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ABSTRACT 

The capital market is a financial market in which long-term debt or equity-backed securities are 

bought and sold. Capital markets channel the wealth of savers to those who can put it to long-term 

productive use, such as companies or governments making long-term investments. Capital markets 

growth in Africa is gradually taking shape. This growth is premised on how they are utilized. This 

study sought to find the factors influencing the utilisation of the Capital Market in Zambia. The 

independent variables were market capitalisation, number of listed companies, number of financial 

instruments traded, Stock Price Index and the Market Turnover. The dependent variable in this 

study was the capital market utilisation. Further, secondary data was collected for a period of ten 

(10) years from 2007 to 2017. The study employed a descriptive and exploratory research designs 

and linear regression model was used to analyse the data. SPSS version 23 was used for data 

analysis purposes. The results for the study produced an R-square value of 0.958 which means that 

96 percent of the utilisation of capital market is attributed to the variations in Market Turnover, 

Number of Listed Companies, Number of Instruments traded, Stock Price Index and the Market 

Capitalisation while the remaining 4 percent of the variables in the model are not explained. 

ANOVA results show that the F-test of the variation in the regression to the ratio of the variation 

of the residual or error was found to be 34.526, the p value was 0.000 which is less than 0.05 level 

of significant and reliable. The relationship between listed companies and the number of 

companies that are registered with PACRA was found to be 0.042 level of significance. This shows 

that there is a very weak correlation between the two; however, they are statistically significant. 

The study discovered that in ten years’ time the market raised K603 Billion with rights issue 

accounting for 87 percent, IPO, 0.17 percent, MTN 0.15 percent, Corporate Bonds 12 percent, 

Zambia depository receipts 0.015 percent and preference shares grabbing a 3.4 percent. The market 

turnover was compared to GDP ratio and it was found that the ratio has been fluctuating between 

0.04 percent and 4.24 percent in the last 10 years. This shows that the market is not utilised. In 

addition, the study reviewed that for the last 10 years the market capitalisation to GDP ratio of the 

Zambian Economy has been floating within 22.92 percent to 40.14 percent with the average of 

31.76 percent. This shows that the capital market is underutilised. Therefore, the study 

recommended that the Government should revise the regulatory framework. The policy makers 

should strengthen the capital market and address the major challenges that are affecting the 

utilisation of the capital market.  

 

Key Words: Capital Market utilisation, Market Capitalisation, Financial Instruments, Stock 

Exchange, Issuers. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Introduction 

This chapter introduces the study as a foundation of the research project. It is made up of the 

background of the study, the statement of the problem, aims of the study, both main and specific 

research objectives, significance, scope and the limitation of the study. 

In this regard, the capital market is an integral part of the financial market where long-term 

financial instruments are traded. The importance of a well-functioning capital market cannot be 

overemphasized as it improves financial market efficiency and is the missing link in Zambia’s 

long quest and search for economic development, sustainable economic growth and poverty 

reduction. 

The Capital Market enhances private sector development through mobilisation of surplus savings 

and efficiently allocating them to the deficit units. There are three main Acts that govern capital 

markets in Zambia and these are:  

i. The Bank of Zambia (BoZ) Act of 1996, which gives the BoZ the mandate to act as the 

fiscal agent for the Government. With this authority, the central bank administers the 

primary issuance of government securities.  

ii. The Securities Act no.41 of 2016, which provides for the regulation of the securities 

industry and the establishment of the regulatory body, the SEC.  

iii. The Companies Act Cap 388 of 2017, which provides the legal framework for the 

formation and management of companies.  

1.2 Background to the study 

In the 1980’s the external debt for most countries in Africa was so high that the countries 

experienced macro-economic instability and low or negative growth. Thus developing countries 

like Zambia could not continue to absorb the fiscal burden of state owned enterprises (SOE’s) that 

relied on subsidies and unilateral budget transfers by the central government. Because of these 

challenges, the least developed countries (LDCs) adopted structural adjustment programmes 

(SAPs) which were meant to balance up their economies. The SAP included privatisation of state 

owned enterprises (SOEs), liberalisation of the economies and this entailed the starting up of the 
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Stock Exchange which was to be a platform to be used when selling these companies. The state 

enterprises were inclined to anti-export practices. As a result they failed to compete in the global 

market (Ministry of finance and national planning, 1994).  

In the early 1990s, there was a wind of change blowing throughout Africa in so far as economic 

changes were concerned. This was precipitated by the globalisation and also brought about 

changes in the political systems from mainly one party system to multi party political systems. 

Prior to 1991, Zambia pursued an economic management system in which the state owned most 

strategic business companies especially those which were perceived to be important to the running 

of the economy and could help in returning both the political influence and power. This proved to 

be a burden on the budget later on. 

But before the privatization program in the early 1990s there was no formal capital market in 

Zambia, This meant that firms relied mainly on retained earnings and loans from banks such as 

Development Bank of Zambia (DBZ), LIMA Bank and Cooperative Bank for long term finance. 

This posed a restriction on firms as only those in the above banks’ preferred sectors would be 

considered for financing. The trading of long term instruments such as stocks was done Over- The- 

Counter (OTC) with no formal rules and regulations. This led to the consideration of developing 

a formal capital market.  

Then, the capital market was established in 1993 through the enactment of the Securities Act Cap 

354 of the laws of Zambia. This allowed the setting up of an institutional framework for the 

establishment of a formal capital market with the regulator being the Securities and Exchange 

Commission (SEC).(LuSE Handbook, 2003). 

The strength of securities markets which make them focal points of modern finance is their ability 

to mobilize long term savings for financing long term ventures, to improve efficiency of resource 

allocation through competitive pricing mechanisms, to provide risk capital (equity to 

entrepreneurs), and to encourage broader ownership of firms. The latter function is jeopardized if 

there are few listings by eligible firms as well as financial products. This is the current scenario in 

Zambia. The need for the development of an effective and efficient stock market is of utmost 

priority if the problem of access to capital is to be addressed. Therefore to promote the 

development of capital market, it is necessary to understand the factors that impinges on its use 

and generate policy options available to remedy the situation so that access to capital by businesses 

may not be a mirage. 
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1.3 The Statement of the Problem 

The Lusaka Securities Exchange (LuSE) was established with a view to seize the opportunity that 

existed in Zambia and the Southern African region, following governments economic reform to 

relinquish its presence in the running of strategic business companies and instead promote the 

development of the  private sector. However, most Zambian business houses and individuals have 

continued to use loans from commercial banks and other micro-finance lending institutions to fund 

their business operations as opposed to mobilisation of their funds from LuSE which is relatively 

cheaper. 

For a very long time, there have remained only six brokerage firms trading on the LuSE who are 

licensed and regulated by the SEC. The securities exchange has so far played an active and 

important role in a number of institutions quest to raise affordable long term finance through equity 

and debt. There are currently 25 Listed companies and 3 quoted companies as well as debt listings 

that include; the Farmers House PLC Corporate Bond Issue for USD1 Million in 1999, Arcades 

Developments PLC Debentures for the development of Arcade’s shopping mall for USD 1.3 

Million in 2003, Barclays Bank term notes for K30 Billion was done in 2003 and another term 

note 2 for USD 500 Million was done in 2010 in phases. Since inception of the Lusaka Securities 

Exchange, the number of companies that are listed has increased from 2 in 1994 to 25 and 3 quoted 

companies in 2017.The market capitalization has grown from USD 436 million in 1994 to USD5, 

051,461billion in 2017. The LuSE All Share Index started in 1997 at 100 currently stands at 

5,278.33   However, the market has continued to struggle to grow or develop at the rate that is 

reflective of the positive economic indicators.  

From the background presented above, it seems worrying that since Capital Market opened its 

doors to the people, the development has been slow. It is against this background that an in-depth 

investigation in to the factors contributing to the slow- growth of the capital market has been sought 

in this research. 

1.4 Aim of Study 

The aim of this study is to identify and investigate the factors influencing the utilisation of the 

capital market in Zambia. This is with the view that when factors are identified and investigated, 

then the reasons for poor utilisation will be known. 
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1.5. Main objective of the Research 

The main objective of this study is to study the factors influencing the utilisation of the Capital 

Market in Zambia. 

1.5.1 Specific objectives 

The study attempted to achieve the following objectives: 

i. To identify the factors affecting the Market Capitalisation. 

ii. To assess the public awareness of the benefits of listing on Lusaka Securities Exchange 

(LuSE). 

iii. To establish why potential issuers do not list on LuSE. 

1.6. Specific Research Questions 

The following are the research questions: 

i. What bearing does market capitalisation have on the utilisation of the capital market in 

Zambia? 

ii.  How aware is the public about the benefits of listing on capital market. 

iii. Why don’t potential companies list on the exchange? 

iv. How often do financial instruments get traded on LuSE and are they enough that 

individuals and business houses can invest into? 

1.7 Significance of the study 

There are a number of benefits arising from this study and the following deserves a serious noting. 

If the market is illiquid, this will ultimately have a bearing on how the market is utilised. The 

under-utilised market will not attract any investor as it will be difficult to recoup whatever 

investment has been made. Further, this study laid the foundation for further research on the factors 

that are influencing the utilization of the capital market and was aimed at generating discussion 

among various stakeholders on the subject. Some of the stakeholders are; 

1.7.1 Government Policy Makers 

The study findings will provide the policy makers with an opportunity of understanding issues and 

constraints that affect the utilisation of the capital market in Zambia. It will also help the regulators 
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to determine good regulatory framework which will facilitate the faster development of the capital 

market through policies and regulations which will create and enhance an enabling environment. 

1.7.2 Investors 

The study findings will assist investors with an opportunity of knowing the constraints facing the 

market and its future prospects and how to tackle them. 

1.7.3 Academicians 

This study finding will provide academicians with information regarding the performance of the 

capital market and particularly factors influencing the utilisation. It will also provide insight and 

act as a base for future research concerning the capital market. 

1.8 Scope of Study 

Capital market is a broad term that is used to describe the sale and purchase of medium-term and 

long-term securities. The trade can take place over-the-counter or on an organized exchange. For 

the purpose of this study, the LuSE will be the focus. The study will be in the financial sector of 

the Zambian economy with more concentration on the capital markets. The locality was restricted 

to Lusaka and the copper belt provinces. The target population in this study covered issuers, 

potential issuers, investors, potential investors, students, regulators, other capital market players 

and the ordinary citizens.  

1.9 Limitation of the Study 

This study attempted to shed more light and deepen the understanding of the issues affecting the 

Zambian Capital Market. That notwithstanding, the reasons outlined below may have affected the 

findings of the study.  

For qualitative data  collection  to be more effective,  it requires that field observation  be  done  

over  a  considerable  number  of  hours  spread  over several days in order to ascertain an objective 

and accurate view of the true situation on the ground. Due to limited time, the researcher only 

spent two to three hours at the various locations. This implies that some critical factors may not 

have been captured or observed in those hours.  

Some respondents did not complete the questionnaires.  Also, some interviewees were reluctant 

to disclose some vital information because they were still unsure of their anonymity even though 

they were assured of the confidentiality and the purpose of the research. Both the sampling 
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technique and the data collection process employed in this study are characterized by various 

shortcomings. Expert-purposive sampling and convenience sampling may have influenced the 

sample that was chosen. Hence, the selected sample cannot represent 100% the views of the 

respective stock market players.  

1.10 Organisation of the Study   

First Chapter-This is the Introductory Chapter: It contains the introduction part and shows the 

background of the problem, the statement of the problem, the aim of the study, research objectives, 

research questions, the significance of the study, the delimitation and the scope of the study as well 

as the limitations. 

Second Chapter- Literature Review: Many literatures have been reviewed from America, Europe, 

Asia, North Africa, West Africa, Central Africa and Southern Africa. Further it explains both 

theoretical and empirical evidence of the study. It gives different opinions from different authors 

pertaining to the subject in the question. 

Third Chapter- Theoretical and conceptual framework: It gives details about a number of theories 

previously expounded by previous researchers. The conceptual frame work has looked at the 5 

variables in details. 

Fourth Chapter- Research Methodology: gives details of the research design that was used in the 

study to obtain all the results from the study. It further shows the philosophies and how the sample 

size was arrived at. It also shows in detail the tools that were used for gathering all the necessary 

data for the research and how it was conducted. 

Fifth Chapter- Data Presentation and Analysis: Presents all the data that was gathered in form of 

tables, charts and graphs for analysis purposes. 

Sixth Chapter-Summary of Findings, Conclusions and Recommendations: gives a summary of 

the research findings and conclusions for the data that was collected and analysed. Suggestions for 

future study are also included. 

1.11 Chapter Summary 

This chapter has given the background of the study, the statement of the problem, the aim of the 

study, objective of the study, Research Questions, the significance of the study, the scope as well 

as the limitations of the study. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

This chapter presents the literature review of the study; the objective of the study is to look at the 

factors influencing the utilisation of the Zambian capital market. It explores the theoretical models 

of capital markets, empirical findings of other research studies on the similar subject. 

2.2 Overview of the Zambian Capital Market 

Lusaka Securities Exchange was formed as a response to part of the government’s economic 

reform program which started in the early 1990s, which aimed at developing both the financial 

and capital market in order to support and prop up private sector initiative. The result was the 

formation of the Lusaka Stock Exchange now called Lusaka Securities Exchange (LuSE) in 1993 

but became operational on 21st February, 1994. The LuSE facilitates the selling of both debt and 

equity which is also called a unified market. 

It has been used by the government in the privatisation programme as well as borrowing internally 

for the past 24 years. LuSE has helped in bringing together economic agents in its core function 

of moving resources from surplus units of the economy to deficit units. Various firms and 

particularly the government have been helped in raising long-term funds through equity and debt 

capital for financing new projects, expanding and modernizing commercial/industrial concerns, 

Osinubi (1998).  

There are a number of merits that are derived from the capital market by investors but the more 

pronounced ones are easy liquidity and better information gathering. As a result, this contributes 

to it being easier for resources to be mobilized by the investors as they are willing to commit to 

long-term projects in an efficient market. According to Greenwood and Jovanoch, (1990) the well-

functioning stock markets can increase economic efficiency, investments and growth thereby 

directing capital to investments with good returns.  

Generally, the development or utilisation of the capital market is interpreted in terms of activity, 

liquidity and size of the market. An increase in any of these three variables suggests capital market 

development. The LuSE is owned by the six (6) broker members who are also licensed dealers.  
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For a company to qualify to list on LuSE, it should meet the required standards and some but not 

limited to these are: 

The company should have a minimum subscribed capital of K250, 000, a   minimum of 1 million 

shares in issue, 3 years profit before listing, 25% of issued share in public hands and should have 

at least 300 shareholders. 

