
The causal relationship between
coefficient of elasticity of trading
and market return in an African

emerging market
Olusegun Felix Ayadi

Department of Accounting and Finance, Texas Southern University,
Houston, Texas, USA, and

Oluseun A. Paseda
Department of Banking and Finance, University of Ibadan, Ibadan, Nigeria

Abstract

Purpose –The study aims to examine the appropriateness of the coefficient of elasticity of trading (CET) as a
measure of liquidity using Nigerian stock market data. Given that liquidity is multidimensional, the CET is
complemented with the popular measure of liquidity, turnover ratio to explore the causal relationship among
the CET, turnover ratio andmarket return to determine their relevance in security valuation. In other words, an
attempt is made to examine if either of these two measures of liquidity is a relevant factor in explaining stock
market return.
Design/methodology/approach – The Toda-Yamamoto version of Granger causality test is applied to two
sets of data on the Nigerian Stock Exchange (NSE). The available monthly time series data are from 2008 to
2019 while the annual data are from 1986 to 2018. The Toda-Yamamoto test is preferred because it is more
robust to integration and cointegration of the variables.
Findings –The results of the Toda-Yamamoto version of the Granger causality test onmonthly data reveal no
causal relationship between CET and market return, turnover and market return and CET with turnover and
market return. These results are consistent with those for several frontier countries reported by Rubio et al.
(2005), Hartian and Sitorus (2015), Batten and Vo (2019) and Sterenczak et al. (2020). The results support the
conclusion that the Nigerian economy is not fully integrated with the global economy. Market inefficiency due
to order imbalances given the nature of the trading system can also explain the reported results. However, the
results from annual data do not tally with the monthly results. There is causality running from CET to market
return. There is also causality running from turnover to market return. Therefore, both CET and turnover are
statistically significant causal predictors of market return. The results from annual data are consistent with
those reported by Marozva (2019).
Research limitations/implications – The key limitation is availability of high-frequency transaction-level
data to researchers to consider many measures of liquidity that have been employed in developed countries.
The research implication is that more researchers will be encouraged to conduct more studies on liquidity and
how the study results can drive policy recommendations. The standard asymptotic distribution of underlying
the Toda-Yamamoto approach has been found to lead to overrejection.
Originality/value – This study is the first to apply Toda-Yamamoto model on data from Nigeria to
investigate the causal relationship between stock market return and liquidity proxied by the CET given the
nature of the automated trading system (ATS) in use. The CET is also complemented with the turnover ratio to
explore the multidimensional nature of liquidity and its causal relationship with market return. The study is
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also interpreted as a determination of the integration of Nigeria’s economy with the global economy with its
implication on investment diversification.

Keywords Liquidity, Nigeria, Microstructure, Stock market, Economic growth,

Coefficient of elasticity of trading, Turnover ratio

Paper type Research paper

Introduction
The challenge faced by many developing countries of the world over the years is how to
achieve economic growth necessary to reduce poverty. Beck et al. (2000) and Dahou et al.
(2009) hold the opinion that a vibrant financial market is an essential ingredient of
macroeconomic stability to channel resources into productive projects that are capable of
fostering economic growth. Stiglitz (1989) notes that the relevance of financial institutions to
an economy’s development process is essentially to focus on the crucial role of capital
accumulation. The author further argues that even though the socialist economies record
very high rates of savings, they failed to record a robust rate of economic growth. Therefore,
capital accumulation is a necessary but not sufficient condition for economic growth to take
place. The capital markets are charged with aggregating and allocating funds in a way that
results in a choice among competing sectors in any economy. Aside from allocating funds,
financial markets ensure that funds extended to demanders are utilized in the best interest of
the providers. Thus, financial markets help to create diversification opportunities and
consequently reduce risk facing market participants. On this premise, many developing
countries pursue the establishment of securities markets.

Seriki (2019) argues strongly in favor of the Nigerian financial markets serving as tools to
promote diversification and consequently, long-term economic growth. According to the author,
the stock market must be healthy in terms of depth, access to foreign exchange and appropriate
regulation. In such a market, the level of investor participation depends strongly on liquidity
because it gives potential investors the required confidence to participate in the market. As at
October 2019, Seriki (2019) reports that the Nigerian Stock Exchange (NSE) was the fourth
largest inAfricawithamarket capitalizationofNGN12.8 trillion ($35billion).Themarket has161
listed firms from11 different sectors of the economy.The financial services sector has the largest
number of listed firms, but the technology sector dominates in terms of market capitalization.

The NSE has witnessed several transformations since its inception. It currently operates
an electronic platform, with a central order book for trading securities. The dealing members
submit orders to the platform while market makers submit two-sided quotes into the
electronic order book. Besides the central order book (COB), the exchange also maintains an
Off Market/Negotiated Deal Book for executing and reporting prenegotiated deals and block
trades among dealers (Nigerian Stock Exchange, 2018). All of the aforementioned
transformations have not paid off significantly, in terms of the stock market’s contribution
to the Nigerian economy. Gwarzo (2016) identifies some Nigerian macroeconomic
environmental factors as challenges. There is a general sense of uncertainty in the
economy, which creates a risk factor for the Nigerian capital market. The size of the stock
market relative to the rest of the economy is reflected in the market capitalization to the gross
domestic product (GDP) ratio. Hearn et al. (2010) note that the average ratio in many
Organisation for Economic Co-operation and Development (OECD) countries is in excess of
200%. Yartey (2007) also report a ratio of 135% for Malaysia, an emerging market.
Throughout the period reviewed, Nigeria’s market contribution is much lower than peer
countries (see Figure 1), indicating that more needs to be done to make the stock market to
become relevant in contributing to economic growth in Nigeria.

