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ABSTRACT 

The relationship between momentum and value effect on predictability of stock prices 
has been point of focus across various markets and different time periods. Nairobi 
Securities Exchange has been a vibrant stock market in East African region and one of 
the fastest-growing economies in sub Saharan Africa. It focuses on the exchange of 
securities issued, bought and sold by individual and institutions both local and foreign 
through the services of stock brokers. It provides a trading floor which though available 
is not commonly in use after being replaced by the automated trading system which 
enables members to trade at the comfort of their offices. However, despite the 
developments, the market has not reached the level of developed markets in terms of 
Efficiency. The aim of this study was to examine the influence of momentum and value 
effect on predictability of stock returns at the Nairobi Securities Exchange. This study 
was anchored on the theories of efficient market hypothesis, behavioral finance theory 
and random walk theory. The study adopted both longitudinal and cross-sectional 
research design where the target population was all companies which were listed in the 
NSE for the period 2009 – 2018. This research employed use of secondary data. The 
secondary data was collected using a data capture form. This study analyzed collected 
data through use of descriptive and inferential statistics. The findings indicated that 
momentum effect statistically influences predictability of stock returns. Value effect was 
as well found to influence the prediction of stock returns on Nairobi Securities Exchange. 
The study therefore, recommended that the traders willing to invest in shares at stock 
market should consult most reputable advisory firms or stock analysts for further support 
and advice on the proper ways to follow. 
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CHAPTER ONE: INTRODUCTION 

1.1 Background of the study 

Scholars have long questioned whether momentum effect and the value effect are capable 

of predicting the future market returns (De 2018). Some scholars have argued that 

momentum effect which is derived from the principle that stock with high rate of returns 

in the near past have higher future rate of returns than stocks with low past rate of returns, 

is considered as one of the most challenging anomalies in asset pricing (Budoo, 2011). 

This implies that an effective momentum strategy involves purchasing past winners and 

disposing off past losers. Other scholars posit that value effect which comprises of value 

stocks with higher book equity to market equity (B/M) ratios have higher average returns 

than growth stocks which have low B/M ratios, and stocks with large cumulative returns 

over the past year continue to do better (Azerdo, 2015). Sharpe (1964) points out that 

variations on the returns on investment are most dependent on the risk appetite of the 

investor; the more risk an investor is willing to take on investment, the more the returns 

to the said investor and vice versa. However, Fama (1970) argues that it cannot be 

possible for predictability of stock returns since the stock price should always reflect all 

available information. 

This study was anchored on the theories of Efficient Market Hypothesis (Fama, 1970), 

Behavioral Finance (Jensen & Mecklin 1976) and Random Walk theory (Horne & Parker 

1965). The EMH theory posits that prices of shares in the stock market should be a 

reflection of the fundamental information about companies (Fama 1970). Thus in 

efficient markets, the market value of the company changes proportionately to that of the 
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intrinsic value of  that particular company. The Behavioral theory postulates that 

investors have cognitive biases, an imperfection in human perception of reality (Jensen & 

Mecklin 1976). This paradigm is based on the concept of explaining behavior through 

biases of information, belief and non-standard preferences to make an argument for 

irrational behavior among agents that can explain persistent mispricing of assets and 

other anomalies (Baker, 2010). The random walk theory on the other hand posits that the 

current market price of a given stock is independent of and is unrelated to previous 

market price patterns. This theory implies that a series of stock price changes has no 

memory-that one cannot predict future market prices on the basis of past history of price 

behavior (Horne & Parker 1965). 

Nairobi Securities Exchange (NSE) is the largest stock exchange in East African region 

interms of market capitalization and the number of companies listed (CMA, 2018). The 

Company is the sole securities exchange licensed by the Capital Markets Authority to 

promote, develop, support and carry on the business of a securities exchange and to 

discharge all the functions of a securities exchange in Kenya. The NSE profit after tax 

reduced by 12% from Kshs 216 million in 2017 to Kshs 191 million in 2018 due to 

increased administrative costs. Operating income increased by 3% from Kshs. 607 

million in 2017 to Kshs. 626 million in 2018 mainly due to higher equity turnover (NSE 

2018). NSE shareholder base stands at 13,196 shareholders with foreign institutions 

having the largest percentage of 49.8% and foreign individuals having the least of 1.34%. 

The products of NSE include 62 equity listings, 86 bond listings which consist of 26 

corporate bonds and 60 government bonds (NSE 2018). 
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1.1.1 Momentum Effect 

Various scholars and practitioners have defined the momentum effect in different ways. 

Jagadeesh & Titman, (1993) defines it as an intermediate horizon of 3 to 12 months 

where stock prices with strong performance continue to do well while stocks with poor 

past performance continue to do poorly.  Zaremba, (2018) defines momentum effect as 

the tendency of assets with good (poor) past performance to outperform (underperform) 

in the future. Budoo (2011) defines it as a positive relationship between the return of a 

stock during a specific period with its lagged returns, both comparative to the cross-

sectional sample mean. Momentum effect is the tendency in which stock prices overreact 

to information that assets continue in the same direction as their historical performance, 

(Ljung & Svedberg, 2018). It can also be referred to as a positive autocorrelation in stock 

prices, where prices drift either up or down (Sondergaard, 2010). This study will adopt 

the definition by Jagadeesh & Titman,(1993).             

Scholars have documented several types of momentum in empirical studies including 

industry momentum, earnings momentum, and price momentum. According to 

Moskowitz & Grinblatt (1999), industry momentum is the phenomenon, whereby 

industries with strong past performance continue to outperform industries with poor past 

performance. Thus, industry momentum strategies are more profitable than individual 

stock momentum strategies. Earnings momentum concentrates on return drifts following 

good or bad earnings announcements, meaning that positive announcement stocks will 

outperform negative announcement stocks in the post-announcement period (Chan, 

Jegadeesh and Lakonishok 1996). Lastly, price momentum refers to the phenomenon 

where stocks with high past returns continue to outperform stocks with low past returns. 
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Jegadeesh land lTitman l(1993) ldescribe lprice lmomentum las la lstrategy lof lbuying lpast 

lwinning lstocks land lselling lpast llosing lstocks. lIt learns labnormal lreturns lpersisting lfor lat 

lleast lone lyear lafter lthe lexecution lof lthe lstrategy. lMost lscholars lhave ladopted lprice land 

lvolume lmomentum lstrategies las lfirst lused lby l(Jagadeesh l& lTitman, l1993), lwhich lthis 

lstudy lis lgoing lto ladopt. lThus, lstocks lare lgrouped laccording lto lportfolio lreturns lcomputed 

lwith lthe ltop lquintile lrepresenting lthe lwinning lstocks land lbottom lquintile lrepresenting lthe 

llosing lportfolio l(Lishenga, l2011). lReturns lof lthe lportfolios, lwinners land llosers lare 

ldetermined lby luse lof lthe llog lreturns l(Jagadeesh l& lTitman, l1993).    

1.1.2 lValue leffect l 

Scholars lhave ldocumented lempirically lthe lvalue leffect lusing lseveral ldifferent ldefinitions. 

lIt’s ldefined las la lpositive lrelation lthat lexists lbetween lreturns lsecurity land lthe laccounting 

lbase lratio lthat lmeasures lcash lflow lor lvalue lof lthe lmarket lprice lof lthe lsecurity, l(Basu, 

l1977). lAccording lto lNote l(2012), lvalue leffect lis lthe lexcess lreturn lthat la lportfolio lof lvalue 

lstocks l(stocks lwith la llow lmarket lvalue lrelative lto lfundamentals) lhas, lon laverage, learned 

lover la lportfolio lof lgrowth lstocks l(stocks lwith la lhigh lmarket lvalue lrelative lto 

lfundamentals. lThe lvalue leffect lconsists lof lthe loutperformance lof lvalue lstocks 

lcharacterized lby llow lprices lrelative lto learnings,dividends, lbook lassets lor lany lother 

lmeasure lof lfundamental lvalue,versus lgrowth lstocks lwith lhigher lprice lratios l(Azerdo, 

l2015). l 

Most lscholars lhave ldescribed lvalue leffect lusing lspecifications lrelating lto lthe lprice lof la 

lstock lto lsome lmeasure lof lfundamental lcompany lvalue lsuch las learnings, lcash lflow, 

ldividends, lsales lor lbook lvalue lof lassets l(Note l2012). lOthers lhave lnarrowly ldescribed lit lin 
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lterms lof lthe laccounting-based lmeasures lsuch las learnings lper lshare land lbook lvalue lof 

lcommon lequity lper lshare l(Basu l1977). lThe ltwo lcommon lmethods lmost lscholars lhave 

lused lin lidentifying lvalue lstocks lare lprice lto lbook lvalue lratio land lprice learning lratio 

l(Nicholson, l1960). lBall l(1978) lhas ldescribed lit lin lterms lof lEarnings lto lPrice lratio l(E/P) las 

lproxies lfor lexpected lreturns. lHe largued lthat lif lCAPM lis lan lincomplete lspecification lof 

lpriced lrisk, lit lis lreasonable lto lexpect lthat lE/P lwill lexplain lthe lportion lof lexpected lreturn 

lthat lis lcompensation lfor lrisk lvariables. lOther lscholars lhave lused lbook-to-Price lratio l(B/P) 

land lvalue lratios lthat luse lcash lflow l(earnings lplus laccounting ldepreciation lexpense) lin 

lplace lof learnings lin lthe lnumerator lof lthe lratio l(Rosenberg, lReid land lLanstein l1985; 

lDeBondt land lThaler l1987). lA lreview lof lthe lliterature lhas lshown lthat lmost lscholars lhave 

ladopted learnings lper lshare, lbook lvalue lto lmarket lvalue land lcash lflow lto lprice lratio 

lmeasures las lthe lacceptable lframework lwhich lthis lstudy lwill ladopt. l 

1.1.3 lPredictability lof lStock lReturns 

Stock lmarket lreturns lhave lbeen ldefined lby lseveral lscholars lamong lthem, lGhaem l& lTussi, 

l(2007) lwho ldefines lit las lcollection lof learnings lthat lbelongs lto la lshareholder lduring la 

lfinancial lperiod. lThey lfurther lnoted lthat lthey linclude ldividend lper lshare lthat lis lpaid lafter 

ltax ldeduction, lchanges lof lshare lprice lover la lperiod lof ltime, ladvantages lresulting lfrom 

lbonus lissues lor ldividends land ladvantages lrealized lfrom lstock lpurchase. lAlagide let.al. 

l(2010) lalso ldefines lit las la lreflection lof lcash lflow lvaluations linto lthe lfuture. lIt lis lalso 

lreferred lto las lthe lfinancial land leconomic lsignals lof ldevelopment lin la lcountry lin lits lcurrent 

lor lfuture lstate l(Hamrita l& lTrif l2011). l 
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Scholars lhave lidentified lpredictors lof lstock lreturns lin lterms lof lvaluation lratios land ltime 

lvarying linvestment lopportunities lin lfuture lreturns lin lthe llong-run l(Jegadeesh, l1991). 

