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ABSTRACT 

 

 

The imain igoal iof ia ifirm iis ito imaximize ithe iwealth iand ifirm’s ivalue, iwhich imeans 

ialso ito i imaximize i ithe i iwealth i iof i ishareholders. i iThroughout i ithe i iliterature, i idebates i 

ihave ifocused ion iwhether ithere iis ian ioptimum icapital istructure ifor ian iindividual iFirm ior 

iwhether ithe iproportion ior ilevel iof idebt iusage iis iirrelevant ior irelevant ito ithe iFirm’s 

ivalue. iThe ipurpose iof ithis istudy iwas ito iassess ithe ideterminants iof icapital istructure iand 

itheir iinfluence ion ivalue iof iinvestment ifirms ilisted iat ithe iNairobi iSecurities iExchange, 

iKenya. iThe iindependent ivariables iused iin ithis istudy iwere ileverage, iliquidity, iasset 

itangibility iand igrowth iopportunities, iwhile ithe idependent ivariable iwas ithe ivalue iof ithe 

iinvestment ifirms ilisted iin ithe iNairobi iSecurities iExchange. iThis iresearch iwas ianchored 

ion ithe ifollowing itheories ithat iexplain ithe irelationship ibetween ithe ideterminants iof 

icapital istructure iand itheir iinfluence ion ithe ivalue iof ifirms: iModigliani i& iMiller’s 

iProposition, iTrade iOff iTheory iand iPecking iOrder iTheory. iThis istudy iadopted 

idescriptive iresearch idesign, iwhich iinvolved ianalysis iof iexisting idata i/information, 

isurvey iof idata, itests ithat iallowed ito itest iif ithe iresearch iarea iwas ioperating ias iintended 

iand ifinally istatistical ianalysis iof idata icollected. iThe ipopulation iunit iof ianalysis  

iconsisted iof iall ithe i6 iinvestment ifirms ilisted iin ithe iNairobi iSecurities iExchange ifalling 

iinto ithe iInvestment iand iInvestment iServices icategory. iThe istudy iapplied icensus 

isampling itechniques iwhere iall ithe i6 ifirms iwere ibe iconsidered ifor ithe istudy. iThe idata 

icollection itechniques iapplied iby ithis istudy iwere isecondary idata iwhich iincluded ithe 

ifinancial istatements ifor iall ithe iinvestment ifirms iin iNairobi’s iSecurities iExchange 

iHandbook iSeries ifor ithe iyears i2000-2018. iThe icollected idata iwas ianalyzed iusing iboth 

ithe i descriptive i and i the i inferential i statistics, i and i SPSS i computer i package i version 

i 21 iwas iused iin ithe ianalysis. iThe ifindings iof ithis istudy iindicate ithat iliquidity, ileverage  

iand iasset itangibility iare inot ikey ideterminants iof ivalue iin iinvestment ifirms ilisted iat 

iNairobi iSecurities iExchange. iHowever, igrowth iopportunity iis inoted ito ibe ia ikey 

ideterminant iof ivalue iin iinvestment ifirms ilisted iat iNairobi iSecurities iExchange. iThis 

istudy iconcludes ithat ileverage iand iliquidity ihave ia ipositive iassociation iwith ivalue iof 

ifirms ilisted iat ithe iNairobi iSecurities iExchange. iOn ithe iother ihand, iasset itangibility iand  

igrowth iopportunities ihave ia inegative iassociation iwith ivalue iof ifirms ilisted iat ithe 

iNairobi iSecurities iExchange. iThis iresearch istudy iwas ilimited ito ithe iKenyan 

iperspective. iThe istudy irecommends ifurther iresearch ito ibe iundertaken ifor isimilar istudy 

iusing ia ipurely idifferent ikind iof ideterminants iof icapital istructure ito iassess iwhether ithe 

ifindings iwill ibe iconsistent ior ihold itrue ito ithe iones ifound iin ithis istudy. 
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CHAPTER iONE 
 

 

INTRODUCTION 
 

 

1.1 i i i i i i Background iof ithe iStudy 
 
 

Basically, ithe imain igoal iof ia ifirm iis ito imaximize ithe iwealth iand ifirm’s ivalue ithat 

imeans ialso ito imaximize ithe iwealth iof ishareholders i(Gharaibeh i& iSarea, i2015). iThis 

isignifies ithe ifirm’s ivalue ias ithe imain igoal iof ia ifirm ithat ican ireflect ithe iwell-being iof 

iits ishareholders. iThus, imanagers imust ibe iable ito igenerate ipositive isignals ion ithe 

iincrease iof ithe ifirm’s ivalue. iOne iway iof iimproving ithe ifirm’s ivalue iis iby 

imanaging ithe icapital istructure. iThis i is i because i capital i structure i will idetermine ithe 

ibest imix i of icapital i that ithe ifirm iused ito ifulfill ithe ioperational ineeds iof ithe ifirm iso ithat 

ithe ifirm idoesn’t ihave ihigh icost iof icapital i(Ibrahim i& iHussaini, i2015). 

 

Optimal icapital istructure ihas ibeen ifound ito iincrease ithe ifirm’s ivalue iby icash 

iholding i(Olakunle i& iOni, i2014). iCash iholdings i(available icash) iis ione iof ithe icurrent 

iasset’s iinstrument ithat ican ibe iused ito ifulfill ithe imanager's ineeds iwithout ithinking 

iabout ishareholder’s ineeds, itherefore iit ican iaggravate ithe iconflicts ibetween imanagers 

iand ishareholders i(Khan, i2012). iThere iare iseveral itheories ilinked ito ithe istructure iof 

icapital ithat iare irelated ito icash iholdings, inamely iTheory iof iPecking iOrder, iTheory iof 

iTrade-off iand iSignalling iTheory i(Khodamipour, iGolestani i& iKhorrami,  i2013). 
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iThe ipecking iorder itheory isuggests ithat icompanies/firms iwill igo ifor ithe ioption iof 

iutilizing iinternal ifinancing iif iit iexist ifor iits ioperations iand iwill igo ifor ithe ioption iof 

idebt iand ioffering iof inew iequities ias ilatter ioptions iin ithat iorder i(Dang, i2013). iThe 

itheory iof itrade-off isuggests ithat icompanies ihaving iliquidity ias ihigh iare isupposed ito 

iuse imore idebt ifor ithe ireason ithat ithey iare iin ia iposition ito imeet itheir icommitments/ 

iobligations iin ia itimely iway i(Pervan i& iVisic, i2012). iThe iindependent ivariables iin ithis 

istudy iinclude; ileverage, iliquidity, iasset itangibility iand igrowth iopportunities iwith ithe 

idependent ivariable iof ithe istudy ibeing ivalue iof ilisted iinvestment ifirms iin iNairobi 

iSecurities iExchange. 

 

1.1.1 i i i The iConcept iof iCapital iStructure 
 

Capital istructure irefers ito ithe icomposition iof icapital iproportion ias imobilized iby ia 

ifirm/institution. i iThis i mix i ior i composition i determines i the i itotal i capital i icost. i 

iUnder inormal icircumstances ithe imix iof icapital iwill ibe ithe iproportion iof iequity iand 

idebt i(Akinsulire, i2014). iThe iproportion iof ithis iequity iand idebt ito itotal icapital iis 

iarrived iat iby ithe ifirm iin irelation ito iits istatus ifinancially iand iits icapacity ito imobilize 

isuch icapital. iThe iresolution ion ithe istructure iof ia ifirm’s icapital iis ivery isignificant ias iit  

iinfluences ithe ithe ishareholders’ iwealth. iMaking ia ichoice ion ithe istructure iof icapital 

iby iany ifirm iis ia icritical idecision ias iit iis icharacterized iby ipros iand icons iwhich 

icontribute iimportantly ito ithe icontinuity iof iany ibusiness iventure i(Dang, i2013). 

 
The icontemporary icapital istructure itheory iwas ihypothesized iby iMiller iand iModigliani 

i(1958). iAs ipostulated iby iMyers i(2001) ithere iexists ino icommon itheoretical 

iunderpinning ion ithe ichoice iof iequity iand idebt iin ia ibusiness, iand ithere iis ino ireason ito 

ianticipate ifor ione. iVarious isupported itheories iin irelation ito istructure iof icapital ienables 

ipeople ito icomprehend ithe iequity-debt icombination ichosen iby ibusiness ientities. iThe 

itheories ican ibe icategorized iinto itwo; ione ion iwhether ithey isuggest ithe ibeing iof ithe 

ioptimum iratio ion iequity idebt- iratio ifor ievery iinstitution i(what iis ireferred ito ias imodels 
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of istatic itrade-off) ior ithey istate ithat ithey iare inot iwell-distinct itargets ifor icapital istructure 
 

(Budiadriani, i2014). 
 
 

Trade-off itheories iwhich ihave ibeen iproved ias istatic icomprehend ithe ioptimal istructure iof 

icapital ias ian ioptimal iresult iof ia itrade-off, ifor iinstance ithe itrade-off iamid ifinancial 

idistress icosts iand ia itax ishield ifor iinstance iin itheory iof itrade-off i(Lan, i2012). iAs 

isuggested itheoretically, ithe istructure iof icapital ithat iis ioptimal iis irealized ionce ithe 

imarginal iPV iof ishield iof itax ion iextra ifinancing i(debt) itotals ithe isame iamount ias ithe 

imarginal iPV iof ifinancial idistress icosts ion iextra ifinancing i(debt). iConversely, ithe itheory iof 

ipecking-order iproposes ithat ithe istructure iof icapital ican inever ibe ioptimal. iInstitutions iare 

iexpected ito ihave ia ipreference ifor ifinancing itheir ibusinesses iinternally ithrough iretained 

iearnings ias icompared ito ifinancing iexternally. iAnd iwhen ifinancing iinternally iis 

ideemed iinsufficient, ithe iinstitutions icould iprefer idebt irather ithan iequity i(Shah i& iJam-

e-Kausar, i2012). 

 
For ithat ireason, ithere iis ino idistinct ileverage ithat iis ideemed ioptimal, idue ito ithe ifact ithat 

iequity iexists iin itwo itypes iwhich iinclude, iexternal iand iinternal, ione iat ithe ibottom iand 

ione iat ithe itop ipecking iorder i(Pervan i& iVisic, i2012). iAs ia iresult, isome iconditional 

imodels iof istructure iof icapital iare ialive, ihowever, iminimal iinformation iis iavailable iin 

iregard ito itheir irelevance iempirically. iDecisions ion ithe istructure iof icapital iis iamong 

iimportant idecisions ito ibe icarried iout iby iall ifirms/institutions iwhen ithey iare imobilizing 

itheir icapital. iDecisions iwhich iare ideemed ipoor ioften iend iup iin ieffects iwhich iare 

iadverse. iNumerous icompanies iwhich iare ihealthy ifinancially ihave iended iup ilosing ias ia 

iresult iof idecisions iwhich iare ipoor iin icapital istructure i(Mukherjee i& iMahakud, i2012). 

 

1.1.2 i i i Capital iStructure iand ithe iValue iof iInvestment iFirms 
 

Berk iand iDeMarzo i(2014) istates ithat ithe ivalue iof ia icompany irefers ithe iworth iof iits 

iassets i in iaddition ito ithe iworth iof ibenefits i enjoyed ion i tax i because iof icredit/ i debt 

iless ithe iworth iof icosts iof ibankruptcy ilinked ito ithe idebt. iThus ithe ivalue iof ian 

iinstitution iincludes iboth ilong-term icredit/debt iand iequity. iEquity itakes iinto iaccount 

ireserves, ishare-premium, ishare icapital ithat iis ipaid-up iand iretained iearnings ior isurplus. 

iCheng 
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and iTzeng i(2012) iexplains icapital ithat iis ipaid-up ito iconstitute ithe ifraction iof ithe icapital 

ithat iis icalled-up iand ihas ibeen ipaid-up iby ithe iowners iof ithe ibusiness/firm. 

 

Cheng iand iTzeng i(2012) ielaborates ithat ireserves ito iinclude imonies iseparated ifrom iprofits 

imade iby ithe ifirm, iwhich ido inot icover iany icontingency, iliability, ior idiminution iin ivalue iof 

iassets, icommitment iexistent iat ithe idate iof ibalance isheet. iThe ireserves ican ibe icreated iby 

idirectors iin ia ivoluntary iway ior iobligatory ineeded iby ilaw istatutorily. iShare ipremium irefers ito 

ithe iextra imonies iresulting ifrom ithe ioffering iof istock/share iat ia iprice ihigher ithan iits ipar 

ivalue. iFinally, iretain iearnings irefer ito isurplus iprofits ireinvested iback iinto ia ifirm iso ias ito 

imake iadditional iresources ifor ifunctions iand iunvaryingly icause ia iraise iin ifirm ivalue. 

iConversely, idebt ithat iis ilong iterm icomprises iof idebentures, iloans iwhich iare ilong iterm iand 

ibonds i(Cheng i& iTzeng, i2012). 

 
According ito iFosu i(2013) ipostulates ithat ifirm ivalue iis ithe iworth iof ithe itotals iof iits 

iequity iand idebt iand ithis iis icontingent ionly ion ithe istream iof irevenue imade iby ithe 

icompany/firm’s iassets. iThe iworth iof ithe iequity iof ia ifirm iis ithe idiscounted iworth iof 

iits iearnings iof ishareholders ireferred ito ias inet iincome. iSpecifically, ithe inet iincome 

irelative ito ithe irate iof icapitalization iof iequity ior ithe iequity’s ianticipated irate iof 

ireturn. iThe inet iincome iis igotten iby iLessing iinterest ion icredit ifrom inet ioperating 

iincome. iConversely, ithe idebt ivalue irefers ito ithe idiscounted iworth iof idebt iinterest 

i(Farooq i& iMasood, i2016). 

