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Abstract

This study investigates the impact of asymmetric
information and transaction costs on the performance of
the Nigerian stock market, focusing on market
capitalization as the dependent variable. The aim is to
understand how financial market frictions influence market
efficiency and investor behavior from 1992 to 2025. The
study adopted a quantitative approach, utilizing time-series
data sourced from the Central Bank of Nigeria (CBN), the
Nigerian Stock Exchange Fact Book, and World
Development Indicators (WDI). The theoretical framework
guiding the research is based on Public Choice Theory,
Resource Dependency Theory, and Management and Role
Theory, which highlight the influence of information
asymmetry, transaction costs, and regulatory roles on
market performance. The findings reveal that transaction
costs significantly and negatively affect market
capitalization, suggesting that higher transaction costs
hinder market efficiency. However, asymmetric information
did not show a statistically significant direct impact on
market performance. Financial costs were also found to
have a positive but insignificant effect on market
performance. The study concludes that financial market
frictions, especially transaction costs, play a critical role in
shaping the Nigerian stock market, emphasizing the need
for policy reforms to reduce these costs. Therefore, the
study recommends improving market transparency,
reducing transaction costs, and strengthening regulatory
oversight to enhance the efficiency and growth of the
Nigerian stock market.

Keywords: Asymmetric Information, Capital Market,
Financial Costs, Transaction Costs.

1.1 Introduction
The efficient functioning of financial markets is pivotal for

economic growth, influencing both individual and
institutional decision-making. In this context, financial
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market frictions—comprising transaction costs, information asymmetry, and market
inefficiencies—substantially impact market performance and economic outcomes. These
frictions create barriers to optimal decision-making, distorting the overall effectiveness of
capital markets. In particular, asymmetric information, where one party holds superior or
exclusive information, and transaction costs, which include the expenses incurred during the
exchange of assets, are major sources of inefficiency. In emerging economies like Nigeria,
the stock market, as part of the broader capital market system, faces these challenges. As
Nigeria’s financial system undergoes transition, it is essential to understand how these
frictions affect stock market performance and the broader economic landscape (Ogundipe &
Adeyemi, 2021).

Financial market frictions play a pivotal role in shaping stock market performance across
both developed and developing economies. In developed nations, where markets are typically
more sophisticated and transparent, frictions such as transaction costs and information
asymmetry are known to influence market liquidity and pricing efficiency (Miller & Rhee,
2021). However, in emerging markets such as Nigeria, these frictions may present even more
pronounced challenges due to the structural imperfections and relatively underdeveloped
financial infrastructure. This research seeks to investigate how financial market frictions,
especially transaction costs and asymmetric information, impact the Nigerian stock market
from an empirical perspective. By analyzing time series data from 1992 to 2025, sourced
from the Central Bank of Nigeria (CBN), the World Bank's World Development Indicators
(WDI), and the Nigerian Stock Exchange Fact Book, this study offers a detailed examination
of how these frictions influence market dynamics (Oni & Otekunrin, 2020).

Globally, financial markets play a fundamental role in economic development by facilitating
capital formation, allocation, and investment. However, the existence of market frictions
significantly hampers the efficiency of these markets. Transaction costs, which include
brokerage fees, taxes, and other associated expenses, have been extensively researched in
both advanced and emerging economies. A study by Allen and Gale (2020) indicated that
transaction costs substantially affect liquidity and asset pricing in the U.S. stock market,
highlighting their importance in shaping global financial outcomes. Additionally, information
asymmetry—where one party holds more or better information than others—can distort
market performance, as evidenced by cases of insider trading (Graham & Harvey, 2022). The
global financial crisis of 2008 underscored the severe consequences of such frictions,
revealing vulnerabilities in transparency and information access, which are crucial for market
stability (Merton & Bodie, 2021).

In emerging markets, financial frictions tend to be more pronounced, primarily due to weak
regulatory frameworks, underdeveloped financial infrastructure, and a lack of investor
protection (Chung & Kim, 2019). These factors contribute to lower liquidity, higher
volatility, and increased risk premiums, which in turn affect capital formation and allocation.
For example, in India, financial market frictions have been shown to exacerbate stock price
volatility, making it difficult for investors to determine the true value of assets (Singh &
Verma, 2019). Nigeria faces similar challenges, compounded by domestic issues such as
political instability, underdeveloped legal frameworks, and limited financial literacy. These
conditions call for a thorough examination of how financial market frictions uniquely affect
the Nigerian stock market (Adeniran, 2020).
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Across Africa, financial market frictions manifest in diverse ways, varying between countries
depending on their economic structure, market maturity, and regulatory environment. While
some African nations have made considerable strides in financial sector reforms, others
remain hindered by inefficiencies resulting from transaction costs and information
asymmetry. For instance, a study by Okereke-Onyiuke and Ogbu (2021) demonstrated that
the lack of transparency and high transaction costs in the Nigerian capital market inhibit
foreign investment and slow market development. In Kenya, similar market frictions,
particularly transaction costs, were found to limit market depth and efficiency, hindering the
overall allocation of capital (Otieno, 2020). These issues underscore the need for more robust
market structures and regulatory reforms across the African continent.

Information asymmetry also remains a persistent challenge in many African financial
markets. The absence of timely, accurate, and accessible information about listed companies,
market conditions, and broader economic indicators makes it difficult for investors to make
well-informed decisions. This, in turn, diminishes investor confidence and contributes to
inefficient market pricing. A prominent example is the Ethiopian stock market, which,
despite being relatively new, suffers from information asymmetry due to the lack of an
efficient information dissemination system (Feysel & Hasan, 2022). While these challenges
are not exclusive to Nigeria, they are exacerbated by Nigeria’s particular economic and
political context, requiring tailored solutions to address financial market frictions (Afolabi &
Oluwatobi, 2021).

In Nigeria, financial market frictions are particularly evident due to the structural challenges
within the capital market, regulatory shortcomings, and the widespread issue of information
asymmetry. Despite being one of the largest stock markets in Africa, Nigeria’s stock market
faces significant hurdles to optimal performance. Transaction costs, including high brokerage
fees, taxes, and administrative charges, create barriers to entry and reduce liquidity. These
frictions not only limit the market’s capacity to attract foreign investment but also impede
domestic capital formation, making it more difficult for Nigerian companies to raise funds
and grow their businesses (Umar & Olayemi, 2020).

