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This paper analyzed factors influencing the market index for the Nairobi Stock Exchange (NSE), taking a time 
horizon between January 2008 to December, 2010. We posit that money supply, inflation rates, exchange rates, 
and interest rates are significant covariates affecting the market index. The market index and the 
macroeconomic covariates data was obtained from the NSE and the Central Bank of Kenya. Multiple regression 
analysis was used to estimate the effects of the chosen factors that affect stock values, with the market index 
being the indicator variable for stock values. Regression analysis results revealed that the selected 
macroeconomic covariates - interest rates, exchange rates and inflation - significantly affect the value of stocks 
in the NSE. Money supply was not significant even though it had a positive correlation with the stock prices. 
Factor regression models described the sensitivity of an asset return as a function of one or more factors. 
Based on our analyses, we conclude that traders should constantly review the prevailing economic conditions, 
based on the patterns of the determinant macroeconomic factors identified in this study, to model their 
investment strategies. The scope of our study being limited to NSE and four macroeconomic factors, the 
findings of this paper may not be directly applicable to other financial markets. We therefore suggest future 
research directions to extend to other financial markets and include all macroeconomic factors.  
 
Key Words: Nairobi Stock Exchange, Interest Rates, Inflation Rates, Money Supply, Foreign Exchange Rates, Market 
Index. 
 
 
INTRODUCTION 
 
According to Monther and Kaothar (2010), stock 
exchange market indices can be affected by 
microeconomic factors. Therefore, stock prices normally 
vary according to the macroeconomic changes. Higher 
demand than supply for particular socks automatically 
dictates a rise the associated stock’s market price, the 
converse is true. 

Changes in stock prices and the associated trends 
have always been of keen attention in the investment 
decision making. The changes, also referred to as 
volatility by econometricians, impacts stock market 
stability and affect strategies implemented by traders 
(Wang, 2010). Understanding why costs shift up and 
down is imperative to investors. According to prior 
empirical studies, various factors underlie the stochastic 
changes in the stock prices normally observed in stock 

markets. A plethora of econometric models have been 
utilized to describe this changes by purely focusing on 
the stock returns in a technical analysis approach and 
yet, few studies have considered a conceptual review of 
those factors considered by fundamental analysis – the 
macroeconomic and microeconomic factor. Fundamental 
analysts use prevailing economic information to predict 
financial market movements while technical analysts use 
mathematical models. From another perspective, other 
models like the Arbitrage Pricing Model (APT) suggested 
by Wang (2010) can be applied to calculate stock prices 
for describing financial dynamism and yet, the model 
does not coherently consider the multifaceted nature of 
stock market environment. 

The Arbitrage Pricing Theory (APT) postulates that the 
expected profits from an economical resource can be  


