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ABSTRACf 

The rum f thi tudy w anaJyz.e the price movement f sclcclcd unti in the 

NSE. The bj tiv were t identify a pattern for t k mo ement, determine the fact 

l hare pri and t detcnninea prcdicti c m cl f r t k m ement1n NS 

Them el " de eloped u ing a PC-gJ c (version 6) ft\ are pa kagc. U ing the 

m I, thcpn fr m them nth fMay 1996toAprill997\ ere· mputedandc mp red 

' ith the actual on . T -test were carried out to determine whether the t\ price ' ere 

igni 1cantJy different f m each ther. Forecast Chi-square and chm t t' er aJ 

c mputcd t t t for parameter n i Leney. All data was obtained from the data bank f 

the Secretariat f NSE in f rm of ra\ published stock pri eli . Dala c ering the peri 

lstJanuary 1992 t 30th April 1997' as collected. 

Since the tudy \! as aimed at predicting price mo ement, d ta fr m the equity 

hares, preference har and the loan Lock that were traded in the exchange w u · d. 

The sample lected met the [! 11 ' ing criteria. had a traded olume f hare a e 5 

percent per annum, this being thea erage traded volume of hare in 19%, and/ r the t p 

five har in ea ·h strata u ing both criteria. 26 sccuriti ' ere tudicd. Of th ccuriti 

tudied, nly 8 model could predict the prices accurately. Thi can be attributed to the fact 

that different urili react differently to the same even in the market. There[i rc, it i 

n t ah ay possible to de clop model that would gi e accurate e -ante f r · . Further, 

parameters of the f recasting models ary o er timet reflect hang in the und rlying 

ming generating pr · . H wever, these findings arc imilar t thcr tudi that ha e 

been undertaken in other tock e chang . 
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CHAPTER 1 

INTRODUCflO 

f the Study 

In Keny , d ling in har and t - tarted in the 1920' ~ hen the untry w 

llll a Brill h I n '· There was, h ' c er, no f nnal market n rules and n regul. lion 

t g em l kbr king act1 iti . Trading t k place on gentlemen' agreement in' hich 

charged, \i ith clients being obligated to h n ur their 

mmitments f making g c.Jcli ery and tting relevant cos . 

The Nair bi Stock Exchange' as constituted in 1954 as a voluntary iation f 

tockbrokers regi tered under the Societies Act. The business f dealing in hares' as 

then nfincd t the resident Eur pean community since African and A ian were n t 

permitted L trade in securities until after the attainment of independence in 1963. At the 

da\ n f independence, tock market acti ity slumped due to uncertainly about the future f 

independent Kenya. Hm c er, after three years of calm and c n mic gr \ th, c nfidcnce 

in the market' as once again rekindled and lhe e change handled a number of highly cr-

ub nbed publici u . The grO\ th was, however, halted when the oil ri i f 1972 

introdu ecJ inflati nary pr urcs in the ec nomy which deprc ccJ hare price . A 35 

percent capital gains tax introduced in 1975 ( uspendcd since 1 5) inni ted further I 

nat1 naJisati , e change ntr I , and other inter-territorial r tri lion intr 

neighbouring Tanzania and Uganda. F r in tance, in 1976 Uganda mpul ry acquired 

number of mpani which\! ere either qu ted or sub idiari mpani qu ted n the 

SE. 

A 1984 tudy n "De elopment of Money and Capital Marke in Ken a" by the 



In mall naJ inan C 

CBK) tud , 

Auth rit (C 

g th and <.1 vel pmcnt 

In 1 1 th 

ati n a u idtary f W rid Bank) and Central B nk f 

c a lu - nnt ~ r tru tural ref< rm in the fin n · J 

farcgulaL 

the rcali no ac ndu iveen ir nm nl~ r 

untry' · pttal marke . 

Act and ph cd ut th "call 

o er" trading y tern in fa ur f the 0 r based pen outcry y tern. A at3l D mber 

1996, market pitaJmllion L at h . 99, 5 milli n up from Sh . 10,902 milli nat the 

end f 1 , m king it th third larg t t k e. change in Africa after J hann burg L ·k 

L k e.·change. For the year ended December 1996, ome 2,530 

million hares alucd at Sh . 3,962 milli n' ere traded, giving a tum er of 4.4 perc nL 

There rc 58 listed c mpanic on the tock e. change and ' ith 58 rdinary har , 

13preferen e hares,and21 tocksthal\ ereavailableby30thAprill997,gi inga 

total f73cquity urities.Thi i the ame~lalnumbcrofequity ccuriticsthal xitdin 

1994 mpri ing f 45 ordinary hare , 28 preference shares and no I n lock. 

In 1990, the NSE 20 hare index, at the end of the year stood at915.34 in ·rcasing 

by387 per nl L 3503 percent in 1994 and reducing by 23.9 per cent t 2523 percent in 

1995. It can be cen iliatthere' a harp increase in the percentage poin bctw en lhc 

years f 1993 and 1994. Thereafter, there' as a gradual decrease\! hich is till expected t 

continue, in e 1997 i an clecli n year, itis expected that the index' ill ri e in the 

~ lim ing year . 

Nair bi SL k Exchange h attracted bOlh non- demic w rk and acadcmi \! rk. 

n-a emi \! rk includ : Hartland (1993) on the characteri tic f th NSE; MA 

(1992), ntheability ftheKen amarkettoab rbnc\ cquityi uc ·andBi h p(l ) 

n rcc mmcn<.lalion of rules and regulations of NSE. Further. an I FC/CBK ( 1984), tudy 

that' the blue print for lhe currcntlrnding tern. 

The academic' arks include Mulhamja (1990}, wh tu<.licd the r l rs that were 

2 



co ide11 by pu hell) qu d paru m SE in lccting external audit rs. Muturi, 

6 the ct r utrcmen in publicly qu cd mpanic . Abdul (1993 , did 

ancmpin tu<..ly l id nlif · param tcr w}u harcim rtant in thed ~ nninati n f 

dtviden b m m . Om llo (1 ), tu<..lied thedi tribuli n f 

finan ial rati mparu u ted at the SE,' hile Gilare ( 1990), dttl an emptricaJ 

mv ligalton int the ri k return rei ti htp am g the c mpanies q ted in theN E. 

Stmtyu ( 1992), m urcd the market perf: rman ·e of the NSE' hile Om ( 1 9), 

predicted the abalat f lccted pncing m cl on the NSE. Kinandu6 

SE ~ r the d t ral tudi . 

The Nce<..l f r the Study 

Ace rdingt cc n mi th ry,matketachie esoptimalcapitalall lhr ugh 

the clas i J ri k return trade ff that is the keystone of modem finance. Butthi Lhc ry 

takes the market a "black box" (Glen, 1995)' here informati n g in and an cffi iently 

determined price m ut. But f r the in est rs U1j is not u ually the case. Thcr arc 

other fact r ' ru h determine the prices such as market in titulional mcchani ms, \) hi h 

arc im rtanl dctcrminan f market beba iour.ln addition, price in t k exchange arc 

e ·pected t reflect in the present,' hat mo t people e peel to happen in future. Thi, ' ill 

depend n the inf rmati n that i a ailablc and' hich i released to the public. H ' er, 

imullartoou ly' ith the arne degree of peed a argued by the 

rand m\ alkth ry. BcmteinandB tain(l974)saylhatin t rsarcablct er m 

un crtainty and incrtja nly \ hen it i apparent that ther in cs r ha c begun t take 

bon. 

T the c. tcntthatll\e in est r i a rational human being hem t engage in 

p rtunity l calculati ns. Thi extends beyond the deci ion f whether lock X i f 

upcrior alue to t k Y. The' idcr question is' hclhcr, gi en the inv l r' as mcnt 

f ri k and the carce r urccs, he can earn a higher return n other type of inv tmenl. 

The in est r mu t, therefore, compare the s k return \ ith debt in trumcnt f other 

3 



.· • f re amp! , lr ury ball c n ad rnti n inter t rat nu tuati nand en ruJ 

mon lary nsidcrati 

Glen (1995) further y that t k marke pr vide f, ur i funclJ n . Fir t, 

the pro ide inf rmation n alue financial i trumen ,. Second, they p ide · ing 

10 lments. T hird, lhe t k a 

baring through di e ificati n. H we cr the last three are n t unique to t k market 

alone, but any ther assets can pr ide th e basic function . F r thi reason-and f r the 

opportumty mputation-thc lock pri ' ill seldom rrelatc uniquely r 

consi tentJ y wi th earnings (or even' ith laggec.J earning t rcnecl c pectauon ). F r 

example, after the bonus issue of Barclays Bank, one' ould expect, using theM igliani

Mi ller m el, the price of Barclays Bank hares to fall. H \ c cr, they increa against 

all cxpectati ns. Thi v ould be explained by lhe fa tlhat there are ome basic fa t r that 

drive Lock return . The fact that models are unable to capture tho c factors may indi ate 

model failure as ppo cd to lhc inefficiency of the market (Ciacsscns, Da gupta and, Glen, 

1995). 

The fundamentali l ch I forecast stock prices on the basis of what they ee in 

c onomi , and monetary and company tatisti . They make judgment as to whether 

l ks are o ervalued or undervalued, relative to earning power and the eo nomic 

cnvir nmenL Furthermore, they believe that other in cstors will dri e prices upward r 

dowm ard until prices reach what they (other investor ) con idcr to be lhe proper le cl f 

val uation (Brigham and Gape enki, 1985). The investors kn ' nothing of the alue in 

tcnn in' hich the fundamentali l u e it. They belie e the actions of other investor arc 

rcnected in the price nuctuati 

investo arec pcclcdto earry utrali nalcalculati ninmakinganequityin estmentin 

quoted compani , the deci ion making pr es is occasi naJiy irrational and departs from 

hat n rmal ly appears to be the fundamental n ideration in deciding to invest and 

di invcsL Tha i more so becau e, as Bernstein and B lain ( 1974) argue, prices regi ter 

4 



c, t.att r uturc \ al rath rlh an urr nt valu 

predt ll ng th e. ·tali n in the ncar r farfuture i m rc dt 1 uh th n p ~ clttP 

camin , di id nd r mte11 t rat . It i thJ peel f the pr blcm th t pr m led J hn 

ayn rd Keyn , t mpare im tin t k market t 

• mpcllt r h t pick, n t Ut fa '' hich he him elf find the pr llt t, 
whtch he thin likeh tt catch the f n y f thcr mpctit r .(Bern t tn 

t in 1974: pp 543). 

The uppl y and demand f hare and lberef e the pri arc govern d at any 

m ment by many hundreds of factor , orne rational and me irrati n I. Su ·h incluc.lc 

inf nnati n, opini n , m , gues c ( hre\ c.1 r othcf\ i e) as to the future (Pin he 

1970). o ordinary man can hope to grasp anc.l weigh them all up, butlhe markel d lhi 

aut matically. Therefore, a typical L k market in tori faced\ ilh the pr blem f 

predietinglhefuturcbeh i ureitber fthemarketoraparticularst k\ hkhrequir 

me e aluati n f the abo e menti ned fact . This e aJuation pr es may not be easy. 

S me LOcke change marke in thew rid ha e devel ped model that can help t predict 

pri (f r e ample, Fama 1990, C rh y 1987, Guctckin and Buttentl983). r NSE, 

there i the gl bal m clthat has been c.le el pcd ~ r emerging markets by World Bank 

researchers (Cia en et al, 1995). Since thi is a global model, there i the need f r a 

pccific model f r NSE I ike any ther t k exchange rn el (for example, Bal er , 

Casimano and McD nald, 1990), incc a gl bali zed m cl cannot be expectec.lt perf m1 

as ef tciently am el pccifically d igncd f r the NSE ~ ould perf rm. Theref re, tlli 

tudy undertake t de cl p and L t m el tJmt can be used to predict price m ements in 

SE. 

Objecti ftheStudy 

The purpo e f the tudy was L analy e price movement for selected locks in 

SE. The main bj tive w t c.1 el p anc.l test am elthat could be u d l predict 

pncc m emcnl in SE. The pcctfic objc ti cs \ ere to: 

5 



1. ldenttfy and d ribc a ~Hem k mO\'cmcnt an SE. 

Dctcrmtn the fa t '' h1 h af t th har pri m cmcnt . 

The tudy inv I ed d ripti c, graphical, dynami time cri and regr 1 n 

analy i . The tw pecific obj ·tivcs \ ere achieved by the u e of ari u 

To a hi e the 1 t bjecti c, hi t rical inf nnali n f N E t k mo em nt figur , tables 

and graphs were utiliz.cd. E el ft, ara p kage was utiliz d. 

To acbic e the second bjecti e. PC-gi c ersi n 6 ( ·tudcnt) \ as utilized L 

pro ide a dynamic time series. The ordinary least square method' as employed t de cl p 

them cl , and ' here applicable the I t 12 b crvati n were retained f r ~ rec 

purpo c. Stati ti ucb as R2 were used to h ' hm all the ariable in them el j inlly 

predicted the chang in pric . The F tali Lies' ere u cd t 

model arc j intJy ignificant all per cent le cl in explaining prices of the curity and 

gi ing the probability of making a type 1 e r. 

In cross alidation o the model, the f recast Chi-square was u ·cd to exam in 

whether thecontributi n f the paramete ha c hanged bet\ cen thea tua.J and po t 

in the 

sample era (in thi c the 12m nth in ' hich data' as retained for cr alidati n). 

Chow t t \ as ai o u ed to l tthc null hypoth i that the parameter " ere nstant ver 

the actual peri f de eloping them el. ~ jccti n of null h) poth i implied thatthe 

parametc contributi n (due L y, change in policy of any f the parameters) h 

changed. lfthepr babilit ishighitimpli theacceptance fthenullhy tJ1 i tJ1allhc 

contributi n for the parameter f r the a tual date had n t changed. 

Data Collection and Description 

Thi tud \ as explorat ry in nature. All the data' as btained fr m the data bank 

of the ecretariat of the NSE in f nn f ra\ publi hed stock pric li ts. Data for a peri 

of fi e yea and four months co ering Ute period fr m lstJanuary 1992 t 30th April 



1997w II ted. Dat c vering the peri l t April 1992t 30th April 1 u dt 

de el p lh pr <.h tivc m el \ hile the data f m 1 t ay 1 to3 th Apnl1 ? \\' 

used fi r cr Yalidati n. The abo e peri \\ 

\ ruch nly n type f trading y tem, that i I pen Ut rY y tern \ 

hence c nsi ten f trading pattern ' as obtained. 

til \\a a peri m 

in pcrati n, 

Since the tudy w aimed at predicting price movement, ata fr m the qUit 

, preferen har and the loan lOCk that' ere traded in the exchan e \ as u d. F r 

ca h type urity traded in NSE, the foil wing information w c llect d, number f 

shares ou tandin per31 t December 1996, the lume f hares traded per day and the 

tran ction price f< r the wh le peri . The prices that were ed' ere the arithmetic 

mean f them nth. In the month that no trading took place, the last traded m nth' 

a erage pri e' as used becau e, in making a deci ion, the in estors usc the available et f 

data in rder to arrive at a deci ion. 

Research Design 

Since the ludy soughtt e plore the predictability of the securitie traded at the 

NSE, the population of the study' as allth e securities which were qu ted on the NSE as 

at 31st March, 1997. The populati n was di ided into four strata that i , agriculture, 

finance and in e lmenl, commercial and ervic , and indu trial and allietl. The main 

purpo of tratifying \as t minimize the difference among the sampling uni ' ithin the 

stmta and to mru imize the differcn e among the trata. The ame pccificati n that i u e<.J 

by NSE was u cd bccau e it v as appr priate for the purpo e of tbi tudy. 

Allh ugh the pulati n f inter t' as rather mall, a cen us could n t be carried 

out because the trading a~ti itics f the different ecuriti are not h mogcn and 

therefore a sample' ' taken. The ample elected met the following criteria; had a traded 

olume of har e 5 per ent per annum, this being the a erage traded olume f 

bares in 1996 and/or the l p 1 c traded har in each strata. Using both criteria, 26 

ecuri ti were tudied. 

7 



lmoort.an c f the Study 

The tudy will bene at the~ II wmg gr up f people: 

I. vern nt i a igni 1 ·ant input in inv tment 

deci i n. Therefore, them ' 'Ill be inter ted m h \ well they n predi tlhe 

m ement of the hare prices in theN E. Thi will en ble the inve L r t ptimize 

their return . 

2. The a d m1cJan , m the tudy' ill enhance the overall under tanding f the 

NSE. It\! ill enable further tudi in areas' here the kn ~ ledge f the market i 

an ntial input 

Scope f the Study 

The tudy was limited t NSE, and all her references t other sl k c, changes 

' as made to clarify the statu f NSE. Chapter one co crs the ba kground f the tudy, the 

tastement f the problem, the bjccli e of the study, the meth s of anaJy is and 

procedures, data collecti nand d cripti n, r carch d ign , and importance f the tu<.Jy 

and scope of the tudy. Ch pter l\ o cover literature revie\ n the' orking f NSE, the 

tudies that ha e been done a utthe NSE, emerging stock markets and ther t k 

markets of the world. Chapter three over the analysis and r ult ' hile Chapter f ur 

mclude a summary, concl i n and recommendations. 



CHAPTER II 

UTERATUREREVIEW 

A Review of airobi StockE ch nge 

As " as mentioned, the SE' tablished in 1954 t crve the need f the 

busin community in East Africa. The NSE has lhr ugh lhe years, de eloped t bee me 

a crucial inslituti n that continu l fulfill its staled mandate. 

