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ANALYSIS OF PORTFOLIO INVESTMENT AMONG INDIVIDUAL
INVESTORS IN ZAMBIA: A Micro-Focus on the Lusaka
Securities Exchange

Fabian MPUKU* and Mubanga MPUNDU**

Abstract

This study examines the factors affecting the promotion of portfolio investment among indi-
vidual investors in Zambia using the Lusaka Stock Exchange as a point of reference. The
study derives its cause with the observational view that little investments are occurring in the
stock market, which has eventually affected the promotion of portfolio investments in Zambia
and, thereby, did a disservice to the main purpose for which Lusaka Securities Exchange was
established. The study observed that individual investors have instead channeled their invest-
ments towards other portfolios such as Treasury Bills, Government Bonds, Real Estate, Agri-
culture and Village Banking, some of which are higher risk than the stock market. The study
identified variables through the theoretical framework developed using investment theories
to help establish what influences investment choices among individual investors. The variables
used were individual characteristics, listed companies’ characteristics and public awareness.
The purpose is to assist policymakers in devising policies that directly target these variables,
intending to encourage individual investors to invest in the stock market. The data collection
was done through primary and secondary techniques from community households and the
Lusaka Securities Exchange, Bank of Zambia (BOZ), the Ministry of Finance (MOF) and the
Securities Exchange Commission (SEC). The study revealed that awareness related to the
functioning of the Stock Market has a positive and significant influence on the investment
decisions of individual investors. The results further suggest that households who are aware
of the stock market are more likely to invest in stocks than those who are unaware of the stock
market. An education programme for investors’ particularly educational tours and short courses
offered on a continual basis is very crucial in helping to educate the public about securities.
Media can also be used to reach out to more people, particularly in explaining the significance
of investing in the stock market.
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I. Introduction

Stock markets play vital roles in wealth creation, diversification, and portfolio devel-
opment. Thus, investing in stocks has long been acknowledged as a medium to build sus-
tainable wealth. Investments in the stock market are typically considered as risky. However,
with prudence, the risk balances out over time. The benefits associated with stock investment
extend to liquidity combined with bigger returns and better tax advantages [Chen (2020)].

The Lusaka Stock Exchange was established with the view of developing the capital
market following the liberalisation of the Zambian economy [LuSE (2014)]. Many state-
owned companies were privatised to boost economic growth and economic development.
The formation of the exchange was part of the government’s economic reform pro-
gramme aimed at developing the financial and capital markets in order to support and
enhance private sector initiatives. Low liquidity is one remarkable characteristic of the
LuSE. Several distortions observed in both the demand for and supply of stocks help to
explain the low liquidity in this exchange. The small number of listed companies and
the small number of public stocks available are the main reasons for the low supply of
stocks traded in the LuSE. Although there were 25 listed companies on LuSE on 14th
April 2022, with a total market capitalisation of ZMW 71.69 billion (US$4.1bn) [LuSE
(2023)]. It was still one of the lowest in the African continent. A few investors (mostly
foreign multinationals) own most of these shares.

Nyati (2018) further added that the higher the participation rate of domestic traders,
the greater the spread of the total value of trading over different companies. This does not
necessarily mean that domestic investors individually hold more diversified portfolios
than foreign investors. Domestic trading, however, is more diversified. It may be noted
that, compared with the shares of other companies, the shares of the two largest companies
by market value (ZCCM and SCZ) are rarely traded. One of the main factors that impede
the mobilisation of domestic savings by the LuSE is the low level of general savings in
the economy. If total savings are very small, there is little a stock exchange can do to al-
locate these savings, which is quite independent of the legal and technological level of
sophistication of the exchange. Marone (2003) highlighted the low participation among
individuals at the household level in Zambia and argued that Stock markets can be an ef-
fective way of pooling the savings of households. Without a stock market, it would be
costly for a firm to access multiple small investors to fund its projects. At the same time,
stock markets may help to transform these several small savings into large investment
projects. From the viewpoint of investors, they would, without pooling, buy or sell entire
firms and then be unable to diversify risk. Investors can invest in the stock market for pur-
poses of dividend benefit for a long period of time, or they can invest for capital gains.

