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ABSTRACT

Market timers, as evidenced in literatures have critical management
responsibility of maximizing shareholders wealth. The study examines the
effect of equity market timing on earnings yield amongst quoted
manufacturing companies in Nigeria. The research adopts expo-facto
research design and data were obtained from five quoted manufacturing
companies through on-line retrieval method. Panel regression model was
employed to analyse the properties of time series and cross sectional data.
The result shows that equity timing is strongly significant in improving
company’s yield. The study therefore recommends that companies design
innovative securities to decrease the cost of capital and improve market
price of their shares instead of timing the equity market in general.

Key words: Equity timing, earnings yield, share price, issuing costs,
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INTRODUCTION

Thecreation of wedth through returnson investment isthe principa responsibility of
corporate managers. Mot corporateinstitutions often design aunit whichisheaded
by afinancid officer with theresponsbility of financia planning and implementation,;
the essenceisto maximisethewesdlth of sharehol dersasreflected inthe market value
of their sharesin the company. To realize the objectives of acompany, investment
portfolio management ass st to secureleverageagaing risk and uncertainty inthemarket.
Meanwhile, individua security risk exposure prevailson most companiesto consider
divergfication asthe best option to maximise returnsduring economy-wide uncertainty
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inthemarket. Earningsyield serveasava ueinvesting strategy that looksat theway
incomeisgenerated by acompany and al so the percentage returnsthat the company
ismaking fromitsvariousinvestment opportunities. Thisyield dsoreflectsthereturns
company has made on investment over the yearswith consideration to debt or equity
ratio. Idrisand Bala(2015), see these returns as the benefits employers of capital
generate out of the stock market. Employer of capital aimisto maximizetheyield by
tactically predicting thefirm stock returnsinwhich they finance (Aldin, Dehnari and
Hajighasemi, 2012). According to Zhi, Ravi and Janfeng (2015), the common practice
to predict company returnisto usevariousratiossuch asdividend to priceand earnings
to priceratio. Park and Lee (2003) posit that acompany isvalued in terms of its
returnsand it isdetermined by examination of variables, such asincome, cashflow and
book valueof itsinvestment.

Although earningsyield reflect the net percentage earned by each shareholder
of acompany’sordinary share, Pandy (2007) seesearningsyield asthe eval uation of
shareholders’ returninrelation to the market value of the share. However, investors
often extrapolatetheir sharevauefrom thegenera economic phenomenainthestock
exchange based on daily market index and determinetheir capitalisation rate. As
management discretion over dividend payment, before acompany declaresdividend
to sharehol ders, such declarationis dependent on the percentage of the nairasum that
company earned from using the ownersfundsover theyears. Most of theinformation
relating tothemarket val ueof companiesarenct generdly availablefromthecompany’s
financia statements, they are sometimesobtained from the stock exchange, Statistical
bulletin and newspapers. Therefore, in understanding the equity market and fluctuation
of stock prices, companies are expected to monitor the market so asto enablethem
know whentoraisecapital and itscomposition so asto maximiseshareholders wedlth.

Equity market timing thereforerefersto therategy employed by thecompany’s
financid officerswho are saddled with theresponsibility of anticipation, acquisition
and alocation of company financia needsinadecisonto sall (issue) financial assets
(shares) by attempting to forecast future market pricevolatility. Thisforecast could be
centred on market or economic circumstancesresulting from technica analysisaimed
a improving returnsand sharehol derswed th. Inthemarket timing hypothesis, El Khoury
and Kim (2008) aver that managersare ableto timethe market and i ssue equity when
thefirm’sstock isovervalued and retired equity when it isundervalued. Myersand
Majluf (1984), point out that market timing i sbased on asymmetricinformation between
managersand outsiders. Hence, as management are better informed than investors
they could implement timing strategy for interior corporate reason that will possess
vaueto them by issuing securitiesto take advantage of favourable market conditions.
Managers having good knowledge of the market being cold or warm enablethemin
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some cases maximisereturnsdisregarding volatility nature of themarket but to create
vauethat safeguards sharehol derswealth.

