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(7)ABSTRACT 


Despite  the  increased  number  of  stock  exchanges  in  Africa,  this  segment  of  the 
 financial market remains underdeveloped with low market capitalization, volume, and 
 liquidity. Efforts of the previous policies to promote the stock market development 
 (SMD) and restore the declining investors’ confidence did not yield positive outcome 
 as they are yet to meet the rising demand of capital for domestic firms. Building on 
 the Arbitrage Pricing Theory (APT), the main objective of this study is to examine the 
 effects of regulation, banking development, and selected economic forces on stock 
 market development in the 12 African countries using the pooled mean group (PMG) 
 model for the period spanning 1996 to 2016. The findings of the first objective reveal 
 a positive and significant relationship between regulatory quality and SMD. On the 
 other hand, the findings of the second objective indicate a negative and significant 
 relationship between banking development and SMD. While the findings of the third 
 objective  suggest  a  positive  and  significant  relationship  between  the  selected 
 economic forces and SMD. Specifically, life expectancy has a positive and significant 
 relationship  with  SMD.  Secondly,  poverty  reduction  is  positively  related  to  SMD. 


Thirdly, there is a positive and significant relationship between unemployment and 
 SMD  while  the  export  growth  has  a  positive  and  significant  impact  on  SMD.  In 
 addition, for the control variables of this study, the exchange rate has a positive and 
 significant  impact  on  SMD  while  both  interest  rates  and  financial  crisis  exert  a 
 negative and significant impact on SMD. The findings of this study have several policy 
 implications  that  include  ensuring  a  sound  and  effective  securities  regulation, 
 promoting  a  complementary  banking  sector-stock  market  development  nexus,  and 
 ensuring stable economic forces to improve the stock market development in Africa 
 that has been slow in recovering from the aftershock of the 2008 global financial crisis. 


Keywords: arbitrage  pricing  theory,  stock  market  development,  financial  crisis, 
Africa, pooled mean group  



(8)ABSTRAK 


Walaupun  terdapat  peningkatan  dalam  jumlah  pasaran  saham  di  Afrika,  segmen 
 pasaran  kewangan  ini  masih  berada  di  tahap  kurang  membangun  dengan  modal 
 pasaran, jumlah dan kecairan yang rendah. Usaha daripada polisi sebelum ini, bagi 
 mempromosikan  pembangunan  pasaran  saham  (SMD)  dan  memulihkan  keyakinan 
 pelabur yang semakin luntur tidak memberikan hasil yang memberangsangkan kerana 
 pasaran  saham  masih  belum  dapat  memenuhi  peningkatan  permintaan  modal  bagi 
 syarikat domestik. Berdasarkan Teori Penentuan Harga Arbitraj (APT), objektif utama 
 kajian ini adalah untuk mengkaji kesan peraturan, pembangunan perbankan dan kuasa 
 ekonomi  terpilih  terhadap  pembangunan  pasaran  saham  di  12  buah  negara  Afrika 
 menggunakan model pooled mean group (PMG) bagi tempoh 1996 hingga 2016. Hasil 
 kajian bagi objektif pertama menunjukkan hubungan yang positif dan signifikan antara 
 kualiti  peraturan  dan  SMD.  Sebaliknya,  dapatan  bagi  objektif  kedua  menunjukkan 
 hubungan  yang  negatif  dan  signifikan  antara  pembangunan  perbankan  dan  SMD. 


