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ABSTRACT

In the world of uncertainties, risk is the one ever
present variable in investnent decision naking. Once
Managenent has a clear cut view of the relationship between
risk and returns on investnent, rules for undertaking
i nvestnments can be developed. It is the return on invest-
ment which determ nes the extent of risk the investor can
accept. The return on investnent also determnes to a |arge
extent the demand and price for any given security. It
all boils down to the fact that a proper insight can only
be gai ned about any stock market if the relationship between
the return on investnent and price of shares is properly

expl or ed.

The return on investnment can be said to be governed
by the profit available to shareholders for distribution
and for purposes of conparability it is calculated as

ear ni ngs per share.

In order to enhance the understanding of the N gerian
Stock Exchange this study titled "The Rel ationship Between
Earni ngs Per Share and The Price of Shares on the N gerian
St ock Exchange" has been undertaken and covers the period
1985 - 1989. The first Chapter therefore explains the back-
ground and research problem it also goes further to consider
t he purpose and significance as well as the scope and

limtations.



In the second Chapter on Literature Review,
the capital market in general is considered and all the
factors responsible for changes in stock price highlighted
together with tools of analysis and theories of the stock
mar ket. The Chapter on Met hodol ogy explains the research
design, sanple and the construction of market index. The
fourth Chapter is on historical background of each of the
conpani es sanpled, while the last two Chapters are devoted
to research findings, sunmmary, conclusion and recomrendati ons

respectively.
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CHAPTER ONE

INTRODUCTTION

Background of the Study

Ever since the establishment of stock markets,
investors, brokers, the Securities and Exchange Commissions
(SEC) themselves as well as academicians have watched and
worried over chtors that influence changes 1n the price

of stock and in what proportion.

Studies have been funded by various bodies for this.
Several factors have emerged from thefe studies establishing
trends ranging from short term political considerations
to long term economic cycles. But for the investors,
considerations of ogtimum_return on his investment, dominate
his thinking, and it would therefore appear that after
considering the manyufactors, earning power is the major
one identified as having the greatest imgact on share

price as propounded by Graham, Dodd and Castle (L1962).

This is not surg;ising when one considers the fact
that in very general terms, people undertake investments
to earn returns on them. There is therefore a great
deal of common sense in the investor focusing his mind
and attention on the returns he receives from any investment.
What 1s however more important is that quite a large number

of big time investors generally employ the services of



specialised agencies to handle their investments. This
decision usually arises from the fact that the investor
is so fully engaged in his main area of activity from
which his income is derived, whether this is an

individual or a corporation.

Another reason that informs this approach of investment
through througﬂ third parties arises because the area of
investment has become a very specialised field as a
consequence of the variety of investment avenues. They arxe
also very sophisticated and not easy éﬁ keep track of
and effectively monitor. This leads to investor becoming
wary of plunging himself into that activity directly.

This fear that the investor may be shortchanged leads them

to use investment agencies at an agreed fee or commission.

The investor believes that by turning over investment
activity to persons or organisations that specialise 1in it
saves them invaluable time and expertise are brought into
play. The folowing paragrrh takes a brief loak at the

traders on the Nigerian Stock Market.

There are on the Stock Exchange the buy side and the
sell side. Sell-side institutions are firms that take

a commission buy buying and selling to customers. This



means that brokerage firms are the sell side 1institutions.

Buy side 1nstitutions are mutual funds, trust companies,

rension funds, endowment funds, and others.

The way in which stock brokers do stock picking is
usually based on analysis. A big firm will usually have :
several analysis who specialise in different industries.
Their analysis are then made availablé to the brokerage
firm and investors or clients. He can then use their

information and recommend to his client certain stocks.

Buy side institutions are ones that invest other
peoples funds for them. Such institutions are like
mutual funds. A common stock mutual fund is a large
pool of common stock or cash owned in proportion to each
person's holding or funds put into it. It will either
form a management company or contract the services of
a management company to handle this for it. Advantages

derived from this are as follows:-

(a) Diversification of risk: Mutual funds are
managing large amounts of money and can

easily diversify substantially.



(b)

(c)

Individuals can only buy a limited amount of stock.
Book-Keeping - Most funds keep track of your fund
and monitor gain or loss position rerorts, and tax

consequences.

Access to expertise of the management company.

Finally, to present a fair picture, it is necessary to consider

advantages of individual investment as folldws:-

(a)

(b)

Concentration of investment. You can put all your
money 1in one certain stock and if it goes up you can

harvest high earnings;

Control of investment. You can move your stock

from one are to another without reference to anybody.

Other investors of significance are:-

(a)

(b)

(c)

Pension Funds:

s

This 1s for companies that use it as retiring benefits.

Trust Companies:

Manages money for personal trust and estates, charities

and others.

Insurance companies, charity and private foundations.



Earning power itself 1s measured in terms of earnings
per share. The theme of this work, therefore, would be
central in understanding the behaviour of the Nigerian Stock
Exchange, 1.e. the relationship between share price and earnings

Fer share.

The efficient market theory holds that security prices
always fully reflect all available relevant information.
Adjustment to new information is wvirtually i;stantaneous. Well
documented studies about this have been carried out for the
developed capital markets of the wes t and other industrialised
countries. They generally use the detailed statistical data
of stock price, dividends, earnings, bonues shares, stock-
splits, etc. They have invariably supported the weak form, and
the semi strong form. The strong form seems to have evidence
for and against it. In this study the relationship between
changes in share price and earnings per share on the Nigerian

L4

Stock exchange 1s the focus.

In Nigeria, most investors perceive the purchase of
sharres more like savings than a purely financial investment
and they are hardly concerned about trading on the Stock
Exchange as observed by Ajayi O. (1984). Thus Ajayi, 0. notes

that 1t is not surprising that in the year 1980/1981 and



1981/82 the Nigerian sTock Exchange recorded trading
volumes of K6,119,169 and N8,118,927 respectively which
is very low compared to the developed markets of

Europe and Amer%ca. In recent times however, there has
been some improvement with an incresed listing of
companies on the Stock Exchange. For example as at
December 1990, 127 industrial stocks were listed on

the NSE up from 93 as at December 1982. With the
gErivatisation exercise, this number ié bound to 1increase

substantially.

Much of the literature on the Nigerian Stock
Exchange is concerned with the history and procedure of
listing companies. Only one work titled the HNigerian
Stock Exchange and Investment Analysis by Osaze, and
Isimbabli (1983) covering the period between 1977 - 1982
has attempted to subjec¢t dealing on the Nigerian Stock
Exchange to formal analysis. Since then, circumstances
have changed with the introduction of SAP, interest
rate derevulation, privatisation and commercialisation
of parastatals and organisations, and the long time lag
since that study means many major changes may have

occurred. This analysis which covers the period
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1985 - 1989 is aimed at bridging this gar. The work
goes further to compare the bahaviour of the Nigerian
Stock Exchange with what obtains in the develored

Stock Exchange of the West.
STATEMENT OF THE RESEARCH PROBLEM

As can be adduced from the above, the intention of this

-

study is as follows:

(i) To analyse the movement of stock prices
on the NSE using stock sampled for the period

1985 - 1989.

(ii) To determine whether earnings per share influence

changes in stock and to what extent.

(iii) To determine other factors that may be resgonsible

for changes 1n stock prices.

The period selectéd for the study 1s very important
since it is thought that the study of the movement should
cover the short term investor, the intermediate term
investor and the long run investor. Long term investor
may dismiss short term trends as "noise". The study

therefore tries to present an approach which can be



customised tao the needs of the investors depending
on whether he is short term, intermediate or long

term.

From this study earnings per share will be considered
with greater emrphasis. But other factors (e.g. Political,
identical, etc.) are also considered to determine if
they influence the movement of prices and are therefore

of interest to both researcher and investor.

PURPOSE AND SIGNIFICANCE OF THE STUDY

The number of companeis guoted on the Nigerian
Stock exchange 1s increasing as well as shareholders
due to normal growth and the on-going privatisation
exercise. Under the Privatisation and Commercialisation
Decree of 1988, 43 and 67 companies are to be partially
and fully privatised rgspectively. As at end of 1989,
16 companies had been taken to the market and quoted
on the NSE. It is hoped that this study will prove
useful to both the investing public and companies at
least partly on the intricacies of stock

behaviour.



Secondly, it is hoped that this will stimulate
further interest for research or funding of same 1in
this area as the stock market becomes more sophisticated

and the participants more widely spread.

SCOPE OF STUDY

This study employs the fundamental analysis method
otherwise known as charting to establis; the fact that
changes in stock prices do resgond to the level of
earnings per share in the published accounts of quoted
companies. It does not however attempt to quantify
the edtent of this relationship. Lack of complexity
of the NSE transactions makes such analysis unnecessary
and the absence of adequate statistical data for further
technical analysis renders such exercise impossible
under current circumstances. Bigger markets like

NYSE with 1560 companiés quoted and comprehensive data

could use more sophisticated analysis.

