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AB TRACT 

Thi tud aim ate aluating the performance of unit trusts in Kenya in terms of 

the ri k/return tradeoff and compari on with the benchmarks namel the E 20 

hare Index and the 91 da treasury bill rates. Th first unit tru t sch me was 

regi tered in 2002 and since that time there has been phenomenal growth in the 

market in terms of share trading volume market capitalization and share prices 

including the tremendou growth of these fund with numerou b ing registered 

on an annual ba i . 

Unit trus as a form of collective investment scheme (CI ) pla the vital role of 

pooling small in e tor fund and di er ifies the portfolios to the benefit of 

investors. 

The tudy focus d on registered unit trusts categorized a money market and 

equity funds as at eptember 30 2006, mainly due to fact that they were the 

predominant category of funds representing the extreme ends of the investment 

spectrum. The population is made up of funds held by three fund managers 

namely African Alliance Kenya Management Ltd British American Assets 

Managers and Old Mutual Investments ervices. As at 30 eptember 2006 there 

were onl three manager that had been licensed and approved to manage CI 

funds. To balance out and make th sample representative two funds of each 

category were selected from each of the three fund managers. 

In th analysis and evaluation the performance of the funds was compared 

against standard benchmarks namel the 91 day treasury bills rates and E 20 

hare Index u ing the Information Ratio. The returns and ri ks of ea h of the si 

funds and their benchmarks were calculated and compared. The coefficient of 

ariation was also used to determine the category of fund(s) that gave the better 

ri k/return. 
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Th finding ho' that the equity fund b ing the most aggre i e of the funds 

ha e a high risk ommen urate with the high returns. The funds are also popular 

among the unit trust in e tor as they compri eo r -o% of all the total unit trust 

funds held. The unit hold rs in Kenya are risk a erse imp! ing that as the returns 

increa es o doe the risk. 

The mone market funds representing the le s aggressive in estments had low 

returns as well as low risk. 

In comparison against the benchmarks the study showed that equity funds 

underperformed the SE 20 Share Index the benchmark while the money market 

funds on the other hand outperformed the 91 day treasury bill rates. 

On a risk adjusted basis the equity funds did not outperform the market E 20 

hare Index) demonstrating the diversification effects of a large portfolio. 

orne mone market instruments had elements of long term bonds which had a 

tendency of higher return than the short term t-bill rate resulting in a few funds 

beating the benchmark. 
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CHAPTER ONE 

1.0 INTRODUCTION 

1.1 BACKGROUND 

The Capital Markets in any country play an important role in fo t ring and sustaining 

economic dev lopm nt. The markets help increas the total olume of dome tic a ings 

and in e tment and promot inflow of foreign capital to fuel economic growth. It al o 

aid the flow of funds from the surplus ectors of the conomy to deficient areas by 

bringing together the lender /providers and borrower /u rs oflong term capital. 

tock markets in particular help to allocate capital more efficiently b establi hing fair 

market prices for securities and by minimizing the co t and the difficulty of buying and 

elling secwities. (Deloitte & Touche 2004). It is the efficient capital mark t that creates 

opportunities for mall aver and other investor to participate in the market directly by 

contributing to the pension funds or unit trusts. 

Deloitte and Touche study of the East African Capital Market highlight the need to give 

greater attention to non- equity components of the capital market a there ha been too 

much emphasis on equities y t greater economic benefits can come from corporat bonds 

and other in trument . Focus hould hift to the promotion of different in estment 

instruments that suits differ nt investor . 

The Capital Mark t Act Cap 485A of th law of Kenya defines a Collective Investment 

cheme as that which includes an investment company a unit tru t, a mutual fund or 

other scheme which i incorporated and organized under the laws of Kenya. The CIS 

collects and pool funds from the public and is managed by the promot r or fund 

manager. 

Unit trust means an cheme or arrangement in the nature of a tru t in pursuance where 

members of the public are invited to acquire an interest or undi ided share (Unit of 
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In e tment in group of p cified uritie and to panicipat pr portionat ly in the 

incom or profi . (The Capital Market Act 2000). 

Mutual funds as a fonn of I ar now th preferred way for individual in e tor and 

many institution to participate in the capital markets. and their popularity has increased 

demand fore aluations of fund performance. etrina 1998). 

The attraction to I has been attributed to: 

Diver ification of Risk. Pooling of the large funds enables the manager to in est in a 

spread of many a ets. Investors of such pooled funds can therefor secure a much wider 

di er ification of risk. ipra 2006)· 

Profe ional management-The CI is managed by a fund manager who has th skills 

exp rti e, exp rience and time to carry out the function of fund management. 

Other benefits of CI include lower transactions Costs, access to securities market and 

inve tor Protection. (Australian ecurities Comrnis ion) 

A I is as good as the underl ing in e tment and any inve ting in managed funds doe 

not change the basic principles which apply to investing and risk. If the scheme inve t in 

hares a fall in the price of the hares means that the price of the units will go down al o. 

The limitation of a CI are: 

1. Diversifying may mean the profits are diluted. The down ide of a scheme 

di ersifying aero s a number of asset i that the profit are diluted. If one 

particular company is ery succes ful, the o erall may be pulled down by those 

other companie that the fund in ested in which were not uccessful. 

11. Loss of control of the in e tor funds. The fund manager in a CI is gi en the ole 

responsibilit of making inve tment deci ions for the fund. They may make bad 

deci ion and the price of th units may suffer and subsequent lo s of in estors 

wealth. 

111. orne funds can be expensive. Fees charged to the fund at the initial stage and on 

an annual basis can reduce the amount of the investors initial investment. 
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The in e tigation of fund perfonnan using data on th K n an indu try i an area of 

ery limit d re arch acti i . This i attributabl to the maJl natur of indu try and lack 

of a pecializ d organization to monitor and publi h p rforman data on pool d fund . 

On the global front the p rformance aluation literature concerning managed fund has 

been ext nsi ly addre ed. where th mpirical evidence wid I documents th inability 

of acti e fund to outp rform market indices Jensen (1968 Cahart (1997) Blak and 

Timmermann ( 1998 . 

A handful of tudie evaluating the p rformance of th bond mutual funds are largely 

confined to the U and their conclusion are that active fund do not outp rform pas ive 

benchmarks. Jensen 1968· Elton et all993· Gruber 1996; Blake and Timmerman 1999) 

Gallagher and Jarnecic, 2002 in their study of the actively managed Au tralian bond 

funds o er a ten year p riod to 1999 tablished that at a total portfolio le I the majority 

of the funds do not exhibit uperior risk adjusted performance. orne of the strategies 

emplo ed b the fixed income managers in an attempt to add alue to th funds include 

duration management yield curve anal is and election with respect to credit risk. Their 

re ults strongly indicate that the fund managers ignificantly underperform as a r suit of 

curity election. 

Domain and Reichenstein ( 1998) in their study of the money market funds which 

focu ed on whether the managers exhibit the ability to predict interest rate concludes 

that fund manag rs are abl to do so if the shorten fund maturity prior to intere t rate 

increases and 1 ngthen maturity prior to inter s1 rate deer ases. The net fund returns are 

exclusi ely driven b fund expense ratio and portfolio types. 