The applicant must be a public company if the listing refers to shares.  (This will require conversion 

from a private company to a plc in accordance with the Zambian Companies Act). Further, the 

articles of Association must not impose transfer restrictions on shares other than those permitted 

by law and must not limit the number of shareholders. (Once conversion to a Plc has been done, it 

will imply that the company’s Articles of Association have also been amended to take into account 

the above. Securities of the applicant must be registered with SEC. All Shares must have been 

fully paid up, transferable and must have voting rights. 

The advantage of being listed is that they get a 2 percent reduction in the level of corporate tax 

applied on them from 35 percent to 33 percent. They also do not attract a 2.5 percent capital gains 

tax when a transaction takes place. 

2.3 Empirical Studies/Related Works 

Several research studies have documented the development of capital markets world over. 

Goldsmith (1969) provided evidence of how capital markets have been developing in the recent 

past. Levine (1990) showed that stock markets accelerate growth by facilitating change of 

ownership of firms and allowing investors to hold diversified portfolios. Literature covering 

markets from 5 continents were reviewed. These were, New york Stock Exchange (America) 

,London Stock Exchange (Europe),Bombay Stock Exchange (Asia),Cairo, Casablanca, Tunis and 

Tripoli Markets (North African Market),Dar-es-Salam Stock Exchange (East Africa) Nairobi 

Stock Exchange (East Africa) Johannesburg Stock Exchange (Southern Africa) Malawi Stock 

Exchange (South Africa) Nigeria Stock Exchange (West Africa) 

2.3.1 New York Stock Exchange (NYSE) Case of America 

According to Yeught (2016), The New York Stock Exchange (NYSE) is a stock exchange located 

in New York City that is considered the largest equities-based exchange in the world, based on the 

total market capitalization of its listed securities. Formerly run as a private organization, the NYSE 

became a public entity in 2005 following the acquisition of electronic trading 

exchange Archipelago. The parent company of the New York Stock Exchange is now called 

https://www.investopedia.com/terms/a/archipelago.asp
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NYSE Euronext, following a merger with the European exchange in 2007; the NYSE Euronext 

was acquired by Intercontinental Exchange. Currently, NYSE has an estimated market 

capitalization of around $26.3 Trillion. The NYSE relied for many years on floor trading only, 

using the open outcry system. Many NYSE trades have transitioned to electronic systems, but floor 

traders are still used to set pricing and deal in high-volume institutional trading. As of 2017, the 

NYSE is open for trading Monday through Friday between 9:30 AM to 4:00 PM ET. The stock 

exchange is closed on all federal holidays. When federal holidays fall on a Saturday, the NYSE is 

sometimes closed the preceding Friday. When the federal holiday falls on a Sunday, the NYSE 

may be closed the following Monday. 

A series of mergers has given the New York Stock Exchange its massive size and global presence. 

The company started as NYSE before adding the American Stock Exchange and merging with the 

Euronext. The NYSE was purchased in an $11 billion deal by the Intercontinental Exchange 

(ICE) in 2013. 

2.3.2 London Stock Exchange-Case of Europe 

There are currently 2,600 companies from over 60 countries listed on London Stock Exchange, of 

which 1,151 are on AIM, 44 on the Professional Securities Market and 10 on the Specialist Funds 

Market. 

The U.K. stock market is one of the most highly developed stock markets in the world. There is 

one major stock exchange in the U.K. – known as the London Stock Exchange, established in 1801 

where the trade in stocks and shares, among other capital market instruments, takes place. Despite 

the presence of a highly developed banking sector in the U.K., its stock market plays an important 

role in the process of economic development in various ways, including the mobilisation of 

domestic savings to bring about the reallocation of financial resources from dormant to active 

agents and the enhancement of the inflow of international capital.  Despite the undisputed role of 

the stock market in the economic growth process of the U.K., research on the country’s stock 

market is scant (Handa and Khan, 2008; Fraser and Oyefeso, 2005).  

As of November 2018, the Exchange had a market capitalisation of US$3.88 Trillion, making it 

the fourth-largest stock exchange in the world and the largest in Europe (World Federation of 

Exchanges, 2012).  The Exchange is part of the London Stock Exchange Group. The London Stock  

Exchange is  one  of  the  world’s oldest  stock  exchanges  and  can  trace  its  history back more  

than 300  years. Sheilla Nyasha (International Business & Economics Research Journal - 2013) 

https://www.investopedia.com/terms/e/euronext.asp
https://www.investopedia.com/terms/o/openoutcry.asp
https://www.investopedia.com/terms/f/floortrader.asp
https://www.investopedia.com/terms/f/floortrader.asp
https://www.investopedia.com/terms/m/merger.asp
https://www.investopedia.com/terms/i/intercontinentalexchange.asp
https://www.investopedia.com/terms/i/intercontinentalexchange.asp
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2.3.3 Bombay Stock Exchange-Case of Asia 

Indian Stock Markets are one of the oldest in Asia. Its history dates back to nearly 200 years ago. 

The earliest records of security dealings in India are meagre and obscure. The East India Company 

was the dominant institution in those days and business in its loan securities used to be transacted 

towards the close of the eighteenth century. The history of the Indian capital markets and the stock 

market, in particular can be traced back to 1861 when the American Civil War began. The opening 

of the Suez Canal during the 1860s led to a tremendous increase in exports to the United Kingdom 

and United States, several companies were formed during this period and many banks came to the 

fore to handle the finances relating to these trades. With many of these registered under the British 

Companies Act, the Stock Exchange, Mumbai, came into existence in 1875 (Bharti V. Pathak, 

“The Indian Financial System). 

The Bombay Stock Exchange was set up in 1875, the BSE (formerly known as Bombay Stock 

Exchange Ltd.) is Asia's first stock exchange. The BSE is the world's 10th largest stock exchange 

with an overall market capitalization of more than $2.3 Trillion on as of November 2017 with more 

than 5,000 listed companies. 

According to Roy (2016) in his Dalal Street investment journal (Stock Exchange in India) the 

Indian capital market has experienced a significant structural transformation in that it now 

compares well with those in developed markets over the years. This was deemed necessary because 

of the gradual opening of the economy and the need to promote transparency in alternative sources 

of financing. The regulatory and supervisory structure has been overhauled with most of the power 

for regulating the capital market having been vested with the securities exchange board of India 

(SEBI). 

Globalization and financial sector reforms in India have ushered in a change in the financial 

architecture of the economy. In the contemporary scenario, the activities in the financial markets 

and their relationships with the real sector have assumed significant importance. Since the 

inception of the financial sector reforms in the early 1990’s, the implementation of various reform 

measures including a number of structural and institutional changes in the different segments of 

the financial markets has brought a dramatic change in the functioning of the financial sector of 

the economy. Altogether, the whole gamut of Institutional reforms connected to globalization 

program, introduction of new instruments, change in procedures, widening of network of 

participants call for a re-examination of the relationship between the stock market and the foreign 

sector of India (Gordon & Natarajan, “The Financial Markets & Services). 
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The BSE Sensex is the benchmark index of the country and acts as a barometer of the economy. It 

is also called the BSE (30) Sensitive Index (Web 2), The Sensex is a 30 stock index, composed of 

the largest and most traded stocks representing various sectors in the economy. The Sensex has 

come a long way from around 2000 in January 1992 to 15000+ in June 2007. Over the last one 

decade there has been an increase in the mobility of international capital flows globally. This is 

more evident in the increase in the foreign capital flowing into the emerging market economies 

(EME’s). Among the emerging markets, India given its strong performance, economic growth and 

well regulated stock market has been the most preferred destination after China in the recent years. 

2.3.4 North African Markets-Case of North Africa 

A study conducted by Wilson, (2012) on the current status and future potential of capital market 

development in North Africa considering the stock exchanges in Cairo, Casablanca, Tunis and 

Tripoli and analyzing the trading volumes and price trends reveals as capital market development 

in North Africa have a long history though the limited breadth and depth are the common but they 

have been marginal to the region’s development. Hence, according to this study, there is under-

development of both sovereign and corporate bonds in North Africa nevertheless they complement 

equity financing since raising equity finance plays a crucial role for the expanding and flourishing 

the private sector. The article published in spyghana by Anzagra, (2014) entitled emerging 

opportunities for Africa’s development financing through the capital market reveals as the 

development of capital market becomes a vital and feasible substitute to that of traditional 

financing sources of Africa’s development and it is also the most energetic means of nourishing 

its present growth thrust by yielding better returns.  

2.3.5 Developments in Sub Saharan Africa-Case of Sub Sahara Africa 

According to Yartey and Adjasi of World Bank, there has been a considerable development in the 

African capital markets since the early 1990s. Prior to 1989, there were just five capital markets 

in sub-Saharan Africa and three in North Africa. Today there are 19 capital markets ranging from 

starts ups like Uganda and Mozambique capital markets to the Nigeria and Johannesburg capital 

markets. With the exception of South Africa, most African stock markets doubled their market 

capitalization between 1992 and 2002. Total market capitalization for African markets increased 

from US$113,423 million to US$ 244,672 million between 1992 and 2002. The rapid development 

of capital markets in Africa does not mean that even the most advanced African capital markets 

are mature. In most of these stock markets, trading occurs in only a few stocks which account for 

a considerable part of the total market capitalization. Beyond these actively traded shares, there 
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are serious informational and disclosure deficiencies for other stocks. Further, supervision by 

regulatory authorities is often far from adequate. The less developed of the stock markets suffer 

from a far wider range of such deficits.  

Indicators of stock market development show that African markets are small with few listed 

companies and low market capitalization. Egypt, Nigeria, South Africa and Zimbabwe are the 

exceptions with listed companies of 792,207,403 and 79 respectively. The average number of 

listed companies on sub-Saharan African markets excluding South Africa is 39 compared with 

113, with the inclusion of Egypt and South Africa. Market capitalization as a percentage of GDP 

is as low as 1.4 in Uganda. The Johannesburg Securities Exchange in South Africa has about 90 

percent of the combined market capitalization of the entire continent. Excluding South Africa and 

Zimbabwe the average market capitalization is about 27 percent of GDP. This is in contrast with 

other emerging markets like Malaysia with a capitalization ratio of about 161 percent. African 

stock markets suffer from the problem of low liquidity. Liquidity as measured by the turnover ratio 

is as low as 0.02 percent in Swaziland compared with about 29 percent in Mexico. Low liquidity 

means that it will be harder to support a local market with its own trading system, market analysis, 

brokers, and the like because the business volume would simply be too low. Despite the problems 

of small size and low liquidity, African stock markets continue to perform remarkably well in 

terms of return on investment.  

2.3.6 Dar-es-Salaam Stock Exchange-Case of East Africa 

The Dar-es-Salaam Stock Exchange was established by the capital markets and security authority 

under the Capital Markets and Securities (CMS) Act of 1994 in Dar-es-salaam, Tanzania. The 

stock exchange was incorporated on 19 September 1996. The company was incorporated as a 

private company limited by guarantee and not having a share capital under the Companies 

Ordinate, therefore the DSE is a non-profit making body.  

The exchange became operational on 15 April 1998 with TOL Gas Limited listing as the first 

company followed by the Tanzania Breweries Limited (TBL) during the same year. The delay was 

due to the necessary background operational preparations that were inevitable such as training of 

brokers and formulation of issuance and trading rules. 

On 29 June 2015 the Dar-es-Salaam Stock exchange re-registered to become a public limited 

company. The company changed its name from the Dar Es Salaam Stock Exchange Limited to Dar 

Es Salaam Stock Exchange Public Limited Company. The company began selling shares on 16 
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May 2016 and is the third exchange in Africa after Johannesburg Stock Exchange (2006) 

and Nairobi Securities Exchange (2014) to self-list. 

Currently it has 28 listed companies and the market capitalization of U$8.9 Billion. Most of the 

previous researches show that the development of a viable capital market depends on a viable 

private sector firms that are willing to participate in the stock exchange in the form of listing firms 

to raise long-term capital. That a viable and developed capital market relies on individuals, 

institutions, and corporate demand for securities issued in the capital market. These institutions 

include institutional investors, insurance companies, financial institutions, mutual funds, pension 

funds, and other corporate bodies. 

The survey resulted on the confirmation that the demand for securities in Tanzania is affected by 

various factors that have been identified in other studies. These include the level of income of the 

local population, perception of risk in the market, tax considerations, and attractiveness of yields 

on capital market products as compared with alternative investment products. The level of public 

confidence in the financial sector also affects the demand for securities in the stock exchange. 

(Ziorklui, Nyagetera and Rutasitara, 2001) 

2.3.7 Nairobi Stock Exchange-Case of East Africa 

 Kibuthu did a study of some challenging factors of capital markets development as far as the 

Nairobi Stock Exchange is concerned. Her study had found that stringent eligibility requirements 

have discouraged local entrepreneurs and indigenous enterprises that wish to raise funds from 

capital markets. That the eligibility requirements as exemplified in the requirements for listing at 

the Nairobi Stock Exchange have created high barriers to potential entrants to the stock exchanges 

such as the numerous family owned businesses in Africa. Thus, the stock exchanges tend to operate 

like closed membership organizations. 

That the Limited presence of institutional investors is constraining equity demand and the lack of 

an active role in the distribution of securities to the public by other financial institutions such as 

banks, venture capital funds, pension funds, building societies and insurance companies is 

constraining supply of equity. She further stated that creating an efficient regulatory system for 

securities exchanges is a difficult goal to achieve and maintain. Hence, some African stock 

exchanges have limited institutional capacity to police and enforce rules. In addition she is of the 

view that investors, particularly minority shareholders, lack confidence in the market as some 

listed companies continue to operate under poor corporate governance structures. In some stock 
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markets, participants are subject to multiple regulators thereby causing regulatory complexities, 

uncertainties and increased costs of compliance with different regulatory regimes (Kibuthu, 2005). 

2.3.8 Johannesburg Stock Exchange (JSE)-Case of South Africa 

The Johannesburg Stock Exchange (JSE) was founded on 8th November in 1887 by Benjamin’s 

Wallan. The Chambers and Company (Benjamin's company) was the first company to list. As at 

December 2018, it has 375 companies listed with the market capitalisation of $891.74 Billion. 

Although the primary currency used by the Johannesburg Stock Exchange is the South Africa 

Rand. 

JSE Limited (previously the JSE Securities Exchange and the Johannesburg Stock Exchange) is 

the oldest existing and largest stock exchange in Africa. As the largest stock exchange in Africa 

and the 16th largest stock exchange in the world, the Johannesburg Stock Exchange (JSE) is 

probably the first one that comes to mind when one thinks about stock markets in Africa.  