The development of the stockmarket is critical in attracting international investors aswell
as inflows of capital. Azeez and Obalade (2019) underscore the importance of stock market
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liquidity in the discussion of capital market development in Nigeria. They also note that
movements in macroeconomic variables affect the level of confidence that local and foreign
investors have in the stock market. Matadeen (2017) argues that the stock market indeed
serves as a mirror that projects the level of economic performance. According to Naik et al.
(2020), stockmarket liquidity is amultidimensional concept. Themajor challenge is the choice
of an appropriate measure, especially in emerging markets.

The objective of this paper is to examine the appropriateness of the coefficient of elasticity
of trading (CET) as a measure of liquidity using Nigerian stock market data. An effort is also
made to expand the definition of liquidity by complementing CET with the popular measure
of liquidity, turnover ratio. Finally, the causal relationship among CET, turnover ratio and
market return is explored to determine their relevance in valuation as well as in portfolio
diversification. In other words, it is important to examine if these two measures of liquidity
are relevant factors in explaining stock market return and the consequent implication on the
integration of the Nigerian economy with the world economy.

Liquidity risk and asset returns
The financial crisis of 2007/2009 opens a discussion on the role of liquidity as a risk factor in
the securities market. Thus, it has become crucial to examine the impact of liquidity variation
on overall market movements. According to Acharya and Pedersen (2005), with risk aversion
and risky dividends and liquidity, the investor’s conditional expected gross return on a
security i at equilibrium is expressed by Amihud et al. (2015) as follows:
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In the equations above, rf is real risk-free rate,Etðritþ1Þ is expected gross return in tþ 1, rMtþ1 is
market return in time tþ 1, cMtþ1 is relative market liquidity and citþ1 is relative illiquidity cost
at time t þ 1. Acharya and Pedersen (2005) interpret Equation (1) by stating that required
excess return is expressed as the expected relative cost of illiquidity as in the basicmodel plus
four betas multiplied by the risk premium. The four betas depend on a security’s payoff and
liquidity risk. The liquidity risk factors are βL1, βL2 and βL3 with βL1 representing the
covariance between assets’ illiquidity and market illiquidity. This factor is positive for most
securities because of commonality in liquidity as propounded by Chordia et al. (2000). An
investor will require a compensation when an asset becomes illiquid simply because the asset
market is illiquid. The second liquidity factor, βL2 is ameasure of the exposure of a security to
overall market illiquidity. Market illiquidity tends to reduce asset values. Thus, there is a
negative relationship between required return and market liquidity. βL3 is a measure of the
sensitivity of an asset’s illiquidity tomarket conditions.When amarket experiences a decline,
investors’ ability to sell easily is hampered. Therefore, investors are willing to accept a
discount in required return on assets with low illiquidity cost. Commenting on the
aforementioned relationship, Amihud (2002) notes that a high illiquidity today is a predictor
of a high expected illiquidity in the next period, which implies a higher required return.

Hendershott and Seasholes (2014) identify two components of returns as temporary and
predictable in the short run, which represents the compensation to liquidity providers for
trading with impatient investors. El-Wassal (2005) reports results which point to a long-term
association between overall market liquidity and returns in several countries including
Malaysia, India, South Korea and Zimbabwe. Bhattacharya et al. (2016) report that market
returns are partially explained by liquidity on Indian stock exchanges during the period
2002–2016.

Narayan and Zheng (2011) examine the impact of liquidity on returns on the Shanghai
stock exchange and the Shenzhen stock exchange from 1997 to 2003. Their results are mixed.
However, they find more evidence of a negative effect of liquidity on returns on both
exchanges. Hartian and Sitorus (2015) explore the relationship between market return and
liquidity in a group of 16 developing countries and ten developed countries. Using trading
volume, turnover ratio and turnover volatility as measures of liquidity, they report mixed
results. Higher market liquidity is associated with higher returns in developing countries
while higher market liquidity is associated with lower returns in developed countries.
Sterenczak et al. (2020) found no evidence of illiquidity premium in 22 frontier markets from
1991 to 2019.

While Minovic and Zivkovic (2014) report the existence of liquidity in asset pricing on the
Croatian stock market, Hongxing and Duduchoge (2017) find results consistent with the
presence of illiquidity risk in asset returns in the Ghanaian stock market. Marozva (2019)
reports that liquidity is negatively related to returns in the South African securities market.
Using Spanish market time series data over a ten-year period, Rubio et al. (2005) did not find
any of the liquidity measures to be relevant. They conclude that market-wide liquidity risk
factors are not priced in the Spanish stock market. The results reported by Batten and Vo
(2019) are consistent with those of Rubio et al. (2005). Batten and Vo (2019) report that
liquidity does not matter in asset returns in the Vietnamese stock market. Boloupremo (2020)
is the only relevant study using Nigerian stock market data from 1985 to 2015. The author
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uses trading volume and turnover ratio as proxies for liquidity. The Johansen cointegration
test results imply that higher liquidity leads to higher market returns.

