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Abstract

the purpose of this paper is fo compiare the
porifolio performance of value stocks and growil
stocks aed o dlerermine wihich is more profitable
for mvestirs on e Nigerian Stock Exchange in
selectionaf partfolios. The dota nsed inthes paper
compre of duaily prices G all e guored
cmpanies i the Firyy fier for 2008 amd 2004,
Porefolios wers farmed i the basis of value stocks
ad gronwth stocks, Their pecformaices were
e ficerved cnna peaely hasis o deteeming the bext
performiing Sprategy Deseriptive stgeistie wiethds
weire sl B i st Thix sowle Shows Hen
il ook adnategy otdgerforied valine seoik
Seraefein iyt Nidersan Stogk Excluomre for e
preriisc wder review, and tids condid be ddise 1o fisch
risk dnvelved dn growth stock, The sty
recameds e e risk secker imvestors should
BOvesr e b geeneth Stocks due t thelr hish
s vbks peofides. While the  risk-averse
frrvesdons showded invest e in valie stocks doe to
thelr fower st risk preofifes

L Introduetion

Maodern  portfolio theory  provides a solid
theoretical foundation for building portfolios that
are rabust and closely aligned with an investory'
statedd risk and  return preferences. Modem
portfohio theory holds that diversification of assets
may increase returns ot o reduced nisk level
Modern  pertfolio theorv also explains the
selection and  construction ol asset portfolios
based on the measured risk. risk prelerences of
mdividunls and  the expecied rewrn on the
v Esiments.

Investing in the stocks is both lascinating and
rewarding, but not without some attendant risks.
Orowth  dtocks amd Walue stocks are  two
distinguishable Nnancial assets used in portolio

selection strategics m the stock market aeriss the
globe. This is not without the attendant risks
which can prevent consistent superior
performance for investors,

The objective of this paper i o determine the
optimal partfolio sclection strategy with a ligher
retum and lower risk, Growth stocks and Value
stochks seleetion are styles of investing in $iocks.
Neither of the portfolip selection approach s
guaranieed to provide appreciation in stock
market vatue, both carry investment rish.

[Mas [rinpett tharefore seehs 1o examine these two
hasie mvestment selection strategies (Value and
Citowth stocks) in the Nigena stock market o
ascertoin which one will vield the optimal returm
on amvestment o the investor nsine daily stock
prices. Daily stock pricos from January 2008
December 2009 were obtained from the Firut tier
market of the Nigeria Stock Exchange.

In order 1o accomplish this objective, the paper is
structured  into five sections  including  this
introductory  section.  Relevanl literature  on
Cirowlh stocks and Value stocks investment
stratemics were reviewed in the second sedtion,
while the theoretical Tramework of the study iy
performed in the third section. Empirical analysis
is performed insection four and the conelusion is
done insection five,

L Literature Review

Most investors will prefer 1o invest i a
combination of securities which will assure better
and more stable returns while minimizing risk. In
building a pordolio of sceurities, a ratianal
investor would only be interested in high retums
with low risk (Osaze, 2000). Aceording to Goodal)
(20020, all investars will choose a portlolio that s
the optimal risky portfolio, Which portfolio ihat is
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chosen as the optimal, depends on the investors
decision rule. Hewever, Markowite {1954)
disregards the need o have all results evaluated by
the individual tvestor with these idiflerence
cutves. The only portdolio that s optimal
aecording 1o Markowiz (1991 i the one that is
tungent between the capital allocation line (CAL)
and the Efficient Frontier,

A vanation of different assets will provide the
mvestor with a variability of retums in the
mvestur's portiolio and reduce the risk. In order o
achieve portlolio optimization, the investor has 1o
allocate the portfolio indifferent asset classes. The
most bepelicial way to allocate the nssetsis to leta
global touch permeate the portfolio. Look at
different npational markets in order to fmd
independency, hence reduce the risk (Litterman,
2005).

Growth Stocks and Value Stocks
Miranda (20 10) deseribes Growih stocks ns those
stocks that represent rapid growth. They generally
offer Tugher returns on the stock nvesiments
made. However, with those higher retumns also
come higher nsks. A stoek's value with growth
stveks is wsually determined on the basis of iis
relur potential. Growth for small compaunies is
generslly a yearly return ol at lzast 10%. and Tor
larger companies, it should be around 7%. Some
stocks have even higher retums in sectors that
have higher retums potential. When inearporaling
growih stocks in a portfolio. an investor might set
a reasonable level of price ar which te sell. This
can help the investor cam a prolit and get o
before a bear market destroyvs the value of the
stk

