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" Ihe Global Stock Market Crash

- capitalization was the proxy of _ 0
- ExchangeRates arethe proxyof global stock m

econoinic growth.

 market participait

~stock prices across

. ,'pap_éir""we'cift.h,‘-_R@?péi'?ivea 151

" of assets. Crashes are driven by panic as Mt

Lo ':-_[o‘Howlﬁper}:ibla_ﬁve"i;:i*éc"k'-'market ' j

., massive destruction of équity wea
s Jr:'e_g'uf:f'fifﬁfjs-Fmd,_b{ee}jéngd ‘thé recession oit the Nigert

- put up _}-‘r’:';gasm}gs';‘_ro.,s_:éjm'iup investor's confiderice an

* “contributesign ificantly to fhegmwm"ofmgér an

© keywords: G
- Exchange, Stock Market:
Introdhiction.

 1tis Snid that the stock market s
~ the economy of a'c'01111t1'y'-lis' large

 cait affect the‘sconomy which it already exp
crash of 2008, I both thes situations, the ec

of 2008, Causes and Imi)licatinns on the Growthof 5t

Agu,BertramOnyebuclnPhDandSlmonNP.NWankwophd
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the causes and the implications of the 2‘_008}g_lob'a}f stock market ¢ shonthe.
economic growth of Nigerid. Siniple multiple regression -model. was adopted an
' ' the global stock miirket crash, while capital
ock market crashion the Nigeriar
stock market is an organized market wheie brokers nieet to buy and sell's
market is the aspect of the findneial system which mobilizes: d chuririel
' The stock market crash are ;&é_é'fiill'pﬁéno'meh._q Where éxt
cormbine with arpwd-behaviaw and psychology if a positive feedbe kloop’
saiils drives more market participanis 1o sel
a significant cross-section of a stock ma
1lth '_rnea_;is_we_al;tﬁ!a" Iedsi
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[into aglobal crisis resulting in numiber of bank failures in Europe and sharp reductions in th

B intervention or acquisition by other banks. On October 11, 2008, the head of the I

~crash™ ot the “Panic 0£2008"

‘countries, inéluding Russia, India and Brazil, 4s well as smallet economids, i

The problem Which;-[hifs study addressed therefore LS cxﬁlaythccau

. Specifically the study sought;

* High risk loans and il :
_ @ Government polices. (Adamu 2009 in Sanusi2011:4) ol i B
The financial crisis stemming from the bust of the housing and credit bubble lg;__ﬁ;‘ili;tq é_tjj:s;_lllixltdown b e
of the credit markets and spread around the globe, with the tesultant massive destriction of equity -
and real estate wealth. Senbet and Gande (2009. 1), observe th'at_the:drams't__i_q-;‘iri_&'is‘;:é{f ifivestor
confidence triggered massive selloffs in the stock markets around the world. The global erisisis .~
unlike anything we have witnessed since the Great Depression, and every region of the giqpe_hag- e
been hit. . . i, : BRI Py e T ; i
On September 16, 2009, massive failure of financial _-_ilﬂ'Stitl,litiO!‘lS\_;inI"ﬂ_}S*Uﬂ_iféﬂ:_l's ates, due-
primarily to exposure of secutities of packaged subprime loans and their is's‘iiér‘s_;fl"sipi'dl_gf!_’t?'vblvgdh:;'!'--;-_; 3
LIV L SRmpiesustibis Hteige . . . -
of equities (stock) and commodities worldwide. The failure of the banks in Iceland restited in a
devaluation of the Icelandic krona and threatehed the governinent with bankruptcy: Teelar ;
able to secure an emergency loan from the International MonetaryF=unqr_f{iﬁ“-NoVem ) :
United States, *15 ibanks  failed while several ‘others  were. rescued - through -

Monetary Fund (IMF) warned that the world finaricial system was teéteririg o
systematic Meltdown (Canada.com, 2009:21). The econofiiic '¢risis caused
temporarily ¢lose their markets. oLl S S R B
-On October 8, 2008, the Indonesiar stock matket halted trading, after a 10% dr
The times of London reported that the melidown was being called the crash of
were comparing it with Black Moriday of 1 987. The fall that week of 21 :ﬂéi‘.é:él;tjwﬁ
drop as:the 2.8 percent fall 21 years eatlier; but soine traders Wete saying it was o
then it was a ‘shott, sharp, shock ‘on ofie “day, This has been  relentles:
(Business.timesonline.co.uk, 201 0). Business week also refetred to the ¢rigis as’a

