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ABSTRACT

The world over, trading in stocks has become an important and lucrative
venture, especially in the developed economies. This is more so that trading
in shares/equities, is..sometimes used to express the strength or weakness of a
country's or*a’company's fmartcia standing. As the world is turning into a
Global, village both politically and economically, virtually every country is
striving hard to ensure that its economy becomes sound, and fully .integrated
in the world financial markets. One way of achieving this objective is

through the establishment of an efficient and effective capital market.

However, the capital market in most developing countries is least
appreciated by both the individual businessmen and corporate organizations.
Indeed, financial experts are of the opinion that Nigerian investors do not
really understand the functions and workings of the stock exchange. Thus,
the patronage of the capital market tends to be minimal and unimpressive.
There is, therefore, the need for both private and corporate investors to
know how the stock”;priee behaves in the stock market in order to maximize
their gains accruable ‘from such ventures. Three mgor schools of thought
sought to explain how the stock prices behave in the stock market. They are;
the chartist, the fundamentalist and the random walk proponents. In this
study, attempt was made to determine which of the theories is applicable in

the Nigerian stock exchange which in essence could serve as a guide to

potential investors.

A representative sample often quoted companies was selected from the five
jmain economic sectors; two companies from each sector. The sectors were;
the Agriculture, Ranking,-conglomerates, Petroleum and the Textiles Sector.

Method o\~ data Analysis in the case of chartist theory was the "Bar chart
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technique, while for the random walk theory, correlation.was used to test the

theory and for the fundamentalist theory, intrinsic value was used.

The maor .findings of this study is that the annual price behaviour of the
companies were to some extent in favour of the chartist school.of thought".
The data analysed for the various companies considered in this study did not
reveal any evidence that the fundamentalist theory is applicable in the
Nigerian stock market. However, from the correlation results for the data of
the companies considered, it was found that the stock price behaviour in the

market was significantly random.

The study made the'To 1 lowing recommendations among others; Government

should use available means to encourage companies as well as the general

public to be patronizing the market in order to boost the economy and
facilitate achievement of fiscal policy objectives; the Nigerian stock market
should educate the general populace about its functions and operations;
- investors in the market should adopt the policy of diversification in their

purchases of shares instead of buying and holding for long periods.

Further studies in this area should relate "intrinsic value'* of stock with
*e volume of transactions during period of the study, the variety of tools for
testing each theory be employed for testing the applicability of any of the

theories in determining stock price behaviour.

vili
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CHAPTER ONE

INTRODUCTION

The financial system of any society is the framework within
« o

which capital formation takes place. It i1s the frame work within

which the savings ol some members of the society are made
available to other members of society for productive investment.
The process 1s made possible by the intermediation of financial
institutions like commercial banks, insurance companies ' etc.
This intermediation of financial institutions in every society is
classified into two major categories:

I- The primary market institutions

2- The secondary market stitutions

The primary markets are those institutions that provide the means
for directing savings into new investments channels. The primary
market is known to perform two main functions which are (a)

New direct mvestment and (b) New leading 4ctivity.

Where as the functions of the primary market institutions is to
create financial clanms or assets, the functions of the secondary
market is to provide mechanism whereby these financial claims
are not liquidated by the withdrawal of one of the parties.. As such
the secondary market institutions provide the framework for
investors to exchange ownership of shares, stocks mortgages or
other forms of financial assets, to enable the institution on whom
the assets are a claim to hive on for ever if need be. It is clear then

that without this type of mstitutions, the existence of modern



corporations as we know them today would not have been

possible.  The mam institlutions found under the secondary

markets are:

() th& stock exchange

(b) the stock brokers

The Nigerian Stock cxchange is one of the oldest institutions in

the Nigcriaﬁ capital market, trading with three floors; at Lagos,

Kaduna, Port-Harcowt and recently Abuja. Each floor or branch
. of the exchange has a dircctor and a secretary.

The National secretariat has a director-general and qénSisfs of

three departments; the Quotations department, the administration

and the public relations department.

The main function of the cxchange is to regulate the trading in
stocks and shares. This includes admitting securities to listing ie
granting quotations. The exchange also has the function of

authenticating transfer lorms,

" In the financial world today, much effort ‘has been devoted to
examining the behaviour of certain speculative prices, for instance
those of securitics and commodity futures. In particular research
efforts have been dirccted to study price behaviour of common
stocks or equity shares *. It has been shown that for a long time
there has been predommantly two schools of thought concerning
security valuation and the behaviour of security prices. The one,
known as “Chanist:’ or (echnical -analysis school maintains that

w + ddiseernable trend exist in share price movement and that these

I~
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could not only be discovered but also be exploited profitably
where as the other school of thought assumes that at any point in
time an individual security has an intrinsic value which should, in

principle be cqual to the discount value of the future stream of

L ¢! .
“income from that sceurtty. In essence, the fundamentalists attempt

to estimate the intrinsic worth of a security by considering key
cconomic and financial variables and then decide as to what
investment action is called Tor in a given instance depending upon
whether the actual price i3 above or below this intrinsic value.
However, a third theory which is historically believed to exist way
back since 1900 and which did not attract much interest of
financin‘l experts until in the decades of 1960s when two papers
concerning the theory were published one by Roberts and the
other by Osborne. The theory was first Labelled “random walk”

and later a theory of efficient markets.

This theory has been advanced to explain fluctoations in share
prices and turnover. The theory casts serious doubts about the
usefulness of traditional sccurity analysis for describing and

predicting share price behaviour.

Statement of the Probicm

It is an established fact that there has been extensive research by
the investiment analysts of the developed economies into various

stock markets of the developed world such as US.A, UK,

Australia, Germany, Greece, Japan ete. As a result of the

' !
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Analyst’s research cflorts, they have been able to reveal a lot of
characteristics and attributes concerning stock markets.
Majority of the theories if not all concerning stock price

behaviours were based on theé markets of these countries. The

" “4hird world © and indeed some Latin Ameérican and African

countrics run their capital markets by borrowing leaf of what
obtains in the capital markets for the aforementioned countries.
Furthecrmore, the rclative stability of the economies of these
countries made it possible for theories concerning investment
analysis and portlolio management to originate from there mainly.
Notable among these theones are;

(a) the capital asset pricipg theory,

!(b) the Chartist theory,

(¢) the intrinsic value theory,

(d) the Random work theory etc.

Harry Markowilz and William Sharpe ¥ were the founding fatheres
of ’the capilal Assect pricing theory and the theory explains the
charaiter * of the markets pricing- mechanism when all investors
act as if they are governed by the principles of risk aversion and
the desire to optimize portfolio composition through - effective

diversification.

The technical analysis otherwise known as “Chartist” theory on its
- - " ! - t-l -

part mamtains that by studying the historical price and ‘volume

data may it be for a single stock or a group of stocks, the future

trend of price behaviour of the stock can be deduced by this

4



—

analy.!is. Under this theory the underlying philosophy is that
stock prices depend on supply and demand in the market.

In the case of the intrinsic value theory, it holds that at any point
in time an i‘ndividua] sccurity has an intrinsic value which shouid,
in principle, be equal to the present value of the future stream of
income from that sccurity discounted at an appropriate risk related

rate of interest,

The random walk theory on the other hand states that price

changes cannot be predicted fromn earlier changes 1n any

meaningiul manner.

A Tot of studies were carried out by .é'evlé-r.al investment analysts
with a view to verifying the applicability of these theories at ong
time or the other in the developed countries, however, coming to
the Niperian context, what exacﬂy is the sitvation? Does the -
Nigerian stock market follow the Chartists theory or is it the
intrinsic value theory that applies to it or it is the random walk

theory that find application in the market?

Therelore, this rescarch will try to determine with appropriate data
from the Nigerian stock cxchange the applicability of these

theories in the Nigerian gstock market.
y T

Furthermore, An imperative question is, does price of a stock like
any other commodity depends on supply and demands? = Another

question is that, docs a “true” value exist for a company’s share?
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Also, is there a group of investors who can benefit either by
receiving information before it becomes generally available or by
having knowledge which the average investor does not have on
how a share price will move in reaction to the release of

immfermation?

Aims‘md Ohjectives

The Nigerian stock market i1s a fairly growing market.
Corporations arc springing up on a daily basis, and at the same
time the individuai busincssmen are increasingly becoming aware
of the independence of portfolio management. Commenting on
the Nigerian stock exchange, Denis O. Odife 1. says “the Nigerian
stock exchange 1s 2 continuos auction market, but if‘is ot yet
developed to the extent that exchange of ownership can be
cffected with the same speed as tn the developed capital markets
of the world. Nevertheless significant gains have been recorded in
recent time.” So the fatt that there are a lot of theories that try to
show the stock price behaviours most espectally in the 'cievelc.)pe.d
world and the fact that some of tllcs.e‘.tlleories clashed with one
another and this to the potential Nigerian investors such
corporations and other business men may be confusing as to
which portfolio does he hold and when; in ‘order to maximize his
return on investment, '
,

Therefore, the aim of ,this resg(ar,ch, work is to test the three
theories, ie the chartist, the intrinsic value and the random walk

theories with a view (o delermining which school of thought the

6
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1.5

Nigertan stock market falls in. The objective of this investigation
is to establish the price behaviour of the Nigerian stock market so
that 1t could scrve as a tool or guide to a certain extent to an
investor or a po'rlfo‘lio manager in choosing or deciding in which

-

stock to imvest?