 
1.1.3 i i i Determinants iof iCapital iStructure 

 

Firms iwhich iare ihighly igeared iare iless ilikely ito itake iadvantage iof ivaluable 

iopportunities iof igrowth ias icompared ito ifirms iwhose igearing ilevels iare ilower i(Varuni 

& iSathyanarayanan, i2014). iThis iis ibecause iof ithe ioverhang iof idebt iwhich ilessens ithe 

imotivation iof ithe imanagement– ishareholder iagreement iin icontrol iof ithe icompany ito 

ifinance iin iopportunities iof iinvestment iwith ipositive iNPV. iBusiness iowners ihave  

iconfidence iin ireturns igotten ifrom iopportunities iof iinvestment imay inot iget ito ithe ithem 

iin ifull ias ilenderd iare isharing ithese ireturns. iAccording ito iMai i(2016), ia ifirm ithat iapplies 

ifinance iusing idebt inot ionly igives ia ishield iof itax ito ithe icompany ibut iit iin iaddition 

iguarantees ibetter iefficiency idue ito irestrictive iagreements ienacted iby ithe idebt iproviders 
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(financiers). i iConversely, i iAkinyomi i iand i iOlagunja i i(2013) i ihave i ihypothesized i ian 

iopposite iand inegative ilink iamid ithe ivalue iof ia icompany iand iits idebt ilevel. 

 

 
 

Majority iof i the i models/ i theories i of i structure i of i capital i maintain i that itangibility iof 

i assets, ior i the i kind i of i assets i possessed i by i a i company/firm i sometimes i influences i its 

iselection iof iits istructure iand inature iof icapital. iTahu iand iSusilo i(2017) iforecast ithat ithe 

iassets icomprise ithe iproportion iof inon-tangible iassets ito ioverall i(total) iassets iand ithe 

iproportion iof igoods iadded ito igross iequipment iand iplant ito iall i(total) iassets. iThere iexists ian 

iaffirmative i link iamongst i leverage i and i tangibility i and i an i inverse i link i amid i leverage 

i and i non-tangibility. iThe itheory iof itradeoff ihypothesizes ia ipositive ilink iamidst itangible 

iassets iand ileverage. iAssets ithat iare itangible iusually igive i high ivalue iof icollateral iin 

irelation ito iassets ithat iare iintangible, iwhich isuggests ithat ithe iassets ican iback imore icredit/ idebt. 

iAssets ithat iare itangible iminimize ifinancial idistress icost. iEmpirical iresearch iand iliterature 

isuggest ia ipositive iassociation iamid itangibility iand ileverage i(Bas, i2012). 

 

French iand iFama i(2000), iMeckling iand iJensen i(1976) iand iMajluf iand iMyers i(1984), 

icontend ithat icompanies/firms ianticipating imore ifuture iopportunities iin iterms iof igrowth 

iought ito iapply imore ifinancing iin iterms iof iequity, ifor ithe ireason ithat ia ifirm iwhich iis 

imore ileveraged iis ihas ia ihigher ichance iof ipassing iup iopportunities iof iinvestment iwhich 

iare imore iprofitable. iThe imodel/ itheory iof itrade-off ipostulates ithat iinstitutions iwith 

ihigher iopportunities iof iinvestment ipossess ilower ileverage idue ito ithe ifact ithat ithey 

ipossess irobust iopportunities ito iget irid iof isubstitution iof iassets iand iunderinvestment 

iwhich i may i result i from i agency i conflicts i of i bondholder-stockholder i (Tahu i & 

i Susilo, 

2017). iThe itheory iof itrade-off isuggests ian iinverse ilink iamidst iopportunities iof 

iinvestment iand ileverage. iTheory iof ipecking iorder iproposes iin iaddition ithat ia 

iinstitution’s igrowth iis iinversely ilinked ito iits istructure iof icapital. iOpportunities iof 

igrowth ican ibe itaken ito ibe iassets ithat iincrease ithe iworth iof ian iinstitution ithough ithey 

imay ibe iused ias isecurity iand imay inot ibe iliable ito iincome itax. iThe iproblem/conflict iof 

iagency iposits ian iinverse ilink iamid ian iinstitution’s igrowth iand iits istructure iof icapital. 

iConsequently, icompanies iwith igreat iopportunities iof igrowth imight inot igive icredit/debt 

iprimarily, iand ileverage iis ianticipated ito ibe iinversely ilinked ito iopportunities iof igrowth 

i(Chambers, iSezgin. i& iKaraaslan, i2013). 
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1.1.4 i i i Nairobi iSecurities iExchange 
 

The iNairobi iSecurities iExchange i(NSE) iis ione iof ithe imost iactive isecurity imarkets iin 

iAfrica. iIt iwas iformed iin i1954. iBy ivirtue iof ibeing ian iinstitution iof icapital imarket, ithe 

iNSE i plays i an i imperative i role i in i Kenya’s i economic i growth i process. i iIt 

i mobilizes 

 

domestic isavings ithus ifacilitating ithe ireallocation iof idormant ifinancial iresources ito ithe 

iactive isectors iof ithe ieconomy i(Fredrick, i2015). iThe itransfer iof istocks ibetween istockholders 

itrading i at i the i securities i exchange i improves i liquidity i in i the i market. i This i happens 

i when ilong-term iinvestments isuch ias itreasury ibonds iare itraded i(Mwaniki i& iOmagwa, 

i2017). 

 
The imarket ifacilitates iparticipation iof ilocals ias iequity iholders iparticularly iin iforeign 

ifirms iwhich iwould ilike ito ido ibusiness iin ithe icountry ithus iaffording iKenyans ia ichance 

ito ihave ia istake iin ithose ibusiness ienterprises. iListed icompanies iin ithe isecurities 

iexchange imarket ican iuse ithe imarket ito iraise ifunds ifor iexpansion iand idevelopment. 

iBesides ibeing iuseful ias ian iavenue iof iprivatization iof ifirms iwhich imay ibe ifacing ivarious 

ichallenges, ithe iNSE ienhances ithe iflow iof iinternational icapital iinto ian ieconomy i(Gakeri, 

2012). 
 

 

The iNSE iconsists iof i65 ifirms iwhich iare ilisted iwith ia idaily ivolume iof itrading iof imore 

ithan ifive imillion iUS iDollars iwith ian ioverall itotal imarket icapitalization iof iabout ififteen 

ibillion iUS idollars. iIt iconsists iof ithree imarket isections iviz.; ithe iMain iInvestments 

iMarket i Segment i (MIMS), ithe i Alternative i Investment i Markets i Segment i (AIMS) 

i and ithe iFixed iIncome iMarket iSegments i(FIMS). iThe iMIMS iis ithe imain iquotation 

imarket, ithe iAIMS iprovide ian ialternative imethod iof iraising icapital ito ismall, imedium 

isized iand istarter icompanies ithat iare iunable ito imeet ithe istringent ilisting irequirements iof 

ithe iMIMS. iThe iFIMS iprovides ian iindependent imarket ifor ifixed iincome isecurities isuch 

ias itreasury ibonds, icorporate ibonds, ipreference ishares iand idebenture istocks, ias iwell ias 

ishort iterm ifinancial iinstruments isuch ias itreasury ibills iand icommercial ipapers i(Gatua, 

2013). 
 
 

Publicly ilisted icompanies ihave ito iprovide iinformation iregularly ito ithe istock iexchange. 

iThey iare imore itransparent, iand ithey ihave ibetter iinformation idisclosure imaking iit ieasier 
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to iget iinformation iabout ithe iprospects iof ilisted icompanies. iAs ia iresult, ilenders iare imore 

iwilling ito iprovide ilonger imaturities ito ithem ias icompared ito iprivately iowned ifirms i(Bas, 

2012). iThe iNSE iare igrouped iinto itwelve iareas inamely; imanufacturing iand iallied, 

iinvestment iservices, iinsurance, ienergy iand ipetroleum, ibanking, iautomobile iand 

iaccessories, i commercial i and i services, i construction/Building i and i allied, i the 

i growth 

 
enterprise i i imarket i i isegment, i i iagricultural, i i iinvestment, i i itelecommunication i i iand 

itechnology i(Nairobi iSecurities iExchange, i2019). 

 
1.2 i i i i i i Research iProblem 

 

The ilink iamidst ivalue iof ian iinstitution/firm iand iits istructure iof icapital ihas ibeen ia imatter 

iof isignificant idiscussion, iboth iin iin iempirical iresearch iand iin itheory i(Gatua, i2013). iIn 

ivarious iresearch iworks icarried iout, iarguments ihave iconcentrated ion ithe iquestion iof 

iwhether ithere iis ian ioptimum istructure iof icapital ifor ia isingle icompany, iinstitution ior 

ifirm ior iif ithe iamount iof idebt iapplication ito ithe ilisted ifirm’s ivalue iat iNairobi 

iSecurities iExchange iis irelevant ior iirrelevant i(Mwaniki i& iOmagwa, i2017). 

 
Numerous istudies ihave ibeen idone ion ithe ideterminants iof icapital istructure iand itheir  

iinfluence ion ivalue iof ifirms. i iFarooq iand iMasood i(2016) iempirically idid ia iresearch ion 

ifinancial ileverage iinfluence ion ifirms’ ivalue ifrom ithe isubsector iof icement iin 

iPakistan ilisted ion ithe iKarachi iStock iExchange, iand ithe ischolars iestablished ithat 

ileverage ihad iaffirmative, i isignificant i and i contributory i link i with i firm i value. i 

iFajaria i and i iIsnalita i(2018) istudied ithe iinfluence iof ifirm iliquidity, ileverage, 

iprofitability iand igrowth iof ifirm ivalue iand ithe iresults ishowed ithat iprofitability iand ifirm 

igrowth iwere iconfirmed ito icause ia iraise iin ivalue iof ian iinstitution. iHowever, ileverage  

iand iliquidity iwere iconfirmed ito ilessen ithe ivalue iof ithe ifirm. 

 
Nyamasege iet ial. i(2014) iresearched ion ithe ieffect iof iasset itangibility ion ivalue iof ilisted 

icompanies iin iNairobi iSecurities iExchange iand ithe iresearch idemonstrated ithat iasset 

itangibility iwas ipositively irelated iand iwas isignificant ito ithe ivalue iof ithe ifirm. iHowever, 

iSinayi iet ial. i(2011) istudied iopportunities iof igrowth iin ia iresearch ion ithe ilink iamidst 

istructure iof icapital, iownership istructure iand idividends iand ithe iresearcher iestablished ia 

inegative, iimportant iand inonlinear ilink iamid istructure iof iownership iand igrowth 
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opportunities ifor ia icompany. iHowever, ithough ithe istudies imade iprofound 

icontributions iin ithe iareas ithey iwere icarried iout, itheir ifocus iwas inot iin iNairobi 

iSecurities i Exchange i but i were i rather i carried i out i in i different i geographical 

i contexts. iThis i study i attempted i to i study i ithe i ideterminants i iof i icapital i istructure i iand 

i iassessing itheir i influence i ion i ivalue i iof i investment i firms i listed i at i Nairobi 

i Securities i Exchange, iKenya. 

 

 
1.3 i i i i i i Objective iof ithe iStudy 

 

The ipurpose iof ithis istudy iwas ito iassess ithe ideterminants iof icapital istructure iand itheir 

iinfluence ion ivalue iof iinvestment ifirms ilisted iat ithe iNairobi iSecurities iExchange, 

iKenya. 

 

1.4 i i i i i i Value iof ithe iStudy 
 

1.4.1 i i i Policy 
 

The iGovernment ithrough iNairobi iSecurities iExchange iin ithe idifferent isectors iand iother 

ipolicymakers iwill ibe iin ia iposition ito iadopt irecommendations ifrom ithe iresearch iwhich 

icould ilead ito ifresh iand inovel idirection iin idevelopment iand iimplementation iof ipolicies 

ithat icould ienhance iproper iregulations ientailing ithe isecurity imarkets. iThis iresearch ialso 

iseeks ito ipinpoint igaps iin ipolicy ithat ican ibe iapplied ito idevelopment iof ipolicy ifor ithe 

iimprovement iof ioperating ilisted ifirms iand ithe isecurities imarket. iThe ifindings ibrought 

iout iin ithe istudy ican ibe iused iby imanagement ito iimprove ioperations ithrough iinnovation 

iand inew iways iof idoing ithings. iThe ishareholders iwill ibe iin ia iposition ito iunderstand 

iwhich iareas ito ibuild imore iinvestments ion iso ias ito ienable itheir ifirms ito iachieve 

imaximum iproductivity. 

 
1.4.2 i i i Practice 

 

Students, iacademicians iand iresearchers iof ifinance istudying ivalue iof ithe ifirm iwill ifind 

ithis istudy iuseful iin ibuilding ion itheir itheoretical iand iconceptual iapproaches ion ithe isame. 

iThey iwill ibe iin ia iposition ito iuse iand iapply ithis iresearch ifrom ithe ipublic idomains/ 

irepositories i ilike i ilibraries, i imagazines, i ionline i iopen i access i iacademic i iplatforms i iand 

ijournals ionce ithe ifindings iof ithe iresearch iget ipublished. iThey iwill ibe iable ito icontribute 

ito iand iadd ivalue ion ithe iidentified igaps iby ithe iresearcher. iIt iwill icontribute ito ithe icorpus 
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of iresearch iworks ion ifirm ivalue iin ia iKenyan iperspective. iThe ishareholders, 

imanagement, iemployee iand iclients iof ithe ilisted ifirms iat iNSE iKenya iwill ibe iable ito 

iappreciate ithe ifindings ion ithe ideterminants iof icapital istructure idrawing ifrom ithe ibest 

ipractices iin iother icountries. iThe iclients iwill ibe iable ito iair itheir iconcerns ithrough 

iinformation igathered iin ithis istudy. 
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CHAPTER iTWO 
 

 

LITERATURE iREVIEW 
 

 

2.1 i i i i i i Introduction 
 

This ichapter ioutlines ithe iframework iin itheory ias idone iin ithe iresearch iand ireviews ipast 

istudies icarried iout ion ideterminants iof istructure iof icapital iand itheir iinfluence ion ithe 

ivalue iof ifirms. iIt ipresents ithe itheoretical iframework, ideterminants iof ivalue iof 

iinvestment i ifirms, i empirical i literature, i iconceptual i framework i and i literature 

i review isummary. 

