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Abstract

Macroeconomic uncertainty has become a major empirical issue in economic literature. This is due to the prominent influence it has on investment decisions.  The attention is driven by the concern that persistence macroeconomic uncertainty might undermine expected investment returns. Thus, this study examined the effect of macroeconomic uncertainty on capital market performance in Nigeria from 2005 to 2024 using quarterly data obtained from Central Bank of Nigeria Statistical Bulletin. The study employed Auto-regressive Distribution Lag model to estimate the model regression. The findings revealed that exchange rate volatility had negative and significant effect on capital market performance. The inflation rate volatility revealed a mixed influence on capital market performance as current inflation rate volatility showed a positive but insignificant effect, whereas the lagged inflation rate volatility had a positive and significant influence on capital market performance in Nigeria within the period under review. The study thereby recommends among others that the monetary authorities should implement policies aimed at stabilizing the exchange rate through effective foreign exchange management to reduce excessive currency fluctuations.  
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Introduction
Macroeconomic uncertainty arises when there is significant volatility in macroeconomic indicators regarding investment and consumption which makes it difficult to predict investment returns (Ma, 1998). In capital market therefore, macroeconomic uncertainty arises when investors lack sufficient knowledge of the economic system which could make stock market price to change significantly in a positive or negative directions. 
[bookmark: _Hlk223006016]The effect of macroeconomic uncertainty on stock market price has become dominant   discussion in economic literature. The attention is driven by the concern that persistence macroeconomic uncertainty might affects investment, consumption, price behaviours and investors’ confidence. Studies on the relationship between stock prices and macroeconomic uncertainty have identified macroeconomic uncertainty as one of the key drivers in frequent fluctuation in stock prices (Sikiru ,2017; Fama, 1981; Chen, Roll & Ross 1986). Liljeblom and Stenius (1997) established that macroeconomic uncertainty affects stock price because the value of stock price is dependent on the economic wellbeing of a country. Jo¨ets, Mignon, and Razafindrabe (2017) also suggested that uncertainty over future return on investment reduces current investment and consumption. David and Ampah (2018) in their work emphasized that policy-uncertainty affects investment decision. Awounang and Fonings (2014) maintained that economic agents may prefer to defer investment in a volatile economic environment. 
In contrast, Adjasi (2009) argued that macroeconomic uncertainty plays a vital role in risk management in capital market because it helps stock market traders and analysts to better manage their portfolios. Kim (1993) and Roja-Suarez (2014) also believed that economic uncertainty can encourage development in some financial products and improve portfolio performance. Therefore, from the debate macroeconomic uncertainty can bring different fortune to different economic agents, depending on the foundation and source of new economic information and activities available at the decision-making time.  
[bookmark: _Hlk222997355]However, involvement of stock market in securitization has made it most vulnerable to macroeconomic uncertainty (Thalassinon, Pintea & Iulia 2015). Developing economies are most vulnerable to macroeconomic uncertainty both external and internal. In Nigeria therefore, uncertainty of economic conditions and incomplete understanding of the system has remained a major challenge in the country’s investment environment (Uchendu, 2009). The country has suffered both volatile and slow economic growth because of the occasional economic collapse arising from international oil price shocks, volatility of crude oil receipts, shocks associated with terms of trade, weak foreign demand, high food prices, lack of adequate fiscal savings, banking failures, ethnic and political tensions, financial leakages, and the banking crises with its attendant effect on liquidity, interest rates and exchange rate (Mordi et al., 2015; Batini, 2004; Balogun, 2007). 
These issues have been demonstrated on the trend of macroeconomic variables in the country. Therefore, within the periods under review the trend in exchange rate demonstrates persistent fluctuations. The real effective exchange rate (REER) showed relative stability in 2005-2007 as it fluctuates around N 139.59 and N 162.81. It depreciated to N87.89 in last quarter of 2008 (CBN, 2024). By 2009-2014 the movements are mild, indicating relatively controlled exchange rate a it hovers around N93.55 and N71.15. The period from 2015-2021 further reflected increased instability in exchange rate, during this period exchange rate fluctuates between N73.37 and N99.37. Again, the period from 2022-2024 showed a severe exchange rate instability in the entire study period as it further depreciated around N68.20 and N145.20.

Also, the trend of inflation rate in Nigeria between 2005-2024 shows a transition from relative stability to persistent inflationary pressure. The inflation rate in 2005- 2008 showed significant instability as it rose moves from 8.46% in first quarter of 2005 to 12.07 % in last quarter of 2008.  By 2009-2015 there was relative inflation stability as fluctuations were smaller moving around 98.29% and 73.37%. It continued on the upward trend and by 2016- 2023 it fluctuates around 65.4% and 99.44%, this period witnessed increased uncertainty and instability.  In 2024 there was extreme shock in inflation as it stood at 145.20% in the third quarter. 

