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Abstract!
This!study!examines!the!impact!of!stock!price!volatility!on!the!performance!of!
the! Nigerian! stock! market! for! the! period! 1990! to! 2011.! To! achieve! this!
objective!data!were!gathered!on!macroeconomic!variables!such!as!stock!price!
volatility,!market!capitalization,!exchange!rate,!interest!rate!and!inflation!rate!
were! captured! for! the! purpose! of! analysis.! The! data! were! tested! using! the!
ElliotRRothernbergRStock! Test,! the! Generalised! Autoregressive! Conditional!
Heteroskedasticity! (GARCH)! Test! and! the! Granger! Causality! Test.! The!
multivariate! Johansen!Cointegration!Test!was!performed!to!establish!the! long!
run!relationship!among!the!variables.!The!Vector!Error!Correction!Mechanism!
(VECM)!under!the!framework!of!Vector!Autoregressive!(VAR)!Model!was!used!
to! estimate! the! short! run! relationship.! The! result! of! the! GARCH! test! showed!
that! volatility! shocks! in! the! Nigerian! stock!market! were! not! quite! persistent!
during! the! study! periods.! The! result! of! the! Cointegration! test! revealed! that!
there!exist!longRrun!relationships!among!the!variables!in!the!model.!The!result!
of!the!Granger!Causality!test!showed!that!stock!price!volatility!granger!caused!
market!capitalization!in!Nigeria.!The!result!of!the!short!run!estimation!showed!
that!stock!price!volatility!is!negatively!related!to!stock!market!performance.!It!
is!recommended!that!there!is!need!to!ensure!stability!of!the!stock!market,!so!as!
to!boost!and!restores!investors!confidence!in!the!market.!Such!confidence!will!
lead!to!increased!investment!in!the!market.!!!

!
INTRODUCTION!

This!work! investigates! the!sway!of! stock!price!volatility!on! the!routine!of! the!Nigerian!stock!
market.! The! increase! or! decline! in! price! fluctuation! stems! from! the! changes! in! investors’!
attitudes! in! the!market!place.!When!new! information! is!made!available! in! the!market! it!will!
lead!to!a!rise!in!stock!price!fluctuation.!The!extent!of!the!rise!is!estimated!by!the!importance!of!
the!new!information!and!the!level!of!expectation!placed!on!the!new!information!by!investors!
(Rajni!&!Mahendra,!2007).!Financial!experts!and!economist!founded!theories!on!the!causes!of!
price!fluctuation.!For!instance,!Engle!(1982)!believe!that!price!instability!is!cause!the!influx!of!
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modern!and!unforeseen!information!that!modify!likely!proceeds!on!a!stock.!Whereas,!the!rest!
looked! at! changes! in! trading! capacity,! patterns! or! practices! of! trading! which! are! the! main!
focused! by! the! variation! in! macroeconomic! policies! changes! in! investor's! risk! lenience! and!
increase! ambiguity! as! the! cause!of! volatility(Rajni!&!Mahendra,! 2007).! Indeed,! stock!market!
volatility!has!implication,!which!is!mainly!negative.!Another!way!that!it!will!have!effect!on!the!
economy!will!be!through!investor!expenditure.!!!!!!!!(McCluer,!1998;!Campbell,!1996!Ludrigson!
&!Standel,!1999;!Poterba,!2000;!and!Rajni!&!Mahendra,!2007).!
!
A!decrease!in!the!market!of!stock!prices!will!wane!investors’!poise!and!thus!force!downwards!
investors’! expenditure! (Rajni! &!Mahendra,! 2007).! Stock!market! volatility! may! also! have! an!
effect!on!business!nest!egg!(Zuliu,!1995)!and!economic!enlargement!unswervingly!(Levine!&!
Zervous,!1996).!An!increase!in!stock!market!fluctuation!is!interpreted!as!an!increase!in!equity!
and!as!a!result!of!these!funds!will!be!invested!in!assets!that!are!less!risky.!This!approach!have!
been! known! to! result! in! an! increased! charge! to! companies! resources! and! as! such! new!
companies!(new!entrants)!may!accept!this!upshot!as!investors!go!round!to!acquiring!stocks!in!
largely,! healthy! recognise! companies! (Rajni! &! Mahendra,! 2007).! The! stock! market! will! be!
useful! sympathetic! of! fluctuation! in! the! willpower! of! the! cost! of! investment! and! in! the!
assessment!of!asset!allotment!resolution.!Policy!makers!consequently!rely!on!market!estimates!
of! fluctuation! as! a! measurement! of! the! susceptibility! of! financial! markets! (Olowe,! 1999).!
However,!the!presence!of!extreme!fluctuation!in!financial!market!plays!down!the!importance!
of! stock!prices! as! an! indicator!of! the! real! value!of! an! entity,! a!perception! that! is! core! to! the!
concept!of!the!informational!competent!of!markets!(Karolyi,!2001).!!
!
The! recapitalization! of! the! Nigerian! banking! and! insurance! industries! in! July,! 2004! and!
September,!2005!respectively!boosted!the!number!of!securities!traded!on!the!stock!exchange,!
thus!improving!public!awareness!and!faith!in!the!stock!market.!Also,!the!Nigerian!stock!market!
is! an! emerging! and! inefficient! one! characterized! by! the! time! lag! between! information!
availability!about!a!stock!and!its!full!reflection!on!the!price!of!the!stocks!(Olowe,!1999).!Poor!
infrastructural! facilities! in! the! country! make! it! virtually! impossible! for! information! to! flow!
freely!and!speedily!to!actual!and!potential!investors.!
