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Abstract
This study examines the effect of inflation dynamics on sectoral stock market performance in Nigeria, focusing on firms listed on the Nigerian Exchange Group (NGX) from 2015 to 2024. A quantitative panel-data research design was used, covering 72 listed companies, with sector-specific analysis focused on five major sectors, and yielding 720 firm-year observations. Data on inflation, the exchange rate, the interest rate and GDP growth were derived from national statistical and regulatory sources, while firm-level data were obtained from annual reports. The data were analysed using panel regression, including Pooled OLS, Fixed Effects and Random Effects estimation; the Hausman test was used to select the appropriate model. The results revealed that Nigeria's inflation rate increased markedly from 9.01 percent in 2015 to 34.80 percent in 2024. Inflation had a statistically significant negative effect on sectoral stock returns (β = -0.432, p < 0.001), while the preferred model explained 47.2 percent of the variation in returns, with significant variation across sectors. The Consumer Goods and Banking sectors were the most negatively sensitive, while the Oil and Gas sector was relatively resilient, supported by some benefits from deregulation. Returns were positively related to exchange rate depreciation, GDP growth and firm profitability. The study found that inflation is a major and economically relevant factor influencing sectoral performance in Nigeria, with significant variation across sectors. It recommends inflation-targeting monetary policy, better coordination between fiscal and monetary policy, and sector-specific measures to enhance stock market resilience and investor confidence.
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1.0 Introduction
The relationship between inflation and stock market performance has long been a topic of academic and policy interest, especially in emerging economies where price instability and structural rigidities are persistent features (Folorunso, 2023). Inflation is a key macroeconomic indicator that influences corporate profitability, investor expectations, required rates of return, and equity valuation (Abubakar et al., 2025). The inflationary trend in Nigeria has been particularly erratic, moving from relatively stable single-digit levels prior to 2015 to a 28-year peak of 34.80 percent in 2024 (National Bureau of Statistics, 2025). This rise coincided with substantial change in the Nigerian capital market, with the NGX All-Share Index posting a cumulative return of 283.45 percent from 2020 to 2024 (Nigerian Exchange Group, 2024), presenting an apparent paradox that warrants more in-depth empirical examination. The Fisher Effect theoretically suggests a positive correlation between expected inflation and the nominal return on an asset because investors require compensation for the loss of purchasing power (Fisher, 1930). The Discounted Cash Flow perspective, on the other hand, indicates that inflationary pressures lower stock prices through increased discount rates, shrinking profit margins and falling real disposable income (Kukandaka et al., 2026), whereas the Arbitrage Pricing Theory suggests that inflation is one of several macroeconomic factors that systematically affect asset returns, alongside industrial output, exchange rates and interest rates (Dada et al., 2021). Empirical evidence in Nigeria is mixed; some studies support the Fisher hypothesis (Uruemu, 2022), while others do not (Usman & Adejare, 2013), particularly during the post-global-financial-crisis era. Recent Nigerian evidence further indicates that inflation and other macroeconomic conditions remain relevant to stock market performance, although the magnitude and statistical strength of these effects depend on the empirical specification and period examined (Akanbi, 2025). Evidence from African and broader sectoral markets also shows that inflation effects can vary across industries and market segments, supporting the need for sector-disaggregated assessment rather than reliance on aggregate indices alone (Chiang & Chen, 2023; Doho et al., 2023; Mwiwa & Jagongo, 2025). Recent research additionally links transitory inflation to differences in stock returns and volatility across sectors and firm-size groups, underscoring the importance of heterogeneity in inflation transmission to equity markets (Bonaparte et al., 2025). Notwithstanding this growing body of literature, most Nigerian studies focus on the overall market response to inflation, which may obscure significant sectoral differences arising from variations in exchange rate exposure, cost structures and pricing power (Ikoku & Okorie, 2010), while few studies have captured this heterogeneity in the context of the extraordinary macroeconomic episode of 2015–2024, which featured multiple recessions, unprecedented monetary interventions and exchange rate liberalisation (Abu, 2024; Central Bank of Nigeria, 2024). This study fills these gaps by investigating the impact of inflation dynamics on sectoral stock market performance in Nigeria and providing up-to-date, sector-disaggregated panel evidence from a period of unprecedented policy reorientation.