We would exp ct a cenario in Kenya where the funds also underperform th b nchmarks 

in line with the re ults of the tudie carried out in the develop d countries. Howe er 

e idence supporting such an as ertion i not conclusive. 
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1.2 TE TT OF THE RE EAR H PROBLEM 

In alu term indi idual in e tor in Ken a are not ignificant in the d mand for 

uriti due to generall low p r capita incom and the corre ponding lo 

(World Bank 2002 . In th quity market th supply of new equitie i thin and 

pri atization bas accounted for the bulk of th i ue . Th major factor mentioned in the 

r port that limit the of suppl of equitie includ the reluctance of the many small family 

-owned busines s to dilute owner hip tb tedious and co tly proce of making public 

offers and the generally underde eloped state of the privat ector. The equity market is 

illiquid as evidenced by turnover ratio of le s than 5% only about 15 out of 53 li ted 

companies acti el trade and only 35% of the market capitalization i a ailable for 

trading. 

Kogi 2003) in her study of the future of Collective In estments chemes in Kenya 

observed that the potential in the Kenyan capital market is yet to be fully utilized. To date 

acces to the new investment outlets has been limited to the weU informed large 

institutional in estor . Access to the individual small in stor will be de eloped through 

the CI managed b the fund manager . 

It is against this background that the CI as a vehicle of investment was developed in 

Kenya. CI is designed to cater for the many low income bou ehold who wish to 

participate in the capital market by pooling fund and b ing able to enjoy di ersification 

just like the institutional investor . Collecti e Investment chemes (CI ) ha be n een as 

a vehicle of bringing in the many small individual investors to participate in and enjoy 

the benefits accruing from pooled fund . 

Th r gistration of Africa Alliance Kenya Ltd Unit tru t cheme in 2002 marked the 

beginning of unit trust inve tments in Ken a. The launch of Unit trusts being pooled 

funds was expected to increase in estments sa iogs among Kenyans which tands at 

10.8% ofGDP as at December 2005. 
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The lo le el of per capita income of Ksh 35 045 was al o uitable for thi typ of 

in e tment. Monthly Economic Revie . BK Jun 2006 . 

Th Gov rnm nt of K n a has gi en tax incenti to promot th CI which include 

tax exemption on income accruing to any regi t r d CJ and incorporating thos up b 

employer to enable employee purchase the company li t d hare . 

n orne Tax Act 2002 . 

Today the nwnber of mutual funds in the ha already o rtaken the number of tacks 

traded at the ew York Stock Exchange Y E) and American Exchange (AMEX) 

added together reaching 8 171 units. (Massa 2003) 

The e aluation of the p rformance of the unit trusts is a good measure of the general 

performance of the inve tments ector which i forecasted to grow at tremendous rate . It 

is projected that the size and growth of pooled funds world o er i higher than the 

underlying assets. 

In e aluating unit trusts the fund manager hose actions and deci ions affect the 

performance of the fund , are iodir ctly being e aluat d. The charges paid by in estors 

for the management of the fund ha e to be well ju tified by the managers results. 

The uccess of acti e fund manager is primaril a function of their stock election and 

timing ability. 0 er p riod in which the market ri k premium is po iti e a manager that 

has market timing ability increases (decrease ) their exposure to equity market (fixed 

income market). Conversely over p riods when the market pr mium i negati e a 

manager that has market timing ability decreases (increa es) their expo ure to the equity 

market (fixed income market) (Holmes and Faff 2000). 

Pooled funds above anything el e are credited with being able to di ersify risk to a big 

extent. The Unit trust funds are therefore expected to either outperform the market or to 

do as well as the market. Sharpe (1981) evaluated the overall perfonnance of mutual 

funds in the U and the results bowed that only 32% of the fund outperformed the 

index. 
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J ns n 1968) U ing a ri k-adju ted measur of portfolio p rformanc e tirnated how 

much a manager' for casting ability contribute to the fund' r turns ie ability of 115 

mutual fund manag r in the p riod 1945-1964. There ult howed that on average fund 

earned 1.1% le than they should ha e earn d for their le el of ri k. He concluded that 

funds could not b at bu and hold policy or pas i e in estment strategy. 

Cai Chan and Yamada (1997) E tablished that Japane mutual funds tend to under 

perform their benchmarks and attributed it to the tax levied on the funds. 

Ibbotson and inquefield (1982) carried out a tudy of the U portfolio of common 

stock corporate bond government bond and treasury bills using the data for the period 

1926-1982. The results showed that the treasury bills bad the lowest return and also 

lowe t risk, followed by government bonds, corporate bonds large cap tocks and then 

finally the small cap stocks which had high return and highest risk. 

This re earcb will measure the performance of unit trust funds and rank this performance 

according to tb type of fund of either equity or money market. The study will try to 

answer the following questions: 

l. Are the mone market and equity market fund under or outperforming their 

respecti e benchmarks? 

2. How i the performance of the money market fund relative to the equity fund and 

vise er a? And 

3. Which i the preferred unit trust in estment fund among the investors? 
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1.3 OBJE TIVE OF THE TUD 

The main objecti e of this tud : 

1) To determine the fund that gives the bener return/ri kin the quity and mon y 

market fund among the unit tru t in Kenya. 

2) To evaluat the performance of the equity and money market fund in comparison 

to their benchmarks among the unit tru ts. 

1.4 IMPORT CE OF THE STUDY 

l. The Fund Manager /financial planner analysts. 

The Fund Manager are the main player or dri ers of the investment indu try. In the 

course of working they tend to compare returns of the various funds and match them to 

in estor needs. The study would interest them in that the results would be confirming the 

beliefs they have about the market. 

2. The Government 

The Go emment of Kenya through its policies influence the in estments in various 

types of products and industry and the stud can assist in pointing out these areas that 

need incentives to attract more capital inflow. 

3. Investor 

As providers of investment funds the in e tors are very much interested in th returns to 

their fund . The stud will bring out the risk/return relation hip that investors can identify 

with. 

4. The Regulator 

In their market development role the regulator formulate policies that assi t in taking the 

market to next Je el. The regulator pia the important role of promulgating th 

regulations and ensuring that compliance i adhered to. 
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HAPTERT 0 

2.0 LITERATURE REVIEW 

2.1 PORTFOLIO THEORY 

2.1.1 THE RELATIO SHIP BETWEE R1 K AND RET 

The modern day portfolio mechanism is attributable to working of Harry Markowitz of 

1950 s to early 1960. With ri k a ersion a positi relationship e ists b tween exp cted 

return and xp cted ri k. Markowitz de elop d a theory wh r he showed that the 

variance of the rate of return wa a meaningful measure of portfolio risk. A single asset 

or et of portfolio as ets is considered to be efficient if no other as et or portfolio of 

as ets offers high r expected return with th same (or lower) risk or lo er risk with the 

arne (or higher) exp cted return. 