!
Vacillation!of!stock!prices!is!not!disparaging!per!se!and!is!a!sign!of!market!effectiveness!in!most!
stock!markets.! In!a!competent!market,! stock!prices!are!a!sign!of!available! information.!Thus,!
stock!prices!swing!in!response!to!new!information.!Any!progress!that!can!affect!the!firmness!of!
the!economy!habitually!have!serious!impact!on!the!stock!prices.!In!modern!times,!the!Nigerian!
stock!exchange!has!for!all!time!lost!point!and!the!stocks!have!veteran!razorosharp!decline.!The!
unprecedented!downturn!of!activities!of!several!quoted!firms!which!were!attributed!to!certain!
factors!such!as!exchange!rate,!inflation!rate!and!interest!rate!have!led!to!high!level!of!volatility!
and!fluctuation!(both!positive!and!negative)!in!stock!prices!of!the!Nigerian!stock!exchange.!
!
The! main! dilemma! with! price! instability! that! affects! the! financial! market! competence! is!
disparaging!surplus!fluctuation!that!ends!up!in!crashes!and/or!crises!in!pecuniary!markets.!In!
such! circumstances,! difference! connecting! stock! builtoin! assessment! and! it’s! associated!with!
market!value!and!is!important,!and!has!several!penalty.!The!recent!global!financial!crises!and!
associated! declines! in! economic! activities! of! stock! market! performance! experienced! by! a!
number!of!emerging!market!economies!has!made!it!imperative!to!appraise!the!links!between!
stock!prices,!it!volatility!and!the!performance!of!the!Nigerian!stock!market.!The!general!intent!
of! this! study! is! to! investigate! the! volatility! of! stock! price! and! how! this! volatility! affects! the!
performance!of!the!Nigerian!stock!market.!Specifically!this!work!sought;!

1. To!examine!the!effect!of!stock!price!volatility!on!market!capitalization!in!Nigeria.!
2. To!determine!the!persistent!of!shock!on!the!performance!of!stock!market!in!Nigeria.!
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3. To!determine!the!long!run!relationship!between!stock!price!volatility,!!exchange! rate,!
interest!rate,!inflation!rate!and!stock!market!performance!in!Nigeria.!

Research!hypotheses!
Based!on!the!research!objectives!the!following!research!hypotheses!were!formulated!

1. H0:! There! is! no! significant! relationship! between! stock! price! volatility! on! market!
capitalization!in!Nigeria.!!!

2. H0:!There!is!no!significant!longorun!relationship!between!stock!price!volatility,!exchange!
rate,!interest!rate,!inflation!rate!and!stock!market!performance!in!Nigeria.!

LITERATURE!REVIEW!AND!THEORETICAL!FRAMEWORK!
Random!walk!theory!
The!random!walk!hypothesis!is!a!financial!theory!!which!states!that!price!in!the!stock!market!
develop!in!accordance!to!a!to!random!walk,!(so!much!such!that!the!price!cannot!be!predicted).!
Theory! is! in! lyric! with! the! efficient! market! hypothesis.! The! concept! is! easily! traced! to!
(Ragnault,!1963;!Bachelier,!1900)!which!contained!same!outstanding!insight!and!commentary.!
Similar!ideas!were!subsequently!expanded!by!(Cootner,!1964!&!Fama,!1965)!
!
Malkeil!(1973)!carried!out!his!test!by!giving!his!students!a!hypothetical!stock!that!was!initial!
worth! fifty! dollars.! A! flip! of! coin!was! used! to! determine! the! price! at!which! the! stock! closed!
daily,!such!that!if!the!result!was!heads,!stock!price!would!close!higher!by!half!point,!however,!if!
the!result!was!a! tail,! the!stock!would!close!at!half!point! lower.!Thus!at!every!given! time,! the!
price!had!equal!probability!of!closing!lower!or!higher!than!the!previous!day.!Trends!or!cycles!
were!then!determined!from!the!test.!He!recorded!the!result!in!a!chat!and!graph!from!which!he!
then! took! to!a! chartist,! a!person!who!seeks! to! forecast!movement! in! the! future!by!analysing!
past! trend! based! on! the! assumption! that! "history! trends! to! recap! itself"! ! (Kean,1983).! The!
chartist! persuaded! that! they! should! immediately! buy! the! stock! and! was! disappointed! by!
Malkeil!confession!that!the!result!was!based!totally!on!flipping!a!coin.!He!went!on!to!argue!that!
this!is!an!indication!that!the!market!and!stocks!could!also!be!as!random!as!the!flip!of!a!coin.!
!
Similarly,!the!random!walk!hypothesis!was!performed!in!NBA!basketball!by!psychologist!they!
made!a!detailed!study!of!all!shorts!made!by!philadephia!76ers!over!one!and!a!half!basket!ball!
seasons.! They! found! that! no! positive! correlation! exist! between! the! previous! short! and! the!
outcome!of!the!next!short.!Economist!and!believers!in!the!random!walk!hypothesis!apply!this!
to! stock!market! returns!being! that! the! actual! lack! of! correlation!of! past! and!present! is! seen!
easily.! Thus,! if! the! value! of! a! stock! rises! one! day,! it! cannot! be! predicted! accurately! by! any!
market!participant!that!it!will!go!up!again!the!next!day.!Just!like!a!basket!ball!player!with!the!
