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EDITORIAL COMMENT

The llorin Journal of Finance is a bi-annual publication of the Department of Finance,
Faculty of Management Sciences, University of [lorin, Ilorin. Nigeria. This edition of
the journal consists of two (2) issues; I and IT with the articles focusing on several
topical issues in finance, banking, business and related areas in economics.

Issue 1 consists of seven (7) articles discussing various topics such as the credit
quality of corporate bonds, working capital management in the consumer goods
industry, capital structure theories, corporate governance and dividend policy,
international financial reporting standards, public debt management and lastly,
macroeconomic indicators and stock market returns.

Issue 2 has six (6) articles with diverse issues such as financial leverage and
performance, impact of agricultural financing schemes on agricultural output,
customer relationship and customer satisfaction in deposit money banks. forsign
capital inflows and stock market development, oil rent and financial development and
lastly spirituality and entrepreneurship development.

The different issues presented in this edition reflect the aim of the journal.

I wish to thank the various contributors and anonymous reviewers whose constructive
reviews and criticisms have ensured the success of the journal. The unflinching
support and efforts of the editorial members of the journal are also acknowledged.

I wish the readers a happy reading.

Dr. M.A. Ajayi
Editor-in-Chief
[lorin Journal of Finance
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Abstract

Stock market plays a vital role in economic prosperity by fostering capital formation and
sustaining economic growth in most economies across the world. In order to develop the
market, regulatory reforms aimed al opening up the market for globalization were
introduced. These reforms include Indigenization policy of 1977, Structural Adjustment
Programme regime of 1986, Financial liberalization of 1995, the deregulation and post-
deregulation eras, to mention bul a few (NSE,2016); the expectation is that these reforms
(which include some of the variables) will enhance the efficiency of the market. This study
examined the effects of macroeconomic indicators on stock market performance in Nigeria.
Monthly time series data were sourced from the Central Bank of Nigeria (CBN), National
Bureau of Statistics (NBS) and Nigeria Stock Exchange (NSE) Jrom 2006 1o 2016 for this
study. The following lests were conducted: unit root, two-step co-integration lests,
Autoregressive Conditional Heleroskedasticity (ARCH) test and the first differential test.
Autoregressive Distributed Lag (ARDL) was used in estimating the parameters of the model.
The result revealed that broad money supply, Consumer price index (C Pl), exchange rate,
and a month lag of prime lending rate have significant effect on stock market performance.
The study concluded that macroeconomic indicators affect stock market performance in
Nigeria. It was, therefore, recommended that monetary authority should e_[fecn;ve!y monitor
the selected macroeconomic indicators in order to improve stock market returns in Nigeria.

Keywords: Market return, volatility, macroeconomic indicators

JEL Classification: E44

! Corresponding Author
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Effect af}lacraecanamic Indicators on Stock Market Returns in Nigeria
/ .
lntrod““i"“ variables) act as a determinant 1o the market

The stock market has become an
ontial market playing a vit'al role in
chn':)mic prosperity by fostering  capital
formation and sustaining economic growth
in most economies across the world. Stock
market is more than a place to trade
<ocurities; it Operates as facilitator between
<avers and users of capital by means of
ooling of funds, sharing risk, and
Uansfevrring wealth. They are essential for
economic growth as they ensure the flow of
resources to the most productive investment
opportunities (Udegbunam & Eriki, 2001).

The Nigeria stock market is not an
exemption as it is expected to mop up fund
from the area of excess to the area of need.
In the process of performing this traditional
role, it must be influenced by external
shocks, which are outside the realm of
capital market (Osisanwo & Atanda, 2012).
These shocks are the macroeconomic
indicators that are expected to cause
variation in the stock prices movement.
Macroeconomic indicators have influenced
the Nigeria stock market in such a way that
government cannot achieve its goal without
recourse to its  implication  on
unpredictability of stock market return.

Since there are. various values for
both macroeconomic indicators and the
market stock price index, how can we
ascertain any relationship between the key
macroeconomic indicator and stock market
index in Nigeria? In order to develop the
market, regulatory reforms aimed at
cpening up the market for globalization
were introduced. These reforms include
Indigenization Policy of 1977, Structural
Adjustment Programme regime of 1986,
Financial Liberalization of 1995, the
deregulation and post-deregulation eras, to
mention but a few (NSE, 2016). The
expectation is that these reforms will
enhance the efficiency of the market (NSE,
2016). This implies that (macroeconomics

83

performance.

