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The study looked at how shot selling affected the link between risk and return in the Nigerian stock market. Secondary
data was gathered from sources such as Standard & Poor’s, NGX websites, and the CBN statistical bulletin. Fama-French
Two-Step regression approach was used and it was found that short selling had a negative and statistically negligible
influence on returns, according to the study. However, when used as a moderator, it lowered systematic risk slightly while
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Nigerian stock market in a positive and significant way. According to the research, a short-selling investing technique can be
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diversified, but it demands a premium in the Nigerian stock market, since investors that take such risks are rewarded. The
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Introduction

Several developments, including market forums,
index reviews, fee structures, and market education
programs have been launched in emerging markets,
particularly the Nigerian stock market. These actions
have increased the market’s appeal as a practical
fundraising alternative and as a source of economic
data to gauge government performance (NSE
Outlook, 2021). It's important to remember, though,
that these changes do not by themselves render the
Nigerian stock market effective. In the context of stock
markets, efficiency refers to more than only technical,
operational, or market modifications. It instead centers
on the idea of information efficiency, which denotes
that information moves unimpeded and for no charge
(Ejem et al., 2020). This suggests that no investor can
outperform the market using insider knowledge that
is not shared by other participants. Investigations
have uncovered unmistakable proof of insider trading
in the Nigerian context, which is defined as the use
of secret information to gain an edge in arbitrage
profits or disproportionate gains at the expense of
less privileged participants (Bello, 2016; Ekundayo
et al, 2020, and others). Insider trading may cause
asymmetric knowledge to spread widely over time and
prevent current prices from accurately reflecting the
information that is currently accessible. This in turn
calls into question the assumption of the risk-return
connection and undermines the effectiveness of a
Nigerian market that is operating effectively.

External elements are associated with firm success
and market information, whereas internal impacts
generally come from human behaviour such as
overconfidence, conservatism, availability bias, herding
effects, etcetera which affect investors’ decisions.
According to numerous studies, conservatism has a
negative effect while overconfidence, availability bias,
herding effects, and investors’ sentiment have positive
and significant effects on the risk-return relationship in
the Nigerian stock market (Evbayiro-Osagie & Chijuka,
2021; Emanuel & Ahmed, 2020; Alajewu et al., 2017,
among others). Investors can use a variety of investment
methods in addition to behavioral characteristics
to outperform the market and generate abnormal
gains. According to Sarpong (2017), active investment
methods take into account how investors might profit
from the fact that asset prices aren’t always precisely
valued in order to generate abnormal returns.

The significance of active investment strategies in
influencing the behavior of the financial markets. Due to
the low volatility anomaly that resulted from the use of
these tactics, academics and researchers are interested
in learning more about how investment methods have
contributed to it. Some contend that short sellers are
responsible for regulating market volatility by shorting
stocks when their prices rise above their intrinsic
worth. Rahim (2018) argues that restricted short
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selling makes it necessary for prices to reflect bad
news and correct overpriced stock prices. Stock prices
and market efficiency are significantly influenced by
unrestricted short-selling opportunities. Researchers
from all over the world have looked into how short-
selling affects financial markets in both developed and
developing nations. Studies by Shkilko et al. (2012), Cho
and Kwak (2017), Chague et al. (2019) and others have
shown that short-selling practices had destabilizing
consequences that resulted in large price pressures and
increased volatility. It is still unclear how much short-
selling operations influence the market’s price volatility
and improved the return.

Thus, the present study extend the frontiers of
knowledge beyond direct effect of short selling on risk
and return to moderating effect of short selling on risk
and return in the Nigerian stock market, this study
seeks to provide new knowledge to this continuing
discussion.

In view of this, the contributions of this study are as
follow; to examine the moderating effect of short selling
onsystematicriskand return. In addition, to investigates
the moderating effect of short selling on unsystematic
risk and return. Fama-French two-step regression
approach under CAPM, three-factor and five-factor
model were used to show robustness in the estimation.
More so, the study considered the interaction of short
selling between systematic and unsystematic risks as a
tool for investment performance through minimization
of risk and maximization of return in the Nigerian stock
market. To fulfil the objective of the study, the remaining
part of the study are as follows; section two presents
the relevant literature review, section three documents
the methodology, section four outline the result and
the discussion of findings and section five presents the
conclusion and recommendation.

Literature and Hypotheses

In their 2016 study, Lee and Wang concentrated
on day trading short sales in the Korean stock market.
Using panel data regression, they discovered that day
trading and short selling accounted for 42% of all shares
that had been sold for short. In general, even after
accounting for transaction costs, individual day traders
were able to make money by short selling. The study also
discovered that short selling was more common and
generally more successful than long selling. According
to the study’s findings, day trading long selling was less
profitable as trade volume rose than day trading short
selling was.

Bohl et al. (2016) specifically focused on German
financial institutions during the financial crisis as they
investigated the effect of short selling regulations on
the volatility of stock returns. They used asymmetric
Markov-switching GARCH models and discovered
that, particularly for stocks subject to short-selling
restrictions, the financial crisis led to higher volatility
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persistence. The study came to the conclusion that
restrictions on short sales did not help keep stock
values stable during bear markets. Cho and Kwak
(2017) investigated the impact of short selling and
stock lending and borrowing (SLB) on stock returns
in Korea. They discovered through regression analysis
that concentrated groups with high SLB and short sales
displayed greater anomalous returns (AR) with adverse
consequences as compared to comparative groups
after short sales took place. The study concluded that
short-selling bans did not contribute to stabilizing stock
prices during market downturns.