It is sufficient for now to establish trends
and this does not necessarily infer advice that the
rurchase of certain stocks or portfolios would earn

higher profits.
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LIMITATIONS

This study describes but does not undertake indepth-
study of other factors that may influence changes in
stock grices, such factors are inflation, industrial

factors and rolitical factors.

There 1s limited literature on the Nigerian Stock
Exchange, consequently, much of the literature review
is of the developed stock markets aof Lhe West to which
it is however expected that the Nigerian Stock Market
will tend in the future. The modesl used for study

here are therefore based on such literature.

Lack of availability of data 1s pervasive in the
Nigerian economy. This has posed a major groblem in
obtaining data for the purpose of this study. Information
on earnings per share and stock rprices for the relevant
years 1985 - 1989 has been obtained from various
sources at great rersonal effort. This also made it
difficult to do the study of prices on daily basis
as it done in advanced economies. However, this drawback
is readily compensated for by the fact that reactions

to information is slow and protracted over time on
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the Nigerian Stock Market as noted by Ajayi 0. (1984).

Regulatory environment requires physical possession
of Share Certificates before such can be sold. This
takes a lont time and it follows that reaction would

be slow.

The work load involved in carrying out a research
of this nature is much even in a less éomplex stock
exchange without computer, and in most cases, 1s done
by two or more persons. This also has the benefit

of eliminating personal bias inherent in a one person

study.

However, great care has been taken to avoid this,
but 1t is considered fair to disclose the situation

for the benefit of the reader.

For studies carried out in the develored markets,
the authors are known to have access to information
about companies over decades and therefore reseach
involves single companies over decades. Aothough the
Nigerian Stock Exchange was incorporated in 1960 and
started business in earnest on 5th June, 1961, with
19 securities, comprehensive information on any one

company from then up to the period under study is hard



1.6

12

to come by and as a result, a large number of companies

‘have been sampled to compensate for the short period

covered. Thus the study may not be depended upon for
long term extrapolations though it may well be of

assistance.

This is mainly because investors' demand for
securities change as noted by Neave and Wiginton (1931}1
"The total demand for the riskless asset is the sum of
individual's demands for it. Alternatively phrased,
market demand determines securities and prices when
their supply is fixed". This implies that when other
variables change, it may not be proper to assume that

the result obtained in this study must always apply.

PLAN OF THE STUDY

This study consists of six chapters. The first
chapter consists primarily of the general background
of the study which is the subject of the first section.
In the second section a description of the research
problem leads to the purpose and significance of the
study. This chapter closes with a description of the

scope, limitations and a plan of the whole study.

The second chapter is devoted to review of relevant
literature on the subject and it describes what the
capital market is like and goes on to analyse factors
responsible for changes in stock prices. The third

section describes the wvarious tools used in the analysis
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of the stock market. Finally, in Section 4, is about
current theories and conclusions about the behaviour

of the stock market. In Chapter Three there is a brief
description of the research approach, research design.
The sample data and construction of the market index
are also contaiged in this Chapter. The historical
background of each of the Companies sampled is outlined
in Chapter IV while research findings are in Chapter V,

and Recommendation and Conclusions are in Chapter VI.

~
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CHAPTER TWO

LITERATURE REVIEW

THE CAPITAL MARKET

Ordinarily, the Capital Market acts as a resource
medium. On the one hand are citizens and isntitutions
that have generated savings. On the other are the
areas where investment of funds in productlive areas
like manufacturing, trading and governmental develorment
activities 1is done. These finds have tQ be invested
and channelled for allocation to :ndustry, commerce,

agriculture and government. The stocg market 15 therefore
expected to act as the medium for the efficient transfer
of savings to the saving deficit sectors. It is also
supposed to be a regulatory body to ensure that the

investing gublic is not defrauded.

These fundctions of the capital market imgly that
the development of any economy would be reflected in
the effectiveness and ¢fficiency of the capital market.
Industry and commerce usually require funds outside

of the commercial banking sector.

The capital market also determines to & large
extent prices that shares of new companies to be listed

are valued. It is also expected to stabilise prices
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and even though fluctuations may occur, the capital

market reflects a fair price of shares being traded.

A summary of the major functions rerformed by

the stock exchapge are as follows:-

(a)

()

(c)

(d)

It creates a continuous market for immediate
sales or purchase of securities at prices
determined by their value und®r demand and
supply forces through buy and sell orders-

from investors, thereby enabling investors

who have such marketable securities to maintain
continuous liquidity situations since they

are not obliged to hold them indefinitely.

Channelling funds through new 1ssues to {inance

industrial investments.

Activity on the stock market indicates the
public percertion of the future of a country's
economy and is often regarded as a leading

economic indicator.

Public confidence in financing investments

is encouraged through safequard-rule and
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regulations on the stock the stock exchange.

(e) It provides an easily accessible means whereby

investors can buy and sell securities efficiently

and reiatively inexpensively.

(f) The existence of a market enables a wider

distribution of primary issues.

(g) Companies traded on the exchange become well

known through publicity given to gquotations.

In the next Section, we exglore the general factors
that affect changes in prices in the carital market

in general, and the stock market in particular.

FACTORS REPONSIBLE FOR CHANGES IN STOCK PRICES

As earlier mentioned, much of the review here
is drawn from studies carried out in the well developed
markets of the West. However, it 1s contended that
this is not out of place because ultimately the Nigerian
Stock Market should tend towards this destiny as it

matures.

As stated by Pike (1983) in his work on why Stocks
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Go Ur and Down, the price cof a stock, with perhags

some rare exceptions is not determined by a small group

of welathy investors, nor it is set by a brokerage

firm, mutual fund, a big bank or a trust company.

Rather, stock rrices reflect the market's orinion.

The opinion of the market itself is governed or influenced
by many factors - both short and 1on? term. These

factors will now be examined in some detail.

2.2.1 POLITICAL FACTORS

Stock markets operate in an economic environment
which ip turn is influenced by rolitical climate.
Stock prices are therefore affected by the political
climate in many ways. In ware situations there 1is
the incidence of uncertainty which is not only internal
but external as well. During the Suez Canal crisis

of 1956 prices on the London Stock Exchange tumbled.

Similarly, during the Arab/Israeli war in 1973
which resulted in the price hike of oil prompted by
embargo in production by Saudi Arabia, stock collaped
on the new York Stock Exchange. Thus, war situations
create uncertainties which affect stock grices as observed

by Kinsman (1985).



It has also been observed that changes in governments
also affect the price of stock. The New York Stock
Exchange is known to react to election of Presidents.
According to Kinsman (1985) the Stock Market cycle
clearly tended tb gpeak in Presidential election years
and to bottom in congressional election years. Since
1968, four market tors have occurred at within a few
months following the four out of six Pgésidential Elections.
But he Kinsman (1985) cautions that the political cycle
should tell us in which direction to look but not what
do do. Thus emprical evidence suggest a compelling
theory that politicians put a best financial face forward

when aprealing to voters, thus each Presidential Administra-

tion swings the greatest weight in this cycle.
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In Figure 1 above, the S & P Stock Index for the
year 1969 - 1981 shows how stock prices péaked just
before Presidential Elections. This shows three cycles
and with the exception of the Carter blunder of 1980,
Presidents generally manage the economy better towards
a Presidential Election resulting in the increase in
share prices. This is a demonstration of political

incluence on stock prices. P

2.2.2 ECONOMIC RELATED FACTORS ;

In 1969, for a variety of resons described and
analysed by Reagan (1972),;fundamental causes and current
precipitating causes, many brokerage firms disarpeared
through bankruptcy or absorption into stronger firms.
Confidence in the soundness of basic financial institutions
was shaken. There was a sharp decline in stock prices.
More‘pronounced industrial factor gpeculiar to a set
of 1industries like tA; automobile have been identified.
When the price of gasoline increased dramatically,
there was a greater demand for fuel efficient cars
made in Japan. This led to a fall in share price of

car makers on the NYSE. However, by far the most important

determination of stock price is corporate profits.



2.3.1
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During the great depression both profits and stock

price fell by over 75%.

Generally speaking, the relative importance of
the various factors influencing stock price as identified
by Kin (1964) in a study of 403 consecutive months
(1927 - 60) for 63 New York Stock Exchange reveals

the following:- -

(a) The market as a shole (Market and Economic) 11.3%

(b) The industry - 12%
(c) The industry sub-group - 37%
(d) The company - 20%.

There was also evidence of inter-industry co-variance
for stocks of major industries. However the relative
importance of these factors change from one period

to another.

ANALYSIS OF THE STOCK MARKET
THE DOW JONES INDUSTRIAL AVERAGE
This is the most commonly used analystical tool
in the discussion of stock market theories. This involves

three important steps of sampling, weighting and averaging.