The 1984 study on "Ode el pmenl of money and capital markets in Kenya" by 

IFC/CBK became the blue print~ r struceural re~ rm on U1e financial markets" hich 

culminated in the f rmation f the CMA in 1989. Capital Market Auth rity' main aim vas 

to assist in the creation of a conduci e en ironment for de el pmcnl of the counlry' capital 

markets. In 1991, tbe NSE pha cd out the "call over" trading sy tern in fa ur f then r 

based "open ouL ry auction" y tern. Thi ' as in line with the recommendation by Bi h p 

( I ) ' h undert k a United States Agency of International Development (USA I D) 

pon red tudy on the rules and regulati n of NSE. The NSE has also embarked n an 

extensive modernization programme that has een the exchange c mpulcrize it operali n 

and enhance taff training, to impro e ervice delivery. Fore, ample, on 20th March 1997 

the NSE g t c nnecled to lhe lntcmeL Thi opened an lher' ind ' of information in 

' hich in est rs- boU1 domesti and international-can ha e more information on NSE. 

In the period beginning 1995, there' a significant turning point for the NSE in 

many \ ay . F r e ample, lh g emment pened the NSE L f reign in esL rs ' h ' ere 

al al lO\ cd l buy g cmment curilie ~ all e change conlr Is were rem ed, 

c cquenlly easing capital inflm and rcpatriati n of earning . The securities market 

enjoy a fa ou ble ta regime. Withh !ding tax n di idcnd and incomes payable to 

r ideo in ~ r ha c been rcdu d t 1vc percent, and it i a final tax' hilc allli led 
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ecunli ar e. empted fr m tamp dut . The mcm r hip f t have 

nsent while l 

c mmi 1 n rat tanding at am amum two pc cnt and a minimum nc per: nL 

The recent privatization f Kenya Airway and ala nal Bank f Kenya Limited 

at t to the v t tential f Kenya' pilal market and,\ ilh m re pri atiz.ati n c ming, 

theNSE ' ill gro' more rapidly. The rene\ a1 of the East African C rati n may al 

present an opportunity for gro' that the NSE as the li ted compani m y cek l rai . 

more capital thr ugh NSE in order to take up the larger East A rican markeL 

Nairobi St k Exchange is a quasi-public organization' ith a membership f20 

t kb kers. Th e brokerage finns are the only entities all wed to trade n then r f 

NSE. Th y all must be Kenyan ' ned. Current y, there are no foreign broker r traders 

allowed to operate in Kenya. The management of NSE is in the hand of the Board f 

directors made up of fi e members fr m the stock brokers, tv o members fr m the listed 

compani , t\ o ther' ho arc -opted members, and l\ o members form the NSE 

ccretariaL This en ures that the intcrc t fall the key players in the lock exchange arc 

catered for. 

Tr ding i conducted by open ouL ry sy tern. Traders with order from client or 

' ho trade n their own account meet on then rand attempt to buy and eU by voicing 

their d ired iti n. When a match occurs, the taff of NSE all out a trading slip in 

lnpli te that i fully authenli ted' ith ignatur ~ r both buyers and sellers and the t k 

c change app cd tampS. T ding on Monday to Friday as conlinuou aucti n 

during one cas n fr m 10.00 am to 12. noon. 
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8 pl cc r at mar · t pn , "here lh t.ran ted pn \\Ill 

determined by th the ccunty v ill be tran too if the 

rc mended pri e i m l. Th NSE a f 1 har ' htch i rc~ rrcd L a 

board I L pecial lot are I lS thcr than rd I . There arc three types f pc ial I t, 

three day offer, ne hour h ld and odd I 

Orde f more than 1 har r m re, and \ hi h repr nt I than 15 

pcrcentof\'Oling 'erata eneral meeting, m t be Lran · ·ted th ugh a pc 1al three 

days lot board. These I ts mu t be offered n the board f r a minimum f three days 

before they can be transacted. The order laced in the pccial I t mu t c ntain the name f 

the security o fered, the reserve prices and the c e number f the br kcr ffering. On e 

ithasbeen placcdontheboard,itcann tbcwithdra\ n rub tituted. lf,aflenheend f 

the third day n buyer has been identified, then it i lran ferred t then rmaJ board and 

plil into maJier l t izes t fa ilitate tran cti n . In this e, the intent f NSE i to 

ensure that i n·ficanltran acti n lhattrade in large volume f hare i c nducted in a fair 

and open manner. 

If a inglc lot i than 100, hare and the tran a ti n alue i Sh . 3 milli n 

r more, it' ill be ff ered in th ne hour h lc.J board at a reserve price and held f r ne 

hour before it can be tran actcu. Thi ffcr cann t be' ilhdra\ n until the enu f the 

trading season, unl s there i me material n \ that affect the c mpany. Further, the 

r rve price cann t be changed until the expiry of the fir t n h ur houJd ne h ur be 

cr and there arc n offers that are~ rth ming,thc I t may be plit and tran ferrcd to the 

n nnal boar and the bar ' ill be traded in a rdance' ith then nnal trading rut and 

regulations. 

Odd I are lot of lcs than I 00 share . Odd lots are trac.Jed in their ' n c Lion of 

the board and the rut of pr d d n l apply when any au ti n i conducted. 

Olhcn ise, all ther rules regardjng transa ljon in the ordinary ard areapplicc.J. 
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Orders arc m t hcd a rding to well de mcd riteria. rcc i c l p n rity n 

all ord f Jo, cd by umc f placing an rdcr. Wh nan nJ r i entered, it i matched 

w11h th tanding rue . The NSE d n t h vc n all r n thin (AO ) r<.l 

and. thcrcf rc, I rder are di,·i iblc in the sense that ne can buy a fra ·ti n mthc rd r. 

Different c I ur indicat di ferenttypcs of or . A green I ur indr t th t 

rdcrs pi d' ill be traded cum-dr idend, while a bla k col ur indicat that the rde 

pi cd' ill be e. -di idcnd. A yell ' c I ur indicat trdde \ ith nu 1 ue \ htl a' hitc 

I ur ig.ni res that the har arc traded ex-bonu . A blue c I ur tag ne t t the name fa 

company indicates that a company h released certain infommti n \ hrch may be maL nat 

to the market. Unlike other ex hang such as B Ia Elcctr nica f Chile (BCE), NSE 

d n t accept rdc f r mpanies that may be ha ing legal pr blem or und r-

liqurdation r n n-li ted companies. If a mpany has been uspcndcd f11 m tradin , a red 

I ur tag'> ill be placed ne l t its name on lhc board. 

Au tions 

The auction i concurrent, that i , all shares are auctioned imultanc usly. There are 

evcral board in NSE. Th e include, rdinary hares board; fixed Interest board r: reign 

Invest r board, 1 h ur h ld ard, 3 day h ld board and odd I board. Trader \! ith 

order t bid or ffcr voice ut their rdcr and taff member of NSE write them ut n 

board. Each rder mu l include a trcltler member code number, the number f hare being 

offered r being biu for and the ffer or bid price. 

The bidding ad ance f r rdinary hares has been recommended by NSE as 

folio\ s: 

Belo\ Shs. 20 .. .. ............... ....... ... . 0.05 cents 

Sh. 20- Sh. 50.................. 0.25cen 

Sh . 50 - Sh . 100 ................. 0.50cen 

Over Sh . 1 Sh. 1 

,_ 



Allltan t1 ur n the trading n r. Trnn ' ill take plac at the 

btd pn e \\hen th t ri ·c btd and the nc ffered fora c urity are t\ pr d ap rl. Wh n 

the bid and ffcr pri e arc nc prcad apart lhe tran ctlon will t.ak plru at the ff r pri ·c. 

A transa ti n canal lake place at par when th the bid price and ffcr pn c r the amc. 

When the same trader bid rund ITer \ ilhin a transactable pread, the tran 

f r30 e nd be re it is rcc rd d. Thi i t enable thcr dealers to ff r or bid during 

that period. If n 

completed. 

n c i f rth min g. the rder are cl ed and th tr · ·ti n i 

-
A referen e price i e tabli hcd at the start of trailing each day. Thi is Lhe pr vi u 

day's cl ing pri c. The rcfcrcn price dclermin a range in-. hich ub cqucnttrade may 

occur. Trades u ide the range f 15 percent f the reference price can re ult in a 

suspen ion of trade but that depend n the behaviour of the price m cment f up t that 

poinl Hm ever, the upervi or n the trading noor can allov trading l g on if, in the 

supervi or's opinion, there i inf m1ati n which has been recei ed, and it i material to 

warrant a more lhan 15 percent share price m vcmenl F r example, n March 7th 1997 

Lonhro Motor ann unced a nu is ue f t\ o hares fore cry one held. Pri e 

sub equently m ed up\ ard m re than 15 percent and this rule' as u pcndcd. AI if 

then r supervi r i sali fied that there i • ufficicnt supply and demand iti n am ng 

the stock broker in then r to j tify trading outside the 15 percent limit, the rule can be 

suspended. 

Availability 

Members f lhe public ha ea · e t mfonnati non the board in the public 

gallery of the trading Ooo~. Th board pro ide the informati non the pre i u day' 

trading, di playing current inf m1ati n n each hare, including the high t and I 

price transacted and the number f har traded in and number of deal . 
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ttlcment 

A pc n wa hing t buy cunLJ the br kc the am nl 

U1e ha . H ' e er, th c mplcL tllcmcnt a tran 

f NSE. There are plans to inLroduce a Central De 

m n y r quar u 

n tak upt 14 

(CDS) a private mpany whi h w uld guarantee the clearance and ttlemcnt any 

tran n. Th pr s of leanng and tlJemcnt' ill then lake pia cam mediately a 

transa lJ n i mpl ted. It is h ped lhat lhi ' ill in rease the tum ver fr m the urr nt 

level of fi percent 

R carch on Nairobi Stock Exchange 

The NSE and other tock exchanges in Africa have allracted a number th n n-

a demic and a dcmic research~ ork. The key non-academic r earch that' as 

undertaken t NSE \ as by the CMA (1992). Among its findin ' ere the facts that 

h !ding f har i · I popular than ha ing a sa ing account, investing in I nd r having 

an account' ith a c perati e iety but, on lhe other hand, it was more popular than a life 

in urance r a pensi n scheme. AI o. the gr up urveycd held Lrong view a ut any 

new hares i ucd th11 ugh the NSE. These iev s were that dividend yield h uld be 20-

30 percent' hile capital appr iati n h uld be 10-20 percent per year. 

There' al o a clear difference bel\ een small investors and profes ional 

in cstors, on the in cstment criteria and infonnalion required to enable them to make 

investment dcci i n. The mall in est r ' ere mainJy n cmed with di idend yield, 

pr at track record and rcputati n f the c mpany. Maj r invest rs, undcn ritcrs and t ·k 

br ker on the other hand I ked first at the company management (n t board of direct ), 

the market in' hi h the COI'!lpany perat in and the trength of the compani pr ucL 

The earch furth r tatcd that the privati lion of fundamental und companies thr ugh 

clling f lh cmmcnt equity an the NSE' · uld be ucce i e. Thi \: as imilar t the 

findin f Munge (1974) ' h tated that NSE was successi e as a hare di tributi n 

factli ly. 



There rt (CMA 1992) furth r tat lhat halfth 

as a g chan e t m kc a qui k pr 1L Tht partly c:pl in \\ hy ne\ I n t <.1 har at 

SE are undervalued. The main r n mg that it p viti r m ~ r capital ppr ·iati n 

in lh in the primary market. Thi ' ill I · <.It 

har being traded at a premium in the ndary market immediate! y after i u . The ize 

of the premium will be dictated by the anticipat d uppl and demand. MeDon ld and 

Fi her ( 1972) argue that the apprcciali n f th price f the har in line with f tci nl 

market hypothesi v hicb uggests thatthc prices f ne' ly i ucd L k' ill quickly adju t 

to reflect the et of a rulable information. F r, if the i ue are ju<.lid u ly undcrpri<.:c<.l, 

acti ity. Thi incr e 

in activity further encourages increase in pri e . Therefore, underpricing of ne\ ly i ued 

shares can result in hare appreciation at a later date. 

In 1988 USAID pon red report (Bish p, 1988) was rete ed' hich became the 

blue print for the current micro tructure f NSE. In his research, Bi h p found that an 

average Kenyan citizen h apr pen ily t c rc1ther than buy ·hares. This' as th arne 

concl u ion arrived at by the CMA report ( 1992)' hich placed a ings lop on the li t f r all 

preferen e of Kenya in e l rs. Bishop ( 1 ) further t ted that the NSE i a sell 

market and the transacted price v as u ually r ncar l the best f cr price. 

In a paper presented t the African St ·k Markel C nfcrence in Nai bi, Hartland 

{1993) tated that in Africa m t t k exchange arc haractcrizcd by having the main 

companies th l are li ted n the tock e change being managed and partly ' ned b 

foreigner and often being u idiarie of multinati nal c mpani . Examples f u h 

companie are Briti h American Tobacco (BAT), Uniliver, Lonhro, Barclay Bank and 

Standard Chartered Bank. 'Th e companj ha e been in the untry for a long period f 

time. The ha e good management and al . Besides, th 

compani ha e low indebtedn , c upled' ith a well establi hcd finan iaJ infrastructure 

(audiling,corporalefinanccdi cl ure,min rilyprotection pr pcctu preparati n),and 
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ttu m lh t man ial in~ nn ti n i r d1ly available and 1 pamblc m quality wilh 

the developed untri . Similar mdm ha' e n rc rtcd b athu ( I ) and 

Aboag e ( 1993). 

One f the carli t a demic re earch dune at NSE was by Munge ( 1974). lie 

eslabli hed that the NSE provid an a tivc market f, r nly a cry mall rti n f 

company bar . The ituati n has n L changed very mu hand thi explains partly why the 

SE turno cr i till I than 1 e per ent annum. He further poin ut that the markc 

" ere highly illiquid and it could take upL 3 month be~ rc an ffcr was a ccptcd. The 

m t important function by then f NSE was the transfer f wnernhip of c mpani fr m 

theexpatrial to the citiz.ens of U1e country. Therefore, il' as n tan important ur c f 

capt tal for the li ted compani . 

Academician ha e been u ing data from the NSE quoted mpanies to predict 

future e ents. Am ng them' ere Kiegc (1991) wh de eloped a model that c uld predict 

failu re of companie 2 years bef re thee ent by using the current ratio , a cragc c llccti n 

period and return on equity for a period covering five year . Omosa ( 1989) al o tested U1c 

predictive ability f the NSE by u ing three elected models. She concluded that the 

m cl el ted were generally not good predictors of the prices. She attributed the failure 

of the m elto capture me f the attributes of the NSE to the inciTiciency of them cl 

i elf or t the impcrfccti n of the market The failure of the model i in line' iU1 the 

argument of Cia ens ( 1995)" ho said that the inability f capital as el pricing model 

(CAPM) t predict prices" as a r ull f the model failure. Munge (1974) e ·plained that 

the rcas n t the differen in fimling in NSEand the de cl ped markets\ as that the 

f rmcr peratcd in a different en ir nmcnt fr m lh e in the de eloped countries on' hich 

the I ical bu inc finan e lh arc based. One of Om sa (1989) ignificant finding 

that aut gr ive integrated m ing average (ARIMA) models\ ere better predict 

than the earning per hare (EPS) and CAPM model and lhat3 companies in' bich the 

A RIMA m el prcd1ctcd the hare pri accurately were all in the actively traded tratum 



flhesample. imilar mdtng were tabli hod by ham and Mehta (I ). Thi. 

w ld ampl that r r th a Uvel} lradcd m m it,,. uld tblc to predt t th 

pn . Thi up rted by the findan f Blavc C iman and cDonald (1 

Om ( 1989) aJ o auributcd the failure f the m cl t due t the 

dafferent rates at' tuch the in L rs receive in[! nnati nand h ' 

mfonnation. This may lead t the di f eren bet\ een a ·tual pri and the e pccted 

pn . Therefore, the diiTercnc tv ccn the a tual and I r predicted pri uld h c 

been " oi es• v hich could ha e been a ignificant variation bel\ ccn the tv o price . 

Kinandu (1990) did a case tudy f NSEand c ncludcd that the market may 

provide empirical re ults i tent' ith' eak form efficiency. Hen tcs lhatlhe resul d 

not categorically state that U1e market is weak fr m effi ient, but the rcsuH don t contmdicl 

the weak-form of the efficient market hypothesis (EMH). As has been the case v ith 

developed markets, many more tudics ' ould have to be carried out f r thi market, 

c vcring I nger time interval , f r any trong conclu ion to be arri ed at. H we er, an e 

the rul and regulation , and the mirco- tructure have changed in NSE ince Kinandu 

(1990) did hi tudy, there i need f r further tudy. 

Kerandi ( 1990) aJ o tudied the predicli eability of the di idend v luation model 

on the ordinary hares. The study indicated U1at only three percent of the 13 compani 

tudied indicated that the di idend valuali n m el is good predictor of ordinary har 

prices at the NSE. Thi may partly bee plained by the u c of bid prices only' hich arc 

prices that riginatc fr m the demand ide only and n tthe upply ide. The result may 

ha\c been different if he u ed the tran acti n price because thi c uld ha e been the price 

whtch' ould ha e equated the future e pcctati n of th the buyers and sellers f the 

ccuritics. 

Muturi ( 1990) aJ ~ re ted a ct requirements in publicly quoted companie . He 

u cdmultiplclincarregr i nanaly i t predi tlhcassetrequirementofthecompanies. 