 
2.2 i i i i i i Theoretical iFramework 

 

This ioutlines ithe irelevant itheories iwhich iinform iand iexplain ithe irelationship ibetween 

ithe ideterminants iof istructure iof icapital iand itheir ieffect ion ithe ivalue iof ifirms. iThe 

itheories icaptured iare iModigliani i& iMiller’s iProposition, iTrade iOff iTheory iand iPecking 

iOrder iTheory. 

 
2.2.1 i i i Modigliani i& iMiller’s 

iProposition 
 

A idocument ion iimportant iinfluence ias ipublished iby iModigliani iand iMiller iin i1958 iwas 

iCorporation iFinance, ithe iTheory iof iInvestment iand ithe iCost iof iCapital iwhich ipresented 

ikey iand irudimentary icorporate ifinance ibasics i(Modigliani, i1980). iThe ischolars’ 

isuggestion ion ithe iirrelevance iof istructure iof icapital isuggested ithat ia icompany icould inot 

ichange iits iworth/value iby ialtering ior ivarying iits istructure iof icapital. iTheir ioriginal 

isuggestion iwas ifounded ion ithe isupposition iof ia imarket iwhich iwas iperfect iand ihad ino  

itaxes, icosts irelated ito ifinancial idistress ior icosts iof itransaction.  

 
This ioutcome iis iacknowledged ias ithe iMM iProposition iI ihaving ino icorporate itaxes, iand 

iis icommonly itaken ito ibe ias ithe ibasis iof icontemporary icorporate ifinance i(Hillier, i2013). 

iMillers iand iModigliani’s idiscussion ifor ithis ioutcome iwas ifounded ion iwhat iis 

ireferred 
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to ias ileverage ithat iis ihomemade. iThe iconsequence iof ithis ileverage ithat iis ihomemade iis 

that ithose i who i invest i have i got i no i need i for ithe i firm i to i ask i for i lending i for i their i funds, 

ias ian ialternative ithey icould itoo iask ifor ilending ion itheir iown. iTake iinto iconsideration ia 

ilender iwho ifeels ithe iwant ito iput itheir imoney iin ia ifirm ithat iis ilevered, ihowever, ithe ilone 

iinvestment iopportunity iexisting iis ithat iof ia ifirm ithat iis iunlevered. iWhat ithe iinvestor 

i may ido iis ito iput ihis i cash i as i he i might i have i done i in i a i firm i that i is i levered i and 

i assume i a i position i that i is ilevered ion ian iaccount imargin, iwhich ipermits ithe iinvestor ito 

ipurchase imore isecurities ifor irented ifinances. iIt icould ibe iindicated ithat ithe ipay-off iand icost 

ifrom ithis iapproach iis isimilar ito i the i pay-off i and i cost i of i putting i in i finances i iin i an 

i exact i firm i geared. i iConsequently, iModigliani iand iMiller isuggest ithat ithe ifunder igets inil 

ireturns ifrom ileverage ithat ispecific iunit/entity icannot iacquire iby ithemselves i(Modigliani i& 

iMiller, i1958). 

 
Modigliani iand iMiller iadvanced itheir ioriginal imodel iand imade iconsiderations ito ithe 

irealities ithat itaxes iare ipresent iin ian iideal iworld. iTaking iinto iaccount iand iadding itaxes 

iin ithe imodel iprovides icompanies ithat iare ipartaking idebt ia itax ibenefit iowing ito itax 

ishields iand iconsequently ishould ia ifirm iconsuming icredit ibe ivalued iover ia isimilar ibut 

iungeared icompany. iThe ishield iof itax ihappens idue ito ithe ifact ipayments iof iinterest iare 

itaken ito ibe ia icost ilegally, iwhich icontradicts iwith ipayments iof idividends icompleted 

ionce itaxes iare ipaid i(Stulz, i1988). iThis itherefore imeans ithat ia ifirm iwith imore idebt 

iproportion irelative ito ia isimilar ifirm ithat iis iunlevered, ineed ito ipay ilower icash iflows iin 

iterms i of i taxes i and i could i pay i higher i to i its i owners i and i debt i holders. i Hence, i the 

i firm ithat iis ilevered iought ito ibe ivalued ihigher ithan ia ifirm ithat iis iungeared. iThe iworth iof 

ia ifirm ithat iis igeared iis iequal ito ithe iworth iof ia isimilar ifirm iwhich iis iungeared iin 

iaddition ito ithe iPV iof itax ishield. iThis iis ireferred ito ias iMM iProposition iI iwith 

icorporate itaxes. iEventually, ithis iadvancement iof ithe iproposition ifinalizes ithat iso ias ito 

iexploit ithe iworth iof ithe icompany, ifirm iought ito ibe ione ihundred ipercent ifinanced iby idebt. 

i(Hillier, i2013). 

 
This itheory iis irelevant ito ithis istudy iin ithat iit iwill iinform ion ithe irelevance ior iirrelevance 

iof i itaxes i iin i iarriving i iat i ithe i ivalue i iof i ilisted i investment i ifirms i iin i iNairobi i iSecurities 

iExchange. iAll ithe ifirms iare isubject ito icorporate itaxes ias ia istatutory irequirement ibut 

iwith ithe iargument iof iMM iProposition ion iirrelevance, ithe itheory’s iunderpinnings 

iand 
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grounding iwill ibe iused ito ibetter iunderstand ihow ithe iselected ideterminants iof icapital 

istructure iinfluences ivalue iof ilisted iinvestment ifirms iat iNairobi iSecurities iExchange. 

 

2.2.2 i i i Trade iOff iTheory 
 

The iTrade-off iTheory ipresented iby iMiller iand iModigliani i(1963) icontends ithat ithere iis 

ian ioptimum istructure iof icapital, iwhich iconsiders itax isavings ibenefits iand ibankruptcy 

icosts ianticipated ias ia iresult iof idebt irises. iFounded ion ithis itheory, iMeckling i& i iJensen 

i(1976) idid ipresent ithe iTheory iof iAgency iCost. iDebt iis ia imethod iof imonitoring ithe 

imanagement iand iof iminimizing idisagreement iamid ithe iagent iand ithe iprincipal. 

iDiscussions ifor ithe ihypothesis iof itradeoff iare ifounded ion ithe isuggestion ithat ithe iideal 

idebt imaturity iis ipredicted iby ithe itradeoff iamidst ithe icharges ion ishort-term idebt ithat iis 

irolled-over ivis-a` i-vis ithe inormally ihigher irate iof iinterest iborn iby idebt iwhich iis ilong- 

iterm. iIn imost icases, ithe icontentions idepend ion iclear icosts iof itransaction iof ivarying 

itypes i iof i iborrowings/debt i ifor i instance i costs i iassociated i iwith i irollovers, i iflotation 

i in iaddition ito ibenefits iof itax-shield iand icosts iassociated ito iimplicit ibankruptcy. iThe 

iexplanation iexpounding ion itax-base iproposed iby iAbraham iRavid iand iBrick i(1985) iand 

iBrick iand iAbraham iRavid i(1991) iare ipossibly ithe imost iwells ipelt iout iand ifamous 

iexamples. 

 
The itheory ialigns iin ithe iworks iintroduced iby iMiller iand iModigliani i(1958) ion irobust 

iunderpinning i– ithat icapital imarkets iare ideemed ito ibe iperfect iand ido inot iexist itax icosts 

ilinked ito itransactions ior icosts iassociated iwith iagency irelationship i- iand ireveal ithat 

istructure iof ifinances iis ibalanced ivis-à-vis ithe iworth iof ithe ifirm. iAfterwards, iMiller iand 

iModigliani i (1963) i eased i the i neutrality ipostulation i and itook i into i consideration 

itaxes: ithe iworth iof ia ifirm/company ithat iis iindebted itotals ithat iof ia idebt iwhich iis inot-

corporate, iin iaddition ito ithe iPV iof ithe isavings iof itax ifrom iborrowings/debt iand iminus 

ithe iPV iof icosts iassociated iwith ipotential idifficulties iin iterms iof ifinances. iThus, idue ito 

ithe ifact iinterest ican ibe isubtracted ifrom iprofits iwhich iare itaxable, icompanies ido ipossess 

imotivation ito iapply idebt iinstead iof iusing iequity. iThe iworth iof ia igeared icompany iis 

imore ieven ithough ibenefits iof irebate ion itax iapply ito ithe icompany ion iits iown, iapart ifrom 

iincome ideemed ias ipersonal i(Miller, i1977). 
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Firms ias iit iis, ihave ia ilower irate iof itax ithat irestrains iat ia icertain ilevel iany ipolicy ion 

ileverage isubject ito ia irefund ion icharges/costs iof iinterest i(Ang, i1991). iThe ibeing iof icosts 

iassociated iwith ibankruptcy i(Stiglitz, i1969) iencompasses ia iequilibrium iof ithe 

ivalue/worth iof ithe icompany iand iits ibenefits iin iterms iof itax; iin itheory, iit ileads ito ian 

ilevel ithat iis ioptimal ifor ithe idebt iwhen ithe iassociated imarginal ibenefits iwith irebates ion 

itax iare ithe isame ias ithe ibankruptcy imarginal icosts idue ito ileverage. iLikewise, 

iabandoning ithe isupposition iof ino icosts iof iagency iconflict ipermits ifor ithe itheoretical 

ibeing iof ia istructure iof icapital ithat iis ioptimal. iThe iagency itheory iis ifounded ion ithe 

iassumptions ithat ithere iexists ivariations iof iinterest iamid ithe iagents iwho iare ibusiness 

imanagers iand ithe iprincipal iwho iare ithe ishareholders i therefore, icausing icosts iof iagency 

ithat iinfluence ifinancing. iConflicts iof iinterest iamid ilenders iand iowners iarise idue ito ifact 

ithat ithe ilenders ihave ipreference iover ithe iowners iin ithe ievent iof ibankruptcy. iA idebt 

iratio i that i is i optimal i is i attained i when i costs i of i agency i are i low i (Jensen i & 

i Meckling, 

1976). 
 
 

This itheory iis irelevant iin ithis istudy ias iit icaptures icapital istructure. iAll ithe iindependent  

ivariables; i ileverage, i iliquidity, i iasset i itangibility i and i igrowth i iopportunities i iconstitute 

ielements iof icapital istrudture iand ias isuch ithe itheoretical iunderpinnings iof iTrade iOff 

iTheory ican ibe iused ito ihelp iunderstand ithe iindependent ivariables’ iand ihow ithey iare 

ilikely ito irelate iwith ivalue iof ilisted iinvestment ifirms iat iNairobi iSecurities iExchange. 

 
2.2.3 i i i Pecking iOrder iTheory 

 

Myers iand iMajluf i(1984) iestablished ithe iPecking iOrder iTheory i(POT) ifounded ion ithe 

iinformation iasymmetry iamidst iexternal iproviders iof ithe ifirm iand iinternal istakeholders 

i(managers iand iowners). iProfessional iin ithe ibusiness iarena iassume ia ipolicy ifinancing, 

iwhich ipurposes iat ireducing iinformation iasymmetry icosts, iand iin iparticular, iadverse 

iselection, iand igo ifor ithe ioption iof ifinancing itheir ioperations iinternally irather ithan 

ifinancing ithem iusing iexternal imeans. iThis itheory isupposes ithat ia ileader iin ibusiness 

iabides iwith ithe ihierarchy ioutlined: ifinancing iby iself, iissuance iof inon-risky 

iborrowing(debt), iissuance iof irisky iborrowing/debt iand iissuance iof iequity ias ia ifinal 

ioption. iThis iapproach iminimizes ia ireduction iin ishares iprices ifor ithe icompany; iit 

irestains ithe i issuance iof idividends iso ias ito iraise icashflows i and i minimizes ithe icost 

iof 
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capital iby irestraining iaccess ito icredit/loans ias imuch ias ipossible. iConsequently, 

iprofitable icompanies ido ienjoy iavailability iof iextra iinternal ifinancing i(Lucas i& 

iMcDonald, i1990). 

 
The ipecking iorder itheory iis ifounded ion ithe iassumption ithat ia ifirm ihas ithree ioptions iof 

igetting ifunding, iwhich iinclude icash iflows iwhich iare igenerated iinternally, iissue iof 

iequity iand i issue i of i debt. i The i theory ipostulates i that i a i firm i ought i to i fund i its 

i projects iwith icash iflow igenerated iinternally ifirst, ithen, ithey ishould icarry iout idebt iissue 

isecondly iand ithey ishould iexecute iequity iissue ithirdly ias ithe ilast ioption. iThe inotion 

ibehind ithis isequence iof ifunding iarises ifrom ithe iidea iof isignaling ivalue iand iinformation 

iasymmetry i(Hillier, i2013). iInformation iasymmetry iexplains ithat ithe iideal ifinancer iand 

ithe icompany imanagement iare inot ipossibly igoing ito ipossess ithe isimilar i information 

iused ito ivalue ithe ifirm. iClearly, i because ithe imanagement icarries iout itheir ifunctions 

iin ifirm ion ia idaily ibasis, ithe imanagement iought ito ipossess ifurther iinformation iin 

iregard ito iopportunities iand iprojects iwhich iare icurrent iand itherefore iis iprivy ito imore 

iinformation iabout ithe icorrect icompany/firm ivalue. iNevertheless, ithe iideal iinvestor iis 

iconscious ithat ithe imanagement iis iprivy ito ifurther iinformation, iwhich icauses ievents 

idone iby ithe imanagement ito ilead ito ieffects iof isignalling iin ithe imarket i(Fama i& iFrench, 

i2002). 

