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ABSTRACT

The main objective of this study is to establish whether or not COY A announcements have

information content.

The study aimed at establishing whether or not COYA announcements have any effect on
share prices for companies listed in the Nairobi stock Exchange (see Appendix 4) and
therefore it is an event study. This design is valuable for detailed analysis. Young, (1960) and
Kothari, (1990) concur that an event study often provides focused and valuable insights to a

phenomena that may be vaguely known and less understood.

The results for this study have also shown that when a listed company participates in the
COYA, the cumulative adjusted abnormal returns are affected depending on whether the
company won or not. Holding other factors constant, the results indicate that a company that
wins an award has positive cumulative adjusted returns as opposed to a company that lost.
However, the study could have been affected by other anomalies such as the Weekend and
Monday effects. In addition, the information shows that the number of companies
participating each year varies. This means that it would be difficult for any meaningful
conclusion to be drawn from this study. That is long-term trend performance on individual

participating cannot be drawn from this study.
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CHAPTER ONE
INTRODUCTION

11 Background of the Study

The behaviour of security prices has been a central area of research over the years. Investors
are keen on this behaviour as it provides them with information which enables them to make
decisions on which shares to buy, hold or sell in order to maximize their profits (Fama,
1970). Security traders use this information for speculative purposes. The degree of
speculation depends on how efficient the market is. Most individuals who buy and sell
securities do so under the assumption that the securities they are buying are worth more than
the price they are paying, while the securities they are selling are worth less than the selling
price. But if markets are efficient and current pnces fully reflect all information, then buying
and selling of securities in an attempt to outperform the market will effectively be a game of

chance rather than skill.

An efficient market is defined as a market where there are large number of rational profit
maximisers actively competing with each trying to predict future market values of individual
securities and where important current information is almost freely available to all
participants (Sharpe, 2001). In an efficient market, competition among the many intelligent
participants leads to a situation where at any point in time, actual prices of individual
securities already reflect the effects of information based both on events that have already
occurred and on events which as of now, the market expects to take place in the future. In
other words, in an efficient market at any point in time the actual price of a security will be a

good estimate of its intrinsic value.

A generation ago, the efficient market hypothesis was widely accepted by academic financial
economists; for example in the influential survey article, “Efficient Capital Markets” by
Fama (1970) it was generally believed that securities markets were extremely efficient in
reflecting information about individual stocks and about the stock market as a whole. The
accepted view was that when there was new information, the news spread very quickly and
was incorporated into the prices of securities immediately. Thus, neither technical analysis,

which is the study of past stock prices in an attempt to predict future prices, nor even



fundamental analysis, which is the analysis of financial information such as company
earnings, asset values, etc., to help investors select “undervalued” stocks, would enable an
investor to achieve returns greater than those that could be obtained by holding a randomly

selected portfolio of individual stocks with comparable risk.

The efficient market hypothesis is associated with the idea of a “random walk,” which is a
term loosely used in the finance literature to characterize a price series where all subsequent
price changes represent random departures from previous prices. The logic of the random
walk idea is that if the flow of information is unimpeded and information is immediately
reflected in stock prices, then tomorrow’s price change will reflect only tomorrow’s news
and will be independent of the price changes today. However, news is by definition
unpredictable and, thus, resulting price changes must be unpredictable and random. As a
result, prices fully reflect all known information, and even uninformed investors buying a
diversified portfolio at the prices given by the market will obtain a rate of return as generous

as that achieved by the experts.

In Finance the Efficient Market Hypothesis (EMH) was originally proposed in a PhD Thesis
by Fama (1970), who believed that investors made well informed and intelligent decisions.
Markets were considered to be efficient and rational in determining financial prices. At any
given time, individual stocks were regarded to be priced at the correct level based on all
known information. This was supposed to be ensured by the ready availability of ample
information and by the vast number of rational investors keenly following each stock. Prices
moved with the influx of new information. Free markets could only be inefficient if investors
ignored price sensitive data. Whoever used this data could make large profits and the market

would readjust becoming efficient once again.

Economists (e.g. Fama, 1970 and Sharpe 2001), often define three levels of market
efficiency, which are distinguished by the degree of information reflected in security prices.
In the first level, prices reflect the information contained in the record of past prices. This is
called the weak form of efficiency. If markets are efficient in the weak sense, then it is
impossible to make superior profits by studying past returns. Prices will follow a random

walk. The second level of efficiency requires that prices reflect not just past prices but all



other published information such as you might get from reading the financial press. This is
known as the semi strong form of market efficiency. If markets are efficient in this sense,
then prices will adjust immediately to public information such as announcements of earnings,
dividends (Brennan (1970) and Ramaswang (1980)), company awards and possible takeovers
or mergers. Finally, there is the strong form of efficiency which reflects all the information
that can be acquired by painstaking analysis of the company and the economy. In such a
market we would observe both lucky and unlucky investors but we wouldn’t find any

superior investment managers who can consistently beat the market Sharpe (2001).

In reality markets are neither perfectly efficient nor completely inefficient. All markets are
efficient to a certain extent, some more so than others. Rather than being an issue of black
and white, Market efficiency is more a matter of shades of Grey. There have been scores of
studies that have documented long term historical anomalies in the stock market that seem to
contradict the efficient market hypothesis. While the existence of these anomalies is well
accepted, the question of whether investors can exploit them to earn superior returns in the
future is subject to debate. Investors evaluating anomalies should keep in mind that they have
existed historically, there is no guarantee they will persist in the future. If they do persist,

transaction and hidden costs may prevent out performance in the future.

12 Company Awards

Hitherto, most of the Kenyan business management practices were based on foreign (mostly
Western) business theories, practices, models, concepts and case studies. These foreign
business practices have evolved through the years to the current levels due to drastic and
turbulent changes in the business operating environment. Business Management Practice
Award Programmes and events have encouraged enterprises to continuously evaluate their
management styles against appropriately developed benchmarks. In light of these, Kenya
Institute of Management (KIM) recognized the need to develop Best Management Practice
exercise in Kenya. The Company of the Year Award is one way through which this can be

achieved.



The Company of the Year Awards (COYA) is an annual programme that seeks to identify
and publicly recognize companies that demonstrate excellence and integrity in their
management practices. The first COY A assessment was held in 2000. COYA is bom out of
the assumption, now proved true, that a lot of Managers in Kenya are working very hard,
under very difficult circumstances, to create goods and services that we need to consume and
to keep Kenyans in employment yet, these efforts go largely unrecognized. In fact, the only
time that attention is paid to our companies is when things go wrong. COYA’s main
objectives are to provide a framework for assessing management practices, develop local
case studies and successful business models for the development of future managers,
improve management practices through benchmarking and provide positive publicity for the

participants.

Using a management practice assessment tool developed by a team of KIM management
consultants, COYA enables you to identify your key strengths and areas that require
improvement in various management categories. This information is summarized in a report,
which is presented to the management for action. During the COYA Gala Night, the most
impressive companies receive awards for excellence for each management category, with the

top overall company being declared the "Company of the Year"

A company award is basically a form of recognition that is given to a company that
demonstrates excellence and integrity in its management practices e.g. financial
management, supply chain management, Environmental management, quality management
among others. Sometimes these awards are given to various individuals who are nominated
by their companies e.g. CEO of the year, Manager of the year etc. These awards seek

individuals who have excelled in their respective fields.

The following are the various categories that are assessed under COYA: Corporate Planning,
Marketing, Human Resource Management, Information Management, Quality Management,
Finance, Supply chain Management, Innovation and Creativity, Corporate Citizenship and

Environment.



These company awards usually enhance a company’s corporate image because the
recognition received from the media either through the newspapers, television or radio goes a
long way in improving the company’s business as a whole in terms of increased sales which
translate to increased profits and in the long run increased shareholder’s wealth as seen by

increase in share prices at the stock market.

In Kenya there are various types of company awards some of these include; FIRE Awards by
Institute of Certified Public Accountants, NGOYA Awards (NGO of the Year Award) by
NGO Coordination Board, East Africa’s Most Respected Company by Price Waterhouse
Coopers, PRSK Awards by Public Relations Society of Kenya, Warrior Awards by
Marketing Society of Kenya, Cleaner Production Awards by Kenya National Cleaner
Production Centre and COYA (Company of the Year Award) by Kenya Institute of

Management among others.

13 Statement of the Problem

In the levels of market efficiency described above there is the semi strong form of market
efficiency which states that all past and publicly available information are fully reflected in
the stock prices. This information includes various announcements of dividends, earnings,

stock splits, mergers & takeovers and company awards.

Various studies by Brennan, (1970) and Ramaswang (1980) have shown that these
announcements usually have positive impacts on the share prices. In this study the researcher
seeks to establish whether announcements of company awards have any impact on share
prices. The main emphasis will be on the COY A awards. These awards were established in
the year 2000 hence there is availability of data to establish a relevant trend and effect on the

share prices if any.

Ondigo (1995), examined information content of 18 “blue chip” companies quoted in the
Nairobi Stock Exchange in the period 1990-1994. The study revealed that the annual reports
and accounts of the sample firms do not have information content which is statistically
significant. Hence it is futile for the investor to spend a lot of time and effort in analyzing

both the annual report and accounts. The contents of that annual report and accounts are



already captured through more timely media which includes interim reports, dividends,
bonuses and individual company releases. As far as the semi-strong model of the EMH is
concerned, the study does not provide any evidence and the result of the study was

inconclusive.

Onyango (2004) in his study covered 16 companies out of a population of 48 listed
companies at the NSE, covering the period 1998-2003. The study concluded that the earnings
announcements contain relevant information to which are fully impounded in stock prices
prior to or almost instantaneously at the time of announcement. The year 2003 was an outlier
that evidences the existence of momentum in stock returns. Secondary evidence resulting
from the study is that NSE shows presence of semi strong model of EMH. He suggested

further research on information content to support this conclusion.

