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ABSTRACT 

This study uses a panel data, to study the recent contribution of stock markets in economic growth in 6 
selected countries of sub-Saharan Africa from 1991-2009. Over the last two decades, most of the countries in sub-
Sahara Africa have either gone through one form of Market oriented reform of its economy or trade liberalization. 
However, these market oriented reforms are just beginning to yield dividends in some areas of the economy.   
These results show that private capital stock market development measured by market capitalization and stock 
turnover ratio, and foreign direct investment have positive significant correlations with growth in per capita output 
in the selected sub-Saharan African countries.  These results point to the positive correlation between market 
liberalization, economic reforms and increase in stock market capitalization as well as the liquidity measured by 
stock traded turnover ratio.  More importantly, the negative correlation between financial crisis and growth in per 
capita GDP shows that sub-Saharan African economies are not immune to global market problems. 
 
Keywords: sub-Saharan Africa, stock markets, panel data, economic growth, and foreign direct investment  
GEL Classification: C23, G10, N27 
INTRODUCTION 

The development of stock markets in 
Africa has not matched the expectations the 
Africans had when these stock markets 
opened in Africa. However, recent 
performance indicates that with proper 
guidance and macroeconomic policies, the 
future may be bright for African stock 
markets as the new emerging stock 
exchanges. According to African capital 
market forum Quarterly newsletter (2003), 
South Africa has a market capitalization 
value of $1826 billion dollars with Nigeria a 
distant second with a market capitalization 
value of $5.9 billion dollars followed by 
Botswana with a market capitalization value 
of $1.67 billion dollars.   

Kenya has a market capitalization 
value of $1. 2 billion dollars, Mauritius has a 
market capitalization value of $1.18 billion 
dollars and Ghana $382million dollars. With 
the exception of South Africa, it is obvious 
that sub-Sahara Africans have not done well 

in developing their stock exchanges. A look 
at table 1 shows that private credit increased 
in all the selected countries between 1992 
and 2002. South Africa had the highest 
growth in private credit at an annualized rate 
of 60.21 percent. Mauritius was second at 
46.51 percent followed by Kenya recording 
a growth rate of 24.91 percent over the study 
period. Nigeria, Botswana, and Ghana, 
followed with growth rates of 18.17, 17.06, 
11.50 percent respectively.  

What is obvious from table 1 is that 
after the reforms and market liberalization in 
Sub-Saharan Africa, private credit increased 
in all the selected countries over the period 
of study. While the literature on equity 
markets abounds for developed and 
emerging markets, the literature towards the 
African Stock Markets is very sparse. Table 
2 shows the level of market capitalization in 
Sub-Saharan Africa. It is very important to 
focus in the trend on this table. In 1991, the 
level of market capitalization in Botswana 
was 6.62 percent by 2009 it has reached 
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34.32 percent of the GDP. This represents 
an increase of over 3 times the 1991 level. 
From table 2, it is clear that market 
capitalization increased 13 times in Ghana 
between 1991 and 2009. Kenya saw its stock 
market capitalization increase by 6.45 times 
from 1991 to 2009. In Mauritius, the 
expansion of market capitalization went up 
by over 5 times from 1991 to 2009. Nigeria 
witnessed an increase of over 2.86 times 
from 1991 to 2009. South Africa that had 
market capitalization of 1.04 times its GDP 
saw an increase of 1.76 times over the same 
period.  

Overall, as evident from table 2, it is 
obvious that stock markets in the selected 
Sub-Saharan African countries expanded in 
size between 1991 and 2009.  From table 2, 
we see that Ghana with 15.78 percent in 
annualized growth in stock market 
capitalization has the highest growth among 
the selected countries in sub-Saharan Africa.  
Kenya had the second best annualized stock 
market capitalization growth of 10.88 
percent between 1991 and 2009.  Botswana 
with 9.58 percent annualized growth has the 
third best market capitalization annualized 
growth among the six countries for which 
we reported stock market capitalization from 
1991 to 2009.  Mauritius with 9.42 percent 
came fourth followed by Nigeria with 6.03 
percent and South Africa with 3.21 percent 
annualized growth in stock market 
capitalization.   

The impact of the recent global 
financial crisis of 2007 to 2009 has not been 
adequately measured or documented in 
terms of its impact on growth in sub-
Saharan Africa. The aim of this study is to 
fill the void that exists in the literature by 
focusing on the development of stock 
market in sub-Saharan Africa. Thus, this 
study will empirically investigate the 
relationship between stock market and 
economic growth in selected sub-Saharan 
African countries. It will investigate and 

document the correlation between stock 
market capitalization, stock market turnover 
ratio, value of traded stock to GDP ratio, and 
private bank domestic credit to GDP ratio,as 
well as the role of foreign direct investment 
(FDI)with the growth of per capita GDP in 
the six selected sub-Saharan African 
countries over the last two decades.  
 