Manakala dapatan daripada objektif ketiga menunjukkan hubungan yang positif dan 
 signifikan antara kuasa ekonomi terpilih dan SMD. Secara khususnya, jangka hayat 
 mempunyai hubungan yang positif dan signifikan dengan SMD. Kedua, pengurangan 
 kemiskinan  berkait  secara  positif  dengan  SMD.  Ketiga,  terdapat  hubungan  yang 
 positif dan signifikan antara pengangguran dan SMD, manakala pertumbuhan eksport 
 mempunyai  kesan  positif  dan  signifikan  terhadap  SMD.  Sebagai  tambahan,  bagi 
 pemboleh ubah terkawal kajian ini pula, kadar pertukaran menunjukkan kesan yang 
 positif  dan  signifikan  terhadap  SMD  sementara  kadar  faedah  dan  krisis  kewangan 
 memberikan  kesan  yang  negatif  dan  signifikan  terhadap  SMD.  Hasil  kajian  ini 
 memberi beberapa implikasi terhadap polisi termasuk memastikan peraturan sekuriti 
 yang  kukuh  dan  berkesan,  menggalakkan  hubungan  yang  salin  melengkapi  antara 
 pembangunan perbankan dan pasaran saham dan memastikan  kuasa ekonomi yang 
 stabil untuk meningkatkan pembangunan pasaran saham di Afrika yang mengalami 
 proses pemulihan yang perlahan selepas krisis kewangan global yang berlaku pada 
 tahun 2008.  


Kata  kunci: teori  penentuan  harga  arbitraj,  pembangunan  pasaran  saham,  krisis 
kewangan, Afrika, pooled mean group  



(9)ACKNOWLEDGEMENT 


First  and  foremost,  I  give  thanks  to  Almighty  Allah  (SWA),  the  Omnipotent  and 
 Omniscient for inspiring and guiding me to the success of my Ph.D program.  


My deepest gratitude goes to my supervisor Dr Sabri Nayan for his advice and tireless 
 supervision throughout  my Ph.D. journey  which has contributed immensely to the 
 success of the program and I pray to Almighty Allah (SWA) to enrich his knowledge 
 and wisdom. I am thankful to my parents for their tireless and continuous prayer for 
 me which have resulted to my success both in Ph.D. program and the whole of my life. 


My Allah reward them with Jannatul Firdaus. I owe gratitude to my brother, Professor 
 Bobboi  Umar  for  his  prayers,  financial  and  moral  support  which  have  contributed 
 immensely to my success.  


I  am  highly  indebted  to  the  management  of  the  Modibbo  Adama  University  of 
 Technology,  Yola  for  including  my  name  among  the  beneficiaries  of  the  Tertiary 
 Education Trust Fund (TETfund) scholarship award as well as for continuous payment 
 of my monthly salary throughout the duration of my studies. 


Special  gratitude  to  my  beloved  wife  and  son  for  their  prayers,  patience  and 
 immeasurable support despite my stay away from home. I pray to Allah to consolidate 
 our home and bless our matrimonial life abundantly. I would like to also express my 
 indebtedness to my brothers, friends and sisters including but not limited to Alhaji 
 Abubakar, Alhaji Sahabo (RIP), Alhaji Yahya, Hammajo, Tukur, Ahijo Usman Dr 
 Ismail, Dr Umar, Sahabo, Bello, Dudu Addi, Mamma, Binta, Jara, Hajja, Inna-Lamu 
 and Jara for their words of encouragement, prayers and moral support.  


Special  appreciation  goes  to  my  colleagues  from  the  Department  of  Banking  and 
Finance,  Modibbo  Adama  University  of  Technology  Yola  for  their  prayers  and 
encouragement.  Lastly,  I  am  thankful  to  all  that  have  in  one  way  or  the  other 
contributed to the success of my Ph.D. journey and pray to Allah to reward them. 



