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ABSTRACT

With automation, deregulation and globalisation, the Nigerian capital
market has become more automated, efficient and internationalised. However,
the high level of illiteracy which doubles with the low level of awareness along
with other problems like poor infrastructure among others have served as
impediments and clogs in the wheel of the capital market's growth and

development.

This study has attempted to assess the extent of growth and development
and tried to proffer solutions as to how the Nigerian capital market can meet up
with international standards. It has tried to also make a forecast of the future in a

bid to predict its performance by 2010.

Findings reveal that even though the stock exchange performance is not
too satisfactory, a crystal look at the political dispensation in the country and the
government policies on privatisation, deregulation and response to automation
and globalisation as well as government's effort to improve on our SMEs, and
infrastructure particularly the Telecommunication Industry, there are great
prospects of the exchange. There is the tendency that in the next decade, the
Nigerian capital market will not just be a leader of the emergent markets but will

be transformed to be one of the global advance stock markets.
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CHAPTER ONE
1.0 INTRODUCTION
1.1 GENERAL OVERVIEW

The warld is fast changing. It has become a global village thanks to
innovation in automation, “clearly, older trading system that rely on personal
contact between trades are being replaced by computer networks in which
traders throughout the world communicate and trade over microwaves and
optical fibres," Nothing in our modern globe is static. Perhaps the only thing that
seem constant is “change.”

The Nigeria Capital market has undergone series of transformations over
the years with the stock exchange markets being automated as well as
internationlised. Developed nations appear to be the pace setters with the
developing nations following suit. “.. globalisation has combined with
deregulation and liberalisation of markets to alter the configuration and modus
operandi of national stock markets. Besides, the growing trend in the
development of national stock markets points towards global integration with
implications for modernisation and increased competitiveness of stock

exchange.” ?

1. Wriston Walter in Shala, Daniel; Understanding capital market and secrets of making money
on the stock exchange: Macmillan Nigeria, Pg. 41

2. Herbert. Wilson E. in the Shala, Daniel;, understanding capital market and secrets of making
money on the stock exchange; Macmillan Nigeria, Pg. vii



“The disequilibrium in savings and investment needs of economic units
and the resultant desire {o channel savings of surplus units into productive
investments by deficit units are undoubtedly the main essence of capital market
development.” * The intermediation role of the capital market helps in creating
facilities for the translation of savings into investments, thereby boosting
economic growth and development.

“Stock exchange are changing rapidly in operational and structural terms
in response to developments in financial markets propelled by communication
and computer technology. These developments have been accompanied by the
evolution of a myriad of stock markets points towards global integration with
increased competiveness of stock exchanges™
1.2 STATEMENT OF THE PROBLEM

Along with the c}ynamic world, the Nigeria capital market has undergone
series of transformation such that the activities and attendant output of the stock
exchange does not seen satisfactory compared to that of other developed
countries.

There are certanily different school of thought about the performance and
the attendant output of the Nigerian capital market. Aloysius, V. believes that it

remains substantially underdeveloped. There is little or nothing in

3 Alile, H. I. (1994): “Role of Capital Markets in Africa’'s Economic Reforms”; in the Nigerian Stock
Exchange Factbook
4. |bid



the market; new public issues by private enterprises are few, with less than 10%
of companies that are qualified for listing on the market actually apply to get
listed." He goes on to maintain a position that B'asically, the Nigerian capital
market has remained inefficient in the performance of its intermediary function.
For it to perform the function for which it was established and its ‘raison d’etre’, it
must be efficient ........

Alile, H.] on the other hand argued that “The NSE can be said to have
achieved to some extent its mission in contributing to capital formation in Nigeria,
it is trying very hard to realise its over-riding long-term goal which is growth in
term of market capitalisation and trading volumes™
1.3 OBJECTIVE OF THE STUDY

The objective of this study is basically to assess the performance of the
Nigerian Capital Market with a special focus on the Nigerian Stock exchange in
terms of growth and development, proffer solutions and make some forecasts on
what is anticipated in the twenty first century.
1.4 RESEARCH QUESTIONS

Based on the statement of the problem, there is the need to answer a
number of research questions which should lead us to a viable salution. Thus
this study should help us to answer the following research questions:
1. How is the performance of the Nigerian Capital Market ?

ii. Do the activities of the Market have any influence on the Nigerian economy?

5. Aloysius, V. (1989) "The University Accountant” Official Journal of the Nigerian Universities Accounting
Students Association; p37 (6) Alile, H.I (1999) "the slock Exchange and Capital formation in Nigeria;



iil. How can we improve its performance such that we can create impact on the
global equity market?
iv. What is the level of awareness/participation?
1.5 SCOPE OF THE STUDY

This study covers the performance of the Nigerian Capital Market with a
microscopic view of the Nigerian Stock exchange. It tries to look at the evolution
and new developments as well as expansions in the activities of the NSE. 1t also
tries to look at some of its associated problems as well as the prospects of the
market given the present challanges and opportunities. The period under focus

is predominantly the 90’s.

1.6 SIGNIFICANCE OF THE STUDY

Our competitive world demands a lot of innovations to be able to be afloat.
The performance of the Nigerian Capital market, the Nigeria Stock Exchange in
particular, is a very good indicator as to where we are going. The level of
industrialisation has a direct relationship with the activities of the Capital Market.
With a shipwrecked and bastardised economy, Nigeria needs to rise just like
Japan did after the bombing of its cities of Hiroshima and Nagasaki in 1945, in a
bid to take its rightful position as the leading country in Africa. Thus there is the
need to first and foremost, assess our performance in the Local and international

Capital Market and to swing against the tides by bringing in some innovations

sirategies and constraints” Being paper presentation at the senior executive course No 21 organized by
NIPSS, Kuru, Pg. 24
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which may include creative destruction. This means that there is also the need

to projact the future so as to ensure a smooth landing.

1.¥ DEFINITION OF TERMS AND ACRONYMS

Bonds: A security issued by a government, government agency, or private
company as a means of raising money. They are maostly redeemable

and carry a fixed rate of interest.

Broker: Is an agent that buys or sells securities on the floor of a stock
exchange (trading house) on behalf of investors who are by
themselves not allowed on the floor of the stock exchange. A broker 9

is only relevant in the secondary market.’

Capital Market : A financial frame work for facilitating the transfer of medium

to long term funds between lenders and borrowers!

Debenture : A document setting out the terms of a loans, usually to a company.

ADRs : American Depositing Receipts. This refers to investment

instrumented in dollars and issued through banks to offshore

investors.
ATS: Automated Trading System.
CSCsS: Central Securities Clearing Systems

GDRs: Global Depositing Receipts. This is related to ADRs.



go: Self-Regulatory Organisé.tiori.: |
_ WES Small anc;l Medium Scale Enterprses .. ! -
'l‘*? . B 'Transa!ction Diéy | o R .i% B
%%2; L _3 working days (transaction day plus two working days)
.' -T+3:. o 4 working days (Transaction day plus three working days)

~ Offer for sale: This refers to the public offer of shares in a company by existing

|

Qffer for subseription: This refers to direct issues to pﬁblic by floating a number

sh;areholder(s).

cﬁ shares or debentprestocks.. The proceeds of issue go to the issuer, a
c_émpany, of goﬁernﬁént to finance expansion and/of modernisation.
@hts Issue: This refers to offer to buy maore shares generally made to existing
si'lareholders and sometimes at concessaonary pnces Many gquoted companies
now use this method to raise addrtlcnal capltal need for their cperation and so
aford the excruciating interest rates hitherto charged in the money market.
1.8 PLAN OF THE STUDY

This study is divided into five chapters. Chapter onei introduces some vital
asﬁecté of the study. It states the background, problem, research questions,
objectives of the study, signiﬁcahce,. Scope, plan, and definition of terms and
acronyms of the study I

2 Ako, Rose mbatomon(1299); Capital Market Manual ; pg13




I o

Chapter two is cdmprised of the literature reviéw. This:covers the
historical background, growth and development, and current changes in the
Nigerian Capital Mgrket.

. .T\'he Nigerié!n Financial Systéﬁ‘l, ...tﬁe roleh of. F:{egulatory Bodies, Legal
Transformation and Automation. | |

Chapter Three contains the. research Methodology which after being
introduced, covers iresear h design, sdu..llféles of data collection, Methods of Data
| (__Eollection, Popula!t_ion__ai»_d sampig_design, data analysis technigues and
j'ustiﬁcation for.the E’nethods Iﬁsed. The chapter is then summarised.

Chapter Four represents the Data Presentation and Analysis. The chapter
is first of all introduced. Subsequently, other areas covered include Data
Presentation, DataiAnalyéls, Probléfns of the Nige\;ién Capital Market, Prospects
of the Nigerian Capital Market, Challenges ahead, Results/Findings and a
Summary of the Chapter. o o I o

Chapter ﬁveE is corlEprised of Qﬁmn%aw, cdhcmsion, recommendation and

limitations of the study.




r l . . 8

CHAPTER TWO

2.0 LITERATURE REVIEW
2.1 INTRODUCTION i |

Ever before the British began the exploration of Nigeria in the area called
Nigerié tﬁdéy, there were a lot of kingdoms in the said area we had the Oyo
Empire, the Karnem-Bornqé%Empifé, theB-enin K.ingdoran etc. .In fact, history tells
us that these kingdoms and empires had good relations with each other in times
of peacie and ehgag!ed in sophisticated trade. For instance, the Trans-Sahara
Trade some centuries‘ago was an international capital market amongst these
- various Kingdoms from the North of Africa down to its Western and Central parts.
A syster'n.was évolﬁéd ﬂv&herebf gdodé wefe free!y traded and resold at various
strategic exchange riates and cenfres. Because there was a lot of confidence
énd trust iﬁ .each othér, goot}s at times were deposited in. the market and buyers
came, took the goods they "lireeded,. and de.p.osited ;w.ha.t. they had with them in
exchange. This of course shows that there had to be valuation of the goods
traded and'.one cén assﬁmé that modern theories of scarcity and choice also
existed then. Accordingly, any scarce materials would certainly be valued. In
fhfs way, the rudimentary economies of these kingdoms were fostered and
goods, which could not be gcgt ih an aréa before, were ma;!e available by traders.
Accordingly, there was sqcial contentment and economic fulfilment,

Coming nearer"the présent around the 19th century, we had no more of

most of those kingdoms. Trade took other forms, with the entry of explorers. But

i ' i )
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even before they came, for communities in various parts of the area {(now calied
. Nigeria), another form of capital market was in existence ahd is still existing
-today. This ¢an be described as the rqral capital market. Basically, there were
three forms of markeil exehange,. which in.cleded: |

_ : 1. Co—pperative socie.!ties
| 3 .Ajo, Esusu and Adashi

. 8. Pledge

|, CO-OPERATIVE SOCIETIES : An ordinary Nigerian, and indeed African, has
a highly co-operative spirit. We find natives coming together to help each other.
From their surplus savings, farmers contributed to a joint fund in the community.
From this pool, mon-i(lég IIWere withdrawn .and .allocated. to deserving areas. For
instance, money cqui[d be used to construct a town hali or market stalis, which
would be for tﬁe goeci of the!whole. Besides, individuals could also take loans
from this source to finance various personal projects and an arrangement was
made for repayment. Of course, there was no interest. Usually, the community
chief kept the funds in'l truet fc)r.the common good of all. There were little or no
iaeidents of fraud, accordingly the system worked very well for the general
betterment of the econemic and social conditions of the community members.