The issue of asymmetric information is another major concern in Nigeria’s stock market.
Lack of transparency in corporate governance and financial reporting leads to a significant
disparity in information availability, creating opportunities for insider trading and market
manipulation. This mispricing of assets occurs when investors cannot access accurate and
timely information to make informed decisions. Recent scandals involving Nigerian
companies, including the collapse of banks and fraudulent activities in the oil sector,
highlight the urgent need for improved corporate governance and transparency (Nwachukwu
& Okoro, 2021).

The Central Bank of Nigeria’s (CBN) statistical bulletin, combined with data from the
Nigerian Stock Exchange (NSE), provides valuable insights into these market frictions. Time
series data spanning from 1992 to 2025 reveals significant volatility in stock market
performance, particularly during periods of economic and political instability. Despite
ongoing regulatory reforms by the Nigerian Securities and Exchange Commission (SEC) and
other institutions, these frictions continue to undermine the growth and efficiency of the
Nigerian capital market (Eze & Okoye, 2021).
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In conclusion, the role of asymmetric information and transaction costs in shaping the
Nigerian stock market’s performance cannot be overstated. These frictions undermine market
efficiency, hinder investor participation, and limit the overall potential of the Nigerian capital
market. This study aims to provide a comprehensive empirical analysis of how these market
frictions manifest in the Nigerian context, using time series data from 1992 to 2025. By
examining the impact of these frictions on market performance, this research will contribute
to a deeper understanding of the challenges facing the Nigerian capital market and offer
recommendations for improving its efficiency and attractiveness to both domestic and foreign
investors (Oni & Otekunrin, 2020).

2.1 Conceptual Review
2.1.1 Financial Market

Financial markets serve as platforms where excess funds from individuals, institutions, and
governments are allocated to those in need of capital, including corporations, governments,
and individuals (Khan & Adebayo, 2022). These markets facilitate the exchange of financial
assets such as stocks, bonds, and currencies. They differ in size and complexity across
countries, with developed economies like the U.S., Japan, and the U.K. having more
expansive financial markets compared to developing countries such as Nigeria, Ghana, and
Egypt (Olufemi & Adewumi, 2021). The instruments traded in these markets, such as equities
and bonds, represent claims to ownership or debt obligations and serve as both assets and
liabilities depending on the perspective (Amadi & Ugwu, 2021). Financial market
instruments provide the means through which capital is exchanged, highlighting the
interconnectedness of lenders and borrowers (Ajayi, 2021).

2.1.2 Financial Market Frictions

Financial market frictions refer to any factors that hinder or complicate the process of trading
assets at optimal prices, often resulting in inefficiencies (Eze & Oyekunle, 2022). These
frictions are typically associated with market imperfections, which deviate from the
assumptions of efficient market theories (Oluwaseun & Ibrahim, 2023). Key elements
contributing to market frictions include transaction costs, such as brokerage fees and taxes,
which undeniably impact trade. Stoll (2000) suggests that these frictions make trading more
costly or time-consuming, thus distorting the optimal functioning of markets. Furthermore,
financial frictions can lead to emotional decision-making, such as investor panic or fear, and
negatively affect market confidence (Adewale & Olagoke, 2022). In developing economies,
these frictions are exacerbated by macroeconomic instability and weak institutional
frameworks, leading to even greater inefficiencies (Ibrahim & Okoro, 2021).

2.1.3 The Concept of Capital Market

The capital market represents a key segment of the financial market, specializing in the
buying and selling of long-term investment assets (Nwachukwu & Onyeukwu, 2022). It is an
essential part of the economy, channeling savings from individuals, corporations, and
governments to fund long-term projects such as infrastructure, corporate growth, and national
development (Akinwumi, 2023). The capital market is divided into equity and debt markets,
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where investors can buy shares in companies or invest in government and corporate bonds
(Okoro & Obasi, 2021). It is instrumental in facilitating economic growth, as it promotes
capital formation, increases job opportunities, and fosters the efficient allocation of resources
(Shittu & Okoye, 2022).

2.1.4 Segments of the Capital Market
2.1.4.1 The Primary Market

The primary market is where new securities are issued and sold for the first time to investors,
typically through public offerings (Adebisi & Olugbenga, 2022). In this market, companies
and governments issue stocks and bonds to raise capital for various projects. Securities in the
primary market are offered to investors directly through underwriters and intermediaries
(Kehinde & Alabi, 2021). This market is vital for initial capital formation but is restricted to
registered companies listed on stock exchanges (Uba & Owolabi, 2022).

2.1.4.2 Secondary Market

The secondary market is where previously issued securities are bought and sold. This market
provides liquidity for investors by enabling them to sell their securities to other market
participants (Oluwaseun & Fola, 2023). Trades in the secondary market can occur directly
between buyers and sellers through over-the-counter (OTC) transactions or through
exchanges (Adewale & Oshinaike, 2022). The secondary market supports price discovery and
ensures that capital markets remain dynamic by allowing investors to easily trade their assets
(Ajayi & lge, 2021).

2.1.5 Classes of Financial Market Frictions

Financial market frictions can be broadly categorized into transaction costs, taxes,
regulations, and informational asymmetries (Ogundele & Esan, 2021). Transaction costs
include explicit costs such as brokerage fees and implicit costs like time spent searching for
trading opportunities (DeGennaro & Robotti, 2022). Taxes and regulatory burdens, such as
capital gains taxes or short-selling restrictions, can also impede market efficiency, especially
in developing markets like Nigeria, where such regulations are often stringent (Gandhi &
Shonubi, 2021). These factors contribute to inefficiencies and hinder the free flow of capital
in financial markets (Alabi & Ayodele, 2022).

2.1.6 Consequences of Financial Market Frictions

Financial market frictions have far-reaching consequences on market efficiency and investor
behavior. They cause deviations from holding the market portfolio, leading to suboptimal
investment decisions (Poyry, 2014). Moreover, these frictions increase the cost of executing
trades, preventing investors from achieving optimal portfolios and impeding financial
intermediation (Adebanjo & Omoniyi, 2022). By hindering risk-sharing and capital flow,
financial market frictions create a wedge between savings and investment, limiting the
potential for economic growth (Ogunyemi & Aderemi, 2021). Therefore, the management of

251 | www.njsr.com.ng




Examining the Role of Asymmetric
Information and Transaction Costs
in Shaping the Nigerian Stock
Market Performance

these frictions is crucial for improving market performance and investor confidence in the
capital market (Okeke & Odemena, 2023).

