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ABSTRACT
The aim of this research work is to examine the relationship between interest rate and
stock market performance in Nigeria from 1980- 2013 using market capitalization
(MC) as the dependent variable, and others as explanatory variables which are all
secondary data sourced from CBN statistical bulletin and Nigerian Stock Exchange
bulletin respectively. The study employed some econometric techniques for simplicity.
The descriptive siatistics was used to examine the trend of interest rate and market
capitalization in Nigeria from 1980 to 2013. Econometric techniques like that of unit
root test (Augmented Dickey Iuller) and co-integration (Johansen method) test were
used to check jor the time series properties and long run linear relationship
respectively. The result of above shows that all variables used were integrated of
order one. Similarly the co-integration test showed that there exist long run linear
relationships between the variables of interest. Furthermore, the empirical results
confirms that in the long run, inflation rate, exchange rate, money supply, treasury
bill rate and monctary policy rate have significant effect which the appropriate signs
attached. On the other hand, the causality test x-rayed that there is a unidirectional
causality which runs from real interest rate (RIR), money supply (MS2), Treasury bill
rate (TBR) and nionetary policy rate (MPR) to market capitalization (MC) without a
corresponding reversal feedback response. Therefore, the study recommend that there
is need for the Nigeria government to ensure appropriate incentives and policies to
guarantee that lending rate (inierest rate) is kept at one digit (not high) in order to
encourage investors to borrow money from banks and private sectors to be able to

inject it into capilal market.



CHAPTER ONE
INTRODUCTION

1.0 Background to the Study

avenue that ensures long-term commitments in real capital (Ologunde, Eluminade and
Asaolu, 2006). This viewpoint is reaffirmed by Alam (2009) and Akpan (2014) who
opined that the impacts of interest rate on stock exchange provide important
implications for monetary policy, risk Mmanagement practices, financia] securities
valuation and government policy towards financial markets. The stock market (also

known as the share market) is the place where purchasers or merchants meet for

merchandise is exchanged privately. Those securities exchange will be general
Population substance and will stand out among the critical sources of finances for both

privately claimed and publicly possessed organizations and natjons,

lender for his deferring expenditures,
According to OECD (2010), long-term interest rates are government bonds
with a residual maturity of about ten years. They are not the interest rates at which the

loans were issued, but the interest rates implied by the prices at which these
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government bonds are traded on financial markets. Long-term interest rates are mainly
determined by three factors: the price that lenders charge for postponing consumption;
the risk that the borrower Mmay not repay the capital; and the fall in the real value of the
capital that the lender €Xpects to oceur because of inflation during the lifetime of the
loan (OECD Fact Book, 2010). The real interest rate is an important determinant of
the savings and investment behaviour of households and enterprises and is of key
importance in terms of cyclical development and long term economic growth. Interest
rates plays a crucial role in the resourceful allocation of resources aimed at facilitating
growth and development of an economy and as a demand Mmanagement technique for
achieving both internal and external balance. It is also one of the macroeconomics
variables that affect the performance of the stock market (Lobo, 2000).

The stock market serves as an economic guide for any country or economy.
Ologunde et al (2006) observed that the stock market makes it possible for the
cconomy to ensure long term devotion op real capital. Alile (1997) opines that
essentially the stock exchange worldwide is a form of preservation for the efficient
market with attendant benefit of economic growth. The measurement of the efficiency
of stock market is very important to policy makers because a stock market index is a
statistical parameter to reflect the composite value of a market characteristic, the

overall direction of the market and the scope of its movement.

The Nigeria Stock Exchange (NSE) is authorized to observe market exchanges,
prevent breaches of market rules and to deter and detect unjust manipulations and
trading practices. The market has witnessed apparent transformations in recent years,
as shown by the increased involvement of private and public investors at the floor of
the stock exchange and in different public offers of quoted companies. It has also
attracted and embraced the awareness and interest of international investors by
increasing capital inflow. The unstable growth of the market has also contributed
sizably to the share of the global boom, especially in Africa. For example, the overal]
market capitalization had risen from 1,698. Imillion in 1980 to a high of 1,325,672.9
in 2003 from (CBN Bulletin.2003). The rapid developments in the market are
attributable to the stock market growth linkages observable through the mechanism of

liquidity creation,



To promote the growth of the Nigerian stock market, the interest rate 1s
important. Interest rates assist in the decision of where and how to invest. If the
interest rate paid by banks to depositors is increased, investors will patronize the
banks more and fewer investors will invest in the stock market which will lead to a
decrease in capital investment in the economy. Also, disparity in interest rate might
cause investors to either g0 to the bank or buy government development stock like
bond. Modigliani (1971) and Mishkin (1977) identify that lower interest rates increase
stock prices and later lead to increased business investment. Bosworth (1975) agrees
with the above although he adds that higher stock prices reduce the yield on stock and

reduce the cost of financing investment spending through equity issuance.

L1 Statement of Research Problem

The financial systems of most developing countries came under pressure as a result of
the economic upset of the 1980s. The interest rate policy in Nigeria lacked stability
during the Structural Adjustment Program (SAP) as periods of liberalization were
entangled with impositions of some credit controls (IMF, 1997). The administration of
low interest rate which was proposed to encourage investment permitted a dynamic
interest rate regime where rates were more influenced by market forces. It however
failed to yield desired result of stimulating the needed investment growth. Several
factors like political instability, war, terrorist threats, boycotts and strikes, economic
trends and international trade contribute to stock market problems. Resulting from the
foregoing, this study seeks to examine the relationship between interest rate and stock
market performance in Nigeria. Tt will also observe the extent to which other
macroeconomic variables affect the stock market. In addition, the trend of interest rate

and stock market performance in Nigeria within the last three decades is examined.

1.2 Objectives of the study
The main purpose of this research work is to examine the relationship between interest

rate and stock market performance in Nigeria from 1980 to 2013. The specific

objectives are:



* To identify the relationship that exists between interest rate and stock market
performance variables;

* To examine the impact of interest rate on stock market capitalization;

* To investigate and analyze the effect of interest rate on market capitalization;
and,

* To determine whether causality runs between interest rate and stock market

performance variable.

1.3 Research Hypothesis
In view of the objectives of the study, the research hypotheses to be tested are as
follow:
Hy:  There is no positive relationship between the interest rate and stock
market performance in the Nigeria economy.
H;:  There is a positive relationship between interest rate and stock market

performance in the Nigerian economy,

1.4 Significance of the Study

trending upwards,

L5 Scope of the Study

This project focuses on the relationship between interest rate and stock market
performance in Nigeria. It has a study period of 1980 to 2013. This period is chosen
because, in Nigerian economic history, it is a period characterized by wide scale

reformation of the Nigeria stock market. The study is however limited to



macroeconomic variables such as interest rate, and exchange rate, inflation rate etc.

that affect the stock market and the economy as a whole.

1.6

Operational Definition of Terms:

For the purpose of this research, key terms are under listed and defined thus:

Interest Rate: Generally, interest rate is considered as the cost of capital means,
the price paid for the use of money for a period of time. From the point of view of
a borrower, interest rate is the cost of borrowing money (borrowing rate). From a
lender's point of view, it is the fee charged for lending money (lending rate)
(Uddin, 2007). It is also defined as the return or yield on equity or opportunity cost
of deferring current consumption into the future. Thus, any economy that wishes to
grow must pay proper attention to the changes in interest rate (Uchendu 1993).
Stock Market: A stock market or equity market is a public entity for the trading of
company’s stock (shares) or derivatives at an agreed price. These are securities
listed on the stock exchange as well as those only traded privately. It is an
important source for companies to raise money as it allows businesses to publicly
trade or raise additional capital for expansion by selling shares of ownership in a
public market (Ortega, Edgar, Yalman and Onaran, 2006).