Emna and Chokri (2014) argue that the critical question that researchers should address
revolves around the estimation of liquidity in emerging markets. According to them,
emerging markets exhibit thinness, which results in high volatility coupled with a lack of
liquidity. Wu and Qin (2021) report a positive relationship between liquidity and market
efficiency using data from China’s emissions trading system. Liquidity defined as the
demand for immediacy brought about by asynchronous arrivals of buy and sell orders can
result in order imbalances which is captured by CET as defined. In a study done on South
African data, Young and Auret report results in support of the hypothesis that increased
liquidity is needed to enhance market efficiency. According to them, market illiquidity is
evidence of trading friction. They conclude that the predictability of a security return is not
impacted by liquidity in the South African market. Bekaert et al. (2007) advocate that more
research efforts should be focused on emerging markets because they represent an ideal
environment to examine the effect of liquidity on expected returns. They report results which
indicate that local factors are relevant when exploring the importance of liquidity in asset
pricing. According to Naik et al. (2020), liquidity is a multidimensional concept. The major
challenge is the choice of an appropriate measure, especially in emerging markets.

Liquidity and coefficient of elasticity of trading (CET)
Keynes (1930) views a liquid asset as one which is immediately realized without loss. O’Hara
(2003) reflects the reality of the situation by claiming that “liquidity is hard to define, but easy
to feel it.”Market liquidity refers to the likelihood of trading adequate quantities of securities at
reasonable prices over a reasonable period of time. Gaston andHe (2015) define liquidity as the
market’s ability to quickly conclude large security transactions within a framework of low
transaction cost and with a minimal price impact. Investors are attracted to a market that
provides liquidity with greater impact on the market’s ability to process information. Amihud
and Mendelson (1991) conclude that required returns on financial assets are impacted by the
level of liquidity. Gaston and He (2015) note that a relatively high level of liquidity is needed to
aid an efficient transfer of funds from surplus-spending units to deficit-spending units in order
to elevate economic growth. When market liquidity is low, market prices become less
informative by creating amisalignment between securities prices and economic fundamentals.

Liquidity is a multi-dimensional concept whose implication covers trading time and
immediacy, tightness, depth, breath and resiliency. According to Naik et al. (2020) andMinovic
(2012), trading time refers to ability to execute transactions immediately at prevailing market
prices. The waiting time between one trade and another aswell as speed are critical. Tightness
refers to the gap between bid and ask prices and consequently addresses transaction cost. The
depth of themarket focuses on the ability to execute large transactionswithout undue pressure
on price. The breath of the market is in terms of large quantity orders. Finally, market
resiliency is the speed at which underlying asset prices are restored after a disturbance. These
take into account the elasticity of demand and supply. Bekaert and Harvey (2000) conclude
that the only measure of liquidity that is applicable to emerging markets is the LOT measure
proposed by Lesmond et al. (1999), which is based on the frequency of zero-return days. Ahn
et al. (2018) also confirmed that the relevance of LOTmeasure to emerging markets. However,
Minovic and Zivkovic (2014) report that LOT measure of liquidity required a long enough
period in order to yield a valid estimate. In addition, too many zero returns (more than 80%) in
an estimation period render the LOT measure invaluable.

The financial economics literature on asset pricing had long relied on turnover or
turnover ratio as a measure of liquidity or liquidity risk (Barinov, 2014). Datar (2000)
concludes that the turnover ratio, which is defined as turnover as a proportion of market
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capitalization, displays wide variations. Moreover, the author argues that the turnover
ratio suffers from dimensional distortion because market capitalization is a stock
measure while turnover is a flow measure. Moreover, the CET has superior information
content in most emerging markets with infrequent trading, small trading volume and
high fluctuations in prices of securities. More importantly, Solnik (2000) notes the unusual
situation in which the turnover ratio tends to be higher in emerging stock markets than in
developed markets.

Datar (2000) introduced ameasure ofmarket immediacy referred to as the CET.According
to Datar (2000) and Wanzala (2018), the CET relies on price elasticity measure, which takes
into account impact cost of trading. The CET is defined as follows:

CET ¼ %Change inTradingVolume

%Change in Price
(6)

To adjust this measure for unit root problem, Suresha and Murugan (2014) suggest a
modified CET of the form:

CET ¼ log
�
Volume in Period t=Volume in Period t � 1

�

log
�
Price in Period t=Price in Period t � 1

� (7)

The calculated values of CET can vary between negative infinity and positive infinity. When
the direction of changes in volume and price are the same, the CET is positive. If the CET is
high, higher volume of transactions are associated with higher price changes. However, if
large size transactions are associated with little or no price changes, the CET will approach
infinity indicating increased liquidity. Table 1 shows a schematic presentation of the possible
values of CET. Suresha and Murugan (2014) note that when large-sized transactions are
associated with little or no change in price, the CET tends to grow to infinity, which is an
indication that liquidity is high. The sign of CET is not really relevant.

