthy trend. Significantly, kurtosis which shows the degree of 

peakedness is also shown along with the skewness which is a reflection of the degree or departure from 

symmetry of the given series. With a majority of the variables having kurtosis in excess of 3, there is 

strong evidence to believe they are mostly platykurtic. The Jarque-Bera and the probability of the pooled 
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panel data show strong sign of normality considering the spread among the variables and a significant p-

value of 0.00 which is less than the chosen significant level of 5%. The implication of this is that the 

observed outlinear in the individual country descriptive statistics (Kenya and South-Africa) have been 

corrected through the panel pool effect and the result from such a process can be adequately relied upon. 
 

TABLE 5 - PANEL COVARIANCE MATRIX 

 FDIR GDP MCR NLS TUNR VSTR ASI 

FDIR  3.106853  0.650082  26.89601  82.32464 -0.193816  0.417450  1284.303 

GDP  0.650082  11.81053  23.57066 -3.776709  4.097449  11.37613  17769.59 

MCR  26.89601  23.57066  7799.639  11121.17  487.4864  1419.001  374188.3 

NLS  82.32464 -3.776709  11121.17  44565.43  882.6059  1982.994  273089.1 

TUNR -0.193816  4.097449  487.4864  882.6059  100.2236  205.2112  80844.34 

VSTR  0.417450  11.37613  1419.001  1982.994  205.2112  498.0696  186230.3 

ASI  1284.303  17769.59  374188.3  273089.1  80844.34  186230.3  1.81E+08 

Source: Computation by author using E-view 7 

From table 5, covariance matrix table, the result indicates significant covariance between FDIR and 

MCR, ASI, NLS, VSTR and TUNR at a range of 26.9% to over 82%. Similarly, significant covariance is 

observed between MCR, TUNR, NLS and VSTR. Hence, any suspicion of possible multicollinearity 

could be death with by dropping variable ASI and possibly TUNR, but that is considered unnecessary 

because of the model structures for each hypothesis. 

 
4.2.2 Diagnostic Tests 

The aim here is to carry out various diagnostic tests to ensure that our data and model used in this 

research work conforms to the basic assumptions of the classical linear regression. This will ensure that 

the output of this process is not error prone and is reliable. 

4.2.2.1: Test for Stationarity 

The test for stationarity requires that the variables in the series model must be stationery at a given level 

and p-value must be significant at that level. Stationarity is attained where the test statistics is most 

negative and greater than the critical value of the chosen level of significance. 
 

TABLE 6 – PANEL UNIT ROOT RESULT 

Variables LLandC Test Statistics Critical Values @5% P-value Order of Integration 

D(MCR) -6.50578 -6.724 0.0000 I(1) 

D(ASI) -10.8777 -11.250 0.0000 I(1) 

D(FDIR) -7.01822 -7.258 0.0000 I(1) 

D(GDP) -7.2267 -7.532 0.0000 I(1) 

D(NLS) -6.0428 -6.249 0.0000 I(1) 

D(TUNR) -4.8947 -5.062 0.0000 I(1) 

D(VSTR) -10.2991 -10.662 0.0000 I(1) 

Source: Author’s E-view 7 Computation 

 

The Table 6 shows the stationarity tests for the panel data series following the Levin, Lin and Chu (LLC) 

statistics. All the panel variables were found to be stationery at first difference level (1). At first 

difference levels as reported, the variable p-value were all 0.0000 and less than the 10% chosen 

significance level and thus we reject the Null hypothesis of the presence of  Unit root and accept the 

alternative that there is no unit root and stationarity is attained by all the variables at the first difference 

levels. 

 

 

Osadume & Etugbo ….. Int. J.  Innovative Finance and Economics Res. 6(4):33-57, 2018  



45 
 

4.2.2.2 - Test For Serial Correlation – Breusch-Godfrey (BG) Tests 

The Breusch-Godfrey tests is used to test for the presence or absence of serial or autocorrelations in the 

model with the Null hypothesis stating that there is No autocorrelation. This holds if p-value is greater 

than the chosen level of significance otherwise reject.  
 