Stock Market size: The common index used as a measure of stock market size is
market capitalization. Market capitalization is the total value of all listed shares. In
terms of economic significance, market size and the ability to mobilize capital and
diversify risk are positively correlated (Bosworth, 1975).

Exchange rate: An exchange rate (also known as foreign exchange rate) between
two currencies is the rate at which one currency will be exchanged for another. It is
regarded as the value of one country’s currency in terms of another currency.

Exchange rates are determined in the foreign exchange market (Leahy 1993).

1.7 Organization of the Study

This research work is divided into five chapters. Chapter One involves the general

introduction and this includes Background to the Study, Statement of the Problem,

Research Hypothesis, Aim and Objectives of the Study, Significance of the Study,
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Chapter Three involves the research methodology, specification of models, method of
evaluation and justification of model. Chapter Four is devoted to the presentation of
data, analysis and result discussion, Chapter Five is based on summary of the study,

conclusion and policy recommendations.



CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction

gap this study intends to fi]].
2.1 Conceptual Issues/ Theoretical perspectives

2.1.1 Interest rate

the demand for money is interest elastic.

In Nigeria, interest rate guidelines/regulations are contained either in the

Federal Government Annual Budget document or the Monetary/Credit Policy

directives on the required spreads between deposit and lending rates.

2.1.2 Interest Rate Risk
This is the risk that an investment's value will change due to change in the absolute

level of interest rates. Interest rate risk s the possibility that 3 fixed rate debt



take into account credit risk. Interest rate risk is a valuable financial measurement
which helps investors, managers and regulators to understand the fluctuations in fixed

income securities. The risk pertains to the experience an investors has if the bond

risk helps investors to properly allocate investment funds that will meet the investment

objectives.
2.1.2.1 Types of Interest Rate Risks

According to Abey Francis (2010), the feelings by which interest rate fluctuations wil]
arise due to the mixed affect of a host of other risks that comprise the interest rate risk.

These risks when isolated fa]] into the following categories:

was reduced, there was an increase in the liquidity which further resulted in
lowering the interest rate levels. The risk that arises due to this reduction can be
understood from the fact that the revised rates of interest will be applicable to all

the new deposits, which wil] lower the marginal costs of funds. However, the

deposits leading to lower spreads.

2. Volatility Risk: [n addition to the implications of interest rate changes, there are
short term fluctuations which are to be considered in deciding on the mix of assets
and liabilities, the pricing policies and thereby the business volumes, However,

the risk wil] acquire serious proportions in a highly volatile market when the



impact will be felt on the cash flows and profits. The affect of fluctuations in the
short term have a greater impact since the adjustment period is very short.

. Prepayment Risk: The fluctuations in the interest rate may sometimes lead to
préepayment of loans. For instance, in a situation where the interest rate is
declining, any cash inflows that arise due to prepayment of loans will have to be
redeployed at a lower rate invariably resulting in lower yields.

. Call/Put Risk: When funds are raised through bonds/securities, it may include
call/put options. A call option is exercised by an issuer to redeem the bonds before
maturity, while the put option is exercised by the investor to seek redemption
before maturity. These two options expose to a risk when the interest rate
fluctuate. A call option is generally exercised in a declining interest rate scenario.
This will affect the bank if it invests in such bonds since the intermediate cash
inflows will have to be reinvested at a lower rate. Similarly, when the investor
exercises the put option in an increasing interest rate scenario, the bond-issuing
banks have to face greater replacement costs.

- Reinvestment Risk: This can be associated to the intermediate cash flows arising
due to the payment of interest, installments on loans etc. These intermediate cash
flows arising from a security/loan are usually reinvested and the income from
such re-investments will depend on the prevailing rate of interest at the time of
reinvestment and the reinvestment strategy. Due to the volatility in the interest
rates, these intermediate cash flows when received may have to be reinvested at a
lower rate resulting in lower yields. The variability in returns from re-investments
due to interest rates changes is called the reinvestment risk.

- Basis Risk: When the cost of liabilities and the yields of assets are linked to
different benchmarks resulting in a floating rate and there are no simultaneous
matching movements in the benchmark rates, it leads to basis risk. When the
change in the interest rates, which are set as a benchmark for assets/liabilities, is
not uniform, it will lead to a decrease/increase in the spreads.

- Real Interest Rate Risk: The inflation factor has to be considered in order to
assess the real interest cost/yields. This occurs because the changes in the nominal

interest rates may not match with the changes in inflation.



The presence of the above mentioned risks either individually or collectively result in
interest rate risk. These risks affect the income/expenses of the bank’s asset/liability
portfolio and consequently impact on the value of assets and liabilities of the bank. It

even affects the market value of the bank.

2.1.3 The Stock Market

The stock market or equity market is a public entity for the trading of company’s
stock or derivatives at an agreed price through the public transaction. Stocks are listed
and traded on stock exchanges because they are entities of a corporation or mutual
organization specialized in the business of bringing buyers and sellers of the
organizations to a listing of stocks and securities together. The stock market serves as
one of the most important sources for companies to raise money either for capital or
continuation of their business. Participants in the Nigerian stock market include the
Nigerian Stock Exchange (NSE), discount houses, development banks, merchant
banks, stock broking firms, insurance and pension organizations, quoted companies,
governments at all levels, individuals and the Nigerian Securities and Exchange
Commission (NSEC). Stock market consists of the primary market that is more

concerned with the offering of new issues or the initial issuance and sale of securities.

Some of the instruments issued on the stock exchange include debt instruments
comprising federal government development stocks (FDSs), and industrial loans and
bonds issued by corporate bodies and equity capital (ordinary shares of corporate
entities) which grants the holders some ownership rights to the business concerned.
The secondary market also trades on securities that have already been listed on the
stock exchange and it is ofien contended that the existence and the allocation of
efficiency of the primary market depends on the existence and efficiency of the

secondary market (Mbat, 2001).
2.1.4 Functions of Stock Market

The functions of a well functioning stock market include:
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Mobilization of Savings: At all stages of a nation’s development, both the
government and the private sectors require long term capital. Companies would
need to build new factories. cxpand existing ones or buy new machinery. The
government would also require funds for the provision of infrastructures, All
these activities require long term capital, which is provided by a functioning
stock market.

Creation of Liquidity: Stock market may also affect economic activities
through the creation of liquidity. Liquid equity markets make available savings
for profitable investment that requires long term commitment of capital. As
asserted by Bencivenga, Smith and Starr (1996), without liquid capital market
there would be no industrial revolution. This is because savers would be less
willing to invest in large, long term projects that characterized the early phase
of industrial revolution.

Risk Diversification: The stock market can affect economic growth when it is
Internationally integrated. This enables greater economic risk sharing, Because
high return projects also tend to be comparatively risky, stock markets that
facilitate risk diversification encourage a shift to higher return projects
(Obstfeld, 1994). The resultant effect is a boost in the economy leading to
growth though the shifting of society’s savings to higher return investments.
Improved Dissemination and Acquisition of Information: Accelerated
economic growth may also result to acquire information about firms. Reward
often comes to an investor able to trade on information obtained by effective
monitoring of firm’s for profit. Thus, improved information will improve

resource allocation and promote economic growth.