"hit!hand"! can!moss! the!next! short,! stocks! can! rise! and! fall! at! anytime!making! it! completely!
unpredictable.!
!
A!non!random!walk!hypothesis:!However,! there!are!other!economist!profesors!and!investors!
who!are!of!the!view!that!the!market!can!be!predicted!to!a!certain!degree.!These!group!argue!
that!prices!may!move!in!trends!such!that!the!direction!of!future!prices!could!be!predicted!by!
studying!past!prices.!There!are!some!economic!studies!that!lend!support!to!their!view!and!two!
professors! have! authored! a! book! that! tries! to! prove! the! theory! wrong! (Lo,! 1999).! Martin!
Weber! a! seasoned! researcher! in!behavioural! finance!has!performed! several! test! and! studies!
aimed!at!unhealthy!trends!in!the!stock!market.!In!one!of!his!research!he!observed!the!stock!for!
ten!years!and!discovered!that!within!this!period,!stocks!with!a!high!price!in!the!first!five!years!
tend!to!perform!poorly! in!the!next! five!years.!This!has!been!cited!by!Webber!and!other!nono
believers! in! the! random! walk! theory! and! a! key! contradictor! to! the! random! walk! theory!
(Fronlet,!2011).!Webber!ran!another!test!that!contradicted!the!random!walk!theory,!this!time!
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he!found!out!that!stocks!that!have!had!an!upward!revision!for!earnings!out!performed!others!
in!the!next!six!months.!With!this!knowledge,!investors!can!forecast!what!stock!to!leave!in!the!
market!and!which!one!to!take!out.!The!study!opposes!the!random!walk!hypothesis!because!he!
is!of!the!opinion!that!trend!and!other!tips!exist!for!forecasting!the!stock!market.!Similarly,!in!a!
book!titled!"!A!nonorandom!walk!Down!wall!street!written!by!Professors!!of!finance!they!prove!
it!with!what! is! called! the! simple!volatilityobased!specification! test,!which! is!an!equation! that!
states:!

!
Xt!=!∂!+!Xto1!+!ρ!

!
Where;!
Xt!is!the!price!of!the!stock!at!time!t!
∂!is!an!arbitrary!drift!parameter!
ρt!is!a!random!disturbance!term.!
!
With! this! formula! they!were!able! to! input!prices!of! stock!over! a!number!of! years! and! study!
trends! that! have! unfolded.! Through! the! years,! they! found! little! incremental! changes! in! the!
stocks.!With!this!changes!Mackinlay!and!Lo!believe!that!the!stock!market!can!be!predicted!thus!
challenging!the!random!walk!theory.!
!
Literature!review!
Indices! in! the! financial! system!are!unstable,! thus! causing! fluctuations! in! reality! and!outlook.!!
This! is! as! a! result! of! the! volatile!nature!of! the! consistent! component!of! the! financial! system!
(Wikipedia,!2008).!!
!
The! daily! decisions! of! the! different! component! of! the! financial! system! being! individuals,!
corporations,! businesses! and! industries! in! fostering! their! goingoconcern! objective! are! by! no!
means!less!volatile.!Thus!fluctuations!on!the!prices!of!stocks!are!always!as!a!result!of!differing!
decisions!on!stock!investment.!
!
The! stock!market! is! one! part! of! the! financial! system,! which! responds! to! a! little! uneasiness!
among!the!variables!or!system!of!the!whole!economy.!The!stock!market!also!desires!a!goingo
concern,!which!however,!depends!on!factors!that!seldom!remain!stable!overtime.!!
!
Volatility!has!been!defined!as!a!measure!of!dispersion!around!the!mean!or!average!return!of!a!
security! (Wagner,! 2007).! It! is! also! often! times! referred! to! as! the! standard! deviation! of! the!
change!in!value!of!a!security!within!a!specific!time!period!and!is!usually!used!to!qualify!the!risk!
associated!with!the!instrument!over!that!time!horizon!(Wikipedia,!2008).!!
!
It!is!worthy!of!mention!that!financial!transactions!that!take!place!in!the!stock!market!or!stock!
exchange! involve! assets,! which! by! nature! have! an! extended! time! horizon! relative! to! most!
goods! transactions.! This! in! turn! makes! the! financial! system! more! sensitive! to! uncertainty!
about!the!future!(Koubi,!2008).!!
!
Stock!price!seldom!stay!the!same!over!time!and!show!a!situation!of!anomaly!on!a!specific!stock!
if! its! price! does! so.! This! is! due! to! transaction! cost.! Koubi’s! (2008)! study! on! financial!
development! observes! that! stock! return! volatility! is! directly! related! to! the! stock! market!
performance! and! posits! that! transaction! cost! effect! on! stock! prices! volatility! may! be!
ambiguous,!however!and!Pirouz!(2007),!Mala!and!Reddy!(2007),!and!Wagner!(2007)!attest!to!
this.!This!they!did!for!a!cross!section!of!countries!employing!pooled!data!and!coefficient.!
!
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Wagner! (2007),! for! example,! records! that! there! is! a! positive! correlation! between! price!
volatility! and! stock! market! performance.! Investigating! this! on! developed! economies! of!!!
Canada,!Australia!and!the!United!States,!he!opines!that!price!volatility!tends!to!decline!as!the!
stock!market!decreases!and!increases!as!the!stock!market!rises.!This!is!also!the!same!with!risk,!
he!noted.!