However, looking a theliterature of capital structure, therearethree competing
theories. Thefirstisthetrade-off theory whoseidea centres on the repayment and
cost of issuing debt capital to make good value to the company. The second isthe
pecking order theory which placepriority on firm’sfinancing needs, it holdsthat the
best first choiceof financingistheinternal financing whichisretained earnings, then
debt securitiesif theinternal fund isinsufficient and thereafter equity asthelast resort.
Thethird theory providesthe basesfor the research, the market timing theory. This
theory suggeststhat managershavingidentified the cost implication of issuing equity,
device meansby timing the equity market during which theissuanceislesscostly due
to mispricing and if they succeed, the cost of equity would berelatively lower while
improving on growth rate and providing protection to shareholders’ funds. Market
timing in corporatefinance hasbeen aconflicting issueamong scholarspartly because
theroleplayed by market timersdiffersacrossdifferent corporatefinancing decision.
Thisstudy thereforeeva uateshow entity market timing policy affectsearningsyield of
corporate manufacturing companiesin Nigeria

EMPIRICAL REVIEW
Severd empirical studiesusing different approaches havetested market timing theory
and generally found support for its prediction while some shared divergence views.
Ayobgan (2006) investigated capita structureimplicationsof market timing. Hefound
out that hot market firmsissued more debtsthan equity immediately following Initial
Public Offers(1POs) than the cold market firmsdid. Intheir investigation of market
timingimplicationsof shareva uation by Indian companies, Ganesamoorthy and Shanker
(2012), discovered that market timing is considered as an important determinant for
capital issuetheoretically and itsapplication in Indiacould not be substantiated. Inthe
same manner, Muhammad, Jaleel and Shoaib (2014) investigated the circumstances
andinstrumentsof equity marketsthat make Pakistani firmsfinancing decisonsmore
sgnificant and predictable. Thestudy found theevidencethat inshort run, firmsconsider
themarket valuationsif going toissue equity but theresultlost Sgnificancewhentest of
persistencewere applied. Barker and Wurgler (2002) reported that firmsissue equity
whenever they have historically high market to book ratiosand took externa finance
weighted average market to book ratio (EFWAMBR) asan indicator of marketing
and found significant cong stent result.

Khemaies and Jameleddine (2010) study relevance of market timing
consideration on the debt-equity choiceusing apanel of Tunisianand Frenchlisted
firms. They found that high market-to-book ratios are connected with high equity
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issues as managers benefit from this chance by issuing over-priced equity shares.
Dhrymesand Kurz (1967) observed that firmswith high debt-equity ratio display a
smdller pay-out ratio indicating that firms operating with high debt capital would try to
reducethe debt and their investment requirementswill befinancelargdy by reinvested
profits. Shah and Hijazi (2004) investigated the determinant of capital structurefrom
1997 to 2001. Their result showed that firm sizewas positively related to leverage.
Larger firmwasreported of having minimum chancesof bankruptcy so thereforethey
canexploit their debt limitsby issuing additiona debt. Inther study, Sheikh and Wang
(2011) used panel datatechniquesto compare devel oped and devel oping countries
forcesof leverage. They found out that tangibility, liquidity and profitability wererel ated
tolow leverage.

Intheir work, Owusu, Gyau and Amaning (2016) usesingleindex and risk
adjusted model to investigatethe effect of earningsannouncement on market price of
manufacturing firmson the Ghana Stock Exchange. The study found out that earnings
announcement had no effect on stock price and as such the Ghana Stock Exchangeis
not efficient in the semi strong form. Warrad (2017) applied correlation and multiple
regression methods to determine the effect of major market valuation measureon
Jordanian banks. Theresult showed that market val uation measureshave asignificant
effect on banksstock price. In hisinvestigation, Inyiama (2015) used ordinary least
sguaresmethod in theform of multi pleregression to examinethe magnitudeand nature
of therelationship between earnings per share and market price of ordinary sharein
Nigeriabanking industry from 2004 - 2013. Theresult showed that earningsper share
sgnificantly and positively influencethe market price of ordinary shares.