2.1.5 Analysis of the Nigerian Stock Market Performance

The Nigerian capital market has performed fairly well despite its numerous
challenges. Some of the challenges include the buy and hold attitude of Nigerians,
massive ignorance of a large population of the Nigerian public of the nature and
benefits of the capital market, few investment outlets in the market. In addition are

lack of capital market friendly economic policies, political instability, private sector
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led cconomy and less than fy]] operation of recent developments like the Automated
Trading System (ATS), Central Securities Clearing System (CSC), On-line and
Remote Trading, Trade Alerts and Capital Trade Points of the Nigerian Stock

Exchange. Some noteworthy developments from the Nigerian Stock Exchange are:

Compared to the economic Gross Domestic Product it helps to review the liquid

of the stock market.

market may be large but there may be little trading,
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Turnover Ratio (TR): This ratio equals the value of total transactions traded
divided by market capitalization. Though it is not a direct measure of
theoretical definitions of liquidity, high turnover is often used as an indicator of
low transaction costs. The turnover ratio complements the market
capitalization ratio. A large but inactive market will have a large market
capitalization ratio but a small turnover ratio. Turnover also complements the
total value traded ratio. While the total value traded ratio captures trading
relative to the size of the cconomy, turnover measures trading relative to the
size of the stock market. A small liquid market will have a high turnover ratio
but a small total value traded ratio.

All Share Index: An index finger is a statistical data computed to meter
changes in the value of commodities, security system, ete. It is derived from the
Mary Leontyne Price of all or some market constituents, usually expressed in
percentage change from the base period. Indices are important menstruation of
execution of an economic system or financial securities industry place.
(Akinsulire, 2011). Index was formulated in Jan 1984; the indicant is called the
Nigeria Stock Exchange All Share Index. Only common line (i.e. ordinary
shares or equities) are included in the estimate. The index is a value relative
index with 1984 as base year (January 3, 1984 = 100). The index increased
from 100 to 6992.10 in 1996. It fe]| from 6992.10 to 5266.43 between 1996 and
1999. The pedigree exchange recorded the highest index (57,990.22) in 2007.
This fell to 31,450.78 in 2008 due to global financial crises and later increased
to 53,690 in 2009. According to conventional economic abstract thought,
pastime pace has negative impact on line market index. When the pursuit rate is
high, investors will shift their money from higher risk instrument which is the
stock market to savings or fixed bank deposit accounts. On the other hand,
when the interest rate is too low, investors will move the money out to invest in
stock market in the hope of getting a higher return. Interest rate can only affect,
but not determine the stock market (Mueller, 2006). When the interest rate is
increased, borrowing will become difficult. Companionship will have less

money to expand the business and the profit will be affected. Bonuses and
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dividends will be cut and the investors will be affected eventually. The stock
market will then become a less attractive instrument for investment funds.
However, the interest rate is not the only ingredient that affects the stock
market. Stock market index might be trending upward due to other factors like
economic growth, political issues and monetary insurance policy even when
the interest rate is high. Since interest rate is determined by monetary policy of
a country, policy makers should carefully plan and focus on it to attract

investors to invest in the market (Zafar et. al., 2008)

2.2  Theoretical Frameworks

There are two key theories that shape discussions on interest rate and securities
industry by scholars globally. These are Loanable Funds Theory and Keynes’

Liquidity Preference Theory of Interest rate. The theories are further explained as.
2.2.1 The Loanable Funds Theory of Interest Rate

The loanable fund theory of interest rate is another room for the classical savings and
investment theory of interest rate which has to do with both monetary divisor and non-
monetary constituent of savings and investment. The theory is associated with the
names of Wicksell and several other Swedish economists and the British economist
D.H. Robertson. According to the loanable fund theory, the interest rate is determined
by the requirement for and the supplying of funds in saving at the level at which the
two (demand and supply) can be equated. In addition, it is a demand and supply
theory as it was applied to the market for loanable funds (credit), treating the rate of
interest as the price (per unit fourth dimension) of such funds. This theory also has
some assumptions which include: the perfective mobility of fund through the market
and utilization of partial equilibrium approach where all other element that can
influence the demand or supply of loanable funds is assumed to be held constant to

credit a few.
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2.2.2 John Keynes’ Liquidity Preference Theory of Interest rate

Keynes defines the rate of interest as the reward for parting with liquidity for a
specified period of time. According to him, the rate of interest is determined by the
demand for and supply of money. Need for money: Liquidity preference means the
desire of the public to hold cash. According to Keynes, there are three motivations
behind the desire of the public to grip/hold cash: 1. the transaction motive, 2. the

precautionary motive, and 3. the speculative motive.

Transactions Motive: The transactions motive relates to the demand for money or the
need of cash for the flow transactions of individual and occupation enterprise
interchange. Individuals hold cash in other to bridge the gap between the receipt of
income and its consumption also called the income motive. Someone also needs to
hold ready cash in order to meet their current needs like payment for raw materials,

transport, wages e.t.c, while it is also called the business motive,

Precautionary motive: Precautionary motive for holding money refers to the desire
to hold cash remainder for unforeseen contingencies. Individual hold some cash to
provide for illness, accidents, unemployment and other unforeseen contingencies.
Similarly, businessmen keep cash in reserve to tide over unfavourable conditions or to
gain from unexpected deals. Keynes holds that the transaction and precautionary need
are relatively interest inelastic. but are highly income elastic. The total of money held
under these two motives (M) is a function (L) of the stratum of income (Y) and is
expressed as M = L (Y)

Speculative Motive: The speculative motive relates to the desire to hold one’s
resources in fluidness form to take reward of futurity changes in the charge per unit of
involvement or bond damage. Bond prices and the rate of interest are inversely related
to each other, if bond damage are expected to wage hike, i.e., the charge per unit of
stake is expected to slope down, and sel] bonds when the price later actually rises. If,
however, bond prices are expected to drop, i.e., the charge per unit of interest is
expected to rise, people will sell bonds to avoid losses. According to John Maynard

Keynes, the higher the rate of interest, the lower the speculative need for money, and
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lower the rate of interest, the higher the speculative demand for money. Algebraically,
Keynes expressed the speculative demand for money as: M = L (r) Where, “L” is the
speculative demand for money. and “r” is the rate of interest. Geometrically, it is a
smooth curve that slopes downward from left to right. The totality liquid money is
denoted by M, the transactions plus precautionary motive by M and the speculative
motive by M, then M = M + M. Since M = L (Y) and M = L (r), the total liquidity

preference function is expressed as M =L (Y, 1),

Supply of Money: This refers to the total quantity of money in the country. Though
the provision of money is a function of the rate of interest to a certain degree, yet it is
considered to be fixed by the monetary authorities. Hence the supply curve of money
is taken as perfectly inelastic represented by a vertical straight line. If there is any
deviation from this equilibrium position, an allowance will take place through the
charge per unit of involvement, and equilibrium E will be re-established. It may be
noted that, if the supply of money is increased by the monetary authorities, but the
liquidity preference curve remains the same, the rate of interest will fall. If the demand
for money increases and the liquidity preference curve shifts upward, given the supply

of money, the rate of interest will rise.
2.2.3 Criticisms of the Theory of Interest
Keynes’ Theory of Interest has been criticized on the following grounds:

1. It has been pointed out that the pace of pursuit is not purely a monetary
phenomenon. Real forces like productivity of capital and thriftiness or economy by

the people also play an important role in the determination of the rate of interest.

2. Liquid preference is not the only divisor governing the rate of interest. There are
several other components which influence the rate of interest by affecting the need for

and supply of investible investment trust.

3. The liquidity preference theory does not explain the existence of different 4 senses

of rate of interest prevailing in the market at the same time.
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4. Keynes ignores delivery or waiting as a means or source of investible fund, to part

with liquidity without making any saving meaningless.

5. The Keynesian theory only explains interest in the short run. It gives no clue to the

rates of interest in the long run.