 Whereas studies in this area are
majorly from the developed economy, this
study is in furtherance of the work of Chude
and Chude (2013) and considered more
variables such as inflation rate, exchange
rate as well as treasury bill It also
employed monthly znalysis as zgainst the
previous works such as those of Maku and
Atanda (2010), Osisanwo and Atanda
(2012), Evans, Nelson znd Perez (2014) and
others who analysed their work either on 2
quarterly or annual  basis. The
macroeconomic indicators such as inflation
rate, exchange rate, broad money supply,
treasury bill were all examined as it affects
market returns on monthly basis from 2007
to 2016; this will be more relizble
Therefore, this study contributes to existing
literature by examining the effect of
selected macroeconomic indicators on stock
market returns in Nigeria. The study also
adopted Auto Regressive Distribution Lag
(ARDL) as against Ordinary Least Square
method because, the variables are not
integrated at any level. Therefore, this is
considered most appropriate in order to
avoid spurious regression. The specific
objective was to identify the trend
characterised by each of the selected
macroeconomic variables and stock market
retuns. The hypothesis formulated for the
study stated that: Hp: Microeconomic
variables have no significant effect on Stock
market return.

The rest of the study was organised
as follows: Section 2 discussed the literature
review; Section 3 highlighted the
methodology employed in carrying out the
research; Section 4 analysed the result,
while the last section concluded and
proffered policy recommendations based on
the finding.
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Review of Related Literature
Conceptual Framework

Stock market is a market that trades
securitien  issued by publicly-quoted
companics and the povernment. The market
15 a vital institution in an economy vhich
preatly  determines  and  indicates  the
performance  of  an cconomy.  As 4n
cconomic instittion, stock market plays 4
major role in enhancing the efficiency of
capital formation and allocation. Thus, the
overall development of the cconomy 15 4
function of how well the stock market
performs (Fvans, Nelson, & Perez. 2014),

According 10 Junkin (2012}, Stock
Returns and Macroeconomic Indicators are
indicators  of the overall state of 2
country's economy and finzncizl theory
that makc the world finzncisl maryets more
liberalized. There has heen an intecrated
relationship between stock returns znd the
macrocconomic indicators including interest

rates, exchange rate, inflation, money
supply, etc.
Theoretical Framework

This  work  hinges on  over

confidence theory and random wzlk theory.
Over confidence theory was postulated by
Plous (1992). It states that people zenerally
rate themselves as being above average in

their  shilities  to  invest. They also
overestimate the extent of their knowledge

about the stock market relative to other
investors. Many investors believe thev can
consistently predict the time market retums
would be generated, but in reality there is s an

overwhelming amount of evidenice that
proves otherwise. This is as a res ’JE of
fluctuation in stock market return. The
thecory has been used in the study of

Mordecai. Hehui and Maurizio (2004) and
Ulrike and Geoffrey (2015).

Random Walk Theory on the other
hand, is a theory which specifies that price

move  randomly  and  unpredictably.
According to Fama (1965), every security

a2a

g ,.[ :
consists of intrinsic value tha depends on
the r/:l.cmml earning  of the  security,
sl rn”r-"/lﬂ (l /() 1) '.’Z"—'r’ that pr(,.},.r

’ Sanan il
AIHIUPA!"(‘ prices change rar,‘,r;mif and
1ock price which f]u(.tuﬂm, with the rezl
s10OC 7 v e
activity 19 hard 10 pr'.:r'il.!.k.':-,., pat
information. ft is used n? e
()sivanwo nd azanda (2012) and Victor,

Jemzthan and Amhony (2013).

rk
F.mpirical Pr.dmc,vm
l MNelson and Perez (2{”‘:’

fivans, ; ]
eyamined macroecenomic variables,
volatility and stock  market retums in
Mairobi Securities Exchange. Kenya. Engle-

At

P

Cranger (WO S12p 1M° wzs emploved to
estzblish the co-integrating  relationship

between Stk returns  and  the
MACIOeConomic vzriables Threshold
Generalized  Autoregressive  Conditional -

Heteroscedasticity (TGARCH) mode] was.

also used to capture the leverage effects and
volatility persistence at the NSE. li. was
estzhlished that the exchange raie showed a
significant relationship with strri: retums,
while Gross Domestic Product. Inflation
and the Treasury bill rate indicz:ed

insignificant relationships.