This study comprises as follows. After introducing the topic, the study presents the
literature review in Section II. Section III encompasses the data and methodology part.
The  presentation and discussion of results are presented in Section IV, while Section V
concludes the paper with some policy implications.
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II. Literature Review

Given the high return on other portfolio investments, such as Treasury
Bills, usually dependant on market conditions that influence the pricing,
such as inflation, investing in less risky assets becomes more attractive,
especially in times of economic turmoil. This also shows aggressive in-
vestments in the property market.

The study explores individuals’ participation in the stock market and the factors
driving investment decisions. This is explored amidst studies and research showing
that the securities markets have offered better and safer returns to investment than
the other markets individuals decides to invest. Daka (2019) argued that 4 in every
5 Zambian households would choose to invest in property than in stock markets.
Nyati (2018) indicated that investment for the average Zambian means buying or
building a house or two and renting out the property – this has been a trend for
some time now. This is because building a house is much talked about and is
deemed a symbol for anyone who has invested wisely, while a person with a stable
income who has not built or acquired a house is regarded as a failure. Although
owning a house is a good initiative, it is important to note that there are various in-
vestment avenues in an investment portfolio that one can undertake, which also
offer profitable returns. These include stocks, term deposits, unit trusts, insurance,
bonds and treasury bills, and like property, their price can either rise or fall.

Treasury bills and bonds are debt instruments issued by the Government
through the central bank to borrow money from the public. Treasury bills have
tenures ranging from three months to one year, while bonds have maturity tenures
between two and 15 years. Using GDP as a pivotal measurement variable, on 12th
March 2021, yields for treasury bills were about 14.50 per cent for 91 days, 14
per cent for 182 days, almost 21 per cent for 273 days, and 23.16 per cent for one
year, while government bonds have yields of 19.50 per cent for bonds maturing in
two years, 20 per cent for three-year maturity, five-year bonds attracting 20.40 per
cent [BOZ (2021)].

The growth of Zambian stock market has experienced relatively slow growth
since its establishment compared to other stock exchange markets in Africa. It
is ranked third from bottom in terms of market capitalisation ratio, and stocks
traded to GDP ratio out of the 29 Sub-Saharan African Stock Exchanges, mean-
ing it is small and not as liquid as most stock exchanges from other countries.
This is attributed to the low participation of individuals on the stock market. It
is important to note that the efficiency of LuSE primarily depends on the active
and rational participation of individual investors. Although the government has
strengthened policy interventions through awareness programs to increase the
participation of individuals in the stock market, statistics still show low partic-
ipation in stock markets.
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1. Low Domestic Saving

While the culture of domestic saving and investment could be encouraged by
LuSE and other financial institutions in Zambia, if individuals only make enough in-
come for consumption, investment in the stock market becomes a challenge. A high
GDP supported by reduced inflation and high employment raises the country’s GDP
per capita, and in turn, more savings and investments are realised [Schiereck (2018)].

2. Tax Regime

According to Trading Economics, Zambia’s tax bracket remains relatively
higher than average within the Sub-Saharan region. The Personal Income Tax Rate
is a tax collected from individuals and is imposed on different income sources like
labour, pensions, interest, and dividends. The benchmark used refers to the Top
Marginal Tax Rate for individuals. Revenues from the Personal Income Tax Rate
are an important source of income for the government of Zambia. The Personal In-
come Tax in Zambia is 37.5 per cent. This is marginally high for an already low-
income country. This has relatively added to the challenge of investing as
individuals will not have sufficient capital to allow them to save and invest.

3. Absence of Financial Intermediaries

At present time, there are no investment banks in Zambia and the country has
only been prominent in commercial banking with subdivisions and departments
that minimally act as financial intermediaries for the stock market. Therefore, nor-
mal merchant banking services such as underwriting equities and bonds, asset man-
agement and corporate advisory only exist at a minor scale. For individual investors
to become aggressive and more active on the stock market, there is a greater need
to allow for the stronger development of investment banking units in the country
that can advise and invest on behalf of individual investors [Rashid (2009)].

