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ABSTRACT i

. This paper essentially looks at the trends, in the, mobilization, of domestic, resources focusing j
,on savmgs moblllzahon and c1cd1t to the pr watc sectors. as wel l as; thc pr ob]qms with the
" mobilization of taxes. The paper attempts to analyze the. performanue; Qf the, Nigegian Stock
_:Exchangc (NSE) with emphasis on its resource mobilization role. The r(:ﬁcalchem adopted
the, descriptive research method for the papet, A, capital market, 19 a netwmk of ﬁl;‘anmal
.:.I,_'jmstnuhons and Fflc;l]mes that interacts to mobilwc aﬂd allogate, long— term. sawpgq in an

~economy. Tt iis long-term funds are exchanged for financial assets, 1ssued by borrowers or
“traded by holders of oulqtandmg ehglble instruments. Domestic rcsource mobilization refers
o, the generation of savings, ﬁom domcs‘uc TESOUIGES ,dlld __ﬂ}ell' allocanons tQ., soctally1

productwe uwestmcnts buch TCSOUTCE, mobllu,atlo,u can., cumé 1i‘mm both, the., publxc and

_private, sectors. Thc 1‘)ubllc sector dm,s this thmu;,h l.axatmn an (.

3

T Uk

d o{hcr forms of public; - *

" revenue generatio The. study reveals 'that the main: ' problems: with domestic Tes
" mobilization in Nigeria have been that not enough savings are being generatcd to facilitate .
the required investment. Also, the types of savings available do not casily make fmancnl
" intermediation possible. The Nigerian stock market has, been constramcd by policies that 1end
to make ihe stock exchange look like a mechanism by which ;30vemmcn1 raise loan finance
~rather than an instrument for nmhahzmg industrial finance, There is need to appraise and
“modify the restrictive pohucq that constrain the dcvclopmcnl of the capital market. '

- Key werds: Nigerian Stogk Exchange, C dpltal market, Moblhmtmn, Domeshc Resources, C

Feonumic deveiopment

|
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Introduction .
Domestic resources mobilization for dex elnpmem 1‘)u1‘p0'~“-es is becoming morte important

as access to foreien resources becomes increasingly difficuit. The global financial crisis and
~the subsequent rec ession hzve made access 0 foreign resources more difficult. It has also
"affected the 'mobilization of domestic TesOUrces. . Moblhzauon of domestic rosources for
economic develnpment has long been the cen‘ual focus of development economists. For
sustainable growth and.development, funds must be ef fectwdy mobilized and allocated to
cnable businesses and the economy har nesscd heir human, mateuai and management
FesOUTCEs (08 01)[]1]1211 output. The stock market is an econotnic institution which promotes
efficiency in capital formation and allocation, __I‘he stock market enables government and
jdusiry to vaise long-term capital for ['nancmg new. L__o_]ects ex]mnd'.ng and modernizing

indusirial/ commercial concerns.




“ The stock. exchange, as an important component of the capital market, plays‘a ©
significant role in capital formation process because of the tremendous opportunities that =
ensure from its activities. The stock exchange is preuled 0. mobilize long-term s'wmgs to
finance long<term investment by pmwdmg capital in the form of equity or quasL equity to
entrepreneurs. Indeed, the stock exchange is leally not jusl a financial institution, ‘but the vely
hub of the capital market,. the pivot around which every activity of the capltd! market
revolves. Hence, the exehdnge is expected to encourage bloddel nwnershlp of ]:lrodueme
assets and enhance the efficiency of the capital market tluough a eompetlliVe pricing
mechanism. There is.an argument. that the capital markets in devclopmg u)tmtnes in general
have not lived up to expectation in terms of the extent and degree of capttal mobilization for
economic development. In spite of policies instituted by the government at various times, the
performance of the Nigerian stock exchange over nea:ly 30 years of 115 exretence has been
relatively poor compared to other qtnek exchqnges oi" snmlar age m some dcveloped

countries. :
A compauson of the nger!a caml'ﬂ market, w1th for examp]e, lhnSc of Korea,
Ma]aysm and India, based on such mdicators as market eapnahzatlon asa proportlon of GDP

and value of stock traded, shows the dismal eondmon of the ngerlan eapltal market, Market

_capnahﬂt:on as a percentage of GDP incredsed remarkably in all the counines except .