\

Scope and Delimitations of this study

_‘.

In this work, samplc sctltors of the economy w_ould be-selected.
These sectors arc (I) The manufacturing sector (i1) Banking (i) -
Agricultural (iv) Conglomerite and (v) Petroleum . In Iany of the
said scctors two qu'oiéd companics would be used to test the
efficacy of the theovies (1 Chartists, intrinsic value and Randoﬁi
walk) as regards the price behaviours of the individual stocks of

these companies.

This Analysis will be limited ;[0 looking into the activities of the
aforementioned companies for a period of ten year‘s‘(l98'-/ to
1997). | -

Hypothesis

-
a
L3

As opposed to the casc of developed countries where capital

market existed for centuties, as such majority of their investors are
aware as well as patronize the market, the situation in Nigeria is
different. The concept of capital inarket itself is relatively new as
such very few investors are aware of /and patronize it, and the few
that are aware of it, among them very little number know how the |
market really opetates. o -

“|.!
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(111)

(1v)

(v)

(vi)

Udoji’ noted that Nigerian investors do not really understand what
the stock exchange was all about. They do not appreciate that it
was a market where you can buy and sell share in the same
manner as you buy and sell other commodities.

To majority of the people in Nigeria who trade in shares, their

s
general view 1s that an equity/share is something to treasure and

that the certificate was like a saving certificate they can buy a
share and keep or hold 1t for ten (o twenty years or even more
without bothering how it fares in the stock market.

Some Nigerian Industrialists dé not care to bring their companies
to the stock market. This is probably because they fear loosing
control as well as the possibility of “undesirable elements™ buying
into lll‘ir company.

While some investors buy and hold shares for a long time, there
are some yvestors who are mterested in the potential gain in the
aspect of trading in shares.  This group of investors have the
capability of buying the shares at any point in time in anticipation
of a time when the price will appreciate at which time they will
sell m order to realize the gain.

There 1s also a few number of investors who study the past
performance of companies, who show steady progress in their
financial reports as well as their forecasts for the subsequent
periods and from that they (investors) select and buy the shares of
the company(s) who they' feel has/have high prospects in the
future in terms of their dividends, earnings per share, price earning

ratio ele,



(vi1)

In Nigeria presently, there exists a very small percentage of

- investors who trade in shares based on information’s they come

across ahead of other investors coupled with their superior
knowledge of the stock market over average investors. This
leverage enables them to identify a share that 1s either undervalued
or based on the new information, its price would rise, hence they
buy it and scll it at an appropriate time from which they would

derive a maximum benefit,
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- CHAPTER TWO
REVIEW OF RELATED LITERATURE
SURVEY OF THEORIES ON STOCK PRICE BEHAVIOUR
* The - pnces of stocks and shares are known to vary constantly,
thefefure any one with a noddm g ac,quamtance of stock exchange
WIH soon have realised that they may move quite widely over

relatively short periods of time. Although long term the trend of
: .

* ordinary shares as a whole may be upwards, this is by no means

.- straight line appreciation but is the overall result of fluctuations of

-

substantial dimension in both directions °.

These fluctuations in stock prices could be seen in terms of the
vériability of investors generally. As there are thousands of
mnvestors dotting the geographical spread of the country, so also
exists vastly different ideas about the value of any given stock at
any given time ! and therefore, the purchases and sales of the

stock will be,made-in accordance with this multitude of ideas.

“Selection” and “timing” are two vital components of investment

-

‘decisions which investors as well as investment Analysts and
‘portfolio managers have (o give due consideration to when taking

an investment decision. Selection deals with the question: What

to buy -bonds or stocks; which bonds; which stocks? On the

other hand timing deals with the question: when to buy — now or

" wait?

It has been established that the goal of stock evaluation especially

" common stock is to determine the approximate trend line around

10
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It has been established (hat the goal of stock evaluation especially
common stock is to determine the approximate trend line around

which stock prices can be expected to fluctuate. It is expected

under this approach (hat at any given time, the common stock

analyst should have a reasonably clear idea whether stocks
generally and individually secem under priced. This enables him to

come o grips with both the what and when questions,

One underlying assumption on this value analysis is that under
priced and overpriced situations ultimately will come into better
balance. However, the value analysts make little or no effort to
predict when the carroctive price movement will occur. Reasons
they say were: First, that 1 1s not possible 10 make predictions
about turning pomts ol prices with high probability of being
accurate. Secondly, the value analysts feel that investors confront
“ a market of stocks rather than a stock market ie efforts to predict
the, turning point of averages eg. Dow-Jones Industrial Average
are rather tutile, since an average can go up or down,
¥
A lot of studies have indicated that share prices are affected by
some factors which al;’timcs ¢ cause the movement of the market
to be clear and logieal and at times they are so obscure to the
extent that they can only be under stood by a discerning
appreciation of the interplay of various inf'luences. Among these
. ! 1
influences/factors inclugc: political, ECOI’IO!TIII'C and eniotional.

More details about-these factors will follows

1] -
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2.4.1

" Factors Affecting Stock Prices

There are several theories (hat together constitute the modern
portfolio theory, these include:  the fundamental theory, the
technical analysis lhcorgz, the ransom walk theory. These theories
would be looked into in more details ilnﬂthis‘ chapter. Fﬁfthcrmore,
the establishment of and operations of the Nigerian stock

Exchange would be exammed.

[

Prices of stocks risc when others fall " This usually prompt
investors cspecially of the developed world to be asking “why”
the market acted the way it did to the extent that, even the expert
on stock price analysts are imagined whether they know actually
why stock prices rise and fall? German et al (1985) answered this
questton by asserting that “they (stock price experts) too don’t
really know why, they,argue that if they actually knew what really
made stock prices to rise or fall they would have been billionaires,
however they arc just offering their opinions or theories about
what is occutring, | |

Some of the factors identified to affect stock prices are:

b3

Political Factor

The Bolilical [actor could be scen in this hight, that if a
Government by its philosophy is fundamentally unfavourably
disposed towards private cnterprise.  Although for some
considerations, the govermueiit jnay be ready to allbw_ a mixed
economy which may comprice both Nationalized industry and

private centerprise to coexist in the least. Chances are that the

¥} ]

12
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)

government lacks sympathy towards the interest of shareholders.
This could be in form of increase in company taxation, especially
when profits rose together with restrictions on the raising of
dividend payment. In addition a government could decide to
strengthen its control over industries through gradual process of
mllrigl‘ll nationalization.  All these govemlﬁent policies could

affect prices of stocks.

Government fiscal measures to either attract or discourage foreign
mvestors could also affeet stock prices of a country.
" (]

I.conomic Factor

It is common knowledge that profits are the foundations on which
a company’s prosperity rest and accordingly share prices are
closely tied to the economic climate m any country. In times of
recession when business is slack it is hard for companies_to make
profits and the converse is the case when trade is expanding. In
periods of recession in an economy, Government try to tackle both
domestic and external <economic problems. A typical external

(49

economic problem is * balance of payment” problem, while the
domestic problems include; inflation and budget deficits. These
problems cause Governments to take some measures with a view
to counteracting these problems. Measures usually adapted by
Governments include: mercase in taxes for the purchase of goods,
interest rate restrictions, restrictions on exchange rates and other
restrictions most of these restrictions are not so favourable for

company profits and hence share prices.
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Emotional Factor

s v

CThe main upward and downward movements of prices of stocks

1

tend to be overdone.  The reason is that investors, whether they
are  private individuals or  the professional managers of
institutional  funds, are not calculating machines but human
beings. They are, therefore, influenced by the market atmosphere

which they in turn have themselves helped to create.

When prices are rising in a “bull” market, al mood of optimism
prevails and clouds on the horizon are easily shrugged aside as
being of hittle consequence. It is believed that so long as the
general body of the opinion thinks prices are going to rise, they
will rise. Everyone wants to be in the market and not to miss out
on the capital profits which are there for thettaking. As a result of
this, a bull market has a momentum which takes it above the level
which the fundamental “facts of the situation would otherwise

dictate.

In a “bear” market the {;ppnsilc state of affairs is reported.to apply.
That 1s prices which are initially falling-as a result of sound
reasoning sink to unduly depressed level as pessimism gets the
upper hand.

