Indicators Decline Further as Investors Snub Nigerian Equities

Low demand for equities despite their low valuations persisted last week, leading to a crash in all market indicators. 

 The Nigerian Stock Exchange (NSE) All-Share Index (ASI), value and volume of trading, went down.

 The ASI, which had declined by 0.8 per cent the previous week, fell by 0.9 per cent last week as investors continued to snub equities.

 The ASI had hit an eight year low last Wednesday before managing a recovery to close at 19,785.03. But that level was lower that it opening level of 19,963.37, thus leading to a decline of 0.9 per cent for the week.

 Similarly, the market capitalisation of equities fell from N6.28 trillion to close lower at N6.25 trillion. All the four sectoral indices depreciated during the week under review, compared with the preceding week when only three depreciated.

 The NSE Food/Beverage Index depreciated by 2.66 points or 0.5 per cent to close at 553.06. The NSE Banking Index depreciated by 13.63 points or 5.2 per cent to close at 255.53. The NSE Insurance Index depreciated by 0.32 points or 0.2 per cent to close at 146.65.

 The NSE Oil/Gas Index depreciated by 4.79 points or 2.0 per cent to close at 236.37.

 Market operators declared that lack of liquidity to buy the available shares, low investor confidence and attractive rates on fixed income securities were the factors boosting the bears’ control in the market.

 The low liquidity reflected in the amount staked on share last week as investors traded 1.1 billion shares worth N8.02 billion in 16,538 deals, compared with 1.224 billion shares valued at N10.415 billion exchanged in 16,897 deals, the previous week.

 However, the Financial Services sector remained the most traded, accounting for 801.1 million shares valued at N5 billion traded in 9,677 deals

 The Banking subsector of the Financial Services sector led active during the week (measured by turnover volume); with 726.04 million shares worth N4.92 billion exchanged by investors in 9,072 deals.

 Volume in the banking sector was largely driven by activity in the shares of Zenith Bank Plc, First Bank of Nigeria Plc and UBA Plc. Trading in the shares of the three banks accounted for 409.5 million shares, representing 56.4 per cent  and 38.6 per cent  of the sector’s turnover and total volume traded during the week, respectively..

 The Insurance sub sector of the followed with a turnover of 74.8 million shares worth N54 million exchanged in 594 deals.   Goldlink Insurance Plc and Law Union and Rock Insurance Plc boosted the sub-sector.

Price Gainers/Losers

 Meanwhile, the price movement chart showed that 21 stocks appreciated compared with 27 gainers the previous week. Conversely, 39 equities shed value the number of equities that dipped, the previous week.

 Two equities from the Consumer Goods sector (Beverages – Brewers/Distillers subsector) occupied the top positions on the advancers table. They are Guinness Nigeria Plc and Nigerian Breweries Plc, which had equally occupied the same position the previous week.

 Guinness Nigeria Plc led on the gainers’ table with a gain of N10.99 o close at N216.00 per share while Nigerian Breweries Plc trailed with a gain of N3.95 to close at N95.95 per share.

 Other price gainers’ in the Top 10 category included: Lafarge WAPCO Cement Nigeria Plc - N1.63;  UAC of Nigeria Plc - N0.65; First City Monument Bank Plc - N0.32; E-Tranzact International Plc - N0.26 ; RT Briscoe (Nigeria) Plc - N0.24;  Eterna Plc - N0.17; Nigerian Aviation Handling Company Plc - N0.12 and  Dangote Sugar Refinery Plc. -N0.10.

 On the downside,   Total Nigeria Plc led with loss of N2.00 to close at N198.00 per share while Julius Berger Nigeria Plc followed with a loss of N1.92 to close at N36.51 per share.

 Other price losers in the top 10 category included: Flour Mills of Nigeria Plc -N1.50);  Stanbic IBTC Bank Plc - N1.24; Oando Plc - N1.15; Ashaka Cement Plc - N1.10; Ecobank Transnational Incorporated -N0.92; Forte Oil Plc - N0.75;  First Bank of Nigeria Plc - N0.61 and Guaranty Trust Bank Plc.

Stopping the Bears

 Worried by the persistent decline in the prices of equities, stockbrokers had last week noted that the trend would only stop if the problem of debt overhang was resolved and banks resume funding based on new guidelines on margin loans.

 Speaking at the 2nd Annual General Meeting (AGM) of Association of Stockbroking Houses of Nigeria (ASHON), brokers said that the negative trend would continue unless there was an alternative financing arrangement for the acquisition of equities in the market.

 The President of ASHON, Mr Rasheed Yussuff,   said the new guidelines for margin loans would be effective if supported with appropriate funding.

 He said: “With banks not funding the market, local investors almost wiped out and foreign investors having their problems, funding the market has become a critical issue.”

 According to him, despite efforts put in place by stakeholders to restore confidence and reposition the market, the market has continued to record an unprecedented decline, which has   resulted in a year-to-date decline of 19.5 per cent.