lThese lratios linclude lthe ldividend lprice l(dp) lratio, lthe ldividend-yield l(d/y) lratio l(Fama l& 

lFrench, l1988; lCampbell land lYogo, l2006) lthe lbook-to-market l(b/m) lratio lPontiff land 

lSchall l(1998), lthe learnings-dividend(e/d) lratio l(Lamont, l1998), lthe lprice-earnings l(p/e) 

lratio l(Campbell land lShiller1998). lMost lof lthe lempirical lstudies lhave lindicated lthat lthese 

lpredictors lhave la lcommon lfeature lin lthat lalmost lall lof lthem lare lhighly lpersistent. 

lTherefore, lthe lpredictive lability, las lmeasured lby lR2
 ltends lto lrise las lthe lforecast lhorizon 

lincreases l(Wang l2015). lFor lthe lpurpose lof lthis lstudy, lstock lreturns lwill lmean lchanges lin 

lshare lprice lor lprice lto learnings lratio 

1.1.4 lNairobi lSecurities lExchange l(NSE) 

Nairobi lSecurities lExchange lhas lbeen la lvibrant lstock lmarket lin lEast lAfrican lregion land 

lone lof lthe lfastest-growing leconomies lin lsub lSaharan lAfrica. lIt lwas lestablished lin l1954 

land lregistered lunder lthe lcompanies’ lAct lin l1991.According lto l(ASEA, l2018) lNSE lis 

lclassified las lthe llargest lin lthe lregion lin lregards lto lmarket lcapitalization land lcompanies 

llisted. lIt lbecame lthe lfirst lexchange lin lEast lAfrica lto lbe ladmitted las la lfull lmember lof lthe 

lworld lFederation lof lexchanges l(WFE), lNSE l2018. lThe llisting lwas ldone lin lJanuary l2018. 

lNSE lprovides lmain lhub lfor ltraining lin lthe lsecondary lmarket. lIt lfocuses lon lthe lexchange 

lof lsecurities lissued, lbought land lsold lby lindividual land linstitutions lboth llocal land lforeign 

lthrough lthe lservices lof lstock lbrokers. lIt lfocuses lon lboth lsecurities lissued lby lthe 

lgovernment land llisted lfirms. lIt lprovides la ltrading lfloor lwhich lthough lavailable lis lnot 

lcommonly lin luse lafter lbeing lreplaced lby lthe lautomated ltrading lsystem lwhich lenables 

lmembers lto ltrade lat lthe lcomfort lof ltheir loffices. 
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In lSeptember l2006, lAutomated lTrading lSystem lwas lestablished, la llive ltrading ltechnique 

lthat lled lto lnumber lof ldaily ltrading lhours lincrease lto l1500Hrs. lThe llive ltrading ltechnique 

lalso lled lto lease land lpossibility lto ltrade ltreasury lbonds land limmobilized lcorporate lbond. 

lDespite lthe ldevelopments, lthe lmarket lhas lnot lreached lthe llevel lof ldeveloped lmarkets lin 

lterms lof lEfficiency. lThis lindicates lthat lthe llevel lof lmomentum lresults lat lthe lsecurity 

lmarket lis ldifferent. lThe llevel lat lwhich lit lis laffected lis lequally ldependent lon lthe lexisting 

lmarket lmicrostructure, lwhich lprovides la lgood lbasis lfor lfurther lstudies lon lthe llevel land 

lnature lof lmomentum lreturns land lvalue leffect. 

1.2 lResearch lProblem 

Various lscholars lhave lstudied lthe lrelationship lbetween lmomentum land lvalue leffect lon 

lpredictability lof lstock lprices lacross lvarious lmarkets land ldifferent ltime lperiods l(Jagadeesh 

l& lTitman, l1993; lChan, lHamao, l& lLakonishok, l1991). lHowever, lmost lof lthe lfindings 

lhave lbeen lequivocal lor lcontradictory l(Agathe, l2012). lSome lstudies lhave lshown lthat 

lfinancial lanomalies lpredict lfuture lmarket lreturns l(Rouwenhorst, l1998; lStanivuk, lSkarica, 

l& lTokic, l2012; lArindam, lAnupam, l& lGautam, l2018) lother lscholars lhowever, largue lthat 

lthe llevel lof lefficiency land lmarket ldevelopment linforms lthe llevel lof lmarket lreturns 

l(Hameed l& lKusnadi, l2002; lJarret, l2008; lOkpara, l2010). lA lstudy lconducted lby lCakici let 

lal l(2013) lon lthe leffect lof lvalue land lmomentum lover leighteen lemerging lstock lmarkets 

lconfirmed lthe lpresence lof lmomentum land lvalue labnormal lreturn. lHowever, la lstudy lby 

lGibbons let.al l(1989) lrejected lthe lmomentum lhypothesis lsince lthe lmodel lused lcould lnot 

lexplain lthe lnature lof lportfolio lreturns. 
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NSE lprovides lmain lhub lfor ltraining lin lthe lsecondary lmarket. lIt lfocuses lon lthe lexchange lof 

lsecurities lissued, lbought land lsold lby lindividual land linstitutions lboth llocal land lforeign 

lthrough lthe lservices lof lstock lbrokers. lIt lfocuses lon lboth lsecurities lissued lby lthe 

lgovernment land llisted lfirms. lIt lprovides la ltrading lfloor lwhich lthough lavailable lis lnot 

lcommonly lin luse lafter lbeing lreplaced lby lthe lautomated ltrading lsystem lwhich lenables 

lmembers lto ltrade lat lthe lcomfort lof ltheir loffices. lIn lSeptember l2006, lAutomated lTrading 

lSystem lwas lestablished, la llive ltrading ltechnique lthat lled lto lnumber lof ldaily ltrading lhours 

lincrease lto l1500Hrs. lThe llive ltrading ltechnique lalso lled lto lease land lpossibility lto ltrade 

ltreasury lbonds land limmobilized lcorporate lbond. lDespite lthe ldevelopments, lthe lmarket 

lhas lnot lreached lthe llevel lof ldeveloped lmarkets lin lterms lof lEfficiency. 

Past lstudies lhave lbeen lcarried lout lon lmarket lanomalies lwith lmajor lfocus lon lseasonal 

leffects lon lstock lreturns. l lA lstudy lby lArindam let lal l(2018) lon lmomentum, lvalue leffect, lrisk 

lpremium land lpredictability lof lstock lreturns lin lIndia, lestablished lthat lstock lmarket lreturns 

lcan lbe lpredicted lby lrisk lpremium, lmomentum land lvalue leffect. lA lstudy lby lLewellen 

l(2000) lon lthe lpredictability lof lstock lreturns: lTheory land levidence lfound lout lthat 

lobservable lproperties lof lprices land lreturns lcan ldiffer lsignificantly lfrom lthe lproperties 

lperceived lby lrational linvestors. lA lstudy lby lCao l(2015) lon lthe linfluence lof lthe lmomentum 

leffect lin lthe lUK lstock lmarket lestablished lthat lstock lmarket lvolatility lhas la lnegative 

limpact lon la lmomentum ltrading lstrategy’s lreturn. lRegionally, la lstudy lby lBundoo l(2011) 

lon lthe lanalysis lof lstock lmarket lanomalies land lmomentum lStrategies lon lthe lstock 

lexchange lof lMauritius, ldetermined lnegative lTuesday lreturns lbut lpositive lreturns lfor lother 

ldays lof lthe lweek. lA lstudy lby lBartens l& lHassan l(2011) lon lvalue, lsize land lmomentum 

lportfolios lin lreal ltime lin lSouth lAfrican lStocks, lestablished lthat lreal-time ltrading lstrategies 
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lbased lon lsize, lvalue land lmomentum leffects lwould lnot lconsistently loutperform la lpassive 

lindex lof lSouth lAfrican lstocks. lLocally, la lstudy lby lOtinga l(2017) lon lprice lvolume 

lmomentum leffect lon lstock lreturns lat lthe lNSE lfound lout lthat lmomentum lreturns lpredicted 

lthe lstock lin lthe lshort lrun lof lthree lto lsix lmonths. l lOnyuma’s l(2011) lstudy lon lday lof lthe 

lweek land lmonth lof lthe lyear leffect lon lthe lKenyan lStock lmarket lreturns lfound lout lthat 

lMonday lproduced lthe llowest lnegative lreturs, lwhile lFriday land lJanuary lproduced lthe 

llarget lpositive lstock lreturns. l l 

A lreview lof lthe lempirical lliterature lhas lhighlighted la lnumber lof lconceptual land lcontextual 

lgaps. lThis lcan lbe lexplained lby lthe linconclusive lresults lwhich lreveal lthe lcomplexities lof 

lthe lreal lmarket loperations. lMajority lof lthe lstudies lhad lnot lconceptually llinked lvalue land 

lmomentum leffect lon lpredictability lof lstock lprices l(Arindam let lal., l2018; lBartens l& 

lHassan l2011), lhad la lconceptual lgap. lA lcontextual lgap lemerged lsince lmost lof lthe lstudies 

lhad lbeen ldone lin lEurope land lAsia land lnone lhas lbeen lcarried lout lin lKenya lthat lhas llinked 

lmomentum land lvalue leffect lon lpredictability lof lstock lreturns. lIn lorder lto laddress lthese 

lgaps, lthis lstudy lsought lto lanswer lthe lfollowing lquestion: lCan lvalue leffect land lmomentum 

leffect lpredict lthe lfuture lmarket lstock lreturns lin lthe lNSE? l 

1.3 lResearch lObjective l 

i. To lexamine lmomentum leffect lon lpredictability lof lstock lreturns lat lthe 

lNairobi lSecurities lExchange. 

ii. To ldetermine lthe lvalue leffect lon lpredictability lof lstock lreturns lat lthe 

lNairobi lSecurities lExchange. 
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1.4 lValue lof lthe lStudy 

An lexamination lof lmomentum land lvalue leffect lon lstock lreturns lhas lan limportant 

limplications lto la lnumber lof lstakeholders lin lthe lmarket. lFund lmanagers land linvestment 

lanalysts lcan lmake linvestments lfrom lan linformed lopinion lusing lthe lfindings lof lthis lstudy. 

lSince lthe lresults lof lthis lstudy lare lexpected lto lshed lmore llight lon lthe lstate lof lmarket 

lefficiency lin lKenya, lCapital lMarkets lAuthority land lNairobi lSecurities lExchange lcould 

luse lthe lfindings lto lcome lup lwith lbetter lways lof lenhancing lefficiency land lreducing lthe 

lextent lof lmomentum lin lthe lmarket. lAcademicians lcan lget lmore linformation lon lthe 

leffectiveness lof lmomentum land lvalue leffect lon lstock lreturns lsince lthe lstudy lwill lfocus lon 

lemerging lmarket. 
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CHAPTER lTWO: lLITERATURE lREVIEW 

2.1 lIntroduction 

This lchapter lcovered lboth lthe ltheoretical land lempirical lreview lof lexisting lliterature. 

lSection l2.2 lreviewed ltheories lrelevant lto lthis lstudy lwhich lincludes, lEfficient lMarket 

lHypothesis, lRandom lWalk lTheory land lBehavioral lFinance. lSection l2.3 lreviewed lthe 

lempirical lliterature las ldone lby lprevious lresearchers. lThis lchapter lcame lup lwith lthe 

lresearch lgap lin lsection l2.4 land ldeveloped lconceptual lframework lin lsection l2.5. 