The importance of samply is the degree to which

one can infer movements in excluded stock on the basis



of included stock. The Dow-Jones accomplishes this

by using the fact that stocks of few large companies
constiture a big proportion of all stocks in the market.
Secondly, there is the tendency of stocks to nwove together
in what can be referred to as general movements in

the market. Almost half of the variation in prices

of individual stock in a study on the New York Stock
Exchange between 1926 and 1965 was a;Lounted for by
this factor. Originally, the Dow-Jones Averages wére
constructed by adding the prices of all included stocks
and dividing by the number of stocks (adjusted for
splits) since then, instead of summing the prices and
dividing by the number of stocks, the price total have

been deivided by a number of adjusted so that the average

is unaffected on the transition date.

The Dow-Jones Averages is not an index, but there
is no exact equivalence between points in the average
and dollars and cents. A change of $1 in each stock
in the index would cuase the average to change by abouat
18 points. The Dow uses 30 stocks of large, well established
companies and by 1970 they constituted about 30 ger
cent of the market value of all stock on the New York

Stock Exchange. It has been argued that the blue chirs
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are not a representative sample of the stock market
population. Other criticisms are on the failure to
adjust for small stock dividends. In 1964 these small
stock dividends made up 19% of total dividends reported.
In spite of the-.cricism, the Dow-Jones Industrial Average
continues to enjoy a great deal of popularity.mainly
because the stock in its sample is a fair representation

of the total stock and it is simple to fcompute.

2.83.2 THE STANDARD & POOR'S "500"

This index is made:ugp of 425 industrials, 50 utilities
and 25 railrcads. It is acéually base-weighted aggregated
and adjusted for new issues, and stock dividends. This
aggregate of the period 1941 - 1943, This is then
divvided by ten which was selected as the value of
the index in the base period. It was first published
in 1957 and it is cons}derably broader than the Dow
Jones Average. For instance, in 1965 the aggregage
market value of the S & P's (599) was 80% of all stock
on the New York Stock Exchange. On the same date Dow-
Jones Average was 40% of ther stock on the market value
of New York Stock Exchange and all the stocks in the

Dow-Jones Averages was included in § & P's "500".



23

There is a great deal of correlation between idexes

of prices of stocks on the New York Stook.Exchange.

For instance between January 1926 - Dec, 1966, the
correlation between the Dow-Jones Industrial and Standard
& Poor's "500" was 0.976. This means that movements

in the various indexes corresond closely.

2.3.3 CORRELATION MODELS p

The use of correlation co-efficients to analyse
causes of share price changes was done by Lantane and
Tuttle (1967). Earnings predictability was measured
by correlations between changes in annual reported
ecarnings per share figures and changes in stock prices
computed over time reriod which rroceded (led) and
succeeded (lagged) the earnings change observation
year. The degreee of association between earnings
changes and stock price changes was measured by the

Spaearman rank correlation co-efficient.

The correlation models included for independent
time periocd tests to investigate the stock market's
reacticn te changes in reported earnings per share
figures for each of the years: L1967 chrough 1970.
The four models were referred to as long term, 1ntermediate,

short term and current.
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An earnings change ration (ER) was computed for
each sample firm by dividing the current year's earnigns
cer share (EPS) figure as reported in the Wall Street
Journal and confirmed in the Annual Financial Regort,
by :the EPS flguye for the previous year. A separate
earnings change ratio was computed for each of the
years: 1967 - 1Y70. Figures were adjusted for stock

sgplits and stock dividends. "

To examine the stock market reaction to changes
in reported EPS, closing weekly stock price data for
selected lag and lead time periods were observed and
gathered from Barrons. The obzerved stock prices were
intially adjusted for stock dividends and sglits and
were subsequently adjusted for changes in general stock
market conditions thrugh the use of a market index
based on changed in Standard and Poor's 425 Industrial
Stock Index. A stock price change rat_o was computed
by dividing an average of four adjusted closing weekly
stock prices by a four week price average computed
for a previous time period. Each model paired the
€arnings change rario computed for a given year with
stock price change ratio comgputed over a selected lead
or lag time periods. Since 4 years were covered by

the study, each firm had four pairs of ER (Earnings Ratio)
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and PR (Price Change Ratios) observations for each
of current, short term, intermediate and long term

models.

F o 38 TECHNICAL ANALYSIS

These are also called chartists and as their
name implies, use historical data to make charts with
a view to identifying meaningful patter% which they
can use to predict future gprices. This method presﬁpposes
that these trends tend to repeat themselves and sell,
buy or hold actions can be taken before the patter

is comgleted.

Trends so far identified are:-

(1) Tertiary Trends (Daily fluctuations).
(11) Secondary Trends (Short Savings) run
few week to few months.

(i1i) Primary tends which occur over years.

The charts fall into the following categories.

(1) Line charts, where successive periods'
prices are going up and the 0's when

they are going down.
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Moving Averages:

This 1s based on establishing trends by studying
and comparing the movement of current prices and

a long term moving average change of prices.
Although Fogler (1978) contends that the “golden
goose" cannot be obtained by using moving averages,
st1l]l technical analysts do favour their use to

provide buy and sell signals. d

Filter Rule Tests:

This uses a fixed percentage to take decisions

on buy and sell. When ﬁne price of a security

rises by the fixed percentage, buy and hold decision
will be made. This will be maintained until price
falls by that fixed percentage before a sell decision
can be made. Price movements that are less than

this fixed percentage will be ignored. However,
studies carried out by Blume (1968) concluded that
the filter rules only work i1f brokerage commission

and interim dividends effects are ignored.

Other technieques used are Relative Strength Analysis

and Price Trading Volume Analysis. The former presupposes

that some stocks' price rise relatively faster and

fall faster in a bull and bear market respectively.
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Buy and sell decisions can therefore be made on the
basis of identifying such stock and the related reriods.
Price trading volume analysis 1s based on the contention
that volume is a measure of investors' concegption of

the stock and it is really volume that moves prices

even through, Margenstern (1970) found in a study that
changes 1n prices of stock are not correlated with

f
colume of transactions.

THEORIES OF THE STOCK MARKET

The controversy about the pricess which determines
the prices of common stock started in the 1960's.
If common stock prices followed a random walk, the
knowledge about the sequence of past prices cannot
be used to secure more than average returns on the
stock exchange. The theory of efficient markets in
which prices adjust ragidly to new information was
first proved by Samuelson (1965) and Mandelbrot (1966).
Subsequently over the years, three forms of the efficient
market or random walk hyrothesis were identified.
The weak form, the semi-strong form and the strong
form. The weak form states that current stock prices
fully reflect all available relevant information.

The semi-strong form goes further to state that all
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rublished information 1s reflected 1n the prices
of stock at any given time. The strong form asserts
that even insider information cannot be used and profits

made all the time.

2.4.1 THE WEAK FORM

The term 'random walk' was first used to describe
commodity prices in a study caried out ,by Louis Bachelier
(1990). He found evidence that nelthgr buyers nor
sellers could make profits and that commodity speculation
was therefore "fair game". This also implied that
the current price was unbiaéed estimate of its future:
price - the actual price minust exprected gprice could
be zero in the long run. Further evidence for this
was provided by Cowles (1937) and Kendall (1953).

The direction of work in this regard changed from figurative
analysis tc charts. IQ two separate works by Roberts

(1959) and Osborne (1959) indicated that there was

similar pattern in the appearance of time series of

stock prices and that created by correlating random
numbers plotted on a chart. These were the familiar

and shoulders formations and other patternss in both

the random series and series representing stock prices.
Other studies used data that was more extensive-test

carried out by Moore (1962). Granger and Morgensten (1963)
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and Fama (1965) further substantiated the tentative
conclusions earlier reached. Morgensten (1963) for
instance examined weekly changes of 29 randomly

selected stock for 1951 - 58 and found a low serial
correlation éoefficient of price change between

individual stocks of -0.06. Low coefficients mean
the previous gprice changes cannot D? used to predict

future ones.

H

Fama (1965) on the other hand looked for signs
rather than the size of ;uccessive changes to deduce
the persistence of runs. He found that actual number
of runs conforms to the numbers expected and is strong
evidence in support of the random walk nypothesis which
is also 1n conformity with the weak form. However,
some evidence was found by Alexander (1961) and Dryden
(1970) that filter gechnique produced considerable
rates of return. However this failed to take into
account the fact that dividends are costs rather than
benefit when stock are sold short. Transaction costs
and the decermination of exacc buy and sell instances
are other conscraints assoclated with this thinking.
Therefore in general, the prices of stocks approximate

to their intrinsic value and adjustment to information
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1s virtually instantaneous and successive fprices assume
a random pattern. However, this 1s subject to the
assumption that infommation 1s costless and available
to all interested parties and the market has more
transaction EQStS. This 1s also implicit in the work
of Bones, (1962) and Sprankle (1961) that the market
w1ll assurely be efficient. Altnou?n these conditions
do not necessarily exist but they are not absolutely
essential for an efficient market‘not for grices to
fluctuate randomly. The weak form of the efficient
market hypothesis merely asserts that current prices

of stock fully reflect all that 1s implied by historical

prices and that knowledge of it cannot be used as a

basis in making higher than normal returns.

