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ESTIMATION OF EQUITY BETAS IN AN EMERGING STOCK MARKET: THE
NIGERIAN CASE

E. Chuke NWUDE*

ABSTRACT

This paper addresses a very important topic in corporate finance that is not well treated in many
developing stock markets with particular reference to Nigeria. Beta is a major component of the
capital Asset Pricing Model (CAPM) used in the determination of the required rate of return on
equity but a very high percentage of the documented works done in this area have been carried out
mostly in developed economies cum stock markets of America, Europe and Asia. However since we
have need for stock market, there is also need to estimate equity betas which will be used to
determine the required rate of return on equities traded in our markets in order to guide investors
in making investment decisions. Therefore we calculated correlations of the annual bank stock
returns from 2000-2011, a twelve year period with the entire market return otherwise called the
(historical) betas of the listed banks in Nigeria.The paper discovered that the most volatile banking
stock during the period of study is Oceanic bank with beta coefficient of 1.63 and the least volatile
stock is Ecobank with beta coefficient of 0.32. Also noted is the fact that the stocks did not generate
return symmetrically according their systematic risk levels.

Keywords: Beta, Equity beta, Historical equity beta, Required return to equity, Market return

INTRODUCTION

In the field of finance there are so many assertions. One of such assertions is widespread agreement
that the beta coefficient, a major component in the Capital Asset Pricing Model (CAPM) is a good
predictor of share price movements in stock markets. While the above assertion had been
empirically validated in several developed stock markets, there have been few such studies in
developing stock markets like Nigeria. Such studies have now become imperative given the recent
developments in the Nigerian stock market. In Nigerian stock exchange, the appropriate beta
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coefficients of the equity stocks have remained in doubt. As it were, there seems to be no definite
values for this important component of the CAPM.

In the light of the above problem the major objective of this study is to find out the appropriate beta
coefficients for the equity stocks with particular reference to the banking sector. In addressing this
specific objective, the study seeks to answer this specific question: What are the appropriate beta
values for the listed banking stocks in Nigeria for the period 2000-2011? To hazard a guess, it is
hereby proposed that the banking stocks are volatile as their beta values are greater or less than one.
On the scope of the study, it is a well known fact that companies quoted on the Nigerian Stock
Exchange are segregated into many sectors but the area of interest of this study is the banking
sector. The decision to research only on banking stocks is informed by the fact that banks are the
major financier of other sectors and hence banking stock price movements should influence the
price movements of stocks in other sectors. The banking sector also dominates other sectors in
terms of market capitalization and volume of equity traded in the market. Therefore, the findings
and conclusions to be derived from this work were as related to the banking stocks in Nigeria. The
study covers the period of twelve years (2000-2011), comprising 144 months. The significance of
study lies in the fact that the findings of the study would assist investors in the Nigerian stock
exchange in their investment decisions. More importantly, it should be useful in guiding policy
makers at the exchange to formulate policies on equity share price movements so as to restore
investors’ confidence in the market. When the investors’ confidence is restored, trading activities
can increase. Certainly, with an increased trading volume at the exchange, the overall wealth of the
society will appreciate. For an investor, it represents a pivotal area around which sensible
investment and financing decisions revolve. The profitability of trading on financial instruments
depends on proper reference points. Therefore when deciding on the investment structure of an
investor, the findings from this study become helpful to the investor. When deciding on which
stock to transact in order to have a justifiable reward the beta value is needful. This work will
bring to light and remind potential investors the price movement status of the Nigerian banking
stocks. This knowledge will help them to make informed investment and financing decisions that
can enhance their investment value, which is a sure way to wealth creation and poverty eradication.
Undoubtedly, the study will provide a basis upon which other researchers in the capital market
issues can explore other sectors of the market. One major limitation of this study is the
unavailability of complete data for 2012 and 2013. The inclusion of the two years data would have

made the work a more current study.

