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ABSTRACT

The aim of every investor is to invest in
such shares or stocks that will maximise his/her
wealth. Dividend Payments and Capital gains form
the basic sources of earnings in investment in
stocks. In order to enjoy any of the two sources,
the firm must have a sound corporate performance.
However, cash dividends drain funds that should have
constituted its savings and consequently lowers the

capital gain.

This study attempts to ascertain the importance
of dividend as a determinant of investment preference.
To ascertain this, the writer tried to determine the
importance of dividend against an equally important

factor - corporate performance.

In the course of the research, the Development
of the Stock Market in Nigeria is reviewed. Twenty
listed companies in the Nigerian Stock Exchange are

used as the sample size.

The following form part of the summay of

the findings:-

1. The rich-literate constitute the majority
of investors in stocks in Nigeria, followed

by institutional investors;
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2. Dvidend Policy is the nost inportant
factor influencing investors in stocks

in N geria;

3, Wwere an investor is to choose between
di vidend paynent and capital gain or
corporate performance, tie will go for
di vi dend.

The researcher nade sone recomendati ons

anongst which are: -

1« That the Federal CGovernnent of N gerian
shoul d recycl e her sharehol di ngs in quoted
conpanies in order to make nore shares

available in the market.

2. The Federal as well as the State Governnents
shoul d channel the privatisation policy
through the N gerian Stock Exchange for the

sane reason in (1) above.

3. That a general enlightennment canpaign
programme aimed at educating the illetrates
be carried out by conducting tel evision

and radi o programres in | ocal |anguages.



viii

TABLE OF CONTENTS

Title PafCccscssoonvensssssssescssssnsosaccsns
DeclarationNecesccecvsacecscccscscscccccccase
CertificatioNecsestecenscccssscsncecassanes
DedicatiCNeccessscccecnccecssssscsncsacanes
Acknowledgementleiceceeescccsnrtscccccnccenes
ADStraClecescocecscrecncncnnssasersscncsne
Table of ContentSecscecsccccsccesvscsccene

List of Tables...--.-.............-.......

List Of AppendiXES-tooln-o--ooncallooolco

CHAPTER ONE

INtroductioNeicsvsssessessscesssrassesocsesn
PurpOse of StUdyoocoou-onocunouttnﬁr---lia
Scope of Study...aaoo-.oooo..latlonootatnl

Resear‘ch HethOdO}.OgYo---o-n.-o---o---.--.u

CHAPTER TWO

LITERATURE REVIEW

2.7 An Overview of Investment Portfolio
e Belection. . cesesvasissssnincssacsvense

2.2 Approaches to Valuation of StocCk.....
2+241 The Discounted Cashflow Model..ecoss

2.2.2 The Cross Sectional Regression
Analysj-s-..---.-u.t.-......ttotllit.

203. The Diwvidend THeorieSseceecsscscccna
2.3,1 Dividend RelevancCe,..cccceecossesesse

2e3.2 Dividend IrrelevaliCCicscesvescssrenss

ii
iii

iv

vi
viii
xi

xii

11
L

16

18
20

23



ix

2.4 Factors Affecting Dividend

Policy......’.....I.l.l....l'.lll.'.".

FOOtHO'beS-o.-.-o..-.-.....-..-c-.-uo.a‘o

CHAPTER THREE

DEVELOPMENT OF THE STOCK MARKET IN NIGERIA

3.1
3.2

3.3

What is a Stock ExchangE.........-..-
The Nigerian Stock Market.eecececocss

Membership end Control of The
Nigerian Stock EXchang€icecccscsccces

3.4 Factors Influencing Share Price

3441

3.4.2

3,3

3okl

3 .h.s

3.14-.6
3alta7

3.4.8

Behaviour In the Nigerian Stock Market

Role of the Securities and Exchange
Commission in the Evaluation of
Company Shareﬁo.--ucttlcoccscnocnl.ioc

Government Intervention in Corporate
DiVidel’ld Policy.nl'lt.llll.l.l.'l-....

The Role of Nigerian Stock Exchange
Functionattes In Regulating Share

Pz.ices'l\-t..lt.....ll'l"'..l-..lItl..'

Effect of Religious Believes on
Trading Volume of The Nigerian
Stock Market..osessesvocsavosscsnansan

Extended Family Relationship Systenm...

Defective Market Information System...

Small-Size Number of Quoted Equity

mres‘.‘..Ql.lll..lill‘l.l.ﬂ..I..‘O..

Adverse Role of Quoted Company

Registrars.............o...............

PAGE

26

47

ub

4s
53

55

56



3.4¢9 Discriminatory Acceptability

of Share Certificates As
Collatergls for Lo@Nesicsncisnne

3.4.10 Large-Scale Investment
Opportunities in Nigerigs.ceceeceee

FOOtnOtes...-o.--n-conu---.vo-oh

CHAPTER FOUR

ANALYSIS OF DATA.

L.t The Influence of Dividend Payout
aon Share Prites.icecssassssnivoess

L.2 Measurement of Investment
Preference: A Case of Dividend
Policy Versus Corporate Performance

L.3 Effect of Stock Price Regulation

By Nigerian Securities and
EXChmge CO“iSSiOn...ccaccocooo.o.

h.h. Sumary O.f FindingScctuooooocoutncc

FoomotES.Ol.DQOCOO.Cl.‘l...‘...il.

CHAPTER FIVE

CONCLUSION AND RECOMMENDATIONS

5.1 cor!'.CluSimauooco’tloto.l.t!lol..t-.

5.2 RecommendationS,seeeseccsscscssases

BIBLIOGRAPH Yeeceesooosccccsses

57
60

62

76

80
82

83

8l
85

89



Table 3.1

Table 4.1

Table 1.2

Table )-I- . 3

Table L.L

Table 4.5

xi

LIST OF TABLES

Total Asset, Earnings Before
Taxes and Dividend Per Share

of Quoted Brewery Companies in
Nigeria (1976 - 1986).--.---.-.1

Earnings After Taxes (EAT),
Dividends Per Share (DPS) and
Earnings Per Share (EPS) of
Twenty Randomly Selected Wuoted
Conpanies (1976 - 1986).;-.|oo.-

Reactions To Varied Levels of
Dividend Payou‘t.....-o........-.

Measurement of Determinants of
Investment PreferencCecessescssse

Measurement of The Superiority
of Dividend Over Corporate
PerformanCe.ccccescecesccasaccne

Measurement of Reactions to Stock
Price Regulation By NSEC.cccecces

PAGE

51

65

77

81



Appendix I,
" I1I.
" I11I.
L] Iv
. v

xii

LIST OF APPENDIXES

Equities

List of Dealing Members
(Stock Broking Firms/
Issuing Houses)

Agents of the Stock Exchange

Listed Companies and Their
Registrars

Questionnaire Administered
to Stockbrokers,



ChiaFTeR Cas

[
]

CDUCTICN,

e

The ovlective of a firm is to mexizize its value to
its sneresclders, The value of a firu is representel by
the wark-tT price of its coummunstock. 41ne market price of
cormonsticck is in turn, a reflection ¢f among other <thin

the corporzie perforiance anc the aivigend policy of such

'rice benzviour can @ influenced by ssverazal
factors., GHowever, of uthmost importance in this project

is tus iniluence of the divicend policy. We have probzbly
resd sbout snerenclders who scla their shezres in protest,

or torc trnelr shere certificates or expressed dissztisfaction
i, one I.r. or the other over either cut in dividenc payout

or fzilurc. 1o declare aividenas at annual General khectings.