 2.3.9 Malawi Stock Exchange-Case of Southern Africa 

The Malawi Stock Exchange was inaugurated in March 1995 and opened for business for the first 

time on 11 November 1996, under the aegis of the Reserve Bank of Malawi, with 

2300 Malawian citizens buying shares in the first company to be listed – Malawi's largest insurance 

firm, the National Insurance Company. Currently it has 13 listed companies with the market 

capitalization of U$ 1.87 billion. According to the Malawi Confederation of Chambers of 

Commerce and Industry (MCCCI), there are a number of reasons why local firms have been failing 

to access cheap capital through listing on the Malawi Stock Exchange (MSE). The development 

comes at a time when the local stock market, which has 13 listed companies, has not seen any new 

listings since 2008. 

Over the past nine years, the market has seen two companies, namely Packaging Industries Limited 

and Britam, delisting from the bourse (Malawi Banking News). It has been acknowledging that 

raising capital through the stock exchange is a cheap way of recapitalisation or increasing capital 

base. The majority of local businesses are family owned and, as such, they do not want to dilute 

their shareholding and lose their influence or power by listing on the stock exchange (MCCCI 

Chief Executive Officer, Chancellor Kaferapanjira). 

“This is very fundamental as these companies do not necessarily want to expand quickly as well. 

It is not in their interest because such expansion would require external capital. “Secondly, there 

is also some equivalent of Islamic financing in most Malawian owned businesses. According to 
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our database, the majority of Malawian owned businesses are owned by Malawians of Islamic 

faith and these businesses lend capital to each other in line with Islamic banking principles. 

Consequently, they do not see the need to list on the stock exchange,” Kaferapanjira said. He 

further said listing requires a lot of transparency, including transparency on financial dealings, 

which prompts some of the companies to keep to themselves. Kaferapanjira added that the majority 

of businesses in Malawi serve the domestic market and recent economic impact on disposable 

incomes has resulted in a market that is not expanding to the extent of requiring expansion of 

existing businesses. “One would easily mistake the increase in imports as a reflection of higher 

disposable incomes in Malawi. These imports have established their brands in Malawi and some 

of them take place between related companies. “As such, there would not necessarily be an 

opportunity to require expansion of existing businesses,” Kaferapanjira said. He noted that making 

exporting a priority could be key for Malawi to have many listed companies. 

Old Mutual Investment Group Managing Director, Mark Mikwamba, proposed the 

implementation of deliberate tax incentives to attract firms to invest in the local market. According 

to Mikwamba, government may not lose revenue through the tax incentives as they would result 

in many shareholders paying more in tax from dividends. 

Indigenous Businesses Association of Malawi president, Mike Mlombwa also added his voice and 

indicated that making information available to the potential firms in a language they understand, 

could be key in boosting the numbers of listed companies. He further observed that, sometimes, 

the language used in investment is not conducive enough to convince company owners to list their 

firms. 

MSE Chairman, Augustine Chithenga, said his firm has been disseminating information on the 

benefits of listing on the market but that the listing drought could be attributed to fear of the 

unknown. “We see a number of potential companies which could raise cheap capital to boost their 

enterprises in Malawi but we don’t know what they fear,” Chithenga said. Reserve Bank of Malawi 

Governor, Dalitso Kabambe, said listing many firms on the MSE could help Malawi avoid an asset 

bubble next year (Malawi Technology News,2015). 

2.3.10 Botswana Capital Market-Case of Southern Africa 

The Botswana Stock Exchange is located in Gaborone, Botswana. The Botswana share market was 

established in 1989 and became the Botswana Stock Exchange in 1994. It is governed by the 

Botswana Stock Exchange Act. The BSE has 36 market listings and three stock indices: the 

Domestic Company index (BSE DCI); the foreign company index (BSE FCI), incorporating 

https://en.wikipedia.org/wiki/Gaborone
https://en.wikipedia.org/wiki/Botswana
https://en.wikipedia.org/wiki/Stock_market_index
https://en.wikipedia.org/wiki/BSE_DCI
https://en.wikipedia.org/wiki/BSE_FCI
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companies which are dual listed on the BSE and another stock exchange; and the All Company 

Index, which is a weighted average of the DCI and FCI. As well as equities, bonds and Floating 

Rate Notes are traded. Private investors are estimated to account for fewer than 10% of the 

total market capitalisation. Foreign-based mining companies make up over 90%. It boasts of 412 

million of Botswana Pula. 

The Botswana Stock Exchange (BSE) traces its humble beginnings to when it was known 

as Botswana Share Market (BSM). At that time there was no formal stock exchange in Botswana 

and the BSM traded as an informal market with only 5 listed entities and a single broking firm. 

In order to encourage foreign investors to Botswana, an interim exchange committee was set up in 

October 1990 with representatives from the private and public sector, including the secretary of 

the Zimbabwe stock exchange. In September 1994, the legislation to transform the BSE into a full 

exchange was passed by Parliament paving the way for the establishment of the Botswana Stock 

Exchange where trading opened in November 1995. 

Equities, bonds, Exchange Trade Products and Commercial Papers are traded on 

BSE.(https://www.bse.co.bw) 

2.3.11 Nigeria Stock Exchange-Case of West Africa 

The Nigerian Stock Exchange was founded in 1960 as the Lagos Stock Exchange, on September 

15, 1960, the stock exchange council was inaugurated. Operations began officially on August 25, 

1961 with 19 securities listed for trading but informal operations had commenced earlier in June, 

1961. Currently, the Nigerian Stock Exchange has 288 listed companies and with the market 

capitalisation of U$59 Billion. 

According to Babalola & Adegbite (2018) in their study concerning the Nigerian capital market, 

they contended that the market had been faced with many problems being both endogenous and 

exogenous. That there are exogenous problems those outside the direct control of the market but 

which are regulation-induced and the endogenous problems which are those that are internal to the 

market but which are amenable to changes with improved operational procedures including the 

adoption of information technology. Some of the problems found are the size of the market, 

liquidity of a stock market, lack of cooperation between the-Securities and Exchange Commission 

(SEC) and the Nigerian Stock Exchange (NSE), high cost of going public, raising additional equity 

or obtaining loan facility from the capital market. On the size of the market, Babalola contended 

that when looking at about 200 quoted companies and a market capitalization of 294.1 billion at 

https://en.wikipedia.org/wiki/Market_capitalisation
https://en.wikipedia.org/wiki/Mining
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the end-December, 1999 the size of the market can be considered to be small when compared with 

stock market in other emerging markets. They took the South African stock market as an example, 

which had about 650 listed companies while South Korea has about 700 listed companies. The 

small size of the Nigerian Stock market has been traced to apathy of Nigerian entrepreneurs to go 

public due to the fear of losing control of their businesses. Another factor is the weak private sector 

which is a serious constraint militating against healthy growth of the stock market. On the liquidity 

of a stock market in relation to the degree of access, which investors have in buying, and selling 

of stocks in such a market, they were of the view that the more liquid a stock market is; the more 

investors will be interested in trading in the market Babalola & Adegbite (2018). 

Many studies about the capital markets have been looking at other capital markets such as 

emerging markets. Therefore, I have not yet come across any study about the factors influencing 

the utilisation of the Zambian Capital Market. In spite of the importance of previous studies, until 

now the majority of researches have focused on developed countries’ financial markets. Therefore, 

the subject of financial markets in developing countries still needs lengthy analysis and more 

research attention. As a result, this study seeks to or attempts to fill up the gap in literature.  

The  available  literature  on  the  subject  that  concentrates  on  the  less developed  countries  

mainly  focus  on  how  such  developing  countries  in general  can  work  toward  reforms  and  

deepen  their  financial  systems, through the expansion of capital markets in order to improve 

their ability to mobilize resources and efficiently allocate them.  

2.14 Critique of the Existing Literature 

 From most of the reviewed literatures, it is apparent that different variables have been used to 

measure how the markets utilisation is being influenced. These variables may be applicable in 

certain markets while may not be applicable in other markets. 

Market capitalisations alone cannot be used as a variable to measure the growth of the market on 

its own. In certain markets where there are many listed companies with a lot of shares, it may 

show a very positive picture of the Market capitalisation and yet many investors use buy and hold 

strategy. This entails that the market is never utilised as that strategy will affect the liquidity of the 

market. 

The number of listed companies, as well cannot be used as a single determining variable insofar 

as the market utilisation is concerned. In instances where the share price index is used, it is used 

as an average of all shares traded during that period being considered and as such it could just be 
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few companies’ stock influencing the whole market positively, as a result it cannot be used alone 

as a variable.  

2.15 Emerging Issues 

In the recent past, there have been reforms in the capital market world over. These are meant to 

improve the operations of the capital markets and make them strong and viable. The most 

prominent one is demutualisation. 

2.15.1 Demutualisation  

Demutualisation is a process that changes a mutual or co-operative association into a public 

company by converting the interests of the members into shareholdings. These holdings can then 

be traded like the shares of a company (Heffernan 2003). In Zambia, the LuSE is owned by the 

six (6) brokers. They form up the board of the stock market and mandated to make strategic 

decisions for the capital market. 

The idea behind demutualisation is to change the structure of exchanges that were originally 

formed as trusts. Demutualisation allows such associations to conduct commercial business to 

make a profit just like a normal business .This will open up the membership to the public and will 

increase the level of trading on the market. The restriction of only transacting through the brokers 

who are not even in all the parts of the country will be stopped. 

2.15.2 Why has demutualisation gained importance? 

With a sharp rise in the investing class, there is a lot of focus on trading exchanges. Since 

demutualisation allows a professional body to run the exchange, it (the demutualisation process) 

is expected to have better acceptance among investors.  

2.16 Knowledge Gap 

To the best of my knowledge, there is hardly any published work in Zambia literatures that focuses 

exclusively on the factors influencing the utilisation of the capital market and using the same 

variables used in this study. Previously published research on the Zambian capital Market has 

primarily focused on macro-economic factors affecting stock market performance in an attempt to 

bridge the knowledge gap in the Zambian Capital Market and address some practical issues with 

the LuSE like upgrading the trading, clearing and settlement processes. For example, the work of 
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Mulendema (2010) is relevant for the amendment of the Securities Act Chapter 354 of the Laws 

of Zambia.  

The study of the factors influencing the usage of the capital market in Zambia by identifying the 

reasons and investigating them has generally been missing in prior study. In response to this gap, 

this study looks at identifying and investigating the factors influencing the utilisation of the capital 

market in Zambia. The study sought to explore by interacting with both the non-capital market 

players and Capital Market players in Zambia so as to gain understanding of the challenges 

impeding the usage of the market and solicit their views on how to address them.  

2.17 Chapter Summary 

This chapter reviewed literatures regarding the Capital Market. Gave an overview of the Lusaka 

Securities Exchange, reviewed literatures from America,Europe,Asia,West Africa, East Africa, 

North Africa and Southern Africa.Other issues looked at are the emerging issues as well as the 

knowledge gap. 
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CHAPTER THREE 

THEORETICAL AND CONCEPTUAL FRAMEWORK 

3.1 Introduction 

This chapter explains the theories already existing on the subject matter as well as the path of a 

research. The main aim of the theoretical and conceptual frameworks is to make research findings 

more meaningful to the reader as well as acceptable. It is the basis of the research problem. It stems 

from the theoretical framework and usually focuses on the section(s) which become(s) the basis of 

the study. Whereas the theoretical framework consists of the theories or issues in which your study 

is embedded, the conceptual framework describes the aspects you selected from the theoretical 

framework to become the basis of the enquiry (Ranjit Kumar, Research methodology). 

3.2 Theoretical Framework 

According to Grant and Osanloo, the theoretical framework is the “blueprint” for the entire 

dissertation inquiry. It serves as the guide on which to build and support the study, and also 

provides the structure to define how philosophically, epistemologically, methodologically, and 

analytically will approach the dissertation as a whole. Eisenhart (1991) defined a theoretical 

framework as “a structure that guides research by relying on a formal theory, constructed by using 

an established, coherent explanation of certain phenomena and relationships. Thus, the theoretical 

framework consists of the selected theory (or theories) that undergird your thinking with regards 

to how you understand and plan to research your topic, as well as the concepts and definitions 

from that theory that are relevant to your topic. Lovitts (2005) empirically defines criteria for 

applying or developing theories to the dissertation that must be appropriate, logically interpreted, 

well understood, and align with the question at hand.  

3.2.1 The Capital Market 

According to Polakoff (1981) capital market is defined as a market for financial assets other than 

money or near monies. This market is usually called an EXCHANGE. It helps to bring the sellers 

and buyers together. It is a network of facilities that provides for the transfer of long-term claims 

and funds. Howells (1964) also defines it as a market that provides funds for long-term use or 

investment. This happens when bonds and equities are bought and sold. A share is a specific type 

of security which is a general term for any type of financial investment traded on the securities 

exchange (Rutterford, 1983). 
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3.2.2 Contextual Definition of Capital Market. 

For the purpose of this study, a capital market is defined as a market that provides funds through 

the issuance of financial instruments such as bonds, shares, rights and debentures for a long term 

investments. This can mean also that a capital market provides a vital means of mobilising 

resources from areas where there is surplus to areas where there is deficit. Therefore, an efficient 

execution of these functions by the capital market enhances the economic growth and income. 

According to Polakoff (1981) an efficient capital market has beneficial effects which can be 

demonstrated through what may be called the terms of trade approach which states that all freely 

chosen transfers presuppose that both parties to the exchange benefit, otherwise the trade would 

not take place. Further he outlined three important reasons that give rise to capital markets. These 

are: 

● They allow gains to be made through economic specialisation. 

● They allow for interpersonal differences in consumption time preferences and 

● They allow for interpersonal differences in attitudes towards risk. 

Thus a Capital Market provides two critical functions. Firstly it provides a primary market in which 

shares are traded for the first time. Secondly, it provides a secondary market in which securities 

that are already in issue can be re-traded so as to meet other liquidity needs of investors. 

3.2.3 The Efficient Market Hypothesis (EMH) 

Capital market development is an important component of financial sector development and 

supplements the role of the banking systems in economic development. Specifically, capital 

markets assist in price discovery, liquidity provision, reduction in transaction costs and risk 

transfer. They reduce information cost through generation and dissemination of information on 

firms leading to efficient markets in which prices incorporate all available information {Yartey 

and Adjasi (2007), Garcia and Lieu (1999)}.Overall, capital markets provide market liquidity that 

enables implementation of long term projects with long term payoffs thereby promoting a 

country’s economic growth endeavour. Moreover, efficient markets not only avail resources to 

investors, they also facilitate inflow of foreign financial resources into the domestic economy. The 

fact that debt and equity markets are not thriving has seen the credit market play a significant role 

in financing investment while deposits form a significant proportion of the financial asset basket 

(Ngugi et al 2009).The efficient Market Hypothesis is the basic theory describing the behaviour of 

a perfect market in which securities are typically in equilibrium, security prices fully reflect all 
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public information available and react swiftly to new information; because stocks are fully and 

fairly priced, investors need not waste time looking for mispriced securities. 