Modern Portfolio Theories

The basic elements of modern portfolio theory emanates from
series of propositions concerning rational investors behaviour set

forth by Dr, Harry M. Markowitz ",
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The markowitz theory provided a theoretical framework for the
systematic selection of optimum portfolios, once the level of risk
willing to be assumed by the investor was established. The
underlining theme of markowitz theory is that; investors, conduct
themselves i a rational manner which reflects their inherent
aversion to absorbimg mercased risk without compensation by an
adequate mcrease m expected return.  As such it was stated that
for any given = expected” rate of return ie where the expected
return is the mean of a probability distribution as such most
imvestors will preler a portfolio containing minimum expected
deviation of returns around the mean over a determined period of
time. Thus risk as delined by Markowitz” is the uncertainty or

viriability of expected returns.

In trygng to explain the concept of risk and the investors aversion
to risk, Markowitz observed that investors try to minimize the
deviation from the expected portfolio rate of return by diversifying
their portfolios, holding either different types of securities and /or
securities of different companies. But he importantly pointed out
that simply holding different issues would not significantly reduce
the variability ol the portlolio’s expected rate of rc,t‘urn if the
income and market  prices of these different issues contained a
high degree ol positive covariance. That 1s, if the timing,
direction and magnitude of their fluctuations were similar.
Accordingly. effectives diversification is only achieved if the
portfolio 1s composed of securities that do not fluctuate in a

similar fashion. So that the variability of the portfolio’s rate of

U




return becomes significantly less than the wvariability of the

individual components of the portfolio.

In her article on the portfolio theory, Nancy A. Nicholas 3 says
“Portfolio theory has become such an article of faith among
imvestors that its central idea, which is that an investor who
diversifies will do better than an investor who does’t now

seem obvious. According to her, Markowitz’s simple observation
spanned a whole new wave of investment products-including the
index fund- once it was set along side the efficient market theory
that told imvestors there was no way to beat the market. The logic
is strarght forward: if 1t 1sn’t possible to beat the market, then a
sensible mvestor will simply hold the market, 1.e come out with a
basket of stocks that m some way represents all the market’s

upside potential while trving to diversify away all downside risks.

The mathematical deductions of the expected return and the
variange as they relate to one another is shown thus: If Ri is the
return on the ith security and pui 1s the expected value of Ri; let o1j
be the convariance between Ri and Ry (o1j is the variance of Ri).
Also let Xi be the percentage of the investors assets which are
allocated to the ith security. The yield on the portfolio as a whole
is R = 2RiXi. The Ri and consequently R are considered to be
random variables. - The x1 are not random variables, but are fixed

by the investor. Since xi are percentages we have 2 Xi = |

16



V=YY aij Xi Xj. * "

If we ignore negative value of xi for short sales, which means Xi

>0 for all i

The return R on the portfolio as a whole is a weighted sum of
random variables and from the preceding discussion of such
weighted sums, we see that the expected % return E from the

portfolio as a whole is I = 2. Xi ni and the variance is

L]

The Fundamental Theory

The premise of fundamental theory™’ is that a particular stock has
an intrinsic, or true value which should, in principle be equal to
the present value of the future stream of income from that stock
discounted at an appropriate nisk-related rate of interest.
Accoling to the fundamentalist school, the actual price of a
security 18 considered to be a function of a set of anticipated
returns and anticipated capitalization rates, corresponding to
future time period. Prices are believed to change as anticipations
change which in turn change as a result of new information. The
fundamentalists, thus, argue that in case there 1s “something less
than complete dissemination of information, the actual price of a
security 1s generally away from its theoretical value.” This means
that the fundamentalist believe that the market can very often be

wrong in appraising the value of a company.

Furthermore, il a company expects to be extremely profitable in

coming years, this should be reflected in high price earning ration



(]
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(P/E ration). However, if prospects look dismal and earnings are
expected to be quite low, the price of a stock of the company and

P/E ratio should be low.

This follows that according to the theory, if knowledge about the
futures of companiaes s hot perfect some stocks are under priced
while others are nvcr-pritcd. Therefore, the task of an investor
here s that he has (o study certain fundamental factors that may
enable him seleet under priced for purchase and sell overvalued
stocks.  Some ol the factors that are usually considered when
purchasing a stock or selling it according to the fundamentalist
include; listorical profitability of an industry, the leading
companies in the industry, the economic outlet look for the
profitability of the iliulustr_v as a whole and the outlook for the
general economy

The Technical Analvsis Theory

While the fundamental school maintains that at any point in time
X B |
an individual security has an intrinsic value which in principle is
supposed to be equal to the present value of the future stream of
mcome discounted at an appropriate risk related rate of interest,
the technical school on the other hand carefully plots price
movements 1 conjunction with various market indexes and other
technical data that when combined into a theoretical model
indicate when to buy or sell. It follows here that the underlying
philosophy of the technical analysts or “Chartists” as they are

otherwise called is that the price of a stock depends on supply and
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demand mn the market place and this has little relationship to the

intrinsic value as the fundamentalist believe it to be.

The rationale behind the technical analysis school is, therefore,
reported to be based on a basic assumption that “History tends to
repeat itself”. That is to say, past pattern of market behaviour will
recur in the future and can thus be used for predictive purposes.
Among the factors considered in studying the past in order to
predict the future by the technical analysts include: the total
volume of shares traded, the ratio of the number of stocks, that
rose compared with those that declined, published information on
the amount of “insider sales™ (sales to members of a firm), the
ratio of “short sales”™ (sales of borrowed shares to be replaced
later when the price may be lower) to other, sales, high-low
indexes, odd-lot tradmg and moving average lines. It is argued,
however, that since pride movements reflect the opinions of
millions of different people about everything having a bearing on
stocks, 101s unlikely that technicians can know in all cases why the
discovered pattern occur. At this point, however, cven the
technical analysts  assert  that  price and  volume analysis
incarporates one factor that is not explicitly incorporated in the
fundamentalist approach, this factor is the “Psychology of the
markef¥. They believed that the market is only 10 per cent logical
and 90 percent psychological, thus the difficulty in predicting the

market perfectly.
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It has been pointed out that; Technical analysts who are
intellectually honest witl be quick to admit that they have no hope
of" discovering fool proof methods of forecasting stock prices.
Mistakes are bound 3 be made. But they will also argue that as
long as their methods improve the probabilities of investment
success, and as long as they reduce the margin of error, they are

worthy of serious considerations.

The main body of technical analysis is based on charts and graphs.
Technical analyst especially those in the developed countries
cmpl@y varicty of tools to assess the strength of supply and
demand factors. These include™ bar and point-and figure charts,

moving averages, relative strength measures, odd lot data etc.

Random Walk Theory

The random walk theory is reported to ha\ﬁa.qri ginated in 1990 in
a doctoral dissertation by lLouis Bachelor, _Ia  French
mathematician.  The theory is in sharp contrast with both the
technical and fundamental schools of thought for describing and

predicting share price behavior,  Further more, random walk

hypothesis” is said to have evolved into the efficient market theory

which holds that kllO\.A}ICﬂgC of all investors is considered to be
perfect and the price of each stock acéli'ratle'ly reflects all available
and anticipated information and .propcrly prices each stock. The |
conclusion drawn here is that no one can consistently do better

than the average, it is absolutely by shear luck: -



Furthermore, the random walk hypothesis of stock prices is said to
be based on the assumption that the security trading mechanism
represents an “efficient”™ market place. The theory is shown to
involve two separate hypothesis: (1) Successive price changes are
independent and (ii) The price changes conform to some

profitability distribution.

In essence, the market 1s said to be characterized by the presence
of a large number of ratiomal, profit seeking, risk averting
investors who compete freely with each other in their efforts to
predict the future value of imdividual securities. So information
significant enough to affect any security’s future value is held to
be immediately available to all imvestors, because it is the intent of

rules  and  regulations  covering  the release of important

anformation. Accordigly new information affecting a stock’s

value becomes immediately reflected in the price of the issue.
Consequently, a new investment decision, made after the
imformation becomes widely known, is believed to carry the

risk/reward potential of a randomly selected purchase (or sale).

This 15 because the next picce of information is believed to bear
no necessary relationship to the prior information. That is, new
information 1s believed to enter the market place in random

fashion.
The gencral premise thies i the face of what many professional
investors consider their greatest strength —‘the ability to benefit

o)




from quick. action taken alter some new important event occurs
which substantially aflects the value of a particular stock, or
occasionally the market as a whole. Most stock analysts still
accept what can be considered the -“Sociology of information
recognition.” This is a principle indicating that the movement of
new Information and its proper interpretation flows from the
intcllipent, who do tend to act quickly, to the lesser informed,
slower moving clements at the other end of the spectrum. This, in
turn, i1s believed to cause a sequence of interim stock price
movements to develop, which reflects the _accompanyiﬁg gradual
discounting of new information as 1 moves through the investor

gystems.