‘Beginning October 6 aiid lasting all the wcek,theDowJonesmdusmaI Avél
for all § sessions. Volumelevels were also record breaking. The Dow Jonés Tridtust

over 1,874 points, or 18%, in its worst weekly decline eVer on both a pointand pe
has been noted that recent daily stock market. drops arg. ovetall nowheie |
experienced dutig the last stock market crash in | 787. Othiers have suggested
manipulating and over- inflating stock marketdrops and calling them “Créshes”

the perception ofa great depression. Slgin ool ol sl TR
Virtually all emerging- market ecoiomies have been "_I'Ii_t_-ljy_-th:é financial turmoil,
country, banks and investment funds withidraw from ‘ciherging matkels and oo
range of risk assets into more liquid holdings. Igbatayo (2011:1), observes that t
financial assets impacted dramatically on equity prices, bond spréads and purrencie
all emerging markét economies, coritributing to’tighter domestic credi it
ne

and the Philippines. | & - . e
b Erelore 1s ¢ ses arld imp
global stock miarket crash on the growth of Nigerianeconomy. R

Objectives of the study
o Todetermirie the effects of changes ifi the number of stock
*  Toascettain the remote causes of global stock maeket 0




* Genbet et al (2009:3), observe that t

markets. This leads to a complete shut
" gudden reversal of

- were sold around t

R 1fiit)1_1£;y't'ii:$'ri’iile_y_-hﬂdip'

« Tofind outthe effects of the global crash on the economy of Nigeria
o Toproffer solution to the identified challenges. . I

CONCEPTUALFRAMWORK/ LITERATURE REVIEW _
COURSES OF GLOBALSTOCK MARKET CRASH. 5 S T 0 e
At the root causes of the global crisis are still being debated. BEAK

said that some key factors have emerged that have cohttibuted to the build-up of the excesses! -
devolved into the Largestﬁnaﬂcia] orisis in recentmeniory. ) ' RS e g

The collapse of the venerablc;-f’ma,nc'ial"in“sti_tution,'Lehmah Brothers, and ifs filing. -
bankruptcy on.September 15, 2008 sparked a massive loss of confideiice in the credit and 8t
' ' down of the credit market. Many_:ﬁ_avc'arg"ll;qd‘*_th"_ét_ '
fortunes in the financial matkets i’ September (2008 was f N
unsustainable housing ‘bubble that began buis ' / b
accidental, and it was accompanied by a credit (mortgage boom), excessiVe.
financial segtor, an era of }ovs{__intéi‘ésgan ¢asy money, complex secutitization of ort
securities fueled by credit rating bodim, "aﬁd"_otilef‘d'e'i'ivatiyé:'s fators. The cti
rooted in the US, has spread around the globe. The global dimension of the et 16
(Senbet,etal 2009:3). Ttis related to the exposure of the rest of the "}!Jc_tﬂd-t()'thé"U housing 1
through holdings of mortgage backed gecurities.” SHY S e

These mortgage backed securities (MBS) detive value from the uhderlyil
: he wotld. Through this vehicle, the US housitig matket go
financial institutions and investorg around the global had expos ife to the booming
‘holdings of mottgage backed AT s W
Shareés: Explained.com (2012: 1), opined that the ‘rgan cause of the stockm
wag Subpritie Mortga pe Crisis in the US.: Cortiparites were lehdifig tp peop
ratitigs, and basically, to people who, would strugglé to pay back the 16ans (if 2
were exposed to these loans and eventually collap S_é_d.ﬁ-ff_h"iS'.W'a”_S’_fbeEﬁ’tisrr“ hey wete ¢
¥ / than they had in their own bank. This is calleda debt o eqity ratio.
Jenrola and Daisi (2 012: 3), observe that the genesis of Global Finan ial Crisi
“thé ﬁlnanbilél'_libefaliﬁ'atjph that took place in’ the. last two décades, whig
"prac_t'iqall‘yi’mqu_;ésti_oﬂ_edU_S leadership style sificé the'1990s for ecotio jic divet
The last two decades wittiessed information and eomihunication techndlog (CT)
financial markets and this arguably became the drivihg force of banks pro
‘sheet activities. i A AR et P i iy
The resultant of the financial cr_i_s"ié._Sprear;i-'t'('j'6t_het$¢'ét0}j$ of the world econotx
and lquidity ctunch, weaken' consumer dematid, job losses, and collapse of ¢
decling output and host of cithclj_'rjnaq'r‘oecoﬁ(}rﬁi@j_n’fs‘_tabil;it’y,_i_ﬁd'i'céit_o'fs',' s
Al first, it was argued that the global stock market crash hds no effect on Nigeti
RBut that initial response according to Yakubu andAkereic(zo 12: 1), was puf
country's dependence on the export sector is vety sign ificant. 99% of foreign :
Nocal revenues are directly derived from activities related to export