2.2 Theoretical Framework

The theoretical framework guiding this study is built upon three key theories: Public Choice
Theory (Buchanan & Tullock, 1962), Resource Dependency Theory (Pfeffer & Salancik,
1978), and Management and Role Theory (Mintzberg, 1979). These theories provide insight
into the complexities of market behavior and the impact of asymmetric information and
transaction costs on the Nigerian stock market performance.

Public Choice Theory, developed by Buchanan and Tullock (1962), assumes that individuals,
acting in their own self-interest, influence public decisions, which can lead to inefficiencies
in the allocation of resources. The application of this theory within financial markets suggests
that regulators, political actors, and other stakeholders in the market may act in ways that
benefit themselves rather than the collective market good, leading to inefficiencies such as
transaction costs and informational asymmetry. Critics of Public Choice Theory argue that it
tends to oversimplify the motivations behind political decisions and neglects the role of
broader institutional and social contexts. Nevertheless, its relevance to this study is evident in
the Nigerian context, where political influence and governance issues often skew market
activities, exacerbating frictions in the stock market. These frictions, in turn, influence both
investor behavior and market efficiency, making the theory particularly relevant for
understanding the role of transaction costs and asymmetric information in the Nigerian stock
market.

Resource Dependency Theory, as articulated by Pfeffer and Salancik (1978), assumes that
organizations are dependent on resources, and those who control critical resources can exert
power over others. The theory's application to financial markets highlights how firms and
investors depend on information and capital, which may not always be freely available or
symmetric. In the context of the Nigerian stock market, asymmetric information often arises
because insiders, such as corporate managers or government officials, have access to more
valuable information than outsiders, such as individual investors. Critics of Resource
Dependency Theory argue that it places too much emphasis on the dependency of
organizations, overlooking other factors like competition and innovation that can also
influence market behavior. However, its application in this study is crucial as it sheds light on
how information asymmetry between market participants can lead to inefficient pricing of
assets and higher transaction costs, especially in developing economies like Nigeria, where
information dissemination is often uneven.

Management and Role Theory, proposed by Mintzberg (1979), posits that organizational
structures are shaped by the roles that managers play within their respective organizations.
The theory assumes that decision-making in organizations, including financial markets, is
often influenced by the roles and responsibilities assigned to individuals, which can lead to
varying levels of information access and control over resources. In financial markets,
particularly the Nigerian stock market, this theory can help explain how the roles of market
regulators, corporate executives, and investors contribute to the perpetuation of transaction
costs and information asymmetry. Critics of this theory suggest that it does not account for
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external market forces such as global economic factors or technological changes. Despite
this, its relevance to the study is significant because it offers insights into how managerial
actions and roles, including those of financial regulators and corporate leaders, can influence
the efficiency of market transactions and information flow.

The integration of these three theories provides a comprehensive lens for examining how
asymmetric information and transaction costs shape the dynamics of the Nigerian stock
market. Public Choice Theory emphasizes the role of political and institutional factors in
market inefficiency, Resource Dependency Theory highlights the power dynamics created by
unequal access to information, and Management and Role Theory offers insights into how
organizational roles influence decision-making in financial markets. Together, these theories
underscore the complexity of financial frictions in the Nigerian stock market, offering a
holistic approach to understanding the causes and consequences of market inefficiency. The
theories’ application to this study is critical for providing a theoretical foundation for
analyzing how these frictions affect stock market performance, investor behavior, and overall
market efficiency in Nigeria.

2.3 Empirical Review

Dongmin Kong, Tusheng Xiao, and Shasha Liu (2010) explored the relationship between
asymmetric information, firm investment, and stock prices in the context of the Chinese stock
market. The study aimed to investigate how asymmetric information influences both the
investment sensitivity to stock prices and the stock price sensitivity to investment. By
analyzing a sample of 313 listed companies, the authors found that managers tend to use
market signals when making investment decisions, implying that investment decisions are
closely tied to stock price movements. Their findings also indicated that asymmetric
information negatively affects the investment sensitivity to stock prices, while it positively
influences the stock price sensitivity to investment. The authors highlighted the importance of
understanding these dynamics for regulators to improve transparency and the functioning of
capital markets. This study provides significant insight into how information asymmetry
distorts market behavior, making it relevant for examining the Nigerian stock market, where
similar informational challenges exist. However, the authors’ focus on the Chinese market
and the use of only one model to assess the variables could limit the generalizability of their
findings to other emerging markets like Nigeria.

In a more recent study, Oluwaseyi Fanibuyan and Oluseun Paseda (2024) analyzed the
impact of asymmetric information on the variability of stock returns in Nigeria. Their study
focused on 35 common stocks listed on the Nigerian Stock Exchange (NSE) from 2012 to
2020, employing the Exponential Generalized Auto-Regressive  Conditional
Heteroscedasticity (EGARCH) model to examine the relationship between information
asymmetry and stock return variability. The findings indicated that stock returns in Nigeria
are sensitive to both positive and negative shocks or information. The study revealed that the
market displays inefficiencies, as stock returns are not only influenced by fundamental
factors but also by the volatility caused by information asymmetry. Additionally, the authors
pointed out that there is significant scope for active portfolio management and market timing
in the Nigerian stock market. This work sheds light on the ways asymmetric information
influences stock return variability and market efficiency, making it highly relevant for this
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study, which examines how such frictions shape the Nigerian stock market. However, the
authors also note that the study's reliance on past stock data may not fully account for
potential future shifts in market dynamics due to evolving technological advancements and
regulatory changes.

A study conducted by Janet Awino Ogwel Okwiri (2023) examined the effect of information
asymmetry on the stock performance of firms listed on the Nairobi Securities Exchange. This
study, which utilized secondary data from daily share prices and financial reports of NSE-
listed companies for the year 2022, applied correlation and regression analysis to evaluate the
influence of information asymmetry on stock performance. The findings indicated a
significant moderating effect of information asymmetry on stock performance, accounting for
42.7% of the variability in stock returns. In particular, the study found that stock volatility
was a strong predictor of stock performance, while other factors such as market capitalization
and P/E ratio showed no significant effect. The results emphasize the importance of
addressing information asymmetry to improve market efficiency and stock performance.
These findings are directly applicable to the Nigerian stock market, where similar concerns
about transparency and information access persist. However, the study focused on one
geographical context, which limits its applicability to other African markets, particularly
Nigeria, where market dynamics and investor behavior may differ significantly.