According to Farmal (1970) as cited by Burton (1996) there are three major versions of market 

Efficiency; weak, semi-strong and strong. Weak EMH states that prices on traded assets already 

reflect all past publicly available information. Semi-Strong EMH claims that both that prices 

reflect all publicly available information and that prices instantly reflect new public information. 

Strong EMH claims that prices instantly reflect every hidden information. 

3.2.4 The behavioural Theory 

The efficient Market theory concept was later challenged by academicians although there is 

sufficient evidence of the relevance of the theory. Academicians and other practitioners recognize 

that emotions and other subjective factors play a role in investment decisions which has resulted 

in a significant research which is referred to as behavioural finance (Gitman, 2006).Behavioural 

finance hold the view that, in practice, markets are far from perfect and investors are not rational 

but are motivated by greed, fear and other emotions. According to the behaviourists, many 

investors let their emotions overrule rational analysis. They say even the most rational investor 

cannot totally eliminate emotion. Emotion is an important aspect of human condition that can 

influence decision making (Gitman, 2006). 

3.2.5 The Agency Theory 

Agency theory has provided a useful tool for detailed analysis of the determinants of the complex 

contractual arrangement called the modern corporation. A survey of the application of this theory 

to the conflicts of interest between corporate managers, stockholders, and creditors find that the 

analysis of these conflicts and their resolutions increases the understanding of the survival of many 

contractual practices that therefore have been taken for granted or viewed with great suspicion. It 

also illustrates the often close relation between financial and organizational practices (Smith and 

Jensen, 2000).Under the theoretical model, the value of Institutions to shareholders results from 

their regulation of transactions and agency costs. Governance indicators are a reflection of the 

ability of institutions to effectively support the minimization of these costs, ultimately bone by 

shareholders. These indicators consist of measures which lead to stability of governments, the 

proper regulation of markets, and the degree of corruption. These factors shape the ability of 

institutions to govern the financial markets. Better governance environments can increase returns 

to shareholders by reducing both transaction costs and agency costs (Hooper et al, 2005). 
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3.2.6 The Capital Asset Pricing Model 

This was a theory developed separately by William Shape (1964) and John Linter (1965) and used 

to identify the adequate cost of capital in project valuation (Brounen et al.2004). Ball (2001) 

defines it as ‘a method of estimating expected returns which passive investors would otherwise 

have earned in the absence of information being tested .The CAPM equation looks like this: 

E(R)=Rf + b (Rm-Rf).Stock’s expected return (E(R) is equal to a riskless rate (Rf) plus risk 

premium compound by b and the amount of a stock of average risk (Rm) is expected to earn above 

riskless rate (Rf).CAPM was developed to explain the behaviour of security prices and provide a 

mechanism whereby investors could assess the impact of the proposed security investment on 

portfolio overall risk and return, CAPM provides a useful conceptual framework for evaluating 

and linking risk and return. An awareness of this trade-off and an attempt to consider risk as well 

as returns in financial decision making should help managers achieve their goals (Gitman, 2006). 

Over the past few decades the world stock market has surged and emerging markets have 

accounted for large amount of this boom. The speed and extent of stock market development in 

developing countries have been unprecedented and have led to fundamental shift both in financial 

structures of less developed countries and in the capital flows from developed nations. 

A key indicator of stock market development, the capitalization ratio (market capitalization as 

proportion to GDP) rose at an unprecedented rate in leading developing economies during 1980s 

and the 1990s climbing from 10 to over 84 percent in countries such as Chile in the course of two 

decades. 

New theoretical research works show that market development might boost economic growth and 

empirical evidence tends to provide some support to this assertion. Levine and Zervos (1998) for 

instance, find that stock market development plays an important role in predicting future economic 

growth. Capital markets are an essential part of the financial sectors of modern economies, 

providing alternative savings posts tools and nonbank sources for financing for enterprises, the 

markets promote economic growth through improved efficiency in savings mobilization (Schmidt 

–Hebbal et al, 1996). 

3.3 Conceptual Framework 

A conceptual framework represents the researcher’s synthesis of literature on how to explain a 

phenomenon. It maps out the actions required in the course of the study given the previous 

knowledge of other researchers’ point of view and the observations on the subject of research. 
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(McGaghie et al., 2001).Further, the conceptual framework is the researcher’s understanding of 

how the particular variables in the study connect with each other. Thus, it identifies the variables 

required in the research investigation. It is the researcher’s “map” in pursuing the investigation. 

According to Bordage and Shea (2001) it “sets the stage” for the presentation of the particular 

research question that drives the investigation being reported based on the problem statement. 

Theories are formulated to explain, predict, and understand phenomena and, in many cases, to 

challenge and extend existing knowledge within the limits of critical bounding assumptions.  

In this study, I have narrated variables as dependent and independent variables which will assist 

me as a foundation for the entire research. As I am assuming that dependent variable is Market 

Utilisation and independent variables are Market Capitalisation, Number of listed companies, 

Market Turnover, Listed Financial Instruments and Share Price Index relative to Consumer Price 

Index. 

3.3.1 Market Capitalisation relative to Gross Domestic Product. 

Market capitalization is equal to the share price multiplied by the number of shares outstanding. 

As outstanding stock is bought and sold in public markets, capitalization could be used as an 

indicator of public opinion of a company's net worth and is a determining factor in some forms of 

stock valuation. The investment community uses this figure to determine a company's size, as 

opposed to using sales or total asset figures. Using market capitalization to show the size of a 

company is important because company size is a basic determinant of various characteristics in 

which investors are interested, including risk (Oluwatoyin and Gbadebo, 2009). 

Given its simplicity and effectiveness for risk assessment, it can be a helpful metric in determining 

which stocks you are interested in, and how to diversify your portfolio with companies of different 

sizes. In order to make an investment decision, you may need to factor in the market capitalisation 

of some investments. They further stated that the two main factors that can alter company's market 

capitalization is significant changes in the price of a stock or when a company issues or repurchases 

shares. Other than the two mentioned corporate actions above, the only factor that can either 

increase or reduce the market capitalization is the changing of the prices of the shares. Therefore, 

the higher market capitalization reflects the busy capital market (Ekanem W, 2003). Market 

capitalisation has a bearing on the Gross Domestic Product of the country as it forms part of the 

investments made in the country. 



  

41 

 

3.3.2 Listed Companies  

According to Shiller and Robert (2011), listed companies are those whose shares are traded on an 

official stock exchange. Otherwise known as public companies are publicly traded 

companies, publicly held companies, publicly listed companies, are corporations whose ownership 

is dispersed among the general public in many shares of stock which are freely traded on a stock 

exchange or in over the counter markets. The shares of these listed companies are traded on the 

stock exchange, the more the number of companies get listed, the more the shares to be transacted 

on the market which will make the market liquid and attractive. 

3.3.3 Financial Instruments  

John Benjamin defines financial instruments as assets that can be traded. Most types of financial 

instruments provide an efficient flow and transfer of capital all throughout the world's investors. 

These assets can be cash, a contractual right to deliver or receive cash or another type of financial 

instrument, or evidence of one's ownership of an entity. They can be cash (currency), evidence of 

an ownership interest in an entity (share), or a contractual right to receive or deliver cash (bond). 

International Financial Reporting Standards (IFRS) 7 and 9 define a financial instrument as "any 

contract that gives rise to a financial asset of one entity and a financial liability or equity instrument 

of another entity. Financial instruments can either be cash which is long term in nature or short 

term in nature (Will Kenton, 2016). Thus, combining the above, the financial instruments are as 

follows: 

3.3.3.1 Debt based instruments (long term) 

● Bonds (cash or securities instrument) 

● Bond futures, options (exchange traded derivatives) 

● Interest rate swaps, IR options, IR caps and floors (OTC derivatives) 

3.3.3.2 Debt based instruments (short term) 

● T-bills (cash or securities instrument) 

● Interest rate futures (exchange traded instrument) 

● Forward rate agreements (OTC derivatives) 

According to Goel (2017), after being initially issued, these instruments then trade in secondary 

markets. This is where ordinary investors purchase them alongside large investors. However, there 

https://en.wikipedia.org/wiki/Corporation
https://en.wikipedia.org/wiki/Stock_exchange
https://en.wikipedia.org/wiki/Stock_exchange
https://en.wikipedia.org/wiki/Over-the-counter_(finance)
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is a key difference between how stocks and bonds are traded on secondary markets: stocks 

are traded on exchanges while bonds are traded over the counter. Any Organisation can register 

these instruments and trade them on the market. An organisation which wishes to raise capital for 

some project or strengthening the financial position can go and list any of the market. Raising 

capital through the market is cheaper than borrowing. If there are a lot of companies raising capital 

through transacting in these financial instruments, it means that the market is being utilised. 

3.3.4 Market turnover relative to GDP ratio 

The turnover ratio of a stock is a measure of sellers versus buyers of a particular stock. It is 

calculated by dividing the daily volume of a stock by the "float" of a stock, which is the number 

of shares available for sale by the general trading public (Will Kenton, 2016). Most of the time, 

the impact of trading volume is relatively neutral. Trading volume in itself doesn't affect stock 

price directly, but it does have a huge impact on the way that shares move. Investors who look at 

thinly traded stocks need to be aware of the heightened volatility involved before they buy. 

1. Low Volume: Low volume means there are less number of stocks traded in exchange. People 

should stay away from such stocks as there is a liquidity risk involved. Also such stocks do not 

have a good reputation hence less number of people want to trade it. 

2. High Volume: Generally good stocks have high volume, which reduces liquidity risk. More 

people are trading these stocks, an indication that more people want them in their portfolio. An 

idea which can be put forward is that more people believe that company is good, might be 

going through bad phase but still people are trading it. (Sharma, 2012).In my study below, I 

have 2 variables, i.e. the dependent and independent variables. 

A variable is defined as anything that has a quantity or quality that varies. The dependent variable is 

the variable a researcher is interested in. In this study I assumed the utilisation of the capital market 

as the dependant variable. The independent variable is a variable believed to affect the dependent 

variable and in this case they are: Market Capitalisation, Volumes of transactions or market 

turnover, Number of listed Companies, Number of financial instruments traded and Share Price 

Index. 

3.3.5 Share price index relative to the performance of consumer price index 

This is a technical tool used to measure the performance of the share price for a period of time. It 

tracks the price movements of all the shares on the stock exchange. In the same, Consumer Price 

Index measures the changes in the prices of the consumer goods for a period of time (James Chen, 
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2014). It provides a measure to understand the direction or the movements of the market as a 

whole. When it increases that is an indication that the market is rising and a decrease indicates a 

falling market. Market indices enable investors to calculate market return. It represents the rate of 

return earned by investing in a portfolio that impersonates the market portfolio. Market return and 

risk are typically used as primary benchmarks to judge investment performance of a portfolio 

performance of the market.  

(A Study in Price Index Theory, Publication Series Spectrum of Federal Statistics, Vol. 16) 

 

There are three types of capital market indices and these are: 

 A price –weighted index. 

 A value-weighted index is an index where each stock is given a weight equal to its value. 

 An equally –weighted index is an index in which the change of each stock is given the 

same weight.  

For the purpose of this study, price weighted index has been used. Below is the diagrammatical 

presentation of the conceptual framework. 
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Figure 3.3 Conceptual Model – Capital Market 

3.4 Chapter Summary 

This chapter discussed the importance of theoretical and conceptual frameworks in a research. It 

has given enough justifications on why their inclusion in a research is indispensable because they 

heighten the quality of a research. Also, it has thoroughly explained the meanings of the two 

frameworks, their distinctive roles that they play in the research process, their differences, how 

they are constructed and where they must be presented in a dissertation or thesis research write-

up.    

This chapter, therefore, assisted the researcher in trying to understand the variables affecting the 

utilisation of the capital market in Zambia. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 

4.1 Introduction 

This chapter introduces the research strategy and the empirical methods for the general approach, 

and specific techniques to address the objectives for the research. It also presents the research 

design and the methods used in the selection of the research participants, and for data collection. 

Research methodology indicates the logic of development of the process used to generate theory 

that is procedural framework within which the research is conducted (Remenyi et al. 1998). It 

provides the principles for organizing, planning, designing, and conducting research. 

Methodological decisions are determined by the research paradigm that a researcher is following. 

The research paradigm not only guides the selection of data gathering and analysis methods but 

also the choice of competing methods of theorizing (Sayer 1992). 

4.2 Research Philosophies 

When undertaking a research, it is important to consider different research paradigms and matters 

of ontology, axiology and epistemology. Since these parameters describe perceptions, beliefs, 

assumptions and the nature of reality and truth (knowledge of that reality), they can influence the 

way in which the research is undertaken, from design through to conclusions, and it is therefore 

important to understand and discuss these aspects in order that approaches congruent to the nature 

and aims of the particular inquiry are adopted, and to ensure that researcher biases are understood, 

exposed, and minimised. Whilst James and Vinnicombe (2002) caution that we all have inherent 

preferences that are likely to shape our research designs, Blaikie (2000) describes these aspects as 

part of a series of choices that the researcher must consider and he shows the alignment that must 

connect these choices back to the original Research Problem. If this is not achieved, methods 

incompatible with the researcher’s stance may be adopted, with the result that the final work will 

be undermined through lack of coherence. Blaikie (1993) argues that these aspects are highly 

relevant to Social Science since the humanistic element introduces a component of ‘free will’ that 

adds a complexity beyond that seen in the natural sciences and others, such as Hatch and Cunliffe 

(2006) draw attention to the fact that different paradigms ‘encourage researchers to study 

phenomena in different ways’, going on to describe a number of organisational phenomena from 

three different perspectives, thus highlighting how different kinds of knowledge may be derived 

through observing the same phenomena from different philosophical perspectives. 
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4.2.1 Ontology 

Blaikie (1993) describes the root definition of ontology as ‘the science or study of being’ and 

develops this description for the social sciences to encompass ‘claims about what exists, what it 

looks like, what units make it up and how these units interact with each other’. In short, ontology 

describes our view (whether claims or assumptions) on the nature of reality, and specifically, is 

this an objective reality that really exists, or only a subjective reality, created in our minds. Hatch 

and Cunliffe (2006) use both an everyday example, and a social science example to illustrate the 

point. For the everyday example, they use the example of a workplace report – asking one to 

question whether it describes what is really going on, or only what the author thinks is going on. 

They go on to highlight the complexity that is introduced when considering phenomena such as 

culture, power or control, and whether they really exist or are simply an illusion, further extending 

the discussion as to how individuals (and groups) determine these realities – does the reality exist 

only through experience of it (subjectivism), or does it exist independently of those who live it 

(objectivism). As a result, we all have a number of deeply embedded ontological assumptions 

which will affect our view on what is real and whether we attribute existence to one set of things 

over another. 