The ziz of this project is therefore to research into

the possivle effects of dividena policy on the market

price ¢i = Tirm's coumonstock,

The retcined earnings of z corporation constitute a
very imoortant source of raising funds internally for
corporz=te expansion. Such mobilisation of funds fron
internal operations for further inve:ztuent confers sone
advantazes on tne firm. Apart from cepitzl gains wiich

result fro. ploughing back net earnings, this source of



cbtzinivg funda for long-terr undertsixing is reicgtively
Ci.22.17 when compavres with eQuity Yo Iomatvey flotatice
coct end also vesults in dilusion cf ownershiy end controle
Corporate net earnings zlso forx the bosis ¢f dividend
paynents 1o the owners eof a ccipanys., In an sooncay with a
hi-vly eificient earitzl market, regular pey=cnt ¢f dividencs

ty guoted cozmpanies positively influences thz ncrket valuation
of their sheres and conseguently the value of such firms,

Trnis is ag z result of the informetion effect of Zividends.

izcome for the ordinary shzrenolders, This Iz perticularly

oc whire the sharehcliers have g preference for current

0
2
{

or guick return on taelir investzent over capital

iz declaratior. of cash cividends periodicslly by a
soard of Directors of a company drains such 2 f{irm of funds
ih.t should have effectively constituted its savirgs. Om
tiie other hand, fiducliary responsibilities and fairness
demand manzgement tc distribute part of any substantial
cecrporete net earnircs to shareholders in the form of
¢ividends unless other compelling reasons to the contrary
prevail, The guestion therefore is, what . the pesition
the chzreholder or a prospective investor is in this
dilemz, that is, will capitzl gains influence hinm over

casn CGividena®
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In e light of the above, ths= udy is zed at:
A ] -
1 3 e - & L o - 2 A2 ==a" % Ay -
(1) determining the effectc ividen2 po’icy of
-~ 3 - ~ o e - —_ | s S
e firm might have o e murzet valuation of
+ ~ T - ~ £ .
its shares as well as those factors that

(2) ascertzining which cculé influence a shizreho

o

r g prospective inveztor nmcre: the dividend

pclicy or the corporate performance of =z Iirm.

(3) revealing the reactions of shoreholders =znd
investors to various degree of dividend pzyout

ratios vizistable dividend payout, fluctusting

dividend payout ratioc and no dividend payment,

(L) identifying other fzctors that influence char
rrice behaviour of compznies listed on the

Nigerizn Stock Exchange

123 Sceope of Study

The literzture review on the study covers areas suczh
& an overviaw of investment portofolic selection, aprroaches

to vzluation of stock and the Dividend Theoriese.

Securitjes to be quoted on the Nigeriam Stock Exchange
are usually evaluated by“: the Nigerian Securities and Exchange
Commission gnd quotation prices (offer prices) at which their
shares will be "bidded"™ or “offered" by the aguthorised clerks
of the Exchange are determined. In this line, the historical

cevelopment of the Stock Exchange Marketi in Nigeria is traced.
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Further, the MNigerian 3ecurities and Excizange Commissicn

en institution for control of Tne Stock Exchenge Merket

m
tn

is 2lsc aizcussed.

Some factors that influence the shere price benaviour
in the higerian Stock Exchange are discussed. These factors
are: the role of the securities and Exchange Commission in
the evalustion of company shares, governuent intervention
in corporate Dividend Folicy, the role of the Nigerian
Stock Exchange functionaries in share price regulation,
the effect of religious believes on trading volume of the
Nigerian Stock Market, the extended family relationship
systemyand defective market information system. Other
factors include the small-size number of quoted eguity
shares, discriminatory acceptability of share certificzates
as collaterals for loans, adverse role of guoted company

registrars,and large scale investment opportunities abound

in Nigeris.

Finally, an analysis of available data is done in
which an attempt is made to prove thst dividend policy &nc/or
corporeste performance do influence share price behaviour

on the floors of the Exchange in Nigeris,

134 Research hethodology

Study Period.

The stuay period covers a full decade from December
197¢ to January 1986. This pericd is selected for the

following reasons;:-



(<)

(1)

(5)

It is witnin this period thet the lhigerian
Stock market was chznged from The Lzgos Stock
Exchange tc The ligerian Stock kxchange with

branches in lLagos, Kadunez gnd Fort-harcourt,

The historicsl Developuent oI the Stock Exchange
rarket in Rigeria shows that the .0.E. witnessed
an unprecedented boom during this period as a
result of the KNigerian Enterprises rrozotion
Decree whnen the number of guoted companies

-

rese from 14 in 1971 teo 92 in 1¢z.

It is within this period also that the Second-
Tier Securities Market (SSI) was estsblished

tc give szaequzte recognition to the need to

turn small and medium sized companies into

big ones. These szall anu pmedium sizea companies
are owned ana wholly promoted by indigeneous

entrepreneur,

This period marks the Structural Adjustment
Frogramae (SAP) of the Fedsrzl Governzent of
Nigeria aimed at revamping the eiling National
economy. The periocd thus depicts g fair
representztion of the current economic policies

cf the government.,

Finally, the period encompasses two divergent
eras in the economic development of Nigeria:
the perioa of economic boow and the period

of economic recession, Therefore, data
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collected, anazlysis of such detz and resulis therein

ere a fzir outlookx of th: study in generzl,

Study Saxple.

Thne study covers a totzl of twenty ranccsly selected
public cogpanies gquoted on the Nigerian Stock E:change.
These constitute about twenty-one percent (21%) of the
total number of listed firmes., The restriction To publicly
quoted firms is because of ti.c ease with which relevant
inforzation can be obtained, ITue randomness is aimed at
recucing any bias towards coi_ciiles in any particuler
industry and gives some latiiule for mgking Justifizble
generalisation about dividenc bechaviour of guoted firms
in Nigerisa.

ollecticn of Data and Limit-tigns of Study.

—_————

The search for relevant informstion for this project
starts with consulting amnucl re_orts of sample companies.
Scurces contacted also incluce Business weeklies and Deily
Newspapers. Others are Nigerian Stock Excnange daily
transaction report lecdgers, Chzirmen's speeches, personsl
contzct with and interview cf stockbrokers around Kaduna,
and articles, Seminar Paperc znd Publications relevant

to the study.

The use of government gaczettes as well as publicstions
of Federal hinistry of Inforuetion serve as authoritative
sources of obtaining governuent policies on veried aspects

of the project.A Questionnairec 1s designed and administered

to Stockbrokers and investment officers/Executives who



are involved (directly or indirectly) in Stock

Farket Cperations.

The major difficulty encountered in the
collection of data for the project steemed from
inavailability of complete report on Stock Market
operations for certain periods. This could be as
a result of the descriptive nature of the reports

or the sources of information going out of circulaticn,

The researcher administered the questionnaire
to Stockbrokers (see appendix II) resident in Kadune
and some who come from Lagos to trade at the Kaduna
branch of the Stock Exchange. The response was
substantial and encouraging., More responses could
have been generated if the guestionnaire were glsc
administered in Lagos. This was however impossible
considering the time constraint.

Finally, these limitations not withstanding, the
researcher has been able to use the avallabl: data to
provide useful indications of share price behaviour
with regards to dividend policy in Nigeria., It is
hoped that further research with complete data might
be done in the same area in the future to £fill the
gaps thet might be created By these inadeqguacies,



CHAPTER Tl

LITERATURE ReVIEW.

2.7 An COverview of Investment Portfolio Selection,

Fortfolio theory deals with the selection of
optimal combination of assets (Portfolios), that is,
those combinaticon that provide the nighest possible
returns for any specified level of risk, or tne lowest

possible risk for any specified degree of return.

The theory of Portfolic Selection emphasises the
importance of the trade off between risk and return,
it provides mathematical technigues whereby risk and
return can be measured,and develops criteriz for the

selection of efficient and 'optimal' portfolios.