. 2. AJO, ESUSU AND ADA;HI The three words, Ajo, Esusu and Adashi,

| meaning the same t'mng are the three major Nigerian Lingual interpretations of

what could be described as “thrift capital market”. It has been suggested that

R l
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this system was barrowed from the Middle East or India. We are at a loss in
tracing this assertion and the dormant gives no rationale for it either. However, it
is a system where by a group of people come together and contribute a certain
amount to a common pool every month. The whole contribution or part thereof,
is then taken by ong member each month. For instance, if 10 members
contribute N10.00 each every month, at the end of each month the common pool
has N100.00. This is then handed over to one member, who will use the fund
allocated the way he desires. The following month it goes to the next person,
and they all contribute again and another person takes, and it goes on an on like
that until everyone must have taken.

3. PLEDGE - (a) This could be in the form of a contract in which one in need
would approach another with the commodity in abundance. The lender usually
would require some kind of security in most cases articles of equivalent value,
although at times, on the basis of trust, security is not required. However, in
order to protect the bo;rower. the customary law requires the lender not to make
use of the deposit in such a manner as to deplete its value nor even use it all if
the borrower is not using the commodity borrowed.

(b) Another form of pledge was the indigenous form of mortgage by which owner
of a piece of land in order to secure loan of money(s) worth gives the possession
and use of the land to the pledge creditor, until discharged of the debt. As a
check on the creditor, he was not allowed to reap what he did not sow on the
tand, although, the creditor could enjoy the first of trees and crops he personally

pianted on the land.
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Theae three forms of exchange of goods and obtaining credit or allocation
of funds showed the stage in which Nigeria was with respect to the capital
market early last century. However, times have changed, and practices have
changed. The British did all they could to stamp out the forms of market,
economies. However, the Obasanjo’s military Government decided to institute a
commission on co-operative, and it did have a lot to play for the confirmation and
further development and protection of this system as a means to economic
development. ' ’ = 4_7 5 9 ] 1
2.2 CONCEPTS OF GROWTH AND DEVELOPMENT

Financial system as an instrument of fostering economic growth and
development did not receive much aftention in economic literature until the
recent re-surgence of interest in the field through the works of economic
researchers. The pioneering work drew attention to the relationship between
real and financial developments especially in terms of the role of financial
intermediary, monetizartion and capital formation in determining the part and
pace of economic development. To them, the Keynesian liquidity preference
theory which admits beyances and bonds and which excludes debt accumulation
for financing ignores the path of intermediation and hence, the roles of both bank

and non-bank financia! intermediaries.

' Ade-A history of West H a
5%8|
Mai
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The Concept of “financial deepening” (that is, increase in the stock of financial
assets relative to GNP) was introduced by Shaw and McKinnon in 1973 a

measurement of efficient allocation of Capital by shifting more of the available

resources to those with better investment opportunities. Their practical
experience and insight with country case studies led to the development of
maodels designed to explain how financial deepening would be a complement to,
and not a substitute for, the accumulation of physical capital.

In relating financial intermediaries to developing countries, Hugh Patric
enunciated a much broader and expansive role and scope for financial policies
for economic deveiopr;went objectives especially in those developing countries
where capital, markets do not exist or are underdeveloped and under utilised.
His thesis will be seen to have tremendous impact on countries such as
Indonesia, Taiwan, South Korea, Philippines and Turkey. To him the lack of
demand for financial institutions in the developing countries is due to a number
of factors:

a) Excessive regulatory controls

b) Restrictive banking legislation

c) Religious barriers in some countries against loans and interest charges and

d) Imperfections and distortions in the operation of the market mechanism. His
strong position is the development of all supply-led system in which the
creation of financial institutions and the supply of financial assets and liabilities

would proceed in advance of demand for them.
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In this case, supply creates its own demand. The objective is
a) To transform traditional resources from the traditional sectors to the modern
sectors; and
b) To promote, stimulate and develop entrepreneurial response in the modern
sector.

In this context, supply-led policies are most likely to increase public
awareness of possibilities in financial markets and hence generate a demand
response that is helpful to development. The Japanese example during that
country’s stage of rapid industrialisation illustrates this very clearly. It may
observed that the increase in the demand for financial assets are against real
wealth (landed property, simple agricultural tools, household and consumer
goods ) into productive forms is not only promoting financial assets holding;
financial intermediaries provide wealth holders with an alternative means of
hoiding wealth. The role of financial intermediaries in converting the family
farmland into productive use through the application of financial and technical
inputs, the increase in labour force on the farm arising from opportunities for
economics of scale, changes in production organisation through investment
opportunities, provides a framework for fostering specialised skills expanding
output and diversifying the economy.

The financial system can then be seen as an economic sector using
inputs to produce a complex set of services output, mast of which in turn become
intermediate input in the production process. The contribution of the sector to

development is a function of the quality and quantity of its services and the
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efficiency with which the services are provided. This would depend on how
successful the sector is in building, channels for the flow of financial operations,
inculcating financial habits and discipline and developing human skills for
carrying out complex financial operations.

A further inquiry into the financial deepening thesis of Shaw was
undertaken by David Gill who has developed some useful relationship and
country analysis and comparisons of some indicators of financial assets. He
divided the financial market into three segments:

i) Monetary intermediaries made up of central banks and commercial banks;

ii) The non-monetary intermediaries made up of a wide range of specialised
institutions such as savings and loans institution, development bank, mutual
funds, investment trusts along with insurance and pension funds;

iil) The securities market, primarily markets for stocks and bonds.

He introduced the Raymond Goldsmith variation, which recognised not
just the process of growth in financial assets. but the variation in the speed of
growth by relating the ratio of total assets of financial institutions to GNP ( a ratio
which Goldsmith called the financial intermediation ratio) for the purpose of
determining the financial deepening among countries and between the
developed countries on the one hand and the developing countries on the other
hand. The resuilt of his exercise shows that for the developed countries about a
century ago, 80-90 per cent of the financing flowing from the financial institutions
came largely from the commercial banking system, a situation still true of most

developing countries today. In the developed countries, the role of the
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commercial banking system in financial deepening has declined over time to
about 40%. The growth of the non-monetary intermediaries and the relative
reduction the scope of the commercial banking system have become a fairly
standard phenomenon of the process of economic development and structural
change and an important factor in the process of financial deepening. The
growth of the securites market was accelerated by the development of
specialised intermediaries like pension and insurance funds that have mabilised
the saving of the household sector.

Gill used the observations in the three segments above to develop what
he called the “plannec; Approach” which fays emphasis on the development of
the financial markets beyond the basic banking system into non-bank sources of
finance such as the securities market. This development is largely a function of
the trend towards greater mobilisation of savings through the use of appropriate
financial policies, and the development of a wide variety of instruments issued by
financial institutions. Examples are time deposits at commercial and investment
banks, savings deposit at housing banks, loans associations, exchange bills and
securities and bonds issued by private corporations Federal and State
Government and their agencies. The resulting growth in the ratios of these
monetary and financial assets to (GNP) as the development process gets
underway is evidence of financial deepening.

Without doubt, as Shaw and McKinnon have pointed out, the trends of

inflation and interest rates and crucial to the development of the process. To the

extent that inflation persists, the rate of interest on deposits must be high enough



to maintain the real return and real level of financial activity. In effect there must
be a positive relationship between direct ﬁhance ratio and chériges in interest
rates on primary securities. _This has the implications that interest rates should
fall whenever a i'Iarge. proportion  of .primary securities is financed by
intermediation leading tc reduced cost for borrowers. This is equivalent to the
debt- intermediation view of monetary theory which sees a compiementary

relationship between real balances (m/p) and real physical capital forrmation (k)
as opposed to the Keynesian theory which see m/p and k as substitutes or
competitiﬁe with the assets portfolio of wealth holders.

| Millard long sees the repression theory a not providing ihsight into the way

| finance affects real emt‘wityI in his view, it is merely equating financial deepening
with financial development which focuses anly on one service provided by the

. financial system — that of intermediation or savings transfer. There is to be

proper understanding in greater depth of the relationships between finance and

reat sectors of the economy, the issues at stake should go beyond whether

increased monetary holdings is a complement or a substitute accumulation of
Y
physical capital® The diversification of the financial system by creating

specialised institutions, or allowing all-purpose banks or developing securities

markets as currently being discussed becomes crucial {o the debate. According
} ' |

“to Long, “what is required is' a more concrete, less abstract view of finance as a

~ service sector composed of large edifices manned by saving bank tellers, loan
S | _}
| officers, chatty brokers, etc in effect, an understanding of the financial system

.
as an economic sector is the human input that is required to produce a complex

L
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set of service output, most of which in turn become intermediate inputs in the
. production process transforming the financial sfstem Stége 'b'y stage from
: _holding area assets as financial assets. Though diversification of assets, there is
: -term fransformation 'c'in‘ maturities froxﬁ short to long though financial institutions
that_ provide opportunities for the development of secondary markets in which
Iong..-térm securities can be traded.

2.3 HISTORICAL BACKGROUND OF THE CAPITAL MARKET

British interest in Nigeria has peen subjected {o sharp criticism elsewhere.
Generally spéaking, lbné caﬁ say t.hat its basic interest was t¢ get a cheap
source of labour and raw materials and a market for its manufactured goods. It
was not really interested in the welfa(e of the people although it made a lot of
pretensions to be sczu.i Its fiscal policy in Nigeria was highly foreign oriented. [t
introduced a lot of its mercantile laws suited for English Trade and forced them
upon the peop.le. i .

Before going on to British rule and policy growing on to British rLJIe and
policy with respect to :che Capital market, it would be appropriate to first se how
the indigenous markethas to a large extent altered.

About 30 years hefore, the British rule came into Nigeria, there was little
or nc need for these laws and the sophistication brought along with them which
was unknown to people. Nigeria was swept.off its. ba'lant.:e and confused by
implementation of the _Britis’n !aws. A readjustment was therefore necessary fo

|
adapt te this revolution.

e
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For instance, in 1934, Strickland was commissioned to report on the
capital market in Nigeria vis-a-vis the various co-operatives in existence. He
recommended that he British society system be introduced and that pledge be
done away with.

As regards pledge of real chatted, he received English law of mortgages,
introduced english principles of fore closure, equity of redemption, etc. As a
result, alternates had to employ means of getting (former) oral mortgage
agreement on payer.