Nigeria. Only in Nigeria did this increase by less than a percentage pomt heﬁce thls Study
aims at appriasal of the role of capna] market in moblllzmg domcstlc 1esouxce% lor economm

developmem in ngerla

EVOLUTION ANI) STRUCTURE OF THE NIGERIAN 8 rOCK EXCHANGE

- The Nigerian stock Exchangc began as the Lagos stock Exchange mcorporated m 1960.
The Logos stock exchange was later transformed into the Nigeria Stock | Exchange in' 19?7
This Exchange 1s the key player in the ngerlan Capltal Market "Althotigh the Secuntles and
Exchange Commlsq]on regu]ateq the activities of the exchange it is pnva{ely owned
The exchange has three categories of membership namely; the foundatmn members the
01dmary members, and the dealing members. H}e foundallon members are the Seven_
members that signed the memorandum of assOelatlon on mceptlon T'he or djnary metibers
are the shareholders of the register of members T]]IS category of members 1s those who Share
any profit or loss made by the exchange The dealmg members are ‘thosé mduiary me:’nbcrs'
who are licensed by ‘the 'council to trade in 'the ﬂoor ‘of {he exchange They act as
intermediaries between buyers and sellers of securifies (Agu 2010 118) o
The functions as set out m the memorandum of a55001a11011 of the eXChan ge mclude i
following: g -
o (C reatmg an appmpnate mechamsm for cap1ta] formatlon and eﬂlmen L, l""artien of
| savings among competing productwe mVestmeni projectq .' s~ o
~* Maintaining discipline and conﬁdence ',_thé: ( plta] matket,
. -MObl[lZlI‘lg long-term financial resources for mdustr]al pl’O_]CCt w1th long term

gestation penods and, e ot o . e
* Broadening the share, anershlp base Df cnterpnveq , TR W B

i3t "“. : ! ; T aE Nl 11

The ngcrlan capital market comprises several markel%f the markct for new 1sques (prnnary

markel) and a market for existing securities: (secondary mdpkel) There aie dlso a markej}.for
debt securities and a market for equities (ngumlke atd Omole 1997) e i
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The stock exchange, as an important component of the capital market, play= a
significant role in capital formation process because of the tremendous opportunities that
ensure from its activities. The stock exchange is expected to mobilize long-term savings to
finance long-term investment by providing capital in the form of equity. or quasi-equity to

_entreprencurs. Indeed, the stock exchange is really not just a financial mnstitution, but the very
hub of the capital market, the pivot around which every activity of the capital maricet

revolves. Hence, the exchange is expected to encourage broader,ownership of productive

assets and enhance the efficiency of the capital market through a competitive pricing
mechanism. There is an argument that the capital markets in developing countries in gencral
have not lived up to expectation in terms of the extent and degree of capital mobilization for
cconomic development. In spite of policies instituted by the government at various times, the
-performance of the Nigerian stock exchange over nearly 30 years of its existence has been
relatively poor compared to other stock exchanges of similar age in some developed
countries. ' '

A comparison of the Nigeria capital market with, for example, those of Korea,
Malaysia and India, based on such indicators as market capitalization as a proportion of GDP
and value of stock traded, shows the dismal condition of the Ni gerian capital market. Market
capitalization as a percentage of GDP increased remarkably in all the countries except
Nigeria. Only in Nigeria did this increase by less than a percentage point, hence this study
aims at appriasal of the role of capital market in mobilizing domestic resources for economic

~development in Nigeria.

EVOLUTION AND STRUCTURE OF THE NIGERIAN STOCK EXCHANGE.