Pricr to the development of modern Portfolioc Theory
which was pioneered by the most influential work of
Karkowitz1 (1952), investors and analysts used the
"traditional approach®™ in portfolio selection, By its
Very nature, the traditional a proach lezds tc a highly
subjective assessment of risk and as the basic legic
underlining portfolio theory, it is to conmbine various
assets in such a way that returns are rLaximized., It
therefore follows that the traditional approsch which
subjectively handles risk is inadeguate as a method of
acssessing, selecting and mansging combination of assets

with & view to meximizing returns.



I.erkowitz is creaited with developing the first
modern portfolio anclysis mocel. hLe Daubes his model
on the anzlysis of risk -return choices, The uodel of
Portfolio Selection develcped by leriowitz can be
surcarised as follov.'s:2 (1) the twe relevant
characteristics of a portfolio are ite expected retum
and its risk; (2) rational investors will choose to hold
efficient portfolios, where these are defined as those
portfolics which maximise expected return for a given
degree of risk or zlternztively ani eguivzlently those
wiiich maximize risk for z given expected return and
(3) the riskiness of any portfolioc depends not only on
the risks associated with the ladividusl assets couprising
poertfolic, but zlso with the i:divicucl assets coumprising
the portfolio and also the nature cf the relationships

between these ascets.

harkwitz's theory gives a strong normative view
about the nature of efficient diversificatiorn, and the
asset characteristics which investuent managers should
seek when trying to reduce portfolio rigk, It is apparent
thzt estimates of the expected retwms of shares, their
variances, and their degree of correlastion all have to
be made before the process of portfolio selection can
proceed. This could be z mamzoth task. Furthermore, all
these measures are continuously changing over time (with

the addéition of new informagtion), as such, it is likely



tc result in centinuously changirg optimzl portfolios

cs sheres are bought and sold in line witil revised

correctly puts it "The efficient portfolios described

by the theory then, zay in practice be too cestly to

[l

pursue and portfolio selection of the larkowitz form,

tliereby impracticable,"

These problems have been considerably overcome by
subgeguent developrents in portfolio theory, Sharpe (19€3),
showed that the nuzber of calculzticns could be reduced
if the covariance of &ll pairs of securities was substituted
by data showing the relstionship of each security to the
behaviour of the merket. In a later pepery Sharpe also
deuwonstrated that transasction costs could be included in
the theory, and thereby showed thzt ccntinuous adjustment

aight be practicable.s

Sharpe, amongst others, has thereforc made possible
the practical utilisation of tne theory of portfolio
selection, Further, by relating changes in the prices of
returns of individuzl assets to changes in some chosen
uzrket index, Sharpe's theory has enabled portfolio
Ianagers to disaggregate the price wmoverents of individual
assets (Portfolios) into two cetegories: those resulting
from changes in general economic activity (systematic
risk), and those peculiar to individusl zssets (non-

systemaetic risk) end therefore uncorrelated or independent
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of cliznges in other assets,

2.2+ hAprrozches to Valuzstion of 3tock

Before one buys anything, rstionality dezends that

sioulc nave an idea cof at what price sucl an item can

O
(.»\

be purchsased, that is, what the werth of tic item is.

Tiie scue goes for prices of shares and stockse

There &re various approscnes by which The value of
cosonstocks can be deteruined. The search for the
fcorrect" way to value couuonstock has occupied a
co..siderable amount of effort for a long pericd of time.
The task of valuation of comuonstock can be seen from two
e:trelie perspectives. At one extreme, the task is liking
Lo the search for a perpetuzl motion machine because it
is very dynamic indeed. At the other extrene, the
determinants c¢f stock prices are guite easy to specify in
general terms; it is simply tne function of the level of
¢ co.pany's earnings, dividends, risk, the coczt of money
aud Iuture growth rate. As Elton and Gruber{1981)6 put
it, “while it is easy to specify these broad influences the
izlecentestion of system, wiich uses these concepts to
successfully value or select commonstocks iz g difficult
task," This is the task thzt g valuation model attempts

to accomplish,
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[ =4
-

Elton and Gruber define z veluatior iodel

o

(=
~
[¢]
=

"o mechenism that converts = set of forecasts o
observations on) a series of company =zl economic

verizbles into z forecast of market vzlue for the

1]
=2

coupany's stock." The input to & valuztion model is

in terms of econowic varigbles, such as, futwre ezrnings,
vidends, verizbility of ezrnings ard so forth. The
output comes in terms of expected market value or

expected return fro. nolding the stock or, zt the very

least, a buy, sell, hold recc.uwendztion,

According to Goff (1975},7 assets of a firm may be
valued by direct appraisal thnrough a network cof exrerts
enalysis er it could be done through a review of its
original or replacecent costs less provision for reserves
and any outstanding liabilities, He zocs further to say
that a fair value may be computed by multiplying the
narket price per share by the number of ordinary and
vreference sheres outstanding., This method mey have the
advantage of consiaering the future earnings stresm upon
which the market price is based, conventionally. The
shortcoming oI this method is the relevance of varifying
whether or not the price has been influenced by factors

other than the anticipated earmings.
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~GCitionally, Goff be.ieves that cuoted ccopanies
shzre prices reflect their ezrnings, an. thct ususlly, the
prcblex of valustion for such securities is always that of
deciding upon which ezrnin:zs to use, either past, the

present, future or an average figure.

Finally, Goff is of the opinion that the ultiizte
metnod of valuation model is the use of negotistion between
seller and buyer in arriving et a suitzble price. Though
logical, this concliusion may not be tenable in respect of
stock market operation since actual buyers anc sellers of
securities do not come face to face on the trading floor
but through an intermediary such as autiorised stock-brolking

clerks.

Johnson (1976},8 asserts that "valuation is not an
exact science; it is 'sophisticated guess - work', Not only
are there many different methods of veluation, but variations
in the use of each method may lead to widely different

results."

Every financial organisation employs a valuation model.
In this part of the project, the writer shall review soue
of the more widely used approaches o security valuation.

-~ C‘ - -
Two wodels by Elton and Gruber (1581)7 will be discussed,




b

2¢2¢ 14 1he viscounted Ceshf .ow lodel,

Discountea cashflow (UCF) models are based on the
coi.cept thot the velue of 2 shire of stock is equzl to the
present velue ¢of the cash flow thet the sharelhiclder expects
to recoive from it. There is nowever a long nistory of
discucsion in thie aczdemic literzature about what should
be {il-counted, Some authors crguec earnings, zonc

ivicerls and cthers ezrnings rlus non=-cash expenses such
as ceopreciztion, It turns cut that properly defined, these
aprrocches zre eguivalent to the present velue of zall
future cividends. 7To facilitezte this argument, letl us
assuse thet a stockholder intends to nold a share oI stock
for ore period. In this one period the stockihslder will
receive z dividend and the value of the stock when he or
she sells it. If the dividend occurs at the enc of the
period then the value of this shazre of stock should be
given by:
rt = D'.‘.+1 & Pt+1
(1+k) (1+k)

(1)

where:

Pt = the price of a shere at time t

Dt+1 = the dividend received at tine t + 1
}t+1 = the price at time period t + 1

K = +the approprizte discount rate,
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To value thig share, the stockholisr nust estimate
the price at which the stock will sell on: .eriod hence
Using the method employed above:;

Pt+l = Dt+2 -+ Pt+2 (

(1+Xk) (1+k)

~a
S

Substituting the equations (1) and (2) acove we have:

Pe=Detl LD tZ Lpu,  (3)
(1+k) (1+k) (14k)°©

If we solved for Pt+2 and substituted intc eguation (3),

solved for Pt+3 and so on, we would find that

Pt = Dt+l +Dt+22 + Dt+3 3+ ....DE+n+1 (4)

" 5 n+1
(1+41) (1+k) (1+k) (1+k)

or that the value of share of stock is egual to the present
value of all future dividends. Dividends have (at least

in theory) to be forecasted into the indefinite future.