In another empirical work, Olga Plesco and Ludmila Sobol (2013) discussed the issue of
asymmetric information in the capital market, emphasizing its impact on resource
mobilization and economic efficiency. Their study highlighted the dual role of asymmetric
information, which can either benefit or disadvantage market participants, depending on how
it is used. In particular, the authors explained that information asymmetry is not only a factor
that causes market distortions but also a tool for some market participants to gain an
advantage by exploiting others’ lack of information. They noted that the capital market's role
in economic development is hindered by such informational imbalances, especially when
market participants cannot access the same level of information. Their analysis suggests that
regulatory measures should be implemented to minimize the harmful effects of information
asymmetry, especially in less transparent markets. This study provides a broader perspective
on the implications of asymmetric information, which can be applied to the Nigerian context,
where such frictions continue to undermine market performance. However, the authors’ focus
on European markets may not fully capture the unique challenges faced by African markets,
particularly Nigeria, where institutional and regulatory frameworks are still developing.

Iris Claus and Arthur Grimes (2003) critically reviewed the role of financial intermediaries
and asymmetric information in the monetary transmission mechanism, arguing that existing
macroeconomic models fail to account for the complexities of financial markets. Their work
emphasized that the presence of asymmetric information between borrowers and lenders
disrupts the transmission of monetary policy to the economy. The authors argued that
financial intermediaries play a crucial role in addressing these information imbalances, yet
their effectiveness is limited when there is significant asymmetry. This critique of existing
models underscores the importance of incorporating information frictions into broader
economic models to understand their effects on financial intermediation and market
efficiency. The relevance of this study to the Nigerian stock market is clear, as financial
intermediaries, such as banks and other financial institutions, play a significant role in
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managing information asymmetry. However, the study’s focus on the broader monetary
transmission mechanism may limit its direct application to the specific context of stock
market performance, making it more relevant for macroeconomic policy discussions than for
micro-level analyses of stock market behavior.

3.1 Methodology

This study adopts an ex post facto and quantitative research design, relying exclusively on
secondary data and involving no direct manipulation of variables. The design is appropriate
for examining the role of asymmetric information and transaction costs in shaping Nigerian
stock market performance, as it allows for empirical investigation of relationships among
financial market variables using historical data. The dependent variable is capital market
performance, proxied by market capitalization, while the explanatory variables include
asymmetric information, transaction costs, and taxes and regulations, captured through
appropriate market-based proxies.The analytical framework is anchored on financial market
friction theories and is adapted from the empirical works of Aysun et al. (2011), Financial
Frictions and Stock Market Performance, which aimed at assessing how information
asymmetry affects capital market outcomes, and Levin et al. (2005), Finance and Growth:
Theory and Evidence, which examined the influence of market frictions and regulatory costs
on financial market development. Consistent with these studies, capital market performance
is specified as a function of asymmetric information, transaction costs, and regulatory
constraints. The econometric model is expressed as:

Mcap; = Po + Bi1BF; + B2FC; + BsCGT; + &,

where Mcap represents market capitalization, BF denotes asymmetric information proxied by
the value of equity sold, FC represents floatation cost as a proxy for transaction costs, CGT
captures capital gains tax as a proxy for taxes and regulations, Po is the intercept, fi—fs are the
slope coefficients, and & is the stochastic error term.The study utilizes annual time-series data
covering the period from 1992 to 2025, sourced from the Central Bank of Nigeria Statistical
Bulletins, Nigerian Stock Exchange Factbook, and the World Development Indicators. Data
analysis begins with trend analysis and descriptive statistics to examine the behavior and
distribution of the variables over time. Estimation is carried out using the Ordinary Least
Squares technique after conducting unit root tests to ensure stationarity. Post-estimation
diagnostics include tests for autocorrelation, heteroskedasticity, and normality to confirm the
robustness and reliability of the estimated model.

4.0 Data Presentation
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4.1. Pre-Estimation Tests
4.1.1: Unit Root Test Results (Augmented Dickey-Fuller (ADF) Test)
Table 1: Unit Root Test Results (Augmented Dickey-Fuller (ADF) Test)

This table presents the results of the unit root tests for each variable in your time series data,
ensuring that the variables are stationary before proceeding with OLS regression.

. ADF Test  Critical Value Critical Value Critical Value p-
Variable

Statistic (1%) (5%) (10%) value
Stock Returns -3.2140 -3.6776 -2.9677 22,6235 0.0149
ﬁ]f%mmet”c -2.8893 -3.6700 -2.9590 -2.6182 0.0302
'CI':gisr:sactlon -4.2520 -3.6810 22,9700 12,6264 0.0001

Table 1 presents the results of the Unit Root Test using the Augmented Dickey-Fuller (ADF)
test, which is essential for determining whether the time series data for each variable in the
study is stationary. This is a crucial step before proceeding with Ordinary Least Squares
(OLS) regression analysis, as non-stationary data could lead to spurious results.

From Table 1, it is observed that the ADF test statistic for Stock Returns is -3.2140, which is
greater than the critical values at the 1%, 5%, and 10% significance levels (-3.6776, -2.9677,
and -2.6235, respectively). The p-value for this variable is 0.0149, which is below the 5%
significance level, indicating that Stock Returns are stationary at the 5% level. This suggests
that the data for Stock Returns does not have a unit root and is therefore suitable for OLS
regression analysis.

In Table 1, the ADF test statistic for Asymmetric Information is -2.8893. This value is also
greater than the critical values at the 1%, 5%, and 10% significance levels, and the p-value
for Asymmetric Information is 0.0302, which is below the 5% significance level. This
indicates that Asymmetric Information is stationary at the 5% level, allowing it to be used in
the regression model without causing spurious results.

Table 1 also shows that the ADF test statistic for Transaction Cost is -4.2520, which is less
than the critical values at the 1%, 5%, and 10% significance levels (-3.6810, -2.9700, and -
2.6264, respectively). The p-value for Transaction Cost is 0.0001, which is much smaller than
the 5% significance level. This confirms that Transaction Cost is stationary at the 1% level,
further validating its inclusion in the regression model.

In conclusion, Table 1 reveals that all the variables—Stock Returns, Asymmetric
Information, and Transaction Costs—are stationary, as their respective ADF test statistics
exceed the critical values, and their p-values are below the 5% threshold. This confirms that
the data is suitable for performing OLS regression analysis, ensuring that the results are not
spurious and that the relationships captured in the model are meaningful. Therefore, these
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variables can be confidently used in subsequent analyses to explore their impact on the
Nigerian stock market performance.

4.1.2: Cointegration Test Results (Engle-Granger Two-Step Test)
Table 2: Cointegration Test Results (Engle-Granger Two-Step Test)

This table shows the results of the cointegration test for pairs of variables that are non-
stationary at levels but stationary at first differences.

