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ABSTRACT

The level of savings mobilization and resource alocation tends to have strong
correlation with the level of economic development. The allocativc function can often be
critical in determining the overall growth of the economy. Thus, efficient capital markets
are needed to facilitate fund transfers from surplus spending units and chanelling them to
deficit economic units for productive investments. Capital market efficiency means that
information is widely and cheaply available to investors and that security prices reflect dl
available information about that security. Thus, this research studied the behaviour of
security prices as a means of determining the level of efficiency or otherwise of the
Nigerian Stock Exchange, It aso tried to determine the more predominating factor
causing this stock price movement between dividends per share and earnings declared.
To achieve these, statistical methods were employed for the study that covered the period
1994 to 1997 when there was great activity in the market.

The findings are that the market is not efficient. Paucity of securities, insider
dealings, shalow depth and breadth, buy-hold syndrome in the market, were some of the
causes identified for the inefficiency. It was aso found that earnings are better motivators
than dividend payment in relation to investment selection. That trading volume is
important to investment decision only to the extent that it serves as confidence indicator
of the company's performance. It was suggested that, the adoption of sound macro-
economic policies such as redistic interest rate, and the efficient deregulation of the
economy among other measures, will stimulate savings and investment climate in the

economy, hence growth of the market leading to its efficiency.
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

The desire for, and pursuit of economic advancement are natural human
instincts, hence, man continuously secks to improve his standard of hving, a business
organization, its profitability; and a nation, the wellbeing of 1its citizens.
Contemporary economic doctrine states that the economic wellbeing of a society is
predicated not merely on national output growth, but more importantly, on the state of
development of its social and economic infrastructure, which directly impacts on the
standard of living and life expectancy of its populace. The measurement of
development would include such issues as G.D.P growth, the state of health care,
shelter, education, electricity, water supply, roads and telecommunication. To
facilitate the industniahization of a nation, these facilities must not only be sufficient,
but must be efficiently produced and managed.

The process of industrialization, and the provision of social and economic
infrastructure, require heavy investment by both the private and public sectors, which
must sce themselves as partners in the development process. Investment in this
context, refers to the accumulation of real (physical) assets which are vital in the
production process, as distinct from financial assets. Investment 1s widely regarded
as one of the most essential elements in the industrialization process and ultimately in

economic development. Ewvidently, countries with high private domestic investment



tend also to exhibit faster growth rate. This has been a key factor responsible for the
spectacular growth witnessed 10 the East Asian region. However, a nation cannot
accumulate or maintain recal asscts without equally mobiizing capital (savings).
Therefore, a country with high savings rate 1s very likely to record high investment
level.

Economic pelicy makers arc often saddled with the question of how savings
can be cfficiently accumulated and channeled into productive investments. The
answer could simply be by initiating and implementing policies which would
encourage savings and investments in which case, must include the fostering of
efficient {inancial markets.

Specifically, a well developed financial system in any economy has four main
requisites, each of which can contribute to the process of financtal deepening, and to
raising the level of savings and investments, the productivity of capital and the growth

of output. They comprisc the following;

i, The monetization of the cconomy and the replacement of barter as a means of
exchange.
ii. The development of a commercial banking system with Central Bank

supervision;
jil.  The development of financial market and financial intermediaries; and
iv.  The integration of the formal and informal money markets.

A sophisticated and responsive financial system consists of much more than
just @ Central Bank and a commercial banking system with a few specialist

development banks. 1t extends to involve the creation of financial markets and a wide



variety of financial intermediarices, to intermediate between savers and investors with
different rcquirements and e honzons. A wide :varicty of specialist dealers and
markets can create a diversity of financial asscts with different yields, maturities,
divisibilities, etc, to sutt all tastes. This can both increase the level of savings and
improve efficiency of resource allocation.  As far as the level of savings and
investments arc concerned direct lending without financial intermediation would
involve savers committing themseives for long periods of time because investment
does not generate returns unmediately.

Considering the efficiency of resource allocation, much savings m developing
cconomies is done in the form of the acquisition of tangible assets, some of which
may be productive. The creation of financial assets and labihities allows for an
improvement in the composition of wealth holdings, so that, savers may hold part of
their wealth i financial form, allowing investors to hold more productive real assets.
Most unportant is that investment is no longer confined to the sector where saving
takes place.  Savers are not nccessarily  entreprencurs, therefore, financial
intermediaries can improve the allocation of invisible resources by allowing
investment in the most productive scctors. Confining investment to sectors where
saving takes place, may mean over-investment in less productive sectors and under-
investment in more productive sectors. This is simply due to the fact that inflows are
more than outflows with savers {non-productive sector) and outflows are more than
inflows with investors (productive sector).

The financial market, therefore, intermediates 1n both debt and risk capital

finance. It is a medium through which funds are mobilized and transferred efficiently



from savers to users of funds More specifically, financial market 1s defined as a
market that provides a mechanmism for the efficient mobilization of funds from the
surplus economic units (suppliers of funds) to the deficit economic units (users of
funds). It 1s thus, an mterplay of financial instruments, financial nstitutions and
financial techniques By this singular function of mobilization and transfer of funds
the financial market budges the savings and investment gap, and stimulates capital
formation and economic development

The two broad segments of the financial market are the money and capital
markets:

The money market deals essentially with short-term debt instruments
(providing funds to those with cash demand for a period not exceeding one year).
The function of the money market is to allow the private sector or the government to
raise moncy and to invest on short-term basis, and at the same time, to provide the
basis for monetary control.  To facilitate the transfer of such funds in this market,
therefore, mstruments used include treasury bills, certificate of deposit, municipal
notes, commercial papers, bankers acceptances and other short-term bank credit
facilities (that is overdraft). Institutions peculiar to this segment notably include
commercial banks, finance and discount houses. In Nigeria and most African
countries, the main money market instruments are essentially treasury bills and
government securities, which the government can then use to conduct open-market
operations to influence the growth of money supply.

The Capital Market, on the other hand, deals with long-term debt and equity

instruments. It provides loans and finance on long-term basis. It is a network of



partictpants, mstruments and facihities that function basically to facilitate efficiently,
the flow of savings mnto long-term investment for socio-economic development. This
market, in essence, brings together economic units (consumers) requiring funds with
economic units (savers) destwrous of parting with their monies for relatively long
periods of time. Typically, long-term funds are held for a mimimum of five years to
perpetuity. However, corporate entitics and governments sometimes hold funds
having maturity of more than one year but less than five years. These are usually
regarded as medium term funds.

The capital market is divided mto securities market dealing primarily in shares
- equity and bond instruments, and also the non-securities market dealing in debt
investments — pension funds, imsurance companies, investment banks, etc. In broad
terms the non-securities market includes commercial banks, savings and loans
associations, building societies, insurance companies, ete. Systems revolving around
the securities market segment are often considered as “securities based,” while
systems rcvolving around the non-securities market segment are often generally
referred to as “Bank based”.

The capital market in any economy 1s essentially the fulcrum on which the
fortunes of that economy revolve. It provides the wherewithal for its growth and
development programmes, and serves as an indicator of the economic liquidity and
general performance. As Fama (1970) puts it, the primary role of the capital market is
the allocation of ownership of the economy’s capital stock. In general terms, the ideal
is a market in which prices provide accurate signals for resource allocation. This

means that the capital market 1s a market where firms can make production—



investment decisions, and nvestors can choose among the securities that represent
ownership of the firm’s activities.

The capital market 1s the cornerstone of any financial system since it provides
the funds needed for financing not only businesses and other economic institutions
but also the programmes of government as a whole. It accelerates cconomic growth
by providing relatively long-term capital (that is debt and equity finance) for the
government and corporate sector. It also gives the long-term investors the opportunity
of converting their holdings of financial assets (that 1s shares and bonds) through the
secondary market, on the stock exchange. As Briston (1969) puts 1t, the capital market
1s the environment of selling the world’s capitalized values; 1t 1s also the citadel of
capital and the temple of values. Thus, it 1s a market where long-term development
and growth funds are raised from investors and institutions that have money to spare
and subsequently allocated to those in need of such funds

It can therefore be summed up that, the capital market funds the economy 1n
two broad ways,

Furst, the increased i1ssuance of long-term securities by companies and
government requires a market or the exchange of these securities in order to assist
holders of these securities in liquidating them as quickly as possible.

Second, the expansion of industry and commerce often necessitates the
discovery of new sources of funds outside the commercial banking sector,

It 15 important to point out that, the capital market 1s not a system on its own
but rather a subset of the financial system; it i1s not a single entity but a network of

specialized financial institutions linking suppliers and users of medium to long-term
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funds. Such institutions include merchant bank, stock broking firms, issuing houses,
registrars, trustees, stock exchanges and security commission. The capital market 1s
thus the “pivot™ of economic development of any economy, and the last resort for a
firm to seek for financial needs. The market 1s thus a complex institution and
mechanism for mobilising and channeling long-term financial resources from surplus
to deficit economic umits. Therefore, both borrowers and lenders are better off if
efficient markets are used to faciltate fund transfers.

Efficient market means that information about securities 1s widely and cheaply
available o mvestors, and that all relevant and ascertainable information 1s already
reflected in securities prices. This implies that funds are transferred quickly, cheaply,
optimally and to the most competitive arcas in the economy, Therefore, the behaviour
or movement of security prices 15 a fundamental criteria for determining the
efficiency or otherwise of the stock market.

The creation of the Nigerian Stock Exchange (NSE) market, a formal capital
market established 1n 1961 under the Lagos Stock Exchange Act of 1961 as the Lagos
Stock Exchange (LSE), was characterized by the need of the Nigerian government to
have a market in government securities, as well as to mobilize personal savings for
economic development. The importance of the stock exchange as far as business and
the economy as a whole are concerned cannot be overemphasized. In order for the
Nigerian Stock market and other emerging stock market (a market in the development
country; that is changing growing in size and sophistication) to effectively perform
the major functions of funding and lubricating their economies, they must be efficient.

Osaze (1997) pointed out that certamn fundamental conditions must prevail for the



market to be considercd efficient. le cnphasized that] the market must be allowed to
operate {reely,obeying to a large extend the m.arket mechanism, it must be free from
all encunibrances; must have both breadth and depth; price continuity and liquidity,
frce flow of information, and a reasonable ngh level of professionalism on the part of
the market operators especially as concerns pricing. It is within this framework that it
becomes necessary to study the behaviour of security prices on the Nigertan Stock

Exchange in a bid to determine whether it is operating cificiently, or otherwise,

1.2 Statement ol the Problem:

The International Finance Corporation (IFC) defines an emerging market as
“one in which change is t-aking place, the markct is growing in size and sophistication,
in contrast to a market that 1s relatively small, inactive and gives liitle appearance to
change.” 1t is also appropriately defined by IFC as “a stock market in any developing
economy, no matter how weli-developed the stock market itself may be, with the
implication that the stock market’s potential to emerge further is strongly linked to the
ecenomy’s overall development potential.™

From the aforementioned criteria, it is really obvious lo suggést that most
emerging markets are stull poorly developed. A clear indication of their relative
performance vis-a-vis developed markets shows that;
- The capitalization of stock markets in developing countries are still veryllow

in relation o their Gross Domestic Product (G.D.P.). for example, in 1993,

the total capitalization of the Nigerian Stock Exchange market was US $1029

million, 1.7% of the country’s GDP, while that of the United Kingdom was



USS$1,151,646million, that 1s, 110.5% of the country’s GDP for the same
pertod. 1FC (1995:13). This makes 1t difficult to use the performance of the
market as a barometer of overall economic performance;

Turnover and value traded on many stock exchanges in developing countries 1s
low in relation to total capitalization, for example in 1993 also, Ghanaian
capital market registered a turnover value ratio (transactions ratio) of only
3.7%; Nigeria, 0.8%, Kenya, 2.6% while France, 133.9%, Brazil 83.4% (IFC
1995 :13);

The number of companies hsted on the emerging markets is still low relative
to the number of companies registered in such countries; for instance just
about 10% of registered companies in Nigenia are quoted on the Nigerian
Stock Exchange, and

The frequent intervention by regulatory institutions such as the Securities and
Exchange Commussion (SEC) and the stock exchange council. The SEC 1s
empowered to approve, among other things, the offer prices, value, timing, and
the amount of shares and debentures to be issued by companies, organizations
and institutions with the primary aim of protecting investors. Similarly, the
Nigerian Stock Exchange (NSE) regulates activities, prices, listing and
delisting of securities as well as general financial discipline in the market.
However, the frequent interventions by the SEC and NSE have partly
contributed to the poor growth and development for the past thirty-eight years.
The pricing mechanism, business volume, and price movement have been

noted to be under tight control, thus creating a shallow and inefficient market.
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Other fundamental factors to this lacklustre performance of the market include
risk aversion, tax avoidance, religious bclicfs,.-' buy-hiold syndrome, unstable
macroeconomue environment (ansing from high and rising inflation, exchange rale
depreciation, doubts about the solvency of key financial mstitutions, etc). These
issues have led to some assertions by the investors that the Nigerian Stock Exchange,
its in{rastructure, reputation and historical trend is not a reliable price sciter, and that
the market frequently and somettmes significantly misinterprets the econ;mic signals
it receives. “The exchangce’s daily official list had scanty information and that some
quoted companies had not provided information to the exchange for years .....". Uzor
(1997:3) “Undervaluation of sccurity prices worrics Dunlop Ple, as a result sccuril.y
was inappropriately priced because stock brokers and investors did not avail
themselvces of vital information about the company’s operations and details behind the
figures of financial performance sent to the Stock Exchange ... .. Anacto (1997:30}

This thus lends the investment process to be popularly represented as
consisting of the discovery and purchase of sccurities which are undervalued and
holding these securities until they cease to be of “goed value” or when higquidity
conditions dictate otherwise. “Buy when they are low and sell when thc;/ are. high” 1s
fundamental, if somewhat, uninstructive maxim of the market. Generally, it is often
éssumed that successful identification of mispriced securilics can only be possible by
personal study of relevant available information, or by secking experf advice from
investment advisory services, stockbrokers and other financial information centres,

This, however, leads to competition among investment intermediaries such as

mutual funds, insurance companices, investment trusts, ctc in an effort to persuade
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investors that their performance is supcrior to that of others and this superiority is
likely to persist in future. [n sophisticated exchanges, buying and selling of stocks is
a continuous process, some are buying perceived undervalucd stocks in anticipation
of a rise and some are selling apparently overvalued stocks in anticipation of a fall.
Every stock has it5 price, there 15 no bad stock, only a bad price so long as it could be
resold at a profit.  “Buy-hold-seil” strategy resulting from the ignorance of the
working of the capital market, paucity of secunities for trading purposes is thus an
essential characteristic among investment intermediaries.  This conventional
philosophy of “beat the market”, as Herbert (1993) puts it, of which “buy-hold-seli” is
an essential characteristic has in turn affected financial reporting which is principally
for providing information that might assist an ordinary security holder to make a buy
or sell decision.

For the many years of NSE existence, the following question has been a source
of continuing controversy in both academic and business circlcs.

To what extend can the past history of stoek prices or information supphied by
the NSE be used confidently by investor to make meaningful predictions concerning
the future prices of the stocks? In other words, is the NSE operating efficiently, that
is';’arc share price movements random or otherwise”?

Also, what are the predominating factors that influence or cause these stock
price movements in the market — dividends, earnings or trading volume or other
factors?

Whether the market 1s perfectly efficient or not is a theoretical problem. For

practical and empirical purposes, the important issue is not whether the mm'ke‘t is

.



perfectly efficient but whether it is efficient cnou.g,h for it to serve the interests of
most investors to behave as if it were perfectly efficient. This, efficiency can thus be
ascertained through the movement and behaviour of stock prices in any cxchange,
Nigeria inclusive. It is the essence of this study to wade into the controversy and
discover also which of the oft-reported factors is predaminant in the Nigerian Stock

Exchange in influencing these stock price behaviours.

1.3  Obijective of the Study:

The behaviour or movement of sceurities prices as a means of dcfermining the
efficiency or otherwisc of a stock market has generated a lot of intercst 1o rescarchers
in the literature. The main thrust of these researcheghave been 1o determine whether
security prices “fully reflect” all available information.

The primary goal of this study is to empirically test the behaviour of security
prices on the Nigerian Stock Exchange (NSE). That is, whether the past behaviour of
a security’s price is rich in information conceming its future behaviour (patierns of
past price behaviour repeats itself in the future).

The spectfic objectives of this study therefore include the following:

1, To cmpirically assess the operational efficiency of the NSE as regards the
behaviour of its secunty prices that is whether succcssivé price cllangés of
seéurity are random ;11 the market;

i To identify the more predominating factor between Dividend Per Share (DPS)

and Earnings Per Share (EPS) declared that mnfluence this sccurily price

12
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behaviour tn the market as argued by the dividend relevant and irrelevant
proponents,

To detenmine the impact of trading volume on the buy or sell decision of
investors which directly influences stock price movement;

Examine the role and adequacy of the NSE as a financial intermediary as far as
the mobihzation and allocation of capital resources are concerned i the
economy,

Assess the extend of development of the Nigerian Capttal market as an
emerging market,

Dectermining the accessibility of the stock market to savers and users of funds;
Identify problems impeding the efficient operation and growth of the market,
Finally, make recommendations towards a better and efficient stock market,

With these objectives, the researcher would be better placed to draw a

conclusion as regards the extent to which the Nigerian Capital Market fulfills those

conditions that determine capital market efficiency.

14

Significance of the Study:

The concept of an efficient stock market has stimulated both insight and

controversy since Fama (1965} imtroduced 1t to the financial economics literature, As

a construct, the term “efficiency” models the stock market in terms of reaction of

prices to the flow of information.
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This study secks to examine empirically the extent to which the Nigerian stock

market conforms to this theory that s whether security prices refiect all availabie

information. The significance of the study include the following:

V.

The study would create the awareness of the importance of an efficient capital
market 1o the growth and development of developing countries with emphasis
to Nigeria, |

[t would assist in cducating investors about the benefits and significance of
investing in the stock market;

The study will create the awareness of the operations of the stock market to the
majority of investors who buy and hold stocks as permanent investments,

With particular cimphasis on the Nigerian Stock Exchange (a typical emerging
Sub-Saharan market), this study will serve as reference point to other
emerging markets and as lessons 1o countries at the verge of setting up stock
exchanges, for example, Cameroon.

The study will also open the bierature lo abundance of rich and highly

qualitative

vi,

rescarchable data covering a variety of information and the resulting insights
obtamned on the role of information in setting prices.

Recommendations and possible solutions to problems impeding the growth of
the market would be highlighted, and if adopted could enhance the efficiency

of the market,

14
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vit.  Finally, the study as hoped, will provide findings that will serve as means of
bridging the knowledye pap n thas very important area of mvestment analysis

and thus contribute to the existing body of knowledge.

1.5 Scope of the Study:

The study focuses largely on the “Securties-based” segment of the Nigerian
Capital Markej that is) Shares and equities markets generally called securitics markets
(a market, physical or othcrwise where financial instrument arc bought or sold), in
this case the Nigerian Stock Exchange (NSE) market. However, reference may be
from time to time made to other segment therein. | |

The study concentrates only on quoted companies on the main market or first-
tier equity securities section of the Nigerian Stock Exchange. The Companies are
those found on the respective industnial groups as on the Nigerian Stock Exchange
Daily official hist {equities), attention given purposively to only equity stocks quoted
on the Exchange on or before 1990 which are still in the list by 1997, The period
under study is the four years period beginning from 1994 to 1997 {or which data on
stock price movement will be empirically studied. The behaviour of its securities
prices will be examined in relation to the theory of the Efficient Market Hypothesis
(or Random Walk Theory) in a bid to establishing its level of efficiency. Though the
market has been in existent for over thirty-eight years, the selected period does not in

any way reduce the flavour and value of findings.
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1.6 Resenrch Hypothesis

It has been mentioned that the expectation of an efficient capital market 1s that
seeuntty prices will fully reflect all available information in a rapid and unbiased
fashion Therefore, the behaviour of seeurity prices 1s a fundamental criteria in
deternmunmg the efficiency or otherwise of’ a market, For the purpose of this study,
there are two hypotheses. The first hypothesis 1s the main hypotheses which tests the
behaviour of securty prices. The other hypothesis is supportive to the main

;{ U'.f“‘ -~ ) . _
hypothesis, and they try to idenufy the predominant factor(s) that influence the

behavioural pattern ol the stock prices. They are stated as follows:

! i The Nigerian Stock Exchange 1s not efficient; successive price changes

ol sccunties are dependent on preceding prices,

b, The Nigenan Stock Exchange 1s cl‘ﬁcicnﬂsucccsswc price changes of
secunties are idependent on preceding prices.
. i, sStock price movements in the Nigerian Stock Exchange are more a
function of dividend payout than earnings declared.
M, Stock price movements i the Nigertan Stock Exchange are more a

functuion of carmings declared than dividend payout.
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1.7  Ontline of the Study:

This study begins by taking a cursory look at the market and its segments-
moncy and capnal, stating the problem that necessitated the study, objectives and
significance and background to the study il.‘sclf'. The second chapter, looks at the stock
exchange, its origm, development generally and in Nigeria, review literature on the
behaviour of securitics prices that will lay the foundation of the study. In the third
chapter, mcthods and techniques of collection and sampling data will be highlighlted‘
The fourth chapter, gives an analysis of the data collecled in line with the hypothesis
stated; an cvaluation of the NS performance, its impact on the cconomy, recent
development and problems tmpeding its growth and operations. The final chapter
(chapter 5) draws a summary and conclusion on the research stu'dy, wilh
recommendations wl;ich as hoped would enhance the operations of the market, and
poses further rcscarchl questions for further studies aimed at refining ideas already

generated.

18 Definition of Terms:

Active Market - a stock market with high transaction volumes; such markets
usually display high liquidity.

Arbitrage - The purchase of a financial instrument or commodity in one
market and the sale of it simultancously in another market in order to profit

from existing price differentials in both markets,
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Asset — an item of conunercial or exchange value owned by a company,

individual or govermment, cle.

Asset mix - the pereentage distribution of'asslcts held by the owner under the

various categonics of assets such as equities, debt instruments, cash and short-

term instruments,

Bear - Qne who expects a general depreciation in the value of securitics or

commodities or a particular security or commodity traded on the exchange or

over-the-counter,

Bear Market - a general dechnie in prices of securifies or commodities in a

stock or commodity market,

Bid - the maxtmum price investors are prepared to pay on a security on the

stock exchange at a gtven pomt 1n time.

Blue Chip - companies which are widely known for good financial
performance,

product acceptance, high quality management and regular dividend payment,

Blue Chip sccurities are usually in high demand

Bond -interest-bearing securities (that 1s debt securities) issucd by corporate

entitiecs and governments. However, in Nigeria, Federal Government long

dated instruments are generally not called bond but stocks,

Bull - one who expects a gencral rise in the value of securities or commodities,

or in a particular sccurity or commodity. Thus, a bull market is such a market

experiencing general rise in price.



Capital gains - gains made at the disposal (sale) of sccurities by an investor. 1t
is the difference between the price of which the securities were bought and the
price at which they were sold that is copital gain or loss, it the diffcrence is
positive or ncgative, respectively.

Capitalization issue - a ncw allotment of shares made in proportion (o
existing shares out of accumulated reserves. Usually known as “serip” or a
“bonus” issuc and such issucs only increase the outstanding shares but add
nothing to the assets of the company.

Clearing house - an organization, usually a subsidiary or an arm of a futures
exchanges (@ market for trading in futures contracts), which stands as a
counter party in every futures transactions in order to guarantee performance
of the contract. The Clearing House thus registers, matches, monitors and
settles every transaction.

Clearing System - Procedure put in place by a security exchange to compare
trading details between stockbrokers before settiement takes place.

Delisting - The removal of a secunties from the official list of a stock
exchange resulting usually from the failure of a company 10 comply with post-
fisting recquirements, maturity of debt instruments, or merger between quoted
compantes, Once delisted, secunties ccases to be traded on the exchange
Denler- A financial intermediary who buys or sclls securitics for his own
account and not on behalf of clicnts as stockbrokers dg that is acts as principal

2

in sceurity transaction. Ie does not ecarn a commission, but the approved



margin above the transaction price that the dealer resells the securities 1s his
benefit.

Dealing member - a member of a stock exchange authorized to buy and sell
securities on behalf of the public or for their own account

Equity - Ownership capital held by idividuals, corporate bodies and
sometimes governments in a company-also call ordinary shares

Exercise price - The price at which the underlying securities of an option can
be bought or sold by the holder of the option during a stated period.

Financial intermediary - an institution such as a bank, stock broking firms,
or issuing house, which mobilizes, or facilitate the mobilization of funds from
surplus to deficit economic units.

Financial Instruments-

(1). A financial product such as stocks, bonds, treasury bill, commercial
paper and bankers acceptances which are created to facilitate the flow of funds
from surplus to deficit economic units.

(i1).  Any mstrument which denotes ownership of a financial asset or
evidences credit to a company or government.

Price-Sensitive-Information - information about a company, that could
influence the price of its securities on a stock_ exchange. Such information is
required by law to be disclosed to the public immediately while insiders are
prohibited from taking undue advantage of such information to trade in the

market.
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Quoted Price - The price al which a security listed on a stock exchange is
traded at a given time.

Security - a financial mstrument traded on a stock exchange.

Stock - The legal capital of a corporation into shares,

Securities and Exchange Commission (SEC) - a Government agency
established by statute to administer seeurities laws. Such laws empower the
agency to regulate the capital market, with the primary aim of protecting
INVestors.

Self-Regulatory  Ovrganisations (SROs) - These are membership
organizations in the sccunitics ndustry such as Stock Exchange, National
Association of Sccuritics Dealers which set and enforce rules to direct the
professional activities of their members, and in some cases, provide trading
facilitics for members to conduct business i sceurities.

Stock Exchange - An organization which provides facilities for trading in
sccurities by its members and also sets rules for the admission and trading of
existing securities as well as rules to guide the business conduet of members,
Technical Analysis - the study of sharc behaviour with the aim of
anticipating future movements of prices. Charts play large part in this but other
aspects of sharc activity also feature.

Turnover - the volume of business in a secunty or the entire market, If
turnover of ten nullion, is reported on the exchange on a particular day, this

means that ten million shares changed hands.
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Broker (stock broker) - A dealing member of a recognized stock exchange
who transacts business m securities on behalf of the mvestiing pubhic that 1s
any exchange member who handles orders to buy and sell securities and
commodities for a commission.

Jobber - An individual or firm dealing in stock as a principal rather than as a
broker. Stockjobbers are not permitted to deal with the public since this
function 1s reserved to stockbrokers.

Security price - The price at which a dealer/Stock broker buys or sell
securities for his own account or on behalf of clients.

Stock broking- The function of transacting the business of buying and selling
securities on behalf of the investing public by licensed dealers; and it involves
taking and executing “selling and buying” orders from clients for a

commission which 1s fixed and supervised by a recognized stock exchange.
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CHAPTER ' TWO

LITERATURE REVIEW

2.1 An Overview of Capital Market:

Economic freedom [cads to the development of markets, Consumers are free
to buy the goods they want; they seek the product they want in the market of their
choice. Warkers can scll their services in the most advantageous markets; producers
are free to buy their raw materials where they will, and though possibly not as free as
consumers, are relatively free to hire the needed workers in the most advantagcous
markets. The crucial point, indeed to most market transactions, the price agreed upon
by buyers and scllers, performs an economic service of great significance. Market
prices and market popularity (or lack of it) guide production. By guiding prloduclion,
market pnices determine the use made of final economic resources, Money and
capital markets are the result of financial freedom and can survive only when frecdom
prevails, Individuals are {rec to save or spend their income as they cimose in the
financial markets.

Financial markets exercise tremendous influence in the economic development
of nations by facilitating the collcction of savings and channeling it 10 investments.
Financial markets exist primarily to facilitate the intermediation of funds transfer
between savers and investors. This means that it is responsible for regulating the
financial environnient of the economy, determining the types and amount of funds to

be issued, cost of funds and the use to which these funds are to be put. The financial
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market can be defined, therefore, as a place or mechanism for the exchange of
financial assets. These asscts arc not consumables but are sold or bought for money
from financial institutions which serve as financial market intermediary; providing
borrowers with loanable funds in exchange for bonds, promissory notes, and other
financial assets.

The financial market can also be defined, {11 simple terms, as a medium
through which funds arc mobilized and transferred cfficiently {from savers to users of
funds. [t functions through individuals, institutions and instruments. Thus, if savings
equal investments in real assets for all cconenue units in an economy over all periods
of time, there would be no external finaacing, no financial assets, and thetefore no
need for money and capital markets. This 1s because each cconomic unit would be
self-sufficient. However, this is never a reality. Nonetheless, by 1ts singular function
of mobilization and transfer, the financial market bridges the savings and investment
gap, and stimulates capital formation and economic development.

The financial market is usually classified into two principal segments; broadly
differentiated by the tenure of funds in CE]CI;I market: the money alnd capital markets.
The moncy market, as mentioned earlicr, (s at the shorter end providing funds to those
with cash demand for a period not exceeding one year. This means that, the money
market is a place or mechanism under which short-term highly marketable financial
assets or securities with little risk, such as treasury bills, are traded.,

Capital markets, on the other hand, are characterized by trade in medium and
long term funds, whose tenure exceed one year such as long term loans, mortgage

bonds, preference stock, Federal government Bonds (also called Eligible
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Development Stocks or gilt-edged securities), ordinary shares and industrial loans. It
15 a complex of mstitutions and mechanisms through which intermediate funds and

fong term funds are pooled and made avatlable to business, government and
mdividuals, and instruments already outstanding are transferred. These institutions
which traditionally play one role or the other in the transfer of funds from savers to
users include the underwriters, securities and exchange commission, Share Registrars,
Issuing Houses, Stockbrokers and stock exchange which is considered as the hallmark
of the capital market.

The maturity and risk structure of instruments in a financial market
distinguishes money markets from capital markets. As such, savers in money market
instruments behave as risk averters, while all classes of savers incorporated by capital
market can be regarded as risk-takers, beeause they are willing to assume risk in
relation to rewards. Unlike the money market that provide liquidity, the capital
market iransforms savings into investment, and as such money market investors carn
lower rates of interest with relatively high liquidity than capital market.

In a broad perspective, the capital market can be seen as the entire organized
financial system, including short-term as well as long-term claims, and financial
mtermediarics markets and institutions dealing in long-term credit instruments,
having maturity of more than one year, wncluding stocks or equities, bonds, term
loans, mortgages, cle. Thus, focusing on the demand for and supply of long term
funds for financing fixed investment, In a narrowest sense, the capital market is
viewed as the locus of the organized market where stocks (common and preferred

claims of equity ownership} and bonds (including debenture and convertible bonds)
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are bought and sold using services of brokers, dealers and underwniters. This makes
the capital market and the stock market 10 be considered to mean the same thing. The
importance of the stock exchange in capital mobilization and exchange between
borrowers and investors has made it assume synonymily, in terms of nomenclature,
with the entire capital market, rather than as one of the facilitating institutions. As
mentioned ecarlier, the capital market is not a single entity, but a network of
specialized institutions linking supplicrs and users of medium to long-term {unds.
This study adopts the capital marke! as the stock market, that is, a network of
individuals, institutions and instruments involved in the efficient channeling of funds
from the surplus to deficit cconomic units.

It could be observed that while the providers of funds cssentially comprise of
individuals and companies, the users of funds (issuer of sccurities) are expectéd to be
companies and governiments, that s, individuals may not be able to raise money from
the capital market as they can do in money market.

In this network of relationships, therefore, the stock exchange plays a central
and indispensable role to which it has been variously described as the “hallmark”™ or
“heart” of the capital market. The reason for this is that even though in its strict
defimition, the stock exchange ts a market for trading in outstanding issues, the
opportunity 1t offers for subsequent trading in existing sccuritics has made it a
decisive factor in the success or otherwise of many corporate issues and by exlension,
the cfficiency of capital formation in the economy. Being an institution which sees to
the efficient atlocation of available capital funds 1o the diverse uses in the economy,

and through its extremely sensitive pricing mechanism, the stock exchange ensures
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thht, much of the total available capital resources are allocated to each firm within
each industry as that {irm and that industry deserves to have. This takes due regard to
their relative contribution to the fotal soctetal wealth {or satisfaction) vis-a-vis other
firms or industries. The stock exchange’s capacityl for this function arises from the
basic assumption that 1t approxmmates to an deally competitive market where
commodity prices reflect their relative marginal utilities impacting on the total
societal preferences.

Through 1ts functions, the stock exchange enables governments and tndustry o
raise long-term capital to finance development projects and for the expansion and
modernization  of wndustnal/commercial concerns.  An efficient stock market
mobilizes savings and allocates a greater proportion to those companics with the
highest prospective rates of rteturns after giving due allowance for nsk.  This
allocative function is critical in determining the overall growth of the economy. It
therefore means that if resources are not provided to those cconomic areas, especially
industries where demand 1s growing and wluch are capable of increasing production
and productivity, then the rate of expansion of the economy will inevitably suffer.

The decision at the Abuja summit of OAU Heads of States in 1991 that cach
country in Africa should sct up a stock exchange as a way of promoting a balanced
financial system, and also, as an clement of the proposed African Lconomic
Community must have cmlanalcd from the difficulties, i1 particular, faced by many
development finance institutions in developing countries. The awareness that the
stock exchange rate has become a credible alternative source of supporting equity and

long term investment financing has propelled many economies to use stock markets
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as conduits for channeling long term funds to their productive sectors. As at 1998
there are sixteen stock exchanges in Africa that are members of the African Stock
Exchange Association (ASEA) while at least five other African countries Cameroon,
Madagascar, Angola, Mozambique, and Tanzania - have indicated their intentions to
establish stock exchanges as soon as possible.