One might ask what has happened %o ea nings? Infact
earnings can be used for one of two pur.oses or both: paid
out to stockholders as dividends or re-invested in the
firm. If the later happens, earnings should increase future
earnings and subsequently increased furture dividends.

Thus to discount the future earnings strsams of a share
of stock would be double counting since we would count

retained earnings both when they were earned and when they,
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or the earnings from their re-investment, were later paid

to stockholders.

To use an infinite dividend stream model in its purest
form, it would be necessary to forecast the growth rate in
dividands each year from now to infinity, use this infinite
series of growth rates to derive a dividend stream, and then

discount it back to the present.

2.242 The Cross Sectiocnal Regression Analysis.

while the DCF model is enjoying a rapidly increasing
popularity in the investment community, they have been
sdopted by only a small fraction of the practicing security

analysts (Birig 19?1).1C

The bulk of security analysts
still value commonstocks by aprlying some sort of earnings
maltiple (price, earnings ratio ) to either present earnings,
normalised earnings, or forecasted earnings. Approaches

to the establishment of this Price/Earning ratio cover a
huge range. Some firms use the historical P/E ratios for

ative

(]

companies or the historical P/E ratio for a company re

to the market P/E ratio,

Another approach is to list and discuss large numbers
of factors that should affect P/E ratios but leave the
weighting and often the explicit definition of these factors
up to the security analysts (Graham, Dodd &nd Cottle, 19621}1
Another apprecach is to take the broad determinants of

commonstock prices, earnings, growth, risk, time value of

money and dividend policy and measure these and weight them
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together in some manner to form an estimate of the F/E ratio.
The cross-sectional regression analysis is used to define
the weight the market places on & set of hypothesized

determinants of commonstock yLrices.

The relationship that exists in the market at any point
in time between price or price earnings ratios and & set of

specified variables can be estimated using regression analysis.

One of the earliest attem ts to use multiple regression
to explain price earnings ratiocs was the Whitbeck - Kisor
Model. Whitbeck and Kisor (196;)12 set out to measure the
relationship between the price =ernings ratio of a stock
and the dividend policy., growth rates, dividend payouts and
the variation (standard deviation) of growth rates from a
group of security analysts. By usihg maltiple regression
analysis to define the average relationship between each of
these variables and price earnings ratios they found that

price earnings ratio

8,2

1.50 (earnings growth rate)

0.067 (dividend Payocut rate)

0.200 (standard deviation in growth rate)

(I |

This eguation represents the estimate at a point in time
of the simultaneous impact of the three variables on the
price earnings ratios. The numbers represent the weight that
the market placed on each variable at thet point in time.

An equation such as this can bs used to arrive &at the
theoritical F/E ratio for any stock by simply substituting the

forecasted figures into the eguation.
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In conclusion, a vaiuatics wedel ¢l De Te ccousglidered

- <.ue Blzck box th.t cunverts fcrecuests of fundertental
te cbout companies and/or the ecinorny into forecasts or

ev._ucticus ¢f merket price.

Z:3 The Dividend Theories.

Uividend decisiocn of a firw 1= cone of ths crucizl areas

o - 2 B g . . ) - - = -
- ¢

r . -~ - v - o ey e ~fr £2 s " A
> =ealiCG_ 2l EaNgEENLTliT, 108 POl ace mSpilu O Lavioedd

_olicy i= to geteruine tne sxcunt ol =aruings to be uistribuzec
to sh.renoclcers and the amount to be retazinec in the firm,
d(eieined earuings are the most significont internal sources

. o Iiuzncing the growth of the firu, On the cther hand

. ividends ere Gesirable frou share..clders point of view

s 237 increzscs toelir current wezlth,

fne importance of dividend decision in terms of making
.. inveztuent decision has been deboted by nmany writers.
Ji:ore ere basically two divergent scnools of thought as
regaids this, At cne endé of the spectirux Williagms (1978)13
crgues in fgzvour of dividend as a cdeteriinant of corporate
velue, Kirshzan (1963)" 1in his "iird-in-hand" model
conv:nds that on the basis of the unc:rtzinty of future
ezruings (end capital gains), investors would prefer the
cirteinty of dividend payments in evaluzting a security's
vclue. And Richardson (1972)15 maintains that "dividend

a...ounce..ents convey substantial inforuztion to market

parilcipants that causes them to revalue their shares,™
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Tids view is identicsl to that held by Granar, Dodd and

Y A -~y 16 . -} - iA Tha- n+1 +vred el 7
Cottle (1962) when they said thet "the typicel investor
would most certainly prefer to have his dividend paid end

lct tozmorrow take care of itself."

In the same vein, Jzhnke (19?5)17 contends that earnings
crowth is actually a surrogate for what really matters,
nanely éividend growths. All these views re-interate the
relevance of the dividend decision in investment decision
making.

At the other end of the spectrum is the arguzment that
dividends zre irrelevant in the deteruination of stock prices
anc the value of the firm, Spearheaded by lodigliani and
Miller (1 975),18 they show that ginceit is possible to state
the vzlue of the firm without dividends, then dividend has
no effects on the value of the firm when externesl financing

is used,

In the same line, Ball and Brown (1978)77 sttempt to
show thet "on the average, the market correctly anticipated
ezrnings change even before their announcements." Wwhitbeck
end Kisor (1978),20 argue that investors lock forward to the
iuture earnings growth of commonstocks rather than past

cividenas and hence price-earning ratios.
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2e3.1 Dividend Relevance.

A nunber of argusents have bszn advanced in support cf
cac view thet dividend is relevant under conditions of
uncertzainty, that is, the investor is not indifferent as ©o
whether he receives his return on investnent in dividend
: - 1 3 2 - R i 3 o - 21 o — =
ircome or cstock price gppreciation, welter (1963), arguss
that the choice of dividend policies almost zlweys affects
the value cf the enterprise. In light of this, he said

that market price per share can be calculzsied thus:

D » .‘\
E R + r \&h = u)/k

k

where:

P = Market Frice per share

D = Dividend per shzre

E = Earnings per share

r = Internal rate of return (average)

K = Cost of Cgpital (capitalization rate).

in Walter's model, the optimux dividend policy depends on the
velationship between the fism's internal rate of return, r,
and its cost of capital, K. This idea can further be
perceived in three categories;

(a) Growtu Firm r> K

Growth firms are assumed to have ample profitable
investment opportunities which conditioned their r to be
grecter than K. Under a favoureble circuustance, walter
ascumed that gll earnings can be re-invested so as to
meximize the value per share over and above the rate expected

by sgharenolders. Therefore, the optizum payout retio for
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grovti: firms is zero, and since r is greater than k, the
mer...t value per share, F, increzses as payout ratio

declines,

(b) Declining firz, r £ k.

ihe declining firms zre those thzt do not have any
prolitzble investuent opportunities. Firms of this celibre
will ecr an-.investmnent rate required by investors. The
optizum peycut retio for : ch firms is 100 percent., And
the ~uriket value per shere, F, increases as payout ratio

increczses where r is less than k.

(c) Normal Firm, r =k

There gre many firms whose investnent opportunities
are exchaustable but wiiose rate of return is at par with
tiie cost of capital. For such firms, the dividend policy
has no effect on the market value per share, P, This is

the sironghold of the dividenki irrelevance theorists,

In reality, Walter'sg model is useful but its
pplic  bility is very limited, It as:cumes that the

inveztrent opportunities of the firm are financed solely

by ret.ilied earnings without any external financing, In

a situction of this kind, neither the firm's investments

nor iis Jividend policy, nor both will be optimized, His
assu._tion that both r ana k are constant is certainly over
generclized., This is because r decreases as more investments

occur znd k changes directly with the rise of the firm,
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Gorden (19:’,-2)2‘ came up with a Model th=t relzte. the
mariket velue of firm to its dividend policy. Iie Delleves
thet uncertcinty increases witn futurity becazuse the further

one lookKs into the future the oore uncertain civicend becoses.