Markowitz carne up with the efficient frontier that represents a et of portfolios that has a 

maximum rate of return for every given level of risk or maximum risk for every level of 

return. E ery portfolio that lies on the efficient frontier has either a higher rate of return 

for equal or a lower risk for an equal rate of return than orne portfolio beneath the 

frontier. 

The optimal portfolio is the portfolio on the efficient frontier that has the highest utility 

for a gi en in estor. It lies on the point of tangenc b tween the efficient frontier and 

the curve with the highe t possible utility. (Reilly & Kei~ 2000) 
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2.1.2 EFFICIE T MARKET HYPOTHE I 

An effici nt capital market is one where security price adjust rapid! to the arrival of 

new information and the current price of securitie reflect all information about tho e 

ecurities. The prices of securities therefore do not depart for any length of time from the 

justified economic value that investor calculate for them. 

Ec-onomic values for securities are determined by in estor expectations about earning 

risks as investors grapple with the uncertain futur . If the market price of a security doe 

depart from its estimated economic value, in estors act to bring the two alue together. 

Thus as new information arrives in an efficient marketplace causing a revision in the 

estimated economic value of a security its price adjusts to this information quick! . 

(Fama, 1970). 

It follows that given all information, excess or abnormal profits cannot be made. An 

efficient market does not have to be perfectly efficient to have a profound impact on 

investors. All that is required is that the market be economically efficient. That i after 

acting on information to trade securities and subtracting all co ts and taxes the in estor 

would ha e been as well off with a imply buy-and-hold trategy. 

If the market is economically efficient securities could depart somewhat from their 

economic Uustified) values but it would not pay in estor to take advantage of the e 

small discrepancies. everal studies carried out on the E have establi bed that the 

stock market is inefficient. 
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2.2 THE ECURITIE MARKET KE A 

The origin of the ecurities market date back to the 16 th century. Bond of differ nt 

type can be traced to the 16th centur where the fir t government bond i su d by the 

French was the grand parti of Francis I in 15 '5 . The bond was open to lender large and 

mall rather than a few banker .(Wamal ey, 1988) 

Equity had its origins in syndicates of merchant ad enture : Muscovy Co. 1553 East 

India Co. 1600. The first permanent joint- tock co. was the Dutch East India Co. 1602. 

Preference shares came to prominence first in the railway mania of 1845 in the UK. 

In Ken a, the airobi Stock Exchange is the oldest institution having been established in 

1954 in the securities market and it pla s the all important role of pro iding the market 

for the trading of securities mainly equity. 

As at December 31) 2005 there were 48 listed companies 8 corporate bonds and se era! 

Government Treasury Bonds of arious tenors listed at th N E E Database). 

The Kenya s capital market has enjoyed mixed fortune from its formation in the early 

1920 s when it operated with no formal market. After independence in 1963 the SE 

handled a number of highly o ersubscribed issues and the market grew rapidly with the 

buoyant economic performance of that time. (Wagacha, 2002) 

Howe er the oil crisis of 1973 and the introduction of a capital gain tax at 35% in 1975 

( usp nded in 1985) and the nationalization in Uganda and Tanzania inflicted lo es to 

the market growth. The market enjo ed a sharp impetu in the early 1990s mainly 

attributable to fiscal incenti es an increased degree of foreign participation and a series 

of privatizations by the Kenya government through the market. Though the SE was 

rated the best performer by IFC in 1994. the period after saw a drastic drop due to poor 

economic performance. (Wagacba, 2002) 
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The bond market in Ken a began in o ember 1996 when East fri an De elopm nt Bank 

(EADB) li ted its first orporate bond. The Governm nt on the other hand has ince 1997 

rai ed K hs 490 billion through Treasury bond . (CMA Databas ) 

The primary market of the bond market i ery acti but the condary trading is 

inacti e and illiquid due to the fact that th majority of the bond buyer are institutional 

eg banks and fund managers who hold the ecuritie to maturity. 

The de elopment of the debt market always lag behind the equity market and the 

liquidity of bond trading remains a problem in the world over. ln Japan the benchmark 

go ernment bond is the only debt security that is acti e. 

The period of this stud , July 2005 to ptember 2006 is one characterized by vibrant 

activity at the equjty market with the index having a high of 4411.81 in May 2006 while 

the debt market was on a low le el with interest rates ranging from 8.6% in Jul 2005 to 

6.6% in June 2006. (CBK, Monthly Economic urvey) 
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2.3 T TR TINVETME MA EME T 

tepben Loftbou e (2001) defines inve tment managem nt a the proce s of managing 

in estment funds to acbiev pecific obj cti es. In e tment management indu try dat 

back to po t war year . Before George Ross encouraged e eryone into equities in the late 

19~0 and early 1960 p rformance considerations wer not regarded as very 

important. Harry markowitz in the 1952 came up with the modem portfolio theory to 

addres thi gap of the performance of portfolios (Lofthouse, 2001 ). 

The Unit tru t movement began in the America in 1924 with United Kingdom embracing 

it in 1931 .In outh Africa the first unit trust was launched in 1965. Internationally the 

unit trust mov ment bas enjoyed wide acceptance from the in esting public and xcellent 

growth in the number of funds and total net assets. A Forum,l997) 

Table 1: A ets Manaaed by Unit Tru t 

Country Total Net Assets (Rand Billion) Number of Funds 

United States 17 480 6444 

France 2 277 5 384 

Japan 1,691 5 733 

United Kingdom 984 1450 

Germany 661 647 

Australia 203 610 

South Africa 57 124 

March 1997 

ource: International data exchange and the University of Pretoria survey 

A distinct feature in the mutual fund industry is the existence of a high number of funds 

differentiated into market categories and belonging to relatively few families. 

- 12 -



2.3.1 T TR T INDU TRY KE A 

The Fund managem nt Industry in Ken a is at its formati e tag and i thus 

underde elop d. There are 18 fund manager , licen ed by both th Capital Markets 

Authority and Retirement Benefits Authority who pla th role of managing the p n ion 

and unit trust funds as well as other institutional and r tail funds. It is e :timated that 

in estment funds stand at Kshs 200 billion of which Kshs 7 billion are in nit tru t 

funds. Curr ntly the fund managers alone manage an average K hs 140 billion orth of 

assets in Kenya. (The tandard ewspaper Busines feature March 7 2006). 