 
The itheory iproposes ithat iif ia ifirm iwants ifinancing ifrom ioutside, iit iought ito iat iall itimes 

ihave ipreference ito iapply idebt iissuance iso ias ito irefrain ifrom iconveying ito ithe imarket iin 

isignals ithat ithe ifirm iis iovervalued. iThis igives ithe iimpression iof iresults iwhich iare 

iextreme, isame ias isuggested ion ithe ioutcome iof iMM ithat iin ian ienvironment iof icorporate 

itaxes icharacterized iby ino icosts iof ifinancial idistress, ia icompany ineeds ito ibe ione ihundred 

iper icent ifinanced iby idebt. iNevertheless, iin ithe irea iworld, icosts iassociated iwith iagency 

irelationships iand icosts ilinked ito ifinancial idistress iare itaken isubject ito ithis itheory itoo, 

iwhich iindicates ithat ithe ifirm imay ioffer idebt ibut ito ia ispecific ilimit i(Kremp i& iPhillippon, 

2008). 
 

 

The ipecking iorder itheory iis irelevant ito ithis istudy iin ithat iit iimplies ithat ithe 

iproportion iof idebt iin ithe istructure iof ia ifirm’s icapital iought ito ibe iless, ibecause  

ioperations iwhich ihave ibeen ifunded iinternally iincrease iits iequity iworth/value. iIf ithe 

iinvestment ifirms ia iNairobi iSecurities iExchange ihave iassets iwhich iare itangible ithen 

ithese iassets iare ieasier 
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to ivalue ithan iassets iwhich iare iintangible, iand itherefore iought ito icontribute ito ilower 

iinformation iasymmetry. iTherefore, ithe iunderpinnings iof ithis itheory iwill ihelp iinform in 

ithe irelationship ibetween itangibility iof iassets iand ivalue iof ilisted iinvestment ifirms iat 

iNSE. 

 

2.3 i i i i i i Determinants iof iValue iof iInvestment iFirms 
 

Various ifactors ihave ibeen ifound ito ibe ideterminants iof ivalue iof iinvestment ifirms. iFor 

ithis istudy, iother ifactors ithat ihave ibeen ireviewed iinclude ifirm isize, iprofitability, ifirm 

igrowth, iintellectual icapital iand ioperating iefficiency. 

 
2.3.1 i i i Firm iSize 

 

Firm isize ihas ibeen ivariously idefined iin ithe iliterature ito irefer ito ithe itotal iassets, iscale iof 

ioperations i and i number i of i employees i among i others. i i i i iFirms i which i are i bigger 

i are ipresumed ito ipossess imore iresources ifor itheir iuse iand ifor ithat ireason ipossess ithe 

iability ito icommit iand iapply ithese iresources ito imultiple iopportunities iof iinvestment. 

iLan i(2012) iasserts ithat iincrease iin icompany isize iincreases ithe iperformance iof ithe 

ibank. iAlmajali iet ial i(2012) iargued ithat ithe isize iof ithe ifirm ican iaffect iits ifinancial 

iperformance. iHowever, ifor ifirms ithat ibecome iexceptionally ilarge, ithe ieffect iof isize 

icould ibe inegative idue ito ibureaucratic iand iother ireasons i(Ulil, iBambang, iDjumahir i& 

iGugus, i2013). i iSeveral ivariables ithat imight iimply ithat ia ifirm ihas igrown itoo ibig ifor iits 

ioperating icommunity iin isize iinclude; iincreasing iat ia ihigher irate icompared ithe ilabor 

iforce iprovided iby ithe icommunity, igiving iover ione ithird iin itaxes iof ithe ifinancing iof ithe 

ilocal igovernment, iand iprobability iof icausing i i idemise iof ithe icommunity, iif ithe ifirm 

ihappens ito iclose idown iits ioperations. iFirms isizes iare iassessed iusing ivarious iapproaches 

ilike isales, imarket icapitalization, iasset iand iemployment i(Chrysovalantis, iIftekhar i& 

iFotios, i2013). iA ilot iof iempirical istudies ihave ibeen iconducted iusing ifirm isize. iSome iof 

ithem iused ifirm isize ias ia icontrol ivariable iwhile iothers iused iit ias ia ipredictor ivariable iin 

itheir istudies. iFirm isize iis iused iin ithis istudy ias iindependent ivariable, ibecause ithe istudy 

iis ion ifirm icharacteristics iand isize iis iamong ithe iproxies iof ifirm iattributes i(Budiandriani, 

2013). 
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2.3.2 i i i Profitability 
 

The iconcept iof iprofitability iis ioften iused ias ian iindicator iof ithe icompany's ifundamental 

iperformance ias iit irepresents iperformance imanagement i(Ibrahim i& iHussaini, i2015). 

iAccording ito iresearch idevelopments iin ifinancial imanagement, iprofitability idimensions 

igenerally ihave iacausal irelationship ito ithe ivalue iof ithe icompany. iWhile ithe ivalue iof ithe 

icompany ias ia iconcept ican ibe iexplained iby ithe ivalue idetermined iby ithe iprice iof ithe 

istock itraded icapital imarkets i(Mohammed i& iUsman, i2016). i iInstitutions iand ifirms ithat 

ipossess ia ihigh iprofitability ilevel ieach iyear, ihave ia itendency ito iuse itheir iown icapital ias 

icompared iwith iusing idebt i(Kusuma, i2011). iAnother iassumption istates iwith ireturn ion ia 

ihigh iasset, iwhich imeans ithat ithe inet iprofit iof ithe icompany iis ihigh. iProfitability iratio iis 

ithe iratio ito iassess ithe icompany's iability ito imake ia iprofit i(Kashmir, i2012). iThis iratio 

ialso i provides i a i measure i of i the i effectiveness i of i management i of i a i company. i 

iIt i is iintended iby ithe iprofits igenerated ifrom isales iand iinvestment iincome, ithe ipoint iis ithe 

iuse iof ithis iratio iindicates ithe iefficiency iof ithe icompany. 

 

2.3.3 i i i Firm iGrowth 
 

Growth iopportunity iis ithe iprospect iof ithe icompany ito iincrease iin isize i(Mai, i2016). 

iBusinesses ianticipated ito iincrease iin ia ihigh imagnitude iin ithe ifuture ihave ia itendency ito 

iutilize isecurities ito ifund itheir iprojects. iSince ithe iopportunities iof igrowth idiffers iacross 

icompanies, itheir idecisions iof ifinancing iby ithe imanagement imay ialso idiffer i(Akinsulire, 

2011). iAnother iexplanation iof iopportunities iof igrowth irefers ito ithe idifference iof ithe 

itotal iassets iof ia ifirm. iA icompany ithat iis ianticipated ito igrow iquickly iin ifuture ihas ia 

itendency iof iselecting istock ias ia ichoice ito ifund iits ioperations. iIn icontradiction, 

icompanies iprojected ito ihave ia islow irate iof igrowth imay ichannel itheir iefforts iin isplitting 

ithe islow igrowth irisk iwith ithe ifinancier iby iway iof idebt iissuance iwhich iis iusually ilong 

iterm i(Mai, i2016). iGrowth iin isales ican ibe ianticipated ito iaffect ithe ireturn irate iand 

imeasures iof imarket ivalue iwhether iin ia isimulated ienvironment iand iactual ibusinesses. iIt 

iis iususally inot iclear iwhether igrowth iin ia isingle iyear ican iinfluence imeasures iof imarket 

ivalue iand iprofitability iin ia isubsequent iyear iin iany ibusness ienvironments. iGrowth iof 

iassets, iwhich imay ibe iapplied ias ia iproxy ifor iexpenditures ifor iplant iand iequipment, 

iintensity iof iresearch, imight iin iaddition iinfluence igrowth iof isales iin ia ibase ior ifollowing 
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year, inot idirectly iinfluencing iprofitability iand ivalue iof imarket i(Safdar, iHazoor, iToheed 
 

& iAmmara, i2013). 
 
 

2.3.4 i i i Intellectual iCapital 
 

Intellectual icapital iis iexpressed ias ian iintellectual imatter iof iknowledge, iinformation, 

iintellectual iproperty, iwhich iis iused ito icreate ithe iexperience iof iwelfare i(Hausen i& 

iSungsuk, i2013). iAnother iview idefines iintellectual icapital ias ia iprocess imanagement 

ispecialized itechnology ito icalculate ithe icompany's iprospects iin ithe ifuture. iIntangible 

iassets icategory iis isomething irelated ito itechnology, iconsumer, icontract, idata iprocessing, 

ipersonal icapital, imarketing, ilocation, iand igoodwill. iThis idefinition iis ibroad iand 

iincludes ialmost iall idimensions iof i intangible i assets i(Shafana, i Fathima i& iInun, 

i2013). iTo iachieve ithe icompany's isuccess igreatly iinfluenced iby ithe iefforts iof ithe 

icompany iroutine ito imaximize ithe ivalues iof ithe icompany's iintellectual icapital, 

iintellectual icapital iwill igive ithe ivalue iof idiversity. iValues iof idifferent iorganizations 

isuch ias ithe iincrease iin iprofits ifrom ithe iacquisition iof ianother icompany iinnovation, 

iconsumer iloyalty, icost ireduction iand iproductivity iimprovement i(Nora iRiyanti 

iNingrum i& iShiddig iNur iRahardjo, i2012). 

 
2.3.5 i i i Operating iEfficiency 

 

A ikey iachievement iof ifundamental igoals iof ian iorganization iis ito itake ifull iadvantage iof 

itheir ifuture iand ipresent ioperational iand ifinancial iperformance idue ito ithe ifact ithat ithey 

iinfluence ion ithe imarket iprice iper ishare iand ias ia iresult ihave ian iimpact ion iwealth iof 

iowners i(shareholders). iA ibusiness ipractice ithat iis icommon isuggests ithat iefficiency iin 

ioperations i(OE) idoes icontribute isignificantly iin ienhancing ifuture iand icurrent  

iperformance iof ithe ifirm i(Hausen i& iSungsuk, i2013). iOperational iEfficiency iis ireferred 

ias ithe ilevel ito iwhich ivariations iin ithe icycle iof iconversion iof icash, isize iof ithe ifirm, 

iexpenses iof ioperating ito iratio iof isales irevenue, icash iflow ifor ioperations, iratio iof itotal 

idebt ito itotal iassets, iand ithe iratio itotal iasset iturnover, i and iimpact iof ioperating irisk 

ion ithe ianticipated ifirm iperformance. iThe iword iefficiency iis iperceived iin iboth ithe 

iliterature iof istrategic imanagement iand iindustrial iorganization ias ithe ioutcome iof ielements 

irelated ito ithe ifirm iwhich imay iinclude icontrol iof icost, iinnovation, ishare iof imarket iand 

iskills iof 
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management ias icontributors iof icurrent iperformance iof ithe ifirm iand iits istability i(Pourali 
 

& iArasteh, i2013). 
 
 

2.4 i i i i i i Empirical iReview 
 

Different iresearch iworks ihave ibeen idone ion ideterminants iof icapital istructure ion ithe 

ivalue iof ifirms. 

 

2.4.1 i i i Leverage iand iValue iof iFirms 
 

Farooq iand iMasood i(2016) iempirically icarried iout ia istudy ion ithe iinfluence iof ileverage 

ion ivalue iof inineteen ilisted ifirms ifrom icement isubsector iof iKarachi iStock iExchange, 

iPakistan ifrom i2008-2012. iThe iempirical ifindings idemonstrated ithat ifinancial ileverage  

ihad isignificant ilink iand iaffirmative iwith ivalue iof ifirm. iAmong ithe icontrol ivariables, 

ifirm isize iwas ifound ito ibe inon-significant iand iinversely ilinked iwith ifirm ivalue. 

iTangibility iof iasset ihad iinverse iand iimportant/significant ilink iwith ivalue. iThe iliquidity 

iwas iestablished ito ibear ian iaffirmative iand iimportant ilink iwith ivalue iin ithe icement 

ifirms. 

 
Mita, iMoeljadi iand iIndrawati i(2017) istudied ithe ieffect iof ileverage, iprofitability,  

iinformation iasymmetry, ifirm isize ion icash iholding iand ifirm ivalue iof imanufacturing 

ifirms ilisted iat iIndonesian iStock iExchange. iThe idata ifrom ia itotal iof i56 ifirms iwas 

ianalyzed iusing ipath ianalysis. iResults ifrom ithe istudy idemonstrated ithat ileverage ihas 

inegative ieffect ion icash iholdings, iprofitability ihad ipositive iinfluence ion icash iholdings 

iand ifirm’s ivalue. iCash iholdings ihad inegative iinfluence ion ithe ifirm’s ivalue. iCash 

iholding imediate ithe irelationship iof iinformation iasymmetry iand ifirm isize ion ithe 

iFirm’s iValue. 

 
Fosu i(2013) icarried iout ian ianalysis ion ithe ilink iamid istructure iof icapital, 

icompetition iof iproduct imarket iand iperformance iof ifirms iin iSouth iAfrica. iThe 

iresearcher itested ithe ieffcet iof istructure iof icapital ion iperformance iof ifirms iand iassessed  

ithe imagnitude ito iwhich ithe ilink irelies ion ithe iextent iof icompetition iof ithe iproduct 

imarket. iThe istudy ifinding iindicated ithat ileverage iin ifinancing ihas ian 

iimportant/significant iaffirmative ilink 
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with iperformance iof ithe ifirm. iIt iwas iin iaddition iestablished ithat icompetition iof iproduct 

imarket iimproves ithe iinfluence iof ileverage ion iperformance. 