His Dividencd Capitelization FKodel asserts thet

!

e ozrret

value of a shcre is equal to the present value of an infinite

O

strecn of dividends to be received wheredby the dividend per

share 1s expected to grow when earnings are retainec:

i'.' = E1 (I - b)
A - br
where:

Z, = Current Eernings
t = Dividend Folicy

»

All - eqguity firm's cost of capitel

r

Internal profitability

Through this model, Gordon established thet the market
value of the share is not affected by dividend policy when
r = k, Thi:z conclusion is deficient because during
uucertainty, investors temc to discount distant diviceuds
atl a higher rate than shey do near dividends as a reflection

of risk-averseness,

Tne logic underlying the dividend effect on the share
value was first described by Kirshman (1963),%° in Lis
". 3ird - 1r - The Hand Worths Two In The Bush," He attempted
to prove thet investors will be willing to pay a premiur in

order to zcouire stocks with higher dividend rate, Both
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2! , .. - .
Grzhzm znd Dodd (1964)°* toock up similar stand when they said

v

that "the typical investor would most certainly prefer to

e

1zve his dividend paid and let toumorrow take czre of itself,®

2sg . g
Ezra (1963)77 opined that dividends may offer tangible
evidence of the firm's ability to generate cash, zné as
such, the dividend policy of the firm affects the share price

and ccnseguently its vzlue,

2.3%2 Dividend Jrrelevance

The most comprenensive argunent for the dividend
irrelevance theory is found in llodigliani and idiller's
(1361) articles. Modigliani ana Killier (1961 )26 came up
with the assertion that dividend policy of a firm is
irrelevant as it does not affect the wealth of the sharenolders

rather it is the investment policy of the firm that matters.

The M-M theory ds based on the following critical

as woptions:
1. Perfect capital marxects in wiich all investors
are rational. Informztion is available to 211

at no cost; transactions zre instantaneous and

without cost.
2., Securities are infinitely divisible znd no

investor is large enough toc affect the uzrket
price of a security.
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2. =5 absence of flctation ts on securities

Q)

issued by the firm,

4« »~ world of no taxes,

e A glven investment policy for the firm, not
subject to change.

&, Perfect certainty by every invesior as to future

invest.ents and profits of the firm,

(This assumption was later dropped by M-ll).

Thaey arrived at calculating the rate of returns for

..re held during a particular year as:

m
(&)

R =D1+(P1-Po)

Po
whiere:
R = Rate of return for all firms
D4= Dividend per share at time zero
Po= Purchase Price per share at time zere

F4= larket price per share at time one.

I=l. Lelieves that even if the firm raises external funds
by issuing debt instead of equity shares, dividend is
irrclevont beccuse the advantzge of dividend paynent will

be off-get by external financing.

looking at the M-M hypothesis, one can see that it
lacks practical relevance., There is hardly any capital

mzrict in the world that is perfect,
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Their assuxn.tion avcout non-existence ol taies is
croz:zly uarealistic beczuse investors are compellec to
pay toes on dividends paid (celled withholding taxes
in Ilizeriz), Normally, such taxes are already deducted
before delivery from the dividend as narrated on th

civi_end warrants which shzereholders get periodically,

Furtheremore, M-M zrguient regarding both Iinternel
ani externz] financing sources being egqual is untrue,

Retzined eerning being internal source, 4o not atiract

l.=l. assertion that the wezlth of sharenholdcrs will
reuailiconstant whether or not dividend is paid is zlso
gusstioncble., If for example in the absence of dividend,
& c.urenolder decides to sell his shares, he has to pay
broiicrage fee and may even suffer some inconvinieices wheih
may not be emsily evalusted in monetary teras. N-M might
have probebly forgotten thet shasres are not scld in the
open . zrkst like ordinsry co..amocities such as books,
autoroviles, and so on, but in secondary markets such as
the Jlock BExchange whose trading requires the services of
"zutucrized clerks," as intermediaries between sellers

anc buyers,

Finally, the H-F theory argues that even under an
uncertainty conditions dividend policy is still irrelevant,
They szy thet the market prices of two firms with identical

invect .ent policies, business risk and expected future



26

e_raings cannot ciffer, But since discount rate increczses

vith uncertainty we can see thet in reality dividend

pey.ent resolves uncertsinty in the minds of investors

and sharenoclders naturally prefer dividends to capital

Fain

n

snao (1970)%7 refering to the distinction between
divided policy and retained esrnings says "Fhis distinction
Ueccouwes apparent when one considers the availgble eviaence
thet investors normally place @ nigher premium on & Nhaire
of cividend than a Naira of retained earnings in share
valucztion." and Alile and Anao (ﬂ966)28 in support of the
cbove statement declare "Because of thnis, some firms would
ciztribute a substantizl part of their earnings, sometimes
the wnole of it, even when they have investment programmes
wulch would have reguirea the whole of the saxrmings to

ficance."”

2:, Factors Affecting Dividend rolicy.

It is important for the firm to establish a general
policy with respect to the payment of eash dividends. There
are several factors involved in foramulating dividend policy.
Lfhese factors include, legal, contractual and internal
constrzints, the firm's growth prospects, owher consicderations

nd market considerations.

M



(2) Legal constraints.

I'ne dividena policy of the firm has tﬁ be evolved
witidn tie legal framework ana restrictions, The government
mzy restrict the amount of dividends to be declared by
fir.s in a particular year, There are four basic legal

consireints confronting the corporation with respect to

cas.: «ividend payment, viz:

(i) Czpital impairment:- HMost goveraments prohibit
corporations from paying out as cash dividends
any portion of the firm's capital stock as
measured by the par value of the commonstock,
but 2lso any capitzl paid-in excess of par
capital impairment restrictions are generally
established in order to provice sufiicient
equity base to protect creditors claims on the

firm's assets.

(ii) Ket Profits: The net profits requirecent is
similar to the capital impairment requirement
in that it limits the smwount of dividends tc the
sum of the firm's present and past earnings.
In other words, the firm cannot pay more cash
cividends than the sum of its most recent and
retained eamings, This requirement has the same
effect as the capital impairment rule where capital
is defined as all paid-in capital., It should be
realised that the firm is not pronibited from
paying more in dividends than its current
earnings.
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(iii) 1Insoclvency: If = firm has over-due lizbilities
or is legezlly inscolvent, most Governrents
pronibit the payment of cash dividends. This
which
restriction/is intended to protect the firm's
creaitors by prohibiting the liquidztion of a
near bankrupt firm through the payment oi cash
dividends by an insolvent firm could seriously

izpair its creditors claims in bankruptcy.
- - -

(iv) The sccumulation of excess profit:- Some

iy

cover.ment laws prohibit firms from accumulsting
excess profit. A firm's owners must psy income
taxes on dividends wnen received, but the owners
are not taxed on cgpital gains in market value
until the stock is sold. A firm may retain s
lzrge portion of eammings in order to provide
czpital gain opportunities to the owners, but

if it is discovered the firm may be subdjecied to

ray an excess profits tax on its retained earnings,

(b) Contractual Constraints.

OZten the firm's gbility to pay cash dividends is
constrained by certain protective convenants in z term
loan c:creement, a bond indenture, a preferred stock
agreenent, or a lease contract., Generally these constrgints
_ either prohibit the payment of eash dividend until a certain
level of earnings has been achieved or limit the esmount of

dividends pszid to a certain amount or percentage of earnings,
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since casn is reguirec to pay adividends, constraints on
dividena paywents help to protect creditors and preferred
stockiolders from losses due to insolvency on the part of
the firm., Contractual constrazints on aividend payments are
guite co on, and their violation is generally grounds for
an i ci-te request for payment by tne funds supplier

aliected.