6. Keynes theory of interest, like the classical and loanable funds possibility, is
indeterminate. We cannot know how much money will be available for the speculative

demand for money unless we know how much the dealing demand for money is.
2.2.4 CLASSICAL THEORY OF INTEREST RATE

According to the classical theory, involvement is the price wage for rescue of upper
case. The Classical theory is also called ‘Real’ theory of stake group, because it is
based on real number effect of need and provision face, i.e., it seek to balance the
productivity of cheaper goods on the one hand and rescue or supply of capital goods
on the other, interest on capital has to be salary in order partly to induce people to
postpone uptake and partly to induce them to risk their economy’s business. The more
consumption they have to postpone, the greater must be the inducing or interest
offered. The actual rate of interest is determined by investment (demand side) and
saving (supply side). The equilibrium rate of interest brings savings and investment
together. Like the value of other things, the price of saving is determined by its
demand for and supply of savings, by considering the demand and supply sides

separately.

Demand Side: Demand for capital comes mostly from businesses. There are, of
course, some people who borrow for function of consumption, litigation or religious
or sociable ceremony. But most of the capital is the requirement today by
entrepreneurs who use it for productive intent. They will not pay for its service at a
charge per unit higher than its productivity at the tolerance and productivity goes on
diminishing as more and more in an industry. The borrower compares the prevailing
rate of interest with the marginal productivity of capital i.e., the measure added to the
total output by the use of the last installment of capital. He holds where he feels the

productivity to be equal to the interest pay. He will not pay more than the worth of
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capital to him at the margin. When the rate declines, it becomes worthwhile to use
capital in job of lower productivity and demand for it expands, all this is true of
borrower as a whole too. Thus, it is clear that demand for capital (or demand for

savings to bargain the capital) will slope downwards towards the right

Supply Side: According to the classical theory, the money which is to be used for
purchasing uppercase commodity is brand available by those who save from their
current income. By postponing expenditure of a parting of their income, they wave
resources for production. Economy involves the element of waiting for the future
enjoyment of preservation. But multitude prefer the nowadays enjoyment of goods
and services to the future enjoyment of them. Therefore, if masses are to be persuaded
1o save money and to lend it to entrepreneurs, they must be offered some pursuit as
payoff. In other language, to shuffle people overcome their time orientation, inducing
must be offered in the shape of pursuit. The more savings the people will do, the more
consumption they will have to postpone, the greater must be the rate of interest they
will ask to make such a postponement worthwhile. Thus, in order to induce people to
save more, a higher rate of interest must be offered. Moreover, higher (Ordered by
Estimated Frequency) of rate of interest have to be paid if savings have to come from
the people whose rates of time-preference are relatively more strongly weighted in
favour of the present people. The supply curve of capital will therefore slope upwards

to the right.
Equilibrium between Demand and Supply:

The interest rate is determined by the interaction of the forces of requirement for
capital (or investment) and the supply of savings is at equilibrium. The way in which
the rate of interest group is determined by need for investment and supply of savings
in which SS is the supply curve of savings and I-I is the demand curve of savings to
invest in capital goods (I-I is also called demand curve for investment funds or simply
investment demand curve). The demand for investment and supply of savings are in
equilibrium at rate of interest where the curves intersect each other. Hence the
equilibrium rate of interest which will come to stay in the market. In this equilibrium

position, OM quantity of savings is lent, borrowed and invested. If any variety in the
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demand for investment and/or supply of savings comes about, the curves will shift
accordingly and the equilibrium rate of interest will also change. The classical
Possibility of interest came in for serious criticism, especially at the hand of Keynes.

The main ground on which it was criticized is given thus:

resourcefulness is withdrawn from the product of consumer goods. Therefore, if
people are to be induced 0 postpone their expenditure or hold for the future
enjoyment of their deliverance, the advantage is that the involvement must be paid.
Within the framework of a system of theory, built on the assumption of full
employment, the sake of advantage for waiting or abstention is highly plausible. It is
the premise that resources are typically fully employed that lacks plausibility in the
contemporary world. If at any time in the country, unemployed resources are
discovery on a large scale, there is no need for paying people to abstain from

consumption, i.e. in order to wait for more resources should to be devoted for the

goods. Therefore, something other than a theory or ‘waiting’ or ‘time preference’ is

needed to explain why interest is paid.

ii) According to the classical theory of interest rates, more investment funds
(production of capital good) can take place only by curtailing ingestion, The more the

reduction of consumption, the more are the deliverance and, therefore, the more the



example, if investment demand schedule or curve II shifts downwards, then the new

v) The classical theory, as pointed out by Keynes, is indeterminate. The income

position of saving agenda depends upon the income level, that is the position of the

savings schedule or curve will fault to the right. Thus, we cannot know what the rate

of interest will be unless we already know what the income level is. And we cannot

indeterminate.

2.2.5 Theory of Institutional Failure

effectively turned the Separate market for stocks, stock €Xponent future and options
into one market that lacked sufficient regulations. The institutional market mechanism

had been weakened by new, moral force, computerized trading strategy that linked the

break have argued that the cascade theory is seriously flawed in concept. Tosini
(1988), for example, noted that the cycle would tend to pe broken as arbitrage buying

would put upward pressing on future prices. Moth miller (1991) and others have
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argued that the bulk generated by index arbitrage and portfolio insurance policy was
too small to explain the crash. Moreover, as the processing of transaction failed to
provide the up-to-date information on prices needed to run the computerized trading
course of study, both the arbitrageurs and portfolio insurers were quickly sidelined as

the crash developed.

2.2.6 The Rational Market Adjustment Theory

The rational market adjustment accommodation guess eternal sleep on the efficient
securities industry hypothesis, that all information about factors that affect broth
monetary value is immediately impounded in marketplace place damage (Fama,
1990). As readiness cost are sentiment as rational assessments of expected future
payoffs, that is, they reflect the present value of economic agent’s unbiased computing
of expected corporate returns (Romer, 1992). With electric current terms of as Set
always rational, there is no need for assumption regarding the manner in which first
moment of economic federal agent are formed. That simplifying feature article is
viewed as strength of the theory by its proponents. The rational market adjustment
theory clearly suffers several conceptual failures. Ross (1991) conceded that “attempt
to formalize the efficient market hypothesis as consistent, analytical economic
theories have met with less success than the empirical tests of hypothesis”. Fama
(1989) conceded that there is no significant way to determine whether Price is
rational, that is, unbiased estimate of fundamental values. Under the dictate of the pure
form of the theory, analysis of the line of descent market crashes would be limited to
statements that the market movement swiftly from one rational set of prices to another
set. Since rational markets proponents view the stock certificate market as an efficient
mechanism, they view stock crashes as a rational market working with impressive

speed were presented as arguments against the need for any reform (Arbel et al. 1988).

