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Abstract
The paper was intended to find other reasons, baisedvestors’ behavior that may impact on the grentince
of the Nigerian stock market. The objectives werehree-fold: to examine the extent of behavionalsbs
among stock market investors in Nigeria; to detamthe level of returns in the period using thedxi@n Stock
Exchange All share index; and to examine the effe¢tbehavioral biases on stock market return igeNa.
This study was motivated by the fundamental explana given for the causes of the 2008 collaps¢hef
Nigerian Stock Market. This paper adopted a primdagya approach based on survey research design to
investigate the effects of behavioral biases ookstoarket return in Nigeria. The paper also usedsgary data
from the Nigerian Stock Exchange and employed dpmstire as instrument and the technique of cdicgla
with Pearson Product Moment Coefficient to analgzsurvey of 110 randomly selected investors in Nége
stock market. The study found strong evidence Hwedtavioral biases existed but not very dominanthi
Nigeria stock market because a weak negative oeksttip existed between behavioral biases and stacket
returns in Nigeria. The paper concluded that bewvgre of behavioral biases in the Nigerian stockketavas a
crucial first step in ensuring that investment diexis were properly controlled to avoid any negatiapacts on
the individual investors and on the stock markggim, behavioral biases might be of relevant carsiion in
portfolio construction in order to moderate thewssés.
Key words: Behavioral, Biases, Investors, Portfolios, Stbtdrket, Return, All Share Index.

Introduction

Following the recent Nigerian stock market meltdpwnhas been observed that prices of quoted
equities on the Nigerian Stock Exchange (NSE) donegessarily respond to the fundamentals of timepemy
or the economy. The Nigerian capital market witedsan unprecedented decline since its historicutionl
from1960 to date. Its market capitalization for gegiod plunge from an all time high ef N13.5 tdh in March
2008 to less than-N4.6 trillion by the second wetlanuary 2009. Besides, the All-Share Index, asue of
the magnitude and direction of general price mowgnieas also plummeted from about 66,000 basistpdin
less than 22,000 points in the same period (Mma0a2; Peter, 2012; Ifionu & Omojefe, 2013). Theckto
prices have experienced a free-for-all downward enoent regime with more than 60% of slightly abo0@ 3
quoted securities on constant offer (supply excegdiemand) on a continuous basis (Godwin, 2010).
Consequently many of the quoted stocks lost theidity as their holders are not able to convhem to cash
to meet their domestic and other investment needs.

Interestingly, many of these companies have rendasteong and continued to post good results and
pay dividends. Nigerian economy remains the destinaor many foreign investors. Thus, accordingthe
predictions of traditional finance theory, the fantentals of equity investments in Nigeria remaigitpee and
attractive. But, contrary to the traditional fin@nexpectations, the Nigerian stock market retunnthé period
remains weak and negative. A number of reasons haee advanced to try and explain this stock market
anomaly, including the seeming collapse of the v@donomy, withdrawal of many foreign investoraiirthe
Nigerian market, banks short-term orientation inggsbsn long-term capital market, regulatory incatesisies
and pronouncements, poor corporate governance,quedit appraisal before lending, amongst othehe Hest
of these reasons is not satisfactory, particulgiven that a number of them have been addresseithg/etock
market crisis remains unresolved (Oke, 2013). Thesgarchers are inclined to ask whether thereths non-
fundamental or non-technical factors that may lspaasible for the weakening stock market in Nigérighe
study period.

Decade ago, the efficient market hypothesis waghyidccepted by academic financial economists; for
example, in Fama’s (1970) influential survey agjciEfficient Capital Markets”, it was generallylleved that
securities markets were extremely efficient ingefing information about individual stocks and atiwe stock
market as a whole. The accepted view was that wifermation arises, the news spreads very quickly &
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incorporated into the prices of securities withdatay. Thus, neither technical analysis, whichhis study of
past stock prices in an attempt to predict futuiegs, nor even fundamental analysis, which isahalysis of
financial reports such as company earnings, asdees, etc., to help investors select “undervalugtdtks,
would enable an investor to achieve returns gretm those that could be obtained by holding alaary
selected portfolio of individual stocks with comahle risk.