These series of economic turbulence have led economic agents to become more worried about future economic prospects in capital markets prices (Sikiru (2017); Panagiotidis & Panagiotidis, 2019; King 2010; Abaidoo & Agyapong, 2023). Consequently, the All-Share Index which is a pointer of all stock prices demonstrated unstable trend within the period under review. From 2006–2008 All-Share Index (ASI) rose sharply from 33189.3 to 63016.56. This indicates strong stock market growth during this period. There was a sudden drop in last quarter of 2008 and 2009 from 31450.78 to 20827.17. This reflects a major market downturn. Again, from 2010–2012 the index fluctuates between 23050.59 and 28078.81, showing instability and weak recovery. There was moderate recovery from 2013–2014, during this period ASI improved to 42482.48. Another downward movement occurred again in 2015–2016 where All-share index dropped to 25306.22. A mild increase was observed in 2017–2018 before another decline in 2019–2020 to the tune of 21300.47. There was consistent and sharp rise from 39045.13 to 104562.06 in 2021–2024.This represents the strongest growth phase in the period. 

Therefore, the persistent fluctuations in stock market prices and lack of consensus among researchers have made it important that further empirical investigation be carried out in order to understand the effect of macroeconomic uncertainty on capital market performance. It is to this end that, this paper examined the effect of macroeconomic uncertainty on capital market performance in Nigeria.

Theoretical Review
This paper is rooted in Market Uncertainty Theory proposed by Slovik (2011). The theory assert that market price is a reflection of known market behaviour, information set and market uncertainty which represents the uncertainty of the validity of known information set. Therefore, there is also an element of uncertainty in the market economy. The uncertainty in the market means that “known information set could change significantly or contain some essential information that could alter the predicted outcome of known information set” significantly in the long-run. The event which impacts on the “known information set are the “unknown information set” which is described as the non-probable event that affects the correctness of efficient market prices.  
It is natural to expect substantive change in market prices because there is no ultimate knowledge about the events that can impact on the market prices, thus prices in efficient market cannot be accurate or right at all times. The market uncertainty theory brought out the deficiency of efficient market theory. This is because it argued that efficient market prices are not the true reflection of prices even though the market attempt to adjust to the correct prices in relation to the known information. Therefore, the uncertainty in information leads to mispricing. 
Empirical Review
Batabyal and Killins (2021) examined the effect of economic policy uncertainty and stock market returns with Evidence from Canada. Their Findings show that both in the short run and long run, increased policy uncertainty motivates investors to take a ‘risk-off’ method to gravitate toward lower-risk investments, decreasing asset prices, whereas decreased uncertainty prompts investors to take on portfolio risk for higher returns.
Adjasi (2009) studied macroeconomic uncertainty and conditional stock-price volatility in frontier African markets Evidence from Ghana. The result of the study shows that volatility of the stock prices is caused by the higher volatility in cocoa prices and interest rate, while oil prices, gold prices, and money supply reduces the volatility of stock prices. 
Abaidoo and Agyapong (2023) examined the effect of macroeconomic risk; inflation uncertainty and instability associated with key macroeconomic indicators on the efficiency of financial institutions among economies in sub-Saharan Africa (SSA). The empirical estimates were carried out using pooled ordinary least squares (POLS) with Driscoll and Kraay’s (1998) standard errors. Data were compiled from 35 SSA economies from 1996 to 2019. Empirical findings suggest that macroeconomic risk and exchange rate volatility constrain the efficiency of financial institutions while, inflation uncertainty has a significant influence on the efficiency of financial institutions among economies in the subregion.
Mordi et al (2015) examine the impact of macroeconomic uncertainty on the conduct of monetary policy in Nigeria, using GARCH model built in a structural vector autoregressive mechanism. The sources of uncertainty were derived from selected key macroeconomic indicators such as real output growth, inflation rate, exchange rate and oil price. The empirical findings indicate that macroeconomic uncertainty does not significantly undermine monetary policy effectiveness in Nigeria.
Breden and Fountas (2005) measure the effect of Macroeconomic Uncertainty and Performance in the European Union and Implications for the Objectives of Monetary Policy. The study used monthly data of real (output growth) and nominal (inflation) to measure uncertainty on inflation and output growth from 1962 to 2003. The technique of analysis used was bivariate GARCH-M model.  Their paper noted that inflation uncertainty had positive impact on output growth with evidence of associated cost while result of output growth uncertainty had mixed outcome having negative and positive effect in some countries. 
Herro and Murray (2011) investigated the Dynamics of Monetary Policy Uncertainty and the Impact on the Macroeconomy using the Taylor-type regression rule and a constant gain learning model to quantify the degree of effect of monetary policy uncertainty on levels of output growth, unemployment, inflation as well as the volatility of these variables in the U.S. economy. The findings revealed that Monetary Policy Uncertainty though unpredictable significantly exerted obvious output, growth and unemployment volatilities. 
Ayeni and Fanibuyan (2022) study investigate the interrelationship between uncertainty, macroeconomic variables, and capital market performance in Nigeria from 1981 to 2021, using vector autoregression (VAR) models. The findings revealed that uncertainty has no impact on the macroeconomic performance of Nigeria. However, the prices of crude oil have a positive and significant impact on the gross domestic product, all-share index, and money supply of the Nigerian economy.
Methodology
The study used quarterly data obtained from Central Bank Statistical Bulletin to examine the effect of macroeconomic uncertainty on capital market performance in Nigeria from 2005-2024 by employing Autoregressive Distributed Lag (ARDL) model. Capital market performance was proxied by the All-Share Index, macroeconomic uncertainty was proxied by exchange rate volatility and inflation rate volatility, while interest rate volatility was used as the moderating variable. Volatility of variables were calculated using standard deviation of logarithmic returns. The ARDL technique was adopted due to its suitability for variables with mixed order of integration.
Model Specification
Following the theoretical basis for the study, the Market Uncertainty, we inferred that unpredictability of the market performance is a function of macroeconomic conditions. Consequently, we conceptualize the functional form of such interaction as thus;
LASI = ƒ (EXCRV, INFRV, INTRV)								(1)
Where: 
	LASI = Log All-Share Index
	EXCRV = Exchange Rate Volatility
	INFRV = Inflation Rate Volatility.	
We proceed to specifically present equation (1) to verify the relationships this study seeks to examine. 
LASIt = β0 + β1EXCRVt + β2INFRVt + β3INTRVt + ԑt						(2)
Where;
	β0 = Constant
 	β1, β2, β3 = Regression coefficients
t = Time
 	 ԑt = Error term
 The ARDL Model Specification is presented as follows;
LASIt = β0 + ƩLASIt-1 +Ʃβ1EXCRVt-1 + Ʃβ2INFRVt -1+ Ʃβ3INTRVt-1 + ԑt-1			(3)
Where;
	t-1 = lagged period (previous year)



