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ABSTRACT 

Investors constantly e\aluat p r m1nn L of different firms and their aim is to 

determine which firm \r l in t dt r ~o that they can invest their funds in 

th m and whi ·h on · uc l ·t ri< rating in performance so that they can 

withdraw th :ir ill\ · tm ·nt fr m them . One of the basic techniques used by 

in c ·tor,· and th financial analysts is the PIE ratio. This study sought to 

determine "hether the P/E ratios of companies quoted on the Nairobi stock 

e, change have any relationship with some three basic investment performance 

indicators namely the Earnings growth, Dividend payout and Earnings growth 

variations. 

Using a sample of 30 firms out of the total 55 firms listed at the Nairobi tock 

Exchange over the 1993 to 1998 period the researcher examined the 

relationship between a company's PIE ratio and the indicator mentioned 

above. 

The multiple regre ion t chnique \ a u ed fl r the naly i f data II ct d 
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1. INTRODUC ION: 

1.1 Background 

Invest )('s huv n the aluc of their investment and these expectations 

'nab!~; th m t make deci ions on whether to sell or buy or hold particular shares. 

The objecti\e of the in estors is mainly to maximize the returns on their 

in e tments thus increasing their wealth. According to Lee, 1983, one of the 

factors that increase the equity shareholders wealth is the management's success in 

fulfilling the market expectations of the shareholders. 

The returns of the shareholders depend on the profitability of the busine 

enterprise they ha e invested in. This profitability is expre sed in form of earning 

computed by accountants using the enerally 
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Every rational investor would wi h to ma.·imi e these returns in terms of dividends 

and capital gains and would b ' illin t buy the hares that he or she expects to 

earn highest return . ill ' · 74 bs r d that investors hold securities for 

consumption opp muui1i · 1h < ff r and will evaluate them in terms of their 

yields ( qu ll ·d b · n, . 1989). The problem is how to tell which share is 

c , p 'l:h:d t am the highe t returns . It is very hard to predict the future. Legendary 

in e t r Peter L ncb once said " Nobody can predict interest rates, the future 

direction of the economy or the stock market. Dismiss all such forecasts and 

concentrate on -.....-hat is actually happening in the company in which you want to 

invest in. " 

Shareholders constantly evaluate company performance in order to determine 

\vhether to buy or sell or hold the shares. "The only practical way in ~ hich an 

inve tor can today gi e expression to his conclusion in reg rd t th management 

of a c rp rati n in which he i inter ted in, i by r taining, r 

dip ff f hi ltl\' tm nt" lu y 1 7 qu t 
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company is in. Others are not intere ted at all in the detailed analysis and so they 

evaluate companies by u e f th~.;r H 't rs. Warrant Buffet, (Quoted by Peter 

Gachuba in Daily at1 n, l ' Jun~.; I c)c 9) another famous investor, dismisses most 

analytical data •tntl ur I 1 ntial in ·tors to disregard any data that will lead to 

peculntion, tn i im , ·t m ' ell managed companies whose products they fully 

untkr ·tun d. 

There are a number of ratios that are usually provided by Financial analysts 

e peciall to equity investors in order to help them make decisions on which 

securities to purchase or sell. These include Dividends per share, Dividends Yield, 

Di idends Pay out Earnings per share, Earnings yield, Price to Asset Book Value, 

et Assets per share, Price Earnings Ratio, and many others depending on the 

information needs of the in estors. 

nc f the 1111 rtant ba i num rical m th u ed in pra ti c, t v· lu, t the 
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1.2 Price Earnings Ratio 

Price aming Ratt 1 th '.tlul ( C a ompany's share pncc relative to the 

company'. earn in'·. 

the c ntpun 

r <lti, J.' d t •rmincd by dividing the price of the share by 

hare. or example; If the share ofXYZ company has a 

·l ·ing{ri · f h . l per hareandthecompany'seamingspershareisShs.l5, 

then th Price Earning ratio is 10. So the price of XYZ,s share is ten times the 

compan ' earnings per share. 

Many money market managers use Price to Earnings ratio as a basic screen for 

companies that they are considering for purchase. The P/E ratio places a value on 

the share price, and this allows a money manager to determine whether a share is 

priced relati ely high or low. Once this first step is undertaken the manager can 

then scrutinize the company in a more detailed qualitati e fa hi n. 

Th PI • rati 1 mterprct di ffcrcntl y cc rding t m nagcr' particular 

f· r c. mplc, wht.:th r a m nagcr ck alu r rr wth will influ n 

wh th r th hi rh r I ' ' Price [ ·tmin , Rati . l w l ri c 

1:. min in I 

II n rm Ill llll 

tu h I I n 



oriented companies pay out little or no di idcnds because they are reinvesting 

earnings into capital equipment. hi r in tmcnt strategy anticipates greater 

future growth for camin ri . Thi type of company has a high PIE 

ratio. Th arnin ' · trt· I )\\ I ut t( price is high, reflecting the future potential of 

the cotnpan . I h · I / I' 'ati allow an investor to gauge whether a share is priced 

high or I w ba · d n earning . enerally speaking, the stock market is prepared to 

put a higher Price Earnings ratio on a company which has the potential for above­

average grm\ th in profits and dividends than on a company which is only 

managing sluggish growth. 



1.3 Statement of the Problem. 

The investors have a d c n where to invest their funds and make 

returns. There ar mun pttt n. f 1 tn stmen t for example, Government treasury 

bills and >th ·r b m I , H 111 d (sits, in urancc policies, Real estate, Shares at NSE 

(either ordinur. 1 pt [!·renee hares). The investor makes the decision depending 

n the mn unt f return he is looking for, the period of investment and the risks 

a ociated with particular forms of investment. If an investor has invested in 

ordinary hares he may from time to time buy more or sell or decide to hold shares 

of certain companies depending on the expected returns. 

'The simplest and most widely used ratio used to predict the market is the Price 

earnings Ratio. ' (Shiller, 1996). Price earnings ratio is used by investor to gauge 

arious company stocks and to e aluate the market expectations on a particular 

hare. "In practice analy t frequently attempt to ic\ the P/ • rati n a gt en 

k in r lati n t the PI ratio pr ailing n m br d market mdc:. 

her and J rdan 19 pnn tp 1 dctcm1inant tandar i P/ L 

voul b dct rminc I by th c:t nt t \\ hich the 11 \\in r \'ariablc e c d and 
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d) Institutional ownership of stock 

e) Financial leverage (u e f d bt m:m ing) 

, cv raJ oth r tu li · lht\ ~ i ' n '< nductcd in relation to the company stocks 

pcrfonnnnr · 111 h ·at r an ho they affect the PIE ratio. Malkiel and Cragg 

( l970) studi d th ffec of historical growth of earnings, dividend payout ratio 

and th ·t d.. rate of return relative to the market in determining PIE ratios. 

arnmg growth \ as found to have a positive effect on the PIE ratio. The closer 

the tock return followed that of the market, the more negative was the PIE effect. 

The di idend pay out effect was not clear as in some years, the higher the payout 

the higher the PIE, but this was not true for all the years. Other studies were by 

Whitbeck and Kisor, (1963), Bower and Bower (1969), icholson (1960) Ba u 

(1978) and Shiller ( 1996) and the results obtained are described further under 

Literature Re ie\ . 
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or by other factors peculiar to the E and probably to the developing world. The 

aim was to establish the nature and t f r lationships between the Price 

"'arnings Ratio and th ml l[" \: th r -arning ; the variation in earnings growth 

(risk) and th · divid ·n !1 .t cut t lti ::> ofth' quoted companies on the Nairobi Stock 

b chang·. 



1.4 Objectives of the Study 

The objectives ofthi tudy' fl: : 

• Identify th 1 ·I Hi n. hi t ·twl.!t:ll Pri ce <arnings Ratios and the growth 

ratt: )r · 11nin • . th r i idcnd payout ratios at the NSE, and the 

variali n in the earnings growth of companies at the Nairobi stock 

e change. 