To the individual investor, the stock exchange presents an ideal setting for the
smart and daring speculator to make a fortune with relatively little effort in terms of
contributing anything of substance to nation’s output, but also a remarkably easy
means for the unwary to lose fortunes through false judgement. In the nation, 1t can
also be seen as a mechanism (barometer) which can measure and detect the symptoms
of an impending economic boom or decline long before the predicted prosperity or
dechne actually occurs. This 1s because n the stock market, sccunty prices are
extremely sensiive to change n cconomic conditions and trends which are a
reflection of the total psychology, or judgement of persons using the stock exchange
among whom the professional investment economisst and analyst exerts the greatest

influence.

22 Segments of the Capital Market:

Furthermore, the Nigerian capital market, like its counterparts elsewhere has
basically two segments, the primary and the secondary markets.

The primary market (also called the new issues market) 1s the market for the
initial offer of securities when the government or company makes 1ts initial contact

with the public while in search of public funds. It provides the vehicle for
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governments and corporate entities to raise fresh cﬁpital (cash) through the i1ssuance
of securitics. Securitics are the investment products (financial instruments) created
and issued by corporate bodies and governments which are in need of funds 1o finance
expansion or development projects, to ensure the smooth and easy transfer of funds in
the capital market. In this market, participants inciude the 1ssues company, the
general public, the Sccurities and Exchange Commission issuing houses and stock
broking firms. Instruments raised in the primary market become tradcabie on the
secondary market as existing securities.

The secondary market is the second segment of the capital market, 1t ts so
called because it enables mmvestors to trade in sccurities that had been carlier 1ssued in
the primary market. Thus, the market provides a mechanism that enables investors to
buy or sell existing sccuritics. Sccondary market, unlike the primary market
securities that are sold just once, they do change hands among investors several times.
The secondary market provides liquidity for investors who have already acquired
shares at the primary market and wish to trade them off. [t should be noted that the
primary market has no physical trading location, but however, most sccondary
markets can be identified by a central trading location for securities transactions.
Stock exchanges and over-the-counter (OTC) markets, which are highly specialized
and organized markels, are examples of the secondary market institutions. Since
these markets are cspecially markets for buying and seclling existing securitics,
investors who had carlier purchased securities in the primary market and wishes to

scll them would do so in the secondary market.
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A securily cannot have a good price at the primary market tf the'secondary
market is non-existent or inactive. The interdependency of the two market is so
strong that onc cannot flourish without the existence of the olher. For instance,
investors would be unwilling te participate in new issues for fear that when they want
to scll at a future date, they would be unable to do so. Conversely, the non-
availability of enocugh securities for trading would discourage participation in a
secondary market as it could cncourage “buy and hold” activitics and thus create
iliquidity. Moreso, the sccondary market price of a security usually influences the
price at which subsequent primary issues of a company are sold. Liquidily is a major
attribule of a well-fu_nclioning seccondary market.  Therefore, the mutual
interdependence of the two markets is strengthened by the fact that any factor
disrupting or reducing the marketability of sccurities, or undermining investors
confidence and faith will adversely affect both the new issues (primary) market and
the secondary market. Infact primary secunties are issued by investment bankers
while the sccondary secunities, as mentioned, are traded on organized {stock exchange
and OTC) markets.

In Nigeria, the secondary market 15 further subdivided into two — the First-tier
securitics market or the main exchange for large and fully quoted companies, and the
second-tier securities market (8SM) for lower-large” companies (that have not
attained these and other entry requirements in the main exchange).  Shares of
companies quoted either on the First-tier or second-tier securities market are traded on

a daily basis,
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In sum, the operations of capital market institutions are vital to the economy as
they affcet income level, prices and employment. Their role in the creation of money
and liquidity make them indispensable to the nalion’s economic syslem. Capial
market development is a precondition for sustained development and as such its
importance in developing countrics, particularly Nigeria, cannot be overemphasized.
The credence to this assertion lies in the [act that economic growth and capital market
development go hand in hand, and the growth phenomena and the stock market are

not mutually exclusive at any stage in the development process, but complementary.

2.3 The Regulatory Bodies of Capital Market:

The capital market 1s a highly specialized market that trades in intangible
instruments not amenable to physical examination. Commodities traded cz'm be seen
and examined in traditional markets, which most houscholds are familiar with. This
makes for casy assessment. However, this is not the case with the capital market, as
its instruments are intangible and complex, making quality assessment ﬁot as easy as
with commodities. The complexity is increased by the fact that investors cannot
transact their business directly but bave to go through approved intermediaries, and as
a result, if investors\are. unprotected, by the law, they could be susceptible to sharp
practices. The market is built on integrity and confidence, and activities which
undermine these would hinder its developiment, that of the financial market and
indeed the economy. Therefore, to build and maintain confidence in the integrity of

the capital market, regulation becomes necessary to protect investors and the market.
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_R.ggulalion of capital markets popularly takes the form of establishment of
effective framework of legislation, and institutions to administer such legislation. As
a common practice, dual layer regulation of the capital market is the case with most
cauntries.  That is, self-regulation by sclf-regulatory organization (SROs) and
statutory regulation, admimistered by a government agency established by statute to
undertake such functions. However, the cxtent of statutory regulation vis-a-vis self-

regulation varics from country to country.

a) Statutory Regulation:

Statutory regulatory bodies are sct up by legislation and they cover the entire
market — primary and sccondary markets. This implics that, statutory
regulation is broader in scope and authority than self-regulation. As a matter
of fact, the SROs fall under the regulatory over-sight of the statutory agency.
Such oversight includes the approval of the rules of the SROs before they
Lecome cffective. Statutory regulation also 1akes the form of registration of
intermediaries and secunties for public subscription, surveillance of trading
activities, inspection of the books of intermediaries, investigation of
complaints and the enforcement of the securities laws, regulations and rules
made thereunder. It is, therefore, the primary responsibility of the statutory
regulator to protect investors and to ensure the stability of the market through
its activities. In Nigena, the Securities and Exchange Commission (SEC) is

the only statutory regulatory body,
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b)

23.1

Self-Regulation: Statutory regulatory agencies, such as SEC, often delegate

some of their functions to ndustry groups known as sclf-regulatory
organization. These are non-statutory organizations or associations owned by
member-firms engaged n the same trade such as stockbroking, to provide
trading facilities and/or regulate the activities of members. They include stock
exchange, associations of securities dealers and other organizations designated
as such by the statutory agency. These organisations license their members,
set trading, histing and other rules, monitor trading and examine the books of
therr members, and in addition, investigate rule violations, discipline members
and arbitrate on dispute. In Nigeria, these include the Nigerian Stock
Exchange, the to be Abuja Stock Exchange and National Association *of
Sccurities Dealers (NASD). It is mandatory for their rules and regulations to

be approved by the Nigerian Securities and Exchange Commission (SEC).

The Nigerian Securities and Exchange Commission (NSEC):

The Nigenan Secunties and Exchange Commission (NSEC) is the apex

regulatory body for the Nigerian Capital Market. It was set up under the Securities

and Exchange Commission Decree No. 71 of 1979 and re-enacted as Decree No. 29

of 1988 principally to protect the interest of investors and to oversee the even and

orderly development of the capital market.

The NSEC can be rightly said to be the brain child of the committee on the

review of the Nigerian Financial System which presented its report to the Federal
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governmenti in 1976, This committee which 15 popularly referred to as the Okigbo
Committec recommended, n its report that a Sccurities and Exchange Commissioﬁ
should be cstablished. As stipulated in section 6 of the NSEC decree of 1979, the
Commission, among other things, bas the function of registering secunties,
determining the amount, the price, and the time at-"which securities are to be sold
either through offer for sale or subscription, register stock exchanges and securnitics
dealers and their agents, and maintaining surveillance over securities market to ensure
orderly, fair and equitable dealing in sccurities,

The amendiment to SEC Decree of 1988, was enacled to liberalize the capital
market. The Decree, among others transferred from the commission to the issuing
House, the function of pricing new offerings as well as allotment of shares in the
capital market and enhanced the powers of SEC to oversee the activities in the market
so as to ensure orderly conduct of transaction.

Some of the liberalization policy nitiatives included the privatization and
commercialization programme which has considerably increased the number of
equity Distings on the NSE,; the debt conversion programme aimed at reducing the
stock of Nigernia’s external debt while stimulating new investment; the establishment
of Umt Trust (Mutual Fund) schemes in the country so as to encourage the
participation of small investors in the Nigerian Capital Market (NCM), as well as
improve securities demand, and the deregulation of the market which commenced
with the discontinunation of official pricing of securities in the markets which as a

result has highly stimulated capital market activitics.
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2.3.2 The Central Bank of Nigeria (CBNj):

The Central Bank of Nigeria (CBN) 1s the major financial institution charged
with the responsibility of overseeing the orderly growth and development of the
financial system - the economy at large, the money market and the capital market.
The CBN was established under the Central Bank Act of [958, and as section 4(1) of
the act provides “the principal objects of the Bank shall be to issue legal tender
currency in Nigeria, to maintain cxternal reserves, to safeguard the international value
of the currency, to promote monetary stability and to act as sound financial adviser to

the Federal Government.”

From this section, one can deduce that CBN performs two basic functions:

a) the service function of issuing legal tender currency; acling as banker and
financial adviser to government; and acting as bankers’ bank.

b) The policy making functions of formulating and exccuting the nation’s
monetary policy; accelerating economic development by promoting the growth
of the financial markets for the effective mobilization of investible funds; and

maintaining monetary stability.

The CBN is the principal agent of government for the control and supervision |
of the banking industry, since it determines the total volume of domestic credit, the ‘
interest rate structure an participates fully in balance of payment management. Its
various regulations aré aimed at maintaining the integnty of the banking and financial

system, promoting monetary stability and protecting balance of payments. It is an
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overall body of the financial system and not specifically a statutory regulatory body to

the capital market alone.

2.3.3 National Association of Security Dealers (NASD):

This was established in 1994 as a self-regulating organization of the capiual
market to operate over-the-counter (OTC) securities market. It sets rules and
regulations for the operation of the OTC market, standardizes practices in the market,
establishes and enforces fair and equitable dealings in securities transactions on the
OTC (SEC, 1994).

The stock exchange presents these features and more 1n 1ts regular operations
in the course of aiding the mobihzation of capital for pursuing economic expansion
and for creating goods and services for the satisfaction and well-being of the general
citizenry. Though this study addresses itself specifically 1o the stock exchange in
Nigeria, particularly the Nigernan Stock Exchange, that 15 the behaviour of its security
prices; as a background however, it would be desirable to consider first the ornigin of

the stock exchange.

2.4 The Oricin of Stock Exchange Market:

The stock exchange only obtained a formal constitutional building of its own
at the beginning of the 19" Century, but by that time, organized dealing in stocks and
shares had been going on for well over a hundred years. Stock exchange literature
suggest that the practices that have gradually metamorphosed into the stock

exchange as 1t is known today took their roots or emanated from the “burgeoning
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trade n agricultural and other commodities developing i some of the major
European centres during the middle ages™ Alile and Anao (1986:10). Like several
other features of modern financial system, mcluding banking and insurance, the
stock market developed during the years of commercial and intellectual ferment.
During this period, 1t was a common practice at these trade fair centres that traders
gather at a place on appointed days to strike bargains on commodities,

Trade in these markets was frequently conducted on credit.  As time went on,
instruments such as bills of exchange and notes came to be used as evidence of the
credit and as mstrument of effective settlement. These documents, later on, became
possible to be also traded or discounted. Anao and Alile (1986:11) noted that the
trade in these documents appears “to be the for bearer to the trade in other forms of
securitics such as bonds 1ssued by government or equity shares issued by commercial
firms.”

For most of the ecarly stock exchanges that sprang up in many European
centres, the pattern of development from trade in commodities to trade mn securities
was roughly the same. For example, there was developed stock exchange where
shares of companies were publicly sold during the 17" Century in Amsterdam that
before then was a major trading centre in Europe. Also, the periodic meetings of
traders in coffee houses in London (Great Britain) to strike bargains amounted to a
formal stock exchange which by 1773 it had moved to its own premises. However,
this wind of change did not leave any trading centre, and as such stock exchanges
developed with time in virtually the same way in other trading centres in Berlin,

Copenhagen, Philadelphia, and so on. In the same way, in New York traders had
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been meecting at 68 Wall Street 1o engage in commodity trade before a formal
association of merchants took place from abowt 1792 to form the nucleus of the New
York Stock Excliange.

Three important factors could be identified to have spurred the carly

development of the stock exchange:

}] the initial impetus provided by the prior existence of trade as explained above.

i) the development of allicd financial institutions such as banks and insurance
companies to meet the growing demand of expanding volume of trade and
cominerce at the same period,

i) government’s frequent need of funds with which 10 meet its expanded

obligations due to its increasing complexity,

The stock exchange was thus needed because the growing financial institutions
themselves needed capital to finance their own operations; such funds could only be
readily obtained through the sale of sccurities assisted by the stock exchange. Also,
governmeiit resorted to the sale of sccunties through the facihities offered by the stock
exchangc. |

It is instructive that stock exchanges are not found in socialist cconomies. This
is because thic task of capital allocation s performed by a central (government)
authority. The stock cxchange has the image of a completely private club of
individuals which is more or iess self regulated. The opportunities and challenges
offered by the emerging free enterprise econmﬁies of the middle ages and the era of

the industrial resolution bequeaths to the stock exchange a character which remains
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typical of it today, that of a purely capitalist insttution.  This means that the
emergence of the mstitution of the stock exchange as a spontancous reaction of
enterprising businessmen had the central task of the mobilization of funds in the
hands of myriad individuals who save and the footing and channeling of such funds

into productive uses.

The stock exchanges in the US A | however, are in slightly different category
because of the Securities and Exchange Commuission (SEC) Acts of 1933 and 1934
which established a public commission that literally controls the exchanges. A large
measure of autonomy 1s however actually enjoyed in practice by the exchanges.
Notwithstanding, others have expenienced over time a major or minor inroad by
government through legislations that seck to control or regulate the operations of the
stock exchanges, such as the Nigenan Stock Exchange (NSE) fall into this category.
The extend to which the NSE fits into or diverges from the traditional mould remains

1o be identified

2.5 The Development of the Nigerian Stock Exchange:

Activities that are reminiscent of the practices of the organized and modern
stock market in Nigena dates back to antiquity. A thnfi form of capital market such
as “0j0”, “Esusu” and “Adashi” were widely practiced, and are still maintained in
some parts of the country even today. However, the Ten Year Plan Local Loan
Ordinance promulgated in 1946, which provided for the floatation of 3000,000

(N600,000) loan stock bearing interest at 3" percent could be traced as the earliest
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critical incident leading to the cstabliskiment of a stock market in Nigeria. (Source:
The Nigerian Stock Market in Operation, P.19)

In 1951, the creation of a loan fund for financing some public utilities was
another attempt at capital accumulation in the public scclor, This scheme funded
from publicly collected revenues was used to 1ssue soft loans (beartng low interest
rates and casy rcpayment terms) to assist in the development of the nation’s vital
corporations. These and similar endeavours forming part of the implementation
strategy for the Ten Year Development Plan (1946-1955) constituted the first
significant attempts made under the British colonial Administration to give
tnvestment opportunities to Nigerians, thus marking the take-oftf of capital market
development in Nigeria,

- The late 1950s witnessed an upsurge of private industrial investmenls' pursued
mainly through the diversion of s&mc of the profus carned from purely trading
activities into industrial projects and also to expanding the existing local commercial
undertakings. This and other issues led to extensive debates amony politicians,
acadermcians, financial cxperts and businessmen as to the desirability of an
organized capital market in Nigeria. Such other 1ssues mcluded the foliowing;:

* The need to mobilize finance to embark upon development programme,
* Increasing pressure from nationalists,
» The need for governmenlt to finance the growing budget deficits as from 1958;

* The detcriorating balance of payment deficits as from (ie late 1950s.
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Coupled with the approaching indcpcndcﬁcc, prompted the government into
taking necessary sieps towards the establishment of a capital market in Nigena
Asabia (1983) noted that “unlike developments elsewhere, government initiative is
dominant and the securilies market owes a great deal to the government in its origin
and devclopment™, and cven today, the government has continued to play a
significant role in the operation of the stock market,

As a result, in 1958, a committee under Professor Barback (Director of the
Nigerian Institute of Social and Economic Rescarch) was appomted to consider the
ways and means of fostering shares market in Nigeria. The committee that became
known as the Barback Committee published in 1959 their report recommending
among others:

»  The creation of facihties for dealing in shares;

= The establishment of rules regulating transfers; and

* Measurcs to encourage savings and 1ssuc of sccurities of government by the
government and other organization,

In pursuance of its role in respect of the development of a capital market, the CBN
floated tn 1959 the first Federation of Nigeria Development Loan of N4 million on
behalf of the government. Though the attempt of institutionalizing a Nigerian capital
market could be traced to 1959, it was only in 1960 that the stock exchange was
incorporated as a follow-up td the report of the Barback committee, with the
registration name “The Lagos Stock Exchange (LSE)” established by the Lagos
Stock Exchange Act of 1961, 1t is the first stock exchange in the West African

region and sixth in Africa continent. [t is a non-profit organization (any excess of
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income over expenditure or its accumulated reserves-are not available for distribution
as dividend to the company’s sharcholders whose hability 1s hmited to therr
shareholdings only), and a private company limited by guarantee, with membership
drawn from financial institutions and Nigerian individuals with proven integrity and
experience in finance and business.

The Nigerian Stock Exchange commenced business in 1961 with 3 equities
and 5 government securities into its listing.  This initial list comprised 1" and 2™
development stocks of the Federation of Nigeria which were issued in 1959 and
1961, industnal securities, and the stock of some British companies already
operating in Nigeria which were quoted on the London stock Exchange. However,
trading on the Lagos Stock Exchange (LSE) during the early years was extremely
poor because of the low rate of capital formation at the time and the oblivion
surrounding the mechanics of stock exchange dealings and poor communication.
This is evident by the fact that during the first nine years of operation (1962-1970),
only four new issues of industrial securities were handled by the exchange, with the
federal government stock dominating the market, regularly accounting for between
90 and 98 percent of the annual turnover of the exchange which rarely exceeded N15
million. In view of the recognition of the importance of a wide scope of the stock
market activities, evidenced by the recommendations of the Okigbo Commission,
among other things the decentralization of the exchange so as to bring the benefits of
capital market operation near to a greater section of the citizenry and thus enhance
the performance of the market’s function. The federal government in 1977

transformed the Lagos Stock exchange into the Nigerian stock Exchange with
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branches in Lagos, Kaduna and Port Harcourt. The Kaduna and Port Harcourt stock
exchange, opened in 1978 and 1980 respectively, was to serve as trading floors of
the main stock exchange in their regions following the acceptance of principle of
decentralization with the option for a national stock cxcl.mngc which had branches in
different parts of the country. The branches have since increased from three to six
by 1990 with Kano branch opened in 1989, Onitsha and Ibadan branches opened for
business in February and August 1990, respectively. The overall responsibility for
quotations and enforcement of rules and regulations continues to be retained by the

National Council of the Exchange.

Since the establishment of the Nigerian Stock Exchange, the government
recognized the need to promote growth in stock market activity. Accordingly, there
have been various measures and incentives emanating from government in the form
of legislation, and fiscal and monetary measures towards improving the activities of
the market. Significant among the government policy interventions which had a
strong and lasting impact on the growth of the capital market include the Income Tax
Management Act 1961, the Exchange Control Act 1962, the Insurance
Miscellaneous Act 1964, the Nigerian Enterprises Promotion Decree 1972 and 1977,
the Capital issues Commission Decree 1973, the Securities and Exchange
Commission Decree 1979 and 1988, and the Privatization and Commercialization
Decree 1988 and in addition the abolition of exchange controls towards encouraging

foreign direct investment by the government in the 1990s. Increased awareness that
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economic growth can be fostered through new investment, the indegimisation laws
were also repealed to stimulate foreign direct investments i the country,

Over the thity-eight years of its existence, the Nigenan Stock Market has
witnessed a slow but steady growth. However, much of the trading in securities had
been concentrated in the Lagos area. The growth of securities listed in the market
has had an upward trend. Starting with three equities, five federal government stock
by 1961, the number rose to a total of 60 securities that 1s 13 equities, 8 industrial
stocks and 39 government stocks by 1971. By 1981, the number had risen to 93
equities, 22 industrial stocks, 79 government stocks making a total of 194 securities
listed, and by 1996 the market had a total of 272 listed securities, out of which 183
were .cqui:ics, 43 Industrial loans and preference shares, and 46 gilt-edged or
government stocks. Of this total, 40% represent government stocks i value. The
growth m equities had been encouraging since 1961, but despite the fact that
government stocks dominated the market in its first twenty-five years of existence,
the number of equities have risen tremendously. By 1997, there were about 184
equities of which 165 are on the mamn market and 19 on the second-tier securifies
market (SSM), 56 corporate bonds, 23 federal government stocks, 3 state
government bonds and 1 local government bond that were listed in the NSE, Despite
this growth rate of equities, there has been a very pecuhar feature of the total quoted
securities in the NSE. Until 1990, the value of transactions on the NSE has been
dominated by government securities, ranging between 94 percent by 1961 to 88.5
percent by 1989 of the total value. In terms of number of transactions, dealings in

government securities are much smaller than dealings in industrial stocks. For
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instance, before the end of 1961, there were a total of ninety-two transactions in
government stocks compared to 242 transactions in industrial sccurities.  On the
whole, transactions in industrial stocks have far exceeded those in government
securities, the lowest being 52 percent in 1970 and frequently ranging above 96
percent especially in the 90s. The value of transaction of government securities in
the 1990s have been in the down trend, amounting to only N42.7 million in 1991
(that 1s 31.4%) of the total transactions and by 1995, there was no transaction in
government securities. (See Appendix 1),

Market activities rematned dull and unimpressive during the first ten years of
its operation, as far as the growth of equities are concerned with only 13 equities, as
stated carlier, with government stocks dominating.  The promulgation of the two
Nigerian Enterprises Promotion Acts of 1972 and 1977 added mmpetus to both
frading activities and growth in equities. These acts had the greatest potential in
stimulating dealings in industrial stocks. Reflecting the efforts of various companies
to comply with the requirements of these Acts, the increased pace of economic
activity and the growing confidence in the Nigerian economy, five industrial stocks
were offered to the public m 1971 through the public, representing the highest
number of industrial stocks offered in the market in any single year since the
Exchange was set up in 1961. As a consequence of the 1972 Act, 22 new companies
were listed by the end of 1974 bringing the total number to 34 listed equity
securities. The 1977 indigenization Act had more impact on the market, between
1977 and 1980 alone, 56 new equities were listed (39 companies listed in 1979

alone) and by 1996, there were a total of 267 listed securities as mentioned earlier.
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In Nigerta, like many developing cconomies, the decades of 1980s was a
particularly difficull and can nghtly be considered the toughest period in the nation’s
economic history. The glut in the crude o1l market, which arose from the worldwide
recession at the beginning of the decades, plummeted crude o1l prices and severely
affected the Nigerian cconomy. As a result, there was the decline n the balance of
payments and the phenomenal inerease in the external debt from Nt 9 billion in 1980
to N101.3 billion 1n 1987 and by 1990, the exicrnal debt stood at N214.5 billion,
($29.1 billion). (Source: NSE Handbook, 1991). Especially in the first half of the
1980s, production in many industries {cll sigmificantly owing to inadequate input
supplies. As a result, many companies folded up or suspended operations. Saddled
with severe and persistent economic problems, various policies were nitiated by the
government to amchorate the situation.  The most far-reaching of' all the measures
was the introduction of Structural Adjustment Programme (SADP), in mid 1986. SAP
employed measures aimed at restructuring Nigenian economy towards a path of
suslained growth and development. Specific measures under the SAP, among others
included: liberalization of the foreign exchange market, rationalization of the public
sector; liberalization of trade threugh the abolition of export and import heensing
system, and adoption of market based pricing system. As a conscquence, SAP raised
interest ratcs through deregulation, devalued local currency, made imports more
expensive including industial raw malerials and components and led to a cutback in
industrial capacity utilization. Stock values had to drop and became less and less

attractive to issue equity, many of which were undersubscribed.
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Two major government policies in place — privatization/conmercialization,
and Debt conversion were pul i place also became operational during the second-
half of 1980s. As a result of these policies, at the end of 1996, Federal government
holdings in 88 enterpriscs had been fully or partially divested through public
offcrings of 1,486,772,063 shares to 800,000 new sharcholders created, and also
about $527 milhon cxternal debt had been converted under the Debt Conversion
Programme before 1990, (Source: Nigerian Stock Exchange Handbook, 1996)

In spite of the cconomie depression, however, the capital market recorded
impressive growth,  As a matter of fact, some policies initialed to ameliorate the
.economic problems have had favourable impact on the market.  There was an
upsurge in the number of quoted equities from 91 in 1980 to 131 in 1990 and by
1997 there were 184 cquities (165 arc on the main market and 19 on the SSM), on
the average approximately six equity listings annually between ]980 and 1997 that is
17 years period. 1lowever, the figure would have been higher, bul for a number of
merger arrangemenls that were consummated between some quoted companies
during this period.

Measured by market capitalization (which is the total valuc of all equity
securities listed on a stock exchange ~ a function of market price of quoted equities
and the size of their 1ssued and paid-up capital), the NSE wiinessed almost three fold
increase from N4 5 billion in 1980 to 12.9 billion by 1990. By the end of 1997 total
capitalization had risen to over N4CO billton (US$4.7 bilhion), 17 percent of
Nigeria’s GDP. (See Appendix 1), Total new issues raiscd through the capital

market dcpicts the increasing populanty of the capital market as a source of long
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term finance among business concerns and state governments alike. In fact one
could rightly say here that it was until 1990s that the Nigerian Capital Market began
to play an important role in the mobilization of resources for the industry. The
banking sector especially the commercial banks, remained the most important source
of finance in the economy despite the tremendous growth in the financial institutions
of the capital market. The crash of the money market in the carly 1990s vis-a-vis the
ensuing bank crisis can be said to have precipitated a gradual increase in capital
market activity. This was buttressed by the changes n government policies
concerning the financial sector, particularly the new emphasis on guided
deregulation which led to the pegging of interest rate, increased share capital
requirement of finance institutions (that is banks, insurance companies, and other
finance houses), and stricter prudential regulations. For instance, new issues stood
at N378.8 million in 1980 and by 1995, they had risen to N3,910.2 million, with
1990 being the highest of N99,645 million, bearing in mind that no Federal
Government Development Loan stocks were i1ssued during the year. Comparing the
percentage of new issues to the Gross Fixed Capital Formation (GFCF) - a useful
indicator since proceeds from new issues are usually channeled into investments in
fixed assets and capital formation in the cconomy, new issues represented 3.5
percent in 1980 to 2.5 percent in 1995 (Source: Compiled from Data supplied by

SEC, 1996).

Financial institutions are important agents (financial intermediaries) in filling

the saving/investments gap. Thus, the growth, efficiency, innovativeness of these
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institutions do enhance economic and capital market development.  The major
changes that have occurred within the last few years in the market include the

following.

The regulatory bodies (Securities and Exchange Commission and the Nigerian
Stock Exchange) has approved the sale of offshore shares and stock to foreign
investors in a bid to further encourage foreign inflow into the capital market,
They also approved the establishment of the Unit Trust Schemes (avenues for
garnering the little pools of funds of small investors and increasing capital
formation).

The introduction of the second-tier securities market (SSM) in 1985 to attract
smaller companies to the capital market, the National Economic Recovery Fund
(NERFUND), established 1in 1986/87 mainly as a source of capital in the market
for small and medium scale industries. The aim of this fund has been to improve
the capital formation process by requiring all companies to contribute some
percentage of their profits over a two-year period in the fund that then became a
major source of venture capital for these types of companies. Since the
establishment of SSM, 29 companies were quoted i the market and 8 have
already graduated to the main stock exchange listing.

Furthermore, the National Deposit Insurance Corporation (NDIC) was established
to protect bank depositors’ funds through ensuring capital adequacy of banks and
ensuring that the banks are not in liquidity problems. Central Bank of Nigena
(CBN) also raised the capital based of commercial and merchant banks from N20

million and NI12 million in 1989 to NS5O million and N40 million in 1991
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for indigenous enterprises that may eventually seek listing on the main stock
exchanges in Lagos and Abuja.

These recommendations gave rise to the establishment of the Abuja Stock
Exchange (ASE) in January 1998 and the reverting of the Nigerian Stock Exchange
to Lagos Stock Exchange. The establishment of the Abuja Stock Exchange (ASE) is
expected to bolster competition and improve investment services and stock business
in the country. It would have distinct characteristics and listing requirements that
will be suitable to the cconomy, particularly the corporate sector. It primary
objective would be to ensure that more companies (both local and foreign) are
attracted to the stock market and to provide incentives to small or family-size

companies to seek quotation on the stock exchange.

2.5.1 Membership of the Exchange:

The membership of the Lagos Stock Exchange 1s made up of owners or
shareholders of the stock exchange, who may be individuals or institutions.
Application for membership 1s open to firms or mstitutions (mostly financial), as
well as individuals who by wvirtue of their experience have made valuable
contributions to the exchange or the nation via the public service and/or the private
sector, Each member on admission to membership of the Exchange, is entitled to
five shares worth NI10O in total.  Since the exchange is a non-profit-making
organization, no dividends are paid to its members. The intrinsic value of
membership, therefore, is the prestige of being called “member of the Lagos Stock

Exchange”.



respectively, so as to make the banking sector a much stronger participant in the
capital formation process.  Withim the same period, more commercial and
merchant banks were heenced, raising thewr number from 105 in 1989 o 149 n
1991,

Also, i a bid to ensure the speedy delivery of share certificates to investors and
settlement period after a transaction has taken place hence enhancing efficiency
and quantity of services, the Central Securities Clearing System (CSCS) Ltd was
introduced in 1998. It 1s a subsidiary of the Exchange and a computerized
clearing house where all securities listed on the NSE and their register of members
are under custody. With an electronic book entry from, all security transactions
on the NSE are being processed and concluded within five working days that 15
T+5.

As a result of increased awareness of the importance of the capital market to

funds mobilization, the government in pursuance of its economic reforms in 1996

established a panel on the Review of the Nigerian Capital Market (hereinafter the

Odife panel). A major recommendation of the Qdife Panel is the demonopolisation

of the Nigerian stock Exchange by establishing a National Stock Exchange in Abuja,

the Stock Exchange of Nigeria Limited (SEN), and the renaming of the Nigerian

Stock Exchange (NSE) to the Lagos Stock Exchange Limited (LSE). Guided by the

evidence that the NSE had limited success in achieving the objective of fostering the

growth of indigenous companmies mn the capital market, the Odife Panel also

recommended for the establishment of 12 unpretentious mini stock exchanges,

Capital Trade Point (CTP) in different cities which will serve as nurturing grounds
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a)
b)

a)

The membership 1s usually categorized into two:

ordinary members and

dealing membership

Ordinary Membership: A member (individual or mstitution) who has, n
accordance with the Articles of the Exchange, taken up five share (N20 eac.,
of the 1ssued share capital of the exchange, and has been admitted into the
regisier of member 1s called an Ordinary member of the exchange and such
person can be described as “member of the Lagos Stock Exchange™.

To be considered for membership, any interested party needs to apply to the
exchange, with application seconded by two existing members one of whom
need 10 be a member of the Exchange’s council. In considering an application
for membership, the financtal integrity, professional suitability and experience
in finance and related discipline are paramount

Dealing Membership: This 1s a member (an individual or institution), who n
addition to being admitted to ordinary membership of the exchange, is also
licensed by the council of the exchange to transact business in stocks, shares,
debentures, bonds and other specified securities on the floors of the stock
exchange and agrees to be subject to the rules and regulations of the exchange.
Dealing Clerks represent them on the floors of the exchange. A dealing
member is usually referred to as a stockbroker. Such a member also does not
receive any dividends but the only remuneration is in the form of brokerage
commission.  Fees for investment counseling and issuing houses fees

constitute other sources of income. The commission charges are fixed and



supervised by the exchange. They buy and sell securities either as principals
at their own risks or as agents for the general public. An applicant for dealing
membership will upon admission be required to pay, m addition to the
payment for five shares of N20 each, a deposit of N10,000 in cash or any
easily realizable sccurity, pay annval dealer;l_lip fee of N500 and maintain an
effective prescncé in al Jeast two of the braﬁches of the exchange, with eight

Clerks - six authorized and two unauthorized.

The government of the Exchange is the sole responsibility of its council which
is charged with the policy making task. The council is made up of individuals and
financial mnstitutions drawn from the larger membership and so also are the members
of the branch councils drawn. The official business of the exchange s conducted
through committees of the council such as the Quotations Committee which consider
apphcations for quotation and recommends to council for approval or rejection. The
Exchange’s branch councils are where its trading floors are located. The branch
councils have elected members from members affiliated to the branch. The branch
councils in turn elect representatives to the national council of tlhc Stock Exchange
during the annual general mectings. Apart from running the affairs of the various
branches of the stock exchange, the branch councils also are solely responsibie for
the initial vetting of applications for mcmbcrship of the stack exchange and makiﬁg

the necessary recommendations.