From local perspective. Maku and
Atanda (2010) investizated what influences
the Stock Market Performance in Nigeria on
the Long-Run. using Augmented Dickey-

Fuller (ADF) unit rtoot test and the
Augmented Engle-Granger Cointegration

test. Their outcomes established that the
stock market performance in Nigeria is
mainly determined by macroeconomic
forces in the long-run: that NSE all share
index is more responsive to changes in
exchange rate. inflztion rate, money supply.
and output; zand, that the entire
incorporated macroeconomic variables were
found to have simultancous and significant
impact on the Nigeria capital market
performance in the Iong-run.

Similarly, Osisanwo and Atanda
employed the linear regression

rezl

{2012)
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”;.\11

' el with the ondinary least square (OLS)
\ \ ) N

"“ fod, which iy hased on time setiey
n >

tom the CBN between 1984 and
NUURG ananmine d‘cwt!nil\_u}\ts‘ nl: Sl‘\\ck
parket retus Nigeria. lht‘l‘l‘ indings
wovealod (hat fterest tale, previaus stoek
et levels, money .\‘nppl?' and c\gh;mp\c
ate are (e maw determinants ol stock
elams n a\‘i‘\‘\\‘li:\.

Purthermore, Fmeka and - Aham
(2013) inestigated the impact of
pacroeconomic - factors on stk return,
nsing empirical evidenee from the Nigeria
soek Makett  the  study employed
gencralized Autoregressive  Conditional
Neteroshedasticity (GARCH)  model and
amual data range between (1985-2009),
the  results  showed  that  the  six
macteeconomic variables employed
mtlation, government expenditure, index of
manufacturing output and interest rate exert
srong significant influence on- stoek
retums. One the one hand, inflation and
government expenditure had - positive
sgnificant  impact,  while  index  of
manutacturing output and interest rate had a
negative significant impact, on the other
hand. Money supply and toreign exchange
rte exert no signiticant influence on stock
retums in Nigeria,

Moreover,  Chude and  Chude
(2013) who examined the effect of money
supplv. on the stock market returns in
Niperia - employed — stationary  test, - co-
ntegration fest and error correction model,
It was reported that there was a long run
relationship between broad money supply
and stoek market returns in Nigeria, and that
broad money supply had been relatively
higher over the years and had a sipnificant
positive impact on the stoek market retums
in Nigeria,

v fables

Methodology

The data used for this study e
monthlv time series data covering the period
20060 to 2016, All the data were sourced

from the Central Bank of Nigeria Statistical
Bulletin, - the  Nigeria Stoek Exchange
p‘ul\lw:\tiuns and - National  Bureau  of
Statisties Bulletin, The estimate techniques
used for the model was the First Ditference
"\"f“‘\‘!‘.mssi\-c Distributed Lag (ARDL),
This  method  was  chosen  because  all
vatiables in the model are not stationary at
level but stationary at first difference,
indicating they are integrated of order one
[1C1) series]. Also, the co-integration test
shows that they are not co-integrated. Their
respective  first diflference was used to
estimate them in stationary form, Unit root
tests was also conducted in this study using
the  Augmented — Dickeyv-Fuller  (ADF)
procedure to ascertain if the variables used
in this model are  stationary  or  non-
stationary series,

In examining the determinants of
Stock Market returns in Nigeria, Osisanwo
and Atanda’s (2012) model was adopted
with moditication. This is as a result of
similarities in the area of study, and the
cconometric model is expressed as:
LNSEDX (= Pt [ LEXC  + By CPLy . P
INT 4 P M 22 4P RPClgg Heaenn(1)