Methodology
The data employed in this study are monthly and annual time series of stock market
trading volume, market capitalization, market index and dividend yield spanning 1985–
2019 for annual data and 2008–2019 for monthly data. The time series are sourced from
the World Development Indicators, CEIC Data, the Central Bank of Nigeria and the
Nigerian Securities and Exchange Commission. Using the time series data, the turnover
ratio is calculated as the percentage ratio of value of stock traded to market capitalization.
The stock return is calculated as the percentage of consecutive changes in market index
plus an annual average dividend yield. The CET calculation is based on Equation (7). The

Price
change CET > 1 CET 5 1 CET < 1

Price
increase

Price increases supported by more
than proportionate change in
volume. This a reflection of real
good news

Price increases matched
by proportionate change
in volume

Bull run: price goes up but
buyers showno interest. Price
increase is said to be
speculative

Price
decline

Price decreases supported by more
than proportionate change in
volume

Price decreases matched
by proportionate change
in volume

Bear hug: prices are going
down, but buyers are not
interested in buying

Source(s): Datar (2000)

Table 1.
Possible values of CET

and interpretation
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choice of sample period for the monthly analysis is based on data availability. The period
also coincides with passage of the Investment and Securities Act (2007), which
strengthened the investment climate in Nigeria. The research approach is to explore a
causal relationship between market liquidity proxies (CET and turnover ratio) and
market return. If it is determined that market liquidity Granger-causes market return,
then one can infer that market liquidity is a risk factor that is priced in return
determination. The Granger causality test is employed in this analysis.

The Granger causality test can be defined in terms of two time series variables:X andY.X
Granger-causes Y if Y can be better predicted using past data on X and Y rather than past
data on Y only. A test of Granger noncausality can be investigated within a vector
autoregression (VAR) model of the form:2

4
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3
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2
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In Equation (8), Y1 represents CET, Y2 is turnover and Y3 is market return. Within the VAR
model, the null hypothesis that causality runs from Y1t to Y2t means a test of
v21;1 ¼ v21;2 ¼ v21;3 ¼ 0. The same logic can be applied to testing causality among all
variables in the model.

Toda and Yamamoto (1995) propose an approach to the test of causality, which is
consistent with a chi-square distribution of the Wald statistic from an augmented VAR
model. This approach is superior to the traditional method of testing causality, which is
subject to specification bias and spurious regression (Giles, 1997). The first step is a unit root
test of the variables. This is needed only to determine themaximum order of integration of the
variables denoted as dmax. Following this, a VAR model is applied to the level of the series.
Then, the appropriate lag of the VAR system (k) is selected based on Akaike information
criterion (AIC) and/or the Schwartz information criterion (SIC). Once the appropriate lag is
determined, the VAR system should be run by adding dmax to (to get k þ dmax) the lag of
each variable in the system. The final VAR model should be checked for absence of serial
correlation as well as ascertain the stability of the VAR model. Finally, the augmented Wald
test is applied to test for Granger non-causality.

Empirical analysis of test results
The initial test shows that none of the variables is normally distributed. Test also shows that
the CET varies more than the turnover ratio and market return. Figure 2 shows the annual
time series with market return being more volatile than the CET and turnover ratio. The first
step in testing Granger causality is to examine the stationarity of the three variables. In order
to conduct a unit root test on each variable, the augmented Dickey–Fuller (ADF) and the
Kwiatkowski–Phillips–Schmidt–Shin (KPSS) tests are employed. The results for themonthly
data are reported in Table 2. The ADF test reveals that all the variables are stationary.
However, the KPSS test shows that CET and return are stationary while turnover is not
stationary but can be made stationary by differencing once. Therefore, dmax (the maximum
order of integration of the variables) is set to unity in our final VAR model that involves the
value of dmax as described in the last section.

The next step in the Toda-Yamamoto Granger causality approach is to estimate a VAR
model on the level of the series and determine the lag length that guarantees absence of serial
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correlation in the model. Both AIC and SIC indicate a zero-lag optimal length. When the
lagrange multiplier (LM) test is applied to the residual, it shows that serial correlation is not
present. The preferred VARmodel with kþ dmax5 1 additional lag of each of the variables
is again estimated. The results are not reported in this paper, but the stability of the final VAR
is tested. The inverse of the characteristic roots of the autoregressive polynomial are all
within the unit circle, which is an indication that the chosen VAR is stable.

According to Toda and Yamamoto (1995), the final step is to apply the block exogeneity
Wald test. The test results are reported in Table 3 for monthly data and Table 4 for annual
data. With monthly data, there is no causal relationship between CET and return and

Source(s): Chart by authors based on data from World Development Indicators
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between CET and turnover. Moreover, there is no causal relationship between return, on the
one hand, and CET and turnover, on the other hand. The results of the Granger causality test
applied to annual data are different from the monthly results. The CET is found to Granger-
cause market return. There is Granger causality from turnover ratio to return. The results
also show Granger causality from CET and turnover ratio to return. Finally, there is Granger
causality from CET and return to the turnover ratio.