It is known that in the recent decade, some ofntibelern finance assumptions, including the efficient
market hypothesis, has been debated and challengeshavioral finance studies. Two of them are stoes’
rationality and stock market efficiency (Fama, 1998e, 2013). The economic principle of rationabtyggests
that individuals are rational in obtaining inforraat and they tend to seek information without aimgsband
integrate the information in forming an investmstategy that may yield better investment perforcea®n the
contrary, some studies suggest that stock pridetesrmined by mental factors rather than fundanheatéables.
The behavioral finance literature assumes thatsitove are subject to behavioral and cognitive Isicesed
attempts to explain the way investors determinetgssces and returns based on those biaseswélisiccepted
that decision makers are often influenced by migtpsychological biases that distort their decisitaking and
economic outcomes (Barber & Odean, 2001; Kahnem&ieke, 1998).

This study intends to determine how behavioral dsasf the Nigerian stock market investors have
affected the stock market returns. The periodicngba in the Nigerian Stock Exchange All-Share-Index
used as the measure of realized returns. The usaditional theories of finance to explain thelprmed stock
market meltdown that commenced in 2008 did notyfabbnsider the observed behavior of ordinary inwest
who lost their life savings in the Nigeria stockrte and who do not understand the mathematicafioelships
inherent in traditional finance models such as @apital Asset Pricing Model (CAPM). This study thiere
seeks to address the shortcomings in these exjuagsdiy considering the behavioral dispositionsnegstors
and their possible effects on share prices as mpty the performance of the NSE All-Share-Index.

This study attempts to address the general quesfiary prices of shares in the Nigerian Stock reark
do not always react to company results and othesraeaonomic fundamentals as predicted by the Efiici
Market Hypothesis (EMH) in the traditional finanteory. The specific questions are:

1. What is the extent of behavioral biases of the Négestock market investors?

2. What is the level of returns in the Nigeria stochrket?

3. Are there any significant relationships betweerestors’ behavioral biases and stock market returns?
The study progresses from the proposition of noi@ant relationship between investors’ behavidralses and
stock market returns.

This study is structured into four (4) sectionsll®wing this introduction is section two (2), whigs
the review of related literature. Methodology enygld for the study is discussed in section three R&pults
and discussions is related in section 4 of the pape

Review of Related Literature

Empirical findings by researchers suggested thexetiwvere significant linkage between external shock
and stock return in the most countries reviewedis@svo & Atanda, 2012). In an elaborate searchttier
macroeconomic variables that have effects on stettkns, Chen, Roll and Ross (1986) identifiedregerate,
expected rates of inflation, and the spread betwégmand low-grade bond as the relevant varial@esn, Roll
and Ross (1986) tested the multifactor model in theited States of America by employing seven
macroeconomic variables. They found that consumptid prices and the market index are not pricgdhe
financial market. However, industrial productiomaages in risk premium and twists in the yield euare
found to be significant in explaining stock returns

Claire and Thomas (1994) examined the effects oma8roeconomic factors on stock returns in the
UK. They discovered oil price, retail price inddgnk lending and corporate default risk being intgoar risk
factors for the United Kingdom stock returns. Ibnaland Aziz (2003) investigated the relationshigwen
stock prices and industrial production, money syppbnsumer price index, and exchange rate in N#ay
Stock prices are found to share positive-term iaahips with industrial production and CPI. One tontrary,
he found that stock prices have a negative assmtiaith money supply and (Ringgist) exchange rate.

Kandir (2008) investigated the role of macroecorofatctors in explaining Turkish stock returns. He
employed macroeconomic factor model from the pemddiuly 1997 to June 2005. The macroeconomic
variables considered are growth rate of indusfniaduction index, change in consumer price indesywth rate
of narrowly defined money supply, change in exclearage, interest rate, growth rate of internatiaratie oil
prices and return on the MSCI World Equity Index fdund that exchange rate, interest rate and woddket
return seem to affect all of the portfolio returidjile inflation rate is significant for only thresf the twelve
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portfolios. Also, industrial production, money siyppand oil prices do not appear to have significeffiect on
stock returns in Turkey.