1.1 Statement of the Problem
Despite substantial research interest in the inflation–stock market relationship in Nigeria, research has mainly concentrated on the overall market, leaving the differential impact of inflation on individual equity sectors insufficiently addressed (Akanbi, 2025; Ikoku & Okorie, 2010). This is a significant omission because sectors such as Oil and Gas, Consumer Goods, Banking, Industrial Goods and Agriculture have markedly different cost structures, regulatory regimes and exchange rate exposures and, therefore, may not respond in the same way to inflationary shocks (Ikoku & Okorie, 2010). Additionally, the period 2015–2024 represents a distinctive macroeconomic episode encompassing the 2016 and 2020 recessions, continued naira depreciation, monetisation of the fiscal deficit, and petroleum-sector and exchange-rate reforms in 2023–2024, for which sector-level empirical evidence remains limited (World Bank, 2024). In the absence of such information, investors, portfolio managers and policymakers lack the sector-specific evidence needed to address inflation risk and develop targeted interventions. The challenge addressed by this study is to empirically investigate how inflation dynamics affect stock market performance among firms listed on the NGX from 2015 to 2024.
1.2 Aim and Objectives
This study aims to investigate the impact of inflation dynamics on the stock market performance of firms listed on the Nigerian Exchange Group (NGX) between 2015 and 2024. The specific objectives are to: i. assess the trend of inflation and sectoral stock market performance in Nigeria from 2015 to 2024; ii. examine the effect of inflation on aggregate stock market performance in Nigeria; and iii. determine whether the effect of inflation on stock returns varies significantly across major NGX sectors.
1.3 Research Questions
i. What is the trend of inflation and sectoral stock market performance in Nigeria from 2015 to 2024? 
ii. What is the effect of inflation on aggregate stock market performance in Nigeria? 
iii. Does the effect of inflation on stock returns vary significantly across major NGX sectors?
1.4 Research Hypothesis
HO₁: Inflation has no statistically significant effect on sectoral stock market performance among NGX-listed firms in Nigeria.
2.0 Literature Review
2.1 Conceptual Review
2.1.1 Inflation Dynamics. Inflation refers to a sustained increase in the general price level of goods and services over time (National Bureau of Statistics, 2025). It reduces purchasing power, shifts income and wealth, misaligns price signals, and creates uncertainty about future economic conditions (Central Bank of Nigeria, 2024). Inflation dynamics include the speed, variability, durability and causes of inflation, all of which have different implications for economic agents and asset markets (World Bank, 2024). Nigeria's inflation experience from 2015 to 2024 was marked by an upward trend and structural volatility following changes in monetary policy since 2015, including fiscal deficit monetisation, subsidised credit programmes and foreign exchange restrictions (World Bank, 2024). These policy missteps, together with exchange rate depreciation and supply-side disruptions, sustained the inflationary environment (National Bureau of Statistics, 2025; World Bank, 2024). The channels through which inflation is transmitted to stock markets include the following: it increases the discount rate used in equity valuation (Folorunso, 2023); it affects company cash flows through input costs, labour costs and pricing power (Abu, 2024); it influences investor asset allocation towards inflation-hedging instruments (Uruemu, 2022); and it interacts with monetary policy responses, whereby contractionary measures increase borrowing costs and reduce economic activity (Central Bank of Nigeria, 2024).
2.1.2 Sectoral Stock Market Performance. Sectoral stock market performance refers to the performance of stocks grouped by industry in terms of returns, valuations and trading activity (Ikoku & Okorie, 2010). The NGX categorises listed equities into major sectors, such as Banking, Consumer Goods, Industrial Goods, Oil and Gas, Insurance and Agriculture, allowing for sector-disaggregated analysis (Nigerian Exchange Group, 2024). Sectoral heterogeneity arises from differential exposure to macroeconomic factors, industry-specific demand and supply conditions, and regulatory environments (Ikoku & Okorie, 2010). The Oil and Gas sector is highly sensitive to global oil prices and exchange rates; the Banking sector is strongly influenced by monetary policy and interest rates; the Consumer Goods sector is highly affected by inflationary pressures on input costs, wages and consumer purchasing power; while the Industrial Goods sector is strongly affected by infrastructure investment and import competition (Ikoku & Okorie, 2010; Kukandaka et al., 2026).
2.2 Theoretical Framework