This paper is segregated into six sections. Section one introduces the topic of research, section two
presents the related literature and previous works carried out by other researchers in the area of
study, section three discussed the research methodology, section four showcased the data set upon
which the historical betas were computed, section five discussed the summary of findings while
section six concludes the paper.
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REVIEW OF RELATED LITERATURE

Return is the rate at which an investment generates cash flows above the purchase cost of the
investment. Return on a typical investment consists of two components. The basic component is the
periodic cash receipts (or income) from the investment either in the form of interest or dividends.
The second component is the change in the price of the investment asset, which can be positive (or
capital gain) or negative (or capital loss). This element of return is the difference between the
purchase price and the price at which the asset can be or was sold. The income from an investment
sometimes consists of one or more cash payments paid at specified intervals of time. For example,
interest payments on most bonds are paid semi-annually where as dividends on common stocks are
usually paid annually but sometimes are paid quarterly or semiannually. The term, yield is often
used in connection with this component of return. Yield refers to the income component in relation
to the purchase price of a security. The conceptual statement for total return of an investment
consists of the sum of two components, income and price change (Fischer and Jordan, 2005;
Pandey, 2009; Pablo and Javier, 2010). Therefore the return across time or from different securities
can be measured and compared using the total return concept. The total return for a given holding
period relates all the cash flows received by an investor during any designated time period to the
amount of money invested in the asset. Fernandez, (2009) computed Historical betas of AT & T,
Boeing and Coca-Cola during the two-month period of December 2001 and January 2002 with
respect to the S&P 500. Each day, betas are calculated using 5 years of monthly data, that is, on
December 18, 2001, the beta is calculated by running a regression of the 60 monthly returns of the
company on the 60 monthly returns of the S&P 500. The returns of each month are calculated on
the 18th of the month. The monthly return of December 18, 2001 = (total return December 18,
2001/ total return November 18, 2001).

Pablo and Vicente (2009) using the return of the S&P 500 as market return, computed the
correlations of the annual stock returns (1989-2008) of the Dow Jones companies and discovered
on average that the composite stock market with a beta that is equal to one does better than
calculated betas. They also discovered that the Adjusted betas [ie 0.67(calculated beta) + 0.33)
have higher correlation than calculated betas but Adjusted betas have lower correlation than beta
that is equal to one. They carried the exercise with four calculated betas every year end versus
S&P 500 using, a) monthly data of last 5 years; b) monthly data of last 2 years; c) weekly data of
last 5 years; d) daily data of last 5 years; and found similar results with the four betas. Despite this
results, Fernandez (2009) reports that 97.3% of the professors that justify the betas use regressions,
webs, databases, textbooks or papers, while only 0.9% of the professors justified the beta using
exclusively personal judgement (named qualitative betas, common sense betas, intuitive betas,
logical magnitude betas and own judgement betas by different professors).
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The capital assets pricing model (CAPM)

The CAPM was developed by Sharpe (1964) in an attempt to simplify the individual portfolio
theory as it relates to investment in securities. It states that the return on any asset or portfolio is
related to the riskless rate of return and the expected return on the market in a linear fashion. It
shows the relationship between expected return of a security and its unavoidable systematic risk
thus, R = R¢ + B (R, — R¢), where R = Expected rate of return on a security or a portfolio, R; =
Risk-free rate of return, R, = Expected market rate of return, p = Systemic risk of the security (the
beta) relative to that of the market.

The model submits that only risk which cannot be diversified away, i.e. systemic risk, is worthy of
being rewarded with a risk premium for financial valuation purposes. The remaining risk, i.e.
unsystemic or diversifiable risk may be reduced to zero by portfolio diversification and so it is not
worthy of a risk premium. The line that reflects the combination of systemic risk and return
available on alternative investments at a given time is called the security market line (SML). Any
security that lies on the SML is being correctly priced. If there is temporary disequilibrium in the
market and the return on some assets becomes higher than that given by the SML, then the security
is underpriced. Under this market condition, if the market mechanism is working ideally, as
investors demand more of such securities as super-good investment, the prices will continue to rise
until that higher level of return reaches the SML value. Conversely if as a result of the market
disequilibrium the level of return is lower than that given by the SML, then the security is
overpriced. Under this market condition, if the market mechanism is working ideally, as investors
sell-off more of such securities as super-bad investment, the prices will continue to fall until the
level of return rises to that given by the SML value. Therefore, investors should select investments
that are consistent with their risk preferences. While some investors consider only low risk
investments, others welcome high risk investments. However, investors should sell overpriced
securities, buy underpriced securities, and hold onto correctly priced securities. The key to this
decision is that when actual return —-CAPM required return = +ve alpha, the security is underpriced,
when actual return —CAPM required return = zero alpha, the security is correctly priced, when
actual return —-CAPM required return = -ve alpha, the security is overpriced. The CAPM provides a
framework for valuation of securities.