!
The! return! on! a! stock! for! an! individual! spurs! the! individual! for! a! continuous! and! sustain!
investment! in! the! stock!market.! It! should,!however,!be!noted! that!decisions!of! investors! can!
affect!stock!market!returns!adversely!and!thus!price!volatility!as!well!(Priouz,!2007).!
!
Irrational!behaviour!from!investors,!both!individual!and!institutional,!novice!and!professional,!
can!significantly!affect!stock!market!returns!and!price!volatility!(Priouz,!2007)!as!mentioned!
earlier.!This! is! closely! related! to!national! culture!dimensions!as!evidenced!by! Jegadeesh!and!
Titman! in!Pirouz! (2007).! The! authors!proposed! that! above! average! returns! can!be!made!by!
investing! with! the! momentum! of! the! market.! The! momentum! of! the! market,! however,! is!
associated!with!a!variety!of! factors,!ranging! from!household!decisions!to! that!of!corporation,!
organizations!and!governments!that!are!usually!volatility.!
!
The!momentum!of!the!market!is!also!adversely!and!inversely!affected!by!the!inflationary!rate!
of!the!entire!economy!given!the!monetary!policy!in!operation!at!a!given!point!in!time!(Mala!&!
Reddy,!2007).!This!will!invariably!affect!the!expectations!of!investors,!and!by!extension!affect!
the!market!performance.!
!
The! expectations! of! investors! as! regards! stock! returns! can! be! hampered! by! price! volatility!
which! influences! inflation! (Adamgbe,! 2006).! Adaptive! and! rational! expectations! of! these!
investors!are!nonetheless,!based!on!a!nonoanalytic!method,!which!is!taken!care!of!by!the!notice!
of!volatility!based!on!information!about!a!stock!market!is!liberalised.!
!
On! the!other!hand,! the!expectations!of! investors,!be! it!adaptive!or! rational,! lead! to!volatility,!
which! is! mostly! based! on! the! impulse! response! functions! of! investors.! Impulse! response!
function!can!be!described!as!the!intuition!in!which!an!investor!has!in!selecting!a!stock!(Pirouz,!
2007).! Types! of! volatility! as! identified,! include! stochastic! volatility,! SABR! Volatility,! implied!
volatility,!local!volatility,!volatility!smile,!volatility!clustering.!
!
Estimation!of!these!volatilities!is!the!least!simple!and!constitutes!a!very!vital!characteristics!on!
prices! of! stock! in! the! stock!market! (Little,! 2007).! These! types! of! volatility! traverse! general!
terminologies.! On! the! other! hand,! the! types! of! volatility! affecting! stock! prices! specifically,!
invariably,!affecting!stock!market!performance!include!historical!and!implied!volatility!(Little,!
2007).!
!
Poon! (2005)! presumes! that! historical! volatility! can! be! measured! from! past! market! prices.!
Docking!and!Koch!(2005),!explain!that!historical!volatility!also!known!as!realised!volatility!is!
associated!with!a!period!of!time,!actually,!two!periods!of!time.!Expatiating,!they!posit!that!the!
measure! of! the! amount! of! randomness! in! a! financial! quantity! at! any! point! in! time! ! can! be!
described!a!s!historical!volatility!and!assert! that! it! is!difficult! to!measure!since! it!deals!more!
with!past!stock!prices!that!cannot!be!used!for!future!investment!decisions.!
!
Wilmot! (2007),! quoting! Desmond! Fitzgerald,! termed! historical! volatility! as! ‘bouncy! bouncy’!
and!asserts!that!it!is!used!to!measure!how!active!a!stock!price!typically!is!over!time.!That!is,!the!
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fluctuations! in!share!prices.!This!volatility!over!a! long!period!of! time!can!show!how!well! the!
stock!market!has!performed.!
!
Beside! historical! volatility,! implied! volatility! also! exists.! Implied! volatility! is! that! level! of!
volatility!that!will!calculate!a!fair!value!of!an!option!that!is!equal!to!the!current!trading!option!
prices!and!reflect!today’s!market!perception!of!the!future!(Dynamic,!2008).!
!
Implied!volatility! can!be!determined!when! looking!at!an!option! through! the!strike!price,! the!
expiration! date! of! a! transaction,! the! current! stock! price,! and! the! stock! dividend!paid! by! the!
stock!investment!strategies!(Poon,!2005).!
!
In!other!words,! implied!volatility!explains!the!nature!of! the!recent! trend!of! the!stock!market!
and! can! be! affected! by! government! regulation,! legislation,! monetary! policy,! decisions! of!
households,!firms,!investors,!exchange!rate,!to!mention!a!few,!given!how!the!market!has!been!
liberalised!and!the!general!level!of!prices!(Nasseh!&!Strauss,!2000).!
!
Implied!volatility!is!very!important!in!that!it!tends!to!be!a!leading!indicator!of!stock!direction.!
For!instance,!it!is!posited!by!(Caldwell,!2004)!that!when!a!stock!falls!the!implied!volatility!does!
not!change!and!the!market!does!not!show!this.!Conversely,!if!the!implied!volatility!rises,!then!
the!market!is!nervous!about!the!stock’s!downside!potential.!
!
A! stock’s!downside!potential! implies! that! the! stock!market!and! its! returns!are!declining!and!
this! implies! risks! taken! by! investors! since! volatility! implies! risk! that! is! associated!with! the!
degree!of!dispersion!of!returns!around!the!average!(Wagner,!2007).!