Table 7 : Breusch-Godfrey Serial Correlation Test – Nigeria 

Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 1.382660     Prob. F(2,19) 0.2750 

Obs*R-squared 3.557447     Prob. Chi-Square(2) 0.1689 

Test Equation: Equation 3.11    

Source: Author’s E-view 7 computations  

From table 7, the p-value is greater than the chosen level of significance of 5%, indicating the absence of 

autocorrelation in the model. This is further enhanced with a Durbin-Watson statistics of 1.653. Hence, 

we do not suspect any violation of the assumptions of classical linear regression. The applicable treatment 

was to lag the variables by minus four (-4) periods.  
 

Table 8: Breusch-Godfrey serial correlation Test for South Africa 

Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 0.524342     Prob. F(2,21) 0.5995 

Obs*R-squared 1.426867     Prob. Chi-Square(2) 0.4900 

Test Equation: Equation 3.11    

Source: Author’s E-view 7 computation  

 

From table 8, the p-value is greater than the chosen level of significance of 5%, indicating the absence of 

autocorrelation in the model for South Africa. This was arrived at after treating the variables with a one 

(1) period lag. 
 

Table 9: Breusch-Godfrey Serial Correlation Test – Kenya 

Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 0.303660     Prob. F(4,19) 0.8719 

Obs*R-squared 1.802615     Prob. Chi-Square(4) 0.7720 

Test Equation: Equation 3.11    

Source: Author’s E-Views 7 computation  

From table 9, the p-value is greater than the chosen level of significance of 5%, indicating the absence of 

autocorrelation in the model. This was arrived at after treating the variables with a one (1) period lag. 
 

4.2.2.3 Test for Heteroskedasticity (Arch) 

The assumption of the classical linear regression that the variance of the errors is constant is known as 

Homoskedastycity. If the variance of the errors is not constant, this would be known as 

Heteroskedasticity. The Null hypothesis states that there is no Heteroscedasticity if the p-value is greater 

than the level of significance (Brooks, 2014). 
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Table 10: Heteroskedasticity Table Result for Nigeria 

 

Source: Author’s E-View 7 computations  

The null hypothesis states that there is No heteroskedasticity if p-value is not significant and is greater 

than the chosen level of significance of 10%. Hence, in this case we accept the Null hypothesis that there 

is no evidence of heteroskedasticity since p-value is greater than 5% significance level. 
 

Table 11: Heteroskedasticity table Result for South Africa 

Heteroskedasticity Test: ARCH   

F-statistic 1.275092     Prob. F(1,26) 0.2691 

Obs*R-squared 1.308981     Prob. Chi-Square(1) 0.2526 

Source: author’s E-view 7 computations 

From table 11 for South Africa, we accept Null hypothesis that there is No heteroskedasticity since p-valueis 

greater than the chosen level of significance of 5%. This was arrived at after one (1) period lag treatment. 
Table 12: Heteroskedasticity Table Result for Kenya 

Heteroskedasticity Test: ARCH   

F-statistic 0.194578     Prob. F(2,23) 0.8245 

Obs*R-squared 0.432595     Prob. Chi-Square(2) 0.8055 

Source: Author’s E-view 7 Computation 

For Kenya, we accept Null hypothesis that there is No heteroskedasticity since p-value is greater than the 

chosen level of significance of 5%. 

 

4.3 Tests for Cointegration 

According to Brooks (353: 2014), Cointegration is used in Finance to model long-run equilibrium 

relationship and this is further supported by Woolbridge (2006). Cointegration method has been used in 

several established researches to test for long-run equilibrium relationship (Levine and Zervos, 1998; and 

Soumare and Tchana, 2015). These form the basis for our adoption of cointegration method to test for the 

existence of long-run equilibrium relationship before we can proceed with our regression analysis. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Heteroskedasticity Test: ARCH   

F-statistic 2.655278     Prob. F(1,28) 0.1144 

Obs*R-squared 2.598520     Prob. Chi-Square(1) 0.1070 
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i.) Individual Country Cointegration Tests 

Table 13: Cointegration Test Result for Nigeria @ 5% level 

Date: 03/11/17   Time: 17:46   

Sample (adjusted): 1986 2015   

Included observations: 30 after adjustments  

Series: MCR TUNR VSTR NLS ASI FDIR    

Lags interval (in first differences): 1 to 1  

Unrestricted Cointegration Rank Test (Trace)  