Akintola-Bello (2004) used 96 months of security returns from Jan 1992 to December 1999 to
estimate the betas for 173 firms quoted on the Nigerian stock exchange. He used growth rates in the
NSE All-share index as the proxy for the market rate of return. It is generally accepted that due to
some statistical factors, the estimated betas using the regression analysis are not unbiased estimates
of the underlying beta of a firm’s securities. The underlying beta of a security is likely to be closer
to 1 than the sample estimate. To correct for this bias, Merrill Lynch developed an adjustment
technique. After using the ordinary least squares to gain a preliminary estimate of beta, using 60
monthly returns, the beta is adjusted as follows: Adjusted Beta = 2/3(Computed Sample Beta) +
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1/3(1) = 0.67(Raw beta) + 0.33(1). The formula pushes high betas down toward 1.0 and low betas
up toward 1.0. The raw betas computed are adjusted to remove individual securities bias.Therefore,
the conventional approach for estimating betas used by most investment firms, analysts and
services is to use historical market data for firms that have been quoted for a long period. One can
estimate returns that an investor would have made on their investments in intervals (such as a
week, a month) over that period. These returns can then be related to a proxy for the market
portfolio to get a beta in the CAPM.

Applications of beta (f)

1. Determination of expected rate of return for a risky asset, via Ri = Rf +  (Rm — Rf)

2. Determination of cost of equity capital, via Ke = Rf + B (Rm - Rf)

3. Determination of portfolio risk via Portfolio Beta = fp = Wi Bi

4. Stock classification: stocks can be classified by beta into Aggressive stocks = High Beta stocks =
B =1.79 — 1.06, Conservative stocks = average beta stocks = B = 1.05 — 0.93, Defensive stocks =
low beta stocks = = 0.92 — 0.02

On the fourth beta application, recall that the return on any security varies with the security’s beta.
Beta measures the sensitivity of a stock’s return to changes in the return on the market or the index.
That is, beta measures the sensitivity of the underlying assets prospects and investor’s assessment
thereof to those of the economy as a whole. Beta indicates how a stock is expected to move, up or
down, relative to the overall market. Usually a stock with a higher beta represents a more volatile
and riskier investment.The beta of the overall stock market is + 1.0 and every other stock beta is
viewed in relation to this value, + 1.0. A stock with beta of exactly one will on the average move
by just one percent for every one percent movement by the market. A stock with a beta of 1.5 tends
to be 50% more volatile than the average stock market index, while that with a beta of 0.5 is half as
volatile. If a stock with a beta rating of 1 move 10% another stock with a beta equal to 2 can be
expected to move twice as much (i.e. 20%). The beta usually used in stocks classification is the
adjusted stock beta (Akintola, 2004).

When the stock market is declining, a stock with a beta rating of less than one is preferred. The
reason is that such a stock is expected to decline less than the market. Conversely, in a rising
market, such a stock will underperform compared to the overall market. When the overall market is
rising, a stock with a high beta is expected to out-perform the market. An investor’s objective
during the stock selection process is to identify stocks that will (1) rise faster than the average stock
during a bull market, (2) decline less than the average stock during a bear market

Estimation of beta coefficient (p)
Beta coefficient measures the sensitivity of each of the stock’s returns to movements in the

market’s return. It enables us to state what premium should be paid on each of the banks’ shares by
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comparing each of them with that of the whole market portfolio. The conventional approach for
estimating betas as used by Value Line Investment Services, Merrill Lynch (U.S. investment firm),
and the London Business School Risk Management Service, is to relate historical returns on an
investment to a proxy for the market portfolio returns, using the ordinary least square techniques, to
get a beta. Also, according to Fischer and Jordan (1995), the beta coefficient is computed for equity
using ordinary least square techniques. It is generally accepted that due to some statistical factors
such as error in capturing the data and early approximations, the estimated betas using the
regression analysis are not unbiased estimates of the underlying beta of a security. To correct for
this bias, we adopted the technique developed by Merrill Lynch and also adopted by Akintola-
Bello (2004). After using the ordinary least squares to gain a preliminary estimate of beta, using 96
monthly returns, we then adjust the beta using Adjusted beta = Raw beta (0.67) + 0.33. In order to
correct the bias in estimating beta, the above formula pushes high betas down to 1.0, and low betas
up toward 1.0 and generate a better estimates of betas values.