LITERATURE REVIEW 
 
Burchil (1995), states that stock markets in 
Africa represent a green field for future 
harvest.  He predicts that by 2010, Sub-
Saharan Africa could boast stock markets 
with a capitalization five to six times their 
current level. Stock markets are not new to 
Africa. The oldest Stock market in Africa is 
the Egyptian stock market exchange, which 
opened in 1881. South African stock 
exchange represents about 85 percent in 
market value of all the stock markets in Sub-
Saharan Africa, this is more than all the 
other stock markets in Africa combined, 
(Economist, 1992). South Africa’s stock 
exchange is actually bigger than Italy’s 
stock exchange in terms of market value. 
The rest of Sub-Saharan Africa’s stock 
exchanges are small in both market 
capitalization and number of shares traded 
e.g., Swaziland has only four companies 
traded.  

Block (1997) observes that 
opportunity to obtain higher returns in 
African stocks exist despite currency 
volatility and political instability in Sub-
Saharan Africa. He notes that the insulation 
of African stock markets from the rest of the 
world as reflected by the low correlation 
between her markets and other markets 
makes it a good case for portfolio 
diversification and risk management. Singh 
(1999) highlights the characteristics of 
African stock markets and developing 
countries in general.  African stock markets 
are small in terms of market capitalization 

Okechukwu D. Anyamele, PhD., Int. J. Eco. Res., 2013, v4i6, 62 - 78 ISSN: 2229-6158

IJER | NOV - DEC 2013 
Available online@www.ijeronline.com

64



(with the exception of South Africa), the 
number of shares traded and the number of 
companies listed.  

Another characteristic of stock 
markets in Sub-Saharan Africa is volatility 
due to fluid socio-economic and political 
environment. Other characteristics of stock 
markets in Sub-Saharan Africa are that they 
have unusual short-term activities, distorted 
incentives, and shortage of qualified 
managers and regulators. Singh (1999) 
argued that banks would do a better job as 
avenues of growth in areas characterized by 
these problems as opposed to stock markets, 
just as they did in Japan and Germany. 
Foreign direct investment, he argued is 
better than portfolio investments in less 
developed countries.   

Africa Business (2003) states that 
lack of interest by the masses in Africa as 
another characteristic of African stock 
markets.  Taylor (2003) notes the increased 
interest in international investment research. 
He however decries the lack of such 
research on stock markets outside the US. 
He notes the dominance of research on US 
stock exchanges, particularly the work of 
Ibbotson and Associates who found that in 
the US, stocks have consistently 
outperformed bonds.  The rebound in stock 
markets in the 1980s was aided by 
deregulations and privatization, which was 
spearheaded by Ronald Reagan in the U.S. 
and Margaret Thatcher in U.K. which later 
spread to other parts of the world after the 
end of the cold War. Other factors that drive 
stock markets include inflation, government 
regulations / economic controls, and 
international trade. Taylor notes that the 20s 
were roaring and driven by speculative 
bubble that eventually bust in 1929. The 70s 
were bad due to oil shock and inflation .The 
80s were roaring due to low inflation, 
deregulation, and shift to capitalism 
worldwide. Taylor notes the shifts to 
commodities when stocks were doing badly 

e.g. gold in South Africa and Australia 
particularly during the wars. 

 Henry (1999) argued that economic 
liberalization affected the capital markets 
through the stock markets by reducing the 
costs of equity transactions, which in turn 
lead to increase in investment. He cautions 
that there could equally be reversal in 
causality. The reduction in cost of equity 
expansion is a direct result of increased net 
capital flow, which leads to reduced risk free 
rate, which leads to risk sharing and the 
subsequent increase in market liquidity. His 
study was unique in that it included 
developed countries and attempted to 
remove the confounding effects of economic 
reforms.  

Kumar et al (2002) studied the South 
African equity market. Their study focused 
on determining the difference in 
performance between firms that remained 
due to threat of boycott during the apartheid 
period and those that left after sanctions on 
South Africa was lifted. Their study found 
that institutional investment increased, they 
also found that stocks of boycotted firms 
showed superior returns than stocks of firms 
that left. Owusu-Frimpong (2001), observes 
that, “foreign stocks have higher returns 
hence appeal to investors. He called for 
increased integration of domestic stock 
markets. He notes that globalization of stock 
markets, the need to get global image, and 
speculation as the main force driving global 
stock markets e.g. South East Asia in 1997 
and Mexico, 1994. He cautions that 
exchange rate remains a big risk in 
investment in Sub-Saharan Africa.  