The Fisher Effect Theory developed by Fisher (1930) and the Arbitrage Pricing Theory (APT) developed by Ross (1976) form the basis of this study, and the Discounted Cash Flow (DCF) perspective is used as an analytical tool.
According to the Fisher Effect, the nominal interest rate (and therefore the nominal rate of return on an asset) will change to compensate for expected inflation so that the real rate of return remains constant: 1 + i = (1 + r)(1 + π), where i represents the nominal interest rate, r represents the real interest rate, and π represents the expected inflation rate. This implies a positive relationship between expected inflation and nominal returns (Dada et al., 2021). The Fisher hypothesis has been tested several times in emerging markets such as Nigeria and has been rejected, with inflation having a negative effect on stock returns, which has been attributed to financial repression, market inefficiency and policy distortion (Kukandaka et al., 2026; Usman & Adejare, 2013). The APT complements this by incorporating inflation as another systematic macroeconomic risk factor, alongside exchange rates, interest rates and industrial output, which also influence the expected return of an asset: E(Rᵢ) = Rf + βᵢ₁λ₁ + βᵢ₂λ₂ + ... + βᵢₖλₖ, where Rf denotes the risk-free rate, βᵢₖ represents the sensitivity of asset i to factor k, and λₖ denotes the risk premium associated with factor k (Dada et al., 2021). APT is a multi-factor model and is therefore suitable for a multi-sector inflation study, whereas the single-factor CAPM does not account for multiple sources of systematic risk. The DCF view complements both theories by explaining the transmission mechanism: inflation leads to a higher discount rate, lowers expected cash flows through cost-push pressures, and raises the equity risk premium because of uncertainty (Folorunso, 2023). These frameworks suggest that inflation may have a direct impact on sectoral returns as a systematic risk factor and an indirect impact through valuation and cash-flow channels, with these effects differing by sector depending on cost structure, pricing power and exchange rate exposure.
2.3 Empirical Review
Using a GARCH model and multivariate panel analysis, Folorunso (2023) examined the effect of inflation and other macroeconomic variables on the stock returns of listed firms in five sectors in Nigeria and concluded that inflation negatively and significantly influenced stock returns in the short run at the aggregate level and in the long run at the sectoral level, respectively; exchange rates had positive effects on stock returns in the short run, while interest rates had inverse effects on stock returns in the short run.
Using ARDL and Granger causality tests, Abu (2024) found a negative short-term but positive long-term relationship between inflation and stock market performance in Nigeria's FMCG sector between 2007 and 2023, indicating that FMCG stocks can withstand inflation over the long term.
Using a Vector Error Correction Model, Kukandaka et al. (2026) analysed macroeconomic variables and Industrial Goods sector index performance on the NGX and observed that inflation had a positive long-run effect and was the most important driver of sectoral index performance, contradicting most sectoral studies conducted in Nigeria and highlighting the need for sectoral analysis.
Using a two-step system GMM approach, Abubakar et al. (2025) investigated the effects of firm attributes and macroeconomic variables on the financial performance of 25 listed manufacturing firms in Nigeria over the period 2011–2023. The study used return on equity as the performance measure and included inflation, exchange rate and interest rate among the macroeconomic variables. The results indicated that inflation and exchange rate had significant positive effects on financial performance, whereas interest rate had a significant negative effect.
Dada et al. (2021) employed OLS and ARDL estimation techniques to test the APT and volatility in the Nigerian stock market from 1986 to 2018 and found that inflation negatively affected stock returns in the long run, that volatility was persistent according to ARCH/GARCH analysis, and that the Granger causality result confirmed unidirectional causality from inflation to stock returns, thereby validating APT in the Nigerian context.
Uruemu (2022) tested the impact of inflation on liquidity in the Nigerian stock market between 1981 and 2020 and found that inflation had a positive and significant impact, supporting the Fisher hypothesis. This contrasts with the majority of Nigerian studies and implies that the effect of inflation may vary according to the dependent variable, such as returns or liquidity.
Usman and Adejare (2013) examined data from the CBN and SEC covering 40 years (1970–2010) and observed that the impact of inflation on Nigerian capital market performance was generally negative and weak across most measures, except market volume.
Table 1: Summary of Empirical Review
	Author(s) & Year
	Study Title / Focus
	Methodology
	Key Findings
	Relation to Present Study