Hypothesized  Trace 0.05  

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

None *  0.830744  128.7038  91.11028  0.0001 

At most 1 *  0.699297  75.41352  65.81970  0.0167 

At most 2  0.457133  39.36453  44.49359  0.2460 

At most 3  0.297730  21.03778  27.06695  0.3553 

At most 4  0.187300  10.43466  13.42878  0.2488 

At most 5 *  0.131014  4.212861  2.705545  0.0401 

 Trace test indicates 2 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level  

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

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  

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

None *  0.830744  53.29023  37.27779  0.0010 

At most 1 *  0.699297  36.04900  31.23922  0.0271 

At most 2  0.457133  18.32675  25.12408  0.4681 

At most 3  0.297730  10.60312  18.89282  0.6867 

At most 4  0.187300  6.221796  12.29652  0.5849 

At most 5 *  0.131014  4.212861  2.705545  0.0401 

 Max-eigenvalue test indicates 2 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

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

 

 

The cointegration result for Nigeria in table 13 of the trace and maximum eigenvalue tests shows the 

existence of two (2) cointegrating vectors (p-value of 0.0001 and 0.0167 for trace test and 0.0010 and 

0.0271 for maximum eigenvalue) between FDI and stock market development at the 5% level of 

significance. This thus confirms the existence of long-run equilibrium (cointegrating) effect of FDI on 

stock market development indicators  
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Table 14: Cointegration Result for South-Africa data @ 5% level  

 

 

 

 

 

 

 

 

 

The table 14 shows that South-Africa data exhibits a cointegrating relationship between FDI and stock 

market development indicators. The trace and maximum eigenvalue shows the existence of one (1) 

cointegrating vector at the 5% significance level (p-value of 0.0153 and 0.0289 for trace and maximum 

eigenvalue respectively, thus confirming the existence of a long-run (cointegrating) equilibrium between 

FDI and stock market development variables. We reject the null hypothesis to accept the alternative that 

there exists a long-run FDI effect on the stock market. 

 

 

 

 

 

Date: 03/11/17   Time: 17:36   

Sample (adjusted): 1986 2015   

Included observations: 27 after adjustments  

Trend assumption: Linear deterministic trend  

Series: MCR TUNR VSTR NLS ASI FDIR    

Lags interval (in first differences): 1 to 1  

Unrestricted Cointegration Rank Test (Trace)  

Hypothesized  Trace 0.05  

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

None *  0.790001  102.6713  91.11028  0.0153 

At most 1  0.567039  60.53374  65.81970  0.2193 

At most 2  0.438117  37.93183  44.49359  0.3050 

At most 3  0.399042  22.36736  27.06695  0.2785 

At most 4  0.270055  8.618161  13.42878  0.4019 

At most 5  0.004396  0.118950  2.705545  0.7302 

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

 * denotes rejection of the hypothesis at the 0.05 level  

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

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  

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

None *  0.790001  42.13758  37.27779  0.0289 

At most 1  0.567039  22.60191  31.23922  0.5610 

At most 2  0.438117  15.56447  25.12408  0.7024 

At most 3  0.399042  13.74920  18.89282  0.3860 

At most 4  0.270055  8.499211  12.29652  0.3302 

At most 5  0.004396  0.118950  2.705545  0.7302 

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

 * denotes rejection of the hypothesis at the 0.05 level  

 **MacKinnon-Haug-Michelis (1999) p-values  
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Table 15: Cointegration Test Result for Kenya @ 5% level 
Date: 03/11/17   Time: 17:50   

Sample (adjusted): 1986 2015   

Included observations: 27 after adjustments  

Trend assumption: Linear deterministic trend  

Series: MCR TUNR VSTR NLS ASI FDIR    

Lags interval (in first differences): 1 to 1  

Unrestricted Cointegration Rank Test (Trace)  

Hypothesized  Trace 0.05  

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

None *  0.888052  165.0918  91.11028  0.0000 

At most 1 *  0.846390  105.9695  65.81970  0.0000 

At most 2 *  0.734959  55.38941  44.49359  0.0084 

At most 3  0.374155  19.53691  27.06695  0.4548 

At most 4  0.138131  6.883308  13.42878  0.5913 

At most 5 *  0.100832  2.869713  2.705545  0.0903 

 Trace test indicates 3 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level  