RESEARCH METHODOLOGY

The study involved quoted banks on the Nigerian Stock Exchange (NSE). The NSE daily official
list provided the stock prices we used to compute the capital gain while the dividends used to
compute the dividend yield were extracted from the bank’s annual reports and accounts of the
relevant years. The NSE Daily Official List (DOL) provided the composite market index, the All-
Share Index (ASI) we used to obtain rates of return on the entire market. Follow-up figures were
computed by the researcher as shown below. Total return = (Cash payments received + Price
change over the period)/Purchase price of the asset. That is, Total Return (R;) = (D; + P; — Py.1)/Pe1.
The average return for each year, both for the market and the stocks were obtained from the
geometric mean of the 12-monthly returns for each year. The stocks betas were obtained using the
linear regression model. In this study, we will use 144 months of each security’s returns from
January 2000 to December 2011 to estimate betas for the banks quoted on the Nigerian Stock
Exchange. The proxy for the market portfolio is therefore the NSE index, which encompass the
total market value of quoted stocks.

Estimation market returns (RM)

The NSE All-Share-Index is used as a proxy for market rate of return. The NSE ASI was
established on January 02, 1984 as a base date and set at 100 as a base value to which all
subsequent values of the index can be related. It is a real time index because it is recalculated at the
end of every trading day and captures the population of all listed shares.

Estimation of rates of return of an asset (RI)
The rates of return on each share will be obtained by computing the relative values of prices
between a holding period (monthly) and dividend, as exemplified in Akintola-Bello, (2004). The
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return on a security is computed as (D, + P, — P.1)/P.4, where D, = Dividend paid in period t, P; =
Closing price in period t, Py = Closing price in period t-1. The 12 monthly returns for each share
were chain linked to obtain the annual return for stock. Chain link simply means finding the
geometric mean of the 12 monthly returns.

Geometric mean

According to Watsham and Parramore (2007) the geometric mean is the most appropriate measure
of means when an average rate of change over a number of time periods is being calculated. It is a
single measure of periodic growth rate which if repeated n times will transform the opening value
into the terminal value. To measure the annual growth rate over n years, the appropriate model for

geometric mean is as follows: GM = (1+g;) (1+9,) (1+g3) --—--—----—-- (1+gn)*"

— 1, where g is the
periodic growth rates expressed as decimals. The Growth rate in earnings is computed using the

Geometric mean of the respective year’s earnings growth rates.

Population and sample

In any study, it is important to determine the group of persons or things to study. In line with this
thought, the population of this study is all quoted companies in Nigerian Stock market. The sample
of study is all the quoted banks on the Nigerian Stock Exchange as they dominate the activities in
the market in terms of volume of shares traded and market capitalization. All the unquoted banks
and those banks that were not quoted from 2000-2011 were excluded.

Data presentation and analysis

This section presents the data collected and computations made by the researcher. The data
collected are the daily ordinary share prices of the subject-banks from the Nigerian Stock Exchange
(NSE) Daily Official List (DOL) from January 2000 to December 2011, and the dividends paid
during the year for each of the selected banks as shown in their annual reports. Other figures as
presented were computed by the researcher. After the presentation of the data, the analysis of the
data follows. Table-1 shows the annual holding period return of the banks and the entire equity
market (using the All-Share Index) in the twelve — year period of January 2000 to December 2011.
It may be seen that the return of Zenith bank varies from the lowest of -60.62% (2009) to highest of
116.68% (2007) with second and third best of 94.10% (2004) and 50.38% (2006). That of Wema
bank varies from lowest of -74.66% (2009) to the highest of 166.77 (2007) while that of Unity
bank varies from lowest of -74.24% (2009) to 146.40% (2007). The lowest and highest holding
period returns for other banks can be seen in Table 1 above. In year by year analysis,
Intercontinental bank made the highest HPR of 97.27% in 2000 followed by UBA with 83.90% and
UBN with 83.04%. GT Bank made the highest HPR of 98.28% in 2001 followed by UBN with
88.97% and First bank with 76.82% while Wema bank became the most profitable bank in Nigeria
in 2002 with 94.94% followed by Intercontinental bank with 88.52% and Zenith bank with 48.25%.
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Intercontinental bank made the best return of 135.23% in 2003, the second and third positions were
secured by Access bank (69.61%) and Stanbiclbtc bank (40.25%).

