Nigerian Stock Market Outlook
Longer term view
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Looking at the longer term charts, we see the current up leg of the primary bull market – commenced in mid 2006, upon completion of a 2 year triangle (continuation pattern). Two flag/pennant (continuation) formations were seen during this near 2 year advance however, no significant correction took place. A breach of the 2 year bull trendline in April this year, which connects several lows from early 2006, gave an early warning of exhaustion in the bull trend and since then the market has declined. Despite this pullback, so far there is no clear evidence of a reversal. Unlike many other developed or emerging markets we do not see any reversal formation so far (on the longer term horizon). 

Comparing Nigeria to the rest of the global emerging markets (Nigerian Index/MSCI EM Index ratio), interestingly, we see that the 2006 breakout on the Nigerian Stock Index coincided with a trendline breakout on the relative performance chart. Nigeria has overall outperformed the MSCI EM Index since 2006, till March 2008. Since March some weakness on the ratio chart has emerged, however, there is no significant sign of a reversal so far to suggest that Nigerian Market would under perform MSCI EM Index on a massive scale.
Shorter term view
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We do not have intraday data for the Nigerian market to construct bar or candlesticks charts for a detailed short/medium term analysis, however, looking at the daily line chart we see some signs of deterioration. After a breach of the 65 day (3 months) moving average, which coincided with a breach of the 2 year bull trendline on the longer term charts, the market has broken below the 200 day moving average for the first time since May 2006. Both, the 65 and 200 day moving averages not only are excellent indicators of the direction of the trend – but also serve as reliable support and resistance levels. Especially the recent sustained move below the 200 day moving average raises alarm. 
Conclusion

Taking all this into account, there is an imminent risk of a decline to test the 49/50k area – where support from the June-October 2007 consolidation base (pennant on the longer term charts) and the 38.2% retracement level of the 23k-66k advance should provide support and may influence a bounce to occur. A clear and sustained break below 49k would confirm a top and risk a deeper correction towards the 50% retracement level close to 44500.
In my personal trading experience, I have found bargain hunting with the help of daily RSI very interesting, especially in the emerging markets. Last 3 year data suggests during falls the Nigerian market usually rebounds when the 14 day RSI is close to 20. This simple strategy should be used with a caution to buy good quality blue chip stocks only for a short term and one should book profits as soon as the market recovers from the oversold state.
Note: I used logarithmic scale. This is always better to use log scale while analysing markets with over 30% move. Log charts take into account the percent move. So a 5% move would show the same movement on the chart regardless which level the instrument might be. Arithmetic scale takes only the instrument’s movement into account in terms of price rather than percent change. 