The Nigerian stock Exchange began as the Lagos stock Exchange incorporated in_1960.
The Logos stock exchange was later transformed into the Ni geria Stock Exchange in 1977.
This Exchange is the key player in the Nigerian Capital Market. Although the Securities and
Exchange Commission regulates the activities of the exchange, it is privately owned.
The exchange has three 'catcgori-cs': of membership namely; the foundation members, the
ordinary members, and the dealing members. The foundation members are the seven
members that signed the memorandum of association on inception. The ordinary members
are the shareholders of the register of members. This category of members is those whe share
any profit or loss made by the exchange. The dealing members are those ordinary members
who are licensed by the council to trade in the floor of the exchange. They act as
intermediaries between buyers and };ellcrs of sccurities (Agu, 2010:118). o
The functions as set out in the memorandum of association of the exchange include the
following: _ } Hh R
*» Creating an appropriate mechanism for capital formation and efficient allocation ol
savings among competing productive investment projects. ;
* Maintaining discipline and confidence in the capital market, o
* Mobilizing long-term financial resources for industrial project with long-term
gestation periods; and : : '
* Broadening the share ownership base of enterprises.

The Nigerian capital market comprises several markets- the market for new 1ssues (primary

market) and a market for existing securities. (secondary _ﬁarké_t).”There are also a market for

debt securities and a.market for equities (Ogwumike and Omole : 1997).
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. secur'tics in the exchange. In the primary market two types of securit

The primary market is concern with the offering of new sharcs or the initial issue of

: ies are issued, debt and

equity. Debt instruments ‘nclude the federal governmeni development stocks and the
indusirial loans and preference stock/bonds.

The sccondary market provides the mechanism for conv

cash. ‘This market provides the means whereby investors monitor the values of their shares

erting 1lliquid assets 1o hiquid

and liquidate them when they so desire. s
To facilitate 1ts smooth operations, the stock exchange functions under rules and,
regulations to which its members are expected strictly to adhere. Some of the rules are:

+ Restriction from puh'licl advertisement or canvassing.

» Restriction from charging exorbitant fees. ' e

s  Restriction from marrying deals between two of its client without giving other brokers
~achance to offer or bid. 8. : - '

The NSE is g()vemc'd by a Cbun;il (Board) of it_hg:rstoc}c Exchange, which is the highest

* policy marking body of the exchange. The council 18 :prelsidc'd over by 2 }ﬁ.residént'and the

administration of the stock exchange is vested  in the Director- General. The, powers, and

functions of the council are: - - e e
% Enforcing the articles as well as the rules and regulations of the exchange.
» Taking disciplinary measures against erring members and policing the market.
% (ranting quotations 10 companies and decisions to delist, suspend or withdraw
quotation from any quoted company as it may deem fit. , . .

% Protecting the interest of the investing public (Alile and Anao, 1986:23).

The council facilitates ils functions through the use of committces drawn-from its members

i

to deal with specific matters. _ 5. a

The Securities and Exchange Commission (SEC) is the top rlegul:utory.boﬂy for the NSE.
It was established under the Securities and Exchange Comimission Decree of 1979 (re-
enacted as Decree No.29 of 1983). The SEC’s functions carn be grouped into two broad areas,
regulatory and developmental. Among other things, it determines the price. amount and time
at which securities of a company arc to be sold either through offer for or by subscription in
the primary market. It also creates the necessary atmosphere for order, growth and
development of the capital market. (Ogwumike and Omole 2011:32). _ 8

At present the stock exchange has nine branches and trading floors viz Lagos (1961),

Kaduna (1978), Port Harcourt (1980), Kano (1989), Qnitsha (1990), Thadan (1990). Abuja
(1999), Yola (2002), and Benin (2005). Lagos',is'the:}if;éld office of the exchange and two new
branches are proposed for Uyo and Bauchi. The NSF started with 19 securities (1961) listed
for trading hitting 19.2 billion (2004) and 26.7 billion (2005). The total market capitalization
s over N4 trillion. (Eshiobo, 2010:4) : JECRE A

The NSE market has in place a network of staf fed stock brokerage firms, issuing houses.

(merchant banks), corporate law firms and firms of auditors and accountants who subscribed
to the code of conduct “our word is our bond™ There are over three million individual
investors and hundrcd of institutional investors including foreigner/ foreign companies who
owned about  47% of  the quoted ~~companies (retrieved ** from
hirp://www.m’gemmfock'exchangé.com,?O()ﬁ:G) - '

Trading is carried out through automated trading sysiem (ATS) involving a network’ of
computers through which stock brokers match bids and offers on the different trading floors
of the stock exchange. ' ' L i I
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To make the NSE more efficient and investor friendly, a central securities clearing
system (CSCS) limited or clearing house was introduced in 1992 to electronically clear, settle
and deliver transactions on the exchange. The CSCS has an integrated central depository for
all share certificates electronic/ book-entry of transfer of shares from sellers to buyers, record
of settlement of payment for purchased securities, a register of members, custodian services
for safe keeping of certificates of foreign investors, provides quarterly information on
individual stock account, provide opportunity of using stock as collateral for borrowing
moncy, reduce investor’s risk of loss of certificate, reduce operational cost of stock broking

{irms. j .