• Determme the significance of the relationships between Price Earnings 

Ratio and the three factors, Growth rate of Earnings, Dividend payout 

ratios and earnings growth variation 

1.5 Significance of the Study: 

The results of the study will be used by both current and potential in e tor at the 

airobi tock Exchange in the e aluation of variou quoted companic ' bar 

whether to rely on P/ ratio or not and '> hcthcr th h r s ar cr r 

undcr\'alu d. 

h tu ' ill b unp rt nt al to rp , tc m n ~..: ~..: I ci til wh~.:n th · tr~.: 

tt in o h r c tmin 

u 



Secondly, when the managers and bu in s or Financial advisors are considering 

the buying and selling of bu in in m "rg"r and acquisitions they may use the 

'I he stud will I · 1 
. 

' 1111 rtant to the scholars and academicians in their pursuit 

for kn )WI ·dg and further re earch. 
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2. Literature Review 

2.1 Investment Perform nee Indicators 

In vestment wti > • H in ii ·m 1 ()f' important for the investors(both current and 

1 )t ·ntinl) and lh finan ial manager or analyst who is interested in the market 

pncc · r the hare fa company. These ratios help equity shareholders and other 

the alue of an investment in ordinary shares of a company. The 

alue of an investment in ordinary shares in a listed company is its market value, 

and o in estment ratios must have regard not only to information in the 

company s published accounts, but also to the current prices. 

Some of the indicators used include 

a) Earnings Per hare. (EPS) 

EP i a mea ure to\ hich both management an har holder pay a great deal 

of attenti n to. It i \\ id ly u ed in the valu ti n f hare . p alculati n , mad 

vcr th ·car indi ate wh th r r n t the fim1' c· mmg~ han 'cd ct 

th , l 9 :. rntn 1 p r han.: i a l ci I rdi n 

nition in m 1c untin 1 \P d till h i 

uri ut h quit 
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dividends, such profit being divided b th number of ordina1y shares (Lee 1983). 

This ratio is quoted in the annual r p rt 

Jared publicly on a per share basis by a company's 

board f dir • ·t t • and in m t cases no calculation is necessary. DPS is the total 

dividend declared or paid di ided by the total Number of ordinary shares, 

c) Earnings ield 

This ratio expresses the rate of return on the investment. Earnings Yield is 

computed by di iding the Earnings per Share by the Market price of the share. 

d) Di idends Yield 

When the di idend paid per share is di ided by the market price p r har th 

re ult i called the di idend yield. Thi r tio i at o f much mtcrc t t 

har h ldcr and invc t r . 

r i\ i nd p out 
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"Some investors are attra t db th" :s l k f mpanics that pay out a large 

percentage of their arnin s th<..'f 111 <..:~tors arc attracted by the stock of 

companies that 1 :tain 1n t 1 t a Jar )l; percentage of their earnings. The tax 

·tatus or thl' inv . t I hu. () r 'at deal to do with this preference. Investors in high 

ta brack t ' n n prefer to ha e the company reinvest the earnings with the 

expectuti n that thi rein estment will result in share price appreciation" 

(Hern1an on, Edwards, and Maher) 

f) Price Earnings Ratio 

Foster ( 1986) notes that this is one of the most frequently cited financial indicators 

about a publicly traded company. He argues that the P/E ratio can be gi en a 

theoretical foundation ia an equity aluation model of the form 

P, = £ 1/r 

wh re P, i the price of one equity hare of firm I nd £, i th c p ct d annual 

earning~ wh r a r i them rkct r t f int rc t fl r ri klc In\' tmcnt . 

umpti n undt::rlyin thi th r ti tl un i Hi n 111 lu ic 

in th ir ri ith IJ1 
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2. The future earnings stream can b full r pre ented by a single number (a 

scalar). One such case i ''her thl: futur tn;am is constant. 

Where these as umption 'lr n t m~.. t th P/h ratio should not be imbued with any 

theor tical import tn · ·. In Ill< t · nt ts it is best viewed as a summary indicator 

that man tinan tal rati are iewed as indicators of attributes such as liquidity, 

pr fitabilit and le' erage. 

The Price Earnings Ratio and the Dividend Pay-out 

Frank Reilly and Keith Brown in their book "Investment Analysis and Portfolio 

management' state that the infinite period dividend discount model can be used to 

indicate the ariables that should determine the value ofP/E Ratio. This dividend 

Discount model" hich is used for estimating the value of a stock can be implified 

to the following expression. 

= 
k-g 
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If we divide both sides of thee unti n b j.1, (the expected earnings during the 

next 12 month ) the r uh i 

Thu · the P/ i · d t m1ined by: 

l . The exp cted di\ idend pay-out ratio ( D/E1 i.e. dividends divided by earnings) 

The required rate of return (k) 

3. The expected growth rate of dividends for the stock (g). 

'Based on the P E equation there is a positive relationship between payout ratio 

and the PIE ratio. Therefore if the (k-g) spread is constant and the Dividend ratio 

increases there ~ ill be an increase in the PIE ratio or the earnings multi pier. At the 

same time \\e should recogni e that the di idcnd payout ratio i equal to nc minu 

the earning retention rate . Ther fore if the di idend pay- ut incrc, c , thcr , ill 

be, de line in th arnm n.:tenti n rate which will in th gr \ th 

:rate g . Thu there i. partinl f ct b tween han 'C in the divi I nd pa ut rate 

m I th p t d r wth rate.· Rei II} md Br ' n , 



Limitations Of Ratios 

Users of ratios must be careful in intcrpr'ting trend and comparisons computed 

from financial statcm nt 'l th v hn '~rtnin limitation 

ompnnil's nw n t mparable. Data among compan ies may not provide 

meaningful , mpari on because of factors such as use of different accounting 

method , ize of the companies and the diversification of product lines. According 

to Montegomery ( 1982), in any investment decision, qualitative information not 

measured and reported by accountants can be very significant in decision making. 

These include 

• the quality of the firm's management and work force, and the selection and 

training programs needed to ensure maintenance or improvement of this quality, 

• the quality of its labour relations and prospects for continued operations at 

competiti e labour force 

• the quality of its product and of rc earch directed toward nc\ and impr , cd 

product in a rapidly changing ' rid. 

• th cnvir nm nt fthc firm in ludin overall c 

nd the future.: hare f th rn rkct th lt the finn mi [lht r •t on. hi , 

nti IJ 



Financial analysis is performed on hi tori a! data, primari ly for the purpose of 

forecasting future performan . Th hi. t ri al relationship may not continue in 

future because of chang in tht: 1t n ml stat' of the economy, or in the business 

environm nt ofth · finn. )J in mana r mcnt and policies estab lished by the 

managcm ·nt. 

Another limitation is that the measurement base in computing the analytical 

measures is historical cost. Failure to adjust for inflation or for changes in fair 

values may result in some computations providing misleading information on a 

trend basis and in comparison between companies. 

Another limitation is the use of year end data. These data may not be typical of the 

firms position during the year. This is because the management with the 

knO\ ledge that certain ratios are computed at the year end, may impro e a ratio by 

entering into certain types of transaction ncar the end of the year. 

2.2 Using Price Earnings Ratios 
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Price in comparing two share . For .'nmpl a Share with a Price of Kenya 

Shi1lings 10.00 and a PI f 4 i n t f th a me worth with one selling at the 

same price but ha a PIE . \:s nt t d in haptcr one, the PIE is better placed to 

help the invc. tor in 111 • 1 111 in "hi h ·t ks arc highly or low priced with regard to 

th' cumin, ·. 'J h · qu · ti n that arises to the investor is; which is better between a 

high PI and a I " ne It is very difficult to answer that question, but it is 

important t n te that a share with a high PIE ratio may have the following 

ad antages: 

• The\ ealth of a company's owners is increased in proportion as the Price rises. 

• If the company needs additional funds, these funds can be raised at favourable 

pnces. 

• When the PIE is high the possibility of a successful hostile take over bid is 

much reduced. 