(10)TABLE OF CONTENTS 


CERTIFICATION OF THESIS WORK (PhD)  ii 


PERMISSION TO USE  iv 


ABSTRACT  v 


ABSTRAK  vi 


ACKNOWLEDGEMENT  vii 


TABLE OF CONTENTS  viii 


LIST OF TABLES  xi 


LIST OF FIGURES  xii 


LIST OF APPENDICES  xiii 


LIST OF ABBREVIATIONS  xiv 


1.1 Introduction  1


1.2 Background of the Study  1


1.3 Statement of the Problem  18


1.4 Research Questions  33


1.5 Objectives of the Study  33


1.6 Significance of the Study  34


1.7 Scope of the Study  42


1.8 Organization of the Study  43


2.1 Introduction  44


2.2 The Concept of Stock Market Development  44


2.3 Background of African Stock Exchanges  45


    2.3.1 Bourse Regionale des Valeurs Mobilieres (BRVM)  45


2.3.2 Egyptian Stock Exchange (EGX)  46


2.3.3 Ghana Stock Exchange (GSE)  47


2.3.4 Nairobi Securities Exchange (NSE)  47


2.3.5 Malawi Stock Exchange (MSE)  48


2.3.6 Stock Exchange of Mauritius (SEM)  49


2.3.7 Casablanca Stock Exchange (CSE)  50


2.3.8 Namibia Stock Exchange (NSX)  50


2.3.9 Nigeria Stock Exchange (NiSX)  51


2.3.10 Johannesburg Stock Exchange (JSE)  52


2.3.11 Uganda Securities Exchange (USE)  52


2.3.12 Lusaka Stock Exchange (LuSE)  53


2.4 Theories and Models of Stock Market Development  54


2.4.1 Arbitrage Pricing Theory (APT)  54


2.4.2 Macroeconomic Factor Model  57


2.4.3 The Life Cycle Hypothesis  60


2.4.4 Financial Development Models  62



(11)2.5 Previous Empirical Work  64
 2.5.1 Regulatory Quality and Stock Market Development  65
 2.5.2 Banking Development and Stock Market Development  74
 2.5.3 Life expectancy and Stock Market Development  79
 2.5.4 Poverty Reduction and Stock Market Development  81


2.5.5 Unemployment and Stock Market Development  84


2.5.6 Export Growth and Stock Market Development  88


2.5.7 Control Variables and Stock Market Development  89


2.5.7.1 Exchange rates and Stock Market  90


2.5.7.2 Interest Rates and Stock Market  91


2.5.7.3 Financial Crisis and the Stock Market  93


2.6 Gaps in the Literature  102


2.7 Chapter Summary  105


3.1 Introduction  107


3.2 Data and Sampling  107


3.2.1 Unit of Analysis  107


3.2.2 Sources of Data Collection  107


3.2.3 Sampling  108


3.3 Theoretical Framework  111


3.3.1 Arbitrage Pricing Theory  111


3.4 Measurement of Variables and Expected Results  118


3.4.1 Measurement of Dependent Variable  118


3.4.2 Measurements of Independent Variables  120


3.4.2.1 Regulatory Quality  120


3.4.1.1 Poverty Reduction  126


3.4.1.2 Unemployment Rate  128


3.4.1.3 Export Growth  130


3.4.1.4 Exchange Rates  132


3.4.1.5 Interest Rates  134


3.4.1.6 Global Financial Crisis  136


3.4.2 Expected Results  137


3.4.3 Research Framework and Hypothesis Development  138
 3.4.3.1 Regulatory Quality and Stock Market Development  141
 3.4.3.2 Banking Sector Development and Stock Market Development  142
 3.4.3.3 Life Expectancy and Stock Market Development  142
 3.4.3.4 Poverty Reduction and Stock Market Development  143
 3.4.3.5 Unemployment and Stock Market Development  144
 3.4.3.6 Export Growth and Stock Market Development  145


3.5 Model Specification and Econometric Approach  146


3.5.1 Panel unit root tests  147



(12)3.5.2 Panel co-integration estimation: Pooled mean group (PMG) approach  148


3.5.3 Model Diagnostic Test  154


3.6 Chapter Summary  154


4.1 Introduction  157


4.2 Descriptive Analysis  157


4.2.1 Descriptive Statistics  159


4.2.2 Correlation and Multicollinearity Analysis  164


4.3 Inferential Statistics  168


4.3.1 Panel Unit Root  169


4.3.2 Pooled Mean Group (PMG) Model  170


4.3.3 Estimation and Discussion  172


4.3.3.1 Lag Length Selection  172


4.3.3.2 Homogeneity of Variance  173


4.4 Sensitivity/Robustness Analysis  185


4.4.1 Model selection criteria  186


4.4.2 Diagnostic Tests  187


4.5 Hypothesis Testing  189


4.5.1 Relationship between Regulatory Quality and Stock Market Development
 189
 4.5.2 Relationship between the Banking Sector and Stock Market Development