Unit Trusts offers investors more choice beside enhancing r turns to investor of 

between 8-10% or more compared to 3-4% return gained from traditional investments 

such as bank deposits. (The tandard Newspaper Business feature March 7 2006) 

2.3.2 TYPES OF UNIT TRUST FUNDS 

The CI are defined depending on the countr of origin but generally the classifications 

of the managed funds are: 

CJo ed- end Funds 

The numb r of units that back th portfolio of ecurities held in the fund is fixed. The 

number of shares outstanding can b altered only through a new formal is ue of the funds 

securities just like shares of a company listed on a stock exchange. Prices of clo ed end 

fund hare reflect the relative suppl of and demand for shares. There can be a 

substantial difference between the net asset value and the per share value at which the 

clo ed end fund shares actually trade. (Jacob & Pettit 1988) 

Open ended fund (Mutual fund ) 

Open ended funds are generally referred to as the mutual funds. The differ from the 

close ended in that the fund continuous] issue and redeem shares at a price that reflects 

the net asset value of the portfolio held by th fund. The net as et alue is the fund s net 
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worth and i omputed b having the portfolio l liabilities divid by th numb r of 

units. The e funds that ell new hares at A V are known as no-load funds. Load funds 

sell new share at a price that exceed the AV(Purcha pric ). The load charge or ale 

commission vary from fund to fund. ( ear & Trennepohl 1993). Howe er th equity 

unit trusts offered in K nya are mainly load funds and the lling price has a ales charge 

factored in it. The elling pric i always higher than the buying price. 

nit lnve tment Tru t or Company 

A unit in estment tru t (UIT) is a registered investment compan that buys and hold a 

generally fixed portfolio of stocks bonds or other securities. "Units" in the trust are old 

to in e tors or "unit holders" who receive their proportionate share of dividend or 

intere t paid by the UIT inve tments. Unlike other investment companies a UIT bas a 

stated date for termination that varies according to the investments held in its portfolio. 

At termination in estors recei e their proportionate share of tb UlT net assets. 

The returns to holder of Unit Trusts come in three forms: 

i) Dividend (Interest) distributions ari ing from a distribution of the divided 

(interest) payments made by finn whose shares are included in the fund 

portfolio. 

ii) Capital gain/loss distributions are a result of realized gains and losses on 

security transactions arising within the portfolio 

iii) Increase (decreases) in the net as et value that are the result of unrealized 

gains (los ) on portfolio holding . (Jacob & Pettit 1988) 

Equity Market Fund 

Equity market funds in e t olel in the equities or common tock. The investor interest 

in non- money market funds (Equity funds) seem to rise and fall with the stock market. In 

the U the long bull market that began in 1982 brought with it an explosive increase in 

in estor demand. The decline in non-money market assets in 1988 after the market crash 

in late 1987 shows how thi demand fades when prices fail. When the mark t is strong 

and bullish investors turn to the equity funds a away to participate in the boom. (Winger, 

Frasca, (1995)). 
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At the moment, the three active equity market fund in the Kenyan market ar the old 

mutual equity fund British American equity funds and the African allianc Ken a 

managed fund. The other that are not o a tive are Commercial Bank of Africa equity 

fund and tanbic managed fund. 

Mone Market Fund . 

Money Market Funds in st olel in mone market instruments. Money Market Funds 

are fairly of a recent origin. Prior to 1974 they did not exist. They were created in the 

later part of 1970 s as a result of sharply increasing int rest rates that placed the 

individual investor at substantial di ad antage in eeking equilibrium returns in fairly 

safe investments. (Pettit & Jacob 1988) The price of each unit of the fund is at par and 

thi is constant. Where the investors gain i on the interest income paid out to. 

ecurities and Exchange Commission defin a mone market fund as a type of 

mutual fund that is required by law to inve t in low-risk securities. The e funds have 

relatively low risks compared to other mutual funds and pay dividend that generally 

reflect short-term interest rates. (US Investment Company Act, 1940) 

Money market funds typically in est in go emment securities certificates of deposits 

commercial paper of companies and other higWy liquid and low-risk ecurities. These 

funds invest in short term (one da to one year) debt obligations such as Treasur bill 

and Commercial paper. The goal of a money-market fund is to preserve principal while 

yielding a modest return. 

The advantage with money market funds is that they are relatively liquid and have low 

operating costs. Different money market funds offer different ields because of 

differences inmaturitie and the types of ecurities. (Jacob and Pettit, 1988 
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2.4 PERFORMANCE OF UNIT TRU T 

2.4.1 EVIDE CE OF PERFORMANCE OF UNlT TR T 

Much of the resear h done on the performance of unit trusts and mutual funds has been 

carried out in the de loped economies where these pooled fund are at very ad anced 

stages. These studies mainly examine funds across investment objectives in which case 

the results obtained may not be applicable to any particular fund category. The 

performance of unit trusts depends mainly on the expertise of the fund managers and the 

performance of the underlying assets or securities. In addition, most of the research work, 

carried ou has been on whether the funds outperform the market persistence of the fund 

performances and effect on certain attributes on the fund performances. A number of 

tudies show that in an efficient market unit trust funds or any other form of pooled funds 

do not outperform the market. 

Garret and Rex (2000) examined the Performance of UK Equity nit Trusts that existed 

in the period 1978 and 1997. Two types of Unit trusts were considered, one that 

distributes dividends on a regular basis an income unit and one that accumulates 

dividends inside the unit trust an accumulation unit The result shows that the UK 

money managers are unable to outperform the market when exposure to market, alue 

and size risk i taken into account. They also found out that only poor performance 

persists. 

The relationships between mutual funds risk and as et size expense ratio portfolio 

turnover and load/ no-load status were examined by Droms and Walker (1995) in a stud 

involving 150 mutual funds for the period 1971 to 1990. Their stud found out that 

portfolios of funds with higher risk more commonly earned higher returns as predicted by 

CAPM. Additionally the analysis re ealed that portfolios of smaller funds appear to be 

more risky, as it is hypothesized that larger funds generall carry less risk due to 
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increased diver ification. The relation hip between risk and expen es ratio was found to 

po iti e. 

Holmes and Faff (2000 carried out a tudy to assess the explanatory power of ariou 

fund characteristic in determining fund perfonnance of Australian Unit Trusts over the 

period 1988 to 1997. The e tablished that with regard to fund category the mo t 

aggre sive portfolios attain the highest le el of fund risk as oppo d to the prop rty tru t 

w · th the lowest level of risk. 

These re ult also support the view of Chen et al (1992) that the beta risk of a fund 

declines as the fund objectives becomes more conservative. The equity funds ar more 

aggressi e than the money market funds and the equity in estors reap higher returns at 

higher risk level . 

Mcdonald (1974) examined the relationship betwe n objective and performance of 

mutual funds and found out that a positive rdation hip exi ts between stated objectives 

and measures of risk with risk increasing a objectives become mor aggressive. 

2.4.2 BE CHMARKI G 

Lehman and Modest (1987) and Grinblatt and Titman (1994) examined an array of 

po ible models and b nchmarks finding that the choice of a performance measure and 

the reference benchmark has a profound influence on the exces returns ob erved for 

managed funds. 

In ideal market conditions, empirical evidence shows that returns on managed funds uch 

as bonds can be explained by more than three factors. In the analysis of the performance 

benchmarking of Australian fixed income managed funds oucik and Allen (2002) found 

that six factors representing the aggregate mo ement of the bond market the economic 

fundamentals the impact of interest rates and the equity market influences account for 

more than 80% of the ariations in the returns and were therefore selected as the most 

informative benchmark in the funds management. 
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2.4.3 PERFORMANCE MEA URE 

ru k adju ted mea ure of portfolio performance 

Fund or portfolio managers are required to ha e abilities to d ri e above average r turns 

for a given ri k class and to diversify the portfolio to completely eliminat all un y t mic 

risk. 