Kyereboah-Coleman & Agyire-Tettey (2008) examinemlwhmacroeconomic indicators affect the
performance of Ghana stock market using quartérig series data covering the period of 1991 to 200®y
discovered that lending rates from deposit mon@kb&dave an adverse effect on stock market perfocenand
particularly serve as major hindrance to busingssvily in Ghana. Inflation rate was found to haveegative
effect on stock market performance. Neverthelesgmpts have been made by Nigerian researchers to
investigate the relationship been macroeconomi@bbas and stock prices. Soyode (1993) testedshecation
between stock prices and such macroeconomic vasas exchange rate, inflation and interest ragefoldnd
that the macro economic variables are co-integratddstock prices are consequently related toksteturns.

Amadi, Oneyema and Odubo (2000) used multiple ssjpa analysis to estimate the functional
relationship between money supply, inflation, ietdgrrate, exchange rate and stock prices. Thedy stwealed
that the relationship between stock prices andnlaeroeconomic variables are consistent with thaadet
postulation and empirical findings in some coumtri€hough, they found that the relationship betwstick
prices and inflation does not agree with some otvarks done outside Nigeria. Nwokoma (2002), attemhpo
establish a long-run relationship between the stoekket and some of macroeconomic indicators. Eissilt
shows that only industrial production and levelrtérest rates, as represented by the 3-month cocrahbank
deposit rate have a long-run relationship with g¢teck market. He also found that the Nigeria markeponds
more to its past prices than changes in the maonmeic variables in the short run.

Ologunde, Elumilade and Asaolu (2006) examined tetationships between stock market
capitalization rate and interest rate. They foumat prevailing interest rate exerts positive infloe on stock
market capitalization rate. They also found thategoment development stock rate exerts negativeente on
stock market capitalization rate and prevailingeiast rate exerts negative influence on government
development stock rate. Maku and Atanda (2009) éednthe long-run and short-run macroeconomic shock
effect on the Nigerian capital market between 1884 2007. They examined the properties of the spres
variables using the Augmented Dickey-Fuller (ADE¥ttand Error Correction Model (ECM). The empirical
analysis showed that the NSE All Share Index isenressponsive to changes in exchange rate, inflatita
money supply and real output. Therefore, all thmiporated variables that serve as proxies foreateshock
and other macroeconomic indicators have simultamse@nificant impact on the Nigerian capital marxeth in
the short and long-run.

Psychological research has established that memare prone to overconfidence than women while
theoretical models predict that overconfident inwestrade excessively. Barber and Odean (2001 dfdbat
men trade 45 percent more than women and therahycirey their returns and concluded that this is ttue
overconfidence. Feedback in the stock market isigiolis and this is all the more reason to expect toee
more confident than women about their ability toksm@ommon stock investments. Gervais and Odeanl}200
developed a model in which investor overconfideremilts from self-serving attribution bias. Invest this
model infer their own abilities from their successad failures. Due to their tendency to take tamhmcredit
for their successes, they become overconfident.

Nofsinger and Sias (1999) concluded that instihglanvestors having positive feedback trade more
than individual investors and institutional herdingpacts prices more than do individual investditsis could
be because the institutional investors trade ih kiggumes more than individual investors’. Whilalbanen and
women exhibit overconfidence, men are generally enoverconfident than women (Lundeberg, Fox, &
Puncochar, 1994). Gender differences in overconfidare highly task dependent (Ibid).

Barber and Odean (2001) tested whether men are maonfident than women by partitioning
investors on gender. The authors used data froratiamvide brokerage house for the period 1991-11996
focusing on common stock investments of househdltle. authors defined overconfidence as annual temo
and find that women turn their portfolios almos€s3vhile men turn 77% annually indicating that meade
24% more than women annually. Findings of Barber @dean (1999), Chen, Kim, Nofsinger and Rui (2007)
Acker and Duck (2008), Graham, Harvey and Huangd920Grinblatt and Keloharju (2009), Hoffmann,
Shefrin, and Pennings (2010) also support the #atvmen are more overconfident than women.

Graham, Harvey, and Huang (2009) find that wealtarel highly educated investors are more likely to
perceive themselves as competent, implying oveidente. On the other hand, Ekholm and Pasterndik7{2
confirmed that investors with smaller portfolioseamore overconfident compared to investors witlydar
portfolios as these investors are more experieacedwvealthier. Madrian and Shea (2001) found tteat prefer
default plan to a lesser degree than women anduldetontribution rate declines significantly with
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compensation. These findings imply that women meyehhigher degree of status quo bias than men amd m
sophisticated and experienced individuals have lalggree of status quo bias.