190
 4.5.3 Relationship between Life Expectancy and Stock Market Development  191
 4.5.4 Relationship between Poverty Reduction and Stock Market Development 192
 4.5.5 Relationship between Unemployment and Stock Market Development  193
 4.5.6 Relationship between Export Growth and Stock Market Development  194


4.6 Summary of Hypothesis Testing  195


4.7 Chapter Summary  197


5.1 Introduction  198


5.2 Summary of Findings  198


5.3 Policy Implication of Findings  202


5.4 Limitations of the Study  209


5.5 Recommendations for Future Research  209


5.6 Contributions of the Study  210


5.6.1 Practical Contribution  211


5.6.2 Theoretical Contributions  211


5.6.3 Methodological Contribution  213


5.7 Conclusions  214


references  221



(13)LIST OF TABLES 


Table 1.1  Bank Development and Economic Forces in Africa  8 


Table 2.1   Summary of Selected Empirical Studies  98 


Table 3.1  List of Selected African Stock Exchanges  109 


Table 3.2 Summary of the Variables Definition  138 


Table 4.1 Descriptive Statistics  158 


Table 4.2  Correlation Matrix  165 


Table 4.3 Test of Multicollinearity  168 


Table 4.4  Panel Unit Root Test  169 


Table 4.5  PMG Lag Length Selection  172 


Table 4.6  Pooled Estimate of ARDL (2,1,1,1,1,1,1): Dependent Variable: Stock 


Market Development  175 


Table 4.7 Diagnostic Tests  188 


Table 4.8  Summary of the Outcomes of the Tested Hypotheses  196



(14)LIST OF FIGURES 


Figure 1.1  The Trend of Market Capitalization ratio for Africa and ASEAN5 Stock 


Exchanges.  14 


Figure 1.2  The Trend of Stock Trade Value for Africa and ASEAN5 Stock Exchanges 15 
 Figure 1.3  The Trend of Turnover Ratio for Africa and ASEAN5 Stock Exchange  17 
 Figure 1.4 Trend of African Gross Domestic Product Per capita  19 


Figure 1.5 Trend of Foreign Direct Investment Inflow  20 


Figure 3.1  Trend of Banking Sector Development and Stock Market Development  123 
 Figure 3.2  Trend of Life Expectancy and Stock Market Development  125 
 Figure 3.3  Trend of Household Consumption Expenditure and Stock Market 


Development  127 


Figure 3.4  Trend of Unemployment and Stock Market Development in Africa  129 
 Figure 3.5  Trend of Export Growth and Stock Market Development  131 
 Figure 3.6  Trend of Exchange Rate and Stock Market Development  133 
 Figure 3.7  Trend of Interest Rate and Stock Market Development  135 


Figure 3.8  Research Framework  140 



(15)LIST OF APPENDICES 


Appendix A Stock Market Capitalization Ratio of listed domestic companies  275 
 Appendix B Domestic Credit to Private Sector by Banks (% of GDP)  276 


Appendix C Regulatory Quality Index  277 


Appendix D Life Expectancy at birth, total (Years)  278 
 Appendix E Household Final Consumption Expenditure Per Capita  279 


Appendix F Unemployment rates  280 


Appendix G Export Growth (annual % growth)  281 


Appendix H Exchange Rates (LCU/US$)  282 


Appendix I Lending Interest Rates  283 


Appendix J Pooled Mean Group Estimates: DV=SMD  284 


Appendix K Pooled Mean Group Sensitivity Analysis Estimates  285 
Appendix L Principal Component Analysis for Stock Market Development  286 



(16)LIST OF ABBREVIATIONS 


Abbreviation    Full Meaning 


ACCA   Association of Chartered Certified Accountants  


AEO    African Economic Outlook 


AIC    Akaike Information Criterion 
 APT    Arbitrage Pricing Theory 


AREAER  Annual Report on Exchange Arrangement and Exchange  
 Restriction. 


