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ABSTRACT 

The main objective of this study was to investigate the responses of stock price to 

earnings announcements as evidenced in the Nairobi Stock Exchange (NSE). 

The study is structured into five chapters. Chapter 1 provides the background and 

theoretical framework of the research. Chapter 2 examines prior researches done 

on this field and their reported findings. Chapter 3 discusses the research 

methodology employed, while chapter 4 provides the data analysis, findings and 

their interpretations. Chapter 5 contains the conclusion, limitations and 

suggestions for further research. 

he tudy samples 16 companies out of a population of 4 li ted c mpam at the 

N , covering the period 19 - 2003. By u c of cumul ti average r idual , 

weekly share price indices are computed over th 17 w ek "wind ' " ·ri d. 

Regression statistics were generated including graphical pre ntati n t captur ' 

the stock price adjustments to successive annual earning ann uncement . 

The results of the study show that the earning announ ement ntain r•l ~,ant 

information to investors which are fully impounded in t k pn ' pri r to r 

almost in tantancously at the time of ann unc m nt. ht: _ \\as an utli ·r 

which evidenced cxi tcncc of m mentum in k ttun~ . I hi t n b raks th 

tudy by Jcgadcc h · itman 199 h stn ks 

and ound that 

c >11 I tl d and int n m ntum in I llU ll • 
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CHAPTER! 

1.0 INTRODUCTION 

1.1 BACKGROUND 

Numerous studies have documented the effects of firm announcements on 

stock returns. Beaver (1968) finds that there are significant and abnormal changes 

in price and trading volume around earnings announcements. Ball and Brown 

(1968) and Bernard and Thomas (1989, 1990) among others show that earnings 

announcements tend to be followed by the price drifts in the direction of the 

earnings surprise. 

More importantly for us, Bamber and hcon (1995) find that when earning 

announcements are accompanied by small price change , they tend t c [! II wed 

by price increases. 

Some studies suggest that the market mayo errcact tone\ informati n, 0 

Bondt and Thaler (1985), especially negative information ab ut the fim1. Thi 

would mean that investors should buy stocks that ha\ e had p imi ti in[! m1ati n 

come to the market and ha c fallen in price unng th pa t f~.:\ car . th r' 

attribute these re ult to the i7 o th firm in th~.: 

inc tr ct a nt th finn ' utut~o: 

an malyi c lied nca ti n h •p th 

th Jut t inlortw tion 'lh 
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samples of "efficient markets". In an efficient market, however, the actions of the 

many competing participants should cause the actual price of a security to wander 

randomly about its intrinsic values. Although uncertainty concerning intrinsic 

values will remain, actual prices of securities will wander randomly about their 

intrinsic value. 

This means that the "instantaneous adjustment" property of an efficient 

market implies that successive price changes in individual securities will be 

independent. Thus, the main concern of empirical research on the random walk 

model has been to test the hypothesis that successive price changes are actually 

independent. 

Investors ass1gn great importance to the aggregate market value of the 

equity of the firm. he market value depends heavily n per unit price of th 

hare. hi in turn depends on the intrin ic P f th firm int the futur . 

onsequently investors and other capital market participant pay mu h attcnti n 

to the share prices. The prices of shares in a capital market d p nd n th 

availability of information (about the company) among other fa t ffi i nt 

markets, the prices of securities adjust rapidly to the entr f ne\\ in~ m1ati n in 

the market. Thus security prices reflect fully all the a\'allabl-- in~ rmation ab ut 

the securities traded. Information on \'ari u c mp 111 n b btain d fr m 

ariou source like the mor pr mpt m • nd .1~ it. I mnrk.c.:ts publi 

ann unc ment . 

II \ c r, th m ) t Hnm n t il 

OlllJMil j 

1i inf Hlll:lti<H\ l n list I 

llt I I HI lin lh\.: 



defines earnings as similar to net income for an accounting period, but excludes 

certain items currently included in net income, such as the cumulative effect of a 

change in accounting principle. The information about enterprise earnings based 

on accrual accounting generally provides better indication of an enterprise's 

present and continuing ability to generate favorable cash flows than information 

limited to financial effects of cash receipts and payments. Investors thus place 

great reliance in earnings announcements as contained in the annual reports and 

accounts to evaluate the present and future earnings potential as indicated in the 

CutTent EPS and future potential EPS. Improvements in the measurement and 

reporting of income are needed if income statements are to be of maximum value 

to users in predicting, comparing and evaluating the earning power of business 

enterprises. 

M rse ( 1981) reported that the trading prior t a pu lie nn un m nt dat 

might ccur because of differences in belief about the pr bability th if r nt 

signals being emitted by the public announcement. The e difference in beli ·f rna 

be caused by asymmetric distribution of the information be[! re th pu li 

announcement. Price changes prior to the public announc m nt ma ' ther [! r " 

indicate that the signal or some clue about the nnounc m nt ha b en r" i' "db 

a subset of the investors. 

a is ( 196 ), 111 

aut m bil c mp ni t 

'td 'u trn nt tended b 
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changes is consistent with an "efficient" market i.e. a market that adjusts rapidly 

to new information. It is important to note, however, that in empirical work to 

date, the usual procedure is to infer market efficiency from the industrialized 

world's major stock markets (USA, Japan, UK, France, Germany and Canada). 

There has been very little actual work using data from emerging equity markets. 

Even in the worlds' developed stock exchanges, there has been very little actual 

testing of the speed of adjustment of price to specific earnings announcements. 

In Kenya, available evidence documents a number of related studies. These 

include those of Ondigo (1995) and Oluoch (2002). Oluoch (2002), in his study, 

The timing effect of earnings announcements on stock returns on companies 

quoted at the NSE, investigated if the delay in earnings announcements could be 

attributed to the kind of news reported and the effect of the reporting lag on share 

price . It found no relation hip between a firm' earning and th timing f th 

relea e of the annual report. his study however concentrated n wh th r man cr 

announce good news early and delay earnings report that c ntain ad ne\ , but 

did not validate the stock price responses to earnings announc ment (\ h th r 

good or bad). Ondigo (1995) study focused on the inti rn1ati n c ntent f annual 

reports and accounts at the 

due to the variance of time (about ten year 

taken place in the bour c. AI o, hi tudy w 

imilar t th un·~nt r~ car h but 

n tabl had 
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announcements. It can be seen as a study of whether NSE reacts in some defined 

way to the information event of the public release of annual accounting earnings. 