Babajide and Adetiloye (2012) stated that most stves in the Nigerian stock market are men. They
opined that although finance and investing is offeen as a male dominated field, women also invette
stock market, but most of the stock market acgsitare carried out by men. Men are inclined to feete
competent than women do in financial matters (Frin®93). According to Babajide and Adetiloye (20 I2ost
investors in the Nigerian stock market are wittiia €conomically active age group of 25 — 50 yeHngy also
concluded that the educational qualification of sheck market investors is very important in defeiny the
investors’ interest in the stock market and poiifohanagement.

According to this work, the marital status of tinedstors is important to determine the extent efrth
susceptibility to behavioral biases. There are gbbpas many Christians as there are Muslims imokdgtate,
and the investors in the Nigerian stock market catsoss diversified groups including civil servants
professionals in the field of accounting, bankifigance, engineering, medicine and stock brokeramg] other
non-sophisticated investors, including market mash\@omen (Babajide & Adetiloye, 2012).

Methodology

This study employs survey research design. Theyatsds cross-sectional exploratory survey designs
to answer the research questions and to deterimineetationship, if any, between investors’ behaxab biases
and stock market returns. This study is done basenhvestors in Nigerian Stock Market which is eganted
by the Nigerian Stock Exchange (NSE) whose heaideof§ located at 2/4 Customs Street, off Marinagads
Island, Lagos. The reason the study is narrowechdoviLagos is to ensure efficient management ofélsearch
process and be able to get to the area of reséaterest which is the Nigerian Stock Exchange (NSEa
reasonable cost.

This study covered the period from January 200R¢oember, 2012 and included all the stock market
investors in Nigeria but with particular interestdafocus on Lagos state. The survey instrument usethta
collection is a Likert-type scale questionnaireiglesd to collect relevant qualitative informatiororh the
respondents and generate associated quantitattaeodathe basis of coded response options. Cofi¢iseo
questionnaires were distributed to the 110 investbhe respondents were randomly and anonymoulslgted.
The choice of each investor was on a voluntary shaBhe completed questionnaires were returned éo th
researcher by hand or by post which ever meansedsmgondent found more convenient. The questionnaire
sought to identify the susceptibility of Nigeriatosk market investors to behavioral biases.

There were 20 items of the biases which the resgrsdvere required to rate on a 5-point scale:yVer
High (coded 5), High (coded 4), Moderate (code&8)y low (coded 2), and Very low (coded 1). The iogd
enhances conversion of qualitative responses tcsunaglale quantitative data because through it tlverak
replies are reduced to a small number of classéshvdontain the critical information required faradysis. The
questionnaire was developed by adapting the stdnglaestions used by professional portfolio managprs
testing behavioral biases of investors. These tmesthave been used in practice over the yearsanym
developed and emerging markets to assess the bedladisposition of stock market investors.

The instrument is a Behavioral Bias Questionna@®() developed by the researcher for the purpose
of this study. Statements relating to the variablesesearch interest were close-ended with exhaustsponse
options. The questionnaire contained two (2) sasti® and B. Section A had 20 questions each tgdtie
extent to which investors are susceptible to biasesnaking investment decisions. Section B colldcte
information on bio-data of respondents. The qoestiire was accompanied with a letter of introdrcti
soliciting the response of respondents.

The study relied on secondary data to capture tbeksmarket returns. The instrument for the
secondary data derives from the Nigerian Stock Bmgh All-Share-Index (NSE ASI), which is the indbat
tracks the performance of all the equity sharaedi®n the Nigerian stock exchange. A formal lettas written
to the Nigerian Stock Exchange requesting for aatadhe ASI monthly figures for the study period02Qo
2012, with relevant explanations that the data dda used solely for the research purpose.