In this regard, it could be that it is merely a researcher’s imagination that the Capital market in 

Zambia is not being fully utilised but the reality is that this is the maximum point it can attain. This 

could be because of the differences in traditions and culture as the markets being compared with 

are from Europe, America and Asia where the culture revolves around saving which is somehow 

un African. 

4.2.2 Epistemology  

Closely coupled with ontology and its consideration of what constitutes reality, epistemology 

considers views about the most appropriate ways of enquiring into the nature of the world 

(Easterby-Smith, Thorpe and Jackson, 2008) and ‘what is knowledge and what are the sources and 

limits of knowledge’ (Eriksson and Kovalainen,2008). Questions of epistemology begin to 

consider the research method, and Eriksson and Kovalainen go on to discuss how epistemology 

defines how knowledge can be produced and argued for. Blaikie (1993) describes epistemology as 

‘the theory or science of the method or grounds of knowledge’ expanding this into a set of claims 

or assumptions about the ways in which it is possible to gain knowledge of reality, how what exists 

may be known, what can be known, and what criteria must be satisfied in order to be described as 

knowledge. Chia (2002) describes epistemology as ‘how and what it is possible to know’ and the 
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need to reflect on methods and standards through which reliable and verifiable knowledge is 

produced and Hatch and Cunliffe (2006) summarise epistemology as ‘knowing how you can know’ 

and expand this by asking how is knowledge generated, what criteria discriminate good knowledge 

from bad knowledge, and how should reality be represented or described. They go on to highlight 

the inter-dependent relationship between epistemology and ontology, and how one both informs, 

and depends upon, the other. In considering this link, the need to understand the position of the 

researcher becomes more obvious. If the researcher holds certain ontological positions or 

assumptions, these may influence the epistemological choices or conclusions drawn. Hence, as 

with ontology, both objective and subjective epistemological views exist. Eriksson and Kovalainen 

(2008) describe an objective epistemology as presuming that a world exists that is external and 

theory neutral, whereas within a subjective epistemological view no access to the external world 

beyond our own observations and interpretations is possible. Saunders, Lewis and Thornhill (2007) 

discuss this further, highlighting that certain researchers therefore argue that data collected from 

objects that exist separate to the researcher (an external reality) is less open to bias and therefore 

more objective, and that if social phenomena are studied, these must be presented in a statistical, 

rather than narrative, form in order to hold any authority, a position of course that many researchers 

would challenge and Blaikie (1993) contends that since social research involves so many choices, 

the opportunity for researchers values and preferences to influence the process makes it difficult 

to ultimately achieve true objectivity. These discussions lead us to the next area for consideration, 

which Blaikie (2000) describes as the ‘research paradigm’ and by others (Saunders, Lewis and 

Thornhill, 2007) as the ‘research philosophy’. These philosophies are formed from basic 

ontological and (the related) epistemological positions, and have developed in both classical and 

contemporary forms to effectively classify different research approaches. Denzin and Lincoln 

(2003) describe a research paradigm as ‘an interpretive framework’ and in borrowing from Guba, 

as a ‘basic set of beliefs that guides action.  

In this study, the interpretation of the results was based on the results collected. These results 

collected were as a result of the methods used in collection of the same results. Probably if a 

different method was used in the collection of the results, different data could have been collected 

and the result could have been different. 

4.2.3 Axiology  

According to Heron (1996) this is a branch of philosophy that studies judgments about value. 

Although this may include values we possess in the fields of aesthetics and ethics, it is the process 
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of social enquiry with which we are concerned here. The role that your own values play in all 

stages of the research process is of great importance if you wish your research results to be credible. 

Heron (1996) argues that our values are the guiding reason of all human action. He further argues 

that researchers demonstrate axiological skill by being able to articulate their values as a basis for 

making judgements about what research they are conducting and how they go about doing it. After 

all, at all stages in the research process one will be demonstrating their values. Choosing one topic 

rather than another suggests that the other topics are more important. The choice of philosophical 

approach is a reflection of the values as is the choice of data collection techniques. 

An interesting idea which comes from Heron’s (1996) discussion of axiology is the possibility of 

writing your own statement of personal values in relation to the topic you are studying. This may 

be more evidently applicable to some research topics than others.  

In this study, importance was attached to the entire process up to the point of the interpretation of 

the results. This goes to show that the results obtained are credible and trustworthy. 

The table below presents the comparisons between Ontology, Epistemology and Axiology 

Table 4.2. Comparisons between Ontology.Epistemology and Axiology (Remenyi et al 1998) 

Assumption Quantitative Qualitative 

Ontological 

(What exist) 

Reality 

Single reality(Best solution, 

optimisation-prototype) 

Multiple(Sides of)realities(by 

situation of 

participants/subjects 

Epistemological 

(How do I know) 

Researcher’s role 

Distant view and independent(no 

relationship between researcher and 

subjects such as public opinions) 

Close distance view and 

interaction(Involving 

collaboration) 

Axiological (What is 

valuable) Value and 

Judgement 

Objective value-free/unbiased 

(general, no side or no personal 

statement. 

Subjective value laden/biased 

(Identity position from the 

perspective of….) 

 

Based on the above discussion on the research philosophies, the researcher will adopt both the 

qualitative and quantitative approaches. The researcher used a structured questionnaire which is a 

Likert Scale based questions. The questionnaire survey method was used as it provides a 



  

49 

 

standardized interview across all subjects, and all respondents are asked the questions that are 

appropriate to them, and when those questions are asked, they are always asked in exactly the same 

way thereby facilitating easy comparison and analysis of responses (Collins 1996). 

4.3 Research Design 

Research design is ‟the structuring of investigation aimed at identifying variables and their 

relationships to one another (Asika 2008).  A research design is a blue print of those procedures 

which are utilised by a researcher to test the correlation between independent and dependent 

variable (Khan, 2008).   

In view of the foregoing, for the purpose of this study, exploratory and descriptive research designs 

have been used. The exploratory design has been used because it has allowed the researcher to 

understand the theory that underpins the operation of the capital market in general and thereby 

creating awareness. The descriptive design has been used to describe the performance of the LuSE 

in relation to the specific benchmarks that has been used in assessing the capital market. 

4.4 Sampling 

The study used both probability and non-probability techniques. Particularly simple probability 

sampling has been used in situations where it has not been possible to have specific sample such 

as Managers. In this case, the selection has been non-probability purposively approach. 

4.5 Population 

The population comprised 180,000 Organizations and individuals. The target mostly was the active 

players in the capital market as well as the potential listing companies especially those that are 

listed in other countries but not listed here, such as G4 Securities etc. The listed companies 

highlight the role and benefits accrued in being listed and challenges encountered.  

4.6 Sample size  

The sample size is a smaller set of the larger population (Cooper and Schindler, 2008). They further 

argue that the sample size is important for economic reasons. An under-sized study can be a waste 

of resources for not having the capability to produce useful results, while an over-sized one uses 

more resources than necessary. The researcher adopted a confidence level of 90 percent and margin 
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of error is 10 percent. To obtain a sample size that has an adequate size relative to the goals of the 

study, the researcher adopted Yamane’s formula which is as follows:  

 

n =      N  

        1 + N (e) 2 

Where n is the sample size, N is the population size and e is the margin of error (Yamane, 1967).  

n =           N 

          {1+N (e) 2}  

n =         180,000 

        {1 + 180,000(0.1)2} 

n = 100 

 

The sample size for this study has been drawn from a study population of Capital Market 

Association of Zambia (CMAZ), SEC, LuSE, Lawyers, Trustees, Custodians, potential Issuers, 

Issuers, potential investors and existing investors. The sample size of the study has been collected  

from a population of 180,000 respondents whereby 4 from SEC management or personnel,4 LuSE 

management personnel, 5 Brokerage firms,6 from Fund Managers 10 from Private Lawyers,40 

potential investors, 24 Issuers and potential companies,1 Trustee, 2 custodian and 3 from CMAZ. 

4.7 Sources of Data 

The two major sources of data have been primary and secondary.  

4.7.1 Primary data  

This is the data collected through personal interviews, observation, questionnaires etc. by the 

interviewer. The interviews comprised both open and closed ended types of questions and 

respondents were drawn from LuSE, SEC, and Personnel from listed companies, brokerage firm’s 

potential companies, Lawyers, Trustees and custodians. 
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4.7.2 Secondary data  

This has been collected from publications of the Bank of Zambia, government ministries and 

departments, finance journals, LuSE website and SEC journal publications. 

4.8 Data Collection Methods 

The key data collection methods were through review of the publications. Selected capital market 

variables were considered and these were: 

i. Market capitalization relative to Gross Domestic Product. 

ii. Share price index movement relative to the performance of consumer price index. 

iii. Turnover to GDP ratio 

iv. Number of Instruments on LuSE 

v. The number of listed companies as a percentage to the ones registered with PACRA. 

Further, one on one interviews was conducted with key personnel’s, questionnaires were 

administered in certain instances as well. 

Both qualitative and quantitative data was used in order to achieve the objective of the research. 

4.9 Pre-testing of data collection instruments. 

The questionnaires were randomly pre-tested with 10 respondents before sending it to 90 

respondents. The results from the questionnaires were that the questionnaires were fit for the 

collection of the type of data that was needed and the questions were clear, not too long to bore 

the respondents and straightforward. 

4.10 Data Analysis Methods 

As it is commonly known, data analysis is the process of running various tests on the data that one 

has obtained at the end of a research study. Therefore, it involves decisions concerning tests to be 

made and the data to be used in those tests. In the final analysis, the end result is formation of 

conclusions that can be used for future decision making. So Data will be analysed using Statistical 

Package of Social Sciences (SPSS) to analyse the data which will be collected. The results will be 

presented in the form of tables, histograms, pie charts and pictures if any.  
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4.11 Reliability and Validity of Research 

The results obtained by the primary data analysis are validated for correctness with the support of 

two parameters like validity and reliability of the research. 

4.11.1 Reliability: 

Reliability is referred to as the extent to which a test, measurement procedure or a questionnaire 

generates common outcomes on repeated trials. It is the consistency or stability of scores across 

raters or over time (Sandelowski, 2000). 

According to Hooley, 2008 it is mentioned that reliability is the degree to which the measures yield 

stable results and are free from error i.e. the measurement procedure stableness. If a procedure or 

measurement device stably assigns similar score to objects or individuals with common values, 

the components is assumed reliable. Reliability involves the reproducibility or consistency of 

scores test i.e. the degree to which one can expect similarly stable individual’s deviation scores 

across testing situations on parallel or verifying components. Reliability is adopted in this study 

by ensuring that no question is answered twice by the same respondent.  

4.11.2 Validity: 

According to Bryman and Bell (2003), Questionnaires are said to always lack validity for many 

reasons. Several individuals may lie; give responses that are desired and so on. Reliable 

measurement instruments are free of random error. Validity is a degree to which an instrument or 

test measures what needs to be measured and can be classified as content, criterion, logical or 

construct validity. Similarly Myers (2009) has mentioned that validity of measurement denotes the 

degree to which the scores from the test or instrument measures what it is supposed to measure.  

In view of this study, validity is adopted by ensuring that the questions in the questionnaires are 

relevant to that of the proposed research objectives and literature review. The following types of 

validities were considered: 

Face and content validity 

The judgement that an instrument is measuring what it is supposed to is primarily based upon the 

logical link between the questions and the objectives of the study. Hence, one of the main 

advantages of this type of validity is that it is easy to apply. Each question or item on the research 

instrument must have a logical link with an objective. Establishment of this link is called face 
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validity. It is equally important that the items and questions cover the full range of the issue or 

attitude being measured. 

Assessment of the items of an instrument in this respect is called content validity. In addition, the 

coverage of the issue or attitude should be balanced; that is, each aspect should have similar and 

adequate representation in the questions or items. Content validity is also judged on the basis of 

the extent to which statements or questions represent the issue they are supposed to measure, as 

judged by you as a researcher, your readership and experts in the field. Although it is easy to 

present logical arguments to establish validity, there are certain problems: 

● The judgment is based upon subjective logic; hence, no definite conclusions can be drawn. 

● Different people may have different opinions about the face and content validity of an 

instrument. 

● The extent to which questions reflect the objectives of a study may differ. If the researcher 

substitutes one question for another, the magnitude of the link may be altered. Hence, the 

validity or its extent may vary with the questions selected for an instrument. 

Concurrent and predictive validity 

In situations where a scale is developed as an indicator of some observable criterion, the scale’s 

validity can be investigated by seeing how good an indicator it is’ (Moser & Kalton 1989). Suppose 

you develop an instrument to determine the suitability of applicants for a profession. The 

Instrument’s validity might be determined by comparing it with another assessment, for example 

by a psychologist, or with a future observation of how well these applicants have done in the job. 

If both assessments are similar, the instrument used to make the assessment at the time of selection 

is assumed to have higher validity. These types of comparisons establish two types of validity: 

predictive validity and concurrent validity. Predictive validity is judged by the degree to which an 

instrument can forecast an outcome. Concurrent validity is judged by how well an instrument 

compares with a second assessment concurrently done: ‘It is usually possible to express predictive 

validity in terms of the correlation coefficient between the predicted status and the criterion. Such 

a coefficient is called a validity coefficient’ (Burns 1997). 

Construct validity 

Construct validity is a more sophisticated technique for establishing the validity of an instrument. 

It is based upon statistical procedures. It is determined by ascertaining the contribution of each 

construct to the total variance observed in a phenomenon. Suppose you are interested in carrying 
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out a study to find the degree of job satisfaction among the employees of an organisation. You 

consider status, the nature of the job and remuneration as the three most important factors 

indicative of job satisfaction, and construct questions to ascertain the degree to which people 

consider each factor important for job satisfaction. After the pre-test or data analysis you use 

statistical procedures to establish the contribution of each construct (status, the nature of the job 

and remuneration) to the total variance (job satisfaction). The contribution of these factors to the 

total variance is an indication of the degree of validity of the instrument. The greater the variance 

attributable to the constructs, the higher the validity of the instrument. One of the main 

disadvantages of construct validity is that you need to know about the required statistical 

procedures. 

4.12 Ethical Issues 

The researcher obtained an official letter of introduction from the Ethics Committee of the 

University of Zambia at Directorate of Research and Graduate Studies (DRG). The approval was 

given to undertake this study.  Further, the research covered the following under ethical issues: 

i. Research was designed, reviewed and undertook to ensure integrity and quality. 

ii. Research staff and subjects were informed fully about the purpose, methods and the 

possible use of the research, what their participation in the research entailed and what 

risks if any would be involved.  

iii. The confidentiality of information which was supplied by research subjects and the 

anonymity of respondents were respected. 

iv. Research participants only participated in a voluntary way, free from any coercion.  

v. Harm to research participants was avoided at all costs.  

vi. The independence of research was clear, and any conflicts of interest or partiality was 

explicit.  