2.4.2 THE SEMI STRONG HYPOTHESIS

The seml strong hypothesis states that prices of
stock fully reflect all publicly available information.
The focus of the empirical tests 1s the speed of adjustmenc

to new i1nformation.

Lantane and Tuttle (1967) concluded that common
stock grice change in the current time reriod are a

reflection of forecasted future earning relative to



21

current prices This was empirically inyestigaged by
correlating stock price changes in the present time

period with earnings changes in future time periods.

Ball and Brown (1968) found that the informational
content of the annual income figure 1s relatively low,
because investors have previously related to more current
types of information. Gonedes (l97l£ reached a similar

conclusion.

The result of the study by Brennan (1981} also
found that accounting information more precisely
accounting earnings, was part of the information wused
in forming prices although the data plot strongly suggested
that the market anticipated the bulk of the information

in the annual accounting numbers.

A more detailed reflection on the work by Ball
and Brown (1968) 1s done here. Ball and Brown (1968)
began by stating that the limitations of a completely
analytical approach to usefulness are illustrated by
the argument that income numbers cannot be defined
substantantively that they lack meaning and are of
doubtful utility. Because accounting lacks an all-
embracing theoretical framework, dissimilarities in

practices have eveolved. In particular they have had

to deal with consolidations, leases, mergers, research
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and development, gprice level changes. As a consequence
net income 15 an aggregate of components which are

not homogeneous., It is alleged to be a meaningless

figure with no other definitive supstantive meaning

at all. The point is further buttressed by gquoting

what Canning (1929) had observed that what is not out

as a measure of net income can never be supposed to

be a fact in any sense at all exceﬁt that'it is the
figure that results when the accountant has finished
applying rrocedures which he adoprs. However, he concedes
titat because net income -is a number of particular interest
to investors, the outcome we use as predictive criterion
is the investment decision as it is reflected 1n security

prices.

He therefore sets out to test the usefulness of
accounting income by the behaviour of security prices
in relation to it. He asserts that an 1mpressive
body of theory supports the proposition that cagpital
markets are both efficient and unbiased in that if
information is useful in{fprmlng capital asset prices,
then the market will adjust assets grices to that

information guickly and without leaving any opportunity

for abnormal gain., Samuelson (1965) demonstrated that
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a market without bias in its evaluation-of informa-

tion will give rise to randombly fluctuating time series
of price. I[f, as the evidence indicates, security
prices do in fact adjust rapidly to new information

as 1t becomes'availanle, changes in security prices

will reflect the flow of information to the market.

An observed revision of stock prices assocliated with

?
the release of the income numbers is useful,

This method of relating accounting income to stock
prices builds this theory and evidence by focussing
on the information which 1s unique to a particular
firm. Bail and Brown (1968) constructed two alternative
models of what the market expects income to be and
then i1nvestigates the markets' reactions when its

expectations rrove false.

Historically, nﬁe income of firms have tended
to move together. The study further infers that about
50% of the variable affecting the level of average
firm's earnings is associated with economy-wide
effects. In this light, at least gart of the change
in a firm's income from one year to the next is to
be expected. If in prior years, the @ncome of a firm

has been related to the incomes of other firms in a
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Farticular way, then knowledge of that rpast relation,
together with a knowledge of income of those other
firms for the present year, yields a conditional

expectation for the present incomes of the firm.

Some changes 1n income result from financing and
other policy decisions made by the firm. Since the
impacts of these two components of’cnange-economy—wide
and.gpolicy effect are felt simultaneously, the
relationship must be estimated jolntly.

Market wide variations in stock return are triggered
by the release of information which concerns all firms.
The evaluation of the income rerort as 1t relates to
the individual firm, 1ts contents and timing should
be assessed relative to changes 1in the rate:0f return
of the firm's stocks not of market wide effects. The
rate of return in the stock of a firm may be estimated
by its predicted value from the linear regression of
the monthly price relative of the firm's common stock

on a market index of returns.

The residual form the OLS (Ordinary Least:-Squares)
regression measures the extent to which the realised

return differs from the expected return, conditional



35

uron the estimated regression parameters and the market

index.

Three classes of data are of interest: the contents
of income reports, the dates of the reports announcemnts,
and the movements of security rrices around the announcement
dates.

¢
The result demonstrates that the information

contained in the annual income number is useful in
that if actual income differs from expected income,
the market typically has reacted in the same direction,
i.e. if real income is higher prices rise and 1f lower

prices move down.

However, most of the information contained in
reported income is anticipated by the market before
the annual regort -3 released. In fact anticigation
is so accurate that the actual income numbers does
not appear to cause any unusual jumps in the Abnormal
Performance Index in the announcment month. The market
not only begins to anticipate forecast errors early
in the 12 months preceding the regort, but also that
1t continues to do so with 1ncreasing success throughout

the year.
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Evidence on the extent of autocorrelation 1n the
stock return residuals would suggést that the market's
reaction to information about a gparticular firm tends

TO Qccur rap;dly.

The results demonstrate that the information contained
in the annual income number is useful in that it 1is
related to stock prices. But annuai accounting reports
are only one of the many sources of information available
during a year, one half or more is captured in that
year's income numbers, the content 1is therefore

considerable.

However, the annual income report does not rate
highly as a timely medium, since most of its content
(85 to 90%) 1s captured by more prompgt media which
perhpas include 1nt§r1m reprots. Since the efficiency
of the carital market 1s largely determined by the
adgguacy of 1ts data sources, it is not unexgected
that the market has turned to other sources which

can be acted upon more promptly than annual net income.
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THE STRONG FORM

This states that stock gprices do not only reflect
what is publicly known but-alsoc what is only known
by insiders., Tests of the strong form consist: of
the performance of portfolios managed by groups which
might have special information. Consistent superiority
of performance would suggest that certain persons or
groups have superior access to information not reflected
in the prices of stocks. A study by Irvin Friend and
his associates at the Wharton School (1971) concluded
that on the average the Iperformance of mutual funds
studied was insignificantly different from the performance

of an unmanaged portfolio with similar asset composition.

Another related study was carried out by William
P. Sharpe (1966) who also studied the performance of
34 mutual funds for the period 1954 - 1963. He used
the analytic framework develgored by Linter (1965) known
as the Capital Asset Princing Model. This simply defines
the relationship between return and the level of risk.
Thus higher risk attracté correspondingly higher
returns. He found that only 11 funds did better if

expenses are considered while 23 did worse than the
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Dow-Jones Indusgrial Average. The theoretical
relationship between risk and returns for efficient
portfolios is illustrated in the diagram below.
Earn u\js
/5' \1
£

l
‘
Lt | ‘
‘i!M - ot

Pigure II: Capital Asset Pricing Model

Line RIY =  Capital Market Line which describes the
relationship between expected rates of return
on efficient portfolios and risk.

E(RM) = The Expected return on related risk level of GM.

GM =  The level of risk corresponding to an expected
return E(RM).

Rl = Risk free rate of return.

L4

The figure above relates the level of risk to returns.
Line R1lY shows the acceptable return at a certain level
of risk. Any return lower than the level os risk is

rejected.
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It is also important to note that the Capital Asset
Pricing model groups business according to risk. The
CAPM implies that a firm is priced according to its
business risk. Furthermroe, there is portfolio separation.
Although original developments made restrictive assumptions
about the nature of the utilities needed to achieve portfolio
éeparation, it is pow know that the property known as linear

_ 2
risk tolerarance.

A further comprehensive study of mutual fund performance
was carried out by Jensen (1986) of 115 nfatual funds for the
period 1955 - 1964. Jensen's results igdicated that mutual
funds on the average did not out-perform randomly selected
portfolios of equal riskiness; however there remains the
possibility that some mutual funds consistently out-perform

randomly selected portfolios.

In conclusion, it can be safely stated that there is
sufficient evidence in support of the weak form and semi-
strong forms of the efficient market theory while there
is controversy about the *strong form. From Samuelson (1965)
and Mandelbrat (1966) through to studies by Lantane and
Tuttle (1967) and finally by Brennan (1991) the studies

strongly support the weak form and semi-strong form.

Virtually all the results of the studies suggest that
more work needs to be done to confirm the strong form or

otherwise.
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This study will therefore, using data on the Nigerian
IStock Exchange for the relevant period, determine whether
the Nigerian situation conforms with results of studies
done elsewhere with regard to the weak and semi strong
forms. It will also determine if the result, unlike others,

turns up evidence in support of the strong form.
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CHAPTER THREE

METHODOLOGY

DESCRIPTION OF RESEARCH APPROACH

The nature of this research is to undertake a
study of the relationship between the price of shares
and earnings per share on the Nigerian Stock Exchange.
The main objective is to highlight how prices of stock
react to changes in earnings per sifare at variaus
levels for various campanies, sectors and the stock
market.as a whole. The focus is on earnings per share
of the firm which is calculated as the earnigns after
interest and taxed dividéddby the number of shares
outstanding multiplied by 100 to convert to kobo per
share. The analysis covers a five year period from

1985 - 1989. End of the year share prices are used.