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

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  

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

None *  0.888052  59.12236  37.27779  0.0001 

At most 1 *  0.846390  50.58006  31.23922  0.0002 

At most 2 *  0.734959  35.85250  25.12408  0.0035 

At most 3  0.374155  12.65360  18.89282  0.4846 

At most 4  0.138131  4.013595  12.29652  0.8579 

At most 5 *  0.100832  2.869713  2.705545  0.0903 

 Max-eigenvalue test indicates 3 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level  

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

 

Table 15 for Kenya, the trace and Maximum eigenvalue tests shows the existence of three(3) 

cointegrating vector at 5% level of significance at p-values of 0.0000, 0.0000, 0.0084 for trace tests and 

0.0001, 0.0002 and 0.0035 for eigenvalue tests between FDI and stock market development indicators. 

This results confirms that FDI has long-run (cointegration) equilibrium effect on stock market indicators 

and we reject the null hypothesis to accept the alternative that there is Cointegration. 
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ii)  Panel Data Pooled Cointegration Results 
Table 16: RESULT – Residual Panel Cointegration Test 

Pedroni Residual Cointegration Test   

Series: FDIR GDP MCR NLS TUNR VSTR ASI   

Sample: 1984- 2015    

Included observations: 96   

Cross-sections included: 3   

Null Hypothesis: No cointegration   

Newey-West automatic bandwidth selection and Bartlett kernel 

Alternative hypothesis: common AR coefs. (within-dimension) 

    Weighted  

  Statistic Prob. Statistic Prob. 

Panel v-Statistic  1.662252  0.0482  1.293912  0.0978 

Panel rho-Statistic -1.449140  0.0736 -1.669227  0.0475 

Panel PP-Statistic -4.795043  0.0000 -4.878976  0.0000 

Panel ADF-Statistic -0.313898  0.3768 -0.771467  0.2202 

Source: Author’s E-views computation     

From table 16, Panel V-statistics confirm a positive and significant long-run relationship having a statistic 

of 1.6623 and a p-value of 0.0482 while Panel rho statistics (statistic of -1.4491 and p-value 0.0736) and 

Philip Peron (statistic of -4.7950 and p-value of 0.0000) both confirm a negative and significant long-run 

relationship (cointegration) between foreign direct investments and stock market development indicators. 
 

Table 17: RESULT – Johansen Fisher Panel Cointegration Tests 

Johansen Fisher 

Panel Cointegration 

Test     

Series: FDIR GDP MCR NLS TUNR VSTR ASI   

Sample: 1984 2015    

Included observations: 96   

Lags interval (in first differences): 1 1  

Unrestricted Cointegration Rank Test (Trace and Maximum Eigenvalue) 

Hypothesized Fisher Stat.*  Fisher Stat.*  

No. of CE(s) (from trace test) Prob. (from max-eigen test) Prob. 

None  86.22  0.0000  55.56  0.0000 

At most 1  42.43  0.0000  23.62  0.0006 

At most 2  22.13  0.0011  21.94  0.0012 

At most 3  6.763  0.3433  4.355  0.6287 

At most 4  4.772  0.5733  2.902  0.8210 

At most 5  5.001  0.5436  3.326  0.7670 

At most 6  10.57  0.1027  10.57  0.1027 

Source: Author’s E-views computation        

 

The Panel Cointegration Trace and Maximum Eigenvalue Tests reveal the existence of six (6) 

cointegrating vectors (with p-values of 0.0000, 0.0000, 0.0011, 0.0000, 0.0006, 0.0012 respectively and 

also Fisher statistic of 86.22, 42.43, 22.13, 55.56, 23.62 and 21.94 respectively) between foreign direct 

investments and Stock Market Development indicators. This confirms the cointegration result of the 

residual cointegration tests of the existence of cointegration between foreign direct investments and stock 

market development indicators. 
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Decision rule: We reject null hypothesis of the cointegration relationship to accept the alternative that 

there is Cointegration. We thus, conclude that the foreign direct investments have long-run equilibrium 

effect on stock market development indicators. 