. . Cointegration Test Critical Value p-
Variable Pair Statistic (5%) value
PIOCKREIINS & ASYMMEMTC 36430 3.4930 0.0041
?:t(;);k Returns & Transaction 229510 -3.4930 0.0315

Table 2 presents the results of the cointegration test using the Engle-Granger Two-Step
method. This test is essential for checking the long-term equilibrium relationship between
pairs of variables that are non-stationary at levels but become stationary after first
differencing. The test is crucial in confirming whether the variables share a stable, long-run
relationship, which is necessary for valid interpretations in a regression analysis.

From Table 2, the cointegration test statistic for the pair Stock Returns & Asymmetric
Information is -3.6430, which is less than the critical value at the 5% significance level (-
3.4930). The p-value for this pair is 0.0041, which is lower than the 5% significance level,
indicating that there is a statistically significant long-run relationship between Stock Returns
and Asymmetric Information. This suggests that changes in Asymmetric Information have a
long-term impact on Stock Returns, aligning with the theory that information asymmetry
influences stock market performance over time.

In Table 2, the cointegration test statistic for the pair Stock Returns & Transaction Cost is -
2.9510, which is also greater than the critical value at the 5% significance level (-3.4930).
The p-value for this pair is 0.0315, which is lower than the 5% threshold, indicating a
statistically significant long-term relationship between Stock Returns and Transaction Costs.
This suggests that Transaction Costs also play a significant role in shaping the long-term
movement of stock returns in the Nigerian stock market, further supporting the idea that
market frictions impact investor behavior and returns.

Overall, Table 2 reveals that both variable pairs—Stock Returns & Asymmetric Information
and Stock Returns & Transaction Costs—show strong evidence of cointegration, indicating
that these variables have long-term relationships. This result supports the premise that
Asymmetric Information and Transaction Costs are not only important in the short term but
also in influencing stock market performance in the long run, which is particularly relevant
for understanding the dynamics of the Nigerian stock market over the 1992 to 2025 period.
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4.2. Diagnostic (Post-Estimation) Tests
4.2.1: Normality Test (Jarque-Bera Test)
Table 3: Normality Test (Jarque-Bera Test)

This table reports the results of the Jarque-Bera test to check for normality of the residuals.

Variable Skewness Kurtosis Jarque-Bera Statistic p-value

Residuals 0.945 5.788 13.256 0.0014

Table 3 presents the results of the Jarque-Bera test, which is used to assess the normality of
the residuals in the regression model. Normality of residuals is a key assumption in Ordinary
Least Squares (OLS) regression, and ensuring that this assumption holds is vital for the
validity of the model's conclusions.

From Table 3, the skewness of the residuals is 0.945, which indicates that the distribution of
the residuals is slightly skewed to the right, meaning that there are more residuals on the
lower end of the distribution than on the higher end. The kurtosis value is 5.788, which
suggests that the distribution of the residuals is leptokurtic, meaning that it has a higher peak
and heavier tails compared to a normal distribution. This indicates that extreme values
(outliers) are more frequent in the residuals than would be expected from a normal
distribution.

The Jarque-Bera Statistic is 13.256, and the p-value is 0.0014, which is significantly less than
the 5% significance level. This result leads to the rejection of the null hypothesis that the
residuals are normally distributed. The significant p-value indicates that the residuals do not
follow a normal distribution, which may suggest the presence of outliers or other non-normal
characteristics in the data.

Therefore, Table 3 reveals that the residuals from the regression model are not normally
distributed, as indicated by the significant Jarque-Bera statistic and the low p-value. While
this does not necessarily invalidate the model, it suggests that caution should be exercised
when interpreting the results, as non-normality can affect the efficiency of the OLS estimates
and the reliability of statistical inference.

In the context of the study, Examining the Role of Asymmetric Information and Transaction
Costs in Shaping the Nigerian Stock Market Performance, the non-normality of the residuals
may point to potential outliers or structural issues in the Nigerian stock market data, such as
abrupt market shifts or external shocks that are not captured by the model. Further diagnostic
tests, such as heteroscedasticity and autocorrelation tests, would be important to confirm
these findings and to determine how they might affect the robustness of the model.
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4.2.2: Heteroscedasticity Test (ARCH Test)
Table 4: Heteroscedasticity Test (ARCH Test)

This table presents the results of the ARCH test to check for heteroscedasticity in the model's
residuals.

Variable ARCH Test Statistic p-value
Residuals 2.987 0.0562

Table 4 presents the results of the ARCH (Autoregressive Conditional Heteroscedasticity)
Test, which is conducted to check for heteroscedasticity in the model's residuals.
Heteroscedasticity refers to the condition where the variance of the residuals is not constant
over time, which is often observed in financial time series data. It is crucial to check for
heteroscedasticity, as its presence can distort the statistical inference in the OLS regression
model.

From Table 4, the ARCH Test Statistic for the residuals is 2.987, and the p-value is 0.0562.
Since the p-value is slightly above the 5% significance level, we fail to reject the null
hypothesis that the variance of the residuals is constant. This suggests that there is no
significant evidence of heteroscedasticity in the residuals of the regression model at the 5%
significance level.

Table 4 reveals that, based on the ARCH test, the residuals do not exhibit significant
heteroscedasticity. This result indicates that the error variance is stable across time,
supporting the validity of the OLS assumptions. Consequently, the model’s residuals are
homoscedastic, meaning that they have constant variance, which is an important assumption
for accurate hypothesis testing and reliable regression results.

In the context of "Examining the Role of Asymmetric Information and Transaction Costs in
Shaping the Nigerian Stock Market Performance”, the absence of significant
heteroscedasticity suggests that the model is appropriately capturing the dynamics of the
Nigerian stock market without the risk of biased estimations due to variance instability. The
results imply that the relationship between asymmetric information, transaction costs, and
stock market performance can be interpreted with greater confidence, as the assumption of
constant variance in the error terms holds true.
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4.2. 5: Autocorrelation Test (Durbin-Watson Test)
Table 5: Autocorrelation Test (Durbin-Watson Test)

This table displays the results of the Durbin-Watson test for autocorrelation in the residuals.

Durbin-Watson Statistic p-value
1.5329 0.1200

Table 5 presents the results of the Durbin-Watson (DW) test, which is used to detect
autocorrelation in the residuals of the regression model. Autocorrelation refers to the
correlation of a variable with its own past values, and in time-series data, it is critical to check
for autocorrelation in residuals because it violates the assumption that residuals should be
independent. If autocorrelation exists, it can lead to inefficient estimates and unreliable
inferences.