The ordinary Nig;erian farmer had a low per capita income and lived within
the extended family system, whereby there was a lot of giving by the head of the
family and other responsible members to those in need. Besides, it was a sign
of wealth to take as many wives as one could and have many children; all of
whom had it be fed and housed. For each wife, a dowry was paid and a
marriage ceremony took place. For each child born, there was a lavish
ceremony; while on the death of an elderly family member an elaborate burial
was arranged. Other festivals came up and money had to be spent. So,
although there was little coming in, a lot of consumption took place, and
consequently there was little or no savings.

The economic palicy of the British colonial Government in Nigeria was
geared towards the interest of the imperial government in England. No wonder,
therefore, that the successive governments until 1955, nourished Nigeria as a

fertile market for the distribution of British manufactured goods and in which to

exploit natural resources for British Industry.
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Douglass Gustatson, has better words on this, he wrote thus;

“...As a result ‘of the nature of the colonial relationship, Nigeria was

developed to a considerable extent as a branch of the parent economy. The
entire colony centered on trade source of raw materials and a market for finished
goods. All the economic and financial institutions created service this system
were oriented around external trade, and assets not required in Nigeria for this
purpose exported. The banking system was actually withdrawing capital from the
Nigerian economy. Official Government resumes were all held overseas as were
the substantial investment of marketing boards and the post office savings bank
Other savings of the community in the form of insurance payments and pension
fund, contributions were also invested abroad”
This says it all; it shows how the actors in the capital market were manipulated to
serve a foreign interest at the expense of the local populace. For example,
savings of Nigerians from their hand earned income where invested abroad
instead of in Nigeria. In 1972, the British administration set up the west African
currency board to provide for and to control the supply of currency to the British
west African colonies and protectorates, the board members were appointed by
the British secretary of state and the Board was to charge monies to be delivered
in West African against repayment in London. The currency was
interchangeable with the British Sterling at par?

However, the re‘al concept of “Capital Market” as known today came with

Nigeria's (10 year plan) local loan ordinance of 1946 which allowed for floatation



of local loan to the time of £300,000 (N600,000). The Units were multiples of
£10 (N20) at an interest rate of 3%% with a maturity of between 10 to 15 years.
There was over subscription of the issue by over £500,000 (N1, 000,000), yet
local participation in the issue was terribly poor.

In 19581, in oFder to finance four commercial corporations, a loan
Development Fund was created. Payments accruing from revenue were paid
into the fund and loans at low interest rates with easy repayment terms where
advanced to these corporations from the fund.

With the launching of the 1946 ten-year plan between 1946 and 1955, the
British government is said to have carried out an “open door policy”. This has
also been described as the first conscious effort by the British to give investment
opportunities to Nigerians and revolutionise the Capital Market”.

But despite this, colonial policy held back growth in the capital market and
industrial sector because growth would have had the effect of reducing the
market of British made goods and because British anticipated with terror the

probable political implications of the advents of the factory in her colonial

possessions.

2.4 THE NSE: ITS ACTIVITIES, ORGANISATION AND FUNCTIONS.
INSTRUMENTS TRADED IN THE NIGERIAN CAPITAL MARKET
Instrument traded in the Nigerian Capital market are classified into:

a. Equities

b. Debts

? Ibid 4
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c. Govemnment Development loan Stocks |

d. Revenue Bond l | - ; |

Equities: these are I.referred to as ordinary shares. Their basic featqres is that
they convey owner'lship rights on investors. They replresent that [::oart of risk
through which the shares holders as a fractional owner underfakes
entrepreneurial risk associated with a business veniure. Equities are issued
through : ‘ l _ _ _I' |
» Offer for subscrip;tion. ' '

o Offer for sale

« Offer for rights I

» Private placements
Debt Instruments: :these are interest bearing instruments fep[resenting the
smallest unit of public lending to a company or government. They could be in the

form of debentures, guilt edged securities or corporate mortgage. The basic

features include: ‘ - l

» Absence of control or voting rights
| l

* Specified maturity date '

= Relatively little risk on the part of their owners

» Regular interest payments irrespective of whether or not the company makes

| o
profit. . | I _

Government developmeni Stocks: These are the special types of debt
instrument issued solely by the federal Government. The features include:

o Little Risk
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« Certainty of Redemption at maturity

Revenue Bond: these are simply debt instruments issued by state and local
government for Funding various forms of development projects. They have
similar feature of those of the government development stocks.

ORGANISATION AND STRUCTURE

SAVERS

NIGERIAN ENTERPRISE
PROMOTION COUNCIL

/,/JJNDEWRTTERS

———SSUING HOUSES

STOCK
EXCHANGE

NIGERIAN SECURITY AND —FUND USERS
EXCHANGE COMMISSION

PROFESSIONAL GROUPS \TOCKBROKERS

(SOLICITORS/ACCOUNTANTS
NALUERS)

SECURITY

REGISTER
Frauce |
The stock exchange cannot exist on its own. It is regulated and influence
by various bodies, the main one being the NSEC.
The dealers include:
Brokers and

Jobbers .
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A better understanding of the structure of the market is properly explained by

AK.O, R.M .* The writer was able to putit in form of a chart as shown below.

G b BE i Cae ey
. | capTaL
MARKET
INFORMAL FORMAL
SEGMENT SEGMENT
PRIMARY ) SEGONDARY
MARKET | MARKET
FIRST-TIER SECOND
. SECURITY TIER
MARKET SECURITY
MARKET

r-‘-:.'f_uu. e
The Capital Market is composed of both the formal and informal segments each
of w_hich is comprised of both the demand side(comprised of institution seeking
long term ﬁnancingl) and the supply side which is comprised of institution and
individual with inevitable funds. There are the market operators otherwise known
as the financial intermediaries which mediate betweeﬁ the demand and supply

sides. Such intermediaries as identified by Ako, R.M. (1999)* include:

lasuing houses | i
_ ) i

3 Ako, R.B.{1999); Capital Marrket Manuai: P14-16; La-Rose limited
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Brokers/Dealers

Investment Advisers

Portfolio/Fund Managers

Registrars

Trustees

Solicitors

Auditors

Reporting Accountants

Receiving Agents/Banks

The informal segment is comprised of private companies as borrowers with
individuals and private companies ( both local and foreign) as investors.

The formal segment is comprised of the primary market and secondary market.
The primary is a market for new issues of securities.

The secondary issue on the other hand is a market for existing securities. It is in
turn classified into the first tier and second tier securities market.

The capital market con‘stituencies can generally be divided into four categories:
Providers of funds: this includes investors like individual, units trust and other
corporate bodies

Users of funds : this includes companies and government

Intermediaries: This inciudes facilitators like stock broking firms, issuing houses,

registrars.
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Regulator: this includes the securities and Exchange Commission and the

Nigerian Stock Exchange

Regulatory Bodies.

The Nigeria capital markets regulated by the following bodies:
-The Federal Ministry of finance

-The central bank Of Nigeria

-The Securities and Exchange Commission

-The Nigerian Stock Exchange

2.5 THE ROLE OF E-BUSINESS IN STOCK MARKETS DEVELOPMENT.

E-Business is about increasing revenues, cutting costs, improving
customer services, and developing new business models and ventures that may
be entirely or substantially, based around the internet.

iIn words of Graham Muggeridge, “he said, “it happened with the
typewriter, the telephone, the word processor and the mobile phone; business is
fundamentally transformed by innovation. Today it is happening at speed with a
technology that combi?es all these innovations into one flexible easy-to-access
and truly global package; the Internet.

We might be tired of hearing it but the Internet is one of the most exciting
technologies of all time. Yes, it can be breathtaking but, when thinking about
what exactly it means for us and for our business. [t is important to approach the

matter logically and not get so carried away that we forget fo apply the
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appropriate criteria: the delivery of cost benefits and other commercial
advantages that we would apply to any other proposed innovation in how we do
business.

Furthermore, it is essential to realise that the Internet does not simply
represent yet another technology. No, the Internet amounts to a change in the
nature of how technology can make business work; it makes strategic demands
upon a organisation which are unprecedented in their requirements for the
organisation to show vision, imagination, technical ability, and—above all—are
in—depth knowledge of its markets, customers needs and possibilities for

delivering products and services in radically new ways.

2.6 INDUSTRIALISATION AND CORPORATE GROWTH AND
DEVELOPMENT

What is Industrialisation?

Industrialisation could be defined as the process of becoming industrially

developed. Hence it may be termed industrial development.

Cooperate Growth and Development.

Corporate growth may be defined as a quantitative growth in corporate
boedies at a country. Corporate growth and development means more output and

changes in the technological and industrial arrangement by which it is produced
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and distributed. Growth may be involved not only more output defived from more
input, but also greater efficiency, i.e. increase in output per unit input.’

Development goes beyond growth to imply changes in the composition of the
allocation of input bly sectors. Growth concentrates on the amount of production,
while development highlights changes in functional capacities. This could be
physical co-ordination or ability of the economy to adapt.® Growth goes hand in

hand with development. There cannot be growth without development.

Industrialisation and Corporate Growth and Development

According to Bryce(1960), industrialisation is an effort i which
underdeveloped countries place a major hope of finding solutions to their
economic problems. This view was expressed by J. Nehru in his 1958 speech:
“Real progress musi,t ultimately depend on industrialisation”.

Wealth ar_ldi stan;?rd of living are directly related to the extent of
indﬁstrialisation, In the paét, developing .countries used to rely mainly on sale of
raw materials. The prié;es of raw materials fluctuated more than that of finished
goods. Hence, the need for industrialisation to stabilise their national income.

' |

Industrialisation has led to the development of the manufacturing companies and

co-operates growth.

s Kindleberger, C.P. and Henrir::k, D.{1958); Ecocnomic Development;McGraw-Hill inc., Tokyo. P.3

% 1bid. p. 3.

’ Bryce, M., (1960): Industrial Bevelopment: A gquide far Accelerating Ecornomic gqrowth;
McGraw, Hill Book co. [nc., New York. P. 3-4

ik




The most important and reasonable reason for embarking on
industrialisation is to aid increase a country's national income.? Industrialisation
as an integral part of overall economical development must aid in increasing
economic advancement by helping to ensure a better use internal natural
resources. Industries also help to provide employment.” Some other advantages
of industrialisation include increased savings, creations of capital market and
creation of technological and managerial skills. *

Industrialisatiorr can help businessmen (e.g. special export firms)."" This
helps to bring about co-operate growth and development.

The theory of growth of the firm has regarded size as incidental to growth
rather than it being incidental to size. The growth and development of large firms
is much more independent of industry than is the case for small and medium -
sized firms."”