In addition, the interaction of a large number of buyers and
sellers- acting with a knowledge base ranging from extremely well
informed to complete ignorance-works in a manner which prices
stacks at a level refllecting their investment value at any point in
time. If this were not the case, and significant discrepancies were
allowed to exist for any length of time-either of an over valued or
undervalued nature-knowledgeable investors would be able to

rccognise these dificremces in price as compared to value, and

‘profit from the spread. Records® have shown that there is hardly

any cvidence that shows how securities are in fact overvalued or
undervatued.  On the contrary, the validity of the basic premise
that successive price changes are independent has been supported
by a growing amount of research effort in recent years, which

encompasses two different types of analysis. The first, and most

\
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prominent, has been the divect statistical testing of price changes
over time. The second involves the use of various mechanical

trading rules or other decision-making guidelines.

The Nigerian Stock Fxghange.

‘The names; stock market or stock exchange, the two are used

interchangeably, to mean = an organised market where large and
small investors alike buy and sell through stockbrokers, the
stocks, shares of companies and Government agencies.
provides the essential facthities for companies and governments to
raise money for business expansion and development projects
lhl'l!lljih imvestors who own shares in corporations for the ultimate
economi¢ benefit of all Nigerians,

Unlike in the developed countries where their economies are more
sound in which the capital market institutions existed for
centuries, as such majority of their investors are aware as well as
patromize the market, however, in the developing countries the
story is different.  Firstly the concept of ‘capital market is

relatively new as such few investors are aware and patronize it.

In addition Udoji noted” that Nigerian investors did not really
understand what the stock exchange was all about. They did not
appreciate that it was a market where you can buy and dell share
in the same manner as vou buy and sell other commodities. The
general view was that equity share is something to treasure and
that the certificate was like a saving certificate. On the other hand

Nigerian industrialists did not care to bring their companies to the
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market. This is probably because they fear loosing control as well

" as the possibility of undesirable elements buying into their shares.

On a similar note, in the words of "Alile, stock market is
sometimes scen by some people as an elitist club serving as a
close reserve of the wealthy,  This is not a true perspective of the
markef. The market, however, is just like any other market. But
while commoditics in the common place markets are tangible and
would be on display, those traded on n the stock market are
sintangible.  The commodities or shares represent ownership or
part ownership right in a companies wealth. Another fundamental
difference between the stock market and the ordinary market 1s
that the former 1s rather orgamzed. The stock market is said to be
organized because only dealing members (stockbrokers) of the
cxnﬁmngc arc allowed to trade on the floor of the excﬁange on
behalf of their numerous clients and their conducts are guided by

rules and regulations of the exchange.

Historical Background of Nigerian Stock Exchange, |

Records have confirmed the existence of capital market in some
parts of the world such as U. S A, Britain, France etc for close to
a century. However, some of the African' countries such as
Nigeria, the market came into existence in the early 1960s.

It has been shown' that in the 1959s there were discussions in the
bussiness circles about, the formation of an organised capital

market in Nigeria, and m May 1950, the then Federal Ministry of
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Commerce and Industry appomted a committee to consider the
desirability and means of establishing a stock Exchange market in
Nigwri;%i" The Chairman of this committee was professor R.H
Barback, who was the then Director of Nigerian Institute of Social
Economic Research, together with thirteen members drawn from
the banking mdustry, the judiciary, some Government Ministries
ele
The committee reported favourably on the prospect of such a
market and recommended that a stock market be organised and
that part-time brokers be licensed to “marry of” sellers and buyers
of marketable securities.

{ _ TIJI4 4
On the 15" September, 1960, the then Lagos stock Exchange was
incorporated as a non profit orlganizati'on, under the inspiration of
the business Community, the Nigerian Industrial Development;m
Bank (NIDB), the central bank and the Federal Government with
“an authorized share capital of N10,000 divided into 500 shares of -
N20 each. v
The Lagos Stock Exchange was further strengthened by the Lagos
stock Exchange Act of 1961 which gave recognition to the
existence of the stock exchange by granting protection to its
business. It started business on l'h(:_S“' June 1961. However, in
1977 the Lagos stock gxchange was transformed into the Nigerian
Stock  exchange with branches in Lagos, Kaduna and Port-
Harcourt . These branches operate primarily as trading floors

1
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while the National council ~of the exchange retains overall
responsibility for quotations and the enforcement of regulation in

the capital market,

! I I

The Nigerian Stock exchange started with 19 securities (stores 83)
and a capitalization of N43million; by 1988 the market grew to
186 securities with a capitalization of N8.8 billion. There are
currently 54 listed Government stock, 31 individual Loans and
preference and 101 equities.  The market ahs also witnessed
increase in the number of stock broking firms and issuing I]OtlSC.S
from 3 cach in 1961 to 34 and 29 féspectively, while over 1
million Nigerian citizen of varied economic levels and widel)}t ':

spread throughout the country are share holders of quoted

- companics. : _ oy

Functions of the Nigerian Stock Exchange

The Nigerian Stock Exchange!’ was established among others to
perform the basic functions of mobi]izing and allocation of the
Nation’s capital resources among numerous competing alternative
uses.  The exchange, thus, provided essential facilities for
Government statutory ¢oyporations and limited liability companies
'to raisc money locally for Dbusiness expansion and for
developmental projects.  In addition, it enables small an large
investors to buy and sell Government securities and the stock and
shares of compames al price that are “fair and equitabte”. The
Nigerian Stock exchange by its activittes, therefore, encourage
Nigerians of all works of life 10 own shares in various companies

\
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operating in the country thereby spreading the ownership base and
subsequent  benelits (o the generality of our people hence
preventing concentration ol the national wealth in the hands of a

few individuals.

Furthermore, the pricing mechanism of the exchange is supposed
to act as a baromeler of the state of wealth of both the individual
cmnpwn’cs and the national economy as a whole, thereby ensuring
that the greatcr proportion of national savings are channeled to
those companics with the highest prospective rate of return,

ofcourse making allowance for risk.
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CHAPTER THREE

3. ' RESEARCH METHODOLOGY
Con;idering how important™? is the sha}e price of a company to
| "lnan.y of its decisions and to the futurc of the management, it is
‘:s'_ul_pfis"i&_]g how little is known by the management of mémy
t:(jmpan}es !about the process of share price‘determination. The
cost of capital, the potential for growth through external
. acquusition, and the very survival of the comﬁapy as a separate
entity, depend on the price of the company’s shares. For many
. other areas of decision-making within a  company, the
management is quite prepared to use detailed costing informaﬁon,
possibly the result of expensive market research exerciéc, and.
often some sophisticated mathematical technique.” Yet what lies
behincf one of the key factors by which management lIs judged,
. and consequently a factor that determines their survival, namely

the share price, is often only vagucly understood.

In this chapter, the %ource of data and how it is collected would be
highlighted. Furthermore the vanious techniques of analyi]n g the

" data would also be discussed.

1 ¢ y

33 Source of Data and Its Collection
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In this work information regarding firms’ Earnings, dividends and
other relevant economic parameters are very vital in the analysis
of the behaviour of stock prices. For this reason the main source
of data where concise information regarding the stock of firms is
the Nigerian Stock Exchange. Since this study would be limited
to the stocks of quoted companies alone, the Nigerian stock
Exchange is the most illedl place to source the data for this study.

[he data is thus from a secondary source.
As highlighted earlier somewhere in this work, the period of study
would be ten years (1987-1997) therefore, Data for the weakly,

monthly and annually for this period would be used for this study.

Methdil of Data Analysis

Since it 1s the mtent of this study to test the three main theories
concerning stock price behaviour namely; the Chartist, Random
walk and fundamental. So the chartist theory would first be
tested. It is note-worthy that literature has revealed several™'
techniques for testing the chartists theory, among them are;
Breadth of market, volume of trading, odd —lot-trad,illg short
selling, Bar Chart, Moving averages” to name but a few. In this
study, however, due to time constraints only the “Bar Chart”

technique would be employed. | CASHW | BRAIIM A

The next test to be carried out is the Random Walk h'ypothési.s
test. In his M.B.A . project” Birnin Yauri (1986) investigated the

price behaviour on the Nigerian Stock Exehange. He delved”
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mainly in the random-walk theory, he used the series correlation
cogfficient technique to test the inter-dependence of the stock
price behavior for weekly, monthly and annually for wvarious
stocké‘ and he drew his conclusion based on that. The series

correlation coefficient he used 1s as shown below.

Y= 3 (X-X)(Y-Y)
T (X-X) (Y-Y)

L1 ]

X= percentage price change for the period under vieiyl

X=  means percentage price change for the period under view
Y= original series lagged one for period under view

Y= mean series lagged one for period under view

Other technigues of testing Random walk hypothesis are” the run -
test, the fitter techniques ete, in this 'sifudjf, the series correlation
coefficient would be used to test the randomness or otherwise of

stocks in the Nigerian stock exchange and particularly make

- comparison with previous work carried out by Brinin yauri. In

addition comparison would also be made with the chartist results.