(c; Internal Constrazints

Zae firm's ability to pay dividens in generally
constrzined by the amount of excess cash available. Of course
it is possible for a firm to borrow funds to pay dividends;
but if borrowing were necesszary the minimum dividend would
most likely be pzid. Lenders are especiallé??;terested in
loanin; auney for aividend payments, since they produce
no tangible or operating benefits that will help the firm
repay tie loan, It is important to keep in mind. thst,
alticuzh a firm may have high earnings, its ability to
pay . Ivicends may be constrained by a low level of liguid

assetls,
(@) Growth Prospects.

Z..e growth prospect of the firm must be evaluated in
for.uleting a aividend policy., The firm must plan its
needec fineucing in light of 1tsf0rjca5tedgrowth prospects.,
Tne av=ilability of outside financing anda the exaét timing
of fwics neeced will greatly affect the need for retained

earnin-s to finznce growth.
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(e) Owner Conciderztions,

In estzblishing a dividend policy the prizmery concern
should be how to maximize the {irm's owners' wealth over
the long run, Although it is impossible tc establish a
policy that will maximize each owner's wealth, the firm
must esteblish a policy that has a favourable effect on the
wealth of the majority of the owners, Three factors thzat
must be considered are the tax status c¢f the owners, their

investment opportunities and Lhe dilution of ownership.

(i) he tax stztus of the firm's cwners: The tax
status of a firm's owners can have a significant
effect on the firm's dividenc policy. If a firm
has a large percentzge of wealthy stockholders who
are in g high tax bracket, it may put out a low
percentage of its earmings in order to provide
its owners with income in the form of capital
gains as opposed to dividends, Since the cgpital
gains tax rate is considerably less than the
normal tax rate; these wealthy owners would find
their tax liability reduced. On the other hand,

a firm may have mostly lower-income shzreholders
who need dividend and are in a low tax bracket,
These owners will prefer a higher payout of earnings

since their tax status is not a source of concern,
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(1i) Owner opportunities: A firz should not
retain funds for investrent in projects
yielding lower return than the owners could
obtain fror externzl investments. 11 it
appears the owners have better opportunities
externally, the firm should pay out high
percentage of its earnings, 1f the firm's
investment opportunities are at least as
goﬁd as similar risk external investments, a
low payout of earnings is Justification.
A firm should not retain funds in the ferm
of marketable securities in order to make some
future outlay; rather, it should pzy out these
ezarnings now and raise the needed funds later
when the outlay nust be made, The external
investment opportunities of owners must be
appraised and considered when dividend policy
decisions are formulated, otherwise, the
magximization of owner wealth mey not be

achieved.

(iii) The dilution of ownership: If a firw pays
out a high percentage of earmings, new equity
capital will have to be raised with cozmonstock,
which may result in the dilution of both control
and earnings for the existing owners, It is
most important that the stockholders recognise
the firm's motives for retaining or paying
out a large percentege of earnings. Although



32

the ultimzte dividend pclicy cdepends orn numerous
factors, the avoidance of shareholcders' discountent

is important,» If the shzreholders becoze dissati:=fled
with the existing dividend policy, they may sell thelr
shares, increasing the pccsitility that the control

of the firm will be seized by some outside group,

The "take over" of a firrm by outsiders is more likely

when owners are dissaticfied with its dividend policy,

(f) Market Considerstions,

In establishing dividend policy, it is important to
consider certain behzvioural gspects of the sccurities
market., Since the wealth cof the firm's owners i: reflected
in the market price of the firm's shares, an awcreness of
the mzrket probable respense to certain types of dividend
policies is helpful in formulating a suitable dividend
policy. The mgrket place views the firm's dividends as a
source of informestion., The firm should attempt to develop
2 dividend policy that provides owners and prospective
investors with positive informetion, therefore reducing
their uncertainty about the firm's futwre success, By
paying fixed dividends on a ccntinous basis, the firm gives
its owners a feeling of confidence in its continued success,
It is quite important for the firm to consider f£he views
and reactions of the market place to dividends in formulating
& dividend policy,
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3.1 what is a Steck oxchenze,

. Stoch exchange i3 a plsce where securities are bought
and sold, alile and anso (1686), define it as refering to
Ymany thinze at the szme time, First it is z place where
securiiicz (bonds, stocks and shares) of varying types are

traded opelily,. and (secondly) where one cszu purchasze or sell
ol

~

any of such securities relstively essily.,

securities are simply docusentery evidence of ownership
or entitleuvent to claim upon the assets of the isgsuing fimm,
governenl or guasi~government institution., At any point
in time and zt 2 certain level of price, there are sone
reople wio would like to and be willing to rush into the
ownersilp ¢ = security Just as other pecple are eager to

get oul of it,

The Jtock nxchange is where the huge capital rejuired

To operate the enormous industrizl and comuwercial gorporstions
of tou.y carn be acquired and at such competitive terms that

rio otncr irnstitution in the capitalist system can possibly

atciie IU sees to the efficient silocation of availgble

1y

capitzl ITwnds to the diverse uses in the economy, and,
thrcugi, i1z extremely sensitive pricing mechanism, ensures
that sc much of the total availasble cezpitzl resource is
alloceted te each firm witnin each industry as thet fimm
and incusztry deserves te have, heving regard to their
relative contridbution to the total societszsl wealth vis-a-vis

other fircs or industries.
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he Stock Exchange is the bazrometre for measuring a

cc z .lace where an individual investor can mzke or lose
money cuicklye.

~ product of the 12th and the 13th centuries, by the
16th century the Stock Exchange had been deeply rooted in
many ESuropean centres., Its emergence is a spontaneous
reaction of enterprising businessmen to the opportunities
and chzallenges offered by the emerging free enterprise
ecorornies of the middle sges and the eraz of the industrisl
revolution, Stock kExchanges are not found in socialist
eccriomies because they have nc use there; the task of cgpital

allocction is performed by a central government,

3.2 The Nigerian Stock Market.

The Nigerian Stock Exchange is an offspring of the
Lagos 3tock Exchange which was registered in March, 1960,
and incorporated on 15 September 1960, The objective of
developing a locel capital market was not seriously or
singularly pursued by the colonial acministr=tion, However
the lacte 1950s witnessed a boom in private investment which
along with a number of other developments, prompted the
governsent into taking the initigtive to establish formal
financial markets. Among such issues were the need for the
sovernuent to finance the growing budget deficits from 1958,
The deteriorating balance of payment deficits as from the
lzte 1950s, the increasing pressure from nationalists and
tne need to mobilise finance to embark upon development

programmes.
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4 Commlitiee weoe eopointed under rrofessor Barback

-

“ee wary %50 which culminated inte the estsblisnient of
The Lzgos Stock Zxchanze. The principal ebjects of the
company as specified I iis Fesorandum and articles of

Ass50cistion were as folliows:~

{1) To provide fucilities to the public in Rigeris
fer the purchase and sale of funds, stocks and
sharez o any xinc ... Jor the Iinvestment of

money;

(2) Te conirol tue granting of a guotztion en %he
Lagos Svock Exchange in respect of funds, =L.oKs
and snares, oI eny cocpany, Governaent
Municipeiiis, socel autherity or cihsr corporgte
bodles;

{3} To regul.:ce i dealings of members interest

with tieir clients}

(4) To standardize gnd, from time to time, review

anc, i necessery or wesirable, increassze or

n

decrease tie fees or other changes toc be made
by members for services rendered tc tueir clients
or modify the methoc or metheds o©f assessing

or calcul=ting such fees or charges;

{5) To correlate the stockbroking activities of members
end fzcilitzte the exchange of information for
their outusl advantaege and for the benefit of

their clients =nd to offer facilities whereby
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lie publlic can be informed of prices of shares

-€.1t in by wembers.