In their work, they proxy Nigeria
stock market as NSE all share index and
macrocconomic variables are proxy as log
of  Oficial  Exchange  Rate  (EXR),
pereentage change in Consumer Price Index
Lo, inflation e (PCH, Interest Rate e,
Lending Rate (INT), Annual growth rate of
Broad money supply (M2) and Annual
prowth rate of Real Per capita income
(RPCIR).  Therefore,  the  maodilied
loparithms - of all indicators  changing
Annual growth rate of Broad money supply
(M2p) 1o Top of monthly  broad money
supply, while real Per Capita Income (PCH
is substituted for log, of monthly - Treasury
bill,  The model was modilied in onder to
incorporate variables that are available on
monthly basis since monthly data ave more
accurate in testing, volatility and to improve
the fitness of the model, Unlike in the study
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of Osisanwo and Atanda (2012) in which
the Ordinary east Squares (O1.S) method
wits employed 1o estimate the parameters of
the model, this study employed the First
Difference Autoregressive Distributed Lag
(ARDL) model 1o estimate the parameters
of the model in order 1o ensure all variables
are in stationary form and avoid the
possibility of a spurious regression result.
Therefore, the  First  Difference  ARDL
cconometric model that reveals the dynamic
effects  of macrocconomic  variables on
stock: market returns in Nigeria for this
study is specified as:

ALNASI, = fio + B, ALNASI,_; +
BABLNAST, ., + B3 ALNASI_5 +
BaBLNASI, _, + B-ALNEXCH, +
BeALNCPI, + 3,ALNM2, + B,ATB, +
BoBMPR, + B1,APL, + B,,APL,_1 + &
.......................................... (2)
Where: LNASI = Log of NSE all share
index;

LNEXCH = Log of Official Exchange rate
(#/1%)

LNCPI = Log of Percentage Change in
Consumer Price Index i.e. inflation rate.

PIL. = Prime Lending rate

[LNM2 = [Log of Broad Money supply
LNTB = Log of Treasury Bill

MPR = Monetary Policy Rate

Sy = Intercept

f1 — 11 = slope of the explanatory
variables

g, = Stochastic Error term for each period

Result and Discussion
Unit Root Test

Following the submission made by
Dickey and Fuller (1979), there is the
likelihood of obtaining a spurious
regression if the series that generated the
results are non-stationary. This necessitates
our investigation of the time series
propertics of the data by conducting unit
root test for stationarity using Augmented
Dickey Fuller (ADF) unit root test. The

86

results are presented in Table 1 (see the
sulls e

endix). - ‘ - |
app< presented in Tzble 1 (see the

5 a test for the presence of unit

endix) i e )
app h of the varizbles used in the

root in eac : '
model. This w2s conducted using the
Augmented Dickey-Fuller (ADF)

procedure. It indicated that a.II variables are
stationary at first difference, hence regarded
as integrated of order one I('l) s'en:-s. Tna
implication of this result :f mat’ using
Ordinary Least Squares (OLS) method to
estimate the parameters will lead to a
spurious regression results since they are
non-stationary at level series. This
necessitated the test of cointegration to
check if at all there is a2 long-run
relationship among the non-siztionary
variables used in the model. A more
accurate technique which will control the
non-stationary nature of those series can
then be used. The result of Engle-Granger
Cointegration test is presented in Table 2
(see the appendix).

Co-integration Test

The Table 2 (see the appendix)
presents seven equations, i.e. an equation
for each variable. The decision rule behind
Engle-Granger cointegration test is that if
any of the p-values is less than the level of
significance, there is evidence of long-run
relationship; hence, the null hvpothesis is
rejected. Checking the p-values, it can be
detected that none of them is less than the
significance level, i.e. none of them is
significant. Therefore, the null hypothesis
that there is no long-run relationship among
the variables is accepted. This indicated that
standard OLS regression cannot be
employed to estimate the parameters of the
model.

The Volatility Model
The Autoregressive Conditional
Heteroskedasticity (ARCH) family of

models is usually used in volatility models.
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This is because these models are capable of
dealing with the volatility (variance) of the
series, Sinee the assumption is that stock
prices and performance are usually volatile,
the use of volatility model is important in
onder to have a reliable result,

A plot of percentage change in ASI
s given in the appendix to show the

movement of stock market performance
over time. The figure 2 shows that the series
(ASD) is not much volatile, From the time
plot of the series in the figure 2, it can be
seen clearly that periods of lesser volatility
are more than periods of greater volatility.
So the possibility of ARCH efleets is quite
low.