	Folorunso (2023)
	Impact of inflation and other macroeconomic variables on stock returns across five sectors in Nigeria
	GARCH model; multivariate panel analysis
	Inflation negatively and significantly affects stock returns in the short and long run, on both aggregate and sectoral bases; exchange rate positive, interest rate inverse in short run
	Confirms the negative inflation–return relationship at sectoral level; present study extends this into the 2015–2024 policy-reform period with panel FE/RE estimation

	Abu (2024)
	Effect of inflation on stock market performance of the Fast-Moving Consumer Goods sector, 2007–2023
	ARDL; Granger causality
	Negative short-run impact on FMCG stock performance; positive relationship emerges in the long run
	Present study's Consumer Goods sector shows the strongest negative sensitivity within its shorter window, without the long-run reversal Abu found

	Kukandaka et al. (2026)
	Macroeconomic variables and Industrial Goods sector index performance on the NGX
	Vector Error Correction Model (VECM)
	Inflation has a positive long-run effect on the Industrial Goods sector; identified as the dominant driver of sectoral performance
	Diverges from the present study's finding of a significant negative Industrial Goods sensitivity; difference discussed in relation to dependent variable and period

	Abubakar et al. (2025)
	Firm attributes, macroeconomic variables, and performance of listed manufacturing firms in Nigeria, 2011–2023
	Two-step system GMM
	Inflation and exchange rate have significant positive effects on ROE; interest rate has a significant negative effect
	Contrasts with the present study's negative inflation effect; differs in dependent variable (ROE) and estimation method

	Dada et al. (2021)
	Arbitrage Pricing Theory and stock market volatility in Nigeria, 1986–2018
	OLS; ARDL; ARCH/GARCH; Granger causality
	Inflation has a negative long-run effect on returns; persistent volatility; unidirectional causality from inflation to returns; APT validated
	Provides the theoretical (APT) grounding adopted in the present study; confirms negative inflation effect over a much longer historical horizon

	Uruemu (2022)
	Effect of inflation on stock market liquidity, 1981–2020
	ARDL Bounds Testing
	Inflation has a positive and significant effect on stock market liquidity, affirming the Fisher hypothesis
	Contrasts with the present study's rejection of the Fisher hypothesis; difference attributed to liquidity vs. returns as dependent variable

	Usman & Adejare (2013)
	Impact of inflation on capital market performance, 1970–2010
	Multiple regression on CBN/SEC secondary data
	Weak, generally negative relationship between inflation and capital market performance; market volume the exception
	Supports the negative-effect direction found in the present study, over a much earlier and longer period

	Ikoku & Okorie (2010)
	Performance of Nigerian Stock Exchange sectoral indices, 2009–2010
	Descriptive analysis
	Sectoral indices show significant performance variation, underscoring the value of sector-level analysis
	Provides the conceptual basis for the present study's sector-disaggregated approach


Source: Authors' compilation, 2025

2.4 Research Gap
The empirical review reveals three important gaps. First, although studies such as Folorunso (2023) and Abu (2024) have established a negative relationship between inflation and returns, they have not systematically modelled the differential sensitivity of sectors during the macroeconomic episode of 2015–2024. Second, while sectoral analysis is acknowledged as important (Ikoku & Okorie, 2010), many Nigerian studies focus on the overall market, which may conceal significant differences among sectors that performed very differently during the reform period of 2023–2024 (Nigerian Exchange Group, 2024). Third, the strong theoretical underpinnings used in previous research (Dada et al., 2021; Folorunso, 2023) have not been replicated using sector-disaggregated panel-data methods that account for unobserved heterogeneity and endogeneity. This study aims to fill these gaps by conducting a comprehensive, sector-disaggregated panel analysis of the impact of inflation dynamics on stock returns in Nigeria over the period 2015–2024.
3.0 Methodology
3.1 Research Design
The study adopts a quantitative, ex post facto panel-data research design (Kukandaka et al., 2026), which is suitable because it combines cross-sectional and time-series dimensions, controls for unobserved firm- and sector-level heterogeneity, and enhances the precision of estimated relationships between inflation and stock returns (Abubakar et al., 2025). The study covers a decade (2015–2024), including the post-oil-price-crash period, several recessions, significant monetary policy changes, and the structural transformation of Nigeria's economy.
3.2 Population and Sample
The population consists of all firms listed on the Nigerian Exchange Group (NGX) as at December 2024, comprising 138 equities across 13 sectors (Nigerian Exchange Group, 2024). A purposive sampling technique was used to select firms based on data availability, continuous listing during the study period and sector representation. Firms without annual returns data for two or more years were excluded. The final sample consists of 72 firms, including 47 firms across five major sectors, namely Agriculture (4 firms), Banking (12 firms), Consumer Goods (15 firms), Industrial Goods (10 firms) and Oil and Gas (6 firms), together with 25 firms from other sectors, yielding 720 firm-year observations (Nigerian Exchange Group, 2025).
3.3 Data Sources
The study is based on secondary data from various institutional sources. Data on stock returns were sourced from the NGX market data portal and annual factbooks (Nigerian Exchange Group, 2024, 2025). Data on inflation (annual Consumer Price Index inflation rate) were sourced from National Bureau of Statistics reports (National Bureau of Statistics, 2024, 2025) and Central Bank of Nigeria statistical bulletins (Central Bank of Nigeria, 2025a). CBN annual reports and statistical bulletins were used to obtain exchange rate and interest rate data. Data on total assets, total liabilities and return on assets were retrieved from annual reports and financial statements available on the NGX website and individual company websites. Data on GDP growth were obtained from the National Bureau of Statistics and World Bank Development Indicators (World Bank, 2024).
3.4 Variable Measurement
Table 2: Variable Definitions and Measurement
	Variable
	Symbol
	Measurement
	Data Source
	Expected Sign