2.2.7 The Speculative Market Theory

A speculative market exist dye to continuous ascension in the origin of monetary
value demanded, with little or no regard wage to the relationship between the price of

stock and future earnings potency . To some extent, speculative market is related to
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the growing of the securities market place, but it campaign in market cannot be
determined with ease. In the full general possibility of employment, interest, and
money, Keynes (1935) defined speculation as “the activity of prediction the
psychological science of the market”, as opposed to enterprise, “the activity of
forecasting the prospective yield of asset over their whole life history”. Given the way
in which market participant tends to make decision to bargain and sell inventory , the
risk of the prevalence speculation over enterprise grows as securities market become
better organized to provide “liquidness ”. Investors are always hindered in their
decision by a great lack of knowledge about future events. But with the growth of
ownership of stock by those not involved in management, there has been a serious
decline in “the constituent of real knowledge in the rating of investments by those who
owns them or contemplate purchasing them”. Under these circumstances, investor turn
to the convention that the nowadays is a reliable guide to the future. The existing state
Is not expected to continue indefinitely, but as long as they can rely upon the
maintenance of that convention, investor can legitimately convince themselves that
their only risk “is of a genuine change in the new future”. Each investor attempts to
form its own judgment as to the likeliness of such a change under the qualified belief

that is usually will not very large.
2.3  Empirical Evidence

Hamid and Sumit (1998) examined the relationship between stock market
development and economic growth for 21 emerging markets over 21 years, using a
moral force panel method. Their results indicate that a positive relationship between
several indicators of stock market performance and economic growth both directly
and indirectly boost private investment behaviour. Osinubi and Amaghionyeodiwe
(2003) also examined the relationship between the Nigerian stock market and
economic growth between 1980-2000 using Ordinary Least Square regression (OLS).
The result indicates a positive relationship between the stock market and economic
growth and also suggests that there should be a pursuit of insurance policy geared

towards rapid development of the stock market.
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Nwokoma (2002) sought to establish a long-run relationship between the stock

market and some macroeconomic indicators, Results indicate that only industrial

parts of securities exchange to Nigerja’s financial development utilizing Granger-
Causality test regression analysis, They discovered a restricted causality at the middle
of GDP development also market underwriting and two approach causality the middle

of GDP development, They also observed critical association in GDP Growth turnover

money business sector in this way it need g Sure association with budgetary

development,
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Ezeoha et al (2009) investigated the nature of the relationship that exists
between stock market development and the level of investment flows in Nigeria. They
discovered that stock market development promotes domestic private investment
flows thus suggesting the enhancement of the ¢conomy’s production capacity as well
as promotion of the growth of national output. However, the results show that stock
market development has not been able to encourage the flow of foreign private
investment in Nigeria (Olugbenga, 2015). Okpara (2010) analyzed the effect of
monetary policy on the Nigerian stock market returns from 1985 to 2007, using the
Two Stage Least Squared Method on a set of simultaneous equations which were
found to be over identified. The stationarity was tested by utilizing the augmented
dickey fuller (ADF) unit root test and co-integration test. Likewise Vector Error
Correction Model (VECM) and the Forecast Error Decomposition Analysis (FEDA)
were utilized with a focus on the long run and short run dynamic properties of the
equations. Their major discovery is that monetary policy is a significant determinant
of long run stock market returns in Nigeria, Particularly, Treasury bill rate lessens
securities exchange returns and reveals to a confirmation for fiscal strategy endeavors

on influence of stock market returns in the economy.

Additionally Maku and Atanda (2010) analyzed the determinants of securities
exchange execution in Nigeria utilizing the ADF, Co-integration and ECM model.
They indicated that in the long-run, the share trading system may be more responsive
with the previous cash supply. trade rate, expansion rate, and genuine yield previously
in Nigeria from 1984 (o 2007. Eze (2011) examined the impact of macroeconomic
variables on securities exchange in Nigeria by utilizing Co-integration test, Vector
Error Correction Model: they discovered that both in the short run and long run, wide
cash supply, buyer value record would answer for share trading system execution.
Ahmed and Suliman (2011) uncovered a uniform directional causation of the supply

from claiming cash and value developments perusing Olulu Briggs (2015). Those

on costs.
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24 Summary of Empirical Review

Past investigations on stock market examined the impact of stock market on economic
or monetary policy on stock market return without considering the stock market
performance and also the determinant of stock market such as interest rate in Nigeria.
This paper subsequently extends the writing by taking under account about yearly
time arrangement information done on other macroeconomic variables that could
affect stock market performance such as money supply, exchange rate, inflation,

treasury bill rate and monetary policy rate.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.0 Introduction
This chapter explains the methodology of the study which involves data identification
and definition of variables in the model, sources, model speciﬁcation/theoretical

framework, estimation techniques, evaluation techniques among others,

3.1  Model specification/ Theoretical Framework of Model
The theoretical framework is the theory upon which this study is hinged. This study
employed the loanable fund theory. The theory is a long-run theory of pastime charge

per unit finding and s most appropriate for explaining long-term interest rates.

provision of securities s equal to the requirement for them, or, stated differently, the
constituent determining the interest rate are real investment demand and real savings,
the neoclassica] cconomist called the forces "productivity and thrift” (Froyen 1996:

66). The neoclassical view begins with the premise that an individua] has many

services and future satisfaction or saving, the individual is concerned with the chance

price of each alternative. This opportunity cost is Tepresented by the rate of interest.

represented by the equation:
S =8 (i), where
S= saving

1 = interest rate



represented by the equation:
[=1(i), where
I =investment

1= interest rate

delivery and investing schedule produce the equilibrium rate of interest, i, where

savings will be peer to investment (S= ), According to the loanable funds theory,

Mmeasure of the performance of the market, and leading indicator of 5 stock’s present
and future price movements. For instance, Vesela (2007) opined that market
capitalization and trading volumes are the measures that actually represent the

significance, sjze and position of different stock exchanges all over the world
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Multiple regression method of datq analyses would be employed and the estimation
technique would pe ordinary least Square (OLS). The mode] adopted is as stated
below:

S PR cromvsinsiirnn o sy 1 e s (1)
MC = (RIR, INF,EXCHR, M52, il S

Similarly, €quation (2) can be expressed cconometrically as
MC=p0+ B1RIR + B2INF + B3EXCHR + B4MS2 + B5TBR + f6MPR
+ W 0(3)
The purpose of including the error term in the model is to account for those variables

that are likely to affect stock market performance apart from the ones stated in the

+ B5LogTBR + B6LogMPR + 4 . e (4)

Where MC = M, rket capitalization

RIR = Real Interest Rate

INF = Inflation rate

EXCHR = Exchange Rate

MS,= Broad Money Supply

TBR= Treasury bill rate

MPR = Monetary policy rate

By is the intercept while Bi. Ba B3 P4, Bs and B are slope of the explanatory variables.

3.2 Theoretica] Expectations /Apriori Expectation

The apriorj €Xpectation provides expected signs and significance of the values of the
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The coefficient signs are as follows:B;, ;. Bs, Bs and Be>0 and B,<0
3.3 Definition of Variables in the Model

Market capitalization: This is the total value of the company based on its current
share price and the total number of exceptional stocks. Market capitalization is
widely used as an indicator in assessing the size of a capital market in an
economy.

Real Interest Rate: Is the rate of interest an investor EXpeCts 1o receive after allowing
for inflation. It can be described more formally by the Fisher equation, which
states that the real interest rate js approximately the nominal interest rate minus
the inflation rate,

Inflation Rate: [s the rate at which the general level of prices for goods and services
is rising and consequently, the purchasing power of currency is falling.

Exchange Rate: Is the rate a which one currency will be exchanged for another. It is
regarded as the value of one country’s currency in terms of another currency.
Exchange rates are determined in the foreign exchange market, which is open to
a wide range of different types of buyers and sellers and where currency trading
is continuous (Leahy 1993).

Broad Money Supply: A measure of money supply that includes cash and checking
deposits (M1) as well as near money. M2 includes savings deposits, money
market mutual funds and other time deposits, which are less liquid and not as
suitable as exchange mediums but can be quickly converted into cash or

checking deposits

Treasury bills Rate: They are discounted short-term debt securities with maturities of
up to one year. Treasury bills are Ways to cover short-term state budget deficits;

for the central bank it is 3 way 1o control banking sector liquidity.

Monetary policy Rate: [s one of the macroeconomic policies laid down by the
central bank. It involves management of money supply and interest rate and is

the demand side economic policy used by the government of a country to
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achieve macroeconomic objectives like inflation, consumption, growth and

liquidity.