ARDL   Autoregressive Distributed Lag 


ASEA    African Securities Exchange Association 
 ASEAN  Association of South East Asian Nations 
 BERI    Bonds, Equities and Related Instruments 
 BVRM   Bourse Regionale des Valeurs Mobilieres 
 CAPM   Capital Asset Pricing Model 


CICF    China International Conference in Finance 
 CMA    Capital Market Authority 


CPI    Consumer Price Index 


CSE    Cairo Stock Exchange 


CaSE    Casablanca Stock Exchange 


DFE    Dynamic Fixed Effect 


ECT    Error Correction Term 


EFI    Economic Freedom Index 


EFSA    Egyptian Financial and Supervisory Authority  


EIB    European Investment Bank 


EMH    Efficient Market Hypothesis 


EGX    Egyptian Stock Exchange 


EU  European Union 


FDI    Foreign Direct Investment 


FDS    Financial Development and Structure 


FE  Fixed Effect Model 


FSB    Financial Service Board 


GDP    Gross Domestic Product 


GFC    Global Financial Crisis 


GSE    Ghana Stock Exchange 


IAPM    International Arbitrage Pricing Model 
 ICRG    International Country Risk Guide 
 IFS    International Financial Statistics 
 IMF    International Monetary Fund 
 IPO    Initial Public Offering 


JSE    Johannesburg Stock Exchange 
 KPMG   Klynveld Peat Main Goerdder  


LaSE    Lagos Stock Exchange 


LM    Langrage Multiplier   


LUSE    Lusaka Stock Exchange 


MFM    Macroeconomic Factor Model 



(17)MENA   Middle East and North Africa 


MG    Mean Group Model 


MGF    Market Guarantee Fund 


NAMFISA    Namibian Financial Institutions and Supervisory Authority 
 NBER   National Bureau of Economic Research 


NBS    National Bureau of Statistics 


NEPRU  Namibian Economic Policy Research Unit 


NILEX  Nile Stock Exchange 


NRF    Norton Rose Full Bright  
 NSX    Nairobi Securities Exchange 
 NiSX    Nigeria Stock Exchange 


NYSE    New York Stock Exchange 


OECD   Organization of Economic Cooperation and Development 


PMG    Pooled Mean Group  


POLS    Pooled Ordinary Least Squares 


RBM    Reserve Bank of Malawi 


RE  Random Effect 


SAIIA   South African Institute of International Affairs 
 SBC    Schwarz Bayesian Criteria  


SEC    Securities and Exchange Commission  


SMD    Stock Market Development  


STB    Securities Trading Board 


SSA    Sub-Sahara Africa 


UNCTD  United Nation Conference on Trade and Development 
 UNDP   United Nations Development Program 


USE    Uganda Stock Exchange 


VAR    Vector Autoregressive  


VECM   Vector Error Correction Model 
 VIF    Variance Inflation Factor 


WAMU  West African Monetary Union 


WEO    World Economic Outlook 


WFE    World Federation of Exchanges 
WGI    World Governance Indicators



(18)INTRODUCTION 


1.1 Introduction 


This chapter as the name implies introduces the background of the study. The chapter also 
 discusses the statements of the research problem. It further presents research questions, 
 research objectives and the significance of the study. The scope of the study is also defined 
 in the chapter, and finally, the chapter presents the organization of the study.  


1.2 Background of the Study 


Financial markets play a vital role in the growth and development of every economy (Fufa 


&  Kim,  2018).  More  specifically,  the  financial  market  including  stock  markets  play  a 
 crucial role in channeling funds from surplus to deficit, from non-profitable to productive 
 sectors of the economy (Suganthi & Dharshanaa, 2014).  It is a segment of financial market 
 that  provides  opportunities  for  long-term  investment.  Thus,  every  nation  needs  a  well-
 functioning stock market for its development. John and Duke (2013) disclose that equity 
 markets provide channels for mobilization and allocation of funds in economies through 
 exploiting material and human resources for optimal output. Therefore, the importance of 
 stock market in financial economics literature cannot be overstressed. It has been argued 
 that, one of the crucial aspects of research in finance is to understand the cross-sectional 
 behavior of equity market returns (Subrahmanyam, 2018).  


Although stock markets assist in the development of economic activities, they are  also 
affected  by  the  conditions  of  other  economic  variables.  Therefore,  capital  markets, 
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