4. Lack of Adequate Accounting and Auditing Systems

Paudel (2005) asserted that one of the major requirements for any company
wishing to list is that it will be required to provide a full disclosure of its financial
and operating activities. In Zambia today, quoted companies have chosen not to be
listed due to the disclosure agreement that they would have to oblige. Other com-
panies have neither quoted nor listed at all. This limits investment choices for most
individuals as they would have to choose from a few good-listed companies to make
their investments. Paudel (2005) further added that companies in African countries
should be encouraged to adopt international accounting standards and to agree to

PAKISTAN JOURNAL OF APPLIED ECONOMICS122



report along the lines of international best practices if they wish to be listed on the
stock exchange.

5. Family-Owned Companies

Mato (2015) adds that as companies shun away from issuing public shares on
the stock market, the stock market remains non-vibrant and very flat and thereby
impedes investment portfolio growth in the country and results in low GDP growth
and economic development. Individuals remain with low income to allow them to
participate fully in the stock market.

6. Lack of Information

Kirrage (2019) argued that LuSE had to do a lot more work in disseminating in-
formation to the public regarding the operation of the stock market. In the past 4 or 5
years, LuSE has been deliberate about furnishing information to the public through
various channels such as newspapers, radio, television, booklets, and social media.
One would then argue that a great majority of people, especially those in rural areas,
may still not have access to these platforms. However, it remains notable that even
urban areas of Zambia, such as Lusaka and Copperbelt, are only aware of the stock
market but do not know its operations. Then, it begins to beg the question of interest
to learn by individuals than whether LuSE is making an effort to educate the public.

7. Infrastructure

In Zambia, the consideration of infrastructure can be viewed from a location per-
spective, it can be argued that if the stock market was decentralised to even other
parts of Zambia other than just Lusaka, there would be more individuals participating.
However, this can also be countered as for those within Lusaka. The trading and set-
tling system in Zambia operate very efficiently. This equally borders on the issue
around information and education and mere interest to learn about stock market.

8. Bond Market

Zambia’s case is different; however, as a bond market exists, and according to
the IMF, over the last decade, the Zambian public -individuals have invested more
in bonds than they have in the stock market. Reasons cited have been liquidity, re-
turns and safety issues that are mostly associated with bonds than stock markets. It
can then be argued and assumed further that a possible reason for fewer investments
in the stock market is that other investment destinations, such as bonds and treasury
bills, provide high liquidity, better returns, and better safety than stock markets.
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9. Capacity Development

According to LuSE (2020), the institution is looking to expand its investment chan-
nels by introducing a derivative market with a focus on Agro-Futures. LuSE is looking
to begin trading with other markets, such as the Johannesburg Stock Exchange (JSE).
Agro trading will allow investors who particularly understand the Agro crop cycles bet-
ter participate in investing in LuSE and increase individual participation. This not only
develops capacity but also promotes portfolio investment and economic growth.

From the literature review, it can be noted that African stock markets suffer from
the problem of low liquidity. It can also be noted that wealth, age, and education have
significantly played a role in stock market investment. Furthermore, it can be argued
that the push to invest in the stock market at a global perspective has heavily been driven
by inflation, economic performance and returns against prevailing market conditions.

Additionally, institutional and infrastructural indicators play a significant role in
stock market investment in Africa. The notable indicators from the review, (existence
of a market regulator, a governing law, nature of clearing and settlement, settlement
cycle, the existence of an international custodian, foreign participation, 
exchange control, nature of trading systems, the existence of a central depository, num-
ber of trading days, and accounting and auditing reporting system) are considered. The
indicators show that the main institutional and infrastructural bottleneck in African stock 

PAKISTAN JOURNAL OF APPLIED ECONOMICS124

INDEPENDENT VARIABLES

• Household head age
• Household income
• Household size
• Marital status 
• Gender
• Awareness of stock market
• Employment Status

PROFIT

Risks associated
with investment

Benefits/Returns
on investment

DEPENDENT
VARIABLE

Decision to invest

FIGURE 1
Conceptual Framework



markets is the use of slow manual systems. Even though markets are gradually adopting
electronic systems, substantial African stock markets still trade manually and use manual
clearing and settlement. Similarly, most markets do not have central depository systems,
whilst some markets still have restricted foreign participation. Such bottlenecks slow
down trading and induce inactivity.