2.2 lTheoretical lFoundation 

Different ltheories lhave lbeen lused lto ladvance lstudies lon lmarket lanomalies. lThis lresearch 

lwas lanchored lon lthree ltheories lnamely lthe lEfficient lMarket lTheory, lRandom lWalk 

lTheory land lBehavioral lFinance lTheory. lThe lEMH lwas lapplied lto levaluate lthe lbehavior lof 

lstock lmarket lreturns lin lrespect lto lmomentum land lvalue. lThe lBehavioral lfinance lwas lused 

lto lshade lmore llight lon lthe lextent lto lwhich lbehavioral laspects lof lan linvestor linfluence lthe 

lmomentum lvalue leffect lof lreturns. lFinally, lRandom lWalk ltheory lgave lan linsight lon lhow 

lstock lreturns lbehave lin lthe lmarket lor lwhether lthey lfollow la lparticular lpattern lof lbehavior. 

2.2.1 lEfficient lMarket lHypothesis 

This ltheory lpostulates lthat lprices lof lshares lin lthe lstock lmarket lreflect lfundamental 

linformation labout lcompanies l(Fama l1970). lThus lin lefficient lmarkets, lthe lmarket lvalue lof 

lthe lcompany lchanges lproportionately lto lthat lof lthe lintrinsic lvalue lof lthat lparticular 

lcompany. lBrealey, lMyers, l& lAllen, l(2011) largue lthat lit lis limpossible lto learn la lreturn lrate 

lgreater lthan lthe lreturn l lrate lof lthe lmarket. lThus, lthe lvalue lof lshares lreflect lthe lfair lvalue lof 

lthe lcompany land lis lequal lto lthe lfuture lcashflows ldiscounted lby lan lalternative lcost lof 
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lcapital. lThe ltheory lexplains lthat lin la lweak lform lof lefficient lmarket, lthe lcurrent lstock lprice 

lreflects lall lthe linformation lrelated lto lthe lstock lprice lchanges lin lthe lpast l(Degutis l& 

lNavickyte, l2014). lIt lfurther lstates lthat lin la lsemi-strong lefficient lcurrent lstock lprices 

lreflect lnot lonly linformation labout lhistorical lprices lbut lalso lall lcurrent lpublicly lavailable 

linformation lsuch las lannouncement lof lacquisitions,dividend lpay louts, lchanges lin 

laccounting lpolicies l(Farma, l1970). l l 

In lstrong lform lefficient lmarket lhowever, lcurrent lshare lprices lreflect lall lpossible 

linformation lwhich ldoesn’t lnecessarily lhave lto lbe lpublic. lThis lform lof lmarket lefficiency 

limplies lthat lit lis l lnot lpossible lto learn lexcess lreturn lwhile ltrading lon linsider linformation 

lwhich lis lnot lvery llikely, l l(Malkiel, l2003). lHowever, lsince linsider ltrading lis lnot lillegal, 

lsome lscholars lhave largued lthat lstrong lform lof lmarket lefficiency lis lpossible, l(Schwert, 

l2003). lHowever, lother lresearchers llike largue lthat lEMH lhas la lmajor lweakness lin lthat lnot 

lall lmarket lparticipants lbehave lrationallyfuture lsecurities lreturn. lIn lagreement, lJensen l& 

lMecklin, l(1976) lstate lthat lEMH lcan lonly lbe lviewed las la lfrictionless lidea lthat lwould lexist 

lif lthere lwere lno lcapital lmarket limperfections llike linstitutional lrigidities, ltaxes land 

ltransaction lcosts. lThe limplication lof lthis ltheory lto lthe lpresent lstudy lis lthat lsecurity lprices 

lreflect lpast land lcurrent linformation lin lthe lmarket l(Mboya l& lNdegwa, l2015). 

2.2.2 lBehavioral lTheory 

This ltheory lexplains lthe linfluence lof lpsychology lon lthe lbehavior lof lfinancial linvestors 

land lits lsubsequent limpact lon lstock lmarket l(Jensen l& lMeckling, l1976). lThis lparadigm lis 

lbased lon lthe lconcept lof lexplaining lbehavior lthrough lbiases lof linformation, lbelief land 

lnon-standard lpreferences lto lmake lan largument lfor lirrational lbehavior lamong lagents lthat 



13 
 

lcan lexplain lpersistent lmispricing lof lassets land lother lanomalies l(Baker, l2010). lBehavioral 

lfinance lsets la lchallenge lfor lthe lprospect lof lefficient lmarkets, lputting lan laccent lon lthe 

lways lin lwhich linvestors linterpret linformation lat ltheir ldisposal. lThus, lit lenables la lbetter 

lunderstanding lof linvestors’ lbehavior land levents ltaking lplace lon lfinancial lmarkets. lThe 

luse lof lbehavioral lfinance lhelps linvestors lmake lbetter ldecisions lconcerning ltheir 

linvestments lon lfinancial lmarkets lthat lare lbecoming lmore lcomplex land lchallenging 

l(Baker, l2010). l 

According lto lKahneman land lTversky l(1973), linvestors lusually lforecast lfuture luncertain 

levents lby lfocusing lon lrecent lhistory land lpay lless lattention lto lthe lpossibility lthat lsuch 

lshort lhistory lcould lbe lgenerated lby lchance. lRabin l(1998) largues lthat linvestors ltend lto 

lweigh lheavily lon lsalient, lmemorable, lor lvivid levidence leven lif lthey lhave lbetter 

linformation land lonce lstrong lhypothesis lis lformed, lthey lare loften linattentive lto lnew 

linformation lcontradicting ltheir lhypotheses, lbut lthey loften lmisinterpret lthe lnew levidence 

las ladditional lsupport lfor ltheir linitial lhypotheses. lIn laddition, lKahneman land lRiepe l(1998) 

lfind lthat linvestors’ ldeviations lfrom lthe lmaxims lof leconomic lrationality lare lpervasive land 

lsystematic. lAlong lthe lsimilar lline lis lthat linvestors ltend lto loverweigh lrecent linformation 

land lunder lweigh lbase lrate linformation. lDe lBondt l& lThaler l(1987) lfind lthat linvestors 

loverreact lto ldrastic lor lunexpected levents lor lin-formation. lThey lfind lthat lportfolios lof 

lprior llosers loutperform lthat lof lprior lwinners lin lthe llong lrun. lHaugen l(1999) largues lthat 

linefficient lmarket lwill llead lto lpositive lpayoff lto lcheapness lresulting lfrom lthe lmarket’s 

loverreaction lto lsuccess lor lfailure. 
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2.2.3 lRandom lWalk lTheory 

The ltheory lposited lthat lcurrent lmarket lprice lof la lgiven lstock lwas lindependent lof land 

lunrelated lto lprevious lmarket lprice lpatterns. lThis ltheory limplies lthat la lseries lof lstock lprice 

lchanges lhas lno lmemory lsince lone lcannot lpredict lfuture lmarket lprices lon lthe lbasis lof lpast 

lhistory lof lprice lbehavior l(Horne l& lParker, l1965). lDue lto lthe lnature lof lprice lrandom 

lchanges, linvestors lare lunable lto ltake ladvantage lof lthe lmarket lprices lin lorder lto lrealize 

lsuper labnormal lprofits l(Kendal, l1953). lAccording lto lKendal, l(1953) lthe lcurrent lmarket 

lprice lof la lgiven lsecurity lis lnot ldependent lupon lthe lprevious lprice lpatterns lin lthe lmarket. 

The ltheory lcontends lthat lprice lsequences ldo lnot ldemonstrate lpredictive lpatterns lover la 

lperiod lof ltime lbut lcan lbe lbest ldescribed lby la lrandom lwalk. lAccording lto lthe ltheory, la 

ldefinite llack lof lcorrelation lbetween lthe lprecedent land lcurrent lprices lcan leasily lbe lseen; 

lhence, lif la lshare lincreases lat la lparticular ltime, lno lmarket lpartaker lis lable lto lprecisely 

lforesee lthat lit lwill lgo lup lagain lthe lfollowing lday l(Fama, l1965). lThus, lchanges lin lstock 

lprices lhave lthe lsame ldistribution land lare lindependent lof leach lother land lthat lpast 

lmovement lor ltrend lof la lstock lprice lor lmarket lcannot lbe lused lto lpredict lits lfuture 

lmovement. lThus, lthe ltheory lexplains lthat lit's limpossible lto loutperform lthe lmarket lwithout 

lassuming ladditional lrisk. lThis ltheory lwill lcontribute lto lthis lstudy lchanges lin lstock lprices 

lcontain lsimilar ldistribution land lare lsovereign, lso la lprecedent ltendency lof la lstock lprice 

lcannot lbe leffectively lused lto lforecast lits lupcoming lmovements. lGiven lthat lthe lauthorities 

lthrive lnow land lagain lto limprove lthe lstock lmarket, lparticularly lin lthe lareas lof lefficiency las 

lan lefficient lstock lmarket lattracts linvestors, lit lbecomes lapparent lto lseek levidence lfor lor 

lagainst lthe lrandom lwalk lhypothesis lof lthe lNSE lso las lto ldetermine lwhether lit lis lefficient lin 

lterms lof lbehavior land lbe lable lto lforecast lof lthe lstock lprices. 
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2.3 lMomentum, lValue lEffect land lPredictability lof lStock lReturns 

Evidence lfrom ldifferent lglobal, lregional land llocal lstudies lhave lshown lthat lanomalies lhave 

lsignificant leffect lon lstock lreturns. lGlobally, lJagadeesh l& lTitman l(2001) ldocumented 

lmomentum labnormal lprofits lduring lthe lperiod lbeginning l1965 lto l1988 lin lthe lUS lstock 

land lidentified lnegative lcumulative lreturns lof lthe lmomentum lportfolio lfrom lthe l13th
 l lto 

l60th
 lmonths. lHabib l& lFaid, l(2007) lstudied lstock lreturns lpredictability lforcusing lon 

lPakistan lEquity lMarket. lThey lcollected ldata lfor lthe lperiod lbetween lJuly l1999-December 

l2015 lin lwhich lthey ldivided lstudy lsample linto lpre land lpost lfinancial lcrisis lof l2007-2008. 

lThe lstudy lapplied lpanel lregression lfor lthe ldata lanalysis. lIn ltheir lresults, lthey lconcluded 

lthat lmomentum, learnings lgrowth lrate land lsize lare lthe lsignificant lpredictors lof lstock 

lreturn. lA lstudy lby lFama l& lFench, l(2008) laimed lat linvestigating lthe leffect lon laverage 

lstock lof lanomalies; lsize, lgrowth, lprofitability, lvalue, lmomentum, laccruals land lnet lstock 

lissues lfound lout lthat lthe lpremier lanomalies lare lmomentum, laccruals land lnet lstocks lissues l 

lwhile lless lrobust lones lare lprofitablity land lasset lgrowth. lArindam, lAnupam, l& lGautam 

l(2018) lin ltheir lstudy lexplored lthe lpredictability lof lIndian lstock lmarket lon lthe lbasis lof lrisk 

lpremium, lvalue leffect land lmomentum leffect. lThey lapplied lmultiple ldiscriminant lanalysis 

lmodel lto ldetermine lwhether lthe lsentiments lof linvestors lsignificantly laffect lperformance 

lof lthe lstock lreturns. lTheir lresult lshowed lthat lthe lrisk lpremium, lmomentum land lvalue 

leffect lmay lhave lsignificant lpower lfor lpredicting lthe lIndian lstock lmarket lreturns. lThe 

lvalidity ltest lof lthe lmodel lalso lcorroborated lthe limpact lof lfinancial lanomalies lover 

lpredictability lof lstock lreturns. l 

Regionally, lGriffin let.al l(2003) lin ltheir lstudy lsought lto lexamine lif lmomentum lprofits lcan 

lbe lexplained lby lmacroeconomic lrisk linternationally. lThe lstudy lincluded lAfrican lcountries 
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llike lSouth lAfrica land lEgypt. l lNon-US ldata lwere lsourced lfrom lInternational lData lstream 

lthat lhas lmore lthan l50 lstocks. lOn lthe lother lhand lUS lmonthly lstocks lreturns ldata lwere 

lcollected lfrom lNYSE, lAMEX land lCRSP. lTheir lfindings lrevealed lthat lthe lprofits lare 

lhighly lsignificant lin lall lregions lexcept lAsia. lBudoo l(2011) linvestigated lmomentum 

linvestment lstrategies lby lusing lthe lequity lstocks lof lMauritius lfor lthe lperiod l2004-2006. 

lThe lstudy ladopted lthe lmodel ldeveloped lby lCarhart l(1977) lwhich lincluded ladditional 

lmomentum lfactor lbesides lthe lFarma land lFrench lfactors. lThe lstudy ladopted ldescriptive 

lstatistics labout lthe lmarket lin lgeneral land ldata lcollected lfrom lcompanie’s lannual lreports 

lfor lindividual lcompanies lfor lsecondary ldata lsource. lHis lfindings lconcluded lthat 

lmomentum lfactor lis lstatistically lsgnificant land lstronger lthan lthe lmarket,size land lbook 

lequity lto lmarket lequity lfactors. 