When the above tests are carried out on the selected stocks.
Within the limit of availability of data, effort would be made to
sce if actually the intrinsic values of the stocks are anything to go
by in selecting and purchase ot a common stocks as claimed by

the fundamentalist school.

A LI
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~ given by:

In order to determine the intrinsic'? value of a stock, having
knowledge of the dividend (D) just paid by a firm, the discount

rate (r) and the growth rate (g) of the firm, the intrinsic value is

L [N

V =D(ltg) +D{14g)> + D (1+g)*+ —wmmmeeeeeme
(+o)  (40* ()

=3 D (I+g)
=1 (1)
where

i

-V =Intrinsic Value.
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CHAPTER FOUR

RESULTS AND DISCUSSION

il ”\ ' .
Bases of Interpretation of Coefficient of Correlation

The correlation lies between' + 1 and ~1. It is said to be positive
for direct correlation and negative for inverse correlation. Values
of the coefficient near to unity such as 0.85 or 0.90 indicat : a high
degree of correlation. How ever, values near to zero such as 0.15

or 0.20 indicate an absence of correlation.

Analysis and Interpretation of Result.

Yearly Price Chanees of Stocks

From fig 1, 1t could be observed that the stock price of I vestock
feeds was 137 kobo in 1987 and 150 kobo in 1988, the pr ce then
continued to decline each year from 1988 up to 1991 ie fiom 150
kobo to a minimum of 32 kobo respectively as shown in table 1.
From the minimum of 32 kobo it then rose progressively to a peak

of 554 kobo m 1996. While this fall and rise of the price of stock

A g8 » s u! ‘ . . . .
ol livestock feeds existed during the period under reviev, using

the bar chart as the chartist theory show, based on the tre d from
1991 to 1996, a forcast could be made on the future pric: of the

stock to a limited extent.



Column 7 of table 1 shows the intrinsic or actual values of the
stock for the corresponding vears. The behaviour of the
caleulated/intrinsic value for livestock feeds is not uniform as
could Ye seen from the last column of table 1. The intrinsic
values for 1987, 1989, 1990, 1991, 1992, 1993 and 1991 were
found to be higher than the quoted prices while for the remaining
vears, the quoted prices were lower. This according to the
fundamentalist theory means that holders of this stock can dispose
their holdings when the quoted price is highlﬁ:r 'lhzln the actual and
benefit from the situation and they can then buy this };I(-.‘k and
hold when the quoted price is below the actual. To this end for the
years to come the actual prices of the stocks, could be cal :ulated
and then decision could be made as to whether to sell or hold.
- 473944

Far the efficacy of this theory te the fundamentalist thu.u‘y, it
would be observed from the stocks of other organizations, the
intrinsic value is almost always lower than the quoted price which
may mean that there would hardly be a time when the price in the
market could go above the quoted price, so that the holders of this
stock could sell the stocks, they hold in order to realisc some

profit.

The value for the corrclation coefficient for livestock feeds, was
found to be 0.22 from table 1. This means that there is hardly any
correlation between the stock prices of the company for the period
under review, Form H‘u:: foregoing, it could be observed that from

the bar chart (fig 1) and the Jast column of table 1, the patterns

LS ]
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e Jotle 1 Annual Dadia for LiveStock I eeds’ Stock e e e
VOAR | mrewo i | oo At ERTTR W AR oW | ACTUN VAL
_____ | (hatwy J ChANGLS | CAGGLE e T Al —ul shaie Aol |
1967 137 1215 000 9459 000 180 39
1968 150 1275 243 -12.67 003 13509 |
| 1985 1M 18 .50 1267 45,56 000 11219
1990 70 18.50 -46 56 -54 29 0.00 112,19
1691 32 15,50 25429 000 1
11992 53 17 50 6563 5283 0.00 118,12
1963 81 2300 5283 5062 000 G081 |
1994 122 1350 62 292 46 15 8625 |
11995 430 13.00 292 46 28.84 005 12666 |
| 1996 554 1350 2884 -1426 01 26074 |
1997 475 1350 1 1426 000 000 14143
Correlation 022
St Dreviabion 87 a1
T
YEAR | STOCK PRC | (NSCOUNT RATE | PRICE CHANGE ’EEE::%MWS GROWTH | ACTUAL VALUE
_[kobo) » |__of share kobo |
1987 50 1275 000 21,88 000 15 69
| 1988 64 1275 2168 2000 Do 34 32
josg | B0 | i 2000 5000 000 2044
{900 %0 1850 é 741 000 2044
1991 54 15 50 741 000 2368
195 | 156 1750 £5.28 64 14 006 4986 |
1993 435 2300 6414 4321 065 56148
1994 766 1350 4321 912 04 627.07
1995 02 1300 012 35.00 | 0% 12312
11906 ) 3500 | 2286 01 106239 |
1997 1400 1350 2286 0oa 010 12796 |
Cotreiation 018
Std Deviation 3547
T
YEAR | STOCK PRC | DISCOUNT BATE | PRICE CHANGE | % PRICE CHANGES| GROWTH | ACTUAL VALUE
{hobo) - ] LAGGED ONE YEAR of share kobo |
1987 416 1275 000 -19.20 000 1843
11988 249 1275 -19.20 08 30 005 3458
| 1980 176 18 50 -98 30 2222 003 2097
1990 144 18 50 2222 -51.58 013 152.78
19611 o5 1550 5158 1.04 D15 2600
1992 96 17.50 104 79.57 _bo3 3343
11993 470 2300 7957 . 018
1994 s 1350 2533 6077 020 7968
1995 956 8077 MG 00 R420
| 1906 710 1350 - 43 65 020 2433
1997 1260 1350 4365 0o 0 14 38110
Cuorrelation D09
Std Deviation 51.54
TE&.“M’_%!HM&M
YEAR | STOCK PHC | INSCOUNT RATE | PRICE CHANGE | % PRICE CHANGES | GROWIH | ACTUAL VALUE
{hobo} %
1887 s 1275 oo [ 2500 000 3137
1968 00 1275 2500 538 ' oo 3137
1989 | 282 18 50 638 -36 23 o1 56765 |
11900 | 207 18 50 3623 9714 000 114,52
1901 | 105 1550 -87.14 -41.89 015 641
11902 74 1730 -41.89 -37.04 006 5634 |
IJH!____E 2300 -37.04 7188 D16 12665 |
11994 192 1350 7188 7363 182054 |
1995 128 1300 1363 2133 0.08 105236 |
|_]g)_ﬁ 600 13,50 -21.33 54,89 016 25262 |
1997 1330 1350 5489 0.00 023 126,39
Correlation 0320379042
Std Deviation 53 11942076
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Yearly Price Changes for Livestock Feeds
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were not uniforn enough to make any generalization, as such it

could be conclusively said that the overall behaviour of the

livestock feed stock docs not have any correlation in othe: words
« o1

ithe behaviour is random 1 nature,

Table 2 sho\-}}s the annual data for Flour Mills Nigeria Plc stock.,
Fig 2 shows the bar chart of the company. Although th. stock
price between 1987 and 1991 {luctuates, the trend is different from
1991 to 1997 which could be observed to be almost in the
mereasing order.  The cnlculhated (actnal value) from (ie last
column is found to be lower than the quoted brices in al! cases,
The correlation cocflicient for the company is found to be 0.18.
form this results, the stock of the company rose from 50kobo i
1987 to 1499kobo in 1997 and with the exception of 1970 and
1991, the trend. was in the increasing order, for this reason
therefore, a forcast of the stock for the cédming years could be
made with a fair degree of accuracy, since the trend did not show
direct proportionality.  This means the chartist theory couuld be
cautiously applicable in this case. For the quoted stoci price
compared with the calculated , it is shown that at all times the
actual price was below the quoted, which could be interpreted
according the fundamentalist theory. that the stocks of the
company arc overvalued during the whole period under review, .

thereflore, tf the fundamentalist theory is anylthing to be reckoned

- with, there was no time during this period when it was fav Jurable

(ic when quoted price was higher than calculated) for holders of

this stock to sell their stock to realise any gain. So practicaily it (s
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inadwvisable (0 usc the theory to buy or sell shares by this result.
Although at some times during the period the stock price was
found to be rsing, 1t was shown that, there wasn’t any correlation
(0.18) between the stock prices of the individual years. Sc in the
final dpalysis, the stock price behaviour could be said to be

random.