The major mding f the tudy' as that there was a trong rclati hip between the le cl 
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r Lhc and lh lc el cl ahh ugh t.h relati n rup W n I that f cau and f~ t, 

and there(! r th tutly pr d1ct U1c tlcvcl a ·cu 

There h n g \ ing y r mtc di I u1 n 

the publi ly qu t mpani in theN . Am ng them ha en Mathu ( 1996). \Vh 

tat that the level d1 1 ure in the pubh I qu led c mpani i enf reed by th 

mpliance' ith th C mpani Act With regard to di I ur in the 

re ns. Thi i d nc indirectly th ugh the auditing Certified Publl Accountan ( PA) 

firm and by the CMA through NSE. The CMA rcguJati n require that the NSE h rul 

in place regarding rpo te di I ure y the li ted rnpani . Thi \\ uld en ble any 

inv tor\ ho \ an make any deci i n based n publi hcd inf rrnati n to d . T 

avoid the as rnmetry f inf rrnation n NSE, the C mpanies Act re uire that in~ m'lati n 

be disci sed through the corporate annuaJ reports. 

Em erg~ ng Markets 

Nairobi St k E hangc bel ng l cat g ry f l k markc that are kn \ n as 

emerging marke by tJ1e W rid Bank. TheW rid Bank define emerging market any 

t k e change in a de el ping country,\ ith the implication thatLhcy all ha ea t ntial t 

de\ clop (IFC, 1994). Th e types of markets ha e auracted a I t f interc t from the 

r car her f the W rid Bank, and ther re carchcr in the dcv 1 pcd \ rid. Glen ( 1994) 

sa that the mjcro tructurc f Lhe l k markc has an effect n h w sccuritie arc tm cd 

in the market and, lhcrcf rc, the market lrU Lure play a significant r lc in both market 

ucc and indi idual c unty pri ing. Th m1cro tructurceffe I can be felt in the, 

liqUidity, trading t, i~ rmati n a ail, bihty and v latility. 

Liquidity h an effQct th on attracting market participant and n the market Th 

attr eli en of the market i enhanced by the abili1ty l Iran act quickly and' ith ut 

m ving pric . The peed with\ hicb tran Li narc completed d pends on t\ o fact r ; 

the number f market traders, and the micr tru lure f the markeL r any gi en micr 

stru ·turc the more lrade there are,Lhc m re hkcl rdcr to buy r II can be matched 



against ll1cr tentialtraders. B limitin lhc number h u in '"hich tradtng can 'Ur, 

f rc:ample t\ c n I . a.m. ami 12. n n 1n E, rath r than nlinu u ly 

thr ugh utth day, lh market mi r tructurc h a direct impa t n 1tt.tuidaty of th 

market. The r r ,ulat ry pti C<.lur and IO\ clearance f upt 14 day an the 

e. delivery and sal mak the in t rvuln blc t high 

tnOatt n. The del a affect the tn •c t r in the en that he cann II the curiti and, 

there[! re, he i c cd t further ri k b weak br kera c tcm. Glen ( 1 

further lhatliquidity g bey nd the phy ical ability~ trade and at in lud market 

depth,' hich rc e the ability to tran ct at the current market pri c. In ad cp mar L, 

even large rdcrs can be transacted at urrcnt price . In contrast.' hen market depth i 

Ia King, the larger an rder, them re pri will have t bcadju ted~ fill that rder. H 

e plains that markc \! ith ntinu us tratle in all the hour of the day may be thinner than 

markc ' ilh batch rdcrs in a peri ic aucli n. Thcref re, even if the peri ic au ti n 

r rc trader to ' ai t, au ti 11 markers can be deeper and more attracti c · a result. The 

trade- ff bet\ ccn the depth and peed at' h.ich transaction can be made i mon the many 

d1lemrnas that mu t be dealt' ith' hen de igning trading ystcm. 

Tra ing c t includ the t as iatcd \ ith a trade, u has taxes and 

c mmi i n. M l market determine the c mmi ion to be charged by the br kcr while 

the I taxes arc d tem1inoo by the entral g ernment. The mi r tru lure f the l k 

c ·change will ha a r lc in determining the mmi i n for llle brokers ' ell the 

major t that the market im . Thi i the bid/ask pread, whi hi the difference 

between the pri ·e ne pay to buy and th pri c ne receives~ r a sale. The pread that 

tnvest pay f r a ing the market reO ts a c rnbinati n f fa l , includmg the 

d1rfercn n hcld .by buyc and cllcrs, but a1 it includes micr tru lure 

features. In me marke , f r e. ample, a inglc individu I i rc ponsible f r qu ling 

pnces. In su h a ituati n he i referred l as a market maker. He can influence liquidity 

In de~rrnimng Lhe deplll r the markeL Markel makers supply liquidity by influencing the 



uppl)' and demand f the ccuritie but the ris 1al 0 Wtlh that ·tivity I rcfl I din 

the bldl k pre d ' luch i the ur c return 

bearing the risk. Altemati ely, multiple mar ct rna e rc ibl • nd the c mpctili n 

thi pro id reduc pr d . J n other marke , n d ign tod m rkct mak r 

perhaps r du ing pread even further. With n individual rc n iblc ~ r makin the 

market, inv l re e ·po cd t ible reduced level f liquidity. By ad pting a mi r 

tructure that all mpeltti n am ng traders r by igning an indi tdual mar el 

duty it i l ensure that trading i iblc, micr tru Lure can have a dir l 

crrect trading c ts and liquidity. 

Marke arc id t be efficient if they quickly and rr tly in r rate 

informati n in pric . Thi i im rtant because many traders arc unable t d te time 

and resourc t gathering inf rmation, preferring, in Lead, L depend in the market i elf to 

properly reflect all available inf nnati n in prices. F r th e uninf rmcd trader • a mark I 

that is inef tcient i al unatlracti e bccau e it means that trade may be made at 

unfa ourable pric r th e reasons, markets that are more efficient' ill atlra t 

invest rs, which tran late inl in rcascd I iquidity. Micro structure has an im rtant r I 

play in encouraging market efficiency both thr ugh the inf rmalion crvi e that arc 

pro ided to participant as well as the nature f the trading sy tern. With ut inf rmati n n 

rccentmarketacti ity, trad r 'ill h vc rely lelyon thecurrcntmarketpri a a 

ignal of aJuc. In additi n, the current price being a ufficienl tali tic f true alue in an 

efficient market lr de might at bene Jl fr m inf rmali non recenttradin beha i ur. 

lnf nnati n n v lumc, market depth and recent price mo emenl can all pr ide 

important ignal a ut market a tivity that the invest employ to dctcnninc what trad r 

make. The a ailabiJity fin~ 1 mati n redu un rtainty and increases market inter l, 

\\ hich leads to li uidj ty. The mi ro- tru lure fa stock e, change can, l a large e 'Lent, 

mfluence theer tcicncy f the market by determining the trading sy tern. For example, 

me markets have introdu ed auL mated tmding. H ' ever, Glen (1994) ays that by 



ving inf nnation f m Lhetradin n rt Lh an nynuty a mputcrt nninal. th 

} tern could be e:xploi ted by un rupulou tra p a 

rcputati fh tyinlhcirdealingthalmaymaketh ml hk lyt II mpltOC nuU l 

trad at thee pen e f unin~ nned c llcagu . But u hi n tlh case with automat d 

tern , ~ here reputati n can be lo t as a ntr I fact rand an in~ nncd trad r can take 

advantage of the uninformed. HO\ ever in aut mating tran cti n , the trnn parenc and 

objecti ity f the y tern i appealing, as i the market informati n they make availabl . 

Because all trader are pr esscd by a c mputer, market participant can ob crvc v tum 

and prices on a tran ction-by-transacti n b i , mething nearly im 

computer intcrventi n. 

iblc' ilh ut 

Glen (1994) refers t olatility as the frequency and magnitude of price m cmen 

This can a1 o be influenced by micro-structure. Pri,ces are expcctcxlto ary er timet 

reflectchangesinrelali eandab lute alue. Theconcemo ervolatjlityi that h rl-tenn 

price rnovemen do not c rrcctly reOect changes in equilibrium value. Liquid marke 

ha e lower tran ction osts, especially bid/ask spread , and Lhe observed mo cmenl f 

pnces \ ill be I latile the natural boun ing f tran acti n between bid and ffer 

curs er time. In the indu lrializcd c untries, the lock markets arc efficient and new 

information\ ill be rrectly and qui kly incor rated into price and, e en th ugh that may 

result into price jump , price o ersh ting and deviations fr m equilibrium price are 

reduced. 

V latility may ari c f m the ccon mic fundamentals lhat dri e price . For lhi 

rcas n, vol tility v ill ah ays remrun. H ' e cr, to i late fundamental olalility from 

trading noi m ing to ymrnetric infom1alion or temporary order imbalances, market 

mt ro tructurc may intr u · e price limits v hich L p trading\ henc cr price changes 

e cccd a gi en le cl. In the NSE, case it i 15 percent f the previou days c1 sing price. 

Th main aim in thi case i to pro ide a ling-off period f r the inf nnation ~ be 

til cminatcd and pr ed by invc t rs in n.Jcr that e n mic funtlamenlal may pre ail 
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when t ding 1 r umcd. While th pri wing may achieve lhe1r effect. Lh ir impa ·t n 

i able. Once a ain, micr tru ·Lure f LJ1c m rket affc · vt Jalilil . M 

andKcnny(l ) p idee ampl f latilityingains fZimbab\\ mark t f 1 3 

per ntm 1 and 110 per ent in 1993, but I of 55 per ent in I I and 59 per nt in 

-·and, thi h w , that emerging markets are highl latile. 

Other World Bank J1 ear he have been interested in the em rging marke 

Cl en ct aJ ( 1995a) 'J th t the returns are cry hjgh in these markets but they ha 

very hi h v 1 tiliti . Harvey (1995) fim.l that the rates f return in the emerging market 

are more predictable than in industrial untric , m tly bee u e of a high r aut 

correlati n f return. He at fin that these markets ha e e eral c n train . The. e 

con traints in lve hmitati n f h rt clling (prohibited by the rul and regulati n f 

SE), m imum iti n limits f reach market or gr ups of markets (the per nt limit 

of foreign O\ ne hip in NSE), and limits n the security exposure to certain ri ·k ( 15 

pcccnt price ' ing limit f r the NSE). 

Buckbcrg ( L 995) haracterizcs the emerging market on two bases, price and return 

pauems, and pri e olatility. He tate that price and returns re cal me f them t 

crucial differ nc between emerging markets anti mature markets. The emerging marke 

have al a low l n gati e rr lati n' ilh the world markets. Buckbcrg ( 1995) al 

concurs with Harvey (1995) in predictability; he argues that the high aut rrclati n 1n 

returns i characterized b peculati e ineffi iency, and this indicated lagged price ' hich 

may contain inf rrnati n about future return . lie al concurs ' ith Glen ( 1994) n 

volatility and incffi iency f th c market and attributes this to inf rmali n asymm try and 

with few trad urring, inf rmati n ut lock a.lue and hence price tend l ben i y. 

Further, market micro- Lru ·lure aU ' ~ r limited reporting requirements and thi implie 

that many in est ha e I inf rmali n a ut firm and receive less frequent up dat 

than do in to in industrial markc . 
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Cl n , l aJ ( 1995b) that crtain 1 tlluti nal c lU£i rna indu c r tum 

bchavt ur that de\' iat fr m c ' peeled behavi ur uch rand m' aJ • They al 

mtr uce the n ept naltty and prcdi Labtlity. By n lily th y argue thatth rc 

arc certain peri f the year' here return are high, and prcdt tabJiity th y try t • ·ertain 

the level f returns in a certain time in future. They argu that ju t ca e th t 

1 predi tabled n t mean that it i meflicicnt but, rather, it maybe th tlhe m el being 

used m y n t be capturing the fa t that drive t k return . Thi may imply a mcx.lcl 

failu re rather than market inefficiency. Their nclu i n i that, return can be prcdi ted in 

emerging markets and they do not appear t be related to izc f the c mpany li ted r the 

t k e change i elf. 

There i a growing body f re archers who ha e attempted t predict the pric 

m vcmcnt at the t k ex hangc . Fama ( 1965) slated that prices mo cd in a rand m 

manner, because the market d n t ha e a memory and that pri react t the inf nnati n 

that i rand mly released in the market H we er, Pinches (1970) say that di regarding 

min r Ouctuati n , price mo e in trend ' hlch persi t for an appreciable length of time. 

Thcref re, change in trend,' hich repre ents an important hifl in the balance bet' een 

supply and demand, hm ever cau d, arc tlctectable s ncr or later in the acti n f the 

market itself. Further, when tali tician prcdi tlhat cour e f lock prices de cribe a 

random' lk, they d n limply that pri es chang cann t be f recast, rather the 

implicati n i that one cannot predict the price m cment on the basi of hl torical figur 

al ne. 

Urn tcad (1974) e plain that t k prices are determined by expectati n , ' hich if 

the} are rati nal, mu t be dcri cd fr me i ting measures of the c n my. Th e 

expectation are~ rmed in a y tematic relati n hip t the leading clements f e n mic 

a uvi ty. F r e ·ample, he argu that bu ines cycle in~ rmation d n t become a ailable 

in d1screte bit. \ hich the market pia c in tantan u ly ab rb' ilh perfect efficiency, but 



rather thi m~ rmali n unf d gradually m a cy ·heal palL rn crlimc. Th ref 

nd in a prcd1 ti c manner \\' f ml m1ati n. J n 

(1974)al crv that in hare price mod lling, n t nearly en U •h I wn t ju tify 

building tern f equati n \ ith nfidcn c in their mpleten . When nc1 pnmarily 

nc med \ tlh ~ re tmg, ill app priatc 1 rcgr thcd pen nt variable drawn fr m 

previ u peri . Schwarts (1973) furthcre amin that pncc m cmcn tak pia du 

to tnf nnat1 n that i either market related r fim1 unique. He c ncluded that even th ugh 

the cardi nal m ur of olalility beha cs rand mly over time, the rdinal m ure \ ill 

rcmam table f r a r nable I ng period f time for the firm in the L k mark l. 

Theref re, there i a relali n hip bet\ een pr enl or past m cment in volume and pr ent 

r future m ement in prices. 

Re che ha e tabli hcd a easonal price movemen in tock c. hangc . 

attributed seas nality in thestockc change to lhc tax-I clling 

h pothcsi , ' hich predicts that I k returns\ ill be higher in the fir t m nth f the fi <.:al 

year. A the end f the fi cal year approaches, investor can reduce their ta. e by citing 

thesl ' on\ hi hlhcyloem neyduringlheyear. Ind ing o,lheyrcalizecapital 

e that arc deductable fr m their taxable income. The ale of sc uri lie at the end f the 

year d pr pric \ hich rcc cr at the beginning of the ne t fi cal ear as t k m e 

back t ward their equilibrium value. Empirical e idcn e revealed a comm n charact ri ti 

acr the three l! k e. chang they tudied. In Ne\ York St k Exchange (NY E) and 

Bclgi urn St k E change lh r turns are high in January. Thi can be attributed L the 

1scal year ending in December,' hilc in Loud n Stock Exchange (LSE) the return i 

ignificantly high mApril becau the fi year end in March. 

Jcgadecsh ( 1990). u d data fr m Centre for Research in Security Pric (CRSP) f 

USA. HeaJ btaincd high retum f r them lh f January. Lak ni huk and McBerly 

(19CX>) tabli hcd that M nday i the day\ ilh the lm est trade v lume, bccau e there arc 

more ellcrs Lhan buyers and therefore there i a price drop n Monday (NYSE). AOel 
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( 1 ed data from CRSP and tabli hcd that there arc high r tum n the t din da ' 

pn r to h liday '' hich a erage nine l 14 tim the mean return f r the remaining day f 

the year. 

Bald\ in ( 19 ) n ted that a ccurity analy l can predi t canting per hare, u ing 

cgment orline f bu in re rling, and thcrcC re C r a multi 

1ble to predict earning per hare, hence nc can predict pric 

gmcntcd fimt it v as 

Vanh me and William 

(1972) bservesthatbycarefullyanalyzingthe ensitivity fpric ,\age and thcr 

of unanticipated hanges in inOation, one is able L predict the likely effect n share v lume 

t.rnded. Hence, ne i able to predjct the eff eel of inflationary period , ' hi h ha e an 

mnucncc on the bcha iourof tock pric . 

Salvers, Casimano and McD ald ( 1990) u ed a model ' hlch related financial 

assets return \! ith serial correlation in aggregate outpul. Aggregate output is erially 

correlated hence predictable. Empirical results confirmed thatst k return arc predictable 

function of aggregate output in NYSE. Fama (1990) u ing data from NYSE cstabli hed 

that 58 percent f ariance in prices could be explained by one year lead of quarter! y 

production gr ' th. 

Lam ubc and Lastrapes ( 1990) ay tltat auto regrcssi c conditi ned 

hetcroskcdasticity in daily Lock return data reflect time dependence in tltc pr 

gathering inf rmati n n ' to the market. Daily tmding volume, used as a pro ·y for 

information arri aJ time, is h ' n to ba c sigruficant explanatory pm er regarding the 

vanance of daily return . Most researcher theref recstabli hed that it i po ible L 

prcd1cate the price m cmcnt in the sL k exchange by using the actual p t price and 

ob rving their m vements r u ing urr gate figure such as productjon or inflation. 
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CHAPTER Ill 

DATA ANAL YSJ SA D INTERPRETATIONS 

Appendi I ho' s the population f the tudy while appcndi · Il ho~ the ample 

elected on lhe basi of the top fi c socuriti in each caleg ry anti/or the security' hich 

h d a traded/i ued hare rati f fi e percent and abo c. In ab lute term th the 

fman ial and commercial sector pr idcd the buJk 

r the curitics analyzed. 