Jen en Alpha 

It i based on CAPM and it measures the a erage excess returns. 

R;t - Rr 

Where 

Rr 

= ai + Bj [E(Rmt) - Rr ] 

The excess return on fund i in period t 

Risk free rate 

Expected return on the market during period t 

ystematic ri k (beta) for fund i excess return 

Risk adju ted excess return on the fund 

Information Ratio 

The information ratio as a measure of portfolio return in exces of that of a comparison 

benchmark will be the appropriate benchmark measure. The funds' performance in the 

study was compared to the market with SE 20 hare index and 91 day treasury bill rate 

being th benchmarks for the equity and money market funds respecti ely. 

IR :1 = 

Where 

IR :1 Information ratio of portfolio of the fund 

R :1 A erage return of portfolio ofthe fund during one month 

Rb A erage return of the benchmark portfolio during one month. 

crER _ tandard deviation of the exces r tum during the month 
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The use of the b nchmark pro id a more accurate infer n ncerning th magnitude 

of the abnormal r turn - that i th return am d b ond infonnation that i wid 1 

a ailable to the public (Gallagher, 2002 . 

Grinold & Kahn ( 1995 argu that reasonable information ratio I houJd b between 

0.- and 1.0 with 0.5 b ing good and 1.0 being exceptional. Go dwin (1998) tudied the 

performance of 200 profes ional equity and fixed income ponfolio manag r and found 

out that IR for the median manager in each style group i positi e but ne r exce d d 0.5. 
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CHAPTER THREE 

3.0 RE EARCH METHODOLOGY 

3.1.1 RE EARCH DE IG 

A ro ectional survey of the performanc of the unit trusts inK n a for the p riod July 

2005 to eptember 2006 has b n adopted in this tudy. The tudy examined the 

performance per category of funds and concentrated mainly on the money market and 

equity funds which repre nt both extremes of the investment spectrum. 

3.1.2 POPULATIO AND SAMPLE 

The population comprises of all the 16 regjstered unit trust funds as at the end of 

eptember 30 2006. The e are the funds registered with the capital markets regulator the 

Capital Markets Authority. 

In this study judgmental sampling techniqu was employ d where a sample of 6 funds of 

both equity and money market funds which were in existence for the period July 2005 to 

September 2006 were selected. Commercial Bank of Africa Money Market and Equity 

funds and Stanbic Money Market and Managed Funds were excluded from the sample 

mainly becau e tbey were inacti e hence full data for the period being reviewed was not 

available. 

Two funds were picked from each of th fund manager with the aim of evaluating the 

timing and election ability of the fund manager . The study focuses on fund categori ed 

as equity or money market and therefore the balanced and income funds are not being 

considered. Currently the balanced and income funds have no acceptable benchmark in 

the market making comparison between these fund quite difficult. 

The funds chosen for th sample comprise a big proportion of the total portfolio held by 

unit trusts. As at eptember 30 2006 the equity and mon y market funds accounted for 

53 % and 40% of the total unit trust portfolio re pectively. In total therefore these funds 

accounted for 93% of the total of value funds held of approximately Kshs 7. 7 billion. 
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3.13 D T COLLE TIO 

econdary data was th main ource of th data u ed in thi tud . 

The n t asset alue or unit price as at the end of e ery month for the equity fund were 

obtained from th funds manager . Th e price were arne as the alues publi h d or 

quoted in the daily new pap rs. The unit prices were used to calculate the r turn p r 

equity fund. The capital gains and cash distributions were reflected in the unit price or 

alues hence the figures were not required. 

For all the mone market funds the unit trust are held at face alue ofKshs 1.00 uch that 

the beginning and end of month values remain the same. The end of month fund yields as 

pro ided b the managers were u ed a the relevant data for calculating th return on 

th se funds. 

The information on the total portfolios per funds was obtained from the quarterly and 

yearl returns of the fund which include investment reports, financial statements of the 

funds and unit holder reports. 

The data on th SE 20 share index was obtained from the E a at the end of month. 

The index was used as the market portfolio or proxy and benchmark for the equity funds. 

The a erage 91 day Treasury bill rate as at the end of every month were provided by the 

CBK. The money market in Kenya uses this rate a the benchmark and even in this study 

it has been assumed as the benchmark. The Central Bank of Kenya bas of late introduced 

a CBK rate as a benchmark which is expected not to be influenced b other factors other 

than the economic fundamentals. Th is uing of long term 12 year treasury bonds will 

al o assi tin deriving th yield curve in the Kenyan money market which will in turn act 

as an appropriate benchmark for the money market instruments in future. Since the yield 

curve has not been fully de eloped and the CBK rate ha been wholesomely accepted 

among the money market participants the study chose to ignore these rates as the 

benchmarks and concentrated on the 91 treasury bill rate. 
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HAPTERFO 

4.0 RE EARCH FINDING AND DI C 10 

4.1.1 DATA ALY I 

The data was analyzed using quantitati techniqu with arious stati tical mea ures 

b ing employed. 

Return 

The returns of the funds were calculated on a montbl ba is using the following model: 

Where 

Rn 

EPit 

D!Vit 

Cap.Di t. it 

BPn 

= EPit + DIVi!. + Cap.Dist.ir - BPil 

BPit 

The average rate of return of fund i during period t 

The ending period price for fund i during p riod t 

The divid nd payments mad by fundi during period t 

Capital gain distributed mad by fund i during period t 

The beginning pric of fund i during period t 

In the case of all the equity funds accru d income i factored in the calculation of net 

ass t values such that during dividend payment period the AV are quoted high. In the 

use of the abo e formula the dividends and the capital gain di tribution will be ignored 

ince the quoted N A V /unit price factor in the two variables. 

Rik 

To determine the risk of the fund the standard deviation measure of disp rsion of the 

return 

Where 
R1 

Oi 

n 

as used. 

= ~t)' 

Actual rate of return for fund i during period t 

tandard deviation of fund i during period t 

verage rat of return of fund i during period t 

urnb r of observation 
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o fficient of ariation wa used to rank the performan of th fund . 

Coefficient of Variation = O'i 
Ri 

Beta as a measure of th systematic risk based on the market model was also computed 

for the different types of funds. 

·here 

Btm 

(Jim 

2 am 

= O'im 
2 

CJ m 

Beta 

Co ariance b tween fund i and the market index or proxy 

Variance of the market index or proxy 
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-U .. 2 RI KIRETURN TRADEOFF 

QUITYFUNDS 

Rerum 

The p rformance a measured by the a erage return of th African AJiiance Managed 

British American Equity and Old Mutual Equity Funds were compared against the 

performance of the market portfolio as represented by the E 20 hare Index. 