!
Furthermore,! volatility! is! important! to! be! noted! as! it! traverses! all! spheres! of! investment,!
especially,!investment!in!the!stock!market,!which!is!of!the!type!investors!commit!monetary!or!
other!resources!forward!subjecting!themselves!to!future!risks!(Magnus!&!Fosu,!2006).!It!needs!
to!be!mentioned!that!almost!all!risks!associated!with!financial!assets!derive!their!bearing!from!
volatility! of! varied! economic! indices.! The! impact! of! volatility! on! the! stock! market! can! be!
likened!to!a!pendulum!that!swings!back!and!forth!as! illustrated!by!stock!prices!noticed!from!
market!reports.!
!
In!a!typical!stock!market!report,! looking!at!the!price!columns!for!each!stock!in!each!sector,!it!
could! be! observed! that! prices! seldom! stay! the! same! on! as! little! as! on! a! dayotooday! basis!
(Chukwuogor,!2007).!This!hitherto,!is!as!a!result!of!the!volatile!nature!of!the!constituents!of!the!
stock!market!and!the!most!vital!of!this!is!information!(Teresiene,!Aarma!&!Dubaukas,!2008).!
!
The! impact! of! information! that! comes!up! inadvertently!on! individual! stock!prices! cannot!be!
overoemphasised,!most!especially!that!of!a!company!in!trade!(that!is,!a!company!whose!stocks!
are!listed)!on!the!floor!of!the!exchange.!!Be!it!positive!information,!the!stock’s!price!reacts!and!
if!negative,!the!stock’s!price!reacts!all!the!same!(Catao,!Fostel!&!Kapur,!2007).!
!
In!a!nutshell,!investors!do!not!need!to!lose!sight!of!volatility,!though!its!measurement!is!said!to!
be!tricky,!given!the!unquantifiable!items!that!mostly!cause!a!price!shift.!This,!however,!can!be!
taken! care! of! by! the! foremost! Black! Scholes!Model! (Wikipedia,! 2008).! In! addition! volatility!
presents! itself! on! all! economic! indices! and! the! reaction! of! the!Nigerian! stock!market! to! the!
volatility! of!macroeconomic! indices! forms! the! interest! of! this! current! study! as! derived! from!
literature,!volatility!of!economic!and!financial!indices!reacts!on!stock!prices!and!stock!market!
performance.!
!
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Imoyo! (2007)! challenged! Oluba’s! (2008)! assertions! noting! that! the! Nigerian! market! has!
ignored! major! fundamentals! after! having! an! unprecedented! and! undaunted! ‘rollerocoaster’.!
This,! Imoyo! (2007),! observed! for! fundamental! strong! companies! in! fundamentally! strong!
sectors!who!still!continues!to!do!well!as!compared!to!the!rest!of!the!market!and!attributes!this!
to! effective!monitoring! of!macroeconomic! indices! that! gives! rise! to! sector! imbalance! in! the!
stock! market.! In! other! words,! a! downturn! can! occur! in! the! market! but! would! not! affect!
fundamentally! strong! companies! as! a! result! of! some! investors! buying! shares! due! to!market!
hearosay,!thus!arbitraging!on!stock!with!go!prospects.!
!

RESEARCH!METHODOLOGY!
Research!Design!
A!research!design!can!be!viewed!as!the!structure!of!a!study.!!It!can!also!be!seen!as!the!blueprint!
of!the!study!that!defines!clearly!how!the!parts!of!the!study!work!in!harmony!to!achieve!the!laid!
out! objective(s).! The! appropriateness! of! the! research! design! enhances! the! quality! of! any!
research!to!be!carried!out.!!Therefore,!this!study!was!both!descriptive!and!historical!in!nature!
as!it!sought!to!describe!the!pattern!of!returns!of!the!Nigerian!Stock!Exchange!(NSE)!in!the!past.!
!
Techniques!of!data!analysis!and!Model!Specification!
Various!tools!were!applied!on!the!time!series!data!collected!for!this!study.!First!the!ARMA!test!
was!applied!to!ascertain!the!relationship!between!market!capitalization!and!its!lagged!values.!
The! study!also!applied! the!ARCH!and!GARCH!models! to!estimate! the! conditional!variance!of!
Nigerian!annual!stock!returns.!Furthermore,!ERS!was!used! to! test! for! the!nonostationarity!of!
the!variables.!Other!tests!conducted!by!this!study!were!the!cointegration!and!VAR!tests.!
!
In!order!to!estimate!volatility!and!predictability!of!stock!prices!in!Nigeria!stock!market,!it!was!
necessary!to!specify!the!model!that!was!utilised!to!analyse!the!data.!The!market!capitalization!
will!be!used!as!a!proxy!for!performance!indicator!of!the!Nigeria!stock!market!and!as!such!was!
the! dependent! variable.! The! independent! variables! utilised! in! this! study! were! stock! price!
volatility,!exchange!rate,!interest!rate!and!inflation!rate!are!taken!as!proxy!for!stock!price.!The!
model!thus;!
!

0α=Δ tLogMCAP + 1α tvolLogp _Δ + 2α tLogEXCHΔ + 3α tLogIRΔ + 4α !
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Ω
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ktLogINFLA −Δ !et!
!
Dependent!variable!is!MCAP!=!Market!capitalization!
!
Where!!
α0!=!Constant!