Industrialisation brings diversification of firms businesses. A firm
diversifies whenever it embarks upon product of new products without entirely

abandoning its old range of products. The new products include intermediate

* Ibid. p. 8
; Kaynor, R.S. and Schultz, K.F. (1867} A pratical guide to Industrial Development;
Frederick. praeger publisher, U.S.A. pg. 1.
"% Ibid . pg. 1
11 . "
Ibid . pg. 1

2 Devine, P.J. et al (1974): An Introduction to Industrial Economics; Endinburgh. Pg. 233-235
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products which are sufficiently different from other products it produces to imply
some significant difference in the firm's production and different programs. ™
Industrialisation leads to the establishment of companies. This leads to
competition and hence growth and development of the co-operate sector.
Increased industrialisation makes companies diversify their production and this
also helps brings co-operate growth and development.
Industrialisation should not be overrated as a means of achieving economic
progress. There should not only be concentration on industrialisation alone, but
other existing sectors should be developed as well to bring about cooperate

growth and development.™

2.7 CONTRIBUTION OF ENTERPRENEURSHIP TO ECONOMIC
DEVELOPMENT.
2.7.1 INTRODUCTION

Kaynor and Schultz (1967) defined the term “entrepreneur” as an
individual who is to some extent an innovator, but who also functions as a
manager. He is able to deal with the basic problem organisation of and he has

the courage to go into the money market and put fogether a business

" \bid. pg. 187
" Bryce, M.D. (1960): Industrial Development: A guide for Accelerating Economic growth;
McGraw. Hill Book co. Inc., New York. Pg. 6-8
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enterprise.’ﬁAccordihg to Adiya (1981) there are two main sides of an
entre{::reneurship'—I Management {co-ordinator) and ownership which derives
from one's c:apita:_ invegtment in the firm).In a one man business the
entrepreneur is both the manager and .the owner, hencei,. But in a company he is
only a manager'’®. The reward for entrepreneurship is profit.

Kindleberger and Henrick _(1958) generally defined egonomic development to
.fnclude .improvemerlt in m'aterial welfare, especially for;persons with the lowest
income; the eradication of man’s poverty with disease and early death; changes
to the composition of output that generally includes shifts in the underlying
structure of production away from agriculture towards industrial activities. The
general population rather. than the situation of a privileged minority and the

! _
correspondingly greater participation of broadly

N
based groups in maiking décisions about the directions, economic and otherwise,
in which they should move to improve their welfare."”

_Act_:or_ding to Baidwin (1996),Schumpeter visualized the major innovations
‘which iead the ecoﬁomy forward are made under uncertain and risky conditions.
Ordinary businessmen hesitate {o invest in such envirenments. It is the

entrepreneur that gets things moving. He is motivated by much more than the

19 Kaynor, R.3. and Schultz, K.F. (1957}: A pratical Guide to Industrial Development;
Frederick.praeger publisher, U .S.A. pg. 1.

" Adiva, K. (1981); Analytical Economics for West Africa; Fatiregun press, liesa. Pg.1.

7 Kindieberger, C.P. and Henrick, D.(1958): Economic Development;McGraw-Hill Inc., Tokyo. P.1.

-
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standard desire to raise his income levels. His goals include conquering his
competitors, desire to establish his private dynasty and the wish to create
something entirely new. This drive is so strong that he will undertake investments
activities in a highly dynamic economy, while a person who is motivated the
ordinary will not.™

In the Schumpeter system, entrepreneurship is the key to economic
development. The rofe of the entrepreneur is to innovate, undertake new
combination of productive factors. He may introduce a new commodity into the
market, utilise a new productive method, open up a new market area, develop a
new source of raw material supply, or completely reorganise an existing industry.
The entrepreneur is neither an inventor nor a capitalist who furnishes investiable
funds, though a particular entrepreneur might also fulfil such roles. The essence
of entrepreneurship is creating something new in the market. Schumpeter
believed there is never any lack of technological talent needed to intreduce
invention into the economy. Thus, the most crucial person to the development
process is the one who directs the use of investment funds, not one who
furnishes funds.™

The entrepreneur abtains necessary funds for financing the investment
from credit creativity banks which merely create new money on the basis of the

functional reserves system and then lend it out to the entrepreneur (according to

'® Baldwin, R.E. (1996); Economic Development and Growth: John Wiley and Sons, U.S.A. Pg
36.

" Ibid. P.36.
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Schumpeter's model). This inflationary policy leads to an increase in the real
mvestment in the following manner. Assume the economy to be stationary with
full employment, but no net investment. New profit opportunities exist, and if
entrepreneurs are present they will exploit them. A firm will initiate investment
activity by borrowing from commercial banks. The funds are used to bid away
factors of production needed for their capital projects from the consumption
goods industries in which they are being used. The shift of the factors curtails the
output of the consumption goods and in a sense, forces the economy to save
more that is consume less in real terms of consumer goods go up factor than
money incomes of r;mst quality of consumer goods obtained with these
declines.”

Soon, many entrepreneurs start investment activity with additional
innovation plans. Prices and money income begin to increase throughout the
economy. Borrowing is now no longer confined to innovative activities. The
expectation of businessmen to expand investment under existing methods of
production. Before long, however the goods flowing from the initial
entrepreneurship undertakings start to have a noticeable effect on economic
activity. This process was named “creative destruction” by Schumpeter. New
product and methods start replacing old commodities and techniques of firms

engaged In producing these traditional items are forced into positions requiring

2 |bid. 36-37.
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gither costly readjustments or even bankruptcy. The early entrepreneurs, in the
meantime, are paying off their banks loans out of profit made from investment. #'

The destruction- carried by innovation and the deflation associated with
loan repgyments brings the investment loan to a halt. The uncertainty caused by
the creative destruction becomes so great that even entrepreneurial investment
activity stops. As this happens the bank repayment became more relevant, the
investment program based on existing technigques collapse. Its only basis for
existence was rising prices and investment quickly decreased once the rate of
inflation begins to decline. Not only does the boom come to an end, but also a
depression phase of the business cycle is, according to Schumpeter, usually
short lived. The economy automatically tends to return to a full employment
position. The stage is then set for another wave of investments.*

On narrow economic grounds, Schumpeter could see no reason for
economic development of this kind just described ever coming to an end. It was
uneven and disharmonious to a certain extent, but not enough to upset the free
market capitalist system. The benefils in terms of increase in the quality and
guantity of goods made available to all income groups more than offset the costs

475901

Schumpeter, nevertheless, was pessimistic about capitalism’s future,

of uneven growth.#

First, he thought, he saw investment turning form an individual activity

! Ibid. pg. 37

2 |bid. p. 38
2 1bid. p. 38
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undertaken within the bureaucracy of big business corporation in which control
was frequently separated from ownership, was weakening the fundamental
capitalist institutions of private property and freedom of contact. Finally
Schumpeter was concerned about the ability of businessmen and industrialists to
hold their leadership in capitalist governments. He was afraid they would not
keep the allegiance of labour, and socialism would eventually emerge. He saw
no reason for the rate of economic development to be any less under this
system.

The works of Grabel (1995),* Clarke (1996) * and Corrigan (1989)* have
confirmed that deregulation, globalisation and innovation have increased both
the efficiency of and volatility, in financial markets. Their works have revealed
that although all the above factors may lead to efficiency, they may not be
without side effects. Such side effects may increase include an increase in
volatility, which in turn adds another source of risk in the financial markets. Even

though some scholars argue to the contrary.

2 Grabell, lliene. 1995. “Assessing the Impact of Financial Liberalization onStock Market Volatility
in Selected Developing Countries”, Journal of Developing Studies. 31 (6) 903-17

% Clark, R.1996. “Equilibrium, Interest Rates and Financial Liberalization in Developing
Countries’. Journal Studies 32 {3): 391-413

* Corrignan, E.1888, “Reflections an the 1880s” in federal Reserve Bank of New York Seventy
Fifth nnual Report. New York,
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Teser and Werner (1995)” for example argue that volatility is not
correlated with any measure of financial integration and that it does not rise

because of financial liberation.

2.8 SUMMARY

In this chapter, the researcher has been able to review the various
literatures that have affected the performance and activities of the Nigerian
Capital Market either directly or indirectly. Basic concepts were reviewed as well
as the contribution of E-business and industrialization to corporate growth and
development. Above all, having perused through the chapter, one would
appreciate the basic genesis, metarmorphosis, various legislations that have
shaped the capital market, the NSE in particular. For example, we can now
appreciate how the then Lagos stock exchange came into existence in 1961,
how it became the NSE and how various branches were developed and today

we have at least seven branches including that of Abuja.

" Teser, L. and |.M. Werner, (1995): “US Equity Investment in Emerging Stock Markets” The
World Bank Economic Review 9(1):109-29
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CHAPTER THREE

3.0 RESEARCH METHODOLOGY
3.1 INTRODUCTION

This chapter is devoted to the methodology used in the research process
after laying a foundation on the various available methods of research. This will
enable readers of this research work to know the types of research methods
available, the sources of data used and the methods of data collection and
analysis used in this research.

Research is defined as a " Scholarly or scientific, as well as diligent
investigation or enquiry in the seeking of facts or principles. It is a systematic
approach for providing, answers to questions'* Ezejelue and Ogwo, 1990)". It is

also define as " a systematic and objective search for new knowledge to the
solution of a novel problem" (Akwezuilo, 1993: 1)

Research can also be seen as any organised enquiry that aims at
providing information for solving identified problems.?

Research is a systematic approach to investigating, acquiring and
applying knowledge in a bid to answer controversial questions. Thus a research

work should be able to contribute to the knowledge. Invariably, any research

work would provide a better understanding of a phenomenon.

! Ahmed, Mohammed Zakar (1999); MBA Research and Seminar Note (unpublished), ABU,
Zaria.

2 .
Ibid
¥ Namdi, Asika (1991); Research methodology in the Behavioural Science; Longman Nig.,pg.2
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Research may be basic or applied. Basic research deals with
relationships between two or more variables in a particular field and making
generalisations or prepositions about their relationships. Most academic
researches are of this nature. Applied research on the other hand tests the
product of basic findings. The objective is to test theories, models ar concepts
derived from research in the real problem situations. Most business researches
are of this nature (Oyibo, M.K, 2000 pg 27)*

It is important to note here that this study intends to make use of data
that has been collected.

The various sources of data collected will be carefully studied And
analysed in order to come out with a meaningful conclusion of findings and
recommendaticns that are aimed at assisting policy makers in Nigeria and other
developing countries in taking appropriate decision in a bid to improve the

performance of their capital markets.

3.2 RESEARCH METHODS

For the researcher to successfully attain a dependable solution to a
problem, he must be conversant with the various available methods of research,
and should be able to identify which of them is/ are relevant to the issue in
question. The researcher should also be able to identify which of the methods he
is adopting. This is what necessitates our discussion on the various research

methods and the choice of the best method(s) used.

. Oyibo, M.K. (2000); The Role of Privatisation in the Development of Nigerian Economy, pg 27
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There is no single generally agreed classification of research. Some
authors classify it in terms of physical and social environment in which the study
is carried out. For example, laboratory experiments, field experiments, field
study, and survey research. Other writers on the other hand classify research in
terms of the types of information obtained from the studies. For example,
Historical research, descriptive research, and experimental research. For
convenience, we will take sides with the school of thought that classifies

research into historical: survey, experimental, and descriptive research method.

3.2.1 HISTORICAL RESEARCH METHOD

This method interprets past methods of attitude, events and facts. History
involves any integrated narration of description of past events or facts written in a
spirit of critical inquiry for the whole truth.
The purpose of carrying such a method of research includes:
i) To arrive at an accurate accounting of the past.
i) This may involve nothing know what happened in the past, how and why it
was allowed to happen in such a way.
iil) To get a clear perspective of the present problem such as the current debt
crisis are understandable only on the history of the debt in the country.