The two smﬁple compantes from the agricultural sector namely,
the livestock feeds and flour mills Nigeria Plc showed almost
similar pattern of behaviour moré_ csp.eciallx'from 1991 to 1997
and generally there was no any correlation beltween tlu;'ir annual
stock prices. The behaviour of the stock prices is more of random
than either of the behaviours put forward by the chartist or
fundamentalist theovies.
;

The sample banks for the Banking sector chosen for this research
were; First Bank and United I‘B‘ank Africa (UBA) Tables 3 and 4

and fig. 3 and 4 show the respective behaviours of then stock' ™

prices. The two banks showed similar behaviour generally in

“which from 1987 the quoted stock prices of the two banks

continued to fall up to 1991 for first banks and 1993 for UB.A.
The years 1991 and 1993 were the turning points for thesec banks
whereby their respective quoted prices rose in 1995 and then
récorded a fall in 1996 and then rose again in 1997, Looling at
the last columins of table 3 and 4 the calculated annual prices were
found to be fluctuating and in all the two banks the calculated
prices were lower lllzlr}‘t!np quoted ones with the exception of the
5 . .
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YEAR | STOCK PRC | DISCOUNT RATE % PRICE % PRICE CHANGES| GROWTH | ACTUAL VALUE
fhobo) | % | CHANGES | LAGGED ONE YEAR
1987 56 1275 000 1250 000 3137
1988 64 1275 1250 2289 0.00 3137
1989 . 83 | 1850 | 2289 0.00 001 2696 |
1990 3 1830 0.00 1857 000 2603
1991 70 1550 1857 0no3 4a7.97
1992 | 88 | 1750 20,45 4133 002 4363
1993 150 2300 4133 1538 005
1994 130 1350 1538 56,63 005 12224
1995 293 1300 5563 8109 013 4675
1996 161 1350 8199 | : 003 66 76
| 1997 200 1350 19 50 000 000 6201
Courelation 0 H40631
St Dewation 36 46403
YEAR | STOCK PRC | DISCOUNT RATE % PRICE % PRICE CHANGES | GROWTH | ACTUAL VALUE
{kebo) % CHANGES | ONE YEAR
1987 157 1275 000 1928 0.00 154 51
1988 175 1275 1029 2853 01
| 1989 340 _1850 48 53 14.36 _ 0239 4151
| 1960 287 1830 14,36 26.48 021
1991 540 15 50 2648 | 2 3130 | -008 |
1992 | 787 3139 169 005 340,11
1993 847 2300 169 356 005 28305 |
1994 982 1350 1% 62.19 035 41678 |
1995 | 2507 | 1300 6219 : |02 24135
[ 1906 2000 1350 2985 -73 91 02 416 79
1997 | 1150 ] 1350 1391 000 030 | 101354 |
Correlation 0 179387
Std Dewation 3711392
y T
YEAR | STOCK PRC | DNSCOUNT RATE . PRICE % PRICE CHANGES| GROWTH | ACTUAL VALUE
(obo) * CHANGES |
1967 [ 165 1275 00 529 00a 117.65
[ 1988 183 1275 920 71 002 14577
[ 1089 197 18 50 I 2622 003 e
1990 | 267 18 50 2622 2271 0.05 14946 |
1991 | 350 ] 1550 2n 2886 0 10 B4 |
1962 492 1750 26,85 293 005 13084 |
1993 478 -2.93 16,26 0.10 13705 |
1954 592 1350 19.26 7126 04 748 61
(1965 | 2060 | 1300 7126 5422 12 b
1996 4500 1350 5422 473 0 78247238 |
1997 3055 1350 -A7.3 a0o 1.00 23062335 |
Correlation 0085318475
S1d Deviation 3095635542
. .
YEAR | STOCK PRC | DISCOUNT RATE % PRICE W PRICE CHANGES | GROWTH | ACTUAL VALUE
(hobo) % CHANGES |
1987 152 1275 0,00 952 000 66 67
1988 168 1275 952 -8.39 1] 303 61
1989 156 1850 839 5317 0.03 6617
1950 331 18 50 53,17 3801 014 39531 |
1991 | 534 1550 3801 2861 012 71659 |
| 1992 748 1750 2861 491 010 37582
1993 713 2300 491 417 019 5417
1594 744 1350 417 73.04 021 383 |
1595 2760 1200 7304 4435 11 5108426 |
1696 4960 1350 4435 19.87 135 53600862 |
(1907 6190 1350 19.87 000 193 1691634095 |
Correlation 0117984126
Std Deviation 26.39128073
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years 1989 and 1993 stocks for U.B.A in which case the quoted

prices were lower than the calculated.

The correlation coeftitient for the First Bank was 0.09 which was
-n complete absence of correlation between the annual prices of its
stocks. For the U1L.B.A the correlation coefficient was 0 32 and
this means that there exist a weak correlation between the annual
prices ol its stocks. Therefore, as the chartist school of thought
proposes, a forecast of the behaviour of the future stock prices of
the bank based on the previous years could be made to a

relativly weak extent as revealed by the coefficient of correlation.

Tables 5 and 6 show the annual data for the representative samples
ol the conglomerates. From fig 5 and 6 it will be seen fiom the
bar charts that for the A.G Leventis stocks, it was only in 1991
and 1996 that the prices fell below those of the proceeding years,
for all the rest of the years under review the quoted pricqé were on
the inerease. In the case of Lever Brothers stock, the prices
continued to rise from 1987 upto 1995 from which the price
declined successively up to 1997 It is noteworthy here that,
although the stock prices of the two companies recorded eneral
rises in their stocks prices during certain vears at the perit-nl", these
rises were not so steady. This, thus, means that it will be difficult
to make any reasonable forcast of the future price behaviou: based
on this past behaviour. For the actual calculated prices of stocks
of A.G Leventis and Lever Brothers the trends were similar, that

1s the quoted prices were always greater than actual values with



few exceptional cases in the case of Lever Brothers stocl. The
correlation coefficient for A.G. Leventis was - 0.54 while hat of
Lever Brother was 0,18, this showed that for A.G Levent:s stock
there was a negative and inverses relationship between its annual
stoc.k prices. For the Annual stock prices of Lever Brother, the
Cm'rcl:\tiun coefficient showed that there was an abscice of
correlation.  For these two companies under conglomerat=s, the
major underlymmg behaviour of their Annual stock prices is

random.

In the petroleum Industry, the sampled companies were African
Petroleum Ple and Mobil Oil Nigeria Ple. ‘Tables 7 and .* show
the stock price changes of the two Oil companies. Fig 7 and 8
show the Annual behaviowrs of the stocks™ prices. The annual
stock price of the African petroleum is shown (fig7) to be
increasing from 1987 to 1996, although not in a proportional
manner.  Between 1996 and 1997 the stock price feil from
4500kobo to 3055kobo. Fig 8 showed that Mobil Oil recorded
general rise in Annual stocks prices if not in 1993 during the
period being reviewed. Like it's  African petroleum coun'erpart,
the annual rise in stock price recorded by mobil oil wa. not a
steady one. The correlation coefficient of the two corpanies
confirmed that the relationship between their annual stock prices
was random. The correlation for African Petroleum wais 0.09
while that of Mobil was 0.12. the intrinsic value of the ‘wo olil
companies are shown in the last columns of tables 7 and 8. [t

could be seen that the values were generally lower than the quoted



i ]

values up to 1994 afier which the values became unreasonably

high.

For the manufacturing sector we have Afprint Nigeria "lc and
United Nigeria Textile i)lc as sample companies. Tables ¢ and 10
and Figs 9 and 10 show the annual data and annual price patterns
of the two companies respectively. The bar charts on figs 9 and
10 show the respective behaviour of Annual quoted stock prices of
the two textiles. For the stock of Afprint Ple the Annu~l price
showed rises and falls during the periods being reviewed, 11 which
the Annual price continued to rise from 1987 to 1990 and
recorded a fall in annual price up to 1994, it then rc e to a
maximum during the period 1995 from which it fell again in
1996 and 1997, Although the trend is not exactly the sa. ie with
United Nigeria Textile Ple, but then there was some s nilarity
observable. The annual price for United Textile was seei: to rise
from 1987 upto 19994, #ll in 1994 and rose again throu:h 1996
which was the maximum for that period. At the end of 1997 the
annual price almost Iell to the price of 1988. This showed that
annual stock prices of the two textiles fluctuated during the period
with no definite pattern of bahaviour.  Furthermore, | rm the
correlation coelficient of the two companies, 0.26 for Afp.int and
0. 11 for United Nigeria Textile, it 1s clear that the Annua! prices
of tlg two companmies lacked much correlation hence a
confirmation of the patterns of figs 9 and 10. For the two Textiles
except at the very early years, the calculated Actual pric s were

generally lower than the quoted ones. From the foregoing it is
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cvident that the calculate Annual price of a certain year cannot
and was not used to influence sell or purchase of stocks tor that

same ycar, there was lack of apparent evidence to that effect.

_ | - )
The Tables and figs 1-10 have shown that the most glaring pattern
of behaviour of the Annual stock prices for the ten quoted
companics was (hat there was no much correlation between the
stock price of a certain year with that of either the year preceding
or that following that ]mgrt'iculnr year. As such it could be said that.

the general Annual stock price behaviour for all the companies

reviewed was in favour of the random walk theory.