Table 1: Annual Holding Period Return on Investment on Nigerian stock Market and Subject-firms

Fetim 2000 2001 2002 2003 2004 X005 2008 2007 2008 2008 2010 211
Market (Eng 3751 3828 707 5182 1713 408 3143 5305 -3854 -3esd4 1718 2003
1. &ecess 3935 1081 251 eRel 523 1783 el Jinee 559 -5055 4330 R
2. Afrhank 6525 7375 275 -1873 10a .34 2548 115% 1783 7583 5580 2705
3. Diamond 4452 505 £06 058 552 5214 137 1HA2 500 -5485 1772 53087
4. Ecohb arlk 3070 -led 2124 7B 9598 -2524 s 1389 5202 10000 72 -53R20
5. Fidelity 2745 280 HaAT 1331 549 17585 -1185 23662 346 -6501  3.59 -5.05

6. FEN 4884 WwE2 L7 1045 leel 1355 4784 058 624 4705 1120 535
7. FCME Ha Ha Ha Ha ENT 1980 -1084 20673 1280 -577% 3588 -20ED
8.GTH 4348 9828 067 1582 10834 103 4787 1WT2 -7 4481 4124 -1AD

9 Intercomt QTEr 385 52 13523 Ha ey gl83 10k 1255 Tese 1071 2B2Y
10, Doeanic 2382 1748 RER 371 4243 el eld4d lal® -1163 -T301 828 56l
11 5k Ha Ha Ha Ha Ha Ha I 10652 3641 53054 3857 -19E6
12 Stanbis Ha w42 271 4025 2335 X383 Z08 1755 10leR -JOZ2 2625 587
13, Sterling Ha Ha Ha Ha Ha Ha 280G 3957 4R 1333 X730 -led
14 UB& 8380 BT G452 -153R 4352 11%8 5724 lel'® -178d4 8755 Zle 4553
15 UEBH 8304 BER7 2084 Z178 1652 1000 1147 445% 258 -ER00 5488 4236
16, Tnity Ha Ha Ha Ha Ha 1470 2315 14840 357  -7424 2540 6483
17, Wema laa 3% M4 1718 257 19852 143 1877 &fss 7051 Jd4ee 211
18, Zemth 457 22m2 4825 -135 M10 083 5038 1lessd -860  -8082 510 340

Source: Computed from the financial statements of the banks from 2000-2011. HPR = Holding period return

GT Bank secured the highest return in 2004 with 108.94% followed by Zenith bank (94.10%) and
Access bank (52.33%). In 2005 Stanbiclbtc bank made highest return of 223.63% with a distant
second position taken by Fidelity bank (175.65%) and third position by Unity bank (147.04%). The
2006 saw Sterling bank emerged the highest with 279.03%, followed by Ecobank (188.72%) and
Intercontinental bank making a distant third with 61.83%. Access bank emerged the most profitable
bank in 2007 with HPR of 375.92% pushing Fidelity bank (236.62%) and FCMB (203.73%) to a
distant second and third position. Stanbiclbtc (101.69%) made the first position in 2008 seconded
by Wema bank (68.56%) and Ecobank (58.02%). It can be observed that only Ecobank made a
positive HPR in 2009 while other banks made substantial negative HPR. The year was exactly
when the financial meltdown was raking havoc in the Nigerian Stock market. Access bank
(43.30%), GT Bank (41.24%), and Skye bank (36.57%) emerged first, second and third position in
2010 while all banks made negative HPR in 2011 except Stanbiclbtc and Zenith banks with
25.67% and 3.40% respectively. One important observation here is that some banks outperformed
the market return in the period of study. For instance, with market returns of 37.91, 38.28, 7.07,
51.82, 17.13, 4.06, 31.43, 53.05, -58.54, -36.64, 17.18, and -20.03 percent from 2000-2011
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respectively, 8,5, 7, 2, 6, 10, 8, 14, 18, 1, 7, and 11 banks outperformed the market in 2000, 2001,
2002, 2003, 2004, 2005, 2006, 2007, 2008, 2009, 2010 and 2011 respectively. Conversely, 5, 9, 7,
12, 8, 6, 8, 4, 0, 17, 11, and 7 banks underperformed the market in corresponding years
respectively. That is within the study period a total of 97 banks outperformed the market while a
total of 84 banks underperformed the market.