252 Functions and Objectives of the Nigerian Stock Exchange:

The stock exchange has as its main function the task of assisting in the
mobilization and location of a nation’s capital resources among numerous competing
alternative uses. It provides opportunities for small and large investors alike to buy
and sell government securities, and stocks and shares of companies at “fair and
equitable™ prices. This is because share prices on the exchange reflect a fair market
appraisal of the securities quoted and this aids in the ascertainment of price ranges to
be expected for new 1ssues. The price of the individual securities are determined by
demand and supply in which buyers and sellers from different geographical areas are
brought together. Changes in a firm’s evaluation result in changes in the supply and
demand for its securities, ultimately resulting to a new price for the securities. In
general, 1t performs the role of spreading the ownership base and subsequent benefits
to the large public thus preventing the growth of monopohies and concentration of the
nation’s wealth in the hands of a few individuals. The NSE fulfills the following

functions within the economy:

1) It provides a means for raising funds to assist companies to expand and
modernise,
i) It provies a means for allocating the nation’s real and financial resources

between various industries and companies,

i) It provides hquidity for the investment funds from the stand point of individual
for the economy,

iv)  Itis a measure of confidence in the cconomy and serves as an important

barometer for the economy,
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v) Through its pricing mechamsm, it provides industrial management with som
1dea of the current cost of capital and this can be important in determnmng
leve! and rate of investment;

vi) It can act as a rehiable medium for broading the ownership base from the
erstwhile family dominated firms
The activities of the members of the exchange both dealing and ordinary-play
a significant role in the achievement of the stock exchange objectives through the
performance of the aforementioned functions. As stated in 1ts Memorandum of
Association, the objectives of the Nigertan Stock Exchange include the following:

a) To create an appropniate mechamism for capital formation and efficient
allocation of resources among competing projects.

b) To provide special financing strategies for those projects with long term

gestation periods.

c) To maintain discipline 10 the capital market.
d) To broaden share ownership practice.
e) To mamtain fair prices for securities

To achieve these aforementioned objectives, the Nigenan Stock Exchange
(NSE) 1990 pointed out that the stock exchange 1s the only perfect type of organized
market in that the commodities traded on it have little or no costs, are imperishable
and entirely standardized.  Also, it is organized because only the dealing member
companies of the exchange are allowed to trade on its trading floors on behalf of
their numerous clients and there 1s a regime of rules and regulations to guide and

guard the conduct of all the operations. 1t enables the holders of securities to convert
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them into cash quickly and without inconveniences and also at a comparati
moderate cost; and by evaluating the securities it acts as a barometer of the state ¢
health of the individual companmies. The exchange makes sure that quoted companics
disclose the fullest mformation in thewr annual acc:;}unlli; and reports, submit quarterly
progress statements and keep within the statutes and requirements of the exchange n
the publication of their annual reports and payments of benefits i the form of

dividends to shareholders.

2.6 Theoretical Framework of Stock Price Behaviour:

During the past three decades, much time and effort have been devoted in the
field of finance to examine the behaviour of certain speculative prices such as those
of securities and commodity futures.  Research efforts have been directed, in
particular, to study price behaviour of common stocks or equity shares as they are
popularly called in Nigeria with a view of determining the underlying stochastic
processes which generate short term fluctuations in prices of these shares. These
researches have been carried out to wade the continuing controversy of the extend to
which the past history of common stocks prices can be used to make meaningful
predictions concerning the future prices of the stocks. In order words, the main
question 1s how can the movement or behaviour of stock prices be determined in
order to predict meamngful future prices of stocks?

Many studies have been carried out to provide answers to this question to a
large scale in developed stock exchanges such as Bachelier (1900), Working (1934),

Kendall, (1953), Osborne, (1959), Gordon, (1962), Solomon, (1963);, Walter, (1963),
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Modighant and Miller, (1961), Fama, (1965, 1970, 1991), Ball and Brown, (1968},
Taylor, ¢t al, (1978), among others. Similarly, studies have also been carried out in
some emerging stock markets such as m the Nigenian stock exchange ~ Uzoaga and
Alozieuwa, (1973); Oyende, (1975), Osaze, (1983, 1985, 1989); Eriki, (1994). The
results of some of these rescarches have been mconclusive about the relationship
between vanables (dividend trends, earnings per share, economic viability, trading
volume, ctc.) and the stock price movement (Osaze, 1985). Most of the researches
carried out conclude that stock prices have information content. For example, Taylor
and Vickrey (1978) tested the information content of stock dividend announcement
and came to the conclusion that the market reacts positively to stock dividends on
their ex dates.

The main thrust of these studies have been to determine the causes of stock
price movement and to what magnitude this occurs. This study 1s with the agreement
of these past findings that stock price have information content. However, studies on
the causes of stock price movement and the behaviour of stock prices itself have
been conducted independently.  The main concern of this study therefore, is to
examine cmpirically whether the movement of stock prices in the emerging stock
markets, Nigerian Stock Exchange in particular, is rich in information concerning its
future movement (that is whether stock prices “fully reflect” all available
information). In other words, whether successive price changes of a stock are
independent of each other. And to identify the predominating factors that influence

these stock price movements in the market.
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The attempt to generate posstble answers to the behaviour of stock prices have
generated three schools of thought: the fundamental analyst, the technical analyst,
and the Random Walk theory. Historically, there have been essentially two schools
of thought concerning sccurity valuation and the behaviour of security prices. The
one, known as “Chartist”™ or technical analysis school mamtams that discermble
trends exist in share price movement and that these could not only be “discovered
but also be explotted profitably” whereas the other referred to as the fundamental or
intrinsic value analysis school assumes that at any point in time an individual
security has “an mtrinsic value which should in principle be equal to the discounted
value of the future stream of income from that security,” Gupta (1973:30}. In
essence, the fundamentahists attempt to estimate the intnnsic worth of a secunty by
considering key economic and financial variables and then decide as to what
investment action 1s called for in a given sttuation depending upon whether the actual
price is above or below 1ts intrinsic value.

In the 1960s, however, a “counter theory”, first labeled “random walk™ and
later a theory of “efficient markets™ has been advanced to explain fluctuations in
share prices and turnover. This theory casts serious doubts about the usefulness of
traditional security analysis for describing and predicting share price behaviour, [t
therefore mean that an exciting and extremely important debate has arisen in the
literature between those who adhere to traditional security analysis and those who

believe in the notion of the “efficiency™ of the securities markets.
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These schools differ fundamentally in approach. Before proceeding to
describing the random walk theory, which constitute our theoretical framework, 1t
would only be appropnate to discuss first, in brief and general terms the first two of

these approaches to describing and predicting stock price behaviour,

261 Technical Analysis School:

The technical analyst or the “chartists” as they are commonly called believe
that they can discern patterns in the price volume movements, and that by observing
and studying the past behaviour patterns of stocks, they can use this accumulated
historical nformation to predict future price movements in the security. The
technical analysis 1s based on the widely accepted premise that security prices are
determined by the supply of and demand for securities. The word “technical™ implies
the study of the market itself and not of those external economic factors that are
reflected 1n the market.  As a result, Rellly (1979:412) concluded that a belief in
technical analysis and the notion of efficient markets are in direct opposite.  The tools
of technical analysis are therefore designed to measure supply and demand.
Typically, technical analysts record historical Financial data on charts, study these
charts in an effort to find meamingful patterns, and use these paiterns to predict future
prices. Some charting techniques are used to predict the movements of a single
security; some are used to predict the movements of a market index; and some are
used to predict both the action of individual secunities and the market action.
Therefore, in essence, technical analysis involves the study of historical price and

volume data, either for one stock or a group of stocks and deducing the future trend

01



from the analysis. This means that the technicians endeavour to predict future price
levels of a stock by examining the past data from the market itself,

Although several chartist theorics exist in the literature, they all make the
some basic assumpiion': that the past behaviour of a security’s price s rich in
information concerning future behaviour. “History repeats itself in these patterns of
past pricc behaviours --- thus, if through careful analysis of price charts one develops
an understanding of these "patterns’, this can be used to predict the future behaviour
of prices and in this way increase expected gains,” Fama (1965.:340), By contrast,
the theory of random walks says that the fulure path of the price level of a sccurity is
no more predictable than “the path of a sertes of accumulated numbers” Fama
(1965:34). Levy (1967: 83), summariscs the rationale behind the technical analysis
school: “The basic assumption of technical theorists 1s that bhistory tends to repeat
itself, In other words, past palterns of market behaviour will recur in the fulure and
can thus be used for predictive purposes. In statistical terminology, the stock market
technician relies upon the dependence of successive price changes.”

As true believers of this philosophy, technical analysts or chartists assert that
they can discern patterns m price or volume movement and that by studying the past
behaviour patterns of a given share or groups of shares they can predict its (thetr)
future price behaviour. Thus, to a purc technician, all data of importance, are
internal to the stock market. To them it is an exercise i {ultility to evaluate a host of
detailed information as the fundamentalist attempt to do. They believe that
ultimately the diverse opinions of analysts and investors (who are supposed to

gvaluate these factors) will be reticeled in the price and volume activity of the shares.
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They, however, assert that price and volume analysis incorporates one function that
is not explicitly incorporated m the fundamental approach namely the psychology of
the market. “The market 1s only 10 percent logical and 90 percent psychological.”
Malkiel, (1975:97) Edwards and Magee (1958 3) on technical analysis asserts that:
It 1s futile 1o assign an mtrnsic value to a stock certificate.

The techmecian views price changes and thewr significance mainly through
price and volume statistics. His bag of tools, or indicators, help measure price-
volume, supply-demand relationships for the overall market as well as for individual
stocks. They seldom rely upon a single indicator, as no one indicator is insatiable,
they place reliance upon reinforcement provided by groups of indicators. This is
mainly because technical analysis contend that stock prices are deternmined mainly as
a result, not only of investors perception of the intrinsic value of a stock, but also the
intangible market sentiment and emotions which cannot always be quantified.
Advocates of technical analysis, therefore, content that information is gradually
disseminated from the informed professional to the mvesting public; hence the
movement of stock prices to a new equihibnium does not occur rapidly but takes
place over a period of time.

Furthermore, the argument of technical analysis is that certain stock price
patterns tend to be repetitive and hence when they are identified, they can be
detected when they re-appear and prediction 1s then possible on which “the
appropriate Buy, Hold or sell decision 1s then taken before the pattern is completed”
Osaze (1997:193). According to Graham et al (1962), technical analysis agrees that

stock prices do indeed fluctuate around their intrinsic values but also contend that
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fundamental analysis does not account for the impact of investor emotions often
demonstrated m as unscientific and sometimes irrational manner. 1t 1s further argued
that accounting income statements on which fundamental analysis 1s based on gz
inadequate because they are fraught with inaccuracies, manipuation and misleading
information.

Some of the tools or techniques used by the technical analysts to measure
supply and demand, and forecast security prices include the Dow Theory, charts,
confidence index, Breadth, of market, relative strength, trading volume, and so on.

The Dow Theory is one of the oldest and most famous technical tools; it was
originated by Charles Dow who founded the Dow Jones Company. The horrendous
stock market crash of 1929 in the U.S.A. that followed the forecast using the Dow
theory which correctly stated that the bull market was over and a bear market had
started crew much favourable attention to the Dow theory. The Dow theory 1s used
to predict reversals and trends in the market as a whole or for individual securities.
According to Charles Dow,

The market 1s always considered as having three movements,
all going at the same time. The first is the narrow movement
from day-to-day. The second 1s the short saving, running from
two weeks to a month or more; the third is the main
movement, covering at least four years in its duration.
(1983:436)

Adherents of the Dow theory refer to these three cyclical trends as minor (day-
to-day meaningless random wiggles) fluctuations, secondary movements (the

restraining force on the primary trend, tending to correct deviations from its general

boundaries), and the primary trends (long range cycle that carries the entire market
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up or down or the bull or bear market cycle). Dow used the behaviour of the stock
market as a barometer of business conditions rather than as a basis for forecasting
stock prices themselves. The theory assumes that the majority of stocks follow the
underlying trend of the market most of the time. The key indicators of the Dow
theory are:

5 A Bull market — which 1s indicated as a possibility when an intermediate
decline in the mdustrial average or stock market index stops just above the
bottom of the last immediate drop. A Bull market 1s confirmed after this has
happened that 1s, when the next intermediate rise in the index goes above the
preceding peak, and

1. A Bear Market = which 1s indicated as a possibility when an intermediate rally
in the index fails to break through the top of the previous intermediate rise. A
Bear market 1s conformed after this has happened, when the next intermediate
decline breaks through the low of the previous one. This 1s because there is
selling pressure due to mcreases in business and earnings; distress selling of
otherwise sound securities regardless of value.

The industrial average 1s the Dow-Jones Industrial Average which indicates the
market action of the stocks of thirty major industrial companies on a weighted basis.
In other words, a bull market is a general rise in prices of sccurities in a stock
market; and a bear market i1s a general decline in prices of securities in a stock

market.
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The Dow theory 1s regarded as the fountain head in all technical analysis.
Since its ongmation at the turn of the twentieth century, 1t developed in somewhat
haphazard manner and 15 mainly confined to market practitioners.  Being highly
subjective mn nature, techmeal theornies have been constantly under attack in the
academic world particularly the random walkers, who hold diametrically opposed
views on the ability of past prices and volume statistics of predicting future share

prices.

2.6.2 Fundamental Analysis School:

The fundamental school, on the other hand, maintains that at any point in time
an individual security has an intrmsie value that should, m principle, be equal to the
present value of the future stream of mcome from that sccurity discounted at an
appropriate risk-related rate of interest.  The actual price of a security, therefore, is
considered to be a function of a set of anticipated returns and anticipated
capitalization rates corresponding to future time period.  Prices change as
anticipation change which in turn change as a result of new information. The
fundamentalist, thus, argue that in case there is “something less than complete
dissemination of information, the actual price of a secunity is generally away from its
theoretical value” Fisher and Jordan (1975:72). This means that the market can often
be wrong in appraising the value of a company.

The fundamental analyst forecasts stock prices on the basis of economic,
industry and company statistics. Therefore in the fundamental approach, the security

analyst or prospective investor 1s primarily interested in analysing factors such as
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economic influences, mdustry factors and pertinent company information such as

product demand, earmning$ dividends, and management, in order to calculate the

mtrinsic value Tor the firms secunties. The fundamentalist reaches an investment

decision by comparing this value with the current market price of the security.

Osaze (1997:190) lighhghted such fundamental factors as follows:

Company - Related Factors

Y\

aj
b)
c)
d

h)

earnings and growth rate

dividends stability and growth

the growth potential of the company

the quality of the company’s management

merger and acquisition arrangements

labour unrests

market conditions for raw matenals, components and finished goods

Innovations and technological break through

Industry-Related Factors:

a) the demand and supply situation for the industry’s goods.

b)

c)

Raw matenal costs and regulanity of supply for the industry.
Effects of government policies, bank credit availability to the industry and

impact of inflation on the industry

Economic-Related Factors:

a) the general economic outlook and business performance.

b)

c)

interest rates, inflation and changes in money supply.

budget directions on employment and balance of payment.
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d) levels of mvestment and consumption

¢) strength of the currency vis-a-vis other international currencies,

Political Factors:

a) pohtical stability and the possibility of loss of mmvestment and drop n
business activities as a result of the outbreak of hostilities.

b) change of government and possibilities of new government pelicies that
might affect business activities.

Volume of Trading.

a) the volume of trading, to some extent actually measures the degree of
investors” emotions regarding a stock and sometimes it takes volume of
trading to really move the price of a stock.

Money Supply:

TheSe tends to be a close relationship between money supply and stock prices

because as the supply increases, disposable incomes also increase, inflation

increases and the demand for variable income securities in the form of shares
also increase. This causes the nominal prices of stocks 10 increase at the same
rate as the general price level.

Earnings and Dividends:

Both earnings and dividends tend to lead to increases in stock prices 1n

Nigeriag as they act as measures of the attractiveness of a stock.

Basically, the fundamental analyst’s approach involves working to analyse a

firm’s financial statements, is competitors, the condition of the economy,
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governmental actions that may affect the firm, and other factors that may affect the
future value of the firm’s common stock. Fundamental analysts largely ignore the
unpredictable short-run swings that constantly alter the stock markets current price.
“The fundamental analysis of stock valuation 1s a forward-looking process in
determining, the value of a stock™ Reilly (1979:393).  The pnncipal decision
variables, therefore, take ultimately the form of future earnings, dividends and risks
involved. The fundamentalist makes a judgement of the stock value with a risk-
return framework based upon earning power and the economic environment.

This school of thought believes that at any point in time, there is a basic
intrinsic value for the aggregate stock, and that its value depends upon the
underlying economic value (for example, the present and future earnings and risk
variables). Relying upon this reasoning, the fundamentalists attempt to estimate the
real worth of a secunty and then decide as to what investment action 1s called for in a
given situation depending upon whether ihe actual price 1s above or below its
intrinsic value. For instance, if the market price of a security is below 1ts intrinsic
value, it should be purchased. Selling decision is called for when the prevailing
price 1s above the intrinsic value.

The fundamental analyst, therefore, believes that a “stock 1s better bought
when the prevailing market price is below the intrinsic value and sold when the
market price is above the intrinsic value of the stock™ Eriki (1994:3). Thus, the
market will eventually see “the error of its ways” Dreman, (1977.33) and following
this policy an above-average market performance can be obtained. The justified

price or intrinsic value is the ultimate price arrived at after all the factors must have
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been taken into consideration. It as compared with the prevailing market price o
ascertain whether the stock 15 over-valued or under-valued 1n the market,

This, therefore imply that investors or shareholders should divest their shares
when the intrinsic value is less than the market value, because they are over-valued.
On the other hand, if the wtrinsic value ts greater tlhan the market value, that is the
share is under-vaiued in the market, an investor should buy that share because as
time goes on, the market would come to realise the real worth of the share and as
such, the price will then go up thus resulting n capital appreciation for the
shareholders.

The main difference between the technical and fundamental approaches is that
the technicians ignore all of the fundamental factors that arc central o the
fundamentalists’ determination of sccurity value and concentrate on the market
information which is not of much consideration to the fundamentalists. “b is
somewhat an exercise n futility to evaluate accurately a myriad of detailed
information as the fundamentalist atempts to do” Fisher and Jordan (1987:451).
That 15, to a true fundamentalist, market information 1s a secondary consideration as
he believes that “price will eventually return o true value” Guipta (1973:54). The
fundamentalist reaches an investment decision by comparing the intrinsic value with
the current market price of the security; but the technical analysts believe that they
can disccrn pattens in. pricc or volume movements, and that by observing and
studying the past behaviour patterns of given stocks, they can usc this accumulated

historical information to predict future movements in the security.
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2.6.3 Random Wialk Schipol:

Although there arc several different arguments posed by the technical and
fundamental analysis about the price behaviour of stocks in the market upon which
profits can be made, there is the major underlying theory of stock price behaviour
which contends that the market is efficient, so efficicent that one cannot beat it with
any technique. This is the third school of thought wlhich has been termed as random
walk or efficient market school. Originating in a doctoral dissertation by a French
Mathematician, Louis Bachelier in 1900, titled “Theorie de La Speculation”, the
Theory of Random walks is in sharp contrast with both the technical and
fundamental schools of thought for describing and predicting share price behaviour.
However, this “counter” theory did not receive much attention in the litcrature until
the publication of two studics — one by Roberts and the other by Osborne in 1959.
Since then a number of empirical studies have been conducted on different sets of
data for varying pericds for testing the appropriateness of the modcl to describe stock
price behaviour. Although, the outcome was predictable mathematically, it lacked
economic content since it was purely an empirical phenomenon at the beginning,
When later tests showed that changes in stock prices were largely random, attempts
were made to “cloth” the empirical results with economic content which led to the

development of the theory of Lfficient Capital Markets,

The Random Walk Theory: Can a series of historical stock prices or rates of
return be an aid i predicting future stock prices or rates of returns? In its simplest

form, it implics that price changes cannot be predicted from carlier changes in any
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“meaningful” manner. The empirical evidence in the random walk hiterature existed
before the theory was established. That 1s to say, empirical results were discovered
first, and then an attempt was made to develop a theory that could possibly explain
the results, generically called the Random-Walk theory. The fundamental ideas
behind the theory of random walks in stock prices actually involves two separate
hypothescs:

1) that successive price changes (or successive one period returns) of

individual securities are independent over time and that
1) the pnice changes conform to some probabihity distnbution (that 1s its

actual price fluctuate randomly about its intrinsic or theoretical value).

By implication, it means that price changes occur without any discernible
patterns or trends, and that prices contain no useful information as to their future
price behaviour. Fama, the most ardent advocate of the hypothesis observes:

The theory of random walks implies that a series of stock price
changes has no memory - the past history of the series cannot
be used to predict the future in any meaningful way. The
future path of the price level of a security is no more
predictable than the patsof a series of accumulated random
numbers (1965.56).

By this theory, it means that at a given point in time, the size and direction of
the next price changes is random with respect to the stock of knowledge available at

that point of time. As such, the past history of share price will not enable an investor

to obtain 2n above-average return.
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The random-walk analyst seesthe stock market as a perfect one in which stock
prices reflect all available information.  In statistical terms, the theory of random
walk says that successive price changes are independent, identically distributed
variables that is the series of price changes has no memory - the past cannot be used
to predict the future in any meaningful way. This also meansthat the statistician
reserve the term random walk to describe a series that has a constant expected
change cach period and a constant degree of variability. In statistical terms,
ndependence means that “the probatility distnbution for the price change during
time period t 1s independent of the sequence of price changes during previous time
pertods, 1-17 Fama (1965:35). That 1s, knowledge of the sequence of price changes
leading up to time period t is of no help in assessing the probability distribution for
the price change during time period t. More precisely, independence means that,

Pr(xt = x/xt-1, Xt-2--===) = Pr (xt = x),... ... ... .Equation 1

Where the term on the night of the equality sign is the unconditional
probability that the price change during time t will take the value x; whereas the term
on the leit 1s the conditional probability that the price change will take the value x,
conditional on the knowledge that previous changes took the values of xt-1, xt-2, etc.

The above expression mmphes that the entire distribution of returns is
independent of the preceding sequence of returns. In the words of Fisher (1971:18),
“the past history of stock price movements, and the history of stock trading volume,
do not contain any information that will allow the investor to do consistently better

than a buy-and-hold strategy in managing a portfolio.”
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Fama et al (1969.4T1) noted that “any distribution is consistent with the theory
as long as it correctly characterisfics the process generating the price change.” This,
however, implies that the shape of the probability distribution 1s not specified for the
general theory of random walks. It only assumes that price changes conform to some
given probability distribution.  However, knowledge of the form of distribution of
price changes is important for both investors and researchers for determining
riskiness of investment in common stocks,

11 15 note worthy that the proponents of the random walk theory recognise that
stock price movements are not strictly independent, that 15 there 1s some dependence
in the series of successive price changes. However, they argue that a small degree of
dependence in successive price changes does not reject the practical utility of the
theory since the same may not be useful to make moncy in the stock market.

We can probably never hope to find a time series that 1s
characterised by perfect independence. Thus, strictly
speaking, the random walk theory cannot be a completely
accurate description of reality.  For practical purposes,
however, we may be willing to accept the independence
assumption of the model as long as the dependence in the
series of successive price changes is not above some
“minimum acceptable” level. Fama (1965:35)

[t therefore means that, the independence assumption is an adequate
description of reality as long as the actual degree of dependence in the series of price
changes 1s not sufficient to allow the past history of the senes to be used to predict
the future in a way which makes expected profits greater than they would be under a

buy-and-hold strategy. A stock market trader or investor has a much more practical

criterion for judging what constitutes important dependence in successive price
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changes. For the investor’s purposes, the random walk model 1s valid as long as
knowledge of the past behaviour of the series of price changes cannot be used to

increase expected gans.

264 The Theory of Efficient Capital Market:

The concept of an “efficient capital or stock market™ has stimulated both
insight and controversy since Fama (1965) introduced 1t to the financial economics
hterature.  The term “efficiency” models the stock market i terms of reaction of
prices to the flow of information. Randomness of stock market prices does not imply
that the changes n the prices of common stocks “just happen by chance™ or are
uncaused, 1t does not also imply that the market is senseless™ or “irrational” in the
determination of prices of stocks. The continued quest for the explanation of the
randomness of stock prices lies in “understanding the market making mechanisms”.
Lorrie and Hamilton (1973:79). This has led to the development of the theory of
efficient markets

The theory characterises a market as being in competitive equilibrium with
respect to some set of information. Information, particularly, in the public domain
occupied a central role. This is primarily because it simplified the theory’s
predictions about expected returns from using information (costless, consistent with
public information’s private cost), and also because it fits best with the early theory’s
assumption of objective information. Thus, the 1dea germinated in Roberts (1959)
and Fama (1965), that the action of competing maximizing investors explain the

random walks observed in stock prices which grew to the concept of capital market
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efficiency can be scen as a restrictive model of competitive price behaviour,
particularly adapted to researching the flow of public information to the market.

It has been mentioned carlier that the matn purpose of the capital market is to
transfer funds between lenders (savers) and borrowers (producers) efficiently.
Individuals or firms having excess of productive investment opportunities with
anticipated rates excecding the market-determined borrowing rates without enough
funds to take advantage of all these opportunities together with lenders having excess
funds after exhausting all their productive opportunities with expected returns greater
than borrowing rate (and willing ta lend such funds because the lending rate is higher
than what they might otherwise earn) nced an cfficient market to facilitate fund
transfer. The borrowing /lending rate s used as an important piece of information by
each producer, who will accept projects until the rate of return on the least profitable
project equates the opportunity cost of external funds (the borrowing/lending rate).
Allocational efficiency of a market, therefore, means that prices are determined in a
way that “equates the marginal rates of return {(adjusted for risk) for all producers
and savers.”  Copeland and Weston {1988:330). This mcans that resources are
optimally allocated to productive mvestments at the benefit of all producers. On the
other hand, operational cificiency deals with the cost of transferring funds, which 1s

the focus of market efficiency theory.

It should be noted that an efiicient capital market is not necessarily a perfect
capital market. A perfect capital markets assumes perfect competition i the

securities market (that is_participants are price takers); markets are frictionless (that
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is,no transaction costs or taxes, perfect divisibility and marketability of assets, etc)),
information flow 1s costless, and received simultaneously by all in the market; and
that all individuals are rational expected utihty maximizers. It, therefore, mean that
under these conditions of a perfect capital market, a securities market will be both
allocationally and operationally efficient.

Under these assumptions, Samuelson (1965) and Mandlebrot (1966) content
that properly anticipated prices vibrate randomly and that sccurities markets will
assuredly be efficient. However, Fama (1970:387) argued that such stringent
conditions are not necessary for a market to be efficient and for prices to fluctuate
randomly, moreso, they are not usually the charactenstics of the real world markets,

The capital market efficiency 1s @ much more restrictive notion of perfect
capital market n the sense that in an efficient capital market, prices fully and
instantancously reflect all available relevant information that 15 when assets are
traded, prices are accurate signals for capital allocation. Relaxing some of the
perfect capital market condibons make it more conducive for capital market
efficiency. For example, a capital market can still be efficient even if it is not
frictionless that 1s prices will stll fully reflect all available information 1if, for
example, securities traders have to pay brokerage fees. Furthermore, there can be
market cificiency even if there is imperfect competition in the product market.
Copeland and Weston (1988) argued that a firm can reap monopoly profits in the
product market, the efficient capital market will determine a security price that *

fully refleet the present value of the anticipated stream of monopoly profits.”
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Capital markets are operationally cfficient 1f mtermediaries who provide this
service of channeling funds from savers to mvestors, do so at the minimum cost that
provides them a fair return for their services. Also, assets prices are correct signals
in the sense that they fully and instantaneously reflect all relevant information and
are usciul in directing the flow of funds from savers to investment projects that yield
higher returns. ‘Therefore, we can assert that efficient markets, to a limited sense
imply operational efficiency as well as assets prices that are allocationally efficient.

The random walk hypothesis s the root of the concept of efficient capital
market. Basically, the random walk 1s “based on the premuse that the market 1s
efficient; that operators and nvestors are rational and profit optinising, and
competing keenly with roughly equal access to informtion in trying to predict the
future course of prices”, Osaze (1997:203).

The fundamental 1deas behind the theory of efficient markets are that in a free
and competitive market such as a stock market, the prices of financial assets should
reflect all publicly available information and that these prices should adjust very
rapidly to new information. Market efficiency also mean that stock prices “follow a
random walk™ Kendall (1%3216)'%&{ 1§ price changes are as independent of one
another as the gains and losses of a gambling. This means that competition among
investment analysts lead to a stock market in which prices at all times reflect “true
value”, that is equilibrium price that incorporates all available information to |
investors at the point in time.  Price changes will occur, and thus reflect random
motion since they always have to reflect all relevant information as soon as new

information arrives the market. By definition, new information cannot be predicted
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ahead of time (otherwise 1t will not be new mformation).  In other words, 1f stock
prices zlready reflect all that 1s predictable, the stock price changes must reflect only
the unpredictable, and as such the series of price changes must be random.

Furthermore, Reilly (1979) posits that an efficient market is one in which
secunty prices adjust rapidly to the infusion of new information, and current stock
prices {ully reflect all available information “including the risk mvolved” Similarly,
quﬁ«ing,!on (1980:233) sees an efficient market as one that assimilates and responds
to new nformation so rapidly that there 1s no source of information which will
enable an mdividual investor to gamn a permanent advantage over others. It is
implicit in these view that: security prices adopt mstantly and without bias to new
information received i the market; and that expected retuin is compatible with the
risk involved.

Since in an efficient market at any given time stock prices are assumed 1o
reflect all available information, one would expect the current price of a given
security to be a good estimate of its intrinsic value owing to competition among
market participants.  However, i an ideal situation, intrinsic value of a secunty
cannot be determined precisely due to uncertainty.  There will be differences of
opinion among market participants as to the value of each share. As a result, the
actual prices wonder randomly around the mtrinsic value. The explanation given by
the efficient market theorists, however 1s that competition among investors will

ensure that these discrepancies are not too large to be used profitably by investors.
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As stated carhicr, the proponents of the Efficient Market Theory (EMH)
contend that “in an efficient market, on the average, competition will cause the full
effects of new information on mtrinsic values to be reflected ‘inslantancously’ in
actual prices” Fama (1905:56). In a dynanue cconomy, intriinsic values can
themselves change as a result of new infurmation. Niarchos (1972) nolcd. that “since
one piece of nformation by definition must be different from previous one in order
to be new, the effect of it on stock prices will be different from anything that may
have happened carI;cr--- the time to time price changes should be random
movement,” As such, i new mformation is “graduvally” known to the market
participants, successive price changes will exhibit dependence, but if the adjustment
to new information 1s “instantancous” successive price changes will be independent.

Three forms or vaniants of E£.M.H, have emerged in the literature as follows —
the weak form, the semi-strong form, and the strong form; which tend to describe
different degrees of market efficiency. These are partitions of the fair game mode!
which is the theory which best expresses the efficient market hypothesis. The fair
game model says that on average there will be no difference between the actual
change in sccurity prices and the expected change in sccunly prices across an
interval of time i.¢ the stock market is a fair game if expected price increases, given

available information, are, on average, equal to actual price imcreases,

a)  The Weak Form of the E.M.1H.:

This form states that current prices fully reflect what is knowable from the

study of historical patterns, and as such there is no benefit - as far as forecasting the
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future 1s concerned — mn examming the historical sequence of prices. This form
corresponds to the random walk model which assumes that “current stock prices
reflect all historical data”. Fama (1970:383). The current stock prices reflect all
stock market information, including the historical sequence of prices, price changes
and any volume information. Ilence, no investor(s) has monopoly access to any
information which can earn above-average returns. Osaze (1997:201) puts it that
“share price behaviour confirms to the random walk of a drunkard whose next step
cannot be predicted on the basis of his last step”, and therefore there can be no

relationship between past price changes and future price behaviour.

It could clearly be asserted that if the weak form of the efficient market
hypothesis is true, it 1s a direct repudiation of technical analysis. If there 1s no value
in studying past prices and past price changes, there 1s no value in technical analysis.
This 1s because technicians place considerable reliance on the charts of historical

prices.

In the literature, the weak form of the E.M.H. has generated a lot of statistical
testing in mostly America and Umted Kingdom and by mid-1960s it was generally
accepted by academic researchers that stock price changes did not follow a pure
random walk but were random enough to prohibit unusual profits based on a
knowledge of past price changes. For example, Kendall (1953) presented evidence
that sequences of stock price changes approximated a random walk; Osborne (1959)

examined stock prices to see whether they confirmed to certain laws governing the
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motion of physical objects e g Brownan motion and reported a very high degree of
conformity between the movement of stock pri_ccs and the law governing Brownian
motion. Fama’s (1965) work 1s considered to be one of the most definitive studies of
the rancom walk model ever conducted. He examined the daily proportionate price
changing of 30 industrial stocks m the Dow-Jones Industrial Average (DJIA) for
approx:mately five years, ending 1962, and concluded that “the evidence produced
by the senal correlation model seems to indicate that dependence 1n successive
changes 1s either extremely slight or completely non-existent™ (1965:34).  These
evidence produced supports the weak form of the E.M H. which admits that stock
price changes are not completely independent, but independent enough to frustrate
any attempts 1o devise successful trading rules based on past price history. Other
researchers mclude Roberts (1959), Alexander (1961), Mandelbrot (1963), Fma and
Blume (1966), Jensen and Benington (1970) and a host of others.