α1to!α8,!βi,!µi,!Ωi!andφi=!Model!parameters!
Δ!Log!!!=!First!difference!of!logarithm!
The!following!are!the!independent!variables!
PoVOL!=!Stock!price!volatility!
INF!!!!!!!!=!Inflation!rate!
INTR!!!!!=!Interest!rate!
EXCHR!=!Exchange!rate!
℮t!=!Stochastic!error!term!
4.0! Analysis!and!discussion!of!findings!
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DATA!ANALYSIS!
The! ARMA! test!was! performed! to! establish! the! stationary! nature! of! the! dependent! variable!
(MCAP).! Only! the! first! difference! operator! was! considered! directly! in! the! estimation!
specification.!The!optimal!order!of!ARMA!term!was!taken!to!be!ARMA!(2,1).!This!means!that!
there!were!two!autoregressive!terms!and!a!single!moving!average!term.!Since!it!is!known!that!
only! general! results! are! interpreted! for! ARMA,! we! employed! only! the! FoStatistics! and! not!
individual! statistics! in! our! interpretation.! From! the! result! obtained,! one! can! reach! the!
conclusion! that! the! overall!ARMA!model! is! statistically! significant! given! the!high! value! of! Fo
Statistics!(223.6462)!and!zero!value!of!its!probability.!Similarly,!the!analysis!of!the!inverse!root!
of!ARMA!polynomials! shows! the! invertibility! and! stationarity!of! the!ARMA!model.!This! is! so!
because! as! revealed! from! the!ARMA!correlogram! result,! none!of! the! root!was! found! to! rally!
around!the!acceptable!region.!It!is!therefore!safe!to!say!that,!the!current!value!of!MCAP!indeed!
depended!on!its!lagged!values.!!
!
The!GARCH! test!was! also! carried!out!primarily! to! ascertain! the!volatility! shocks!persistency!
over! time.! It!was! carried! out!without! imposing! any! restrictions! either! on! the!parameters! or!
variance! targeting.! From! the! result! obtained,! the! Rosquare,! is! negative! due! largely! to! the!
absence! of! regressors! in! the! mean! equation! (Startz,! 2009).! Consequently,! adding! the!
coefficients!of!ARCH!and!GARCH!(0.289091+0.132105!=!0.421196),!is!very!far!from!one.!This!is!
a!strong!statement!that!the!Nigerian!stock!market!volatility!shocks!were!not!quite!persistent!
during!the!study!periods.!Thus,!we!can!conclude!that!volatility!shocks!in!the!stock!market!were!
not!persistent.!!
!
Taking!consideration!of! the! time!series!nature!of! the!data!used! for!estimation,! it! is! certainly!
possible!that!we!may!obtain!spurious!results.!To!overcome!this!problem,!stationarity!test!was!
conducted!on! the! series!using! the!Elliot,!Rothemberg! and! stock! test.!The! result! of! the!Elliot,!
Rothenbergostock! unit! root! test! shows! that! two! variables! (povol! and! interest! rate)! were!
stationary!at! levels.!This! is!so!because! its!ERS!test!statistic!of!2.635900!and!1.397448! is! less!
than!the!critical!values!of!1.870000!at!one!per!cent,!2.970000!at!five!per!cent!and!3.910000!at!
10!per!cent.!Except!for!interest!rate!and!stock!price!volatility,!all!other!variable!were!found!not!
to!stationary!at!levels.!However,!all!variables!were!not!stationary!at!1!percent!level!when!the!
series!was!differenced.!Meaning! that,! the!order!of! integration!was!1(1)!when! the! series!was!
differenced!once.!!
!
The!integration!of!the!series!of!the!second!order!suggests!that!the!variables!of!study!exhibit!the!
presence!of! a! longorun! relationship.!By! establishing! this! long! run! relationship,!we! employed!
the!Johnansen!multivariate!cointegration!as!presented!in!appendix!(6).!The!cointegration!tests!
as!presented!in!appendix!(6)!using!both!the!trace!and!maximumoeigenvalue!tests!revealed!two!
cointegration! equations! at! 5! percent! level.! This! is! because! their! trace! and! maximumoeigen!
statistic! values! for! the! two! cointegration! equations! exceed! the! 5! per! cent! critical! value!
indicating!the!presence!of!the!longorun!relationship!among!the!variables.!
!
The!longorun!estimates!as!presented!by!the!result!shows!that!stock!price!volatility!and!interest!
rate! have! a! positive! and! significant! longorun! relationship! with! market! capitalization.!
Specifically,!a!1!percent! increase! in!both!stock!price!volatility!and! interest!rate!will! lead!to!a!
1.33!percent!!and!a!0.12!per!cent!increase!in!MCAP!respectively!in!the!longorun.!As!expected,!
there!was!a!longorun!significant!negative!effect!on!MCAP!by!both!exchange!rate!and!inflation.!
The!results!revealed!a!1!percent!increase!in!both!exchange!rate!and!inflation!decreases!MCAP!
by!0.03!per!cent!in!the!long!run.!
!
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Since! we! have! been! able! to! establish! the! existence! of! the! longorun! relationship! among! the!
variables! of! interest,!we! proceeded! to! perform! the! causality! test! to! determine! the! causality!
directions! among! the! variables.! After! critical! assessment! using! the! Akaike! Information!