Mbugua (2004) in his research examined the impact of stock dividend size on stock returns
on 24 companies which issued stock dividend/stock split (bonus). Results indicate that the
stock dividend announcements have an impact on stock return. The results also indicted that

the size of stock dividends have an effect on stock returns.

Ogwagwa (2006) studied the operations improvement initiatives & operational performance
of companies that participate in the COYA. However, he failed to give an indication of how
the share prices react to such announcements. Hence the need to investigate the effect of

COYA announcements on the share prices for companies listed at the NSE.

14 Objectives of the Study

The main objective of this study is to establish whether or not COYA announcements have

information content.

15 Hypothesis

H,. The researcher hypothesises that abnormal returns associated with COYA
announcements do not differ significantly from zero

H,: The researcher hypothesises that abnormal returns associated with COYA

announcements differ significantly from zero.



16 Significance of the Study

The study will benefit a number of interest groups as follows:

1

Investors will be able to strategise by ensuring that they invest in companies that display
healthy management practices that yield high returns.

For academicians it will create a foundation upon which related studies or in-depth
analysis can be undertaken.

Stockbrokers will also benefit in that they will be able to gather relevant information
about the companies listed and thus be better placed to give sound and reliable advice to
their clients.

For various companies this study will form a basic tool upon which they can adopt the
healthy management practices as displayed by the award winning companies. This will

enable them to bench mark and enhance their competitiveness.



CHAPTER TWO
LITERTLRE REVIEW

2.1 Theoretical studies

This study analyzes the price effects of COY A on share prices of firms whose stock is traded
on the Nairobi Stock Exchange (NSE). It also tests empirically some of the hypothesis that
have been advanced, by prior literature, to explain the abnormal price reaction to COYA
announcements. Major announcements like dividends, stock splits, awards, mergers and
acquisitions have an effect on the share prices of a company. For instance DeBont (1985) and
Thaler (1987) present documented evidence on both over and under reaction to earnings
announcements that is consistent with stock prices overreacting to current changes in
earnings. Studies of U.S. stock splits, including Grinblatt, et al (1984), Lamoureux and Poon
(1987), McNichols and Dravid (1990), Maloney and Mulherin (1992) and lkenberry et al
(1996), report evidence of significant positive abnormal returns around the split
announcement day. The signalling theory of dividend policy predicts that dividend changes

convey information about the future performance of the company.

Up to the end of the 1950s there were very few theoretical or empirical studies of securities
markets, until Cootner (1964) collected a selection of papers from a wide variety of sources.
The literature was dispersed across journals in statistics, operations research, mathematics
and economics. The concept of market efficiency had been anticipated at the beginning of the
century by Bachelier (1900) in his dissertation to Sorbonne for his PhD in mathematics. In
his paper he recognizes that “past, present and even discounted future events are reflected in
market price, but often show no apparent relation to price changes”. This recognition of the
informational efficiency of the market leads Bachelier to continue, in his opening paragraphs,
that, “if the market, in effect, does not predict its fluctuations, it does assess them as being
more or less likely, and this likelihood can be evaluated mathematically.” This gave rise to
Albert Eistein’s subsequent derivation of the Eistein-Wiencr process of Brownian motion and
other analytical results that were rediscovered by finance academicians in the second half of
the century. Bachelier’s contribution was overlooked until Paul Samuelson circulated it to
the economic in the late 1950s and then it was subsequently published in English by Cootner

(1964). Bachelier had concluded that commodity prices fluctuate randomly and later, studies

10



by Cowles (1937) were to show that US stock prices and other economic series also share

these characteristics. Researchers largely overlooked these studies until the late 1950s.

There was, in addition disturbing evidence about the difficulty of beating the equity market.
Alfred Cowles 111, founder of the Cowles commission and benefactor of the Econometric
Society, published in the launch issue of Econometrica a painstaking analysis of many
thousands of stock selections made by investment professionals. Cowles (1937) found that
there was no discemable evidence of any ability to outguess the market. Subsequently,
Cowles (1944) provided corroborative results for a large number of forecasts over a much
longer sample period. By the 1940s, there was therefore scattered evidence in favour of the

weak and strong form efficiency of the market, though these terms were not yet in use.

2.2 The Random walk model

The problem of the optimal search procedure for finding a drunk left in the middle of a field
was discussed early in the century by Pearson (1905). If the drunk can be expected to stagger
in a totally unpredictable and random fashion, he is likely to end up closer to where he had
been left than to any other point. In finance, this analogy has been applied to a series whose
successive returns are serially independent. In the early 1950s researchers were, for the first
time, able to use electronic computers to study the behaviour of lengthy price series. The
assumption of economists was that one could “analyze an economic time series by extracting
from it a long term movement or trend, for a separate study and then scrutinizing the residual

portion for short term oscillatory movements and random fluctuations” (Kendall, 1953).

When Kendall remained 22 UK stock commodity price series, he concluded that “in a series
of prices which are observed at fairly close intervals the random changes from one term to
the next are so large as to swamp any systematic effect which may be present. The data
behaves almost like wandering scries. This empirical observation came to be labelled “the
random walk model”. If the prices wander randomly, then this poses a major challenge to
market analysts who try to predict the future path of security prices. Drawing on Kendall’s
work and earlier research by Cowles (1937) demonstrated that a time series generated from a
sequence of random numbers was indistinguishable from a record of US stock prices, the raw

material used by market technicians to predict future price levels. Indeed, he wrote, “the

LOYI



main reason for this paper is to call to the attention of financial analyst’s empirical results
that seem to have been ignored in the past, for whatever reason, and to point out some

methodological implications of these results for the study of securities.”

Despite the emerging evidence on the randomness of stock prices changes, there were
occasional instances of anomalous price behaviour, where certain series appeared to follow
predictable paths. This includes a subset of the stock and commodity price series examined
by Cowles (1937) and Kendall (1953).

2.3 Return series

In 1960, however, there was a realization that autocorrelation could be induced into return
series as a result of using time-averaged security prices. Banz R. (1981) discovered this.
Once returns series are based on end of period prices, returns appear to fluctuate randomly.
The problem of time averaging identified by Working is the first research on thin trading and
precursor to studies of market microstructure. The mid 1960s was turning point in research
on the random character of stock prices. In 1964, Cootner published his collection of papers
on that topic, while Fama’s (1970) doctoral dissertation was reproduced, in its entirety, in the
journal of business. He concludes that “it seems safe to say that this paper has presented

strong and voluminous evidence in favour of the random walk hypothesis.”

Fama in 1970 in his paper “Efficient Capital Markets” coined the term Efficient Market
Hypothesis and made it operational with the foundation epithet that in efficient markets,
“prices fully reflect all available information”. He argued that in an active market of large
numbers of intelligent investors, stocks will be appropriately priced and reflect all available
information. In these circumstances, no information of analysis can be expected to result in
the out-performance of an appropriate benchmark. Because of the wide availability of public

information, it is nearly impossible for an individual to beat the market consistently.

Professor Burton Mikicl of Priceton popularized the notion of the random walk implication
in his bestseller “A Random Walk Down Wall Street”. He suggested that throwing darts at
the newspaper stock listings is as good a way as any to pick stocks and is likely to be as

professional as most investment managers. Mikiel suggests in the latter part of his work how

12



those who insist on trying to beat the market might attempt to do so, but he indicates that

they are unlikely to be successful.

With a better understanding of price formation in competitive markets, the random walk
model came to be seen as a set of observations that can be consistent with the efficient
markets hypothesis. The switch of emphasis began with observations such as that of
Sameulson (1965), whose “proof that properly anticipated prices fluctuate randomly” began
with the observation that “in competitive market there is a buyer for every seller. If one
could be sure that a price would rise, it would have already risen”. Sameulson asserted that
“arguments like this are used to deduce that competitive prices must display price changes

that perform a random walk with no predictable bias”.

Samuelson explains that “we would expect people in the market place, in pursuit of avid and
intelligent self interest, to take account of those elements of future events that in a probability
sense may be discerned to be casting their shadows before them”. By presenting his proof in
a general form, Samuelson added rigor to the notion of a well-functioning market. It is not
clear to us whether these results ought to be seen as obvious or surprising, nor was it clear to
Samuelson who wrote that “the theorem is so general that | must confess to having oscillated
over the years in my own mind between regarding it as trivially obvious (and almost trivially
vacuous) and regarding it as remarkably sweeping. Such perhaps is characteristic of basic

results.”

2.4 Theory and evidence of market efficiency

Building on Samuelson’s microeconomic approach, together with a taxonomy suggested by
Roberts (1967), Fama (1970) assembled a comprehensive review of the theory and evidence
of market efficiency. Fama (1970) summarizes the early random walk literature, his own
contributions and other studies of the information contained in the historical sequence of
prices, and concludes that “the results are strongly in support” of the weak form of market
efficiency. He then reviews a number of semi strong and strong form tests, and concludes
that “in short, the evidence in support of the efficient markets model is extensive, and

(somewhat uniquely in economics) contradictory evidence in sparse”. He concedes, however,

13



that “much remains to be done”, and indeed, Fama (1991) subsequently returned to the fray
what a reinterpretation of the efficient markets hypothesis in the light of subsequent research.
Since the first event studies, numerous papers have demonstrated that early identification of

new information can provide substantial profits.

The basic idea underlying market efficiency is that competition will drive all information into
the price quickly. This idea got its start at least in part due to Ball and Brown’s 1968 paper
looking at earnings announcements. The authors found out that the market forecasts 80% of
the news before the announcements and the 3 and 6th month’s returns after the
announcements were approximately zero. Insiders who trade on the basis of privileged
information can therefore make excess returns, violating the strong form of the efficient
markets hypothesis. Even the earliest studies by Cowles (1933, 1944), however, make it clear

that investment professionals do not beat the market.