The NSE also has inter and intra-net services (NSE CAPNET) and a_web site
{(www.ingerianstockexchange.com). The NSE has undergone internationalization in 1995 as a
result of the deregulation of the capital market in 1993.

There are now local and international participants/ investors in the market for instance
Oando Plc was granted listing status on the Johannesburg stock exchange (JSE) in 2005
(Eshiobo,2010:4). _ _

Transaction in foreign portfolio was in excess of NI0 billion less investments under
banks recapitalization programme. Trade alert service was launched in March, 2005 to further
sccure the market against unethical practice, especially unauthorized sale of client’s shares.

The service keeps the investor informed or alerted about the statement of his stock account
regularly or communicated market related information to subseribers.

METHODOLOGY
The rescarchers adopted the descnptwa research method for the paper. Descriptive research

method is a type enquiry that deals with the collection and ana]ysm of data for the purpose of
describing and interpreting existing conditions and attitudes (Ogbuoshi, 2006: 32). The main.
trust of descreplive research method is not merely descnbmg exlstmg state of afl falrs but more

importantly, to discover reliance and meaning,.

In this paper, efforts were made to provide and also make informed deqcrlptmn m conformlty

within the confines of the paper. '

Operators of the Nlj,cz ia Stock Exchange (NSE) Market -

The operators or participants of the Nigerian Stock Exchange are dealers/brokers, _]DIJbCT‘;
issuing houses, registrars, underwriters, trustees, portfolio or fund managers who provide
services to investors and borrower’s in the capital market.

* Stockbrokers and dealers. They are the licensed members of the thCk exchange
who maintain a fair and orderly succession of price for a specific security traded on
the stock exchange. They act as agent to both buyers and sellers of stocks receiving to
buy or sell order instruction from them. They provide professional advisory services
on choice and management of investment. Their business is mainly 1 the second tier
securities market (SSM) established in 1985 to provide local indigenous investors
opportunity to raise capital. They mobilize investor’s stock to be lodged with CSCS
for transaction on the floor of each exchange and also Liaise with stock transactions
settlement banks using the ATM and Transnet facilities. The broker or br okerage firm
receives commission or broketage fee as its remuneration for scrwcc*; rcndercd to
customers or clients.

e Jobbers: They are members of the stock exchangc who specmhacd in pdﬂl{‘i.llal
group of securities such as mining, food, oil ete. They are t]u, aclual dealers 111
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securities but transact business only with brokers who act on behalf of mvestors.
Jobbers deal on homogenous securities while brokers deal on heterogeneous
securities. . ' ' ' ' - ;
e TIssuing Houses: An issuing house is a financial institution and d non-dealing member
of the NSE. The house prepares prospectus for the sale of new securities to the public
issued by companies and- governments. They handle mainly primary securities
covering offer for subscription, rights issues,(bonus shares to exiting shareholders),
offer for sale, private placement, financial advisers on mergers, acquisitions -and
{akeovers. An issuing house requites N40million paid up capital to register. "
» Registrars: These are iransfer agents for the opening of registers and maintaining the
list of shareholders of the companies on the conclusion 0f511l'}5::_fipﬁ0115' and dllotment.
~They are in two categories, in-house and the general registrars. The in-house registrar
maintains its own register of members of listed companies. The general registrar is a
distinct corporate body that specifically opens a register for all members of the stock
exchange. They also .accept lodgments of documents in respect concluded’
transactions, collation of returns on public offer such as interest, dividends or return

_ money for over subscription. ' - ' R A P e

e The Nigerian Stock Exchange (NSE):_'ThiS is a self regulatory organization  that
supervises the operation of the formal capital market in addition to other investment
guide/services (Agu, 2010:123). t W e T

o Underwriters: These are institutions just like insurance companies that facilitate and
induce success of securities on offer and at the time hedge them against failure. E.g a