Summary, conclusion and policy recommendations
Liquidity research has significant implications for market traders, regulators, exchanges and
listed firms. For example, an investor will require a compensation when a financial asset
becomes illiquid simply because the asset market is illiquid. Chordia et al. (2000) note that
initial attempts to study the impact of liquidity in securities markets were devoted to the
effect of individual asset liquidity on returns. According to Ahn et al. (2018), research on
liquidity in emerging markets is limited due to paucity of transaction-level data. Kumar and
Misra (2015) observe that the paucity of research on emerging markets are as a result of
researchers’ focus on quote-driven markets at the exclusion of order-driven emerging
markets. The attempt in this paper is to examine the appropriateness of the CET as a
complementary measure of liquidity using Nigerian stock market data. Moreover, the causal
relationships among the CET, turnover ratio and market return are explored to determine
their relevance in valuation. In other words, it is important to examine if these two measures
of liquidity are relevant factors in explaining stock market return. It must be noted that this
research effort is significant because the approaches taken by previous researchers on
African markets are based on one-directional measure of liquidity. Many of the previous
research studies define liquidity in terms of the turnover ratio.

The results of the Toda-Yamamoto Granger causality test on monthly data from 2008 to
2019 reveal the absence of causal relationship between CET andmarket return, turnover and
market return and a combined CET with turnover and market return. This means that either
CET and/or turnover are not appropriate measures of liquidity on the Nigerian stock market
or liquidity is not considered a risk factor in the determination ofmarket return. These results
are consistent with those reported on the Spanishmarket by Rubio et al. (2005). Batten andVo
(2019) reported similar results on the Vietnamese market. The results from annual data from
1986 to 2018 on the Nigerian market do not tally with the monthly results. There is causality
running from CET to market return. There is also causality running from turnover to market
return. In addition, both CET and turnover are statistically significant causal predictors of
market return. In essence, one can conclude that both CET and turnover ratio are relevant
factors in the determination of stock market return in Nigeria. The annual results are
consistent with Boloupremo (2020).

Null hypothesis Chi-square Probability Remarks

Turnover does not Granger-cause CET 3.7120 0.7156 Cannot reject null
Return does not Granger-cause CET 4.0927 0.6641 Cannot reject null
Turnover and return do not Granger-cause CET 5.4381 0.9417 Cannot reject null
CET does not Granger-cause turnover 5.2037 0.5180 Cannot reject null
Return does not Granger-cause turnover 9.8741 0.1301 Cannot reject null
CET and return do not Granger-cause turnover 20.4427 0.0595* Reject null
CET does not Granger-cause return 37.7521 0.0000** Reject null
Turnover does not Granger-cause return 11.2707 0.0804* Reject null
CET and turnover do not Granger-cause return 65.0770 0.0000** Reject null

Note(s): *indicates statistical significance at the 10% level. **indicate statistical significance at the 1% level

Table 4.
Granger causality
(Wald) test results for
annual data 1986–2018
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Following the results reported in the financial economics literature, including Hartian
and Sitorus (2015), the relevance of liquidity as a risk factor in valuation depends on the
level of development of the market. Market liquidity represents a way to raise the profile of
a securities market. In view of the results reported in this study, especially with monthly
data, policy measures should be put in place to raise the level of liquidity in the Nigerian
securities market. Seriki (2019) notes that Jumia, a company that operates in Africa, is not
listed on the Nigerian stock market but chose to list on the New York Stock Exchange on
account of liquidity. According to the author, the Nigerian government has pursued anti-
market policies, which led to a decline of 20% in foreign transactions between 2014
and 2018.

In order to promote liquidity, the Nigerian securities market should imbibe a culture of
technological innovation, which is common in many countries of the world. Technology
must be employed in electronic order books with an opening call auction to be followed by
continuous trading sessions as practiced in many OECD countries. Moreover, regional
integration should be promoted to take advantage of economies of scale. Regional
integration will bring several benefits in the area of increasing market size, reducing
exposure to external shocks, attracting international investments, reducing regulatory
burdens and integrating information systems to reduce screening and monitoring costs.
Batten and Vo (2019) conclude that a lack of integration was responsible for the irrelevance
of liquidity in valuation in emerging markets. The lack of significance of liquidity in the
valuation of stock is evidence of a segregated market. Therefore, this is critical for
investors who pursue diversification of their portfolios. The study by Wu and Qin (2021)
imply that the low level of liquidity of the Nigerian securities market is evidence of market
inefficiency.

A notable program is the recent cooperation between the NSE and the London Stock
Exchange in the promotion of dual listing of securities. These endeavors represent potential
sources of innovation.

The management of the Nigerian securities markets should strive to promote
transparency and accountability. There are documented cases of listed firms failing to
disclose information on a timely basis (Masry, 2015). Masry notes that inadequate provision
of information is detrimental to the functioning of a stock market because it can lead to
market responses that are considered irrational and thereby threatening economic efficiency.
Moreover, a lack of information about available investment opportunities has consequences
on risk and return evaluation. Therefore, it is critical for rules on information disclosure to be
enacted and seriously enforced. In addition to this, the management of the stock market must
promote posttrade transparency by quickly making available information about completed
market transactions.