While there was evidence on the performance of security analysts, until the 1960s there was a
gap in knowledge about the returns achieved by professional portfolio managers. With the
development of the capital asset pricing (CAPM) model by Treynor (1961) and Sharpe
(1964) it became clear that the CAPM could provide a benchmark for performance analysis.
The first such study was Treynor’s (1965) article in the Havard Business Review on the
performance of mutual funds, closely followed by Sharpe’s (1960) rival article. The most
frequently cited article on fund manager’s performance was the detailed analysis of 115
mutual funds over the period between 1955 and 1964 undertaken by Jensen (1968). On a
risk-adjusted basis, he finds that any advantage that the portfolio managers might have is
consumed by fees and expenses. Even if investment management fees are added back to
performance measures, and returns are measured gross of management expenses (i.e.
assuming research and their expenses were obtained free) Jensen, concludes that “on average
the funds apparently were not quite successful enough in their trading activities to recoup
even their brokerage expenses”. Fama (1991) summarizes a number of subsequent studies of
mutual funds and institutional portfolio manager’s performances. Though some mutual funds
have achieved minor abnormal gross returns before expenses, pension funds have

underperformed passive benchmarks on a risk-adjusted basis.
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2.5 Market efficiency
Market efficiency denotes how new information is quickly and widely disseminated, thereby
allowing security prices to adjust rapidly and reflect their investment values. The information

that determines the form of efficiency is detailed below:

Form Information reflected in the securities
Weak Past security information and prices
Semi strong All publicly available information
Strong All information- public and private

Sharpe (2001) states that a market is efficient with respect to a particular set of information if
it is impossible to make abnormal profits (other than by chance) by using this set of
information to formulate buying and selling decision. This study is done in an emerging
market where the weak and semi strong form of efficiency are relevant. The information
effect occurs from an announcement leading to any of the following situations depending on

the market efficiency:
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This study focuses on the semi-strong efficiency form of the efficient market hypothesis.
Testing for the semi-strong efficiency of the market, the speed of adjustment of share prices

to an information generating event is usually examined.

A key testable implication of all the three forms of the EMH is that investors, trading on
respective information set, should be unable to realize average excess returns above the
normal rate (Fama. 1970). For the weak form applied to the stock market, the information set
includes the past history of stock prices as well as companies general characteristics and
seasonal (timing) effects. Seasonal effects should not have a persistent impact if markets are
efficient; empirical anomalies such as weekend. January and holiday effects fall under this

category.
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The primary role of the stock market is allocation of ownership of the economic capital
stock. The ideal market is one in which prices provide accurate signals for resource
allocation. A market in which prices always fully reflect available information is said to be
informationally efficient. The concept of market efficiency had been anticipated by the turn
of the 20lh century in empirical observations accumulated by classical scholars. Building on
these observations, Fama (1970) developed the Efficient Market Hypothesis (EMH). The
theory defines three levels of efficiency weak form, semi strong form and strong form. Fama
(1970) went a step a head to propose studies for testing the different levels of efficiency.
These designs have achieved general acceptance in the field of financial economics and have

become conventional designs for evaluating the level of efficiency in stock markets.

The efficient market hypothesis is simple in principle, but remains elusive evolving from an
initially puzzling set of observations about the random character of security prices. It became
the dominant paradigm in finance during the 1970s. The efficient market hypothesis came to
be supported by a growing body of empirical research demonstrating the difficulty of
beating the market, whether by analyzing publicly available information or by employing

professional investment advisors.

2.6 Market inefficiencies

It is important to note that the efficient markets hypothesis does not rule out small abnormal
returns, before fees and expenses. Analysts could therefore still have an incentive to acquire
and act on valuable information, though investors would expect to receive no more than an
average net return. Grossman and Stiglitz (1980) formalize the idea, showing that a sensible

model of equilibrium must leave some incentive for security analysis.

To make sense, the concept of market efficiency admits the possibility of minor market
inefficiencies. The evidence accumulated during the 1960s and 1970s appeared to be broadly
consistent with this view. While it was clear that markets cannot be completely efficient in
the strong form, there was striking support for the weak and semi-strong forms and even for
versions of strong form efficiency that focus on the performance of professional investment

managers.
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Testing for market efficiency, however, is difficult. There are a number of documented
studies that indicate anomalous behaviour which appears, at first sight, to be inconsistent
with market efficiency. Ball (1978) points out that such evidence may equally well be
interpreted as indicative of shortcomings in our models of expected returns. Indeed, (Fama
(1997) takes issue with the view that apparent anomalies require new behaviourally based
theories of the stock market. Rather, they are indicative of a need to continue the search for

better models of asset pricing.

The last two decades have witnessed an onslaught against the efficient market hypothesis.
Yet as Roll (1994) observes, it is remarkably hard to profit from even the most extreme
violations of market efficiency. Stock market anomalies are only too often chance events that
do not persist into the future. The importance of the efficient markets hypothesis is
demonstrated by the fact that apparently profitable investment opportunities are still referred
to as “anomalies”. The efficient markets model continues to provide a framework that is

widely used by financial economists.

Fama (1970, 1991) has done a lot of work on the concept of efficient capital markets. Fama
defines three types of efficiency, namely weak form efficiency, semi strong efficiency and
strong form efficiency. In a weak form efficient market, no investor can earn excess returns
by developing trading rules based on historical prices or returns information. Information in
past prices or returns is not useful or relevant in achieving excess returns. Semi-strong form
efficiency implies that no investor can earn excess returns from trading rules based on any
public information. Public information include dividends announcements, share split
announcements, changes in Chief Executive Officer (CEO) among others. Strong-form

efficiency means that no investor can earn excess returns using any information.

2.7 Testing of market efficiencies

The research design adopted in this area of study is the event studies, which examine the
effect of an event. Event studies measure the impact of specific events on the value of firm.
An event is a change, development, announcement that may produce a relatively large

change in the price of the asset over some period.



Event studies have been applied in many fields like accounting, finance and research, event
studies have been applied to a variety of firm specific and economy wide events which
include mergers and acquisition, earnings announcements, issues of new debt or equity, and
announcements of macro-economic variables such as trade deficit. Applications in other field
are also abundant. For example event studies are used in the field of law and economics to
measure the impact of the value of a firm of a change in the regulatory environment
(Schwert, 1981) and in legal liability cases event studies are used to assess damages
( Mitchell and Netter, 1984). The principal research in this area is event studies and portfolio
studies. Because portfolio studies have so far not been investigated conclusively (Fama,

1991), the researcher proposes to use event study methodology.

The theory behind efficient market hypothesis is that a capital market is considered efficient
with respect to an information item if the prices of securities fully reflect the return
implications of the information. The prices of stocks is set in an auction market where forces
of demand and supply are in operation therefore the prices are as close to the economic
concept of a ‘perfect market’, the price of the publicly traded stocks should reflect the
reaction of the financial market to the introduction of new information. Therefore no attempt

is made to manipulate the price.

2.8 Effects of Announcements on Stock Prices

281 Earnings Announcements

There is substantial documented evidence on both over and under reaction to earnings
announcements. DeBont and Thaler (1985, 1987) present evidence that is consistent with
stock prices overreacting to current changes in earnings. They report positive (negative)
estimated abnormal stock returns for portfolios that previously generated inferior (superior)
stock price and earning performance. This could be construed as the prior period stock price
behaviour overreacting to earnings development (Benard, 1993). Benard (1993) provides
evidence that is consistent with the initial reaction being too small, and being completed over
a period of at least six months. Thus, the evidence suggests that information is not
impounded in prices instantaneously as the Efficient Market Hypothesis (EMH) would

predict.
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Other anomalies that have been cited in the past include data snooping, value line enigma,
distressed securities market and the weather. The three levels of EMH are not independent of
one another. For the market to be efficient in the semi-strong sense it must also be efficient in
the weak sense, because if price movements follow a predictable path which the perceptive
observer can exploit profitably, the implication is that the price has reacted slowly to
published information. Likewise, for the market to be efficient in the strong sense it must
also be efficient at the two lower levels, otherwise the price would not capture all relevant
information. If capital markets are sufficiently competitive, then simple microeconomics
indicates that investors cannot expect to achieve superior profits for their investment

strategies.

2.8.2 Stock Splits

Since Fama etal (1969) published their seminal paper on stock splits, a large body of research
has investigated this particular corporate decision. The interest in stock splits is motivated by
the fact that this event is not directly related to changes in the operating or financial structure
of the firm and, therefore, should cause no change in stock price other than the adjustment
warranted by the split factor. There is ample evidence, however, that stock splits in the U.S.
and other markets are associated with significant positive excess returns around the
announcement as well as the ex-day of the split [e.g., Grinblatt etal, (1984), Lamoureux and
Poon (1987), Ikenberry etal (1996)]. Several explanations have been advanced to explain the
excess market reaction around the stock split days. For example, Lakonishok and Lev (1987)
and McNichols and Dravid (1990), among others, suggest that firms split their stock in order
to adjust the stock price back to an “optimal” trading range. Grinblatt etal, (1984), Brennan
and Copeland (1988), and McNichols and Dravid (1990) show that stock splits are used to
signal firm optimism about future prospects. Finally, the hypothesis of increased liquidity
following stock splits has been met mostly with contrary evidence [Copeland (1979),

Lakonishik and Lev (1987), Conroy etal (1990) and Easly etal, (2001)].