• Most importantly the company ha the means to make acqui ition n fa urabl 

term by u ing it paper hare a opp ed to ca h. 

f mp ni , analy t k vari u 

r de ting th a pr riat / [ ~ rati that an applic.:d t 

mr to I tc.:rmin the n nn tl r i ht' ' tluati n < r it 
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such computations care is taken as different compames m the same industry 

frequently carry quit diffl r nt PI ratios. Using this normal PIE a fair price of the 

share i comput d 'ln i ' mparcd with the current market share price to assess any 

baPuin )t' v 'r ri in of the share. For example if a company is expected to earn 

K '11 a hilling 10 per share and normally sells at a PIE ratio of 12, the analyst 

might conclude that a fair price is currently Kenya Shillings 120. If the share is 

selling at Kenya Shillings 110, some analyst might consider it undervalued. Should 

the share be sell for Kenya Shillings 130 it might be judged overpriced or 

overvalued. 

In a study conducted by R. A. Bing, he found out that several techniques are 

favoured by analysts in determining proper PIE multiples. In majority of the 

analysts 

1) Used time horizons from one to three years 

2) Preferred to use several techniques in combinations rather than sticking to one. 

75 % of analysts surveyed used "normal" multiplier rules of thumb under the 

follO\: ing techniques. 

• hey c mpared current actual P/ with v hat they c n idered n rmal {i r the 

t kin que ti n 

• I he c mpar d price time th c timate i uture eamm' ' ·ith what th • 

l normal multipli r lt th t k in qu ti n. 



• They compared the multiplier and the growth of earnings of individual stocks 

with industry group multi 1 and earnings growth. 

2.3 Previous Research on Price Earnings ratios 

ln additi n t the tudies mentioned in Chapter 1 there are other studies that have 

been conducted on PIE ratio especially its relation to returns and growth of the 

fitms. Robert Shiller did a study on Price Earnings Ratios as forecasters of the 

returns in the US markets and concluded that more than half of the variance of 

stock price changes could be explained in advance by the Price earnings 

ratio.(Shiller, 1996). Even earlier in 1967, a study carried out by Hammel and 

Hodes on the factors influencing Price Earnings ratio showed that a relationship 

existed between the stock prices and the PIE ratio. (Hammel et al 1967) 

Whitbeck and Kisor (1963) studied a number of stocks over the same time span. 

They speculated that differences in PIE ratios between stocks could be explained 

by 

1) Projected earnings growth 

2 expected di idend payout 

3 the ari tion in the rate of earning grO\ thor growth ri k. 

h y ppli d the c rr lati n te hniquc acr ti n l3 

I ! mti t5 an 

fun ti n f 'f '' th n I P'\ ut • nd im r 



the growth rate. In other ' ords higher PIE ratios were associated with higher 

growth and payout and 1 ariati n in the growth rate. 

w rand w 'r 1 9) u cd a similar approach for · different time period with 

an th r ampl of firm . hey used earnings growth and payout as variables but 

di ided ri k into sub components including marketability of the stock, its price 

variability and its conformity with the market. They showed results similar to 

whitbeck and Kisor for a cross section of stocks. They saw the same positive 

effects of earnings growth and payout. However their examination of risk was 

more detailed. They discovered that higher PIE ratios were associated with more 

rapid earnings growth and higher dividend payout. Lower PIE ratios with less 

marketability greater conformity to the market price movements and higher price 

variability. 

icholson, (1960) published the first extensive study of the relationship between 

PI multiples and subsequent total returns which howed that low PI 

c n istently pro ided return greater than a erage tock . quoted by 

R nald). Ba u intro uc d the n ti n that P ratio may plain 

a pi tal et Pricing p n un that, r hi am 

nald and 

f th 

1 k ~ · hangc finns there w. u di tin t m: 'ativ n b tw n P/L rail 
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Price Earnings ratio n a concern especially when two or more markets 

were compar d. tudy in regard to this to explain why the Japanese 

compani huvc n •rally higher PI ... ratios than the USA companies. In one such 

a tud d ne b i o Abuaf and Kathleen Carmody who were comparing the cost 

of capital in both countries, it was concluded that the high Japanese PIE ratios 

prove that Japanese firms have a lower cost of equity capital. They observed that 

to the extent that the Japanese companies are expected to grow more rapidly than 

those of the US companies, Japanese companies should have a higher PIE ratios 

even with identical cost of equity capital.(Abuaf and Carmody, 1990) 

Fama and French in their study on the cross section of expected returns observed 

that the PIE ratio effect could be used in the extensions of the CAPM model in the 

attempt to predict returns. They noted that holding beta constant in the extended 

model, observed returns tend to be higher for low PIE ratio stocks and lower for 

high PIE ratio stocks. Expressed differently low PIE ratio tocks earn exec 

returns abo e what APM would predict and high PI ratio t ck earn I that 

\ hat the APM \\Jould predict. imilar t th Pt • rati , the rati f mark t t 

k \'aluc \a u cd t explain c urity return . · m an •rcn h, t< 2 . 

Kent nicl ct al in th ir tc ts t . pl. in th cr ti n cctcd r tums in 

J '11 tn 
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Others researcher hav n tudic on how returns and investment values relate 

to or can b pr di tc i ariou factors. Staubus, 1965 carried out a study on 

c rrclati n n · mm n t ck values and various financiiil accounting variables. He 

c ncludcd that earnings and current flows were better individual indicators of 

t ck alue than dividends and book values. 

In 1978 Basu examined the degree to which earnings of corporate equities affect 

the association between annual income numbers and security prices. His 

conclusion was that earnings yields of corporate equities are indicators of future 

investment performance and as such, affect the association under consideration. In 

another study, Phillips et al, 1970 tested the relationship between income measures 

and the bank stock values. They took the dependent variable as the value of bank's 

stock and found evidence of a strong association between bank stock values and 

operating earnings per dollar of assets. 

Benston 1967 did a tudy to find out v hich publi hcd data are u ed by in e t r a 

reflected by change in the market pnce f c mm n t ck . pr id a 

m aning ul te t the relati n hip tw n mm n k pncc , pu li hcd 

a c untin 1 in nnati n and p 'ifi 1. lie und ut that nl 

mall thou I lllnd h \\\ l.: n the t.tks )J 

hm II I It 0 h Ill . 
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In another fairly recent study by Owen Lamont, 1996 on Earnings and Expected 

Returns he concluded that th aggr gate dividend payout ratio forecasts aggregate 

execs r tum n th st k and corporate bonds in post-war US data. He 

b rv d th·1t th hi h corporate profits and high stockprices forecast low excess 

return n equitie , and that when the payout ratio is high, expected returns are 

high. The payout ratio's correlation with business conditions gives it predictive 

power for returns. 

Walter Good, (1991) observed that there are two conflicting views of PIE ratios 

that compete for the investors attention. One approach looks to the efficient market 

hypothesis for support. It holds that the PIE ratio is high or low for good reason, 

because information as it becomes available is quickly discounted by a rational 

stock market. The other approach has the backing of the contrarian logic. It 

considers a high PIE to be a reason to sell and a low PIE an opportunity to buy . 

According to this view, investors, driven by extremes of their greed or fear, often 

act irrationally. As a result, they push stocks prices too high or too low, setting up 

the stock market for a subsequent correction or rebound. History eems to pro ide 

upport for the both points of ie'> . 



3. RESEARCH DESIGN 

3.1 Population and Sampling 

The p pulati n f the tudy comprised of all companies quoted at the Nairobi 

t k e:change. The total number of firms in the population was 55 as analysed 

helm: by groupings. The study was on the variables that are generated from this 

market, and which could only be obtained from quoted companies. The 

Information on the listed companies was obtained from the "Quoted Companies 

Results" books which are published every year by the Nairobi Stock Exchange, 

and the Researcher was interested in the companies' published results for the last 

ten years from 1989 to 1998. However due to the structural changes that took place 

between 1990 and 1992 in Kenya and at the NSE, after Liberalisation of the 

Financial Markets, only the data for period between 1993 to 1998 was used for the 

study as these were taken to be free to structural change bias. 