 
Khan i(2012) iassessed ithe ilink iamidst idecisions iof istructure iof icapital iand iperformance 

iof ilisted iengineering icompanies iin iKSE, iPakistan. iThe iresearch ifindings iindicated ithat 

ileverage ion ifinancing ibore ia iimportant/significantly inegative ilink iwith iperformance iof 

ithe ifirm iwhich iwas isignified iby iTobin’s iQ, iMargin iof iGross iProfit iand iReturn ion 

iAssets. iThe ilink iamidst ileverage iin ifinancing iand iperformance iof ithe ifirm iwas iinverse 

iand inot iimportant/significant. iSize iof iasset idid inot ihave ian iimportant/significant ilink 

iwith ithe iperformance iof ithe ifirm imeasured iby iGM iand iROA ibut iinverse/negative iand 

isignificant ilink iwas iforund ito ibe iwith ipeformance. 

 

Tzeng iand iCheng i(2012) istudied ithe ieffect iof ileverage ion ithe icompany’s ivalue iand ihow 

ithe icompany’s iquality ifinancing iwas iinfluenced ion ithis irelationship. iThe iresearcher 

iapplied ithe iGeneralized iMethod iof iMoment i(GMM) ito iestimate ithe ieffect iof ileverage 

ion ifirm ivalues iand icontextual ivariables iinfluence ion ithis irelationship. iUsing i645 

icompanies ilisted iin iTaiwan iSecurities iExchange i(TSE) ifrom i2000-2009. iThe ifindings 

irevealed ithat, iif icost iand ibenefit iof idebt iare iconsidered isimultaneously, ithe ileverage iis 

iimportantly iand iaffirmatively ilinked ito ithe ivalue iof icompany iprioir ito iarriving iat ithe 

icompany’s istructure iof icapital ithat iis ioptimal. iThe iresults ishowed ithat ithe iaffirmative 

ilink iof ileverage ito ithe ivalue iof ithe icompany ihas ia itendency ito ibe isturdy iwhen ithe 

icompany’s iquality iof ifinancing iis ihealthier. 

 

2.4.2 i i i Liquidity iand iValue iof iFirms 
 

Gharaibeh iand iSarea i(2015) icarried iout iempirical ievidence ifrom iKuwait ion ithe iimpact 

iof icapital istructure iand icertain ifirm ispecific ivariables ion ithe ivalue iof ithe ifirm. iThe 

iresearch iwas icarried iout iby iutilizing ieight iyears iof idata ifrom itwo ihundred iand ithirty- 

inine iobservations ifrom i2006 ito i2013. iThe iresearch iutilized idescriptive istatistics, 

icorrelation, iand imultiple-regression ianalyses ito iinvestigate ithe ieffect iof icontributory 

ifactors ion ifirm ivalue. iThe ioutcomes iof ithe ifindings idemonstrated ithat istructure iof 

icapital i(leverage) iis ithe igreatest iinfluencer ion ivalue iof ithe ifirm. iRisk iof ibusiness, iratio 
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of idividends ipayout, isize, ivalue iof ithe iprevious iyear, iopportunities iof igrowth iand ifirm 

iliquidity iwere idemonstrated ito ibear isignificant ieffect ion ivalue ifirm. 

 
Fajaria iand iIsnalita i(2018) istudied ithe ilink iamidst iof iliquidity, iprofitability, ileverage 

iand igrowth ion ivalue iof ithe ifirm. iThe iinvestigation iwas icarried iout iapplying ithe imethod 

 

documentation, iin iaddition ito iapplying ipurposive isampling iprocedure. iThis iresearch 

idata iwas ianalyzed iby iway iof ithe iprogram icalled iSPSS, ion ithree ihundred iand ininety-six 

iobservations. iThe ipopulation icases iincluded ione ihundred iand iforty-six icompanies 

iinvolved iin imanufacturing ilisted ion ithe iStock iExchange ifrom i2013 ito i2016. iFrom ithe 

iresearch ifindings, ihigh igrowth iand iprofitability iof ithe ifirms iwere idemonstrated ito iraise 

iof ivalue iof ithe ifirm. iHowever, ihigh iliquidity iand ileverage iwere idemonstrated ito ilessen 

ithe ivalue iof ithe ifirms. 

 
 

Pourali iand iArasteh i(2014) icarried iout ia iempirical iinquiry ion ithe ilink iamidst iliquidity, 

iand ivalue iof ithe ifirm. iThe ikey iobjective iof ithe iinquiry iwas ito iempirically iresearch ion 

ithe ilink iamidst iliquidity, icorporate igovernance, iand ivalue iof ithe ifirm iin irelation ito ithe 

iliterature i iconducted i iin i ithese i icontexts. i iThe i outcomes i iof i ithe i iresults i ifor i ithe i istudy 

ipostulated ia istraightforward icontributory ilink iamidst ithe icorporate igovernance iand  

iliquidity, iand ia irobust ipositive/affirmative iassociation ion ivalue iof ithe ifirm iby icorporate 

igovernance. 

 
Tahu iand iSusilo i(2017) istudied ithe ieffect iof iliquidity, iprofitability iand ileverage ito ithe 

ivalue iof ithe ifirm iwith ia imoderating ivariable ibeing idividend ipolicy iin ifirms iinvolved iin 

imanufacturing iat iIndonesia iStock iExchange. iThe ifindings iestablished ithat iliquidity iwas 

inot ian iimportant ipredictor ithough iit ihad iaffirmative iinfluence ion ifirm ivalue. iThe ipolicy 
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of idividend iwas ifound inot ito ibe iin ia iposition ito imoderate ithe iinfluence iof iliquidity ion 

ithe ifirm ivalue iin ia isignificant iway. iLeverage iwas ifound inot ito ibe isignificant iand iit ibore ia 

inegative i influence i on i value iof ithe i firmThe ipolicy iof idividend i was i found i not ito 

ibe iin ia iposition ito imoderate ithe i influence i of i leverage i on ithe ifirm ivalue i in ia 

isignificant 

way. iProfitability iwas ifound ito ihave ian iimportant/ isignificant iand iaffirmative iinfluence 

ion icompany ivalue. iThe ipolicy iof idividend iwas ifound inot ito ibe iin ia iposition ito imoderate 

ithe iinfluence iof iprofitaility ion ithe ifirm ivalue iin ia isignificant iway. 
 

2.4.3 i i i Asset iTangibility iand iValue iof iFirms 
 

Nyamasege iet ial. i(2014) icarried iout ian iinquiry ion ithe iinfluence iof iasset itangibility ion 

ivalue iof icompanies ilisted iin iNairobi iSecurities iExchange. iThe iresearcher iapplied 

idescriptive istatistics ito icomprehend iand idescribe ithe irudimentary icharacteristics iof ithe 

iraw idata ithat iwas iutilized iand iin ispecific ithey iapplied iannual igrowth irates imaximum, 

iminimum, iin iaddition imean, iof ievery ione iof ithe iresearch ifactors. iTo iexamine ithe 

iinfluence iof ipredictor ivariables ion ithe iresponse ifactor, ianalysis iby iway iof isimple 

iregression iwas iutilized ion ithe iassumption ithat iall iother ifactors iremained iconstant. iThe 

isimple iregression imodel itook ithe iform iof iY i= ia i+ ibx. iFrom ithe iresearch ioutcomes, iit 

iwas ifound ithat itangibility iof iassets ihad ia ipositive ilink iand istatistically iimportant ito ifirm 

ivalue iof iin ithe ilisted icompanies. 

 
Oni iand iOlakunle i(2014) idid iout ia istudy ion iinvestigating ithe iinfluence iof itangibility iof 

iassets ion istructure iof icapital ifor iNigerian ilisted icompanies. iThe icontributions iin itheory 

ion itrade-off, ipecking iorder iand iagency itheories iwere iinvestigated iin iinvestigating ithe 

ieffect iof itangibility iof iasset ion ipatterns ifor ifinancing ifor ithe ilisted iNigerian icompanies. 

iThe ioutcomes iof ithe ifindings idemonstrated ithat iNigerian icompanies iusually ido inot 

iassume iperceived itrends iobserved iin ideveloped icountries. iIn iinvestigating ileverage iof 

ifirms, iNigerian icompanies iwere idemonstrated ito ibear ia icontributory inon-statistical ilink 

iamid itangibility iof iassets iand ileverage. 

 
Mwaniki iand iOmagwa i(2017) istudied iasset istructure iand ifinancial iperformance iof 

ifirms iquoted iunder icommercial iand iservices isector iat ithe iNairobi iSecurities iExchange, 

iKenya. iA isurvey iwas icarried iout ion iall icompanies ilisted iunder icommercial iin i2014, ifor 
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a i5-year ispan, ifrom i2010 i- i2014. iA istandard imultiple iregression iwas iutilized iwith ithe 

ihelp iof iSPSS iversion i21 iprogram. iThe ioutcome iof ithe ifindings iin ithe iinquiry ishowed 

ithat istructure iof iassets idid ihave ian iimportant istatistical iinfluence ion ifinancial 

iperformance. iSpecifically, ithe iresearch iestablished ithat iinvestments ideemed ilong-term, 

ireserves i and i PPE- i Plant, i Property i and i Equipment i possess i an 

i important/significant 

influence ion ifinancial iperformance, iwhereas iassets ideemed ias icurrent iand ithose iassets 

ithat iare iintangible iwere inot ifound ito ibear iany istatistical isignificance/ iimportance ion 

ifinancial iperformance. 
 
 

Setiadharma iand iMachali i(2017) icarried iout ia istudy ion ithe ieffect iof iasset istructure iand 

ifirm isize ion ifirm ivalue iwith icapital istructure ias iintervening ivariable. iThe isamples iof 

ithis istudy iwere i34 icompanies idealing iwith ireal iestate iand iproperty iand iare ilisted iin 

iIndonesia iStock iExchange ifrom i2010 ito i2014. iThe ifindings iof ithis iresearch 

iindicated ia istraightforward ieffect iof istructure iof iassets ion ithe ivalue iof ithe ifirms. 

iHowever, ino iindirect iinfluence iof istructure iof iasset ion ithe ivalue iof ithe icompany 

ihaving istructure iof icapital i as i moderating i factor. i iThere i is i no i straightforward i 

iinfluence i of i size i of i the icompany/firm ion iits ivalue iand ithat ithere iexists ino inon-

straightforward iinfluence iof isize iof ithe ifirm ion iits ivalue iwith istructure iof icapital ias 

imoderating ifactor. 

 
2.4.4 i i i Growth iOpportunities iand iValue iof iFirms 

 

Sinayi iet ial. i(2011) iin itheir istudy iinvestigated ithe iinfluence iof iopportunities iof igrowth 

ion ithe ilink iamidst istructure iof icapital, istructure iof iownership iand idividends iwith ivalue 

iof icompanies iand idid iestablish ithat ithere iexists ian iimportant ilink iamidst istructure iof 
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capital i(leverage) iand idividends iwith ivalue iof ithe iinstitution iand iwith irelation ito 

iexistence iof iopportunities iof igrowth ithis ilink iis iinverse iand iimportant/significant. iIn 

iaddition, ithe ioutcomes iof ithe iresults ishow ithat ithere iis ia inon-linear iimportant ilink iamid 

istructure iof iownership iand ivalue iof ithe icompanies iand iopportunities iof igrowth ido ibear 

ian iimportant iinfluence ion ithis iassociation. 

 

 

Rahimian, iGhalandari iand iJogh i(2012) istudied ithe irole iof iopportunities iof igrowth iin ithe 

iassociation i ibetween i idecisions i ion i ifinancing i ion i ivalue i iof i ifirms i iin i iTehran i iSecurities 

iExchange. iOne ihundred iand ithirty-five ifirms iwere ichosen iand istudied ias ifrom i2006 ito 

2010. iThe idata iwas igotten ifrom itheir ifinancial istatements. iThe ioutcome iin ithe ifindings 

iof i analysis i of i data i indicated i an i important/significant i link i amidst i structure i of 

i capital iand idividend iand ivalue iof ithe ifirm. iFurther, ithe iresults ishowed ithat iin ithe 

iexistence iof iopportunities iof igrowth, ithis iassociation iwas iinverse iand isignificant, 

ihowever, iwhere iopportunities iof igrowth idid inot iexist, ithe ilink iwas iaffirmative iand 

iimportant/significant. iIn iaddition, ithe ioutcomes iof ithe ifindings iindicated ithat ithere iwas 

ia isignificant ibut inon- ilinear ilink iamid istructure iof iownership iand ivalue iof ithe ifirm iand 

ithat iopportunities iof igrowth iapplied ian iimperative iinfluence ion ithis iassociation. 

 
Andawasatya, iIndrawat iand iAisjah i(2017) istudied ithe ieffect iof igrowth iopportunity, 

iprofitability, ifirm isize ito ifirm ivalue ithrough icapital istructure iof ilisted imanufacturing 

ifirms ion ithe iIndonesian iStock iExchange. iThe ipopulation iof ithe istudy iconstituted ithirty 

ifirms iwhich iwere iarrived iat iby icensus iapproach ifor iobservation iover ifive iyears. iThe 

ioutcome iof ithe ifindings idemonstrated ithat ithe ibetterment iof iopportunities ifor igrowth 

iand isize iof ithe ifirm imay ienhance iits istructure iof ithe icapital; iwhereas ithe ibetterment iof 

iprofitability imight ilessen ithe istructure iof icapital. iThe ibetterment iof iopportunities ifor 

igrowth, isize iof ithe ifirm iand iprofitability icould iraise isignificantly ithe ivalue iof ithe ifirm. 

 
Sualehkhattak iand iHussain i(2017) icarried iout ia istudy ito iassess iwhether 

iopportunities iof igrowth iaffect ithe iassociation iof ithe ipolicy iof idividends iand istructure 

iof icapital iwith ivalue iof ione ihundred iand iforty-eight inon-financial iinstitutions 

iregistered ion iKarachi iStock iExchange i(KSE), ifor ia ispan iof i5 iyears ifrom i2011-2015. 

iBy iapplying ipanel idata iregressions iand it-test, ithe iresearcher iestablished ia istatistically 

iimportant iand ipositive ilink iamidst ifirm ivalue iand ileverage, iconcentration iof iownership 

iand ivalue iof ithe 
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companies ibut ino isignificant ilink iamid ipayout iof idividends iand ivalue iof ithe icompanies.  

opportunities iof igrowth iwas ialso ifound inot ito ibe isignificant. 
 