This study analyzes the price effects of stock splits undertaken by firms whose stock is traded
in the Stock Exchange. It also tests empirically some of the hypotheses that have been

advanced, by prior literature, to explain the abnormal price reaction to stock splits. The
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institutional characteristics of the Greek stock market provide a useful experimental context
to study stock splits. For example, brokerage fees and other public trading costs, including
listing fees, are costs neutral to stock splits, implying limited signalling value. There are no
specialists or market makers to affect the price formation as in the U.S., thus, ruling out any
related microstructure-based explanations for the ex-day price reaction. The absence of
capital gains taxes also eliminates the “tax option” explanation of Lamoureux and Poon
(1987). The small size of round lots also makes it unlikely that stock splits are motivated by
the goal of achieving an optimal balance between institutional and retail investor clientele.
Finally, listing and trading of new shares occurs with a delay without the benefit of a when-
issued market. This restricts the available supply of shares and can affect prices around the

ex-day.

In contrast to U.S. stock splits, we find no evidence of positive price reaction on the stock
split announcement day. We find, however, positive significant price reaction on the ex-day,
which corroborates similar findings for U.S. stock splits. Also, as a test of the price pressure
hypothesis we report evidence regarding the stock price reaction at the time the new shares
are listed and start trading on the ASE. In contrast to the price pressure hypothesis, but in line
with the market efficiency hypothesis, we do not find significant stock price reaction on the
listing day. Further empirical tests produce several interesting findings. First, the split factor
is positively related to the pre-split price of the stock, providing support to the trading range
hypothesis. Second, marketability as measured by both the market-adjusted turnover ratio
and the liquidity ratio declines in the post-split period. There is no evidence that split factors
or market price reaction reflects the firms’ private expectations about future earnings.
However, splitting stocks experience earnings improvement in the years prior to the stock

split.

Studies of U.S. stock splits, including Grinblatt, etal (1984), Lamoureux and Poon (1987),
McNichols and Dravid (1990), Maloney and Mulherin (1992) and Ikenberry etal (1996)
report evidence of significant positive abnormal returns around the split announcement day.
The positive stock price reaction on the announcement day follows a significant positive
price run-up in the months preceding the stock split decision (Grinblatt etal (1984)). This

price run-up is followed by a persistent upward price drift, which lIkenberry etal (1996)
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attribute to investor under reaction at the announcement time. There is also evidence of
significant positive abnormal price reaction around the ex-day (Eades etal (1984), Grinblatt
etal, (1984), Lamoureux and Poon (1987) and Maloney and Mulherin (1992). The significant
reaction on the ex-day is puzzling because capital market efficiency rules out further
revaluation around the ex-day given the high certainty about the execution of the stock split.
Lamoureux and Poon (1987) attribute the positive market reaction to price pressure induced
by an expansion of the investor clientele of the splitting stocks which generates additional
positive revaluation around the ex-day. Maloney and Mulherin (1992) provide evidence that
the ex-day positive price reaction is due to a temporary order imbalance caused by a surge of
buy orders as new investors are attracted to the splitting stock. Significant positive abnormal
returns around the announcement and ex-day have been also reported from markets outside
the U.S. Some examples include: Kryzanowski and Hao (1991) for Canadian stocks; Biger
and Page (1992) for stock splits on the Johannesburg Stock Exchange; Wu and Chan (1997)
for Hong Kong stocks; and Niini (2000) for Finnish and Swedish stocks.

Researchers have attempted to explain the market’s positive reaction to stock splits on the
basis of valuation effects generated by changes in liquidity and trading costs, the adjustment
of price to an optimal trading range and signalling. The liquidity-improvement hypothesis is
based on the proposition that lower-priced stocks draw more investors and generate greater
trading volume, thus enhancing marketability and reducing the bid-ask spread. The overall
evidence does not appear to support the liquidity improvement hypothesis. Copeland (1979)
finds a widening of the bid-ask spread as percent of price following stock splits. Similar
results regarding the bid ask spread in the post-split period are also reported by Conroy etal
(1990), Schultz (2000) and Easley etal (2001). Consistent with these results, Lakonishok and
Lev (1987), Lamoureux and Poon (1987) and Conroy etal (1990) find a decrease or no

change in the trading volume of splitting stocks.

Conventionally, the trading range hypothesis suggests that adjusting the price back to its
“optimal trading range” can induce a positive revaluation effect. The main argument behind
this hypothesis is that small investors have a preference for low-price stocks in order to trade
in round lots and thus, minimize their trading costs. In contrast, large investors prefer high-

price stocks since the trading cost per dollar falls as the price moves higher, thus, leaving the
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optimal trading range effect open to empirical validation. Also, in relation to the same
hypothesis, firms may use a split to achieve an optimal balance of investor clientele resulting
in a better valuation of their stock. Several studies (Lakonishok and Lev (1987), Ikenberry
etal (1996) and RozefT (1998)) find that stock prices increase faster for firms that later split
their stock than their matches and the price gap disappears after the split (Lakonishok and
Lev (1987)). Conroy etal (1990), McNichols and Dravid (1990) and Rozeff (1998) find that
split factors are positively related to pre-split prices or price deviations from normal levels.
Results based on the modelling of trades in Easley etal (2001) also provide mild support to

the trading range hypothesis.

Stock splits can be also informative to the market in two ways. First, they can be used to
signal the firm’s private information about future prospects. Second, they can help attract the
interest of more analysts and investors and thus lead to a positive revaluation of the stock.
Stock splits can have signalling value because they have costly consequences, including
execution costs, higher listing fees, and greater trading costs associated with price drops
(Brennan and Copeland (1988)). Therefore, only firms with positive private information can
afford to signal through a stock split. Firms can also split their stock to attract market
attention (Grinblatt etal (1984) and Brennan and Hughes (1991)). Only firms that believe to
be undervalued or expect to perform well have the incentive to attract attention and cause a
revaluation of their fundamentals. Both these information-based theories have received
supportive evidence in the U.S. For example, Lakonishok and Lev (1987) find that compared
to their peers, splitting firms have strong pre-split earnings performance that is not reversed
after the split. In addition, McNichols and Dravid (1990) report that unanticipated earnings
per share (EPS) increase after the split; split factors are positively related to favorable post-

split earnings surprises; and announcement excess returns increase with the split factor.

2.8.3 Dividend Announcement

The signalling theory of dividend policy predicts that dividend changes convey information
about the future performance of the company. In their seminal work, Miller and Modigliani
(1961) acknowledged that dividend changes influence stock prices and attributed this
phenomenon to the information content of dividends. The idea was formalized by

Bhattacharya (1979), Miller and Rock (1985), and John and Williams (1985), among others.
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Signalling models have two key empirical implications. First, they suggest that dividend
changes should be followed by price changes in the same direction. If dividend increases are
meant to convey “good news” and dividend decreases to convey “bad news”, a rational
market should take the new information into account and adjust the valuation of the
company. Second, the models predict a positive relation between dividend changes and the

subsequent operating performance of the firm.

Most of the empirical literature has focused on the first prediction. Examining the short-run
share price performance provides substantial support for the dividend-signalling hypothesis.
Numerous empirical studies report a positive stock price reaction upon dividend increases
and a negative, stronger reaction upon dividend decreases. The pattern seems to be quite
robust. It was documented not only in the US by Charest (1978), Aharony and Swary (1980),
Healy and Palepu (1988), Bulan etal (2004)), but also in the UK by Lonie et al Abeyratna
(1996), Gunasekarage and Power (2002), In Germany by Sahling (1981), Amihud and
Murgia (1997), Gerke etal, (1997), In Japan (Conroy et al (2000), Swiss (Knight (1991),
Belgium (Beer (1993).

The long-run market reaction to the dividend announcement is less conclusive. Usually
studies with US-data report a positive stock price performance after dividend increases
(Charest (1978), Grullon etal (2002), Michaely etal (1995). However, outside US the picture
is less clear. Gunasekarage and Power (2002) show that UK-companies that announce a
reduction in dividends outperform their dividend decreasing counterparts. Similar pattern is
uncovered by Gwilym etal, (2004). Using a sample of UK firms, they found that the stock
price performance of non-increasers is superior to the price return of dividend increasers.
Studies that analyze the evolution of earnings offer mixed evidence. The current view in the
literature is that dividend changes convey information mainly about past and current
earnings. Overall, the results provide only limited support for the notion that dividend
increases indicate future earnings (Benartzi etal, (1997), Nissim and Ziv (2001). Instead, it
seems that dividend changes are rather related to the risk the company faces. Venkatesh
(1998) reports a decline in the overall volatility of returns when firms initiate dividend
payments, and Dyl and Weigand (1998) report decreasing volatility of earnings after

dividend initiations. Grullon etal (2002) found that firms that increased dividends
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experienced a significant decline in their systematic risk, measured by the Fama-French three

factor model.

2.84 Response Level to Equity Rights Issue

The empirical evidence involving rights issues in the U.S. is generally negative. For example,
Scholes (1972), who investigates the period 1926-1966, finds that stock prices generally
increase before the rights issue, fall during the month of the issue, but remain unchanged
after the issue. Smith (1977) reports a negative but insignificant average abnormal return
during the month of a rights offering. White and Lusztig (1980), Hansen (1988), Eckbo and
Masulis (1992), and Bae and Jo (1999) document a negative reaction to announcements of
rights offers. Several studies in the U.K. offer mixed results. For example, Marsh (1979)
reports a positive price effect at the time of rights offers during 1962-1975, a high-growth
period. By contrast, Wolfe etal (1999) report a significant negative price reaction to the

announcement dates.

Asquith and Mulins (1986) have argued to the market response to news of seasoned equity
offerings differs substantially across countries according to issuing methods. In countries
with developed capital markets and large ownership dispersions such as USA, the stock price

reaction is negative for general cash offers and less negative for rights issues.

