Dashed Hopes as Market Heads for another Dip

 Goddy Egene writes that the stock market opened this year, on an optimistic note, raising investors' hopes but as 2011 runs to an end, the market is set to record another decline.

 When the Nigerian stock market grew by 18.9 per cent in 2010 after declining in 2008 and 2009, there were high hopes that the growth would be consolidated on in 2011. The   hopes were boosted by a positive performance the market also witnessed in the first quarter (Q1) of 2011. The market posted a growth of   8.3 per cent in Q1 of 2011.

 However, all the hopes have been dashed as the market is heading for another decline this year. By the close of trading last week, the market was in red by about 20 per cent compared to a growth of over 18 per cent this time last year.

 It is obvious that the market cannot close positively this year, considering the facts that demand for equities is still very low.

 Besides, the odds are against any immediate recovery as few investors, who are buoyant are focusing on fixed income securities where risks are lower and returns, higher.

 Most of all, the market has hit its eight year low twice this year.

 For instance, the Index, which opened the year at 24, 770.52 had declined to 19,812.33 on October 13, 2011 before it recovered to a new high of 20,934.96 on October 31, 2011. But   with pressure from the bears, the index opened November with a decline to close at 19,961.18 on November 18, 2011.

 The market witnessed a little recovery as the index hovered around 20,000 level before closing November at 20,003.36.

 The beginning of December marked another tough period as the index slipped back to 19, 000 range and managed to climb to 20, 015.66 on October 5.

 However, it dipped to 19,829.29 on November 7, which was another level it was about eight years ago.  The market gauge dipped further to 19,732.34 on November 8 before recovering   to close higher at 19,785.03 last Friday.

Reforms that Failed to Lift Market

 If reforms were the only factors the market required to recover, then the Nigerian capital market ought to have come out of the trough and climbing higher. But that has not been as reforms in the market are yet to lift the market.

 While operators and analysts said that some of the new policies introduced by the NSE since August 2010 have the potential of   improving the fortunes in the market, they contended that similar reforms in the banking sector by the Central Bank of Nigeria (CBN) had partly retarded the expected recovery.

 They cited the enforcement of the post-listing requirements by the NSE as an example of the positive policy that had helped   investors to take quicker decisions based on disclosure by the companies on their operations and financial performance.

 There is a consensus among stakeholders that sanity has been restored to the market compared to pre-August 4, 2010 days in terms of information disclosure.

 Information rendition by listed companies is now very regular unlike in the past when investors were kept in the dark about the operations of the companies. Before August 2010, many listed companies starved operators and investors of information on their operations.

 Companies failed to render their accounts for two to three years without the former management of the NSE caring to enforce its post-listing requirements. But the interim management changed the situation for the better, a development that has been maintained by the new management. Companies now render their accounts regularly and give every information that affects their operations to the market for operators and investors to follow performances of the firms where they have invested.

 Explaining the strict enforcement of NSE’s rules and post-listing requirements, former Interim Administrator of the NSE, Mr. Emmanuel Ikazoboh had said that it resulted from the lapses he noticed on his assumption of office.

 “One of the challenges I noticed on  my assumption of office was lapses in  the enforcement of post-listing  rules on our companies, particularly as they relate to corporate reporting of interim and final audited accounts,” he said.

 Ikazoboh added that operators were below par in the observance of the code of conduct.

 “Consequently, I sought and obtained the permission of the Council of the NSE to work with management in taking initiatives to resolve the problem. In relation to our dealing members, new guidelines for their financial reporting for interims have been issued recently and compliance to these new guidelines will be strictly enforced,” he said.

 Apart from companies, market operators have also been made to obey rules and regulations guiding operations in the market. For five years, the former management of the NSE could not enforce the minimum capital base of N70 million stipulated for stockbrokers. But the interim management took the bull by the horn and suspended defaulting brokers, a development that made most of them to comply.

 Also determined to instil more discipline, protect investors and ensure increased patronage by both foreign and international investors, the council of the NSE proposed fresh penalties for breaches of make rules.

 The draft penalties, which were exposed to market operators for  comments and contributions, cover unauthorised sale of clients’ shares, misappropriation of clients’ funds, late submission of audited accounts and non-appointment of compliance officers among others.

 In the area of unauthorised sale of securities, the NSE said Dealing Member that sells securities without the authorisation of the owner shall be required to buy back the securities and where the sale transaction is N5 million and below in value, be liable to pay a fine of N100,000 and N5,000 for every day from the day of the unauthorised sale until the day the Dealing Member completes buying back the shares for the owner.