Table 2: Banking stocks beta (new computation)

Tear 2000 2001 2002 2003 2004 2005 208 2007 2008 2008 2010 2011 Avel Awve X
1. fecess -048 023 043 0% 126 4043 058 200 110 182 120 138 074 4621
2. Afrbank 208 137 121 001 -001 102 050 -18 0587 146 159 - 0.s2 10.75
3. Diamond Ha Ha Ha Ha Ha Ha 0.40 1% 0%z 154 123 170 130 1582
4. Ecchank Ha Ha Ha Ha Ha Ha Ha 214 -l4e 008 004 081 032 2518
5. Fidelity Ma Ha Ha Ha Ha Ha 013 285 071 10 0%% 121 122 2885
6. FEN 087 249 012 059 038 08 4043 078 082 102 087 148 084 1142
7. FCME Ma Ha Ha Ha MNa 015 0%l 282 116 141 084 185 125 2377
8.GTE 144 151 400G Loo oed 171 Oal 219 122 045 0%% 0% 111 3d.al
3. Intermant Ha Ha Ha 0&0 088 las 180 127 120 139 08x 229 140 2885
10. Oceanic Ma Ha Ha Ha Ha 023 224 124 052 242 141 22 163 2061
11. ke Ma Ha Ma Ma Ma Ma Ma 223 034 188 127 0% 134 2242
12. Stanbic Ma Ha Ha Ha Ma Ma Ha 105 la2 081 07 151 11& 4584
15 Sterling 4L 058 0O1% oad 03y les 021 o081 224 0%z 182 157 1& 083 4329
14 TE 4 137 212 oly 237 121 131 170 1.35 120 184 120 159 144 1545
15 UEHN 142 172 411 00 122 001 017 024 128 139 103 135 0824 6.04

18, Uity Ha Ha Ha Ha Ha Ha 022 194 log 202 los 389 lad 2851
17, Wema ons 089 o] 183 082 001 048 lg® 008 130 o027 1o 077 1208
18. Zemth Ma Ha Na Na MNa 023 032 222 0% 144 028 03 109 19.16

Source: Computed from the data set in table 4.1 above. Ave 1= Average beta. Ave 2 = Average HPR

Table 2 shows the historical betas of the banks in the twelve — year period of January 2000 to
December 2011 with respect to the NSE All-Share Index (ASI). It may be seen that the beta of
Zenith bank varies from 0.93 (2005) to highest of 2.22 (2007) and 0.86 (2011), the beta of Wema
bank varies from 0.06 (2000) to highest of 1.89 (2007), and the beta of Unity bank varies from -
0.22 (2000) to 1.94 (2007) and highest of 3.69 (2011) etc.

From Table 3, while the industry average betas are 0.97, 1.29, 0.39, 0.98, 0.90, and 0.66 for the
years 2000-2005 respectively, the most volatile stocks in these years have 2.08 (Afribank) in 2000,
2.49 (FBN) in 2001, 1.91 (Afribank) in 2002, 2.37 (UBA) in 2003, 1.63 (Sterling bank) in 2004
and 1.71 (GT Bank) in 2005. The low volatile stocks in the same period have Wema (0.06) in 2000,
Sterling (0.19) in 2001, Wema (0.00) in 2002, Afribank (-0.01) in 2003 and 2004, UBN (0.01) and
Wema (0.01) in 2005. The volatility of others banks for years 2000-2005 (Table 3).
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Table 3: Volatility ranking of the banking stocks with beta (new computation)

Rank 2000  Rank 2001 Rank 202 Rank 2003 Rank 2004  Rank 2005
1. Afrbank 2. FEW 24%  Afilbank 151 UBA 237 Steding 183 FTH 1.71
2.GTE 142 TEL4 212 Sterling 0.50 Wema 1.83 Aocess 128 Intercant 163
3. UEN 142 TEH 172 Accass 043 GTB 100 UEH 122 TUEL 1.51
4. TE&L 1.7 Afibank 137 FEBHW 01z Bocess 0.5 TUEBA 121 Afrbank 1.02
5. 5teding 0.58 GTE 131 TUEA 017 UEH 090  Intewont 098 Cloearte 0.93
& FEN 0.87 Wema 0.ee Wemma u] Interwant 080 Werma nz2 Zenith 083
7. Wema 0.08 Aecess 023 GTB 003 FEHW 0.58 GTB 0sd FEN 0.89
5. dccess -0.45 Sterling 0.1% TUEBNW 011 Steding 0.55 FEH 038 FCME 0.15
3. Diammond Na Diamend  Ma iamond Ma frabank -0.01  Afvbank -001 UBW 0.01
10. Ecchank Ma Ecoch ank Ma Ecchank MNa larmord Ma iarmond Ma Wema 0.01
11. Fidehty Ma Fidelity Ma Fidelity MNa Ecobank HMa Ecobank Ha Sterling -0.21
13 FCME Ha FCME Ha FCME MNa Fidehity Ha Fidehty Ha beocess -0.43
13, Intercord Ha Intercont Ha Imercort Ha FCME Ha FCME Ha 1amomd Ha
14, Oeeanic Ha O zearic Ha Clzeanic Ha Oeeanic Ha Cloeanie Ha Ecobarnk HMNa
15 8kwe Ha S lore Ha Sk Na Skyve Ha Skye Ha Fidelity Ha
18, Stanbic Ha 5 tarbic Ha Starbic Ha Starbic Ha Starbic Ha Slore Ha
17, Unity Ha Tty Ha Tty Ha Tnity Ha Tnity Ha Starbie Ha
12, Zemth Ha Zemth Ha Zemth MNa Zermth Ha Zemth Ha Tty Ha
bverage 0.57 1.z29 039 0.58 os0 0.58
Source: Compiled from the data set in table 4.2 above. Ave 1= Average beta. Ave 2 = Average HPR
Table 4: Volatility ranking of the banking stocks with beta (new computation)