29 COYA Awards

COYA is an annual exercise that objectively seeks to identify and publicly recognize
companies and managers that demonstrate excellence and integrity in their management
practices. Using a management practice assessment tool developed by a team of Kenya
Institute of Management (KIM) management consultants, COYA enables one to identify
his/her key strengths and areas that require improvement in various management categories.
During the COYA Awards Gala Night, the most impressive companies receive awards for
excellence for each management category, with the top overall company being declared the
"Company of the Year". The management categories awarded are Corporate Planning,
Marketing, Human Resources, Information, Quality, Creativity & Innovation, Corporate

Citizenship. Supplies, Financial and Environmental Management. Other awards include
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Chief Executive of the Year, Manager of the Year, SME of the Year, Parastatal of the Year,

Supplies Manager of the Year, Youth Manager of the Year, among others.

The first COY A assessment was held in 2000. COYA is bom out of the assumption, now
proved true, that a lot of managers in Kenya are working very hard, under very difficult
circumstances, to create goods and services that we need to consume and to keep Kenyans in
employment yet, these efforts go largely unrecognized. In fact, the only time that attention is
paid to our companies is when things go wrong. COYA’s main objectives are to provide a
framework for assessing management practices, develop local case studies and successful
business models for the development of future managers, improve management practices

through benchmarking and provide positive publicity for the participants.

Also, most of the Kenyan business management practices were based on foreign (mostly
Western) business theories, practices, models, concepts and case studies. These foreign
business practices have evolved through the years to the current levels due to drastic and
turbulent changes in the business operating environment. Business Management Practice
Award Programmes and events have encouraged enterprises to continuously evaluate their
management styles against appropriately developed benchmarks. In light of these, KIM
recognized the need to develop Best Management Practice exercise in Kenya. The Company

ofthe Year Award is one way through which this can be achieved.

A company award is basically a form of recognition that is given to a company that
demonstrates excellence and integrity in its management practices e.g. financial
management, supply chain management, Environmental management, quality management
among others. Sometimes these awards are given to various individuals who are nominated
by their companies e.g. CEO of the year, Manager of the year etc. These awards seek
individuals who have excelled in their respective fields. These company awards usually
enhance a company’s corporate image because the recognition received from the media
either through the newspapers, television or radio goes a long way in improving the

company’s business as a whole in terms of increased sales which translate to increased
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profits and in the long run increased shareholder’s wealth as seen by increase in share prices

at the stock market.

2.10 Relationship between variables

Event studies are cross-sectional in nature examining relationship between variables in a
single group. Event studies have two variables (cause and effect), dependent and independent
variable. The independent variable is the event that introduces information into the market
e.g announcements of COY A Awards. The dependent variable is the daily change in stock
prices. The independent variable is active because it is only available for a specified period of
time during the study. This allows the researcher to use the dependent variable as a measure
of the effect of the independent variables, thus it is possible to infer that the event is

responsible for the difference in changes in stock prices.

The independent variable is operationalized by specifying the date when the information of
the announcement first becomes available to the market. It is also important to establish the
relevant period over which the event is expected to impact on stocks returns i.e the event
window. During the rest of the period outside the event window, the event is not expected to
have any influence of the stock returns. The dependent variable is operationalized as the day
changes in the prices of stock. The change is measured as a percentage, the difference of the

opening price and the closing price as a fraction of the opening price.

211 Event studies

An event study measures the impact of a specific event on the value of firm. An Event is
some change, development or announcement that may produce a relatively large change in
the price of the asset over some period. Event studies have been applied in many fields. In
accounting and finance research. They have also been applied to a variety of firm specific
and economy wide events which include mergers and acquisitions, earnings announcements,
issues of new debt or equity, and announcements of macro-economic variables such as trade
deficit. Applications in other fields are also abundant. For example event studies are used in
the field of law and economics to measure the impact of the value to a firm of a change in the
regulatory environment (Schewert, 1981) and in legal liability cases, event studies are used to

assess damages (Mitchell and Neter, 1984). The principal researches in this area are event
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studies and portfolio studies. Because portfolio studies have so far not been investigated

conclusively (Fama, 1991) the researcher proposes to use event study methodology.

The theory behind efficient market hypothesis is that a capital market is considered efficient
with respect to an information item if the prices of securities fully reflect the return
implications of the information. The price of stocks is set in an auction market where forces
of demand and supply are in operation. Therefore the prices are close to the economic
concept of a “perfect market”. The price of the publicly traded stocks should reflect the
reaction of the financial market to the introduction of new information. Therefore no attempt

is made to manipulate the price.

Event studies are cross-sectional in nature examining the relationship between variables in a
single group. Event study has two variables namely (cause and effect) dependent and
independent variables. The independent variable is the event that introduces information into
the market, for example, announcement of dividends. The dependent variable is the daily
change in stock prices. The independent variable is active because it is only available for a
specified period of time during the study. This allows the researcher to use the dependent
variable as a measure of the effect of the independent variables thus it is possible to infer that

the event is responsible for the difference in changes in stock prices.

The independent variable is operationalized by specifying the date when the information of
the dividend first becomes available to the market. It is also important to establish the
relevant period over which the event is expected to impact on stocks returns, that is, event
window. During the rest of the period outside the event window, the event is not expected to
have any influence on the stock returns. The dependent variable is operationalized as the day
to day changes in the prices of stock. The change is measured as a percentage, the difference

of the opening price and the closing price as a fraction of the opening price.

Under normal circumstances stock prices are subject to some degree of normal fluctuations
when the effect is absent. This is achieved by selecting a clean period of time when the event
is known to have been absent and collecting the stocks returns over this period, the

estimation window. The normal return can be estimated using several models: Market model,

28



Capital Asset pricing Model (CAPM), Arbitrage Pricing Model (APT) and Modified Market
Model (MMM). The dependent variable, stock price can possibly take actual stock return
observed during the periods covered by the event window, when the effects of the

announcements are known to be present. Actual returns are expressed as:

Rit= Pit + Pit- 1x 100
Pjt-1
Pjt is the share price of firmj in period t. Djt is the cash dividend paid on the share of firm j

in the period t, Pjt-1is the share price of firmj in the period t-1.

2.12  Studies in Kenya

Ondigo (1995), examined information content of 18 “blue chip” companies quoted in the
exchange in the period 1990-1994. The study revealed that the annual reports and accounts of
the sample firms do not have information content which is statistically significant.
Unfortunate to the investor who spends time and effort analyzing the annual report and
accounts because they have no information content. The contents of that annual report and
accounts are already captured through more timely media which include interim reports,
dividends bonuses and individual company releases. As far as the semi-strong model of the
EMH is concerned, the study does not provide any evidence and the result of the study was

inconclusive.

Onyango (2004) in his study covered 16 companies out of a population of 48 listed
companies at the NSE, covering the period 1998-2003. The study concluded that the earnings
announcements contain relevant information to which are fully impounded in stock prices
prior to or almost instantaneously at the time of announcement. The year 2003 was an outlier
that evidences the existence of momentum in stock returns. Secondary evidence resulting
from the study is that NSE shows presence of semi strong model of EMH. He suggested

further research on information content to support this conclusion.

Mbugua (2004) in his research examined the impact of stock dividend size on stock returns

on 24 companies which issued stock dividend/stock split (bonus). Results indicate that the
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stock dividend announcements have an impact on stock return. The results also indicted that

the size of stock dividends have an effect on stock returns.

213 Conclusion

It is apparent that EMH/EMT has been extensively researched on. Studies have however,
examined the developed world. Much of the academics literature has tended to concentrate of
the developed world while largely ignoring the developing countries. This study extends the
research on stock market efficiency to one of the neglected markets in Sub-Saharan Africa

with particular interest in COY A awards announcements.
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CHAPTER THREE
RESEARCH METHODOLOGY

31 Introduction
The chapter outlines the research design and methodology to be followed in conducting this
study. It describes the entire process that the researcher would use to obtain the sample from

the population, as well as the data collection methods, and data analysis.

3.2 Research Design

The study aimed at establishing whether or not COY A announcements have any effect on
share prices for companies listed in the Nairobi stock Exchange (see Appendix 4) and
therefore it is an event study. This design is valuable for detailed analysis. Young, (1960) and
Kothari, (1990) concur that an event study often provides focused and valuable insights to a

phenomena that may be vaguely known and less understood.

33 Population of the study
The population of interest in this study consisted of all companies that have participated in
the COY A since 2000 to 2005 and are listed the Nairobi Stock Exchange (see Appendix 1

and 2). This implies that the researcher was carried out as a census survey.

34 Data Collection Method
This study was facilitated by the use of secondary data from the following sources:
a) Share prices of common stock from the Nairobi stock exchange

b) Data relating to COY A from the Kenya Institute of Management website.

35 Data Analysis

The event study used the method of different inferential statistics to compare the scores on
the two values of the dependent variables. The study tried to examine the differences
between the stock returns conditional on the event and the expected returns unconditional on
the event day. In addition, the study analysed data for both the COYA winners and losers.
After the estimation model is determined and both estimated and actual return is obtained for
each stock within the sample, the difference between the two returns is computed for each

event day. Benchmark-adjusted returns are calculated as the raw return on a stock minus the
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benchmark return over the first day of trading. Accordingly, the benchmark-adjusted initial
return (or abnormal initial return) on a share denoted as AlIRi, is defined as follows:
ARjt = Rjt - E (Rjt)

~ (Pil  PioV Pio ~ ( Pml ~ PmoV Pmo
Where:
ARjt - is the unexpected or abnormal returns attributable to the effect of the event
on the stock
Pii -Denotes the closing price at the day ofthe COY A Award,
Pio -Is the opening price,
Pmi -Denotes the closing price of the benchmark index on the first trading day,
and;
Pno  -Is the previous day’s closing price of the benchmark index.