Table 1: Types and Numbers f the Firm in the Sample Frame: 1997 

Type of Number f Sample Percentage 

company companies selected 

Agricultural 10 5 50.00 

Commercial 23 7 34.43 

Finance 17 7 41.18 

Industrial 21 6 28.51 
Sam le size 25 p 
S urcc: Primary data 

Theabo etabl h \Sthenurnbcr fcompani ineach ctor,lhesamplesclected 

and th percentage f the sample in rclati n to the t tal number f companies in ea h t r. 
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T ht company w in· rated tn l nt~ l. The har hm a 

per value f Shs. 5. . The c mpany v rated~ the pu e f acqu11ing the 

pnncipaJ East Africa Sisal inte erscas g~ u • A I bcr and Rea. The 

inter of establi hcd isal tat in Ken a and Tanzania, a herd f cattle and 

pmning mill in Tanzania. Theac ui iti n re ultcd in the rcation f tbe East Afncan 

plantatt n group, ' hich has over 10, hcctar of exi ting i al plantation , di idcd 

between three eparatc estates units in Kenya and Tanzania and \ i th ub tantial re crve 

landavai lablefo rfurtherexpan in. Thegrouphasacapacity fcon ertingapr rti n 

of 1ts ra' tbre production into t\ inc and indu trial r pe yams. In March 1996, it n ated 

million ordinary shares, 14.3 percent fits authorized shares of Sh . 5.00 to U1e public, at 

Sh . 1 .50 ca h. 

T he ecurity tartcd trading in the ccondary market in April1996' itb a price f 

Shs. 15.00. The pri es tartcd ~ decrease and stabilized to levels between Sh . J 0 and 

Sh . 11 . This can be attributed to the fact that six m nth bcf re the shares had been ld 

to the public, there had been a pri ate placement f 8 million har which were ld at 

Sh . 8.50, the e hares were a1 eligible to be old at NSE and the upply ou tripped the 

demand. This resulted in a decrease in price f ilie ccurity. In January 1997, when the 

end year r ults were announced and a dividend was declared, the price increased t Shs. 

11 .70 and la ter v hen they tartcd t trade ex-di idend, the price decreased to Sh . 9. 5. 

The price ha e ntinucd t de reasc ince then. 

The dividend level f Sh . L.70' as paid out to minority harcholder as the 

pnncipal hare h Ide had' ai cd the rightto di idends for the financial yearending3 th 

September 1996. H \ e cr, thi ' ai cr c pircd with the 1995/96 di idend and although 

the ch uman of the mpany pr mi cd the me am unt f t tal di idend (Sh . 43 

m1llion), the di idcn per hare may be 10\ er unle the mpany pay out of the general 
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r rv to retain the same lc,·cl tli itlenu p-..Utl ll the hare I ltl r in I 

Fagurc 1: A ·ca geM nlhly nc r Rca Vapmg Limitetl: 1997 
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Source: Primary data 

The foil wing is the OLS model for U1is security: 

P = 0.341 P(t-1) + 0.009 WSP- 0.421 Di v + 0.959 EPS - 0.0423 PIE- 0. F/E 

(1.272) (0.842) (0.835) 

+ 1.874 F/E (Us/Dm) + 0.459 Y + 137.948 

(0.504) 

R2 :0.999 

(0. 9) 

F(6,5) = 1 1.01, p- aJuc = 0. 

so= 1.279 

Forecast hi- uarc = 4.27 

Chow lest = 2.04. p-va\uc = 0. 

(4.3 7) 

(-1.442) (0.203) (- .227) 



V here 1 ur in parenth rcpr nt t-value and aJ in all ub · qu nt 

equation . 

Rea Viping pric · i pr ucts in US d liar ~ hilc i maj r mark t i in rmany. 

Howe cr, any change in the ex hange r te between Ken an hilling and, th U d liar, 

and bet\ een US d liar and Germany Deut chcm rk d n t affectth pri c. Furth r, the 

\ orld demand f r i al ha reached it peak and its note, pe ted t in r c in the ncar 

future. 

The F ho\ th tlhere i no possibility f making a type 1 err r, but the 

forecas t chi- quare i greater than 2 and the Chow t t has a lo' pr bability. Thi i a 

rejection f the null hy thcsi ' hich implies thatlbere b been me tructural chang in 

some of the parameter between the~ rc t peri and the sample peri . 

Sisal is a dr ught re i tan c c p and the results cann t be cff t d by the gari 

of\ eather. Theref< re, nc can buy this ecurity because it offers a g hedge again t 

ecurities that may be effected by dr ught, for example, companies wh . e main bu inc 

the grm i ng of tea. 

Fr m figure 1, it can be cen lhatlhe prices rai c between January and February. 

This is the period that the c mpany rei e the end year results and de lare a dividend. 

Thereforeanin tori advi dt buythe c urityinDecemberand cllitimmcdiatl the 

dividends arc de tared. 

Kapchorua Tea C mpany Limited 

Thcprin iplea ti itt ofthi c mpanyarethccullivationamJmanufacturing ftca, 

mamly in Nandi Hill a . Thi curity is an rdinary share with a par aluc f h . 

5. . This c urity i vecy illliquid becau e the hares arc largely in Lbe han f 

foreigners, and in amity trust. The lir: llime it was traded in the sample period wa m 

March 1994 at a pri e f Shs. 1 .50. Thi ' as lhe period where Lhe f reign c, change 

rate v as Shs. 64. to the US d liar. The price als improved after a bonus of l f r 1 w· 

declared, (to the level f Sh . 21 .00). Since then, U1e price for the security has been n a 
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dt'hnc By the lime f lhi tudy, ll hatl d clmcd loan avcmge 

bet: uscthe lll\ l I \IC\\ ulh llh IC\ rc llcr 1 IIUIIIII sf rill\ 111\ ' llliiiUIIU 

ou 1dc lh market 

F1gurc 2: AvcrageM nthlyPiic forKa h rua: 1997 
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Source: Primarydat 

The following is the gcncrcltcd OLS m 1: 

P = 0.572(t-1) + 0.280 WfP • 0. ·/E- 4.466 Oiv - 5.223 EPS + 54.7 7 B 

(3.795) (J. 3) . (-1.02 ) (-0.4 3) (-3.424) (0.952)) 

· 0.416 PIE + 3.496 Y + 158.680 

:-3.484) ( 1.320) (2.302) 

R2 = 0.952042 

r (7 ,17) = 48.21 p- al uc = 0. 



SD = 10.2 5 

Forecast chi- quare= 61.63 

Ch w Lest 12,17) = 2.6 p-\'alUC = 0. 3 1 

Although the f re n t me urc the a t a ·ura y, 

the large alue ~ r the tati Lie in lhi m cl imply that the cqu ti n d n t provid cry 

a curate ex-ante predicti n , (only them nth f May 1995 and June 1995 had at-value 

than ab olute alue of l\ • all ther had alue le than negati c l\ (n gati ). 

Further, lhe low probability f h \ lest impli a rejecti n of the model u cd in the entire 

ample period. 

Tbe invc l! r w uld be ad vi d t buy thi security' h n the w rid tea pri arc 

increasing, and ell when the P/E ratio arc increasing because the price ' ill be de rcasmg. 

The con erse h Ids. 

Figure 2 hO\! s that the price f U1c ecurity decrease during peri between 

March and September. Thi peri ncide with the time in which the end year financial 

re ulls are publi hed. Fi r a I ng period f time, the company ha been ling r 

results and the market has reacted negati ely. An in est r" uld be advi cd to ell thi 

ecurity prior to the ann unccment f Ule financial results and buy them ba kala I ' er 

pnce. 

Sasi ni Tea and Coffee .Umited 

This i a locally ntr lied c mpany' ith an ordinary c urity which h a par value 

ofShs. 5.00. The comp ny main a ti ity include, grm ing and pr ing f tea and 

coffee, investment in equity and pr pcrty, for try and breeding f cattle f r milk and beef. 

From January 1992 to July 1993, the price \ ere depr sed to a figure bel ' 

50.00. The later half of the 1993 year w the go emmentlibcralize the f reign c change 

and allowed foreign current account where farmers could retain their hard currcn i . A 

ombination of thi fa ourable fa t r, a' eakcning of the shilling and a declarati n f the 

nus of 2 for 1 mo ed the pric to an all time high f Sh . 320.00. But' hen Lbe har 
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tartcdt ec, - nu ,theprice tum dd wnl h . 112. 15. Afl rantntcn 

dl\tdcnd \ ann un ·cd in July 1994, the price imp vcd but tart d t d lin wt nth 

were qu ted cx-divid nd. In July 1995 when the sc urity \ · tmd d cum-d1 td nd ~ ran 

intcnm i idend, lh pri imp vcd and the aYerage forth t m nth wa S 

After that, th pri t.artcd t d line and they rca hcd thctr I we tlc\cl tn 

M r h 1996. The d line in the market price was generally f r cry urity in lh 

markcL Thi decline c uld be auributcd to an earlier nann un cmcnt by the g crnm nt 

lhattt would all ~ f retgn buye t participate in the market. The Kenyan JO\ l r, 

anticipating a m m the market, bought hares. When the anticipated m nc cr 

materialized, they tarted to om d their hares and thi depr ed the pri · . H \ cr, 

' hen the f rei gnc 

of the sample peri 

tartcd to a ti ely p rticipate, the prices impro cd and to,. ards the end 

the price had tarted ~ pick up. 

The f 11 wing i the OLS m el: 

P = 0.770 P t-1) + 13. 641 Di + l4.240B- 0.001 WCP + 0.001 WfP 

( .531) (1.4 ) (1. 32) (0.38335) (0.0 7) 

+ -733.216 Y + .974 EP + 6.497 P/E- 15.45 

(-1.506) (1.321) (2.472) (-0.507) 

R2 = .7936179 

F(3,43) = 23.62, p-vaJuc = 0. 

so= 9.0342 

Thcf orccast chi - u rc = 0.4 

Ch ' test (12,43) = .04, p- alue = 1.000 

T he F tali lJ • indicate that there i no p bability of making at pe 1 err r. The 

Ch w test rcjcc th null hypoth i and it has apr babilit f 1, of n t making a type 1 

error. All the ex-arne~ recast tgurcs \ ere ignificantly accurate. 

The foreign exchange rat i the nly variable which directly inOuenccd lhe earning 

f the c mpany, thr ugh foreign exchange lo r gain . An investor hould buy (sell) 
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when the hilling 1 w ng pcrioo. The inv l r h uh.J al h ILl u mg 

n t dear. 

·•gurc3: A vcr.1gc M tllhly Pnc f r S ini: 1997 
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There is no patlern in the pri<.:e mu emenls and U1crcfore an in cslor cannot p1cdid 

price m vemenl ( ee figure 3). ll sh uld be n led lhallhe company's two main 

comm ilic (c fcc an<.ltca) arc cld min lcp' ilh each other. The c mpany l>alanc 

lhcf rtunc f nccomm iryagai1 llhcl cs fthcothcrcommodity. 

01 Pc1cla Ranching Limited 

Tlus c mpany \ · inc 1 mlcd in 1953 antl1l is locillly controlled with ultimate 

holumg bcmg in Lonhro Pubhc Linuloo C mJllny. The mpany has l\ o main acli iti , 



the brccdang nc.J l c.Jmg in II nc.J the pcration f l Uri lJ g ' and a gum I I \'C. 

Thcpnce fllu ecuaityhusbccn nanupwaJulJcnu. Tlu ·aubcc. plu111 uuylh • lo.t 'l 

Utal Lonhro PLC 1 buying every ccurity of thi company lhal · me inl the maa ~ t ut 

whale er pnce. The free II at r I' this seculity keeps II retlucing. ll is r r this I a . II thul 

the lasttratling activity t k place on lsl July 1996. 

AJ the time f this tuuy,thcrc \ as a change in lh lllUIIagemcnl r th IJ ~ ·ta 

with Lonhro PLC; agri busin division was injecting more profcssi nul management in 

the company. 

Figure4: A eragc M ntllly Prices for 01 Pejeta: 1997 
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The fac rs Umt can affe l the resu lts f this company and in cxtcn ion the pric f 

this securi ty arc the vagaries f weather in the li cstock uivi ion and drought in the 

3l 



ncrgh ring c untri whrch' ill mere· e the upply f be fin the unU) th rt 

thcrr beef p£1 u lS at a cheap pri c ~ a id any I that may r uh r m th llr ught. T lu 

apprcx::.ati n (d pr iati n) f lhe Kenyan hilling may <.leer (inc · ) the num r 

t uri ts ' ho \ ill isillhc untry and lheref re affe t the perf rmance 

T he OLS m el has the f U \ ing parameters. 

P = 0.973 P(t-1) + 0.735 Di - 0.477 EPS + 0.024 FIE- 5.779 Y- .014 PIE 

(13.7 9) (0.284) -1. ) (1. 7) -2.292 (-0. 14) 

+ 17.025 

(5.098) 

R2 = 0.992962 

F (6,33)=775.93, p- alue = 0.000 

so = 1.702 

F recast hi- quar = 16.54 

Chow test (12,3 ) = 13.99, p- alue = 0.000 

The large value f chi-square imply that the equation for 01 pejeta doc n t pr ide 

cry accurate ex-ante prcdicti ns. F r the months of December 1995 and February, Marcil 

and April 1997,alltheprcdicted aluesh dat aluelessthanrninu ·' hilcthcre t flhe 

alues are between minu and zer . In additi n, 1lhe Chow test has a p alue f 0. 

Thrs i a fCJeCti n o the null by the i and bye tension a reje ti n of the m el. 

Fr m figur 4, it can be een that fr m mid year, the prices impr e up t 

December. An investor lhcrcf r can buy security at the beginning of the year and ell 

toward the year. Hm ever, there h< n t been any trading acti ity ince September 1996. 

K :uzi Limited 

Thi ompan lly. The ccurity has a face value f Shs. 5. . The 

nature f busin the culti ali nand manufa turing of tea, coffee and livest k farming. 

It also has j intly ntr lied pe ti n dealing' ilh the grm ing f pineapple~ ith Del 

tonte Kenya Limited. It has a gr ~ ing intere t of other h rticultural crop • and 



afforcsLati n. The mpany as al o an a ent ~ r e f ffcc. The cur it • thts 

c mpany as Cf s It ted at LSE. 

The p ·c ha ·e had an UJ)\ ard trend II ·eJanuary 19Y2 and allaincJ a I cl r 
Sl . 180. per hare <luring the NSE 1993/l boom. The ptic lmtctllo dedanc Ill 

Apnll994\\hcnthe hillingstartcdtogainagaintthcUSd liar. Thcp11 · u ·ltn lit 

lc cis of.Sh . 135.00 l wards the end of June 1994, when the price h t up again l 

.00. Thi was in response l an incrc e in woald p11c f c ffce. Thea alter, lh 

prices slabilizctl, bul startcx.lto decline in No ember 1994. 

Figure 5: Average M nlhly Prices for Kakuz.i: 1997 

-;(-1992 
---<>--1993 
----1994 

200 1995 

180 - /-, --i:x-1996 
I '-. ,..,-- 1997 

160 I ' I ', I 
I ; 

140 I 
I 

120 . ~"'+ 
tOOL ~ .... ~ 
80 . 

60 . 
.A A A 

40 ~v v v 

20) ~-::.::-::.::-;(-;(-r-· 
0 I I 1-

>- >- ::c _, >-ac: ac: ~ 02 ~ :§ ~ a. 
:J ~ < <: ac: 

~ lXI 

' LLJ u. 

. 

Source: Primury <lata 

This was in response to a reduction in' orld coffee prices. The prices slabiliz.oo ami 

later st.anoo picking up again to a level f Shs. 125. when the interim di idemJ ' ere 



d larcd. tart d to trad e -dmdcnd lh pn · d lm d ag m butth y 

tabl1 1z 10 arch 1995 '' h n a nus f 1 f r2 hare w d ·lar d. Imm uiat ly th 

pnc were q t d - nu , th pnc d r ct.l hghtl but again p1ck d up'' h n a mal 

d1vtdcnd lar d 1n · y 1 5 and th n tabihz.cd upt m1d S ptcmber the m 

''hen th y 

0. 75 '' declared. In March 1 

w1th the peri in\ h1 h interim dindends 

when th r ults' ere ann un cd and a final dl\ id nd 

f Sh . 1.25 w de lar d, the ri dr ppcd duet the I ' icld and in ay when th 

pnces c ffee d hn by appro ·imatcly 13 percent, the pri f r lhi ecurity dr ppcd 

t level lightl . . In June 1996, the prices of thi curity tabt1izcd but at 

the end f the year the tartcd t decline again. This uld be allribulcd t the dr pin 

pncc thtcaandc fee. Thepri tartedtopickupinSeptcmbcr 1996. Thi uld 

be attribu ted t the ann uncement fan interim di idcnd. When th ecurity traded c,

dtYidend the pri c decreased t the lc cl of Sl . 80.00. By the tim r thi tudy, th y 

had rcc ercd t Sh . 100.00. 

The f 11 wing i the OLS m cl: 

P = 0.556 P(t-1 - 7.669 Di - 10.961 8 + 4.216 EPS + 2.044 PIE+ 15 .825 Y + 

( .375) (-1.587) (-1.151) (4.136) (6.922) ( .648) 

0. 5 F/E + 0. 1 WCP + .290 WTP- 18. 

( .232) (0.204) (0.083) ( -3.087) 

R2 =0.97464 

F( ,42) = 201. , p- aluc = 0. 

so= 13091 

F rc t chi- uare = 1.79 

Cho\ t t ( 12,42) = l. , p- aluc = 0.4167 

Fr m them cl, the mol ignificant ariab1es were EP the Price {t- 1) and PIE. 