The major source historical researches are mainly documents and relics.
Documents are usually written whereas relics are generally archaeological or

geological such as tools and utensils.
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3.2.2. EXPERIMENTAL RESEARCH METHOD

This is the most’scientiﬁcally sophisticated research method. The purpose
of this method of research is to derive verified functional relationships among
phenomena under controlled conditions. It is used to identify the condition
underlying the occurrence of a given phenomenon.

3.2.3. SURVEY RESEARCH METHOD.

This method studies both the large and the small population by selecting a
sample study chosen from the population. To discover the relative incidence,
distribution, and interaction of sociological and psychological variables. Such
surveys are normally referred to as sample sources. This research method differ
from historical researgh in the sense that it deals with the present whereas
historical deals with the past. Unlike the historical research, survey research is

oriented towards the determination of a given phenomenon.

3.2.4 DESCRIPTIVE RESEARCH METHOD

This method of research emphasises the specific nature of a
phenomenon. The specification can either be simple or complicated and it is
important in the social science as well as other fields of educational endeavour.
This research method gives a picture of a situation or population. When a
phenomenon is being considered, it generally begins with a full description,
which sheds more light on that phenomenon. It is basic for all types of research

conducted in assessing the situation as a perquisite to inferences and

generalisation. Since it cannot establish cause or effect relationships, we can
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conclude that it is in itself sufficiently comprehensive to provide answers to
questions. For the description, the cause of a phenomenon or predict what the
future phenomenon will be.
It is also important to note some of the tools that can be used for
gathering data for rese‘arch purpose. They include:
- Observation.
- Interview.
- Questionnaires
- Postal Questions
- Reports
- Telephone conversation

- Results of some findings.

3.3 RESEARCH DESIGN.
Research Design means the structuring of investion aimed at identifying
variables and their relationship to one another. There are three main
categories of research which include: Survey, experimental and Expose
Factor.’
This study is a survey kind of research. A survey research studies both
large and small publications by selecting the samples chosen from the

popuiation and interrelations of sociological and psychological variabies. Survey

* Namdi, Asika (1991); Research methodology in the Behavicural Science; Longman Nig., pg.27
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research focus on people, the vital facts about people and their believes,
opinion, attitudes and behaviours.

The longitudinal survey design will be used especially the trend and
cohort method of the survey design. The performance of the NSE since inception

will be examined with a bias to this approach.

3.4 SOURCES OF DATA.

Data collected for research purpose can either be a primary or secondary
data or both. Primary source of data are the data expressly collected for a
specific purpose while secondary sources of data are collected for some other
purposes, more administrative reasons.
These two types of sources of data are used although the more commonly used

in this work is the secondary sources.

3.3.1 PRIMARY SOURCES OF DATA.

This study makes use of primary data collected as a result of visits of
Nigeria Stock Exchange in Lagos and Kaduna and following some personal
interviews and discussions with some of the staff members. The researcher was
able to visit some of the Branches of the NSE, for example, the Lagos and Kano
branches where he witnessed trading activities in the Trading Flecor.

3.3.2 SECONDARY SOURCES
Most of the data used in this research works are from secondary sources.

Most of the sources are from textbooks, Newspapers, magazines publications
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particularly annual publications of the stock exchange, office of statistics (OFS),

central bank of Nigeria (CBN) and security and exchange commission (SEC).

3.5 METHODS OF DATA ANALYSIS.

The methods of data analysis will be based on graphs, percentages and
partly trend analysis. All these tools will be applied with a view to fairly
assessing the performance of the Nigeria Capital Market and arriving at logical
findings and conclusion. Specifically, a time series analysis of the Capital Market

for predominantly the 1990s is applied in this research work.

4
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CHAPTER FOUR

4.0 DATA PRESENTATION AND ANALYSIS

4.1 INTRODUCTION

4.2 THE CONTRIBUTION OF PRIVATISATION AND THE NSE IN CAPITAL
FORMATION.

4.2.1 PRIVATISATION AND CAPITAL FORMATION.

It is not complete to talk about the Nigeria capital market, the NSE in
particular without discussing about the role of privatisation. This is because
government policy has pushed privatisation at fore front of the capital formation
process. Quite a number of reasons have has been ascribed to the privatisation
process but the government's desire to privatise enterprise is believed to be
based on economic reasons.

Alile, H. . (199§) was able to carry out a post privatisation assessment of
the privatised public enterprise, which revealed that economic objective of the
exercise has been achieved as follows:

1) Turnover and profitability of the privatised companies increased dramatically
after privatisation. Average profit before tax grew by 400 percent.

ii) Average cash dividend payout showed a post privatisation increase of 363.6

percent.
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i) An examination of the average dividend payout to after tax profit shows a post
privatisation upwards trend of 64.7 percent for all companies.

iv) Most of the privatised companies have witnessed at least two fold increase in
their prices

v) An assessment by market capitalisation showed that the privatised companies
had by 9th march, 1999, collectively registered a post privatisation market
capitalisation of N83.8 billion, as against N4.0 billion at the time of privatisation.
This indicates a growt;1 of 1995 percent. Meanwhile, the 28 companies, which
were listed for the first time as a result of the divestment exercise, recorded a
post privatisation growth of 1311 percent from a market capitalisation of N 2.7
billion at the end of 1998.

yi) The debt to equity ratio of many of the companies dropped as a result of
privatisation. It is only 12% of the affected companies recorded a higher post
privatisation leverage which means most privatised companies now rely more on
equity capital financing method.

vii) Privatisation has improved market awareness in Nigeria in the view of the
fact that the capital market is the preferred vehicle for divestment to ensure
widespread share ownership. The level of awareness may be measured by the
level of subscription to the offers of the 28 new companies privatised, 16 were

either fully or over subscribed.
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vii) Since privatisation, some of the affected companies have increased their
shares through bonus issues, right issue and public offers for subscription.'
Furthermore, Alile (1999) reported that privatisation proceeds of about
N3 billion represent additional capital receipts to government, which can be
ploughed back into the factors of the economy that may have been insufficiently
addressed.”
Privatisation is not without some disadvantages. Some of such include:
i) Lack of consumer protectionism. The consumer is longer protected. He is left
at the mercy of market forces; there is no more subsidy, etc.
i) Another factor is that the ownership of such affected privatised enterprise is
transferred to a rich fe:w. Nigeria economy is bastardised and characterised by
uneven distribution of wealth with only a few rich people, which have such
surplus funds for investment. The majority of the masses who lived below such
poverty level will not be opportuned to invest in such.
iy When the major and sensitive government parastals are sold to a rich few,
the tendency is that such class of people are likely to influence the country not
anly economically but politically as well. Economic influence is paripassu with

political influence.

4.2.2 THE NSE AND CAPITAL FORMATION.

" Alile, H. 1 (1999): The Stock Exchange and Capital Formation in Nigeria: Strategies and
Contracts (Being the text of a paper presented at the Senior Executive Course No. 21,

Organised by National Institute For Policies and Strategic Studies, Kuru), p 12-13
2 ibid. p.14
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It has been already established that a stock market exist primarily to serve
as a vehicle for mobilisation of long-term funds. The extent, to which the
exchange has served this purpose, therefore constitutes the first and probably
the most important criterion for evaluating its performance over time.”

Capitalisation mobilisation may be broad but we will limit its scope of

definition to the channelling of savings with new uses through issuance of

securities, which results in a net increase in capital formation.*

4.3 TRANSFORMATION AND NEW DEVELOPMENTS IN NIGERIA CAPITAL
MARKET.
4.3.1 THE NSE:

The Nigeria stock exchange since its establishment (incorporation) in
1960 (as the Lagos stock exchange) has undergone a lot of transformations. By
December 1977, it had become the Nigeria Stock Exchange.

Meanwhile Lagos branch of the stock exchange was open in 1961.

The exchange, a self-regulatory organisation (SRQ), makes and enforces
laws for its members. However the market is regulated by the Securities
Exchange commission.

The NSE which commenced operations in 1961 with 19 securities worth
N80 million eventually had 264 securities listed on the market with a

capitalisafion of approximately N335billion as at 1998. The 264 securities were

® ibid. p.15
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made up of 26 government stocks, 57 industrial loan(debenture)preference
stocks and 181 equity (ordinary) shares of companies.)’

The listed securities comprised:

Guilts 19
Industrial 55
Equities (1st & 2nd tier) 190.

Still as at 1998, the breakdown of the share ownership was as follows:

Foreign Technical Partners
Govts. And Agencies

Institutional Investors

3 million individual investors
Note: institutional Investors include;
¢+ Pension Funds

+ Insurance Companies, etc

L]

Source: The Nigerian Stock Exchange Yesterday, Today & Tomorrow (item 1.6) (1999)

4 ibid. p.
° The Nigerian Stock Exchange and You (Presentation Notes) 1998: pg 3
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“Since April 27, 1999 when the transition was made, so much progress has been
made, that the change over to ATS now seems like it happened in the distanced
past”.® This has indeed transformed the level and efficiency in transaction in the
stock market. For example, there is a reduction in the clearing and settlement
cycle of the market from T + 5 to T+3, though a trade guarantee fund where
trade settlement is done in the event of overtrading, and clearing and delivering

effected through book entry following depositing and trading of securities. With

“

this development, " the Nigeria Stock Market now operates beyond the
benchmark for emerging markets and at par with the developed market of
Western Europe and the United States of America (USA).” This has gone a long
way to “.... Reduce the risk profile of the Nigerian stock market, putting our
market on a better pedestal to compete for international investments capital”.®

The new development on the stock market can be termed as a swift
metamorphosis and reawakening of the NSE market towards achieving its
mission. The mission statement of the Nigeria Stock Exchange which reads “ to
promote increased capital formation in Nigeria by providing issuers and investors
with a responsive, fair and efficient stock market through competent and

dedicated professionals using the latest technology, thus assuring local and

foreign investors access to the Nigerian stock market with confidence in both the

® Ibru, Goodie M.; NSE Fact Book (2000) p.9
7 ibid
8 ibid.
9 ibid.
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regulatory framework and in the reliability of the trading and settlement systems™
seems to be achieved.

With all these efforts, it has become clear that the change over to the ATS
has led to a reduction of the market down from T+5. Furthermore, the transition

cycle of the market

s seen to redued through the adoption of a delivery — versus — payment
(DVP) trading regime, which has generally enhanced the efficiency in the market.
In a related development, we have trade guarantee funds to which each stock
broking house made a contribution, and is managed independent of the stock
Exchange by placementof banks in quarterly rotation.*

The CSCS (Central Security Clearing System) Ltd was commissioned on
April 8th 1997 and commenced operation on April 14th, 1997. This covers the

network of activities which enhances the T+3 clearing system.

" ibid. (front page)
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Source: THE NIGERIAN STOCK EXCHANGE FACTBOOK 2000.

The above represents the flow of activities for the CSCS.