 

4.4.0. DISCUSSION OF FINDINGS 

This study examined the Long-run Effect of Foreign Direct Investments on Stock Market Development in 

Sub-Saharan Africa from 1984 to 2015 proxy by Market capitalization with a view to affirming or 

refuting the long-run nexus between foreign direct investments and stock market developments in Sub-

sahara Africa using empirical evidence from Nigeria, South Africa and Kenya. Following a detail 

theoretical review and empirical analyses, finding was made in line with the research question as well as 

set and tested hypothesis. The finding is hereby discussed below in line with the objective of this study. 

 

To examine the Long-run effect of foreign direct investments on the Stock market Development 

indicators proxy by Market capitalization ratio to Gross Domestic Product (GDP) of the sub-

Sahara African countries understudy 

The result of the study revealed that foreign direct investments have a long-run positive and significant 

effect on Stock Market parameters of Nigeria (p-value = 0.0001 & 0.0010), South Africa (p-value = 

0.0153 & 0.0289), and Kenya (p-value = 0.0000 & 0.0001); Likewise the Panel residual Cointegration 

tests revealed a negative and significant effect of FDI on stock market parameters but the panel v-statistic 

showed positive and insignificant effect ( stat. 1.2939 and p-value = 0.0978) along with negatively 

insignificant effect by panel ADF-statistic (-0.7715 and p-value = 0.2202). However, a more stronger test 

using Panel Johansen Fisher statistic showed a positive and significant FDI effect on stock market 

development parameters (p-value = 0.0000 & 0.0000). These results corroborates the result of the 

findings of Soumare and Tchana (2015), Adam and Tweneboah (2008), Desai, Foley and Hines (2006) 

and Levine and Zervos (1998), that there exists a positive and significant long-run relationship between 

stock market development indicators proxy by market capitalization and FDI. These results agree with the 

Dunnings (1973) Eclectic theory that FDI shows a positive and significant effect on economic 

development of the stock market. 

From the above findings, the study inferred that for the Sub-Saharan African stock markets; there is a 

positive, significant long-term effect of Foreign Direct Investment on Stock market development. 

 

5.0 SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.1 Summary of Findings 

The finding from the specific objective of this study is that foreign direct investment had long-term 

positive and significant effect on Stock market Development parameters studied. 

5.2 Conclusion 

The results emanating from the study proved that foreign direct investments have significant effect on 

major stock market development indicators in the long-run.  

5.3 Recommendations 

In line with the objective of this study, we recommendation that the governments should create foreign 

direct investments attracting and enabling environments within the sub-Sahara African region to attract 

foreign investors and capital inflows as well as assist sustain same over a period of time. These will 

include the provision of tax incentives, ease of doing business and improved regulatory environment. This 

will allow the region and respective countries to maximize the gains of the spillover effects of foreign 

direct investments. 
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APPENDICES 

1. Tabular Data Presentation For Nigeria Selected Variables 

  

Table 6. Shows NIGERIA’s Selected FDI and Stock market development data between1984 –2015 

Year MCAP ($’m) MCR (%) VSTR (%) TUNR (%) NLS ASI GDP (%) FDIR (%) 