2.5 i i i i i i Conceptual iFramework 
 

 

Leverage 
 
 
 

Liquidity 
 
 

 
Asset iTangibility 

 
 

Value iof iInvestment iListed 
 

Firms 

 

 
 
 

Growth iOpportunities 
 

 

Figure i2.1: iConceptual iFramework 
 

Source: iResearcher i(2019) 
 

Figure i2.1: iConceptual iFramework 
 

 

2.6 i i i i i i Critique iof iLiterature 
 

iFirm icharacteristics ilike ileverage, iliquidity iasset itangibility iand igrowth iopportunities 

ihave ibeen iconsidered ithough ithey iwere inot istudied ias ia iportfolio ias iin ithis iresearch. 

iBased ion ithe iresults iof ithese istudies, iit iappears ithat ithe ienvironment iin iwhich ia  

icompany ioperates icould ihave ian iimportant iinfluence ion iits icapital istructure i(Rahimian, 

iGhalandari i& iJogh, i2012). 

 
Most ireviewed istudies iexamine ithe ideterminants iof icapital istructure iby iapplying ionly 

ione ior itwo ireviewed ivariables iand inot ias ia iportfolio iof ileverage, iliquidity, iasset 
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tangibility i and i growth i opportunities. i Farooq i and i Masood i (2016) i empirically 

i carried iout ia istudy ion ithe iinfluence iof ileverage ion ivalue iof inineteen ilisted ifirms ifrom 

icement isubsector iof iKarachi iStock iExchange. iMita, iMoeljadi iand iIndrawati i(2017) 

istudied ithe ieffect iof ileverage, iprofitability, iinformation iasymmetry, ifirm isize ion icash 

iholding iand ifirm ivalue iof imanufacturing ifirms ilisted iat iIndonesian iStock iExchange. 

iTzeng iand iCheng i(2012) istudied ithe ieffect iof ileverage ion ithe icompany’s ivalue iand  

ihow ithe icompany’s iquality ifinancing iwas iinfluenced ion ithis irelationship. 

 
Gharaibeh iand iSarea i(2015) icarried iout iempirical ievidence ifrom iKuwait ion ithe iimpact 

iof icapital istructure iand icertain ifirm ispecific ivariables ion ithe ivalue iof ithe ifirm. iFajaria 

iand iIsnalita i(2018) istudied ithe ilink iamidst iof iliquidity, iprofitability, ileverage iand 

igrowth ion ivalue iof ithe ifirm. iOni iand iOlakunle i(2014) idid iout ia istudy ion iinvestigating 

ithe iinfluence iof itangibility iof iassets ion istructure iof icapital ifor iNigerian ilisted 

icompanies. iSetiadharma iand iMachali i(2017) icarried iout ia istudy ion ithe ieffect iof 

iasset istructure iand ifirm isize ion ifirm ivalue iwith icapital istructure ias iintervening ivariable. 

 
 

2.7 i i i i i i iSummary iof iLiterature 
 

Various istudies; iFarooq iand iMasood i(2016), iMita, iMoeljadi iand iIndrawati i(2017), 

iGharaibeh iand iSarea i(2015), iFajaria iand iIsnalita i(2018), iNyamasege iet ial. i(2014), 

iMwaniki iand iOmagwa i(2017), iAndawasatya, iIndrawat iand iAisjah i(2017), 

iSualehkhattak iand iHussain i(2017), ihave ifound ithat ideterminants iof icapital istructure ido 

ihave ian iinfluence ion ivalue iof iinvestment ifirms. iThough ithere ihave ibeen ipositive iresults 

iand iimproved iperformance iin ithe iinvestment isector iin iKenya ias ian ioutcome iof iputting 

iin iplace iproper imeasures iof icapital istructure, ichallenges istill iremain iin ikey iareas. 
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Various iresearches idemonstrate ithat ithere iis ia ilink iamidst ileverage, iliquidity, 

iopportunities iof igrowth iand iasset itangibility iand ivalue iof ithe ifirms. iHowever, ithough 

ithe istudies imade iprofound icontributions iin ithe iareas ithey iwere icarried iout, itheir ifocus 

iwas inot iin iNairobi iSecurities iExchange ibut iwere irather icarried iout iin idifferent 

igeographical icontexts. iThis istudy iattempts ito istudy ithe ideterminants iof icapital istructure 

iand iassessing itheir iinfluence ion ivalue iof iinvestment ifirms ilisted iat iNairobi iSecurities 

iExchange, iKenya. 
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CHAPTER iTHREE 
 

 

RESEARCH iMETHODOLOGY 
 

 

3.1 i i i i i i iIntroduction 
 

This ichapter istates iand iexplains ithe iapproach iof ithe iresearch iprocess ito icollect, ianalyze  

iand ipresent idata iin iinvestigating ithe ideterminants iof icapital istructure iand itheir iinfluence 

ion ivalue iof iinvestment icompanies ilisted/registered iat ithe iNairobi iSecurities iExchange 

i(NSE). iIt ialso ishows ithe ipopulation iof istudy, iresearch idesign, ia itest iof ireliability iand 

ivalidity, icollection iof idata iand iits ianalysis icriteria. 

 

3.2 i i i i i i iResearch iDesign 
 

Research idesign iis ireferred ito ias ia iplan ifor ithe iprocesses, iimplemented iby ia istudy ifor 

iassessing ithe ilink iamidst ithe iresponse ivariable iand ipredictor ifactors i(Kothari, i2008). 

iDescriptive idesign iwas iapplied ifor ithe iresearch. iDescriptive idesigns ientails ia 

iexplanation iof ievery ipopulation iitem. iIt ipermits iestimations iof isections iof ia ipopulation 

ithat ihas icomprises ithese icharacteristics. iDescriptive iresearch idesign i involves; 

ianalysis iof iexisting idata i/information, isurvey iof idata irelating ito iexperiences, itests ithat 

iallows ito itest iif ithe iresearch iarea iis ioperating ias iintended iand ifinally istatistical ianalysis 

iof idata ithat iwill ibe icollected i(Serakan i& iBougie, i2010). 

 

3.3 i i i i i i iTarget iPopulation 
 

Population ias ireferred iby iKumar i(2005) iis ithe ientire igroups iof iconstituents ifrom iwhich 

iinterpretations iare iconstrued iand imeans ievery iprobable ielement iwhich iis iof iimportance 

iin ia iresearch. iThe ipopulation iunit iof ianalysis ientailed iof ithe isix ilisted iinvestment ifirms 

iin iNSE ifalling iinto ithe iInvestment iand iInvestment iServices icategory. iThe iresearch 

icovered ia itime ispan iof i9 iyears istarting ifrom i2009 ito i2017. iListed ifirms iin iNSE iare 

icategorized ias ipresented iin iTable iAppendix iII. 
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3.4 i i i i i i iSampling iand iSampling iTechnique 
 

Kothari i(2014) idescribes isampling iframe ias ia ilist iof imembers iof ithe iresearch ipopulation 

ifrom iwhich ia irandom isample imay ibe idrawn. iThe iresearcher iapplied ia icensus iapproach 

iwhere iall ithe i6 ifirms iwill ibe iconsidered ifor ithe istudy. iA icensus iapproach iwas iapplied 

 

in ithe istudy ito iensure iadequate iinformation iwas iobtained ifrom ithe irespondents idue ito 

ithe ifact ithat ithe istudy ipopulation iis inot ibig. 

 
3.5 i i i i i i iData iCollection 

 

Secondary i idata i iwas i iapplied i iin i ithis i iresearch. i iThese i idata i iincluded i ithe i ifinancial 

istatements i(the ibalance isheet iand ithe iprofit iand iloss iaccount) ifor iall ithe ifirms iin 

iNairobi’s iSecurities iExchange iHandbook iSeries ifor ithe iyears i2000-2018. iFinancial 

istatements iespecially ithe istatement ifor ifinancial iposition iand istatement ifor ifinancial 

iperformance i for i the i respective i firms i was i used i to i obtain i data i for i the i determinants. 

i A idata icollection isheet iwas iutilized ito icollect ithe iraw idata. iNaturally, ithis idata iset iwas 

iprocessed iand ianalyzed ilater ito ienable ithe iempirical ianalysis. 

 

3.6 i i i i i i iDiagnostic iTests 
 

Normality ianalysis ihelps ito icheck ithat idata iis inormally idistributed i(Moore i& iMcCabe, 
 

2004). iThe itwo iwell-known inumerical itests iof inormality iare ithe iKolmogorov-Smirnov 

iTest iand ithe iShapiro-Wilk iTest. iThe iShapiro-Wilk iTest iis imore iappropriate ifor ismall 

isample isizes i(< i50 isamples) ibut ican ialso ihandle isample isizes ias ilarge ias i2000. iThis 

istudy iadopted iShapiro-Wilk iTest ito itest ifor inormality. iIf ithe isignificance ivalue iof ithe 

iKolmogorov-Smirnov iTest ior iShapiro-Wilk iTest iis igreater ithan i0.05, ithe idata iwas 

iqualified ias inormal. iIf iit iis ibelow i0.05, ithe idata isignificantly ideviates ifrom ia inormal 

idistribution i(Cohen, i1992). 

 
In i iregression, i imulticollinearity i denotes i ithose i ideterminant i ivariables i ithat i ihave i ihigh 

icorrelation iwith iother ideterminant ivariables i(Cox, i2006). iMulticollinearity iarises iwhen 

ithe iempirical imodel ihas iseveral ivariables iwhich iare ihighly icorrelated ito ieach iother. 

iMulticollinearity icauses istandard ierrors ito iincrease iwhich imeans ithat icoefficients ifor 

icertain ipredictor ifactors imight inot ibe isignificantly ivarying ifrom izero. iThis imeans ithat 
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by iincreasing ithe ierrors iof istandard, imulticollinearity icauses icertain ifactors ito iappear 

iinsignificant iwhen ithey ishould iin ithe ireal isense ibe isignificant. iWhen imulticollinearity 

idoes inot iarise ithose iconstants icould ibe isignificant i(Tabachnick i& iFidell, i2007). iThe 

itests ifor iconfirming ifor imulticollinearity ithat iwas iused iis iVariance iInflation iFactor 

i(VIF). iIf iVIF ifor iany iindependent ifactor iis iequal ito ior imore ithan i10, ithen ithere iis 

icollinearity i linked i with i ithat i factor i and i would i ibe i expunged i from i the 

i regression iequation/model i(Cox, i2006). 

 
 

3.7 iData iAnalysis 
 

 
 

The igathered iraw idata iwas isorted, icategorized, icoded iand ithen iput iin ia itable ifor ieasy 

iexamination. iCollected iraw idata iwas iinvestigated iby iway iof iinferential iand idescriptive 

ianalysis. iStatistical isoftware iof iSPSS iversion i22 iwas iapplied iin ithe iinvestigation. iThe 

iraw idata iwas iinput iinto ithe iSPSS iand itested iby iway iof iregression, icorrelation iand  

idescriptive ianalyses. iFor idescriptive iresults, ithe iresearch iutilized itrend ianalysis ito 

iassess ithe ipatterns ifor iall ithe istudy ivariables iin ieach iinvestment icompany. iFor 

iinferential ifindings, ithe iresearch icarried iout ianalysis iby iutilizing imultiple iregression 

iand iPearson’s iCorrelation ito iestablish ithe ilink iamidst ithe iresponse ivariable i(firm 

ivalue) iand ipredictor ivariables: ileverage, iliquidity, iasset itangibility iand igrowth 

iopportunities. 

 
 

3.7.1 iAnalytical iModel 
 

Using ithe icollected idata, ithe iresearcher iconducted ianalysis iby iway iof ia iregression 

imodel ito iestablish ithe iextent iof ithe ilink iamid ithe ifirm ivalue iand ithe istructure iof icapital.  

iThe iresearch iapplied ithe ifollowing iregression imodel: 

 
Y= iβ0 i+ iβ1X1+ iβ2X2 i+ iβ3X3 i+ iβ4X4 i+ iε. 

 

 

Denoted ias: iY i= iFirm iValue ias iassessed iby ithe iTobins iQ 
 

α i= iY iintercept iof ithe iregression iequation. 
 

β1, iβ2 iβ3, iand iβ4=are ithe islope iof ithe iregression 
 

X1 i i i i i i i i i i i i i i i= i i i i i i i i i i i i Leverage 
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X2 =  Liquidity 

X3 

 

X4 

= 
 

 
 

= 

Asset iTangibility 
 

Growth 

Opportunities 
 

ε. i i i i i i i i= i i i i i i i i i error iterm 
 

 
 

The ivariables iwill ibe imeasured ias: 

 
i. i i i i i Firm iValue i i i i i i i i i i i i i i i i i = i i i i i i i i iTobin’s i i Q i i (Total i i Market i i Value/Total i 

i Asset 

Value) 

 
ii. i i i i Leverage i i i i i i i i i i i i i i i i i i i i i= i i i i i i i i i Total iDebt/ iTotal iAssets 

 
iii. i i i Liquidity i i i i i i i i i i i i i i i i i i i i i= i i i i i i i i i Current iAssets/Current iLiability 

iiv. i i i Tangibility iof iAssets i i = i i i i i i i i i i Fixed iAssets i/ iTotal iAssets 

v. i i i i iGrowth iOpportunities i= i i i i i i i i i Value iof istock i– i(Earnings i/ iEquity) 
 

 
 

3.7.2 iSignificance iTests 
 

 
 

To icarry iout ithe isignificance itests, ithe it i– itest iand ithe iF i- itest iwas iutilized iat i95% ilevel iof 

iconfidence. iThe iF istatistic iwas iused ito iinvestigate ithe isignificance iof iregression 

imodel iwhereas ithe it istatistic iwas iutilized ito iassess isignificance iof icoefficients iof ithe 

iresearch. 
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CHAPTER iFOUR 
 

 

FINDINGS, iPRESENTATION iAND iDISCUSSION 
 

 

4.1 i i i i i i iIntroduction 
 

This ichapter ipresents ithe ianalyzed idata, ifindings iand idiscussion. iDescriptive istatistics 

iresults iwere ipresented ifirst ifollowed iby icorrelation iand iregression iresults. 