4.12.1 Informed Consent 

This is the consent obtained by the researcher from the-would be respondent before the collection 

of data. Research is required in order to improve conditions. Provided any piece of research is 

likely to help society directly or indirectly, it is acceptable to ask questions. Before you begin 

collecting information, you must consider the relevance and usefulness of the research you are 

undertaking and be able to convince others of this also. If you cannot justify the relevance of the 
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research you are conducting, you are wasting your respondents’ time, which is unethical. Consent 

was obtained from all the respondents who participated in the research. 

4.12.2 Confidentiality 

Sharing information about a respondent with others for purposes other than research is unethical. 

The study population was identified in which helped in putting my findings into context. As a 

result the researcher made sure that that at least the information provided by respondents was kept 

anonymous. As it is unethical to identify an individual respondent and the information provided 

by them. Therefore, none of the sources were disclosed. 

4.12.3 Increased honesty, transparency and accountability 

Some respondents also felt that, because of the transparency and accountability of the process, 

simply working within the parameters of the model had helped to keep them honest and 

accountable.  

4.13 Model Specification 

In order to produce an observed study we need to establish a functional relationship for utilization 

of the capital market model. As a result of this research, the functional model measurement was 

presented mathematically as follows: 

CMU = f (MC, MTO, NLI, NLC, SPI µ)………………………….….. (a) 

Where;  

CMU= Capital Market Utilisation  

MC= Market Capitalization 

MTO= Market Turnover  

NLI= Number of Listed Instruments 

NLC=Number of Listed Companies 

SPI = Share price Index 

µ- error term 

In order to understand the relationship and significance of the variables above in the conceptual 

framework of this research and also the econometric model, it can therefore, be expressed as 

follows from (a) above: 
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CMU = β0 + β1MC+ β2MTO+ β3NLI + β4NLC + β5SPI    µ………………… (b) 

µ= error term  

β0 = Constant term and 

βi, where i=1, 2, 3, 4,5 for the coefficients of the independent variables (MC, MTO, NLI, 

NLC,SPI). 

 

4.14 Chapter Summary  

The primary focus on this chapter has been to describe the methods used in data collection. It also 

looked at the techniques in evaluating, analysing data and further looked at how validity this study 

has been and lastly presented the model specification and identification of variables. 
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CHAPTER FIVE 

DATA ANALYSIS AND PRESENTATION 

5.1 Introduction 

This chapter focuses on the analysis and presentation of data gathered from the field research. The 

researcher circulated questionnaires, personal interviews, reviewing of publications and 

observation of the results as the source of data referred to in this analysis. Data was analysed using 

Statistical Package for the Social Sciences (SPSS) version 23.0. Analysis of raw data was 

presented in tables, line and bar graphs as well as pie charts. In this report, information relating to 

the factors influencing the utilization of the capital market in Zambia was gathered. 

5.2 Response Rate 

The questionnaire response rate for the individual respondents was high at 82 percent, while all 

100 percent of the interviewees managed to meet with the researcher. This was as a result of follow 

ups on respondents to ensure that they participate in completing the questionnaires. The researcher 

had to be flexible and patient in ensuring that the interviews are at the convenience of the 

interviewees. The response rates are presented on the table below. 

Table 5.2 Response Rate. 

Mode Sample Size Respondents Percentage (%) 

Questionnaires 90 74 82 % 

Interviews 10 10 100 % 

Source: Primary Data 

5.3 Profiles of the Respondents 

Out of the total number of 90 questionnaires administered, 62 percent of respondents were male 

while 38 percent were female. The profile of respondents based on a cross-tabulation of gender by 

occupation is shown in Table 5.2 below and shows that most respondents were employed 

constituting 76 percent of the total and the unemployed making up 3 percent, the informally 

employed getting 12 percent and 9 percent of the retired. Having the majority of respondents 

coming from the employed class improves credibility of our results as these make up the large 

group of people with guaranteed income on a monthly basis. 
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Table 5.3 Gender Occupation Cross-tabulation showing the profile of respondents. 

                    Occupation Totals 

Gender Formally Employed Informally Employed Unemployed Retired  

Male 42% 10% 3% 7% 62 % 

Female 34% 2% - 2% 38 % 

TOTALS 76 % 12% 3% 9% 100% 

Source: Researcher (2018) 

The findings in Table 4.3 indicate that 42 percent of the males were formally employed and 34 

percent of the same categories were females. The overall percent for the formally employed was 

76 percent. The 12 percent was a representative of those who were in informal employment of 

which 10 percent were males and the remaining 2 percent were females. The 3 percent of the 

unemployed were all males with no representation from the females. Out of the 9 percent of the 

retirees of the respondents 2 percent were females and the remaining 7 percent were males.    

Figure 5.3.1.Age group of Respondents. 

 

 

Source: Researcher (2018) 

e results of respondent’s age presented in Figure 5.3.1 indicates that the majority were  54 percent 

who were aged between 41-50,this is the group which is still active and can still take a risk in so 

far as investing is concerned. The next highest category is the age between 31-40 representing 29 

percent. This is another active group and can afford to take a risk as well. The group between 21-

30 being represented by 9 percent, this is the group mostly which is composed of respondents who 
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are just beginning to settle down in their respective careers and in life. The age group between 51-

60 represented 6 percent of the respondent and the final age group was of those that are above 60 

years. There is a reduction of the number of respondents as the number of year’s increases; this 

could be attributed to the fact that as people are advancing in years, they become more and more 

risk averse. Over all, this means that 90 percent of respondents were above the age of 31. 

Figure 5.3.2. Education Attainment of Respondents 

 

 

Source: Field Data (2018) 

The level of education attained by respondents presented in Figure 5.3.2 indicates that the lowest 

represented were those of education level of up to grade 7, who were 2 representing 2 percent, 

grade 9s were 4 representing 5 percent, grade 12s were 11 grabbing a 13 percent, certificate holders 

were 4 representing a 5 percent, Diploma holders 15 representing18 percent, Degree holders were 

37 representing 44 percent and 11 postgraduate representing 13 percent. This means that most of 

the respondents had a fair understanding of the capital market and their views were well balanced. 

5.3.3 Awareness of the existence of the LuSE 

Table 5.3.3: Awareness of the existence of the LuSE. 

 Rate of how well the LuSE is known  

  Frequency Percent Valid Percent Cumulative Percent 

Valid Very well 32 38.1 38.1 38.1 

Well 24 28.6 28.6 66.7 

Moderate/Fair 5 6.0 6.0 72.6 

Not at all 23 27.4 27.4 100.0 

Total 84 100.0 100.0  

Source: Researcher (2018) 
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Table 5.3.3 shows that the majority of respondents, 32 representing 38 percent indicated that they 

knew the LuSE very well, 24 of the respondent representing 29 percent knew the LuSE well and 

5 representing 6 percent had a moderate knowledge of the existence of the LuSE. Overall, 61 of 

the respondents representing 73 percent knew the existence of the LuSE. This means that the 

majority of the respondents knew the capital market. 

5.4: Awareness of the existence of the LuSE 

Table 5.4: Rate of the ability to tell the difference between raising capital through Debt and 

Equity; 

Rate the ability to tell the difference between raising capital through Debt and Equity.  

  Frequency Percent Valid Percent Cumulative Percent 

Vali

d 

Very well 45 53.6 53.6 53.6 

Well 19 22.6 22.6 76.2 

Moderate/Fair 18 21.4 21.4 97.6 

Not at All 2 2.4 2.4 100.0 

Total 84 100.0 100.0  

Source: Researcher (2018) 

Table 5.4 shows that the majority of respondents, 82 representing 98 percent indicated that they 

were able to tell the difference between raising capital through Debt and Equity.Only the 2 percent 

were not able to tell the difference. That being the case, the failure to utilise the capital market 

cannot be attributed to the inability to tell the difference raising capital through Equity and Debt. 

5.5: Awareness of the existence of the LuSE 

Table 5.5: Rate the awareness of the benefits of listing on LuSE. 

 Rate the awareness of the benefits of listing on LuSE 

  Frequency Percent Valid Percent Cumulative Percent 

Valid Very well 45 53.6 53.6 53.6 

Well 18 21.4 21.4 75.0 

moderate/faire 19 22.6 22.6 97.6 

Not at all 2 2.4 2.4 100.0 

Total 84 100.0 100.0  

Source: Researcher (2018) 
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Table 5.5 shows that the majority of respondents, 82 representing 98 percent indicated that they 

were aware of the benefits of listing on the Exchange. Only the 2 percent were not able to tell the 

difference. Therefore, the non-utilisation of the Capital Market cannot be attributed to the lack of 

awareness of the benefits of listing on the Capital Market. 

5.6: Regulatory framework of the Capital Market 

Table 5.6: Are the incentives provided by the Government sufficient to encourage listing? 

 Are the incentives provided by the Government sufficient to encourage companies to list 

  Frequency Percent Valid Percent Cumulative Percent 

Valid strongly agree 13 15.5 15.5 15.5 

Agree 44 52.4 52.4 67.9 

Neutral 5 6.0 6.0 73.8 

Disagree 22 26.2 26.2 100.0 

Total 84 100.0 100.0  

Source: Researcher (2018) 

Table 5.6 shows that 13 of the respondents representing 15 percent strongly agreed that the 

incentives provided by the Government were enough to encourage listing, 44 of the respondents 

representing about 52 percent were in agreement that the Government provided sufficient 

incentives to companies that listed on the LuSE, while 5 representing 6 percent were neutral and 

22 respondents representing 26 percent were in disagreement. They said that there was more that 

the Government could do in terms of the incentives so that the market could be propped up. This 

is about 67 percent of the respondents who are of the views that the incentives by the Government 

are enough. 

5.7 Regulatory framework of the Capital Market 

Table 5.7: Are the listing fees prohibitive? 

 Are the listing fees prohibitive 

  Frequency Percent Valid Percent Cumulative Percent 

Valid Strongly agree 12 14.3 14.3 14.3 
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Agree 46 54.8 54.8 69.0 

Neutral 11 13.1 13.1 82.1 

Disagree 15 17.9 17.9 100.0 

Total 84 100.0 100.0  

Source: Researcher findings (2018) 

Table 5.7 shows that 12 of the respondents representing about 14.3 percent strongly agreed that 

listing fees were prohibitive, 46 representing 54.8 percent were in agreement that the listing fees 

were prohibitive 11 representing 13 percent were neutral and 15 respondents representing 18 

percent were in disagreement. They were of the views that the listing fees were ok. But from the 

results presented above, the majority are of the view that the fees are prohibitive. 

5.8 Regulatory framework of the Capital Market 

Table 5.8: Is the existing regulatory framework favourable to encourage more listing? 

Is the existing regulatory framework favourable to encourage more listing  

  Frequency Percent Valid Percent Cumulative Percent 

Valid strongly Agree 2 2.4 2.4 2.4 

Agree 14 16.7 16.7 19.0 

Neutral 57 67.9 67.9 86.9 

Disagree 11 13.1 13.1 100.0 

Total 84 100.0 100.0  

Source: Researcher findings (2018) 

Table 5.8 Shows that 2 which is 2.4 percent of the respondent strongly agreed that the existing 

regulatory framework is favourable to encourage more listings while 14 of the respondents 

representing about 16.7 percent were of the views that the existing framework was enough to 

encourage more listings while 57 of the respondent’s representing about 68 percent were not sure 

whether the existing framework was indeed enough to encourage more listings while 11 

respondents representing 13 percent were in disagreement. This shows that the majority of the 

respondents were not sure as they could not state clearly their positions on the subject matter. 
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5.9: Regulatory framework of the Capital Market 

Table 5.9: Are the listing requirements making it easy for potential candidate to list? 

 Are the listing requirements making it easy for potential candidate to list  

  Frequency Percent Valid Percent Cumulative Percent 

Valid Strongly Agree 2 2.4 2.4 2.4 

Agree 2 2.4 2.4 4.8 

Neutral 12 14.3 14.3 19.0 

Disagree 68 81.0 81.0 100.0 

Total 84 100.0 100.0  

Source: Researcher findings (2018) 

Table 5.9 shows that only the paltry 2 of the respondents representing about 2.4 percent were of 

the views that the listing requirements make it easy for companies to list. The other 2 respondents 

also representing 2.4 percent were in agreement while 12 representative representing 14.3 percent 

were neutral and 68 respondent representing 81 percent disagreed that the listing requirements 

make it easy for companies with potential to list.  

5.10 The Challenges faced when transacting on LuSE. 

There was consistency in the views of most of the respondents in so far as question 12 was 

concerned. Below are the responses. 

5.10.1 Buying and selling of shares 

Challenges faced 

i. Process: Most of the respondents were of the view that the process of selling and buying 

shares is not straight forward. Every buyer has to transact through a broker who are just 

found in Lusaka and Kitwe. This poses a challenge to people who are based outside Lusaka 

and Kitwe to transact. The know your customer (KYCs) requirements are demanding and 

end up demoralizing would be clients. 

ii. II. Illiquid Market: The market is illiquid such that it becomes extremely difficult to sell of 

shares. This defeats the purpose of making an Investment with the view of selling off shares 



  

64 

 

in times of needy for the cash. Shares usually take long on the market before getting 

disposed of. Sometimes clients get forced to reduce the prices so that they can find clients 

who are willing to buy at such a price. At times shares are even sold at a less price than the 

one they were bought at resulting in the capital loss and distortion of the market. The 

reduction of the prices affects the capital gains and consequently the market capitalization. 

The biggest market players are institutions which are Insurance Companies and Pension 

funds. These institutions practice a buy and hold strategy. The movement of the share 

prices does not affect their decision in so far as selling shares is concerned. 

5.10.2 Raising funds through Debt or Equity 

In raising funds through debt or Equity, the common views which came out were about the 

challenges encountered which are as follows: 

i. High registration costs 

Respondents were of the view that besides the process being too laborious; it’s also very 

costly to register a commercial paper or list on the exchange. There is a need for a dedicated 

team with a number of experts which may result into extra costs. A lower transaction costs 

enable investors to pay (receive) the fair value whenever they buy/ sell securities. This in 

turn would encourage willingness to hold securities among investors as they would be 

assured of cashing in their investments at a reasonable price. 

The reduction in transaction costs has been beneficial to investors as well as relevant 

shareholders. It can lead to direct cost savings, indirect benefits through enhancements in 

agency costs, monitoring and coordination within existing organization and markets and 

further can lead to creation of new types of market structures which are more efficient. 

5.11 Levels of awareness of the usefulness of the Capital Market in Zambia 

The response to the open question number 13 from the questionnaire shows that 53 representatives 

representing 63 percent of the respondents thought that the capital market was useful, 12 

representatives representing 14.29 percent thought otherwise while 19 representatives representing 

22.62 percent were neutral. This result shows that most of the respondents picked thought that 

most of the companies that are not listed are aware of how useful the Lusaka Stock Exchange is. 