Selection of the sample firms used the following criteria. 

• The Firms' Published Account for the year f tudy ' ere a ailablc at the 

stock e change and had been included in the" uotcd ompanie Rc ult 'b k 

• ach mplc compn c of firm \\h c fi cal year end wa the arne. In tht 

regard all the li ted companie were I ifi d b their ft . al •ar end tnt fj, e 

nuJ a hO\ n by 'I.tbl 3.1.1 bd ' '· '1 hi n ' •. , at 

b u th d 1 n I nt v i I· llllin R tti ' 1 t , l t tk~n tt .t 



particular point in time and the point chosen was the last day of the Fiscal year 

of each company. t thi p int in time the stock prices are free from effects of 

result announ m nt and ar ' dividend. 

Table 3.1.1 

YEAR- END No of Firms 

31-March 7 

30-June 11 

31-July 2 
30-Septem ber 10 

31-December 25 

TOTAL 55 

• Out of the total 55 companies, 7 were listed at the Stock Exchange after 1993 

and so they could not be included in the sample. 

• In addition to that 3 of the remaining 48 firms did not submit information for 

some of the years of study and therefore could not al o be included. 

• orne companies had negati e Price arnings Ratio in orne of the year under 

study. This " a a reflection of the lo th e firm had m d p cifically in 

th · year . c rgc in hi b k, inancial tat ment n~ ly i 

rcc mmcnd that th f dealing with ncgativ P/l:. rati in Rc ar h i. 

elude them fr m the tud '. In the li ht f thi I c mpanic whi ' h ha 1 

n • ti ' P/I~ rttio in n th l l\\ n I I t t) ' r c I u I I 



from the study. This left us ' ith a total of 30 companies which were classified 

as follows in Table 3.1.2 

Table .1.2 

YEAR-END No of Firms 

31-March 3 

30-June 6 
31-July 1 

30-September 5 

31-December 15 

TOTAL 30 

• The total sample is relatively small. Furthermore there is inadequate 

representation of firms whose year end was 31 March and 31 July. Because of 

this the pooled time series, cross -sectional research design was used. This is 

the same design that was used by Darryl Craig, Glenn Johnson and Maurice 

Joy in their study on PIE ratios and Accounting methods. In the case of this 

study five samples were used as indicated by Table 3.1.3 below. There was 

observations for companies whose year end was 31 1 December obtained from 

15 companies o er six years. Within thi ample two m r ub- ampl f 

b crvations each wer elected a i. c mp nic tn ach f the t\\ 

·in nci I and Indu trial th r tw am lc · r th 

c mpanic wh c year nded ':\ Olh Jun m I - th 

hn c n ·m I J w li I th it 



research on Industrial companies whose year end was 3 P1 December only. The 

list of companic in th nmpl f this research and their variables are given in 

Appendi . 

Table '\.I . 

Sample Year End Sectors No of No of 
Com anies Observations 

A 31st All sectors 15 90 
December 

8 31st Financial 6 36 
December only 

c 31st Industrial 6 36 
December only 

D 30th June All sectors 6 36 

E 30th All sectors 5 30 
Se~tember 

3.2 Data Collection 

As indicated above under Population and Sampling, the study involved secondary 

data \ hich \ as collected from the annual report published by the airobi tock 

Exchange. The data collected for the tudy included 

• th Pric arning rati n J, t d y f the each c mp ny' c unting y ar 

r m 1 r h untin tlf 

b th rc ult rc u u ll ' ·mn un 1 .1l ut 

th m 



• the dividends pay out ratios of each company in the sample for the years of 

study were also coll fr m th NSE annual results publications. 

• The annual rnm lr v th rate [! reach company for the years of study were 

btuincd in tw a for comparison. This was computed by dividing the 

in ·rea ~ in earning in one year by the previous year's earnings. 

1. The follO\ ing year earnings growth rate for every year of study and 

2. by computing the five years average of earnings growth, to eliminated the 

effects of short term considerations. As long ago as 1934, Benjamin Graham 

and David Dodd, in their now famous textbook Security Analysis, said that for 

purposes of examining such ratios, one should use an average of earnings of 

"not less than five years, preferably seven or ten years." (p. 452). Earnings in 

any one year tend to be affected by short-run considerations, that cannot be 

expected to continue. Obonyo also used five year average dividends yields in 

his study on the characteristics of the Dividend yield clientele phenomenon 

among the equity stock investors in Kenya. 

• Variations in the annual earnings growth for the period of tudy wa computed 

in form of the fi e year mo ing tandard de iation of earning gr v th rate [! r 

the pre i u fi e year . 



3.3 Data Analysis 

The data collected wa , nnl d t tablish relationships usmg the Multiple 

Regres ion Anal i . 1 hi i th' arne method that was used by Asienwa (1992) to 

analy th' r 'itti n hip etwccn investment ratios and the share performance of 

qu t -d c mpanie at the SE; by Staubus, 1965 in study on the association of 

financial accounting ariables with common stock values; Phillips et al also used 

the regression analysis to determine the relationship between income measures and 

bank stock values. 

The data involved in the model included the variables collected as indicated under 

3.2 Data collection above. In addition zero-one dummy year variables were 

included to pick up unspecified influences that may vary from year to year. This 

was the same approach used by Craig, Johnson and Joy where they argued that, 

capturing the effect of time in this way does not impose an arbitrary linearity 

restraint on the time PIE relation. 

In this study all data for the five samples were run in a SP computer package to 

obtain the coefficient of the Regression Equation. The error term of the 

Regre ion dependent ariable were inve tigated and confirmed t b n rrnal. hi 

gave the re earcher c nfid nc t rely n th c effi i nt btainc r m th d, ta . 



4. DATA ANALYSIS AND FINDINGS 

4.1 Introduction 
Thi tudy u1hl t d t •rmine the nature and type of relationships between the 

Price urnit g Rati and the rate of growth of earnings; the variation in earnings 

grm th and the di idend pay out ratios of the quoted companies on the Nairobi 

Stock Exchange. In this chapter the hypothesis that there is a relationship between 

PIE ratios and Growth of Earnings, Variation in Earnings growth and Dividend 

pay out ratios is investigated in detail. The data collected was studied and the 

findings are recorded and discussed. 

4.2 Findings and Discussions 

4.2.1 Data Tests 
The Correlation Coefficient for Earnings growth and Earnings Variations, slightly 

exceeded an absolute alue of 0.7 in three of the sample, but this wa expected a 

earning gro" th and the tandard de iation for the earning grm th ar related. 

rth le m t fall the thcr c rrclati n fficicnt " ere ha in an a lut 

cd did rai r ct al 

tn ab olutc valu tlm n t 

th 

I r m th t 1ll th th It 



multicollinearity was not considered an important problem at least for the samples 

under study. 



Table 4.2.1 Pearson's Correlation Coefficients 

Earnings Growth Earnings Variation Dividend payout 

Earnings Growth Sample 1 1.00 0~68 -0.05 

Sample 2 1.00 0.19 -0.04 

Sample 3 1.00 0.76 -0.33 

Sample 4 1.00 -0.06 -0.04 

Sample 5 1.00 0.78 -0.28 

Earnings Variation Sample 1 0.68 1.00 0.02 

Sample 2 0.19 1.00 0.22 

Sample 3 0.76 1.00 -0.18 

~ Sample 4 -0.06 1.00 -0.24 

Sample 5 0.78 1.00 -0.12 

Dividend payout Sample 1 -0.05 0.02 1.00 

Sample 2 -0.04 0.22 1.00 

Sample 3 -0.33 -0.18 1.00 

Sample 4 -0.04 -0.24 1.00 

Sample 5 -0.28 -0.12 1.00 

34 



Table 4.2.2 below gives the regression results. There are five regression models 

one for each sample. M d 1 1 th m del for all companies whose fiscal year end 

was 31st Dcccmb r. M I B wa [I r those companies in the Financial sector of 

N • und wh ·' ·or ·nd wa also 31st December, whereas Model C was for 

c mpum , ith the arne year end but from the Industrial sector of the Exchange. 