Singh (1999) argues for the need of 
stock markets in developing countries. He 
notes that the existing systems of long term 
financing in developing countries are 
inefficient and ineffective, hence the need 
for sophisticated markets if the developing 
countries have to develop. Stock markets he 
points out encourage savings, he further 
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notes that new initial public offerings, 
hereafter IPOS are often oversubscribed in 
Sub-Sahara African stock markets, thus, 
they channel savings to production 
investments while at the same time 
encouraging entrepreneurs to improve 
efficiency of their investments. Cochrane 
(1991) showed that there is no significant 
difference between stock returns and 
investment returns when production asset 
pricing model is used. He noted that some of 
the variables that forecast stock returns, such 
as term premium, default premium, lagged 
returns, dividends – price ratios, and 
investment as well as stock returns forecast 
economic activity such as investment and 
growth of GDP. Bernard Dumas and Bruno 
Solnik (1995) found that foreign exchange 
risk premium affect returns in equality 
markets. Thus, international asset pricing 
model seem to perform better than 
traditional asset pricing motel in explaining 
stock market returns.  

Employing intertemporal asset 
pricing model without consumption data, 
Campbell (1993) found that risk premium 
are related to the covariance of asset returns 
with the market return and with news about 
the discounted value of all future market 
retunes. Feinstein (1987) argues that 
percentage changes in the price of a 
financial asset rather than dollar value 
changes are more sensitive in measuring 
stock market volatility. He concluded that 
broad value-weighted index tend to be more 
accurate in measuring stock market 
volatility. Claessens, Dasgupta, and Glen 
(1995) found that in addition to beta, the 
size and the trading volume were significant 
in explaining the relationship between 
returns and risk in Emerging market. 
Furthermore, they concluded that exchange 
rate risk were significant factor in some of 
the emerging markets that they studied. 
Their study highlights the fact that asset 

prices may differ when they cross 
international boarder. 

 Campbell et al. (2001) find that 
stock market volatility is significant in 
predicting real GDP growth. Using 
intertemporal capital asset pricing model 
(ICAPM), Hui Guo (2002) showed that 
excess stock market returns and risk free-
rate have positive correlation with one 
period –lagged variance, but have negative 
correlation with contemporaneous variance. 
Using postwar data, Guo (2002) finds that 
stock market returns have important role in 
forecasting economic activity than volatility. 
This conclusion depends on the assumption 
that cost of capital is the main channel 
through which volatility affects future 
output.  

Cochrane, (1991) notes some of the 
predictors of returns as term premium, 
default premium, lagged returns, dividend 
price ratio, and investment. Guo (2002) adds 
volatility as another determinant of returns. 
Since volatility increases during crisis, it 
may be necessary to identify such periods 
during the analysis. Claessen,  Dasgupta,  
and Glenn (2002) adds Market 
capitalization, Earnings price ratio, Book to 
market value, trading volume and exchange 
rates, tax systems, market microstructure, 
and opening of markets to foreigners as 
measures of capital asset pricing 
model.Levine and Zervos (1998) argued that 
stock markets through enhancing the 
liquidity of capital investments, contribute to 
economic development by expanding 
domestic credit market.  

Recent developments in the 
emerging markets suggest that equity 
markets have quickened economic growth. 
The measure of this evidence is dependent 
on stock market liquidity and economic 
growth. The trust of this linkage is that on 
average, over a long run, the ratio of the 
value of a country’s stock exchange as a 
share of its gross domestic product GDP will 
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vary with market liquidity. Another source 
of liquidity and growth is the turnover ratio. 
This is the value of share traded over market 
capitalization. In each case and other variant 
of stock market, liquidity boosts quantity 
and productivity of capital investments, both 
of which accelerate economic growth 
Levine (1997).    

In the literature, studies have used 
size, volatility, and integration with world 
capital markets as indicators of stock market 
liquidity. Measures of banking development 
include deposit money bank assets, M3 and 
private credit. This study uses growth in per 
capita GDP in measuring economic growth. 
Market capitalization ratio (Mktcap) is the 
value of listed domestic shares divided by 
GDP. Liquidity is equal to the total value of 
domestic shares traded by market 
capitalization (Stratio). This measure 
provides the ratio of trading on domestic 
equities relative to the size of the market. 
High turnover is an indicator of low 
transaction cost. Value traded (Vtsgdp), is 
equal to the total value of domestic shares 
traded on the stock market exchange divided 
by GDP.  Levine and Zervos (1998) found 
stock market liquidity and banking 
development to be both positive and 
robustly correlated with contemporaneous 
and future rates of economic growth, capital 
accumulation, and productivity growth.  