Rank 2006  Rank 207 Rank 208 FRank 207 FRank 2010 Rank 2011
1. Oeeanic 2.24 Fidelity 285 Starbic 188 OCceame 242 Steding 197  Unity 5.69

2. Intercomt 1.50 FCME 262 TUEBH 128 Uity 202 frbank 1.59 Intewont 229

5. UBA 170 Sterling 224 GTB 122 Intereemt 189 Oceanic 141 Oceanie  2.24

4. FCME 0.51 Skye 223 Intercomt 1.20  Access 122 UBA 129  jamomd 170
5.GTB 0.61 Zenith 222 TUBA 120 5teding 182 Skye 127 FCMEBE 1.65

&, A frbank 051 GTE 21% FCMB 1.16  Fidelity 170 Diamomd 123 TUEB&4 1.59

7. Wema 0.48 Ecobank 214  Access 110 Slg= 188  Access 120  Starbie 1.51

£. Diamond 0.40 Dccess 200 Tnity 102 TEB&4 1464  Tnity 106 FEBHW 1.42
3. Zenith 032 Diawond 198 Diawond 098 Dianond 154 TUEHN 103  Access 138
10.UEH 0.17 Tnity 194  Sterling 058 Afibank 148  Fidelity 05%% TUEBH 1.35

11 Fidelity -0.13 Wema 188 Femth 098 Zemth 144 GTEB 099  Steding 1.29

12 Tnity -0.22 TEBA 135  Afisbank 0597 FCME 141 FEHN 097  Fiudelity 1.21

13 FEN -0.48 Intercont 127 FEN 052 TEBH 139 Zenith 028 GTB 0.5

14 & ccess 058  Crcearc 124  Deceame 052  Wema 13530 Wema 087 Skye 0.3
155 terling -0.61  Starbic 105  Fiudelityr 071 FEHN 102 Intercomt 0OE5 Wema 1.0

158 Ecch ank Ha TEN 094  Slkye 0.54 Stahbic 041 FPCMEB 0.24 Zenith 0.25
175k Ma FEN 078 Wema 00&  GTE 047  Starbic 076 Ecobank 0.51
12.5 tanb i Ha Lfihank - Eccbank - Ecchank 008 Eccbank 004 Afibank -

1.81 148
Avernge 0.48 162 0.87 143 1.07 1.53
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Similarly, from Table 4, while the industry average betas are 0.48, 1.62, 0.87, 1.43, 1.07, and 1.53
for the years 2006-2011 respectively, the most volatile stocks in these years were Oceanic (2.24) in
2006, Fidelity (2.85) in 2007, Stanbic (1.88) in 2008, Oceanic (2.42) in 2009, Sterling (1.97) in
2010, and Unity bank (3.69) in 2011. The low volatile stocks in the same period were Fidelity bank
(-0.13) in 2006, FBN (0.78) in 2007, Wema (0.06) in 2008, Ecobank (0.06, 0.04 and 0.81) in 2009,
2010 and 2011. The volatility of others banks for years 2006-2011 (Table 4).