Criterion! (AIC),! 2! lags! were! utilized! for! the! test.! The! results! indicated! a! uniodirectional!
relationship! between! the! stock!market! volatility! and!market! capitalization.! From! the! results!
obtained,!it!means!that!it!is!stock!price!volatility!that!granger!causes!market!capitalization!but!
not! the!other!way!round.!Based!on!the!granger!causality! test!result,! the!significance!effect!of!
the! stock!market! volatility! on! the!Nigerian!quoted! stocks’! performance!during! the! reference!
periods.!Further!examination!also!reveals!a!uniodirectional!relationship!between:!inflation!and!
exchange!rate;!inflation!and!stock!price!volatility;!market!capitalization!and!interest!rate;!and!
exchange! rate! and! market! capitalization.! This! is! established! based! on! the! fact! that! the!
probability!values!in!these!equations!are!less!than!0.05!in!the!respective!equations.!!
!
The!shortorun!error!correction!model!(ECM)!estimates!are!estimated!under!the!framework!of!
VAR!model.!As!shown!by!the!results,!only!one!out!of!the!five!models!has!a!fairly!good!fit,!given!
the!values!of!Rosquared! in! this!model.!The!remaining! four!models!have!poor! fits.!Meanwhile!
further! examination! of! the! five! models! showed! that! only! one! model! (Market! Capitalization!
model)!was! statistically! significant.! This! is! so! because! the! Fo! statistics! value.! The! remaining!
models!were!not!statistically!significant!as!their!Fo!statistics!calculated!were!all! less!than!the!
critical!values!at!5!per!cent!significant!level.!!
!
However,! focusing! our! attention! on! the! stock! market! performance! model,! the! result! of! the!
shortorun!dynamics! indicated!that! the!ECM!coefficient!was!correctly!signed!and! judged!to!be!
statistically!significant.!As!can!be!seen!from!the!result,!about!35!per!cent!speed!of!adjustment!
to!the!equilibrium!was!witnessed!in!one!year.!The!0.701!value!of!the!Rosquared!indicated!that!
the! explanatory! variables! have! explained! about! 70! per! cent! of! the! total! variations! in! stock!
market!performance!in!Nigeria.!The!Fostatistics!value!(4.302)!also!showed!that!the!explanatory!
variables! collectively! were! significant! in! explaining! shortorun! changes! in! stock! market!
performance! in!Nigeria.!The!shortorun!estimates!showed! that!previous! two!period’s!value!of!
market! capitalization! has! negative! impact! on! the! current! value! of! market! capitalization.!
Surprisingly,!stock!price!volatility!is!negatively!related!to!stock!market!performance.!A!per!cent!
increase!in!stock!price!volatility!leads!to!a!0.03!per!cent!decrease!in!stock!market!performance!
in! Nigeria,! ceteris! paribus.! Similarly,! the! negative! effect! of! interest! rate! on! MCAP! is! in!
consonance!with! theoretical!expectation,! indicating!a!decrease! in!stock!market!capitalization!
by!0.03!percent!other!variables!held!constant.!!
!
Contrary! to! a! priori! expectation,! inflation! rate! has! positive! relationship! with! stock! market!
performance!and!inconsistence!with!theoretical!expectation.!However!the!result!showed!a!per!
cent!increase!in!the!value!of!inflation!will!increase!stock!market!capitalization!by!0.005!percent!
other! things! remaining! the! same.! Lastly,! the! positive! effect! of! exchange! rate! is! also! in!
consistence!with!the!theoretical!postulation.!The!positive!sign!of!the!exchange!rate!coefficient!
shows!an!increase!in!stock!market!performance!by!0.15!percent,!other!things!being!equal.!!
!

DISCUSSION!OF!MAJOR!FINDINGS!!
The!result!of!the!short!run!dynamics!showed!that!there!exists!a!positive!relationship!between!
stock! price! volatility! and! market! capitalization! in! Nigeria.! A! negative! relationship! between!
them! may! attribute! to! the! underodeveloped! nature! of! capital! markets! in! the! developing!
countries,!including!Nigeria.!!
!
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As!shown! in! the!result,! interest! rate! impacted!negatively!on!stock!market!performance.!This!
was! consistent! with! Aurangzeb! (2012).! The! negative! impact! of! inflation! on! stock! market!
performance!is!inconsistent!with!the!theoretical!belief!that!an!inflationary!condition!devalues!
the! purchasing! strength! of! money.! This! is! inconsistent! with! the! Fama’s! proxy! hypothesis!
because!under!high!inflation,!stocks!and!other!financial!assets!fail!to!keep!up!with!the!increase!
in!the!prices!of!goods.!!
!
Also!high!inflation!creates!volatility!in!stock!market!returns,!which!usually!leads!to!the!collapse!
in! the!stock!values.!For!exchange!rate,! theoretical!background!has!established! that!exchange!
rate!has! two!kinds! (positive!and!negative)! impact!on!stock!market!but! this! study!revealed!a!
negative!effect.!
!
Statistically,!only!one!out!of!the!four!explanatory!variables!was!statistically!significance,!which!
is!the!interest!rate.!The!variable!was!significant!at!10!per!cent!significant!level.!On!this!note,!it!
is!concluded!that!interest!rate!have!significantly!impacted!on!the!performance!of!the!Nigerian!
stock!market.!In!addition,!the!two!period!lagged!value!of!market!capitalization,! inflation!rate,!
price! volatility,! and! exchange! rate! were! not! statistically! significant! because! their! tostatistic!
value!calculated!were!all!below!the!critical!values!at!5!and!10!per!cent!significant!levels.!This!
means! that! market! capitalization,! inflation! rate,! price! volatility,! and! exchange! rate! were! in!
influencing!stock!market!performance!in!Nigeria.!