	Dependent Variable
	
	
	
	

	Sectoral stock returns
	RET
	Annualised sectoral index return: ln(Pₜ/Pₜ₋₁) × 100
	NGX
	-

	Independent Variables
	
	
	
	

	Inflation rate
	INF
	Annual CPI inflation rate (%)
	NBS, CBN
	-

	Inflation volatility
	INFVOL
	Standard deviation of monthly inflation rates (%)
	NBS
	-

	Control Variables
	
	
	
	

	Exchange rate
	EXR
	Annual average official exchange rate (₦/US$)
	CBN
	+/ -

	Interest rate
	INT
	Annual average monetary policy rate (%)
	CBN
	-

	GDP growth
	GDP
	Annual real GDP growth rate (%)
	NBS, World Bank
	+

	Firm size
	SIZE
	Natural logarithm of total assets
	Annual reports
	+

	Leverage
	LEV
	Total liabilities / total assets
	Annual reports
	-

	Profitability
	ROA
	Net income / total assets (%)
	Annual reports
	+


Source: Authors' compilation, 2025
3.5 Model Specification
The study adopts a panel regression model to investigate the impact of inflation and other macroeconomic variables on sectoral stock returns:
RETᵢₜ = α + β₁INFₜ + β₂INFVOLₜ + β₃EXRₜ + β₄INTₜ + β₅GDPₜ + β₆SIZEᵢₜ + β₇LEVᵢₜ + β₈ROAᵢₜ + μᵢ + λₜ + εᵢₜ
where RETᵢₜ is the stock return of firm i in year t; INFₜ, INFVOLₜ, EXRₜ, INTₜ, and GDPₜ are the macroeconomic explanatory variables; SIZEᵢₜ, LEVᵢₜ, and ROAᵢₜ are firm-level control variables; μᵢ captures firm-specific fixed effects; λₜ captures time fixed effects; and εᵢₜ is the idiosyncratic error term. To explore sectoral heterogeneity, sectoral regressions were also estimated for each of the five major sectors.
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Figure 1. Conceptual Framework of the Study
Source: Authors' conceptualisation, 2025
3.6 Analytical Techniques
Descriptive statistics (mean, median, standard deviation, minimum and maximum) were calculated for all variables, after which correlation analysis and Variance Inflation Factor (VIF) tests were used to assess multicollinearity. Fixed Effects (FE) and Random Effects (RE) specifications were compared using the Hausman test, while Pooled OLS was reported for comparison. Robust standard errors were used to address heteroscedasticity and serial correlation within panels. The robustness of the results was assessed using alternative measures of inflation, exclusion of the COVID period (2020–2021), inclusion of oil price, and winsorised returns.

4.0 Results
4.1 Descriptive Statistics
Table 3: Descriptive Statistics (2015–2024)
	Variable
	Obs
	Mean
	Median
	Std. Dev.
	Minimum
	Maximum