iz at the centre of the cusrent financial crists, oil. It ig estimated that R.
US bound and tp to 25% to t '

bufsting in 2006. The: Housing, bt

us | %,to the Bufope zoie. 67% of ouf 1ot
20% (o Asia while ECOWAS accounted fot only 11% in 2
Nigerian foreign earning reserves is'kept in Buropedn capita
have tuinbléd and bank distres sed, Sanusi (2011:3), states t
show by mid 2007 with the fall of tajor stock matket price



“the collapse of Lehman Brothers in September 2009 and spread across economic sectots in- . -
-4advanced, emer‘gingandde'veloping.economies-,'Nig'el_'iainc‘lusive.' ' : o g

- CAUSES OF STOCK MARKET CRASHINNIGERIA. il
iAccording to Jenrola et al (2012:8), the equity tharket crash of 2008 has been attributed to thany . -
' ;._f-}causcs.Theyareas L R e b el et L e o n g My > e A
4 s The global financial crisis; The 2008 financial crisis could be traced back to thie sub-
Y prime mortgage loan crisis in the USA in 2007. The first stage of the erisis emerged from .
the prolonged surge in oil ‘and other commodity prices, which §:r'q'd'ed.'l_}_du_s_l'eh'(jl't_l!ﬁf“_i-
spending -power and affected companies' profit margins. As a result many ecotion ieg, -
i gradually slowed down towards the end of 2007 -and “continued - through

Incidentally, the Nigerian stock market ‘Was witngssing iﬁassiye.crddits_‘ drive [

recapitalization of the bafks. Prices of equity rose to become one of the highdstii 1

e world. This resulted in a massive inflow of funds info.the Nigetiari equity tharket up {6 the -
way o distquarterof2008. (Olaoye, 2010:35). - sEol N e A S e

. » The economic outlook took a dramatic tutn by the last quarter of 2007 wheh soth

- banks and companies in the US and UK collapsed. This accordifig to Moidi (:

. triggered banking crisis, and shock public confidence. Consequetly; the méa

5 financial matket risk and uncertainty ballooned. The resulting contraction in the siip

credit had a significant impact on: the ability of households and coftipaiies

spend and invest. The crisis caused panic ini financial markets and'spur ifvestor

out of risky mortgage bonds and equities into. commodities as stores of valy

1o séfvipe--?i11attlfii}g "ob_]_ligati_ons in ‘their hotne colintries, The coniriér thén
B it finds'withdrawal from Nigeria tfi ggcred the equity market crash in Nigeria.(Jeiir
o Mliquidity in the banking System; Tight liquidity i the Nigétian banking §ys
 also respounsible for the crises. Th'e_quuidi_t‘y'prg:jsblei_iié" were dttributable to net
exchange outflows arising from divestment and repatriation of capital and ‘divi

foreign investors. Added to this - according 'to- Soluds’ (2009:12 , was:
mouetization of oil eatings owing to the crash of dil prices in the internationa
Foreign -credit  lines " hitherto enjoined by Nigerian  banks “were recalléd,
F underwriting to various issues and institutions, loans ._ﬁ__'rge:itéd--by“-baﬁks;'With’ eqlii
- collateral were crystallizing. The combined effect of these issi ies were the depre
the capital marketand drop in it :

inthe capifalmaiket. + Ty D R e
*  Granting of Margin Loans; These were loans granted by banks to stockbrok
institutional ifvestors to trade i equities. The equity market boot in Nigeria |
- 2005 and early 2008 were driven by banks lending to stock broketing fittig prii
- buy their (the bank's) shares in order to sustain demand pressure on theit stocks st

its prices contintie (o rise, e R i

~ However, a5 the international irives tors contintied withidrawal of fuids from Nigeiia
friggered an increased in the holdings of bank shatés particulatly by these foréaj
© investors who reckoned that the Nigerian market' was indéed heading
- exactly what-other global markets, were facing at that period; Th il anot
banks to stockbrokers and investors to invest in sharés in the market has bees st
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‘equity market transactions 1mpacted negahvely