Table 3: Breusch-Pagan Heteroskedasticity Test:

ARCH
F-statistic 0.018253 Prob. F(1,127) 0.8927
Obs*R-squared 0.018538 Prob. Chi-Square(1) 0.8917

Source: Author's Computation, 2017,

The result presented above shows
the test for ARCH effect. The null
hypothesis of this test is that there is
homoskedasticity (i.e. there is no ARCH
etlect). The decision rule is to reject the null
hypothesis it probability value is less than
significance  level and  accept  null
hypothesis it otherwise. The F-statistic and
Obs*R-squared values presented above are
0.018253 and 0.018538 with probability
values of 0.8927 and 0.8917, respectively.
This clearly suggests the acceptance of the
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null hypothesis of homoskedasticity and the
conclusion that there is absence of ARCH
eftect.

Since the test for ARCH effect
suggests that there is no volatility in the
series, the usual lincar models can be
conducted. Having the variables being non-
stationary with no cointegration suggests
that a First Differenced Autoregressive
Distributed Lag (ARDL) model is
appropriate to estimate the parameters of the
model.
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Table 4: . -D(LNASI)
Dependent Variable: EysiG
Number of models evaluated: 62 0.0.1)
Selected Model: ARDL(4. 0,0.0, 0,0
t-Statistic e
; Coefficient  Std. Error Prob,
Variable - =
(ASI(-1)) 0.105426 0.087141 1629{?“85] 0.2283
D(I]:E:'-iS[E:');) -0.593001 0.091188 E} 617;6?58 0.0009
B( NASI(3)) 0061717  0.091100 ok 0.4995
DEI;:;\::\g,](_J,)) -0.331665 0.089914 t—;ﬁgﬁ'{OO 0.0003
D(LNBROADMONEY) 0482112 0.078107 172456 0.000g
D(LNCPI) 0700537  0.075355 9.296490 0.0000
D(LNEXCHANGERATE)-0.103838 0.01 2(?30 (—)8. 1_82‘.97181 6 0_0900
D(LNTREASURYBILL) 0.007821 0.1493?2 .03'.. 8 0.9584
D(MPR) 0.007443  0.038032 0.195704 0.845
D(PRIMELENDING) ~ -0.086380  0.063179 1367239 0.1742
D(PRIMELENDING(-1)) -0.150611 0.057233 -2.631547 0.0097
C 0.014773 0.032846 0.449779 0.6537
R-squared 0.718310 Durbin-Watson stat 2.020359
Adjusted R-squared 0.688916
F-statistic 24.43752
Prob(F-statistic) 0.000000
Source: Author’s Computation, 2017.
Interpretation of Results
The result obtained from the The estimated model based on the resy:

estimation output of E-View 7.1 for the
empirical model at its transformed variables
form is presented in Table 4. The specified
model formulated to capture the effect of
macroeconomic  indicators official
Exchange rate (#/1$), consumer Price Index
i.e. inflation rate, prime lending rate, broad
money  supply, treasury bill, monetary
policy rate NSE all-share index are
expressed as:

ALNASI, = B, + B1ALNASI,_, +

P ALNASI,_, + B3ALNASI,_; +
BiALNASI, _, + BsALNEXCH, +
BsALNCPI, + B;ALNM?2, + B ATB, +
BoAMPR, + B1oAPL, +ﬁ11APLt_1 + &
............................... (3)
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presented in Table 4 is given as:

ALNASI, =
0.0148 + 0.1054ALNASI,_, —
0.5930ALNASI,_, +
0.0617ALNASI, _, —
0.3317ALNASI,_, —
0.1038ALNEXCH, + 0.7005ALNCPI, +
0.4821ALNM2, + 0.0078ATB, +
0.0074AMPR, — 0.0864APL, —
0.1506APL,_, + ¢,

The estimated result for U
multiple parameters regression specified 10
Capture the effect of macroeconome
indicators on the stock market retum prox!
as the NSE all share index in Niger®
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Nigeria

between 2006 and 2016 presented in Table
4 revealed the effect of incorporated
macroeconomic indicators for the analysis
of the study. The Table 4 reports that
changes in ASI in a month lag and three
months® lag, broad money supply, CPI,
Treasury bill, and MPR exert positive
effects on stock market return in Nigeria.
This outcome is in line with the works of
Osisanwo and Atanda (2012), Chude and
Chude (2013), and Emeka (2013). However,
the effect of ASI in two months and four
months’ lag, exchange rate, and prime
lending are exerting negative effects on
changes in ASI. All of these effects conform
with the a priori expectations except the
effect of inflation rate (CPI) which is
expected to exert negative effect on changes
in ASI and the effect of ASI in two months’
and four months’ lag which are expected to
exert positive effect on changes in ASI
based on sign.