The individual daily abnormal returns for the individual firms were examined to determine
whether the event produces returns that are different from the returns that would be expected.
Cumulative effect may be present and observable therefore cumulative abnormal returns

(CARSs) are computed by summing daily abnormal returns. The

CART = EARt from timet=+ 5tot=-5
The above window period has been chosen because it eliminates the risk of other

announcement being made in the window period of a period of more than five days.

Averaging the individual share responses for all the company included in the sample may
draw an overall inference about the market. The individual daily abnormal firms are averaged
as mean abnormal returns (MAR), which are examined to determine whether on average the
event of the dividend announcement produces returns that are different from returns that
would be expected. Also, because a cumulative effect may be present and observable, mean

cumulative abnormal returns (MCARs) are calculated by summing daily MAR’s across time.

MARt = 1/NEARjt from time t=1 tot=N
MCARt = EMARt fromtimet=-5tot=5
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For all the performance measure (AR, CAR, MAR or MCAR) a t-statistic was computed and
compared to its assumed distribution under the null hypothesis that average abnormal

performance over the event window is not equal to zero.

The null hypothesis is rejected or accepted if the t-statistics exceed a critical value, typically
corresponding 5% level of confidence. Test of market efficiency is a test of speed of market
reactions to news ,the null hypothesis can be rejected for accepted based on the distribution
of CAR and MCAR in the event window. For a capital market to be efficient in the semi
strong from the value of CAR or MCAR should be equal to zero before the event, rise to a
positive number just after the event and remain relatively constant. In an inefficient market,

the value of CAR and MCAR will continue rising for several days after the event.
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CHAPTER FOUR
DATA ANALYSIS AND INTERPRETATION
4.1 Introduction
The study sets out to find out the price effects of COY A announcements on share prices of
firms whose stock is traded on the Nairobi Stock Exchange (NSE). It also tests empirically
some of the hypothesis that has been advanced, by prior literature, to explain the abnormal

price reaction to COY A announcements.

4.2 Technigues

To obtain the daily returns during the eight-year period, the closing daily (end of the trading
day) share prices have been used for each company. The analysis of the initial price has used
the raw data, i.e. returns, which have not taken, into account of what a normal return or

expected return might be.

4.3 Results

4.31 Performance of the market

The overall average return and standard deviation for the entire sample have been calculated.
This has been compared with the performance of the share price index, which is derived from
the daily performance of NSE-20 share indexes constituent companies (appendix 8). The
index has been used as the bench mark, which is commonly used as a performance indicator.
A stock index usually measures changes that have occurred in a given stock exchange in

relation to either the prices, quantities, or the value of the stock quoted in the stock exchange.

The market summary results prior to the COY A announcements have lower means than after
the COY A announcements. This is particularly true with companies that have won the
awards. During the same period, the market returns also show varied means. In addition, it
was found out that the movement of the share prices had a significant relationship with the
movement of the index with a Pearson Correlation of between 5% and 10% for most of the

market variables (see appendix 4).
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4.32 Performance of Companies

Tables in appendix 3 show individual relationship of the companies’ share prices and the
share price index during their 5 pre-COYA announcement and 5 and post-COYA
announcement. The tables show overall relationships of share prices of the 15 companies and
the share price index returns. The results show a correlation of 0.01 (10%) that there is a

close relationship between the movement and of the share prices and the index.

Individual company’s Pearson correlations were also computed for each of the years. For
instance in 2000 two listed companies (TPS Serena and Kenol) participated in COYA in
which TPS Serena won an award on Human Resource Management. TPS Serena shows the
lowest mean price of -0.12516 prior to COYA announcement compared to Post-COYA
results which showed the highest mean share price index of 0.0266. On the other hand, Kenol
had negative returns after the announcement of the award of -0.00604 on the announcement

date compared with the market that had positive returns (see appendix 3).

In 2001, four listed companies participated in the COYA out of which two companies
namely Mumias Sugar Company and Mabati Rolling Mills won the award (see appendix 1).
Individual company’s Pearson correlations were computed for each of the years. The results
show that Pearson correlation for each of the companies ranges from .05% and .01% (see
appendix 5). In addition, both companies that won the award have positive cumulative
adjusted returns compared to the companies that lost the award. They all have negative post-

COYA award have cumulative adjusted returns (see appendix 3).

In 2001, four listed companies participated in COYA out of which two companies namely
Mumias Sugar Company and Mabati Rolling Mills won the award. Individual company’s
Pearson correlations were computed for each of the years. The results show that Pearson
correlation for each of the companies ranges from .05% and .01% (see appendix 5). In
addition, both companies that won the award have positive cumulative adjusted returns
compared to the companies that lost the award. They all have negative post-COYA award

have cumulative adjusted returns (see appendix 3).
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In 2002, three listed companies (BOC Gases, BAT and Mumias Sugar Company Ltd.)
participated in COYA out of which only BAT won the award as the overall winner in
corporate planning (see appendix 1). Individual company’s Pearson correlations were
computed for and the results show that Pearson correlation for each of the companies ranges
from .05% and .01% (see appendix 5). Interestingly, BAT cumulative adjusted returns
remained unchanged during the period under study though the market had negative
cumulative adjusted returns. However, BOC Gases and Mumias Sugar who lost the awards,

have negative cumulative adjusted returns (see appendix 3).

As in the case of 2000, results for 2004 show also that only two listed companies namely
BAT and Mumias Sugar Co. Ltd. participated in COYA (see appendix 1). Both companies
won the awards and the results indicate that their post-COYA announcement cumulative
adjusted returns are positive compared to their pre-COYA announcement cumulative
adjusted returns which were negative (see appendix 3). Individual company’s Pearson
correlations were computed for each of the years. The results show that Pearson correlation

for each of the companies ranges from .05% and .01% (see appendix 5).

In 2005, the highest number of listed companies participated in COYA (see appendix 1). In
total there were eight companies that participated ranging from banking to manufacturing to
service industries out of which three companies namely Barclays of Kenya, Mumias Sugar
Company and Mabati Rolling Mills won individual awards. Individual company’s Pearson
correlations were computed for each of the years. The results show that Pearson correlation
for each of the companies ranges from .05% and .01% (see appendix 5). In addition, both
companies that won the award have positive cumulative adjusted returns compared to the
companies that lost the award. They all have negative post-COYA award have cumulative

adjusted returns (see appendix 3).

In comparison to 2005, 2006 had seven listed companies participating in COYA out of which
two companies namely BOC Gases and Standard Chartered Bank of Kenya lost the award.
The results in appendix three shows that these companies have negative returns adjusted

cumulative returns compared to companies that won individual awards (see appendix 3).
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Graphical representation in appendix 4 confirms this. Individual company’s Pearson
correlations were computed for each of the years. The results show that Pearson correlation

for each of the companies ranges from .05% and .01% (see appendix 5).

The participants in 2007 remained at seven when compared to those of 2007. In 2001, four
listed companies participated in COYA out of which two companies namely Mumias Sugar
Company and Mabati Rolling Mills won the award. Individual company’s Pearson
correlations were computed for each of the years. The results show that Pearson correlation
for each of the companies ranges from .05% and .01% (see appendix 5). In addition, both
companies that won the award have positive cumulative adjusted returns compared to the
companies that lost the award. They all have negative post-COYA award have cumulative

adjusted returns (sec appendix 3).

4.33 Interpretations

An increase in the index implies an improvement in the market activities in terms of price,
traded volume or both. The index reflects what investors think of the prospect of the
economy as a whole or sector of the economy. Research evidence shows that there is a strong
relationship between the general economic conditions and the way the stock market performs
(Reilley, 1979, and 1994). Apart from the investor’s expectations about the firm’s

profitability, this relationship is also due to the various economic series and indicators.

These indicators includes money supply (changes of which have been shown to greatly
influence stock price), inflation exchange rates and interest rates. ECK (1967) in his “Review
of the German stock market” found out that the performance of the stock market has an
impact and is also impacted upon by other variables of the economy, such as inflation,
interest rates, unemployment rates, money supply and exchange rates. The above findings are
consistent with other studies carried out in other market across the world. One observation
made from the 15 companies studied is that there is a general impact on the cumulative
adjusted abnormal returns by the announcement of COYA. The results show that they are
consistent with documented evidence on both over and under reaction to material

announcements such as DeBont and Thaler (1985, 1987) who presented evidence on stock
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prices overreacting to current changes in earnings. They report positive (negative) estimated
abnormal stock returns for portfolios that previously generated inferior (superior) stock price
and earning performance. This could be construed as the prior period stock price behaviour
overreacting to earnings development (Benard, 1993). Benard (1993) provides evidence that
is consistent with the initial reaction being too small, and being completed over a period of at
least six months. Thus, the evidence suggests that information is not impounded in prices

instantaneously as the Efficient Market Hypothesis (EMH) would predict.
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CHAPTER FIVE
CONCLUSION, LIMITATIONS AND RECOMMENDATIONS

5.1 Conclusions

Major company announcement such as stock splits, dividend payment, exit of a company
CEOQ, issuance an Initial public offering and rights issue have all been found to a have a
signalling effect on the companies’ share price performance. In most part literature has found
out that investors perceive positive announcement to mean that the company is ensuring a
continuous achievement of investment objectives. In light of these the results for this study
have also shown that when a listed company participates in COYA, the cumulative adjusted
abnormal returns are affected depending on whether the company won or not. Holding other
factors constant, the results indicate that a company that wins an award has positive

cumulative adjusted returns as opposed to a company that lost.