{ ¥ bring i theit funds into the market, make profits and rermit both

L 150 have ¢ontributed to the contmuous
| investors that already have froubles in their hofne ecdnbmxes
- Nigerian stock market leading to’ dumpmg of sha :

'~ investors to contain. Supply of equities has, if
* demand, leading to ptice fall. The.

A Onymlce, states shows purchase by foreign in
© N150.135 billioti representing 6.3% of the aggregal

-, compared with the N256 billion tecorded in 2007. Con
. year wete inl excess of NSSfS 93 b]llmﬂ, culmmatmg m-' @ net

U billion.

0 was filteting into the Nigeria
.. Stock Exchange (NSE) ‘was jolte
i throl‘lgh the removal of forme

" This had its own effect ofi ih
: I;'and IocaT held back then ﬁ.lnd be tise; dc

k. 'mall{et was wmst 01 eveﬂ as den
' -Z;’excbsssupplyofsharoé agamstth' m‘ﬁdﬁ' for the

the $tock market. They
T whatever impact. the banks
- market. So,wheén the CBN ¢ame
foreign- sharehelders pameked fid bégan to dul

market Shateholderq i the

N | tnlllon by end December The sngmﬂcant part of the money given out buy banks as ]
margin loans has beeti trapper in the'matket. The effoits by banks to recovet these loans
have led to further érisis in the market. Many. banks sold the shares pledged by the stoc
broking firms as collateral without recourse to the tetms of the agreerrient | in ordm to cut-_;-

losses and reduce exposure. The fact that the banks control over:3
on value of investo

developments had taken its toll on total inatket capitalization has shed N 136 billioti falls
from N6.104 trillion in DeCembel 2008  to N5: 96‘7 tnlhon”' Augus
(Olaoye,2010:36). =
International exposure; Another reasOn for the doWntum ittt
internationalization of the Nigerian eapital matket ‘in - ordér to boost
competltweness, that is, attracts fofeigi investors. The stock x'
introduction of CSCS collapses its botders (by allowing pet :
singular action according to Antiforo (2009:4), made it pdssﬂ)le |

made in the market back to thelrhome untl_les Howe

Ditector Geﬂeral 0

' Administrative Shake-upt .

‘Director Geneml Prof.

€S0 'ﬂ t" du

_fall .
CBN: samtlmtmn excreise; The Cent al
its toll in'the stock matket. AH th nk

‘Thete after, the CBN issued ati-
= 1evocat10n of licenses. Tlns?



In tending sharehol de_1_‘$ wete '1'é;iéll'8'd by hlSSI |
- ~ effecttp ot'h'ersecto'r_'s.dfthe-'stocjkij:ar'ké Is still bei

| THEIMPAGTS OFSTOCK

=
)

i,
£

the sales and p'rqﬁt'q_ ofco

are affébted by stock 1 ;
incteased liabilities duri $ pétio
lead to [ess corpotate

rate tax pl-l_'(__é‘___tib
& ., ..; hindrange inimplemeritirig publj

¥ Jobles ses; The iimpact or fhe cotlottiy is hi
- astock tarkef crash, Iy the period bt ree
| laying offeimployees: With g guary

0w Confid
'pmjple'iu_a 8
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‘P- get b'le to the’ levels uﬁmedlately as restormg the lost confidence lS a tong
process il s SRR 0 R | B Lt g SR

" The gtudy makes use: of secondary dat:

ST Btodd Exchange (NSE) ofthe Ci;nt];al‘Baﬂkof Nigetin | ical b
ALY “period of Pre-Global! Stock Market C _“dPost Global Stock Mark
3 ' time series spaned frotn 2000:200 it descriptive dnd
B2 techmques were employed to derhons ‘the ﬂnplcca’mns of Global Fm
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