The evidences highlighted above were only in the American stock Exchanges.
However, in recent years, attempts have been made in other countries to investigate
the behaviour of stock prices. The empirical results have been less decisive either in
refuting the applicability of the random walk model (weak form of EM.H)) or
accepting it as a vahid description of share price movements in those countries. For
example, Niarchos (1972) conducting the tests on Athens Stock Exchange (Greece)
concluded that “... .tests supported the independence assumption of the random walk
model” (1972:11). However, Kemp and Reids’ (1971:47) study on the British Stock
Market reported that ... share price movements were conspicuously non-random

over the peniod considred”; Jennergren and Korsuold (in Elton and Gruber 1975),
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who analysed stock prices from the Oslo Stock Exchange (Norway) and Stockhoim
Exchange (Sweden) concluded that “the random work model is probably not a very
- accurate descnption of share price behaviour on the Norwegian and Swedish stock
markets” (1975:53)

Furthermore, some researches have ull.ci‘nplcd also 1o nvestigate whether
securitics markets other than orgamzed markets are efficient i the weak form. Such
as Hagerman and Richmond (1973) who exanmiined monthly returns of securities
traded on the over-the-counter market mn the U.S.A. conclude that “the evidence
indicates that monthly rceturns of stocks traded aver the counter are serially
independent; (1973:908).

The general acceptance of the weak form of the EM.H led rescarchers in
finance to begin to explore the markets that led to such price change, scq-ucnccs. In
other words, n addition to information 1mplied by the sequence of past price

changes, what other information might be incorporated into today’s price?

b)  The Semi-Strong Form of the E.M.II:

The semi-strong form says that current prices of stocks not only reflect all
informational content of historical prices, but also reflected all publicly
available knowledge about the corporations being studies. This means that
efforts by analysts and investors 1o acquire and analyse public information will
not yield consistently superior returns, for cxample, corporate reports,
corporate announcements, information relating to corporate dividend policy,

forthcoming stock splits, and so forth. Samuel and Wikes {1980: 446)
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adjudged the semi-strong form as lgcing, concerned with “the gquestion of

whether it is worth same effort to acquire and allalyéc thus public knowledge

with the hope of gaming supertor investment results”  Since there is no
information advantage, any analysis based on information already made public
cannot carn greater trading profits,

Whether or not the users of information differ amongst themselves about the
significance of new information, the implication of semi-strong cfficiency is that the
prices that are actually arnved at in such a market would invariably represent the
best interpretation of the information, It would, therefore, be futile for investors o
search for bargain opportunitics from an analysis of published data, such as corporate
reports.  In effect, the semi-strong form maintains that as soon as information
becomes publicly available, it is absorbed and reflected in stock prices, and even if
this adjustment is not the correct one, immediately, it will in a -vcry short ﬁme be
properly analysed by the market. Sometimes prices will overadjust and sometimes
they will underadjust because the market s merely efficient not perfect, however,
these adjustments are not predictable enough 1o permit superior retusns.  Thus,
current price of a security “should approximate to its intrinsic value™ Gupta
(1973:58), the calculation of which is the main objective of the fundamental analysis.

A number of empirical studies have been carried out to test the validity of the
semi-strong form of the E.M.H. The mitial major work in this form, for instance, is,
apparently the study of stock splits by Fama, Fisher, Jensen and Roll in 1969, who

|

examined the possibility that announcements of stock splits and stock dividends may
have favourable effects on stock prices. Hausman, West and Largay (1971)‘
. -



examined several studies of stock splits and coneluded that buying stocks on or after
the split announcement date does not lead to unusual profits, Also, Ball and Brown
(1968) studied the cffects of actual versus expected annual earnings on future price
changes and concluded that average price changes after announcement date was so
small that “infout transaction costs would more than offset it.” Tests of the semi-
strong form of the EMH however, have tended (but not unanimously) 1o provide
suppert for the hypothesis. ¥

c) The Strong FForm of the EMH:

The strong form posits that share prices reflect not only what is publicly
known about a stock but also what is knowable. It maintains that not only publicly
available information is useless but also information to an investor/analyst. It
therefore means that if the Nigerian Stock Market were strongly effictent, even an
insider wouid not be able to profit from his privileged position as the case maybe
since the market is not only alrcady aware of it but has instantancously incorporated
the information m its price adjustment mechanism. Specifically, no information that
is available, be it public or “inside”, can be used to consistently earn superior
investment returns,  Osaze (1997:203) observed that the strong form demands
“efficient and perfection”. That 1s, instantaneous adjustment of prices to new public
information and that all information 1s readily available to every one simultaneously,
respectively. Tests of the trading of specialists on the flour of the stock exchanges
and also tests of the profitability of insider trading suggest that the possibility of
excess profits due to their use of speeial information exists. 1lowever, many tests of

the strong form of the EMH deals with tests of mutual-fund performance. Fischer and
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Jorcf;m (1987:54.4). observed that rescarchers have found that mutual funds do not
scem to be able to cam greater returns (alter sales expenses) than those that can be
carncd by investing “randomiy in a large group of sceurities and holding them™,

In Nigerig, researches that has been conducted on the NSE market has largely
conecntrated on the investipation of the influence of financial variables on cquity
share 1)l'iccs.” For instance, Uzoaga and Alozieuwa (1973) studicd the effect of
dividend policy on the economic indigen'isation, Oyejide (1975) on the analysis of
company dividend policy in N igcr.ia', Osazc (19.83) on the effect or Ic'orporal:e'. |
carnings, Dividends and volume on slock price movements in Nigeria from 1976 to
1980 concluded hat majority of investors, duc to the fact that inyestmeht education ié
still at infancy, prefor to receive dividends that is tﬁe “bird-in—the—haﬁd” theory and as
such (he value of pay oul carnings influence their investment dccisilonl. Also Osaze’s
(1989) studhes confirm the view that PE ratios information is not fully reflected in
sccurity prices on thé Nigerian capital market in as rapid a manner as argued by the |
semi-strong, form; Eriki (1994) study on the cfficiency of the Nigerian Stock
Exchange concluded that the market was not efficient and that institutional behaviour
was still influential in the market. Undoubtedly, these studies are quite useful in their
own right, yct the question of “efficiency” of the stock market in pricing shares has
ﬁot received much atiention, Also, il is still not conclusively resolved which has the
grealer influence on stock price movements. Infact on the NSE, it seems that earnings'.
growth expectations ﬁre valued more than dividends by a greater number of
knowledgeable Nigerian investors who regularly monitor corporate pcrfoﬁnance._

This includes the stock brokers who, using their price- fixing powers, often
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immediately reflect corporate performance i terms of profitability and earnings per
share in stock prices even before dividends are declared. And, others prefer only the
growth of payout dividends, while some admire the trading volume of some
companics. All these respective preferences influence share price movement.

Although some rescarchers have questioned the validity of the Efficient
Market Hypothesis (EMH); Williamson (1970:162) believes that price/earnings (PE)
ratios arc indicators of the future mvestment performance of a stock (that low PE
stocks will tend to out perform high PE stocks that is Price Ratio hypothesis),
implying that stock prices are biased as indicated by this PE ratios, and also Osaze
(1989) as mentioned above, efficiency implies that no one investor can consistently
beat the “market averages” and also that the nation’s capital resources are being
allocated efficiently, which forms the basis of the study.

Fama (1991) on his later review extends the overage of the weak form test
(which only concerned with past prices) to encompass the burgeoning work on
forecasting returns with variables like dividends yields and mnterest rates and calls it
“tests for return predictability™; the semi-strong form have also been renamed ‘events
studies” and the strong form tests relabeled “test for private information.”

In conclusion, the random walk model and the efficient market hypothesis

have been extensively tested in the U.S.A. and to a lesser extent in other countries.
Available evidence vahdates the applicability of the model especially in the U.S.A. !

However, empirical results in respect of some countries are rather less decisive,

either 1n refuting or accepting the applicability of the model as a valid description of

share price behaviour, in those countries. In Nigeria, there has been less investment
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research and available studies provide only limited evidence infavour of the Random
walk theory. Due to the overwhelming importance of the stock exchange to national
economic growth, this study 1s sought as a step to awaken rescarches in this

important area of finance.

27  Determinants of Stock Price Movements:

Pricing of securities 1s basically a process of estimating return and nsk. Risk
here means the variability of returns. Securities must be measurable and estimated
for, to be considered worth investing in. Pricing and valuation of securities in both
the primary (new issues) market and secondary market is different. In fact, 1t 15 done
by diffcrent regulatory bodies and 1s affected by different factors. In Nigena,
security pricing in the new issues market 1s determined by the Securities and
Exchange Commussion, in conjunction with the Nigerian Stock Exchange, Issuing
Houses, Stockbrokers, Investment Advisers and quoted corporate bodies of the
market. The price of a share traded in the secondary market 1s really a function of
the forces of supply and demand for that share. The attractiveness of the share in
terms of returns it offers investors and the risks associated with earning those returns
on the other hand determines the demand and supply of the share

The value of equity security equals the present value of its future income, In
other words, the value of a secunity 1s the discounted value of a future stream of
dividends. In fact, investment objective 1s mainly about the earning of a certain
percentage of return in consonant with a certain level of risk. In view, funds are

invested in companies with high potential future earning capacity in line with
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reasonable level of nsk associated with that firm n the industry.  This nsk-return
characteristic of all investments 1s reflected in the current market price of the
sccuritics. The current market price 1s said to be a good pomnter of future earning
power of a firm.

Issuing houses consider the exercise of appropriate pricing important 1o avord
under-and over-valuation of the secunties. In the case of over-valued securities, the
issuing house, especially if the 1ssue i1s underwritten, would end up not being able to
mobilize sufficient funds. Most of the securities will be taken up by the underwriters
and as such eventually be narrowly held due to lack of sufficient public demand. On
the other hand, under-valued securities lead the 1ssuing house to end up raising less
money than would have been the case had the securities been appropriately valued.
This shakes investors confidence 1n the market. This 1s because equity shares are the
most complicated securities than those of fixed income securities in terms of pricing,

Furthermore, activity of any stock exchange is often an indicator of economic
performance and flurry of activity 1s measured by the movements and behaviour of
stock prices i that exchange. The determinants of stock price behaviour have been
proposed by researchers to include earnings, dividends and to an extent trading
volume 1n a stock. However, the hierarchy of the prepotency of these factors has
been a point of departure, although, the importance of each of these factors, however,

have not been refuted.

In a bid to reduce the controversy of what causes share price behaviour,

several models have been developed in the literature that try to give some direction
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as to what the valuc of a share should be in the secondary market. These arguments
are often referred to as Dividend Relevance and Irrelevance. Dividend 1s that portion
of an organizational carning that 15 distributed to sharcholders as compensation or
return on their investment. Dividend valuation models recognize dividend as the
critical variable that determines the investment worth of cquity stock. In specific
tenns, the appraised value of equity stock, V, is presumed o be the sum of the
present value of its stream of dividend capitalized at a rate, r, appropnate to the risk
level of the firm.

L

Vo =dl + d2 + e + dn ememan- cquation (1)
(14r)  (1+1) (1+r)
The implicit assumption here is that equity stock is held in perpetuity and therefore
the owners would expect no other income apart from dividends.

Although, the significance of future returns in the investment decision of an
investor is widely accepted, there is no unanimous agreement on which particular
variable among dividend and camings should be incorporated in the investor’s
decision model. Some have argued that forecasted earnings should be used in the
medel ~ Dividend Irrelevance proponents, while sonic strongly advocated for the
inclusion of dividend in the medel - Dividend Relevant proponents; and yet some

have proposed a combined use of earnings and dividends in linear regression models.

The proponents of the predominance of dividend payments on stock price
behaviour include Lintner (1956) who argued that the payment of a dividend is a

clear proof that the company has been able to generate cash as a result of its
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operations. He posits that a change in the dividend ot a company whose policy has
been one of dividend stability may be regarded as a signal by the managers of the
company that they have changed their expectations of the future.

Gordon (1962) argued that the market value of a firm as adjudged by the share
price is related to its dividend pohicy. This model = Gordon’s dividend capitalization
model — posits that the value of a share depends on the dividend income that the
investor cxpeets to carn capitahzed at an appropriate discount rate. The basic
argument here 1s that the market value of stock equals the present value of an infinite
stream of future dividends, where dividends per share 1s expected to grow when
earnings are retained, hence

Po =Do(1+9) or Do t----- equation 3
(1 + Ke)t Ke-g

Where: Po = Prevailing price of the share
Do = Antictpated Dividend Stream
Ke = Required Rate of Return
g = Earnings/Dividends growth rate
t = Time period in years
Gordon further indicated that uncertainty on the part of mvestor increases at an

increasing rate so that they will value near dividends proportionately more highly

than dividend payable in the more distant future.

Walter’s (1963) model shows clearly the importance of the relationship
between the firm’s internal rate of return, r, and its cost of capital, k, in determining

the dividend policy that will minimize the worth of shareholders and as such

influence share price behaviour, hence
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P=D + r (E=Q)----nmmemes equation B3f
K K
Where: P = Market price per share
D = Dividend per share
E = Earnings per share
R = Internal rate of return (average)
K = Cost of capital or capitalization rate.

Il

Graham et al (1962) also viewed the whole valuation problem as being that of
finding the present value of future payments (dividends). “The standard method of
valuation of individual enterprises, consist of capitalising the expected future
dividends at an appropriate rate of return”, In an empirical research to examine the
superiority of dividends over earnings in the determination of market prices of equity
shares, they concluded that earnings are a poor predictor of future earnings potential
because they are subject to random influences and distortion introduced by
accounting conventions whereas dividends are increased only when it seems that
they can be maintained at the new level.

Also, Solomon (1963) escapulated the dividend relevance argument with the
fact that dividends often offer tangible evidence to a firm’s ability to generate cash
and therefore the dividend policy affects share price. Further studies by Ball and
Frown (1975) concluded that dividends are responsible for nearly all the gains
ultimately reahzed by the mvestor. The came to this conclusion because market

value 1n most cases depends primanly on the dividend rate.

A more sophisticated argument for a relatronship between the value of the firm
and the dividend payout 1s that although the dividend decision cannot change the

present value of cash payments to sharcholders, 1t can affect the temporal pattern of



payments. This is the “bird-in-the-hand” theory which explains why investors are
often willing to pay a premium mn order to acquire stocks with ligher than average
rates of dividends.

These arguments of Dividend Relevance, to our view, appar more appealing
and convincing that investors attitudes to different patterns of cash dividends does
affect market prices of sccurities ~ some may prefer stable dividend payments over
the years, some indifferent to the magnitude of payments but only to risk ability.
Notwithstanding, dividends depend on earnings and therefore 1t is extremely difficult
for a firm to separate dividend policy from its earnings. Earnings must be positive
for appropriation to dividend and retention purposes as assumed by the dividend
relevant proponents. In effect, the argument i1s between dividends and earnings
retention as they influence share price behaviour perse.

The counter argument by the dividend relevance proponents is that investment
decisions are completely independent of dividend policy. In other words, a firm’s
future earnings constitute a major determinant of its current stock value. This, a firm
can pay any level of dividends 1t wishes without affecting investment decisions since

dividend policy does not affect sharcholders’ wealth.

The major advocates of this school - Medighani and Miller (MM) (1961)
argued that in the longrun equilibrium situation, the value of two otherwise identical
companies would be the same, regardless of their dividend policies

The major problem with this school is the unwholesome assumptions of

capital market perfection and tax free investment climate. Most capital markets,
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especially emergying markets like that of Nigeria are imperfect. Moreso, in Nigeria
there is the presence of dividend withholding taxes and other real life situations,
reduces the MM argument to mere theoretical speculation.

In the above discussion, our aim was to establish those variables to be
incorporated in an investors decision model which influences stock price bahaviour
to be examined on the NSE. However, our apparent support of the proponents of the

use of dividend n the valuation of shares should not be seen as a dismissal on our
part of the relevance of reported profits to the stock behaviour. “No compnay pays
dividend out of the "blues’, it must be out of profits earned over the years™ Gunkat
(1980:32). Eamings figure on the Daily Official list of NSE is equally important -
income may be withheld for expansion of the productive capacity (Return on
Investment) or other types of Investment.

In Nigeria, studies of Uzoaga and Alozievwa (1974) and Oyejide (1975)
focused more on the trends in dividends payments growth and factors responsible
thercof, Osaze (1985, 1989) focused on the investment performance of equity
securities in relation to these variables. However, little emphasis was laid in these
studies on the predominant of these factors that influence stock price behaviour and
as such influencing the efficiency of the market. If at all, in recent years, non of such
findings have been carried out in a market which had undergone structural changes,
inflation, growth, technological innovations, internationalization, and above all an
increased awareness of the citizenry of the operations and importance of the stock

market.
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Also, some rescarchers have also come up with the view that volume 1s a
strong determinant of stock price movement, For example, Ying (1966) found a
correlation between price and volume in the NYSE and concluded on the basts that
volume 15 a measure of the mnvestor’s emotions. However, these 1ssues have been
inconclusive in most markets especially the deficiency of hiterature emanating from
emerging stock markets like Nigeria. This study puts in mind these controversies
and inconclusive findings in an attempt at filling n the growing body of knowledge

the Nigeria stock Exchange price behaviour.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 INTRODUCTION:

It is generally accepted that for a researcher to have a valid basis for
conclusion, some methods of data collection, selection and analysis must be adopted.
In view of these, this Chapter sets the various methodologies used in the study. That
is, the rescarch procedures for collecting arganalyzing the data, and also the methods

(models) used for testing the hypotheses are described in this chapter,

3.2 Sources of Data Collection:

The objective of this study was to empirically examine the behaviour of
security prices on the Nigerian Stock Exchange (NSE) and also to determine the
predominant factor among earnings per share, dividend per share and trading volume
that influence the movement pattern of the security prices on the market,

Both the primary and secondary sources of data were used in this study. The
main source (primary) was the daily official list of Companies quoted on the NSE
which was used to extract the share prices, dividend per share and earnings per share
of the companies within the period of study-1994 to 1997. Also, discussions were
conducted with some officials of the Lagos and Kaduna branches of the Exchange.

While a questionnaire method was used to sample the opinions of investors and /or
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their agents so as to match empirical results through share price examination with

actual responses from the market participants or actors. In light of this, questionnaires
were sent to all the six branches-Kaduna, Kano, Ibadan, Omtsha, Port-Harcourt, and
Lagos.

The secondary sources included Newspapers — Business Times, Daily Times,
Vanguard, etc. Which usually furnished the rescarcher with current developments in
the market. Committee reports such as the Odife Panel’s Report, NSE annual reports,
International Finance Corporation (1FC), Central Bank of Nigena, Federal Office of
Statistics and semnar papers and journal or acticles on the stock market operation
were usced. The Lagos and Kaduna Stock Exchange libraries and the President
Kennedy Library, Ahmadu Bello University, Zana was also extensively used.
However, taking into consideration the fact that the secondary data are subject to an
inherent danger of inaccuracy due to careless compilations, emphasis on reporter’s
sensation, among others, this source was carefully used as only supportive to the

primary source and not as the main working source.

3.3  Research Method Used:

The choice of the method to be used by a researcher for the acquisition,
analysis and interpretation of data is very important, and 1t depends on the problem at
hand. The research method adopted for this study is the descriptive approach.
However, other methods were used only as supplements. For example, the historical

method would be used to assist the researcher in analysing the developmental trend of

the market.
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The descriptive method 1s adopted because dc;icrlplivc research gives a picture
of a situation or a population. As Ndagi (1984:8) puts 1t, “descriptive research 1s
concerned with the collection of data for the purpose of describing and interpreting
existing conditions, prevailing practices, beliefs, attitudes, on going process.” It 1s
thus that research method which specifies the nature of a given phenomenon. Since
the capital market has a Tot of complexities as far as explaining 1t 1s concerned, a
systematic means of informing people about its situation 1s therefore 1deal. In fact,
for proper understanding, it needs to be synthesized. Therefore, descriptive research is
basic for assessing the situation as a prerequisite to inferences and generalizations.
Osuala (1993:146) affirms this by concluding that “while descriptive research is a
prerequisite for finding answers to questions, 1t 1s not in iself sufficiently
comprehensive to provide answers.” This is basically because descriptive research
cannot establish cause and effect relationships. However, since the ultimate goal of
scientific research 1s the deduction of generalization that provide the basis for making
predictions, this method assumes a key role in the intermediate process en route to
final gencralizations.

Descriptive research can be identified by four major types- case study,
correlation study, cross-sectional and longitudinal study, and sample survey study.

A case study entails the detailed description and analysis of everything that is
in the history or development of a phenomenon (person, institution, event or
community), and does not generalize to other groups. A correlational study is
concerned with the establishment of relationship among the variables as well as

predicting future occurrence. A cross-sectional study is that in which data are
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collected at one point in time, but different subgroups are sampled with the basic
assumption of homogeneity; longitudinal study entails data to be collected on the
same phenemenon at different points in time.  Though longitudinal study 15 time

consuming and tedious, the data extracted over the study period, 1994 1o 1997 about
various prices of securities could be said to have used longitudinal study.
The sample survey study deseribes population characteristics by the selection

of an unbiased sample. 1If the population s small, all units in the population in a
descriptive research could be more appropriate to be used. For a study like this,
efficiency of design imposes on the rescarcher gn effort to determine a sufficient
sample. In fact, the general rule s 10 select a sample that is as small as it needs to give
an adequate descniption of the whole. Therefore, sample survey was considered most
appropriate for this study of the other types of descriptive research mentioned above.
A sample survey study describes both large and small populations by selecting an
unbiased sample; the result of which will then be used to make generalization on the
population. It was used to secure data from the analysis of records maintained for on-
going activities of the stock exchange.

Survey study was conducted because the researcher is interested in l-he
accurate assessmeﬁl of the characteristics of the whole population of quoted
companies on the exchange. Since studying the whole population is not feasible,
samples were drawn from the population from which inference will be made about

the characteristics of the quoted population.
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Also, through survey study, the mcidence, distribution and interrelations

|

among, variables such as dividend per share, earnings per share could be determined, !
and as such, a more reliable companism and evaluation 1s assured.

Survey study however, could only be used as a step in scientific research, and

so cannot be generally capable of testing specific hypothesis. In fact, the investigation

of any problem n research must begin with a survey of its nature before performing a
rigorous and more structured rescarch.  Data are obtained for survey study mainly

through the use of interview, questionnaire, observation and sometimes telephone

panel methods. The results of the sample are generalized to the population fron

which 1t 1s drawn.

3.4 Method of Data Collection:

The methods used in collecting data for the research were mainl
questionnaire and interview.

Interview is a face-to-face conversation carried out by the researcher with th
definite aim of obtaining certain information. Unstructured interview was adopted 1
this study. Due to the fact that unstructured interview is more flexible and suited t
getting varied and sundry responses, and that, it is most appropriate for getting nsigl
into a particular situation in the early stages of investigation, it was used by tl
researcher to get some clarification about the activities of the Exchange. T
management staff of the Kaduna branch and some investors and/or their brokers we
interviewed 1 order to assess their opiions about the market as far as the investme

decision is concern.  Also, questionnaire, which 1s a way of getting responses
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questions by using a form which the respondent fills by himself was also used.
Quecstionnaire constitutes the first allempt at true scaling and 1s rcally advantageous
when the sample size is large enough 10 make it uneconomical for reasons of time or
funds as interviewing every subject. A total of two hundred questionnaires were
distributed to both the management staff of the Nigcfian Stock Exchange (NSE) and
Securities and Exchange Commission (SEC), and the investors, brokers, financial
intermediaries and other participating popuiation of the market 1 all its branches in
the Federation. The queshonnaire was made up of both structured and unstructured
(open) questions. Structured in the scnse that there were some questions which
needed “Yes” or “No™ and unstructured in the sense there were some questions which
would enable the respondents to express their views as freely and fully as possible 1o
the questions on the subject matter. To facilitate responses, the questions were
designed carefully to avoid ambiguity, by making them short and straight to the point,
and also the total humber of questions were small encugh to be completed within a
few minutes. Magé of the questions were structured so as to facilitate completion. A
total of 113 responses were received- 32 from investors, 28 from brokers, 26 from
financial intermediaries, 8 from market analyst and regulators, and 20 from the
management staff of NSE and SEC.

Though, 1t was mentioned above that interview ana questionnaire were used,
the researcher also deemed it necessary to observe the {rading activities on the floor of
Kaduna branch of the Exchange so as to understand how the markcting of securities is

done in the main stock market. Thus to a lesser extend, observation was implored.
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3.5 Selection of Sample:

In the process of research, it is often not possible (o cover the whole
population especially the case of exceedingly large number of individuals, subjects or
events in a particular research even when 1t is finite. This is because the resource and
circumstances of rescarch are often tight. Sampling 15 therefore implored as a
mechanism of choosing designated quantities or proportion as representation (or
samples) of the whole population,

Basically, there are two types of samples that may be selected in the process of
a social research:- random {or probability) sample and non-random (or non-
probability) sample. Though both samples could be useful, the preference of one over
the other may variously be influenced by “the subject matter of the research, the
specific standards applied by the rescarcher in refation to the kind of data that are
descnibed and also the researcher’s specific needs™ Imoisili (1996:67). However,
rescarch experience has shown that bias in the selection process using non-random
samples may contaminate the quality of the research results.

Unlike non-random sample, a random sample is the selection of available
population elements into that sample based purely on chance of occurrence. Some
common examples of random samples include simple random sample, systematic
safnplc, stratified sample and cluster sample. For the purpose of this study stratified
sample is used.

Stratified sampling involves a procedure whereby calegorics of clements in a
specified research population are sclected into the sample and under a careful

arrangement of random choice. This method avoids the possibility of undue
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proportion of one type of unit appearing in the sample. Thus, in stratified sampling
the population of N units is divided into a sub-population called strata. As such, each
sub-group may be ftreated as a separate or independent population from which a
representative sample will be obtained. ‘These subgroups may Bc by demographic
characteristics such as industry, age, geographical Jocation, size or other perceived
social and cconomic atiributes of the clements making up the total population.
Drawing samples from these strata is in a way, ihcrcfore, that these peculiar attributes
of population elements are also represented.

In the search for usable data on the behaviour of securities prices in the NSE
and variables influcncing such stock price behaviour in the market, stratified random
sampling is adopted. The reason for this is to avoid a situation where companies
selected might be from the same ndustry or that some industries may not be
represented in the sample. This will at least, reduce sampling error. Quoted
companics arc grouped under the respective mdustries as found on the NSE -Daily
Official hist (Equities) for the purpose of this rescarch. The adopted classification
include Agriculture, Airlines, Automobile & Tyre, Banking, Breweries, Building
Materials, Chemicals & Paints, Commercial Services, Computer & Office Equipment,
Conglomerates, Construction Engineering Technology, Food/Beverages & Tobacco,
Footwear, Healthcare, Industrial/Domestic Products, Insurance, Machinery
(marketing), Managed [unds, Packaging, Petroleum (marketing), Printing &
Publishing, and Textiles. Attention will be given purposely only to equity security
companies quoled on the main Stock Exchange (First-tier market) on or before 1990.

The aim is to get as clearly and precisely as possible the picture of the market. This
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group of quoted companies was used because these companies have acquainted to the
stock market operations/procedures, and also well known to investors and/or their
agents (brokers)over the time. In which case, they are already matured encugh to
depict a picture of the market, Choosing stocks of similar characteristics enable
processing of data more feasible and result more reliable about the representative
population. Equity securities dictate the economic activities and as such could be used
as the sampling frame to determine the level of efficiency or otherwise of the stock
exchange as fér as its operations are concerned.

As mentioned above, stratified random sampling will be used for this study,
and that the strata will be adopted from the classification of companieé on the official
list of the NSE. Two of every other company will be selected from each stratum as
representative sample. Since, there are {wenty-three strata, a total of 46 companics
are expected to be selected, that is, about 25 percent of the total qgdted companies as
- at 1997. However, in a situation where only one company belong to an industry, only
that company will be selected, and where only two companies belong to an industry,
all will be selected. From this analysis, a total of 40 companies were selected. The
reason of selecting only this total i1s to reduce the volume of data and thus make
processing more feasible. Other considerations that affected the sampling were cost
and time.

Furthermore, the four years period ~ 1994 to 1997- was selected for the
sampling since the study was a longitudinal time-serics. Two factors were responsible

for the choice of this time frame.
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First, the period avoided the rather abnonﬁal and untypical era of serious
economnic recession in Nigeria occasioned by the political and economic nstabihty
especially the vagaries of inflation which had plagued the cconomic activities in the
early 1990s, as well as the cffect of Structural Adjustment Programme (SAP) Decree

of 1986 which led to the total overhauling of the entire Nigerian economic system.
Second, major changes such as the introduction of the Automated Trading
System (ATS), The Central Sccuritics Clearing System (CSCS), and the
establishment of Abuja Stock Exchange (ASE) would have introduced avoidable bias
in the survey entities 1n the sense that many quoted stocks on the Exchange were
dormant in the market duc to these sudden changes. The poor market activities
occasioned by investors trying to avail or understand the system before going into any
transaction weakened the market activities. The period considered relevant was then
sorted as the appropriate period when investors’confidence were to an extend,
reasonable about the market, 1mplying that operations of the exchange could be

considered normal.

3.6 Data Analysis Technigues:

The purpose of this study was to empirically test the behaviour of security
prices on the Nigerian Stock Exchange, that is, testing whether successive price
changes of a secunity are random as propounded by the Random Walk Theory and the
Efficient Market Hypothesis (EMH). In statistical terms, random or independence
means that the probability distnibution for price change during time period 1t is

independent to the sequence of price changes during previous time periods. This
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means that it will be of no usc assessing the knowledge of the sequence of price
changes that lead up to time period t. Thus, an individual nvestor cannot use
knowledge of past prices of a sccurity to increase expected gains at the expensc of

another.

In order to test each hypothesis raiscd in the research, data (primary and
secondary) derived from official list and other records, questionnaire will be
presented and analyzed uwsing pcrcentage change, trend analysis of variables, and
statistical methods such as Serial Correlation and Runs Test where applicable. The
main approaches of testing independence will be followed in the first hypothesis.

The first test will adopt the Serial Correlation model, émd the second test will
make use of the runs test, These, two methods are used 1o ensure that conclusions to
the study about the independence of prices are correct and valid based on the data
collected.

Prices of the forty securities used for the study are summarized first into
monthly prices of each security, that is, the monthly prices are the market prices on
the last day of the month, Sccondly, the monthly prices are used to calculate the
quarterly average price of each stock. Thus, there will be sixteen different prices for
each of the forty stocks. This 1s 1o reduce the volume of data to handle so as to avoid
errors and inaccuracies. This choice was motivated on the assumption that, if the
successive changes of the individual stock prices are independent, it would be
expected that average successive changes over the month and subsequently per

quarter will equally be independent. Thus, the time period t to &;e used in the analysis
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is a quarter of a ycar and the total € will be cqual to 16 over the four years study

pertod.

3.6.1 Serial Correlntion:

v

Sinee, the Random-Walk theory is interested in testing for independence
between successive price changes, senal correlation tests are particularly appropriate.
These tests check to determine if price changes or proportionate price changes in
some future periods are related. For example, it is interested in seeing if price changes
in a period, t+1, are correlated to price changes in the preceding period, t. If they are
correlated, graphically they will bie on the same straight line.

In other words the term serial correlation refers to the lag relationship in time
series samples. Consider for example, the trend equation

yw=a + bx

We say that the dependent variable y is serially correlated if the value of Y in
period 1 , is correlated with the value of Y in period ¢ =1, t-2 and so on.
Autocorrelation and lag correlation are somctimes used to describe this dependent
relationship. According to Chou (1963:443), “autocorrelation mean the lag
relationship in the population, serial correlation means the lag relationship in a sample
and lag correlation means the lag relationship between two differcnt lime series.”
Thus, serial correlation coefficient provides a measure of the relationship between
the value of a random variable in time t and its value in preceding penods. It is
concerned with describing the extent to which a dependence exists between two

variables by measuring the degree of volatility of the data values. The iess the
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volatility of the data points, the stronger the correlation. The strength of this
correlation is defined by the correlation coefficient (R). The numeric value of R lie
between -1 and +1 inclusive that 1s ~1<R<1. A value of R = 0 signifies that there is no
correlation between the prices. If R 1s positive, then there 1s a direct correlation, and
R, negative implies an inverse correlation. Thus, values close to unity indicate high
correlation and values close to zero indicate absence of correlation.

Therefore, values close to zero, whether negative or positive indicate rejection
of the null hypothesis (H,) that the NSE is not efficient, successive price changes are
dependent, in acceptance of the alternative hypothesis (H,). Values close to umty will
lead to the acceptance of the Null hypothesis (H,).

The serial correlation model used for the study 1s stated as follows.

R = Cov (P, Pyy) = nZ P Py - (ZP) (EP)
J VB VP, / [nEPZ - (EP)}] [nEP%, - (SP))]

where
£ = One period of time which equals one quarter of a year
P = The average quarter price of the stocks for time t
Pi.; = The average quarter price of the stocks one period leading
n. = The numbers of quarters within the period under consideration that is

the numbers of bivariate value P, and P,,,

Cov. = Covarnance of P, and P,
V. = Variance of P, and Py,

3.6.2 Runs Test Model:

Using correlation coefficient to evaluate the possibility of independence in a

particular series of price changes might be dominated by extreme values. This means
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that an extremely large or extremely low value or the two in the series can unduly
influence the results of the calculation used to determine the correlation coefficient.
To overcome this possible short coming, the runs test will be conducted to further test
the randomness of price changes on the Exchange.