A company award is basically a form of recognition that is given to a company that
demonstrates excellence and integrity in its management practices. These awards seek
individuals who have excelled in their respective fields. These company awards usually
enhance a company’s corporate image because the recognition received from the media
either through the newspapers, television or radio goes a long way in improving the
company’s business as a whole in terms of increased sales which translate to increased
profits and in the long run increased shareholder’s wealth as seen by increase in share prices
at the stock market. This means that investors perceive awards as forms of good company

performance.

5.2 Limitations of the Study

5.21 Effects of other anomalies

COYA announcement ceremony is always done every first Friday of July each year. The
study considered a ten-day window. That is, five days before and five days after the award.
The results could therefore be affected by other anomalies such as the Weekend and Monday

effects.
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5.22 Inconsistent company participation

While collecting data for this project from the KIM, the information shows that the number
of companies participating each year varies. This means that it would be difficult for any
meaningful conclusion to be drawn from this study. That is long-term trend performance on

individual participating cannot be drawn from this study.

5.3 Recommendations

The study covered all listed companies that participated in COYA since 2000 to 2007
regardless of the segment in which they fall. It is recommended that the study be carried out
by categorising the companies by nature of their operations as well as their market segments
in which they fall in the market. A further study is recommended to determine why there
most of the participating companies are not listed at the NSE. An average of 30 companies
participate each year in the COYA award competition This would shed more light on why

also most listed companies do not participate in Award.
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APPENDIX 1. COVA Participating and Listed Companies at the NSE

2000

2001

o> W

200

NO O PONER O OND U A ®WNE

2007

3-

oo &

COMPANY

Serena Hotel
Kenol/ Kobil Kenya Ltd

Mumias Sugar Company
Kenol/ Kobil Kenya Ltd
Bamburi Cement
Mabati Rolling Mills
Serena Hotels

BOC Kenya Ltd.
British America Tobacco Ltd
Mumias Sugar Company Ltd

Barclays Bank of Kenya Ltd
British America Tobacco Ltd
Kenya Airways

Mabati Rolling Mills

British America Tobacco Ltd
Mumias Sugar Company

Barclays Bank of Kenya Ltd

BOC Kenya Ltd.

East African Portland Cement Company Ltd
Kenya Commercial Bank Ltd

Mabati Rolling Mills

Mumias Sugar Company Ltd

Sarova Hotels Ltd

Unilever Kenya Ltd

Barclays Bank of Kenya Ltd

BOC Kenya Ltd.

East African Portland Cement Company Ltd
Equity Bank Ltd

Kenya Commercial Bank Ltd

Mumias Sugar Company Ltd

Standard Chartered Bank of Kenya Ltd

Acess Kenya Ltd

BOC Kenya Ltd.

East African Cables

1CDC INVESTMENT Co. Ltd
Mabati Rolling Mills

Mumias Sugar Company Ltd
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6.

1Nation Media Group

APPENDIX 2: Companies listed at the NSE

MAIN INVESTMENTS MARKET SEGMENT (MIMYS)

Agriculture

1
2.
3.
4.

Unilever Tea (K) Ltd.
Rea Vipingo Ltd.

Sasini Tea & Coffee Ltd.
Kakuzi Ltd.

Commercial and Services

1

2.
3
4
5.
6
7
8
9

Access Kenya Group
Marshalls E.A. Ltd.

Car & General Ltd.
Hutchings Biemer Ltd.
Kenya Airways Ltd.
CMC Holdings Ltd.
Nation Media Group Ltd.
TPS (Serena) Ltd.
ScanGroup Ltd.

10. Standard Group Ltd.

Finance and Investment

1

2
3
4
5.
6
7
8
9

Barclays Bank of Kenya Ltd.

CFC Bank Ltd.

Housing Finance Company of Kenya Ltd.
ICDC Investment Company Ltd.

Kenya Commercial Bank Ltd.

National Bank of Kenya Ltd.

Pan Africa Insurance Holdings Co. Ltd
Diamond Trust Bank of Kenya Ltd.

Jubilee Insurance Co. Ltd

10. Standard Chartered Bank Ltd.
11. National Industrial Credit Bank Ltd.
12. Equity Bank Ltd.
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13. Kenya Re

Industrial and Allied
1 Athi River Mining Ltd.
2. BOC Kenya Ltd.
3. British American Tobacco Kenya Ltd.
4. Carbacid Investments Ltd.
5. Olympia Capital Holdings Ltd.
6. E.A. Cables Ltd.
7. E.A. Breweries Ltd.
8. Sameer Africa Ltd.
9. Kenya Oil Ltd.
10. Mumias Sugar Company Ltd.
11. Unga Group Ltd.
12. Bamburi Cement Ltd.
13. Crown berger (K) Ltd.
14. E.A Portland Cement Co. Ltd.
15. Kenya Power & Lighting Co. Ltd.
16. Total Kenya Ltd.
17. Eveready East Africa Ltd.
18. Kengen Ltd.

Alternative Investments Markets Segment (AIMS)

A. Baumann and Company Ltd.
Citytrust Ltd.
Eaagads Ltd

Kapchorua Tea Co. Ltd.

Kenya Orchards

1

2.

3.

4. Express Kenya Ltd.
5.

6.

7. Williamson Tea Kenya Ltd
8.

Limuru Tea Co. Ltd.

51



APPENDIX 3: Computation of Cumulative Abnormal Returns (COYA winners and Losers)
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APPENDIX 4: (>r«phic«l presentation of Cumulative Abnormal Returns (COYA winners and Losers)
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APPENDIX 5: Correlations between Stock and Market Returns (COYA Winners and Losers)

SERENA KENOL
Correlations Correlations
CUMULATIVE CUMULATIVE CUMULATIVE CUMULATIVE
STOCK MARKET STOCK MARKET
RETURNS RETURNS RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 .968*" CUMULATIVE Pearson Correlation 1 911+
STOCK RETURNS  sig. (2-tailed) 000 STOCK RETURNS  sjg, (2-tailed) .000
Sum of Squares and Sum of Squares and
Cross-products 060 067 Cross-products 001 003
Covariance .007 .007 Covariance .000 .000
N 10 10 N 10 10
CUMULATIVE Pearson Correlation .968*" 1 CUMULATIVE Pearson Correlation 911- 1
MARKET RETURNS  sig. (2-tailed) 000 MARKET RETURNS  sig. (2-tailed) .000
Sum of Squares and Sum of Squares and
Cross-products 067 081 Cross-products 003 010
Covariance .007 .009 Covariance .000 .001
N 10 10 N 10 10
*mCorrelation is significant at the 0.01 level (2-tailed). *m Correlation is significant at the 0.01 level (2-tailed).
SERENA BAMBURI

XXUL



CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE CUMULATIVE

STOCK
RETURNS
1

.662

.074

10
1.000*’

.000

746

.083
10

"*s Correlation is significant at the 0.01 level (2-tailed).

MUMIAS

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

BAT

Correlations

Pearson Con-elation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

MARKET
RETURNS
1.000-

.000
746

.083
10
1

.841

.093
10

CUMULATIVE CUMULATIVE

STOCK
RETURNS
1

.001

.000

10
.079
.828

.000

.000
10

MARKET
RETURNS
.079
.828

.000

.000
10
1

.010

.001
10



Correlations

CUMULATIVE CUMULATIVE

STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 907"
STOCK RETURNS Sig. (2-tailed) 000
Covariance .006 .006
N 10 10
CUMULATIVE Pearson Correlation 907" 1
MARKET RETURNS  gjg. (2-tailed) 000
Sum of Squares and
Cross-proqducts 054 061
Covariance .006 .007
N 10 10

*mCorrelation is significant at the 0.01 level (2-tailed).

BOC GASES
Correlations
CUMULATIVE  CUMULATIVE
STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 .885”
STOCK RETURNS Sig. (2-tailed) 001
Sum of Squares and
Cross-products 005 004
Covariance 001 .000
N 10 10
CUMULATIVE Pearson Correlation 885" 1
MARKET RETURNS Sig (2-tailed) .001
Sum of Squares and
Cross-products 004 003
Covariance .000 .000
N 10 10

** Correlation is significant at the 0.01 level (2-tailed).

MUMIAS SUGAR
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CUMULATIVE
STOCK RETURNS

CUMULATIVE

MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE CUMULATIVE

STOCK
RETURNS
1

.000

.000

10
Bo*
.005

.001

.000
10

“ mCorrelation is significant at the 0.01 level (2-tailed).

BAT

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products

Covariance
N

MARKET
RETURNS
SO+
.005

.001

.000
10
1

.002

.000
10

CUMULATIVE CUMULATIVE

STOCK
RETURNS
1

.000

.000
10

.696*

.025

.001

.000
10

*»Correlation is significant at the 0.05 level (2-tailed).

KENYA AIRWAYS

MARKET
RETURNS
.696*

.025

.001

.000
10
1

.005

.001
10



Correlations

CUMULATIVE CUMULATIVE

STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 994"
STOCK RETURNS Sig. (2-tailed) .000
Sum of Squares and
Cross-products 095 096
Covariance .011 .011
N 10 10
CUMULATIVE Pearson Correlation .994*’ 1
MARKET RETURNS  sijg. (2-tailed) 000
Sum of Squares and 096 098
Cross-products ’ '
Covariance 011 .011
N 10 10

“ e Correlation is significant at the 0.01 level (2-tailed).

BBK
Correlations
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 .859"
STOCK RETURNS Sig. (2-tailed) 001
Sum of Squares and
Cross-products 001 002
Covariance .000 .000
N 10 10
CUMULATIVE Pearson Correlation .859™ 1
MARKET RETURNS  gjg. (2-tailed) 001
Sum of Squares and
Cross-products 002 007
Covariance .000 .001
N 10 10

*% Correlation is significant at the 0.01 level (2-tailed).