Cho and Kwak (2017) investigated the impact of
short selling and stock lending and borrowing (SLB)
on stock returns in Korea. They discovered through
regression analysis that concentrated groups with
high SLB and short sales displayed greater anomalous
returns (AR) with adverse consequences as compared
to comparative groups after short sales took place.
They came to the conclusion that short selling had a big
impact on the stock market.

In the US stock market, Deshmukh et al. (2017)
looked into the connection between short selling and
seasoned equity offerings (SEOs). They used t-tests and
discovered that companies who saw significant spikes
in short interest before SEO announcements had lower
announcement-period returns as well as worse long-
term operating and stock price performance. According
to the study’s findings, this adverse association was
more pronounced in the long-term operating and
stock price performance. The study concluded that this
negative relationship was more pronounced for shelf
offers.

On the Taiwan stock market, Wang, Lee, and Zhao
(2018) investigated the connection between short
selling and stock trading. They employed regression
analysis and discovered considerable annualized
mean returns from pair trades using Taiwan 50 Index
positions. They also noticed that the liberalization
of short sales resulted in an increase in pair trading
activity, which decreased the profitability of pair trading
techniques. The relationship between short selling and
momentum in US stocks was examined by Zhu et al. in
2019. Consistent momentum strategies outperformed
inconsistent momentum strategies according to the
Fama-French three-factor regression model, which
they used to arrive at their findings. They came to the
conclusion that equities subject to more stringent
short-sale restrictions significantly affected momentum
and that a risk-managed form of steady momentum
appeared to be resistant to market crashes.

In the Brazilian stock loan market, Chague et al.
(2019) looked at institutions’ and individuals’ short-
selling abilities. Strong evidence of short-selling
expertise was shown using panel data regression, with
skilled short-sellers exhibiting performance persistence.
The study came to the conclusion that knowledgeable
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short-sellers tended to steer clear of liquid, volatile,
and losing equities and did not exhibit the disposition
effect. Hu and Chi (2019) investigated the function
of short-selling activity in cross-predictability and
information transfer on the Chinese stock market. Panel
data regression revealed that future abnormal returns
of non-shortable peer firms in the same industry were
inversely correlated with industry-level short flow.
They came to the conclusion that information about
associated enterprises was helpful in short-selling
activity.

The significance of market anomalies in shorting
techniques in the US was evaluated by Wu and Zhang in
2019. The relative short interest-return relation across
stocks and substantial relative short interest were both
explained by market anomalies, according to a Fama-
MacBeth regression analysis. They concluded that
short sellers exploited market anomalies and possessed
additional valuable information for predicting stock
returns. Goyenko and Schultz (2020) looked at the
connection between stock returns, idiosyncratic
volatility, and short-selling expenses. They discovered
that borrowing money was more difficult for stocks
with significant idiosyncratic volatility and that the
connection between idiosyncratic volatility and returns
was largely dependent on the capacity to short. Ye et
al. (2020) investigated how margin trading and short
selling affected the individual stock trading liquidity in
China. In general, liquidity improved once limitations on
leveraged trading were lifted, according to regression
research, but margin trading and short selling had
the reverse effects, with short selling lowering stock
liquidity.

In 2020, Hackney, Henry, and Koski investigated
how informed or arbitrage short selling affected equity
markets. Convertible arbitrage short selling was linked
to both negative contemporaneous returns and positive
future returns, according to linear regression analysis.
Future returns were inversely correlated with short
selling on days when earnings were announced. The
effect of short selling on the method of price discovery
in the Borsa Istanbul (BIST) market was examined
by Sahin and Kuz in 2021. They discovered that short
selling increased information efficiency by lowering
information delays using Fama-MacBeth regressions.
Short selling restrictions were linked to overvaluation
and decreased liquidity. Gbadebo and Oyedeko (2022)
looked at the effect of short selling on risk and return in
the Nigerian stock market. The Fama-MacBeth two-step
regression method was employed. It was found that the
short selling strategy has a negative and insignificant
effect on return and risk in the Nigerian stock market.
The study concluded that short-selling strategies could
be used as investment strategies that could promote
efficiency if properly monitored and regulated in the
Nigerian stock market. If not, they could lead to price
pressure and volatility in the Nigerian stock market.
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Short selling is a significant investment strategy that
impacts a firm’s performance in developed, emerging,
and developing economies. Studies outside Nigeria
have examined its impact on stock return, but none have
been documented in Nigeria. Despite its recognition in
the Nigerian stock market, short selling has not been
extensively studied in the country. Previous studies
have shown limited research on the moderating effect of
short selling on the risk-return relationship. This study
aims to fill this gap and contribute to the literature on
the role of short selling on the risk-return relationship,
formulated by formulating hypotheses.

HO1: Short selling has significant effect on the
relationship betweenrisk (systematicand unsystematic)
and return in the Nigerian stock market.

HO2: Short selling has moderating significant effect
on the relationship between risk (systematic and
unsystematic) and return in the Nigerian stock market.

To test these hypotheses, the study is anchored on
the modern portfolio theory.