H i

stand-by underwriter of a security can make a promise to money available in the event
of under-subscription of the security. A firm-underwriter on the other hand can
negotiate the price of subscription and pay the issuer off whilé adding his own margin
to market the offer. There is a third group of undenwiie_rs that pron*liséd only best
effort to market a security without financial t;omr:nit_meﬂl_’r_.“ ' Wt N
e ‘Trustees: A trustee is a firm that holds and manages ass}éts like trust or pension funds,
debt securities on behalf of individuals or institutional investors. These operators are
assuming greater role with the introduction of the new pension scheme by the. federal

government of Nigeria in 2005.

OPERATION OF THE NIGERIAN STOCK EXCHANGE

The Nigeriar Stock Exchange opens for frading in bids and offers between. 1 lam and 1.30pm
on the average on every business day. It use_ihg__autolmati:d'n'i:_dli_ng system (ATS) 1o facilitate

business between sellers and buyers of securities via their ;igcm.s-johbcr's,"dcalcrs, issuing
houses and other operators of the market, o W

The price of new issucs for subscription i8 det{:ml-ined by the issuing __hoL_'i_sﬁe,'-’su'}c’lcbrokers
while the secondary market prices are determined by the stockbrokers only. A round of

 transaction (T).is processed and concluded within four (4) days i.c. (T3 days) in electronic

book entry form. The transaction update is sent 10 the relevant registrars by the CSCS Ltd to
constantly update the register of members of listed companies. Over 400,000 shareholders are
on the CSCS system register and only 2,200 requests for certificate todate. .

The stock position of an investor is obtainable’ from the CSCS 4 days after {ransaction
(T-+4 days). Investors statement of stock position arc issued every quarter free of charge and
when on request paid a token charge of #100. Armed with information, investors can
speculate more and take useful capital investment decision. -

B |- -
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- THE ROLE OF STOCK EXCHANGE

The All-share index (real index) of the exchange was formulated.in January 3/1984 as the
base year (1984=100). When.an investor ,s_ub'scribedl to cquities and is-allotted after fiill
payment he is entitled to atiqn_d_t_helan_ima-lll_‘gg}fieral_1;_1_ec_t_ing (AGM) of sharcholders and can
vote to elect the management of the company. The retumn on cquitics to the investor is by way
of dividend or price appreciation or scrip issues. The returns on government stock or bond or
debenture and other industrial loans is the interest rate yield.

CHALLENGES ASSOCIATED WITH DOMESTIC RESOURCE MOBILIZATION ~

a. Low Savings: The main problem with mobilization of resource in Nigefia is that not
enough savings are generated to facilitate the required investments. In' Nigeria savings
rates are low and do not compare with that of other countries. The gross domestic
saving i other African countries amounted to 17.6% of GDP in 2006 'compared to
26% n South Asia and about 43% East Asia and Pacific countries (World Bank,
- 2007:6). The low saving rate in sub Sahara Africa explains the low level of economic
activity in the region and the slow pace of growth. Other factors include the very low
levels of financial intermediation and credit on the confinent and the fact that over

40% of Nigerian savings are invested outside Nigeria. ' ' . :

- b. Capital flight: Capital flight remains the single most impactful stumbling blocks to
domestic revenue mobilization. Tax flight from developing countries is estimated to
be several times higher than aggregate. inflows from development dssistance. Capital
flight severely weakens domestic revenue mobilization ‘in Nigeria, It undermines

- social contracts and damages, good. governance. In the context of Africa the United
Nations Conference on Trade and Development' (UNCTAD) estimated in"2007 that
capital “flight caused considerable damage because Afn"ca_iﬁwstiﬁents_"wdrId—wide
were worth 400billion US dollars which was double the entire African”debt worth
215billion US dollars,. R S

¢. Tax Incentives and Exemptions: /eischer (2002:34) defines tax incentives as “any
tax provision granted to a qualified investment project that represents’ a favorable
deviation from the provisions applicable to investment projects' in ‘gerieral,” The

-economic theory is that it ‘acts as a tool for ‘promoting ‘investments. 'In’ practice
however, it has been observed that tax incentives distort resource allocation leading to
some sub-optimal investment decisions and therefore harmful to long term growth.