Model D and E v ere for all companies whose year end was 30th June and 30th 

September respectively. 

The F statistic was used to test for the significance of the regression relationship in 

each of the models. The results showed that there was strong regression in Models 

A where the F statistic was significant at 0.01 level. In other words we could 

confirm a significant regression relationship with 99 % confidence in these two 

models. For Model C, D and E, the F statistic showed significance at level 0.05 

thus with 95 % confidence it was concluded that a regression relationship existed. 

Model B was just below the 0.10 level of significance. 

4.2.2 Results for Earnings Growth 

The main interest in the study was " ith the investment p rformance ariables, the 

armng ro" th rates, the Earnings ariation, and the i idend Pay ut rati 

II wever 1 king briefly at th time ummy ana lc it ' a n t th t P/ ~ r, ti 

' tt.:l war und 1993-19 4pcri tc dil in t< an r 

hi h. th , tart I f til in tc, dil lr m l ) 7 nd f 11 urth 1 in 1 t t • 



Other things being equal it was e 'pected that the Earnings growth coefficient to be 

positive; that is, relati 1 larg hi h-growth companies should have relatively 

high P/ ratios. Thi wn th ft r four of the models studied which included A, 

~ r all c mpuni' wh car end was 31 51 December; B, for Financial sector 

c mpam , , ith ear end as 31st December; C, for all Industrial Sector companies 

who e year end was 3 P1 December; and D, for all companies with year end 301
h 

June. 

This was in line with the findings of the studies performed by Malkiel and Cragg 

(1970), Bower and Bower (1969) and Whitbeck and Kisor (1963) who concluded 

that higher P/E ratios were associated with higher earnings growth. However this 

was not the case for model E for companies whose year end was 301
h September. 

This sample had the smallest number of observations and this could have had some 

effect on the results. The Earning growth coefficients for models D and E were 

significant at level 0.01 and 0.10 respectively The results of the earnings growth 

ariable used in the study where one year's PIE was compared with the earnings 

grm th rate of the following year were not significantly different from when 

a erage of the fi e year grov th rate v as u ed for e ery year. 



Table 4.2.2 Regression Results (Dependent variable is PIE; t - scores in 

parentheses) 

A ~ .c. Q f. 
Variable Sign All Comp ni s Financial Sector Industrial Sector All Companies All Companies 

Exp ct t with y r nd 31st Companies with Companies with with year end with year end 
ion 0 c. year end 31st year end 31st 30th Jun. 30th Sep. 

Dec. Dec. 

Intercept 0.5577 8.7757 6.4549 7.8120 1.5677 

Earnings + 4.6140 0.0573 1.3234 28.8410 -8.7884 
Growth 

(1.016) (0.014) (0.185) (3 .766) * (-1.987) *** 

Earnings +I- 2.9937 -5.7517 2.1118 1.2604 6.9231 
Variation 

(1.608) (-1.538) (0 .741) (0.449) (1 .705) *** 

Dividends +I- -0 .0238 -0.0521 -8.3899 -2.61 86 4.8401 
Payout 

(-0.085) (-0 .517) (-1.129) (-0.756) (1 .1 09) 

Y98 +I- 6.8611 -0.5478 10.2668 0.0127 1.6479 

Y97 +I- 7.2670 -0.0511 11 .0662 -2 .0683 3.3973 

Y96 +I- 10.6540 2.8942 10.7275 0.3791 2.7639 

Y95 +I- 12.3536 4.0115 24.5501 2.0146 5.3553 

Y94 +I- 2.0362 1.3012 2.4001 -4.9175 -1.1601 

R2 0.25 0.31 0.39 0.43 0.53 

Standard 9.58 3.11 11.67 8.15 5.60 
Error 
F 3 38. 1.51 2.19 •• 2.56 .. 2.99 •• 

Durbin 1.55 1.54 1.34 1 55 0 95 
Watson 
No of Firms 15 6 6 6 5 
No of 90 36 36 36 30 
Observations 

... 



4.2.3 Results for Earnings Growth Variation 

The earnings growth ariati n ffi ient sign was expected to move in either 

direction . In thi tud it i imp rtant to note that the Coefficient for the Earnings 

Variati n wa · n ' 1 Uti' ' nl in one model, and positive in four out of the five 

m del . F r th m del the coefficient was significant at 0.10 level (90 % level 

of confidence \ hereas it was slightly below 0.10 level significance for Models A 

(89 % significant)and B (87 % significant). In their study Beaver and Morse 

examined the relationship between PIE and the relative risk (beta) and concluded 

that beta "explains little" of the diversity across the firms in their PIE ratios. 

Beaver and Morse argued that the risk variable relationship with EIP (reciprocal of 

PIE) could be positive or negative depending on the level of transitory earnings. 

4.2.4 Results for Dividend Payout Ratios 

The other coefficient which was expected to move in either positive or negative 

direction was the Di idend payout ratio. This ratio had a negati e relationship in 4 

out of the 5 cases studied and only one positive. In some pre ious studies howe er, 

there 1 a tronger argument that Di idend payout ratio h uld ha e a p iti 

r lati n hip with the Price aming ratt . BO\ cr nd k 

and Ki und a p 

th r h nd 1ulkid and 

r. In thi tu •til th m 

n hip b t\ c n th tw vari< k . n the 

f und ut that the di' i kn l p·\ ' ut c.:f k 



whose year end was 301
h September, showed a negative relationship between 

Dividends payout and th Pri "arnmg Ratios. These findings are more in line 

with result of report d ragg where in some cases the dividends 

payout c ffi i nt wu n' ati e and in others positive. 

The other a pect of the results that warrant mention is the R-squared. The R­

squared alues are not especially large as they range between 0.25 to 0.53 for all 

the models. This was again in line with the study conducted by Craig, Johnson and 

Joy who obtained R-squared values ranging between 0.31 to 0.33 even though the 

models included three accounting methods as independent variables in addition to 

the Earnings Growth, Beta and Dividends payout variables. 



5. SUMMARY AND CONCLUSIONS 

5.1 Summary 
h objc -tiv, r thi · tud were to Identify the relationship between Price 

Earning Ruti and the growth rate of earnings, the Dividend payout ratios at the 

N E, and the variations in the earnings growth of companies at the Nairobi stock 

exchange on one hand, and to determine the significance of such relationships. 

The data used for the study was secondary data collected from the Nairobi Stock 

Exchange and the Research Design involved using the multiple regression analysis 

to establish the relationship between the three independent variables and the 

dependent variable PIE ratios. The results of the study as presented in chapter 4 

shows that there is a relationship albeit not a strong one between the Price 

Earnings Ratios and the three variables, Earnings growth Dividend payout and 

variations in earnings growth on stocks quoted at the airobi Stock Exchange. 

While the evidence is less conclusive, The findings were consistent with the 

assertions of earlier researchers in the same area. In this chapter the conclu i n 

derived from the re ult are pre ented. In additi n the limitation of the tudy ar 

highlight d and th recommcndati n fi r utur r ear h r ugg t d. 