The concept of equity timing has been studied in theoretical and empirical
literaturesfor advanced and devel oping countriesusing different techniquesand sample
periodsthereby providing contradictory evidences. Thereisscanty study in Nigeria
relating to equity market timing and earningsyield, thereby creating agap thisresearch
intendstofill. Wetherefore employed cross sectiona regression modd to examinethe
effect of equity timing on earningsyield of quoted manufacturing firmsin Nigeria.

Natureof equity market timing and earningsyield

The Pecking Order Theory perspective places equity issuance asthelast resort of
raising capital when other sources seem inadequateto financefirm’soperations. This
cameasaresult of the perce ved information asymmetry between manager andinvestors;
investorsinterpret equity issuance asbad newsand tend to under-priced firm’ssecurity.
In most recent time, the most challenging among other tasks confronting afinancial
officer inbothfinancia and non-financid inditutionsisto secured efficient market given
relaivecost of equity which variesover time. Huang and Ritter (2009) maintained that
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timevariationintherelative cost of equity whether influenceby rationa or irrational
investors has someimpact on firm'scapital structure. Pagano, Panettaand Zingales
(1998) intheir study observed that Italian firm’sdecision to obtained externa fund and
timethe market wasimpacted by stock mispricing aswell asgrowth opportunitiesin
the stock market. They found out that the industry’s market-to-book is the most
significant factor that influenceinitial public offer. Inther study, L eary and Roberts
(2008) revealed that equity issuance haslimited two to four yearsrelevance on capital
gructure.

Themain objectiveof investmentin ordinary sharesistheyield or sock return.
It servesasapractical motivator to both existing and intended investorsto commit
their resources. Inideal market, financid officer employ earningyieldratioto determine
or predict the value of securitiesin the stock market. This serves asindicator for
gauging acompany’ ssuccess and thedriving strength behind stock price appreciation.
Famaand French (1993) found threefactors (the size, book-to-market and market)
that account for thevariationin stock returns. Carhart (1997) argued against themode,
that Famaand French model will only work infew monthsunder portfoliowith high
stock return. Intheir studies, Lau, Cheeand Thomas (2002) use P/E, cash flow/price
ratio and growth rate of slesto examinethestock returnsof firms. Thisstudy identified
aconditiona rel ationship between betaand stock returns, both inthe Malaysian stock
exchangeand in the Singaporean stock exchange. Wang and Amalia (2007) examined
the betaswith stock returns, firm size, P/E ratio, liquidity ratio, dividendyield and
market-to-book valueratio with cross-section analysis. No betawasfound statistically
ggnificantinexplaining stock returns; and therefore, no significant rel ationship between
betaand stock returnswere detected. Intheir study, Nurgul, Fundaand Burak (2013)
investigated whether specific factorsinfluence stock returnsin different period. The
result showed that betaand total debt/market valueratio werefound to be Satistically
significant with apositive effect on both nominal and real stock returnsinall three
periods.

Managerial entrenchment theory

Thistheory considersmanager’s choi ce between financing with short-term and long-
term debtinitscapita structure. Though short term debt ischeaper and providesthe
lenders the option to redeploy its assets as a protection against being exposed to
liquidationwithinthecircle, entrenched managersprefer usng lessleveragethan optima
capitd duetothedesretoreducefirmhighrisk astogive protectiontounder diversified
investment. Thetheory examineex anteoptimal mix of short-term and long-term debt
that reduces agency conflicts between managersand sharehol ders. Wieshach (1988)
aversthat managerial entrenchment occurswhen managersgain so much power that
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they areableto usethefirmto further their own interest rather than theinterest of
shareholders. Hence, it could be deduced that manager timing themarket isto provide
them with relevance of maximising shareholders fundsand reducing cost of raising
equity capital asto cushion liquidationimplication of financing with debt capitd.