Monthly Stock Price Changes

For the monthly analysis, a period of twelve montis was
considercd from April 1987 to Morch,1988. Figs [1 and 12 show
the monthly stock price behaviour of livestock feeds an'i Flour
Mills Nigeria Ple.  For the livestock feeds the monthiv price
pattern showed a continued increase from April 1987 “wrough
march 1998, the rise wn price, however, was not a proportional
one.  Almost the same -pattern was shown ia the case ¢.” Flour
Mills. Unlike Livestock feeds, the stock of Flour Mills feil from
52kobo 1n October, 1987 to 50kobo through January 1968 from
where it rose again to 53kobo in February 1988 (table 12). For he
actual prices for the months table 11 last column showed that the
quoted monthly prices were lower than the actual prices in
virtually all the months during the period. 1t is howe ser not
¥
a7




certain whether this lower quoted price compared to the actual has
influenced the buyers t(; acquire more of this stock, becase if it
has been so, the law of supply and demand would have applied
and that would have made the price to have rose to a much higher

value due to possible higher demand. The case is similar with the

- stock of Flour Mills Plc. Table 12 showed that the actual jrice of

the stock was higher than the guoted up to zlku‘gust 1987 a .d from
then on the quoted price was higher. From the month!y price
changes, it could be seen that there wasn’t any change - in the
price behaviour in relation to changes in the actual price. ooking
at the correlation coetlicient, 1t 1s 0.09 for Livestock fe:ds and
0.15 for Flour Mills Nigeria Ple. This could be inferred ti it there

is absence of correlation between the individual month'y stock

prices. ot

Tables 13 and 14 show the monlhly data for First B a1k and
U.B.A. The Bar charts on fig. 13 and 14 show the price behaviour
of the stocks of these banks during the months under revic . The
two banks showed almost exactly the same trend, in th:‘ in the
first two month (April and May) the rise in their stoc. prices
bctwéﬁ:n the months of April and that of May was small. ‘he two
stocks recorded the highest value in the month of June 1937 after
which the two stocks continued to decline during the sut sequent
months up o the last month (march 1988). It is, howev.r, c¢lear
from the fig. That the decline in prices of the two stocks v-us not a
steady one from onc month to the next. "'I'.h:areforc it would be

difficult to use this trend as a yardstick to predict what the price



Tabie 11 Monthly Data lor LiveStock Feeds’ Stock
DISCOUNT RATE % PRICE % PRICE CHANGES | GRUWIM | ACTUAL VALUE
= CHANGES | LAGGED ONE YEAR of share kohy |
1275 0oo F b v | 000 0137
1218 732 31 6T 1] 22214
1275 3167 400 L] 2427
1278 400 noo 000 265 0%
1275 000 1 oo H3 M
1275 157 305 0 0316
1275 105 kN 000 ot |
1275 368 013 (LY 4342 4
12,75 073 0 000 361 84
1275 000 214 000 381 01
1215 214 728 0.0 I
1275 728 000 000 418 78
Cotrelation 00928000
Sty Devialion B 7441451
1 12.M Doty foe Flowr Mills Mgeta Ple Stock
DISCOUNT RATE % PRICE % PRICE CHANGES | OROWITH | ACTUAL VALUE
. CHANGES LAGGED ¥ of shate hobo
215 | 0omo 2m oo | 3a)n |
2mn . 2m 2 L LLE R = 1
1275 270 cale 1300 noo 41 15
1275 5 -sh__ A3 uin 44 00
1275 439 00 000 e |
1275 800 385 002 _33eh
1275 385 400 o0g 3728
1275 4,00 000 000 R
1275 000 000 0 00 a0 67
1275 000 | = 566 U 4233
1275 5.66 000 000 43 06
1275 000 Doo | 0wo | 4562
Correlation 01453571
Std Deviation 5 0647004
1, } F ke
DISCOUNT RATE ™ PRICE % PRICE CHANGES| OROWTH | ACTUAL VALUE
3 CHANGE S LAGGE D ONE e {0 Shave hobo_ |
215 {{EL] 385 0.00 19261 |
1215 345 3760 D03 2368
1215 ar &0 204 Do | 23857
1275 -2.04 -1.59 001 A3 a5
275 A 000 D12 13494
1215 000 .56 000 17976
12.75 -1.56 -1,82 000 188 35
12175 -1.82 577 . 19686 |
1275 517 -2 46 000 20627
1275 -2 a6 150 000 21361
1275 450 0.00 (LAY 22156
12.75 -38384 |
Coreiation 0 0581062
Std Deviation 12 921458
Table 14 Mﬁ Datis tur LKA Pic Slock e —————
YEAR NSCOUNT RATE = PRICE T PRICE CHANGES| GROWTH | ACTUAL VALUE
—% CHANGED  ANGGE D ONE TEAR
Ap-28-87 1275 0o, | ABS (L) _35m
(May-27-87 1275 385" 17 0 3863 |
Jun-20.87 12.75 6 204 [ 000 )  A221
1215 204 1 1 Bl D15 550 13
| Ayg-30-87 1275 -7 69 0% | 004 1 179
Sep-30-87 1275 [ A56 00 180 17
lw 1215 -156 182 - 000 193 91
7 1275 182 517 o 207 51
Dec-29-87 1275 577 246 02| 10976
[ lan:28-88 | -2.46 -150 (LR 1] 137
FeD-26-60 1275 -1.50 000 —20 103
| Mai-30-88 1275 0 poo oo} 12357
Correlation 0 U92B05S
S1d Dewsation B 7448451
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comld be in the months to come from this data. The actual values

of’ these stocks as caleulated and shown on the last columns of
tables |3 and 14 indicated that in all the months being reviewed
the actual or calculated values were generally lower than the
quoted prices. So if the fundamentalists theory was to be
followed, this trend calls for the holders of this stock to sell all or
most of their holdings in these stocks in order to realise the gain of
the situation becuuse of*the fact that the quoted prices were an
‘overvalue of the actual or intrinsic values of. the stocks. It is
however not very clear 1l (hat 1s what happened, the stocks of the
two banks would have flooded the market and this would cause
the price to fall at least to the actual value. Although the quoted
priges of the two banks fcll from a maxunum during the period,
the fall in quoted price 15 not that significant to be able to relate
the piee fall with lower actual values. Again looking at the
correlation coefficient of the two banks, it is confirmed that, the
individual monthly prices have no correlation (0.06 for First Bank
and 0.09 for U.B.A.) at all. 'l’lllercfore, the trend of the behaviour
of the stock prices of these two banks is more of random than
anytliing clse.
(LI |

Tables 15 and 16 show the monthly data for A.G Leventis and
Lever Brothers Ple, and figures 15 and 16 show the bar charts for
the two organization. Fig. 15 for A.G Leventis showed that if not
for the months of June; July and August when the quoted prices
reached 60kobo, all quoted prices for the rest of the months