MUMIAS SUGAR
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Correlation*

CUMULATIVE CUMULATIVE

STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 ear*
STOCK RETURNS Sig. (2-tailed) 001
Sum of Squares and
Cross—proqducts 017 014
Covariance .002 .002
N 10 10
CUMULATIVE Pearson Correlation .881*’ 1
MARKET RETURNS Sig. (2-tailed) 001
Crossproducts 014 014
Covariance .002 .002
N 10 10

** Correlation is significant at the 0.01 level (2-tailed).

BAT
Correlations
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 .999**
STOCK RETURNS Sig. (2-tailed) 000
Sum of Squares and
Cross-proqducts 008 008
Covariance .001 .001
N 10 10
CUMULATIVE Pearson Correlation .999*’ 1
MARKET RETURNS  sjg, (2-tailed) 000
Sum of Squares and
Cross-products 008 008
Covariance .001 .001
N 10 10

*% Correlation is significant at the 0.01 level (2-tailed).



Correlation*

CUMULATIVE CUMULATIVE

STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 974%*
STOCK RETURNS Sig. (2-tailed) 000
Sum of Squares and
Cross-products 066 069
Covariance .007 .008
N 10 10
CUMULATIVE Pearson Correlation .974* 1
MARKET RETURNS Sig. (2-tailed) 000
Sum of Squares and
Cross-products 069 075
Covariance .008 .008
N 10 10

*% Correlation is significant at the 0.01 level (2-tailed).

BBK
Correlations
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 979%*
STOCK RETURNS Sig. (2-tailed) 000
Sum of Squares and
Cross-products 000 000
Covariance .000 .000
N 10 10
CUMULATIVE Pearson Correlation 979* 1
MARKET RETURNS  gjg. (2-tailed) 000
Sum of Squares and
Cross-products 000 000
Covariance .000 .000
N 10 10

**» Correlation is significant at the 0.01 level (2-tailed).
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BOC

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

CUMULATIVE CUMULATIVE

Pearson Correlation
Sig. (2-tailec)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

KENYA COMMERCIAL BANK

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Co-relation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

STOCK MARKET
RETURNS  RETURNS
1 444
199
.000 .001
.000 .000
10 10
444 1
199
.001 .003
.000 .000
10 10

CUMULATIVE CUMULATIVE

STOCK
RETURNS
1

5.036

.560

10
1.000"1

.000

4.990

.554
10

*m Correlation is significant at the 0.01 level (2-tailed).

MARKET
RETURNS
1.000**

.000

4.990

.554
10
1

4.946

.550
10



EAST AFRICAN PORTLAND CEMENT

Correlations
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 1.000*m
STOCK RETURNS Sig. (2-tailed) .000
Sum of Squares and
Cross-proqducts 2.924 2935
Covariance .325 .326
N 10 10
CUMULATIVE Pearson Correlation 1.000*" 1
MARKET RETURNS  sjq. (2-tailed) 000
Sum of Squares and
Cross-products 2935 2948
Covariance .326 .328
N 10 10

*mCorrelation is significant at the 0.01 level (2-tailed).

MABATI ROLLING MILLS

Correlations
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 .985*
STOCK RETURNS Sig. (2-tailed) 000
Sum of Squares and
Cross-products 028 035
Covariance .003 .004
N 10 10
CUMULATIVE Pearson Correlation .985*H 1
MARKET RETURNS  sjg. (2-tailed) .000
Sum of Squares and
Cross-products 035 044
Covariance .004 .005
N 10 10

*m Correlation is significant at the 0.01 level (2-tailed).

XXVII



MUMIAS SUGAR

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE CUMULATIVE

STOCK
RETURNS
1

.016

.002

10
.934*

.000
.017

.002
10

*% Correlation is significant at the 0.01 level (2-tailed).

UNILEVER KENYA

MARKET
RETURNS
934"

.000

.017

.002
10

.021

.002
10



SAROVA

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE
STOCK
RETURNS

1

.007

.001

10
.839*

.002
.007

.001
10

*wm Correlation is significant at the 0.01 level (2-tailed).

XXVili

CUMULATIVE
MARKET
RETURNS
.839"
.002

.007

.001

10
1

.009

.001
10

BARCLAYS BANK OF KENYA



CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE CUMULATIVE

STOCK
RETURNS

1

4.931

.548
10

1.000%]

.000
4.903

.545
10

*wm Correlation is significant at the 0.01 level (2-tailed).

EAST AFRICAN PORTLAND CEMENT

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE
STOCK
RETURNS

.001
.000
10

.001
.007

.001
10

“ mCorrelation is significant at the 0.01 level (2-tailed).

KENYA COMMERCIAL BANK

MARKET
RETURNS
1.000**

.000
4.903

.545
10
1

4.877

.542
10

CUMULATIVE
MARKET
RETURNS
.888**
.001

.007

.001
10
1

.054

.006
10



CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products

Covariance
N

*m Correlation is significant at the 0.01 level (2-tailed).

EQUITY BANK

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products

Covanance
N

CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
1 997
.000
8.160 8.015
.907 .891
10 10
997+ 1
.000
8.015 7.913
891 .879
10 10
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
1 -.871"
.001
.003 -.007
000 -.001
10 10
-.871" 1
.001
-.007 .026
-.001 .003
10 10

*. Correlation is significant at the 0.01 level (2-tailed).

MUMIAS SUGAR
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CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE
STOCK
RETURNS
1

.022

.002
10
-.069
.850

-.001

.000
10

STANDARD CHARTERED BANK OF KENYA

CUMULATIVE
STOCK RETURNS

CUMULATIVE

MARKET RETURNS

BOC GASES

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products

Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

CUMULATIVE
STOCK
RETURNS

1

.012

.001
10
-.547
101

-.007

-.001
10

CUMULATIVE
MARKET
RETURNS
-.069

.850
-.001

.000
10

.017

.002
10

CUMULATIVE
MARKET
RETURNS

-.547

101
-.007

-.001
10
1

.015

.002
10



CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Slg. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products
Covariance

N

ACCESS KENYA

CUMULATIVE
STOCK RETURNS

CUMULATIVE
MARKET RETURNS

Correlations

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products

Covariance

N

Pearson Correlation
Sig. (2-tailed)

Sum of Squares and
Cross-products

Covariance
N

CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
1 .204
572
.041 .004
.005 000
10 10
.204 1
572
.004 .009
.000 .001
10 10
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
1 920"
.000
.200 125
.022 .014
10 10
.920" 1
.000
125 .093
.014 .010
10 10

“e Correlation is significant at the 0.01 level (2-tailed).

EAST AFRICAN PORTLAND CEMENT
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Correlations

CUMULATIVE = CUMULATIVE

STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 832"
STOCK RETURNS Sig. (2-tailed) .003
Sum of Squares and
Cross-products 129 074
Covariance .014 .008
N 10 10
CUMULATIVE Pearson Correlation 832” 1
MARKET RETURNS  sig (2-tailed) .003
Sum of Squares and
Cross-products 074 062
Covariance 008 .007
N 10 10
*% Correlation is significant at the 0.01 level (2-tailed).
ICDCI
Correlations
CUMULATIVE CUMULATIVE
STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 .826™*
STOCK RETURNS Sig. (2-tailed) .003
Sum of Squares and
Cross-products 131 095
Covariance 015 011
N 10 10
CUMULATIVE Pearson Correlation .826” 1
MARKET RETURNS  gjg. (2-tailed) .003
Sum of Squares and
Cross-products 095 101
Covariance 011 011
N 10 10

"*e Correlation is significant at the 0.01 level (2-tailed).

MUMIAS SUGAR COMPANY LTD



Correlations

CUMULATIVE
STOCK
RETURNS
CUMULATIVE Pearson Correlation 1
STOCK RETURNS Sig. (2-tailed)
Sum of Squares and
Cross-products 044
Covariance .005
N 10
CUMULATIVE Pearson Correlation .032
MARKET RETURNS  sig. (2-tailed) 930
Sum of Squares and 001
Cross-products :
Covariance .000
N 10
MABATI ROLLING MILLS
Correlations
CUMULATIVE
STOCK
RETURNS
CUMULATIVE Pearson Correlation 1
STOCK RETURNS Sig. (2-tailed)
Sum of Squares and 163
Cross-products '
Covariance .018
N 10
CUMULATIVE Pearson Correlation .942*
MARKET RETURNS  sig. (2-tailed) 000
Sum of Squares and 086
Cross-products '
Covariance .010
N 10

** Correlation is significant at the 0.01 level (2-tailed).

NATION MEDIA GROUP

XXX

CUMULATIVE
MARKET
RETURNS

.032

.930
.001

.000
10
1

.046

.005
10

CUMULATIVE
MARKET
RETURNS
.942"

.000
.086

.010
10
1

.051

.006
10



Correlations

CUMULATIVE CUMULATIVE

STOCK MARKET

RETURNS RETURNS

CUMULATIVE Pearson Correlation 1 -049

STOCK RETURNS  Sig. (2-tailed) .894

(S:L:(rgso_:)rsoqduuacrtis o 029 ~024

Covariance .003 -.003

N 10 10

CUMULATIVE Pearson Correlation -.049 1
MARKET RETURNS sig. (2-tailed) .894

Sum of Squares and 024 8.297

Cross-products
Covariance -.003 922
N 10 10



Correlations
CUMULATIVE CUMULATIVE

STOCK MARKET
RETURNS RETURNS
CUMULATIVE Pearson Correlation 1 .867*
STOCK RETURNS  Sig. (2-tailed) .001
Covariance .000 .000
N 10 10
CUMULATIVE Pearson Correlation .867* 1
MARKET RETURNS  gjg. (2-tailed) .001
Covariance .000 .001
N 10 10

*% Correlation is significant at the 0.01 level (2-tailed).

XXX11