5.2 Conclusions 

Thi tudy n i ·uv ur d t tc t the association between the Price Earnings ratios 

and om m tment performance indicators namely the Earnings Growth rate, 

Earnings grm th ariations and Dividend pay out ratios. Even though the results 

do not show statistically very strong associations, from our samples we can 

conclude that firms that have high earnings growth rate tend to have high PIE 

ratios. Like the observation of Whitbeck and Kisor (1963), the study results on 

Earnings growth showed that PIE ratio is an increasing function of growth. This 

was also consistent with the findings of Malkiel and Cragg (1970). On the other 

hand the results regarding dividend payout ratios and earnings growth variation 

were contrary to the findings of Whitbeck and Kisor as these two variables show 

positive relationship to PIE ratios in some cases and negative relationship in others 

cases. Whitbeck and Kisor observed a positive relationship for payout ratios and 

in er e relationship for the ariation in the growth rate. Howe er the finding n 

the payout th ugh inconsi tent in regard to orne tudie were [! und t be in lin 

with th ati n of \1alkiel and ragg. n balance the int rpretati n f th 

r ults up arli r a crti n that thcr c. i t a iati n rclati n hi t\\ n 

th nd the Pll:. R< ti s. 

thi 1 th t I· in n i 1 IH' \ u c th 1/ l 

ti t 1111 tum nth i Ill tm nt. ·1 h th t\1 h 



positive relationship between earnings growth and P/E ratio, which means that the 

higher the P/E, the higher th :p t d gr wth rate of the firm. On the other hand 

there wa unci ar r hti n hi b tween P/E ratios and the other two variables 

which provides nl mi •d ignal to the investors. The challenge for the financial 

analy t, i- the e. tent to which this kind of information can be translated into 

impro ed tocks portfolio performance, of course having in mind the limitations of 

the study and also other factors that influence the P/E ratios. 

There are other factors that explain the variability of PIE among different firms 

and which should be the subject of further studies. One of explanation is the 

differences across firms in their accounting methods. Other explanations as 

observed by Modigliani and Cohn include the inflation effects, changes of real 

rates of interest overtime, and tax related effects. 

5.3 Limitations of the study 
One of the limitations of this study was the that the study covered a period of six 

years only. This was a result of the need to a oid structural effect on the data 

where pre-1 92 airobi tock xchange and c mpanies under the tudy peratcd 

und r c ntr !led en ir nmcnt. he p ri d f i yc r i h rt a time fi r uch a 

tu ) t ivc c nclu ivc finding . 

r f fi m1 tu i i l w uitc mall du th 

t th t rn u mit 11 th 11 1 rt mn m 

n u t t tl uit lllJ ni 



1993 and others had negati e PIE ratios over the period of study and therefore 

were excluded from the tud 

Another limitation i that infl~1ti n 'ffect were not adjusted for in the variables 

under tudy. 'I hi · w ul 'th • ubjcct of further research 

5.4 Suggestions for Further Research 
This tudy attempted to establish the type and the nature of relationship between 

PIE Ratios and three performance indicator variables only. Further Research will 

be required to include other variables that affect the PIE ratio, examples of which 

are the accounting methods of firms, inflation, strength of currency, and firms cost 

of capital or the borrowing interest rates. This will assist more in explaining why 

different firms have different PIE ratios and why different countries have different 

levels of PIE ratios. 

Another related area for further research is the relationship between PIE and stock 

returns of different firms. Also the Price to Book value ratio could be used to te t 

the effect of all the ariables mentioned on the price of share . 

The effect of the u e of different accounting meth d n the P/ rati f different 

firm be in e tig ted. t geth r " ith inflati n nd 

1tc have n crvcd cl cwh r , n th ir r 1, ti n hip " ·ith /I:. rati • 

Hk I a s t n i fi cant. 
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APPENDICES 



ALL COMPANIES WITH YR END 31/DEC 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

* * * * M L T I P L E REG R E . S S I 0 N * * * * 

Listwise Del e ion of Missing Data 

Equation Number 1 Dependent Variable .. 

Block Number 1. Method: Enter 
EARNINGG EARNINGV PAYOUT Y94 Y95 

8 

Variable(s) Entered on Step 
1 .. Y98 
2 .. PAYOUT 
3 .. EARNINGV 
4 .. Y95 
5 .. Y97 
6 .. Y96 
7 .. Y94 
8 .. EARNINGG 

~Ultiple R .50048 
Square .25048 

A.dj us ted R Square .17645 
Standard Error 9.57982 

~nalysis of Variance 
DF 

egression 
esidual 

8 
81 

Number 

Sum of Squares 
2484 . 16086 
7433.61563 

= 3.38357 Signif F = .0021 

PE 

Y96 Y97 

Mean Square 
310.52011 

91.77303 

----------------- V r b l s i n t h e Eq u tion ------------------

i bl B SE B B T Si T 

Y9 



8ARNINGG 4.613952 4.542405 .148722 1.016 
8ARNINGV 2.993739 1.861456 .217699 1.608 
PAYOUT - .023808 . 280206 - . 008459 - . 0 8 5 
t'94 2.036186 3.561278 .072288 .572 
t'9 5 12.35 3630 3 . 50873 7 .438574 3.521 
t'9 6 10.6539 5 3.5 18260 .378232 3 . 0 0 3 
t'9 7 7.26701 2 3 . 57 4830 .257991 2. 0 3 3 
t'9 8 6. 8 6 l 3 1 3 .773567 .243581 1.818 
(Constant) .557716 2.942598 .190 

8nd Block Number 1 All requested variables entered. 

ll Oct 84 SPSS forMS WINDOWS Release 6.0 

* * * * M U L T I P L E R E G R E S S I 0 N 

8quation Number 1 Dependent Variable .. 

Residuals Statistics: 

Min Max 

~PRED 2.1665 32.0017 
~RESID -15.3403 41.4208 
~ZPRED -1.6888 3.9584 
\ZRESID -1.6013 4.3238 

otal Cases = 90 

Mean Std Dev 

11.0889 
.0000 
.0000 
.0000 

5.2832 
9.1391 
1.0000 

.9540 

~Urbin-Watson Test 1.54534 

1 Oct 84 SPSS forMS WINDOWS Release 6.0 

PE 

N 

90 
90 
90 
90 

Correlation Coefficients 

E R I GG EAR I GV PAYOUT PE 

I GG .0000 .6862 -.0517 .2287 

0 

.3128 

.1117 

.9325 

.5691 

.0007 

.0036 

.0453 

.0727 

.8502 

* * * * 



90) 90) 90 ) 90) 
P= P= .000 P= .629 P= .030 

8ARNINGV .6862 1.0000 - .0179 .2816 
90) ( 9 0) ( 9 0) 90) 

P= . 000 p • P= .867 P= .007 

PAYOUT .0517 - . 0179 1.0000 -. 0623 
90) ( 90) ( 90 ) ( 90) 

P - .629 P= .867 P= P= .560 

PE . 2287 .2816 - . 0623 1.0000 
9 0) 90) ( 90) ( 90) 

P= .030 P= .007 P= .560 P= 

(Coefficient I (Cases) I 2-tailed Significance) 

11 
• " i s p r in ted i f a co e f f i c i en t cannot be com put e d 

!1 Oct 84 SPSS forMS WINDOWS Release 6.0 

!1 Oct 84 SPSS forMS WINDOWS Release 6.0 

S P E A R M A N C 0 R R E L A T I 0 N C 0 E F F I C I E N 
'I' s 

~ARNINGV .5258 
N ( 90) 
Sig .000 

~AYOUT - . 2774 - .0004 
N( 90) N( 90) 
Sig .008 Sig .997 

-.0733 . 1186 . 1898 
( 90) N( 90) N ( 90) 

Sig 92 Sig .266 Sig .073 

EAR I GG E R GV PAYOUT 



(Coefficient I (Cases) I 2-tailed Significance ) 

" is printed if a coefficient cannot be computed 

11 Oct 84 SPSS forMS WI DO WS Re lease 6.0 

FINANCIAL SECTOR COMPANIES WITH YR END 31 I DEC 

* * * * M U L T I P L E R E G R E S S I 0 N 

Listwise Deletion of Missing Data 

8quation Number 1 Dependent Variable. 