RESEARCH DESIGN .

The variables considered in thss study are the
share prices, and earnings per share of the firm.

The methodcoclogy is as outlined below:

(1) Selection of a representative sample of

securities on the Nigerian Stock Exchange

for the entire period under study from 1985

- 1989. In order to ensure that the sample
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has no bias, the spread or dispersion must be

normal without skewness.

This means that the entire population must be put
into perspective and each item must have an equal
chance of being selected. Another attribute
of good sampling taken into account is to ensure
that sample is pot too small because a bigger

e

sample, tends to have attribute which approximate

the population very closely.

Where the population is stratified into major
groups, it is necessary to follow the strata

so that skewness is not introduced. That 1is

to avoid a few large items dominating the sample.
The mode of selection of the sample to satisfy
these conditions 1s outlined below 1n greater
detail under the appropriate heading in 3.21

below.

Collection of Share Price Data, RBarnings Perx

Share 1985 - 1989. Some of the most important

attributes of data for research are accuracy
and relevance. It precision and accuracy are
not strictly adhered to in acaaydy of this nature,

then, the result of such a study may not be



reliable and the outcome not depandable. However,
sources of data in this area are not diverse.

It is also well know that access to data in Nigeria

is usually difficult. The approach that agppears

to be shbject to independent verification is therefore
the most usual that can be sourced and used for

carrying out of a study.

"
Hitherto, publicly available financxal information
was only published by the Financial Times. It

is only very recently that other regular fiancial
journals have sprang up. For consistency, however,
the choice of one source in the past means that
the same source is used in preceding periods.

This 1is also fully discussed under the relevant

sections below.

ii).. Construction of Stock Market Index

Until quite recently, there was no consistent

properly constructed stock index for the Nigerian
Stock Exchange until the Financial Times have started
the construction of a weekly index. Records available
indicate that construction of this index started

.after the base year for this study 1985. Thus

2 a L e e ———— e 2o —— e d s e - Ada EL mmmom e
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index for the purpose of this study rather than
introduce the new index by Financial Times half
way. This index would have been distorted since
its base year after 1985. It would therefore
have'meant that the index being used is not wholly

that of the Financial Times but only partly so.

Secondly, the index used herfe is annual, while
that constructed by Financial Times is weekly.
It +would therefore have become nécessary to
work out an average of the indices for the whole
year to use for tﬂe study since the selection
of one of the weekly indices may not be representa-
tive of the annual picture. This would have
3 been cumbersome and as a result, an entirely

new index has been constructed.

<

(iv) Graphical Work and Choice of Frequency

Ordinarily, daily, weekly or at least monthly

Frice and earnings information would have been very
appropriate in a study of this nature. This would

have enable reactions following earnings announce-

ments for each firm to be recorded. These figures
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are however not readily available but this has
been overcome by studying price reactions relative
to earnings from one year to another and between
firms. Such a comparison should achieve the

much desired result of establishing reactions
after each year's earnings announcement and infact
also highlight other variables that impact on

the price of shares. See Appendix II.

Analysis of Tends Noted in the Study

The economic picture for the pericd under
cansideration is carefully described. Political
and scocial events of importance are also brought

to the feore.

Government policy on various sectors of the
economy are put forth and their pcssible effect

on the share price of the industry concerned.
This, ofcourse, is borne out of the fact that

the primary theme of this study is to establish
the relationship between share price and

earnings per share. Isolating this effect clearly

implies giving agpreopriate recognitcion to the

. other variables that have a bearing on share

price and as much as possible guantify this
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s¢ that the net effect can be said to be

attributable to earnings per share.

SAMPLE

Al

The period under study is from 1985 - 1989,
As at the beginning of th period which is January
1985, shares of a total of 93 com%pnies were guoted

onn the Nigerian Stock Exchange.

This increased tc 96 companies in 1286 and by
1987 topping at 101 by 1988 and 1989. Twenty industrial
sectors could be identified in the base year 1985,
For purposes of consistency the population was
stratified under the twenty identified sectors from
which at least one firm was selected. Within each
sector, one company was selected at random. This
sample of 20 stocKs are found to be representative
enough for the period under consideration from 1985
- 15%89. The companies that make up this sample are

listed in Table 1 on page 38.

DATA AND STOCK PRICE

Stock prices of gucted companies in the sample.

were obtained orn annual basis from the Business Times
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of the relevant dates. These are also plotted on the
graph together with the stock prices. This is expressed
in units of kobo per share in conformity with Financial

Reports.

The use of price date from secondary sources
is also in conformity with what obstains elsewhere

as observed by Roll Ricahrd 1977.

CONSTRUCTION OF THE MARKET INDEX ¢

In order to construct an index, ‘the sample used
for this purpose should not show any bias. This
means it should reflect all the sectors quoted on
the Stock Exchange. This has been done by selecting
at least one quoted Company from each sector. Secondly,
it is considered that since each sample is about 10%
of the strata (secotr) from which is drawn, and the
overall sample is therefore 10% of the population,
the expectation is that the sample is therefore 10%
of the population, the expectation is also that the
sample is the representative of the individual sectors

and the overall population as well - unbiased sample.

It is not deemed necessary to use market value
weighting because it has been demonstrated that no
material difference results from using equal weighting

as in this case and other value weighting.
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There has to be consistency in the method
of overaging used from one period to another and this
has been the case throughout the period covered by
this study. The initial average for 1985 of 78 was
assigned a value of 100 and all those of the following
years were obtained by relating them to this base
year as a percentage of 78. The résults obtained are
presented in Table III on page 75°‘and plgtted in
Figure I on page 78. The stock of Unien Bank had
to be adjusted for a stock split from H¥1.00 to 50k

per share for the years 1985 - 1988.

The mvoement of the market index is carefully
analysed on the graph to obtain clear picture of

general trends in the stock market.

*

The mvoement of individual stock is then
carefully analysed on the grarh with the related
earnings per share to have a picture of how the price
relate to changes in earnings for each sector and the
particular security under study. All the detailed

data, tables and analysis are presented in the arpendix.
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HISTORICAL BACKGROQUND OF COMPANIES SAMPLED

In order to fully understand the analysis
contained in the latter part o£ this thesis, it is
necessary to present the nistqu of each company
in the sample. This is also expected to help in
highlighting the general changing gconomic landscage
of each sector in terms of growth,and‘reliance.' This
18 the subiject 0of the first part of tné Chapter on

research findings.
LEVENTIS MOTQORS

Initially on its inception, Leventis Motors was
involved in the importation and distribution of a
wide variety of motor vehicles and motor-cycles. In
recent times, the Gompany's response to Nigeria's
changing economic landscape has led it to other fields
of endeavour like surermarket chain throughout the
country, makreting all variety of goods both imported
as well as those locally produced. Leventis Motors,
is however, still involved in assembly and distribution

of motor vehicles and motor-cycles. This activity
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is now only part of a wide range of undertaking
generally called the Leventis Group. The Leventis
Group with such a clearly demonstrated ability to
weather the storﬁ in the turbulent Nigerian economy,
raises every expectation that i1ts financial performance
would be imgpressive. [t has a great deal in common
with other Companies in the Autcmobilesgand Tyres
sector like United Trading Company that has.shiftedl

resources to Supermarkets and diversified their

activities generally for the sake of survival.

UNION BANK

This is the new name for what was known as Barclays
Bank Nigeria Limited, a subsidiary of Barclays Bank
International of the United Kingdom. It was established
in Nigeria next only torFirst Bank. The change in its
name reflected the impact of pulitics on corporate life
of Nigeria particularly subsidiaries of foreign owned
comgpanies. This name change was at a time when the
government of the.day directed all its arms to withdraw

all deposits and accounts with this Bank because of
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the operations of its parent body in apartheid South
Africa. In order to pacity the Government and the
Nigerian public,'a change in name was effected.

That the Bank did not collapse and indeed still emerged
as one of the 3 big banks in the country probabaly
confirms the wisdom about the change ofename. Because
of its international connections, and a strong capital
base, its appeal to the Nigerian business community

is not expected to wane. Its performance also

closely reflects that of the other banks in this sector
like United Bank for Africa and First Bank of Nigeria
both also with French and British connections respect-
ively. The performance of the purely indigenous banks
differs slihgtly as they are bedevilled by local

in-fighting and heavy loan defaults.