(6)To co~operate with Associations of Stockbrokers
anc stock exchanges in other countries and to

obtzin and make aveilable to members inforwzstion

or to their clients.

(7)T0 investigate any irregularities or alledged

irregularities in the dealings of members with

by other meuwbers, or any other parties, provided
th.t{ such dififerences, disputes or complaints shall
relzte to or touch on the stockbroking business

or =ctivities of such menbers, and to dezl with

@t decide upon such irregularities, differences,
cizsputes or complaints, and to take necessary

steps for the enforcement of its decisions and

awards.

(8)To promote, support, or propose legislative or

otiher measures affecting the aforementioned objects.

Trzdin_ on the Lagos Stock Exchange was however
extremnely poor due to the low rate of capital formation
at the tiue, the predominant lack of awareness of the
mechanics of stock exchange operations and poor
comrunicaticn, Thus buyers anc sellers of securities

were concentrated around the Lagos ares.
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The growth of the stock zarket can be attributed t©o
the effect of the investment provisions containeda in The
Income Tax Management Act, 1961; The Naticnal Frovident
Fund Act, 1961; The Trustee lavestment Act 1962 and The
Insurance act, 1976 (Aanao and aAlile 1956).2 Apart from

these legislation, a major development wiiich had periaps

cl

»e most significent impact on The Stock ilarket was the

néigenisation measures (The Nigerian Enterprises Promotion

(-

icts, of 1972 and 1977). This raised the number of listed
eguities from a modest fourteen in 1971 to over ninety

by the end of 1980,

By the mniddle of the 1970s, advocations were made
for the decentralization of the Stock Market "to bring the
benefits of capital market operationsg nezrer to & greater
section of the country's citizeury and thus enhance the
performance of the market's functicns.“2 In regponse to
this, the Federal Government in April 1976 set wp a
coumission headed by Dr. Pilus Okigbo to study the structure
and operation of the nation's financial system and mazke
recoumendations, for improvement. The comittee recommended
tle establishment of provincial Exchanges which would
eventually cover the whole country. These Exchanges would
be zutonomous but would have similar listing requirenents.
However, the government opted for a National Stock Exchange
with branches in different parts of the country. Thus
with relevant preparations and aumendments to the operational

chzrters of the Lagos Stock Exchange, 1t was transformed
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()4 eceaber, 1977 with

branchee ir Lz oe, Kzsdumz =znd Fort-Harcourt,

Tre lzvest cevelcp=:znts ir The Stock Market i Vigeria

i

are, The 3econd-Tier Securiziss Merket (S3K) and the
Intermstior:iisctiorn of the ligzerian Stock Kerkes, It should
be recallel th-t of the ninety two eguities guoted or The
lilgerian Stock Exchange as at 1982, only three (Deily Times,
Golder Guinez Ereweries and Merchantile Bank) were wholly
owned Nizerien Companies; even they had not besen wholly
promoted by Nigerians, In a Seminar on Fubtlic Juotation
for Indiceneous Companfes orgunised by The Nigerian Stock
Exchange ir Fort Harcourt in 1981, it wss advanced zmong
other things that high cost of seeking guoetetion, feszr of
losing control of the business upon obtaining guotztion,
reluctance t» sisclose accurate firancial inforgation, eto,,
were responsible for lsck of interest among indigenecus
entrepreneur in obtaining a Stock Exchange listing, Thus
the listing reguirements were corsidersbly relaxed forming
the bedrock of the "Fringe Markei" which was later to
crystalise into the Second-Tiepr Sccurities Marke! Zesunched
or: 3 April, 1985, ‘

o3¢ Membership and Control of The Nigerian
oc

} 4 :.,:{cnangg.
The cwiers (stockholders) of the Stock Exchange are

2
refered to z: members{inazo and Alile 1986). Aprlication for
membership of the Excharge is open to firms or institutions;
ge well a2z individuals, There zre two types of menbership-

ordinsry and Desling,
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A Dealing member of The Exchange is perscn or an
irstitution whe, in addition tc beirng an ordinary member is
licensed by the ccurncil to trade in Stocks, shares and bonds
on the stock market and accepts to be Bound by the Rules and
Regulations df The Exchange. Such & member dces nci receive
any dividerncs but only renumerstion in the form of brokerage
comissions, A dealing member is generally refered o as =z

stockbroker,

Since its inception, The Stock Exchange haz been perpetuall:y
placed wder regulation by govermnent agencies, starting from
The Cauital Issues Comnittee of 1962 - 1973, The Capital
Issues Commission 1973 - 1977 to the present date Nigerian
Securities and Exchange Commissicn, For the purpose of this
preject, & cursory look into The Nigerian Securities and
Exchienze Comnmission shall be desirable.

A brainwork of the Committee on the Review of the Nigeriax
Financisl Systen (Okigbo Commission), it was recommended tc
perforn among other things "registration of all securities
proposed for offer or sale to the Nigerian Public or for
private offer if they are to be kept ultimately by persms
other ithan those to whom the offers were made, register

stock exchanges and securities dealers and their agents.....“3
Cther functicns of the Securities and Exchange Comrissicr as

stipulated under Section 6 of the Decree include:

(1) determining the amount of, &nc time at which securities
of a compeny are to be sold to the public either

through offer for sale or subscription;



(2)

(3)

(L)

(6)

(7)

(€)
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registering all securities precrosec tc be offered

fer

tn

cle to, or for subscriptiocn by, the putlic
or tc be offered privately with the intention that
the securities shzll be held ultimately other

than by those whom the offers were made;

maintaining surveillance cver securities mz=rket to
ensure orderly, faeir and equitable deeling in

securities;

registering Stock Exchanze or btranches, registrars,
investnent edvisers, securities dealers and their
agents and controlling and supervising their
activities with a2 view to maintaining proper
standarcs of conduct and professionalism in the

securities btusiness;

Frotecting the integrity of the securities market
cgainst any zbuses arising from the practice of

insice trading;

acting as regulatory apex organisation for The
Nigerian Stock Exchange and its branches to which

it woulc be a2t liberty to delegate pcwers,

creating the necessary . atmosphere for the orderly

growth and development of the capital market;

undertaking such other activities as are necessary
or expedient for giving full effect to the

provisions of this Decree,




In this menner the omnibus respensibility of creatirnrg
necessary atmosphere for orderly growth and development

of the capital market was pleced on the Securities and

5 PN Facteors Influencing Share Price Behaviour

In The Nigerian Stock Market,

3.h01 Role of the Securities anc Exchange Commission
in the Evaluation of Ccnpeny Shares,

on of ths 3ecurity Market, individual

bore

erat

In the o

|(j

buyers and sellers cannot be allowed to come face-to-face

to trade in gquoted company shares, rather they employ the

services of stockbrokers whe z2re authorized to transact
business in cognisance of prices originally fixec for

such securities hy the ﬁSSC.