Growth stocks generally  have  ligh
growth rates-in things bike camings and sales,
Because of the way the market tends o value
stochs. those with high growth rates also tend o
have high Price-to- book value (P/B), high
cammgs (P/E), or high sales (P/S) So s value
stock may have a P/ of 15, while a growth stock
might have o P/E of 29 (Knapp, 2007). Lot and
Selengut (2007) state that growth stock s are most
often thought of as flashy start-ups. high tech
innovators, and  generally more  speculative
entities that should be dealt with carefully, These
are the bread and butter of both growth and indiex
funds pnd are the Kind that the media covers most
extensively, Popular definitions describe growth
stocks as those of compnnics that; are growing
earnings and/or revenue faster than their industry
or the overall market; pay little or no dividend.

| —

preferring to use their nesme W hinande
exphansion: arg voung, with little or oo eamings
history, and are valued on the basis 6F antcipaied
future camings: have high price-earnings rtios:
and wre currently growing carnings with potent il
0 dontinue growing carmings  15% 1o 367,
annually forthe nestoneto thice yeurs

This implied growth valuation by fnvestors
sugpests that investors anticipate  contipumg
improvements in operating  performance.
Typically. operating  performance can be
measured by variables such s earnings. assels of
sades, High growih rares showld entiee competibive
marke! foroes and increase risk, thereby reducing
future growth of these companies. (Broussand,
Michavluk, and Neely, 20058).

Ciraham and Dodd (1934 ) were the first 1o develop
the vithoe stocks investing strategy, 115 sometinies
called n conservative investing strolegy on an
undervalued stock approach, Biswell known thi
vitlue stocks have listorically eamed  higher
returns thon growth stocks, A lively debate sl
exists over the question of whether this value
premtium exists because value stocks are viskwr or
because the market is inefTicient ([avis. 2001,
Knapp (2007) sees value stocks as the ones (hal
hisve low Price-to- book value (P13, fow earmings
iPE). or lowssales (P/S). [nthis sense. high [P
and BNV stoeks are elisssiled os value stocks and
these stocks have low grossth prospects since their
price refects carrent earnings with little preminm
For growth.

Vilue stocks are those that remain relatively
steady, offering much slower growth during bull
markets than the riskier stocks, but providing lor
measured increases in value. Volue swocks ard.
theoretically, Fairly inexpensive i relation o
current company carnings, They more closely
match / reflect the actual current performance of
the compiny. As u result, they retain ther value
better whien the stock market s n a slump, While
losses are present during such times, price dropd in
share value are not as dramatic as those seen in
wrowth stocks,

Ihe distinguishing feature of value stocks is prive
With this approach, investors pick up stocks ot
attractive low  prices, looking for deals o
bargaing They tend 1o look for companies (hal
have high dividend yields, Tow markettobook-

walue ratios, or low price-gamings ratos, In times

of economic downturn or depression or
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aneertaiey there tends 1o be an increasing
sinphasis onseeking such high-yield invesuments:
This sreams from the desire to achieve high
current income, by halding sweks that pay high
current dividends. A vaviation of this approach is
olien used by some analysts. This alternative
strifeay is called “purchasing  out-of-favour
stocks . selling ata disceunt to the overall market
{ Fischerand Jordan, 2007,

Chan and Lakonishok (2004) suggest that value
stoeks are nol more tisky than growth stocks,
hased on a variety ol indicators including beta and
return volatility, Indeed, using one popular risk
indicator which focuses on performance in down
markets, value stocky sulfer less severely than
prowith stocks when the stock market orthe overall
ceenomy does poorly.

Fmpirical Literature

Mart, Slagter and Dijh (2000) suggest in thew
recen! empirieal evidence that valuie and
miomentim slrtegics penerate significant excess
retirns in emerging markets. They conliroed
these results and extend them in several direclions,
Firstly, they examined a broader mange ol siock
seleetion strategies, including strategies based on
analysts' carnings revisions. And also considered
multivarigte  stritegics, whereby  stocks are
gelected on mnhiple characteristies, and found
that this enhuneed the overall performance.
Fxcess returns also increase iFcountry selection is
incorporated intothe stralegies, but the risk of the
strategies increases proportionally.

Secondly, they tested whether the strategies can be
implemented successfully in practice by a large
institutional investor, facing a lack ol liquidily.
restrictions on foreign ownership and substintial
transaction costs. They Found that ¢ven under such
more realistic Gircumslances the strategies eum
significant excess returns.