The respondents indicated that there is need for the market to sensitise the companies about listing 

on the LuSE. 
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5.12 Market Capitalization Relative to Gross Domestic Product Ratio 

This is the product of the market or share price and number of securities issued by a company i.e.  

the share price multiplied by the number of issued shares by the company equals the company’s 

market capitalization.For the purpose of this study, Market Capitalisation is the sum total of the 

values of all companies that are listed or quoted on the Lusaka Securities Exchange (LuSE).This 

means that the level of capitalization in the market reflects both the economic performance of the 

individual listed or quoted company and the industry in general. The price of the share shows the 

value of the company and sectors of the economy that are attracting investors. The level of market 

capitalization for the period 2007 to 2017 is presented in the table below: 

Table 5.12 Market Capitalisation relative to GDP-Comparative 2007-2017 

 % Change  

Year Market 

Capitalisation 

US$ Million 

GDP 

US$ 

Million 

Market 

Capitalisation 

GDP Market Cap 

to GDP 

Ratio 

Exchange 

Rates(ZMW 

TO US$) 

2007 4,149 14,057 - - 29.52% 3.91 

2008 4,106 17,911 (1.04) 27 22.92% 3.91 

2009 5,273 15,300 28.42 (14.58) 34.46% 3.91 

2010 6,302 20,265 19.51 32.45 31.10% 3.91 

2011 9,409 23,440 49.30 15.67 40.14% 3.91 

2012 9,399 25,529 (0.11) 8.91 36.82% 3.91 

2013 10,484 28,064 11.54 9.93 37.36% 5.55 

2014 10,271 27,130 (2.03) (3.33) 37.86% 6.47 

2015 5,849 21,249 (43.05) (21.68) 27.53% 10.99 

2016 5,813 21,090 (0.62) (0.75) 27.56% 9.92 

2017 6,223 25,808 7.05 22.37 24.11% 10.02 

AVERAGE 31.76%  

Sources: LuSE Handbook (2018) 
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The Market Capitalization and Gross Domestic Product values in Table 5.12 are in US dollars 

equivalent to the Kwacha values at the exchange rates provided at each particular time. The rates 

used are the Bank of Zambia middle rate as at the close of each particular year. Market 

Capitalisation to Gross Domestic Product ratio plays a vital role in the development and 

assessment of how the market is being utilized. 

According to Howell (1994) it provides information about the size or depth of the capital market 

and its liquidity. Liquidity in this case means that there are always willing buyers and sellers on 

the market. Stock market liquidity helps in predicting the rate of economic development of a 

nation. Therefore, the importance of liquidity in the evaluation of the capital market’s performance 

cannot be under played. You can measure the depth of the market by assessing its ability to buy 

and sell orders above and below the market price. 

The market capitalization to GDP ratio also helps in identifying the development stage of an 

economy. A Market Capitalisation to GDP ratio that is rising shows that the market is being 

utilized while the decrease indicates the opposite. Developed economies whose capital markets are 

utilized have a higher Market Capitalisation to GDP ratio than the emerging capital markets. 

From the data presented above in Table 5.12, for the past 10 years the Zambian economy has been 

floating within the range of 22.92 percent to 40.14 percent with the average Market Cap to GDP 

ratio of 31.7 percent. 

From 2008 when there were 2 Initial Public Offers(IPO)in the same year (Zanaco and Airtel)the 

market Cap started rising steadily until 2014 when the last IPO(Madison Financial Services) took 

place, thereafter, the Market Capitalisation started dropping. Market Capitalisation increases when 

the share prices increase or number of shares issued increases. The increase in the prices can be 

attributed to the increase in demand for shares. The increase in demand means that the market is 

being utilized. 
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Figure 5.12.1 Market Capitalisation to Gross Domestic Product Ratio 

 

Source: Researcher (2018) 

From the ratios of Market Capitalisation to GDP established in respect of Zambia’s capital market, 

it is observed that the capital market is underutilised. The rate of change in GDP and Market 

Capitalisation over the period under consideration as shown in Figure 5.12.1 above indicates that 

the rate of change is sporadic and no correlation in the two variables. Figure 5.12.1 above shows 

a graphical representation of the relationship between Market Capitalisation and Gross Domestic 

Product ratio. 

5.13 Number of Instruments listed on the Zambian Capital Market 

During the period under review (2007 - 2017) Rights Issue and Government bonds were the more 

dominating instruments that were traded on the Lusaka Securities Exchange (LuSE). The 

instruments were sold on both the primary and secondary market. The primary market is the market 

where financial instruments are being offered to the public for the first time while the secondary 

market is the one where the financial instruments that are already in issue are re-traded. According 

to the information obtained from LuSE, mostly companies were active with the following: 
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Figure 5.13 The number of the listed Instruments; Overview for the period 2007-2017 

 

Source: Researcher (2018) 

Table 5.13 the number of the listed Instruments 

VALUE OF LISTED INSTRUMENTS 2007-2017  

INSTRUMENTS ZMW % 

Corporate Bond               74.2 Billion  12.30  

Initial Public Offering 978 Million 0.16214 

Medium Term Note Programme 872 Million 0.144582 

Preference Shares 20.7 Billion 3.430783 

Rights Issue 506 Billion 83.94441 

Zambian Depository Receipts 88 Million 0.014553 

TOTALS 603 Billion 100 

Source: LuSE, 2017 
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5.13.1 Rights Issue 

Clearly the rights issue has been more popular with the investors as compared to any other means 

of raising funds. This has 84 percent of the total amount raised from the capital market for the 

period 2007 to 2017.It translates into K506 Billion. According to Melissa Beck (2010) rights 

offering is a group of rights offered to existing shareholders to purchase additional stock shares, 

known as subscription warrants, in proportion to their existing holdings.  In a rights offering, the 

subscription price at which each share may be purchased is generally discounted relative to the 

current market price. Rights are often transferable, allowing the holder to sell them in the open 

market. Rights issue gives shareholders a chance to increase their exposure to the stock at a 

discounted price. Rights issue is a way for companies to raise capital. Capital is raised when 

investors pay for the new shares that are being issued. 

The major contributors were the Copperbelt Energy Corporation (CEC) who offered their share-

holders 625,000,000 shares in 2014 in addition to the existing 1,000,000,000 shares. They raised 

in excess of K387, 500, 000 for the company. 

5.13.2 Corporate Bonds 

Corporate bonds (also called “corporates”) are debt obligations, or IOUs, issued by privately- and 

publicly-owned corporations. When you buy a corporate bond, you essentially lend money to the 

entity that issued it. In return for the loan of your funds, the issuer agrees to pay you interest and 

to return the original loan amount – the face value or principal - when the bond matures or is called 

(the “maturity date” or “call date”). Companies use the funds they raise from selling bonds for a 

variety of purposes, from building facilities to purchasing equipment to expanding their business. 

Investors buy corporates for a variety of reasons: https://www.hjsims.com/assets/Corporate-

Bonds. 

Through the corporate bonds, the market has helped into raising K74 Billion representing 12% of 

the total amount raised. This is way below what the market can help to raise. 

5.13.3 Preference Shares 

Preference shares are instruments that have debt (fixed dividends) and equity (capital appreciation) 

characteristics. Preference shareholders have a higher claim on assets (repayment of capital if 

company is wound up) and earnings (dividends) than ordinary shareholders. Preference 

shareholders are paid fixed-rate dividends before dividends are paid to ordinary shareholders. 

https://www.jse.co.za/content/JSEEducationItems/PreferenceShares. For the period under 
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consideration, only one company, Zanaco has managed to raise K20.6 Billion representing 3.4% 

of the total amount raised. 

5.13.4 Initial Public Offerings 

An initial public offering, or IPO, is the first offering of a company’s stock to the general public 

on the stock market. This process is also commonly referred to as “going public.” There are some 

substantial advantages for private companies to have an initial public offering and sell their shares 

on the open market. However, there are also some distinct disadvantages. The two must be weighed 

carefully. (Benjamin Graham. 2009.) In 2007 CEC listed and raised K110 Million,Celtel raised 

K665.6 Million in 2008.In the same year 2008 Zanaco listed and raised K140 Million while 

Madison Financial Services listed in 2014 and raised K62 Million. 

The Initial public offer (IPO) has contributed K978 Million translating into 0.17 percent. 

5.13.5 Medium Term Note (MTN) 

These are debt instruments that are issued in the same form but through a different mechanism 

than other types of corporate, financial institution or government obligations. The feature that 

primarily distinguishes traditional debt issues from MTNs is that MTNs are offered continuously 

through agents or dealers on a best efforts basis, rather than on a firm commitment (underwritten) 

basis. Since its establishment in the early 80’s as a bridge over the funding gap between short term 

commercial paper and long-term borrowings in the bond market, the MTN market has evolved to 

such an extent that the term “medium” is becoming a misnomer. While the vast majority of MTNs 

are issued in the short end of the maturity curve (2 - 5 years), MTN maturities in the 10 to 30 year 

range are becoming more commonplace. (1999 CIBC World Markets Corp. and CIBC World 

Markets Inc). Through these, the market managed to raise K872 Million representing 0.15 percent 

of the total amount raised. 

5.13.6 Depository Receipts 

Depository receipt is a source of raising foreign capital. It enables an already listed company (in 

most cases) to raise further capital from international markets. Also, the individual investors get 

an opportunity to invest in foreign markets without hassle. A depository receipt is a negotiable 

instrument. The local bank of a country issues a depository receipt. The exchange of the issuing 

country lists the depository receipts. However, it represents shares, usually equity, of a foreign 

company as its underlying. (Manoj Kumar 2006). 



  

71 

 

In 2011, the Depository receipts were listed by First Quantum Mining (FQM) who are also listed 

on Canadian Stock Exchange in Canada. It represents 0.015% translating to K88 Million out of 

the total amount that has been raised since 2007. However, the total amount raised for the period 

of 10 years was K603 Billion. The graph above shows the representations and the attached 

annexure shows the breakdown of the capital raised per category in each year. Given this sort of 

picture in respect of the variety of instruments traded, the Lusaka Securities Exchange generally 

needs to increase on both the number and type of instruments to be traded. This will in turn attract 

investors to participate in the capital market through the Stock Exchange. 

5.14 Market Turnover Relative to GDP Ratio 

This ratio reflects the level of trades on the capital market in relation to the overall economic 

activities. It therefore, shows how the market is being utilised. It is a very important ratio to the 

investor especially foreign investors who would want to ascertain how much activity there is on 

the local capital market in relation to the overall economic activities or output before investing 

their money. However, it is important to realise that there are factors such as political stability, 

economic stability in terms of the inflation rates and interest rates that will influence the destiny 

of foreign investment. The table below shows the trend for the last 10 years. 

Table 5.14 Turnover to GDP ratio.  

 

Source: LuSE Handbook (2018) 

The ratios recorded in the past 10 years are quite low in relation to the output of the national 

economy. As can be seen in Table 5.14, the highest recorded ratio is at 4.24 percent recorded in 
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2017 and the lowest being 0.04 percent in 2011.This shows that the Zambian Capital market is 

underutilised. 

5.15 LuSE Share Price Index Relative to the Performance of the Consumer Price Index. 

Table 5.15 Correlation of share price Index relative to CPI performance 

Correlations 

  Consumer Price Index Share Price Index 

Consumer Price 

Index 

Pearson Correlation 0.000 0.157 

Sig. (2-tailed)  0.644 

N 10 10 

Share Price 

Index 

Pearson Correlation 0.157 0.000 

Sig. (2-tailed) 0.644  

N 10 10 

Source: Researcher (2018) 

According to Lorie et.al, (1973), Stock indices and Price performance indices should be positively 

correlated. This would mean that the variation in one type of the index may be explained by the 

variation in the other. The Investment performance index is created from rates of return and it is 

used to measure total return.  

However, this study is focused on the factors influencing the utilisation of the capital market by 

investigating whether or not the Stock Price Index (SPI) and Consumer Price Index (CPI) have 

any relationship at all and how does this relationship impact on the utilisation of the capital market. 

The study acknowledges that there are many factors that may influence movement of the share 

price in the capital market. Some of the factors could be dividend yields, economic environment, 

political stability, culture of the people towards savings and the corporate profits. From the table 

above, based on the Pearson correlation, correlation is positive at the 0.157 level of significance 

and statistically insignificant as it is more than 0.05 at 0.644. Hence, the study shows that there is 

correlation between Consumer Price Index and Share Price Index in our capital market.  

This means that the SPI relative to the CPI has been sensitive to the movement of changes in the 

capital market and is impressive. Though there could be other alternative investments taken by 
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people whenever propensity to save increases. Probably, people may be investing in building and 

many other available investment vehicles. 

5.16 Listed Companies Relative to the Number of Companies Registered with PACRA. 

Table 5.16 Correlation of Listed Companies relative to number of registered companies 

Correlations 

  Listed Companies Number of Companies Registered 

Listed 

Companies 

Pearson Correlation 0.000 0.042* 

Sig. (2-tailed)  0.038 

N  25 25000 

Number of 

Companies 

Registered 

Pearson Correlation 0.042* 1 

Sig. (2-tailed) 0.038  

N  25 25000 

*. Correlation is positive weak at 0.042 level of significance. 

Source: Researcher (2018) 

The table above illustrates the relationship between Listed Companies and Number of Companies 

registered with PACRA. Based on the Pearson correlation, there is a weak positive correlation at 

0.042 but statistically significant at 0.038 since it is less than 0.05. From the study it is evident that 

there is weak correlation between Listed Companies and Number of Companies registered. The 

listed companies are only 25 while the number of registered companies with PACRA is in excess 

of 25,000. This shows a huge difference between the two variables. 

Table 5.16.1 Model Summary 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .979a .958 .931 .00476 

a. Predictors: (Constant), MTO, NLI, NLC, MC,SPI 
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Table 5.16.2 ANOVAb Results 

ANOVAb 

Model Sum of Squares Df Mean Square F Sig.P-value 

1 Regression .003 4 .001 34.526 .000a 

Residual .000 6 .000   

Total .003 10    

a. Predictors: (Constant), MTO, NLI, NLC, MC,SPI 

b. Dependent Variable: CMU     

 

Coefficientsa 

Model Unstandardized Coefficients Standardized Coefficients T Sig. 