NHIGERIA BREWERIES

This 1s the biggest and oldest brewery in Nigeria
with factories in Kaduna, Aba and Lagos. 1In pre-
Independence Nigeria, it was the only brewery industry
in Nidgeria with complete monopoly. Its most famous

product - Star - 1is referred to in advertisement



Jingles as Nigeria's most favourite beer. In the
early sixties, several brewery industries sprung

up and many more came up in the seventies and by the

eighties, brewing became a cottage industry for some
families most especaioly in the Southern part of Nigeria.
However, because of its pioneering status and network
¢
of factories in the country, Nigeria Breweries still
accounts for a substantial share of the market. Iﬁ
the 80's, there was a ban placed on the importation
of wheat and barley which are essential raw materisl
for the brewery industry. This adversely affected
this sector, but they quickly adapted to the use
of local raw materials., The various governments
both Federal and State also make conscious efforts
to encourage the growing of wheat locally. Some
notable success was acﬁieved escecially in Kano.
Hopes were that Nigeria would become self-sufficient

if the production of these inputs aré supplemented

by local grains.

WEST AFRICAN PORTLAND CEMENT

This is the second oldest cement company in Nigeria

after Nkalagu. It has two cement works located in
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Ewekoro and Shagamu which put together has the biggest
installed capacity in the country. Cement industries

in the country have a history of serious management
crisis that usually culminate in their collapse or
derendence on government subvention in order to continue
with their orerations. The.likes of Nkalagu, Ukpilla,
Sckoto Cement, are examples of this stgke of affairs.

In most cases, the crisis occurs after the management :
of such compnaies has been indigenised. West African
Portland Cement is however only partially indigenised,
while the technical division is still under expatriate
control. This appears to have helped because the
Company has seen no crisis since its inception. During
this period under study, there was a ban on the importa-
tion of cement imposed by government. Thus profits

are mainly a function Jf production since there is

no imported cement to compete with the local plants
whose total installed capacity is less than overall
aggregage demand in the economy. In the seventies,

two new cement works located in Benue dnd Bauchi States
came on stream under the nemaes of Benue Cement and
Ashaka Cement. In spite of this, the installed capacity
of the sector cannot meet the growing demand in the

economy .
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4.15 INTERNATIONAL PAINTS

This is one of the early paintmakers. It started

‘with the importation and distribution of paint with

nationwide distribution network. It later turned

to the manufacture and distribution of paint locally.
Its activities still span the whole couptry as it

uses its former well established outlets and reputation.
It also closely resembles other companies in the sector
like ICI, Berger Paints, among others. Most of them

have resorted to local production and distribution

in order to survive and prosger.

K. CHELARAMS

This was s supermarket chain dealing in various
goods but dominated by *textiles. From its inception
it was dealing in both imported and locally manufactured
gocds. This situation alone had the capability of

allowing it ample flexibility in the event of changes

in economic fortunes of the country. Also as a foremost

Company dealing in textiles, which happened to be
a growing sector of the economy, its future was clearly
bright..- Thus in the eighties when there was a ban

placed on imported goods, the Company was able to
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cope while the ‘likes of Kingsway Stores were unable
to cope and had to fold up. All of these might just
be a blessing to the other surviving companies in

the sector.

THOMAS WYATT

2
This is a Company whose Apex Mills dominated paper

production in the 50's and 60's. Its name.became
synonimous with paper production. In this position,

it hadn't the need to advertise or do aggressive marketing.
In the seventies and eighties through conscious efforts
the Federal Government established a paper mill at

Jebba and another one yet to take off at Iworin.

However, the aggregate demand for parer far exceeds

the combined installed capacity of the existing facilities.
Another important fact is that this is one arew where
demand keeps expanding with growth of the economy.

It is therefore a sector destined to remain robust

all things being egual.

UNITED AFRICAN COMPANY

Popularly called UAC, this Company was and still

is the biggest conglomerate of this nature in Nigeria.
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Its activities cut across all spheres of life in Nigeria
from textiles, hardward to marketing of produce.

It has its roots in early British Colonial days and
remain the flagship of British-Nigeria commerce.

Its position which serves as a bridge between these

two very friendly countries makes it promising.

¢

JULIUS BERGER

-
[}

Thié éompany also started operations in the country
in the sixties. It is of German origin and only a
supsidiary of the gparent company based in Germany.

It was the o0il boom that brought about the rapid
expansion and transformation of this Company in .the
seventis into a construction giant. As a premier
designing and construction company in the country,
Julius Berger was responsible for the design and
construction of virtually all the network of flyovers

in Lagos. With the creation of Abuja as the new Capital
Territory,., the focus of its actiyities shifted to

that éity to continue with the canétruction boom.

The creation of new States in Nigeria also gingers

up the demand in this sector and with emphasis on
infrsstructural facilities, Befger and the entire

secror will remain in a boom for some time.
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- Another advantage of these large constructicn
firms is that entry into the industry is relatively
difficult because it is capital intensive. Other
smaller competitbrs.do not have the equipment to handle
large construction work. However, all companies guoted
in this sector have the technical Kknow-how and the
equipment required to handle such jobs ahich gives

3

them a rosy future.

LEVER BROTHERS

A supsidiary of the multinational firm, Unilever,
started operations here way back in the early sixties
selling a variety of toletries from detergents to
toilet soap. These are products that are always in
demand. Initially, the?e were imported, but soon
factories were established in the country that produce
almost all the products marketed by the Company.

It probably had the most elaborate marketing network

throughout the length and breadth of the country..

With the imppoved network of roads, it is expected
to be more effective in the use of all its area offices.
which are located all over the country. The Company

and the sector as a whole is clearly a growth sector

with unlimited gprosgpects.
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4,21 FOOD SPECIALITIES

Food Specialities 1s one of the few companies
involved in the Production and sale of beverages and
infant foeds. FPFrom importation and distribution,
it went on to local manufacture. and distribution,
using mostly local raw materials. It bgnefitted greatly
from the ban on the importation of infant foods.

Using this conducive atmosphere, it wés able to conéolidate
its base. Operating in a typically HNigerian setting,

the production of all companies in this sector is

far less than the aggregate total demand. The sector

can expand and use the increasing gquality mangpower

available in the economy.

The population growth rate in Nigeria has also
not abated in spite of Yovernment campaign to enlighten
its citizens on the dangers of over-sized families.
The demand for food and beverages is therefore still
on the increase and since the sector can effectively
sell all its produces with litfle or no advertisement

it is also one of the very profitable sectors.
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4.22 BATA

This is the shoemaker with a strong national
outlook. Its target public includes school children
and adults. It does not pretend to be fashion conscious.
Its brands of sh;es are practical and customised to
meet the above mentioned target public. Since schools
are hardly out of date, the demand for }ts Froducts
had been unwavering. However, the ban ;n importation
of leather and low production at homeicombine to make
it diffiault for capacity utilisation to be high.
Prices of raw materials have been rising but the springing
up of more shops and dealers across the country means

it is still an expanding sector.

Suffice it to say that the period under study
witnessed a growth in Gross National Product. This
made more Nigerians ableé to afford more of these luxury
items and may continue to stimulate growth in this

sector.

BENTWORTH FINANCE

This area is one which has not been properly
develored and explored in Nigeria. The money market
outside of the Banking sector is yet to be fully

exploited. It is only in very recent time that the



4,25

60

sector is experiencing a bocm. The boom pexriod however
falls outside the one under study. Suffice it to

say that the period under study witnessed a growth

in Gross National Product. This made more Nigerians
able to afford more of these luxury items aﬁd may

continue to stimulate growth in this sector.

BLACKWOCD HCDGE

The area of operaticon of this Coipany.is the
distribution of heavy and light machinery, procurement
of capital from Banks to purchase machinery is not
easy. Merchant banks do not extend credit unless there
is a very sound collateral security to back up the
request. Similarly, Nigeria is a relatively poor
country where capital formation is low as peorle
generally do not generate much surpluses to save.

But Government patronage helps to keer this sector

alive.

VAN LEER CONTAINERS

Packaging is a boom business in Nigeria. This
is because of the fact that bulk purchase into the
country have to be re-packaged in manageable containers

for retailing in addition to packaging required by

L
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by local production. The demand is unlimited as certain
raw materjials, also need to be packaged for export

and local distribution.

The major constraint appeared to be availability
of the raw materials used for making containers and
packages. In most cases, these are not available
locally and have to be imported. During the period
under study, there was deregulation of the foreign
exchange market. This led to considerable .depreciation
of the Naira against most major internation currencies.
Companies in this sector, therefore, had to contend
with high production costs from the raw materials
imporation. This created problems of sales until
the Federal Government threw a life-line by way of

removing duty anbd other tarrifs on this class of

raw materials.

[

MCBIL OIL

The o©il industry is the chief foreign exchange
earner for the Nigerian economy. Since the price
increases recorded in 1973 as a consequence of the

Arab-Isreali war, the major oil producing ccuntries
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have come together to form the 0il cartel otherwise
called Organisation of Petroleum Exporting Countries
(OPEC). This enables them tailor supply to suit demand
and thus maintain stable prices. In Nigerian,
petroleum products are highlylsubsidised. Thus, the
0il companies still make a great deal of profit and

prospects for this sector is good.