Dividend preferencetheory - Gordon M. J. (1959)

Thistheory seescertaininvestorsin the market as having preferencefor dividends
which could help to resolve uncertainty intheir minds. Dividendsarereceived ona
current ongoing basiswhereasthe prospect of capital gainsisoff inthefuture. According
to the proponent, investors prefer the early resol ution of uncertainty and they will be
willing to pay ahigh pricefor the sharethat offersthegrester current dividend thereby
maximizing the share prices. Thetheory can be used to support theideardating tothe
benefit derivablefrom investing in acompany’ sstock asearnings of most companies
arenot constant dueto retention policy whichiscapableof increasing future earnings.

METHOD

For the purpose of thisstudy, datawere obtained from the published financia statements
covering 2012 to 2016 which conssted of five (5) manufacturing firmsrandomly sdected
fromtheFood, Building Materia sand Beveragesindustriesall quoted ontheNigerian
Stock Exchange. This period was necessary asit enhanced appropriatenessin data
accuracy and consistency in the companiesreporting method after the adoption of
IFRSinNigeria Thisstudy highlightsthe econometric techniquesto empirically test
what isproposed intheory of market timing by adapting Zhi, Ravi and Janfeng (2015)
model on stock yield and domedticateit inthe context of thiswork. Thestudy therefore
used panel regression model to analysethe market timing effectson earningsyield
showing the combination of the propertiesof timeseriesand crosssectiona data. The
independent variables used in the study are defined asmarket price of sharesat the
beginning of theyear (MKTP,), book equity, defined here asthe value of common
equity al over number of shares outstanding, and earningsprice of sharegiven as(1-
VIP)whereV isfirm'svaueand P, isinitid priceof shares. Theregression equation
iscomputed thus:

Ey = SO+ Szl+ it PP )
Theearningsyiedfunctionisgivenas,

t T.EBT
Ey = 2'—

i MKCAR,
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Wecdlculatecompany’searningsyield (Ey) at theend of year t by dividing theearnings
beforeextraordinary items(t, EBT) inthemost recent fiscal year by market capitalization
(Mktcapt ) at year end.

[ z= Coefficient of market timing (independent variable)

Theregresson modd isdescribed by thefollowing equation:

Where:
Ey =Earningsyidd
MKTPR =Market price of share
BOE =Book equity
PEs= Earningspriceof share.
[ 0= Regression constant
Ht = Error term