B Std. Error Beta 

1 (Constant) -.023 .120  -.195 .852 

MC .125 .015 1.494 8.541 .050 

NLC -.071 .025 -.412 -2.835 .030 

NLI -.004 .002 -.373 -2.463 .049 

MTO .002 .001 .117 1.288 .245 

 SPI -.082 .003 .019 -1.56 .025 

a. Dependent Variable: CMU 

 

5.17 The constant and its interpretation 

In this study, the constant was found to be -0.023, this means that keeping the influence of  

Independent variables constant, utilization  of capital market  measured by the capital  market 

capitalization  will be about 2.3 percent. The constant was found to be negative and not 

significantly different from zero since its p value was equal to 0.00 level of significance.  
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5.18. The Regression coefficients and their interpretation 

Regression coefficients are estimates of the unknown population parameters and describe the 

relationship between a predictor variable and the response. In linear regression, coefficients are 

the values that multiply the predictor values.In this study, the followings where the findings. 

5.19 Market Capitalization, Number of Listed Companies, Number of Listed Instruments, 

Share Price Index and Market Turnover. 

The regression coefficient for market capitalization was found to be 0.125, this implies that if 

market capitalization increases by one, capital market utilization will increase by about 12.5 

percent. This implies that there is a positive relationship between market capitalization and capital 

Market utilization. The coefficient was found to be positive and statistically significantly at 0.05 

level of significance. Meanwhile, the regression coefficients for Number of Listed companies, 

Number of listed instruments and Share Price Index were found to be -0.071,-0.004 and -0.082 

respectively. Implying a negative relationship between Capital market utilization and Number of 

listed companies, Number of listed Instruments and Share Price Index. If on average the number 

of listed companies increased by 1 the capital market utilization increases by about 7.1% and 8.2% 

However, the elasticity of the listed companies of capital market and the price share index is very 

inelastic since the values of the coefficient is less than 1. Additionally, if the number of listed 

instruments increased by 1, then the capital market utilization would decrease by 0.4%. The 

elasticity of listed instrument is also less than 1, implying that it is very inelastic. On the other 

hand, market turnover was found to be statistically significant at more than 0.05 level of 

significance. 

5.20 Coefficient of Variation R-Squared (R2) 

The coefficient of variation for this econometric model was found to be 0.958. This implies that 

about 96 percent of the utilization of capital market is attributed to the variation in Market 

capitalisation, Number of Listed Companies, Number of Listed Instruments, Share price index and 

Market Turnover and the remaining 4 percent of the variables in the model are not explained.  

5.21 F-test and its significance 

The F-test shows that the ratio of the variation in the regression to the ratio of the variation of the 

residual or errors was found to be 34.526. The P value was found to be (0.000) and was less than 
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0.05 level of significance. This implies that the model was significant and reliable although the P 

value was less than 0.05 level of significance. 

5.22 Discussions of Results and Findings 

The study sought to identify and investigate the factors affecting the utilisation of the capital 

market in Zambia. The independent variables were market capitalisation relative to Gross 

Domestic Product ratio, Number of listed companies relative to the ones registered with PACRA, 

Number of Financial Instruments listed, Share Price Index relative to Consumer Price Index and 

Market Turnover. Capital Market Utilisation was the dependent variable. The effect of the 

independent variables on the dependent variable was analysed based on the information obtained 

from both the primary and secondary data. 

5.23.1 Market Capitalisation Relative to Gross Domestic Product Ratio 

Market Capitalisation relative to Gross Domestic Product Ratio for the past 10 years shows that 

the Zambian economy has been floating within the range of 22.92 percent to 40.14 percent with 

the average Market Cap to GDP ratio of 31.7 percent. 

From 2008 when there were 2 Initial Public Offers(IPO)in the same year (Zanaco and Airtel)the 

market Cap started rising steadily until 2014 when the last IPO(Madison Financial Services) took 

place, thereafter, the Market Capitalisation started dropping. Market Capitalisation increases when 

the share prices increase or number of shares issued increases. The increase in the prices can be 

attributed to the increase in demand for shares. The increase in demand means that the market is 

being utilized. 

5.23.2 Number of Instruments Listed on the Zambian Capital Market 

During the period under review (2007 - 2017) common stock and Government bonds were the 

more dominating instruments that were traded on the Lusaka Securities Exchange. The instruments 

were sold on both the primary and secondary market. According to the information obtained from 

LuSE, between 2007 and 2017, the market raised K603 Billion.The contributions have been as 

follows: 

Corporate bonds contributed 12 percent, Initial Public Offer (IPO) 0.16 percent, Medium Term 

Note Programme 0.14 percent, Preference Shares 3.4 percent, Rights Issues 84 percent, Zambia 

Depository Receipts 0.01 percent. The least contributor was Zambia depository receipts while the 

major contributor were the rights issues who raised the whopping 83 percent. 
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The major contributors were the Copperbelt Energy Corp who offered their share-holders 

625,000,000 shares in 2014 in addition to the existing 1,000,000,000 shares. They raised in excess 

of K387,500,000 for the company. 

5.23.3 Market Turnover Relative to GDP Ratio 

The ratios recorded in the past 10 years are quite low in relation to the output of the national 

economy. This shows that the Zambian Capital market is underutilised. The highest recorded ratio 

is at 4.24 percent recorded in 2017 and the lowest being 0.04 percent in 2011. 

5.23.4 Share Price Index Relative to the Performance of the Consumer Price Index 

From the results obtained on Pearson correlation, the correlation is not significant as it is at 0.000 

level of significance. Hence, the study shows that there is no correlation between consumer price 

index and Share Price Index in our capital market. This means that the SPI relative to the CPI has 

been insensitive to the movement of changes in the CPI and is not impressive. Further this means 

that there could be other alternative investments being taken up by people whenever propensity to 

save increases. Probably, people may be investing in building and many other available investment 

vehicles. 

5.23.5 Listed Companies Relative to the Number of Companies Registered. 

This area of the study sought to show the relationship between Listed Companies and Number of 

Companies registered with PACRA with regard to market utilisation. Based on the Pearson 

correlation, the correlation is insignificant at 0.042 level of significance. From the study it is 

evident that there is a weak positive correlation between Listed Companies and Number of 

Companies registered. The listed companies are only 25 while the number of registered companies 

with PACRA are in excess of 25,000 companies. This shows a huge disparity between the two 

variables. 

5.24 Chapter Summary 

The model summary revealed that the independent variables; market capitalisation relative to 

Gross Domestic Product ratio, Number of listed companies relative to the ones registered with 

PACRA, Number of Financial Instruments listed, Share Price Index relative to Consumer Price 

Index, Turnover relative to Gross Domestic Product ratio explains 96 percent of changes in 

dependent variable as indicated by the value of R2. 
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The model was found to be fit at 95 percent levels of confidence interval since the F-test shows 

that the ratio of variation in the regression to the ratio of variation of the residual or errors was 

found to be 34.526. The P value was found to be (0.000) and was less than 0.05 level of 

significance. This implies that the model was significant and reliable although the P value was less 

than 0.05 level of significant. 
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CHAPTER SIX 

CONCLUSION AND RECOMMENDATIONS 

6.1. Introduction  

This chapter presents the main findings of the research and the conclusion which has been 

researched, based on the research objectives and questions. Then it presents the implications of the 

findings before the recommendation. 

6.2. Conclusions  

There exist a number of factors that affect the utilisation of the capital market in Zambia. These 

factors can be attributed to the knowledge of the capital market of the general public and also the 

internal and external market factors. Therefore, addressing these factors influencing the utilisation 

of the capital market can greatly contribute to the development of the capital market and in turn 

contribute to the economic growth of the country. 

From the study, Market Capitalization is one of the major variables showing how the capital market 

is being utilised in Zambia due to the positive relationship between market capitalization and the 

utilization of the capital market. The huge difference in numbers of companies listed on Lusaka 

Stock Exchange and those that are registered at PACRA shows that the market is not being utilised. 

However, the study has revealed that Market turnover does affect the utilization of the capital 

market. The majority of respondents were aware of the existence and the benefits of listing on the 

LuSE despite a few who were not aware of its existence nor its benefits. Fairly the majority of the 

respondent agreed that the government has provided sufficient incentives such as reduced taxes to 

companies that lists on the LuSE, while a minority were either neutral or disagreed with 

government incentives. The majority of the respondents were in agreement that the regulatory 

framework of the capital market was not easy for potential candidate to list or trade in financial 

instruments. Hence, making it difficult for the individuals and businesses houses to invest. 

6.3 Recommendations 

A number of recommendations can be drawn from the study in order to facilitate the full utilization 

of the capital market. Foremost, an efficient capital market requires a stable and predictable 

macroeconomic environment to encourage both local and foreign investors and as such, the 

government should adopt prudent macroeconomic policies designed to lower and sustain the 

interest rates, reduce inflation, budget deficits and lengthen the maturing of government debt. The 
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government through its agencies should continue developing tax regimes that are geared towards 

stimulating companies to be listed on the stock market. The Capital Market Authority, the SEC 

and LuSE should start collaborating with other market stakeholders in order to implement a 

compressive awareness and public education programme that targets both supply and demand of 

securities. It should implement a specialized proficiency certification programme targeting both 

the market intermediaries and the general public to enhance financial literacy. A programme of 

education for the investors’ particularly educational tours and short courses offered on a continua’s 

basis in very crucial in helping to educate the public about securities. Media can also be used to 

reach out to more people, particularly in explaining the significance of investing in securities. 

Further: 

● The Government needs to revise the regulatory framework of the capital market by making 

it less tedious and less expensive for the would be investor in order to make it favourable 

to the potential investors. 

● The policy makers also need to positively strengthen the capital market and address the 

major challenges that affect the capital market to enhance the utilization of the capital 

market. 

● In order to increase utilization of the capital market in Zambia, the Zambian capital market 

is encouraged to create a rapport with other advanced capital market both abroad and 

overseas so as to prop up the foreign investments and create awareness.  

● The market should be demutualised. This will open up the ownership and trading rights of 

the exchange and will solve structure problems. Further, this will allow the admitting of 

the new trading partners, and broadening ownership such that the public can invest in 

exchanges. This will breed good governance structures. In a mutualized exchange, traders 

and brokers enjoy monopoly power through exclusive rights and access to trading systems, 

resulting in a protection of vested interests for traders.  

6.4 Limitations 

This study attempted to shed more light and deepen the understanding of the issues affecting of 

the Zambian Capital Market. That notwithstanding, the reasons outlined below may have affected 

the findings of the study.  For qualitative data  collection  to be more effective,  it requires that 

field observation  be  done  over  a  considerable  number  of  hours  spread  over several days in 

order to ascertain an objective and accurate view of the true situation on the ground. Due to limited 

time, the researcher only spent two to three hours at the various locations. This implies that some 



  

81 

 

critical factors may not have been captured or observed in those hours. Some respondents did not 

complete the questionnaires.  Also, some interviewees were reluctant to disclose some vital 

information because they were still unsure of their anonymity even though they were assured of 

the confidentiality and the purpose of the research.  

Both the sampling technique and the data collection process employed in this study are 

characterized by various shortcomings. Expert-purposive sampling and convenience sampling 

may have influenced the sample that was chosen. Hence, the selected sample cannot represent 100 

percent the views of the respective stock market players.  

6.5. Areas for further Research 

Further studies can employ a comparative study on the utilization of the capital market between 

two or more developing countries in order to relate how other developing countries utilize the 

capital markets in relation to our country Zambia. Lastly, due to the small sample based on the 

annual figures, extending the time series or using monthly data for secondary data can be an added 

advantage for the normality assumption as it can provide large samples. 
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APPENDICES  

Appendix I: Questionnaire 

 

 

 

 

 

 

QUESTIONAIRE  

RESEARCH QUESTIONNAIRE “FACTORS INFLUENCING THE 

UTILISATION OF THE CAPITAL MARKET IN ZAMBIA” 
Details for answering the questionnaire 

 

I am a post graduate student at the University of Zambia in the Graduate School of 

Business (GSB) carrying out a research on the topic: Factors leading to the 

underutilisation of the Capital Market in Zambia. 

The purpose of this questionnaire is purely for academic purpose in partial fulfillment of 

the requirement for the award of Masters of Science Degree in Accounting and Finance. 

I would like to confirm that the results of this questionnaire are subject to data privacy 

and will be treated in the strictest confidence. It will be used exclusively for the research 

purpose of my study for Masters of Science in Accounting and Finance under the 

University of Zambia.  

In order to ensure anonymity you are not required to indicate your name or any other 

form of identity on the questionnaire.  

Please answer this questionnaire from your own’s point of view.  Where necessary 

please provide more detail in comment box 

 

Thank you for your participation. 

 Joseph Chola       0977 704080 

 

 

 

                                       Structure of the questionnaire 
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SECTION A: DEMOGRAPHIC INFORMATION: 

 

1. What is your gender? 

Male                         Female 

2. What is your age? 

Less than 21 Years   

21 – 30 years     

31 – 40 years 

41 – 50 years 

51 – 60 years 

Above 60 years 

3. Please indicate your highest level of education. 

Grade 7 

Grade 9 

Grade 12 

Craft Certificate 

Diploma                        

1st degree 

Post graduate degree  

Other 

4. What is your employment status? 

Formal Employment  

Informal Employment  

Unemployed 

Retired 
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SECTION B: UNDER UTILISATION OF THE CAPITAL MARKETS IN ZAMBIA 

 

Identifying the factors affecting the utilization of the capital market in Zambia. 

AWERENESS OF THE EXISTANCE OF THE LUSE.  

Please rank the following by ticking appropriately.  

 Activity Very 

Well 
Well Fair/ 

Moderate 
Not  

At 

all 

5 How well do you know the LuSE?     

6 How well are you able to tell the difference 

between raising capital through Equity and 

Debt? 

    

7 How well are you aware of the benefits of 

Listing on LuSE? 

    

 

 

REGULATORY FRAMEWORK OF THE CAPITAL MARKET 

Please rank the following activities by ticking appropriately 

 Activity Strongly 

agree 
Agree Neutral Disagree Strongly 

disagree 

8 The incentives provided by 

the Government are sufficient 

to encourage companies to 

list. 

     

9 The listing fees are prohibitive. 

 

     

10 The existing regulatory 

framework is favorable to 

encourage more listing. 

     

11 The listing requirements 

make it easy for potential 

candidate to list. 

     

 

12. What challenges are you facing transacting on LuSE? 

Please explain your experience in the provided space 

Type of transaction Challenges Faced 

Buying and or 

selling shares. 

 

Raising funds 

through 

Debt or Equity 
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13. Do you think the Capital market in Zambia is useful to you? 

Yes 

No 

 

Neutral 

 

 

 

Explain your answer------------------------------------------------------------------------------------------

---------------------------------------------------------------------------------------------------------------------

---------------------------------------------------------------------------------------------------------------------

----------------- 

 

END OF QUESTIONNAIRE 
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Appendix II: Capital Raised 
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Appendix III: Luse Year End Statistics 
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Appendix IV: LuSE listing Fees 
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Appendix V: Ethical Letter 

 