Thirdly, they examined several popular
explanations {or the excess retumns, Amd find no
evidence of higher markel risk or lower liguidity
of the strategies, [ostead, based on the
developments of camings and earnings revisions
alter portfolio formation, they Tound that the
resulls are consistent wilh behavioural
explanations,

I their study, Fama and Freneh (1998) fnd that
e valoe stocks had lower risk and the prowth
stocks had the highest risk. Thev argued that value
stocks are risky becanse they are down-amd-oul
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and indanger al gelling worse, therefore investors
need ta be compensated with higher returns in
exchange for accepting the risk of investing in
valucsmoeks:

Jurek and Viceira (2000% find that on averge
cquityv=enly investars with short horizons
optimatly choose portfolios heavily tilted toward
value and away from growth, regardless of theiwr
risk aversion. Aggressive short-term investors
find it optimal (o hold long large positions in value
stocks offsel by large short positions i growth
stochs, because the mean rewm spread between
value and growth is positive, and their returns are
highly pusitively correlated. Highly risk-nverse
short-termt investers hold large positions in value
stocks because of their smaller retum volatiliny
and high correlstion with growth.

However, for emerging markets only fow studies
exist that investigate individual stock selections,
which, moreover, have rendered eonllicting
results. For example, whereas Claessens,
Daspupta and Glen (1998) find evidence for a
premiom [or lacge firms and growth stocks. Fama
and French( 1998}, Rowwenhorsi { 1999) reports a
premium for small firms and valoe stocks,
Claessens, Dasgupta and Glen (1995) also
documented a premium for beta and turnover, bat
Rouwenhorst (19949) finds no evidence for either
of those. Achour, Harvey. Hopking, and Lang
{1998) assert that the aforementioned studies
considered only a himited number of stralegies;

111 Methodology

Essentially, this study focoses on examining the
best portlolio selection strategy between Cirowih
and Value stocks in the Migenian Stock Exchange
that will yield the optimal return on investrient 1o
an investor. The selection ol share however
covered all the quoted compamies on the Nigerian
Stock Exchange in the First-tier market from 2008
tn 2009, The researchers classificd the companics
inta Grepwth-and Value stocks by using the YE
ratio.

The daily closing values of all the stocks on the
Nigerian Stock Exchange were used 1o determine
the daily returns and risk of each stock for the 2008
and 2009 year respectively. The capitnl gain
formular was used to caleulate the returm, which is
specified below:

I, = Returms onsecurity ton ime
PP = price of security at lime 1.
P = price of the security at lime (-
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Dt Sources

This study relied primarily on doily stock prices,
und end of yeor PE ratio as at 31 December (or
coch respective year from the Niperisn Stock
e lempe (NSE) databasie nnd Cashenaft website.
P el of year PYE ratio was adopted wallow lor
unfonm comparison af a point inotme This
datihase contains data on firms quoted on e
Nigerian Stock Exchange starting from January
20008 1o December 2009, The PE ratio of sl the
stocks quoted in the first ner of the Nigeria Stock
Exchinge for 2008 and 2009 respectively were
vollected and sorted ina descending order, The
PE ntio of December 31 Tor each year was tuken
as the base to allow for uniformity. The sorted data
were divided into two halves. The lapmost balf s
regarded as the grawth stocks while the other half
virlue stoeks

Spectiieally the fullowing variables werg used:
STOVUE and STRVO9 = Standard deviation of
Value Stocks for 2008 and 2008 respectively
STDRGUR and STDGOY= Standard deviation of
Crrgwth Stocks for 2008 and 2009 respectivels

IV. Analyvsis

I this seetion we present an annlysis of the data
with the aim of empirically investigating the risks
and retarns associded with value and growth
stoeks o Nigenn. We begin with o broad
deseriprive analvsis oFfall the data sertesin onder
LR ile It!-.'kp.r’ﬂ![l'l[l miormation on edch of 1w
series. | hen the npansente datain teims o valiie
erovwth divason is made.

4.2 Deseriptive  Statistics of Agpresale
Data

I order 1 conduct further evhiluation ol risks bid
vislatility of the stocks in the value / growyih
categories, the styndard devintions for all firms in
ench category for the twa sears were collated and
deseriprive evaluation was pedformed. The result
ol the analysis of the aggregated output is shown
in table 11 and in figure [(a) to () below. The
result shaws that on the average, value stochs have
a standard  deviation of 350 with the medion
devmtom as 165, The median value isclose 1o that
of the mean and the Skewness s quite low, This
suggests thit these stocks varmtion are reasonab v
symmetrie or similar in nature. In orderwords, the
dispersion among the varianees is munimal, The
standard deviation of the series is 3.78. The
Juryues Bern statistic of 86,57 issubstantially leis
than the critical waloe of the chi-square
distribution, 1243 (at the 5 percent level ol
signiftcance),  Fhus, we  cannot rejeat (e
hypothesis that the value stock distribution is
approximately normal.,