Yartey (2007) argued that market 
capitalization shows the ability to mobilize 
capital and diversify risk on an economy 
wide basis. While this measure of the market 
represents a component of stock market 
development, the key measure for liquidity 
is the value traded to GDP. This is a 
reflection of stock market liquidity on the 
overall economy. Levine and Zervos (1998), 
Beck and Levin (2002) argued that liquidity 
is better measured by turnover ratio than 
value traded. Enisan and Olufisayo (2009) 
find that stock market development has a 
significant positive long run impact on 

economic growth. Deb and Mukherjee 
(2008) conclude that there is a strong causal 
flow from the stock market development to 
economic growth. Billmeier and Massa 
(2009) employing a panel regression method 
finds that institutions and remittances have a 
positive and significant impact on market 
capitalization. Massa (2009) argues that 
stock market development could well be a 
means to help Africa overcome the current 
growth impasse caused by the global 
financial crisis. 

Over the last two decades, Most of 
the countries in Sub-Sahara Africa have 
either gone through one form of Market 
oriented reform of its economy or trade 
liberalization. However, these market-
oriented reforms are just beginning to yield 
dividends in some areas of the economy. 
The increase in inflows of foreign direct 
investments into African countries after the 
reforms is an indicator that market reforms 
are yielding fruits of economic 
liberalization. The indigenization policies of 
1960s and 1970s in most African countries 
coupled with fixed exchange rate policies 
were not helpful in attracting portfolio 
investments into Africa. Certain protective 
laws have not been helpful in attracting 
portfolio investments in Africa, which tend 
to have better correlations with equity 
markets than foreign direct 
investments.Tobin(1984) note that 
efficiency is questionable since stock market 
encourages short-term activities. He notes 
that there is a basic difference between 
information efficiency and overall economic 
efficiency. While information efficiency 
may be there, one cannot equate this to 
fundamental economic efficiency.   
 The capital assets pricing model 
(CAMP) has not held up very well in 
developed countries, rather, the international 
capital assets pricing model (ICAMP) has 
performed much better in explaining 
differences in assets prices as they cross 
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international boarder. Previous studies have 
suggested market capitalization, exchange 
rates, inflation rates, interest rates, and gross 
domestic product as factors that could affect 
the performance of market exchanges.  Our 
main objective is to investigate and 
document the impact of stock market 
capitalization (mktcap), bank domestic 
credit to gross domestic credit 
(bdcgdp),foreign domestic credit (fdigdp), 
stock market turnover ratio (stratio), value 
of traded stock to gross domestic product 
(vtsgdp), and growth in per capita gross 
domestic product (gdppcg), as well as if any, 
the impact of the global financial crisis 
(crash)in the selected sub-Sahara African 
countries. Given this backdrop; we posit that 
economic development in sub-Sahara 
African is a function of market 
capitalization, private bank domestic credit, 
stock market turnover ratio, foreign direct 
investment, and value of traded stock to 
gross domestic credit, money supply (m2) to 
measure liquidity and macroeconomic 
condition in these economies.   

Singh(1999) argues that, “ in 
developed countries, stock markets reward 
those skilled in financial engineering as 
opposed to those who create wealth by 
improving production process and 
technological innovations”. He asserts that 
less stock dominated economies such as 
Japan and Germany did better than stock 
dominated economies like UK and US in 
terms of savings, investments, international 
market share and economic growth. He also 
cites the newly industrialized countries 
(NIC) like Taiwan where banks played a 
bigger role. Banks deal better with 
asymmetry information. He suggests that in 
developing countries, stock market benefits 
only small urban elite.  Yet the level of 
research on this potential area is lacking. 
Here, we attempt to link the role of banks, 
stock markets, in Sub-Saharan Africa, by 

analyzing the impact or their contribution to 
per capita GDP growth over the past decade.  
 

DATA 

MEASUREMENT AND DESCRIPTION 
OF VARIABLES 
 
Stock market capitalization is the ratio of the 
value of traded shares divided by the GDP. 
This is a measure of market size. It shows 
the ability of the stock market to mobilize 
capital and diversify risk on the economy. 
Intuitively, market size and economic 
growth will be positively correlated. Stock 
market turnover is the ratio of total shares 
traded divided by market capitalization. 
Stock market turnover indirectly measures 
transaction costs. High turnover ratio 
indicates low transaction cost while low 
turnover ratio indicates high transaction 
cost.  Stock market turnover will be 
positively correlated with economic growth. 
Bank private domestic credit is the ratio of 
bank private domestic credit to GDP. Bank 
private domestic credit is the ratio of bank 
credit by deposit money banks divided by 
GDP. This is a control variable that 
measures the level of bank lending activities 
in the economy. It is expected to have 
positive correlation with economic 
growth.Money supply is a control variable 
that measures the level of macroeconomic 
liquidity and stability. It is expected to have 
positive correlation with economic 
growth.Foreign direct investment is a 
control variable that measures foreign 
investment participation in the local 
economy. It is the ratio of foreign direct 
investment divided by the GDP.  It is 
expected to have a positive correlation with 
economic growth.  
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The data for this study comes from African 
Development Indicator 2012, 2006 Revised 
Financial Structure Dataset by Thorsten 
Beck, Asli Demirguc-Kunt, and Ross 
Levine, (2000), “A New Database on 
Financial Development and Structure. 
 