The m cl pr u ed an a curate e -ante aJ ue ince aU lhe r rc · t pn cs had t- a1 u f 

between zcr and minus 2. 
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An mv tor \ ould be adv1 buy ( II) the h re when the pric f t a and 

feearein rea.sing(decrcasing):al \Vhenth hJIItng• d pr ·•aung(app •tating). 

Th in tor hould h ld to buy when the ndilt ns ar tabl . •gur 5 d 

n t pro tde a clear pattern for the price movement, and lhercf rc un in c t cann t be able 

to predj tthe' hen the price' ouJd incr e r decrease. 

Commercial and Servi 

Uchumi Supennarkets Umited 

This i a locally contr lied company wh c rdinary hare ha a par aluc f Sh . 

5. . It is an enterprise f r the retail sale f entiat c mmoditi ut c mpctiti c pri and 

creates outle of I lly manufactures good . ll also earns a ub tantial am unl f intere t 

from deposited fund . 

In 1993, maj r econ mic changes occurred as intere t rates' ere deregulated 

foretgn exchange liberalized, and im rt conLr I were rem ved. The prices of on urner 

products fell rapidly and mpetiti n became fierce. This affected the end year finan iaJ 

result of the company. 

In 1992 and 1995, the g ernment sold part fits stake in the company t the 

public through a public offering. The sccuritie started trading at the NSE on 4th January, 

1993. The price opened at slightly o cr Sh . 20.00 and impro ed up to Sh . 25. but 

later tartcd t decrease t price under Shs. 20.00. There were "n i es" in tradjng upto 

the end f 1993 and in the beginning of 1994. Uchumi ecurity,ju t like any other ecurit 

benefi ted from the 1993/1994 NSE boom. In 1994, n both occasi ns when an interim 

di\ idend April 1994) and a final di idend (November 1994 ' ere de Jared tl1e price 

1m pro cd. Butt ' ards t!1c end f the year prices started t tided ' n' hen nom re 

ann unccmen " ere f rthc ming. In May L995, an interim dividend \\as declared and the 

prices\ cnt slighlly up again. B th the ann uncement of a bonus and final ill idcnd 

(October 1996) cau d the prices to sh t up and' hen the bar started to trade ate -

div1dend , lhe prices decreased to level below Sh . 40.00. 



Figurc6: A vera c Monthly Pric ~ r Uchumi: 1997 
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The OLS model has the following characteristics: 

0: a: 
u.J UJ 
co aJ 
~ ~ 
u.J u.J 
> u 
0 UJ 

0 z 

P = 0.041 P (t-1) + 0.228 Div + 7.783 EPS + 4.783 PIE- 0.001 F/E- -2.015 Y 

(O.B66) 

- 39.291 

(-17.786) 

R2 = 0.993303 

(0.272) 

F (5,33) ::: 978.95 p-vatuc = 0. 

SD = 1.32 245 

Forecast chi-square= 1.54 

( 18.345) (20.339 (0.549) (-0.051) 



Chm t t ( 12,33) = 1.14, p-value = .3 

A Lhe a e r ulls indi · tc nl the EPS and PIE arc tgnificant. The ibihty 

of making a type 1 c r i zero. In the t, only January 1997 and Mar h 1997 had!

value I Lhan minu 2. All ther 10m nth had value greater than minu 2 and I than 

z.cro implying a g ex-ante~ recast forth m el. 

A per the pattern of the price m emcnt ( cc figure 6), an invc t r 

ccurity j ust be~ re the final finan ial r ul are ann unced and ell ju t be~ re the hares 

tart to trade e ·-di idend. In bet\ ecn the year the in c tor sh ulu buy ( ell)' hen the P/E 

ratio is decreasing (increasing) othen i can in est r hould n t buy n r cllthi curity. 

Generally, the results f Uchumi ecurilies can be effected b changes in the 

interest rates due to the amount f fund inv ted, drought and le el of inOation becau e 

the majo r target market are U1e lov in me earners\ ho are' r t hit by the lasttw 

factors. The depreciation of the hilling' ill also affect there ult as m t of the g s ld 

arc imported. 

Figure 6 does not pro ide a clear pattern of the price mo emcnt as the c mpany 

announces its re ults in different periods of the year. 

Pearl Dry Cleaners LimHed 

Thi company,. as incorporated in 1945 and i · locally c ntr lied. Its main bu inc 

activities include dry cleaning, laundering and dyeing, and owning me propertie . The 

company has two types of securiti traded at NSE; ordinary hare' ith a par value f Shs. 

5.00 and 5.5 percent preference hares with a par alue of Sh . 20. . 

T he price of this security traded bet\ een Shs. 4. and Sh . 6.00, but benefited 

from the 1993/1994 NS~ boom, reaching an all time high le el f Shs. 14.00. The price 

ilien started to decline. Bel\ ccn 1994 and 1996 (both year inclu i e) the price ha c been 

decreasi ng, but the rate of decline increased in later half of the years. This can be allributed 

to poor end of year financial reports that di appoints the market, and the in lor ff-1 ad 

thetr securities in the market. 



The OLS model ~ rthi ccurity It· the full wing nu iabl : 

P=O. SP(t-1)+0. 529Di +7. • S + 1.133 PIE .078 Y 5 

( 1.563) (0.3 ) ( 16.351) (23. 2) (0. 53) (0. l5) 

R = 0.995181 

F{5.54} = 1858.43, p- aluc = 0. 

SD =3. l 

Forecast Chi-square= 17.43 

Ch w lest (12,45} = 4.77, p- aluc = . l 

Figure 7: Average Month) y Pri or Pearl Dry Cleaners: 1997 
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The value of forecasts chi-square reject Ute null hypothesis Lhal U1ere has been n 

stru tural changes in any parameter bel\ ccnthc sample and the forecast pc1 iods. The 
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t aJ rejcc the null hy th 1 c 1 tancy and th impltcah n is that t11c m 

im mga 

'ide very accurate . -ante p1 uit;lJ 11 . It i nly th m nth tay 1 

-1.19, all lhcr rcuiclion h 1u. n a lute t value than t , .. 

·· ' l. It can be C II ·luLl ulhatthc hw C JliC . arc II l 

the ma1 kct. 

whu.:h 

Fr -the figur , it can be seen that the p111..: ha e been n a t.lcclinc forth I· t f ur 

An in lor would be au i cu to h ILl buying this security until the t1emJ reve1 s s. 

Fi urc8: A cragc M nlhly Prices f r Pearl Dry Cleaners 5 pc1ccnl Preference Shar : 
1997 
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Pnmary data 

The paucm f movement r prices of tJ1is security closely resembl the 111 vcmcnl f 

cor inary share. This being a lixcd income security thcdiviucd d n l play a crucial r le 



in Lermming Lb pri c. One r the pu f buym tht ·urity i ~ ali f th 

e r uircmen rt lio ~ there~ re th unt • i n t gUJdcd b · '' 1 ·d m r th 

m ·et H ' ever the e urity can be bought r ld depcn<.hn n the pre\atltng mt r 

mpared to the icld r thi e urity. 

Fr m figure , f both the security iL can be ccn that for the years 199 1 5 and 

lh pnc decreased fr m lhc m nth f F bruary and M r hand nly impr ,. d 

sh hlly L ' ards the end December. 

The main narure f bu in for lhi mpany i that it publi he "The Standan.l 

e" paper" and di tribut elected 1 and verscas ne\ papc~ , magazin and 

pen t • The resul f the mpany arc affc ted by l uri t a they con litute a big 

mar et hare for the f reign new papers. AI , tbc escalating l f the ne' paper print 

ma) a1 ffecL there ul . The Ouctuali n f Lhe f reign e, chang may also affcctth 

results as the cost of the im of bolh ra' material and pare par will be affected. 

Generally, low economic ndition and high lc cl of compctili en \ ill al affc llhc 

r ul more since any incr c in co t cann l be pas don l th readers n r the 

adverti c . 

Thi ecurity i one of lhe fc\ uriti ' hieh has been cry latile' ith ' ing 

in pric ranging from Shs. 2.00 to Sh . 21. . llo' e er, it d n t cern t be affect d 

by lhe declaration f dividend incc 1990, the fir l di\'idend t be declared was n 1 lh 

February 1997. Atlbatlime, the prices tartcd an upward trend but tabilizcd at pri ·c 

hghtly abo e Sh . 15. but later stated t tid d wn. At the ginning f the ample 

pen the price was quotpd at Sh . 3.75 until the 1993/ 1994 m ' hen they impr cd to 

Shs. 14. . Ho\ e er. the pric ha e ntinucd L ha e wmg that cann l bee plain 

b any mar et factor ; apart f m t11e time Lhal a dcclarati n of di idcnd' as made. 

4 



Fi urc9: Avcmgc Monthly Plicc for Swntlan.l Nc' spapcr 10up: 1 7 
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The OLS model for this security has Lhc ~ lim ing chamclcristi · : 

P = 0.407 P (l-1)- 4.355 Div + 2.2 EPS + 7.557 P/E + 0.001 /E - 25.216 

(6.380) 

R2=0.986 

(-1.917) (7.843) 

F(7.43) = 422.83, p-value = 0.000 

SD=4.03 1 

Forecasl Chi-square = 2.15 

Chow lest (12,43) = 0.94, p-valuc = 0.577 

( 10.664) (0.327} (-8.7 1} 

r m the above model, price' ilh a Jag r one, EPS, and P/E arc iguificant in lhc 

croos alidation andthe only month in which the ex-ante forecast at-value of2.01 was in 



Fe ary 1997 all other had ab lute alu than t\ . Sin th c mpany h 

to declare dh tdcnd , an im·e l r' uld auvi cd t buy th cumy wh n r ul~ ar 

t to be announ ed and ell nee the da idend ha e been d Ia d. 

Fi r the }cars 1994, 1995 and 1 , the pri h v a u m f d r ing in th 

m nth of Apnl and May and impr e in them nth f June t Au u l, then the pric 

would decrease and t rt to impr vc in the month f No ember and D ember. Figure 9 

hares thi in~ nnati n. An invest r' ould thcrcf re be ad i d l II in the month f 

February and March, June and Jut , and D ccmbcr. The in buy in the 

months when the pri are at their lm est These are them nllt r April, May and 

October. For the other month , the in est r sh uld hold L bu r .ell. The pcning up r 

the East African countrie provides the c mp ny' ith an opportunity l enlarge its market 

and with lhe granting fan radio tali n in 1996,Lhedynami that inOuenee the price 

movement may change. 

ation Printers and Publi hers 

This mpany is locally contr 1lcd, anc.l it own and pubJi hes 'The Nation Group 

of ewspapers:. The company al o prints, publi hes and pr uces packaging material 

through Kenya Lith Limited. There arc me quality brochure and j urnaJ that are 

published by Nali n marketing and publi hing Limited. The ecuJity traded at NSE has a 

par alue of Sh . 5.00. Most of the fact r af~ Ling thi company arc the same that affect 

Standard Ne' paper Group as they are com petit rs in the same mark t. The c mpany has 

a greater potential due to the' idenlng market fEast African c unui and the pos ibility 

of the group being granted televi ion and radi li ·en . Tbi mak it an attractive 

mpany in ' hich one ary invest in. 

The price f hares ha e gradually increased from Sh . 10.00 per hare l Sh . 

155.00 by lhe time of this tudy. In both casi ns' hen the c mpany d clared bonu 

1 ue, the prices h l up reflect this ann uncement. During the fi1 t time that an 

announcement of Ute nus was made (M rch 1995), the pric shot up t ver Shs. 

5 



I 00 but later t rtcd l I ide u ' n nu by th tunc the 1 ric 

tllC}' had fall n t IC\ cl c.. r Shs. 7 . . Allh tame ur llu study, lh 

qu I d c. ·Ur\ rd m.J. 

mpany ha ul 

1u i uc(l lhApni,IY97)antlprcdictablylhcpric.: wcntupby h. 

1500. 

The pany, benefited f1 m the NSE Ill atlhc beginning f l993/J994, Ut 

1 hen the.boom came l an end, am.J the Kenyan cu 11 cncy sla1tcu to ga111, the p1 icc. · HI u 
to levels below Sh . 30.00. Apart fr m the pcrio<.l' hich the sccuriti have larteu t >trade 

e -dividend r nu • the price ha c been nan up\ ard trend. lmmct.lrat ly after the 

p ccs arc qu ted e -dividend r nu , they woultl recover antl c ulinu n their upwurd 

trend. 

Figure 10: A vcrngc M nth I y Prices ~ r Nation Printers and Publi hers: 1997 
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i th OLS m cl: 

P = 0.753 P(t-1)- 2.765 Di + 32.256 B + 0.672 EP + 2.212 PIE-

(9. 1) (0. 740) ( 1.352) ( 1.849) (3. 713) (- . 54) 

- 0.0 11 FIE- 23.494 

( -653) ( -7.784) 

R .. = 0.987 

F(7,44) = 47 .65, p- alue = 0.000 

so= 6.6512 

Forecast chi- quare= 1.28 

Cho' l t(12,44)=0.60, p-vaJue=O. 34 

The model has a forecast chi- quar f 1.28 implying a cry accurate c ·-ante 

~ recas t, v hile Chow test how n tantly in the ariables u d for thi m el. An 

10\ tor' ould be ad ised to buy thi security' hen the general r erve arc high becau c 

lhc com pan would ha e to i ue a bonus. The investor can buy the ecuri ti prior to the 

results being announced and later ell 01i ecurity after lhe prices have impr eeL The 

improvement will be due to lhe resul being announced. Ho\ e er this ccurity has been 

on an upward trend, o one can be ad i eel t h lcJ. 

From figure 10 no clear pallem emerges the pricenuactuate in different pallcm 

1n different cars. 

Car and General (Kenya) Limited 

Thi company i controlled locally. The business acti ities in Jude the elling f 

d m lic appliances,kilchenequjpmcnt,Yamahamot rcycles,am.lm t ra ri .lli 

also actively engaged in the manufacturing fa\ ide range of g rubber 

pr ucts, ' elding rod brake lining, refrigcrat rs, cookers and o n. The c mp ny was 

ongtnally pcrating in the three East African c untries but they have no' reduced the 

market nly l Kenya. Their ordinary hare h a par value f Sh . 5. . 

Thi i a company that has been v t hit by the liberalizati n of the cc nomy, as 

7 



pim rts I w quality products have offered t1ff com1 tillon in th ir lratliti nal 

11131 Cl. 

Figure 11: Ave geM nthly Puccs lor ·1r anti General: 1997 
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Fr m January Lo Aprill994, the ecurily bcnerilc<.l from a delayed NSE mas 

small com~.mics with low prices\ ere targeted lulcr by lhe invc tors. The pri · al 

improved during the same period due to a declaration of a bonus f l for 5. In December 

1994, Ute maj r shnrch lders' anted L c ns lidale their h ldings ami they ught hare 

through the NSE. This in rease in demand imp cd the price t the level ' f Shs. 19. 

and' hen they t ppcd buying the hares dr pcd to Shs. 17.00. The ame thing 

happened 111 June 1995 an<.! the prices improvcc.l again to lc cis f Shs. 23.00. When 

agam, the maj r sharch Iuers slopped buying, the shares c.lroppcd in p1 icc l 



Th nd time that th mpany i ucd a in Au 'U ·tl . Together 

" th a declaration of two percent di idend lhe pric impr cd 

when they tarted to trade e -bonu the prices reduced t level 

The[! llo\ ing i the OLS m el: 

P = -0.079 P(t-1) + 7.432 Di + 17.273 EPS - 13.273 B- 1 Y + .ern PIE 

( -0.587) (0.421) (2.332) ( -0.235) ( -0. ) (3.345) 

-0.014 FIE+ 4. 14 

(-0.550 (0.800) 

R2 = 0.337627 

F{7,43) = 3.13, p-val ue = 0.0092 

SD= 10.445 

Forecast chi-square= 9.98 

L t (12,43) = 0.79 p- alue = 0.687 

, but 

Fr m the model, it is only the EPS and PIE that are significant; all the ther 

vanabl arc not. The model explain 33.76 percent of the price change:, \ i th the values 

bcmg ignificant al l percentlc cl. The price of this secUiily i n l affe 'L d by Ute 

announ cment of dividend as the l- alue i 0.421, thi can be c nfinncd rr m figure 11 as 

the peri in which only the di idend ' ere declared the pric did n t impr c. 

Only the months of March and April 1997 h d t-valu [i r the predicted price 

be1ng -2.05 and -2.06 respecti ely. All the ther had alu betv ccn zer and -1.59. 

The implicati n i that the ex-ante value arc accurate. 

Fr m figure 11, it can be een ~ r the month f Augu l e ery year the price reduce 

and an invest r can ell their shar at a higher price in July and buy them ba kin Augu tat 

a lower price. An in est r can a1 buy the har in August and ell them in them nth of 

June and July. 

Marshall {East Africa) Limited even percent Preference Shares 

The c mpany is locally c ntr lied. It deal \ ith the as embly and marketing f 



Pcu • T ta aoo Vol o vclucl and rclat d n·iccs. The mpany al It Ill the 

rran 1sd r V lvo earth m ' ' ing CtJUI pmcnl. 

has fully 1 ucd 25, 7 percent prcfc1cnc shares. However, in the pcnlxl f the 

too) tltcre' ere only three lmn acti n , and the prices hu\c rung d bet we n Sh . .95 am.l 

Shs. 7. , 

Since this security is cry illiquid, the' isd m of Ute market cann l be applied ( cc 

fi urc 12). HO\ ever, an in est r can buy this ccurity to meet the inc me 1 tuircm nlS f 

h•s/hcqx>rtfolio r \ hen the yich..IJalcs arc higher than the p1cvailing ma1 ~ct inlcrc l mt s. 