For the same period, growth stocks reported an
averapgevalue of 647 in stndard deviation, witha
corresponding median value of L68. The median
is nob quite close to the menn value and the
Skewness is high, supgesting that variationy i
growlh stock prices are asvinmutric and aie
dissimilar o natoee, The standurd devintion olile
SETS I}'\. |,| RS I'.'-u. ”ll.‘ .”!':nl..lll.'-‘:'_ i"-' | |”- ..: |il L
vitlue vs much higher than the 5 pereent eriticul
1_'JJI-I-1.|1I:I.IL'\|||.IJI.:l.*f a2 |l1|.|-;_u.c.:luc;:|1t1|l|:|.| iy
values dre nol novmally distributed
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A mugor point of comparison among  these
stalistics i the mean and standand deviation of the
aggregite dati. 1t is seen from the result that both
the mean and stundard deviations of the growth
stoch prices are higher than those of the value
stock prices. Apparently, (or the 2008 period,
growlh stock appeared to be more velatile and
risky thun value stocks. This result is also evident
when we consider Ggures Tin) and by, Stock
moverments in the figure [(a) for growth stocks
Nuctunte more than those in figure 1(h) The value
stocks are seen o lollow a smoother pattem.
[vestor confidence 1s much more secure i value
stocks tham in growwth stocks.

For the 2008 period, the trend berween the value
and growth stoeks also follows the same panem

The mcan value of aggregate standard deviations
for value stock prices is 2,01 while the median
doviation is 061, The standard, diyiation 1s also
755 and the Shewness is 872 which sugeest thi
e o e variiaens e below the mean yalue

The I8 statistic is also sufficicntly high towarant
the rejection af the hypothesis of o normally

distributed series. For the growth stock prices,
mean standard deviation is 4. 109 whilé the median
15109 eiving s reflection of more volatility when
compared with the vailue stock prices, Mureos er,
the standard devintion of the series s 979, wihicl
is again higher than that af the value stock, This
result again confinns the sugeestion (hat e
growth stoeks are far more volatile and risky than
the value stocks,

Tahle 1.1: Risk/Return Analyves of Daka

STDAUE STIMGOE STV w10

“Mean 3301673 5473198 2007014 108830
Median 1645717 2681265 0618383 187647
Std. Dev, 3776072 11.83448 7.549667 9786621
Skewness 1749208 3717465 8720716 4693062
Jarque-Bera 8650084 D776 2398318 27E503
Probability (L0000 000000 D.OGDO f.000000

Source: Authors’ Caleulation (2012)

Conclusion

This study sets out 1o examine the portdolio
selection strategics: growth or value stock as it
relates (o emerizing stock market such as Nigeria
Having analyzed the relevant literamres on
portiolio selection strategy in the Nigeria capital
market, deseriptive statistics was used  for
modelling and  forécasting the conditional
varince ur valatitity of the variable.

The analvsiy of both growth stocks and value
stirchs prices in 2008 show that the growth stocks
volatility wis more persistent. which renders il
risky and ditficult w forecast. while that of the
valie stochs have moch lesser valatlhity and risks,
andare mimimised by the expectation behaviour of
asents. On the other hand, the soalysis of the
pestlis for growth and value stocks For 2009 period

Nigern Acudemy of Marigenent Soarmal firy

confirms that of the 2008, that growth stocks tend
to be more volatile and hence more risky. than
valoe stocks,

In view of the above therelore, the study shoved
that growth stocks strategy outperformed value
stock strategy m the Nigerian stock exchange for
the period under review, and this was due 1o the
high risk mvolved m growth stock. Hence the
study recommends that the risk-seeker invesiors
shiould invest more in growih stock diw 1o its hagh
returns/risks profile. While  the  risk-averse
investors: should invest more in value stocks
becanse ol its lnwer retuens! fisks protile.

Although, there s no generml consensus 1 the
literatire as o wht methods the investor should
use in seleeting the nuimber of stocks holdmg (hal




would optimize his portfolio returms, itwill suflice
W recommend that, within (he context of the
Nagerian financial svstem and the stock market in
particular, it is advantageous for the rational
imvestor o mvest i growth stock: but much more
advantageous to invest i value stochs when the
activities of the exchange 18 transparent as
compared with that of the developed economy.

Muoreover, since growth stocks have higher betas
and outperform in a bull market. whereas. value
stock outpertorm in a bear market(all things being
equal ), investors in the Nigeria capital market
should have more growth stocks than value stocks
m their portfolio when the market is bullish. And
muore value stocks than growth stocks when the
market is beansh,

Finally, the nsk-averse investor is advised 1o
nvest muare in value stock when constrocting his
portfolio  because this suits it objective of
asstming lesser risks and lesser returms. Cn the
other hand, the risk lovers in the Nigeria stock
markel isadvised to invest more on growth stocks
in constructing his optimal portfolio since this
corresponds to his objectives of assuming more
risk inorder 1o get more returns.
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