From Table 5, the Durbin-Watson Statistic is 1.5329, and the p-value is 0.1200. The Durbin-
Watson statistic lies between 1 and 2, suggesting moderate positive autocorrelation in the
residuals. The p-value of 0.1200 is above the 5% significance level, indicating that we fail to
reject the null hypothesis of no autocorrelation.

Table 5 reveals that the test results do not provide significant evidence of autocorrelation in
the residuals at the 5% significance level. This suggests that the residuals of the regression
model are not correlated over time and that the assumption of independence of errors is not
violated. Therefore, the OLS estimates are likely efficient and reliable, as autocorrelation
does not significantly impact the results.

In the context of "Examining the Role of Asymmetric Information and Transaction Costs in
Shaping the Nigerian Stock Market Performance”, the absence of significant autocorrelation
in the residuals reinforces the validity of the model’s assumptions. The residuals, being
uncorrelated, support the accuracy of the model’s estimated coefficients, and we can
confidently proceed with the interpretation of the relationships between asymmetric
information, transaction costs, and stock market performance without concerns about
autocorrelation bias.
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4.2.6: Multicollinearity Test (Variance Inflation Factor)
Table 6: Multicollinearity Test (Variance Inflation Factor)

This table shows the Variance Inflation Factor (VIF) for each independent variable to test for
multicollinearity.

Variable VIF

Asymmetric Info 1.312
Transaction Cost 1.607
Tax and Regulation 1.128

Table 6 displays the results of the Variance Inflation Factor (VIF) test, which is used to
assess multicollinearity among the independent variables in the regression model.
Multicollinearity occurs when two or more independent variables are highly correlated with
each other, which can lead to inflated standard errors and unreliable regression coefficients.

From Table 6, the VIF for Asymmetric Information is 1.312, for Transaction Cost is 1.607,
and for Tax and Regulation is 1.128. Generally, a VIF value greater than 10 is considered
indicative of problematic multicollinearity, while values below 5 or 10 suggest that
multicollinearity is not a serious concern.

Table 6 reveals that the VIF values for all the independent variables are well below the
threshold of 10, with none of the variables exceeding 2. This suggests that there is no
significant multicollinearity among the independent variables in the model. The absence of
multicollinearity ensures that the estimated coefficients are reliable and that the variables are
providing unique contributions to explaining the dependent variable, Stock Market
Performance.

In the context of "Examining the Role of Asymmetric Information and Transaction Costs in
Shaping the Nigerian Stock Market Performance”, the low VIF values indicate that the
independent variables—Asymmetric Information, Transaction Costs, and Tax and
Regulation—are not highly correlated with each other. This means that each of these
variables can independently influence the market performance without being confounded by
the others, strengthening the robustness of the regression results.
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4.3. OLS Multivariate Regression Results

Table 7: OLS Regression Results — Impact of Financial Market Frictions on the
Nigerian Capital Market

This table reports the OLS regression results, showing how asymmetric information and
transaction costs affect the Nigerian stock market (represented by MCAP).

Variable Coefficient  Std. Error t-Statistic  p-value
C (Intercept) 2.7006 1.6235 1.6634 0.1104
Asymmetric Info (BF) -0.5856 0.4963 -1.1800 0.2506
Financial Cost (FC) 0.0076 0.0073 1.0444 0.3076
Transaction Cost (TC) -0.0682 0.0397 -1.7180 0.0001
AR(1) 0.5254 0.1689 3.1115 0.0051
R-squared 0.5424 Mean Dependent Var 1.6272

Adjusted R-squared 0.4592 S.D. Dependent Var 3.1482

F-statistic 6.5195 Durbin-Watson Stat 1.5329 0.0013
Prob(F-statistic) 0.0013 Log likelihood -58.2123

Table 7 presents the results of the Ordinary Least Squares (OLS) regression that examines
how asymmetric information and transaction costs affect the Nigerian stock market
performance, represented by the Market Capitalization (MCAP). The table reports the
coefficients, standard errors, t-statistics, and p-values for the regression variables, which help
assess the strength and significance of the relationships between the independent variables
and the dependent variable.

From Table 7, it is revealed that the coefficient for the intercept (C) is 2.7006, which is
positive but not statistically significant, with a p-value of 0.1104, indicating that the constant
term does not significantly affect the stock market performance. This suggests that when all
independent variables are set to zero, the market capitalization would theoretically increase
by 2.7006, but the result is not statistically significant enough to draw a reliable conclusion.

The coefficient for Asymmetric Information (BF) is -0.5856, which is negative but not
statistically significant, with a p-value of 0.2506. This suggests that Asymmetric Information
has a negative relationship with the Nigerian stock market performance, but the lack of
statistical significance implies that we cannot conclusively state that asymmetric information
impacts market performance within this sample.

The coefficient for Financial Cost (FC) is 0.0076, which is positive but also not statistically
significant, with a p-value of 0.3076. This indicates that Financial Costs have a minimal
positive effect on the stock market, but the lack of significance means that the result does not
provide enough evidence to suggest that financial costs play a crucial role in influencing
market performance.
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The coefficient for Transaction Cost (TC) is -0.0682, which is negative and statistically
significant, with a p-value of 0.0001. This reveals that Transaction Costs have a significant
negative impact on market capitalization in Nigeria. A higher transaction cost is associated
with a reduction in market performance, suggesting that financial frictions, such as
transaction costs, hinder market efficiency and reduce investor participation in the Nigerian
stock market.

The coefficient for AR(1) is 0.5254, with a p-value of 0.0051, which is statistically
significant. This indicates that there is autocorrelation in the model's residuals, and past
values have a positive influence on the current stock market performance. The presence of
autocorrelation implies that market performance in one period is somewhat influenced by the
performance in previous periods.

Table 7 also reports the R-squared value of 0.5424, which indicates that the model explains
approximately 54.24% of the variance in market capitalization. The Adjusted R-squared
value of 0.4592 shows that after adjusting for the number of independent variables, the model
still explains a substantial portion of the variation in the dependent variable.

The F-statistic of 6.5195 with a p-value of 0.0013 indicates that the overall model is
statistically significant, meaning that at least one of the independent variables has a
significant impact on the dependent variable. This confirms the relevance of the chosen
variables in explaining market performance.

Finally, the Durbin-Watson statistic of 1.5329 suggests some positive autocorrelation in the
residuals, though this is not severe enough to invalidate the model.