1984 7,162 8.73 0.40 4.55 92 100 -4.6 1.64 

1985 7,495 9.29 0.45 4.84 96 127.3 5.4 1.69 

1986 3,883 10.83 0.69 6.36 99 163.8 -11.3 2.03 

1987 2,065 12.58 0.41 3.26 100 190.9 -13.3 2.52 

1988 2,207 12.48 0.32 2.58 102 233.6 4.5 1.23 

1989 1,746 14.37 0.78 5.42 111 325.3 3.4 6.88 

1990 1,370 17.60 0.34 1.95 131 513.8 9.6 1.98 

1991 1,880 23.89 0.24 1.02 142 783.0 -0.7 4.51 

1992 1,220 33.36 0.50 1.51 153 1,107.6 0.4 4.96 

1993 2,143 46.89 0.66 1.41 174 1,543.8 2.0 4.71 

1994 2,977 64.46 0.98 1.50 177 2,205.0 0.8 6.86 

1995 7,777 165.30 1.78 1.08 181 5,092.2 -0.5 3.09 

1996 12,714 266.87 6.60 2.47 183 6,992.1 4.7 4.45 

1997 12,559 264.49 10.03 3.97 182 6,440.5 2.5 4.81 

1998 10,322 233.11 12.10 5.91 186 5,672.7 2.3 2.93 

1999 2,940 258.62 12.14 3.83 194 5,266.4 0.0 2.17 

2000 2,401 170.01 6.64 3.89 195 8,111.0 4.8 2.58 

2001 2,396 92.80 10.33 3.94 196 10,963.1 4.2 2.01 

2002 2,374 33.44 10.66 4.01 198 12,137.7 4.0 2.77 

2003 9,493 17.01 12.69 4.23 200 20,128.9 8.9 2.28 

2004 15,866 18.06 15.59 10.59 206 23,844.5 5.9 1.67 

2005 22,244 19.82 13.27 8.78 215 24,085.8 5.8 3.43 

2006 32,831 22.57 14.28 10.96 201 33,189.3 5.4 2.92 

2007 84,895 51.00 23.58 20.45 211 57,990.2 6.1 2.90 

2008 48,062 23.10 47.77 34.79 212 31,450.78 5.1 4.84 

2009 32,223 19.01 20.58 13.94 214 20,827.17 6.1 2.32 

2010 50,546 13.70 15.67 10.10 215 24,770.52 7.0 1.63 

2011 39,028 9.48 1.54 9.92 196 20,672.11 2.1 2.15 

2012 56,205 12.19 1.43 9.92 189 28,986.03 1.5 1.53 

2013 80,610 15.65 2.03 9.92 188 41,120.07 2.6 1.08 

2014 63,466 11.16 2.35 8.18 188 31,639.68 3.5 0.82 

2015 49,974 9.93 3.33 8.17 183 27,727.77 -0.1 0.85 

Source: Worldbank data 2016; Nigeria Stock Exchange,2016; National Bureau of Statistics,2016; Index Mundi (Standard and Poor’s, 

Global stock market factbook and Supplemental, International Monetary Fund, International Financial Statistics),2016. 
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2. Tabular Data Presentation For South-Africa Selected Variables 

 

Table 7-Shows SOUTH AFRICA’s selected FDI and Stock market Development data for periods 1984 - 2015 

Year MC ($’m) MCR (%) VSTR (%) TUNR (%) NLS ASI GDP (%) FDIR (%) 