A total number of One hundred and ten (110) questioe copies were administered to the sample
drawn from investors in the Nigerian stock markétich was our study population. Research assistaets
engaged, with adequate training to facilitate adstiation of the questionnaire. Copies of the qoesaire
were distributed to the respondents with instrution how to fill them out. Responses to surveyestents
were extracted from dully completed and returnepiemof administered questionnaire and collateentoance
categorisation of the respondents based on thgioreses. The data derived through the procespreasnted
and used to anchor descriptive and empirical aislys
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The behavioral biases were analyzed in relaticheégerformance of the Nigerian Stock Exchange All-
Share-Index (NSE All-Share-Index) as a proxy far stock market returns. These returns were detedhfiom
the period-to-period (monthly) changes in the ABiese changes represented capital appreciatiocafotal
loss) to investors in the market during the measerg period. This monthly figures of the ASI isaibed from
the Nigerian Stock Exchange which means that 4 t6tA20 months were used for the ten years ofsthey.
Only ordinary shares (equities) are included in ¢heputation of the index. The index is value-wéighand
computed daily in response to changes in the qupteds of equities. The ASI tracks the general ketar
movement of all listed securities on the Nigeritotk exchange, including those listed on the Enmgrdilarket
board, regardless of capitalization.

Results, Findings and Discussions

Data generated from responses through the sunasess were presented, analyzed and interpreted
according to the research questions in the stuldg.data were analyzed using descriptive statiaticsmultiple
regression methods. Further, data on relevantbhlasgavere operationalized to test the researchthgges for
acceptance or rejection.
R. Q. 1 - Extent of Behavioral Biases in the Nigesin Stock Market

The research question 1 intended to reveal thenextewhich Nigerian stock market investors are
susceptible to behavioral biases. Simple statisticarts were employed to describe the extent@gdalbiases in
the Nigerian stock market as shown in figures 4d 4.2 below. From the Table A on the question vifalhe
extent of behavioral biases in the Nigerian stocckat 50 (45.5%) respondents indicated a very kiglent
while 44 (41.1%) respondents said high extent. Tésult confirms that there are high to very hightent of
behavioral biases in the Nigerian stock market.

Table A: The Extent of behavioral biases in the Njerian stock market

Valid

Extent Frequency Percent Percent

Valid Very High 50 45.5 46.7
High 44 40.0 41.1
Moderate 3 2.7 2.8
Low 8 7.3 7.9
Very Low 2 1.8 1.7
Total 107 97.3 100.¢

Missing System 3 2.7

Total 110 100.G
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This is illustrated in the charts shown below;

Figure 1

EXTENT OF INWVESTORS BEHAVIOURAL BIASES

m very High
m High

Moderate
o Low

mVery Low

R. Q. 2 - The Level of Nigerian Stock Market Returis

The research question 2 seeks to determine thé ¢dvesturns in the Nigerian stock exchange as
represented by the NSE All Share Index. The stusbdieleven years data collected from the NigeriackS
Exchange. Simple statistical tools like the meamiance, and standard deviation were computeddorithe the
level of return in study period. The results areveh in Table B below:

Table B: Stock Market Return Returns and Risk for year 2002 - 2011

Return

(%)

(EMVI-

BMVI) + Mean Squared Mean

Year BMVI Deviation(X-X") | Deviation(SMD)(X-X")2
2002 14 4.64 215
2003 51 44.64 1734
2004 5 -4.36 19
2005 4 -5.36 28.7
2006 40 30.64 938.8
2007 58 48.64 2,365.8
2008 -46 -55.36 3,064.7
2009 -45 -54.36 2955
2010 10 0.64 0.41
2011 -23 -32.36 1047.2
2012 35 25.64 657.4
103 12,832.51

Table C: Summary of Stock Market Return Data
Mean Return (%) Cum Return(% Annualized Return(%) SD Return VAR(at 5%) (%
9.36 41.2 3.19 34.2 53.24

Table B and C indicate that for the period undedyg, the Nigerian stock market had a mean retéirn o
9.36%, with a cumulative return of 41.2% from 2@62012, and an annualized return of 3.19%. The=iag
stock market return is associated with a standawviation of 34.2% and Value-at-Risk VAR) of 53.284 5%).
While the standard deviation tells us the levelgmtude) of volatility in the Nigerian stock markeiring this
period of study it may not state the directionltdde movements in the market. The VAR, which idbabdity
of losing the invested capital in the market durthg period of study, helps to explain the magrtachd
direction of the risk in the stock market in theipd. This implies that there is a 5% chance thmt portfolio
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invested 100% in the Nigeria stock market will |ageleast 53.24% in a year. In terms of currenciy, dor
every-N100 invested in the market there is a 5%hchahat it will lose-N53.24 in a year.