Methodology

To determine the moderating impact of short selling
on the risk-return relationship in the Nigerian stock
market, this study used an expo facto design. The study
used secondary data that was taken from the websites
of Standard and Poor’s, the Central Bank of Nigeria
(CBN), and the Nigerian Group of Exchange (NGX). The
approach for data collection and analysis used in this
study was based on Fama and French’s (2015) two-step
regression methodology. In addition to the analytical
method, the study arranged the portfolio according
to 2x2, which is consistent with, among other things,
Fama-French (2015) and Oyedeko et al. (2023). All of
the listed companies on the Nigerian Group of Exchange
(NGX), which had 116 companies as of the study’s start
date, made up the study’s population. In order to avoid
thin trading between 2006 and 2021, the study used
a purposive sample technique to choose the stocks
of roughly 90 companies that were traded regularly
during that time. To calculate the return, the study used
the difference between the price’s logarithmic current
value and its previous value. This is in line with the
theories put forth by authors like Zubairu and Oyedeko
(2017) and Gbadebo and Oyedeko (2021). According
to Oyedeko et al’s analysis from 2023, the model
specification is accurate.
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Where; "i is the individual securities return, ﬁmi is
market risk, ﬁsi the size risk factor of individual
securities, Phi is the value risk factor of individual
securities, pui is profitability risk factor of
individual securities, ,BVi is the investment risk factor of
individual securities, Bshi is the loaded factor of
short selling, Buri is the loaded factor for the
unsystematic risk, Buri*shi is the loaded factor for
the interaction between unsystematic risk and short
selling, %2 represents the coefficient of size risk factor,
ayrepresents coefficient of value risk factor, @, is the

coefficient of profitability risk factor, % is
coefficient of investment risk factor, @: is the coefficient
of short selling, ¢’ is the coefficient of unsystematic risk,
@ is the coefficient of interaction between the short
selling and unsystematic risk in the equitation in 4, % is
the intercept and 4 is coefficient of the market risk.

The study captures short selling with short
interest ratio and this is in line with the study of Zhu et
al. (2019). The short interest ratio (SIR) is the ratio of
daily shortselling volume on day t over the total number
of shares outstanding in daily t.

The average values of the relevant variables are
presented in Table 1 along with a summary of the
findings. The table clearly shows that, according
to the CAPM, three-factor, and five-factor models,
the average return, systematic risk, investment risk
premium, profitability risk premium, short selling, and
unsystematic risk all have positive values. This shows
that during the sampling period, these variables have
a tendency to rise. Other variables, on the other hand,
show negative values, which suggest a decreasing
tendency during the same time period. The risk
premium value is the most volatile among the variables,
while the average return is the least volatile, as seen by
the standard deviation in the table.

The average return, systematic risk, investment
risk premium, unsystematic risk (as per CAPM, three-
factor, and five-factor models), and the interaction value
between systematic risk from the three-factor model
and short selling all exhibit positive skewness when the
skewness scores are taken into account. The remaining
variables of importance, however, exhibit negative
skewness. The kurtosis scores provide further context
by showing that the variables deviate from a normal
distribution and have a platykurtic character. The related
probability values from the Jarque-Bera test, which are

r=actafmi+a:fsi+afhi+afui+as LvitacfShi+ Wi, 1
ri=acta fmi+a. fsi+as fhi+as fui+as fvi+asfshi+ar fmi*shi+ Wi 2
ri=actafmi+a.fsi+afhi+afui+as fvi+asfshi+ar fUri+Wieoeeneenennne. 3

ri=act+a fmi+a. fsi+as fhi+as fui+as fvi+as fshi+a furi+as furi®shi+wi......4
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nearly zero, support this observation. After describing
these variable features, the study does a correlation
analysis to see if the multicollinearity assumptions are
true for the variables.

The correlation coefficients between each
explanatory variable are shown in the results. The
interaction between short selling and unsystematic risk
from the five-factor model has a positive association
with short selling, according to the table’s highest
correlation coefficient of 0.79043. This implies that
the interaction between unsystematic risk and short
selling in the five-factor model tends to move in the
same direction. The lowest correlation coefficient, on
the other hand, is -0.0004, which can be observed in
rows 10 and 12 of the same column 5. The negative
correlation between the profitability risk premium
and the interaction with the systematic risk from the
CAPM and short selling is shown in row 10, suggesting
that the profitability risk premium goes in the opposite
direction to the interaction with the systematic risk
from the CAPM and short selling. Similar to the value
in row twelve, the value in row thirteen shows that the
profitability risk premium moves adversely with the
interaction between systematic risk from the five-factor
model and short selling. With the exception of 0.79043,
the findings indicate that the correlation coefficients
between the variables are typically relatively low.

As a result, there is absence of multicollinearity
among the variables. This finding is consistent with the
hypothesis put forth by Gujarati and Porter (2009), who
believe that an excessively high correlation coefficient—
above +0.8 or -0.8—between two independent variables
may be a sign of multicollinearity. In this study, all
correlation coefficients between independent variable
pairs are, however, below +0.8 or -0.8, indicating that
the independent variables can be successfully included
in the regression model. The study then goes on to
estimate and interpret the model in order to test the
hypotheses. The result of the models are presented in
the Table 3 and 4.