3.4 Estimation Techniques

Two method of estimating techniques would be employed in this study; the
descriptive statistics and cconometric analyses. The descriptive statistics analysis will
be used in achieving the second objective of examining the trend and pattern of
interest rate and stock market performance in Nigeria. This will be supported by
econometric technique. Under the econometric techniques, we explore the co-
integration test and unit root test. This is due to the fact that the variables of interest
are simultaneously related, hence the need to treat each variable symmetrically and
allow feedback among them. This technique enables us to verify the stationarity as
well as the order of integration of the variables used in the model. The method also
enables us to establish the long-run relationship between stock market capitalization,
interest rate, exchange rate, money supply, inflation, Treasury bill rate and monetary

policy rate.
3.4.1 Decision Criteria
(i) Economic Criteria

This refers to the sign and size of the parameters in economic relationships. The
expected relationship between the dependent and each of the explanatory variables

shall be based on macro-economic principles.
By is the intercept while P1. B2, B3 and P,are slope of the explanatory variables.
The coefficient signs are as follows: B1. B3 and B4>0 and B<0

However, if the estimates of the parameter turn up with signs or size not conforming
to economic theory, they should be rejected, unless there is a good reason to believe

that in the particular instance, the principles of economic theory do not hold.
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(ii)  Statistical Criteria

This aims at the evaluation of the statistical reliability of the estimates of the
parameters. In this line, the “t-statistics” will be employed to test the hypotheses

concerning the true values of the population parameters.
(iii)  Econometric Criteria

It aims at detecting the violation or validity of the assumption of the econometric
technique employed (i.e. OLS). For instance to test the validity of the assumption of
non-correlated disturbances, the “Durbin Watson Statistic™ would be used in the

evaluation of the results of estimates.
3.5 Sources and Methods of Data Collection

The data for this study are obtained from secondary sources. The secondary data
comprises annual time series spanning 1980 through 2013. The variables of interest
are: Market capitalization, interest rate, inflation rate, exchange rate, monetary policy
rate, and broad money supply and Treasury bill rate. All these data would be source
from the Central Bank of Nigeria Statistical Bulletin (2013) and CBN Annual Report
(2013).
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION

4.0  Introduction
This chapter involves the presentation of data and interpretation of result analyzed in

respect of this research work.
4.1 Descriptive Statistics

The descriptive statistics of the variables is provided in table 2 below. From the table,
the averages of the variables are 63.99, 20.02, 3.30, 12.84, 12.73, 20.01 and 12.27 for
exchange rate (EXCH), inflation rate (INF), market capitalization (MC), money
supply (MS), monetary policy rate (MPR), real interest rate (RIR) and treasury bill
rate (TBR) respectively. The maximum values of the variables are 163.23, 72.80,
9.82, 16.52, 26.00. 36.09 and 26.9 for exchange rate (EXCH), inflation rate (INF),
market capitalization (MC), money supply (MS), monetary policy rate (MPR), real
interest rate (RIR) and treasury bill rate (TBR) respectively while the minimum values
of the variables are 0.55, 5.40, 1.50. 9.50, 6.00, 9.50 and 5.00 for exchange rate
(EXCH), inflation rate (INF), market capitalization (MC), money supply (MS),
monetary policy rate (MPR), real interest rate (RIR) and treasury bill rate (TBR)
respectively. The standard deviation showed that exchange rate (63.56) was the most
volatile variable in the time series. This is followed by inflation rate (17.28), real
interest rate (6.18), Treasury bill rate (4.88), monetary policy rate (4.35) and market
capitalization (2.92) while money supply (2.38) was the least volatile of the time
series.

The skewness statistic from table below revealed all the variables (exchange
rate (EXCH), inflation rate (INF), market capitalization (MC), money supply (MS),
monetary policy rate (MPR), real interest rate (RIR) and treasury bill rate (TBR)) were



treasury Dbill rate Were leptokurtic, suggesting that the variable has a normal
distribution. However, the real interest rate revealed that the variable was normally
distributed. The Jarque-Bera statistic rejected the null hypothesis of normal
distribution for inflation rate at five per cent critical value while the Jarque-Bera
statistic could not rejected the null hypothesis of normal distribution for the remaining

variables at five per cent critical value.

Observations

4.2 Unit Root Test

Following the descriptive statistics of the variables, this time series properties of the
variables was conducted by the Augmented Dickey-Fuller (ADF) and the result
presented in table 3. The Augmented Dickey Fuller (ADF) test showed that all the

variables were integrated of order one; that is, the variables became stationary after

first difference.
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Table 3: Unit Root Test Result

F&ugmented Dickey-Fuller (ADF) Test

Variables Level 1™ Diff Status
EXCH 0.0871 -5.1063* I(1)
INF -2.8849 -5.7193* I(1)
LMC 0.3802 -4.4976* I(1)
LMS 0.6729 -3.1148** I(1)
MPR -2.8236 -5.9742% I(1)
RIR -2.7250 -6.0198* I(1)
LTBR -2.9245 -7.0476* I(1)

Note: * and ** denote 1% and 5% percent significance level respectively.

4.3  Co-integration Estimate

The result of the co-integration estimate is presented in table 4 below. From table 4, it
is observed that the null hypothesis of no co-integration, for r=0 and r<1 were rejected
by the both the trace and the maximum eigen-value statistic. The statistical values of
these tests were greater than their critical values at r=0 and r<1. The null hypothesis of
no co-integration for r<2 was rejected by the trace statistics because the trace
statistical value was greater than the critical values while null hypothesis of no co-
integration for r<2 could not be rejected by the maximum eigen-value statistics
because the statistical value was less than the critical values, thereby indicating the
existence of two co-integrating equation by the maximum eigen-value estimate. Also,
the null hypothesis of no co-integration for r<3 and r<4 were rejected by the trace
statistics because the trace statistical value was greater than the critical values while
null hypothesis of no co-integration for r<5 could not be rejected by the trace statistics
because the statistical value was less than the critical value at r<S, thereby indicating
the existence of five co-integrating equations by the trace estimate. Despite the
conflict in the results above, both the trace and maximum eigen-value revealed the

existence of co-integration among the variables.
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Table 4: Summary of the Co-integration Estimate

ull | Alternati Statistics | 959, alternati atistics
ve ve
r=1 i

N Null St 95%
critical critical
values

44 Regression Estimate on the impact of Interest Rates on Stock Market
Capitalization in Nigeria
The long run regression estimate of the Impact of interest rates on stock market
capitalization in Nigeria from 1980 to 2013 is presented on table 5 below. The
coefficient of determination (that is R?) showed that the explanatory variables jointly
explained about 99 Per cent of variations in stock market capitalization in Nigeria
during the study period. The F-statistics (730.53; p<0.05) showed that the mode]
estimated is appropriate while the Durbjn Watson statistics is 1.78, indicating the

absence of seria] auto-correlation in the long run estimate.



positive (0.05) and significant impact on stock market capitalization in Nigeria;
thereby suggesting that a unit increase monetary policy rate will promote stock market
capitalization by 0.05 per cent in the long run. Real interest rate had negative and
insignificant effects on stock market capitalization; thus suggesting that during the
scope of this study, t
stock market capitali
significant effects on stock market capitalization; thus suggesting that a unit decrease

in treasury bill rate would enhance the growth of stock market capitalization in

Nigeria.

With respect to the objective of this study which is to examine the impact of
interest rates on stock market capitalization in Nigeria, the regression estimate showed
only monetary policy r

market capitalization while real

market capitalization in Nigeria during the period 1980 to 2013.