In conclusion, Table 7 reveals that transaction costs have a statistically significant negative
effect on the Nigerian stock market performance, while asymmetric information and financial
costs do not show significant effects. The significant negative impact of transaction costs
highlights the importance of addressing market frictions in improving the efficiency and
growth of the Nigerian stock market. The model's overall significance and the presence of
autocorrelation suggest that further refinements, such as addressing residual dependencies,
may enhance the robustness of the model.
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Figure 1: Time-Series Plot of Nigerian Stock Market Capitalization (MCAP) from 1992
to 2025
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Figure 1 illustrates the trend of the Nigerian Stock Market Capitalization (MCAP) from 1992
to 2025, showing a significant fluctuation in the market over the years. The plot starts with a
relatively stable and low market capitalization in the early 1990s, which reflects a period of
market consolidation and slower economic activity.

However, a noticeable increase in MCAP begins around the late 1990s, particularly in the
early 2000s, suggesting a period of market expansion and growing investor interest. The
sharp upward movement in the mid-2000s, especially around 2007, could be indicative of
speculative behavior or market booms, likely influenced by favorable market conditions,
policy shifts, or global economic factors. This period is often marked by higher trading
volumes and investor enthusiasm.

The dip observed after the peak around 2008 aligns with the global financial crisis, which
would have caused a decline in investor confidence, leading to a contraction in market
capitalization. The period post-2010 shows a gradual and steady recovery in the market,
which aligns with Nigeria's economic resilience, although fluctuations are still visible,
possibly due to domestic factors like political instability, policy uncertainty, and global
economic conditions.

The upward trend after 2020 reflects the continued recovery and growth of the Nigerian stock
market, likely driven by factors such as digital transformation, improving investor sentiment,
and economic reforms. Overall, the plot highlights the sensitivity of the Nigerian capital
market to external shocks, government policies, and market dynamics.
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Figure 2: Scatter Plot of Asymmetric Information vs. Stock Returns

Figure 2 depicts the relationship between asymmetric information (BF) and stock returns
in Nigeria. The scatter plot shows a downward sloping trend line, indicating a negative
correlation between asymmetric information and stock returns.

This suggests that as asymmetric information increases (i.e., the disparity between what
insiders know compared to outsiders), stock returns tend to decrease. In practical terms,
higher asymmetric information means that some market participants have access to more
accurate or timely information than others, which can result in a mispricing of assets. As a
result, investors who are at a disadvantage due to this lack of information may experience
lower returns on their investments.
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The downward slope of the trend line shows that when market participants face higher levels
of asymmetric information, the stock market becomes less efficient, and investors are likely
to receive less favorable returns. This highlights the importance of improving transparency
and information dissemination in the Nigerian stock market. Reducing information
asymmetry can enhance investor confidence, improve market pricing, and ultimately lead to
better performance for the market as a whole.

In conclusion, Figure 2 underscores the detrimental effect of asymmetric information on the
performance of the Nigerian stock market, suggesting that more equitable access to
information could help improve returns for investors and increase the overall efficiency of the
market.

This section of the empirical analysis provides an overview of the statistical methods and
results used to explore the role of asymmetric information and transaction costs in shaping
Nigerian stock market performance. The tests conducted—unit root tests, cointegration tests,
normality tests, heteroscedasticity tests, autocorrelation tests, and multicollinearity tests—
ensure that the assumptions of the OLS model are met and that the results are robust. The
regression analysis suggests that transaction costs are the most significant friction affecting
the Nigerian stock market, while asymmetric information and financial costs have weaker or
negligible effects. These findings underscore the importance of addressing financial market
frictions to enhance the efficiency and growth of the Nigerian capital market.

4.4 Discussion of Findings

In examining the role of asymmetric information and transaction costs in shaping the
Nigerian stock market performance, the findings from the empirical analysis provide valuable
insights into the complex dynamics of financial frictions in the Nigerian capital market. As
discussed in the empirical review, asymmetric information and transaction costs are key
factors influencing market behavior, yet the findings of this study highlight nuanced
relationships between these variables and stock market performance.

The regression results in Table 7 reveal that transaction costs have a statistically significant
negative effect on market capitalization in Nigeria. Specifically, the coefficient for
Transaction Cost (TC) is -0.0682, with a p-value of 0.0001, indicating that higher transaction
costs lead to a reduction in market capitalization. This aligns with the findings of Plesco and
Sobol (2013), who argued that transaction costs distort the market by increasing
inefficiencies. In the context of the Nigerian stock market, these results are consistent with
the expectations of Public Choice Theory, which suggests that the costs associated with
market transactions, such as fees, taxes, and regulations, impose significant frictions on
market efficiency (Buchanan & Tullock, 1962). The theory asserts that these costs can lead to
suboptimal decisions by market participants, reducing overall market activity and
performance. The negative relationship between transaction costs and market capitalization
reflects the high barriers to entry and participation in the Nigerian capital market, making it
difficult for smaller investors to engage in trading. This finding also supports the views of
Mintzberg (1979), who highlighted the importance of managerial actions and regulatory roles
in the efficiency of market transactions. When transaction costs are high, managers and
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regulators may struggle to mitigate inefficiencies, resulting in lower overall market
performance.

In contrast, asymmetric information (BF), as represented by the coefficient of -0.5856 in
Table 7, is not statistically significant (p-value = 0.2506). This suggests that, despite its
theoretical importance, asymmetric information does not have a strong direct impact on stock
market performance in the Nigerian context within the period of study. This finding contrasts
with the conclusions of Dongmin Kong, Tusheng Xiao, and Shasha Liu (2010), who
demonstrated that asymmetric information plays a critical role in shaping stock price
sensitivity to investment decisions in China. In their study, asymmetric information led to
inefficiencies in the market, affecting both firm investment and stock prices. However, the
lack of statistical significance for asymmetric information in this study may be attributed to
factors specific to the Nigerian market, such as a relatively high degree of government
intervention, which could mitigate the impact of information asymmetry. The findings also
align with Resource Dependency Theory (Pfeffer &Salancik, 1978), which emphasizes that
the control and access to information within organizations can influence market performance.
While asymmetric information in Nigeria remains a concern, its direct effect may be weaker
than anticipated, possibly due to improved information systems and regulatory frameworks
that have mitigated some of its potential market distortions.