Table 5: Ranking of the banking stocks based on average return and volatility

Rank Average Return  Beta Rank Beta Average Return
1.Access 46.21 0.74 Oceanic  1.63 20.61
2.Stanbic 45.84 1.16 Unity 1.60 29.51
3.Sterling 43.29 0.95 UBA 1.44 16.49

4.GTB 34.61 1.11 ICB 1.40 29.85
5.1CB 29.85 1.40 Skye 1.34 22.42
6.Unity 29.51 1.60 Diamond 1.30 18.82
7.Fidelity 28.65 1.22 FCMB  1.25 23.77
8.FCMB 23.77 1.25 Fidelity 1.22 28.65
9.Ecobank 23.18 0.32 Stanbic  1.16 45.84
10.Skye 22.42 1.34 GTB 1.11 34.61
11.0ceanic 20.61 1.63 Zenith  1.09 19.16
12.Zenith 19.16 1.09 Sterling  0.95 43.29
13.Wema 19.08 0.77 UBN 0.94 6.04
14.Diamond 18.82 1.30 FBN 0.84 11.42
15.UBA 16.49 1.44 Afribank 0.82 10.73
16.FBN 11.42 0.84 Wema  0.77 19.08
17.Afribank 10.73 0.82 Access 0.74 46.21
18.UBN 6.04 0.94 Ecobank 0.32 23.18
Average 24.98 1.11 1.11 24.98

Source: Computed from table 4.2 above

A closer look at the betas shows that the average historical beta of Oceanic bank as at 2011 year-
end was 1.63 which is higher than the beta of Access bank which provided on the average the
highest holding period return from 2000-2011. Of course this is a negation or an irony of what the
theory professed. What this observation shows is that since the market or systematic risk cannot be
diversified away it affects all the stocks in the market in different quantum depending on the
magnitude of the unsystematic risk inherent in a stock. This scenario was observed in many stocks
under study. From Table 5 one can clearly see that the most volatile stock or rather the volatile
stocks in this study did not symmetrically provide the commensurate rate of return. The picture
here depicts a random walk which is one of the hallmarks of the stock market. Oceanic bank has
the maximum beta but ranked 11™ in terms of holding period return while Access bank ranked 17"
in beta value but has the highest holding period return.
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SUMMARY OF FINDINGS

Majority of the banks made their lowest holding period returns in year 2009 when the financial
meltdown was at its peak in the Nigerian Stock market. Similarly majority of the banks made their
highest holding period returns in year 2007 when the bull took hold of the Nigerian Stock market.
All the banks made positive holding period return in 2007, and fourteen (14) out of the eighteen
(18) listed banks made above 100% holding period return, three (3) made 13.89, 39.57, 44.59
percent respectively while surprisingly First bank made the lowest return of 0.98 percent. This
period was the time bullish market was on. Within the period 2000-2011, Access bank made the
highest holding period return in two years, 2007 and 2010 with 375.92% and 43.30% respectively
while First bank and Ecobank made the lowest holding period return of 0.98% and -78.76% in
these years respectively. However Ecobank made the highest holding period return of 100% in
2009 while Intercontinental bank provided the lowest of -76.66% in that year. GT Bank generated
98.28% and 108.94% in 2001 and 2004 respectively to make it the top most profitable bank in
these years while Intercontinental bank with -39.53% in 2001 and Stanbiclbtc with -23.33% in
2004 made them the most unprofitable bank in the years respectively. In any case, Intercontinental
bank made it to the most profitable bank in Nigeria in terms of holding period return in 2000 and
2003 with 97.27% and 135.23% in respectively. Wema bank with 1.66% in 2000 and Afribank
with -18.73% in 2003 were the most unprofitable in 2000 and 2003 respectively. Again, Wema
bank with 94.94% made it to top in 2002 while it made it to the lowest bottom in 2005 and 2006
with -19.92% and -14.36% respectively. Stanbiclbtc provided the highest holding period return in
2005 with 223.63%, 2008 with 101.69%, 2011 with 25.67% and Sterling bank with 279.03% in
2006. The bank with the lowest holding period return in 2002, 2008, 2011 was UBA with -34.52, -
17.64, -45.53 percent respectively.

The estimated 12-year average beta for the subject-banks are as shown in table 4.4 above ranked in
order of average returns and volatility. The paper discovered that the most volatile banking stock
during the period of study is Oceanic bank with beta coefficient of 1.63 and the least volatile stock
is Ecobank with beta coefficient of 0.32. Also noted is the fact that the stocks did not generate
return symmetrically according their systematic risk levels.

RECOMMENDATIONS

From the findings of this study, the banking stocks are moderately volatile. However, the paper
hereby suggests that to determine the required rate of return on equity, an investor should be at
liberty to use either the yearly beta of the equity or the average equity beta as can be obtained using
a number of preceding years annual betas of the stock as he deems appropriate. On this note an
investor can cast his dice on stocks that generate his required rate of return ex-inflation at tolerable
beta value or coefficient.
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