In lKenya, lstudies lon lanomalies lhave lalso lbeen ldone lin lat lthe lNairobi lSecurities lExchange. 

lWainaina, l(2007) lin lhis lstudy lestablished lthe lexistence lof lmomentum lfor la lperiod l1999 lto 

l2016 lin lthe lNSE. lHe lused l52-week lhigh lmethod lfor lthe lperiod, lbasing lhis lformation 

lstrategies lon l3, l6, l9 land l12 lmonth. lHe lranked lall lstocks lwith la lreturn lhistory lof l12 lmonths 

lin lascending lorder lusing l52-week lhigh ltrading lstrategy land lassigned lthe lstocks lto lone lof 

lthree lportfolios lbased lon lthe lratio lof ltheir lJ-month. lTo lcalculate lthe lratio lhe ldivided lthe 

laverage lholding lprice lat lmonth lJ lwith lthe lhighest lprice lin lthe lpreceding l52-weeks. lThe 

lstudy lcame lup lwith la lpositive lresult lof lall lzero lcost lthat lwas lranging lbetween l0.05% land 

l1.13% lwith lthe lleast laverage lmonth lreturn lbeing l3-6month lstrategy land lhighest lmonthly 

lreturn lbeing l9-12month lstrategy. l l lLishenga let lal. l(2011) lsought lout lto lstudy lthe 

lprofitability lof lstrategies lof lmomentum lat lthe lNSE lfor lthe lperiod l1995-2007. lThey 

lemployed lWeighted lRelative lStrength lstrategy land lRelative lStrength lstrategy lfor 
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limplementing ltrading lstrategies lfor lmomentum. lThe lmethodology lthey ladopted lwas 

ldescriptive lstatistics. lTheir lanalysis lrevealed lthat lmomentum lis ldriven lby lcontinuation lin 

lthe lcomponent lof lindividual lsecurity lrather lthan lby lcross-sectional ldifferences lin lthe 

lexpected lrisk land lreturn. l 

Kuria land lRiro l(2013 l)in ltheir lstudy leventhough lfocusing lon ldifferent laspects lof lstock 

lmarket lanomalies; lseasonal leffects lon laverage lreturns lof lNSE, lfound lout lthat lmomentum, 

lcalendar land lday lof lthe lweek lanomalies lexisted lat lthe lmarket. lOtinga l(2017) lexamined lthe 

lexistence lof lprice lvolume lmomentum lin lNSE. lThe lperiod lof lhis lstudy lwas lbetween l2011 

land l2016 lthough lhe ldivided lit linto l2011-2013 land l2014-2016. lHe lfurther lassesed 

lperception lof ltrading lparticipants lon lprice lvolume lmomentum lusing lJagadeesh land 

lTitman lmethodology lin lwhich lportfolios lwere lformed lbased lon lpast lreturns las lwell las lpast 

lvolume. lHis lfindings lindicate lthat linvestors lstand la lchance lto lmake lbetter lreturns lwhen 

lthey lbuy linto lthe lwinning lstock land lgo lshort lon lthe llosing lstock. lHe lfurther lalluded lthat 

lhis lresult lcan lonly lhappen lin lthe lshort lrun, lover la lperiod lof lthree lto l6 lmonths. 

2.4 lConceptual lFramework 

This lsection lconceptualizes lthe lstudy lby lbringing lout lthe lmajor lvariables lunder 

linvestigation. lDependent lvariable lis lthe lStock lMarket lreturns land lindependent lvariables 

lbeing, lMomentum lEffect land lValue lEffect. 
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Independent lVariables      Dependent 

lVariable 

 

 

 

       

Figure l2.1 lConceptual lModel 

Source: lAuthor l(2019)  

2.5 lChapter lSummary lof lthe lLiterature land lKnowledge lGap 

A lreview lof lcited lstudies lhas lrevealed la lnumber lof lknowledge lgaps lthat lthis lstudy lwill 

lattempt lto laddress. lMost lof lthe lcited lstudies ldid lnot llink lmomentum land lvalue leffect 

lrespectively land lpredictability lof lstock lreturns l(Habib l& lFaid, l2007; lLishenga let lal. 

l2011), lthus lrevealing la lconceptual lgap. lAnother lconceptual lgap lhas lbeen lreveled lin la 

lstudy lby lKuria l& lRiro, l(2013) las lit lfocused lon lthe leffect lof lseasonal lanomalies lon laverage 

lreturns lin lNSE. lThis lpresent lstudy lwill lfocus lon lthe lmomentum land lvalue leffects lon 

lpredictability lof lstock lreturns lin lthe lNSE. lA lmethodolical lknowledge lgap lhas lbeen 

lrevealed lfrom lcited lstudies llike, lOtinga, l(2017) lwho lassesed lthe lperception lof ltrading 

lparticipants lon lprice lvolume lmomentum lusing lJagadeesh l& lTitman lmethodology. l 

Momentum Effect 

• Price Momentum 

• Volume Momentum 

Value Effect 

• Earnings per share 

• Book value to market 
value  

•

Stock Market Returns 

• Price to Earnings 
Ratio 
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This lpresent lstudy lhowever ladopted lboth ldescriptive land linferential ltechniques. 

lContextual lknowledge lgap lhas lbeen lrealized lfrom lthe lstudy lby lZaremba, l(2018) lwhose 

lstudy lfocused lon lglobal lequity lmarkets, lthis lstudy lwill lfocus lon la lparticular lsecurity 

lmarket lexchange, lNSE. lThere lhave lbeen ldifferent lstudies ldone lon leffect lof lmarket 

lanomalies lon lstock lreturns. lHowever, lno lstudy lhas linvestigated lmomentum land lvalue 

leffect lon lstock lreturns lparticularly lin lthe lNSE. lThis lchapter ldiscussed lthe ldifferent 

ltheories land lexact lstudies lthat lhave lbeen ldone ldrawing lout llack lof lconsistencies lin lthe 

lresults. lTherefore, lthe lstudy lseeks lto lassess lthe lmomentum land lvalue leffect lon lthe 

lpredictability lof lstock lreturns lin lNairobi lSecurities lExchange. lThis lchapter lfinally 

lpresented lconceptual lframework lin ldiagrammatic lform. 



20 
 

CHAPTER lTHREE: lRESEARCH lMETHODOLOGY 

3.1 lIntroduction 

This lchapter loutlined lthe lmethodology lthat lwas lused lto lcarry lout lthe lstudy. lIt lspelled lout 

lthe lfollowing laspects; lresearch ldesign, ltarget lpopulation, lsample ldesign, ldata lcollection 

land ldata lanalysis. l 

3.2 lResearch ldesign 

This lstudy ladopted lboth llongitudinal land lcross-sectional lresearch ldesign. lLongitudinal 

lstudies lemploy lcontinuous lor lrepeated lmeasures lto lfollow lparticular lindividuals lover 

lprolonged lperiods lof ltime l(Caruana let lal., l2015). lSince lthe lstudy lcovered la lten lyear lperiod 

lof ltime, llongitudinal lstudy lwas lideal lfor lan lextended lperiod lwith ladvantage lof ltracking 

lchanges lover ltime. lThis lresearch ldesign lwas lparticularly luseful lfor levaluating lthe 

lrelationship lbetween lvariables land ltheir linfluence lover ldifferent llengths lof ltime. lIn 

laddition, lsince ldata lwas lcollected lfor lgiven lindividual lfirms lwithin la lpredefined lgroup, 

lappropriate lstatistical ltesting lmay lbe lemployed lto lanalyze lthe linfluence lover ltime lfor lthe 

lgroup las la lwhole, lor lfor lparticular lfirms. lThis lmethod lwas lsuccessfully lused lby lJagadeesh 

land lTitman l(2001) land lOtinga l(2017). 

3.3 lPopulation 

The ltarget lpopulation lof lthis lstudy lwas lall lcompanies llisted lin lthe lNSE lfor lthe lperiod l2009 

l– l2018. lAccording lto lCMA l(2018), la ltotal lof l64 lcompanies lare llisted lin lthe lNSE. 

lHowever, lthis lstudy lonly lfocused lon lcompanies lwhich lhave lbeen lconsistently ltrading 

lthroughout lthe lperiod lof lstudy l(2009 l– l2018). lAny lcompany ltherefore lthat lwas ldelisted lor 

lsuspended lduring lthe lperiod ldid lnot lform lpart lof lthe lsample. lAccording lto lCMA l(2018), 
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lfour lcompanies lwere lsuspended lduring lthe lperiod ltherefore lleaving l60 lcompanies lthat 

lformed lthe lpopulation lof lthis lstudy. 

The lcompanies lincluded lmust lhave lbeen llisted lat lleast lone lyear lbefore lthe ltest lperiod 

lstarts lso las lto lprevent lreturn-effects lafter lthe llisting lof lthe lstock. lTherefore, lthe lstocks 

llisted lmust lfulfill lthe labove llisting lrequirements. 