Figure 12: Average Monthly Prices fur Mar halls 7 percent Prcfctcncc Shar : 1997 
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Tht 1 a 1 •· lly c nlr lied an~\ •h ·c ma111 adt th s 111 ·lud th ptu\ tSI 11 Jl an. I 

ftllanci ng (hire purchase) anc.J other follllS r industrial ctcdit. Allhc lllllC l thi tully , 

~ans \ ere alan ac.Jvan ec.J sla 'C lo acquitc Aft ican Mctchantile lJank in ltn "tth lh 1 

dJrC\:Uvc f the Central Bank f Kcny.1 (CDK). The sccunty lrmJcc.J alth , change at 

orthnary har ' hich ha e a Shs. 5. par alue. 

Figure 13: A ernge Monthly Prices for Nati nallnc.Justriul Credit Limited: 19Y7 
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The ccurity seemed to bene tl fr m the 1993/1994 boom of NS · ,when the pa ices 

rose loan all lime high f Shs. 157. . At the same lime, a bonus f 1 for 1 ' u ·is ucc.J 

anti the price remained al high 1c cis until July 1994' hen they slas Leu to lt.1Jc alan c. -
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nus lc el f Sl . 60. . The price have tabilizcd bctw n h . and h. 

37 . H we er, th rei a pen 1 rai in pri at und th m nth f ebnmry and 

arch'' hen the financial r ul ha'e n released, mal dt' td nu d Jared and a nu · 

ued. 

Fa t th l ha e affected there ul include high intcrc t rate in real term cau d 

by the bench mark Lrcasury bill yield . [ncr e in rati by CBK (l percent), whi hi 

interest free add 4-5 percent t the erall t of funds. Ttu r ·ul tn high lending 

rat \ hich m e t of fund and repayment difficult to the cu t mer . The liberalizatt n 

oftradernadechcaperimportsavailablchen cmakingthe lienthave tiffc mpetiti nfr m 

some competitors in the tran pon ect r \ h did n t have any I n to rep y. Some large 

recoveries ha e been made fr m cu t mer, wh sc indebtedn · h d been pre io ly 

con idercd bad and d ubtful. Full pr vi i n had therefore been made. Such debt r 

indude several d hauliers in this categ ric wh benefited f min rc ed demand f r 

the servic fr maid agencies c nccrncd' llh the pr blem in the Great Lake Regi n, 

Sudan and S alia. 

The OLS model had the f llov ing charactcri ti 

P = 0.494 P (t- 1) + 9.24 Div- 3.483 B + 5.537 EPS- 212.951 Y + 2.2 PIE 

(7.974) (2.50) (0.4053) 5.4742) ( -1.926) (6.564) 

- 29.7:/J 

(-4.638) 

R2 = 0.945 

F %,44) :: 126.73, p- alue = 0.000 

SD=7.010 

Forecast chi- uare = 1.92 

Chow~ t (12,44) = 0.67, p- alue = 0.771 

All the f recast value had an ab lute alue f le s than I\ , hence the model is a 

g estimate. Fr m figure 13, there appears t ben pauem in pri c m emcnl er the 
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• ear peri . There~ re, it i dtffi ultt ad n ' h n 1 buy, ell r h ld. 

Ctty Trust Limited 

Thi i a 1 

5 . This i n in 

llmited. 

ly ntrolled c mpan \\h ordinary har have par alu 

tment mpany' hi h h Ids all ordinary har f Ken t k 

At the beginning of the ample peri (January 1992), the price were qu t at 

Shs. 30.00, but later the ptice impro ed .. Thi can be attributed t capital gain mad in 

the market' hen the o mpany s ld some f tiS hares l the market. Later, after th market 

exCitement fadoo ff, the price redu cd t Shs. 15.00 in a peri <XI f I\ m nth . During 

lhe month f Oct bcr 1992, a combination f di idcnds of Sh •. 0.60 and a bonu f I f r 

5, ere declared. Thj had the effect f Ling the prices. In June 1993, the company 

posted low in estment return dueL the t-clc tion uncerlained and the prices ' ere 

cpr ed. Later the NSE boom of 1993/ 4 b t up the prices to ' r Sh . 35. . When 

the boom ' as o er, the prices tabilizcd at ar und Shs. 25.00. ln Jul J996, the prices 

tarted picking up because the company s lu its h I ding in Barclays Bank and Standartl 

Chartered at a significant gain. The mar et' as impressed and it reactetl in fa ourable 

manner pushing up the prices. They reached a mini peak in September and tartcd t Iitle 

d ' n until the year ended. Early in 1997, the prices tarted to rcc ver and by the time f 

\\nting this report they had stabilized at ar und Sh . 33.00. 

The foil ' ing is the OLS model f r thi ecurity. 

P = 0.183 P (t-1 ) - 7.769 Di + 14.979 B + 3. 129 EPS + 1.309 PIE- 0.153 lnt 

(2.155) (- .568) (1.926) (6.57 (7.939) (-4.07-) 

+ 52930 y + 2.375 

(0. (0.701) 

R2 = 0.53605 

F(7,43) == 126.26, p- alue == 0.000 

so= 1.753 
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For l Clu- quare= 149.82 

c test ( 12,343 = 1 .99, p-value = 0. 

Th lo\ alu r the Chow lc l im.li ·ate lhallherc has been a lru ·tutal t.:hang Ill 

some parameter bel\ eenthe ample and the f rc ·· 1 pcrioo. A Is • the la1gc valuer r th 

t Chi-square indicates that the mwcl u nul pr vide n ·curate ex-ante values. Thi 

was the case because alit-value for the forecast a lues we1e les than minu · 2. An inve t r 

should buy U1is security when Ute market (NS ·) r.uses and sell '> hen the mmlel goes 

n. The in lor hou1u ho1llto buy r ell ' h n lhcre arc large Oucluati n in the 

m ·etas this implies uncertainty. FigUJc 14 diu nol reveal any clear pallcJn and it would 

bcdJrriculll advise the investor based n the price patterns over the fi e ycar peri 

Figure 14: Average M nthly Prices for City Tm t Limited: 1997 
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Kcnstock Limitcc.J Deferred 12.5 pcacent 

Tlu c mpany i locally c llll lieu. ll ha! two . CUI Ill . i llg ucult i 11 at N .. 

The security lh l \ induc.Jw in the ample i c.Jcfencc.J 12.5 per ·cnt un ·urcd I · n ·t ·k 

Thccompany i a\ h lly \ ucc.J sub idiary fCilyTru t Limit tl . Di iucnu aaec.J du1 c.J 

10 lhc dcferrcd stock al every end of lhc ace uatling period. 

Figure 15: A vcragc Month! y Prices r or Ken l ·k Deferred 12.5 percent an SL ·k: 
1997 
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The prices f this security started lratling in 1992 al prices bel ween Sh . 12.00 anc.J 

Shs. 14.00. On Murch 13, 1997, the COK ga c II lice of rcucmpli II r lhc 101/2 pcrccnl 

of Kenya loan stock which was rec.Jeemcd at par on the outstanding as al April L4, L997. 

Tha had lhc cffccl of ueprcssing the prices which lid down to pri e slightly alxwc Shs. 
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.00. 

The\ isd m f them rk t nn t be applied n tht ·urit in· Ill er)' tilt uid. 

An to estor h uld, howe er, buy the urily l meet the in me rcquir mcnl f ht 

rtf olio. r \ hen th ield rat are higher than the prevaihng r tum fr m ther 

mvestment opportunity ( ec figure 15). 

Industrial Commercial Devel 

Thi i a locally nl lied mpany wh e equity hare ha a par value f Sh . 

5. . The company is a parastatal ' hich pecializcs in investment. It enabl Kenyan to 

acqui re an interest in e ·i Ling pr ~eelS including certain investment held by the c r ration. 

The security had harp in rcase during a delayed 1993/ 1994 NS m. Al the 

same period (September 1993), a final di idend' as declared and thi pu hed lhe pric 

further upwards. Towards the end f the m, an interim di idend w de tared in April 

and the prices \ ent up again. Thi ccurity cems to be en iti e l declarati n f 

dividend , either interim or linaJ, bccau e e erytime there is a declarati n, the pri ·es mise 

and by the time they ha e started t trade ex-dividend the price always de line. The pric 

arc also affected every time there i a dcclarati n f bonu . 

The following is tile OLS m el: 

P = 0. 142 P (t-1) + 0.310 Di + 4.277 EPS + 1.959 P/E + 9.316 B + 13.763 Y 

(1.755) (0.238) (5.(2) (9.817) (1. 1) (0.463) 

- 0.19 lnt- 3.193 

(-2.106 (-0.514) 

R1 = 0.964 

F(7,33) = 125.28, p-valu.e = 0.000 

SO= 2. 502 

Forecast chi- quare= 1.36 

Chow t t (12,33) = 1.07, p-value = 0.416 

The low forecast chi- quare and the Ch \ tc t hO\ that there has been Lability in 



mete d it is nly lh Ill nth r Ma&ch 1997 lhallhe ~ &e -st ralu II' a l- \ alu 

sm lcr than manus 2. All oU1cr have l aJu arc bctwc n n and -1.75. An inve t r 

should cllthi ccurity ju l uflcr an ann unc.:cmcnl of a diviuenu r nu. ht l>ccn made, 

and buy back the sc urity aflcr the prices rue quotoo cx-divitl nll ( nus). F r the car 

199 to 1996, the price improved in January, August and in October am.l N vcmbcr. The 

pri cs aJ o decline in them nth f Aplil and May, and als in Oct( r. Th 1cf e an 

investor sh ld buy Juring them nth in which the pric me atth i lowe l am.l ell wh 11 

the) arcatlhcirhighcst. Figure 1 illu llatcs thi. 

Figure 16: A vcrage Monthly Prices f r lm.lustrial Commercial Dcvcl 1111 nl 
c rporation Limilcll: 1m 
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Tlu i alocaltyt:unll II uc mpanywh ccquitytsc.livicJ dtni>SIHII 'ilhapar 

"nluc of Shs. 5 .00. This is am rlgugc in li luli n ' hich ccks l cnc uragc and pr m lc 

lhc fiOW f sa ing , both private t\llU public, int rinancing h me 0\ ncr. hip liH ugh the 

pro\1100 fsa ingsanuue ilfad\iliC ' WcllassUdl lhcr CIViC the acceptance 

and atlmini \ration r proviucnl fund . 

Figure 17: Average Monthly P&ic f r 1 l u mg mancc C mpany or Kenya: 1997 

---1992 
--<>- 1993 

40 ,--~-------------~---- 1994 
/\ --+--1995 
I \ --l::s- 1996 
I \ 

+' \ 

35 

---1997 30 
, I \ +,-+ .. 

25 t.--J---'-+ :-..._~~-;:-'l~A _, ' 
-~6£+•' ' '-.------ --

15 

10 

5 

0 --f----. 
>- ~ 5 ...J >- UJ >- t; ffi 0: IX IX IX 02 ~ z _J 
c{ <( w UJ UJ 

~ 
a. :::> :::> {!l 

~ 
co al co :::> :::> c{ ., ., 
0 ~ ~ z a: ::> t; c{ co < > u ., 

~ 0 0 w 
UJ z 0 V) 

Source: Pti mary tlala _ 

On 7th October 1992, there' as a public offering of 18 milli n auth riz u but not 

tssuctl h res al Sh . 7.00 payable in full at applicati n, (the par aluc w· Sh . 5. ). 

The reason f r \he issue was to fu\fi\\ lhe bjcclive of increasing lhe sharch Iuers' base of 



t. m ny. The pr to be u d t tr ngth n furth r th apllal 

lhc untry. 

Ahh gh the pric in rc c c cry time there i a de ·Jaratk n fint rim. nd mal 

dmdend • and f r nu i · uc, the rate f increa e i cry mall 

t.hatcau c the ecurity t hav any price nu ·tuati n . Thi c unty benefit d fr m a 

delayed 1993/ L NSE boom. Aflcrthe m \ as O\'Cr th pric tabtlil datI cl f 

Shs. 20. . Thercancr the pri c ha e nuctuatcu bel\ een Sh . 17. and Sh . 2 .00. 

The C llo\ ing i the OLS m cl: 

P = 0.056 P(t-1)- . 0 Div + 3.231 EPS + 1.529 PIE+ 2.923 8 + 4.3 5 Y 

(1.056) (-0.993) (17.491 (13.560) (1.2 7) (17. 3) 

+ 0. 114 lot - 21.093 

(3.217) 9-6.992) 

R- = 0.975769 

F(7,32) = L .09, p- alue = 0. 0 

SD=l.l61 

F recast chi- quare= 43. 

Chow test (12,32) = 1 L. , p- a1uc = 0. 

The high fore ' t Chi- quare and the I w probability of Cho\ test indicat that 

lbere has been a tructural change in the parameters, and the mo<.lcl cann t pr u ur te 

e ·-ante figu . All the f rcc t alu had alucs 1c than minus 2, implying r c ·-

ante forecast An in 

(tncreasmg). The inv 

dtrecti n f the inter t rat . 

uld buy ( ell) security when interest rates are deer mg 

buy r ell when there is uncertainty tn lhc 

As figure 17 hm , the pri arc mparnti ely high in them nlh r January anti 

February, and at inN ember. The pri were also at their low tin them nth f 

April, and during the period bet\ ecn June t September. An in cstor' u1d be ad i ·cd l 

buy during them nths in ' hich price arc atlO\ lc el and ell during the month in 

9 



'' h.1 h pnces are at hi h I vel . 

all nat Bank of Kenya LimHcd 

The company w in rporotcd in I and i locally c ntr II d. J ma1n natur f 

i to provide a full range in banking ervices. T \ an.l the end ._the 

vcrnment old 20 percent f i hare h I ding (40 milli n ha ) t the public. Thi \ as 

m hnc with the aim of the go cmment t pri atize and al 

hareholders. The same pr v as al repealed in June 1996, ' here again 2 percent 

of the government holding \ as ld t the public. Though the g crnment holding h 

reduced ubstantially, the control f the a ti itics of the bank i till n the hand f the 

government through the appointment of the board f direcL r and al thr ugh the 

combined holding of the Nati oaJ S ial Securily fund (NSSF) and the g vcmm nt \ hich 

amount to over 51 percent. 

The security started to trade in the NSE in No ember 1994. The pcning price then 

was Sh . 23.00. In 1996 the price larted t tlecline and by the enc..l of th year, the price 

h d reduced to Shs. 15.50. In 1997, the prices had stabilized atthi level. The di idcnd 

yield for Lhi security is low and the ann uncementof any tlividend either final r interim 

do impr ve prices. For example, in January 1995' hen the half year r ult ' ere 

ann unced the price dropped fr m Sh . 24.00 t Sl . 20.00 d pit the ann uncement f 

an mterim dividen . 

The generated OLS model r r this ecurity i as follow : 

P = 1.022 P (t-1) + 184.894 Div- 1.113 EPS + 0.0367 PIE- 0. Slnt 

(7.829) (0.046) (-0.524) (0.457) (0.045) 

. 3970.864 y + 153.473 

(·0. 51 ) (1.874) 

R2 = 0.998 

F (6,11) = .36, p- alue = 0. 

SD = 1.248 



l Chi- uare = 362.06 

C \' t t ( 12,11) = 0.63, p-valu = 0.7 

F m the a vc model, the Ch w t l i large indicating that thc1 ha been n 

stru turn! changes in any parameter, implying a g e ·-unte r r cast The fum.lameutal 

rauosdo nul inOuencc the price in any\ ay. This can be auribut c.J l the g vernmenl 

controlli ng the bank. 

Figure 18: Average Monlhly Prices f r N ti nat Dank r Kenya Limitcc.J: 1997 
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From figure 18, no pallern can be identi acxl and therefore it' ould be c.Jif aculllo 

ad ·isc an invest basetl on U1c past price m vemcnt . 



Till c mpany is I ,ally ~UillJ II ·u unu Jt ht I Ulll<lry shaJ . that hm c a P·ll \ al u 

ofSI . 5 .. l mainb in ito ffcrlilcinsuan cbutital of 1·fu unt.lgcn rat 

msurancc. The mpany ism tly a r ctcu by the tate f ec n my unt.l any fact 1s that 

may dvc ely affect the growth f the cc r my will cffcctthe r ull f the mpany 111 a 

ncgatrvc '" nncr. Hence, high mtc r innall 11, 10\ growUI rates f c . I Ill~ unu the 

coc crime\ a C\ illatlvcrsclyaff<X:ttllcrclum ofthccompany. hcmanagcmcnl, 

O\ urtls the end of 1993, starleu a 1 I icy f employing qualifictl stuff and this ·tar tetl t 

bear fru its in improving the retums r the c mpany in 1994. 

Figure 19: Average MonUtly Prices f r Pan Africa lnsumucc C mpany Limitctl: 1997 
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- ,the end year mancial report w rei cd antllhe pri 1mpr vcJ t hs. 27. 

the urity tarted t trad e -dividcntl, the price redu . They 

le els until May the f 11 wing year' hen the em.l year rc ult \! ere 

ret ed a in and the price impr d t lc el f Sh . 25.00. The pri did n t impr 

10 le el f 1991 becau e the r ult were not as good as th e f 1991. Th prices 

lh urit) tarted t increase during the NSE boom and unlike ther uriti , they ditl 

line after the boom. In May 1995, the mpan; declared a 1 f r 4 nu i ue and 

the pri e 1m pro ed to Sh . 75.00, (the bonus d not appear in the m cl bccau cit ' 

the nly u i ued during that peri and it r ultcd into a singular matri . ll h d to be 

dele ed fr m the equation). When the share tarted trading ex-bonu , the price fell to 

bel ~ Shs. 50.00. But they tartcd t reco er lm: ly and by April 1 6, they had reached 

S 60. in anticipation of the final r ul . When a final dividend w ann un cd in 

Ma) 1996, the prices increased marginally and\ hen they' ere qu ted cx-di idcnd, the 

pnces lid t Sh . 55.00 and ha e tabilizcd at the c prices upt the time f thi tudy. 