Basically the functions include:

Central depository for the shares certificates of companies quoted on the NSE

Sub registration for all quoted securities (in conjunction with registrars or quoted

companies)

Issuers of central secutities identification numbers to stockbrokers and investors

Clearing and seitiement of transactions.

safe keeping/ custodians (in conjunction with custodians member(s) for local and

foreign investments.

We can now say that the NSE is now characterised by automation,

internationalisation, efficiency with beyond the bench mark for emerging markets.
Other international achievement include the NSE's election to the

executive board of ASEA. To crown it they were mandated and eventually

hosted the year 2000 conference of ASEA in Nigeria.

THE AUTOMATED TRADING SYSTEM (ATS)

The automated trading system has the following features:

Display of market data.

Display of broker order & executing.

Order entry

Opportunity for amendment to orders
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» Check on client balances
» Cooperate announcements
« Surveillance system""‘

The advantages and benefits of the ATS include:
a) Speed: Fast dissemination off information to market participants
o) Increased price discovery, transparency and efficiency (including cost
minimisation.
c) Utilities for enforcement and surveillance
d) Ease at getting information. Information on the market can easily be obtained
on the Internet CAPNET and REUTERS, electronic contributors system. The
Reuters code is NSXA telephone 234/26660287,2660305,2660335 fax 234/
2668724, 2668281. °

e-mail:HYPERLINK mailto:nse@linkserve.com.ng", nse@linkserve.com.ng.

Web page:www.nse.com.ng.

TRANSFORMATIONS

On the overall, we can say that there is a considerable development * the
market has also become an important source of new capital to business entities
as new issues raised in the capital market almost N10 billion at the beginning of

the 1990's"."* It has certainly undergone a lot of transformation. “Market

" ibid. (2.0) - The NSE and You

"2 Kabir, L. M. : Organisational and Functional Roles of Nigerian Stock Exchange in The
Economic Development; (August 1993); Being MBA Project (unpublished) p.99
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operators have become more efficient and innovative. The level of
professionalism has also evidently improved™.” The glaring area of improvement
includes its program towards improving the clearing and settlement process. The
level of market awareness is also more pronounced. Despite all these
improvements, we cannot conclude that we have arrived. The level of awareness
for instance is still not too satisfactory. With an economy, of a higher percentage
of the people as IliiteFates. what do we expect? The area of infrastructure is
another clog in the wheels of its development. At this juncture, we may not forget
the words of MKO Abiola of blessed memory, who once said that “ A stock
Exchange market flourishes in an environment, amongst other where the
telephone, fax and telex work efficiently”.™

Though not entirely due to the exchange inefficiency but the inadequacy
of infrastructural facilities also operation.™

Today, with the global trend in technolegy, we can say a stock exchange
will achieve efficiency only in a conducive environment which amongst others is
highly automated. .

The performance has been acknowiedged internationlly with the
International Finance Corporate (I FC), a member of the World Bank Group,
rating the Nigerian Stock Market in 1991 among the best performers in the world.

Using its global composite Index for the Nigerian Stock Market, IFC also rated

13 ibid.

'* Alile, H. |. And Anao, R. R.: The Nigerian Stock Market in Operation, 1986. P27
15 ibid.
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our market in 1994 as one of the best three performers in terms of returns on
investment in dollar terms. In 1996 and 1897 respectively, the Nigerin Stock
Market ws ranked second best among the world stock exchanges in terms of

dividend yields.

CRITICISMS
The stock exchange has suffered a lot of criticism in the past. Some of
these include; ‘
a) Poor investment funds: the poor performance of the stock market is
responsible for high interest rated in the banks and other financial institutions in
the country.™
b) High- handedness in dealings; the activities of the stock exchange seem to
discourage local entrepreneurs from entering into the market. Even the central
security clearing system is said to for the delivery of share certificates and forms.
If an investor buys shares, it becomes difficult for him to collects his share
certificate until the company it buys from announces its audited reports."”’
However, the bulk of the blame according to Onwuegbu Dennis (1999),

could be traced to malfunction in the Nigeria economy and investors apathy.™

Qur economy is characterised by poor savings by Nigerians and micro economic

'S Onwuegbu, D. (1999): “Infotec Today™ (Jan./Feb. ed.)
17 ibid.
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instability. For instance the high rate of inflation 72.8% in 1995, 29% in 1996,
8.5% in 1997, 9.8% in 1998, In 1999 and ....in year 2000. In year 2001, it is
expected that the rate of inflation will still raise. But the interesting thing about
the Nigeria economy is that where there seems fo be a very poor performance in
the economy it is an indicator that it will be followed by a giant leap. For example
in 1995 the rate of inflation was 72.8% all of a sudden it became 29% in 1996.
And eventually 8.5% in 1997. at any rate, the continuous devaluation of the
Naria has continued to make the situation unfavourable. For example from N85
to 81 in 1998, it has continued to deteriorate. Look at the trend activities there is
the fear that it may deteriorate to above N130 to $1 in 2001.

While the capitalisation of the Nigeria Stock Exchange stood at US $3
pillion dollars by early 7999, and nearly 70% of listed shares have been on since
1997, the New York Stock Exchange has a market Capitalisation of $1 trillion
made possible by global depository receipt.”

Another sad factor is the lack of keen interest by institutional investors,

one of which is the government.

475901

4.3.2 THE ABUJA STOCK EXCHANGE (ASE)

The ASE was billed to be incorporated back in 1998. it was a “fallout of
the Dennis Odife — panel report in1996, which recommended among other things
the urgent needs to m‘obiiise the country for prosperity through transparency to

provide for capital mobilisation and trading in rural areas in the forms of capital

e ——
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trade points ( mini stock exchanges ) and the establishments technology — driven
national stock exchange in Abuja to operate to international standards”."®

The ASE is expected to be equipped with functional communication
facilities so as to allow broadcasted across the country to link to the exchange. It
is also expected that the equipment of the exchange are to be fully automated.
There has been a lot o} argument and crisis as to whether the ASE is necessary.
However, “ the promoter said it has all it takes to justify the confidence reposed
in them by the government, insisting that the admission to exchange would be
purely by competence, capital adequacy, cooperate structures track records and
experience in order to enhance the professionalism of the market
intermediaries™. But the argument is that with internationalisation, automation
and more pronounced development of the NSE, one wonders whether a new
stock exchange is necessary. Although it can be argued that competition is
healthy for any system, and that we do not necessary need to just copy a global
trend, it is good to crititally examine the need for a new exchange. But the kind
of trend is such that when it is not adopted, it would ‘archaic’. Secondly, when an
organisation appears to grow considerably especially in efficiency then there
may be no need for revival, for example, there is the claim that, “ the Abuja also
claims an intergrated securities clearing and depositing system that speeds up

clearing and settiement cycle thereby enhancing speed”.” It is also reported that

'® Business Champion; September, 6", 2000 p15
19 ibid.

=)

v ibid.
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the automated trading system was said to be design by a consortium made up of
OM technology of Sweden, owners of Stock holders Stock exchange, ELIND
computer PVT LTD India, and Percival software of United Kingdom™', not only
that, some of the features of system are seen to

Include: -

- Software modes for initial public offerings (IPO)

- Robust order driven, screen — based trading system for the secondary market
(equity & Debts)

- Control securities and clearing and depository system, all seamlessly
integrated.

However, one wonder why a stock exchange like this necessary at a time
when it seem the NSE is at least not static but is growing. Alile,H. | (1999) ague
that in view of “the transformation of the NSE has a strong margin market without
computerised traded and clearing system, there is no need for another stock
exchange in Nigeria”.* Some of his other argument are centered around the fact
that: first of all, the NSE has ample utilised the meet the aspiration of issuers and
investors in our capital market. Secondly, he wonders why a new stock
exchange should bed set up, when the existing one getting international
recognisation everyday. Thirdly, he argues that if NSE could be ranked second

by the international finance cooperation (IFC), in terms of dividend yield among

21 ibid.

22 Alile, H. 1 (1999): The Stock Exchange and Capital Formation in Nigeria: Strategies and
Contracts (Being the text of a paper presented at the Senior Executive Course No. 21,
Qrganised by National Institute For Policies and Strategic Studies, Kuru): p 12-13

23 ibid.
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the world stock exchange. then it will be economical to have another stock
exchange.”
4.3.3 GROWTH TREND AND STATISTICS OF THE NSE

GROWTH IN THE NUMBER OF LISTED SECURITIES

TABLE 1
[Year [ Gowt. Stock | Industrial | New issues Equities Total
L | e tim) | Soviaage
(1980 | 54 12 467 91 157
ECERE: 14 138 93 163
|
1982 | 57 18 162 93 168
11983 | 61 25 [85 92 ;178
11984 | 56 | 27 535 92 175
1985 | 57 i28 330 %6 181
o8 ;58 29 | 2499 9% 5
B 554 31 680 100 5
7588 B 35| 1345 102 | 188
rTéag %47 40 5-439 €111 198
51990 43 43 | 464 3 217
1991 | 40 57 1808 142 239 i
1552 36 62 8269 153 1251 |
1993 | 37 ,%1 32994 174 272
| |
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1994 |35 | 64 3907 177 276
1995 58 67 | 48677 181 276
i1996 24 89 | 61280 183 276
1997 %22 50 59120 182 264
7958 519 59 | 56340 186 264
11999 %15 58 ? 195 268

SOURCE:; NIGERIAN STOCK EXCHANGE FACT BOOKS 1994 - 2000
From table 1, we can see that government stock increase even though were
fluctuation from 1980 — 1994, the figure start to decline afterward. Similarly, the
equities also kept fluctuating these were stable increase from 1985 ~ 1896 with
slight decline in 1897 after which it picked up. Equities for industrial bond, the

increase was persistent and fluctuating occurred only from 1594,

-
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TABLE 2: SHOWING GROWTH TREND IN THE LEVEL OF ACTIVITIES

INCLUDING MARKET CAPITALISATION AND INDICES

| Year No No. of | Tolal Market | Volume Danly Vaiue of Dauly N3E All- No.of
| {19.) o isted | Quoted 4| Capitalisation | of Shases | Volume Shares, l Average Shares Index | slock
! Securities companies | N (billion) traded of shares fraded Value (year-end broking
{rrullicen) | it (miliion) l Average figures) firms
? of shares | (Jan.3.1984
(rrullion) | =100 :
, i
‘90 | 217 [131 158 305 |12 306 |26 5138 |80 |
f !
‘91 239 [142 | 266 176 | 0.7 255 0.9 784.0 [ 110
792|251 |153 [325  [262 [1.1 |492 J2.0 11076 | 140
| 1 .
193 1272 [174 [46.9 | |473 |19 |662 [27 |15438 |140 i
| L i ,-
‘94 | ++++ | 177 | 655 524 | 2.1 086 % 3.9 2205.0 | 140 |
| | +218 | | | |
| |
‘95 (276 | 181 i 1711 1397 |16 1839 (7.4 5082.15 | 162
'96 [276 183 |2856 (882 |35 |7100 (284 |69921 [162
97 1264 |182 2920 [1300 |5.3 11100 | 44.3 | 644051 | 217
| ' {
1 ‘98 264 |186 |263.3 |2100 |8.4 13600 | 54.3 | 567278 | 226
|
! —
1'09  |269 [196 [299.9 [3900 |[156 |14100|557 |526643 | 226
' l
2000 [ 1 366.9 |2100 8100 6486.72
Jan-Jun l (

SOURCE(S): NIGERIAN STOCK EXCHANGE FACT BOOKS (1994 - 2000)
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ANALYSIS OF GROWTH TRENDS

In the 1980s, the Nigerian Capital Market performance especially in
terms of the value of new issues had been fluctuating and had not been too
encouraging. However, in the 1990s, it picked up and witnessed a boom
between 1995 and 1997. For example, as at 1983, the value of new issues in
the capital market was N556.7 million. But it increased by 32994.4/556.7*100%
=6400 %in 1993 (it was N32894.4 million). This fact can best be appreciated if
we take good look at Fabled.