remained almost stable. As for Lever Brother, after reaching a



Table 15 Menthly

YEAR | STOCKPRC | DISCOUNT RATE APRICE | % PRICE CHANGES| GROWTH | ACTUAL vALUE
i | {xobo) - CHANGES | LAGGED ONE YEAR. of share kobo |
Spr2B 8l | 85 1275 a0 0.00 000 5253 |
ay-27-87 55 1275 Qoo, AW * 833 0.00 5795
Lun-2887 1 60 1275 833 000 000 6331
Iyl 3187 i 60 1205 Loy 164 000 6862
Aug-30-87] ' o6y 12.7% 164 702 000 AT .
Sop 3087 57 12.7% Jup L 000 D02 5838
(c1-30-87 | &7 000 -179 DOO | 6583
Hige-21-87 | o 1275 179 000 000y 6923 |
Lec2087] 56 1275 000 000 000 | 7260 |
. 4n28.88 56 121 | 000 000 gg ;:g
Feb-28-081 56 1275 " F Do 000
I tar-30-84 | 565 1275 0.0 (103 ooy 82
Canrelation 0 DG2606
Std Deviation 6 744845
» Tmmaﬂm;m.ngmu_
YEAR S10CK PRC | DISCOUNT RATE % PRICE % PRICE CHANGES| GROWTH | ACTUAL VALUE
[oboy % CHANGES | | of shate kobo |
Apr-28-87 140 1275 000 294 0 00 12160 |
’MZI:EL‘__JJQ 1275 -2 94 15 IR ETRIC
un-26-87 | ‘ 1275 1500 £ 67 000 202 3
13187 1 1275 6] 132 o |
g 3087 | 152 1275 132 130 000 237 01
| Sep-30.87 194 12.7% 1.30 253 oo |
Oct-30-87 158 1275 2453 064 000 21102
Hioy- 157 12.75% 064 000 )00 281.17
Dec-20-87 157 12.75 000 485 000 0436 |
1an-28.88 | 1275 AHS 294 000 32078
T ep-28.88 170 1275 294 38 000 | 33704
- 1717 1275 - 0.00 Q00 35313 |
Cortelation 0 US2BU6
Std Devtation B 744845
TEAN STOCK PRC | DISCOUNT RATE - FRICE L PRICE CHANGES |  GROWTH Al'."!url. VALUE
e} [hobO} ___CHANGES |
Apr-28-B7 | 144 12 75 000 069 00 13133
May- 28/} 145 1275 0oy 1265 000 14487 |
lun-29-87 166 1275 10265 | -7 10 000 158 28
| sul-31.87 155 1275 710 064 000 17156
Aug 3087f w8 1 1 S 1 1 B 0 0o 184 70
wp3087) 159 1275 189 1 185 LVRLY) 197 11
Oct3087 | 162 12 1 185 241 000 21060 |
Mew 27871 166 12.75 241 | 00O 0 (0 2335
w2087 ] 3 128 0 235 RL1) 23568 |
an 28 B 170 2.5 235 _us8 0.00 24648 |
; 171 1275 a58 229 0.00 260 86
f-ea_m B4 175 1275 229 000 000 27312
Cotrelation -0 ABO36
Std Deviation 4342316
ithly Diata tor Mot Od MNigenig Ple Stock e
YEAR STOCK PRC | IMSCOUNT RATE " PRICE L PRIBE CHANGES| GROWTH | ACTUAL VALUE
_[xobo) % CHANGES | LAGGE| .
284 143 1275 0 (4 126 0.00 168 97
May-27-87 127 1275 -1286 231 5321
1un-29-87 130 1275 23 0 002 107-42
w3187 | 130 1215 000 152 oo |
Auig)- 30-87 132 12.75 152 959 000 11377
Sep-30-87 | 145 1275 €56 000 000 12114
el 30-87 | 146 1275 600 135 000 128 44
Hov-21-871 - 148 1215 135 263 000 13561
Dec-29-87{ 152 12,75 263 065 000 14283 |
Lo 2888 153 12,75 1 65 065 000 148 91
P:gzzm 154 1215 065 435 0.00
‘da- 161 1275 45 000 D 163 87
Corelation 004965
St Desviation 52616
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how the stock prices of the two textiles changed during the
months under review. For Afprint ple it could be observed that
the quoted price increased by only a kobo between the months of
April and May 87. It rose to 100 kobo from 87 kobo by June 87.
Between August 87 and November 87 the price remained stable
and then rose to a peak of 109 kobo by tiile'cnd of march 88.
Figure 20 also revealed similar pattern of behaviour in which the
price rose from 73 kobo to 105 kobo in June 87, form then on the
change in price was virtually stable especially from August 87 to
march 88. The correlation coefficient for Afprint was 0.03 and
that of United Nigeria Textile was 0.11. This indicated ack of
correlation between the stock prices of the two Textile firms. The
actual or intrinsic prices were found to be higher than their quoted
counterparts for the two Textiles in almost all the months being
reviewed.

From the foregoing discussion, the monthly sock price behaviours
for all the firms considered were very much random, in fuct, the
behaviour was more random generally than the annual figures,
because in the annual figures or values, there were observed to be
some weak level of correlations for the stock prices. In th: case
of the monthly values there was up to 95% absence of correlation
between the monthly prices of the stocks of all the companies
reviewed. l-'urllu:l'in'm;rcT the monthly data showed no much
connection or influence between the actual calculated prices and

the quoted ones.



Table 19_Monthty

by

"0

vEAR | S10CK PRC | DISCOUNT RATE [ w irice Lmnml—_—mms GROWTH [ ACTUAL vVALUE
% | CHANGES | | 0f shase kobo
Apr2887 | w8 1275 000 1015 000 131.33
(Mioy-27-87 87 1275 1015 13 00 000 144 87
Jun-29-87 100 275 1300 1 3; 000 jﬁan
Jul-31-8 10y 1276 196 a7 000 156
20871 108 1275 3 000 0.05 32342
106 1275 0.00 000 000 | 24450 |
c1.30.87 ] 106 1275 000 oo 000 | 26168
1275 000 093 0.00 zgp_;l
X 107 12.75 093 000 000 29552 |
e 107 12.75 Dk 000 31219
F 107 1275 000 183 0.00 32870
109 1275 183 0u0 34504 |
Correlition 0033812
Std Deviation 369129
1. -
" YEAR | STOUKPRC | DISCOUNT RATE % PRICE ™ PRICE CHANGES| GROWTH | ACTUAL VALUE
{hebo) k3 CHANGES | of shate kobo
Ape-28-87 74 1275 000 -137 000 1705
May-27-87 13 1275 437 048 000 |  B469
105 1275 3048 000 000 | 92 86
Jyl-31-87 105 1275 000 396 000 100 85
| Augg. 30 87 101 1275 396 058 006 |
|Sep-30-81 w? 1215 098 | 000 000 173
Oct-30.87 102 1275 000 D99 000 | 18677
|licy-27-87 101 1275 099 400 | 000 1 19952 |
Duc-29-87 | 100 1275 -1 00 000 000 | 24215
Jan-28-84 1 1215 QUO ., oy M 099 000 22466 -
|Feb28-881 101 12.75 Q99 | o098 | 000 | 23903
[Moc3088] 102 1275 098 2.00 000 24929 |
Cotrelation 011232
Sid Dwevishon 4 017380
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Weekly Stock Price Chanees

The weekly data for the various companies sampled for this

research are shown on tables 21-30. For the present investigation

- . ’ v o . .
a period of nine weeks was taken in order to find out how the

stock prices behave from week — to- week. The weeks reviewed

were the entire weeks of November and December 1987.

Tables 21 and 22 show the data for livestock feeds and that of
Flour Mills Nigeria Ple. Also the charts on figures 21 and 22
revealed the price behaviour of the two stocks. As can be seen on
fig 211‘ the quoted stock price of livestock feeds did not change
throughcut the investigation period. The actual values are less
than the quoted at all times and the correlation coefficient was nil.
This meant that there was no any correlation between the weeks’
prices. Also it could be scen that the calculated/actual values do
not have any influence on the quoted prices...In fig 22, it could be
scen that from the first week up to the last week, the change in
price was a total of 0.05kobo. the first four weeks recorded a
stable price of 13.2 kobo, also from the sixth week to the eight
week there also the price was stable from where it dropped to 13
kobo. From these changes of prices, there wasn’t any relativity
observable and this is confirmed by the correlation coefficient
which was 0.05. The quoted prices for the flour mills stock,
were found to be higher than the calculated in all the case and
there seemed to be no any bearing between them. So the apparent

trend of the stock price was virtually a random one.



s E : mm‘ m'E CHANGES| GROWTH | ACTUAL VALUE
CISCOUNT RAT " -
» Mﬁﬂhmmmul_k_u.mml
1350 noo | Doo | 000 | 16774 |
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The weekly data tor First Bank and United Bank for Africa were
shown on tables 23 and 24. The weekly stock price of First Bank
remaingd stable during the pe'riod under review but that of UB.A
fluctuated a hittle, without any defined pattern (figs 23 and 24).
While the actual values for First Bank were generally lowar than
the quoted ones, the same thing also applied'to UB.A. Evidently
therefore, no correlation exist between the prices of the stocks of

the two banks

Table 25 showed that the price behaviour for A.G Levents was
static 1e throughout 1he period under review there wasn’t any price
change rccorded. FFor Lever Brothers, however, there was indeed
price changes. The behaviours of the prices was a weuk and. . .

negative correlation. This can be seen from table 26 in which the

~price dropped from 1200kobo in the first week to 1150 kobc in the

last week.

The stock price for African Petroleum has been stable (table 27)
from the first week to the fourth week and it went on to depreciate
at two  wecks interval (fig27) up to the end of the period. The
correlation was a very weak, negative one. In the case of Mobil
Oit there was 1o much correlation {(Table 28}, this is seem from
‘the chart (fig 28) 1 wihicl the price remained the same during the

ipcriod if not for the last week.
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The data for Afprint Nigeria Ple 1s shown on table 29.  The
behaviour of the stock prices between the successive weeks can be
observed from fig 29.  The pattern of price changes showed that

from the first week to the second week the increase or change in

price was 11 kobo and from the second week to the third the
difference was 13 kobo and it then leveled off up to the fifth week
from where it rose by 10 kobo, then rose again by Skobo for the
two subsequent weeks. This showed that the changes in pr ce was
not that steady to warrant any forcast for the futurc price
behaviour and although the caleulated prices were lower than the
quoted throughout the period under review, it however, did not
show !Imt the lower calculated prices influenced the quoted price
pattern, the correlation coefficient confirmed that there was a very
weak negative correlation between the prices. So the behavoiur of
the Afprint stock was more in favour of the random walk theory
than the chartist or fundamentahst theories. Looking at the
weekly data fir United Nigeria Textile PBler (table 30) almost
similar pattern of behaviour could be observed. As was the case
with Afprint stock price that of United Nigeria Textile Plc showed
a very weak correlation, which means that the behaviour was more

random than any other thing.
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