1.3 OBJECTIVE OF THE STUDY 

This study attempted to examine evidence on the following research objective: -

• To evaluate stock price responses to earnings announcements for companies 

listed at the NSE. 

1.4 JUSTIFICATION OF THE STUDY 

This study would be of importance in a number of ways: 

a) It adds to our understanding of investor's reactions to earnings disclosures 

in the capital markets, especiall y in emerging market like K nya. 

b) he regulatory authorities are concerned with n uring that in c t 

the general publ ic are provided with timely informati n a ut li ted 

companies. The current research intends to establi h if li ted m ame 

need to make more regulated frequent di clo ure D r their peri d i 

eam ings overtime. 

c) The study wi ll gi e invaluable inform ti n n t th apital {ark "t 

Auth rity, A. hi will [; ilit t th 11.: 'Ul ti n nd kvd pm nt r th~.: 
capital market in K nya nd it 

d ·1 he n.: car ch •.:i II mv urn nt th l h.l\' il \II o '\1 i tal 

mnr t 1 l 111 llklttkr 

pr din • m l 
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the price is down to make abnormal profits. This research will provide 

evidence on whether earnings announcements contain useful information 

for trading. 

f) The fundamental objective of financial management is maximization of the 

market value of the company's shares. Since movements in share prices in 

the capital market is associated with information flow, corporate managers 

should monitor the information content of earnings announcements. If the 

current research finds any association between earnings news and price 

movements, then it will act as a warning to managers to package their 

announcements well. 

g) It exposes problems associated with usmg emergmg capital markets as 

re earch centers for investment decisions 

h) he findings will be useful to inve tment ad 

about what hares to buy, sell or hold. 

r in ad ing th tr lient 

i) It could be very useful to fund managers in portfolio £ rmati n pr c 

while investing in listed securities. 



CHAPTER2 

2.0 LITERATURE REVIEW 

2.1 CAPITAL MARKETS 

Before discussing market efficiency, it is important to underscore the 

critical role of capital markets for they are the bedrock upon which efficient 

markets are based. Practitioners are interested in the stock market because it is 

their bread and butter. Academic economists are interested for a different reason: 

for them, the stock market provides an excellent laboratory for the evaluation of 

microcconomic theory. The efficient market hypothesis is the focus of laboratory 

experiment for it is the logical results of the application of microcconomic theory 

t the determination of security prices. 

The purpose of capital markets is to transfer fund b tween I nd r ( a r ) 

and borrowers (producers) efficiently. Indi iduals or firm may ha f 

productive investment opportunities with anticipated rate of r turn that e, ce "d th 

market determined borrowing rate but not enough fund to take ad\ anta f th" 

opportunities. According to Fama 1965 an 'effi ient" mark t i d fin~.:d a th 

market where there arc large number f r tt n 1, pr fit m •. tmt cr~ a ti\ 1 

c mpeting v ith each trying to predict utUil: m. 1 kt.:t v lu~.: in :it\ tdual uriti~.: 

and wher tmp rtant curr nt in nn ti n i 1lm t flu: I : v.11l.ll all 

participant . 

pit I m till i t. lh 
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Examples of capital markets are London Stock Exchange, New York Stock 

Exchange and Nairobi Stock Exchange. 

2.1.1 CAPITAL MARKETS IN KENYA 

Nairobi stock exchange (NSE) is the only capital market in Kenya. It was 

established in 1954 after which it operated as an association of stockbrokers with 

no trading floor until 0 ctober 1991. Since then, NSE has been instrumental in 

enabling the public and private sector to raise large amounts of capital for various 

investment needs. It has opened up to foreign investors thereby increasing the 

investor's base and bringing into the country the much-needed foreign 

invc tmcnts, which has effectively increased the number of participants in the 

b ur c. 

day, N has over several registered broker and ab ut 50 I i t d 

c mpanies. The bourse deals in ordinary shares and fixed inc me ccuritic lik 

preference shares and treasury bonds. It also has had cross li ting of t ks in 

outh Africa, Uganda and Tanzania. 

E operates under regulatory framework f • pit 1 hrkct uth rit 

that enforces the much-needed disclo urc on the li ted mpnm , m nitoring 

stockbrokers and th r player in th m rkc.;t t nsut~.: fait pln). 

K nyan ch 1 Kiwcu (1 91 tnd n .!so 

h wc.;d Ia k nality .ith 1 m nth! • suits, 

ho\ v r, n d to b • tli Ill 1 h n thi u ' · 

2.1. 

in 1 1 ull m 



development and slow m growth. They are, therefore, classified as emergmg 

markets. 

It is therefore of essence to note that the Kenyan capital markets arc 

characterized by the following conditions: 

• 

• 

• 

• 

• 

There is presence of rules and regulations that do not favour the development 

of the market. Stringent rules and regulations that do not activate the market. 

Lack of wide international integration therefore there is limited cross border 

listing with net foreign outflow of Ksh. 600 million in the year 2002. This has 

been on a declining trend. 

Few capital markets intermediaries, licensees. By end of 2002 there were only 

51 li ted companies, 18 stock brokers, 25 invc tmcnt advi cr , 5 auth rizcd 

dcp it ric , 1 dealer and 2 investment Bank . Th Y c mparati c figur 

for total li ted companies in 2002 were 2,7 3 and in 20 w rc 2,750. 