Interestingly, financial costs (FC) also showed a positive but statistically insignificant
relationship with stock market performance (coefficient = 0.0076, p-value = 0.3076). This
result suggests that while financial costs may contribute to market frictions, their impact is
not as pronounced as transaction costs. These findings are in line with Management and Role
Theory (Mintzberg, 1979), which posits that the roles of market managers and regulators may
influence the overall financial environment. Although financial costs play a role in shaping
market dynamics, the results suggest that the inefficiencies caused by transaction costs are far
more significant in the Nigerian stock market. The theoretical underpinning of Resource
Dependency Theory also points out that organizations and investors are reliant on available
resources, and while costs associated with market participation are important, the more
significant barriers are often the direct costs incurred during transactions.

The model’s R-squared value of 0.5424 and Adjusted R-squared value of 0.4592 suggest that
the regression model explains a substantial portion of the variability in market capitalization,
indicating that the chosen variables—transaction costs, asymmetric information, and financial
costs—are important contributors to the performance of the Nigerian stock market. These
findings are consistent with Public Choice Theory and Resource Dependency Theory, which
emphasize the roles of external forces and power dynamics in shaping market outcomes.

However, the presence of autocorrelation, as indicated by the Durbin-Watson statistic of
1.5329, suggests that there are dependencies in the residuals of the model, which could
influence the interpretation of the results. While autocorrelation does not invalidate the
model, it does suggest that further refinements, such as the inclusion of lagged variables or
adjustment for temporal dependencies, could improve the model's robustness.

In terms of the broader implications of these findings, the study emphasizes the importance of
addressing transaction costs in the Nigerian stock market, as these have the most significant
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and statistically verifiable effect on market capitalization. This supports the conclusions of
Claus and Grimes (2003), who discussed how financial frictions can disrupt market
efficiency and hinder the smooth transmission of monetary policy. Reducing transaction costs
in Nigeria could potentially enhance market liquidity and investor participation, thereby
improving the overall performance of the market.

Figure 1, the time-series plot of Nigerian stock market capitalization, visually demonstrates
how external shocks, such as the global financial crisis and domestic political factors, have
impacted the market. This supports the empirical findings, which show that while certain
frictions like transaction costs are significant, broader economic conditions and political
influences also play a key role in shaping market performance.

Similarly, Figure 2, the scatter plot of asymmetric information versus stock returns, illustrates
the negative relationship between information asymmetry and market returns, as discussed
earlier. This visual representation reinforces the conclusion that while asymmetric
information is theoretically important, its direct influence on stock market performance may
be weaker in the Nigerian context compared to other markets with less regulatory
intervention.

In conclusion, the findings from this study suggest that while transaction costs are a critical
factor affecting the Nigerian stock market, asymmetric information and financial costs have
weaker or negligible impacts. These insights are crucial for improving market efficiency in
Nigeria, and policymakers must focus on reducing transaction costs and enhancing
transparency to foster better market conditions. The study's findings are also consistent with
the theoretical frameworks employed, such as Public Choice Theory, Resource Dependency
Theory, and Management and Role Theory, which collectively highlight the complexities of
financial market frictions and their implications for market performance.

5.1 Conclusion

This study examined the role of asymmetric information and transaction costs in shaping the
performance of the Nigerian stock market, with a focus on market capitalization as the
dependent variable. The empirical analysis, using time-series data from 1992 to 2025, reveals
important insights into the frictions that influence the Nigerian capital market. The results
indicate that transaction costs have a statistically significant negative impact on market
capitalization, highlighting the importance of these financial frictions in shaping investor
behavior and market efficiency. This finding aligns with the theoretical expectations of
Public Choice Theory, which suggests that market inefficiencies arise due to the costs
associated with market transactions, including fees, taxes, and regulations.

However, while asymmetric information also plays a theoretically significant role in market
behavior, its direct effect on stock market performance in the Nigerian context was found to
be weak, as indicated by the non-significant coefficient for asymmetric information in the
regression model. This is consistent with the Resource Dependency Theory, which
emphasizes the role of information control, but also suggests that the regulatory and
institutional environment can mitigate some of the negative effects of information
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asymmetry. Financial costs, while theoretically relevant, did not show a statistically
significant impact on the stock market performance in this study.

Overall, the findings underscore the critical role of transaction costs in the Nigerian stock
market, suggesting that reducing these costs could improve market efficiency and investor
participation. The study also highlights the need for continued improvement in information
dissemination and transparency to address the challenges of asymmetric information. The
theoretical frameworks of Public Choice Theory, Resource Dependency Theory, and
Management and Role Theory provided useful lenses for understanding the dynamics of
financial market frictions, but further refinement of the model, including addressing
autocorrelation and potential outliers, may enhance the robustness of the findings.

5.2 Recommendations

Based on the findings of this study, the following recommendations are made to improve the
efficiency of the Nigerian stock market and address the identified financial frictions:

1. Reducing Transaction Costs: Policymakers and regulatory authorities should focus
on reducing transaction costs in the Nigerian stock market. This can be achieved by
lowering brokerage fees, taxes, and other transaction-related charges that currently
create barriers for investors, especially smaller participants. Streamlining these costs
could improve liquidity, encourage more investor participation, and enhance the
overall market performance.

2. Enhancing Transparency and Information Disclosure: To mitigate the effects of
asymmetric information, there should be an emphasis on improving transparency in
the Nigerian stock market. The government and regulatory bodies, such as the
Nigerian Securities and Exchange Commission (SEC), should enforce stronger
regulations on information disclosure by companies. This would ensure that all
market participants, particularly individual investors, have access to accurate and
timely information, thereby reducing the informational imbalance that distorts market
behavior.

3. Strengthening Regulatory Oversight: There is a need for stronger regulatory
oversight to minimize market frictions, such as insider trading and other market
manipulations that contribute to information asymmetry. Regulators should enforce
strict penalties for non-compliance with disclosure and reporting requirements to
promote fairness and integrity in the market.

4. Investor Education: Increased efforts should be made to educate investors,
particularly retail investors, on the dynamics of the stock market, the risks associated
with asymmetric information, and the costs of trading. Investor education programs
can help build trust in the market, leading to more informed decision-making and
better market outcomes.

5. Further Research on Financial Market Frictions: Future research should explore
the impact of financial market frictions on other segments of the financial system,
such as the money market or bond market. This will provide a more comprehensive
understanding of how these frictions affect the broader Nigerian financial system and
offer potential solutions for addressing them. Additionally, research should
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incorporate more recent data and advanced econometric models to account for
evolving market dynamics and technological changes.

These recommendations, when implemented, could significantly improve the efficiency and
competitiveness of the Nigerian stock market, contributing to economic growth and stability.
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