MODEL SPECIFICATION 

  A general specification of cross-country 
growth regression model is as follows: 
 

Yit = αYi,t-1 + βXit +λZit + uit            (1) 

Where Yit is the growth of real per capita 
GDP, Xit is a matrix of explanatory 
variables.Yit-1 is the lagged growth of real 
per capita GDP. Zit is a matrix of control 
variables such as bank domestic credit 
andmoney supply. Equation (1) has some 
econometric issues associated with it. 
Growth in per capita GDP is assumed to be 
endogenous however growth in per capita 
GDP may influence stock market 
development in SSA. This may bring 
correlation problem with the error term. The 
unobserved country specific effects such as 
demographics or geography, and the 
observation specific errors may be 
correlated with the explanatory variables. 

 
uit= vi + eit                  (2) 
The presence of lagged dependent variable 
Yit-1 gives rise to autocorrelation. Some of 
these problems may be corrected with two 
stage least-squares estimation technique 
(2SLS) or fixed-effects (FE) instrumental 
variable estimation. Both fixed effects and 
ordinary least squares (OLS) may produce 
biased estimates. The ideal thing to resolve 
these problems is to use first difference 
generalized method of moment (GMM) to 
transform equation (1) such that:  
    
∆Yit =α∆Yi,t-1 +β∆Xit +λ∆Zit + ∆uit         (3) 

 
Differencing removes the fixed country 
specific effect which reduces equation (2) 
to: 
    
∆uit=∆vi+ ∆eit  (4) 
 
Roodman (2006) note that in large time 
series panels, a shock to the country’s fixed 
effect that show up in error term will 
decrease with time. Equally, the correlation 
of the lagged dependent variable with the 
error term will be negligible. The Arellano-
Bond test for autocorrelation in Stata has 
null hypothesis of no autocorrelation and is 
applied to the differenced residuals. Stata 
reports the results of autocorrelation AR(1) 
and AR (2). The AR(2) detects 
autocorrelation in levels.Panel regression is 
used to analyze cross-sectional time-series 
dataset where behavior of states, counties, 
countries, companies or individuals are 
obtained across time.  

Panel regression is useful in 
controlling for variables that one cannot 
observe or measure such as cultural factors 
that differ among countries. Panel regression 
is also helpful in controlling for 
unobservable variables that change over 
time but not across countries such as 
policies, regulations and agreements.    
Basically, the Hausman test is an evaluation 
of the FE and random effects (RE) models 
for more efficient and consistent results of 
the coefficients. A comparison is made 
based on the P-value probability that the chi-
square is larger than 0.05. In this study, the 
question is whether there is a significant 
correlation between the unobserved country 
specific random effects and the regressors. If 
there is such a correlation, the random 
effects model would be inconsistently 
estimated and the fixed effects model would 
be the model of choice.  

Yaffee (2003) argue that the 
Hausman test is a test for correlation 
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comparison of the covariance matrix of the 
regressors in FE model with those in RE 
model. The null hypothesis is that there is no 
correlation. If there is no statistically 
significant difference between the 
covariance matrices of the two models, then 
the correlations of the random effects with 
the regressors are statistically insignificant.   
 The estimation of the model requires 
that we employ the GMM, fixed and random 
effect regression models in addition to the 
OLS. We posit that lagged growth in per 
capita GDP, stock market capitalization, 
bank domestic credit, value of traded stock, 
stock turnover ratio and foreign direct 
investment will have positive direct 
relationship with growth in per capita GDP 
in the selected sub-Saharan African 
countries. This study is the only one that has 
proposed the use of private bank domestic 
credit to explain the contributions of stock 
market and bank sector development in 
growth in sub-Saharan Africa. In this form, 
this study is a contribution towards the 
debate on stock market development insub-
Saharan Africa.  The random effect model 
assumes that the country effects are 
randomly distributed across cross-sectional 
units. For us to capture each state effect, we 
provide a model with an intercept term that 
represents the overall constant term. The 
ordinary least squares OLS method here is 
the robust error OLS estimate.  At the 
macroeconomic level, we expect market 
capitalization, private bank domestic credit, 
stock market turnover, money supplyand 
value traded to be positive significant 
determinates of growth in per capita GDP. 
We expect crash, the dummy variable to 
measure the impact of the financial crisis to 
have a negative correlation with growth in 
per capita GDP. 