II igh market concentration. The shares that arc li ted in th mark ·t ar' 

concentrated among very few companies . In Ken ·a abo e 0/o f mpam' 

(15 companies) control about 80% of the market acti\ it . nder r \ 'rpn mg 

of securities where the true alue of ecuritic arc n t dctt:nnin --d b th .. 

market. The prices may be manipulated du t th mall i;c of th .. mark t. 

L w market acti 

I ist d arc airly 1 

th air obi l c . 

Jl)<) tn U 

ity . O\\' m rk t 
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can be attributed to a number of factors including insider trading problems, weak 

regulatory- framework, creative accounting and investor ignorance. No specific 

comprehensive studies have been done to confirm the wide-ranging implications 

of efficient market hypothesis in Kenyan capital markets. While Rioba (2003), 

notes that NSE is one of the most active capital markets in Africa, Munga (1974), 

found that the NSE is characterized by illiquidity and low turnover. But empirical 

evidence generated from studies in the developed markets tends to show a high 

degree of correlation to the statistics available in the Kenyan capital markets 

scene. 

2.2 CONCEPT OF EFFICIENT CAPITAL MARKET 

Tn a world of uncertainties, information becomes a useful commodity. 

Acquisition of information to eliminate uncertainty should then be n id r d as 

an alternati ve to productive investment ubj cct to unc rtainty. 

When economists speak of capital markets as being effi icnt th ~y u uall y 

mean that they view assets prices and returns as being determined b th ~ ut m 

of supply and demand in a competiti e market peopled b rati na l trader . The 

rati onal traders rapidly assimilate any information that i r 1 vant and adju t rice 

accord ingly; hence individuals do not have diffcn.:nt mp~ r. ti\ l: • d antag in th ~ 

acquisition of information. 

It II w that in uch w rld thctt: sh ul j t n l f rtunitit:s f r m: kin, 

a r~tum n t k that i in m nt l 1 th~ ri kith. k. 

In h rt nbrH till t1 p10fit t m z 1 • thu 

in t 111 'Ilion ilun . 
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ll urit • ri 
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point in time the actual price of a security will be a good estimate of its intrinsic 

value". 

2.2.1 WHY SHOULD CAPITAL MARKETS BE EFFICIENT? 

There were several reasons for the popularity enjoyed by the Efficient 

Market Hypothesis (EMH) in the 1960's and 1970's. 

First it was rooted in a very strong theoretical foundation. This foundation 

begun with Samuelson's work on the behavior of speculative prices in which he 

showed that the price of speculative assets should follow a random walk (1965). It 

was further stressed by Henry Markowitz's theory of portfolio selection (1952) and 

by William Sharpe's Construction of the Capital Asset Pricing Model (CAPM), 

which described the implication of optional portfolio construction for as ets prices 

1n ecurity market equilibrium (19 4) ; both Mark wit/. and harp w n th 1990 

bel prize in econ mic for their contributi n . 

A second reason for the popularity of the MH ' a the hubri f finan ial 

market practitioners during the 1960's. The "go-go" year had re t ~d up n th 

notion that opportunities for unusual profit ''ere abundant and that it r ~qui red 

only a reasonable person and a bit of care to ort ut the '' h "'at from th' chaff in 

financial markets. 

The ·MH pro id d n ntid t t thi hubri f 1 it, r 1 U~ l th. t rtuniti s 

t make unu u I pt fit ,..., 1 cphc.::nh:t.l b; thdt \U' natm , th 

wcr th tc ult }lit kl dimin,\t d l 

th a inform · n ,\1\ \ I ,ll ll)()l)) 
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• 

• 

• 

The existence of a mtmmum number of competing profit max1m1zmg 

participants that analyze and value security, each independently of the other. 

New information regarding security come to the market in a random fashion 

and timing of one announcement is generally independent of others. 

The competing investors try to adjust prices rapidly to reflect new information . 

The first two assumptions imply that price changes should be independent and 

random. These assumptions therefore constitute the factors necessary for the 

functioning of efficient markets namely: 

• 

• 

• 

Need for large number of competing investors who analyze information and 

trade. 

mpeting investors necessary to cau e price adju tment making them arket 

m re efficient. 

Becau c security pnces adjust to any new in[! rmati n, their pn h ul 

reflect any information that is publicly a ailable. Th e urit pri that 

prevail should be an unbiased reflection of all currentl a\ ailable infl rmati n 

including the risks involved in O\ ning the ecurit . Thcrefl re e p "t 'd r'turn , 

implicit in the current price of the ecurit ' h uld n:fle t it ri k. . 

The efficient market cone pt h um nt d b s \ nl 

Ch lar. , the majority f \\' h tn mph izc. t ht.: imp rt Hl 1..: i\ t .\1 k t l ~ ffi I 11 

I !yp th i H in a l t 11~...: I d lll i k\ in tht: 

to k pt i 
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on several empirical tests. Fama presented the efficient market theory in terms of a 

fair game model which dealt with price of security at a specific point in time. By 

articulating efficient market theory this way, he divided the overall EMH and the 

empirical tests of the hypothesis into three depending on the information set 

involved i.e. weak form efficient market hypothesis (WF-EMH), semi-strong form 

hypothesis (SSF-EMH) and strong form market hypothesis (SF-EMH). 

2.2.3 EVENT STUDIES ON MARKET EFFICIENCY 

According to Copeland and Weston (1992) and Redly and Brown (1997) 

various event studies conducted on market efficiency over the years have had 

mixed results: -

(i) tock split 

rdinarily it is expected that when stocks arc plit they incrca m aluc du t 

incrca cd demand of lowly priced split . tudi h w vcr rc cal n han c in 

value. Majority of results of studies attribute no h rt run r I ng run p ' iti 

impact on security return because of stock splits. 

(ii) Initial public offerings (IP0 1s) 

It is difficult to determine stock prices for IP 1 du t un "rtaintit.: , f ri k and 

prices hence the possibility of under pricin 

that the in cstors acquiring t ck a t rIP 1 

iii L~xchang li ting 

'I hi i the dcci ion t > m 1i t m 

th 

1 

'tdl:n " h ' ~' r indi at" 

n t d < bn nllal rdurn . 
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Result of several studies on the response of security prices to world economic 

news has supported semi strong form EMH. 