!

SUMMARY!OF!FINDINGS,!CONCLUSION!AND!RECOMMENDATION!
Summary!of!findings!
This! research! study! was! undertaken! to! examine! the! effect! of! stock! price! volatility! on! the!
performance! of! the! Nigerian! stock! market.! Various! estimations! as! well! as! tests! have! been!
performed! on! the! specified!model! and! the!major! findings! from! the! various! estimations! and!
tests!are!highlighted!as!follows;!
!
The!test!conducted!on!the!dependent!variables!(MCAP)!showed!that!the!model!was!statistically!
significant! and! hence! its! accuracy! cannot! be! doubted.! In! the! same! vein,! the! analysis! of! the!
inverse! root! of! autoregressive! moving! average! polynomials! showed! that! the! model! is!
stationary!and!invertible!since!none!of!its!roots!was!found!outside!the!unit!circle.!
!
The! test! was! conducted! to! test! the! degree! of! persistency! that! the! volatility! of! stock! price!
exhibits!and!its!effect!on!the!quoted!stock!performance;!it!showed!that!the!volatility!shocks!in!
the!Nigeria!stock!market!were!not!quite!persistent!for!the!period!under!review.!
!
The!unit!root!test!using!Ellioto!Rothemberg!and!Stock!test!revealed!the!nonostationarity!of!the!
series!at!levels!but!became!stationary!when!the!series!was!difference!once.!Since!the!series!was!
integrated!of!order!1(1),! cointegration! test!was!conducted.!The!revelation!of! the!presence!of!
the!longorun!relationship!among!variables!came!into!effect!through!the!results!obtained!from!
the!cointegration!test.!
!
A!unidirectional!causality!relationship!was!revealed! from!the!Granger!causality! test!between!
the! volatility! of! the! stock! price! and! market! capitalization! (MCAP).! There! were! also! unio
directional!relationship!between!market!capitalization!and!interest!rate.!This!was!also!the!case!
for!exchange!rate!and!market!capitalization;!inflation!and!stock!price!volatility;!and!inflation!to!
exchange!rate.!
!
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CONCLUSION!
It!was!the!thrust!of!this!study!to!examine!and!determine!the!effect!of!stock!price!volatility!on!
the!performance!of!Nigerian!quoted! stocks.! Stock!markets! in! the!world!are!known! to!play!a!
vital!role!by!helping!to!allocate!funds!efficiently!to!end!users!for!investment!purpose.!However,!
several!risk!factor!have!been!identified!which!financial!experts!believed!posed!serious!problem!
to! the!efficient!workings!of! the! stock!market.!One!of! such! risk! is! stock!price!volatility.! Stock!
price! volatility! has! real! wealth! effect! on! consumer! spending! as! well! as! dampening! of!
consumers’!confidence.!Whether! this!risk!has!affected! the!performance!of! the!Nigerian!stock!
market!was!the!main!objective!of!the!study.!
!
Based! on! the! result! obtained,! it! is! found! that! stock! price! volatility! has! negative! and!
insignificant! impact! on! market! capitalization.! The! result! also! found! that! exchange! rate! and!
inflation!rate!have!positive!and!insignificant!relationship!with!market!capitalization,!whereas!
the!effect!of!interest!rate!on!stock!market!performance!was!seen!to!be!significant!but!negative.!
In!general,!the!result!obtain!from!the!GARCH!test!showed!that!stock!price!volatility!has!not!had!
persistent!shock!quoted!stock!in!Nigeria!during!the!study!periods.!We!can!therefore!conclude!
that! stock! price! volatility! has! not! enough! destabilizing! effect! on! the! performance! of! the!
Nigerian! stock!market,! since! the! shocks! arising! from! stock! price! volatility! has! no! persistent!
effect!on!the!quoted!stocks!in!Nigeria.!
!

RECOMMENDATIONS!
In!line!with!the!analysis!and!results!obtained!in!this!study,!it!is!therefore!recommended!that:!
!
The!negative!impact!of!stock!price!volatility!on!the!on!the!stock!market!performance!demands!
that! concise! ! and!appropriate!policies!and!reforms! to!be! implemented!aimed!at!encouraging!
investment!in!the!stock!market.!
!
There! is! need! to! ensure! stability! of! the! stock!market,! so! as! to! boost! and! restores! investors!
confidence!in!the!market!such!confidence,!will!lead!to!increased!investment!in!the!market.!
!
A!reduction!in!the!rate!of!interest!rate!should!be!adopted!and!implemented!since!interest!rate!
acts!as!alternative!source!of!investment.!This!was!due!largely!on!the!negative!effect!of!interest!
rate!on!the!dependent!variable.!
!
Meanwhile,!the!positive!effect!of!inflation!on!stock!market!calls!for!policies!to!reduce!inflation!
rate!to!a!single!digit.!This!is!because!under!high!inflation,!stocks!and!other!financial!assets!fail!
to!keep!up!with!the!increase!in!the!prices!of!goods,!leading!to!the!collapse!in!the!stock!values.!
!
Lastly,!stabilization!policy!on!the!movement!of!exchange!rate!should!be!carried!out!owing!to!
the!positive!effect!it!has!on!the!stock!market!performance!in!Nigeria.!
!
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