
 

 
OBJECTIVE 
The purpose of this document is to examine the impact of macroeconomic variables, as well as the significance of those impacts, on the performance 
of the Nigerian Stock Market. The macroeconomic variables analyzed in this document are not exhaustive, and as such, these variables and the model 
that results from their analyses (which this document describes) do not explain completely the total dynamics of the Nigerian Stock Market. 
 
INTRODUCTION 
In most advanced economies, the performances of the Stock Markets are, to a very large extent, representative of the performances of their broad 
economies. This is not surprising given the fact that a large number of the conglomerates and firms that operate in these economies are listed on their 
bourses. In such economies, it would be relatively easy to estimate the performance of their bourses from the performance of their broad economies. 
Nigeria, however, being a developing economy, has a long way to go in this regard. Statistics reveal that there are over 600 companies registered and 
operating in Nigeria, compared to below 200 listed on the Nigerian Stock Exchange, thus making the estimation of the performance of our Stock 
Market from the performance of the broad economy difficult, though not impossible. 
 
CONSTRAINTS AND VARIABLES ANALYSED 
In developing our macroeconomic model, we were constrained by the availability of data necessary for the analysis. In that regard, we restricted 
ourselves to the use of only those variables that could be described by available data. The variables include the following: 

1. The size of Nigeria’s Foreign Exchange Reserves; 
2. Treasury bill rates; 
3. Inflation; 
4. The price of crude oil (brent). 

 
THE MODEL 
As indicated earlier, the variable the macroeconomic model sought to explain is the performance of the Nigerian Stock Market as measured by the All 
Share Index of The Nigerian Stock Exchange. The output of the model as well as the explanatory powers of the above mentioned variables in 
explaining the changes in the performance of the All Share Index are presented in the table below. The monthly values of the identified variables for 
the period between July 2013 and July 2015 inclusive were used in carrying out our analysis. 
 

VARIABLE DESCRIPTION STATISTICAL DECISION 
The size of 
Nigeria’s Foreign 
Exchange Reserves 

 Measured in US$, this variable measures the monthly average of the country's foreign 
exchange reserves as published by the Central Bank of Nigeria (CBN). 

 This variable was expected to have a positive relationship with the Market Index. 
 However, the result of our statistical analysis revealed that the relationship between this 

variable and the market index was negative. 
 Also, this variable was not statistically significant in explaining the movement in the All Share 

Index. It was therefore, not considered in our model. 

Not Significant 

Treasury bill rate  This variable measures the monthly Treasury Bill rate, in percentage, as published by the CBN. 
 Its relationship with the Market Index was expected to be negative. 
 As expected, our statistical analysis revealed that the variable has a negative relationship with 

the Market Index. 
 Also, this variable was statistically significant in explaining the movement in the Market Index. 

Significant 
Negative Relationship 

Inflation  This variable measures the monthly year-on-year change in inflation, in percentage, as 
published by the CBN. 

 Its relationship with the All Share Index was expected to be negative. 
 Our analysis showed that its relationship with the All Share Index was negative, as expected. 
 However, this variable was not statistically significant in explaining movements of the Market 

Index and was thus, not considered in our model. 

Not Significant 

The price of crude 
oil (brent) 

 This variable measures the monthly average of the spot price of crude oil (brent), in US$, as 
published by the United States' Energy Information Administration. 

 It was expected to have a positive relationship with the market index. 
 Confirming our expectation, our analysis showed that its relationship with the Market Index 

was indeed positive. 

Significant 
Positive Relationship 

 
Our model, using only the significant variables identified above, explained 84.9% of the performance of the All Share Index within the period of study, 
thus leaving a residual of 15.1%. 
 
FURTHER DESCRIPTION OF THE RELATIONSHIPS BETWEEN THE SIGNIFICANT VARIABLES AND THE MARKET INDEX 
Treasury Bill Rate and the Market Index: traditional capital market theory describes the function of the market as directing resources to their best uses. 
Thus, it would be expected that investors would invest in those securities that will yield more at a given level of riskiness. In recent times, Treasury bill 
rate has been increasing due to persistently lower earnings realized by the government from Nigeria’s major export, crude oil. That has resulted in the 
flow of capital into treasury bills and away from the Stock Market. 
 
The Price of Brent and the Market Index: as crude oil is the sole largest contributor to our GDP, it is natural to expect that a decline in its price will 
translate to a significant reduction in our export earnings, and consequently, our GDP. Since the stock market is representative of the economy, a 
decline in our economic output as evident by the decline in our GDP, would equally result in a decline in the performance of the All Share Index. 
 
EXPECTATION ABOUT THE FUTURE PERFORMANCE OF THE MARKET INDEX 
From the foregoing, we expect the market to respond positively to a decrease in the Treasury bill rate and an increase in the price of crude oil. We 
recommend that the investing community pay close attention to the factors that influence these two variables so as to predict their directions, and that 
of the Market Index, in the future. However, it should be noted that our model has a 15.1% residual which may be significant in determining the short 
term performance of the market index. 
 
STOCK PICKS 
Please follow the link below to access our Investment Advice that highlights the stocks we are watching. 
http://nigerianstockbrokersltd.com/wp-content/uploads/2015/02/Investment-Advice-07082015.pdf 
 
For further enquiries, kindly contact: 
Olaide Ogundeyi 
Tel:    01-2799581;  
            0815-760-8672. 
Email: olaide.ogundeyi@nslng.com 
 
Disclaimer: Statistical models are output of research conducted using past data and attempt to predict the future on that basis. Such predictions may therefore be valid for short periods only as the 
relationships between variables changes over time. The relationships predicted by this model may differ from that observed from actual performance. As such, investors are advised to use this report after due 
consideration has been given to other factors that influence the variables described. NSL and its employees accept no liability for any loss arising from the use of this information. 