( v) Change in accounting method 

Changes in accounting methods like depreciation and stock valuation methods like 

FIFO to LIFO etc. lead to positive reaction of stock returns. 

(vi) Corporate events 

Events like changes m top management e.g. CEO, sponsorship, social 

responsibility activities affect stock prices depending on the underlying economic 

benefit of the event. Evidence adduced by Joy et al (1976), asserts that the 

information concerning subsequent performance that is contained in the sign of 

deviati n of the rep rted quarterly earning from e pect d quart rly armng 

appear to be reflected in ecurity prices by the end of the ann un m nt w ek, 

evidence that is c nsistcnt with the cmi- tr ng [! rm f the ffi i nt mark t 

hypothc is. 

In summary, evidence indicates m1 ed result . It rec mmend tr ng 

support for Mil from numerous e ent studic like t k plit , cc n mt 

news, world events IPO's, accounting change, corp rat finan "' C\ --nt "ith nl 

exchange listing gi ing mixed rc ult . 

In contra t, studie on pr di tin 
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2.3 STOCK PRICES BEHAVIOUR 

2.3.1 UNDER REACTION 

According to Conrad J. and Gautam Kaul, (March 1993), studies show that 

when stocks are sorted out on the first 6-12 months returns, winners (losers) tend 

to continue to outperform (underperform) in the next 6-12 months i.e. there's 

positive short term autocorrelation of stock returns. 

Barberis et al (1998), "in each time period an investor receives news about 

a particular company, this news he receives in period t and denoted by z1 can be 

good or bad news i.e. z1 = G, z1 = B". By underreaction we mean that the average 

return on the company's stock return in the period following an announcement of 

good news is higher than the average return in the period following bad new . 

) > • ( r t 1 1 I Zt B) 

1 he stock underrcaet to the g d ne , a mi take whi h i c rr' ted in th 

~ II wing period giving a higher return at that time. 

The underreaction is corrected by continued drift up\ ard in th' futur '.TIP 

reverse occurs for arri a! of bad ne" s being incorp rated I '' l . ll th " ur 

in the short term. 

Empirical evidence 
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higher returns in the period after the P/F formation i.e. the market under reacts to 

earnings announcements in revising company's stock prices 

He took S.U.E =earnings in quarter- Earnings in the quarter in the previous 
Years same quarter 

Standard deviation 

The compames with higher SUE under reacted more as compared to 

companies with lower S.U.E over the 60-day period after the P/F formation; the 

higher SUE Company outperformed the lowest SUE Company by 4.2%. 

J egadeesh & Titman ( 1993 ), they examined a cross section of US stocks 

and find that over the six months horizon the stock returns are positively auto 

correlated and interpret this as evidence of a momentum in stock returns. 

han ct al (1996), they show that sorting t ck int decile by pri r st 

m nth return , with yield prcad in return f cxtr me decile f . % r th 

ubsequent 6 months, suggesting price momentum effect. 

There is also evidence of stock price drifts follm· ing other ann un ·ment . 

For example, Ikenberry et al (1995 found that t ck price n " n tiP 

announcements of share repurchases and continued t drift in th,. am-.. dir ti n 

over the next few months. 

AI o Ikenberry et al 

2.3.2 

to k that ha ' h n .\1 l til t Ill\ i t 

ha hi •h 1 tum 

ll 

ti n. 

ll 



Where j is more than one 

Overreaction may be defined as occurnng when the average return 

following not one but a series of announcements of good news is lower than the 

average return following a series of bad news announcements. After a series of 

good news, the investor becomes overly optimistic and expects the trend to 

continue but with announcement of bad news the correction starts taking place by 

price reductions. Contrarians strategies have shown case for abnormal returns. 

Empirical evidence 

DeBondt and Thaler (1985) first's paper on reversals category. They found 

that stock returns were negatively correlated in the long run. F rmed P/ of 

winner and losers and held them for 5 year , then th y [i und that winner b amc 

lo er and lo cr became winner . 

hopra et al (1992), after adjusting for iLea nd beta ri k, th find that 

extreme prior losers outperform extreme prior \ inner b 5-l 0°'o er ar, during 

the ubsequent 5 years. They also tested for the mall firm effc t, ''her~ in mall 

firms the effect was more pronounced. January effc t \\\ n t pron un d, , h n 

tc ted. 

Other evidence 
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that an investor can therefore earn abnormal returns by betting against this 

overreaction to consistent patterns of news. The reverse is also true that firms with 

consistent bad news are undervalued and subsequently can earn superior returns. 

Subsequent work of overreaction changes focus to other measures of 

valuation such as ratio of market to book value of assets and market value of cash 

flows. The evidence points in the same direction i.e. stock with very high 

valuation relative to their assets (growth stocks) and earns relatively low risk 

adjusted returns in the future whereas stocks with low valuation (value stocks) 

earn relatively higher returns. 

2.4 EMPIRICAL TESTS OF STOCK PRICE BEHAVIOUR AND 
EARNINGS ANNOUNCEMENTS 

The effect of quarterly report on price wa tu ied by J y tal (1976) with 

r ult that po itive earning urpri e c ntaincd th rc in ar n t in tantan u ly 

reflected in stock prices. Later review of the e r ult by all and ) 

revealed that abnormal returns are due to problems \ ith APM u ed t d ri the 

expected returns and not market inefficiencies. 

In all, test results indicate that the market d n t adju t price t r"fl t th"' 

release of "quarterly surprises" a fa t a e.·p 

he evidence gather d in tud by m 

indicate that 
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o the plit 111 

·11u th r ult th tu 

11 

1 

th~ mf m1ati n 

n i 

t li I mm n mtnm 

" 



York stock exchange. Meek finds that the stock pnce responses to earmngs 

announcements ( EAs) are generally higher in the United States than the United 

Kingdom. The strongest implication of these results for future research is that 

empirical designs that use stock returns to assess the relative usefulness of EAs 

may not easily generalize to international context. 