3.4 lData lCollection 

This lresearch lemployed luse lof lsecondary ldata. lThe ldata lwas lcollected lusing lsecondary 

ldata lcapture lform l(Appendix lI) lwhereby lthe lsource lof ldata lcaptured lincluded lCMA 

lreports, lindividual lfirm’s lpublished lfinancial lreports, lNSE lhandbooks lfor lthe llisted 

lcompanies land lannual lreports lfor lthe lperiod l2009 l– l2018. lThe lkind lof ldata lcollected 

lincluded; ldaily lshare lprices, lindex lperformance land ltrade lvolumes. lData lfrom lpublished 

lfinancial lstatements lof lthe llisted lcategory lof lfirms lalso lformed lpart lof lsecondary ldata. lThe 

lnature lof lsecondary ldata lcollected lwere lthe lmonthly ldata lof lvarious lvariables lin lthe 

lmodel. l 

One lstock lper lcompany lwas lincluded lin lthe ldata lso lthat lif la lcompany lhad lmore lthan lone 

lstock loutstanding, lonly lone lwas lselected. lThis lwas limportant lwhen ltesting lfor lvalue leffect 

lsince lthe lbook lvalue lfor lthe lcompany lwith lmore lthan lone lstock lwas lnot lbe lused ltwice. l 

3.5 lData lAnalysis 

Data lanalysis lentailed; lorganizing, laccounting lfor land lexplaining lthe ldata lin lterms lof lthe 

lrespondents’ ldefinition lof lthe lsituation lusing lpatterns, lthemes land lcategories, lGay l(1992). 

lThis lstudy lused ldescriptive land linferential lstatistics. lMugenda lsnd lMugenda l(2003) 



22 
 

lobserved lthat ldescriptive lstatistics lsimplify ldescription lof lresults lthereby lenabling lthe 

lresearcher lto lsummarise land lcategorize lthe lresearch lresults. lIt lalso lhelped lthe lreseracher 

lto ldescribe lthe lresearch ldata lby ldisseminating lthe lresults linto lunderstandable lform. 

lDescriptive ltechnique lincluded lthe luse lof larithmetic lmean, lstandard ldeviations land 

lpercentages. lInferential lstatistical ltechniques lwas lused lto lenable lthe lresearcher lmake 

ljudgement labout lthe limplication lof lthe lobserved lassociations lamong lthe lstudy lvariables. 

lInferential ltechniques lto lbe lapplied lincludes, lcorrelationregression lanalysis, lt-test land 

lAnalysis lof lVariance l(ANOVA). lAfter lcollecting ldata land lchecking lfor ltheir 

lcompleteness, lthey lwill lbe lkeyed linto lSPSS l(Statistical lPackage lfor lSocial lSciences) lfor 

lanalysis. lRegression lanalysis lwill lbe lapplied lto lshow lthe lnature land lstrength lof lthe 

lrelationship lbetween lvariables land lto ltest lhypothesized lrelationship. lThe lregression lmodel 

lwill lbe las lfollows: 

R= lα l+ lβ1ME l+ lβ2VE l+ l£  l l l l l l l l l l l l l l l l l l l l l l l l  

Where:  

R l– lStock lreturns l l  l l l l l l l l l    l lβ2- lRegression lcoefficient lfor lVE   

α l– lRegression lconstant    l l£ l- lerror lterm    

ME l– lMomentum lEffect    l lβ1 l– lRegression lcoefficient lfor lME 

VE l– lValue lEffect l l 
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R= l(P1 l– lPo) l+ lD l l l l l l l l l l l l l l l l l l l l l l l l l l 

  lPo 

Where: 

P1- lEnding lstock lprice 

Po- lInitial lstock lprice 

D- lDividends 

 

ME l= lV-Vx   l l l l l l l l l  l 

Where: l 

V l– lLatest lPrice l 

Vx l- lClosing lPrice l 

 lx l– lNumber lof ldays. 

Value lEffect l(VE): lThe lratio lof lthe lcompanies’ lbook lvalue lof lequity land lthe lmarket lvalue 

lof lequity. lIt lis lcalculated las: 

VE = BV l l l l l l l l l l l l l l l l l l l l l l l l l l l l l 

  MV l 

Where: l 

BV l– lBook lvalue lof lequity lfor la lcompany lat la lgiven ltime 

MV l– lMarket lValue lof lequity lat lthe lsame ltime 
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CHAPTER lFOUR: lDATA lPRESENTATION lAND lDISCUSSION lOF 

lSTUDY lFINDINGS 

4.1 lIntroduction 

The linitial laim lof lthis lstudy lwas lto ldetermine lthe leffect lof lmomentum land lvalue leffect lon 

lpredictability lof lstock lreturns lon lthe lNairobi lSecurities lExchange. lThe lindependent 

lvariables lin lthis lcase lwere lmomentum leffect land lvalue leffect. lStock lreturns lwas lin lthis 

lcase lused las ldependent lvariable. lTherefore, lthis lchapter lis lcomprised lof lvarious lstatistics 

ldone lto lestimate lthe ltest lof lnormality, lcollinearity, ldescriptive lstatistics, lcorrelation 

lanalysis, las lwell las lregression lstatistics. l 

4.2 lData lDistribution lUsing lP-P lPlots 

The lprobability-probability lplot lalso lknown las lP-P lplot lwas lused lto lhelp lin ldetermining 

lhow lwell ldistribution lof ldata lpoints lfitted lon la lregression lline. lTherefore, lthe lplot lwas lsaid 

lto lbe llinear lwhen lthe lvariable ldata lpoints’ ldistribution lis lthe lcorrect lmodel. lThe lresults 

lreported lin lFigure l4.1, l4.2, land l4.3 lindicates lthere lwas lsignificant lvariation lin ldistribution 

lof ldata lpoints lof lconstructs lunder lstudy. lFor linstance, lthe lfindings lrevealed lthat lnormal lP-

P lplot lof lmomentum leffect land lstock lreturns lwere lperfectly lfitted, lsince lthe lfunctions 

lestimation lof lboth llocation land lscale lparameters lwere lfound lto lbe ldistributed lnormally. 

lOn lthe lhand, lthe loutput lon lvalue leffect lindicated lthat lthe ldata lpoints lof lthis lconstruct lwas 

lnot lperfectly lfitted. 
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Figure l4.1: lNormal lP-P lPlot lof lMomentum lEffect 

 
Source: lResearch lData 

Figure l4.2: lNormal lP-P lPlot lof lValue lEffect 

 
Source: lResearch lData 
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Figure l4.3: lNormal lP-P lPlot lof lStock lReturns 

 

Source: lResearch lData 

4.3 lTest lfor lLinearity l 

Multicollinearity lmay lexist lwhen lthe lindependent lvariables lare lextremely linter-associated 

lor linter-correlated. lThis lcan lcause ldisturbance lin lthe ldata, land ltherefore lmaking lthe 

lstatistical linferences lto lbe lmade lon ldata lnot lto lbe lreliable. lMulticollinearity lproblem lmay 

loccur lwhen lthe ltolerance lof la lgiven lvariable lis lless lthan l0.20 lor l0.10. lLikewise, lthis 

lproblem lcan lbe lreported lwhen la lconstruct lreports la lVariance lInflation lFactor l(VIF) lvalue 

lof l5 lor l10 land labove l(Robinson, lBrown l& lCurrie, l2009). lThe lresults lprovided lin lTable l4.1 
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lbelow lshow lthat lthe lindependent lvariables lof lthis lstudy lreported ltolerance lvalue l0.993 lfor 

lboth lmomentum land lvalue leffect. lSimilarly, lthe lVIF lfor lboth lvariables lwas lfound lto lbe 

lsame l(1.007). lThis lcould lbe linterpreted lto lmean lthat lmomentum leffect las lwell las lvalue 

lwere lnot lhighly lcorrelated land ltherefore lfit lfor lfurther lanalysis. 

Table l4.1: lCollinearity lStatistics l 

Model Collinearity lStatistics 

Tolerance VIF 

1 
Momentum lEffect 0.993 1.007 

Value lEffect 0.993 1.007 

a. lDependent lVariable: lStock lreturns 

Source: lResearch lData 

4.4 lDescriptive lStatistics l l 

The lstudy lestablished lthe lmagnitude lof lthe lentire litems lused lin lcomputations lof lvariables’ 

ldata lratios. lThis lincluded lstock lreturns, lmomentum leffect, las lwell las lvalue leffect. lThe 

lresults lshow lthat lin lthe lrange lof la lten lyear lperiod lunder linvestigation l(2009 l– l2018), lthe 

laverage lannual lstock lreturns lwas l288,194.69 lwith lminimum lbeing l7,204.00 land 

lmaximum lof l888,600.00. lThe laspect lof lmomentum leffect lreported la lminimum lvalue lof l-

2.10, la lmaximum lvalue lof l9.30 land la lmean lvalue lof l1.85. lThis lcould limply lthat lthe lrate lof 

lspeed lat lwhich lthe lsecurity's lprice lor lvolume lchange lin lthe lperiod lunder lstudy lwas lfound 

lto l1.85. lIn laddition, lthe lratio lof lvalue leffect lranged lfrom l1.02 lto l37.82 lwith lan laverage lof 

l2.81. lThe lpresence lof llow lvalue leffect lcan lbe linterpreted lto lmean lthat lthe lmarket lvalue 

learned lover la lportfolio lof lgrowth lstocks las lindicated lin lTable l4.2. 



28 
 

Table l4.2: lDescriptive lStatistics lof lStudy lVariables l 

Items N Minimum Maximum Mean Std. 

lDeviation 

Stock lreturns 600 7,204.00 888,600.00 288,194.69 209593.52 

Momentum leffect 600 -2.10 9.30 1.85 2.10 

Value leffect 600 1.02 37.82 2.81 3.28 

Source: lResearch lData 

Figure l4.4 lis lan lillustration lof lhow lstock lof lNairobi lSecurities lExchange lhas ldeveloped 

lthroughout lthe lten lyear lperiod lunder lstudy lranging lfrom l2009 l– l2018. lThe ldepiction lshow 

lthat lthe lstock lreturns lvaried lover ldifferent lyears. lIt lcan lbe lconstrued lthat lin lthe lyears 

l2009, l2011, l2013, l2014, l2016 land l2018, lthe lstudy lreported lfall lin lstock lreturns lof lNairobi 

lSecurities lExchange. lOn lthe lother lhand, lstock lreturns lof lNSE lwere lreported lto lhave lgone 

lup lin la lnumber lof lyears lnamely, l2010, l2012, l2015 las lwell las l2017. 

Figure l4.4: lDistribution lof lStock lReturns lof lNSE l(2009 l– l2018) 

 
Source: lResearch lData 
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4.5 lCorrelation lStatistics l l 

Pearson lcorrelation lmethod lof lanalysis lwas lused lin lthis lstudy lin lestimating lthe ldegree lof 

lassociation lthat lexisted lbetween lthe lvariables lunder lstudy. lCorrelation lcoefficient l(r) lwas 

lprovided land lthe ltest lfor lsignificance lwas lbased lon lp l– lvalues, lwhere lthe lstudy lused la 

lconfidence linterval lof l95%. lTherefore, lcorrelation lresults lcould lbe lconsidered lsignificant 

lif lthe lp l– lvalue l≤ l0.05 land lto lbe linsignificance lif lotherwise l(>0.05). l 

The lcorrelation lresults lgiven lin lTable l4.3 lshow lthat lmomentum leffect lhas la lpositive 

lassociation ltowards lstock lreturns lof lcompanies llisted lon lNSE lgiven lan lr lvalue lof l0.165 

land lp  l- lvalue lof l0.000. lThis lcan lalso lbe linterpreted lto lmean lthat lan lincrease lin lrate lof 

lchange lin lmomentum leffect lis lstatistically lassociated lwith l16.5% lincrease lin lchange lof 

lstock lreturns. lThe lresults lfurther lshow lthat lthe lratio lof lvalue leffect lis lsignificantly 

lassociated lwith limprovement lof lstock lreturns lamong lthe llisted lfirms lsince lthe lrelationship 

lprovided lan lr lvalue lof l0.354 land lan lacceptable lp l- lvalue lof l0.000. lThis lhas lan limplication 

lthat lboth lmomentum land lvalue leffect lcontribute lto lprediction lof lstock lmarket. L 
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Table l4.3: lResults lof lCorrelation lAnalysis 

 Stock lreturns Momentum 

lEffect 

Value lEffect 

Stock lreturns 

Pearson lCorrelation 1 -0.165** 0.354** 

Sig. l(2-tailed)  0.000 0.000 

N 600 600 600 

Momentum lEffect 

Pearson lCorrelation 0.165** 1 0.086* 

Sig. l(2-tailed) 0.000  0.035 

N 600 600 600 

Value lEffect 

Pearson lCorrelation 0.354** 0.086* 1 

Sig. l(2-tailed) 0.000 0.035  

N 600 600 600 

**. lCorrelation lis lsignificant lat lthe l0.01 llevel l(2-tailed). 

*. lCorrelation lis lsignificant lat lthe l0.05 llevel l(2-tailed). 