4.28 BEECHAM a

Pharmaceuticals and Animal Feeds is also a growth
industry in Nigeria. With the rapid porulation growth
and growing medical needs, the demand for drugs and
dressings 1s on the increase. Similarly, the protein
needs of the country is also increasing with the
population, Most cof the drugs are however not manufac-
tured locally in the country. They are only packaged
here. High costs haveetended t0 make itr unaccessible.

Fake ones have tended to reduce demand and revenue

of genuine ones.

4.29 DAILY TIMES

This is probably the oldest printing and publishing

house in Nigeria. While i1t was privately owned, it



recorded impressive earnings. However the Federal
Government teock cver the Company on the ohe hand and
a stiff competition in the seventies and eighties
meant that there must be a change in strategy. The
good thing is conservatism which has tended to make
the public stick with Daily Times. The newspaper
is still the largest daily. Proper organisation has

also made it a profitable venture. v

The sector itself does not appearlto be doing
as well as Daily Times. In particular, the ones that
only rprint but cannot advertise for others are at
a disadvantage. However, authors complain about long
delays in releasing books sent in for publication.
This gives the impression that demand still outstrips

supply and the industry is on course,

AFPRINT *

Nigerians have always preferred foreign made
goods to the local ones. This has generally meant

that local industries face competition from foreign

companies and this has greatly affected the textile
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industry. Until recently, some textile industries
were even closing down because of poor demand. With
the restriction of textiles and new found love of
Nigerians for local designs the industry 1s on the
move once more. During the period under review, there
was profound gatkiotism fever sweeping the country.

It bacame a thing of pride to wear designs made in
Nigeria. This has been profitable for some companies
but preference for foreign fabric has still cut into
demand. Cost have generally helped tHe Nigerian textile
industry whose products have been generally cheaper
attracting the less privileged that are in greater

number.
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CHAPTER FIVE
RESEARCH FINDINGS

5.1 GENERAL BEHAVIOUR OF THE NIGERIA STOCK EXCHANGE

The trend of stock prices on the Nigerian Stock
Market has been bullish. The market recorded upswings
of 8% in 1986, 20% in 1987, 39% in 1988 amd@ 25% in
1989. The remarkable rise in the annual figures
however falls within the period when the structural
adjustment programme was introduced. This led to &
liberalisation of foreign exchange market, decontrol of
fuel prices and agricultural inputs. Prices therefore
increased rather rapidly in the economy and it is
therefore not clear if investment in portfolio that is
a representative sample of the Stock Exchange would have
provided a hedge against inflation during the period.
A similar study for the pe;iod 1977 - 1982 concluded that
~inflationary  figures were actually higheér than the
increase in stock market indices.4
However, the general prard trend was a result of
the growth of the economy as represented by earnings per
-/share recorded during the peried urnder study. With the

exception of Bentworth Finance and Blackwood Hodge that
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recorded no earnings per share for 1987, the general
trend has been increasing earnings per share for a majority
of the companies. For instance, in the sample of 20, 1l

showed steady growth of earnings per share while 7 showed

! a stable amount of earnings per share with slight

fluctuations while the two already mentiored here actually

turned up nil earnings per share in 1987. These two also
bounced back with impressive results in subsequent years

L ]
of 1988 and 1989.

3

In general, 1987 was difficult year for the Nigerian
economy which was experiencing a shortage of foreign
exchange with falling o0il prices. Results of the higher
cost of foreign exchange was beginning to show on the

performance of companies resulting in lower earnings per

share figures. Out of the sample of 20, 10 companies recorded

lower earnings per share which contrasts with the bullish

trends.

Finally, it is important to mention here that the
general outlook for the world economy in 1987 was glcomy
with the Wall Street Crash of October 19, 1987. Speculation
was rife about the imminence of stock market crash signals.
Interest rates were put at 21%, inflation at an all time

high, depreciation of the Naira by 25%. The slogan was
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"disinvest in corporate shares™ and look to bonds and

insurance/pension funds for safety.

However, there was no crash but indeed from the
figures available earning per share showed a decisive
position change in 1989. 17 of the 20 companies sampled
showed an increase in earnings per share over the previous
two years: 1987 and 1988. This indicates that the general
economy was recovering from a recession. jn the sections
below, each sector and related result is discussed in detail.

5.2 THE PICTURE 1985

In this year, earnings per share range from nil in
the Computer and Office Equipment sector to 65.6K per
share in the Punblishing sector. Share prices however
do not reflect this situation. The explanation is probably
becuase in Nigeria, the ownership of shares is not taken
as an investment to make ae<profit from. It is regarded
as property to be inherited through generations. The shares
are therefore not always put through market forces. In
other sectors like Petrol Marketing which enjoys the highest
market price of 158K, in spite of its modest earnings per
share of 29.9K, it is very clear that industrial factors

play a dominant role where the future of petroleum appear
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brighter than all of the others.

Perhaps where share prices and earnings relate most
closely is in the conglomerates and packaging sectors.
Here, similar earnings of 11K per share turn up share prices
of 72K and 56K respéctively which indicates some relation-
ship. Similarly, Chemical and Paints sector with earnings
per share of 9K turn up very similar prices of 54K and
50K share prices respectively. Other stri;ing examples
of similarity in earnings per share are Building Materials

and Conglomerates. These have earnings per share of 15.8K

and 11.4K and share prices of 70k and 72K respectively.
5.3 THE PICTURE 1986

The general outllok in 1986 shows that earnings per
share of 16 out of the 20 compnaies sampled has increased
while share prices of only 14 have increased in comparison
to corresponding figures of 1985. Further analysis shows
that 13 out of 14 where earnings per share has increased,
there is also an increase in share price which implies
a relationship between earnings per share and share price.
Looking at the picture from one sector to another, Building

Materials and Chemical and Paints with similar earnings per
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share figures of 20.4K and 20K respectively also show share
prices of 72K and 71K also indicating a relationship between
earnings and prices per share. Other similar examples

are a decrease in earnings per share to 15.5K from 48K

in the Brewery sector corresponds with a decrease in price
per share to 99K from iBlK in that sector. It must be

noted that complete harmony is not established between
earnings per share and share prices because of the effect

of other factors mentioned elsewhere. ¢

5.4 OUTLOOK IN 1987

In this vear only, 9 sectors show an increase in earnings
per share over previous year's figure. The stock market
however is in a bullish mood as once again, 16 sectors
show increase in share prices over 1986. Virtually all
companies that show increase in earnings per share also
show an increase in share price over previous year. It
is also interesting to not; that where there is a decrease
in earnings per share such a decrease is relatively small
and the general trend of growth momentum remains more or
less unabated which reflects in investor confidence in

the price per share of the companies. This is also amply

demonstrated by the Petroleum Marketing sector which shows
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a decrease in earnings per share from 24.4K to 21.2K but
share price still increases from 139K per share to 152K

per share in years 1986 and 1987 respectively. It is there-
fore clear that while earnings per share show a relationship
with price per share, other factors like economy have

a significant effect as well.

5.5 ANALYSIS OF 1988 SITUATION e

In the year, once again, 10 companiés out of the total
sample of 22 show an increase in earnings per share. Once
again all these alsc show remarkable increase in share
prices. However, as noted before, this is a year of general
rise in prices of shares on the Nigerian Stock Market.
This is because with the exception of Bata and Daily Times,
all other companies in the sample show increase in share
prices. The increase in share prices probably reflect
government policy that has®set up a body known as the
Technical Committee on Privatisation and Commercialisatiocn

to privatise some selected government owned companies.

This probably has thrown the market in a bullish mcod
as investors' expectation are raised and they beliéve

government policy will positively impact on the stock market.



73

Stock prices therefore rise as a result of government
policy even before privatisation itself takes off. Bata
and Daily Times, whose share prices actually fell have
both shown very unstable earnings per share figures and
wide fluctuations between the years 1985 - 1988. This
unsteady earnigns pér share figures appear to have negative
effect on the share prices of the Companies - confirming
that even in the best economic circumstances, earnings

0
affect the price of shares.