The period 1997-1998 witnessed a decline in the market activity, this is as
a result of perpetuation of military leadership. The market risk of all quoted firms
were raised at the same time reducing the investors’ confidence in investment in
the market for long term.

From table 1, we can see that government stock increased even though
were fluctuating from 1980 - 1994, the figure startd to decline afterward.
Similarly, the equities also kept fluctuating these were stable increase from 1985
— 1686 with slight decline in 1997 after which it picked up. Equities for industrial
bond increased and tl]e increase was persistent with fluctuation occurring only
from 1994.

4.3.4 LEGAL TRANSFORMATIONS.
Some government laws, decrees and policies have positively contributed

to the growth of the stock market. Some of these relevant legislations include:



a) The income Tax management Act, 1961: This includes certain conditions
under which contribution to any provident fund or super annuation scheme would
be allowed as deduction from income for tax purpose. As part of the condition, a
certain minimum proportion of the relevant pensions for provident fund must be
inverted in prescribed securities which significantly includes federal government
stocks.

b) The National Provident Fund Act, 1961

¢) The Trustee investrr{em Act, 1962

This law specifies

d) Exchange control Act 1962

July 21,1985-——- Formulation of the Nigeria Investment promotion commission
decree Number 16

July21,1995—foreign Exchange (monitoring and miscellaneous provision Decree
Number 17.

In the 1980’s and part of the 1980’s, There were some polices and enactment
which affected the activities of the capital market. They include:

a) Nigerian Enterprises promotion (issue of non-voting equity shares) Decree No,
34,1987:

D) Privatisation and commercialisation Decree No. 25 of 1998,

c) Securities and Exchange commission Decree No. 29 of 1988;
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d)The National Economic Reconstruction Fund (NER FUND) Decree No. 2,
1989;

e) The Nigerian Enterprises Promotion Decree No.76, 1989;

f) The companies and Allied matters Decree No. 1,1990; which incorporates unit
Trusts legislation,

g) Guidelines on Debt conversion;

h) The New Industrial policy;

1) The deregulation of interest rates,

i) Liberalisation of the foreign exchange market;

k) National Industrial Development and co-ordination committee

) Securities and Exchange commission’s Rules and Regulations; and

m) The recent withc]rawai of government deposits from commercial and
merchant banks.*

The legislation and some of their abrogatious have all affected the capital
market in one way or the other. Consequently upon the abrogation of the
Exchange control Act 1962 and the Nigerian Enterprises Promotion Decree
1889, Foreigners can now participate in the Nigeria Capital market, both as

operations and investors.®®

* {ssues in capital market Development. A publication of Securities and
Exchange commission, pg 45, 1993
25 The Nigerian stock Exchange Faget book (1999) pg 19
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Today, transaction in the stock market are guided by the following
legislations, among others:
i) Companies and Allied Matters Act of 1990
i) Investment and Securities Act of 1999
iii) Nigerian Investment Promotion Commission Act of 1995
iv) Foreign Exchange (miscellaneous provisions) Act of 1995.
V) Trustees Investment Act of 1990.

Transactions on the Exchange are regulated by The Nigerian

Stock Exchange, as a self-regulatory Organisation (SRO), and the Securities and
Exchange Commission (SEC), which administers the Investments and Securities
Act, 1989.%
4.4 PROBLEMS AND CHALLENGES OF THE NIGERIAN CAPITAL
MARKET

The Nigerian Capital market underwent a lot of vicissitudes over the
years. The only conséiation is that at least it is not stable it is growing both in
size and efficiency. However there are a number of problems that constitute a
clog in the wheel of its growth and development.

African markets were seen in the eighties to be stiff in responding to
global integration and internationalisation there by being considered to be
closed, underdeveloped and neglected.*® Some of the problems identified which

also apply to Nigeria include:

26

* issues in Capital Market Development: A Publication of SEC. Pg. 105
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i. Low level supply securities

ii. Low liquidity and trading activity

iii. Low professionalism

iv. Inefficient infrastructure facilities

v. Low-leve!l market awareness.

vi. Low level of market automation

vii.Restrictive policies * ' 475 90 i

Perhaps the only consolation that can be given as a reason for a new
stock Exchange is the fact that there is the need to give it a competitor.

Today the situation is generally a bit better, with pronounced and
remarkable improvement in the level of market automation. Even some of the
government policies are being favourable now.

Professor Bob Osaze has been able fo deal vividly on the factors
militating against the rapid Development of African capital markets. He further to
identified some socio-cultural and non-economical factors, which seems to be
ignored by Western Writers or are totally unresearched. Our discussion is
intended to review Osaze's work which first and foremost delve on the current
state of the art literature and other neglected factors.

Osaze's work based on some other literature was able to show that the
poor performance growth and development of the stock market is attributed to
the following factors:

27 ibid. pg 102-1-3
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1. The absence of large money and securities capital market in many African
countries fo assist the flow of funds among financial institutions.

2. The government determined interest rates which discourages investment
purposes

3. Lack of depth and breadth in capital markets in Africa arising from the
absence of incentives to expansion.

4. Inconsistent and non-comprehensive financial and economic policies as well
as a positive tax framework, which discourages long-term capital, market
investment.

5. Government frequent intervention in the market place for funds through
mandatory enforcement of credit allocation by financial institutions, often at
subsidised and unrealistic interest rates.

6. A legal framework that tends to strife competition among financial institutions
with Central Banks overseeing “the performance of loan, credit, finance and
savings institutions, including insurance companies” (Baryer 1992; 9). In many
instance there remains an unclear definition of responsibility for regulation and
supervision of financial markets with focus largely on supervision by Central
Banks.

7. Strict Foreign — Exchange control through Central Banks.

8. Over dependence by most African economies on deposit-type instruments and
short-term credit in funds market which is the fulcrum upon which capital markets

revolve.
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9. The B-H attitude of African investors which creates dormancy in the market
and the domination of most stock markets by Government securities, known for
their endemic dormancy.®

Most of these  factors, it is acknowledged impeded the growth and
development of African Capital Market. This certainly applies to the Nigerian
Stock Markets as well. Interestingly, Osaze took a step further. He argued that
Attitudinal Factors and Socio-Cultural factors, which are rejected by western

writers, are equally pressing militating factors.

ATTITUDINAL FACTORS IMPEDING THE GROWTH OF AFRICAN CAPITAL
MARKETS.
Osaze was able to identify three (3) attitudinal factors that militate against

the growth of the African Markets. They include:

4

a) Risk Aversion
b) Tax Avoidance and

¢) The Buy-Hold Syndrome

a) Risk Aversion: The low degree of financial risk among Nigerian quoted

companies arises from corporate aversion to long-term risk capital. This explains

*® Osaze, Bob; (June 2000)! First Bank Review; pg 43-44
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why a “substantial portion of the market remains untapped and dormant..."®
these by leading to generally low level of transaction, growth and development.®
b) Tax Avoidance: At the corporate level, some companies in a bid to avoid
taxation may be involved in over-invoicing of bills, transfer pricing, inflated
consultancy fees and royalties, etc. which inflate cost of doing business and
subsequently reducing the profit. Sadly, the profitability of a company affects the
value attributed to each share of stock.

¢) The Buy-Hold Syndrome: The poor level of investment Education has made it
more difficult for shareholders to transfer or sell their shares. This affects the

volume of transaction in the market.

SOCIAL CULTURAL AND OTHER EXTRANEQUS FACTORS AFFECTING
TRANSACTION AND GROWTH OF AFRICA STOCK EXCHANGES

Professor Osaze has classified the following factor under the above
category.
a) Presence of visitors ‘in the trading floor of NSE.
b) Religion
c) Usury

a) Presence of visitors in the trading floor of NSE:

** ibid. pg 44
30 ibid. pp 44
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The presence of important dignitaries who are in policy making and
influential positions is likely to enhance trading behaviour and the volume of
transaction. Stockbroker will strive to be at their best.

b) The religious beliefs and injunctions have hindered potential investors from
investing on the stock exchange. The industries that are most affected include:

» Alcoholic beverage,

» Tobacco and

» Pork meat processing industry.

A good example has been given of New Nigerian Development Company
(NNDC) which is one of the largest conglomerates in Africa South of the Sahara
which is owned by the 16 northern states of Nigeria and which has a high Muslim
population has 12 subsidiaries and one hundred and two associated companies
as well as major investments in over 30 quoted securities on the NSE.
Interestingly, it does not have a single investment in its portfolio in brewery
business.

c) Usury:

This refers to the act of buying and selling money which is condemned by
some people. Indeed, Aristotle resented the act of buying and selling money
because he considered it artificial profits making and illegitimate (Olayemi 1983:
95). Both the bible and the Quran also condemn it. In effect, believers refuse to
invest in fixed interest yielding securities in capital market since interest and
usury are interpreted to mean the same sinful returns on investment.

OTHER FACTORS NOT MENTIONED:
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Recent studies including that of Osaze tend to reflect some factors which
even though seem minor, are very important. Which the researcher identifies:
a) Lack of proper formulation, implementation and adherence to policies (poor
policy management);
b) Un-even distribution of wealth
c) Unpatriotism
d) Mismanagement and greed of African leaders
e) Lack of investment culture/attitude
f) Debt burden
g) Lack of academically sound /qualified leaders; and
h) Lack of proper planning; and
4.5 INTERNATIONALISATION OF THE NSE AND GLOBAL STOCK MARKET
Internationalisation is one of the major development of the stock
exchange achieve in recent time, the second being automation.
INTERNATIONALISATION OF THE NSE
With the internationalisation of the NSE, quoted companies can now

access fund from international; markets through Global Depositing Receipts



The NSE became open to foreign portfolio investors since 1995. United
Bank For Africa (UBA) plc is said to be the first quoted Nigerian Company to
execute the GDR programme. Then foreign portfolio investment through the
exchange was at $50.1 million. However, it dropped to $18.5 million in 1999.
Meanwhile, in 1998 and 1999, a memaorandum of understanding (MOU) with the
Ghana Stock Exchange and Johannesburg Stock exchange respectively, for
among other things, cross border listing of securities.