R. Q. 3 — Relationship of Behavioral Biases and Stk Market Returns

This section of the study considers the resear@stoqpn 3 which examines the relationships between
the investors’ behavioral biases and Nigerian stoekket return. The study used Pearson Product Mbme
Coefficient Correlation test to determine the di@t and the significant levels of the relationshipat exist
between behavioral biases and stock market ratising the annual financial report as published.

The researcher was able to use statistical techgigd inference to test the hypotheses. This was
primarily based on the software package SPSS Hiistital package for Social Sciences (SPSS) versio
software is a comprehensive statistical tool fomawging, analyzing and displaying information. Basedthe
distribution of the descriptive statistics for tiisidy, a normal distribution was assumed and tseérform the
inferential analysis. The table below depicts thdifigs of the foregoing.

Table D: Model Summary

Model Predictor B Beta R R M? F Stat Sig.

Behavioral Biases -0.29b .807 .807 .651| 4.385| 64.030 .003

Dependent Variable — Stock Market Returns

The result obtained, shown in Table D above ind&dhat the model is significant at .003 level. Rhe
of the model shows .651 level of relevant. This nsetne model could itself could explain 65.1% af tbtal
variance of the prediction. The table shows a tation coefficient of -0.295, this implies that theore the
investors display a high level of behavioral biatheslower the stock market returns. A high negatiorrelation
between behavioral biases and stock market retsuggest a strong relationship. The directions & th
relationship for both variables were positive. Beta coefficientBeta =.807) indicated a positive relationship
between Investors Behavioral Biases and Stock Md&k&urns.

The hypothesis of the research was tested basdteoresponse of the respondents who filled and
returned the distributed questionnaires. The rngplothesis that state, there is no significant iefehip between
investors behavioral biases and stock market retufimerefore, the null hypothesis which is therends
significant relationship between investors biased stock market returns in Nigeria was rejectedilevve
accept our alternative hypothesis, that there $gaificant relationship between behavioral biased stock
market returns in Nigeria. We conclude that investbiases have a negative impact on stock magketrr in
Nigeria. The result showB = -0.295,n = 110,p< .038, with low level of investors behavioral l@asassociated
with negative low level of Nigerian stock marketura.

Discussions

This paper used primary survey data combined witbksmarket All Share Index data and offered a
detailed look at the extent of behavioral biaseth& Nigerian security market, as well as the cqueace of
such biases on stock market performance. The pgaetested behavioral biases as identified by betsv
finance experts on stock market performance: thaing attitude of randomly selected investors i tiarket
was tested, using descriptive and inferential ®tiai. The investors were selected across diseipind age
strata reflecting a cross section of the marketigpant.

The study found strong evidence that behavioradsiaexists in the Nigeria stock market to a vegh hi
extent. Although, it does not dominant the marketduse the result shows a low negative relationshigp
resultant effect is that the market overreactswasstors exhibit behavioral biases; the stock narkkex would
over appreciate or depreciate as a result pregabiases exhibited by investors in the market. Tawult
obtained is significant. This suggests that behaVibiases are exhibited by individuals from ahege of life in
their everyday trading activities in the market mdst Nigerians do not trade directly on the markety trade
through their stockbrokers who are probably welined to handle such behavioral biases.

Conclusions and Recommendations

The paper concludes that, being aware of behavioaagks is the crucial first step in ensuring that
decision making process is not adversely affectedhlbm. Rational decisions are more likely wherrehis
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sufficient information available to decision-makersd when that information is presented and andlyoe
recognize common pitfalls. Investors should be avedithe potential impacts behavioral biases cae atheir
investment decision making process at all levathiee as individual or institutional investors tiagl on the
floor of the stock market, and also investment ngans, consultants and trustees. Market participsimosild
enter the decision making process with the objeatifusing the information, education, and undeditey at
their disposal to derive a solution being dispasatie in decision making.
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