The baseline models, the Capital Asset Pricing
Model (CAPM), the Fama-French three-factor model
(FF3F), and the Fama-French five-factor model (FF5F)
with short selling, are shown in Models 1, 3, and 5.
Models 2, 4, and 6 illustrate how systematic risk and
short selling interact to affect returns under the CAPM,
FF3F, and FF5F respectively. The findings show that
the coefficients for short selling in models 1, 3, and 5
are, respectively, -0.001508, -0.001656, and -0.002750,
with corresponding probability values of 39%, 34%,
and 10%. These results imply that short positions don’t
produce excess returns in the Nigerian stock market
and that short selling has a negative and negligible
impact on stock returns. When alpha value and
systematic risk are taken into account, their respective
coefficients in model 1 are 0.007580 and 0.009054, with
corresponding probability values of almost 3%. This
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suggests that systematic risk and alpha under the CAPM
have a favorable and considerable impact on predicted
returns. The coefficients for alpha, systematic risk,
size risk, and value risk in the FF3F model estimation
(model 3) are 0.011273, 0.003250, -0.006398, and
0.000423, respectively, with corresponding probability
values of practically 0%, 53%, 16%, and 81%.

These results imply that whereas systematic risk
and value risk have positive but negligible effects on
return, size risk has a negative and negligible impact
on return, and alpha value has a positive and large
impact on return. According to the FF5F model, the
coefficient values for alpha, systematic risk, size risk,
value risk, profitability risk, and investment risk are
0.014384, 0.003208, -0.000604, 0.004466, 0.005120,
and 0.005574, respectively. These values translate
to probability values that are nearly 0, 54, 91, 25,
16, and 0 percent in the model 5. This suggests that
whereas size, value, and profitability risks are negative
and insignificant, and systematic risk has a positive
but insignificant impact on return, alpha value and
investment risk have significant and positive benefits.
The investigation also reveals that models 2, 4, and 6
have coefficients of 0.006642, 0.003357, and 0.000975
with corresponding probability values of 17, 0 and 84
percent, respectively. This shows that the FF3F model is
the only one where the interplay between short selling
and systematic risk is meaningful. While short selling
has a negative and minor impact on return in model
2, alpha value and systematic risk have positive and
significant effects. While systemic risk and short selling
have positive but minor effects on return in model 4,
the alpha value has a positive and large impact. Size
and value risk, on the other hand, have a detrimental
but minor impact on return. The result of model 6
demonstrates that while systematic risk, size, value, and
profitability hazards have negative and minor effects on
return, alpha value and investment risk have significant
and favorable effects on return.

According to the findings, short selling and
systematic risk interaction improves model explanatory
power, with the FF5F model having the maximum
explanatory power. Except for the CAPM, the F-statistic
models exhibit significant probability values at 0.05.
With associated probability values greater than 0.05,
suggesting independent residuals, the investigation
validates the hypotheses of no autocorrelation and
heterocedasticity. The normality assumption, however,
is challenged, with related probability values of the
Jarque-Bera statistic less than 0.05 suggesting that
residuals are not normally distributed. At 0.05, the
F-Statistic and Jarque-Bera statistics are significant.
The study proceeds to documents the moderating
effect of short selling on the relationship between the
unsystematic risk and return in the Table 4.

The results of the baseline models, which comprise
the Capital Asset Pricing Model (CAPM), Fama-French
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three-factor model (FF3F), and Fama-French five-factor
model (FF5F) with unsystematic risk and short selling,
are presented in Models 1, 3, and 5. Models 2, 4, and 6,
on the other hand, show the impact of short selling with
unsystematic risk on returns under the CAPM, FF3F, and
FF5F, respectively. The estimation results for Models 1,
3, and 5 show that unsystematic risks are considerably
priced, although short selling is not significantly priced.
Unsystematic risk, in particular, is found to have a
positive and significant effect on returns, but short
selling has a negative and small effect.

When alpha value and systematic risk are controlled
for, neither has a substantial impact under the model 1.
At the 5% level, alpha value, systematic risk, size risk,
and value risk all have a negative and insignificant effect
on returns in Model 3. In Model 5, alpha has a negative
but significant effect on returns, whereas size risk and
investment risk have negative but minor effects. Under
Models 2, 4, and 6, the interaction of short selling with
unsystematic risk is observed to have a negative but
substantial influence on returns. Unsystematic risk and
short selling both have positive and substantial effects
on returns in Model 2, but systematic risk has a positive
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but minor effect and alpha value has a negative but
significant effect on returns. Systematic risk and size
risk have positive but insignificant effects in Model 4.

Model 6 shows that alpha value, value risk, and
profitability risk have negative and insignificant
effects on returns, but systematic risk, size, and
investment risk have positive but insignificant effects.
Furthermore, the interaction of short selling with
unsystematic risk improves the models’ explanatory
power, as evidenced by the adjusted coefficient of
determination (adjusted R2). When compared to CAPM
and FF3F FF5F has the highest explanatory power
and the largest adjusted coefficient of determination.
The F-statistics’ probability values in the models are
significant at the 0.05 level. Furthermore, the analysis
verifies the models’ assumptions of no autocorrelation
and homoscedasticity, demonstrating that the residuals
are independent of other observations. Furthermore,
the normality assumption is refuted under the models
because the associated probability values of the Jarque-
bera statistic are larger than 0.05 except under model
1, which suggests that the residuals of the models are
normally distributed.