Other developments on international angle, inciude the listing of M- net
Super Sports of South Africa on the Nigerian Stock Exchange, being the first
foreign listing of all investors;*

The market turnover in 1998 was 2.1billion shares valued at N13.6billion (US $
160 million). Between January and October, 1990 turnover was 3.1billion shares
valued at US $98million.

The international Stock exchange has Global stock Market, which is
characterised by some, of these developed stock markets (from countries where
economies are highly advanced and which have organised and well developed
stock markets), and emerging market (refers to countries whose economies are
fast developing and which are linked internally on global stock market).

The well-developed stock markets are from:

Australia Finiand ltaly
Austria Germany India
Canada Hong Kong Japan

Denmark Ireland Malaysia



Norway

Singapore

Sweden

Switzerland

United kingdom

US.A

Emerging markets .
Argentina

Nigeria

Brazil

Srilanka

Chile

Taiwan

China
Thailand
Colombia
Turkey
CzechRepublic
Venezuela

Greece

Source: Baron’s ( in Shala, D)

46 FACTORS THAT HAVE ENHANCED

Hungary
India
Indonesia
Israel
Jordan
Mexico
Peru
Philippines
Poland

SouthAlfrica

THE GROWTH

DEVELOPMENT OF THE NIGERIAN CAPITAL MARKET:

AND

Some of the factors that have enhanced the growth and development of the Nigeria

Capital Marked include: '

a) Legislation.

b) Government policies e.g.. privatisation, SAP, etc.

¢ Recent Democracy (Political Stability).

d) Level of technology/automation.

¢) Global trends.

3 Shala. D (1999): Understanding Capital Market and Secret of Making Money in the Stock

Exchange pg 52-53
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f) Innovation/Improvision.
2) Attitude towards foreign investors:
Alile (1999) identified some basic elements that attract foreign investors to the Nigerian
Capital Market. They include:
-Markets are attractively valued.
-Prices have moved but market fundamentals remain attractive on a historical basis.
-Modern settlement and clearing systems.
-Automated Trading system.
-Custody arrangement.
-Steady pass or recent devaluation has made currency more competitive.
-Structural economic reforms.
-Growing private sector.®
4.7 STRATEGIES FOR GROWTH AND DEVELOPMENT

Over the years, vdrious government policies and laws have continued to affect the
growth and development of African Capital Markets. Alile’s work indicates that “with
the introduction of the Structural Adjustment Programme (SAP) in 1986 and the
subsequent adoption of realistic policy instruments such as the Foreign Exchange Market
(FEM), the deregulation of interest rate structure and dividend policy. the Nigerian Stock

Market has become a more viable option for capital formation™.!

What appears to be a
little bit misleading here is the figures realised based on the capital raised. The N=7.9
billion which constitutes total amount of capital raised between 1989 and1992 which in

turn represents over half of the entire capital raised over the years 1981-1992% will only

be much appreciated if the exchange rate is considered. Fortunately (or unfortunately),
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‘privatisation and deregulation’ are becoming popular policies of subsequent
governments. The good side of this is that more firms are getting listed in the Nigerian
Stock Exchange. Sadly however, the value of the naira keeps doubling in depreciation
and fluctuation. It appears that no proper measurcs are being taken to stabilise the
currency. Furthermore, the role and persistent reliance on privatisation and deregulation
does not seem to yield much result. The poor standard of living and lack of
infrastructural facilities constitutes a clog in the wheel of the development of our Capital
Market. One wonders whether it is okay to privatise and deregulate the economy without
first of all making food available to the populace and ensuring that infrastructural
facilities are in place.

From the foregoing, therc should be a balance in the strategy for development of
the Capital Market. This should include other options too.
Thus the following strategies for growth and development should be adopted:

1. Democracy should be sustained.

2. Creating more awareness. 47 5 90 1

—

3. Encouraging diversification.
4. Continuous emphasis on creativity and innovation: This should be encouraged both on

small scale enterprises and big industries. Also new products.

N

. Quick response, adoption and sustenance of automation.
6. Privatisation and commercialisation.
7. Economic deregulation.

8. Encouragement of foreign portfolio investors.
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-- The promulgation of new investment decrees numbers 16 and 17 of 1995 exposed the
Nigerian securities markets to full foreign participation. This led to a realisation of
foreign portfolio investment of US $1.137 million between July and December, 1995, In
1996, the inflow rose to $32.9 million.
9. Market potential and product: Considering the potential to attract investors the NSE
has, the following measures if adopted will be right steps in the right direction:
a) Intensify the marketing of the stock market as a source of long-term capital to industry
and government.
b) Promote the use of bonds by companies and government.
¢) Reduce the time cycle for public issues to 2-3 months by

i) Reducing the time frame for processing applications by the NSE to 1 week:

ii) Effective underwriting of all new issues.
d) Float {lagship issues for big companies’ projects through multiple listings.
¢) Employ instruments such as ADR and GDRs.
[0. Cost of Transaction: The costs of public issues should also be continued reduction of
professional fees and processing fees by The Exchange as a result of automation.

I1. There should be continuous review of listing procedures.

4.8 PROSPECTS OF THE CAPITAL MARKET
“The battle to merge stock exchange will intensify, propelled by investors passion

for liquidity and 24 hours trading”
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The emerging Stock Market particularly the Africa ones would likely form alliance so as
to meet up with globalisation. Among them may include : the NSE,

New exchange may have to make do with a less vibrant equity culture

Global cquity returns will fall back from annual average returns of 23% over the past %
years to 9% over the nex{ five years™.

However. the Nigerian case may be a little different. With religious and persistent steps
towards privatising most of the country’s pararststals especially the NITEL and NEPA,
and deregulation of the oil sectors there is the tendency that this will enhance the equity
returns thereby boosting the stoek market.

The credit and equity derivatives market will boom, while foreign exchanger derivatives
market will decline.

Full remote trading to enable one trade from anywhere in Nigeria will be adopted.

The time cycle for raising funds on the market will be highly reduced.

Capitalisation will be raised to at lcast 90% of GDP by the year 2005. This can be
achieved by encouraging hydrocarbon companies to seck public quotation.

Public awareness. The number of person through the stock market will double by the year
2010.

In the last decade. the performance indicator of the NSE exchange have generally

been rising: this has been as a result of:
-Economic deregulation

-Privatisation

-Entry of foreign Portfolio invested ;: among others
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It is expected that the economy will become diversified. The emphasis will no longer be
only the oil sector but also on the iron and steel, agriculture, etc.

It is expected therefore that the economy will be structurally balanced and will be
oriented towards sustained rapid growth and development. The industrial sector including
manufacturing which currently account for 17% of the GDP should drastically improve
its hare of GDP to around 30 = 35% in the next century. All these should boost the
performance of the Nigerian Capital Market. This is informed by the fact GDP has a

direct relationship with the volume of the equity transaction in the economy.”.



78

CHAPTER FIVE

5.0 SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 SUMMARY

Since June 5th, 1961 when the then Lagos Stock Exchange commenced
trading, the Nigerian Stock Exchange has undergone series of transformations
over the years. Remarkable among such developments include first, certain
legal transformation as well as its change of name from the Lagos Stock
Exchange to the NSE in December 4th, 1977.

As at Novembér. 17th 1986, the NSE had 3 branches in Kaduna,
Portharcourt and Lagos. As at August 1990, three other branches were added.

Thus we have the branches as follows:

Kaduna 1978
Porthacourt 1980
Kano 1989
Onitsha 1990
Ibadan 1990
Abuja 2000

Another remarkable development of the NSE is its internationalisation
which was facilitated by the abrogation and promulgation of certain decrees. On
January 15th, 1995, the Federal Government abrogated the Exchange control
Act 1962 and the Nigerian Enterprises Promotion Decree 1989 which led to its

internationalisation of the Capital Market. Barely six months after, the Federal
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Government promulgated the Nigerian Investment Promotion Commission
Decree No. 16 and the Foreign Exchange (Monitoring and Miscellaneous
Provisions Decree No. 17 which served as a boost to the market's
internationalisation.

Other developments include progress made in the automation of the
Exchange. As at April 1999, the Stock Exchange transited to the Automated
Trading System (ATS) with the transaction cycle now reduced to T+

5.2 CONCLUSION

There is no doubt that existence of the Securities and exchange commission and
the Nigerian Stock Exchange, as joint regulators of the Capital Market has had
positive influence on the market. Although growth had been slow in some areas,
remarkable progress .had been recorded in others. The number of quoted
companies has increased from three at incepton of the stock exchange in 1961
to 146 as at middle of September 1992.

“The market has also become an important source of new capital to
business entities as a new issues in the capital market reached 10 billion at the
beginning of the 1990s.” Market operators had not only increased in number, but
have become now efficient and innovation. The level of professionalism has also
evidently improved. Although infrastructural problems still plague the market,
there is still remarkable improvement.

The ATS, and the developments relating to the cscs especially the improvement

from T+3 to T+2 s an indication that the stock exchange has really become more
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efficient. With the governments to improve in the Telecommication industry, there
is every indication that the capital market has a bright future.

Another area of remarkable improvement is the level of awwreness.
Although it is clear that the level of awareness has improved, it is still not
satisfactory as the percentage of illiterates still remains high in the populace, and
it actually has a direct relationship with the level of awareness.

5.3 LIMITATIONS OF THE STUDY

During the research, the researcher was faced with a lot of constraints.
They include time, finance and lack of access to materials. Due to lack of time
and finances, the researcher was unable to visit all the stock exchange offices
and other reiated organisations. The researcher was also unable to procure all

the required materials nor was he able to have enough access to the internet.

5.4 RECOMMENDATION

The following recommendations if adopted should go along way in enhancing the

growth and development of the market:

1. Privatisation: This should be done with care if praperly and gradually

l
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Public Awareness Campaign: This should be encouraged. A machinery
for educating the investars should also be instituted.

Appropriate Pricing of Security should be done. This should include
close monitory by regulatory bodies.

Small Scale enterprises should be encouraged.

Increase in Capacity Utilisation: Government effort should be geared
towards this.

Rapid Implementation of the internationalisation process should be
encouraged.

The NSE should continue the admission of more stock brokers in
the Nigerian stock market.

The NSE should increase the level of representation of dealing
members on the council of the stock exchange.

There should be proper regulation of stock brokers in Nigeria.

An efficient control system should be instituted to checkmate the
activities of insider dealings.

Government p?iicies should not interfere too much with pricing
function so as to allow market forces to determine resources

allocation.

institutions should be encouraged especially oil companies to securitise

their assets. This will improve access to long term liquidity.
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5.5 SUGGESTION FOR FURTHER RESEARCH

The study has basically le to a simplified overview and findings of the
performance of the capital market. Due to some limitations as indicated above,
the researcher could not have the opportunity of formulating a suitable model for
assessing the performance of the capital market.

The researcher therefore suggests that one area of further study or
research is to make an enquiring into a suitable model for the capital market

performance and a possiblity o testing it.

475901
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Appendix 2

Appendix

Principal Indientors ol the ivate Sectar in Nigeria
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