Runs tests ignore the absolute values of the numbers in the scries and observe
only their sign. A run occurs in a series of numbers whenever the changes between
consecutive numbers change sign. A run is a sequence of price changes of the same
sign. For example, in a bear market, a security price that declines for 10 consecutive
trading days will generate nine ncgative daily price changes but one negative run. For
stock prices, there arc three different types of runs:- positive changes (+), negative
changes(-) and zero (0). The positive changes (increases) and negative changes
(decrease) are the major concern, a no change or zerg has no cffect on the result but
serves as a starting potnt to wdentify a decrease or an increase in share prices. In
observing the signs, the researcher merely counts the number of runs-consecutive
sequence of signs (n the same dircction. For instance, the sequence of ----+ - + has
four runs.

The total succession of identical signs is denoted R, for a run. Also, let n;
denote number of pluses and n; denote number of minuses and N, total numbers of
observed cvents that 1s m+ n; = N. The value of R is determined by observing the
events of the sequence of ny and n;, that occur. If either n, or n; is greater than 20, the
theoretical sampling distribution of R is approximately normal and the test will

always be two-talled. The sampling distribution of R is approximately normal with

(K



3.7  Justification of the Research Method Used:

As stated earhier, the descriptive research mcthod was adopted for this study
because the study is concerned with the collection of data for the purpose of
describing and interpreting existing conditions, prevailing practices, beliefs, attitudes
and on going processes on the Nigerian Stock Exchahgc.

Particularly, the sample survey method was conducted in order to make
accurate assessment of the characteristics of the whole population of quoted
companies by selecting randomly from the population samples from which inferences
are made. |

The questioﬁnairc (structured and open) and unstructured mterview have been
used for the collection of data against other method because opinions of participant
(that 1s investors, brokers/dealers, financial intermediarics) and management o‘F the
Exchange need to be obtained before a better conclusion can be drawn.

The literature suggests certain variables that should be employea in measuring
investor reaction to stock performance. These include the dividend per share (DPS),
Earning per share (EPS) as well as the price-earing ratio (PE). While the DPS or
payout ratio deterimines how a “bird-in-the-hand” investor gets influenced in his
reaiion to the stock, the EPS is a determinant of the corporate performance of the
stock from which dividends are often, if not always, declared. The PE ratio indicates a
rough payback pernod of stock and is also more importantly, ofien an indicator of
investors’ confidence in the future performance of a stock. Together with Return on
Asset employed (ROA) and EPS, PE ratio also to an extent influences stock price

movement, These measures are often an influence of investor behaviour, but what still

115



-

remains unresolved is the extent and direetion of that influcnce on stock prices on the

Nigerian Stock Market.

38 Recapitulation of the Chapter:

The purpose of this study, as stated eaﬂicr, was 1o empirically test the
behaviour of security prices on the Nigerian Stock Exchange and to determine the
predominant factor between earmings per share and Dividends per share that influence
the stock bechavicur. This chapter dealt with the sowrces of data, rescarch method
used, method of coliecting data such as questionnaire and interview, Also models
such as the Senial Correlation, Runs Test, and trend analysis were adopted for testing
the hypotheses raised. In the next chapter, chapter four, the researcher will present
and analyze the data in a bid to establishing the degree of efficiency of the NSE as

repards the behaviour of its stock prices.
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CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1 INTRODUCTION

The activity i any stock exchange is often an indicator of economic
performance, and the flurry of activity is measured by the movement of and behaviousr
of stock prices in that exchange, Nigeria inclusive. This chapter ts concerned with the
establishment of the level of efficiency of the Nigerian $tock €xchange by testing for
randomness or independence of suceessive price change of the stocks as adjudged by
the Random Walk Theory or Efficient Market Hypothesis. 1t will also try to identify
the more predominating factor between dividend pay out and earning declared that
influence the established stock price behaviour in the market.

The chapter will be divided into the following sections: Section one will try to
determine the efficiency of the market by testing the first hypothesis using serial
correlation test and runs tests and also the response from the questionnaire about the
market efticiency. Section two will try to determine the more predominating factor
influencing stock prices between ﬁividcnd Pes Share {(DPS) and Earning Per Share
(EPS). Section four will try to assess investors’ views about the impact of trading
volume on their buy or sell decision that thus influences price movement. The last
section will delve into summary of findings.

The method adopted in this chapter i1s that each data will be presented,
analyzed, before the next data 1s presented. This is to avoid overbrowding which can

make reference to the data clumsy and confusing.
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42,0 Determination of NSE Market Efficiency.

The hypothesis to be tested 1s stated as follows: -

H,  The Nigenan Stock Exchange 1s not cfficient, successive price chanpes of
stocks are dependent on preceding prices,

H, The Nigerian Stack Exchange 1s efficient, successive price changes of stocks

arc not dependent on preceding prices.

4.2.1. Test of hypothesis Using Serial Correlation Test.

This test was adopted to determine whether price changes in some future
period (t+1) arc related to the preceding period (1). In order to cstablish this
relationship, the following procedure is adopted: First, the average quarterly price (p)
for each quarter (t) as in table 4.2.1 is computed by adding the prices of the months in
that quarter (see appendices 111 to 1V} and dividing by three (3).

Thatis:  Pmy + Pm, + Py

3 Where Pm = Each month’s price.
The average quarterly prices are computt_:!! © for each company for the sixleen
quarters period. Second, these prices for each period of all the companies are added
up to get an overall sample price which is then used as Pt or Pt + 1 in the formula

stated to calculate the corrclation coefficient.
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R = nl Py Py - (ZP) (EP,y)

[nEP2 - (EP)] [nZP%1- (2P )]
where Pt = average quarterly price of stock at time t .
Pt + 1 = Average quarterly price of stock at time t + 1 leading

n = 16 (number of bivanate values pt and pt + 1)
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QUARTERLY AVERAGES FOR SERIAL CORRELATION TEST

TABLI 4.2.1

_____ - 1994 1995
NAME OF COMPANY | 1 2 3 1 5 0O 7 8
| Grommac Inds. Plc (.54 0.54 0.54 0.53 0.60 0,71 0,80 0.92
2 Okitpupa Qil Palm Plc 0.83 0.91 0.97 1.19 0.78 0.79 0.83 ().85
3 | Bewac (Nig) Plc 050 | 0.50 0.50 0.50 050 [050 | 0.50 0.50
4 RT Brisco Ple 1.61 1.65 1.75 1.55 1.60 2.05 2.88 2.75
5 First Bank ol Nig. Plc 4.6l 3.39 3.5 3.75 4.00 293 R.87 9.65
G Union Bank Nig. Plc 143 2.10 2.35 290 2.64 3.3} 0.47 599
7| Champion Brew Ple 010 oo 0,10 010 0.10 0.10 0.10 0.10
b Premier Breweries Ple 083 | 085 (.85 0.85 .81 0.79 0.79 0.79
9 | Ashaka Cement Ple [ 4.50 | 3.08 3.21 3.48 423 [ 574|935 10.39
10| WA Portland Comp. Ple | 448 | 4.59 3.35 4.01 5.29 8.34 13.45 1687
11| Berger Paints Ple 410 | 3.45 | 3,16 3.04 2,49 3.80 6.28 7.35
12 | Nigeria German 399 3.75 377 3.77 3.84 3.38 8.53 9.79
Chemecals Ple ' -
13 | Chellarams Plc 0.50 0,50 0.50 0.49 0.47 0,45 0.40 0.43
| 14| Morison Indusirics Ple 1.87 1.99 1,34 1.79 1.87 240 4.17 4.40
15 | Thomas Wyall Nig Plc 1,05 1.06 0,92 1.08 1.31 2.02 3.13 3.89
16| WTN Plc 105 | 103 0.65 0.50 067 | 073  |245 3.23
17 | A.G Leventis Nig. Ple 1.50 | 1.50 1.50 1.43 1.37 1.66 3.35 312
18 | UTC Nig, Plc 100 | 100 0.91 0.9 [094  [080 [1.67 1.69
19 | Arbico Plc 1.18 1.23 1.27 1.39 I.35 1.48 1.75 2.15
20 Roads Nig. Plc 0.50 0.50 0.50 0.50 0.49 0.36 0.19 0.17
21 | 7up Bottling Comp. Ple | 2.65 2.40 2.30 1.39 1.79 118 | 2.74 2.19
22 | Tate industrics Plc 0.50 0.50 0.50 0.50 0.49 0.39 0.31 0.32
23 ! Bata Nigeria Ple 0.57 .53 0.50 0.50 0.52 .50 0.50 .50
24 | Lennards (Nig) Ple 0.33 0.35 0.37 0.38 0,40 4.19 1.52 1,52
| 25 | BCN Ple 41 | 116 1.04 0.95 0.94 0.79 0.46 0.46
26 | Smithkline Beecham 5.50 3.42 3.29 3.67 4.74 5.47 5.37 6.14
|| Nig. Ple .
27 Liz_Olofin and 0.61 0.53 0.50 0.49 0.55 0.50 0.50 0.47
- Company Plc o
28 | Vono Products Ple 329 [3.36 319 3.04 3.07 2.65 2.44 2.34
29 | Allco Insurance Ple 4.09 4,87 3.45 3.25 3.93 4.76 3.96 4.51
30 | West Africa Prov Ind 1.37 1.37 1.39 1.44 146 1.39 1.19 0.91
Coy Ple - I S
31 Blackwood Hodge (Nig) | 2.04 2.02 1.89 1.77 1.66 0.90 0.47 0.50
Plc
) Stokvis Nig, Plc 0.17 0.15 0.15 0.14 0.15 0,05 0.14 0.14
33 | Abplost Products Ple 1.10 1.10 1.10 1.01 0,90 0.87 0,99 0,91
34| WA Glass Ind Ple 0.50 1 0.50 0.50 (.50 0.50 0.43 0.40 0.40
35 | African Petroleum Ple 487 | 501 4.82 5.48 6.30 9.36 15.33 20.06
36 | Total Nigeria Ple 10.14 [ 7.13 747 8.07 8.53 12.34 | 24.36 28.68
37 | Daily Times Plc 0.51 (.52 0,50 0.50 0.406 0.30 0.29 (.30
38 | University Press Ple 0.98 1.00 1.00 0,96 0.88 0.57 0.84 094
39 | Enpeelnd. Ple [ 158 (153 | 146 .36 1.35 0.92 1,33 1.30
40 | United Nig. Textile Ple | 4.44 4.44 382 3:51 381 3.55 3.82 4.25
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Table 4.2,1 countinued,

1996 1997
- 9 10 i 12 13 14 15 [I6
NAME OF COMPANY B B

I | Grommac Inds. Plc 096 | 121 [ 106 {109 | 188  [270 [236 2.54

2 | Okitpupa Oil Palm Ple 085 (09 091 [o091 096 | 1.02 1.02 1.00

3 Bewac (Nig) Ple 0.50 | 0.50 0.50 0.50 0.50 0.50 0.50 0.51

4| RT Brisco Plc 286|322 (320 | 316|329 |350 |3.34 3.34

5 | First Bank of Nig. Plc 783 (667 1702 700 {1410 [ 1584 [12.60 | 1260

6 Union Bank Nig. Ple 496 | 6.36 6.81 6.40 12,12 14,00 10.36 11.10

7 Champion Brew Ple 010 o0 0.10 0.10 0.10 010 10.10 0.10

8 Premier Breweries Ple .79 1.02 L4 14 1.09 0.95 0,20 0,90

9 | Ashaka Cement Ple 10,76 | 1005 | 1427 | 1813 | 1410 | 1342 [ 1145  [10.00

10| WA Portland Comp. Ple IB61 [ 25406 | 2801 | 41.07 | 5787 | 64.33 | 54.30 40.87

11| Berger Paints Plc 743 | 7.85 6.73 4.91 4.47 4.10 3.73 3.60

12 | Nigeria German Chemecals Ple | 10.00 | (0,10 | 8.60 8,67 8.72 9.30 9,20 9.07

13 | Chellarams Plc 0.50 | 0.50 0.50 0.50 0.50 0.50 0.50 0.50
|14 | Morison Industrics Ple 449 | 443 4.23 4.21 4.17 4.10 3.90 3.80

15 | Thomas Wyalt Nig Plc 471 (717 7.55 8.03 5.23 4.33 3.51 2,68
16 [ WINPle 346|432 |614 783 695 [610 [543 5.05

17 | A.G Leventis Nig, Ple 238 (130|093 | 157 (216|247 | 2.13 200

18 | UTC Nig, Plc 151 | 1.23 1.05 (088 | 083 1.31 1.37 1.19

19| Atbico Plc Lod | 115 [ 119 [ 136 [ 137 | 140 | 144 150
| 20| Roads Nig. Plc 0.25 2.9 0.25 0.37 0.70 .15 1.53 1.79

21 Tup Bottling Comp. Ple 1.71 2.11 1.95 1.39 1.76 2:37 2,05 2.67

22 | Tate industries Plc (1,30 0,14 0,12 0.12 0,13 0,18 0.20 0.20

23 | Bata Nigeria Ple 0.50 | 0,50 0,50 0,50 0.78 1.23 | 1.00 0.70

24 | Lennards (Nig) Ple 1.18 | 0.85 0.75 066 | 0.74 0.80 0.66 (.56

25 | BCN Ple 0.42 21 0.26 0.26 0.26 0.26 0.26 0.26

26| Smithikline Beecham Nig, Ple 5.77 | 1.07 8.48 8.44 7.45 6,37 5.30 3.87

27 | Liz_Olofin and Company Plc 047 1021 0.21 0.18 A7 0.16 0.16 0.16

28 | Vono Products Ple 258 244 247 234 2.64 30 j308 290

29 | Allco Insurance Ple 493 | 763 | 6.67 10.81 13.8 1508 | 10.10 592

30 | West Africa Proy Ind Coy Ple | 1021084 (085 [078 [090 |[1.05 | 1.05 105

31 | Blackwood Hodge (Nig) Plc 077 {051 0.62 0.92 0.92 0.92 0.92 0.92
32| Stokvis Nig, Plc 004 (004 o014 |oaa o4 o4 |0.14 014

33 | Abplast Products Plc 0.82 | 0.8] 0.84 (.89 0.91 0.96 0.96 0.96

34__| WA Gilass Ind Pl 043|040 o040 o040 040 040 [o040 0.40

35 | African Petrolenm Ple 2136 | 2495 12876 | 4092 [ 5485 |57.13 [ 4578 30.72
36| Total Nigeria Ple 3096 (3738 [ 43.19 [ 5335 [ 6893 | 5959 | 5280 | 46.63

37 | Daily Times Plc 030 | .46 053 (052 |05] 050 | 0.50 0.50
38 | University Press Ple 085 | 0.98 1.17 1.33 1.50 1.57 [.57 1.50

39| Enpee Ind. Plc 117|247 303|320 [320 [320 |30 3.05

40 | United Nig. Textile Plc 4.13 5.77 743 7.02 6.75 6.28 5.03 4.30

SOURCE: Compiled from NSE Daily Official List (equities) 1994 (o 1997,

(Appendix 11 to VI).
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TABLE 4.2.2

CORRELATION COEFFICIENTS FOR THE 16-QUARTERS PERIOD — 1994-1997

2

3

- 6

7

9

10 |

11

14

15

16

0.924857

0.959013

0.973624

0.974475

n

0.879883

0.883931

0.993

Ll

'2)

2
-

0.978955

0.987699

0.984950

—
h

0.996323

16 |

|
|
*
|
_

0981912 |

SOURCE: Computed from the Quarterly Averages of Prices for 1994 to 1997
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FFrom the compultation, the values of the correlation coefficient are highly
positive. On the average the prices range above 097 or 97%. This is with the
exception of the 6" quarter and the 7" quarter with values of 0.87 and 0.88
respectively, This period falls between April to September 1995, These results can be
attributed to the repeal of the Nigerian Enterprises Promotion Decree, 1989 and the
LExchange Control Act of 1962 and thewr replacement by the Nigerian Investment
Promotion Decree No. 16 of ll)qg and the Foreign Exchange (Monitoring and
Miscellancous Provisions) Decree No.17 of 1995 which led to foreign portfolio
investors investing in the market. The bulk of trading in the market was in equity with
a growth rate of 97% and also share price of many listed companies recorded
substantial gains. Source: NSE fact book (1995:13).

The overall high coclli €ients show strong relationships between successive
prices of stocks of the companies selected. This strong positive relationship that exists
between the successive price changes of stocks on the NSE means that a high degree
of predictablility or patterns can be very possible in the market. This shows also that,
there is little or no randomness in the prices of stocks and can be concluded that the
market 1s grossly mellicient as stipulated by the Random walk theory or the Efficient
Market Hypothesis (EMIT). Therefore, the null hypothesis which states that the NSE
is not efficient, successive price changes of a security on the market are dependent on

preceding prices is aceeptable at the expense of the alternative hypothesis.
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4.2.2 ‘Test of Hypothesis Ustng Buns Test.

The Runs test is adopted to further test the degree of independence in
successive price changes. This 1s to confirm whether the findings under seral
correlation test about the Nigerian Stock Lxchange (NSE) can be relied upon.

+

Basically, this test was adopted to avoid the problem that may arise when correlation
cocfficients may be dominated by extreme values, that is when extremely large or

cxiremely low value(s) or buth 1o the series can unduly influence the results. The

Runs test ignored absolule values of the price in the series and observed only their

Signs.
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QUARTERLY SIGN CHANGES IFOR RUNS TEST

TABLE 4.2.3

126

|| NAME OF COMPANY ¢ | 2 3 4 5 0 7 8
1 Grommac Inds. Ple 0 0 { - + [ + +
2 Okitpupa Oil Palm Plc 0 4 7+ + - + + +
3 Bewac (Nig) Ple 1] 0 0 0 0 0 1] ()
4 RT Brisco Ple 0 + o8 - + I} + -
5 | First Bank of Nig. Plc 0 - 1+ 0 i . 1 T

| 6| Union Bank Nig, Ple |0 f 4 i - 5 n N
7 Champion Brew Ple 0 0 0 0 0 0 0 0
8 Premicr Breweries Ple 0 + 0 0 - - 0 0.
Y Ashaka Cement Plc | 0 - - + + + + i
10| WA Portland Comp. Plc_ | 0 + - + + + 0 +
11| Berger Paints Ple 0 - - - B + s +

2 | Nigeria Genman 0 - + 0 + . + S
Chemecals Ple
13 Chellarams Ple 0 (0] 0 - - - - +
14 | Morison Industrics Ple 0 + - + + + + +
15 | Thomas Wyalt Nig Plc 0 I " + + + + +
16 | WTN Plc 0 - - = + + + P
17 | A.G Leventis Nig, Ple 0 0 0 - - + + =
I8 | UTC Nig Plc 0 0 - : n ¥ > %
19 | Arbico Plc 0 + I3 E: E H ¥
20 Roads Nig. Ple (1] 0 0 0 - - - -
21| 7up Bottling Comp. Plc | 0 - - + + . T -
22 | Tate industries Plc 0 0 0 (0 . - - +
23 | Bata Nigeria Ple 0 - - 0 + p 0 0
24 | Lennards (Nig) Ple 0 + 4 + + + . 0
25 | BCN Ple 0 - - = - i = 0
26 | Smithkline Beecham 0 - - + + + = +
Nig. Plc
27 | Liz_Olofin and ] - - - + & 0 -
Company Ple
28 | Vono Products Ple 0 # E . + i - -
29 Allco Insurance Plc 0 + - 4 + - +
30 | West Africa Prov Ind 0 0 + + - - -
Coy Plc
31 | Blackwood Hodge (Nig) | 0 - - - - - - o+
Plc
32 | Stokvis Nig, Plc i) - 0 - + - + 0
33 | Abplost Products Ple 0 0 0 - < . + 5
34 | WA Glass [nd Ple ] 0 0 () 0 - é 0
35 | Afnican Petroleum Ple 1} + = + + + + +
36 [ Total Nigeria Ple 1] - + + + 4 + +
37 | Daily Times Plc 0 -t = 0 - - - +
38 | University Press Ple 0 + 0 - - - + ]
39 | Enpee Ind, Plc 0 R E - . - + -
40 | United Nig. Textile Ple 0 0 - - + a + +



Table 4.2.3 continued

L INAMEOFCOMPANY [v T T 12 13 14 5 16 Jw Jw N |R
l *. _____ - +ve | -ve | gt
i Gromuag lads Pic i ' .48 » | + + - - Y 4 13 5
(2 Okitpupa Ol Palm Pl | o L R K - + 0 - ) 3 12 7
i i ; Bewae (N Ple o L I I JRY 0 | 0 + | - | |
I RT Bnscoe Ple | ¢ - - E ' - 0 v |5 114 |8
| & Fust Baok of N Ple E - 4 ¥ + k - 0 8 A 13 8
o Umon Baph Nyp. Pl 1 - 1+ + - s < - + 10 {5 15 9
13 ! Clampron Brew Ple 10 1 0 u 0 ] 0 0 0 - - - -
|8 Premer Brewenies Ple 0 | + 0 - - - 0 3 5 8 )
{9 Ashaka Cement Ple |+ |- + + - E - - 8 7 15 5
' o ! WA Portland Comp Ple |+ + + + - + - - 12 |3 15 1
[ P | Berger Pants Ple [+ |4 - - - - - - 5 10 |15 3
{ 12 ’ Nigers Gernnm 4 k4 - + + + - - 9 5 14 8
| T Chenpeals Pl 1
1 Chellams Ple O L 0 0 0 0 0 2 4 O 2
C B Moreon Indusines Ple L - - - - - - 7 8 15 4
1S [ ihomas Waan NigPle 1o 1 T 0 . = . . 0 s |15 |4
Do | WIN P N I + + - - - - 8 17 |15 |3
D17 [ AGLaenusNig Ple 1o |- - + i 0 - : 5|8 |13 |5
Das DU Nag Ple — . - - i + = 6 |8 [14 |5
Do | Anco Ple . . + B B B + 11 |4 |15 |5
# 20 | Roads N Ple e I+ - + |+ . - + 17 |5 [12 |4
[ 21 ] Tup Hotthing Comp_ Ple -1 . - + + - 4 7 b 15 10
P22 e industnes Ple jj - - 0 + + + 0 5 5 10 4
5 BamNgenaPle T o 0 0 + + - . 3 |5 |8 5
] 2| Lenmuds (Neg) Pic - - . - + + - - 717 4|5 |
28 TeNme 1 T 0 0 0 0 0 - 9 |9 2
| 20 [ Suthkhine Beecham |~ + + - - - - E O 9 15 7
t '\ll' Ple - — L
f 27 1 Lar Ololin and | - 0 - - - 0 0 1 9 10 6
‘ | Company Ple
| 28 Voo Products Ple |+ - + - + s - - 0 9 15 10
| 2 | Allco tnsuranee P le ;L + s + + + - - ) 6 15 8
| [ West Afnica Prov td ! - + - + + 0 7 5 12 7
| | Coy Ple | _____
, [ Blackwood Hodge (N [ . + i 0 0 0 0 4 [7 [ (4
e l
L 32 | Stohvis Nig Pl Fo Jo " To 0 0 0 0 0 2 (3 |5 5
LV Abphast Producs Ple |- - + + - - 0 0 5 o T |4
D3] WA Glass Ind Pl I S 0 00 0 0 I EEE 3
| 38 r\!u\..ulhlwluuu l’i\. L 4 + + + + - - 12 |3 15 4
3o | Total Nigena Ple _ A% 14 + + + - - - 11 |4 15 3
‘ 17 I Dauly Ilmnl'h. l"_ - + - - 0 0 4 7 11 6
| I8 llm\uam Press Ple _ I 1 L i + + - 9 5 14 6
| W l Fupee I Pl I L + 0 0 0 - 4 8 12 5
| 40 1 United Nig TeanléPle | - |+ t - - - - - 3 9 14 7

SOURCE:
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The following notations were used in the study.




The following notations were used in the study. | 3 o .
n; = Number of pluses or positive sign changes. |
n, = Number of minuses or negative sign changes
N =1, + n; or total nummber of s_ign changes.
R = Runs,
In a bid to analyze the dala presented in table 4.2.3 Iabovc, the following
outcomes were reached:
Tolal number of runs -k =205

Total number of companies = 40

Despite the fact that Champion Breweries Plc. (No7) on the fist had no sign
change at all during the review period for the purposc of these analysis, the number of
companies studied will still be 40.

In order {o eslablish the position of the run of each company to the median, the .

total number of runs is divided by the number of companies that were sclected in the

sample. Thus, the median = 205
40 = 5125 |

The tabulation or presentation of the next table will be based on the guidelines that:

1. Companies whose run values fell below the mean were ascribed the -
munus (-) sigin.

i, And companics whose run values fell above the mean were ascribed the

plus (+) sign.
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Table 4.2.4  Position of Runs (o Median

Sino | Company Name Run Paosition of run to median
I Grommag Inds. Plc 5 - '
2 Okitpupa Oil Palm Ple 7 +
3 Bewae (Nig) Ple I -
4 RT Briscoe Plc 8 +
5 First Bank of Nig. Plc 8§ +
06 Union Bank Nig. Plc 9 +
7 Champion Brew Ple -

8| Premier Brewerics Ple 4 .
4 Ashaka Cement Ple 5 -
10 WA Portland Comp. Plc 4 -
11 Berger Paints Ple 3 -
12| Nigeria German Chemicals Ple 8 +
13 Chellarams Ple 2 -
14 Morison Industrics Plc 4 -
15 Thomas Wyatt Nig Plc 4 -
16 WTN Plc 3 -
17 A.G Leventis Nig. Ple 5 5
18 UTC Nig. Ple S =
i9 Arbico Plc 5 -
20 Roads Nig. Plc ] -
21 Tup Boltling Comp. Plc 10 +
22 Tale industrics Ple 4 -
23 Bata Nigeria Ple 5
24 Lennards (Nig) Ple 5 -

| 25 BCNPle B 2 -
20 Smithkline Beecham Nig. Ple 7 1+
27 Liz Olofin and Company Ple 6 +
28 Vono Products Ple 10 +
29 Allco Insurance Plc 8 +
30 West Africa Prov 1nd Coy Ple 7 +
3] Blackwood Hodge (Nig) Plc 4 -
32 Stokvis Nig. Ple 5 -
33 Abplast Products Ple 4 -
34 WA Glass Ind Plc 3 -
35 African Petroleun Ple 4 -
30 Total Nigeria Ple 3 -
37 Daily Times Ple 0 +
38 University Press Ple O +
39 Enpee Ind. Ple 5 - -
40 United Nig, Textile Ple 7 +
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From table 4.2.4 above, the following analysis could be derived:

Mean of runs (median) = §.125
Total number of n; (+s1gn) = 14
Total number of n; (-sign) = 25
Number of runs (r) = 14

Substituting these values in the formula stated,
& = r—(2ny 03+ 1)

n;+n

/211||n (20305 —ny=ny)
Ny 4ng)t (gt ny—1)

The value for Z can be computed as follows:

z = 14 ~2x14x25+]1
14+25

/2 (14) (25) [2 (14) (25) - 14 - 25]
(14 + 25 (14 +25 - 1)

Z = 14-(200+1)
39

/ 700 [700 — 14 - 25]

1521 (38)

Z = 4 - (18.948717)
700 (661)
57798

N
ll

~4.948717

/462700

57798
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Z = -4.948717
8.0054673172
Z = -4.948717
“2.8293935
Z = -1.7490380889 | R
Or I
N, = 18.948717
op = 2.8293935
'R = 14
Z = 14— 18.948717 | | .
2.8293935 :
= -4.948717

28293935

= -1.7490380889 ' , -,

From the appendix VII (Values of the Standards Normal I‘)ist'ribu;[ion
Function), the Z value of -1.749 or —1.75 gives us a probability ofg@401 under one- |
fatled test or 0.0802 under the (wo-tailed test which will be used to test the
hypothesis. |

The hypothesis was tested at a 5% level of significance. The critical values of
Z for a two-tatled tests lie between ~1.96 and + 1.96. Since th_e value of Z 15 -1.75,
which lies within the acceplance region, the null hypothesis was accepted. Moresoh;.
testing the hypothesis at a 5% level of significance that is probability is 0.05 show:
clearly thal the valuc of 0.0802 is greater than 0.05. This goes to cor';ﬁrm the null
hypothesis that the Nigerian Stock Exchange is not efficient, and successive pri¢é
changes arc dependent on preceding prices of stocks, that is share price behaviour is

‘not random. The possibilily of a correct decision in this case is 95%.

131



This result further strengthens the result from th_e serial correlation test that
successive price change of stocks on the NSE 18 dependent on preceding pllices, and
as such the market 1s far from being called an efficient market acc;)rding'to the
Efficient Market Hypothesis (EME) or the Random Walk Theory. Share prices not
being random m.é{ms that there 15 a degree of predictability, and therefore, the .current
prices of stocks do not fully reflect all the information that is contained in the
histerical sequence of prices as stipulated by the Random Walk lhéory or the V‘;’eak
Form of the EMH. This implies thal on the NSE, there is benefit in examining the
historical sequence of prices as far as forecasting the future is concerned. 1t therefore
means that, the role of the market in determining and setting stock prices to reflect

their fair values vis a vis the automatic interpretation of the corporale body of publicly

available information about a company’s performance and prospects, is a far ¢ry. ,

4.2.3 Responses from Questionnaire on NSE’s Efficiency:

The responses are arranged taking into consideration some basic features of

market efficicney as postulaled by the random walk theory as follows:
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Whether there are opportunities of predicting future share prices based

a)
on past information of a company :
TABLIC 4.2.9
Respondent Yes No
No of % of No of % of
| Responses Responses | Responses | Responses

Investor 20 65 ik 3B
Brokers 118 60 12 | 40
VFinancial Intermediaries 14 54 12 46
| Market Analyst/Regulation 03 50 03 50
| Management of NSE/SEC 16 |80 04 20

Total Responses 71 63 2 37

SOURCE: Compiled by Author from questionnaire responses.

From the above presentation of the responses as to whether there are chances
of predicting future prices based on past information of a company’s pérformancc, it
could be observed that in the overall 63% or 71 respondents accept this fact with only
42 or 37% of the respondent refuting. About 65% of investors confirm this assertion.
The Brokers in the market support the investors with 18 Responses or 60% of their
total responses. The stockbrokers are dealing members of the Stock Exchange who
provide specialized and expert services to anyone (an investor) who wants to buy or
sell shares. Thewr opmion of the market adds more weight to that of the investors since
in most cases the brokers are agents of investors and as such conversant with the
market operations.  Furthermore, every actor of the market including financial
intermediaries, market analyst and regulators are of the opinion that there are chances
Even the management staft of

of predicting future prices of stocks on the market.

NSE and SEC supports this fact by 80% ol the responses.
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Even though there is high applause to this conviction about the market with a
total number 71 or 63% of respondents, a total number of 42 or 37% of the
respondents still support the fact that the future prices cannot be predicted based on
past information. The finding does not mean that there is absolute certainty
prediction but the probability of making a successful forecast is high. The isSue of
speculating, or gambling slill prevails but opporiuntties of galﬁbling successfully are
wider. Thus, the properlics of a stock exchange being a markel where prices cannot
be predicted ahead of time 1s not true in the case of NSE, at Jeast to 63% of Ithc

respondents in this study.

b. Whethier patterns exist in stock price movement to such an extent that a
smart investor can take advantage of il.

TABLE 4.2.10

| Respondent [ Yes __[No )
No of % of | No of % of .
j ) Responses | Responses | Responses | Responses
]_ln\'vsl_mls S B | 20 | 65 _ L1 135
| Brokers - 119 | 68 | 09 132
‘ Financial Intermediaries |14 |54 12 |46
‘Market analyst/regulators [ 3 ) 5f 5 63 i
[ Management of NES/SEC ) 15 _ J 75 _ {3 ) 37
l Total Responses | 71 | 63 142 137

SOURCE: Compiled by Author from questionnaire Responses

Further responses from the participants of the market reveal that about a total
number of 71 or 63% of responses support the fact that patterns can be discerned in
stock price movement and as such a smart investor can take advantage of this to make

abnormal profits, The management of NSE/SEC had a total of 15 or 75% of this




responses supporting this feature i the market, The responses by investors, brokers
and financial intermediaries were strongly in support of this feature. However, market
analyst and regulators refuted this with 63% of their total responseé. This can be.
attributed to legaliste reasons, in that, market regulators may not wish to expose their

weakness on grounds that the market 1s not well regulated.

& Wihether Stock Prices are Appropriately Valued?
TABLE 4.2.11
Respondent Yes No o
No of [ % of [No  of [% of

B | Responses Responses | Responses | Responses

Investors 13 42 _ 18 58

Brokers 06 20 24 80
Financial Intermediaries I 46 13 54
| Market Analyst/regulators 1 57 03 43

Management of NES/SEC 10 66 08 44

Total Responses 44 40 66 60

SOURCE: Compiled by Author from questionnaire Response

Common stock valuation 1s one of the most controversial issues on the
Exchange floor. This is due to several factors that mfluence the price of variable
income security, factors inherent and fundamental to the stock, factors outside the
issutng, company’s control such as economie, business, political and psychological
factors that must be considered. With the case of the NSE, the pricing mechanism,
functioning and operations of the pricing system are not accepted by many of the
respondents; about a total number of 66 or 66% of the responses. Most respondents
interviewed complained that the stock prices are not the true reflection of the intrinsic

value of the stocks of the company quoted. From the above table, brokers the main
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pgroup concerned with this pricing issuc strongly refuse the fact that prices are
appropriately valued by 80% or 24 of lhe.ir lotal responses. Also the i‘nvest0r§ with
58% or 18 of this responses and financial intermediaries with 54% or 13 of their
responses support the fact that prices are not a true reflection -of the true value of
stocks.