Table 3
Moderating effect of short selling on the relationship between systematic risk and return

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
A 0.007580 0.007670 0.011273 0.010863 0.014384 0.014256
[0.0368] [0.0338] [0.0068] [0.0068] [0.0006] [0.0008]

B 0.009054 0.009202 0.003250 0.003063 0.003208 -0.002967
[0.0399] [0.0360] [0.5297] [0.5381] [0.5434] [0.5859]

S -0.006398 -0.005163 -0.000604 -0.000464
[0.1627] [0.5381] [0.9188] [0.9384]

H 0.000423 -0.001110 -0.004466 -0.004513
[0.8159] [0.5444] [0.2564] [0.1652]

R -0.005120 -0.005131
[0.1635] [0.1652]

C 0.005574 0.005472
[0.0011] [0.0023]

Sht -0.001508 -0.006208 -0.001656 0.000158 -0.002750 -0.003417
[0.3978] [0.1098] [0.3460] [0.9304] [0.1072] [0.3644]

b*sht 0.006642 0.003357 0.000975
[0.1720] [0.0063] [0.8421]

R2 0.058088 0.078417 0.110606 0.186687 0.218662 0.219043
Adj-R2 0.036435 0.046269 0.068752 0.138275 0.162180 0.152376
P(F-Stat) 0.074037 0.069906 0.039124 0.003404 0.001866 0.003962

Diagnostic

LM Test 2.5220 2.073905 1.7506 1.705209 2.1263 2.054004
[0.0863] [0.1321] [0.1800] [0.1881] [0.0911] [0.1349]

BPG Test 2.8503 2.023932 3.5723 1.019730 2.0051 1.725051
[0.0632] [0.1165] [0.0096] [0.4114] [0.0741] [0.1145]

Normality Test 263.5701 254.4931 127.8242 108.2905 479.9499 488.0411
[0.0000] [0.00000] [0.0000] [0.0000] [0.0000] [0.0000]

Source: Author’s Computation, (2025)
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Table 4
Moderating effect of short selling on the relationship between unsystematic risk and return
Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
A -0.003166 -0.004518 -0.003695 -0.005557 -0.006620 -0.004608
[0.1061] [0.0111] [0.1118] [0.0117] [0.0128] [0.0683]
B -0.000254 0.001822 -0.000552 0.002387 0.001060 0.001227
[0.9115] [0.3807] [0.8357] [0.3487] [0.7092] [0.6444]
IDCAPM 0.095921 0.094534
[0.0000] [0.0000]
S -4.41E-05 0.001895 -0.003209 0.004408
[0.9852] [0.3956] [0.3144] [0.2298]
H -0.000348 -0.000834 0.002484 -0.003004
[0.7087] [0.3349] [0.2509] [0.2373]
ID3F 0.105750 0.103803
[0.0000] [0.0000]
R 0.003668 -0.001684
[0.0765] [0.4890]
C -0.001352 0.002604
[0.1827] [0.0759]
IDSF 0.122445 0.101072
[0.0000] [0.0000]
Sht -0.001336 0.003874 -0.001310 0.003155 -0.000843 0.004674
[0.1420] [0.0045] [0.1477] [0.0225] [0.3595] [0.0006]
IDCAPM*sht -0.024845
[0.0000]
ID3F*sht -0.022707
[0.0001]
IDSF*sht -0.033314
[0.0006]
R2 0.759678 0.813063 0.768635 0.808121 0.778437 0.808882
Adj-R2 0.751294 0.804266 0.754863 0.794251 0.759523 0.790006
P(F-Stat) 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000
Diagnostic
LM Test 1.132060 0.916086 1.236445 0.835339 1.131722 [0.3275] 1.064897
[0.3272] [0.4041] [0.2958] [0.4374] [0.3496]
BPG Test 1.123471 1.387019 1.622682 0.842761 1.526048 [0.1798] 0.385050
[0.3442] [0.2453] [0.1629] [0.5406] [0.9086]
Normality Test 9.377018 2.672246 2.906548 2.212913 2.502384 2.453815
[0.0092] [0.2628] [0.2338] [0.3307] [0.286163] [0.2931]

Source: Author’s Computation, (2025)

Discussion of Findings and contradict the findings of Zhu et al. (2019). The

It concludes that shorting does not significantly
affect returns when examined independently. But
when short selling is added as a moderator, both
systematic and unsystematic risks are decreased,
and their connections with returns are improved in a
number of models, including as the CAPM, FF3F, and
FF5F. This conforms to the findings of Baidoo (2019)

Nigerian stock market’s projected returns are found to
be positively and statistically significantly impacted by
systematic risk, particularly when viewed within the
CAPM framework. The link between systematic risk
and returns under the FF3F and FF5F models is positive
but not statistically significant, demonstrating that the
market rewards investors for taking on systematic risk.
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On the other hand, across all models, unsystematic
risk has a positive and significant relationship with
projected returns. This shows that unsystematic risk is
compensated for by investors, contrary to the CAPM’s
notion that diversification may completely reduce this
kind of risk. The study adds to our understanding of
these dynamics by offering insightful information on
how short selling and other types of risk impact stock
returns in the Nigerian stock market.