Table 2: Returns/Risks of Equity Fund 

British NSE20 
Africa Alliance American Old Mutual Share 
Managed Fund Equity Fund Equity Fund Index 

Return 0.189 0.354 0.288 0.328 
Std Deviation 0.244 0.471 0.447 0.627 
Coefficient of variation 1.291 1.331 1.552 1.912 

Table 2 above hows that the returns of British American Equity fund and E 20 hare 

index have the highest returns at over 0.3 followed by 1he Old Mutual equity fund. The 

African Alliance fund i trailing this set of equity funds at 0.19. African Alliance 

managed fund low performance is attributable to th fact that the fund is not pure! an 

equity fund and bas in its portfolio some of elements of money market securities. The low 

r tum on the money market instruments has in turn lowered the performance of the whole 

African Alliance Managed fund. 

The Briti b American and the Old Mutual funds seem to mirror theN E 20 Share index 

irnpl ing that the fund managers have tried to track the index by investing in the index 

tocks which are mainly the blue chip companies with high market capitalization. 

The performance of the mark t as repre en ted by the E 20 hare index was far much 

better than all the equity funds. 

In the study of the performance of equity trusts Garret and inquefield 2000 found out 

that the UK managers were not able to outperform the market. Thi i also consistent with 

th findings of Mureithi, 2005 where equity mutual funds inK nya underperformed the 

market, SE 20 share index. 
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Risk 

The ri ks of the fund as measured by th total ri k are also hown in tabl 2. The r ults 

indicates that the low return African Alliance fund has th lowe t ri k while th high 

return E lnd x has th highe t ri k. 

This illustrate that the investors are ri k a er e. Briti h Ameri an quity fund ri k i 

light! higher than Old Mutual Equity Fund just as were th returns. 

The relationship b twe n the ri k and r tum for th various fund are depicted below: 

Graph 1: Old Mutual Equity Fund 

-Return 

- Risk 

Graph 1 on Old Mutual Equity fund hown above depicts a flat curve with r turns being 

table at not more than 0.5% afe for the last three months. In the months of May 2006 to 

eptember 2006 there were sharp increases in the curve as result of the tart of trading of 

two IPOs ofKengen and cangroup in June and Augu t 2006 respective] 

The fund manager did not realize much for the inve tors in thi fund as compar d to the 

rest of the funds. 
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raph 2: frican Alliance Managed Fund 

1.2 ..-----------------------. 
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Graph 2 shows that th African Alliance Managed Fund r alized negati e return in two 

months out of the totallS months. Ther was therefore a generaJ positive return than the 

other funds since it has in its compo ition a larger proportion of non-equity instruments 

than the other funds. 

raph 3: Briti h American Equity Fund 

3 .-------------------------------~ 

2.5 

2 

- Risk 
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1 

Graph 3 mirror more on the bape of E Index in graph 4. The fund experienced 

negati e return in three months and had th highest return as well as risk among the 

funds. 
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rapb 4: E 20 bare lnde 
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Graph 4 shows that the index experienced more o cillation and swing in the period than 

an other fund. The E 20 hare Index takes on price effects of many counters of up to 

_Q li ted companies as compared to the other fund which may ba e inve ted in fi wer 

companies. 

Generally th return and the risk curv s in graph 1-4 hows increasing returns /risks over 

th 15 month period. This implies the in estors were better off in investing in all the 

fund . The graphs also assume positive! sloping trends indicating that the higher the 

rerums the higher the risks and ice versa. 

Ri k!Return Tradeoff 

In determining the fund that gi es the better return/risk among the unit trusts in Kenya 

th return and ri k have been standardized using the coefficient of variation. 

The summary of coefficient of ariation i also shown in tabl 2. 

frican AJliance Managed gives a better relurnlrisk than E index Old Mutual Equity 

Fund and the British American Equity Fund as it has the lowest coefficient of variation of 

1.29. The fund bas operated for a longer time than the Old Mutual Equity and British 

Am rican funds with the latter ha ing operated for only 15 month as at the date of the 

tud .. 
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B ed on the longer lifi of the fund, th manag rs of African Allianc may have more 

xperience in stock election bene the rea on for p rforming b tter than Briti h 

. merican which i still at the learning curve stage. 

With regard to the E 20 bar Index the result are in contrast with the finding of 

. 1ureithi, 2005 whos results indicate that the E Index p rformed better that th Old 

~utual and African Alliance equity funds in terms of co fficient of ariation . 

. 10NEY MARKET FUND 

The returns and ri ks of Mone Market funds that repre ent the short term fund are 

presented in the table below. 

Table 3: Return /Risks-Money Market fund 

Africa British 
Alliance American Old Mutual 
Kenya Money Money Treasury 

Shilling Fund Market Fund Market Fund Bills 
Return (%) 7.89 7.77 6.72 7.55 
Std Deviation (%) 0.71 0.82 0.81 0.87 
Coefficient of variation 0.09 0.11 0.12 0.12 

African Alliance Kenya Shilling and the British American Money Market Funds rank the 

highest returns in the money market funds category as hown in the table 3. They also 

had a better return than the benchmark 91 day treasury bill rates who e r turn was at an 

a\'erage of 7.55%. The difference in performance among the money market funds i 

mainly attributed to the tenor of investment, maturity periods and the length of the 

investment instrument the fund manager focuses on. 

Rik 

Just like the SE 20 hare Index the Treasury bill rate had erratic swings in this period of 

study suggesting that there were economic changes that may have influenced the two 

macro economic indicators. The returns on the treasury bill rat had a high deviation 

from the average than all the other funds. Fund managers invest Long t rm and rarely 

\\itch between the money market instrument hence the tendenc for the average return 

not to deviate much. 
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The co fficient of ariation for the money market fund i a r fl ction of the ri k of th 

funds as measured b the tandard deviation. The results of th rwo measure has yield d 

the sam re ults with the African allianc ha ing th b st ri k/retum trade off folio d by 

British Am rican then Old Mutual fund with the treasury bill b ing th lea t in 

preference. The yields on the longer term treasury bond the in trument in which the 

funds invest in are better than tho e of the short term tr asury bill and this is reflected in 

the all the funds giving better returns than the 91 Treasury Bill rates. 

Though the 91 day treasury bill rate is the b nchmark forth money market it does not 

a ount for all the mone market instrum nts. 

The e findings of the money market funds are in contrast to studies done elsewhere. In 

the Gallagher and Jarnecic, 2000 study of the performance of active Australian Bond 

funds the results indicated that managers were not able to employ active investment 

strategie in such a manner that earned in estor uperior r turns to the market index. 

The inability of the funds to outperform the market wa also witnessed in th Blake, 

Elton and Gruber 1997 where the fund managers wer unable to beat passive indice . 

4.1.3 COMP ARI 0 WITH BE CHMARKS 

;FORMATION RATIOS 

Th com pari on of performance b tween the fund and th b n hmark is best explained 

b the information ratio. The E index was used as the benchmark (Rb) for the equity. 