Block Number 1. Method: Enter 
EARNINGG EARNINGV PAYOUT Y94 

8 

Variable(s) Entered on Step Number 
1. . Y98 
2. 
3 . 
4. 
5. 
6. 
7 . 
8. 

y 

PAYOUT 
Y97 
Y95 
EARNINGV 
Y96 
Y94 
EARNINGG 

R 

R Squ re 
E or 

0 v nc 

. 5565 7 

. 30977 

. 10526 
3.11 70 

Y95 

PE 

Y96 Y97 

* * * * 

Y9 



DF Sum of Squares Mean Square 
Regression 8 117.33081 14.66635 
Residual 27 2 61.43147 9.68265 

F' == 1.51470 s·gni F ':: .1985 

- - - - - - - - - - - - - - - - v I ~ 1 i n t h e Equation - - - - - - - - - - - - - - - - - -

Variable B SE B Beta T Sig T 

EARNINGG .0 5725 0 4.041448 .003215 .014 .9888 
EARNINGV - 5.751702 3.740033 -. 279783 -1.538 .1357 
I?AYOUT - .052132 .100932 -.093980 -.517 .6097 
'l94 1.301215 1.935746 .149503 .672 .5072 
'l95 4.011516 1.824326 .460904 2.199 .0366 
'l96 2.894246 1.844225 .332535 1.569 .1282 
'l97 -.051096 1.965830 -. 005871 - . 0 2 6 .9795 
'l98 -.547811 2.413151 -.062941 - . 2 2 7 .8221 
(Constant) 8.775680 2.950442 2.974 .0061 

End Block Number 1 All requested variables entered. 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

* * * * M U L T I P L E R E G R E S S I 0 N * * * * 

8quation Number 1 Dependent Variable .. PE 

esiduals Statistics : 

Min Max Mean Std Dev N 

PRED 3.9210 10.4218 7.0958 1.8309 36 
ESID . 960 9.2432 . 0000 2.7330 36 

ZPRED -1. 7 3 0 1.8165 .0000 1.0000 36 
ZRESID - 1 . 9 2.9705 .0000 .8783 36 



Total Cases 36 

Durbin - Watson Test = 1.53772 

11 Oct 84 SPSS or MS WINDOWS Release 6.0 

Correlation Coefficients 

EARNINGG EARNINGV PAYOUT PE 

EARNINGG 1.0000 .1924 - .0449 .1004 
( 36) 36) ( 3 6) 36) 
P= . P= .261 P= .795 P= .560 

EARNINGV .1924 1.0000 .1851 - . 2000 
3 6) ( 36) 36) ( 36) 

P= .261 P= P= .280 P= .242 

I?AYOUT -.0449 .1851 1.0000 -.1456 
( 36) 36) ( 36) ( 3 6) 
P= .795 P= .280 P= P= .397 

I?E .1004 -. 2000 -.1456 1.0000 
36) ( 3 6) ( 36) ( 3 6) 

P= . 560 P= .242 P= . 397 P= 

(Coefficient I (Cases) I 2-tailed Significance) 

II 11 is printed if a coefficient cannot be computed 

l 1 Oct 84 SPSS f o rMS WINDOWS Release 6.0 

1 Oct 8 4 SPSS for MS WI NDO WS Release 6 . 0 

S P E 
T S - - -

R C 0 R R E L A T I 0 C 0 E F F I C I E N 



EARNING V 

l?AYOUT 

l?E 

.249 1 
N ( 3 6) 

Sig . 143 

-.4190 
N ( 36) 
Slg . 0 1 

.0 19 
N ( 3 6) 

Sig . 808 

EARN I NGG 

.2 67 
N( 36) 
Si .204 

-.3196 
N ( 3 6) 

Sig . 057 

EARNI NGV 

.0183 
N ( 3 6 ) 

S ig . 916 

PAYOUT 

(Coefficient I (Cases ) I 2-tailed Significance) 

" is printed if a coefficient cannot be computed 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

! NDUSTR I AL SECTOR COMPANIES WITH YR END 31 IDEC 

* * * * M U L T I P L E R E G R E S S I 0 N 

Listwise Deletion of Missing Data 

8quation Number 1 Dependent Variable .. 

Block Number 1. Method: Enter 
EAANINGG EARNINGV PAYOUT Y94 

a 

Variable(s) Entered on Step Number 
1.. Y98 
2.. PAYOUT 
3. . EAR 1 ! GV 
4.. Y9 
5.. Y95 
6.. Y96 

Y95 

PE 

Y96 Y97 

* * * * 

Y9 



7. . Y97 
8.. EAANIN GG 

Multipl e R 
R Square 
Adjusted R Squa 8 

Standard Erro 

.6 2692 

. 39 03 

.21319 
11. 6/200 

Analysis of Va i n ee 

Regression 
Residual 

F' == 2.18541 

DF 

8 
27 

Sum of Squares 
2381.84 775 
3678 . 362 08 

Signif F = .0616 

Mean Square 
297.73097 
136.23563 

Variables in the Equation --- - --------------

Variable 

EAANINGG 
EARNINGV 
PAYOUT 
Y94 
Y95 
Y96 
Y97 
Y98 
(Constant) 

B 

1.323426 
2.111834 

-8.389877 
2.400050 

24.550067 
10.727458 
11.066221 
10.266758 

6.454860 

End Block Number 1 

SE B 

7.153943 
2.851087 
7.432034 
6.771608 
6.920889 
6.917142 
6.945715 
7.047878 
6.920649 

Beta 

.048146 

.17791 6 
- .187 322 

.068938 

.705170 

.308133 

. 317863 

.294900 

T 

.18 5 

.741 
-1. 129 

.354 
3.547 
1.551 
1.593 
1.457 

.933 

All requested variables entered. 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

Sig T 

.8546 

. 4653 

.2689 

.7258 

.0014 

.1326 

.1227 

.1567 

.3592 

* * M U L T I P L E R E G R E S S I 0 N * * * * 

qu ion umber 1 Dependent Variable .. PE 

si u s is c : 

6 



Min Max Mean Std Dev N 

*PRED 2.4155 40. 3770 14 .0 378 8.2494 36 
*RESID -22.2274 29.3045 . 0000 10.2516 36 
*ZPRED - 1.4089 3.1929 . 0000 1.0000 36 
*ZRESID - 1.904 3 2.5 07 .0000 .8783 36 

Total Cases = 36 

Durbin - Watson Test = 1 . 34471 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

Correlation Coefficients 

EAANINGG EARNINGV PAYOUT PE 

EAANINGG 1.0000 .7641 -.3310 .2064 
( 3 6) 36) ( 3 6) 3 6) 
P= P= .000 P= .049 P= .227 

EARNINGV .7641 1.0000 - .1778 .1825 
36) ( 36) ( 3 6) 3 6) 

P= .000 P= P= .299 P= .287 

~AYOUT -.3310 - . 1778 1 . 0000 - . 1090 
( 36) ( 36) ( 36) ( 3 6) 
P= .049 P= .299 P= P= . 527 

~E .2064 .1825 -.1090 1.0000 
36) 36) ( 36) ( 3 6) 

P= .227 P= .287 P= .527 P= 

(Coef cien I (C s s) I 2-tailed Significance) 

" II ·s pr'n i co f cien c nno be com u e 

7 



11 Oct 84 SPSS forMS WINDOWS Release 6.0 

11 Oct 84 SPSS forMS WIND OWS Release 6.0 

S P E A R M A N C 0 R R E L A T I 0 N C 0 E F F I C I E N 
T S - - -

EARNINGV 

l?AYOUT 

.6386 
N ( 3 6) 
Sig .000 

-.2206 
N ( 3 6) 

Sig .196 

-.1836 
N ( 3 6) 

Sig .284 

EAANINGG 

- .1666 
N ( 3 6) 

Sig . 332 

.0126 
N ( 3 6) 

Sig .942 

EARNINGV 

.1565 
N ( 3 6) 

Sig .362 

PAYOUT 

(Coefficient I (Cases) I 2-tailed Significance) 

11 is printed if a coefficient cannot be computed 

11 Oct 84 SPSS forMS WINDOWS Release 6 . 0 

~LL COMPANIES WITH YR END 30IJUNE 

* M U L T I P L E R E G R E S S I 0 N 

D 1 tion of Missing Da a 

on 'umb l D p n n V . bl PE 

* * * * 



Block Number 1. Method: Enter 
EARNINGG EARNINGV PAYOUT Y94 Y95 

8 

Variable(s) Ent er donS 
1. . Y98 
2.. EARN I NGV 
3. . Y94 
4.. EARNlNGG 
5. . Y96 
6.. PAYOUT 
7. . Y95 
8. . Y97 