* Tax incentives are not the primary determinants of the decision to invest;
instead most investors base their mvestment decisions on economic and
commercial factors on one hand and institutional and regulatory fictors on the
other. o il : il

s Often mahy multinational enjoy foreign tax credit at home and giving them tax
incentives may have minimal impact on their profit which in effect allows the
developed home country to be the final beneficiary of the tax bredk.

° [Iinally most often, start-up companies make losses for several years and do

not benefit from tax exemptions. It is however the ﬁﬁpé th;it zfnal_cé"_pgoﬁl from
the start that henefit from tax exemptions and these would have invested

anyway. Typical example is the housing industry in Ghana.

The stock Exchange provides companies with tht:'-fnciiity to rmsc capital for ‘expansion

through'selling shares to the investing public. Resides the borrowing capacity provided to an
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individual or.firm by the bar:king system in the form of credit or loan, there are four common
forms of capital raising used by companies and entrepreneurs. Most of these available options
night be achieved, directly or indirectly, involving a stock exchange. e &

Going Public: Capital intensive companies, ‘particularly high -tech companies,
always need to raise high volumes of capital in their early stages. By this reason, the
public market pravided by the stock exchange, has been one of the most important

funding sources for many capital intensive startups. After the 1990s and 2000s hi-tech

listed companies boom and bust m the world’s major stock exchanges, it has been

much more demanding for hi-tech entrepreneur to take his/her company public, unless .
either the company already has products in’ the ‘market and is generating sales and
earnings, or the company has completed advanced promising clinical trials, earned
potentially profitable patents, or conducted market research which demonstrated very
positive outcomes. This is quite different from the situation of the 1990s and 2000s

period, when a number of cofnpanics (particularly internet boom and biotechnology
‘companies) went public in the most prominent stock exchanges around the world, in

{he total absence of sales, earnings and any “well-documented promising
outcome. (Ukwuani, 2012:15). ' ”

Mobilizing Savings for investment: ‘When per}plé draw ‘their savings and invest in
shares (through an IPO or the issuance of new company shares of an already listed
company), it usually leads to rational allocation of resources because funds, which
could have been consumed, or kept in idle deposit with banks, are mobilized and
redirected to help companies’ management boards finance their organizations. This
may promote business activity with benefits for several economic sectors such as .
agriculture, commerce and industry, resulting in stronger economic growth and higher
productivity levels of firms. Sometimes it is very difficult for the stock investor to
determine whether or not the allocation of those funds is in good faith and will be able
to generate long-term company growth, without examination of a company’s internal
auditing. S
Facilitating Company Growth: Companies view acquisitions as an opportunity to
expand product lines, increase di siribution channels, hedge against volatility, merease
its market share, or acquire other necessary business assets. A takeover bid or a
merger agreement through the stock market 1s one of the simplest and most'common
ways for a company.to grow by acquisition or fusion. il o

Profit Sharing: Both r1usal and professional stock investors, as large as institutional

investors or as small as an ordinary middle class family, through dividend and stock

price increases that may result in capital ‘gains, share i’ the wealth of profitable
businesses. Unprofitable and troubled businesses may result in capital losses for
sharzholders. ; el i ' B
Corporate governance: By having a wide and varied scope of owners, companies
generally tend to improve management standards and efficiency to satisfy the
demands of these shareholders, and the more stringent rules for public corporations
imposed by public stock exchanges and the government. Consequently, it is alleged
that public companies (companies’ that are owned by sharcholders who are members
of the general public and trade shares on public exchanges) tend to have better
management records than privately held companies (those companies where shares
are not publicly traded, often owned by the company founders and/or their families
and heirs, or otherwise by a small group of ‘investors). (Retrieved from
www.projectfaculty.con) | : CEIOR g
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» (reating Investment Oppnrtunllics for Small lnvesmri" As opposed to other
businesses that require huge capital outlay, investing in shares is open to both the
large and small stock investors because a person buys the number of shares they can
afford. Therefore the Stock Exchange provides the opportunity for Srr‘al__l investors to
own shares of the same companies as large investors,