Conclusion

The investigation investigates short selling’s
moderating effect on the relationship between risk
and return on the Nigerian stock market. The results
showed that short selling did not have a large or
advantageous effect on returns on its own. However,
short selling as a moderator enhanced the link
between systematic risk and return and marginally
decreased systematic risk when it was incorporated,
particularly in the Fama-French Three-Factor model.
Unsystematic Risk: In several models, including CAPM,
Fama-French Three-Factor (FF3F), and Fama-French

BicHmk XapkiBCbkOro HauioHanbHOro yHiBepcuteTy imeHi B. H. Kapasina

The journal of V. N. Karazin Kharkiv National University

Five-Factor (FF5F), short selling’s role as a moderator
greatly reduced unsystematic risk and improved its
relationship with returns. Additionally, the study
revealed that unsystematic risk had a positive and
significant impact on projected returns, correlating
with the finding that investors in the Nigerian stock
market are rewarded for taking such a risk. The study
came to the conclusion that short selling, when used as
an investing strategy, might help investors in Nigeria
make the best decisions possible by maximizing profits
and lowering risk. It brought attention to how active and
dynamic the Nigerian stock market is, and how difficult
it is for investors to foresee how risk and return would
change over time, especially in terms of systematic risk.
Investors should concentrate on evaluating how their
investment returns connect with several dimensions of
risk, including non-market and unsystematic hazards
in addition to systematic risk, the study advised. It
also highlighted the beneficial effects of well-regulated
short-selling tactics on fostering stock market efficiency
and boosting investment performance on the Nigerian
stock market.

REFERENCES

1. Alajekwu, U. B., Obialor, M. C., & Okoro, C. O. (2017). Effect of investor sentiment on future returns in the Nigerian stock
market. Annals Spiru Haret University Economic Series,2, 75-102. https://doi.org/10.26458/1726

2. Bello, M. A. (2016). Market reaction and insider trading around the announcements of equity Issues: Evidence from Nigeria.
International Journal of Accounting, Finance and Risk Management, 1(1), 25-32. https://doi.org/10.11648/j.ijafrm.20160101.14

3. Bohl, M. T, Reher, G., & Wilfling, B. (2016). Short selling constraints and stock returns volatility: Empirical evidence from the
German stock market. Economic Modelling,58, 159-166. https://doi.org/10.1016/j.econmod.2016.05.025

4. Cacares, Moreno & Rodrigues, 2015

5. Chague, F, De-Losso R., & Giovannetti, B. (2019). The short-selling skill of institutions and Individuals. Journal of Banking
and Finance, 101, 77-91. https://doi.org/10.1016/j.jbankfin.2019.02.003

6.Cho, Y, S., & Kwak, Y. (2017). Information contents of short selling restriction and stock lending and borrowing transactions.
American Journal of Economics and Business Administration, 9 (2),27-37. https//doi.org/10.3844 /ajebasp.2017.27.37

7.Deshmukh, S., Gamble, K. J., & Howe, K. M. (2017). Informed short selling around seasoned equity offerings (SEO)
announcements. Journal of Corporate Finance, 46, 121-138. https://doi.org/10.1016/j.jcorpfin.2017.05.013

8. Duchéne, S., Guerci, E., Hanaki, N., & Noussair, C. N. (2019). The effect of short selling and borrowing on market prices and
traders’ behavior. Journal of Economic Dynamics and Control, 107, 1-23. https://doi.org/10.1016/j.jedc.2019.103734

9.Ejem, C. A, Ogbonna, U. G., & Ogbulu, 0. M. (2020). Dynamic interactions of Nigerian stock market and macroeconomic
variables. Research Journal of Finance and Accounting, 11(8), 33-49. https://doi.org/10.7176 /RJFA/11-8-04

10. Ekundayo, V., Adeoye, A., & Lalude, 0. M. (2020). Insider trading under the Nigerian Legal Framework. International
Company and Commercial Law Review, 6, 372-380.

11. Emmanuel, T. A, & Ahmed, A. T. (2020). Effect of investors’ sentiment on stock returns in Nigeria (1990-2017). International
Journal of Research in Commerce and Management Studies, 2(1), 21-32.

12. Evbayiro-Osagie, E. I., & Chijuka, M. I. (2021). Psychological factors and investment decisions in the Nigeria Capital Market.
Oradea Journal of Business and Economics, 6(1), 33-41. https://doi.org/10.47535/19910jbe119

13. Fama, E, F, & French, K. R. (2015). A five-factor asset pricing model. Journal of Financial Economics, 116, (1), 1-22.

14. Gbadebo, A. 0. & Oyedeko, Y. 0. (2021). Economic risk factors and expected return: Evidence from upside and downside
market conditions in Nigeria. Theoretical and Empirical Researches in Urban Management, 16(2), 72-88.