	RET (%)
	720
	15.32
	8.47
	23.64
	-24.35
	159.81

	INF (%)
	720
	18.15
	16.25
	7.37
	9.01
	34.80

	INFVOL (%)
	720
	3.82
	3.41
	1.56
	1.28
	6.73

	EXR (₦/US$)
	720
	483.21
	410.50
	296.84
	197.00
	1,543.00

	INT (%)
	720
	15.47
	14.50
	2.86
	11.50
	26.75

	GDP (%)
	720
	2.84
	2.62
	1.93
	-1.92
	5.01

	SIZE (log)
	720
	8.91
	8.76
	1.48
	5.67
	12.34

	LEV (%)
	720
	47.23
	48.10
	22.56
	5.20
	89.70

	ROA (%)
	720
	9.84
	8.92
	6.73
	-12.40
	28.50


Source: Authors' computation, 2025
The mean annual inflation rate for the study period was 18.15 percent (SD = 7.37), with the minimum inflation rate recorded in 2015 (9.01 percent) and the maximum recorded in 2024 (34.80 percent) (National Bureau of Statistics, 2025). The mean sectoral stock return was 15.32 percent, with high dispersion (SD = 23.64), ranging from -24.35 percent (Consumer Goods, 2018) to 159.81 percent (Oil and Gas, 2024) (Nigerian Exchange Group, 2025). The mean exchange rate of ₦483.21/US$ indicates significant naira depreciation during the period (Central Bank of Nigeria, 2025a).
4.2 Correlation Analysis
Table 4: Correlation Matrix
	
	RET
	INF
	INFVOL
	EXR
	INT
	GDP
	SIZE
	LEV
	ROA

	RET
	1.000
	
	
	
	
	
	
	
	

	INF
	-0.312**
	1.000
	
	
	
	
	
	
	

	INFVOL
	-0.286*
	0.742**
	1.000
	
	
	
	
	
	

	EXR
	0.284*
	0.612**
	0.487**
	1.000
	
	
	
	
	

	INT
	-0.198*
	0.523**
	0.401**
	0.412**
	1.000
	
	
	
	

	GDP
	0.215*
	-0.356**
	-0.298*
	-0.287*
	-0.384**
	1.000
	
	
	

	SIZE
	0.148
	0.024
	-0.017
	0.098
	0.124
	0.056
	1.000
	
	

	LEV
	-0.087
	0.113
	0.087
	0.142
	0.167*
	-0.102
	0.284*
	1.000
	

	ROA
	0.236*
	-0.184*
	-0.156
	-0.098
	-0.142
	0.198*
	0.312**
	-0.245*
	1.000


*Note: **p < 0.01, p < 0.05. Source: Authors' computation, 2025
The results show that sectoral stock returns are negatively and significantly correlated with inflation (r = -0.312, p < 0.01), which is consistent with the predictions of the DCF and APT models (Dada et al., 2021). The exchange rate is positively correlated with returns (r = 0.284, p < 0.05), the interest rate is negatively correlated with returns (r = -0.198, p < 0.05), and GDP growth is positively correlated with returns (r = 0.215, p < 0.05).
4.3 Multicollinearity Diagnostics
Table 5: Variance Inflation Factor (VIF) Results
	Variable
	VIF
	1/VIF

	INF
	4.54
	0.220

	INFVOL
	3.87
	0.258

	EXR
	3.12
	0.321

	INT
	2.98
	0.336

	GDP
	2.34
	0.427

	SIZE
	1.87
	0.535

	LEV
	1.62
	0.617

	ROA
	1.42
	0.704

	Mean VIF
	2.13
	


Source: Authors' computation, 2025
All VIF values fall well below the conventional threshold of 10, with a mean VIF of 2.13, indicating that multicollinearity is not a significant concern (Folorunso, 2023).
4.4 Regression Results
Table 6: Panel Regression Results
	Variable
	Pooled OLS
	Fixed Effects
	Random Effects

	INF
	-0.378*** (0.084)
	-0.432*** (0.105)
	-0.398*** (0.092)

	INFVOL
	-0.156 (0.098)
	-0.198* (0.112)
	-0.174* (0.104)

	EXR
	0.167** (0.071)
	0.184** (0.086)
	0.172** (0.078)

	INT
	-0.089 (0.078)
	-0.102 (0.092)
	-0.094 (0.085)

	GDP
	0.148* (0.086)
	0.164** (0.073)
	0.158** (0.075)

	SIZE
	0.061 (0.054)
	0.073 (0.062)
	0.068 (0.058)

	LEV
	-0.054 (0.043)
	-0.062 (0.048)
	-0.058 (0.045)

	ROA
	0.218** (0.096)
	0.236** (0.108)
	0.224** (0.102)

	Constant
	1.087 (0.542)
	1.142 (0.568)
	1.114 (0.556)