The folio\! ing i the OLS model: 

P:: 0.054P(t-1)+5.215Div+5. 58EPS+3.349P/E-120.72 Y +0. 221nt 

(0. 1) (3.560) (10.0 ) (0.736) (-2.353) (0.355) 

-22. 14 

< .rrl) 

R2 :: 0.9 2 

6,34) == 304. 5, p-valuc = 0.000 

SD::2.374 

Forecast Chj- uarc = 6.04 

Cho · l! t ( 12,34) = 2.18: p- alue = 0.037 

From the model, it can be cen that them t ignificant variabl arc di idcn , 

EPs, PIE and yield. All the other ariables arc n t ·ignificanl. The I ' Ch ' te t 

ility indicate that the model d n t ffer ac urate ex-ante predi lions and therefore 



it uJd be rcje ted. 

An inv uld buy thi urit when he' an to hcc.Jg gam t thcr finan ' JaJ 

. The in es r al buy t diver ify hi 

are 1n reasin . When lhey are decree: ing, h hould ·elI thi ccuri t . Wh n the c.Ji recti n 

of the inler t rat i uncertain the in c t r h uld hold t buy r JJ the urity p1 icc · 

d move in any directi n. 

The figure is not predictable pattern~ r the price mo ement ( ce figure 19). 

Therefore, it n t ible to ad i can in c r when to buy r llthis urity. 

Jndu trial and Allied Sector 

East African P rtland Limited Rights 

Thi ' as a 4 ~ r 1 right i uc t the hareholders of tbe East African P rtland 

Limited Security. They' ere being bought fr m the company at Sh . 14.00. The NSE 

"ded to sell them as a separate ecurity ~ r ne month, butth c mpany aplicd to CMA 

for an e ten ion and thi period ' as extended t two month . Thi ' a the fir tti me that 

Uus [ype f ecurity was old in the stock exchange. Initially, the pc ulal r bought the 

right issue at prices of Shs. 17.00 increasing t Shs. 17.30. 

The intenti n was to make a capital gain h uld the price impro c. Later, the pri e 

eclined as in t rs tudied the situati n . After the investor realiz.cd the true value of the 

nght i ue, the tartcd L buy it and Lhe heavy demand pu hcd up the price tole el f 

Shs. 18.20. Thi \! as ti ll at a bargain bccau c n the open market, the East Portland 

Umited ccurity' a clling at Sh . 27.00 and t buy a right i ue at Sh . 1 .00 v as 

buying the security at a di count of Shs. h uld uch a right i ue be ld in the 

m ·et,the in e t r i ad i ed to buy it >I ng the right i uc arc I wcr than the 

prevailing market pri e f the underlying urit . 



w Kcnya Limited 

ny i rorci '1\ • llll II u UIIU its muinnalUIC I 

lu • ng f vinylcx n r tile ruu.l OunJ p auh ivcs. The mpany is al · the 

im cr and' h lcsalcr f Dunlop c n tllll r, · r anu inuu trial prwu ·t . The main 

licnls arc r uno in Ulc building and c n true lion indu ll ics. Thcrcf IC, any fad r lhal 

ldn attvcly(positivcly)aiTcctlhi l\ oindu l1icsw ukln gativcly() ·&llvcly)alf ·t 

Its of the ompany. Th e fa ·t rs w ulu include tagnalion lh cc n my, high 

inflati and interest rates anu a l& ng ·h1lling. 

Figure 20: A vcragc Monthly Prices~ r Ounl p Kenya Limitcu: 1997 
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Li ·e all other ccuritics in NSE, Dunl p benefited from the 1993/94 boom. But 

:mli c other securities, the prices never went dm n since the fundamental uch as · PS, 
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r hare, P/E and dividend yield ''ere ery attracti c. 

m, the price remained n a teady le cl averaging and 

an t ' ard Shs. 250. . The di idend paid ut by the c mpany had been 

inrr~c•ng both in ab lute and percentage t rm and the market anti ·ipatcd lhatlhe I 

nd' ouJd be high ince 1995 di idend wru Sh . 20.95. Thi ~as thr e times the 

I 3 dt i nd (Sh . 6.50). T \ ard the en f the financial year f th mpany (3 1 L 

December). the pri 

h 1997,lhe price had reached, Sh . 27 . ppointtng and the 

·\'i nd paid out was reduced to Sh . 17.95. Thi dcpres cd the pli e and they tarted t 

ide dO\ n. By the time of thi b, the price had Larlcd t reco cr. 

The OLS model has the folio\ ing attribut . 

P = 0.555 P (t-l) + 0.378 Di + l.350 EPS + ll.lll PIE- 0.681 lnt + 0. 1 F/E 

(9. 145) (0.720) (3.792) 

- 54.7 y + 29.474 

(-.601) (1.594) 

R = 0.996 

F(7.44) = 1775.42, p-value = 0.000 

SD = 7.052 

t chi-square= 0.95 

Cho\\ Lest (12,44) = 0.47, p- alue = 0.922 

(6.50) (-4.791) (0.7 2) 

Thel w aluc fforecastChi- quarea.ndthehighpr bability fthcCh \ tc t 

indicate a po t-ante n islency of the ariabl , hence the f orccast pri care ccurate. It 

ld be noted that the com pan) ecurity i cry illiquid. This can be attributed t the fe, 

free noat shares, that i , th~ amount of har that arc a ail able to be traded in the mar ct. 

total amount f bares authorized and i ucd by the company ' ere 400 th u nd and 

y \\'ere held by big in tors. Fore ample, the 2 th ranked inv t rs in tcnn f hare 

ld has3 sharesonly. Adcmandf rthis e uritycanfizzleoutinthemarketbcf re 



r 1 ~ und, and therefore the tl maud ntl UJJIY f the ha 

c l guu..lcd l>y the \ i d Ill r marlct. Fr Ill lhc JgUJ it i 11 ,, 

lcm r the pric . 

The· mpany' asinooa rated in 1922andi locallyc nlaoll d. The · lllJ 'IIIY 
• 
and supplies electricity throughout Kenya. 

R c21: Average M nthly P1ic f r Kenya P \ cr und Lightin • Company 
Limited: 1997 
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From January 1992 to December 1993, the p1 icc remained utlc et · of Shs. 25. l>ul 

1pany benefited fr m a delayed 1993/94 NSE l>oom. Afler the cml f U1c m, th 

pn~ declined. In 1994, bcrorc the 1 ulcs or the lrac.Jing were en orccd, the prices' uld 
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any le cl h nee th av ra e pric ' ·cr low r they ar I . By I 5, th 

nu tuaung and l bali zed and ' ·hen nu r I '' · d lar d 

mbcr 1995), the price in r . , and when th ·uril 

e - nu the pric Wh n Lh haJf y.car 

were ann un cd in Septcm r 1996 th pnc unpr cd to h . 1 . . Th pn e 

'nued on an upv ard trend bccau e the mark t anticipated th t th mpany c uld 

ean ther nu. Thi anlacipationr ultcdfr mloomu h •en ralr n and the ' 

to be capi tahzed. In January 1997, a 2 ~ r 1 nu ' as de Ia red and the pn 

1mp ed to Sh . 3 , but' hen U1ey tartcd L trade ex- nu , they linally lllcd at 

120.00. 

The OLS m el h the foil ' ing ch ra tcri tic . 

P=0.004 P(t-1) + 19.687 B + 1 .72 Div- 0.0954 FIE+ 0.256 PS 

(-0.78-) (0.287) (1.306) (-0.1 I) (1.359) 

. 5 PIE - 544.583 Y + 45. 

(170. 101) (-1.245) (1. 3) 

R2= 0.999 

F(71 3) = 65 .09, p- alue = 0. 

SD= 5.044 

r-nr~.c;:] Ch.i- uarc = 1.26 

t t (12, ) = 0.86, p-valu = 0.592 

The~ rc Chi-square i mall and the Ch \ test h \ the c n i ten ·y f the 

. abies o er ttme, i l f 110\ that the ex-ante f r arc a urate. All th f recasts 

pn had a t- alue that lie between minus 2 and two. 

Toward the end f the ample peri th re has been a lot f inlcre tin tha ccurit 

has been cnerated by the f reign buye . The f reign buyer are dri en by the belief 

lh.is c mpany being a publi utility,' ill ah ay have a high demand f r i 

therefore the return v ill ah ay beg ' hen a 



h been de lared becau he can buy back the amc num 

po For example,\ hen a nu f 2 for 1 was declared the pri Sh . 3 

Sh . 1 .00. If one ld the urit cum- nu he' uld buy ba k the same 

at Sh . 100.00, making apr fit f Shs. 2 .00 per hare. An inv t r h uld at 

i ' tin llus company\ hen the gen raJ e n mic c nditi n arc im ving r' ·hen the 

pany has created a larger rvc as the c mpany will ha e t capitalize them by 

laring nus is ue . An in t r h uld h ld to buy ( ell), ' hen the 

ditions are uncertain. 

For the years f 1994, 1995 and 1 , figure 21 h ws that th pn have been 

lining from the month of March and rca hing their 10\ est in April and M y, \ hen th y 

impro e. The price 

aecrcrure. ll" ould be ad 

in December. 

Kenya Breweries Limited 

uaJly attain the highest int in December' h n they tart t 

ble ~ ran invc t r to buy in m nth f April and May and II 

The company was in rporatcd in 1922 and is locally ntr llcd. They arc br wer 

an maltsters in Kenya. They J ell beer, manufa lure and II ttlc . The hare 

tra at Shs. 19. at the beginning f the ample period and had an up\ ard trend,' ilh 

mi r increase in prices due to ann uncemcn f dividend (\ hcther final r interim). The 

1993/94 SE boom coincided' ith a nu i ue and the prices h t up fr m Sh . 50. 

e~eJ to Sh . 170. in a period m nth. By the time in whi h the NSE m' 

o er (Aprill994), the Shar al tartcd t trade c, bonu and the pric dedi ned t 

60.00. 

The harp incr~e in pric bet\ ccn May and September 1 ' as th rcc cry 

pen from thee bonu pri . The pri c rca hed Sh . 120. . Fr m that peri (Augu t 

5) the prices tarted moving in ad ' nward trend. InN vcmber 1 5 there' as a 

and a tnal di idend f h . 3.50 and the price impro ed. 



Fi 22: Averoge Monthly Pri cs r Kenya B cweri Limitcll: 1997 
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In March 1996, a South African c mpany inllicatcll its interest in starling u bJc\ ing 

finn in Thika U1us ending them n polistic h ld of Kenya Brewerie in U1e Kenyan 

·ct This dcprcssct.lthe prices further tole cis between Sh . 40. and Sh ·. 50.00. In 

1996, the prices started lo rcco er r m lhe March announcement, wtd ha e c nti nu u 

steallily apart from February J 997 when the c mpany announcell an interim 

\lend and the price increased shm ply. When the shares started to trade cx-lli vidend the 

pri cs dcclmed and ha c stabilized since then. The market is not imprc stxl by recent rc

lling f the old protlucls and als the laun ·hing of ils new product incc thi am un 

mbalizalion of its own market hare t the urinkcrs f high quality beer shill anu slall 

n ng the low quality beer; hence affecting the c mpany results. 
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P = P(t-1) + .192 Dt - 0.1 9 E S + 0. PIE- 64. 47 Y + 0. 1 /E 

L. 12) (0. 74) (-0. 25) ( -0.174) . 4) ( .2 l9) 

7 . 35 

(L 

R2= 0.939 

F (5,46) = 144.10, p-value = 0. 

so= 2.4193117 

Forecast chi- quare= 0.54 

Cbo test (12 46) = 0.51, p- alue = 0.9604 

From the abo e model, all Lhe variable apart from price (t-1) are n l i nificant but 

the forecast Chi- quare indicat that there has not been a structural change in any 

parameter between the sample period and the forecast period. Further, the I \ value f l

\'alue stali tics indicate that the mcx.lcl could pr vide an accurate ex-ante f recast. It i nly 

themonthofFebruary\ henthcforecastl- aluchas2.05aJJ alue arebctweenminu l\ 

and two. 

An inv lor sh uld hold l ell when the general reserve arc large ince the 

pressure will be on the company t i uc bonu hares. The invesLor h uld ell ' hen a 

bonus ann unccment i made, and buy back the arne number of hares at a 1 ., er pri , 

thereby making a capitaJ gain. Figure 22 d not provi e any clear pattern in the price 

movement Theref re, it w uld n t be ible to ad i e the in tor' hen t h ld, buy r 

sell this security. 

Unga Group Limited 

Thi is a holding e mpany mainly in 1 ed in the milling of wheat and maize. The 

company also manufactures king oils, breakfast cereal , animal feeds and related 

products. The company 0\ n and devel p pr pcrtics for rental purpo es. 

Unga's core busines derive ra\ material from the agricultural ector and in turn 
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the cctora aticly fproccs <.Jg s. Anytunn tlinllu · ·t 1 \\JIIalf ·tthc 

thcr ely. F r ample, thew rk1ng f l ans111 naJ II etc l my 

ng a heavy l II in rural a ti iti . Thi has led l a decline in I ·ulll xJu 'II II r 

and wheat. The opti n lhal Unga group limited had is lo im rt ·sic c 1 ul ·with 

uen c high prices. Thi , uplcd with lhc prices of other im rl , \ ulc..l mJvc1 cJy 

lh pcmlions and the results of the company. 

Figure23: A eragc Monthly Ptice for Unga Gr up Umile<.J: 1997 
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The prices for Ute shares we1e below Shs. 10.00 for the best part of 1992, but in 

o ember 1992' hen a final tli idemJ f Shs. 0.80' a ueclared, the price m veu upt 

)' Shs. 10.00. In the later part of 1993, the securities benefited fr m the NSE b m 

lhe same lime a diviuend' as declared. But in abs lute terms the uivi<.Jem.J' a 



........,>UO ... bCICaw:;e the pri 

Aft r lh 1993/94 

were being trad d at O\ er Sh . per har . 

m the pric tabilizcd at Sh . 50. 

lin t bel w Sh . 40.00. Despite ann un cmcnt fan inlenm davtd no 

but t· rt J 

1 • tb pnce ntinucd to I ide d wn. Thi lrcnd reve . ed and in lh lal r rt f 

theeffec faliberaJizcdmaizemarketwercfclt. Thien blcdth 

re ra \ material and upplies all ' price . Further, the llberaJaz.at1 n the mpany 

pen enabled the ompany t introduce new pr uc , rc-laun ·h ld nc and cntc1 

inc in Uganda, These nc\ \ ere fa urably rc ei e<.J by the market nu th 

nltnued on an up' ard trend reaching a peak of Sh . 140.00 in July 1995; ' hen the 

t.erim r ul were ann unced and an interim clividend f Sh . 1.00' declared. The 

P.E ratio was very high and lhe prices tarted to I ide dm n, t and a erage price of h . 

J 10.00. 

In No ember 1995 \ hen a final di idend Sh . 9.00' as declared, the trend w· 

re ersed and by lhe end f N ember 1995, the prices had rca hcd the Sh . 130. lc cl. 

The price continued L rai e but at a lower pace. Thi could be allributed l anticipating a 

nu i ue and e en when it' as ann unced in September 1996 the pri e had rea hcd the 

and they only increased by Sh . 10.00 t trade at Sh . 160.00 cum all. When 

the · ' ere cl cd, the hare pric lid do' n to Sh . 100.00 to rcncctthe pre-bonu 

m ct alue f the har . By the time of thi tudy n new development had currcd at 

Unga to warrant any chang in the prices f the c uriti 

The f llowing i the OLS m I~ r the e unty. 

P:: 0.687 P (t-1) + 0.229 Di + 0.949 EPS + 0.4 PIE- 0.035 F/E- 22.047 Y 

(9.6755) (0.25 ) (4.73 ) (2.645) (-1.309) (-0.370) 

+ 12.166 

3. ) 

R2 = 0. 9 

6,44) = 230. 5, p- aJue = 0. 
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D=9. 

l chi-square= 3.14 

t l (12,44) = 2.71, p- alue = 0.000 

The Chow test indicate there had been structural changes in th parameters bet\ ccn 

pie period and the forecast period, hence the model could n L pr ide accurate e -

pric . For the months of October, November anti December 1996, the l aJue for thi 

fo l were -3.26, 3.04, 2.02 respectively implying a poor forecasL A per the model, 

e most significant variables are the previous prices, the earning per share and the price 

earning ratio, and one should be guided by these variables' hen contemplating any 

purchase, sell or hold decisions. As figure 23 shO\ s, no parlen i apparent and it'< ultl 

llOl be pos ible to ad ise an in estor based on past price movemenls. 
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CHAPTER IV 

SUMMARY AND CONCLUSION 

The aim of thi tudy' as to analyze the price mo cmcnt of sel ted curitic in the 

SE. The objecti e ' ere L identify a pattern for stock mo emcnt, determine the fa t 

affect hare prices and t determine a predicti e model forst k m vcment in NSE. 

Them el ' de e) ped u ing PC-gi e ftware package. U ing lhc mod I the pri 

from the month fMay 1996t April 1997 were computed and compared' ith the actual 

. T-test" ere carried uu determine\! hether the two prices were ignjficanlly 

dillerent from ea h lher. F recast Chi- quare and Chow test' ere a1 computed l te ·t 

for parameter con tan y. 

Of the 25 ecurities elected the model could only be developed for 21 ecuriti 

Of the remaining~ ur, three' ere f fi ·ed inc me ecurities, and they' ere so illiquid uch 

that the wisd m f the market c uld n t be utilized. The remaining one c mpany (Kenya 

rman Bank) ' under recei er hip and theref re was not been traded in the NSE. 