15. Gbadebo, A. 0. & Oyedeko, Y. 0. (2022). Effect of short selling on risk and return in the Nigerian stock market. Journal of
Public Administration, Finance and Law, 26, 99-114. h 10.4774 f1-2022-26-1

16. Goyenko, R, & Schultz, P. (2020). Volatility and the cross-section of equity returns: The
constraints. http://dx.doi.org/10.2139/ssrn.3567800

17. Hackney, ]., Henry, T. R., & KosKi, J. L. (2020). Arbitrage vs. informed short selling: Evidence from convertible bond issuers.
Journal of Corporate Finance, 65, 1-22. http://dx.doi.org/10.2139/ssrn.3137226

role of short-selling

36 |




Cepia «MibxHapogHi BigHocuHu. EkoHoMika. KpaiHo3HaBcTBO. Typuam» ISSN 2310-9513

Series International Relations. Economics. Country Studies. Tourism 2026. Bunyck/Issue 23

18. Hendershott, T, Kozhan, R., & Raman, V. (2019). Short selling and price discovery in Corporate bonds. Journal of Financial
and Quantitative Analysis, 1-39. https//doi.org/10.1017/S0022109018001539

19.Huy, T, & Chi, Y. (2019). Can short selling activity predict the future returns of non-shortable peer firms? Pacific-Basin
Finance Journal, 53, 165-185. https://doi.org/10.1016/j.pacfin.2018.10.007

20. Lee, K., & Wang, S. (2016). Short-selling with a short wait: Trade- and account-level analyses in Korean stock market.
Pacific-Basin Finance Journal, 38, 209-222.

21. Luoa, J., Nib, X,, & Tianc, G. G. (2020). Short selling and corporate tax avoidance: Insights from a financial constraint view.
Pacific-Basin Finance Journal, 61, 1-21. https://doi.org/10.1016/j.pacfin.2020.101323

22.Nia, X,, & Yin, S. (2020). The unintended real effects of short selling in an emerging market. Journal of Corporate Finance 64,
1-25. https://doi.org/10.1016 /j.jcorpfin.2020.101659

23. Nigeria Group of Exchange Outlook (2021). Short selling rules of the Nigerian Group Exchange. A publication of Nigeria
Group of Exchange. https://ngxgroup.com/ngx-download/short-selling-rules/

24. Oyedeko, Y. 0., Kolawole, O. S., Ibrahim, I, & Zharikova, O. (2023). Risk-return relationship in the Nigerian stock market:
Comparative between Fama-French Five-Factor Model and Higher Moment Fama-French Five-Factor Model. Obliki finansi, 1(99),
68-78. https://doi.org/10.33146/2307-9878-2023-1(99)-68-78

25. Oyedeko, Y. 0., Kolawole, O. S., Samson, R.,, Voloshyna, 0. (2023). Moderating effect of tactical asset allocation on the
risk-return relationship in the Nigerian Stock Market. Oblik i finansi, 2(100), 83-91. https://doi.org/10.33146/2307-9878-2023-
2(100)-83-91

26. Rahim, K. M. S. (2018). Three essays on market efficiency (Doctoral thesis, Nagoya University,Japan). https://nagoya.repo.
nii.ac.jp/?action=repositoryuri&item_id25367&file_id=17&fileno=4

27.S,ahin, B. C,, & Kuz, F. (2021). The effects of short selling on price discovery: A study for Borsa Istanbul. Borsa Istanbul
Review, 21(2), 133-138.

28. Sarpong, P. K. (2017). Trading in chaos: Analysis of active management in a fractal market. (Doctoral Thesis, University of
KwaZulu-Natal, South Africa). https://ukzn-dspace.ukzn.ac.za/bitstream/handle/10413/14974/

29.Wang, ], Lee, ]., & Zhao, Y. (2018). Pair-trading profitability and short-selling restriction: Evidence from the Taiwan stock
market, International Review of Economics and Finance, 55, 173-184.

30.Wu, J. ], & Zhang, J. A. (2019). Short selling and market anomalies. Journal of Financial Markets, 46, 1-21. https://doi.
org/10.1016/j.finmar.2019.07.001

31.Ye, Q, Zhou, S., & Zhang, ]. (2020). Short-selling, margin-trading, and stock liquidity: Evidence from the Chinese stock
markets. International Review of Financial Analysis, 71, 1-15. https://doi.org/10.1016/j.irfa.2020.101549

32.Zhu, Z., Duan, X,, Sun, L., & Ty, J. (2019). Momentum and reversal: The role of short selling. Journal of Economic Dynamics
& Control, 104(1), 95-110. https://doi.org/10.1016/j.jedc.2019.05.001

33. Zubairu M. & Oyedeko, Y. 0. (2017). Santa Claus rally and Nigerian stock market return: An illusion or reality? Net Journal
of Business Management, 5(1), 1-5.

Authors Contribution: All authors have contributed equally to this work.
Conflict of Interest: The authors declare no conflict of interest.

The article was received by the editors 05.12.2025
The article is recommended for printing 27.01.2026
The article was published 30.05.2026

No artificial intelligence tools were used by the authors during the preparation of this article.

Ocyp Onatynmxki Oegeko, Kadenpa dinanci, Paxynprer ynpasiiHcbkux Hayk, Penepanbuuil yHiBepcuTeT Oe-EKiTi,
Hirepis, e-mail: yusuf.oyedeko@fuoye.edu.ng, ORCID: https://orcid.org/0000-0002-1513-7064

Tigxani Aoaynmagxug Axmen, Kadenpa 6aHkiBcpkoi cnpaBu Ta ¢iHaHciB, YHiBepcuTet wtaty Kori, Anir6a, Hirepis,
e-mail: tijaniabdulmajeed@gmail.com, ORCID: https://orcid.org/0009-0002-4354-2208

Jxanet OmxoHe Ageliee, Kadesnpa 6ankiBcbKol cipaBu Ta ¢iHaHciB, PakynpTeT agMiHicTpyBaHHS, YHIBEpCUTET WITATY
Hacapaga, Ke#i, Hirepis, e-mail: janetojoneadeyeye@gmail.com, ORCID: https://orcid.org/0009-0009-5588-9146