 
RESULTS AND DISCUSSIONS
To avoid producing spurious regression results, the study first carried out unit-root test using the Augmented Dickey-Fuller (ADF) test. The results are presented below. 
Table 1: Stationarity Tests Results
	
	
	           ADF Test
	Order of Integration

	Variables 
	
	Test statistic
	Critical value
	

	 ASI
	1st Difference
	7.424063
	2.899115
	1(1)

	EXCR
	Level
	8.209381
	2.899115
	1(0)

	INF
	Level
	7.261967
	2.899115
	1(0)

	INT
	Level
	8.720544
	2.899115
	1(0)


Source: Author’s E-view version 12 Computation.
Critical values at 5 percent significant level 

The results above suggests that all variable are stationary at level except All Share Index that was stationary at first difference. 
Table 2
[image: ]
[image: ] 
Source: Author’s E-view version 12 Computation
Interpretation of ARDL Model Result (ARDL 1,0,1,0)
The model examines the effect of exchange rate volatility (EXCRV) and inflation rate volatility (INFRV) on capital market performance proxied by Log All Share Index (LASI) using an Auto-regressive Distributed Lag model. 
The Model estimated model is expressed as:
 LASIt = 0.333135 +0.919730LASIt-1 - 0.150837EXCRV + 0.384496INFRV + 0. 820581INFRVt-1 + 0.033613INTRV + ԑt. 