In an annual dinner of The Nigerian Stock Exchance
described both the Nigerian Enterprises ?romotion

held at Lagos in 1979, Ckigbo/Icard and the then Capitzl
Issues Commission as some form of Public nuisance. ke
blamed them Ior time wastage and irasgequatle aliviment of
shares in the MNigerian Capital Marma‘t.l‘l On application ¢
the Cormission for guotation of company shares, numerocus
procecures and exercises have o be undertaken before
fixirng a price at which the security will be guoted on ile

)

stock market for public offer or sold as it is in the czse

of private placement,
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whe SEC or for thzt matier any invesi.ent analyst
would re_cily admit, the task of determining a siwretls
price i: ot & straightforwara computation based on some
known: formula, but an intelligent estimation of value with
the zl. of some Quantitetive parameters and a host of
nunerous guantitative factors. That is perhaps why the

matters on wnich share price is based cover a wide range

o
by
(o}
(1

('f
|...4

s relating to the historical fezstures of the
coupany as well as some projections of these. The information
whichn thie 52C usually calls for are supposed to veild

such _..sight as would mske possible the deteruinstion of
a rez_.istic price for the share, The SEC employs two
broad = _rosches in share priciag; The Asset approach and
The oorli_ s Approach.Tne results @btained from both are

eter coupared and & price is settled upon after tzking
into zccownt a number of factors among which are: the
present stiute of the business and future prospects, the
likelinood of continuity of these factors that contribute
to past successes, nature of the company's product and

its susceptibility to competition, etc,

-

Tre aim of the asset apprcoach is to determine the
net assetl or asset backing per share. This is often given
by divicing the number cof shares outstanding into the
networin supject to any cdisallowable items such as an
ungjust_fizble ascet revalustion, fictitious assets in the
bazlence sh:cet e.g., preliminary expenses, deferred revenue

expenses, €,T.C., and losses carried forward.
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Jalue per the earnings basis involves first, the
esulnction of the avereze meintainable profits &nd then
thie caritzlisetion of this amount by a cazpltaliscetion rate
eppropriate tc the nzture of the business and the asttendant
risk cotegorisation, Cslculatirg the asverage waintainable
profits reguire some adjustment to the computed historical

sverare profits in order to tzke account of changes expected

in e future. The resultant zdjustment figure for
mazintainable profits is then capitalised on the basis of

the following scales devised by S=Cs

Agricul ture 10 = 12%%
Froperty 124 - 15%
banking snd

Finance 12 - 173
hanufacturing 172 - 20%
Commercizl 20 - 25%
Service 25 = 30%

~owever, the final price is arrived at through a
cuasi - Judgeuental pocess. Trere is a popular notion that
prices ol shazres quoted on the stock market are underrated.
~5 1ghodzro (1980) says, it is difficult to lose money
oni wix stock exchange in higeriaz because all the shares

5

are wlierpriced.

It is zpparent tnerefore that there is imperfection
in our stock market operations (especially pricing). It
is rowever argued that the Nigerian Stock Market has not
ettzined enough sophisticaticn as to allow prices to be

deteruined by the open market forces:
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Jdie2 GCovern.ent lntervention In Corporate Dividend Polic
4 9 FoLiC

The Nigerizn economy is hignly regulzted by tne
sovernment, Lzws/Decrees for the regulation end control of
Lue ownership and operstions of enterprises in Nigeria sare

ccrtinuzlly enacted.

In the hgtional Budget Speech of 1579, the then
..eza of State, steted tnat, "tne new guidelines on aividend

payzent stztes thzat no company shnould declare or pay
depends

Gividends/in excess of 50, of iws after tax profits in

tlie current financial yezr. 7The gbility c¢f company declaring
: &

dividend on 1its performznce.," Two yeers later, the

new Nigerian, published the Income Folicy Guideline of 1581

in wnick it was stated that dividend payzble during the
“iscel yeer was 60: of profit after tax, subject to 12.5:
withholding tax. Aacitionslly, the newspzper reported tnet

"the issue of scrips based on inlcrezase in reserves derived

irom 2 revaluation of assets is forbidden."7

~8 at the time of this study, the Federsl Governrent
in ice annual budget, 1987 decreed tax free dividends for

ary incividual or company for a period of three years if:=-

(1) the company paying the aividends is
incorporated in NLiger.a;

(2) the eguity participat.on is irported into
the country between 1 January, 1937 to 31

Lecember, 1992;

(3) thne receipient's equity in thc company
constitute at least 10, of the share capital

of the company; and



(4) if the company paying dividenc is engaged

riculture procuction witiin higeris

or processing of sucn higcrian egracultursl

Some companies Go not cuusider governient invervention
on dividend mztters as proper. liany investors do not ccre
about divicdend percentazge or dividend pgyout ratio, rather
it is the monetary figure of the dividend paid that atirccts
them. 4s Clayemi (1983) rightly asserts "invarisbly,
governzent involvement in cdividend policy is bound to
affect investors desire to buy or sell securities. If
reaction to receipt of dividend warrants makes shazreholders
to offer for sale more than investors are willing to buy,
tue shere price may decline but if tiic reverse is the

case, then its share price may rise,"

3.43 The Role of Nigerian Stock Exchange Functiocnaries
din Regulating ohare rrices.

It is a comuon occurence lor officizls of the stock
exchange to interfere in norma’ business transaction for
one reason or the other, as ireago (1980) said "we went to
guard against inflstionary price increzse, We want prices
to be as close to reality as possible. The problem is
whether or not they should te allowed to rise on very
little volu:ne."9 Likewise, Omolayole (1983) observed
during a seninar organised by ICON (lierchant Bankers)

Limited on Corporate Finance at Lagos in July 1983, that,
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"share prices on the Nigerian Stock Exchange lict ar
sometody's prices not the proper prices for securities

quotei.“1c

In the same vein, Onosode (1981), during z Seminar on
Fansgement of Fortfolio Investient observec among other
things, thst, the Nigerian Stock Exchange is too insensitive
and obtuse to zny form of info:ziztion no matter how much
it affects quoted companies. He went further to szy that,
"it is only tne declaration cf a dividend or the ancurncement

of a scrip issue which bring prices turbling dovt."11

The above mentioned criticisms not withstanding, the
behaviour of the Nigerian Stock Exchange on price uaking
may be said to be Jjustified if considered from the fact
that listed compzafies were moctly foreign owned Lefore the
indigenisction policy., Restriciion of price move.ent
therefore, is an attempt to trede at near actual, aznd not

ficticious prices. However, thc Stock Exchange should not

be toc rigid over its share price behaviour.

The two predoruinant relicioms in Nigeria (Islam and
Christianity) preach against zlcokolism and usury, Thus
believers should not only 8bstzin from alcohol bul should
discourage it totally, The Holy Eible says "wine is a
mocker, strong drink is raging and whosoever is deceived
thereby is not wise" (Proverbs 20:1)12; the Bible also

says "D0 not drink wine nor strong drink, thou nor thy
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(1]

SONS Witr. THEE, essee.selest ye cie: it shall be a statut

).12

for ever througnout your generztions" (Leviticus 10:¢C

Similsrly, the Holy @uran szys "lhey askthee concerning

wine and gexbling, szy: WIn then is great sin, anc some
7 3 P 2 - 1 he 4t "

profit for wen; but the sin Ig sreeter than the profit.....
(Quran 2: 219)“-j It went further "Setan seeketh only te
cast among you enmity and hatred by means of strong drink
and games of chance, znd to tum you from rememberance
of Allah and from (His) worship, Will ye then have done

; - " ~ 1=
thet is, will ye not then abstzin)? (quran 5: 90-91). ~
3 y

From the above, one can then understand why believers
(especially fenatics) hold stroagly egainst the production
and consumption of zlcohol. Tius no matter now lucrative
end mewzarding it may be to invest in brewery and distiller
industries, they wiil refuse {opurchase the sharec. A good
illustration is the hew Nigerian Development Corporation
Limited,z conglomerate owned by the ten Northern Statles of
Nigeria, has twelve subsidiaries anc one hundred znc two
as:zociate companies,it has investzent in twenty guoted
securitiesg, but there is no gingle brewery industry in
the portfolio.'™ It isn't that the trewery industry is
performing below expectation, infzct it is one of the

best industries (see Table 3:1).

inus not investing in those stocks is a question of

religious sentimentality and investuent irrationality,

In like manner, Islan and Christianity preach azainst
Usury. The Holy Quran szys "God will deprive usury of all
blessing, but will give increcsc for deeds of charity:

For He loVetin not creatures wigreteful ana wickedh®