 

4.6 lRegression lResults 

The lstudy lfurther lcarried lout lregression lanalysis lto lestimate lthe leffect lbetween lvariables. 

lThe lresults lon lmodel lsummary lwas ldetermined lbased lon lthe lR lsquared, lF l– ltest land lp l– 

lvalue l(Sig) lin lthe lAnalysis lof lVariance l(ANOVA) loutput lwere lused lto lestablish lthe ljoint 

lsignificance lof lall lpredictor lvariables lon ldependent lvariable. lMoreover, lthe lregression 

lmodel lprovided lthe lcoefficients lof lvariables ltogether lwith lt l– ltests land lp  l– lvalues lwhich 

lwere lused las la lmeasure lof lsignificance llevel lof lcoefficients lof leach lindependent lvariable 
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lon ldependent lvariable. lThis ldone lbased lon lconfidence linterval lof l95% lwhere lthe lp l–value 

lwas l≤0.05 lindicated lsignificant leffect land lwhen lp l– lvalue lwas lfound lto lbe l>0.05 lindicated 

linsignificant leffect las ladvocated lby lKendall land lGibbons l(1990) land lKrijnen l(2004). l 

4.6.1 lThe lRelationship lBetween lMomentum lEffect land lStock lReturns 

The laim lof lthe lfirst lobjective lwas lto lestimate lthe lrelationship lbetween lmomentum leffect 

land lpredictability lof lstock lreturns lat lthe lNairobi lSecurities lExchange. lThis lwas ldone 

lthrough luse lof la lregression lequation lthat lfollows: 

R l= lα l+ lβ1ME l+ l£  l l l l l l l l l l l l l l l l l l l l l l l l  

Where:  lR lrepresented lstock lreturns, lα lwas lfor lregression lconstant, lME lmeant lmomentum 

leffect, lβ1 ldenoted lregression lcoefficient lfor lME, lwhile l£ lwas lfor lerror lterm. 

Model lSummary 

The lstudy’s lregression lmodel lprovided la lmodel lsummary lan lR lvalue lof l0.165 land lan lR l–

squared lvalue lof l0.027 las lshown lin lTable l4.4. lThis lcould limply lthat lmomentum leffect lhas 

lability lof lexplaining lonly l2.7% lof lvariation lin lpredictability lof lstock lreturns. 

Table l4.4: lSummary lof lthe lRegression lModel 

Model R R lSquare Adjusted lR lSquare 

Std. lError lof lthe 

lEstimate 

1 0.165a 0.027 0.026 201267.40935 

a. lPredictors: l(Constant), lMomentum lEffect 
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Analysis lof lVariance l 

Table l4.5 lprovided levidence lon lresults lof lANOVA lwhere lthe lmodel lgave la lregression 

lsum lsquare lof 676287704861.96 lwith lthe lsame lmean lvalue land la lslightly lhigher lresidual 

lsum lsquare lof l 24224124899496.41 lwith la lmean lscore lof l40508570066.05. lWith lan lF l– 

lvalue lof l16.70 and la lp l– lvalue l0.000 lis lan lindication lthat lthe lstudy lrejects lany lnull 

lhypothesis lthat lmoment leffect ldoes lnot lpredict lstock lreturns lsince lthe lerror lwe lmake lby 

ldoing lso lis l<0.05. 

Table l4.5: lANOVA lResults 

Model Sum lof lSquares df Mean lSquare F Sig. 

1 Regression 676287704861.96 1 676287704861.96 16.70 .000b 

Residual 24224124899496.41 598 40508570066.05   

Total 24900412604358.37 599    

a. lDependent lVariable: lStock lreturns 

b. lPredictors: l(Constant), lMomentum lEffect 

Regression lCoefficient l 

The lresults lon lregression lcoefficients lprovided lin lTable l4.6 lshow lthat lmomentum laffects 

lstock lreturns lsignificantly lgiven lthat lit lhas la lbeta lvalue lof l15476.68 l(t l– lvalue lof l4.09) land 

la lsignificant lp l– lvalue lof l0.000. lThis lcould limply lthat lmoment leffect lpredicts lstock 

lreturns lof lNairobi lSecurities lExchange lby l15476.68. l 



33 
 

Table l4.6: lResults lof lRegression lCoefficients 

Model 

Unstandardized 

lCoefficients 

Standardized

lCoefficients 

t Sig. 

95.0% lConfidence 

lInterval lfor lB 

B 

Std. 

lError Beta 

Lower 

lBound 

Upper 

lBound 

1 (Constant) 282741.63 10829.97  26.11 .000 261472.23304011.04

Momentum 

lEffect 
15476.68 3787.79 0.16 4.09 .000 22915.66 8037.70 

a. lDependent lVariable: lStock lreturns 

 

4.6.2 lThe lRelationship lBetween lValue lEffect land lStock lReturns 

The lsecond lobjective lwas lto ldetermine lthe lvalue leffect lon lpredictability lof lstock lreturns lat 

lthe lNairobi lSecurities lExchange. lThe lregression lanalysis lwas ldone lguided lby lthe 

lfollowing lequation: 

 

R= lα l+ lβ1VE l+ l£  l l l l l l l l l l l l l l l l l l l l l l l l  

Where:  lR lrepresented lstock lreturns, lα lwas lfor lregression lconstant, lVE lwas la 

lrepresentation lof lvalue leffect, lβ1 lstood lfor lregression lcoefficient lfor lVE, lwhile l£ lwas lfor 

lerror lterm. 
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Model lSummary 

The lregression lmodel lsummary lon lprediction lof lrelationship lbetween lvalue leffect land 

lstock lreturns lgiven lin lTable l4.7 lrevealed lan lR lvalue lof l0.201. lThe lgoodness lof lfit lgave lan 

lR l– lsquared lvalue lof l0.040 land lindication lthat lvalue leffect lhas lability lof lexplaining lonly 

l4% lof lvariation lin lpredictability lof lstock lreturns. lThis lcould lfurther lmean lthat lthere lexist 

lother lfactors lwhich lcan lpredict lstock lreturns lbut lare lnot lin lthe lcurrent lmodel. 

Table l4.7: lSummary lof lthe lRegression lModel 

Model R R lSquare Adjusted lR lSquare 

Std. lError lof lthe 

lEstimate 

1 0.201a 0.040 0.039 199883.89 

a. lPredictors: l(Constant), lValue lEffect l(VE) 

Analysis lof lVariance l 

The loutput lin lTable l4.8 lshow lthat lthe lregression lmodel lgave la lsum lsquare lof lregression lof 

l1008177794704.41 lwith lthe lsame lregression lmean lvalue. lThe lANOVA lresults lfurther 

lgave la lresidual lsum lsquare lof l23892234809653.95 laccompanied lby la lmean lvalue lof 

l39953569915.81. lMoreover, lthe lmodel’s lF l– lvalue lis l25.23 lsupported lby la lstrong lp l– 

lvalue lof l<0.05 lwhich lcould lbe linterpreted lto lmean lthat lthe lstudy lshould lreject lthe lnull 

lhypothesis lthat lvalue leffect ldoes lnot lpredict lstock lreturns lof lNairobi lSecurities lExchange 

las lthe lerror lwe lmake lby ldoing lso lis lzero. l 
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Table l4.8: lANOVA lResults 

Model Sum lof lSquares Df Mean lSquare F Sig. 

1 Regression 1008177794704.41 1 1008177794704.41 25.23 .000b 

Residual 23892234809653.95 598 39953569915.81   

Total 24900412604358.37 599    

a. lDependent lVariable: lR l– lStock lreturns 

b. lPredictors: l(Constant), lValue lEffect 

Regression lCoefficient l 

In lthe lthird lstage lof lthe lmodel lthe lresults lon lregression lcoefficients lare lgiven. lIt lcan lbe 

ldeduced lthat lvalue leffect lhas la lbeta lvalue lof l12506.87 lsupport lby la lt l– lvalue lof l5.02 land la 

lsignificant lp l– lvalue lof l0.000. lThe lresults lcould limply lthat lan lincrease lin lvalue leffect 

lincrease lchances lof lstock lprediction lby la lmargin lof l12506.87. 
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Table l4.9: lResults lof lRegression lCoefficients 

Model 

Unstandardized 

lCoefficients 

Standardized

lCoefficients 

t Sig. 

95.0% lConfidence 

lInterval lfor lB 

B 

Std. 

lError Beta 

Lower 

lBound 

Upper 

lBound 

1 (Constant) 218646.71 10764.88  20.31 0.000 197505.15 239788.27

Value 

lEffect 
12506.87 2489.76 0.20 5.02 0.000 7617.13 17396.61 

a. lDependent lVariable: lStock lreturns 

 

4.6.3 lThe lJoint lRelationship lBetween lMomentum lEffect land lValue lEffect 

lon lPredictability lof lStock lReturns lat lthe lNairobi lSecurities lExchange 

The lmain laim lof lthe lresearch lproject lwas lto lestablish lthe lrelationship lof lmomentum leffect 

land lvalue leffect lon lpredictability lof lstock lreturns lat lthe lNairobi lsecurities lexchange. lThis 

lwas ldone lthrough la lregression lmodel lwith lthe lguide lof lthe lequation lindicated lbelow: 

R= lα l+ lβ1ME l+ lβ2VE l+ l£  l l l l l l l l l l l l l l l l l l l l l l l l  

Where:  lR lrepresented lstock lreturns, lα lwas lfor lregression lconstant, lME lmeant lmomentum 

leffect, lVE lwas la lrepresentation lof lvalue leffect, lβ1 ldenoted lregression lcoefficient lfor lME 

lβ2 lstood lfor lregression lcoefficient lfor lVE, lwhile l£ lwas lfor lerror lterm. 
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Summary lof lRegression lModel 

The lsummary lresults lgiven lin lTable l4.4 lindicate lthat lthe lregression lmodel lprovided la 

lcombined lcorrelation lR-value lof l0.404 land lan lR lsquared lvalue lof l0.364. lThis lindicates 

lthat lmomentum leffect land lvalue leffect lput ltogether, lhave lability lof lexplaining l36.4% lof 

lchange lin lstock lreturns. 