The information ratios of the various equity fund are pre ented below: 

Table 4: Information Ratio 

E . d :qUity Fun s 

!Africa Alliance British American Old Mutual 

t Managed Fund Equity Fund Equity Fund 

R" 0.189 0.354 0.298 
Rb 0.329 0.329 0.329 

O"ER 0.530 0.264 0.275 
IR -0.264 0.104 -0.113 
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The information ratios for the equity funds in table 4 how that Briti h American Equity 

fund performs far much better than the b nchmark. The other two funds trail the market 

main1 due to the mix of investments that they hold that ha el ment of the money 

market instruments. This scenario bows th arne results as that of the returns where the 

Briti h American fund return was higher than the Index. 

The information ratios are lower than the recommended 0.5 howing that the exces 

returns on the funds are not significant or major. 

Table 5: Information Ratios 

• 'Ioney Market Fund 

Africa Alliance 
Kenya Shilling British American Old Mutual Money 

Fund Mon~ Market Fund Market Fund 

Ri 7.89 7.77 6.72 
Rb 7.55 7.55 7.55 

<JER 0.40 0.72 0.97 
IR 0.85 0.31 -0.86 

It is evident from the table 5 that in the money market funds Old Mutual fund does not 

beat the benchmark. The other two funds compares favorably against the benchmark. The 

highest information ratio of 0.85 is higher than the r commended 0.5 showing that the 

excess returns on the fund is significant. 

In Holmes and Faff. 2000 with regard to fund category, the most aggressive portfolios 

( quit ) attain the highest level of fund risk as opposed to the portfolio (money market) 

of lo er le el of risk. 
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4.1.4 RISK ADJU TED ME URE 

Jensen' alpha and Beta 

Jensen' alpha is the difference between a fund' actual return and thos that could hav 

been made on a benchmark portfolio with the arne ri k- i.e. beta. It measure tb ability 

of active management to increase return above tho e that are pur Jy a reward for bearing 

market risk. 

A positi e (negati e) value for Jen en' alpha means a portfolio ha outperformed 

(underperformed) its market pr rnium benchmark while a zero alpha shows that portfolio 

performance is normal as expected in CAPM .. 

Table 6: Alpha and Beta -Equity Funds 

Africa British Old 
Alliance American Mutual 
Managed Equity Equity NSE 20 Share 
Fund Fund Fund Index 

Alpha -0.237 -0.088 -0.128 
Beta 0.773 0.186 0.03 1 

n a risk adj usted basi the results suggest that none of the equity fund managers were 

able to beat the market inc all their Jen en alpha alues were negati e. The market 

pro y had superior performance. This is ery much in line with ariou studies carried 

out which predicted that no fund can perform b tter than the market index. 

Table 7: Alpha and Betas- Money Market Fund 

British 
Africa Alliance American Old Mutual 
Kenya Shilling Money Market Money Market 91 day Treasury 
Fund Fund Fund Bill 

A!Qha 0.337 -0.832 0.215 
Beta 0.472 0.707 2.33 1 

The alpha alues for the money market funds in tab] 6 abo e indicates that onl British 

. m rican Fund performed below the treasury bills while the rest were abo e. The abo e 
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po · ·ve benchmark performance by African Alliance Kenya billing and Old Mutual 

oney Market funds is pos ible if the fund managers concentrate on inve ting oo th 

lon~ term high yielding treasury bond . 

In period where excess market returns are negative an in er e r lation hip between 

portfolio returns and beta hould always exist. (Pettergill undaram and Mathur, 1995). 

In both equity and money market funds an inverse relationship does exist between the 

returns and the beta risk. The lower the return the higher the betas risk. 

Interesting! it was found out that fund performance as measured by Jensen alpha is 

independent of beta risk. (Holmes and Faff 2000) 
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CHAPTER FIVE 

5.0 SUMMARY OF FI D G AND CO CL 
LIMITATIO SOFTHE TUDYAND 
RE EARCH. 

5.1.1 SUMMARY OF FINDINGS 

IO S, RECOMMENDATIO 
GGESTIO FOR F THER 

The study aimed ate aluating the performance of unit tru ts by sp cifically looking at the 

funds ri k return trade off and how they measure against their respective benchmark . 

The results show mixed findings with funds performing depending on the composition of 

their portfolios. 

Tb stud found out that funds with highest return had the highest ri k while those with 

the lowe t returns have lowest risk. Ths i an indicator of the risk averse nature of the 

inves10rs in Kenya. 

1n the equity category the African Alliance Manag d Fund performed better than the 

E 20 hare Index (Market Portfolio) Old Mutual and the British American equity 

funds in terms of risk return trade off. 

C nder the money market fund all the funds outpetforrn the 91 treasury biU rate in 

ri klreturn trade off. On a risk adju ted basi the r sults shows otherwi with the Briti h 

American Money Market fund underperformjng the treasury biU rate and all equity funds 

not b ing abl to beat th performanc of the market portfolio. 

The performance of the fund in compari on to the benchmark depend on the returns of 

the fund . Tb results of the returns in comparison with benchmark are replicated in the 

infonnation ratios. Under tb equity funds, only Briti h American outperfonn the 

benchmark while in th money market the African lliance and the British American are 

bener than benchmark in line with there ults of the r turn . 

-33 -



rerums on equity funds are higher than those on money market fund . The high st 

urn on the equity funds i 35.4% which i high r ornpared to th highe t ofth mone 

ket of7.89%. This e idence i supported by th finding of Ibbo on associat 1982 

:here th found out that aggres ive equity fund in th U had high r returns than the 

one market instruments. 

Equity fund are the most popular funds among in tors becau they yield up rior 

performance and make up (53%) to more than half the total unit trust funds in Kenya. 

This is fueled by the investors skewed interest towards equitie and high activity at the 

. E. 

In lhe K nya market, limited a enues of in estments ar available with the unit trusts 

narrowing to investment in listed equitie and bond without much diversification to 

oilier forms of products such as real estate investm nts trusts. The regulatory framework 

hould be all inclusi e and cater for all sector of the economy to include among other the 

property tru ts. The promoters of CI should al o b encouraged to in est in non 

traditional products to broaden the unit trust in e tment spectrum with the aim of 

maximizing returns and minimizing risk. 

-.1.2 RECOMMENDATIO S 

ome unit trust funds perform below the benchmarks implying that the fund manager 

are not putting in much effort to ensure that the inve tors get the highest return. Fund 

managers should be able to follow match and ev n outperform the market to maximize 

the value for investors. Fund manager charge a fee for their management s rvices and 

therefore hould pro ide value to the investors for the consideration paid. 

Objecti e relevant and univer ally acceptable benchmarks hould be developed o that 

fund performance is measured again t a uniform mea ure. Due to lack of uniform 

benchmarks arious fund manager ha e developed their own benchmarks that guide 

th m in the investm nt management. This has resulted in inappropriate and incomparable 
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results. B n hmarks ucb as Lehman Brothers bond ind x hould b d eloped for th 

K nyan market to act as a benchmark for the mon y mark t and bond in trum nts. The 

E Index hould be re i ed to incorporat t k exchange and to be 

more r Je ant to the market. 