These are the groups who slrive {or adequate and appropriate pricing of stocks
on the exchange and complaints of undervalued or overvalued stocks or shares of |
quoled companics, among other reasons are common in the market. One of the
rcasons for the opcration of the parallel market outside the Stoé;k Exchange floor in!
the past years was as a resull of the pricing problem. It niight not bé surpris‘ing for a
total number of 16 or 66% of the respondents of the management of NSE/SEC and a
number of 4 or 57% of market analyst and regulators to accept thg fact that prices are
appropnatcly valued. They are the market operators and necd to support their efforts.
-Thus, in the overall, their views could be overlooked in this case. However, a total
number of 66 or 66% of the total resbonses supported the fact that stocks are not
appropriately priced, with only 34% placing reliance on the markets pricing -

mechanism,
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d. Whether there are chances of abnormal profits as a result of insider

dealings.
TABLE 4.2.12
Respondent Yes | No —
No of | % of | No of | % of
i Responses Responses Responses | Responses
Investors 19 159 13 41
Brokers AL 1 70 12 30
| Financial Intermediaries 1o 100 - -
| Market analyst/operators | 4 07 2 33
Management of NES/SEC 10 66 8 44
| Total Responses 67 06 _ 35 34

SOURCE: Compiled by Author from questionnaire Responses
From table 4.2.12 above, it can be observed that all groups of respondents

accept the fact that there are chances of abnormal profit as a result of an investor
trading in the securities of a quoted company based on unpublished price-sensitive
information of the company. A total of 67 or 66% of the respo.ndenls support this
fact. The responses [rom the financial intermediaries show 100% in support, while
66% ol management of NSE and SEC, 59% of investors, 70% of brokers and 67% of
market analyst and regulators are also in agreement. The low percentage of 59%of
investors, wlticlm the lowest n this 1ssue should not be surprising since they are the
ones who seck unpublished information about the companies they wish to trade in
their shares.  Even though mn the developed or considered efficient stock markets this
issuc of insideg trading has not been completely wiped out, that of the NSE 1s very
prevalent. One of the difficulties of accepting the applicability of the strong form of .
the Efficient Market Hypothesis (EMIH) in determining market efficiency has been

the issue of insider dealings.
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e. Whether the Market can be said to be Efficient.

TABLE 4.2.13
Respondent Yes o No __
No of [ % of | No of | % of
Responses Responses Responses | Responses
Investors 06 . 26 81 ’
| Brokers 14 47 16 53
| inancial Intermediaries ’_- - 15 100
| Markel Analyst/Regulators 03 50 3 © 50
“Management of NES/SEC 12 60 8 40
| Total Responses |35 34 68 66

SOURCE: Compiled by Author from Questionnaire Responses

Judging from the foregoing analysis that delved into some basic features of an
efficient market, one can conclude that the market 1s not efficient. For further
confirmation to this issuc, the responses on the market’s efficiency specifically were
received. A total number of 68 or 66% of the responses show that the market is not
efficient. This can be broken down with investors having about 81% of their
responses 1o this fact, financial intermediaries wholly (100%) in support that the
market is not eflicient and also brokers with 53% of their responses. These responses
show that the participants are not convinced of the market’s level of efficiency.
Perhaps, they take the market only as a last resort of capital as 1t ought to be.

Blendmng these findings with the high positive correlation coefficients of above
0.95 on the average and the result from the runs test within the study period, it could
be concluded that the Nigerian Stock Exchange is not efficient and that successive
price changes of sccurities are dependent on preceding prices.

The market might not, however, be adjudged to be totally inefficient in its

operational character. From the serial correlation test, it was found that prices are not
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correlaied about the coeflicient of 0.05 on the average; also under the Runs test, about
5%, and 34% of the total respondents show that the market is at least efficient. Thus,

the market could be said to be at a very low level of the Weak form of the EMH.

4.3 Determination of Predominant factor Influenciug Stock Price Movement:

Luterature suggests cerlamn varable that should be cmployled in measuring
investor reactions to stock performance — amony which include earnings per share
(EPS) and Dividends per share (DPS). The analysis that is discussed hercunder is
done first on quarterly groups and second on the overall sample'. That is, companie§
that usually pay dividends in fcspcctivc quarters of the year are groﬁped togethe;‘ and
the price sclected for cach s that end of quarler average price. This is*tlo avoid any.

bias on the sample when only the end of year average price 1s considered.
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TABLE 4.3.1: DATA ON DPS, EPS AND STOCK PRICE FOR 1994 TO 1997

A=t 1994 . ___| 1995 .
NAME OF COMPANY | DPS | EPS PRICE | DPS EPS PRICE
1*" Quarter Group Companies | _ -
1 Premicr Breweries Plc 0.00 0.07 0.83 0.06 0.07 0.81
2 [AmicoPle 0.2 (076 | | L8 012|076 135
3 Tate Industrics Ple 0.05 00 0.50 0.05 00 0.49
4 Daily Times Ple 0.06 00 0.51 0.05 00 0.46
First Quarter Group Averages | 0.07 0,21 0.76 0.07 0.21 0.78
2" Quarter Group Companies | ] o
5 Okitipupa Oil Palm Plc 0.07 00 091 0.07 00 079
| 6 Iirst Bank of Nig, Plc 0.50 | 1.56 3.39 0.50 1.40 2.93
7 Union Bank Nig. Plc 0.15 .53 2.10 015 [0.53 331
8 | Ashaka Cement Ple 0.25 0.90 308 0.25 ' | 0.86 574
Y Lennards (Nig) Ple 0.05 0.06 0.35 0,05 0.17 1.40
10| Liz-Olofin and Coy Plc 0.05 008 | 1053 ] 0.05 0.08 0.50
11| Allco Insurance Plc 0.25 .42 4.87 0.25 0.29 4.76
12 | Total Nigeria Plc 1.40 3.75 A3 3.20 5.42 12.34
2" Quarter Group Averages | 0.34 0.91 2.87 0.91 1.09 4.00
3" Quarter Gronp Companics o
13 Grommac Inds Pl 0.05 0.08 0.54 0.05 031 0.86
14 | Bewac Nig, Ple .05 00 0.50 0.05 100 0.50
15 | Champion Brew Ple 0,02 00 0.10 0.02 00 0.10
16 | W.A. Porland Comp Plc 0.25 241 3.25 0.50 0.79 13.45
17 | Berger Paints Plc 0.25 0.34 316 0.30 0.87 6.28
18 | Morison Industries Plc 0,15 .52 1.34 0.20 0,65 4,17 -
19 | WTNPle 0.10 0.13 0.65 0.10 0,37 2.45
20| AG Leventis Nig Plc 0.20 0.33 1.50 0,20 0.32 3,35
21 | UTC Nig. Pl 0,09 00 0.91 0.09 0.12 1.67
22 Bata Nigeria Ple 0.05 00 0.50 0,05 00 0.50
23| Smithkline Beecham Nig Ple | 0.32 045 1329 (020 [039 537
24| Blackwood Hodge Ple 0.17 00 .89 | 0.17 0.04 047
25 Stokvis Nig Ple 0.06 (0 0.15 0.06 00 0.14
20 | Abplast Product Ple 0.02 (.03 110 0.05 (.13 0.99
27 W.A. Glass Ind Plc 00 00 (.50 00 00 0,40
28 | African Petrolenm Ple | (.80 1.43 4.82 2.00 6.28 1533
29 | United Nigeria Teatile Ple 0.25 0.23 382 0.25 112 3.82
3" Quarter Group Averages | 0.17 (.35 1.65 0.25 0.67 3.52
4" Quarter Group Companics - B
30 R.T. Briscoe Ple 0.15 0.27 1.55 0.16 (.37 2.75
31__| Nigeria-German Chemicals Ple | 0,22 1.66 3.77 0.22 1.10 9.79
32 | Chellarams Ple 0.10 0.05 0.49 .20 0.67 0.43
33 | Thomas Wyalt Nig Plc 0.20 0.45 1.08 0.30 0.45 3.84
34 Roads Nig Plc 010 (0 0.50 0.10 0 0.17
35 | 7-up Bottling Comp Plc 0.20 0.28 1.39 0.20 0.28 2.19
36| BCN Plc 011 00 0.95 0.1 |00 0.46
37 | Vono Products Ple 0,20 0.18 3,04 0.20 0.26 2.34
38 | Woest African Prov Ins Coy Plc [ 0.15 1 0.20 | 44 0.15 | 0.04 0.91
39 | Universily Press Plc 0.05 0.23 .96 0.05 0.14 0.94
40 Enpee Ind. Ple (.06 (16 1.36 (.10 (.42 1.30
4™ Quarter Group Averages | 0.14 032 1.50 0.16 | 0.34 2.30
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Table 4.3.1 continued

L1996 1997
NAME OF COMPANY DPS EPS PRICE | DPS EPS PRICE
1*T Quarter Group Companics
1 Premier Breweries Ple 0,06 00 0.79 0,06 00 . 1.09.
2 Arbico Plc 0.15 0.27 1.64 0.15 0.27 1.37
3 Tate Industries Ple (.05 00 0.30 0.05 0.39 0.13
4 Daily '_['inms Plc e .06 0.20 (.30 .60 4o 9;5_[
First Quarter Group Averages | 0.08 0.12 0.77 .22 0.17 0.50
2"‘T?21mrl£r_§'rgl_lnl".mnp:mius - B -
5| Okitipupa Oil Palm Ple 0.07 0.07 0.90 0.07 | 007 1.02
6| First Bank of Nig, Plc 0.50 1.38 6.67 0.56 | 1.40 15 84
7 Union Bank Nig, Plc 0.25 0,72 6.36 0.50 1.20 14.00
8 Ashaka Cement Ple 0.30 2.29 10.05 0.18 (.91 13.42
9 Lennards (Nig) Ple 015 0.18 (.85 0.15 0.18 0.80
10 Liz-Olafin and Coy Ple {(hos 0.08 (.21 0.05 0.08 0,16
11 Allco Insurance Ple 0.25 0.48 7.63 0.25 0.44 15.08
12 | Total Nigeria Plc 5.00 5.96 37.38 2.00 3.74 68.93
2" Quarter Group Averages | (.82 1.40 8.76 0.47 1.00 16.16
3" Quarter Group Companies | L -
13 | Grommac Inds Plc 015 0.25 1.06 0.20 0.37 2.560
14 | Bewac Nig, Ple 0o 2.00 0.50 00 00 0.50
15 | Champion Brew Ple 102 oo 0.10 0.02 00 | 0.10
16 | WA Porland Conp Plc 0.75 6.57 28.01 0.80 6.57 3.73
17 | Berger Paints Ple 0,40 0.68 0.73 0.40 0.52 3.43
18 | Morison Industries Ple 0.05 0.19 4.23 0.20 0.31] 3.90
19 | WTN Plc 0.20 0,66 6.14 0,10 ]0.25 543
20 | AG Leventis Nig Plc 0.10 0.27 (.90 0.10 0.27 2.13
21 | UTC Nig. Ple 0.14 0.17 1.05 0.14 0.17 1:37
22 Bata Nigc]_i;] Ple 0,10 0.19 0,50 0,10 0,19 .._l'_(!{_)_
23 | Smithline Beecham Ple (.20 0.29 8.48 0,25 0.37 5.30
24 | Blackwood Hodge Ple | 0.18 041 0.62 0.18 0.15 0.92
25 Stokvis Nig Ple 0.07 00 0.14 0.07 00 0.14
26 Abplast Product Ple 0.05 0.60 0.84 0.06 0.02 0,96
27| W.A. Glass Ind Plc 00 00 0,40 00 00 0.40
28 | African Petroleum Ple 2.00 2.72 28.70 2.00 2.72 45.78
29 [ United Nigena Teatile Ple 0.30 104 7.43 035 [ 104 5.03
3™ Quarter Group Averages | 0.28 141 5.04 0,29 0.76 7.86
4" Quarter Group Companics
30 | R.T. Briscoc Ple 0,17 0.37 Ao 0.17 0.37 3.34
31 | Nigeria-German Chemicals Ple | 0.50 1.73 8.07 0.50 1.69 9.07
32 | Chellarams Ple 0.05 0,19 0.50 0.10 0.35 0.50
33 | Thomas Wyalt Nig Ple 0.35 0.89 8.03 .35 0.54 2.08
34 | Roads Nig Plc 0.10 (0 0.37 0.10 0.17 1.79
35 | 7-up Bottling Comp Plc 0.20 .29 139 0.30 0.60 2.67
36 | BCN Plc 0,11 00 0.26 0.11 00 0.26
37 | Vono Products Ple 0.20 0.27 2.34 0.20 00 2.9
38 | West African Prov Ins Coy Plc 0.05 017 0.78 0.10 0.23 1,05
39 | University Press Ple 0,10 0.30 .33 (010 |01 1,50
40 | Enpee Ind. Ple 0.10 0.58 3.20 0.15 0.79 3.05
4™ Quarter Group Averages 0.17 0.43 2.78 0.20 0.44 2.62

SOURCE: Compiled from Daily Official List of NSE (equitics) for 1994 (0 1997
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TABLE 43.2  QUARTERLY GROUP AVERAGE VARIABLE SUMMARIES
[ 1994 ‘ 1995 l 1996 ’ 1997 ’ Mean Growth | Correlation

" | Rate % Coefficients to

I L b [ Price
l [ Qu.ulm Group V.III(IM(' \V(‘Id"(‘\ . S
| Dividend Per Share (DPS)N | 0.07 1007 1008 022 [63.1 0,99
] Dividend Payout Ratio (DPR%) | 333 | 333 l 667 l 120.4 | 65

Earnings per Share (EPS)N 921 1021 1012 1017 |-04 0.12

Stock Price () N | 0.76 'u_’m 10.77 [ 050 |-33.7

2"" lellcl (.mup Variable r\\’(‘l-‘il-gl.‘fs o _‘- S e e 3
DS (M) 034 oot [os2 [o47 4377 o016
DPR(%) 374 | 83.5 | 586 |47.00 | 76.65

EPS(IN) 0.9] 1.09 ( 1.40 | 1.00 19.65 0.11
PN 2.87 ‘ 4.00 {876 | 16 I_(l__[ 80.95 o _
3" Quarter Group Variable Averages . S I
DPS (M) [0.17 [ws 028 [029 21 0.91

DPR (%) | 48.6 (373 1199 1 38.10 { 21.56

EPS (N) } 0.35 {0.67 J {41 [0.76 (5193 0.55

PN 1.65 |3.52 | 564 [786 [71.00 _
4 n'lldlll.‘l (.limp Y% :lll.lllll‘ \\n.lgzos _

DPS(N) 0.14 1016 1017 [0.02 [12.73 079
DPR(%) 43.7 14.71 {395 14545 {6.71

EPS (W) 032 (034 {043 {044 |11.68 0.87

P(N) 1.50 |1 30 ("?% 1262 158 |
Al ‘mmplc \.m able Averages ] - - L
DPS(N) 0.18 (035 {034 | 030 |27.56 0.43

DPR(%) 40.7 I 50.3 | 46.1 |65 [8.67

EPS (N) 5 0.58 | 8 0.60 ] 15.05 0.45

P. (N) 045 12065 {034 | 06.80 59.9

S /13 NN P YT N _

SOURCE; Compiled by Author 1rom tablc 4.3 .1
Correlation coeflicient of DP'S, -~ EPS each in relation to price (P)

4.3.1 Test of Hypothesis

The following hypothesis is posed as frame of reference for this discussion
Hy:  That on the Nigerian Stock Exchange, stock price movemecnt 1s more a

function of dividend per sharc than camings per share declared.
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H,: That oo the Nigenan Stock Exchange, stock price mavement is more a
function of Earnings per share declared than dividend per share, |
(1) First Quarter Group: ‘

For the first quarier group presented in the table above, it can be observed that
dividend per sharc was stable between 1994 and 1995, but rose to N0.08 in 1996 and
to M0.22 in 1997 yiclding an average growth rate of 63.1%. Dividend payout fatiu
grew consistently from 33.3% in 1995 to 66.7% in 1996 and 10 129.4% in 1997 ~ and
zﬁcragc growth rate ol 65%. Earniag per share, on lhel other hand cxpericiicéd a
decline in 1996 to M0.12, but rose to M0,17 by 1997- with an average ﬁegative gro‘»\lith
rate of — 0.4%. Stock price of companies in this group rose from N0.76 in 1994 to
N0.78 in 1995 but faced a decline to MNO.77 in 1996 and M0.5 in 1997. With an
average negative growth rate of — 33.7%. |

As botil EPS and stock price had negative growth f&tcs. and. one migﬁt
apparently say they are correlated positively, Obviously, the diyidend policy 1n Ithis
graup was not tied to earnings growth. The correlation between DPS and stoqk price
was very high with a coellicient of 0.99 while the correlatidn between EPS and stqck _
price had a cocificient of only 0.12. The evidence emanating from the;c results
suggest that the companics who pay dividends in the first qu;arter of the years stugied
have little relationship beiween slock price movcmen.l and EPS. The declining stock

prices may not be unconnected to the fact that most of the companies in this group

paid dividends out of reserves showing a poor performance of this group.



(i) Second Quarter Group:

In the second quarter group of companies, DPS grew [rom N0.34 in 1994 to
N0.91 in 1995 and declined to N0.82 in 1996 then to N0.47 in 1997, This trend was
also experienced m the Dividend Payout Ratio (DPR) with DPS having an average
annual growth rate of 45.77% and DPR having 76.65%. On the other hand, EPS
maintained a consistent rise from NO.91 in 1994 to 810.9 1n 1995 and to N1.4 in 1996
but fell shightly to d&1.00 in 1997 — with an average growth rate of 19.65%. Price had’
a rapid growth rate of 80.95% from N2.87 in 1994 (o N4.00 in 1995, to N8.76 in 1996
and #1016 1in 1997. The high DPR growth rate in this group shows that DPS seems
to be tied to EPS in contrast to the first quarter group. The high growth rate in price
can be seen to be as a result of the fact that companies in this group were companies
with performing stocks and also four of them including First Bank of Nigena Ple,
Union Bank Nig. Ple, Ashaka Cement Ple, and AllCo Insurance Co. Ple, were on the
top 50 companies by performance indicators on the NSE over the period. Also, the
financial industry has been experiencing an appreciation in their stocks within this
period. However, the correlation coefficient of DPS to stocks price was rather lower
than that in the first quarter group that 1s only 0.16 though shghtly higher than EPS
with 0.11. Again DPS 1s predommating in this group though not with a big margin.
Relhance can thus also be placed on EPS since DPS paid were out of EPS as shown by
the high DPR. Since DPR is very high, 76.65%, it would appear that the rising stock
price in the group may have been induced by the rather high dividends paid during the

period giving evidence to the “bird-in-the-hand™ theory.
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(iii)  Third Quarter Group:
The picturc 1s slightly different in the Third Quarter .GI'DL‘IJ) where DPS rose
throughout [rom M0, 17 tn 1994 to N0.25 1n 1995 1o N0.28 in [996 and §0.29 n 1997
with an average growth rate of 21%. DPR instead had a declining rate within the
period, with 48.6% in 1994, dropping to 37.3% 1n 1995 to 19.9% in 1996 and rising
to 38.1% 10 1997 with an average growth rate of 21.56%. This may be attributed to
asset expansion of companies within this group. LEPS also maintained the growth
pattern of the DPS, growing from N0.35 in 1994 to N0.67 in 1.995 to M1.41 in 1:996'
and then dropping 1o M0.76 in 1997 — an average annual growth rate of 51.93%. Stock
price scem 1o have been tied to DPS with a persistent rise frdm N1.65 1n 1994 to
M3.52 m 1995 to M3.64 n 1996 and to M7.86 in 1997 — an average grovs;rth ralel of
71%. One might again be constrained to argue that the rising DPS iust have induc;:d
the stock price 1o rise. |
Indeed, the cocfticient of correlation for DPS to stock price was high, 0.91
while for the EPS to stock price it cvened at 0.55. Like the other groups, thelDPS hagi.
a greater influence on the stock price movement than EPS. Majority of the complanies |
studicd Iell in this group. | |
(iv) Fourth Quarter Group:
Evidence cmanating from the fourth quarter group of companies shovx; that the
’DPS just as in the third group grew consistently throughou; from 20.14 in 1994 to
NO.16 in 1995 to MO.17 n 1996 and to MN0.2 n 1997 — average growth rate of
12.73%. The DPR cexperience the same trend with a slight drop in 1995 to 39.5 % butl

rose to 45.45% in 1997 — an average growth rate of 6.71%. EPS just like DPS grew
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throughout the period from N0.32 in 1994 to N0.34 in 1995 to N0.43 in 1996 and to
N0.44 1in 1997-an average growth rate of 11.68%. The positive gr?wth rates df EPS
and DP’S show again that DPS was tied to EPS through out the period, though with a-
low DPR. The coeflicient of correlation iu this group showed a different trend unlike
the otlicr groups. The EPS had a high coefficient of 0.87 to pri‘cc \;vhile bPS.
cocflicient 1o price was only 0.79. Though all the corrclation cocfficient are high, the
EPS in this group could be said to have a predommaling influence on stock price I'
movement than DP’S. The stock price grew from N1.5 in 1994 (0 N2.3 m 1995 to

M2.98 in 1996 but had a slight drop to &2.62 in 1997 with an average annual growth

raterofIS.SG%. '
(v) All-Sample Averages:

The picture that cmerges from the foregoing analysis suggests that inspiic the
growth in EPS, stock prices havcéndcd lo grow 1n the direction 'of the growth in'D_PS
m almost all groups except the fourth quarter group companies, as evident By their
correlation cocfficients. On the other hand, the near similarity of gromh rates for EPS-
and stock price has to be taken note of for the first, third and fourth quarter groups i..e
minus 0.4% and munus 33.7%, 51.93% and 71%, 11.68% and 15.86% rcspectivelyl.
Also, the correlation coefficients of DPS to price in the first, second and third quarter -
groups were extremely high vis-a-vis EPS to stock price

These two conflicting positions create a prablem of confidence in the choice of I'_
the more important vartabie. When data for all companies arc combined to obtain -
some single point of refercnce as in all-sample section in the table above, the picture‘

becomes slightly clcarer. However, the problems of averaging arc being taken

]
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cognizance of. While EPS maintained a consistent rise with a growth rate of over
15.05%, the DPS consistently dropped afier a rise in the second year. Growth rate in
DPS averaged 27.56%. In response, the stock price maintained a consistent rising
pattern with an average growth rate of 59.9%. From our computations, the curreluliurn
coefficient for DPS and stock price was 0.43, and that of EPS and p_rice was 0.45.
These shows that EPS has m the overall a more predominating influence on stock
price behaviour than DPS on the Nigerian Stock Exchange. This means that the
alternative hypothesis is accepted in favour of EPS. Inspite the clear overall pieture,
it should be observed that averages betray specific companies’ trend. Infact, the
conflict 1s not fully resolved in its very essence until when specific companies or

industries that tend to show betler results are studied in greater detail,

4.3.2 Responses From Questionnaire:

Table 4.3.3

Respondents DPs EPS
No of | % of | No of | % of
Responses | Responses | Responses | Responses
Investors 18 60 12 40
| Brokers 12 40 118 60
Financial Intermediaries 13 50 13 50
Market Analyst/Regulators | 4 44 3 56
| Management of NSE/SEC | 9 45 I 55
Total Responscs 56 48 59 | 52

SOURCE: Compiled from Questionnaire Responses

To further testify the empirical findings, the responses from the questionnaires

seem to show the same picture. The overall analysis show that 52% of the responses
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are in favour of EPS and only 48% infavour of DPS — still a low ..marg,in as in the
correlation coefficients. A brake down shows that investors support DPS with 18 (?1‘
their responses or 60%. This is obvious since most Nigerian inv;slors prefer to buy
shares of 4 company that pays dividend regularly and in an increasing lrend, that 1s,
“bird-in-the-hand™ investors. The sifualion reverses as the responses from the other
groups of participaits are being assessed, A total of 18 or 60% of brokers support

EPS, whilc hnancial intermediaries evenly support both vanable and also market

analyst and management ol the Lxchange support EPS with 56% and 55%

respectively.

Evidence from this study however suggests that EPS are a better moltivator of
stock price behaviour than Dividend per share j:;ayments in felation to investment
sclection. Though it is still not conclusively resolved which has the 'greatér influ.ence
on stock price movement because of the close range of their coefficients (0.43I for
DPS and 0.45 for EPS), it dues seem that EPS growth expectlations are valued more.
than DPS by a grealer number of knowledgeable Nigerians who regularly monitor
corporale perlonmance. Infact, most of the responses in favour of EPS were from f]le
“Learned” group of the market operations. This includes the Stock quk’ers who using
their price-fixing powcers olten immediately reflect corporate performance in :terms of

profitability and EPS in slock prices even before the declaration of dividends by sIUCh_

corporale bodies,

4.4 lhpact of Trading Volume on Stock Price Behavionr:

In a bid 1o determine the extend to which trading volume affects Siock price
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trends, a La Ying (1966), some questions were designed to assess the situation on the

NSE as follows:

a). What Significance Does Trading Yolume of a Company have on the Buy

or Sell Decision of its Shares

Table 4.4.1

Respondents Very Important Jdmportant Not Important
No. of Y off No. of Yo ol No. of %ol
| Responses | Responses | Responses | Responscs | Responses | Responses
Investors 13 9% 126 | 74% |6 | 17%
Brokers 2 1 T% 19 | 68% 7 25%
Financial - 00 [4 52% 13 48%
| Intermediaries ] -
Market I 17% 02 33 03 50%
Analyst/Regulator |} .y - L
Management of’ - 14 70% 06 30%
NSE/SEC 1 R [ !
Total Responses 6 | 5% 175 [65% |35 [30%

SOURCE: Compiled by Author from Questionnaire Responses

From the responses, a total of 75 or 65% of the respondents acknowledge the
fact that trading volume of a company has an tnportant influence i the buy or sell
decision of 1t’s stock, only 5% see volume very important while 30% of the
respondents do not look at volume important. Infact all groups of participants take
volume important except market analysts that has 50% of their responses that look at

volume unimportant for buy or sell decision of stocks.
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b). Trading volume is regarded important only because it serves as a
confidence indicator of that company’s performance.
From the table below, one could link up the first 1ssue of the importance of
trading volume to the fact that investors consider its nfluence only as a confidence
indicator of that company whose shares are being traded. Infact, a total number of 69
or 64% ol the responses are i favour of this.

Table 4.4.2

Respondents ~  Yes | No |
No. of % of No. of % of”

e | Responses | Responses | Responses | Responses

Investors - B 18 1 62% [ 1] 38%

Brokers 20  {67% 10 - |33%

| Financial Intermediaries (13 54% |11 46%

_Market Analyst . 3 4% |4 ST%

‘Management (NSL/SEC) 115 [ 83% %) "1 17%

| Total Responses 09 04% | 39 36%

SOURCE: Compiled by Author from Questionnaire Responses

All groups vehemently support this fact individually except market analyst who refute
it by 57%. This 1s in relation to the case above where they did not see any importance
of trading volume on the buy or sell decision of a company’s stocks. However,
volume 1s a measure of the intensity of mvestor’s emotion. Infact, it takes volume to
really move price of stock as observed by the 64% of the responses. It can thus be
concluded that trading volume 1s considered important to the stock price movement
only to the extent that it serves as a confidence indicator to mnvestors of a company’s

stocks on the Nigerian Stock market.
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4.5

(a)

(b

(c)

(d)

Summary of Research Findings:

From our analysis, the following findings can be cslablishegi;

That the NSE 1s not cfficient. This 1s evident by the high correlation
coefficients of 0.97, on thc average belween successive price changes of
stocks on the market within the period. Tllc-Runs test results and the response
from the questionnaires admmistered also support this. This means lhlal share
prices on the Nigerian Stock Exchange are nol random.

That the more predominating factor influencing share bricc behaviour or
movements on the NSE between carnings per share (EPé) and Dividends per
share (DPS) is EPS. The results from the test of this ﬂypothesis sﬁ;:)w thaé in
the overall, EPS has a correlation coefficient of 0.45 1o price than DPS 'willh
only 0.43 within the review period. Responses from the questionnaire support
this fact by 52% of total responses. Thus, EPS can.be said to be beiter
motivalor of stock price behaviour than DPS payments in relation’ to
investment sclection. .
That trading volumne is only important to the extent to which it scrvés as a
confidence indicator to investors about a company’s performancé on the
Exchangé. ‘ .
Response from the questionnaire and inlerview conducted suggest that fl..llul'é
prices can be predicted with a high degree of certainty on the .markct; that
patterns can be discern tn stock price movement to such an extent that a sinart

investor can take advantage to make abnormal profits. Also, that the Exchange

pricing mechanism is not reliable and also that there are dubious dciivitics of
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investors, who exploit the market through insider dealings. Other response
showed that most companies do not supply their performance reports to the
market on time, and also the interventionist forees of the government does not

allow free market mechanisms of demand and supply to operate, among

others.
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CIIAPTIER I'IVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS -

5.1 Introduction:

In this final chapter of the study, our lindings will be summarized so as to
enablce us draw a conclusion tom suclh lindings, and then make rcc_:ommendations as
to arcas we [cel in our opinion need changes or adjustments as per the subject malter,
The chapter 15 divided into six scclions; seclion {wo, the summary of the study;
scction three, conclusion;, section four, limitations and problems which were
encountered in the course of the research work; section five recommendulio% and

scetion six, possible directions for [uture research,

52 Summary: ' - -

The main objective of this study was to empirically asscss the operational
efficiency of the Nigerian Stock Exchange as regard the movement or behaviour of its
sccurity prices, that is, whether the successive price changes of slock§ are raqdo}tl to
be adjudged as being efficient. Also, to determine the more predominating factor |
between dividend per share (DPS) and carnings per share (EPS) that cause this
movement in stock prices. The problem of siudy was slated to have arsen among
other issues, the lacklusire performance of the market since its eslablislnncnt tharty- |
cighl years ago. The scope surrounded cquily securities that are listed on ilme first-ticr

(main) sccurity market (FSM), which represent about 90% of the market by the
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overall performance indicalors of size, capitalization, number of listed Securities,
valuc and volume of trading, ctc. The signilicance of the study was also stated, most

importantly to open to the fore what was hitherto not conceived of the markét- is -
level of efficicncy.

The literature review for the study discussed he financial market and its
classification into two scgments, namely moncy and capital markets. The study
adopts the stock exchange as the capital market that in strict sense is the secondary
scgment of the capital market for thé trlading in existing sccurities. Further, the
regulatory bodies of the capital market, cspecially in Nigeria, both stalutory and non- .
statutory, the development of the Nigerian Stock Exchange (NSE) w-vhiéh \INas
mentioned to be the brain child of the Barback Commitice in 1953 which started in
1961 as the Lagos Stock Lxchange until 1977 when it became the NSE; the
membership of the exchange, functions and objectives were discussed. The theoretical
framework of this study was basically on the rescarches that have been carried out
about the behaviour of equity shares or common slocks. The majﬁ fllrﬁst has been to
answer the question on how the movement or behaviour of stock prices can bo
determined 1n order to predict meaningfully fulure prices of stocks and also what .'
causcs {hese stock price movements in advanced stock markets. Thrcé schools of
~ thoughts in this issuc were discussed as the main schools that attempt to gcncratc.
possible answers 10 the behaviour of stock prices. These schbols inclqde: The
technical analyst school, who argues that they can discern trends in stuck price
behaviour, The fundamental analyst, who attempt to estimate the inlri.nsic wqrtﬁ of

sceurily by considering key economic and financial variables before an investment
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decision is rcached. And the Randomy Walk analyst or Efficient Market Hypothesis
theorists whi(’h docs not sce the usefulness in analyzing past prifzei in order to predict
future stock prices since prices reflect all available in[”or;nation about a stock in the
market. o . -
Literature un factors (hat determine slock price movement was also reviewed.
This was on the premise of Dividend Kelevant and irrelevant argument on the more
predominating factor that causes stock prices movement between dividend per share
“and carning per share, Studics in Nigeria in these arcas were also Highlighled. The
rescarcher, theretfore, concluded that a market that has undergone slruétural chaﬁges,
inflation, growth, and incrcase awarcness of the citizenry of its .o'pcrations. and
{unctions, needs a test of its efficiency based on the most recent school, Random walk
theory, which has been widely accepted by most researchers, both professionally and
in the academia. |
As an cmpirical study, data was collected primarily from the daily 6fﬂcial list
of the Nigerian Stock Exchange, equitics listing. Companies used for the study -as.
samples were sclected using stratified random sampling. Also, questionnaire and
interview mcthods were used (o obtain information from some participants of the
market particularly investors, brokers, financial intermediaries, market analyst, the.
management staff of NSLE and SEC. Both opened and closed questions were used in
the questionnaire. Queétionnaires were sent to all the six branches .of the Exchangé
and also to some major towns in Nigeria. The techniques used for ::ulalyzing the data
collected were stalistical-runs tesl and senial correlation, as \yclll as, Simplc and

percentages for the questionnaire responses.
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The data obtained were analyzed 1n terms of the hypotheses stated. The first
hypothesis, about the efficiency of the market was tested using sérial corrclatioﬁ and
then runs test and also by analyzing responses of the questioﬁﬁairc.l.oased on this
issuc. The evidents gencrated i this study appeérs to suggeslt that the NSE is not
efficient, This was cvident by the lugh correlation coci‘ﬁciénlﬁ from the S(;rial
correlation test, the resulls ol the runs tests and also feed back from the respondcnté to
the questionnaires. Findings from festing the sccond hypothesis, on the more
predominating factor mlluencing stock price behaviour, show that EPS is more
predominant than DPS. Other responses suggest that volume is only impo@ant to t};’c
cxtent that il serves as a conlidence indicator to investment decision of inv;-:stors.‘
Also, that Government influcnce on the market affects the free flow of its operations
as a Demand/Supply driven markel, and that most quoted companies do 116t supbly _
adequate and timcly reports about their performance in the market, amé)ng other
reasons and as such adverscly influencing the operations of the market,

5.3  Conclusions:

The NSE accupics a central place in llhc Nigerian Capital market. It éerves a
continuous role as a place for the sale of second-hand or existing securities and for the
mobilization of capital resources for industry and Government, The main purpose of
such a market is to transfer funds between lenders (sources) and borfow_eré
(producers) efficiently. Most cconomics use capital markel development as a potential

conduit for channeling long-term funds mto the productive sectors. The paucity of

long-tcrm capital for economic development and growih has been a bane of most
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developing countrics, including Nigerta, and capital market has been one of the focal
point as a credible alternative source and mechanism of supportir{lg equity long-tlerm
investment financing. In fact, if capital resources are not provided to thos‘c cconﬁmic
arcas (industrics) where demand 1s growing, and which are capable of increasing
productivity, then the rate ol expansion of the cconomy will inevitably suffer, |
The NSE has played a predonmunant role i promotmy the level of capitalll
formation and productive investment in the economy sinee its establishment (hirty-
cig;ht years ago. The exchange which started with only 19 sceurities traded on its l10_0r
1 1961, now bhas 204 sccuriiics made up of 20 Government Stocks, 57 Industrial
loans and 181 cquity stocks, all with a total capitalization of approximately N335
billion by 1997. Most of the companies listed have foreign/multinational affiliations
and represent a profile of various sectors of the economy. The Exchange has fecorded
significant g,rowtim in all 1its performance indicator$ such as market turno#ér, markct
capitalization, index, foreign invesiment portfolio transactions, and the new issues
market. However, for the market to fully perform the function for which it was
established, and thus justiy its raison d’etre, it must be effteient in its operational
character. S.pecifically, the raison d’etre relates 1o its role in determining and selting
share prices to reflect their fair value vis-a-wis the automatic incorpon;ation ancli.
interpretation of publicly avaluble mnformation about a company’s performéncé and,
prospects,
| An efficient capital market should allocate a greater propdrtion of a given
volume of savings 1o those companies who provide the highest pro.slpeclive' rates of

return afler given duc allowance for risk. Consequently, the price mechanism, through
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the market, should channel lunds into the most productive areas reflecting in turn the
whole societal needs. This means that information about a company should be wideify
and cheaply availablc to all investors and that scarce savings are oplimally. allocated
to productive investment in such a manner as to benelil everyone.r Thus, in an
efficient market, information must be freely available to rational profit-optimising
investors; stock prices musl be [awrly valued in such a way that the average investor
~ will receive a fair return because the market will be an efficient indicator of carnings
poleniial and risk. |

From our findings, it can be concluded that the market is not efficient in its
operational character. I other words, successive price changes of securilty were
dependent and as such prices were not approprialely valued. There are. chances of
correelly predicting future prices, thus prices are not random in the market. Also, the
morc predominating factor influencing these price movements between EPS and DPS
is EPS and that trading voluime is just a confidence indicator about a sec.urity‘ Ina 5id
fo seek reasons for the poor state of the market, several factors were discovered to be
the cause of such a position of the market.