Table l4.10: lSummary lof lthe lRegression lModel 

Model R R lSquare Adjusted lR lSquare Std. lError lof lthe 

lEstimate 

1 0.404a 0.364 0.361 192007.76786 

a. lPredictors: l(Constant), lValue lEffect, lMomentum lEffect 

 

Results lon lAnalysis lof lVariance l 

The loutput lof lANOVA lshown lin lTable l4.5 lgave la lregression lsum lsquare lof 

l4304149576674.91 land la lslightly lhigher lresidual lsum lsquare lof l22009588802411.27 lwith 

la lmean lsquares lof l2152074788337.46 lfor lregression land l36866982918.61 lfor lresidual. 

lThe lmodel lfurther lprovided lan lF l– lstatistics lof l58.37 land la lsignificant lp l- lvalue lof l0.000. 

lThis lhas limplication lthat lthe lindependent lvariables lused lin lthis lstudy lwere lacceptable land 

lfit lin ldetermining lthe ldependent lvariable land ltherefore lan lindication lthat lthe lstudy lshould 

lreject lany lnull lhypothesis lthat lmomentum leffect land lvalue leffect ljointly, ldo lnot lpredict 

lstock lreturns lof lfirm llisted lon lNairobi lSecurities lExchange. 
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Table l4.11: lANOVA lResults 

Model Sum lof lSquares df Mean lSquare F Sig. 

1 

Regression 4304149576674.91 2 2152074788337.46 58.37 0.000b 

Residual 22009588802411.27 597 36866982918.61   

Total 26313738379086.18 599    

a. lDependent lVariable: lStock lreturns 

b. lPredictors: l(Constant), lValue lEffect, lMomentum lEffect 

 

Results lof lRegression lCoefficients l l 

The lmodel lfurther lgave lestimations lon lthe leffect lof lindividual lpredictor lvariable lunder 

linvestigation lon lthe ldependent lvariable. lThe lfindings lof lthe lregression lcoefficients lshown 

lin lTable l4.6 lrevealed lthat lmomentum leffect lsignificantly linfluence lprediction lof lstock 

lreturns lof lcompanies llisted lon lNairobi lSecurities lExchange, lthis lis lso lbecause lthe lvariable 

lprovided la lpositive lbeta lvalue lof l19650.92 laccompanied lby la lstrong lt l– lvalue lof l5.24 

lsupported lby lsignificant lvalue l(p l– lvalue) lof l0.000. l 

Likewise, lthe lresults lshow lthat la lchange lin lvalue lstock lincrease lchances lof lpredicting 

lstock lreturns lof llisted lfirms lpositively lgiven la lcoefficient lvalue lof l23670.78(t l= l9.86) lp l= 

l0.000). lThis lcould ltherefore limply lthat lboth lmomentum land lvalue leffect lhave lability lof 

lpredicting lstock lreturns lof lNairobi lSecurities lExchange. lThe lstudy lfindings lare lboth 

lsupported land lcontrary lto lother lresearches ldone lbased lon lglobal, lregional land llocal 

lcontext. lFor linstance, lthe lresults lare lin lagreement lwith lthat lof lArindam, let. lal. l(2018) lwho 

lestablished lthat lstock lmarket lreturns lcan lbe lpredicted lby lrisk lpremium, lmomentum land 
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lvalue leffect lwithin lstock lmarket lin lIndia. lMoreso, la lstudy lcarried lout lby lOtinga l(2017) 

lfound lout lthat lmomentum lreturns lpredicted lthe lstock lcompanies llisted lon lNSE. l 

Table l4.12: lResults lof lRegression lCoefficients 

Model Unstandardized 

lCoefficients 

Standardized 

lCoefficients 

t Sig. 95.0% lConfidence 

lInterval lfor lB 

B Std. 

lError 

Beta Lower 

lBound 

Upper 

lBound 

1 

(Constant) 257925.92 12143.375  21.24 0.000 234077.00 281774.85 

Momentum 

lEffect 
19650.92 3744.993 0.197 5.24 0.000 27005.89 12295.96 

Value lEffect 23670.78 2400.287 0.371 9.86 0.000 18956.75 28384.81 

a. lDependent lVariable: lStock lreturns 

 

On lthe lother lhand, lthe lfindings lof lthis lstudy lwere lfound lto lbe lcontrary lto lthat lof lCao 

l(2015) lwho lcarried lout lstudy ldetermining lthe linfluence lof lthe lmomentum leffect lin lthe lUK 

lstock lmarket land lestablished lthat lstock lmarket lvolatility lhad la lnegative limpact lon la 

lmomentum ltrading lstrategy’s lreturn. lAnother lstudy lwhich lseem lto lhave la lcontradictory 

lresults lis lthat lof lBartens land lHassan l(2011) lwhose lfindings lrevealed lthat lreal-time ltrading 

lstrategies lbased lon lsize, lvalue land lmomentum leffects lwas lnot lable lto lconsistently 

loutperform la lpassive lindex lof lSouth lAfrican lstocks. l 
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CHAPTER FIVE: SUMMARY OF FINDINGS, CONCLUSION AND 

RECOMMENDATIONS 

5.1 Introduction 

This chapter presents the study’s summary of the key findings based on analytical 

methods used. Conclusions are also made with focus on the results of the research as well 

as recommendations are made which can be considered and put in practice by the 

relevant authorities. 

5.2 Summary of Study Findings 

The main goal of this research was to determine the effect of momentum, value effect on 

predictability of stock returns on the Nairobi securities exchange. Specifically, the study 

sought to examine momentum effect on predictability of stock returns at the Nairobi 

Securities Exchange, and determine the value effect on predictability of stock returns at 

the Nairobi Securities Exchange. 

The findings on correlation statistics revealed that all the predictor variables used in this 

study namely, momentum effect and value effect were found to be statistically associated 

to prediction of stock returns. The regression results on estimation of the relationship 

between momentum effect and predictability of stock returns at the Nairobi Securities 

Exchange revealed a regression model summary with an R value of 0.165 and an R –

squared value of 0.027. This model further provided an F – value of 16.70 and a p – 

value 0.000 which indicated that the study rejected the null hypothesis that moment effect 

does not predict stock returns since the error we make by doing so is <0.05. Momentum 
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effect was found to have a significant effect on prediction of stock returns given that it 

has a beta value of 15476.68 (t – value of 4.09) and a significant p – value of 0.000.  

To determine the relationship between the value effect on predictability of stock returns 

at the Nairobi Securities Exchange, the regression model summary provided an R value 

of 0.201. The goodness of fit gave an R – squared value of 0.040 which implied that 

value effect has ability of explaining only 4% of variation in predictability of stock 

returns. The ANOVA results of the model gave an F – value of 25.23 supported by a 

strong p – value of <0.05 which could be interpreted to mean that the study was able to 

reject the null hypothesis that value effect does not predict stock returns of Nairobi 

Securities Exchange as the error we make by doing so is zero. In addition, it was 

regression coefficient revealed in this model indicated that value effect had a beta value 

of 12506.87 support by a t – value of 5.02 and a significant p – value of 0.000. 

Regression analysis indicated that the two aspects used in this model to test prediction of 

stock returns namely momentum effect and value effect combined had ability of 

explaining 36.4% of change in prediction of stock returns. The model gave an F – value 

of 58.37(p = 0.000), which implied that the momentum and value effect were significant 

in predicting stock market of firms on NSE. This therefore indicated that the null 

hypothesis that momentum effect and value effect do not predict stock returns of firm 

listed on Nairobi Securities Exchange should be rejected since the error we make by 

doing so is zero. 

The findings further revealed that both momentum and value effect were able to predict 

stock returns of Nairobi Securities Exchange. It was revealed that momentum effect 
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significantly impacted prediction of stock returns of companies listed on Nairobi 

Securities Exchange, this was so due to the fact that the variable provided a positive beta 

value of 19650.92 accompanied by a strong t – value of 5.24 supported by significant 

value (p – value) of 0.000. Ultimately, the findings on regression coefficients indicated 

that a change in value stock increased chances of predicting stock returns of listed firms 

positively given a coefficient value of 23670.78(t = 9.86) p = 0.000).  

5.3 Conclusion and Recommendations  

The findings of the study established that momentum effect is one of the key variables in 

predicting stock returns of firm listed on NSE. The aspect of momentum if essential on 

decisions made before investing and trading on stock market. This helps both the existing 

and potential investors in observing the tendency in the rise and fall of asset prices. The 

momentum effect is determined by change in prices of stock within a particular period of 

time based on other stocks. Therefore, the study recommends that the traders willing to 

invest in shares at stock market should follow some viable strategies in order to grow 

their investments. Alternatively, they should consult most reputable advisory firms or 

stock analysts for further support and advice on the same.  

The value effect was also found to influence the prediction of stock returns. The strength 

of value effect normally varies from one sector or company to another, where by some 

are found to have strong value and other seem to have weak value effect in stock market. 

The value effect is comprised of the outperformed stock value characterized by low 

prices relative to dividends, earnings, book assets or any other measure of fundamental 

value that lead to growth in stock returns with higher price ratios.  The study recommends 
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that companies should ensure that they put in proper strategies to enable them have 

consistency growth their market value. Potential investors or traders are advised to study 

and analyze the trends of value effect of companies on stock market before trading with 

them. 

5.6 Suggestion for Further Research 

This research focused on determining the influence of momentum, value effect on 

predictability of stock returns on the Nairobi securities exchange. The research focused 

on the following variables: momentum effect and value effect as independent, and stock 

returns as dependent. The study therefore, suggests that a similar research should be done 

based on different variables other than those used in this study to establish how stock 

returns would be predicted. 

 



44 
 

REFERENCES 

Agathe, S. (2012). Momentum strategies on the stock exchange of Mauritius. African 

Journal of Econoic and Management studies 3(2), 227-239. 

Akintoye, I. R. (2008). Efficient Market Hypothesis & behavioral finance. A review of 

Literature. European Journal of social sciences volume 7 No.2, 8-12. 

Ansari, V. A., & Khan, S. (2012). Momentum anomaly: evidence from India. Managerial 

finance (38)2, 206-223. 

Arindam, B., Anupam, D., & Gautam, B. (2018). Momentum effect, Value effect, Risk 

premium and predictability of stock returns. Asian Economic and Financial 

Review, 670. 

Arkelof, George, E., & Shiller, R. J. (2009). Animal spirits: How human psychology 

drives the economy and why it matters for global capitalism. Princeton University 

Press. 

Azerdo, M. (2015). The Value and Momentum Effect on the Portuguese Stock Market. 

U.PORTO, 9-10. 

Baker, K. H. (2010). Behavioral Finance: Investor Corporations & Markets. New Jersey: 

Wiley & Sons. 

Ball, R. (1978). Anomalies in relationships between securities "Yields and Yield 

Surrogates". Journal of Financial Economics, 103-126. 



45 
 

Barberis, Nicholas, & Thaler, R. (2003). A survey of behavioral finance. In financial 

markets and asset pricing. Amsterdam: Milton Harris. 

Bartens, R., & Hassan, S. (2010). Value, size and momentum portfolios in real time: the 

cross section of South African stocks. Australian Journal of Management, 35(2), 181-

202. 

Basu, S. (1977). Investment performance of common stocks in relation to their price 

earnings ratio: A test of Efficient Hypothesis. The Journal of AMERICAN 

FINANCE ASSOCIATION, 6-9. 

Bollen, J., Mao, H., & Zeng. (2011). Twitter mood predicts the stock market. Journal of 

computational science 2(1), 1-8. 