The main reason for the low performance of some fund was due to the portfolio ha ing 

instruments of arious categorie put tog ther in varying proportion . Thi wa more o 

in the money market in truments "her bonds and purely hort term money market 

in trum nts were put in the same pool of funds. Portfolios made up of one type of pooled 

funds should be maintained. 

The unit trusts as form of collecti e inve tment schemes were d veloped with the aim of 

pooling fund of small investors and di ersifying risk through preading it aero the 

portfolio. 

The unit trust funds that exist at the moment have b tween Kshs 100 000 to 500 000 

being the minimum ceiling an investor can in e tin the funds. Thi minimum ceiling is 

too high for the ordinary Kenyan investor given the low incom per capita. chemes 

tailored for the low end of the market should be introduced if the Cl is to me tits goal. 

Ways of evaluating the performance of the fund manag r should be xplored and 

de elop d to isolate fund pecific performance from performance resulting from actions 

of the fund manager. Thi is important for the better und rstanding of the factor that 

influence the p rformanc of unit trust funds to the benefit of provid rs of fund . 
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-.1.3 LIMIT A TIO OF THE TUDY 

~oney market in truments had bonds and purel hart t rm mon mark t in truro nt 

put in the am pool of funds. Comparison for th e funds tend to gi e arying re ults 

depending on the degree to which the bonds and oth r instruments are held. 

The period of th study of 15 months wa too hort for p rformance on an trend to be 

established. 

The benchmarks used rna not have been ery appropriate given that the tenor for orne 

money market instrument such as bonds and benchmark (treasury bills) ere in om 

cases different. Use of a bond index or other interest rates may have yielded different 

results 

Judgmental sampling as a tool has a limitation of the ample not being a ery good 

repre entative of the population. A choice of a different sample ma have yielded 

different results. 

5.1.4 S GGESTIO FOR FURTHER RE EARCH 

In this performance evaluation, the effect of the fund manager decisions and actions on 

the funds has not been measured. A study that focuse on fund manager election ability 

n ed to be carried out to i olate fund specific performance from influence of fund 

manager ' actions. 

The study co ered a period of 15 months with three fund manager being the focus. 

However longer historical p rformance data and choice of more fund managers in future 

may lead to more robust and conclu ive results. 

The study focused on equity and mon y market category of funds and it would be 

interesting to see what the result would b if all categories of fund were evaluated 
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APPEND ICE 

ppendix i 

List of Registered Unit Tru t as at 30th September 2006. 

I. Africa Alliance Kenya hilling Fund 

2 African Alliance Kenya Managed Fund 

3. Africa Alliance Kenya Fixed Income Fund 

4. British American Equity Market Fund 

5. British American Money Market Fund 

6. British American Balanced Fund 

7. British American Managed Retirement Fund 

8. British American Income Fund 

9. Commercial Bank Of Africa Equity Fund 

10. Commercial Bank Of Africa Money Market Fund 

11. Old Mutual Equity Fund 

12. Old Mutual Money Market Fund 

13. Old Mutual Balanced Fund 

14. Stanbic Flexible Income Fund 

15. tanbic Money Market Fund 

16. tanbic Managed Fund 
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Appendix ii 

EQUITY FUNDS RETURNS/RISKS 

African British Old NSE 
Alliance American Mutual 20 

Managed Equity Equity Share 
Month Fund Fund Fund Index 

Std Std Std Std 
Return Dev Return Dev Return Dev Return Dev 

29/07/2005 0.103 0.007 0.090 0.058 0.134 0.027 0.030 0.089 
31/08/2005 0.191 0.000 0.151 0.032 -0.003 0.091 -0.120 0.202 
30/09/2005 0.133 0.003 0.527 0.039 0.192 0.011 -0.284 0.376 
31/10/2005 0.328 0.019 -0.097 0.182 0.150 0.022 0.396 0.004 
30/11/2005 0.108 0.006 0.067 0.069 0.003 0.087 0.1 11 0.048 
30/12/2005 0.137 0.003 0.663 0.111 0.192 0.011 0.003 0.106 
27/01/2006 -0.035 0.050 -0.263 0.352 0.256 0.002 0.796 0.218 
28/02/2006 0.009 0.032 0.250 0.006 -0.2.35 0.284 -0.285 0.377 
31/03/2006 0.178 0.000 0.085 0.060 0.254 0.002 0.1 42 0.035 
28/04/2006 0.165 0.001 1.457 1.271 0.093 0.042 -0.202 0.282 
31/05/2006 0.748 0.314 0.116 0.046 1.450 1.327 1.536 1.456 
30/06/2006 0.098 0.008 -0.004 0.11 1 0.055 0.059 0.220 0.012 
31/07/2006 -0.120 0.095 0.976 0.417 -0.037 0.112 -0.006 0.112 
31/08/2006 0.722 0.285 0.932 0.362 0.862 0.318 0.892 0.316 
30/09/2006 0.067 0.015 1.099 0.641 1.701 1.882 

0.189 0.244 0.354 0.471 0.298 0.447 0.329 0.627 
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App ndix iii 

MONEY MARKET FUNDS RETURNS/RISKS 

British 
African American 

Alliance Money Old Mutual 91-Day 
Shilling Market Investment Treasury 

Month Fund Fund Services Bills 
Std Std Std Std 

Return Dev Return Dev Return Dev Return Dev 
% % % % % % % % 

29/07/2005 8.04 0.02 6 .01 3.10 6.41 0.0961 6 .681 0.755 

31/08/2005 8.43 0.29 6 .65 1.25 5.87 0.7225 6 .293 1.580 
29/09/2005 8.38 0.24 6 .80 0.94 6.45 0.0729 5.895 2.739 

31/10/2005 8.53 0.41 6 .86 0.83 6.90 0.0324 6 .596 0.910 

30/11/2005 8.82 0.86 7.41 0.13 7.50 0.6084 7.014 0.287 

30/1 212005 8.46 0.32 7.60 0.03 6.70 0.0004 7.016 0.285 

27/01/2006 8.47 0.34 7.88 0.01 8.38 2.7556 7.604 0.003 

28/0212006 8.19 0.09 8 .07 0.09 5.86 0.7396 8.025 0.226 

31/03/2006 8.33 0.19 8.13 0.13 6 .21 0.2601 8 .233 0.466 

28/04/2006 7.64 0.06 8 .17 0.16 6.07 0.4225 8 .070 0.270 

31/05/2006 7.39 0.25 8.38 0.37 6.52 0.04 7.843 0.086 

30/06/2006 7.37 0.27 8 .59 0.67 6.20 0.2704 8 .188 0.407 

31/07/2006 7.22 0.45 8.60 0.69 7.42 0.49 8 .577 1.055 

31/08/2006 6.69 1.44 8.61 0.71 7.91 1.4161 8 .655 1.221 

30/09/2006 6.36 2.34 8.79 1.04 6.45 0.0729 8 .587 1.075 

118.32 7.59 116.55 10.15 100.85 8.00 113.28 11.37 

7.89 0.71 7.77 0.82 6.72 0.81 7.55 0.87 
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