Seriki (2019) argues for a serious pursuit of financial literacy to enhance investor
participation in the market. Nnorom (2020) reports the size of unclaimed dividends in Nigeria
to be NGN 158.44 bn ($416.40 m). Owolabi and Obida (2013) document some of the reasons
why dividends remain unclaimed reflecting a flawed system, which the government of
Nigeria should be held responsible. An aggressive approach to financial literacy and an
investor-friendly government policy can help to encourage Nigerians as well as foreign
investors to invest through the stock market. Yaghoobnezhad et al. (2011), Baber et al. (2012),
Ding et al. (2013) and Jacoby and Zheng (2010) conclude that ownership dispersion and
presence of foreign institutional investors promote market liquidity.

Finally, the Nigerian federal government still owns shares in electric companies. There is
no reason for government to be involved in such a business other than to create an enabling
environment through regulation. Pension funds and other potential institutional investors
should be encouraged to expand their investment horizons in terms of more product choices
including equities.

Elasticity of
trading in an

African market

175



References

Acharya, V.V. and Pedersen, L.H. (2005), “Asset pricing with liquidity risk”, Journal of Financial
Economics, Vol. 77 No. 2, pp. 375-410.

Ahn, H., Cai, J. and Yang, C. (2018), “Which liquidity proxy measures liquidity best in emerging
markets?”, Economies, Vol. 6 No. 4, pp. 1-31.

Amihud, Y. (2002), “Illiquidity and stock returns: cross-section and time series effects”, Journal of
Financial Markets, Vol. 5, pp. 31-56.

Amihud, Y. and Mendelson, H. (1991), “Liquidity, asset prices and financial policy”, Financial Analyst
Journal, November-December, pp. 56-66.

Amihud, Y., Hameed, A., Kang, W. and Zhang, H. (2015), “The illiquidity premium: international
evidence”, Journal of Financial Economics, Vol. 117 No. 2, pp. 350-368.

Azeez, B.A. and Obalade, A.A. (2019), “Macroeconomic determinants of stock market developments in
Nigeria: 1981-2017”, Economica, Vol. 15 No. 1, pp. 203-216.

Baber, A., Brandt, M.W., Cosemans, M. and Verardo, M. (2012), “Ownership crowded with style:
institutional investors, liquidity, and liquidity risk”, working paper, available at: https://faculty.
fuqua.duke.edu/∼mbrandt/papers/working/ownership.pdf (accessed 15 June 2018).

Barinov, A. (2014), “Turnover: liquidity or uncertainty?”, Management Science, Vol. 60 No. 10,
pp. 2478-2495.

Batten, J. and Vo, X.V. (2019), “Liquidity and firm value in an emerging market”, The Singapore
Economic Review, Vol. 64 No. 2, pp. 365-376.

Beck, T., Levine, R. and Loayza, N. (2000), “Finance and the sources of growth”, Journal of Financial
Economics, Vol. 58, pp. 261-300.

Bekaert, G. and Harvey, C.R. (2000), “Foreign speculators and emerging equity markets”, Journal of
Finance, Vol. 55, pp. 565-614.

Bekaert, G., Harvey, C.R. and Lundblad, C. (2007), “Liquidity and expected returns: lessons from
emerging markets”, Review of Financial Studies, Vol. 20, pp. 1783-1832.

Bhattacharya, S.N., Sengupta, P., Bhattacharya, M. and Roychoudhury, B. (2016), “Multidimensional
liquidity: evidence form Indian stock market”, Applied Finance Letters, Vol. 5 No. 2, pp. 28-44.

Boloupremo, T. (2020), “Stock market liquidity and firm performance in the Nigerian stock exchange”,
International Journal of Commerce and Finance, Vol. 6 No. 1, pp. 31-40.

Chordia, T., Roll, R. and Subrahmanyam, A. (2000), “Commonality in liquidity”, Journal of Financial
Economics, Vol. 56, pp. 3-28.

Dahou, K., Omar, H.I. and Pfister, M. (2009), “Deepening African financial markets for growth and
investment”, Position Paper for the Ministerial and Expert Roundtable of NEPAD-OECD Africa
Investment Initiative, 11-12 November, available at: https://www.oecd.org/investment/
investmentfordevelopment/43966839.pdf (accessed 13 August 2019).

Datar, M.K. (2000), “Stock market liquidity: measurement and implications”, Paper Presented at the
Fourth Capital Market Conference, Mumbai, India, December, available at: https://citeseerx.ist.
psu.edu/viewdoc/download?doi510.1.1.198.9599&rep5rep1&type5pdf (accessed 20
June 2018).

Ding, M., Nilsson, B. and Suardi, S. (2013), “Foreign institutional investors and stock market liquidity
in China: state ownership, trading activity and information asymmetry”, Wicksell Working
Paper #2013:14.

El-Wassal, K.A. (2005), “Stock market growth: an analysis of cointegration and causality”, Economic
Issues, Vol. 10 No. 1, pp. 37-58.

Emnal, R. and Chokri, M. (2014), “Measuring liquidity risk in an emerging market: liquidity adjusted
value at risk approach for high frequency data”, International Journal of Economics and
Financial Issues, Vol. 4, pp. 40-53.