Kross & Schroeder (1990) findings show that the earnings coefficient is 

seasonal for small firms. Fourth quarter stock returns responses are significantly 

smaller in magnitude than the interim responses of small firms. There is little 

evidence of any seasonality for large firms. 

Salamon and Stober (1994), "our evidence also shows that fourth quarter 

earnings announcements have smaller stock price responses coefficient than do 

interim announcements. We find some evidence that fourth quarter carmngs 

rc p n c c cfficicnts arc smaller than interim quart r rc p n 

large firms as well as for small firm '. 

ffi i nt ~ r 

ornell and Landsman (1989) find that "audited annual ann uncem nt ar 

uniquely informative ................ " (P. 691 

The results of alamon and tober 19 4 

smaller fourth quarter earnings rc pon e c 

large and mall firm . 

Bca cr 1 6 ) c nt nds th t ill\ c t 

and a! of th tr u1 iti until th 

Beaver 1 ti n hi1 

l{ 

turn 

uggc t that · planati n [! r 

nc~.:d t applt abl t b th 

ht \t.:ll ~est~ n th [UI has 

t t m nt 

tt 

h d 1\ l 

l I S ,II\ \ t h 

\II j ( ' 

ll Ill th 



the market model to test the informational content of interim and annual reports, 

the tests revealed a drastic increase in trading volume and a high variability in 

stock returns in the 17 weeks surrounding the announcement date. His conclusion 

was that the earnings reports have informational content. 

Ball and Brown (1968) examined the behaviour of stock return within 12 

months up to BAs date for 8 years between 1957 and 1965. They intended to 

detennine the time and information content of accounting numbers. They selected 

a sample of 261 companies from NYSE and classified them into two groups for 

each year of study i.e. companies whose earnings increased and companies whose 

earnings decreased. Ball and Brown noted that the stock returns of firms whose 

earnings decreased had a negative abnormal return of 11.3% while the fim1s 

whose earnings increased had a positive abnormal return of 5.6 %. They 

concluded that the year' income number captur 5 % r m re f th in[i rmati n 

about firms available during a year. 

2.5 

everal studies have been carried out on the 

include Munga (1974 ), Omosa ( 19 9), L1 henga ( 19 

(I 995), Jminta 1997) yamutc 199 , Murithii _ 

(2002) and Rioba (2003). 
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that there is a tendency for less profitable companies to delay in reporting. In his 

research, timeliness was defined as the time lag occurring between the balance 

sheet date and the EAs date. 

Kerandi (1993) tested the predictive ability of the dividend valuation model 

in the NSE. He finds that the models have less predictive ability in the NSE. 

Kerandi collected data in form of share prices, market indices and dividend per 

share. These were used to predict the price for the companies studied. Predicted 

prices were compared with actual prices and tested for significance of differences. 

Kerandi was interested in confirming whether share price can be predicted, 

implying that investors could be interested in correctly priced shares. It is argued 

in Finance literature that a stock can be mis-priced and still generate attractive 

return for investors. A necessary condition is that the price be con i tently mis­

priced. 

Ondigo did an empirical test on the in[! rmati n c ntcnt f annual r 'P rt 

and accounts of companies listed in the in 1995. Thi tud ' a ba ed 11 a 

sample of 18 Blue chip companies and the focu ''a n the beha' i ur f har 

prices before and after the release of the annual rep 11 . h ~ tud n luded that 

on average, the annual reports of the amplcd mpumc h d n inC m1ati n 

content during the period of tudy. rbl l: . pl · n ti n f th findm :r is that 

the inve tors m y b in a p rnm u h that th~ sh, n.: f ri s 
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there may be other factors explaining the delay on reporting. However, the 

findings of this study tend to contradict early researches done on time lag, for 

example a similar study conducted by Lishenga (1989). 

In a recent study, Rioba (2003) evaluated the predictability of ordinary 

stock r etums at the N SE in Kenya. The results oft he study on a sample of 1 0 

randomly selected companies covering the period January 1995 to December 

2002, evidenced that short term changes in stock market indexes may well be 

influenced by "investor psychology". He concluded that the predictability 

evidence for ordinary shares in the NSE is weak and not definitive. 



CHAPTER3 

3.0 RESEARCH METHODOLOGY 

3.1 THE POPULATION 

Our population of interest was based on all companies listed in the Nairobi 

Stock Exchange that had been listed in the NSE as at 31st December 2003. This 

being the most recent period, it is believed that the results based on the period 

would be reflective of the current developments in the stock market. 

3.2 AMPLING PLAN AND SAMPLE SIZE 

he sampling plan captured companies that had been listed at the N for 

ver five year from 1 9 - 2003. The five year p ri d ch n wa 

other studies on capital markets like Beav r ( 1 ) and Kr ( 19 2). In K nya, 

Kiweu (1990) and Iu och(2003) also u ed a fi e-year peri d in t ·tin th 

efficiency of the capital market. 

The data requirements used for the screening procedure in cle ting the 

sample shall be as follows: 

o qualify, the company must at lea t hav 

a een li t d in the r t. m l ( 

b Annual rep rt an 1 unt n th nn un m nt d.lt 1\ .til. bk ft 1 th 

p ·ri d of stu ly. 
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The second was employed to allow us ascertain the date on which the EAs 

first became publicly available and also allow an examination of the EAs time 

series for purposes of eliminating errors in the data source. The third requirement 

allowed us to obtain parameter estimates and stock returns around the EA dates. 

The fourth requirement facilitated the data gathering activities. 

3.3 DATA COLLECTION 

Secondary data was used for this study. The following data was collected 

from the NSE: -

1. Annual earnings for the sampled companies and dates of EAs 

and dividend declared. 

11. Weekly stock prices for the selected companie for the s1 

month . 