	R²
	0.421
	0.472
	0.448

	Adj. R²
	0.408
	0.455
	0.434

	F-statistic
	32.14***
	27.63***
	—

	Hausman χ²
	—
	27.63***
	—


*Note: Standard errors in parentheses; ***p < 0.001, **p < 0.01, p < 0.05. Source: Authors' computation, 2025
The Hausman test statistic is significant (χ² = 27.63, p = 0.001), indicating that the Random Effects specification is rejected in favour of Fixed Effects. In the preferred Fixed Effects model, inflation has a statistically significant negative relationship with sectoral stock returns (β = -0.432, t = -4.127, p < 0.001). Each one-percentage-point increase in annual inflation is associated with a 0.432-percentage-point decline in stock returns, controlling for other variables. The exchange rate has a positive and significant effect (β = 0.184, t = 2.851, p < 0.01). The interest rate has a negative but insignificant effect (β = -0.102, p > 0.10). GDP growth has a positive and significant effect (β = 0.164, t = 2.694, p < 0.01). Firm size (β = 0.073) and leverage (β = -0.062) are statistically insignificant, while profitability (ROA) is positively and significantly related to firm performance (β = 0.236, t = 3.028, p < 0.01). The model explains 47.2 percent of the variation in sectoral stock returns (R² = 0.472).
4.5 Robustness Tests
Table 7: Robustness Test Results
	Model Specification
	Coefficient on INF
	R²
	Remark