e  Government Capital-Raising for Development: (“nvcmmuua at various Icve]s may
decide to borrow money to finance infrastructure pm]wts such as sewage and water
treatment works or housing estates by aelimg anothcr uﬂtegory of securities known as
bonds. These bonds can be raised through the Stock Lxchanue whereby members of -
the public buy them, thus loaning money to the government. The i issuance of’ such
bonds can obwiate the need, in the short term, to directly tax citizens to ﬁnancc
development though by securing such bonds with the full faith Emd B[edll of the
government instead of with collateral. The government must eventmlly tax c1t17enq or
otherwisc raise additional funds to make any regular coupon paymt,nlq and 1cfund the
principal when the bonds mature.’ .

s  Barometer of the Economy: At the. SLOL]( Txchdngje Shdle ]JI'ICE.‘: rise and fall
depending, largely, on market forces. Share prices tend tu rise or rematn stable when
companies and the economy in general show signs of stability, and, ;growth. Aﬂ
economic recession, depression, or financial crisis.could eveniua ]y lead to a stock
market crash. Therefore the movement of share prices and in general of the stock
indexes can be an:indicator of the general trend in the economy. - a2 3

STATUTORY ROLE OF . STOCK BROKERS IN MOBILIZING DOMESTIC
RESOURCES. = |

'"lhc stockbrokers are a major player in the activities leading to the Dubht otfel of SE‘CLII‘ltlES n
- the primary market. The stock brokers according to Alile and Anoa (1990: 12) is guided by

the Companies and Allied Matters Act of 1990, Banks and Other Financial Institutions Act of
2004 as amended, Insurance Act of 1997, Investments and securities Act of 1999 Rules and

- Regulations pursuant to Investments and Securities Act of 1999 issued by SEC and Rules and

Regulations governing listing of securities on the Nigerian Stock Fxchange issued by the
Nigerian Stock Exchange (NSE). They are also regulated under the Chartered Institute of
Stockbrokers Acts. In a public issue, once a mandate has been won and the Issuing House and
the Issuer have determined the turning of the offer, the broker must be appointed. He acts as
the principal intermediary between the company, its advisers, and the Stock Exchange. He
facilitates the listing of securities after the application and registration requirement of the
SEC have been complied with. (Sule and Momoh, 2009:77).

The issuing house and the stockbroker meet with the issuer to ensure compliance with the
requirement of the Companies and Allied Matters Act 1990 as amended. At the mandate

giving stage, the stockbroker files an application to the stock Exchange intimating her of the

offer. lle consequently vets all documents for presentation to regulatory '111t1101‘1tles and

~authenticates .all claims made therein. At the approval stage, the stockbroker sponsors the
- application to the Stock Exchange along with the accompanying documents and information.

He answers any queries and /or question that may be asked by lhf: quotation df-nartm*‘nt Of
the Nigerian Stock Exchange.(Sere-Ejembi, 2008:11). .

Furthermore, the stockbroker delivers to the Exchange proof pnm of the ]'!I’OcrpﬁuﬁlS ‘the
apphcatmn fmm poster and newspaper advert after approval has been given by the quotation
committee as well as collect the certificate of Exemption issued in accordance with section
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553 of Companies and Allied Matters Act and this authorizes the issuer to produce the
abridged prospectus prior to the Completion Board Meeting. Also, the stockbroker with the
other parties to the issue signs the verification questionnaire and offer documents at the
Completion Board Meeting and files a complete set of the signed documents with the stock
Exchange immediately after the meeting and he acts as a receiving agent for the application
and ensures wide distribution of the shares. o -

Apart from the primaty market activities of the stockbroker, he also plays a major role in
secondary market transactions, Indeed he takes to the floor of the Exchange the shares of an
investor who wants to sell or buys shares offered for sale by other stockbrokers. This role
places a hearing responsibility on the stockbroker. He or she must ‘act in'the interest of the
investors and be fair efficient and trﬁnsparea{tf'Tn'-'add'ition;"t'he Stockbroker is expected-to
exercise due diligence at the floor of the stock exchange by not engaging in sharp practices.
The case of bank loans readily comes to mind, the SEC learnt of an alleged scam on the floor
of the Nigeria Stock Exchange involving the sale’of Nestle Foods plc, Unilever Ple and other
securities. The scam was alleged to have been perpetrated by a syndicate through the use of
certain stock broking houses. The APC found some stockbrokers and other capital market
operators liable and were accordingly penalized. They were found to have operatéd the SEC
code for Capital Market operations. The Investment and Securities Tribunal upheld the
decision of the APC save on issues of cost. ' P £, ¢ B _