The study period covers the era of 
marketeconomic reform and trade 
liberalization in sub-Saharan Africa. We 
expect stock market capitalization to 

increase or decrease with growth in per 
capita GDP.  Stated differently, we expect 
stock market capitalization to vary directly 
with growth in per capita GDP.  We 
hypothesize that growth in per capita GDP 
will also vary directly with value of stock 
traded in sub-Saharan Africa.  As previously 
noted, we expect growth in per capita GDP 
and crash to be inversely related.  

The correlation between stock 
market capitalization and growth in per 
capita GDP, value of stock traded, money 
supply, stock market turnover, and bank 
domestic credit will be estimated using 
dynamic panel regressions to allow for both 
country-specific and time specific effects.  
 

REGRESSION RESULTS 

From table 3, we see the OLS result 
has lagged growth in per capita GDP, 
market capitalization and growth in per 
capita GDP to be positively correlatedand 
significant.They are significant both in 
coefficient magnitude.Foreign direct 
investment and money supply are both 
positive and highly significant with growth 
in per capita GDP.  Private bank domestic 
credit is negatively correlated with growth in 
per capita GDP in the selected countries of 
SSA. This result is contrary to our prior. 
Perhaps, this result may be interpreted as 
evidence that private bank domestic credit is 
very low in these countries and thus, 
constitute a drag in economic growth in 
these countries. The effect of the recent 
financial crisis, while it has the correct sign, 
is not significant in the OLS model. Equally 
not significant in the OLS model are the 
values of traded stock and stock ratio, 
although they had the correct signs.  The 
second model in table 3 represents the 
pooled estimator. Cameron and Trivedi 
(2010) argue that pooled estimator has 
additional restrictions on the error 
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correlations to obtain cluster-robust standard 
errors that are valid even if the correlation 
option does not specify the correct 
correlation model. The results of the pooled 
estimator (PA) are similar to the OLS result 
with the exception of the lagged growth in 
per capita GDP variable that is no longer 
significant. Yartey (2007) showed that 
poolability can be determined from the F-
value result.With Wald Chi-square result of 
42.10 and probability of 0.0000, this result 
confirms the poolability of the data. 

The GMM result shows that there is 
a positive significant correlation between 
growth in per capita GDP and lagged growth 
in per capita GDP, stock market 
capitalization, stock turnover ratio, foreign 
direct investment and money supply.  Stock 
traded ratio isnot significantin the selected 
sub-Saharan African countries stock 
markets.It is obvious that this result in stock 
turnover ratio is an indication that these 
stock markets are increasingly becoming 
liquid. Private bank domestic credit was 
expected to be positively correlated with 
growth in per capita GDP. However, the 
result shows private bank domestic credit to 
be highly negatively correlated with growth 
in per capita GDP.  The financial crisis 
variable is now significant at 7 percent level 
with the correct sign and thus confirms that 
African stock markets are no longer immune 
to the world financial crisis.  Stock market 
turnover is a measure of stock market 
liquidity.  In terms of significance, the bank 
domestic credit variable is highly 
significant, but in opposite direction of the 
hypothesized sign.This result may suggest 
that the level of banking activity towards 
growth in per capita GDP is a drag in the 
selected SSA countries. The GMM result 
while similar to the PA and OLS show 
higher significance levels.  The result of the 
GMM model adjusted for country clustering, 
while similar, show higher levels of 
significance. When perform the Arellano-

Bond test for zero autocorrelation in first-
differenced errors we obtain the following 
results: Order 1, Z= -2.1871 with probability 
of 0.0287, and Order 2, Z= -.59817 with 
probability of 0.5497. The null of no 
autocorrelation is rejected at first-
differenced errors and rejected at order 2. 
Also, Sargan test of overidentifying 
restrictions has a Chi-square (127) = 128.85 
with probability of 0.4374. The null of 
overidentifying restrictions is not rejected.  
The result of the Hausman test, show the 
fixed effects (FE) regression model to be 
better than random effects (RE) regression 
model for the panel regression analysis.The 
result shows a Chi-square of 29.23 with 
probability of 0.0000. The dynamic system 
GMM adjusted for country clustering 
proved to yield more efficient and consistent 
estimators for our study. 