RESULTSAND DISCUSSION

Table 1 presentscrosssectional resultsof individua firm'sresponsesto market price
of share(MKTPS), book equity (BOE) and price earningsper share (PES) onearnings
Ey = [0+ SzZMKTP{Re o TreB&bH si noidzkitisimagidet price of share haspositiveand negativeinfluences
on earningsyieldsfor the studied companieshaving coefficient valuesof .192, -9.245,
-.039, .533 and 1.550 respectively. Thisimpliesthat increase or decreasein market
price of sharewill result in acorresponding increase or decreasein the company’s
expected yield over time. Theresult further reveal ed that book equity of two firms
(UACN and Nestle) -3.065 and -.001 negatively influenced earningsyield while
Dangote Cement, Flour MillsNig. Plc and 7-Up exerted weak coefficientsof .003,
.001 and .000 respectively. Theresult indicatesaweak book equity to earningsyield
with no direct linkagesirrespective of thewarm or cold nature of the market. When
we consder further, effect of priceearningsof shareon earningsyield, theresult shows
that all thefirmsexerted positiveinfluences and responded variedly to thevolatility
nature of the market having coefficient value of .290, 9.021, .852, .245 and .104;
these correspond with the assumption that timing the equity market hassomeeconomic
and technical influenceswhich management empl oy to maximise sharehol derswesdlth.
Table 2 presentsthe correl ation result of the interactive relationship amongst the
varigbles. Theresult hasR? of 56 per cent indicating that market priceof share(MKTP),
book equity (BOE) and price earnings (PES) jointly explain 56 per cent deviationsin
earningsyield while 34 per cent variationsin company’syield were not captured by
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themode. However, the R? adjusted of 50 per cent represents co-movement between
earningsyield and equity timing. Thevaueof theF- statisticis8.98, ishigher thanthe
valueinthetabulated statistical tablewhichis2.00. Thus, we can concludethat the
model isstatistically significant, meaning that theindependent variablesin themodel
adequately explainthevariationsin earningsyield. Theresultsfurther show positive
relationship between market priceand earningsyield, thisrelationshipisincreased by
.192 per cent and iscapable of decreasing earningsyield availableto the company by
-.81 per cent duelargely to unforeseen industrial factor and government regulation
discouraginginvestor’sreliability on company yied. Althoughthep-vaueof .4455gnify
that the relationship cannot be considered significant to the model, we observed that
book equity portray -3.063 which indicates decrease as aresults of reduction in
company earnings yield over the period. This decrease could be as a result of
management inefficiency in determining the val ue of stock dueto thevolatile nature of
equity market. Furthermore, wefound price earningsper sharehaving apostive (.290)
relationship with earningsyiel d which showsthat the company adequately measured
itscurrent sharepricesreativeto earningsyied but thisvary wildly between companies
dueto thediffering ways companiesearn money and to thediffering timelinesduring
which companies earn that money, although the p-value of .000 signify that the
relationship should be considered significant to themode.

Thenormality assumption wascarried (Fig. 1) inorder to conduct single or
joint hypothesistestsabout the model parameters. Inthisstudy we checked whether
thenormality test was adequately met, the histogram wasused. If theresidualsare
normally distributed, the histogram should be bell - shaped (Brooks, 2008). The
shape of the histogramindicatesthat theresidua sfor the dependent and independent
variablesarenormally distributed around its mean of 1.39 and standard deviation of
0.94. Thisimpliesthat each company used in the study generate 1.39 per cent of
earningsyidd through systematic timing of theequity market over theyears. Thehigher
the earnings yield, the higher the market timing as approach employed by these
companiesto maximise shareholder’ sweathwith low cost benefitin addition.

Theresult of thetest as presented in table 2 depictsacorrel ation coefficient
(r?) of 0.56 and the F-stati sticsresult was observed to be 8.98. Thenull hypothesisis
thereforergected and the aternate accepted since the observed value of 8.98 isgreeater
than thetablevalue of 2.00 at two tailed 0.05 per cent level of significant. Thus, we
therefore concludethat there exist asignificant rel ationshi p between equity timing and
earningsyield of quoted manufacturing companiesin Nigeria

The hypothesis tested revealed that equity market timing by quoted
manufacturing companiessignificantly affectsearningsyield. Asindicated intheresult,
market timingisacritical predictor of company’searningsyield and cannot beeasily
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undermine by them. The result has proved that as market price of the company’s
increases earningsyield decreases correspondingly by -.818 per cent. Thisagrees
with theresult of Ganesamoorthy and Shankar (2012) and Muhammad, Jaleel and
Shoaib (2014) that equity timing isadeterminant for capital issue but contrast with the
findingsof Inyiama(2015) that earningsper shareissignificantly influenced by market
price. Table 1 showing cross sectiona resultsof thefirmsindicatesthat priceearnings
(PEs) hasapositivereationship with earningsyield, such that when priceearningsis
high management make profit through savings from cost of issuance. Thisresult
correspond with thefinding of Dhrymesand Kurz (1967) that low priceearningsclass
evidently overtakesthemarket, whiletheir high priceearningsequivaentsunderperform
themarket.