111. Weekly 20 share index for the re earch peri d red . 

The annual earnings and dividends declared v er btained fr m th annual 

reports and accounts of the sampled companies. Date of earning ann un ment 

means the day the reports are publicly announc d etthcr thr ugh the me ia ran 

other means. In Kenya, di idend announcement d· tc m. ' b c takcn as th 

date becau e most ompanie ann un m nt iall divi :kn i ar 

c ntain din the internal r udit d annu · lll:p rt . 
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H0 : The magnitude of the stock return response coefficient to EAs dates is 

the same across all months (preceding and succeeding months of announcements). 

This implies random walk hypothesis is applicable on the NSE. 

H1: The stock returns response coefficient in the preceding months before 

EAs is higher in magnitude than the succeeding months 

Although we included both large and small firms, we made no hypothesis 

regarding differential magnitude in the response due to size effect. As in Kross and 

Schroeder (1989) study, we used the market value of the firm's common stock as 

the measure of size to assist in any further inference into size effect. 

tock Return Model 

tock return responses to As arc evaluated after adju ting for the influ nc 

of the general market. We u e the traditional mark t m d I ft r that purp 

R ,k 13o +l31 Rmk + ik · · · · · · · · · · · · · · · · · · · · · · · · ( 1) 

Where R,k is the return of stock i on day k and Rmk 

E 20 share value weighted index for day k. 

the return n th , 

The parameters of this model are e timated u ing thre • m nth f dail 

v lues prior to the date the earnings ar ann unc d nd thtl:C m nth. afkr th 

announcements. The observation interval i ch n t . ludc c n oundin :r ffc t 

rc ulting from int rim aming nn un mcnt 

param t r timat :. r u d t 

point dat around the tim o th 
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CRl=l: eik * 100 ........... (2) 

CR2= l: (eik* /100/SE) ................. (2') 

Where I is summation over -1 day to announcement and again the last date 

after the announcement observation period. And S E is the standard error oft he 

residuals of model 1 above. 

Different computer applications will be used for data analysis. Initially data 

will be captured in excel sheet and basic data generated. We then use the relevant 

software to estimate parameters or coefficients of the linear regression function. 

The coefficients measure each share's sensitivity to the dependent variable. Tests 

to be carried out will include: 

computation and evaluation of R2 

Test for ignificanc f th en iti ity f r turn r sp n 

coefficient . 

hare prices regressed on announcement date . 



CHAPTER4 

4.0 DATA ANALYSIS AND FINDINGS 

4.1 CUMULATIVE AVERAGE RESIDUALS 

For each earnings observation, daily rates are converted into weekly indices 

of share prices which are observed over the 8 weeks prior to and 8 weeks 

subsequent to the announcement week. Employing cumulative average residuals 

for all the 16 firms in the sample, we then use residual weekly share prices to 

calculate the change statistics for each year of observation. If the information 

contained in a given year's earnings announcement for the sample is fully 

reflected in the sample stock price the magnitude of the stock retum response 

coefficient residual after the subsequent ann uncem nt h uld be high r in 

magnitude than the preceding week . 

The resulting average re iduals for the tudy peri d arc h , 11 cl , 
111 

table A, covering the 17 weeks window period for each ear of ann un em nt. 



Table A: Cumulative Average Residuals for 1998-2003 

1998 1999 2000 2001 2002 2003 

Wkn 

wkno Sprices wkno Sprices 0 Sprices wkno Sprices wkno Sprices wkno Sprices 

-8 85.72 -8 91 .36 -8 30.23 -8 54.5 -8 92.13 -8 27 .09 

-7 88.34 -7 79 .03 -7 29.7 -7 54.61 -7 103.91 -7 24.06 

-6 119.5 -6 79.18 -6 32.75 -6 65.24 -6 98 .86 -6 29.2 

-5 115.72 -5 101.75 -5 35.77 -5 59.74 -5 75.89 -5 75.11 

-4 98.03 -4 94.15 -4 67.91 -4 51.88 -4 68.96 -4 115.44 

-3 97.36 -3 84.8 -3 79.66 -3 51 .92 -3 67.8 -3 123.09 

-2 95.19 -2 84.5 -2 79.3 -2 52.32 -2 79.54 -2 126.06 

-1 94.29 -1 82.82 -1 78.48 -1 54.12 -1 87.41 -1 134.44 

0 94.07 0 83.05 0 78.24 0 55.78 0 87.16 0 106.83 

1 94.98 1 84.94 1 78.89 1 55.25 1 90.03 1 170.37 

2 95.09 2 83.03 2 78 .17 2 54.72 2 90.73 2 268.76 

3 92 .94 3 80.59 3 77 .96 3 54.51 3 90.35 3 288.21 

4 80.75 4 76.42 4 51 .91 -4 -89.59 - 304.29 4 92 .77 4 

5 97.15 5 78.76 5 76.33 5 51.48 5 91 .24 5 .-
301.71 

6 103.88 6 78.32 6 75 92 6 51 .11 6 95 15 6 29 1.14 

7 104.1 1 7 78 05 7 76.62 7 50.77 7 96.27 7 285.86 

8 104.21 8 77 .5 8 75.84 8 50.94 8 105.66 8 271 .75 

4.2 
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Table B: Regression Statistics for the Overall Full Sample 

Regression 
Model Summarf 

Chanoe Statistics 

Std. Error of Adjusted R Square 

~ode I R R Sauare R Square the Estimate Change F Change df1 df2 

~ .3693 .273 .164 54.08543 .143 8.531 

a · Pred1ctors. (Constant), Number of week before and after anouncement 

b. Dependent Variable: Share prices 

ANOVfJP 

Sum of 

Model Squares df Mean Square F 

1 Regression 24956.581 1 24956.581 8.531 

Residual 318850.5 109 2925 234 

Total 343807.0 110 

a. Predictors : (Constant), Number of week before and after anouncement 

b. Dependent Variable: Share prices 

Coefficientsl 

Unstandardized Standardized 

Coefficients Coefficients 

Model 8 Std. Error Beta 

1 (Constant) 92.147 5.144 

Number of week before .001 .000 .3 
and after anouncement 

. -
a. Dependent Varrable: Sh r pr ce 

Ov r II (1998 - 2003) 

1 109 

Sio. 
.004c1 

t 
17.914 

3.921 

111 , 
111 

111 

Durbin-W 
Sig. F Change atson 

.004 .098 

Sig. 