Firstly, the interventionist roles of SEC and NSE mll the capital markét ha\'fc.i
partly contributed to thus poor performance and development of the market. This 1s
because the pricing mochanism, business volume, an.d price movcménts rcmr;lih under
tight control thus creating a shallow and ineflicient markcet. What ma_kcls for
efficiency in a markel is its broadness, depth, and frequency of activity occasioned by
high turnover of sccuritics. Also, the 5% rule that sets the upper and lowcr'limits to'

“~h equitics can rise or drop makes no sense in a free market mechanism.
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Anolher problem raised is the macro-cconomic instabilitics arising [rom

depreciation i exchange rate, high and rising mflation rates, poor quality and high
| e

cost ol financial services which are themselves of limited range, and also the lack of
conflidence aboul the solvency of key {inancial institutions and the high rate of
distress among, banks, ' , - .

Furthermore, the paucity of securities on the market resulting tb shallowness |
of the market has been another reason. The number of listed securities of about 264 of
which 184 are equitics arc so small for the market to have the necessary depth 1o
operate efficiently. Infact, this bhas led to the low volume of sccondary markel
transactions with less than 2 percent turnover ratio 'pér annum. Alsb, t‘hc low voiumc
of transactions on the NSE is as a result of large bloe of shares held by foreign and
instilutional mvestors who hardly trade their holdings; and most Nigerian investors
still regard investments like real estate property, as something {or keeps for posterity.
Most respondents pouicd oul that this buy-hold syndrome is a very serious problen
affecting the market operations. - | E : ,

Another reason is thal there is high transaction costs especially higher co.stl of
cquity funds relative to debt instruments resulting {rom higher taxes on equities,
absence of deduction from capital losses and lhugher underwriting expenscs such as
1ssuing, printing, distribution and registration costs. This': discourages conipanicé
above the minimum requirements of being able to be listed on the exchange from

secking to be lisled,

Also the mfrastructural facilitics in the NSE are mostly outdated, inadequate

and (nefficicnt. Both the postal and telccommunication systems are inadequate i the
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country and this makes trading activities difficult. There is the inadequate flow of
market information owing to these poor infrastructural facilities. {I:viarket information |
that could assist interested investors in making rational and mformed market

decisions do nol get disseminaied to all investors at the same (ime or speedily. More

s0, access 10 information on listed companics is limuded. Most of the im)cslor; and

brokers who responded complained that some companies have not even senti Lo the
markel their reports 1n the last three years.

Another hallmark has been the Tow public awareness of the tinancing
pu:;'sibililics of the stock market, Unlike tie inoney market 'whose aclivities are well
known, the activitics in the capital market are still nlol well knowﬁ and understood by
most Nigerians. This 15 evident by the buy-hold syndrome, that characterizes an
average Nigerian investor; religious beliefs where some investors are increasingly
deferring to as against the more liberal Western investor as conﬁrmcd'.by low
performance ol the prices of alcoholic beverage stocks e.g. Prémier Breweries Ple.
and Champion Breweries Ple. in the sample. |

The strong aversion to dilution of owncrship is anothier reason. Comparing the
total number of listed companies (184as at 1997) with the number of registered and
incorporated companies 1n the couniry s a strong indication of the underlying
problem facing the market. Nigerian inveslors are unwilling to lose control of thc'b
family promoted companies. The high transaction cost and the cost of ’going public:
may conslitutc a disincentive to most of these companies. More so, there i;

inadequate Government incentives for corporate financing through the stock market.

160 , . .



Otfer constrinty fueing the market inelode;  politicnl instabilily; inhibiled
enpital inflow from forcipn nvestors arising from vestrictions plieed o foseipn.
investors regacding business o enguge i, the muxsimui levol of equity paticipation
and cepatriation of earsings and prineipal; Hhqguidity due to the shattow deptl:, breadth
of markel, low prolessionalism or limited experience porsonnel on cupilull market
~operations, lack of proper supervision of key players of the market; an;J the poverty
state of an average Nigerun citizen, cven (f aware may not bave the funds to-trade w
the market. |

Conclusively, the importance of the Nigertan stock Exchange to cconomic
development in spite 1ts slow growth and inefficiency cannol be over-emphasize‘d. It
will continue to provide avenaes for Government and corporate entitics to effect
optimal financing and capital base broadening. Such sound {inancial services will, qu
doubt, serve as bedge against the vagaries of bustness and economic cycles that have
in recent times shaken the basic fabrics of the national economy. The stock markel
provides the right sign posts that serve as economic indicalor_s and a means through.
which the nceded econonue development and recovery could be achieved. Recent
developments i the market such as the Central Securitics Clearing System (CSCS),
the IAutomatcd Trading system (ATS), the mternationalization of the market among

others will have a significant inpact on the operation of the market and thus shift the-

paradigm positively to a more cfficient market.
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5.4 Limitations to the Study:

This vesearch study encountered some limitations, Uist ol all, the selection of
stockprices of the companies within the review period was o tedious process sinee il
mvolves a liepe range o data o work withe Also petting, the Stock Exehange ofTicial
List was not easy because the Stock Exchange hibranes vistied had them haphazardly
documented. Also, there was loted Tiieriture o absence ol iternture on the NS as
[ 0 e movement ieeaneorn

Another limtation was (he non=responses of most ol the questionnaires issued,
Oul of 200 questionnanes adimmstered, only 113 questionnanes were recerved from
the respondents. Also, some respondents did not complete the questionnaires. ‘The
demerits of questionnaires and interviews in obtaining information were also a
limitation. For instance closed questionnaire has little depth and limited scope for
information yield; misinterpretation of questions; and the bias and psychological
influence of the mterviewer.

The sampling method used in the study (stratified random sample) could pose
different results i the study was conducted using other sampling method, for
example, using stratificd non-random sampling or industry to industry analyss.

Another limitation was m the interpretation with adequate reasons for the
results established from the lindings. This 1s due to the mixed economic indicators
and preferences of most mmvestors on the market. Any effort made to explain
adequately the results might not be wholly satisfactory.

The scope used m this study could have been, say up to ten years in order to

have reasonable conclusions about the market. But the period as from the
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promulgation of Structural Adjustment Programme (SAP) until now has undergone a
lot of structural changes and may pose a lot of problems to the findings of the study.
The time for the study and funds required for the research was limited. Money
was a big problem since it warranted the rescarcher to [requent the Stock Market
Moors and (o contact soime mmvestors and brokers. Though this was done to a limited
extend, 1t would have been possible 1 enough funds were avatlable, Also, the
responses  [rom the questionnaires took a long tme (o be received  from the
respondents, Nevertheless, the eircumstances were adequate enough for the study to

be carried out Lo ity Togieal conelusion,

5.5 Recommendations:

The study has argued that the NSE as a main source of long-term financing for
investment development has remained sluggish in terms of growth, efficiency,
activity and fund mobilization. Its operational character remains cumbersome and
awareness of its functions limited. As a result, users of the market remain few,
securities are still in short supply and participation in the market restricted to few
large companies and the Federal Government.  Some solutions proftered to mitigate
some of these problems and thus improve on its efficiency include the following:

a). Adoption of sound macro-economic policies, namely: Realistic

exchange rate, realistic interest rates, and efficient deregulation of the
cconomy. This will enhance an overall socto-political climate, which

will stimulate savings and investment, and hence growth.
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b).

Privatisation and commercialization of Government enterprises, has
proved 1o be the real driving force to the growt‘l’} of Imalny emerging
Stock Exchanges. Privatization in particular quickly increases the size
and liquidity of small markets. With the privatization pmg,fa.rmne in
Nigeria, over 23 privatized enterprises have been listed on the NSE
sinee the deeree was promulgated. More necentives are desirable to
stimulatc  non-Governmental c¢fforts at  broadening thle scobe of
investible securitics for domestic and forcign investments.

Also, luture privatization exercise should be opened to no;i—
resident participation. This would generate necessary foreign exchange
for such cnterprises, 1 addition to nternational exposure. The
experiences of some Latin American Markets in search of funds and
listing, through privatization of public utilitics are worth emulating,
The {loating of Ghana’s Ashanir’s Goldficld Company and the recent
application of United Bank for A'fricé (Nigcrial) Plc on the New York
and London Stock Exchanges are growing cxamples towards this drive.
No capital market institution works in isolation: and for the entire
system (o function properly therefore, fiscal policies.and incentives that
can stimulale both investors and users of long-term funds should be
made by Government. This means that, the Gove;'nmcnt should take
cognisance of the fact that the shorlcomings in the operation of the
markel as presently constituted, can only be alleviated by policiés

which recognizes synergy between the private sector as the engine of
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ceonannie growih and development, and govermment us provider of

b

imfrastrocture o sale environment conducive for business aclivities.
/

Government should, Tor example, redouble s eliot i bringing (he

privatization exerctse bick on track whilo removing smpedinients such

wi eost ol liting which discournge compunies from seeking quotntion,
Tho . mstdativnnl Tounwwark by o e developed  Tor adequate
snlinstroeture for elTiciont consnaniention, pricing ol issues, markoting

ol equitics,  efficient  deliveries md - settlaments,  Comaunieation

facthitics must be adequate (0 eelay mlormation between buyers and

ssellers. The ntroduchion of an institutional system [or transmitling

information regarding price, market and quoted companies to the public
1s necessary {or mstilling confidence and knowledge about companices.
The inlroductionoﬁlc CSCS (an integrated control depository, clcari.ng
and scitlement system), and the Automated Trading System-ATS (1('}'-
access stock Brokers” ollices anywhere iﬁ the count:ry with the central
processing unils, (CPU) of the Exchange) should be stimulated in the
right direction,
Increased pubhe awweness about the sccuntics market. Both the
market operators and other regulatory authoritics could do this. Morg
public enlightenment programmes on capital maricet related issues
should be organized on a more regular basis to cater Forl diverse
interest. Training programmes for financial journalists, putting them in

a better stead to report accurately the operations of the Siock Market to
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Nigeran’s investing public and corporate fund users should be
encouraged. In essence, educational programmes should be an integral
part ol the development and growth of the Stock Market,

The reduction ol corporate tax for public companies would encourage
private companies (o go public and enhance their operational efficiency
which would ultimately benelit the economy, Public companies are
penerally believed (o be more Tinancially pradent and transparent as
thew accounts and activities are subjeet (o public scrutiny, These
companies are therelore, less likely o evade tax, and sinee proper
accounts are kept and published, the Government will find it casier to
collect taxes with only little loss in revenue from corporate tax. Also,
tax holidays of say two to four years should be given to newly listed
companies (o defray the cost of quotation and encourage listing on the
Stock Exchange which would deepen the Stock Market for both
domestic and foreign investment.

The 17% of the GDP of the NSE’s market capitalisation as at 1997 is
low, indicating that the Exchange has a big potential to attract
significant number of new listing applicants from within the economy.
Mecasures to increase new listings which will subsequently increase
market capitalization and liquidity should include: the intensification of
stock market as a source of long-term finance to industry and

Governmenl, promote the use of bonds by companies and Government,

16O



). |

reduce the e [rame for processing applications by the NSE to say
onc week and also effective under-writing of all new issucs.

Also, listing requirements should be continuously reviewed to meet
corporate oflshore lnancing through cross border Listing and the
employiment of instruments such as the American Repository Rccciplt‘s
(ARS) and Global Depository Reccipts (GDRs). |

To enhance competition and cnable companies across the cou.;.nlry o
benefit from the Stock Markel, G{_;pvcrmncnt should give fleéesséry
support to the privale sector Lo establish regional stock exchanges. This
formed part of the recent report of the Odife’s panel on Capital Market
Reform that gave risc 1o the Abuja St.ock Exchange (ASE) Our opinion
15 that the government should provide the necessary support and

meentives rather than direct involvement.

In conclusion, i the emerging markel environment,  following the

inlernationalization of the NSE market, consideration for thcée factors should be
imperalive because il the market fails to meet the speed and efficiency standards, the
capital meant {or it will invanably be invested clsewhere, possibly resulting to net
capital out-flow. In the casc of Nigeria as a newly liberalized market, the'capilal'

inflow may be less than optimal if concurrent effort 1s not made to enhance the speed

and cfliciency of its operations, The market has grown tremendously since its
establishment and factors cnhancing and limiting its growth cannot be fully capilured

in a study as this. 1t ranks lugh among African stock Exchanges and should be

assisted to grow continuously.
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5.0 IPossible Divections (or Futare Research;:

’

It sccms salc to say that this study has presented strong evidence in favour of
the Random-Work hypoihesis, thal the Nigerian stock Exchange i.s not'efﬁcienl.
However, in business and ccononﬁc research, one can never claim to havel established
a hypothesis beyond question, There are always additional tests which would tend
gither (o confirm the validity of the hypolhesis or to contradict results préviously_
obtained. In the lnal paragraphs of this study, we wish (o suggest some possible
directions for luture rescarch,

(@  There should be additional possible tests of dependence on sccurity prices.
One can carryoul a purely statistical lest to support the assumption of.
independence, or proceed by directly testing different mechanical rules to see
whether or not they do provide profits greater than the buy-and-hold profits.
Most academic rescarches to date have tended to concentrate on the statistical
approach, with little efTort to test the various Ci)artists lhe;)rics that are popular
in the {inancial world. Systematic validation or invalidation of these theorics,
in an cmerging market like Nigeria, would represent a real contribution.

(b)  Most researches carried out have been concerned  with simply linding
statistical distributions that scem to coincide with the empirical dislribuiions of
price chanlgcs. There has been relatively little cffort sp;:nt in cxpioring tho
more basic processes (hal give rise to the empirical distributions. This mcahs,
that there has been yot no general model of price formation in the stov;k

market, which explains price levels and distributions of price changes in terms
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of the behaviour of more basic cconomic variables. Developing and testing
such a mode!l would contribule greatly toward cstablishillg sound theoretical
foundation in this arca in Nigeria, ' |

Also, [furthcer studics should be carried out to determine the more
predominating factor that mfTuences stock price behaviour m the NSE. Su I'ur','
our lindimngs and other lindings in developed murkets still provide inconclusive |
evidence in terms ol these [actors euher in the dcvcluping stock cxcluuigc like
Nigerii, or dcvc[np@(uml more active stoek exchanges like New York and
London, Peculiar tuctor, buth intrinsic amd extringie, 1o the stocks of’ cmcrging
markets that mfluence these bebaviour other than the ofl reported Tactors

should be studied. Tlus will help, in our opinion, to clarify some of the

problems encountered 1o establishing the efficiency of such a market.
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APPENDIX |

STRUCTURE AND GROWT QF THE NIGERIA SECURITIES MARKET,

NG OF NO OFINI, NO OF NOOFSTATE |7 hu-rw ISATION
YiEAR FQUEI'IES LOANSTPREF, SHARL GOV BONDS B()NI)IS Te¥rAlL N BILLION
1961 3 10 6 - 19 055
1965 6 5 17 ' - 28 W82
1971 4 6 32 - 52 .50
1978 42 1 a8 ] 102 2.96
19K " 1 T 1 153 dodbs
1941 v 14 55 1 T 484
1952 93 % 56 1 16K 192
8) on 26 87 [ 177 577
YN W 0 hh i 178 S50
19K% 98 0 s { [N (1
1986 ¥ b2 57 1 186 Tk
1987 1k Bl 5 i IN5 HoH
1988 104 NT) ¥ 3 L8 LIH
1949 1y 36 54 s Zo% 1204
1990 133 43 40 5 221 15.70
1991 135 46 41 5 227 22,60
1992 152 56 37 5 250 32,00
1993 ' 176 53 40 5 274 46.90
1994 177 53 43 5 278 6550
1995 183 4 ) 5 271 17110
1996 183 €3 40 5 o) | 280,00 '
1997 184 56 23 4 267 . 4B

SOURCE:  Compliled From IXata Supplicd by NSJE (1461-1997).




APPENDIX 11

SELECTED QUOTED COMPANIES USED FOR THE STUDY

-
S/mo | Company Name
| 1 " Grommac Inds. Ple -
2| Okitpupa Oil Palm Ple
3 { Bewac (Nig) Pl -
4 | RT Briscoe Ple l
5 First Bank of Nig. Plc
6 Union Bank Nig. Ple
7 “Champion Brew Ple
8 Premier Breweries Ple
9 Ashaka Cement Pl
10 WA Portland Comp. Plc
11 Berger Paints Ple
12 Nigeria German Chemicals Ple
13 - Chellarams Plc
14 Morison Industries Ple

15 Thomas WEu_Nig Ple
16 | WIN Plc
17 A.G Leventis Nig. Plc

18 | UTCNig. Ple

19 | Arbico Plc

21 -TWBming Comp. Plc
2| Tatc idusirios Ple
23 | Bata Nigeria Plc )
f"24 Lennards (Ni:g:_)_l’liz-_-- - 1

25 |BCNPle

20 Smithkline Beecham Nix. Ple
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|

27 Liz_Olofin and Company Plc
28 Vono Products Plc
29 Allco Insurance Plc
30 Woesl Alrica Prov Ind Coy Plc
31 Blackwood Hodge (Niz) Ple
32 Stokvis Nig. Ple
33 Abplast Products Plc
34 WA Glass Ind Plc
35 Alrican Petroleum Ple
36 Total Nigeria Ple
137 Daily Times P’le
38 University Press Plc
39 Enpce Ind. Ple
40 Uniled Nig. Textile Ple
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APPENDIX 111

END CF MONTHS PRICES FOR 1994

/
I I Qu.n:u' B B 2™ Quarter
! [ NAME OF COMPANY | Jan Icb Mar Ave, April May June Ave,
| | N N N Price N N N N Price
1 Grommic ]l]ﬂ%___ljl(; 0.54 6,54 0.54 0.54 0.54 0.54 [ 0.54 | 0.54
2 Okitpupa Oil Palm Pl | 0.81 [ 1,82 0.90 083 092 0% 0.91 0,91
3 Bewac (Nig) Ple 050 | o, ﬁli (1,50 0.50 0.50 0.50 0.50 0.50
A4 | RT Briscoe Ple R R 1,67 Lol 1.67 1.67 1.60 1.65
5 | FusiBank of Nig. Ple | 540 (507 (277 461 (306 348 (3062 3.39
O Umou Bank Nig. Ple | 142 | 2I 1.65 I, 41 l 93 212 224 | 2.10
7 Champion Biew Ple [ 0.10 010 000 010 0.10 0.10 1 0.10 010
8 | Premier Breweries Plc | 0.85 | 0.85 0.80 0.83 085 (085 [085 0.85
9 Ashaka Cement Ple 4.38 __4‘1 4.67 4.5 50 4 70 312|315 3.608
10 | WA I’or_lJ:Ln_q_( omp. p. Ple a0 I‘_H'_‘i_" 4.53 4 48 4 50 4.01 4.61 4.59
I Berger Paints Ple 120 | 4,05 o4 4.10 4_,9:1__ 3.10 310 345
12 | Nigeria German | 3.98 201 3.98 399 3.75 3.75 3.75 3.75
Chemicals Plc -
13| Chellarams Plc 0.50 | 0.50 050 o050 050 {050  [050 050
14| Morison Industrics Ple [ 1.87 | 1.87 1.88 187 192 202 [204 1.99
|15 | Thomas Wyatt Nig Pic | 1.00 .07 1.07 1.05 107|105 [ 1.05 1.06
16 | WTIN Plc 1,05 05 1105 115 105 [1os [0 o3
17 | AG. LeventisNig. Plc | 150 [ 150 (150|150  [150 | 150  |1.50 1.50
I8 | UTC Nig. Ple LOL |00 1oo 100 100 1100 [ 100 1.00
19 Arbico Plc 117 ] 1,19 119 118 1.20 120 | 1.28 1.23
20| Roads Nig,. Pl 0.50 |50 (.50 050 (050 [050 1050 {050
21 | 7up Bottling Comp. Pl | 2.67 107 2,00 2,65 2.52 2.48 2.37 2.40
22| Tale Industrics Ple 0.50 | (50 0.50 050|049 [050 050  [050
23 | Bata Nigeria Plc 1057 [ .57 0.58 0.57 054 |054  [052 [ 0.53
24 Luumrdx(mb) Pic 033 (032  [0.35 .33 (1.35 0.35  [0.30 .35
25 [BCNPle 1158|145 L. lll_ o rar 20 L6 1.12 .16
26| Smithkline Beechant | 5.44 2.50 358 5.50 5.82 1.32 3.2 342
- Nig. Ple e o — PO (-
27 | Liz_Olofin and | 0.065 (.64 0.55 0.6l 0.55 0.53 0.52 0.53
- (‘mupmn Ple B [ B S |
28 | Vono Products Ple 315 S0 3.306 3.29 3.36 3.36 3.36 1.36
| 29 | Allcodnsurance Ple [ 375 (413 (440 [4.09 [ 460 | 495 507 4.87
30 | West Alnca Prov. Ind. | 137 137 1.37 1.37 1.37 L33 1.37 1.37
Coy.Plc . - - L ~
31 | Blackwood Hodge (Nig) | 2.04 2.04 2.04 2.04 2.04 2.02 2.01 2,02
Plc
32| Stokvis Nig. Pl 020 | C17 o015 {07 o5 |05 [ol5 0.15
33| Abplasl Products Plc | 110 {110 110 110 L [ (110 1.10
34| WA Glass Ind Ple 0.50 .50 T0.50 050 1050|050 (050 050
35 | African Petrolenm Ple [ 4.78 [ <82 1 5.00 487 [500 |540 404|501
36| Total Nigeria Plo 985 | 10,17 ' 1040 [ 1004 | 665 | 702 | 7.73 7.13
37 | Daily Times Ple 051 | 5l "(HI 0.51 052|052 1051 (052
38| Universily Press Ple 090 (105 oo |oees (1o [reo Tieo |Loo
39| Enpee Ind. Ple 159 [1.59 1.57 158 [ 153 | 153|152 153
40 | United Nig. Textile Ple 4.42 44 445 4.44 445 444 4.43 4.44
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Appendix I Continued

S 3 Ouarter 4™ Qu.lriu‘
NAME OF COMPANY July Aug Scp Ave, Oct Nov Dec Ave,
| NN Price N_| N N N Price N
1 Grommac Inds. Ple 0.54 054 | 0.5 ‘54 0.54 0.54 0,53 0.52 0.53
2| Okitpupa Oil Palm Ple 097 [097 098  [097 1.16 120|122 | 119
3| Bewac (Nig) Ple 0.5( 0.50 1 0.50 | 0.50 0.50 050 050 |0.50
4| RT Briscoc Ple 165 | Lo8 | 188 | 1.75 154 | 156 | 1.56 .55
5 First Bank of Nig. Plc 375 3.5 (375 (375  [375 375 (375 375
K Union Bank Nig. Plc 2 ?H 234 [2.38 2.35 2.65 3.03 3.20 2.96
7| Champion Brew Ple |00 [o000 1010 010 o0 (010 [010 | 0.10
8| Premier Breweries Pl Ple 08y [08S [08S 0. Rﬁ 085 | 0.8 0.85 0, I-H
|9 Ashaka ComentPle 1321 [321 (322 [3.21 | 328 (352 [3.63 | 348
10| WA Portland Comp. Ple 3.35 1 535|338  [33% _ [3 e 17 A (412 [ 4.53 RN
11 Berger Paints Ple . _3:!(1 ] l() 1 16 3.16 302 | 238 2,06 304
[Z | Nigeria  German  Chemicals | 3.77 ! S 3.77 3.77 377 3.77 Ky
Ple 5
13| Chellarams Ple 0.50 050 ] 0.50 0.50 0.50 | 048 048 | 049
14| Morison Industries Plc 133 [ L34 (134 1134 [ 155 | L78 2.05 1.79
15 | Thomas Wyaltt Nig, Plc .05 (). R'\ {} 85 | 092 093 | 112 1.18 1.08
16 WTN Pl 0.95 tl 50 [_}_s(} 0.65 .50 (.50 0.50 0.50
17 1 A.G. Leventis Nig. Ple 1.50 1.50 | 1.50 1,50 1.50 1.50 1.30 1.43
18 | UTC Nig. Plc 091 (091 [091 [091 091 1091 091  [0.90
19| Arbico Plc_ 126|128 128 127  [130  [143 (143 139
| 20 | Roads Nig, Plc 0,50 050 1050 050 1050 050 050 050
21| 7up Bottling Comp. Plc 238 236|235 [2.36 1.43 1.35 1.38 1.39
22| Tate Industrics Ple 0.50 {050 |0, .50 .50 0.50 0.50 0.50 0.50
23| Bata Nigeria Ple — Joso Toso foso o ]aso 0,50 050 1050 050
24| Lennards (Nig) Ple 037|037 (037 (037 037 (037 (040 [038
25 | BCNPIc 07 o3 3 o4 [0 095 1092 | 0bs
20 hmlthhluu Dececham Nlb Plc_|3.28 | 3, 28 3. 1(] 320|348 1367 (385 [367
27 | Liz_Olofin and Company Plc | 0.50 050 (050 o350 o048 0,50 050 049
28| Vono Products Ple 334|302 302 [3.09 305 1304 1302 [3.04,
29 | Allco Insurance Plc 5.30 2. 42 2.52 345 302 325 (348 [325
30 | West Alrica Prov. Ind, Coy. | 1.37 1.40 1.40 1.39 1.40 1.41 1.51 L4
Plc
31| Blackwood Hodge (Nig) Pl | 1.94 [ 1.94 | 1.80 1.89 180 | 175 [ 176 | 177
32| Stokvis Nig. Plc 0.15 0.15 1015 0.15 0.14 0.14 014 | 0. [ 0.14 o
| 33| Abplast Products Ple oo (w1 107 (1ol (o095 |10
| 34| WA Glass Ind Ple L 0.50 1050 | 0.50 0.50 0.50 050 (050 050
35 [ African Petroleum Ple 485 485 [475 4,82 494 [ 558 ')2 | 548
| 36| Total Nigeria Plc 747|747 747 747|822 [7.67 s 32 | 8.07
37 | Daily Times Ple 0.51 0.50 | 0.50 0.50 0.50 0.50 0.50 | 0.50
38 | University Press Ple .00 [ 100 [ 100|100 100 1094 (094 (0.9
39| Enpee Ind. Ple 51 | 143 | 143 | 146 | 143|137 | 128 | 136
40 | United Nig. Texdile Ple 4.45 350 (350 | 3.82 3.51 151 3.51 3.51

Souree: NSE Daily Official List (equaities) for 1994
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APPENDIX IV

END OF MONTHS PRICES FOR 1995

1 s"Quarter 0™ Quarter
NAME OF COMPANY | Jan  Feb | Mar Ave. April May June Ave,
- Price | - B Price
| Grommag Inds, Ple _l_l-(a_-l tl .54 0.62 0.60 0.04 0.70 0.80 0.71
2| Okitpupa Oil Palm Plc__| 0.76_ | 0.82 0.76 0.78 0.78 1080 | 0.80 0.79
3 | Bewac (Nig) Plc 050 | 0,50 0,50 050 {050 050 [0.50 0.50
4| RT Briscoc Ple 57| .54 170 (1,60 .88 | 205 [2.23 205
S | FistBank ol Nig. Plc | 3.75 | 558 1260 4.00 200 [260  [3.60 2.93
1 ) lJlll_EM!_llll\ Nip, Ple al 4'? ! |56 3.00 2(;4 3.00 3.03 3,90 3.31
7 | Champion Brew Ple 010 [ o.10 n 10 0.10 0.0 lo1o n 10 0.10
8 Prener I!n,\\uu.s Ple 0.79 . 0.85 (J 7‘) 0.81 0.79 0. ?‘J (l 79 0.79
9 | Ashaka Cement Plc [ 385 | 445 4,40 423 470|530 723 5.74
10| WA Portland Comp. Ple | 5,12 | 4.50 6.25 5.29 7. 21 7 85 9.94 8.34
11| Berger Paints Plc 297 | 130 3.20 249 332 (368 [4.42 380
12 ¢ Nigeria German | 3.77 ! 3.98 3.77 384 3.55 1.00 5.00 3.38
Chemicals Ple I T
13 | Chellarams Ple 048 | 0.50 0.42 047 0.50 042 [ 045 045
14 | Morison Industries Plc | 230 1.87 238 187 042 1335 |345 |2 40 )
15| Thomas Wyatt Nig Plc | 1.37 | 1.07 1.50 1.31 170 | 1.87 1250 [ 2.02
16_ | WTN Ple 0.50 | 1.0S 0.50 0.67  [080 060 J08 1073
17 | AG Leventis Nig. Plc | 130 | 1.50 130 137|130 (130|238 L66
18| UTC Nig. Pl F0.91 | Lol 0.94 0.79 (077 077 086 0.80
19 | Arbico Ple 1143 | 1.17 1.45 1.35 145 [ 145 155 148
|20 | Roads Nig. Plc 0.50 | 0,50 0,47 0.49 045 [ 034 030 0.36
| 21 | Tup Botlling Comp Ple I '47 |2 (,'}' 133 1.79 1.14 0.95 1.45 .18
22 | Tafte industrics Ple ." 50 n .50 0.48 0,49 0.42 0.40 0.34 0.39
23 | Bata Nigeria Pl 050 | 0.57 0.50 0.52 0.50 {050 [0.50 0,50
24 | Lennards (Nig) Ple 0.4 H_} U4U 0.40 0.40 _1.25 142 | 1.52 | L40
25 | BCN Ple 0.75 | 158 | 0.50 [ 0.94 045 | 045 | 1406 0.79
26 | Smithkline  Beecham [ 415 | 5.47 4.60 4.74 470 1470 1 7.00 547
Nig. Pl - | . N T - -
27 | Liz_Olofin and | 050 | 0.64 0.50 055 050 050 [0.50 0.50
(‘uml_ my Ple S
28 | Vono l’mduc.ts Pl 2.97 3.35 EX 0 3.7 2,75 2.75 244 2.65
29 | Atico Imu'r'mu. Ple \_7'\ 105 4,00 3.93 1.35 4.27 5.65 4.76
30 | West Africa Prov Ind | 151 | 137 1.50 146 139 [ 139 [ 139 1.39
CoyPle | | o - N
31 | Blackwood “Ud“L (Nig) | 162 | 2.04 1.32 1.66 1.05 1.05 0.60 0,90
Ple
32| Stokvis Nig. Plc 004|017 0,14 0.15 |04 000 [0.00 0.05
33| Abplast Products Ple 0.89 | 190 0.90 0.90 1090 1090 0.80 087
34| WA Glass Ind Plc 0.50 | .50 0.50 050 (050 {040 040 0.43
35 | African Petroleum Ple 6.53 178 1.6 60 6.30 8.00 1030 | 9.18 9.36
36| Total Nigeria Plc 934 | 10,12 6.13 853|885 | 1160|1656 12.34
37 | Daily Times Ple 0.50 | 0.51 037 0.46 030 (030 [030 0,30
38 | University Press Ple 0.83 | 1.05 0.75 088 1060 [050 [0.60 0.57
39 | Enpee Ind. Pl 1.23 1,59 1.23 1.35 0.93 0.93 0.89 0,92
40 | United Nig, Teatile Ple 3.51 1.42 3.51 3.81 3.58 3.55 3.55 355
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Appendix IV Continued