 
CONCLUSION AND POLICY 

IMPLICATIONS 

The result shows that private capital stock 
market development measured by lagged per 
capita GDP, stock market 
capitalization,stock turnover ratio,foreign 
direct investment, and money supply has 
positive significant correlations with growth 
in per capita GDP in SSA. Private bank 
domestic credit and the recent financial 
crisis have negative significant correlation 
with growth in per capita GDP in SSA. With 
the exception of the private bank domestic 
credit, all the variables have the expected 
result. This result lends credence to previous 
studies on the importance of stock markets 
in economic development. (Anyamele, 
2010;Yartey, 2007;Levine and Zervos; 
1998). It is obvious that developing stock 
markets in SSA will increase both the rate of 
savings and help mobilize capital for 
investments over the long run.  This result 
points to the positive correlation between 
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market liberalization, economic reforms and 
increase in stock market capitalization as 
well as the stock turnover ratio, foreign 
direct investment and management of 
money supply to be significant in economic 
development in SSA. More importantly, the 
negative correlation between financial crisis 
and growth in per capita GDP shows that 
sub-Saharan African economies are not 
immune to global market problems. Perhaps, 
this result is a sign that these markets are 
opening up and integrated to the global 
market. Also, it shows that long-term and 
sustainable growth is possible to achieve 
with policies that encourage foreign direct 
investments and development of equity 
markets in Sub-Saharan Africa through trade 
and market liberalization. The findings of 
this research study may be limited by non- 
inclusion of some institutional variables. 
Future study should include institutional 
variables to test their importance in stock 
market development and economic growth 
in SSA. 
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Table 1 
Ratio of Private Credit/GDP in Selected Countries 

Of Sub-Saharan Africa, 1992-2002  
   

      
Year 1992  1994 1996 1998  2000 2002 

BOTSWANA 13.42 7.81 6.5 5.59 15.88 17.34 

GHANA 4.08 4.39 4.76 8.30 11.64 10.55 

KENYA 20.72 18.65 25.47 28.67 31.11 25.27 

MAURITIUS 33.86 41.33 42.65 50.19 55.22 57.21 

NIGERIA 9.49 12.38 8.42 11.82 10.96 16.09 

SOUTH AFRICA 53.18 53.52 57.05 63.55 64.99 69.67 
 
 

SOURCE: Derived from the 2006 Revised Financial Structure Dataset by Thorsten Beck, 
AsliDemirguc-Kunt and Ross Levine, (2000), “A New Database on Financial Development and 
Structure,” World Bank Economic Review 14, 597-605 
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Table 2: Ratio of Market Capitalization to GDP and Annualized Growth Rate of Market Capitalization in Selected SSA 
Countries 1991-2009 

 

 
 

 
 
 
 
 
 
 
 
 
 

Botswana 
 

 
Ghana 

 
Kenya 

 
Mauritius 

 
Nigeria 

 South 
Africa 

 

Year MKTCAP Growth MKTCAP Growth MKTCAP Growth MKTCAP Growth MKTCAP Growth MKTCAP Growth 
1991 6.620983 NA 1.151589 Na 5.556847 na 10.92097 na 6.88308 na 139.7376 na 
1992 7.115422 0.074678 1.309916 0.137486 7.748715 0.394445 12.90216 0.181412 3.729704 -0.45813 79.68552 -0.42975 
1993 6.273591 -0.11831 1.977973 0.51 18.42906 1.378337 24.23879 0.878661 4.823733 0.293328 131.8958 0.655204 
1994 8.687605 0.38479 34.37171 16.37724 43.08811 1.338053 42.43786 0.750824 11.45229 1.374155 166.4483 0.261968 
1995 8.337296 -0.04032 25.53643 -0.25705 20.84823 -0.51615 32.94276 -0.22374 7.232604 -0.36846 185.6398 0.1153 
1996 6.791488 -0.18541 21.54348 -0.15636 15.3248 -0.26494 37.90181 0.150536 10.08523 0.394412 168.0704 -0.09464 
1997 11.85401 0.745422 16.53103 -0.23267 13.90697 -0.09252 39.76237 0.049089 10.06366 -0.00214 155.9455 -0.07214 
1998 13.94844 0.176685 18.51748 0.120165 14.36151 0.032684 44.34401 0.115225 8.981509 -0.10753 126.7741 -0.18706 
1999 17.93435 0.28576 11.8787 -0.35851 10.92878 -0.23902 38.2651 -0.13709 8.452888 -0.05886 197.0797 0.554574 
2000 17.35693 -0.0322 10.09364 -0.15027 10.11001 -0.07492 29.0499 -0.24083 9.213937 0.090034 154.2414 -0.21737 
2001 21.02572 0.211373 9.93698 -0.01552 8.083767 -0.20042 23.42576 -0.1936 11.25787 0.22183 117.953 -0.23527 
2002 28.28359 0.34519 12.02032 0.209656 10.82243 0.338786 27.85369 0.18902 9.708958 -0.13758 166.1753 0.408826 
2003 26.3483 -0.06842 18.69883 0.555601 28.03484 1.590438 34.85497 0.251359 14.03222 0.445286 159.1644 -0.04219 
2004 25.3593 -0.03754 29.79754 0.593551 24.17336 -0.13774 37.25238 0.068782 16.46576 0.173426 207.9192 0.306317 
2005 23.76035 -0.06305 15.48999 -0.48016 34.06989 0.409398 41.65204 0.118104 17.24355 0.047237 228.8505 0.100671 
2006 35.06813 0.47591 25.41098 0.640478 50.56403 0.484127 55.29826 0.327624 22.34626 0.29592 273.9486 0.197064 
2007 47.5323 0.355427 15.9293 -0.37313 49.35259 -0.02396 75.32685 0.362192 52.04098 1.328845 291.1429 0.062765 
2008 26.48621 -0.44277 20.38258 0.279565 35.96327 -0.2713 36.97786 -0.5091 24.04563 -0.53795 177.7103 -0.38961 
2009 34.31635 0.295631 16.05447 -0.21234 35.61556 -0.00967 55.12009 0.490624 19.71961 -0.17991 246.4562 0.386843 