XycceitHi Moxammep, 3aHriHa, Kadespa 6aHkiBcbkoi cnpaBu Ta ¢iHaHciB, YHiBepcuTeT AxMany Besuto, 3apis, Hirepis,
e-mail: hmzangina@abu.edu.ng, ORCID: https://orcid.org/0009-0003-3717-6165

BMNJINB CTPATETIT KOPOTKOIO NMPOAAY HA B3AEMO3B’I30K MIXX PUSUKOM
| AOXIAHICTIO HA ®OHA0BOMY PUHKY HITEPII

Y pocnifseHHi NpoaHanisoBaHo BN/MB CTpaTerii KOPOTKOro npogaxy (short selling) Ha B3aEmM03B’A30K MiX PU3MKOM i
LoXigHicTio Ha poHA0BOMY pUHKY Hirepii. BTopuHHI gaHi 6ynn oTpumaHi 3 Takux axkepen, sk Standard & Poor’s, Bebcait
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Nigerian Exchange Group (NGX) Ta cTaTucTUUHMit broneTeHb LieHTpanbHoro 6aHky Hirepii (CBN). [as aHanisy gaHux 3acTo-
COBaHO ABOETaNHUIA perpecinHuii niaxig Pamu-dpeHya (Fama-French Two-Step Regression Approach). Pesynstatit gochi-
[KEHHA NMOKa3an, Lo KOPOTKUIA NPOJaK MAE HEraTUBHMIA, afe CTaTUCTUYHO He3HAYYLLWI BNAMB Ha AOXiAHICTb. BogHouac
BMKOPWCTAHHA KOPOTKOrO NPOAANKY AK MOZepaTopa CNPUAE HESHAYHOMY 3HUMKEHHIO CUCTEMATUYHOIO PU3MKY Ta NOCUIOE
B3aEMO3B’A30K MiXK CUCTEMATUYHUM PU3MKOM i ZOXiAHICTIO HAa GOHAOBOMY pUHKY Hirepii. Kpim Toro, cTpaTteris KopoTkoro
MPOAAXKY 3MEHLIYE HECUCTEMATUYHUIA PU3MK | MOKPALLYE B3AEMO3B'A30K MiXK HECUCTEMATUUYHUM PU3MKOM i JOXIAHICTIO B
pi3HKX cneuundikaLiax mogeneii. BcTaHOBAEHO, LLLO HECUCTEMATUYHWUI PU3UK MAE NMO3UTUBHUIA | CYTTEBWIA BN/IMB Ha NPOTHO-
30BaHy AOXiAHICTb POHA0BOrO pUHKY Hirepii. JocnigsKeHHA TaKoX NiATBEPANAO, WO HECUCTEMATUYHUIA PUSMK CTAaTUCTUYHO
3HayyLLe Ta NO3UTMUBHO BNAMBAE HAa OYiKyBaHY AOXIAHICTb aKLii. 3a pe3ynbTaTamu JOCAiAKEeHH:A 3p061eHO BUCHOBOK, LLO
cTpaTeria iHBeCTyBaHHA, 3aCHOBaHA Ha KOPOTKOMY MPOAAXY, MOXe e(peKTUBHO 3acTOCOBYBaTUCA Ha GOHA0BOMY PUHKY
Hirepii ana makcumisaLii npnubyTKOBOCTI 33 OAHOYACHOTO OBMENKEHHA PiBHA PU3MKY. BogHOYAC HECUCTEMATUYHWMIA PUBKK
He 3aBXAM MOKe ByTH NoBHICTIO AnBepcudikoBaHWUM, OAHaK Ha GOHLOBOMY pUHKY Hirepii BiH noTpebye BignosigHoi npemii
33 PU3MK, OCKINbKM iHBECTOPW, AIKi BepyTb Ha cebe TaKuii PpU3MK, OTPUMYIOTb LOAATKOBY BUHAropoay. ABTOpU peKoOMeHay-
t0Tb iHBECTOPAM NPUAINATU 0COBANBY yBary BiZNOBIAHOCTI OYiKyBaHOT AOXIAHOCTI Pi3HUM BUAAM PU3MKY, 30KPEMa Hecuc-
TEMATUYHUM | HEPUHKOBUM PU3MKAM, MOPAS, i3 CUCTEMATUYHUM PU3MKOM. 3anpoBaKeHHA edeKTUBHO KepoBaHoi cTpaTerii
KOPOTKOro NPOAAKy MOXe CNPUATH NiABULLEHHIO Pe3yAbTaTUBHOCTI GYHKLiOHYBaHHA GOHLOBOTO PUHKY.

Kntouosi cnosa: cmpamezia Kopomkozo npooaxcy, cucmemamuy4Hul pusuk; Hecucmemamu4Hul pusuk; 0oXiOHicme;
dsoemanHuli peapecitiHuli nioxio ®amu—Pperya.

BHecoxk aBTOpiB: Bci aBTOpU 3p06UIH PIBHUM BHECOK Y 1110 pOOOTY.
KoHu1ikT iHTepeciB: aBTOpY NOBiJOMJISIOTH NP0 BiACyTHICTh KOHPIIIKTY iHTEepeciB.
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