The conceptual framework in Figure 1 shows how the independent variables are
considered risks associated with the investment decision. However, benefits accrue from
a positive decision to invest will flow into profits, which is what the investors want at
the start of the investment. Hence, the decision is either to invest at minimal or high
risk with the expectation of profit. The decision falls in the hands of the investors.

III. Methodology

For this study, the target population was limited to 2200 participants. The study tar-
geted 2000 investors. There are 24 listed companies, 6 licensed brokers 2 custodian
banks on LuSE; thus, the target population was 120 (5 representatives from each listed
company, 5 each from the licensed brokers and 10 each from the 2 custodian banks).

The study adopted the Yamane formula for computing the sample size. The Yamane
formula is suitable because it assumes a normal distribution [Mugenda, et al., (1999)].
The participants are assumed to be normally distributed in terms of the parameters for
interpretation of their perception on factors influencing investment decisions towards
the stock exchange market. Therefore, the Yamane formula is considered a suitable for-
mula for determining an appropriate sample size, especially when the target population
is known. Yamane’s formula was used to determine the sample size as shown below in
Equation (1) [Yamane (1967)];

n =        N1 + N(e2 ) (1)

where,

n = the sample size.
N = the total population size.
e = the margin of error

Sample Size (n) =      N1 + N(e2 )
2200n = 1 + 2200 (0.052)

2200n = 6.5

n = 338

Therefore, the required sample of the study was 338.
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In order to determine the sample size in each stratum (target group), the researcher
employed the following formula in Equation (2);

ni = (Si/N) * n (2)
where,

ni = the sample size of each stratum.
Si = the population size of each stratum.
N = the accessible population
n = the desired sample size of the study

IV. Presentation and Discussion of Results

The response results presented in Table 1 below show that 85.79 per cent of all
distributed semi-structured questionnaires were returned and fully answered by the
targeted participants. A total number of questionnaires computes the response rate
The semi-structured questionnaires were distributed to five different stratum, and
the response rate for each stratum varied. The stratum response rate for investors
was 84.69 per cent, while 100 per cent for Stockbrokers, personnel from SEC, per-
sonnel from listed companies and personnel from LuSE. Mugenda and Mugenda
(1999) suggested that the questionnaire’s return rate of 50 per cent is sufficient for
analysis, the response returned rate of 60 per cent is good and the response returned
rate greater than 70 per cent is very good and representative for analysis. Therefore,
the questionnaire return rate of 85.79 per cent is very good and representative for
further analysis. 
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TABLE 1
Distribution Response Results

Stratum Questionnaires
Issued

Questionnaires
Returned

Response Rate
(percent)

Investors 307 260 84.69
Stockbrokers 8 8 100
Personnel from SEC 3 3 100
Personnel from Listed Companies 17 17 100
Personnel from LuSE 2 2 100
Total 338 290 85.79

Source: Authors’ estimation.



1. Pearson Correlation

This section presents the Pearson correlation test between the dependent variable
(investment decision) and explanatory variables (individual characteristics, listed
companies’ characteristics and public awareness).

2. Investment Decision and Individual Characteristics

The findings in Table 2 revealed that there is a positive correlation between in-
vestment decisions and individual characteristics. The correlation between investment
decisions and individual characteristics has a correlation factor of 0.2478. This pos-
itive correlation was found to be statistically significant since the significance value
was less than 0.05 level of significance. This entails those individual characteristics
(age, sex, marital status, awareness of the stock market, education level of household,
employment status and income) that influence investment decisions towards the stock
exchange market through individual participation.

3. Investment Decision and Listed Companies Characteristics

Table 3 shows the results of the Pearson correlation test between investment de-
cisions and listed companies’ characteristics. The results indicate a positive correlation
between investment decisions and listed companies’ characteristics. The correlation
between investment decisions and listed companies’ characteristics has a correlation
factor of 0.5738. The results show that this positive correlation was found to be sta-
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TABLE 2
Pearson Correlation Results Between Investment Decision

and Individual Characteristics

Source: Authors’ estimation.
** Correlation is significant at the 0.05 level (2-tailed)

Investment
Decision (Y)

Individual
Characteristics (X1)

Investment
Decision (Y)

Pearson Correlation 1 0.2478**
Sig. (2-tailed) 0.002
N 290 290

Individual
Characteristics (X1)

Pearson Correlation 0.2478** 1
Sig. (2-tailed) 0.002
N 290



tistically significant since the significance value was less than 0.05 level of signifi-
cance. This entails that listed companies’ characteristics (company stability, financial
performance, dividend policy, share price and stock marketability) influence invest-
ment decisions towards the stock exchange market through individual participation. 