.000 

.004 



These analyses produced a model summary, ANOV A, analysis of the 

coefficients and their residuals statistics. While the dependent variable was share 

prices, the predictors were number of weeks before and after announcement. 

The following statistics were derived from the test of regression model 

I. The statistic R 

II. R2 

Ill. Standard error of the estimate 

IV. The t & F statistics 

V. B- oefficients and 

VI. The residuals 



Table C: Regression Statistics for 1998 Announcements 

Model SummariJ·c 

Change Statistics 

Std. Error of Adjusted R Square 

Model R R Square R Square the Estimate Change F Change df1 

1 .092" .009 -.058 9.04002 .009 .129 

a. Predictors. (Constant) , Number of week before and after anouncement 

b. Dependent Variable: Share prices 

c. Year= 1998 

ANOVAb,c 

Sum of 

Model Squares df Mean Square F 

1 Regression 10.539 1 10.539 .129 

Residual 1225.829 15 81 .722 

Total 1236.368 16 

a. Predictors. (Constant), Number of week before and after anouncement 

b. Dependent Variable: Share prices 

c. Year= 1998 

Model 

1 (Constant) 

Number of week before 

and after anouncement 

a Dependent Vanable Share pnces 

b Year= 1998 

y 1 

Coefficients•·b 

Unstandardized Standardized 

Coefficients Coefficients 

8 Std. Error Beta 

98 479 2.196 

000 .000 - 092 

1 
df2 

15 

Sig . 

.725a 

t 
44 .838 

- 359 

17 

17 
7 

17 

Sig . F Change 
Durbin-W 

atson 

.725 1.128 

Sig 

000 

.725 



TableD: Regression Statistics for 1999 Announcements 

Model Summari·c 

...... 
Change Statistics 

Std. Error of Adjusted R Square 

~ode I R R Square R Square the Estimate Change F Change df1 

1 .5478 .299 .255 5.61863 .299 6.831 1 

a. Predrctors : (Constant), Number of week before and after anouncement 

b. Dependent Variable: Share prices 

c. Year= 1999 

ANOVAb,c 

Sum of 

Model Squares df Mean Square F 

1 Regression 215.647 1 215647 6.831 

Residual 505.104 16 31 569 

Total 720 751 17 

a. Predictors: (Constant), Number of week before and after anouncement 

b. Dependent Variable: Share prices 

c. Year= 1999 

Model 

1 (Constant) 

Number of week before 

and after anouncement 

a Dependent Variabl : Shar pnc 

b Y r 1999 

b 

Coefficients• ·b 

Unstandardrzed Standardized 

Coefficients Coefttclents 

8 Std . Error Beta 

83 .717 1.333 

.000 .000 - 47 

df2 Sig. F Change 

16 .019 

Sig . 

.019 8 

t Stg. 

62 823 000 

- 14 .019 

Durbin-W 
atson 

1.740 



Table E: Regression Statistics for 2000 Announcements 

,..._ 
Model Summa,.Y•c 

Change Statistics 

Adjusted Std. Error of R Square 

~del R R Square R Square the Estimate Change F Change df1 

1 ......._ .5968 .355 .312 16.41179 .355 8.267 1 

a. Predtctors. (Constant), Number of week before and after anouncement 

b. Dependent Variable: Share prices 

c. Year= 2000 

ANOVAb,c 

Sum of 

Model Squares df Mean Square F 

1 Regression 2226 734 1 2226.734 8 267 

Residual 4040 205 15 269 347 

Total 6266.939 16 

a Predictors: (Constant), Number of week before and after anouncement 

b. Dependent Vanable Share prices 

c. Year= 2000 

Model 

1 (Constant) 

Number of week before 

and after anouncement 

a . Dependent Vanable . Share pn 

b Y ar 2000 

Coefficients•·b 

Unstandardrzed Standardized 

Coefficients Coefficrents 

B Std. Error Beta 

65 691 3 987 

.001 000 

df2 Sig. F Change 
Durbin-W 

atson 
15 .012 .429 

Sig . 

012a 

t Stg . 

16 475 .000 

875 01 



Table F: Regression Statistics for 2001 Announcements 

Model Summa,.Y·c 

Change Statistics 

Adjusted Std. Error of R Square 

Model R R Square R Square the Estimate Change F Change df1 

1 .3648 .133 .075 3.52892 .133 2.298 1 

a. Predictors : (Constant), Number of week before and after anouncement 

b. Dependent Variable: Share prices 

c. Year = 2001 

ANOVAb,c 

Sum of 

Model Squares df Mean Square F 

1 Regression 28.617 1 28.617 2.298 

Residual 186.799 15 12.453 

Total 215.416 16 

a. Predictors: (Constant), Number of week before and after announcement 

b. Dependent Variable· Share pnces 

c. Year= 2001 

Coefficients•·b 

Unstandardized Standardized 
Coefficients Coefficients 

Model 8 Std. Error Beta 

1 (Constant) 54.241 .857 

Number of week before ,000 .000 -.364 
and after announcement 

a. Dependent Variable· Share prices 

b. Year"' 2001 

v • 001 

df2 Sig. F Change 

15 

Sig. 

.15oa 

t 

63.264 

- 1.516 

17 
17 
17 
17 

.150 

Sig . 