5.5 THE YEAR 1989

Fourteen companies show increase in price per shares
on ther stock market while two - Union Bank and Mobil
0il ~ remain the same. This state of affairs is not
surprising because by the end of 1989, the first few batch
of shares from the privatisation exercise have been issued
and the shares on the stock market have increased. The
market still shows a general rise in share prices and the
cycle is still on an upsurging. It is important to note
that earnings per share have alsc generally been on the
increase. For instance, the average earnings per share

in 1985 is 21.08K compared to 28.18K in 1989. This shows
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a general increase even as shown by the index graph on
page 79. As earnings have increased so has share prices
over the relevant period. The general conclusions and

recommendations are contained in Chapter 6.
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SAMPLE SECURITIES

SECURITY

SECTOR

1 Leventis Motors Avtomobile & Tyres
2 Union Bank Banking
3 Nigerian Breweries Breweries
4 WAPCO ° Building Materials
5 International Paints Chemical & Paints
6 K. Chellarams Commercial
7 Thomas Wyatt Coﬁ%uter & Office Equip
8 UAC Canglcomerates
9 Julius Berger Constrﬁction
10 Lever Brothers Cosmetics & Toiletries
11 Food Specialties Food & Beverages
12 Bata footwear
13 Alumaco Industrial/Domestic
14 Bentworth Fihance Investment Companies
15 Blackwood Hodge Machinery Marketing
1€ Van Leer Contdiners Packaging
17 Mobil 0Oil Petroleum Marketing
18 Beecham Pharmaceutical
19 Daily Times Publishing
20 Afprint Nig Ltd. Textiles

TABLE 1
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EARNINGS PER SHARE

1985 - 1989
|
NAME OF COMPANY SECTOR 1985 1986 1987 19 1989
K K K K K
] Leventis Motors Automobile & Tyres 13.2 2.9 6.1 6.1 13.3
2 Union Bank Banking 53 87.4 98.5 ]20.9 42.0
3 Nigeria Breweries Breweriles 48 15.5 20.9 [ 49 15.1
4 WAPCO Bullding 15.8 20.4 259.) ¥ 5 e | 33.3
5 International Paints}Chemical & Paiats 8.15 20.0 112.7 130 36.8
6 K. Chellarams Commercial 9 18.2 8,5 120 26.9
7 Thomas Wyatt Computer & Office :
Equipment = 32.9 129.5 132 37,5
8 unc Conglomerates 11.4 15.4 9.6 140 40.2
9 Julius Berger Construction 9.3 9.5 113.2 9.4 25.9
10 Lever Brothers Cosmetics &
Toiletries 14 313.6 145.1 143.8] &65.0
11 Food Specialities Food & Beverages 14 39.2 46.9 172.4 49.8
12 Bata Fogotwear 27.9 35.9 30,3 (18.0 18.8
13 Alumaco Industrial/Domestic | 1.9 25.7 _126.0 118.91 26.4
14 Bentworth Finance |Investmedt Companies|ll.S 1.4 0.0 114.81 13.0
15 Blackwood Hodge Machinery Marketing }50.4 48.9 0.0 6.7 6.7
16 Van Leer
Containers Packaqing 31 18.3 19.8 25 .1
17 Mobil Oil Petroleum Marketing {29.9 24,2 21,2 17 17.6
18 Beecham Pharmaceatical 25 29.4 25.0 16 16.3
I19 Daily Times Publishing 65.6 7.8 14.9 13 13.3 ﬁ
. 20 Afprint Nig. Ltd Textiles 20.7 28.2 1506.7 |89.9] 39,7 __i_

TABLE 11
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1985 - 1989
IS
NAME OF COMPANY SECTOR 19851 19ael 1987 l 1988 1989 i-
H Leventis Motors Automobile & Tyres 41 30 50 BG 60
2 Union Bank Banking 133 155 205 170 170
3 Nigeria Breweries Breweries 131 99 112 273 323
4 WAPCO Buildinq Materials 70 12 1221 120 140
) Intarnational Paints IChemical & Paints 54 71 75 108 143
<] K. Chellarams Commercial 50 56 66 75 65
; -
7 Thomas Wyatt Computer & Office
Eguipment 110 . 144 112 167 142

8 UAC Conglomerates 72 96 50 214 226
9 Julius Berger Construction 54 52 55 72 102
10 Lever Brothrs Cosmetics & Topiletriesygll3 140 157 206 320
11 Food Specialities .Food& Beverages 33 110 185 220 266
12 Bata Footwear B5 87 1231 118 122
13 Alumaco Industrial/Domestic 51 66 113 82 107
14 Bentworth Fiaage lavestimeat Companiles 57 48 50 74 77
15 Blackwaod Hodge Machinery Marketing 21 31 25 53 69
16 Van Leer

Containers Packaqing 56 635 el 101 § 122
17 Mobil 0il Petroleum Marketing 158 1139 152 15571 155
18 Beechanm Pharmaceutical 107 {120 127 136 | 176
19 Daily Times Puhlishing 41 43 50 39 S0
20 Afpriat Nig.Ltd Textiles o 355 107 142 S0

TABLE 111
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CHAPTER SIX

SMMARY, CONCLUSINS AND REC(MMENDATIONS

6.1 SIMMARY

In summary, we have attempted to undertake an analysis of
the Nigerian Stock Exchange for the period 1985 - 1989. The
sample is drawn in such a manner that all 20 sectors are represented.
The data is from a secondary source and this is in conformity with
the procedure employed by most previous researchers. The model
used is that of charting and is extensively used and read for
purposes of obtaining results and arriving at oonclusions as well as

recomrerndations which are considered in the next paragraph.

o.1.1. From the results presented in the last c:hapter, we note that
aut of the 20 companies sanpled, 15 start with earnings per share
above zero and in sach the graphs show that increasing earnings per
share are generally reflected in bullish increase in share prices.
Daily Times and Blackwood Hodge start off with losses and their
share prices reflected this by being quoted below their per value.
For the remaining three - Leventis Motors, Union Bank and Nigeria
Breweries, the similarity between share price graph and earnings per
share is less striking. The following observations and conclusions can
therefore be drawn. ’
6.1.2 The general movement of stock prices has been found to be
on the upward trend which is indeed in line with the growth in
economic ;“:c',tivity. During the perind under review earnings per
share have also generally being consistently on the increase. In

order to provide a good linkage between price of shares and earnings
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per share, we compute the average price for each sector
over the five year period.

Similarly, we compute average earnings for each sector
over the same period. The result is plotted on a graph
which is reproduced in figure 4A.

It can be seen that the average earnings relate
closely to the price. Thus, when average earnings are
low, the average share price is alsc low. nhere average
?

earnings are high the average price is also high as can

be read directly from the graph.?

CQICLUSICN

THE WEAK FORM OF EFFICIENT MARKET THEORY

We noted that earnings per share have been increasing
in general, together with share prices. The earnings
per share are determined by the general economic climate.
thus we can conclude that share prices generally fully
reflect historjjdal information which is already reflected
in the conomy at any given time. Any set of portfolio
therefore, would not have yielded above average returns.
This of oourse indicates that the Nigerian Stock Market

conforms with the weak form of the Efficient Market Theory.



INDEX GRAPH

2007
k 190
180 =
170
160
L

aoﬁ
140

130
120

110
100

i

I

i

78
INDICES
i T

T

i

1985 1986 1987 1988 1989

YEARS

FIGURE 3




6.2.2

6.2.3.

79

THE SEMI-STRING FORM

Difficulty in obtaining the exact timing of announcement
of porfits and published acoounts for the entire sanple renders
any definitive conclusion on this impossible. However, the
fact that the graph of share prices and earnings per share
nove in sympathy points to the fact that is published
information is reflected in the prices of stock at any given
time. More detailed work is however necessary to establish the
reaction of the market to earnings announcements.
THE STRONG ROOM

Testing of this is clearly beyond the soope of information
in this study. However it is instructive to point out that
trading volume on the Nigerian Stock Exchange is still very low
and the use of Insider Information ocould suffer limitation,
firstly because one may not get the shares to buy. this is
because as explained elsewhere, Nigeria regards shares as Fixed
Assets and trading with them is not very regular.
Secondly, if the price of shares appreciates, it would still
be difficult to dispose of it since there are few willing
buyers. Probably such a test could be carried out after the
work of the Committee on Privatisation and Commercialisation is
completed. Then there would be more investors and better
awareness anmong Nigerian investors. Availability of detailed

information might improves as well.
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RECOMENDAT ICNS

Taking into acoount the constraints on this work
outlined in Chapter (ne, the objective set out has been
achieved to an appreciable extent. However, further
research in this area is necessary and the following steps
are recommended to make it more effective and meaningful.
These action;_-.‘ are mainly by Securities and Exchange Commission
{SEC) Nigerian Stock Exchange and Brokers.

q
(i) The Nigerian Stock Exchange Commission should set up
a Task Porce to collect information on all corpanies

quoted thereon from the inception of the Conmission to

date. Such data include published accounts, interim and

final annual dividends, issue of bonues shares, shares splits,

daily share prices, etc. Researchers in the area shall

be given free access to such information.

(ii} Efforts to create Area Cffices in State capitals with
library facilities to ease the work of scholars who want

to undertake research in this area.

{iii) To increase publicity of its activities by liaising
with the electronic media for daily announcement of

usiness done on the Stock Exchange.
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(iv) Need to fund further work on the Nigerian Stock
Exchange particularly those factors that influence
changes in prices of Stock in detail to quantity

their respective relationship with the price of shares.
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