Borges, M. R. (2010). Efficient market hypothesis in European stock markets. The 

European Journal of Finance, 711-726. 

Brealey, R. A., Myers, S. C., & Allen, F. (2011). Principles of Corporate Finance. New 

York: Mc Graw-Hill/Irwin. 

Bryman, A., & Bell, E. (2011). Business Research Methods. UK: Oxford Text Books. 

Budoo, S. k. (2011). An Analysis of Stock market anomalies and momentum strategies 

on the stock exchange of Mauritius. AERC Research paper 227, 10-14. 



46 
 

Bugul, C., & Brorsen, B. (2003). Testing Weak form market efficiency: Evidence from 

the Instabul Stock Exchange. International review of finance analysis Vol.12, 

579-590. 

Chan, K., Hamao, Y., & Lakonishok, J. (1991). Fundamentals and stock returns in Japan. 

Journal of Finance 52(1), 1739-1764. 

Chan, L. K., & Chen, N. (1991). Structural & return characteristics of small & large 

firms. Journal of Finance , 1467-1484. 

Chen, S. S. (2012). Revisiting the empirical linkages between stock returns and trading 

volume. Journal of Banking and Finance,36(6), 1781-1788. 

De Gennes, P. G. (2018). Superconductivity of metals and alloys. CRC Press. 

Degutis, A., & Navickyte, L. (2014). The Efficient Market Hypothesis ; A critical 

Review of Literature & Methodology ISSN 1392-1258. EKONOMIKA 2014 

VOL.93(2), 8-14. 

Fama, E. F., & French, K. R. (1988). Permanent and Temporary components of stock 

prices. The Journal of Political Economy, 96(2), 246-273. 

Farma, E. (1970). Efficient Capital Markets: a review of theory and empirical work. 

Journal of Finance 25, 387-417. 

Farma, E. F., & French, K. R. (1993). Common risk factors in the returns of stock and 

bonds. Journal of finance Economics, 33-56. 



47 
 

Girard, E., & Omran, M. (2009). On the relationship between trading volume and stock 

price volatility in CASE. International Journal of Managerial Finance,5(1), 110-

134. 

Glasers, Marcus, Thomas, L., Jens, R., & Martin, W. (2007). Framing Effects in stock 

market forecasts: The difference between asking for prices and asking for returns. 

Review of Finance 11:2, 325-357. 

Graham, B., & Dodd, D. L. (1965). The Intelligent Investor. New York: Harper Row. 

Hameed, A., & Kusnadi, Y. (2002). Momentum strategies: Evidence from Pacific Basin 

stock markets. Journal of Financial Research,25(3), 383-397. 

Hameed, A., & Kusnadi, Y. (n.d.). Momentum strategies: Evidence from Pacific Basin 

stock markets. Journal of Finance Research 90. 

Bunescu, L. (2014). The impact of external debt on exchange rate variation in 

Romania. Economics & Sociology, 7(3), 104. 

Horne, V., C, J., & Parker, C. (1965). The Random walk theory: an empirical test . 

Financial Analysis Journal;23, 87-92. 

Jagadeesh N, T. S. (1993). Profitability of momentum strategies. Evaluation of 

Alternative Explanations, 50-73. 

Jagadeesh, N., & Titman, S. (1993). Profitability of Momentum Strategies. An Evaluation 

of Alternative Explanations, 50-71. 



48 
 

Jagadeesh, N., & Titman, S. (2001). Profitability of momentum strategies: An evaluation 

of alternative explanations. Journal of Finance Vol 56 no.2, 699-720. 

Jagadeesh, N., & Titman, S. (2001). Profitability of momentum strategies: An evaluation 

of alternative explanatios. Journal of Finance, 699-720. 

Jarret, J. E. (2008). Random walk,capital market efficiency and predicting stock returns 

for Hong Kong Exchanges and clearing Limited. Management Research News, 

(31) 2, 142-148. 

Jensen, M. C., & Mecklin, W. H. (1976). Theory of the Firm:managerial behaviour, 

agency costs and ownership structure. Journal of Financial Economics, 3(4), 305-

360. 

Jureviciene, D., & Diga, I. (2013). Behavioral Finance: Theory & Survey. 20-28. 

Kahneman, D., & Tversky, A. (1979). Prospect Theory, analysis of decision under risk 

economics. 263-292. 

Kendal, M. (1953). The analysis of Economic Time Series. Journal of the Royal 

Statistical Society;116, 219-234. 

Kim, D. (1995). The error in the variables problem in the cross section of expected stock 

returns. Journal of Finance 50(5), 1605-1634. 

Kothari, C. R. (2004). Research Methodology: Methods and Techniques. New Age 

International. 



49 
 

Kuria, M. A., & Riro, G. K. (2013). Stock market anomalies: A study of seasonal Effects 

on Average returns of NSE. Research Journal of Finance and Accounting, 4(7), 

207-216. 

Lishenga, L. (2011). An Empirical analysis of Risk and Size factors in Momentum 

Profitability at the NSE. Operation Research Society of East Africa. 

Ljung, C., & Svedberg, M. (2018). A study of momentum effects on the Swedish stock 

market using Time Series REgression. Degree project in Technology, 20-27. 

Lkonishok, J., Chopra, N., & Ritter, J. R. (1992). Measuring abnormal performance: do 

stocks overreact? Journal of Financial Economics, 235-268. 

Malkiel, B. G. (2003). The Efficient Market Hypothesis and its critics. Journal of 

Economic perspectives-volume 17 no.1, 59-82. 

Mboya, J. K., & Ndegwa, J. N. (2015). Testing of consistent Trends in Stock 

performance in the Nairobi Securities Exchange. 212-221. 

Mugenda, O., & Mugenda, A. (2003). Research Methods Quantitative and Qualitative 

Approaches. Nairobi: Nairobi Acts Press. 

Nicholson, S. F. (1960). Price Earnings Ratio. Financial Analyst Journal, 43-50. 

Okpara, G. C. (2010). Stock market prices and the random walk hypothesis: Further 

evidence from Nigeria. Journal of Economics and International Finance,2(3), 49-

57. 



50 
 

Onyuma, S. O. (2011). Day of the week and month of the year effect on the Kenyan 

Stock market returns. Eastern Africa Social Science Research Review, volume 25, 

54-60. 

Otinga, N. K. (2017). Effect of price volume momentum on stock returns at the Nairobi 

Securities Exchange. Electronic Thesis and Dissertations, 7-20. 

Pandey , A. (2011). Mutual Fund Industry- Analysis of recent trends. Asia Pacific 

Business Review vol.7, 60-73. 

Rouwenhorst, K. G. (1998). International momentum strategies. Journal of Finance 

(53)1, 267-284. 

S, K. B. (January 2011). Analysis of stock market anomalies and momentum strategies 

on the stock exchange of Mauritius. AERC Research paper 227, 10-14. 

Schnusenberg, O., & Madura , J. (2001). Do U.S stock market indexes over or 

underreact? 179-204. 

Schwert, W. (2003). Anomalies & market efficiency. Handbook of the Economic of 

Finance, 939-974. 

Sehgal, S., & Vasishth, V. (2015). Past price changes, trading volume and prediction of 

portfolio returns. Journal of Advances in Management Research 8(1), 99-122. 

Sharpe, W. F. (1964). Capital Asset Prices: A theory of market equilibrium under 

conditions of risk. Journal of Finance 19, 425-442. 



51 
 

Stanivuk, Skarica, & Tokic. (2012). The analysis of predictability of share price changes 

using the momentum model. Croatian Operational Research Review, 256-268. 

Zaremba, A. (2018). The momentum Effect in County-level stock market anomalies. 

Economic Research, 1-5. 

 



52 
 

Appendix 1 – List of Firms Listed at NSE 

COMPANY       SUMBOL   SECTOR 

1. BOC Kenya    BOC    Basic 
materials 

2. Bamburi Cement   BAMB    Industrials 
3. Bamburi Bank of Kenya  BBK    Financials 
4. BK Group    BKG    Financials 
5. Britam (Kenya)   BRIT    Financials 
6. BAT (Kenya)    BATK    Consumer 

goods 
7. Carbacid Investments   CARB    Basic 

Materials 
8. Cars & General   CG               Consumer 

Goods 
9. Centum Investments   ICDC    Financials 
10. CIC Insurance Groups  CIC    Financials 
11. Co-operative Bank Of Kenya  COOP    Financilas 
12. Crown Paints Kenya   BERG    Basic 

Materials 
13. Diamond Trust Bank Kenya  DTK    Financials 
14. Eagads     EGAD    Consumer 

Goods 
15. East African Breweries  EABL    Consumer 

Goods 
16. East African Cables   CABL    Industries 
17. East African Portland Cement EAPC    Industrials 
18. Equity Group Holdings  EQT    Financials 
19. Eveready East African  EVRD    Consumer 

Goods 
20. Express Kenya   XPRS    Consumer 

Services 
21. Flame Tree Group Holdings  FTGH    Basic 

Materials 
22. HF Group    HFCK    Financials 
23. Home Africa    HAFR    Financials 
24. I&M Holdings    IM    Financials 
25. Jubilee Holdings   JUB    Financials 
26. Kakuzi     KUKZ    Consumer 

Goods 
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27. Kapchorua Tea Kenya  KAPC    Consumer 
Goods 

28. KCB Group    KCB    Financial 
29. Kengen Company   KEGN    Utilities 
30. Kenya Airways   KQ    Consumer 

Services 
31. Kenya Orchards   ORCH    Consumer 

Services 
32. Kenya Power & Lighting  KPLC    Utilities 
33. Kenya Re-Insurance Corporations KNRE    Financials 
34. Kurwitu Ventures   KURV    Financials 
35. Liberty Kenya Holdings  CFCI    Financials 
36. Limuru Tea    LIMT    Consumer 

Goods 
37. Longhorn Publishers   LKL    Consumer 

Goods 
38. Mumias Sugar Company  MSC                          Consumer 

Goods 
39. Nairobi Business Ventures  NBV    Consumer 

Goods 
40. Nairobi Securities Exchange  NSE     Financials 
41. Nation Media Group   NMG    Consumer 

Services 
42. National Bank of Kenya  NBK    Financials 
43. NIC Group    NICB    Financials 
44. Olympia Capital Holdings  OCH    Industrials 
45. Safaricom    SCOM   

 Telecommunications 
46. Sameer Africa    FIRE    Consumer 

Goods 
47. Sanlam Kenya    PAFR    Financials 
48. Sasini     SASN    Consumer 

Goods 
49. Stanbic Holdings   CFC      Financials 
50. Standard Chatered Bank Kenya SCBK    Financials 
51. Standard Group   SGL    Consumer 

Services 
52. Stanlib Fahari I-REIT   FAHR    Financial 
53. Total Kenya    TOTL    Oil & Gas 
54. TPS Eastern Africa   TPSE    Consumer 

Services 
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55. Trans Century    TCL    Industrials 
56. Uchumi Supermarkets   UCHM   Consumer 

Services 
57. Umeme    UMME   Utilities 
58. Unga Group    UNGA    Consumer 

Goods 
59. Williamson Tea Kenya  WTK    Consumer 

Goods 
60. WPP Scangroup   SCAN    Consumer 

Goods 

 

Companies Delisted/Suspended 
1. ARM Cement 
2. Deacons 
3. Kenol Kobil 
4. Atlas    

Source…….NSE database (2019) 