Multiple R 
R Square 
Adjusted R Square 
Standard Error 

.65688 

.43149 

.26304 
8.14849 

Analysis of Variance 
DF 

Regression 
Residual 

8 
27 

Numb 

Sum of Squares 
1360.66608 
1792.74401 

2.56157 Signif F = .0321 

Y96 Y97 

Mean Square 
170.08326 

66.39793 

----------------- Variables in the Equation ------------------

Variable 

E!ARNINGG 
E:ARNINGV 
~AYOUT 
'f94 
i9 5 
'{96 
'f97 
:t9 8 

(Const n ) 

nd B ock 

B 

28.841034 
1 . 260440 

-2.618568 
-4.917519 
2.014566 

.379062 
-2 . 068257 

.012724 
7.811991 

mb r 1 

SE B 

7.658116 
2.808708 
3.461455 
4.891289 
4.866284 
4.976389 
5.251026 
5.359832 
4.379256 

All r ques 

Beta 

. 639715 

.068261 
- . 120375 
-.195813 

.080219 

.015094 
-. 082357 

5.066E-04 

T 

3.766 
.449 

- .756 
-1.005 

. 414 

.076 
- . 3 9 4 

.002 
1.784 

v ri bl s n r 

Sig T 

. 0008 

.6572 

.4559 

.3236 

.6822 

.9398 

.6968 

.9981 

.0857 

Y9 



11 Oct 84 SPSS forMS WINDOWS Release 6.0 

* * * * M U L T I P L E R E G R E S S I 0 N * * * * 

Equation Numb e 1 D n n Variable .. PE 

Residuals Stat is ics: 

Min Max Mean Std Dev N 

*PRED .6542 31.7579 10.8044 6.2351 36 
*RESID - 13.9160 18.9737 .0000 7.1569 36 
*ZPRED - 1.6279 3.3606 .0000 1.0000 36 
*ZRESID - 1.7078 2.3285 .0000 .8783 36 

Total Cases = 36 

Durbin-Watson Test 1.55266 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

Correlation Coefficients 

EARNINGG EARNINGV PAYOUT PE 

EARNINGG 1.0000 -. 0578 -.0403 .604 2 
( 36) ( 36) ( 3 6) 36) 
P= P= .738 P= .815 P= .000 

EARNINGV -.0578 1.0000 - .2435 .0708 
( 36 ) ( 36) ( 36) 36) 
P= .738 P= P = .152 P = .682 

{l AY OUT - . 0 4 03 - .24 3 5 1. 0000 - . 1112 
( 3 6) ( 3 6 ) ( 36) ( 36) 
P= . 815 P= . 152 P= P= . 518 

E .60 2 . 0708 -.1112 1.0000 
36) 36) ( 3 6) ( 6) 

P= .000 p • . 682 P= .518 P= 

0 



(Coefficient I (Cases) I 2-tailed Signific ance) 

11 is printed if a coeffici nt cannot be computed 

11 Oct 84 SPSS forMS WIND OWS Release 6.0 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

S P E A R M A N C 0 R R E L A T I 0 N C 0 E F F I C I E N 
'I' s 

EARNINGV .0163 
N( 36) 
Sig .925 

PAYOUT -.1386 -.2421 
N( 3 6) N( 36) 
Sig .420 Sig .155 

.3677 - . 0892 .0067 
N ( 36) N( 36) N( 36) 
Sig .027 Sig .605 Sig .969 

EARNINGG EARNINGV PAYOUT 

(Coefficient I (Cases) I 2-tailed Significance) 

,, 
11 is printed if a coefficient cannot be computed 

ll Oct 84 SPSS forMS WINDOWS Release 6.0 

LL COMPANIES WITH YR END 30ISEPT 

U L T I P L E R E G R E S S I 0 



Listwise Deletion of Missing Data 

Equation Numbe r 1 Dependent Variable .. 

Block Numb er 1. Me ho En 
EARNINGG EARNINGV A 0 ·r Y94 

8 

Va riable(s) Entered on Step Number 
1. . Y98 
2. . PAYOUT 
3.. Y96 
4.. Y97 
5.. EARNINGV 
6. . Y94 
7. . Y95 
8.. EARNINGG 

Multiple R 
R Square 
Adjusted R Square 
Standard Error 

.72958 

.53229 

.35412 
5.60491 

Y95 

Analysis of Variance 
DF 

Regression 
Residual 

8 
21 

Sum of Squares 
750.81651 
659.71548 

p = 2.98749 Signif F = .02 11 

PE 

Y96 Y97 

Mean Square 
93.85206 
31.41502 

'----------------- Variables in the Equation ------------------

Variable 

EARNINGG 
EARNINGV 
PAYOUT 
i'g 
i'95 
i'96 
'i97 

98 

B 

-8 . 788374 
6.923135 
4.840113 

-1.160126 
5.355253 
2.763866 
3.397250 
1.6 7870 

SE B 

4 . 423151 
4.059403 
4.364102 
3.588345 
3 .9 32795 
3.589131 
3.60 55 
3.738162 

Beta 

- .681953 
.528880 
.242267 

-.063053 
.291060 
.150217 
.18 6 2 
.089562 

T 

-1.987 
1.705 
1.109 
- . 3 2 3 
1.362 

.770 

.9 2 
1 

Sig T 

.0601 

.1029 

.2799 

.7497 

.1877 
98 

.3567 

.6638 

Y9 



(Constant) 1.567671 3.364887 .466 .6461 

End Block Number 1 All requested variables entered. 

11 Oct 84 SPSS o MS WLN DOWS Release 6 .0 

* * * * M U L T I P L E R E G R E S S I 0 N * * * * 

Equation Numbe r 1 Dependent Variable .. PE 

Residuals Statistics: 

Min Max Mean Std Dev N 

*PRED -3.7958 18.4458 7.8093 5.0882 30 
*RESID -11.2365 12.1446 .0000 4.7696 30 
*ZPRED -2.2808 2.0904 .0000 1.0000 30 
*ZRESID -2.0048 2.1668 .0000 .8510 30 

'I'otal Cases = 30 

Durbin-Watson Test = .94630 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

Correlation Coefficients 

EARNINGG EARNINGV PAYOUT PE 

EARNINGG 1 . 0000 .7794 -. 2778 -.3481 
{ 3 0) 30) ( 3 0) ( 3 0) 
P= . P= .000 P= . 137 P= .059 

~AR I GV .7794 1.0000 .1177 .0378 
30) { 30) 30) ( 30) 

P= .000 p P- .536 p .843 

YOUT -.2778 .1177 1.0000 .5818 



3 0) 3 0) 3 0) 3 0) 
P= .137 P = . 536 P = P= .001 

l?E -.3481 .0378 . 5 818 1.0000 
( 3 0) 3 0) 3 0) ( 3 0) 
P = .0 59 p .a 3 P= .001 P = 

(Coeffici e nL I ( C ) I 2- ailed Si gnificance) 

" is printe d if coefficien t cannot be computed 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

11 Oct 84 SPSS forMS WINDOWS Release 6.0 

S P E A R M A N C 0 R R E L A T I 0 N C 0 E F F I C I E N 
T S - - -

EARNINGV .7625 
N( 3 0) 
Sig .000 

PAYOUT - .4106 .0875 
N ( 3 0 ) N ( 3 0 ) 
Sig . 0 24 Sig .646 

- . 4215 - . 2355 . 4428 
N( 30) N( 3 0) N( 30) 
Sig . 020 Sig . 210 Sig . 014 

EARNINGG EARNINGV PAYOUT 

(Coefficient I (Cases) I 2-tailed Significance) 

" • 11 is printed i a coefficien cannot be computed 

l Oc 8 SPSS or S WI DOWS R 1 s 6.0 