- 7" Guarter 8" Quater
NAME OF COMPANY July Aug, Sep Ave, Oct Nov Dec Ave,
- | N N N [PriceN [ N | N | N Price N
1 | Grommac Inds. Ple (.80 ﬂlt'_{ﬁ_jl‘{‘L_JLH() 0. ‘)2 0,92 0.92 0.92
2| Okitpupa Oil Palm Ple 0RC 1084 (085 |083 086|085 (085 [085
| 3| Bewac (Nig) Ple iy 50 _[_3;5(1___P__(l_ﬁ_(_)___(__l_._._q{l'_ - 1050 10,50 050 1050
4 | RT Briscoc Ple (285 1290 (290 | 288 |274 274 | 277 | 275
5_ | First Bank of Nig, Plc__ 1750|930 | 9.80 | 8.87 980 [958 [950 19.65
| 6| Union I).ulk Nig. [’](, (v 71 6.68 0,42 0,49 6,22 588 5 88 399
7 1 Champion lln.\\_l’lx. ) 000 Tae o000 (000 rolo o0 010 0.10
8 | Premier Breweries Ple li 7079 _I_:- '{*J_ 079 o 7‘) 079 1079 _(!_1‘)_
9 | Ashaka Cenient Ple 8.85 9.20 1 10.00 {935 | _lil_?x_ 1045 (1043 | 10.39
10| WA Portland Comp. Plc 1215 [ 1340 [ 14.80 | 13.45 1580 | 17.20 | 17.0l 16.87
1) Berger Paints Ple 5.50 | 647 | 687 [ 6.28 7.07 741 7.58 7.35
12 | Nigeria German - Chenncals 7.85 8.05 910 | 8,53 Y.45 5 9,97 9.79
Ple
13 | Chellarams Iil_(. Il 40 040 [ 040 | 040 ll ﬂn 0.40 0.40 0.43
| 14| Morison Imlnsmu Plc 4,05 1415 4 30 4.17 435 | 4.42 4.42 4.40
15 | Thomas Wyatt Nig Plc 3.10 3.60 2. 7(] 313 3 ‘-7 4.02 4.08 389
16_| WTN Plc .80 [ 265  |290 [245 297 [336  |336 | 3.23
17 | A.G. Leventis Nig, Ple [3.13 [ 340 352 1335 3.41 3.05 2,90 3.12
18| UTC Nig, Ple 160 [ k70 170 167 L7070 166 | 1.69
19 | Arbico Ple .75 | 175 | 175 | 1.75 175 (235 [235 |2.15
20 | Roads Nig. Plc 020 to20 1017 o019 {017 017|017 l0a7
21 | 7up Bottling Comp. Ple | | 3 ﬁ[l 285 288 274 1276 | 190 | 1.90 219
22 | Tate Industrics Ple | 031 __(_ig_?_ 0, 0 |03 {0 12 0,32 0.32 0.32
| 23 | Bata Nigeria Plc 0.50 __1.0.50 0,50 .50 U 41} 0.50 0.50 0.50
24 | Lennards (Nig) Ple _I__S_‘.’! R | BS2 152 l 52 1,52 1.52 1.52
25 | BCNPlc 046 1046 046|046 0.46 0.46 0.46 0.46
| 26 ‘iunlh}_c_[_l_l_u,Bu.,ch.uu Nig. Ple Hli 1530 KA 75 537 1600 |68 1625 |6.14
27 | Liz_Olofin and Company Plc | 0. 50 0.50 0.50 | 0.50 0.50 | 0.45 0.45 0.47
28 | Vono Products Ple 244 (244 (244 (244 (244 244 (214 (234
29 | Allco Insurance Ple ) | 3 90 393 | 4.05 3.96 HH 463 1484 1451 |
30 | West Africa Prov. Ind. Cuy 1.22 1.20 .15 1.19 L15  |0.78 (.80 0.91
Plc
31_| Blackwood Hodge (Nig) Pl [ 040|050 [0.50 [0.47  [050  [050  [050  [0.50
32 | Stokvis Nig. Plc [0.14 {014 014 1014 0.14 014 0.14 0.14
33 | Abplast Products Ple 090 | 098 LO0 [ 0.99 1.00 0.88 0.85 0.91
34 | WA Glass Ind Plc_ { 040 o0 Todo [od0  Todo 0.40 | 040 0.40
35 | African Petroleum Ple ' n_ 20 (1500|1765 11533 [19.05 [ 20.50 [ 20.64 [ 20.06
36_| Total Nigeria Plc L2140 2677|2490 {2436 | 2700 [ 2930 | 2975 | 28.68
|37 | Daily Times Plc. 030|028 |030 029 030|030 |03 o3
38 | University Press Plc 080 {080 093 o084 093 109 |09+ lToos
39 | EnpecInd Ple 118 {125 156 [ 133 Lo [ L1 [ 118 130
40 | United Nig. Textile Ple 1.20 3.35 392 | 3.82 412|430 4.30 4.25

SOURCE: NSE Daily official list (¢

(juitics) for 1995
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APPENDIX Y
END OF MONTHS PRICES FOR 1990,
" Quarter i ] 10" Quarter
NAME OF COMPANY | Jan | Fcb | Mar Ave. April [ May June Ave.
| N [N | N |PriceN| N | N N Price N
I Grommiac Inds, Ple 0,92 0,95 1.02 0,96 1.05 1.27 1.30 1.21
2 | (}kllpnpl()ll Palm Plc 0.85 h]'._xs 0. 86 085 | {I 88 0.91 0.91 (.90
3 Bewac (Nig) Ple 0.50 | 0.50 0.50 0.50 0.50 [ 0.50 0.50 0.50
4| RT Briscoe Ple 280 1283 2.96 285|306 [330  |3.30 322
5 | First Bank of Nig. Plc | 473 [ 9.55 920 7831 670 1672 [06.70 6.67
0 DUmion Bank Nig Ple | 587 B 85 (305 (49  [oo6 621|621 636
7 (Il.llllpmn Brew Ple [ 010 | 0, n 0,10 0,10 0. n 010 010 | 0.10
8 Promicr Brewerics Ple | 0,79 | 0.79 079 079|079 L4 [ L14 1.02
9 | Ashaka Cement Pl [ 1045 [1053 | 11,30 176 | 748 [ 1108 [ 1160 10.05
|10 | WA Portand Comyp. Pic I?‘J? 8, 50 I‘J 3 800 [ 2085 [ 3132 [ 2420 25.40
1L | Berger Paints Plc [792 1732 7.05 743 [ 650 | 845 | 8.60 7.85
12 | Nigernia German | 10,00 I(J.UU 10,00 10.00 10.10 10,10 10,10 10.10
Chemicals Ple |
13| Chellarams Plc 0.50 1 0.50 0.50 0.50 1050 1050  [0.50 0.50
14| Morison Industries Ple | 445 [ 4.5 4.53 449 453 453 [4.23 4.43
15 | Thomas Wyatt Nig Ple | 4, '?h 4.51 535 4 71 (: I2 71.70 7.70 L7
16 | WTN Ple 336 [340 0 |3.62 346 425 1417 [as4 4.32
17| A.GLeventisNig. Plc | 260 1245 203 238|150 [Li6 | 125  [130
I8 | UTC Nig. Ple 154 [ 147 1.52 151 1.35 118 | L6 123
19| Arbico Plc_ 1235|112 1.45 o4 |12 e 1117 |15
20| Roads ! hl&. . Ple 0.15 0.14 0.47 0.25 8.30 0,20 0,20 2.90
21| 7up Bottling Comp. Pl | 1,90 1,90 1.33 1.71 1.90 2.22 2.22 2.11
22| Tate industrics Ple 0.30 0.30 0.47 0.36 0.15 0.13 0.13 0.14
23| Bala Nigeria Plc 0,50 10,50 0.50 0,50 0,50 | 0.50 | 0.50 0.50
24| Lennards (Nig) Ple 152 (152 o049 LI8 1090 | 0.83 081 1085
| 25 | BCNPlc - 040 036 0,50 042 029 026 |0.26 0.27
26 | Smithkline Beecham | 6.25 | .38 470 5.77 6.41 6.00 8.80 7.07
_NigPle A S N (R (N N
27 | Liz=Olofin and Cummn\ 0.45 i 0.45 0.50 0.47 0.21 0.21 0.21 0.21
Plc
28 | Vono Products Plc 244 E 242 (288|258 246 | 236 | 2.50 2.44
29 | Aiico Insurance Plc [ 507 ['5.46 4.25 493|655 [ 807 |827 7.63
30 | West Africa Prov Ind [ 0.80 [ 0.80 1.47 102 0.80 0.87 0.85 0.84
|| CoyPle - = N NI SN
3l Blackwood limlg,n. (\113,) 0.50 .50 1.32 (.77 0.50 (.50 0.52 0.51
Ple |
32| Stokvis Nig. Ple 014 014 0.14 0 [od fond o4
52 Algpl.tsl Prodm.la Ple 076 (.80 | 0.90 0.82 0.80 0.81 0.81
34 | WA Glass Ind Plc 0.40 | 0.40 050 1043 040 [ 040  [0.40
| 35 | Alrican Petroleum Ple 21.00 2142 21.65 21.36 21,65 126,50 | 26.70
36| Total Nigeria Pl 3030|3107 3152 13096 [ 3060 | 4060 | 4095
37 | Daily Tiunes Plc 030 | 0. .30 0.31 0.30 1032 0.52 0.54
38 | University Press Ple 0.94 | 0.94 | 0.68 0.85 | 0.95 1.00 1.00
¥ | E ‘npee Ind. Ple _122_ X .26 102 1.17 1.90 270 | 2.80 |
40| Unifed Nig, Textile Plc | 4.40 | 1.45 3.55 4.13 5.40 5.90 6.00
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Appendin V Continued

r
1

__lI_1I Quarter

IZ"' Qu:mcr

NAME OF COMPANY July Aug Sep Ave, | Oct - Nov Dec Ave
1 Price | | Price
1| Grommac Inds, Plc i LI0 | L0 | 106 108 7 1.08 111 1.09
2 Okitpupa Oil Palm Ple 0.9 (.91 0.91 091 1091 0.91 0.92 0.91
3| Bewac (Nig) Plc 0.5 050 1050 |0.50 0,50 0.50 0.50 [ 0.50
4 | RTBriscocPlc 133 315 [315 [3.20 3.15 3.16 318 [3.16
5 | First Bank of Nig. Plc 0.8 710 {710 | 7.02 710 [700 [700 {710
0 Union Bank Nig. Ple 0.2 020 | 8.04 (1_8}_ 7.60 590 1570|640
4 Champion Brew Ple It AL10 0,10 0.10 0.10 0.10 0,10 [ 0.10
8 | Premicr Bieweries Pl Ll e e [ L14 114 14 114
4 Ashaka Cement Ple 12.12 1410 | 16.60 | 14.. 27 19.25 18.45 16.70 | 18.13
10| WA Portland Comp. Plc 2500 [ 27.05 3199 | 2801 [ 3600 4100 | 4620 |41.07
11| Berger Paints Plc Cs6r 1595 (508|673 5.24 4.80 470 491
12| Nigeria German Chemicals | 6,06 9.00 9.00 8.0 9.00 8.70 8.30 8.07
Ple ;
13| Chellarams Plc 0.5¢ 0.50 1050 ]os0 050 ] 050 050 | 0.50
14 | Morison Industries Plc .27 4.23 4.23 4.23 4. 23 4.22 4,20 4.21
15 | Thomas Wyatl Nig Ple 160 1769|727 | 55 7.19 19 9.40 .30 8.63
16 | WTN Plc 5.27 580 | 735 |6.14 7,90 7.80 780 [ 783
17| A.G Leventis Nig. Plc 125 1010|145 | 093 .50 1.59 161 1.57
I8 | UTC Nig,. Ple 1,00 1.25 u 90 | 105 0.84 0.91 0.90 0.88
19| Arbico Plc_ 117 | L6 125 | 119 1.36 1.36 136 | 136
20| Roads Nig. Plc 0.2( 022 {032 |025 0.35 0.38 0.39 | 0.37
21 | 7up] Iiotllng_, (‘ump Ple 2.2 2.15 1.50 1.95 136 1.40 1.40 1.39
22 | Tate industrics Ple 0.12 0.12 0.12 0.12 0.12 0.12 0.13 0.12
23 | Bala Nigeria Plc 0.5 050|050 {050 050 0.50 0.50 | 0.50
24| Lennards (Nig) Ple 0.8 075 (070 075|073 0.62 0.62 | 0.66
25 |BCNPlc 0 026 1026 |0.20 0.20 0.26 026 026
26 | Smithkline Beecham Nu., 8.5¢ 844 8.44 8.48 8,44 8.44 844 8.44
Plc B | )
27 | Liz_Olofin and Company | 0.2] 021 |02l 0.21 0.21 0.17 0.17 0.18
Ple
28 Vono Products Ple 2.5 254 | 234 2.47 2.34 234 1234 234
29 | Aiico Insurance Plc | 8.3 530|640 | 6.67 750|990 | 1180 | 3244
30 West Africa Proy Ind Lm 0,85 0.85 0.85 0.85 0.80 0.79 074 0.78
Ple
31| Blackwood Hodge Nigh Ple [ 052 T050 079 Joe2 |09 092 o9z 092
32| Stokvis Nig. Plc 014 o o Tod oud 0.14 o014 o4
33| Abplast Products Plc (082 loss 085  |0.84 0.89 0.89 0.89 |0.89
34 | WA Glass Ind Ple 040 0.40 1040 [0d0 0.40 0.40 040 | 040
35 | African Petroleum Ple | 23-_,1» 3 27 (1_ 30,60 28.70 35.00 40,90 44.85 | 40.92
36| Total Nigeria Pic T4125 (4280 (4552 (4319 [ 4905 [53.60 | 5740 | 5335
37 | Daily Times Ple | 054 054 (.52 0.53 0.52 0.52 0.52 0.52
38 | University Press Ple 1.00 L3 [138 [ 117 138 | 1.30 130 [ 133 |
39| Enpee Ind_ Ple 3.00 305 304|303 [320 [3.20 320 1320
40| United Nig. Textile Ple 7.28 830|670 | 743|725 6.90 6.90 | 7.02

SOURCE: NSE Daily Olficial L1 { (cquitics) for 1996
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Appendix VI Continuoed

15" Quarter [ 16™Quarter
NAME OF COMPANY July Aug Sep Ave, Oct Nov Dec Ave,
B N | N N | PriceN | N N N Prict
1 | GrommacInds. Ple | 256 |25 |25 |256 1256 1256 125 | 2.54
2 Okitpupa Oil PalmPle [ 105 [ 102 098 | 1.02 100 1.00 100 1.00
3 Bewac (Nig) Ple ~|bSE [ St oSt joso 051 0.51 051 0.51
4 | RT Briscoc Plc 334 [33 334|334 3.34 334 3.34 3.34
2 First Bank of Nig. Ple 1260 | 1260 1260 | 12,60 12.60 12.60 12.60 12.6
6 Union Bank Nig. Plc 9.00 | 980 1228 | 10.36 10.00 10.00 13.30 11.1
7| Champion Brew Ple 010 [ 010 000 {010 {010 0.10 0.10 0.10
8 Premier Breweries Ple 090 | 090 090 | 0.90 0.90 0.90 0,90 0.90
9 Ashaka Cement Plc 1250 | 11.85 | 10.00 | 11.45 10,00 10,00 10.00 10.0
10 | WA Portland Comp. Plc 5400 [ 5700 | 5190 | 5430 | 49.60 46.00 45.00 46.8
| 11 | Berger Paints Plc 384 (380 [355 [373 [360 360 3.60 3.60
12 | Nigeria - German - Chenueals | 9,200 | .9.20 9.10 19.20 9.10 9.00 9.10 9.07

Ple

13 | Chellarams Plc 1 0.50 ] 0.50 0.50 [ 0.50 0.50 0.50 0.50 0.50
14 | Morison Industries Plc 390 | 390 380 | 3.90 3.80 3.80 3.80 3.80
15 | Thomas Wyatt Nig Plc 3.90 | 3.64 3.00 | 3.5] 2.75 2,70 2.60 2.08
16 WTN Plc 578 5.47 5,05 543 505 5.05 5.05 505
17| A.G Leventis Nig, Plc 220 (210 (200 [2.13 200 (200|200 200
18 | UTC Nig. Pic 1.47 1.37 1.27 1.37 1.27 1.16 114 1.19
19| Arbico Ple T T A 147 151 L5l 1.50
20 | Rouds Nig. Plc .37 1.53 1.68 | 1.53 1.88 180 1.70 1.79
21 | 7up Boutling Comp. Ple 213 j200 201 [208 242 270|290 267
22 | Tate industrics Plc 020 |0.20 020 | 0.20 0,20 0.20 0.20 0.20
23 | Bata Nigena Ple 1.14 1.09 0.77 1.00 0.71 A1 0.68 0.70
24 | Lennards (Nig) Ple 0,70 | 0.68 0.60 [ 0.66 {057 0.55 055 0.56
25 | BCN Ple 0.26 | 026 026 | 0.26 0.20 $.20 0.26 0.20
26 | Smithkline Beecham Nig, Ple | 5,40 5.70 4.80 5.30 3.80 3.85 3.95 3.87
27 | Liz_Olofin and Company Plc | 0.16 | 0.16 016 ] 0.16 0.16 0.10 0.16 0.16
28 | Vono Products Plc 310 [ 315 300 [ 3.08 2.90 2.90 2,90 2.90
29 | Aiico Insurance Ple 15,50 | 8.50 6,30 | 10,10 6.32 6.15 5.50 5.92
30 | West Africa Prov Ind Coy Ple | 1.05 | 1.05 | 105 | 1.05 1.05 105 1.05 1.05
31 | Blackwood Hodge (Nig) Plc | 092 [ 092 [092 [ 092 0.92 0.92 0.92 0.92
32 | Stokvis Nig. Plc 0.14 [ 0.14 014 | 0.14 0,14 0.14 0.14 0.14
33 | Abplast Products Plc 0.96_ | 0.96 0.96 | 0.96 0.96 0.96 0.96 0.96
34 | WA Glass Ind Plc 0,40 | 0.40 0,40 | 0,40 0.40 0,40 0.40 0.40
35 | African Petroleum Ple 4990 | 4545 | 42.00 | 45.78 30.80 30.80 3.55 30.7
36 | Total Nigeria Ple 5490 | 52.70 | 50.80 | 52 80 46.90 40.50 46.50 40.6
37 Daily Times Ple 0.50 (.50 0.50 0,50 0.50 0.50 0.50 0.50
38 | University Press Ple 1.57 | 1.57 157 {157 1.50 1.50 1.50 1.50
39 | Enpee Ind. Ple 3.20 3.20 3.20 3.20 3.05 3.05 3.05 3.05
40 | United Nig. Textile Plc 5.90 4.95 4.25 5.03 4.40 4.30 4.20 4.30

SOURCE: NSE Daily Official List (equities) for 1997
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APPENDIX VI
CND OF MONTILS PRICES FOR 1997

o i T Juarter _I:l‘_"_-Qual'l_c_r_ o
NAME OF COMPANY | Jan | Ieb | Mar Ave. Apnl  {"May | Junc Ave.
_ N N N Price N N N N Price 1
I Grommac Inds. Ple 145 | 1.8 2.38 1.88 2.70 2.70 2.70 270
2| Okitpupa Oil Palm Plc__ [ 0,92 | 0.95 100 096 101 [ro2 (o3 o2
3 | Bewac(Nig)Ple  [050 050 1050 050 (051|051 051 0.50
4 RT Brisco Ple A8 318 (350 [329 350 [350 {334 3.50
5 | First Bank of Nig. Ple__ (920 [ 140 [ 19.0 0 12025 1380 [ 13406 1584
O | Union Bank Nip, Plc E 02 12.25 6,10 |12 12 [ 1670 (1370 [ 1L60 | 14.00
i _'(.ll.ll'llj_'{lgll Brew Ple (} 10 [ 0.10 010 010 0.10 0.10 0.10 0.10
8 Premicr Breweries Ple I_ o L4 0.99 .09 099 094 091 | .95
9 | Ashaka Cement Ple | 1420 [ 13.80 [ 14.30 410 [ 1420 [ 1300 [ 1295 [ 1342
10| WA Portland Comp_Plc_| 52.50 | 5730 | 6380 | 5787 | 6560 | 6510 | 6230 6433
11| Berger Paints Ple | EEERE 430 442 410 a0 a0 410
| 12| Nigeria German | 848 | 852 9.15 8.72 9.50 9.20 9.20 9.30
Chemeeals Ple i S— - " I —
13| Chellarams Plc 0,50 | 0.50 0.50 050 [0.50 [050 050 1 0.50
[4 | Morison Industrics Plc 420 [ 4.20 4.10 4.17 4.10 4.10 4.10 410
15 | Thomas Wyall Nig Plc ‘)_H 1 5.10 4.70 5.23 4.00 4.25 4.15 4,33
16 | WIN Plc o 7 49 _?_(___}p 6.35 695 1620 ol 600 610
17| A.G Leventis Nig. Plc__| 1.72 | 2.25 2.52 216|255 [ 249|238 2.47
18| UTC Nig. Plc 089 1049 110 083 118 134 | 142 131
19| Arbico Ple | }(: ] L 38 1.38 1.37 1.40 1.40 1.40 140
20 | RoadsNig Plc | 0,55 | 0.71 0.85 0.70 L0016 {130 1.15
21 Tup. 130|l_l_|_ly£_ullll}__lf_h. | l 15 | 1.67 2.15 .76 [ 237 | 2.50 2.25 2.37
22 | Tate industrics Ple {i 13 0. I'i 0. 14 0.13 0.14 0.19 0.20 0.18
57| Bata Nigeria Ple 050 (063 20 o7 [h2s |12 12 |1m_
24 | Lennards (Nig) Ple 0.62 0, :»m 0,80 0 74 [ 0.86 0.78 0.75 0.80
25 | BOCN Pl o 0.20 _Lu_z_r_, 0.26 020|020 |026 |0.26 0.26
206 | Smithkline Beecham | 8.4 1.10 (.80 7.45 0.00 6.65 5.85 6.37
Nig. Plc o S s e -
27 | Liz_Olofin and | 0.17 0.17 0.17 0.17 0.16 0.16 0.16 0.16
Company Ple 3 . [ .
28 | Vono Products Ple 234 (248 310 204 (300 1310 1310 3100
29 | Allco Insurance Ple [ 1270 I 3.80 14.90 13.50 15:55 1530 | 1440 | 15.08
30 | West Africa Prov Ind [ 0.78 [ 0.93 0.99 0.90 104|100 | Loo 1.05
Coy Plc N SR - o -
31 | Blackwood Hodge (Nig) { 0.92 | 0.92 0.92 0.92 092 lovz o092 0.92
Plc
32| Stokvis Nig. Plc 0.4 0,14 014 |04 Jo04  Joda o4 014
i3 Abplost Praducts Ple !) ‘(‘) 089 [ 0.90 0.91 0.90 0.90 0.96 0.96
34| WA Glass lnd Plc 040 040 L0.40 040 {040 040  lod0 | 040
35 AI‘rIL.m Petrolemn Ple ﬁ{l 25 | 55.55 | 58.75 | 54.85 "»H 5() 57.00 | 5590 | 5713
36| Total Nigeria Plc 6380 | 6950 | 73.50 0893 | 6090 | 5946 | 5840 15959
37 | Daily Times | Ple __tl_ﬁl_l___ 052 .50 1 051 {}_ﬁt}__ 050 1 0.50 0.50
38 | Universily Press Plc 140 [ 1.55 1.55 1.50 157 | L.&F [ 157 | 1A% _
39 | Enpee | Iud Plc 320 13.20 3.20 320 | 320  (3.20 3.20 3.20
40| United Nig. Textile Pl | 6,80 080 6.05 | 6.75 0.05 6,50 | 570 0.28
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APPENDIX VI

TABLE A-VIl
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1Y AHMADU BELLO UNIVERSITY

DEAPRTMENT OF ACCOUNTING
INSTITUTE OF ADMINISTRATION,
P.M.B. 1013, P

ZARIA, NIGERIA.

lur Ref: i ' a0 0 o B
tur Ref: - Date: ":)‘_ l/ﬁ/ /"?l},

el O WITOM T MAY CONCERN

Dear Si/Madam,

LETTER O INTRODUCTION

1 like to introduce 10 you Mr. Vuti mu Aloysius who is one of our Postpraduate
Students reading for M.Sc.(Accour ting & Finance) Degree in our Departiment.

_ As part of the requirements for the Award of the degree, he/she has to carry out
.40+ a Research project. He/She is theref »re approaching you to kindly assist him in his
. data-gathering to enable him/her wiite up his thesis, titled

. AN EMPIRICAL STUDY OF EMERGING STOCK MARKETS AND TIHE
+* BEHAVIOUIR OF SECURITIES "RICES: A STUDY OF NIGERIAN STOCK
EXCHANGE.

g —— s 4 -y
e

NI T N b ptoaih Do el e e el Ul ¥ ; . r -
i "% You can be assured that eyery assisiance rendered o him will be most appreciated
~and every information given will b treated with utimost confidentiality.

ke

Counting upon your best co-oper tion, [ want to thank you very much for
_ everything.

L TS
; ® . Thanks.
* Yours sincerely,

*-’f,,. Mr. Al B DL Watoseninyi

Head of Department. BN Anr »r
190
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ADMINISTRATOR:  MAJOR GENERAL MAMMAN KON AGOHA [rtd) i
OF DEPARTMENT: ' MA. ALIANDA WATOSENINYI, .55, M.Sc., AB.l
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APPENDIX IX

LETTER TO QUESTIONNAIRE RESPONDENTS
/

DEPARTMENT OF ACCOUNTING
AHMADU BELLO UNIVERSITY
ZARIA

QUESTIONNAIRIE

TOPIC: AN EMPIFICAL STUDY OF THE BEHAVIOUR OF SECURITIES

PRICES O 4 THE NIGERIAN STOCK EXCHANGE.

Dear Respondents,

This study 1s concerned with the determination of the operational efficiency of
the Nigerian Stock Exchinge by examining the behaviour of securities prices vis-a-
vis market participants’ “caction to price changes. Your response will help us i_u
understand the effects of iavestment preferences on price movement.

Please, do answer the questions raised as accurately as possible. The success
of this study depends solcly on your response. Give us the benefit of havillglyour true
feelings as information w.ll be KEPT STRICTLY CONFIDENTIAL, and be utilized
only for the purposc of this rescarch.

We would very mu ch appreciate your co-coperation,

Yours sincerely,

M.Sc. (ACCOUNTING & FINANCE), VUTUMU ALOYSIUS,
Programme Co-ordinator, Student,
For: Head of Department M.Sc. (Accounting & Finance).
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APPENDIX X

QUESTIONNAIRE TONIGERIAN STOCK EXCHANGE PARTICIPANTS
‘,

HINT: Most of our questions need “Yes™ or ‘No” answers. Where brief

comments are required, we will be glad you express your feelings.

SECTION _A.

l. Please, indicate your status in the Nigerian Stock Exchange:
Investor [ ]
Brokery/Dealer [ ]
Finance intermed ary| ]
Market analysis [ ]
' How long have vou been in your above capacity in the activitics of the
3. Do you trade on ¢ Juity securities? Yes|[ | No|[ |
4, Do you trade oten on the Stock Exchange (either in your capacity or
represented)?
Yes[ ] No[ |
3 Arc you satislicd with the activities of the market as far as pricing securities
arc concerned?
Yes[ | Nol[ |
0. Grve reason( ) tor your response imn (35) above
SECTION B
1 Are there chances of speculating or predicting accurately future prices of stock
based solely on pest prices of that stock in the market? Yes| ]| No| ]
8. Are there particul it patterns of price movement in the market of securities?

Yes|[ | Nol
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9. Do you think that thosc patlerns (if they exist) are large enough o fead a smart
investlor to have aii absolute advantage over others for a period of time?
Yes{ | No[ | D |

10. Do you think that share prices adjust timely or speedily to the intflow of -

]

information to the, market about the security of a particular company?
Yes[ ] Nol[ | '

Lt Are there chanees o oppartunitics of making abnormal profits as a resuft o_f
insider dealings ir: the seeurity of a company? Yes| 1 No[ ] | |

2. Are the market proceduresfoperations. orderty enough o be. relied upon. as.

being cfficient? Yes|[ ] Nof 1} L .
SECTION C | | |
13, Most investors buy shares for permanent investment purpose or to sel] them

when conditions ae laveurable?  Permanent [:] Not Pcrmanent E]
14. 1n your opinion, o companics supply adequate information about their share

listed on the mark :t? Yes D No [:I

15, Do you agree that prices are appropriately vaiued in the market?
Yes D No l:l

16. Do you consider ¢ividends payment very important in your buy or sell
Dceision of a company’s stock? Yes D No '

17. Do you equally ceasider carnings declaration of a company very important
in your urvestmen: decision? Yes {:] No [____,

18, Which of the fol owing factors influenced more your buy or scli decision

about a scourity;
Dividend por share (dividend pay out) [ ]
Earnings por share I:l
SECTION D
19. Do you consider trading volume of a company before buying its share?

Yes[ | No [ | y

20. 1 *yes” does it inf uence your decision “most”. Yes G No [:l
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21 Trading volunie scrves only as a confidence indicator of a company’s

performance, 1t 1c not so important in influencing buy or sell decision of a

sccurity. s
True D Fal:e D
SECTION I
22. List the problens facing the pricing ol securities i the market.
23, Comment on the mle of SEC and NSE as regulatory bodies, as for the efficient
operations of the r1arkel 18 CONCCIN. ..o vt i e e e e e veeeve ven o
24, Is government d uence on the market adverse or positive on its operations? '
Adverse |:f I’usilivc[:l
25, Comment on 24 al ove

20, What s your opin on about, the C.5.C.S and ATS now in operation?

Thank you very much
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APPENDIX X1

QUESTIONNAIRE 7O THE MANAGEMENT OF THE NIGERIAN STOCK
EXCHANGIS AND SECURITIES AND EXCHANGE COMMISSION

HINT: Most ol he questions need “Yes” or “No” answers. Where bnef

comments are required vwwe will be glad you express your feelings.

SECTION A

1. Please, state the rame of your:
Department.... ... ... oo coe snossomnonne BIBNCH s 2o voe somiens ses vsnoms ns mrs srs s nss soss
2. Siato whether you are G:senior ot JeriorBtalll .. ..o vumiin weviiis v o caiss
3. How long have y su been in your capacity on the Nigerian Stack Exchange? ...
4, Do you agree that the Nigerian Stack Exchange 1s the pivot of the Nigerian
capital market? YVes | ] No| ]
5. Do quoted coripanies supply information to the market about their
performance on t me before pricing takes place? Yes | ] No|[ |
0. IF*No™ does this allect the operations of the market? Yes [ ] No| |
1. Give reason(s) to this problem... ... oo e
SECTION B
8. Are there chanc:s on the market of speculating or predicting future stock
prices based on past prices of a company? Yes [ ] No| ]
9, Are there particu:ar patterns of price movement in the market? Yes [ ] No| ]
10 Do you think tha these patterns (1f they exist) are large enough to lead a smart
mvestor to have ¢ n absolute advantage over others? Yes [ ] No| |
11, Arc there chances or opportunitics of investors making abnormal profit as a
result of insider ¢ 2aling in the sceurity of a company? Yes [ | No| |
12. From your experi anee about the market, can it be said to be elficient?
Yes | ] Nof |
13 IF“No” is it grow g last towards efficiency? Yes [ ] No | |



SECTION C

14,

15.

16.

Yrom your past expericnce in the market, which of this factors influence more
investors buy or scll decision about a security. v

Dividend per share (dividend pay out) [ ]

Barning per share [ ]

Most investors buy share for permanent (nvestment purpose or sell them when

conditions are favourable?

Permancnt [ [ not permanent [:|

Do investors consider dividend payment very important in their buy.or sell
deciston of a company’s stock?

Yes (:’ No D '

Do investors equally consider ecarnings declaration of a compahy very
important in their favestiment decisions. Yes ':’ No ‘:] o .

SECTION D

Th

19

20

Does trading volusrie of a particular company have any significance i the buy
or sell decisions of investors? Yes[ 1 No [ ] | '

Il “yes”, do they cepend only on a company’s trading volume growth before
making this decisicn? Yes{ 1 No [ ] ' _
Trading volume only gives conflidence about illw company, it docs not sta.ﬁd

significant to mfltucnee the investor, True [ ] False [ ]

SECTION E

21

List any two problums facing the pricing of securities in the market.
List two problems hindering the markets growth: '
Comment on ihe new development on the market, such as the Central

Sccuritics Clearing System (CSCS) and the Automated Trading System (ATS)

Thank you very mach,
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