4. Investment Decision and Public Awareness

Table 4 shows the results of the Pearson correlation test between investment de-
cision and public awareness. The results indicate a positive correlation between in-
vestment decisions and public awareness. The correlation between investment
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TABLE 3
Pearson Correlation Results between Investment Decision

and Listed Companies Characteristics

Source: Authors’ estimation.
** Correlation is significant at the 0.05 level (2-tailed)

Investment
Decision (Y)

Individual
Characteristics (X2)

Investment
Decision (Y)

Pearson Correlation 1 0.5738**
Sig. (2-tailed) 0
N 290 290

Listed Companies
Characteristics (X2)

Pearson Correlation 0.5738** 1
Sig. (2-tailed) 0
N 290

TABLE 4
Pearson Correlation Results Between Investment Decisions

and Public Awareness

Source: Authors’ estimation.
** Correlation is significant at the 0.05 level (2-tailed)

Investment
Decision (Y)

Public Awareness
(X3)

Investment
Decision (Y)

Pearson Correlation 1 0.9287**
Sig. (2-tailed) 0.004
N 290 290

Public Awareness
(X3)

Pearson Correlation 0.9287** 1
Sig. (2-tailed) 0.004
N 290



decisions and public awareness has a correlation factor of 0.9287. The results show
that this positive correlation was found to be statistically significant since the signif-
icance value was less than 0.05 level of significance. This entails that public awareness
(investment information) influences investment decisions towards the stock exchange
market through individual participation.

V. Conclusion and Recommendations

The study established that listed companies’ characteristics (company stability,
financial performance, dividend policy, share price and stock marketability) influence
investment decisions towards the stock exchange market through individual partici-
pation. Hence, listed companies on LuSE should strive to continuously guard their
reputation in order to increase investor confidence. When a company changes its cor-
porate strategy, it must effectively communicate its new strategy to investors or share-
holders to ensure company stability. In addition, listed companies on LuSE should
strive to use their assets to generate good revenues because the company’s overall fi-
nancial health will influence investors’ and shareholders’ investment decisions of
whether to buy or sell shares in a particular listed company on LuSE. Furthermore,
the listed companies on LuSE should have attractive dividend policies. For instance,
listed companies on LuSE should propose a dividend increase to its shareholders
whenever possible.

Additionally, listed companies on LuSE should strive to make decisions and im-
plement corporate strategies which aim at maximising shareholder value. This will
make listed companies attractive to investor and/or shareholder since they take share
price of listed companies on LuSE into consideration before making an investment
decision. Therefore, when all of these recommendations are implemented, LuSE will
become a safer place to invest, consequently boosting investor confidence.

Furthermore, the study established that public awareness is insufficient, but there
is a positive correlation between investment decisions and public awareness. The
study recommends that all stakeholders in the capital market environment, such as
LuSE, SEC, Stockbrokers, Capital Markets Association of Zambia, Banks and many
more, should start collaborating with other market stakeholders in order to implement
a compressive awareness and public education programme that targets both supply
and demand of securities. It should implement a specialised proficiency certification
programme targeting market intermediaries and the general public to enhance finan-
cial literacy. A programme of education for the investors’ particularly educational
tours and short courses, is crucial in helping to educate the public about securities.
Media can also be used to reach out to more people, particularly in explaining the
significance of investing in the stock market. Increasing public knowledge about the
functioning of the stock market could promote the development of the stock market
in Zambia. As mentioned earlier, knowledge about stock market activity can be im-
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proved through regular and intensive education programs. Educating the public about
the role of the stock market can help increase the investor base and improve the liq-
uidity of the stock market. There is often very little or no education on the role of
stock markets in the Zambian economy.
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