 
4.2 i i i i i i iDescriptive iStatistics 

 

This isection ipresents itrend ianalysis ifor ithe icalculated istudy ivariables: ifirm ivalue,  

ileverage, iliquidity, iasset itangibility iand igrowth iopportunities. 

 

4.2.1 i i i iCentum iInvestment iCompany 
 

The iresearcher isought ito ifind iout ithe itrend iof ithe istudy ivariables i for ieach ilisted 

iinvestment ifirm ias ipresented iin iFigure i4.1. iCentum iInvestment iCompany’s ifirm ivalue 

ias ipresented iby iTobin’s iQ iwas iat i0.69 iin i2009 iand irose iconsistently ito i8.86 iin i2014 ibut 

idrooped ito i0.99 iin i2017. iThe ifirm’s ileverage iwas i0.99 i in i2009 iwhich irose ito i13.5 

iin 

2014 ibut idropped ito i1.94 iin i2017. iLiquidity ias ifrom i2009 iwas i4.57but ihad isignificantly 

idropped ito i-0.43 iin i2017. iAsset itangibility iin ithe ifirm iwas iat i0.96 iin i2009 ibut idropped 

isignificantly ito i0.00 iin i2014 ibut irose iagain ito i0.92. iThe ifirm’s igrowth iopportunities 

istood iat i25.00 iin i2009 ibut idropped ito i20.00 iin i2014. iThis ihowever ichanged iin i2015 ias 

ithe iopportunities irose ito i63.5 iin i2015 ibut iagain idropped ito i34.50 iin i2017. 



32  

Figure i4.1: iCentum iInvestment iCompany 
 

Source: iResearch iData i(2019) 
 

4.2.2 i i i iHome iAfrika iLimited 
 

Findings ion itrends ion ithe istudy ivariables ifor iHome iAfrika iLimited iare ipresented iin 

iFigure i4.2. iHome iAfrika iLimited’s ifirm ivalue ias ipresented iby iTobin’s iQ iwas iat 

i0.65 iin i2013 iand idropped iconsistently ito i0.09 iin i2017. iThe ifirm’s ileverage iwas i0.16 iin 

i2013 ibut idropped ito i0.01 iin i2017. iLiquidity ias ifrom i2013 iwas i1.09 ibut ihad 

isignificantly idropped ito i0.79 iin i2017. iAsset itangibility iin ithe ifirm iwas iat i0.21 iin 

i2013 ibut idropped isignificantly ito i0.15 iin i2017. iThe ifirm’s igrowth iopportunities istood iat 

i5.00 ibut idropped ito i1.00 iin i2017. iOverall, ithere iwas ia iconsistent idecrease iin iall ithe  

ivariables iunder istudy. 

Figure i4.2: iHome iAfrika iLimited 
 

 
 

 
 

Source: iResearch iData i(2019) 
 

4.2.3 i iKurwitu iVentures 
 

Findings ion itrends ion ithe istudy ivariables ifor iKurwitu iVentures iare ipresented iin iFigure 
 

4.3. iKurwitu iVenture’s ifirm ivalue ias ipresented iby iTobin’s iQ iwas iat i1.27 iin i2014 iand 

idropped iconsistently ito i0.09 iin i2017. iThe ifirm’s ileverage iwas i0.16 iin i2014 ibut idropped  

ito i0.49 iin i2017. iLiquidity ias ifrom i2014 iwas i13.66 ibut isignificantly 
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dropped ito i0.78 i in i2017. iAsset i tangibility i in i the i firm i was i at i 0.87 i in i 2014 i but  

i rose isignificantly ito i0.98 iin i2017. iThe ifirm’s igrowth iopportunities istood iat i1.5.for ithe 

ientire iperiod ifrom i2014 ito i2017. iOverall, ithere iwas ia iconsistent idecrease iin iall ithe 

ivariables iunder istudy iapart ifrom iasset itangibility. 

 
 

Figure i4.3 iKurwituVentures 

 

 
 

Source: iResearch iData i(2019) 
 

 

4.2.4 i i i iNairobi iSecurities iExchange 
 

Findings ion itrends ion ithe istudy ivariables ifor iNairobi iSecurities iExchange iare ipresented 

i in iFigure i4.4. iNairobi iSecurities iExchange’s ifirm ivalue ias ipresented iby iTobin’s iQ iwas iat 

i2.18 iin i2012 iand irose iconsistently ito i2.42 iin i2017. iThe ifirm’s ileverage iwas i0.32 iin 

2012 i but i rose ito i 0.96 i in i 2017. i Liquidity ias i from i 2012 i was i 1.38 i but i significantly irose 

ito 
 

12.05 i in i 2017. iAsset i tangibility iin i the i firm i was i at i 0.84 i in i 2012 i but i dropped 

isignificantly ito i0.49 iin i2017. iThe ifirm’s igrowth iopportunities istood iat i17.72 iin i2012 ibut 

irose ito i19.70 iin 2017. iOverall, ithere iwas iinconsistent itrend ipatterns ifor iall ivariables. 
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Figure i4.4: iNairobi iSecurities iExchange 
 

 

Source: iResearch iData i(2019) 
 

 

4.2.5 i i i iOlympia iCapital iHoldings iLimited 
 

Findings ion itrends ion ithe istudy ivariables ifor iOlympia iCapital iHoldings iLimited iare 

ipresented iin iFigure i4.5. iOlympia iCapital iHoldings iLimited’s ifirm ivalue ias ipresented iby 

iTobin’s iQ iwas iat i0.21 i in i2011 iand idropped iinconsistently ito i0.08 iin i2017. iThe ifirm’s 

ileverage iwas i0.66 iin i2011 ibut idropped iconsistently ito i0.08 iin i2017. iLiquidity ias ifrom 

2011 iwas i4.51 ibut isignificantly idropped ito i1.78 iin i2017. iAsset itangibility iin i the 

ifirm iwas iat i0.47 iin i2011 ibut irose isignificantly ito i0.76 iin i2017. iThe ifirm’s igrowth 

iopportunities istood iat i5.05 iin i2012 ibut iinconsistently idropped ito i3.40 iin i2017. iOverall,  

ithere iwas iinconsistent itrend ipatterns ifor iall ivariables. 

 
Figure i4.5: iOlympia iCapital iHoldings iLimited 
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Source: iResearch iData  i(2019) 

4.2.6 i i i iTranscentury iPLC 
 

Findings ion itrends ion ithe istudy ivariables ifor iTranscentury iPLC iare ipresented iin iFigure 
 

4.6. iTranscentury iPLC’s i firm ivalue ias ipresented iby iTobin’s iQ iwas iat i0.40 iin i2009 

iand idropped iinconsistently ito i0.12 iin i2017. iThe ifirm’s ileverage iwas i0.36 iin i2009 ibut  

idropped iconsistently ito i0.24 iin i2017. iLiquidity ias ifrom i2009 iwas i1.80 ibut isignificantly 

idropped ito i0.40 iin i2017. iAsset itangibility iin ithe ifirm iwas iat i0.58 iin i2009 ibut irose 

isignificantly ito i0.69 iin i2017. iThe ifirm’s igrowth iopportunities istood iat i13.17 iin i2012 ibut  

iinconsistently idropped ito i6.00 iin i2017. iOverall, ithere iwas iinconsistent itrend ipatterns ifor 

iall ivariables. 

Figure i4.6: iTranscentury iPLC 
 

 

 
 
 

Source: iResearch iData i(2019) 
 

 

4.3 i i i i i i iInferential iStatistics 
 

This isection ipresents iresults iof ithe istudy ifindings ion ithe iPearson’s iCorrelation iresults, 

ifit iof ithe ioverall imodel, iAnalysis iof iVariance iand iregression iof icoefficients. 

 

4.3.1 i i i iPearson’s iCorrelation 

iAnalysis 
 

Bivariate icorrelation iis ia imeasure ithat iexplains ithe irelationship ibetween itwo ivariables. iIt 

iranges ifrom i1 ito i-1 iwhere i1 iindicates ia istrong ipositive icorrelation iand ia i-1 iindicates ia 
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strong inegative icorrelation ia. iThe icloser ithe icorrelation itends ito izero ithe iweaker iit 

ibecomes. iThe ifindings ion icorrelation ianalysis iwere ipresented iin iTable i4.1. iThe 

icorrelation ibetween ileverage iand ifirm ivalue ifor ilisted iinvestment ifirms iwas istrong iand 

ipositive i(0.732). iThe icorrelation ibetween iliquidity iand ifirm ivalue ifor ilisted iinvestment 

ifirms iwas iweak iand ipositive i(0.016). iThe icorrelation ibetween iasset itangibility iand ifirm 

ivalue i for i listed i iinvestment i ifirms i iwas i iweak i and i inegative i (-0.293). i iThe 

i correlation ibetween igrowth iopportunities iand ifirm ivalue ifor iinvestment ifirms ilisted iat 

iNairobi iSecurities iExchange iwas iweak iand inegative i(-0.190). 

Table i4.1 iPearson’s iCorrelation 

iAnalysis 

 

Source: iResearch iData i(2019) 
 
 

4.3.2 i i i iModel iFitness 
 

The ifindings ion imodel ifitness iof ithe ioverall imodel iwere ipresented iin iTable i4.2. iThe 

iresults i iindicate i that i ithe i variables; i ileverage, i iliquidity, i iasset i itangibility i and i 

igrowth iopportunities iwere isatisfactorily iexplaining ifirm ivalue iof ilisted iinvestment 

icompanies iat iNairobi iSecurities iExchange. iThis iconclusion iis isupported iby ithe iR 

isquare iof i0.652. iThis ifurther imeans ithat ithe iindependent ivariables ican iexplain i65.2% iof 

ithe iindependent ivariable i(firm ivalue) iof ilisted iinvestment icompanies iat iNairobi 

iSecurities iExchange. 
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Table i4.2 iModel iFitness 
 

 
Source: iResearch iData i(2019) 

 

4.3.3 i i i iAnalysis iof iVariance i(ANOVA) 
 

ANOVA istatistics i presented ion iTable i4.3 i indicate ithat ithe ioverall i model iwas istatistically 

isignificant. iThis iwas isupported iby ia iprobability i(p) ivalue iof i0.000. iThe ireported ip ivalue iwas 

iless ithan ithe iconventional iprobability iof i0.05 isignificance ilevel iand ithus isignificant iin ithe 

istudy. i i i These i results i iindicate i that i ithe i independent i ivariables; i ileverage, i i liquidity, i 

i asset itangibility i and i growth i opportunities i are i good i predictors i of 

firm ivalue iof iinvestment icompanies ilisted iat ithe iNairobi iSecurities iExchange. 
 

 

Table i4.3 iAnalysis iof iVariance 
 

 

 

Source: iResearch iData i(2019) 
 

 

4.3.4 i i i iRegression iof iCoefficients 
 

Regression iof icoefficients iresults iwere ipresented iin iTable i4.4. iThe iresults ishow ithat ithere iis 

ia ipositive irelationship ibetween ileverage iand ifirm ivalue iof ilisted iinvestment ifirms i(506.142). 

iThe ifindings iindicate ithat ithere iis ia ipositive irelationship ibetween iliquidity iand ifirm ivalue iof 

iinvestment ifirms ilisted iat iNSE i(8.789). iAsset itangibility iwas i also i found ito i have i a 

ipositive irelationship iwith ifirm ivalue iof iinvestment ifirms 
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listed iat iNSE i(71.505). iHowever, ithe istudy iresults isuggested ia inegative irelationship ibetween 

igrowth iopportunities iand ifirm ivalue iof iinvestment ifirms ilisted iat iNairobi iSecurities iExchange i(-

1.226). 

 
These ifindings iimply ithat ian iincrease iin ileverage iby ione iunit icauses ia iproportionate iincrease 

iin ifirm ivalue iof ilisted iinvestment ifirms iby i506.142 iunits. iFurther, ian iincrease iin iliquidity iby 

ione iunit icauses ia iproportionate iincrease iin ifirm ivalue iof ilisted iinvestment ifirms iby i8.789 iunits. iAn 

iincrease iin iasset itangibility iby ione iunit icauses ia iproportionate i increase iin ifirm ivalue iof 

ilisted iinvestment ifirms iby i71.505 iunits. iHowever, ian iincrease iin igrowth iopportunities iby ione 

iunit icauses ia iproportionate idecrease iin ifirm ivalue iof ilisted iinvestment ifirms iby i1.226 iunits. 

 
From ithe ifindings, iliquidity iand igrowth iopportunities iwere iboth istatistically isignificant ias 

itheir i levels i were i below i the i probability iconventional i threshold i of i 0.05 i (Leverage, 

0.000 iand iGrowth iOpportunities, i0.007 irespectively). iHowever, iliquidity iand iasset 

itangibility iwere ifound ito ibe istatistically iinsignificant ias itheir ilevels iwere ihigher ithan ithe i0.05 

iconventional ithreshold i(liquidity, i0.864 iand iAsset iTangibility, i0.918 irespectively). iThese 

ifindings iimply ithat iliquidity iand iasset itangibility iwere inot ikey ipredictors iof ifirm ivalue iof 

ifirms ilisted iat ithe iNairobi iSecurities iExchange. 