Co-integration test
The Bounds Test is used to examine whether a long-run relationship (cointegration) exists among the variables. The results of the Co-integration test for the model are presented below.
Table: 3
[image: ]
Source: Author’s E-view version 12 Computation.
The Autoregressive Distributed Lag (ARDL) bounds test was conducted to examine the existence of a long-run relationship among the variables. The result shows that the computed F-statistic value of 2.384854 is lower than the lower bound critical value of 2.79 at the 5 percent level of significance. Based on the decision rule, since the F-statistic is less than the lower bound value, the null hypothesis of no long run relationship cannot be rejected. This implies that there is no long-run relationship among the variables in the model.
Therefore, the study estimated only the short-run ARDL model to examine the relationship among variables. The findings of the short-run ARDL model are discussed as thus;
The ARDL result shows that exchange rate volatility had negative and significant influence on LASI. The implication of the results is that- a one percent increase in exchange rate volatility leads to about 0.15% decrease in LASI. The negative relationship suggest that exchange rate instability adversely affects capital market performance. This means that exchange rate depreciation reduces capital market performance, because, exchange rate volatility increase uncertainty, discourage investment, and reduce investors’ confidence in the Nigerian capital market.  The statistically significant confirm that exchange rate volatility is a major determinant of capital market performance in Nigeria, suggesting that exchange rate instability constitutes a major source of macroeconomic risk affecting stock market performance.
Also, current inflation rate volatility had positive but insignificant effect on LASI within the period.  It means that a one (1%) increase in current inflation rate volatility increases LASI by approximately 0.38%. However, the variable is statistically insignificant. This indicates that inflation rate volatility does not exert a strong immediate influence on capital market performance within the period under review. It suggests that investors may not react strongly to short-term inflation fluctuations. 
The lagged inflation rate volatility had positive and significant influence on LASI with a coefficient of 0.820581. This implies that a 1% increase in lagged inflation rate volatility causes about 0.82% increase in LASI. This explains a delayed adjustment effect, where past inflation rate volatility influences current market performance. The findings however, suggest that inflation rate uncertainty is not detrimental to performance in the capital market rather, investors may respond to inflationary pressure by investing in stock than holding cash. 
The moderating variable (interest rate volatility) had positive but insignificant effect on LASI within the period. Since, the variable is statistically insignificant, interest rate volatility does not significantly influence capital market performance during the period.
Overall, the model demonstrates high explanatory power and statistical significance as the R² value of 0.878835 shows that about 87.9% of variations in LASI are explained by the independent variables. The F-statistic probability of 0.0000 indicates that the model is statistically significant.

CONCLUSION
[bookmark: _Hlk223006078][bookmark: _Hlk223006944]The concept of macroeconomic uncertainty has gained much attention from the policymakers and academic researchers in recent times. This is due to the prominent influence it has on investment and consumption decisions. This study attempted to examine the effect of macroeconomic uncertainty on capital market performance in Nigeria by employing ARDL model estimation. 
The findings revealed that exchange rate volatility exerts a negative effect on capital market performance, indicating that fluctuations in the value of the domestic currency reduce investor confidence and discourage investment activities in the capital market. 
[bookmark: _Hlk223007514]The study also found that inflation rate volatility exhibits a mixed influence on capital market performance. While current inflation rate volatility showed a positive but insignificant effect, lagged inflation rate volatility had a stronger positive influence, suggesting delayed market adjustment to inflationary pressures.
Overall, the study concludes that macroeconomic uncertainty, particularly exchange rate volatility, remains a major constraint to sustainable capital market growth in Nigeria. Therefore, achieving macroeconomic stability is essential for improving investor confidence, enhancing market efficiency, and promoting capital market development. 
The study thereby recommends that the monetary authorities should maintain exchange rate stability through effective managed float exchange rate system to reduce excessive currency fluctuations; government should maintain consistent sound monetary and fiscal policy to maintain price stability in the investment environment; and financial regulators should promote development of hedging instruments to help investors manage exposure to macroeconomic shocks.
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Selected Model: ARDL(1, 0, 1, 0)

Variable Coefficient Std. Error t-Statistic Prob.*  

LASI(-1) 0.919730 0.045819 20.07329 0.0000

EXCRV -0.150837 0.074640 -2.020854 0.0470

INFRV 0.384496 0.285810 1.345283 0.1828

INFRV(-1) 0.820581 0.322193 2.546858 0.0130

INTRV 0.033613 0.041020 0.819410 0.4153

C 0.333135 0.204144 1.631864 0.1071

R-squared 0.878835    Mean dependent var 4.538282

Adjusted R-squared 0.870421    S.D. dependent var 0.167330
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F-statistic 104.4461    Durbin-Watson stat 1.544151

Prob(F-statistic) 0.000000
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F-Bounds Test Null Hypothesis: No levels relationship

Test Statistic Value Signif. I(0) I(1)

Asymptotic: n=1000

F-statistic  2.384854 10%   2.37 3.2

k 3 5%   2.79 3.67

2.5%   3.15 4.08

1%   3.65 4.66
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