 “The immediate resolution of debt overhang problem plaguing most of the members is the key condition precedent to revitalising the Nigerian capital market,” he said.

 The ASHON boss disclosed that in a bid to survive stockbrokers now under price   and de market one another to be part of a share issue.

 He explained that during a recent meeting with some officials of the Association of Issuing Houses of Nigeria (AIHN), ASHON raised the matter of the paltry fees paid to members by issuers in the new issue.

 “The feedback we received was that the fault was that of our members who are prepared to accept any amount offered. There is enough for everybody, so we need not to undercut one another in a bid to survive,” he said.

 Yussuf called on members of the association to position themselves and take advantage of some of the new products that would soon hit the market.

NSE to Educate Investors

 Apparently ruing their losses in the market, many retail investors are not willing to return to the market so soon. This development, market said was partly responsible for the lull in the market.

 But determined to woo  them, the  Nigerian Stock Exchange (NSE)  said it would  soon embark on a nationwide investor education   to expose the existing and potential investors to the opportunities in the capital market and how best  to  tap into them  and reap the benefits.

 The Head, Corporate Division of the NSE, Mr. Bola Adeeko, who disclosed this, noted that investor clinic would begin in Lagos State and was part of the various strategies mapped out to reposition the Exchange and the market in general to play a leading role in Africa.

 According to him, apart from the renewed efforts by regulators and the Exchange to protect investors, there was the need to education investors on what the benefits were and risks involved in playing the market.

 “Once investors understand what the risks and benefits are, the blame game will not come up whenever they experience losses. We want to make sure that investors understand how to diversify their portfolio and allocate their assets so that they would not put all their eggs one baskets. The investor clinic will begin in Lagos and it will move around the country.”

 Adeeko added that the Exchange would be working with stockbrokers in the investor education drive because it is closer to the investors.

 He declared that the Exchange was on course with its vision of becoming “the leading Stock Exchange in the African region for capital formation, driven by transparency, innovation, efficiency and liquidity and eventual gateway to     African markets.”

 In realising this vision, Adeeko said the Exchange was pursuing certain key initiatives.

 This, according to him, include:  “Rendering tailored best -in-class service for issuers and broker-dealers  by paying attention to rules and interpretations for market participants automating surveillance system.”

 He said: “In the area of investor protection, he said the Exchange had reconstituted the Board of Trustees of Investor Protection Fund with a value of N597 million. For market structure, there will be market making, securities lending and development of a short selling programme.”

 The persistent decline in the prices of equities at the stock market will only stop   if the problem of  debt overhang  is resolved and  banks resume funding  based  on new  guidelines on margin loans, stockbrokers declared Tuesday.

Preparing for Demutualisation

 Meanwhile, Securities and Exchange Commission and NSE were last week urged to prepare very well for the challenges that will come from the proposed demutualisation of the NSE.

 The Managing Director/Chief Executive of Partnership Investment Company Plc, Mr.  Victor Ogiemwonyi, gave the advice at the workshop organised by the Capital Market Correspondents Association of Nigeria (CAMCAN) in Ijebu-Ode, Ogun State.

 Demutualisation of the Exchange is one of the key points on the agenda of its new management. The Exchange has already appointed Committee consisting of Council members to drive the process.

 Similarly, SEC has constituted an industry-wide Demutualisation Committee, which is expected to work on the guidelines on how best to demutualise the Exchange.

 But while noting that demutualisation of the Exchange would have positive impact on the capital market, Ogiemwonyi declared that it would equally bring some regulatory issues that regulators would contend with.

 “Demutualisation will bring a host of new regulatory issues and it is critical that regulators and exchange management alike ensure that they are well-positioned and prepared to evaluate new risks and deal with them in an effective manner,” he said.

 According to him, the process of demutualisation of the NSE will be a multipart process that raises challenging regulatory questions.

 “Most broadly stated a regulator of a demutualised Exchange must balance the profit motives of the stock exchange with the greater goal of investor protection,” he said.

 The stockbroker noted that demutualisation had been an international trend, explaining that in 2001, for instance, 52 stock exchanges represented at meeting of the International Federation of Stock Exchanges, 32 had demutualised while 20 had approved plans to go for demutualisation.

 He cited a more demanding competitive environment and changing investment behaviour of investors as some of the reasons Exchanges were demutualising.

 Listing the benefits of demutualisation, Ogiemwonyi, said   it was capable of acting decisively and rapidly to changes in the business environment.

 He said, “Demutualisation ideally, operates in a more bottom-line focussed manner and is more capable of acting decisively and rapidly to changes in the business environment.  Demutualisation will bring about greater flexibility to accommodate the needs of institutional investors and as a result adapt to change. It creates a structure with a greater degree of transparency.

 Demutualisation will force Exchanges to account to their shareholders not only regarding the bottom-line but on issues arising from corporate governance. As today’s competitive environment places emphasis on a stock exchange being responsive to the needs of its many stakeholders.”
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