Table 5: Regression Estimate on the Impact of Interest Rates on Stock Market

Capitalization in Nigeria 1980 - 2013

he real interest rate does not have any significant influence on

zation. Finally, the treasury bill rate had a negative (-0.06) and

ate and the treasury bill rate had significant effects on stock

interest rate had insignificant influence on stock

Variable Coefficient  Std. Error t-Statistic Prob.
EXCH -0.004049  0.002469 -1.639576 0.1127
INF -0.002596 0.003074 -0.844613 0.4057
LMS 1.349233 0.066881 20.17359 0.0000
MPR 0.052083 0.025258 2.062008 0.0490
RIR -0.021767  0.015647 -1.391125 0.1755
TBR -0.057582  0.020970 -2.745848 0.0106

C -11.24211 0.665183 -16.90078 0.0000
R-squared 0.993878 Mean dependent var 5.297088
Adjusted R-squared 0.992517 S.D. dependent var 2.915593
S.E. of regression 0.252205 Akaike info criterion 0.264091
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Sum squared resid 1.717396 Schwarz criterion 0.578341

Log likelihood 2.510460 Hannan-Quinn criter, 0.371259
F-statistic 730.5380 Durbin-Watson stat 1.783694
Prob(F-statistic) 0.000000

4.5  Causality Test

The test for causality is presented in Table 8. The null hypothesis that RIR, MS2, TBR
and MPR does not cause MC is strongly rejected at the 5% significance level
(F=3.95887, P<0.031 1). (F=5.91813, P<0.0074), (F=4.64386, P<0.0185) and
(F=5.31469, P<0.0] 13); hence, there is a uni-directional causality from RIR, MS2,
IBR, MPR to MC. It is the supply of money that actually influences asset prices in
Nigeria. Notably, the outcome of this study corroborate observations from Maku and
Atanda (2010), Eze (2011), Ahmed and Suliman (2011), Ossisanwo and
Atanda(2012), Chude and Chude (2013) respectively.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND POLICY RECOMMENDATION

5.0 Summary

This research work examined the relationship between interest rate and stock market
performance in Nigeria from 1980 to 2013, The loanable fund theory was adopted as
theoretical framework. Data were gathered on specified variables from CBN statistical
bulletin (various issues) and the Nigeria Stock exchange bulletin. Augmented Dickey
Fuller test was used to test stationarity of all-time series. To test long-run relationship
of the variables, Johansen test was applied and the F-statistics was (730.53; p<0.05)
showed that the model estimated is appropriate while the Durbin Watson statistics 1s
1.78, indicating the absence of serial auto-correlation in the long run estimate and a
unit increase money supply will promote stock market capitalization by 1.34 per cent.
Also, the monetary policy rate was observed to have a positive (0.05) and significant
impact on stock market capitalization in Nigeria. First, the Unit root test of
Augmented Dickey Fuller (A DF) test showed that all the variables were integrated of
order one; that is, the variables became stationary after first difference. Second, the
Johansen co-integration test indicate more than one co-integrating equations at the
0.05 level. Consequently, we can say that a long- run equilibrium relationship exist
between Market capitalization and interest rate. This further supports the long-run
equilibrium relationship that exists between the variables. Furthermore, we employed
the Granger causality test to know which of the variables is leading or following. Our
result indicated that RIR, MS2, TBR and MPR granger cause market capitalization in
uni-direction. Finally, the response of Log(MC) to its own shocks, EXCH and TBR in
all the 10 periods is positive while the response of Log(MC) to RIR, INF, LOG(MS2)
and MPR is both positive and negative.

5.1 Conclusion

In conclusion, the focus of this study is on the relationship between interest rate and
stock market performance in Nigeria. The result in some of the findings indicates that

the innovations of rate of interest can be a better predictor for stock market
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performance in Nigeria. A high interest rate attracts more savings and discourages the
flow of capital to the stock markets leading investors to demand for a higher risk
premium which impedes investment. Whereas a low interest rate encourages higher
capital flows to the stock market in €Xpectation for a higher rate of return. In addition,
the result of this study based on the results obtained and interpreted in chapter four,
this study has found out that there is an insignificant positive relationship between

interest rate and stock market performance in Nigeria.

5.2 PolicyRecommendation

From the findings of this research, the following are recommended:

39



REFERENCES

Abel E..Ebele O. & Ndi 0. O. (2009): Stock Market Development and Private
Investment Growth In Nigeria, Journal Sustainable Development in Africa, Vol
11,No 2,2009

Acha I. & Acha C. (2011) ‘Interest Rates in Nigeria: An Analytical Perspective
Research Journal of Finance and Accounting ISSN 2222-1697 (Paper)
ISSN 2222-2847 Vol 2, No 3.

Ahmed, EM.A. & Suliman, Z.S. (2011) “The Long-run Relationship between Money
supply, Real GDP and Price Level: Empirical evidence from Sudan”. Quarterly

Journal of Business Studies, vol. 2, nos.2, pp. 68-79.

Aigboku, Ben K. (1995): ‘Financial Development and Economic Growth: A Test of
Hypotheses On supply-Leading and Demand-Following, with Evidence on
Nigeria”. Nigerian Economic and Financial Review (N.E.F.R) December,
1995 Vol. 12:1-10

Alile, H.I. (1984): “The Nigerian Stock Exchange: Historical Perspective, Operations
and  Contributions to Economic Development” Central Bank of Nigeria

Bullion, Silver Jubilee edition vol. 1] pp. 65-69.

Alile, H. (1997). “Government must divest” The Business Concord of Nigeria (2,
December) p8.

Bencivenga, V. R., Bruce D. Smith, & Ross M. Starr (1996): “Equity Markets,
Transaction Costs, and Capital Accumulations: An [lustration”. The World

Bank Review 10(2).

Bosworth B 1975. The Stock Market and the Economy. Brookings Papers on
Economic  Activity, 2: 257-290. Nigeria. American Journal of Social and

Management Sciences.

Chude, N.P. & Chude, D.I. (2013) “Effect of Money Supply on the Stock Market
Returns in Nigeria” Journal of Business and Organizational Development, vol. 5,
Nos.2, pp. 135-150.

40



Daferighe, E. & Charlie S. (2012). “The impact of inflation on stock market
performance in Nigeria™. American Journal of Social and Management
Sciences ISSN 2222-1697 (Paper) ISSN 2222-2847 Vol 2, (pg9).

Emenuga Chidozie (1998): “Nigerian Capital Market and Nigeria Economic
Performance™ at One day seminar organized by Nigeria Economic Society at

the Institute of International Affairs, Lagos 21st January 1998

Eze, 8.0. (2011) “The Effect of Monetary Policy on Stock Market Performance in
Nigeria”. Available online at: Www, um‘lag.edu.ng/opendoc.phd (Accessed on
30th July, 2014).

Gurley, J.G. and Shaw, E.S. (1955), “Financial aspects of economic development”,

America Economic Review, Vol 45 No. 4

Levine, Ross & Sara Zeros (1996): “Stock Market Development and Long-run
Economic Growth” 77e World Bank Review | 0(2)

Lobo, B. J. (2000).Asymmetric effects of interest rate changes on stock prices. The
Financial Review, 35, 125-144

Keynes, J. M. (193 5): The General Theory of Employment, Interest and Money. New
York: Harcourt, Brace and Company.

Money Policy: The Link-ages. Federal Reserve Bank of Bostom, pp. 9-84.

Mishkin F 1977. What Depressed the Consumer? The Household Balance Sheet and
the 1973-1975 Recession. Brookings Papers on Economic Activity, 1:123-164.

Maku, O.E. & A.A. Atanda (2010): Determinants of Stock Market Performance in

Nigeria, Long Run Analysis. Journal of Management and Organisational

Behaviour. Vol. 1, No. 3 (November).