Out of the 21 curiti nly eight mputed models had prediction that were n t 

gnilicanUy different fr m the actual ncs. r the remaining ecurilies that c uld n t 

cted, the fint.Jin ' ere con i tent' ith e ·i Ling Ludic that past price cann l be u cd 

predict future n in any meaningful ' ay. Therefore, the model can be aid to be r 
. 

Pf1 f hare pric in th SE. The tnding arc in line' ith e ·i ting tudjes. 

The poor predicti n ' · attributed t the boice f the sample during' hich the 

paiam ern f the forecasting m cl varies er time to reflect changes in the underlying 

eanungs generating pr . F r example, at the beginning of the ample period, F/E 
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a I of weight in influcn ing the price, but LO\ ani the end f th mplc peri 

hilling h d tabilized, an therefore F/E did n t innuen e the pnc . A 

the null hypoth is by the Chow tc t implied a reje ti n f them el u cd 1n 

Lbe entire sample period. 

Th EPS figures u ed had n t been adjusted for retained and re-in led earning . 

Smce th earning contribute to the generation of future EPS. Thi led t d uble 

ung. In me companies, the bonu ha nly been i ucd nee in the ampl peri 

In h , the tali tical pa kage' ould delete su h a ariable fr m them cl incc it 

would ha e a ingular matrix. Further, the 10\ bonu alue implies the fC\ Lime it w 

1 cd and at those time . the price would ri e to high levels depending n the mtio f the 

hare gi en. Other factors con idered pos ible explanation for the ariati n 

bet\\een the t\ o price are ummarized below. 

I. La k fan efficient market in the exchange: 

Thi implic that inf rmati n differential and n i e may be present in the market. 

The former indicate that an in est r rccei e varying informati nor recci ving 

i~ rmalion at different rat , meaning that the actual price may be very different 

fr m' hat was e peeled. F r the latter, it is very difftcullt t t either practical r 

academic the ries about the way the market works. Theref rc, for some f the 

prices, the a tual and/ r predicted prices might ha e been noi . Thi impli that 

the exi tencc of n i cs c uld have been the cause of the e the significant ariati n 

bel\ cen the tw prices. 

Tran iL ry and permanent f ariabl : 

The effect n the prices f th c ccuriti are multi ariate and they can cancel ea h 

other uch thattheie may be no effect at all. Further there are me i ucs' h c 

1m pact are tran it ry, and their impact arc limited to conlempomneou earning 

alu , ~ r e ample,~ reign e change gajn or I . While others have a 

permanent effecl, that i , all future earning will be effe ted by the price hoc · . 
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T ar IITCievant ~ r predictne purpo and th earning r r c l w uld hav 

be ru.ljU ted[; rthe e drif . It\ uld be hard t blain thi pcnnancnt ff C 

becau e thi w uld ha e called f r me 1cld ludic that ' ould ha e Lak n I n • r 

than the t1me the pr ent tudy' all • ted. 

3. The 1993/94 NSE rn. 

In the later part f 1 3 and early part f 1994, aJI e uri tic at NSE hau th 1r pn e 

mer e dramatically. At that time, the NSE index r se fr m I vel li htly bel \ 

2, ~ an all time high f 5, . The reason f r the in r e in the general pnc 

increase w that during the fir t multi-party elecll n of December 1 2, ther ' 

financial indi cipline n the part f CBK,' hi h resulted in inj cti n a I 

money inL the econ my. The resultant inflation reached le cl f ver 1 

percenL In an eff rtt m pup e cash liquidity introduced in the · 

during the 1992 clccti nccring, the g emment, u ing ari u monetary 

in trumenls raised the rate f inter tin treasury bills t lc cl percent per 

annum. Thi r ulteu in a high le el f inflm of off hore fund \ hich ' er 

brought in to cash in n the high inter t rates. 

The hilling a1 depreciated tole el fa e Sh . 70.00. due to the libcralizati n 

of thee n my. the remo at f f reign currency restricti n, and th r m al in 

import c ntr I . The resultant demand on hard currency r ulted in th depr c1ati n 

of the hilling. By the t1me the trc ury bill matured and interc I rat , had 

declined to unattractive level the hilling had depreciated and any gai mad n 

the treasury bill c uld ha e been\ ipcd ut duet the lo in f rc1gn exchan 

Thi implied that fund were to remain m the country until the hilling apprccia~ d, 

lheref elhem neyh dt bcinv tcdinthea ailableopti n. 

One of the opti n m t in the NSE and this resulted in ll1e 1993/l 

boom. When the hilling had app1eciated, the ff h refund had t be repatriated 

and this meant that the ccurity had t be ld that they could release llle I ·ked in 
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fun . Th re w a I t f m ney upply m the market, and the d nami f th 

mark t r ulted m there bcmg ad ' m ard pri c m vemcnt. The mde de re· d 

d h tabtlized t3, . Stncc then, hm\e er, <.lue t the man ial dt ·iplin n 

the part f the g ernment n n hand, an<.l n the other hand, CBK '' htch h 

been a mar ct maker in the~ reign e change market, it would be dtfficult ~ r th 

my Lo e peri en u ·h a ituatt n again. 

The igmftcantdiffcrenccbcl\ ecnthea tualandforecastpri wereaJ attributed 

10 the [i llowmg po i bi I i ti : 

l. Slati tical/ n metric problem . 

Testing f joint hypolh i . 

3 llli uidity f me ecuriti leading l delays in price adj tmen . 

4. The exi tence of an mali that' ere not incorporated in the mcxJcl . 

5. The ability t identify proxy par.tmcter for the in cstmcnt de i i n making. 

Conclu ions 

Fr rn the abo e finding and interpretations, it was concluded that it i n tal\ ay 

tblc to de el p m el that' ere a urate prcdicli n of hare prices in the NSE. Thi 

w mainly attributed t parameter f the forecasting model arying over timet re I ·t 

chang tn the underlying earnings generating pr 

Ho" e er, it is important ton te that ariablcs used in the aJuati n model ar 

only being proxy f r the invest r dcci ion making proc . They arc aJ 

limited by th inaceura ies in cstJmaLing future earning of Lhe mpany. At be t, th y aJ 

rk f r anaJy 1 which is use ul f r LrU turing the ' y an mv t r can 

ptualizc hare valuation. 

Sin e the observation f reach ariable used were limited, the r ul o tain d hav 

been senstti e t the data used. For example, the prices used f r ea h m nth ' ere an 

arilhmctJc average for the' hole month. Thi h ' that lhe a tuaJ dat u cd had me 
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nt bi . 

Stuuy 

me fthelimitall OS\ ere: 

1. Sampling: 

The sample tudicd was that f mn ' hich arc a tivel y traded in the SE and ''ere 

qu ted in January 1992to April 1997. Thi sample bi meant that gcnerali!Atti n 

of the mding t the r I f the populati n w uld be bi cd. 

T1me: 

Lack of adequate time led to the u e f parameters lhat may n 1 ha e been g 

pr , y f r the in t r deci ion making variables. To obtain u h pro y ne had t . 

f r in tan c, create experiment markets, orob erve decision making by a large 

sample of informed in est rs o era long period of time; r intervie' eni rand 

inf rmcd in estmcnt people. This v ould mean carrying out an thcrr carch 

altogether for a I nger period than that of the present study. Since thi ' as n 

po ible, the a ailable parameter had t be u cd. The c parameters had me 

Limitati n implyinglhattheiroutpul\ asalsoeffcctcd. 3. Thequality fdaU! 

a ail able at NSE: 

The data a ail able from the NSE ccretariat was not cry accurate and me fit 

had to be inferred duet Ia k of pr per record maintenance. 

One f the major umpti n f the tudy was that the1c' ere n tru turn! chang 

in an parameter bet\ een the sample pcriotl and the forecast peri . One f th 

parameter , prices; had such a change. Thi ' as in 1994, v hen rul regarding 

trading procedur; ' ere introduced. Th e rule g crned the llmi n bid anu 

offer and the completi n of a transacti n. F r e ample, Ute maximum ri. r dr p 

in pri e within one dealing ion would n t exceed 15 percent f the pr 

day clo · ng pri e. 
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Rcc mmendation ~ r Further Studt 

The C llowing areas have be n ugg ted ~ r further r car h. 

1. A study n the impact f the intr ueti n r th trading rule in 1994. 

A tudy n the impa ton NS n allo' ing f reign participati ninth market. 

3. Thecffcct fintituti naJinv t r intheNSE. 

4. Whether the~ reign bu er effc lively utilize their Share h ldin l innu nee th 

management of the mpan that h ld their hares. 
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APPENDICES 

Appendix 1: Population of the Study 

Security 

A gncul tural 

l. 
-· 
3. 
4. 
5. 
6. 
7. 

9. 
10. 

Rea Vi ping Plantations Ltd. 
Kapchorua Tea Co. Ltd 
S ini Tea & Coffee Ltd. 
01 Pejela Ranching Ltd. 
J<akuzj Limited 
George William on Kenya Ltd. 
Thcla Or up Ltd. 
Lim tea Limuru Tea Co. Ltd. 
Br ke Bond Ltd. 
Eaagad Ltd. 

Commercial and Service 

11. 
12. 
13. 
14. 
15. 
16. 
17. 
1 . 
19. 
20. 
- I. .,.., ........ 
- 3. 
24. 
... s. 
-6. 
27. 

- 9. 
30. 
31. 

Uchumi Supcrmarkc Ltd. 
Pearl Dryclcancr Ltd. 5% 
Standard Newspaper Group 

ati n Printe & Publi hers 
Pearl Dry leaner Ltd. 
car & General (K) Ltd. 
Marshall (E.A.) Ltd. 7o/t. 
KHL6% 
C.M.C. H lding Ltd. 
Standard Nc\! paper Or up 
Kenya Airway Limited 
African T urs & H tel 
Lonrh M L 6% 
Philtp Intern tiona! Ltd. 
E. pn Keny Ltd. 
A . Baumann & Co. Lltl. 
Marshall (E.A.)Lld. 
Lonrh M r 
Mot r Mart Or up Ltd. 6% 
Mot r Mart Or up Ltd. 
Hut hing Biemer Ltd. 5~ 

I ucd hare 

55,772, 8 
3,912,000 

25,339,500 
1,500,000 

19,599,999 
8,756,320 
1,927,90 

200,000 
48,875,000 
6,431,400 

40,000,000 
20,000 

8,541,240 
11 8 ,210 

1,597,962 
20,254,196 

25000 
5 ,473 

12,140,000 
20,400 

461. 15,484 
5 ,000 
250,000 
350,000 

4, 00,000 
2,560,044 
9,595,4 4 

21,253,692 
250, 

21,253,692 
60,000 

86 

V umc 

10,177,745 
2,995 

762,929 
941,615 
114,2 4 

1,283,100 
1,517 
2, 

550,320 
784 

15, 9,538 
13 7 
6347 
7,33 

99,271 
452 7 
96,067 

110 
2,225 

110 
300 

1 .77 
.32 

3.11 
1. I 
1. 
1.2 
. 2 

0.50 
.34 
. 12 

25.44 
14.9 

2.7 
2.54 
2. 1 
2. 7 
1.77 
L. 0 
.52 
. 9 

0.52 
.50 



Se urity 

J_. Lonrho M to 5% 
33. Hutchlngs Siemer Ltd. 

Finance and Inv Lment 

4. ali naJ lndu trial Credit Ltd. 
35. City Tru t Ltd. 
36. Kenya Finance Bank 
37. Ken t k Ltd. DFD 12.5% 
3 . l.C.D.C. In cstment Co. Ltd. 
39. H u ing Finance Co. Ltd. 
40. Nati nal Bank of Kenya Ltd. 
41. Pan Afri Insurance Ltd. 
4-. Diam nd Tru t of Kenya Lld. 
43. Kenya C mrnercial Bank Ltd 
44. Barclays Bank Ltd. 
45. Jubilee In urance Co. Ltd. 
46. Standard Chartered Bank Ltd. 
47. CFC Bank Limited 
4 . Ken lock Ltd. PRF 12.5% 
49. Chan cry In tmcnt Ltd 8~ 
50. Chan cry ln estmenl Ltd. 7% 

lndu trial and Allied 

51. 
52. 
53 . 
54. 
55. 
5 . 
57 . 
5 . 
5 . 
60 . 
6 1. 

East African PorUand Ltd. Rights 
Dunl p Kenya Ltd. 
Kenya P \ cr Lighting Co. Ltd. 
Kenya Brc\ eri Ltd. 
Unga Or up Ltd. 
BOC Kenya Ltd. 
Cr wn-Berger Ltd. 
Kenya Or hard Ltd. 5.5% 

ire L ne East Africa Ltd. 
rb id In c tmcnt Ltd. 

Kenya Nati nal Mill Ltd. 
T tal Kenya Ltd. 
Bamburi P rtland Cement . Ltd. 

· l A ncan P rtland Cement Ltd. 

I ucd hare 

125,000 
360,000 

43,945,313 
4,166,046 

19,557,5 0 
233,000 

22,621,136 
92,000,000 

200,000,000 
10,000, 
79,500,000 

112,200,000 
128,587,500 
25,000,000 

164,829,100 
100,000,000 

361671 
25,000 

100,000 

7,680,000 
400,000 

17,584, 
65,521,577 

5,2 6,529 
16,161,000 
21,57 ,000 

50,000 
185,561,600 

9,43 ,963 
20,170,700 
56,000,000 

161,294,300 
90,000, 

2 . 
63 . 
64 . 
65. 
66. 
67 . 
6 . 
69. 
70. 
71. 

Ken a P \ cr & Lighting . Ltd. 4% 1, 00,000 
400000 

16,200,000 
75,000,000 

7, 199, 00 
7, 60,000 

350,000 

Kenyr Orchard Ltd. 
t African Cable Ltll. 

B.A.T. Kenya Ltd. 
Kenya Oil C mpany Ltd. 
East African P.<ickaging Ltd. 
Kenya Po-. cr & Lighting Co. LLd. 

V lum 

1.2 

,036, 
476,1 

1,966,3 
2 ,613 

1,73 ' 
,191,954 

12, 01, 1 
524, 

2,537,5 
3,37 ,467 
2,722,450 

515,6 3 
2,5 ,2 2 
1,504,24 

5 
1 
250 

10,053,0 
6595 

1,741,1 
5,792 537 

262,429 
667,935 
673, 5 

1 ' 
4,544, 

2 ,529 
42122 

l, 2 
2,4 ,930 
1,2-7,991 

24,125 
4,9 6 

192 130 
659,056 
5 
40,361 

42 

.4~ 

.3 

2 .56 
1 1.43 
1 .05 

.85 
7.65 

.73 
6.40 
5.25 
3.19 
3. I 
2.12 
2.0 

1.5 
1.5 
1.38 
0. 0 

.25 

5. 
4.13 
3.12 
3. 
2.45 
2.42 
2. 9 
1.54 
1.49 
1.3 
1.3 
1.25 
1.19 
0. 

.71 
0.53 
0.01 



Appcndi ll: Sample the Study 

urily 

Agricultural 

1. 

3. 
4. 
5. 

Rea Vipingo Plantati ns Ltd. 
Kapch rua Tea Co. Ll.d 
Sasini Tea & Coffee Lld. 
01 Pejcta Ranching Ltd. 
Kakuzi Limited 

Commercial and Services 

I. 
2. 
3. 
4. 
5. 
6. 
7. 

Uchumi Supermarkets Ltd. 
Pearl Drycleaners Ltd. 5% 
Standard Ncwspape Group 
Nati n Printers & Publi hers 
P 1 Drycleaners Ltd. 
Car & General (K) Ltd. 
Mar hall E.A.) Ltd. 7% 

Finance and In cstment 

1. 
2. 
3. 
4. 
5. 
6. 
7. 

Nati nat lndu trial Credit Ltd. 
City Tru t Ltd. 
Kenya Finance Bank 
Ken t k Ltd. DFD 12.5% 
I.C.D.C. In lment C . Ltd. 
Hou ing Finance C . Ltd. 
Nati nal Bank f Kenya Ltd. 
Pan Africa In uran c Lld. 

lnd trial and Allied 

l. 
2. 
3. 
4. 
5. 

East African P rtland Ltd. Righ 
Dunl p Kenya Ltd. 
Kenya P \ er Lighting C . Ltd. 
Kenya Bre\ erie . Ltd. 
Unga Or up Ltd. 

ued hare 

55772, 
3,912,000 

25,339,500 
1,500,000 

19 599,999 

40,000,000 
20,000 

8,541,240 
11,884,210 

1,597 962 
20,254,196 

25,000 

43,945,313 
4,166, 46 

19,557,590 
233,000 

22,621,136 
92,000,000 

200,000,000 
10,000,000 

7,680,000 
400,000 

17,584,000 
65,521,577 
5,206,529 

umc 

6 00 .415 
247,300 
7 7,854 

2 ,650 
367,732 

10,177,745 
2,995 

762,929 
941, 15 
114 2 

1,283,1 0 
1,517 

9,036,099 
476,1 

1,966,3 
20,613 

1,730,94 
6,191 954 

12, 01,601 
524, 8 

10,053, 
65,95 

1,741 ' J 
5,792 537 

262,429 

Trndcc.l/ 
I u d har 
(P rc nl) 

10.77 
6.32 
3. 11 
1.91 
1. 8 

25.44 
14. 8 
8.9 
7. 2 
7.15 

.33 

.07 

20.5 
1 J .43 
I .05 

8. 
7. 5 
6.73 

.4 
5.25 

130.9 
1 .4 
9.90 
8. 
5.04 