	Baseline FE model
	-0.432***
	0.472
	Preferred model

	Alternative: RE model
	-0.398***
	0.448
	Consistent

	Alternative: using core inflation
	-0.387***
	0.461
	Consistent

	Alternative: excluding 2020–2021 (COVID)
	-0.445***
	0.478
	Consistent

	Alternative: including oil price
	-0.419***
	0.484
	Consistent

	Alternative: winsorised returns
	-0.428***
	0.470
	Consistent


*Note: **p < 0.001. Source: Authors' computation, 2025
The coefficient on inflation remains negative and significant at p < 0.001 across all alternative specifications, ranging from -0.387 to -0.445, supporting the stability of the core finding.
4.6 Sectoral Heterogeneity in Inflation Sensitivity
The sector-specific regressions show significant variation in inflation sensitivity across NGX sectors (Ikoku & Okorie, 2010). The Consumer Goods sector exhibits the strongest negative sensitivity (β = -0.612, t = -3.845, p < 0.001), which may reflect input-cost inflation, wage pressures and weak consumer purchasing power. The Banking sector follows (β = -0.478, t = -3.124, p < 0.01), which may reflect the impact of monetary tightening on net interest margins and loan demand. The Industrial Goods sector exhibits moderate negative sensitivity (β = -0.394, t = -2.871, p < 0.01), while the Agriculture sector exhibits a smaller but significant negative effect (β = -0.301, t = -1.987, p < 0.05). The Oil and Gas sector, on the other hand, shows no statistically significant sensitivity to inflation (β = -0.112, t = -0.634, p > 0.10), which may partly reflect dollar-denominated revenues and the positive effects of deregulation and exchange rate reform (World Bank, 2024).
5.0 Discussion
The finding of a negative and statistically significant effect of inflation on sectoral stock returns corroborates the predictions of the Discounted Cash Flow perspective and the Arbitrage Pricing Theory (Dada et al., 2021). It is consistent with Folorunso (2023), who reported that inflation negatively and significantly affects stock returns on both aggregate and sectoral bases, and with Usman and Adejare (2013), who reported a weak but generally negative relationship over a much longer historical period. It contrasts with Abubakar et al. (2025), who reported a significant positive effect of inflation on the return on equity of listed manufacturing firms. It differs, however, from Uruemu (2022), who reported a positive relationship between inflation and stock market liquidity, and from Kukandaka et al. (2026), who found a positive long-run relationship between inflation and the Industrial Goods sector index. This contrast suggests that the direction of the relationship may be sensitive to the dependent variable used (returns versus liquidity) and to the specific period and sub-index examined. The negative effect operates through channels that are consistent with theory: higher inflation leads to a higher discount rate applied to future cash flows; inflation erodes profit margins through rising input, labour and financing costs, especially when firms are unable to pass these costs on to consumers; inflation creates uncertainty about future cash flows and, consequently, the equity risk premium; and the contractionary monetary policy response to inflation increases borrowing costs and reduces economic activity (Abu, 2024; Central Bank of Nigeria, 2024; Folorunso, 2023).
Although the effect may appear counterintuitive at first sight, the positive effect of exchange rate depreciation on returns is consistent with the findings of Kukandaka et al. (2026) and points to higher naira-denominated earnings for firms with foreign-currency revenues, export competitiveness or dollar-linked operations, especially in Oil and Gas. The positive GDP growth effect supports the expansionary relationship between economic growth and corporate profitability, as suggested by Dada et al. (2021). The sectoral heterogeneity found here is the main contribution of the study. The sensitivity of the Consumer Goods sector is consistent with Abu's (2024) finding that high inflation creates pricing and profitability pressures for FMCG companies, but the negative short-run impact identified here differs from the long-run positive impact observed by Abu (2024) in a longer time series (2007–2023). This difference could reflect the extreme level of inflation after 2022 and firms' limited ability to respond quickly to inflation shocks during the period covered by this study. The sensitivity of the Banking sector may reflect the impact of monetary tightening on loan demand and net interest margins (NIMs) (Kukandaka et al., 2026), while the resilience of the Oil and Gas sector is attributed to dollar-denominated revenues and the positive effects of sector deregulation in 2023–2024 (World Bank, 2024).
The apparent paradox of sustained high inflation and exceptional aggregate NGX performance from 2020 to 2024 (Nigerian Exchange Group, 2024) can be explained by factors that do not contradict the inflation–return relationship found here: naira depreciation increasing the naira value of foreign-currency-linked earnings; exchange rate and energy-sector reforms increasing business confidence (World Bank, 2024); high-profile new listings (Geregu Power, Transcorp Power, Aradel Holdings, BUA Foods) expanding market capitalisation (Nigerian Exchange Group, 2024); and negative real yields on fixed-income instruments driving a search for higher returns in equities (Nigerian Exchange Group, 2024). These forces were not uniform across the market but were concentrated in specific sectors and new listings, which is consistent with, rather than contradictory to, a negative relationship between inflation and returns at the firm and sector levels alongside a rising market-wide index. Overall, the negative rather than positive inflation–return relationship, as indicated by the rejection of the Fisher hypothesis, is consistent with previous Nigerian findings (Folorunso, 2023; Usman & Adejare, 2013) and suggests that, over this period, equities were not an effective inflation hedge in Nigeria, given financial repression, market inefficiency and policy-driven profitability pressures (Uruemu, 2022).
6.0 Conclusion and Recommendations
6.1 Conclusion
The study investigated the impact of inflation dynamics on the stock market performance of firms listed on the Nigerian Exchange Group (NGX) over the period 2015–2024. The results demonstrate that inflation has a statistically significant and economically meaningful negative relationship with sectoral stock returns, with each one-percentage-point increase in inflation associated with a 0.432-percentage-point decrease in sectoral stock returns, consistent with the Discounted Cash Flow perspective and the Arbitrage Pricing Theory. This impact varies considerably across sectors, with the Consumer Goods and Banking sectors being the most vulnerable and the Oil and Gas sector the most resilient. This negative relationship did not coincide with poor aggregate equity-market returns during the period; rather, currency depreciation effects, policy reforms and new listings contributed to market resilience, rather than the inflation-hedging properties of equities per se. Based on this evidence, the null hypothesis of no significant effect of inflation on sectoral stock market performance is rejected. The empirical contribution of the study is that the link between aggregate inflation and stock market performance in Nigeria masks significant sectoral differences with implications for portfolio construction.
6.2 Recommendations
The study makes the following recommendations:
i. The Central Bank of Nigeria should further enhance its monetary policy framework and reiterate its commitment to price stability as its primary objective through credible inflation targeting and better coordination with fiscal authorities to anchor inflation expectations (Central Bank of Nigeria, 2025b).
ii. The Federal Government should reduce reliance on deficit monetisation through Ways and Means advances and prioritise revenue mobilisation, cost rationalisation and productive investment in infrastructure that alleviates cost pressures.
iii. Sector-specific interventions should be considered to lower input costs, strengthen domestic manufacturing capacity in Consumer Goods, and improve financial intermediation and capital and liquidity buffers in Banking, which are more sensitive to inflation.
iv. The Securities and Exchange Commission and the NGX should increase investor awareness of inflation-hedging investment strategies and promote the creation of financial products linked to inflation.
v. Listed companies should implement pricing policies that balance margin protection and affordability, pursue cost efficiency through technology, and diversify revenue streams to mitigate concentrated exposure to domestic inflation.
6.3 Limitations and Future Research
There are four important limitations to this study. First, data limitations meant that not all NGX sectors were included, particularly Insurance and Information Technology; these sectors could be included in future studies as more data become available. Second, the study uses annual data because firm-level data are available at that frequency; quarterly or monthly data would be more useful for capturing the immediate effects of inflation shocks. Third, the study does not explicitly consider potential non-linearities in the relationship between inflation and returns at very high inflation levels, which could be explored in future research. Fourth, the findings are specific to Nigeria over 2015–2024, and comparative cross-country studies could assess their generalisability.
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