Mankiw, N. Gregory (1999) Macro Economics, 4th Edition, pp.472, UK: Macmillan
Press Lid.

41



Modigliani F (1971). Monetary Policy and Consumption Consumer Spending and
Money Policy: The Link-ages. Federal Reserve Bank of Bostom, pp. 9-84.

Mishkin, F. “The Economics of Money, Banking and Financial Markets,” (2004), 78
ed, Columbia University, Addison-Wesley, USA.

Ndi O. O. (2006): A Review of the Performance of the Nigerian Stock Exchange.

Obstfeld, M. (1994): “Risk-taking, Global Diversification, and Growth™ American

Economic  Review 84 (5, December).

Ogbulu, M.O. & Uruakpa, P.C. (2011) “Monetary Policy and Stock Prices in Nigeria:
A Co-integration and Error Correction Approach”. ABSU Journal of Arts,

Management, Education, Law and Social Sciences, vol. 1, nos. 1, pp. 60-85.

Ologunde, A. O., D.O. Elumilade & T. O. Asaolu (2006) Stock Market Capitalization
and Interest Rate in Nigeria: A Time Series Analysis, International Research

Journal of Finance and Economics, Issue 4, pp.154-166.

Osinubi,T.S. & Amaghionyeodiwe, L. A. (2003). Stock market development and
long-run growth in Nigeria. Journal of African Business, 4(3), 103-129.

Ossisanwo, B.G. & Atanda, A.A. (2012) “Determinants of Stock Market Returns in

Nigeria: A Time Series Analysis™. Afiican Journal of Scientific Research, vol.

9, nos. 1, pp. 479-489.

Sere-Ejembi A. A, (2008). Nigerian Stock Market Reflection of the Global Financial
Crisis: An Evaluation: Central Bank of Nigeria Bulletin, Vol.32 (4).

Soyode, A. (1990): “The Role of Capital in economic development” security market

Journal Nigeria vol. 6.

Somoye R.O.C. (2005): Impact of interest Rates on the manufacturing sector in

Nigeria, Journal of Economics and Management Sciences.

Sunday O. E. Ewah, Atim E. Esang & Jude U. B. (2009); International Journal of
Business and Management Vol.4 NO 12

42



Uchendu,0.A. (1993) Interest rate policy, savings and investment in Nigeria. CBN
Quarterly  Review 31(1), 34-52.

Uddin, M.G.S., & Alam, M.M. (2007) The Impacts of Interest Rate on Stock Market:
Empirical Evidence from Dhaka Stock Exchange, South Asian Jowrnal of
Management Sciences, Vol. | (2) pp.123-132. (ISSN 2074-2967; Publisher-Igra

University, Karachi, Pakistan.

Yartey, C. A. & Adjasi, C. K. (2007). Stock Market Development in Sub-Saharan

Africa: Critical Issues and C. hallenges, IMF Working Paper, WP/07/209.



Appendix

Table 1: Data on market capitalization, Real interest rate, inflation rate,
exchange rate, money supply, Treasury bill rate and minimum rediscount rate in
Nigeria 1980-2013

INF  [EXCH TBR |[MPR

Year | MC(#B) |RIR(%) | (%) | (#/$) MS2 (N’'m) | (%) (%)
1980 |[4.46 9.5 9.9 0.5464 | 13,324.21 5 6
1981 |5 10 209 [0.61 14,471.17 5 6
1982 |5 1L.75 |77 0.6729 | 15,786.74 7 8
1983 [5.7 11.5 232 [0.7241 [17,687.93 7 8
1984 [55 13 39.6 [ 0.7649 | 20.105.94 8.5 10
1985 [6.6 1.75 |55 0.8938 | 22,299.24 8.5 10
1986 | 6.8 12 5.4 2.0206 | 23,806.40 8.5 10
1987 [8.2 19.2 102 [4.0179 [27,573.58 11.75 [12.75
1988 |10 17.6 383 145369 |38356.80 11.75 [12.75
1989 [12.8 24.6 409 |7.3916 |45.902.88 175  [185
1990 | 163 277 7.5 8.0378 | 52,857.03 17.5  [185
1991 | 23.1 20.8 13 9.9095 [75.401.18 15 14.5
1992 [31.2 31.2 445  |17.2984 [111,11231 |21 175
1993 47.5 36.09 57.2 22,0511 165,338.75 26.9 26
1994 [66.3 21 57 21.8861 |230,292.60 |125 |135
1995 [ 180.4 2079 | 72.8  |21.8861 [289,091.07 |125 |133
1996 [ 285.8 20.86 |29.3 |21.8861 |345853.96 |12.25 |13.3
1997 [281.9 2332 |85 21.8861 [413,280.13 |12 13.5
1998 [ 262.6 2134 |10 21.8861 |488,145.79 [12.95 |1431
1999 [ 300 ( 27.19  [6.6  [92.6934 | 62895216 |17 18
2000 4723 [21.55 6.9 ’102.1052 878,457.27 12 13.5
2001 | 662.50 W 16.5 l[ 111.9433 | 1,269,321.61 [12.95 |14.11
2002 76490 [30.19 121 j120.97oz 1,505,963.50 |18.88 |19 B
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2003
2004

wo_ |

2006

153.8616

SOURCES: Central Bank of Nigeria Statistica

2011

Table 6. Granger Casuality Test Result

Pairwise Granger Causality Tests
Date: 08/13/15 Time: 22:00
Sample: 1980 2013

Lags: 2

13,181.70 18.24 m

2,131,818.98

3,797.908.98

5,127.400.70
8,008,203.95

11.034,940.93 | 10.25 6.13
12.172,490.28 | 16.75

13,895,389.13

14,975,000.65
| Bulletin (2013)

Null Hypothesis: Obs

F-
Statistic Prob.

RIR does not Granger Cause MC 32
MC does not Granger Cause RIR

3.95887 0.0311
0.19305 0.8256

INF does not Granger Cause MC 32
MC does not Granger Cause INF

0.91998 0.4107
0.85608 0.4360

EXCH does not Granger Cause MC 32
MC does not Granger Cause EXCH

1.04961 0.3639
3.70825 0.0378
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MS2 does not Granger Cause MC
MC does not Granger Cause MS2

32

5.91813 0.0074
0.98363 0.3870

TBR does not Granger Cause MC
MC does not Granger Cause TBR

32

4.64386 0.0185
0.10871 0.8974

MRR does not Granger Cause MC
MC does not Granger Cause MRR

32

5.31469 0.0113
0.59467 0.5588

INF does not Granger Cause RIR
RIR does not Granger Cause INF

1.35574 0.2747
1.56531 0.2274

EXCH does not Granger Cause RIR
RIR does not Granger Cause EXCH

0.46143 0.6353
0.26553 0.7688

MS2 does not Granger Cause RIR
RIR does not Granger Cause MS2

32

3.25847 0.0540
2.38585 0.1111

TBR does not Granger Cause RIR
RIR does not Granger Cause TBR

32

0.20760 0.8138
0.09624 0.9086

MRR does not Granger Cause RIR
RIR does not Granger Cause MRR

32

1.53662 0.2333
0.24415 0.7851

EXCH does not Granger Cause INF
INF does not Granger Cause EXCH

0.91282 0.4134
1.09051 0.3504

MS?2 does not Granger Cause INF
INF does not Granger Cause MS2

32

2.88721 0.0731
1.58662 0.2231

TBR does not Granger Cause INF
INF does not Granger Cause TBR

32

3.41970 0.0474
1.91143 0.1673

MRR does not Granger Cause INF
INF does not Granger Cause MRR

32

3.01688 0.0657
2.21191 0.1289

MS2 does not Granger Cause EXCH 32

2.89975 0.0723



