Between interest rates reduction and stock market rebound 

 

The announcement by the Monetary Policy Committee (MPC) to hold rates at 6 percent added to the rising oil prices in the international market should ordinarily elicit good news to investors and a signal that the stock market is about to rebound. Surprisingly however, the Nigerian stock market remained bearish last week in spite of the continued decline in interest rates. Analysts at Sterling Capital had indicated that the recent MPC decisions would further lead to a decline in interest rates.
The MPC met last Monday and observed that while the banking system remained awash with liquidity, this has not translated into credit flow to the real sector. It observed that the annual growth rate of credit to the private sector for first two months was -16.2 percent as against the provisional benchmark of 31.54 percent. The Committee therefore took steps to direct the flow of credit to the real sector. It maintained the MPR at 6 percent, reduced Standing Deposit Facility (SDF) rate from 2 percent to 1 percent and maintained Standing Lending Facility at 8 percent. It granted liquidity status to bond of state government subject to some eligibility criteria even as the sum of N500 billion was injected through the Bank of Industry (BOI) to be disbursed by banks for power projects.
The flow of credit to the real sector should at least boost liquidity in the system with a direct impact on the stock market but frequent profit taking in the market may further slow down growth prospects. Details of equity transactions on the NSE during the month of February indicated that the market was influenced by profit taking and loss cutting by investors.
Consequently, the market recorded a turnover of 7.86 billion shares valued at N54.1billion in 133,112 deals in February in contrast to a total of 8.63 billion shares valued at N48.65 billion exchanged in January for 302,901 deals. According to NSE in a stock market report for February 2010, while trading value increased by 11.1 percent, trading volume dropped by 9 percent. These had increased by 2 percent and 14 percent respectively in January. However, Sterling Capital maintained that credit to the real sector would grow gradually in view of the perceived risk and the 66 percent decline in the capital of Nigerian Banks.
 

“Liquidity status granted to State Government bonds will increase investors’ appetite for such bonds and stimulate activities in the bond market. In the secondary market for stocks, further ease in money supply and low interest rates would continue to boost liquidity. Buy opportunities continue to exist for stocks with good fundamentals for medium to long-term.”
However, the political environment, coupled with unimpressive corporate actions by quoted companies contributed to market decline last week. Consequently, the NSE All-Share Index dropped by 0.27 percent to close at 22,923.91 points. Following in this regard, the MPC emphasised the need for strong commitment and political will on the part of authorities to see the various reforms on which the robust GDP growth projections are based. It added that there is the need for energising reforms in critical sectors of the economy such as power and other economic infrastructure, to attract the much-needed private sector/ foreign investment in order to promote employment generating growth.
On price stability, the MPC noted that inflation outlook for 2010 remains uncertain, due to a combination of both domestic and international economic developments, namely the planned full deregulation of petroleum products prices, the expansionary fiscal outlay for 2010, and the rising international commodity prices. Indeed, these are some of the factors that FSDH Research considered earlier before releasing the inflation rate forecast of between 12.50 percent -14.50 percent for 2010.
Following in this stead, MPC cited the weak aggregate demand in Nigeria as a mitigating factor to rising inflation rate in 2010. “We think this is not good news as weak aggregate demand has a negative multiplier effect on the economy. Both fiscal and monetary policies should be implemented to boost aggregate demand in the country,” FSDH analysts explained. 
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