1984 53,388 62.68 2.15 3.43 470 570.65 -1.80 0 

1985 55,437 82.66 3.62 4.38 462 810.32  0.60 0.02 

1986 102,652 129.12 6.52 5.05 536 1,263.29 3.50 2.88 

1987 138,788 133.42 9.52 7.13 734 1,208.97 2.30 4.99 

1988 126,189 110.08 3.84 3.49 754 1,387.89 2.60 4.09 

1989 145,438 116.44 5.92 5.09 736 2,160.95 1.10 5.58 

1990 136,869 122.19 7.36 6.02 740 2,271.16 1.10 -0.07 

1991 184,705 158.63 6.72 4.37 698 2,981.43 -1.60 0.21 

1992 164,046 125.69 5.55 4,42 642 2,945.65 -3.90 2.51 

1993 217,098 161.64 5.89 3.65 615 2,886.73 -3.00 8.43 

1994 259,523 185.70 9.56 5.15 600 3,542.02 -0.40 0.27 

1995 277,389 178.43 10.3 5.75 612 3,853.72 1.30 0.81 

1996 241,571 163.66 18.1 11.00 599 4,215.97 1.10 0.55 

1997 230,039 150.76 27.6 18.30 615 4,026.25 -2.50 2.50 

1998 168,536 122.33 39.4 32.20 650 3,623.62 0.00 0.40 

1999 259,739 190.10 53.3 28.00 652 5,850.34 0.80 1.24 

2000 204,301 149.80 51.7 34.50 604 5,850.34 -2.40 0.84 

2001 147,472 121.36 29.1 24.00 510 7,564.49 1.20 4.15 

2002 181,998 157.60 41.3 26.20 429 6,952.69 -2.20 0.65 

2003 260,748 148.78 28.0 18.80 390 8,072.07 0.20 0.30 

2004 442,520 193.58 36.6 18.90 369 10,122.38 1.80 0.26 

2005 549,310 213.10 43.2 20.30 348 14,910.26 2.80 2.18 

2006 711,232 261.83 64.0 24.40 359 21,053.29 3.00 0.22 

2007 828,185 276.60 86.1 31.10 374 25,095.52 4.00 2.22 

2008 482,700 168.32 70.7 42.00 367 19,273.36 -2.50 2.63 

2009 799,024 270.00 73.5 27.20 353 25,460.11 0.50 1.83 

2010 925,007 246.44 73.9 30.00 352 31,543.00 6.10 0.89 

2011 789,037 189.40 54.2 28.60 347 31,985.62 3.40 1.04 

2012 907,723 228.42 57.1 25.00 338 39,385.04 1.50 1.26 

2013 942,812 257.43 63.4 24.60 322 45,735.26 2.90 2.25 

2014 933,931 266.77 70.2 26.30 322 49,770.60 2.40 1.64 

2015 735,945 223.53 74.8 31.80 316 50,693.76 2.70 1.67 

Source: Worldbank data, 2016; Johanesburg Stock Exchange, 2016; South Africa Reserve Bank, 2016; Statistics South Africa, 2016. 
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3. Tabular Data Presentation for Kenya Selected Variables 

 

Table 8- Shows KENYA’s Selected FDI and Stock Market Development data covering 1984 – 2015 

Year MC ($’m) MCR (%) VSTR (%) TUNR (%) NLS ASI GDP (%) FDIR (%) 

1984 250 0.65 0.65 0.81 19 386.55 2.50 0.11 

1985 265 0.69 0.69 0.83 21 420.28 -3.50 0.02 

1986 306 0.72 0.72 0.87 22 505.30 -2.20 0.01 

1987 352 0.76 0.76 0.89 25 729.49 -0.10 0.12 

1988 390 0.79 0.79 0.91 27 856.59 2.00 0.17 

1989 424 0.81 0.81 0.92 29 814.95 0.20 0.23 

1990 453 5.28 0.84 0.95 31 895.76 -2.60 0.67 

1991 453 5.56 0.86 1.01 33 959.97 -3.40 0.23 

1992 637 7.76 0.91 1.07 35 1,246.65 -4.60 0.08 

1993 1,060 18.43 0.94 1.14 38 2,207.11 -1.00 2.53 

1994 3,047 42.62 0.96 2.25 40 4,559.40 0.80 0.10 

1995 2,018 22.30 0.66 2.97 56 3,468.88 1.00 0.47 

1996 1,799 14.94 0.59 3.96 57 3,114.11 2.40 0.90 

1997 1,813 13.82 0.74 5.38 57 3,115.14 0.90 0.47 

1998 2,089 14.82 0.53 3.55 57 2,953.60 -1.00 0.19 

1999 1,409 10.93 0.38 3.20 57 2,303.18 0.90 0.40 

2000 1,255 9.88 0.30 3.01 56 1,913.00 2.60 0.87 

2001 1,045 8.05 0.30 3.76 57 1,355.00 1.20 0.04 

2002 1,431 10.89 0.29 2.61 49 1,363.00 3.60 0.21 

2003 4,183 28.06 1.34 4,78 47 2,738.00 1.70 0.55 

2004 3,891 24.18 1.76 7.29 48 2,946.00 3.00 0.29 

2005 6,384 34.07 2.69 7.90 48 3,973.00 3.90 0.11 

2006 11,378 44.06 5.28 12.00 52 5,646.00 4.20 0.20 

2007 13,345 41.76 4.89 8.45 55 5,445.00 3.90 2.28 

2008 10,854 30.24 4.17 6.84 55 3,521.00 1.80 0.26 

2009 10,967 29.05 1.65 1.81 55 3,247.00 -2.90 0.29 

2010 14,461 36.15 1.98 5.49 55 4,433.00 1.50 0.42 

2011 10,203 24.32 2.19 8.99 58 3,205.00 1.70 0.33 

2012 14,791 29.38 2.00 8.91 60 4,133.00 0.70 0.32 

2013 22,256 40.50 3.28 8.95 61 4,927.00 0.60 0.68 

2014 16,140 26.50 3.57 9.10 65 5,113.00 0.00 1.55 

2015 18,204 26.00 4.04 10.02 64 4,041.00 -0.50 2.28 

Source: World bank data, 2016; Index Mundi, 2016 (Standard and Poor’s, Global stock market factbook and Supplemental, International 

Monetary Fund, International Financial Statistics), 2016; National Bureau of Statistics, Kenya. 2016 
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