There is thercfore need to bring the code within the ambit of the proposed amendments
to the Investments and Securities Act 1999 through incorporation by reference. This 15
because it was the lower standard of megligence available in the Code that made some
companies and individuals to be found liable. There should be a specific statutory duty
imposes on stockbrokers in the ISA 1999, apart from the general law of contract and tort

INVESTORS PROTECTION: .
Investor’s protection in the capital market is aimed at protecting them from deceitful and
other unscrupulous and manipulative activities, which can erode the interest of the investors
in the markel. Investors need 1o be protected for their own objectives of seeing their
investments grow. To protect investors, the SEC rules and Regulations prohibit any person or
‘persons from soliciting for investment business without prior registration with the Securities
and Exchange Commission. ' BN pi R :
Section 148 of the ISA 1999 provides for the establishment of the Investors Protection
Fund 1o cater for the protection of investors. However, it has not been able to achieve the
protection of the interest of irivestors. This is because despite the existence of the Fund, the
incidence of market abuses and ‘fraudulent ‘malpractices has remained largely on the
increase. (Sule and Mowioh, 2009:88). G ' :
Capital market integrity seeks to promote the interest of the investors in investing in the
market is that shares and stock beught or transferred is authentic and genuine and
unsuspecting investors are not defrauded by unscrupulous, callous individuals and corporate
organization operating in the market. Therefore verification of stocks: and shares before any
ransfer of stock is made by Stockbrokers, Registrars, Clearing Houses, Issuing Houses, etc 18
‘a mandatory process. Even where the transitions arc concluded in-house; the genuineness and
authenticity of the shares/stock must not be compromised. A commodity exchange is an
-<caciation of mombers. whether incorporated or snincorporated, who have came together for
the purposes of engaging in the buying and/or selling Dfﬁ"ﬂny commodity and/or future
contracts, or who receive the same for sale ‘on consignment= The purpose 18- 10 provide
competitive markets for the trade of particular commodities or contracts in respect thereof; as
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well as to pwwdc organized facilities, staff and other necessary resources to support such

markefs.
Also, section 8(6) of the ISA 1999, Securities and Exchange Commission is mandated and
. empowered to register and regulate futures, options, derivations and commuodity exchanges.

.
) CONCLUSION
This study concludes that the ng:nan stock market has been constrained by pohue% tlﬂt
. tend to make the stock exchange look like a mechamsm by which government raises loar-
finance rather than an instrument for mobilizing industrial finance. There are relatively few
policies aimed at increasing the growth in the number of companies lm‘.ed on the stnck
exchange. -
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APPENDIX 1: RESEARCH VARIABLES

YEAR  BUDGET (3M) GROSS EXTERNAL  CAPITAL
' DOMESTIC RESERVE  EXPENDITURE
PRODUCT (R2M) (BEM)
_ (M)
2004 . 2,263,587.9 11,411,066.91 2,221,128.74  351,250.00
. 2005 2,814,846:1 . 14,610.881.45 = 3,704,585.14  519,470.00
2006 4,027,9027  18,564,594.73 - 5420,164.41 . 552,358.80
2007 5,809.8267 . 20,657.317.67 . 6,420,031.74 759.323.00
2008 9,166,835.3 24,296,329.29  6,242.493.70 ~ 1,123,458.00
2009 10,780,627.1 24.794.238.66 6,241.745.59 1,123,458.00. -
2010 11,525,430.34 33,984,754.13  4,796,185.66 1,152,796.50
2011 13,303,494.5 37,409.860,61  6,654,636.79 883.870.00
2012 15,483,847.5 40,544,09994 6,813,447.56  874,800.0
2013 15,668,925.29 42.396,765.71  6,861,375.56  831,201.90

Source: Central Bank of Nigeria Statistical Bulletin

191