Annualized 
Growth  

Rate  
1991-2009  0.0958  0.1578  0.1088  0.0942  0.0603  0.0321 
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Table 3: Summary ofPanel Regression Results: Dependent variable GDP Per Capita: gdppcg 1991-2009 
Independent 
Variables 
 

Model 
(1) 

Model 
(2) 

Model 
(3) 

Model 
(4) 

Model 
(5) 

Model 
(6) 

Model 
(7) 

 OLS PA GMM GMM GMMAdj:Cluster FE RE 
L.gdppcg 0.214* 0.0198 0.121 0.186* 0.186*   
 (2.03) (0.20) (1.15) (2.29) (2.52)   
        
L2.gdppcg   -0.224*     
   (-2.06)     
        
mktcap 0.0238** 0.0258** 0.0291** 0.0320*** 0.0320*** 0.0430*** 0.0179 
 (2.90) (2.97) (3.08) (4.24) (5.47) (3.70) (1.90) 
        
vtsgdp 0.00365 0.0127 0.00598 0.000976 0.000976 0.00254 0.00253 
 (0.19) (0.61) (0.20) (0.06) (0.08) (0.12) (0.12) 
        
stratio 0.0390 0.0375 0.0194 0.0513* 0.0513+ 0.0653* 0.0185 
 (1.25) (1.16) (0.45) (1.96) (1.74) (2.11) (0.52) 
        
fdigdp 0.328** 0.407*** 0.421** 0.330** 0.330+ 0.332* 0.200 
 (2.66) (3.34) (2.98) (3.24) (1.76) (2.26) (1.44) 
        
bdcgdp -0.0404*** -0.0484*** -0.0539*** -0.0528*** -0.0528*** -0.0477** -0.0222** 
 (-4.49) (-5.19) (-4.21) (-5.45) (-5.37) (-3.06) (-3.18) 
        
crash -0.999 -0.996 -1.391+ -1.008+ -1.008**   
 (-1.33) (-1.25) (-1.70) (-1.79) (-2.83)   
        
m2gdp 0.0625*** 0.0766*** 0.0747* 0.0722*** 0.0722***   
 (3.94) (4.49) (2.38) (4.21) (5.52)   
        
_cons -0.688 -0.746 -0.00878 -0.859 -0.859+ 1.245 1.951*** 
 (-1.06) (-1.06) (-0.01) (-1.30) (-1.70) (1.45) (3.72) 
N 84 84 83 84 84 85 85 
t statistics in parentheses              
 
+p < 0.10, *p< 0.05, **p< 0.01, ***p< 0.001  
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Definition of Variables 

 

Gdppcg = Growth in per capita gross domestic product 

L.gdppcg = Lagged growth in per capita gross domestic product 

Mktcap = Ratio of market capitalization to gross domestic product  

Vtsgdp = Value of traded stock to gross domestic product 

Stratio = Stock market turnover ratio 

Fdigdp = Ratio of foreign direct investment to gross domestic product 

Bdcgdp = Ratio of private bank domestic credit to gross domestic product 

Crash = Dummy for year >=2007 & year <=2009 

 

Instruments used in regression 

Exchange Rate 

Consumer price index for year = 2005 

Remittances 

Global stock market returns 
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