In terms of magnitude of effect, a
percent increase in broad money supply and
CPI increases ASI by approximately 0.48%
and 0.7%, respectively. This implies that
increase in the stock of money in circulation
and the general price level brings about an
appreciation in stock market returns. Also,
other incorporated effects of stock market
returns, ASI in two months’ and four
months’ lag, exchange rate, and prime
lending were found to retard the returns of
Nigeria stock market between 2006 and
2016.

The result further revealed that a
percent increase in ASI two and four
months ago, exchange rate and a month lag
of prime lending rate decrease current ASI
by approximately 0.59%, 0.33%, 0.1%, and
0.15%, respectively. This implies that past
values of stock market return in lag of two
and four months have negative influence on
present return, while higher exchange rate is
detrimental to the return of stock market.
This is contrary to a non-significant
relationship obtained by Victor, et al (2013)
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that higher lending rate is detrimental to
stock market return. This finding is in line
with Emeka and Aham’s (2013) study
which stated that interest rate have a
negative significant impact on the sock
returns. It is inconsistent with random walk
theory which states that price move
randomly and unpredictably. However, the
finding is in line with the Overconfidence
theory which is of the opinion that many
investors believe they can consistently time
the market because market return can be
easily predicted. This is in line with
Mordecai, Hehui and Maurizio (2004).

In assessing the partial significance
of the estimated parameters for the
incorporated macroeconomic indicators, the
t-statistics results are presented in Table 4.
The result shows that the estimated
parameter for changes in ASI in two months
and four months’ lag, broad money supply,
CPI, exchange rate, and a month lag of
prime lending were found to be partially
statistically significant at 5% critical level
because their p-values are less than 0.03.
while the estimated parameters for the ASI
in a month and three months’ lag, Treasury
bill and MPR were found partially
insignificant at both 5% and 10% critical
level.

Although the F-statistic shows a
value of 24.43752 and a p-value of 0.0000,
this indicates that macroeconomic indicators
included in the model had a joint signiticant
effect on stock market return. This means
that the overall model is signiticant at 5%
critical level while the Adjusted R-squared
show values of 0.688916 which indicate
that about 68.9 percent after adjusting for
loss of degree of freedom of variation in All
Share Index  (ASD is  explained by
macrocconomic variables, This implies that
macroeconomic  indicators  have  high
explanatory power on stock market return,
This indicates that the model is in good fit.
The Durbin-Watson statistics shows a value
0f 2.020359. Since this value is close to 2, a
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Empirical  results rcvcu!gd ‘lhm
Broad money supply and CPI effectively
influence the stock market during 30(‘){1 -
2010 in Nigeria. They both have positive
influence on stock market return, This is.un
indication that more money in cireulation
implies higher return of the stock markel.

On the other hand, exchange rate
and prime lending also influence stock
market in Nigeria negatively during this
period. This is an indication that increase in
exchange  rate  which  translates  to
depreciation in Naira is detrimental to stock
market return,

On the basis of the F-Statistic
result, this study rejects the null hypothesis
“macro-cconomic indicators  have no

significant effect on stock market return™ at
5%  significance, Therefore, it was

concluded that macrocconomic indicators
have significant effect on stock  market
return in Nigeria, However,
unemployment rate on stock market return
is not yet known from this study and this
will serve as a £ap 1o be filled for other
future studices on Nigeria stock market. Qur
ceconometric evidence is also i line with the
findings of scholars reviewed in section two
such as Osisanwo  and Atanda (2012),
Chude and Chude (2013), Emeka (2013)
and Maku and Atanda (2010). The study
recommends thyy cllective
macrocconomie indicators should pe done
by the Monetary Authority iy order to
improve stock marke( return Nigeria,
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