Tables 1 and 2 showing cross sectional and panel regression results on book
equity indicate negative and weak coefficient to earningsyield and could not strongly
influenceit despite cold and warm nature of the equity market. Thisresult disagree
withthefindingsof Baker and Wurgler (2002) and Khemai esand Jamel eddine (2010)
onhighbook ratio asanindicator of marketing and issuing over-priced equity share.
Further analysison price earningsand earningsyield showed high but positive price of
two companieswhilethree companiesdisplayed low but positive price earningsto
earningsyidd. Thisfinding contrast with theresult of Owusu, Gyauand Amaning (2016),
that earnings announcement had no effect on stock price. However, the significant
findinginthisstudy isthat price earningsmosily increase earningsyield and enhances
saving cost from equity issuance. It could also betruethat some of thesefirmsmay not
betiming the equity market to influencetheir yield, but their high return could bea
reflection of their excellent performancein areaof corporate attribute and prudent
management of resources. Moreover, the concept providesawindow for investors.

Table 1: Cross sectional result showing effect of equity timing on earningsyield of
Quoted Manufacturing Companiesin Nigeria.
Coefficientsof selected companies

Variables UACN DangoteCement Flourmills 7-up Nesttle
MKPS 192 -9.245 -039 533 1550
(1.664) (-6.455) (-020 (:476) (169.102)
BOE -3.065 .003 001 .000 -001
(-510) (5.550) (8% (-276) (-114.138)
PEs 290 9.021 852 245 104
(4.628) (6.64) (2.267) (819 (30475)
R 56 0.98 .92 96 100
ER 4752 1214 1110 2166 2563
DW-Stat 1851 2503 234 2417 2132

Note: The valuesin bracket show the respective variable coefficients and their respectivet-statistics.
Source: Author compilation from panel regression result.
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Table2: Panel regression result on theeffect of equity timing on earningsyield.

Variables  Coefficient Std. Error t-Statistic Prob.
C -818 1051 =779 445
MKTP 192 115 1.664 11
BOE -3.063 .000 -.510 .615
PEs .290 .063 4.628 .000
R? = 0.56; R2Ad] = 0.50; F-Stat = 898
SER = 4.752; DW = 1851
Histogram
Dependent Variable: EARNINGS YIELD
Mean = -1 309E-18
6= Stdd, Deav, = 0 935
N =25
o /-\
N
O /
g /
[T
=3
[ =
2 3
& /
B 4 e \\
0
- =1 o 1 2

Regression Standardized Residual

Fig 1. Thenormality assumption
CONCLUSION

Thestudy domesticated Zhi, Ravi and Janfeng (2015) modd inthecontent of earnings
yield. Themodel enabled usto determine changesin earningsyield resulting from
book equity, earnings price and market price of thefirm’sshare. Wefound evidence
that timing the equity market is a pointer to improving company’s yield but not
determined by book equity asfound in Baker and Wurgler (2002) and Khemaiesand
Jameleddine (2010). Also, evidence from our empirical test show how priceearnings
strongly interacted with earningsyield dueto the mechanism employed toissue over-
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priced shares. However, this paper has presented proof that management practice
andinformation asymmetric play dominant rolein equity timing takeninto consderation
economic-wide uncertainty inthe market which requires management anaytical and
technical input to maximized sharehol derswealth. From dividend theory perspective,
snceinvestor’swillingnessto pay high price on company’sstock istight to dividend
payment therefore equity timing policy practice by management could beviewed as
ethically appropriate. However, manufacturing companiesin Nigeriaare not much
concerned with predicting theequity market Sncemgority of their profit aredetermined
by salesvolumethrough the forces of demand and supply. We conclude therefore
fromour findingsthat equity timingisstrongly significant inimproving manufacturing
company’searningsyield.
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