JBSED
3,2

176

https://faculty.fuqua.duke.edu/~mbrandt/papers/working/ownership.pdf
https://faculty.fuqua.duke.edu/~mbrandt/papers/working/ownership.pdf
https://www.oecd.org/investment/investmentfordevelopment/43966839.pdf
https://www.oecd.org/investment/investmentfordevelopment/43966839.pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.198.9599&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.198.9599&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.198.9599&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.198.9599&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.198.9599&rep=rep1&type=pdf


Gaston, G. and He, D. (2015), “Market liquidity: resilient or fleeting”, Global Financial Stability Report:
Vulnerabilities, Legacies and Policy Challenges –Risk Rotating to Emerging Markets, IMF
International Monetary Fund, Washington, DC.

Giles, D.E.A. (1997), “Causality between the measured and underground economies in New Zealand”,
Applied Economics Letters, Vol. 4 No. 1, pp. 63-67.

Gwarzo, M. (2016), Addressing Emerging Risks in the Nigerian Capital Market, Securities and
Exchange Commission, Abuja.

Hartian, K.R. and Sitorus, R.E. (2015), “Liquidity and returns: evidences from stock indexes around the
world”, Asian Economic and Financial Review, Vol. 5 No. 1, pp. 33-45.

Hearn, B., Piesse, J. and Strange, R. (2010), “Market liquidity and stock size premia in emerging
financial markets”, Macroeconomics and Finance in Emerging Market Economies, Vol. 3 No. 1,
pp. 75-101.

Hendershott, T. and Seasholes, M.S. (2014), “Liquidity provision and stock return predictability”,
Journal of Banking and Finance, Vol. 45, pp. 140-151.

Hongxing, Y. and Duduchoge, S. (2017), “Liquidity-adjusted capital asset pricing model in emerging
market: how is Ghana faring?”, International Journal of Scientific Research in Science,
Engineering and Technology, Vol. 3 No. 1, pp. 105-116.

Jacoby, G. and Zheng, S.X. (2010), “Ownership dispersion and market liquidity”, International Review
of Financial Analysis, Vol. 19, pp. 81-88.

Keynes, J.M. (1930), A Treatise on Money, Macmillan, London.

Kumar, G. and Misra, A.K. (2015), “Closer view at the stock market liquidity: a literature review”,
Asian Journal of Finance and Accounting, Vol. 7 No. 2, pp. 35-57.

Lesmond, D., Ogden, J. and Trzcinka, C. (1999), “A new estimate of transaction costs”, Review of
Financial Studies, Vol. 12, pp. 1113-1141.

Marozva, G. (2019), “Liquidity and stock returns: new evidence from Johannesburg stock exchange”,
The Journal of Developing Areas, Vol. 53 No. 2, pp. 79-90.

Masry, M. (2015), “Measuring transparency and disclosure in the Egyptian stock market”, Journal of
Finance and Bank Management, Vol. 3 No. 1, pp. 25-36.

Matadeen, S.J. (2017), “The macroeconomic determinants of stock market development from an
African perspective”, Theoretical Economics Letters, Vol. 7 No. 1, pp. 1950-1964.

Minovic, J.Z. (2012), “Liquidity of the Croatian stock market: an empirical analysis”, Economic
Research – Ekonomska Istrazivanja, Vol. 25 No. 3, pp. 776-802.

Minovi�c, J. and �Zivkovi�c, B. (2014), “CAPM augmented with liquidity and size premium in the
Croatian stock market”, Economic Research-Ekonomska Istra�zivanja, Vol. 27 No. 1, pp. 191-206.

Naik, P., Poornima, B.G. and Reddy, Y.V. (2020), “Measuring liquidity in Indian stock market: a
dimensional perspective”, PLoS One, Vol. 15 No. 9, pp. 1-17.

Narayan, P.K. and Zheng, X. (2011), “The relationship between liquidity and returns on the Chinese
stock market”, Journal of Asian Economies, #17, Political Economy Research Institute,
University of Massachusetts, Vol. 22, pp. 259-266.

Nigerian Stock Exchange (2018), The Nigerian Stock Exchange: Market Model and Trading Manual –
Equities, The Nigerian Stock Exchange, Lagos.

Nnorom, N. (2020), Unclaimed Dividends: Controversy over Transfer to Federation Account, Vanguard,
Lagos, available at: https://www.vanguardngr.com/2020/11/unclaimed-dividends-controversy-
over-transfer-to-federation-account/ (accessed 2 December 2020).

Owolabi, S.A. and Obida, S.S. (2013), “Unclaimed dividend: matters arising”, Singaporean Journal of
Business Economics and Management Studies, Vol. 1 No. 6, pp. 30-47.

O’Hara, M. (2003), “Presidential address: liquidity and price discovery”, Journal of Finance, Vol. 58,
pp. 1335-1354.

Elasticity of
trading in an

African market

177

https://www.vanguardngr.com/2020/11/unclaimed-dividends-controversy-over-transfer-to-federation-account/
https://www.vanguardngr.com/2020/11/unclaimed-dividends-controversy-over-transfer-to-federation-account/


Rubio, G., Martinez, M.A., Nieto, B. and Tapia, M. (2005), “Asset pricing and systematic liquidity risk:
an empirical investigation of the Spanish stock market”, International Review of Economics and
Finance, Vol. 14, pp. 81-103.

Seriki, T. (2019), “The Nigerian stock market just isn’t good enough”, available at: https://www.
stearsng.com (accessed 27 February 2020).