 The Chief Executive Officer of the NSE, Mr. Oscar Onyema, who took over from Ikazoboh had sustained the reforms as he pledged. On assumption of office, Onyema said the former IA laid a strong foundation, which the new management would build on.

 Onyema said: “I am pledging on behalf of the management and staff that we will build on the solid foundation you have tried to put in place, and we shall take this institution to the next level with the tacit support of all stakeholders. This Exchange will, in no distant future, become the gateway to African frontiers markets. You have given us a solid foundation to build upon. And we shall build a befitting structure.”

 And in sustaining the  enforcement policy and  ensuring that companies adhere strictly to post-listing requirements,  the NSE under Onyema suspended  companies that did not submit their audited accounts for the year ended December 31, 2010 and March 31, 2011 as required by the NSE rules.

 Besides, the NSE CEO has unveiled the agenda of the new management with promise to transform the Exchange.

 According to him, the management wants to transform the Exchange and position it to be a service organization that is providing a marketplace, which is very transparent and a proper engine for sustainable wealth creation that has accountability.

 “We are still in that transformation process. We have formed the four major divisions and there are departments under these divisions and we are in the process of staffing them up with professionals that would run them properly. That is the first step. The second step will be an aggressive investor education. And the way we have chosen to do it is in conjunction with our brokerage dealer members. This is so because the investors, especially the retails investors, deal with the brokers and not the Exchange directly,” he said.

 He said that the Exchange wanted to ensure that brokers were carried along.

 “We want to make sure that they are doing proper know your customer (KYC), to the extent when they try to market   their customers, they paint a proper risk reward picture for the customers,” he said.

The Persistent Bear Run

 Inasmuch as the financial sector deserves reforms, analysts said the reforms had not yielded impacted positively on the capital market because they locked out most retail investors, which are supposed to be the bedrock of the market.

 According to a senior broker, who spoke on the condition of anonymity, regulators, who have had international exposure, mere imported some of the new policies into the Nigerian market without considering the peculiarity of the market.

 “I believe some of the policies by the apex regulators of our financial system, have caused more havoc than good. What I think should be done is for regulators to own up to their failures and call a stakeholders meeting so that the way forward should be discussed. If they consider their ego and continue to maintain the current stance of ignoring operators, retail investors and other stakeholders, we may see worst situation going forward.

 Speaking on the persistent  slide recently, the President of the Chartered Institute of Stockbrokers (CIS), Mr. Mike Itegboje, said what was happening in the Nigerian market was a reflection of what was happening in the Europe.

 He said, “Europe is in crisis so the (Nigerian) market situation reflects what is happening especially as we are told that more than 60 per cent of the investors in the market are foreigners.”

 The CIS boss noted that the depreciation in prices also showed that the so-called reforms in the market were not working.

 “The market needs funding. It needs a bailout, nothing less! A continuous mop will ensure firstly stability and increased confidence. Wealthy Nigerians can help in this regards as Warren Buffet and some rich people did in the United States.”

 In his opinion, Head of Asset Management, FBN Capital Limited, Mr. Michael Oyebola, said there was a global uncertainty, risk aversion and the opportunity cost of investing funds elsewhere.

 “Risk-free government treasury bills (T-Bills) are paying as high as 16 per cent over one year. Unless an investor thinks they will get a total in excess of T-Bills to compensate for the risk taken, most will shy away from the equity market in the short term,” he said.

 Speaking in the same vein, Managing Director of Partnership Investment Company Limited, Mr. Victor Ogienwonyi, said the market lacked liquidity, which is a major problem right now.

 “With banks not funding the market, overseas Nigerian investors having their own issues, home grown retail investors wiped out, there is no significant investor base left to support the market. This is not strange, the first thing that leaves when there is no confidence is liquidity. The several disruptions to the market, the latest being the current interest rate regime have all slowed down the market,” he said.

 According to the Managing Director of Investment Centre Limited, Mr. Ifeanyi Odunwa, said participants that made up an active market could no longer be said to be complete in the Nigerian market.

 “Because apart from the regulators, the local investors have lost major part of the funds they invested and do not have access to new funds for further investment in the case of  those who still have confidence.

 “The foreign investors who now find out market very cheap are scared of the security concerns coupled with the bad economic climate presently ravaging some countries in Europe and elsewhere all of which necessitated recalling of funds,” he said.

 Odunwa added that stockbrokers, who were supposed to be major force in the making market, had lost the muscle because of funds lost in meltdown, debt overhang on margin facilities and illiquidity due to difficulty in accessing new funds.
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