Table i4.4 iRegression iof iCoefficients 

 

Source: iResearch iData i(2019) 
 

 

The iregression iequation iwas ias ifollows; 
 
 

Firm iValue i(Tobin’s iQ) i= i497.66 i+ i506.142 iLeverage i+ i8.789 iLiquidity i+ 
 

71.505 iAsset iTangibility i– i1.226 iGrowth iOpportunities
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                                          CHAPTER iFIVE 
 

 

SUMMARY, iCONCLUSION iAND iRECOMMENDATIONS 
 

 

5.1 i i i i i i iIntroduction 
 

The ichapter ipresented ithe isummary iof ithe istudy icapturing ithe ifindings iin iline iwith ithe 

iobjectives. iA iconclusion ion ithe irelationship ibetween ithe istudy ivariables iwas idrawn iin 

iline iwith ithe iobjective. iSuggestions ifor irecommendations iand iareas ifor ifurther istudies 

iwere ithen idrawn. 

 

5.2 i i i i i i iSummary iof iFindings 
 

The istudy iobjective iof ithe istudy iwas ito iassess ithe ideterminants iof icapital istructure iand 

itheir iinfluence ion ivalue iof iinvestment ifirms ilisted iat ithe iNairobi iSecurities iExchange, 

iKenya. iResearch ifindings iindicated iin iCentum iInvestment iCompany, ithat ithere iwas ian 

iinconsistent iincrease iin ial ithe ivariables ias iindicated iby ithe itrend iline. iFurther, iat iHome  

iAfrika i Limited i there i was i a i consistent i decrease i in i all i the i variables i under 

i study. i iIn iKurwitu iVentures, ithere iwas ia iconsistent idecrease iin iall ithe ivariables iunder 

istudy iapart ifrom i asset i tangibility. i iIn i Nairobi i Securities i Exchange, i there i was 

i inconsistent i trend ipatterns ifor iall ivariables. iFor iOlympia iCapital iHoldings iLimited, 

ithere iwas iinconsistent itrend ipatterns ifor iall ivariables. iFinally, ithere iwas iinconsistent 

itrend ipatterns ifor iall ivariables in iTranscentury iPLC. 

 
The ifirst iindependent ivariable ifor ithe istudy iwas i leverage. iThe icorrelation ibetween 

ileverage iand ifirm ivalue ifor ilisted iinvestment ifirms iwas istrong iand ipositive. iThe iresults 

ishow ithat ithere iis ia ipositive irelationship ibetween ileverage iand ifirm ivalue iof ilisted 

iinvestment ifirms. iFrom ithe ifindings, iliquidity iwas istatistically iinsignificant ias iits 

isignificance ilevel iwas ihigher ithe iprobability iconventional ithreshold iof i0.05. iThis iimplies 

ithat i leverage i is i not i a i key ideterminant i of i value i in i investment i firms i listed i at 

Nairobi iSecurities iExchange.                                                                                                              
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The isecond iindependent ivariable ifor ithe istudy iwas iliquidity. iThe icorrelation ibetween 

iliquidity iand ifirm ivalue ifor ilisted iinvestment ifirms iwas iweak iand ipositive. iThe ifindings 

iindicate ithat ithere iis ia ipositive irelationship ibetween iliquidity iand ifirm ivalue iof 

iinvestment ifirms ilisted iat iNSE. iHowever, iliquidity iwas ifound ito ibe istatistically 

iinsignificant ias iits ilevel iwas ihigher ithan ithe i0.05 iconventional ithreshold. iThe ifindings 

iimply ithat iliquidity iwas inot ia ikey ipredictor iof ifirm ivalue iof iinvestment icompanies ilisted 

iat ithe iNairobi iSecurities iExchange. 

 
The i third i iindependent i ivariable i ifor i the i istudy i was i iasset i itangibility. i iThe  

i correlation ibetween iasset itangibility iand ifirm ivalue ifor ilisted iinvestment ifirms iwas 

iweak iand inegative. iAsset itangibility iwas ialso ifound ito ihave ia ipositive irelationship iwith ifirm 

ivalue iof iinvestment ifirms ilisted iat iNSE. iHowever, iasset itangibility iwas ifound ito ibe 

istatistically iinsignificant ias iits ilevel iwas ihigher ithan ithe i0.05 iconventional ithreshold.  

iThe ifindings iimply ithat iasset itangibility iwas inot ia ikey ipredictor iof ifirm ivalue iof iinvestment  

icompanies ilisted iat ithe iNairobi iSecurities iExchange. 

 
The iforth iindependent ivariable ifor ithe istudy iwas igrowth iopportunities. iThe icorrelation 

ibetween igrowth iopportunities iand ifirm ivalue ifor iinvestment ifirms ilisted iat iNairobi 

iSecurities iExchange iwas iweak iand inegative. iHowever, ithe istudy iresults isuggested ia 

inegative irelationship ibetween igrowth iopportunities iand ifirm ivalue iof iinvestment ifirms 

ilisted iat iNairobi iSecurities iExchange. iFrom ithe ifindings, igrowth iopportunities iwas 

istatistically isignificant ias iits ilevel iwas ibelow ithe iprobability iconventional ithreshold iof 

0.05. iThis iimplies ithat igrowth iopportunity iis ia ikey ideterminant iof ivalue iin iinvestment 

ifirms ilisted iat iNairobi iSecurities iExchange. 

 

5.3 i i i i i i iConclusions 
 

From ithe istudy ifindings, ione ican iconclude ithat iall iindependent ivariables; ileverage, 

iliquidity, iasset itangibility iand igrowth iopportunities iwere isatisfactorily iexplaining ivalue iof 

iinvestment ifirms. iIt ican ialso ibe iconcluded ithat ileverage, iliquidity iand igrowth 

iopportunities ihad ia ipositive irelationship iwith ivalue iof ifirms ilisted iat ithe iNairobi  
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iSecurities iExchange. iFurthermore, ileverage iand igrowth iopportunities iare igood ipredictors 

iof i firm i value i of i investment i companies i listed i at i the i Nairobi i Securities 

Exchange. 

 

 

It ican ibe iconcluded ithat ileverage ihad ia ipositive iassociation iwith ivalue iof ifirms ilisted iat  

ithe iNairobi iSecurities iExchange. iFurther, iLeverage iwas ipositively irelated ito ifirm ivalue  

iand iwas ia ikey ideterminant iof ivalue iof iinvestment ifirms i listed iat ithe iNairobi iSecurities 

iExchange. iIt ican ibe iconcluded ithat i liquidity ihad ia ipositive iassociation iwith ivalue iof 

ifirms ilisted iat ithe iNairobi iSecurities iExchange. iFurther, iliquidity iwas ipositively irelated ito 

ifirm ivalue ibut iwas inot ia ikey ideterminant iof ivalue iof iinvestment ifirms ilisted iat ithe 

iNairobi iSecurities iExchange. 

 
It ican ibe iconcluded ithat iasset itangibility ihad ia inegative iassociation iwith ivalue iof ifirms  

ilisted iat ithe iNairobi iSecurities iExchange. iFurther, iasset itangibility iwas ipositively irelated 

ito ifirm ivalue iand iwas inot ia ikey ideterminant iof ivalue iof iinvestment ifirms ilisted iat ithe 

iNairobi iSecurities iExchange. iFinally, iit ican ibe iconcluded ithat igrowth iopportunities ihad 

ia inegative iassociation iwith ivalue iof ifirms ilisted iat ithe iNairobi iSecurities iExchange. 

iFurther, i growth i opportunities i were i negatively i related i to i firm i value i ibut i was i ia 

i key ideterminant iof ivalue iof iinvestment ifirms ilisted iat ithe iNairobi iSecurities iExchange. 

 

5.4 i i i i i i iLimitations iof ithe iStudy 
 

The iresearcher iadopted ipurely isecondary idata iin ithis istudy. iThis idata icannot ibe ivalidated ias 

iit iis iwhat ihas ibeen iprovided iin ithe iNSE iwebsite. iThe iresearcher ihad ino iway iof ialtering ithe 

isecondary idata ifor iany idiscrepancies ior itemporary idifferences. 

 
The iresearcher iadopted icorrelations iand iregression ianalyses iwhich iare ibivariate iand 

imultivariate iI inature imeaning ithat itwo ior ithree ivariables ifrom idifferent idata isets iare 

icompared iat ia itime. iHowever, ithis iis inot irealistic ibecause ithere iare ialmost ialways 

imultiple irelationships iand ieffects ion isomething iin ithat ithe ivariables ioperate iwith ia ibigger 

icontext iof imacro iand imicro ienvironment. 
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5.5 iRecommendations iand iAreas ifor iFurther iStudy 
 

This istudy iis inot iexhaustive iin inature iand icontext iand ias isuch ithere iis ineed ifor ifurther 

iresearch ito ibe iundertaken ifor isimilar istudy iusing ia ipurely idifferent ikind iof ideterminants iof 

icapital istructure ito iassess iwhether ithe ifindings iwill ibe iconsistent ior ihold itrue ito ithe 

ones ifound iin ithis istudy. iAnother iresearch ican ibe idone iin idifferent isub isector iof ilisted 

ifirms ilike imanufacturing iand iallied, iinsurance, ienergy iand ipetroleum, ibanking, 

iautomobile iand iaccessories, icommercial iand iservices, iconstruction/Building iand iallied, 

ithe igrowth ienterprise imarket isegment, iagricultural iand itelecommunication iand 

itechnology. iThis istudy ihas ibeen iconducted iin ia iKenyan iperspective. iHowever, ianother 

istudy ican ibe iconducted iin idifferent istock iexchange imarkets iin idifferent icontext ilike 

iLondon iStock iExchange, iKarachi iStock iExchange, ijust ito iassess iif ithe ifindings iwill ibe 

iconsistent. iIts icontext ican ialso ibe inarrowed ito ithe ibanking isector iso ias ito iassess iwhether iin 

i a ispecific i sub i sector i will i have isimilar i findings i or ithere iwill i be i a idisparity ion i the 

isame. 
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APPENDICES 
 

 

Appendix iI: iFirms iListed iat iNairobi iSecurities iExchange 

1. i i iWPP iScangroup iPlc 
2. i i iWilliamson iTea iKenya iLtd 

3. i i iUnga iGroup iLtd 

4. i i iUmeme iLtd 

5. i i iUchumi iSupermarket iPlc 

6. i i iTrans-Century iPlc 

7. i i iTPS iEastern iAfrica iLtd 

8. i i iTotal iKenya iLtd 

9. i i iThe iLimuru iTea iCo. iPlc 

10. iThe iCo-operative iBank iof iKenya iLtd 

11. iStanlib iFahari iI-REIT 

12. iStandard iGroup iPlc 

13. iStandard iChartered iBank iKenya iLtd 

14. iStanbic iHoldings iPlc 

15. iSasini iPlc 

16. iSanlam iKenya iPlc 

17. iSameer iAfrica iPlc 

18. iSafaricom iPlc 

19. iOlympia iCapital iHoldings iltd 

20. iNIC iGroup iPlc 

21. iNew iGold iETF 

22. iNational iBank iof iKenya iLtd 

23. iNation iMedia iGroup iLtd 

24. iNairobi iSecurities iExchange iPlc 

25. iNairobi iBusiness iVentures iLtd 

26. iMumias iSugar iCo. iLtd 

27. iLonghorn iPublishers iPlc 

28. iLiberty iKenya iHoldings iLtd 

29. iKurwitu iVentures iLtd 

30. iKenya iRe iInsurance iCorporation iLtd 

31. iKenya iPower i& iLighting iCo iLtd 

32. iKenya iOrchards iLtd 

33. iKenya iAirways iLtd 

34. iKenolKobil iLtd 

35. iKenGen iCo. iPlc 

36. iKCB iGroup iPlc 

37. iKapchorua iTea iCo. iLtd 

38. iKakuzi iPlc 

39. iJubilee iHoldings iLtd 

40. iI&M iHoldings iPlc 

41. iHome iAfrika iLtd 

42. iHF iGroup iPlc 

43. iFlame iTree iGroup iHoldings iLtd 

44. iExpress iKenya iLtd 
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45. iEveready iEast iAfrica iLtd 

46. iEquity iGroup iHoldings iPlc 

47. iEast iAfrican iBreweries iLtd 

48. iEaagads iLtd 

49. iEast iAfrican iCables iLtd 

50. iDiamond iTrust iBank iKenya iLtd 

51. iDeacons i(East iAfrica) iPlc 

52. iEast iAfrican iPortland iCement iCo. iLtd 

53. iCrown iPaints iKenya iPlc 

54. iCIC iInsurance iGroup iLtd 

55. iCentum iInvestment iCo iPlc 

56. iCarbacid iInvestments iLtd 

57. iCar i& iGeneral i(K) iLtd 

58. iBAT iKenya iPlc 

59. iBritam iHoldings iPlc 

60. iBK iGroup iPlc 

61. iBarclays iBank iof iKenya iLtd 

62. iBamburi iCement iLtd 

63. iB.O.C iKenya iPlc 

64. iAtlas iAfrican iIndustries iLtd iGEMS 

65. iARM iCement iPlc 
 

Source: iNairobi iSecurities iExchange i(2019) 
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Appendix iII: iListed iCompanies iaccording ito iSector 
 

Sector 

Agricultural 

 

 

Number iof iFirms 
 

6 
 

Automobiles i& iAccessories i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i1 
 

Banking i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 12 
 

Commercial iand iServices i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 13 
 

Construction i& iAllied i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 5 
 

Energy i& iPetroleum i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i5 
 

Insurance i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 6 
 

Investment i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 5 
 

Real iEstate iInvestment iTrust i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 1 
 

Investment iServices i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 1 
 

Manufacturing i& iAllied i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i8 
 

Exchange iTraded iFunds i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i1 
 

Telecommunication i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i1 
 

Total i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i i 65 
 
 
 
 

Source: iNairobi iSecurities iExchange i(2019) 



 

 