Solnik, B. (2000), International Investments, 4th ed., Addison Wesley Longman, Reading, MA.

Sterenczak, S., Zaremba, A. and Umar, Z. (2020), “Is there an illiquidity premium in frontier markets?”
Emerging Markets Review, Vol. 42, 100673.

Stiglitz, J.E. (1989), “Financial markets and development”, Oxford Review of Economic Policy, Vol. 5
No. 4, pp. 55-68.

Suresha, B. and Murugan, N. (2014), “Ownership structure and market liquidity – sectoral evidence
from India”, Research Journal of Finance and Accounting, Vol. 5 No. 19, pp. 127-133.

Toda, H.Y. and Yamamoto, T. (1995), “Statistical inference in vector autoregressions with possibly
integrated processes”, Journal of Econometrics, Vol. 66, pp. 225-250.

Wanzala, R.W. (2018), “Estimation of market immediacy by coefficient of elasticity of trading three
approach”, The Journal of Finance and Data Science, Vol. 4, pp. 139-156.

Wu, R. and Qin, Z. (2021), “Assessing market efficiency and liquidity: evidence from China’s emissions
trading scheme pilots”, Science of the Total Environment, January, pp. 1-10.

Yaghoobnezhad, A., Roodposhti, F.R. and Zabihi, A. (2011), “The study of relationship between
institutional ownership and stock liquidity in Tehran stock exchange”, Journal of Basic and
Applied Scientific Research, Vol. 1 No. 12, pp. 2736-2742.

Yartey, C.A. (2007), “Well-developed financial intermediary sector promotes stock market
development: evidence from Africa”, Journal of Emerging Market Finance, Vol. 6 No. 3,
pp. 269-289.

Further reading

Aig-Imoukhuede, A. (2014), “Future of African exchanges”, Keynote Speech at the Seminar on Building
African Financial Markets, 11-12 September, Johannesburg, RSA, available at: https://www.jse.
co.za/content/JSEPresentationItems/BAFM_Keynote%20address.pdf (accessed 8 August 2019).

Andrianaivo, M. and Yartey, C.A. (2009), “Understanding the Growth of African Financial Markets”,
IMF working paper # WP/09/182, International Monetary Fund, Washington, DC.

Bagehot, W. (1873), Lombard Street, Henry S. King and Company, London.

Bhattacharya, S.N., Bhattacharya, M. and Basu, S. (2019), “Stock market and its liquidity: evidence
from ARDL bound testing approach in the Indian context”, Cogent Economics and Finance,
Vol. 7, pp. 1-12.

Hearn, B. (2011), “Liquidity estimation in African emerging markets”, Working Paper, School of
Management, University of Leicester, and King’s College, London.

Jalloh, M. (2009), “Microstructure of capital markets in West Africa: issues and challenges”, Paper
Delivered to WAIFEM Regional Course on Operations and Regulation of Capital Market, 27-31
July, Accra, Ghana, available at: http://waifem-cbp.org/WAIFEM%20at%20a%20glance.html
(accessed 15 June 2018).

Marwa, M. (2015), “Financial markets in Africa: opportunities and challenges”, Paper Presented at the
Dar Es Salaam Stock Exchange, 27 April, Dar Es Salaam, Tanzania, available at: http://www.
advantagefinancial.net/wp-content/uploads/2015/05/03_Moremi-Marwa.pdf (accessed 15
June 2018).

Mayer, C. (1988), “New issues in corporate finance”, European Economic Review, Vol. 32, pp. 1167-1188.

Schumpeter, J.A. (1911), A Theory of Economic Development, Harvard University Press,
Cambridge, MA.

JBSED
3,2

178

https://www.stearsng.com
https://www.stearsng.com
https://www.jse.co.za/content/JSEPresentationItems/BAFM_Keynote%20address.pdf
https://www.jse.co.za/content/JSEPresentationItems/BAFM_Keynote%20address.pdf
http://waifem-cbp.org/WAIFEM%20at%20a%20glance.html
http://www.advantagefinancial.net/wp-content/uploads/2015/05/03_Moremi-Marwa.pdf
http://www.advantagefinancial.net/wp-content/uploads/2015/05/03_Moremi-Marwa.pdf


Silva J�unior, C.P. and Machado, M.A.V. (2020), “Is commonality in liquidity a priced risk factor?”,
Revista de Administraç~ao Mackenzie, Vol. 21 No. 2, pp. 1-27.

Young, N. and Auret, C. (2018), “Liquidity and the convergence to market efficiency”, Investment
Analysts Journal, Vol. 47 No. 3, pp. 209-228.

Corresponding author
Olusegun Felix Ayadi can be contacted at: olusegun.ayadi@tsu.edu

For instructions on how to order reprints of this article, please visit our website:
www.emeraldgrouppublishing.com/licensing/reprints.htm
Or contact us for further details: permissions@emeraldinsight.com

Elasticity of
trading in an

African market

179

mailto:olusegun.ayadi@tsu.edu

	The causal relationship between coefficient of elasticity of trading and market return in an African emerging market
	Introduction
	Liquidity risk and asset returns
	Liquidity and coefficient of elasticity of trading (CET)
	Methodology
	Empirical analysis of test results
	Summary, conclusion and policy recommendations
	References
	Further reading


