
Abstract
The article empirically examines the response of stock prices in the Nigerian Stock Market to interest

rate risk, using the Duration and Convexity model. A simple non-linear stock price model that

incorporates measure of interest rate duration and convexity and a vector containing a battery of

other control variables is speci�ed and estimated using annual secondary data that covered the 1981–

2006 sample period. The empirical results largely corroborate the hypothesis of interest rate sensitivity

of stock prices in the Nigerian Stock Market. Speci�cally, we �nd both measures of interest rate

duration and convexity to exert strong but opposite e�ects on stock prices in Nigeria. The empirical

evidence shows that the net e�ect of interest rate changes on stock prices is negative, an indication

that stock prices fall with increases in stock risk. The results provide empirical support for the duration

and convexity hypothesis of the existence of a non-linear relationship between interest rate risk and

stock prices in Nigeria.
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