,000 

.150 

Durbin-W 
atson 

1.254 



Table G: Regression Statistics for 2002 Announcements 

Model Summa~·c 

Change Statistics 

Adjusted Std . Error of R Square 

Model R R Square R Square the Estimate Change F Change df1 

1 .4588 .210 .161 10.93190 .210 4.257 1 

a. Predictors: (Constant}, Number of week before and after announcement 

b. Dependent Variable : Share prices 

c. Year= 2002 

ANOVAb,c 

Sum of 

Model Squares df Mean Square F 

1 Regression 508.766 1 508.766 4.257 

Residual 1912.104 16 119.506 

Total 2420.870 17 

a. Predictors: (Constant), Number of week before and after announcement 

. 

b. Dependent Variable· Share prices 

c. Year= 2002 

Model 

1 (Constant) 

Number of week before 
and after announcement 

a Dependent Variable : Share prices 

b Year= 2002 

Coefficients•·b 

Unstandardized Standardized 
Coefficients Coefficients 

8 Std. Error Beta 

89,662 2.593 

.000 .000 .458 

df2 Sig. F Change 

16 .056 

Sig . 

.056a 

t Sig . 

34.582 .000 

2 063 .056 

Durbin-W 
atson 

.652 



Table H: Regression Statistics for 2003 Announcements 

Model Summari·c 

Change Statistics 

Adjusted Std. Error of R Square 

Model R R Square R Square the Estimate Change F Change df1 df2 

1 .823a .678 .655 60.25201 .678 29.424 1 

a. Predictors : (Constant) , Number of week before and after announcement 

b. Dependent Variable: Share prices 

c. Year = 2003 

ANOVAb,c 

Sum of 

Model Squares df Mean Square F 

1 Regression 106819.0 1 106819.027 29.424 

Residual 50824.261 14 3630.304 

Total 157643.3 15 

a. Predictors: (Constant), Number of week before and after announcement 

b. Dependent Variable· Share prices 

c. Year= 2003 

Model 

1 (Constant) 

Number of week before 
and after anouncement 

a. Dependent Variable : Share prices 

b Year= 2003 

bY r• 0 

Coefficients•·b 

Unstandardized Standardized 
Coefficients Coefficients 

8 Std. Error Beta 

171.976 15.182 

.004 001 823 

Durbin-W 
Sig. F Change atson 

14 .000 1.093 

Sig . 

.oooa 

t S1g 

11 .328 000 

5.424 ,000 



Based on the OLS regressiOn estimates of ai and bj the measure of 

information content was commuted over the seventeen week report period. Based 

on the full sample a graphical representation of the yearly stock price responses to 

EAs was depicted in the following graphs. 

The general trend is strikingly similar. From graph 1 to graph 6, the 

regression coefficients tend to follow the same direction, except for graph 6. There 

appears to be a lot of volatility before the 4
1
h week preceding the announcement 

date. Information flow seems to be captured in stock prices from the 3rd week 

before announcement week (week 0 {zero} is the week on which announcement 

date falls). 

As can be seen from 1998 to 2002 regressions, a literal interpretation of the 

results for the sub-sample and the full ample in the eonte t of in~ rmati n e ntent 

hyp thesis would sugge t that n average A f th amp I d firm ~ r the peri d 

understudy conforms to the semi trong form of t ck market c ffi icn y. Y car 

2003 appears to be an outlier probably due to the exceptional per[! rmance f th 

in particular and the economy in general, compared to the earlier ear . 

In general the stock price behaviours sugge t that the data arc full 

impounded in stock prices prior to or almo t in t, ntan~.: usl at tim~.: f 

ann uncement. 



Graph 1: Graphical Trending For 1998 Announcements 
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raph 2: Graphical Trending For 1999 Announcement 
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Graph 3: Graphical Trending For 2000 Announcements 
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Graph 4: Graphical Trending 2001 an noun ern nt 
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Graphical Trending for 2002 announcements 
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Graph 6: Graphical Trending For 2003 nnouncement 
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CHAPTERS 

5.0 SUMMARY AND CONCLUSION 

5.1 CONCLUSIONS AND IMPLICATIONS 

The objective of this study was to evaluate the stock price reactions to 

earnings announcements for companies listed at the Nairobi stock exchange. By 

extension, this would help us to examine whether there is some "unusual" 

behaviour in the stock prices during the months surrounding EAs. It was also 

expected to give evidence, if any, on the semi-strong model of EMH in the 

exchange. 

The screening procedure yielded 16 companies that qualified for inclusion 

in the ample having eliminated all the firms that initially qualified but did not 

have the data required. he measure of re p nsiven f t ek pri e mpl yed 

the use of cumulative average residuals for the entire ample. The mean re idual 

returns were computed for the full sample by year of announcement. 

he results from this study tend to e idence the foliO\\ ing interpretati n ·:-

t. From a sample consisting of 33% of the populati n 16 ut f-+ fim1 ), , 

clear pattern emerged that show that m nn ti n • 

performance i incorp rated in th bid n 

the ann unc m nt dat 

hare..: pri 

l;\' 1.11 d. t It r 

II . I:. en I th ann un 111 nt 1ll 1 n ti n l 1\ t nt I idual 

varranc 

tit 

iii. It 

ti n 

h I th I • 



The first interpretation supports Beaver (1968) assertion hat there are 

significant and abnormal changes in price and trading volume around earnings 

announcements. In this study, virtually all the relevant information is factored in 

the share price few days to the announcement date. It's worthy to note that since 

one of the criteria for sampling was the financial year ending 31st December, most 

of the firms had their announcement dates at least one and half months after the 

year ends. This confirms the notion that most of the desired information may have 

been captured by the more prompt media including perhaps interim reports and 

dividend releases (Ball and Brown). This is further validated by our findings that 

share prices get stabilized 3-4 weeks prior to announcement date with generally 

minor adjustments thereafter. Morse (1981) reported that price changes prior to the 

public announcement may therefore indicate that the signal or some clu about the 

ann unccmcnt has been received by a sub et of the invc t r . Price v latility pri r 

to a public announcement date might occur becau of differ n c in belief a ut 

the probability of the di fferent signals being emitted by the public ann un m ' nt. 

The implication of this is that any astute investor can impro e hi chanc f 

earni ng abnormal returns by analyzi ng the price mm ement befi re and after th 

A dates. 

The second interpretation is deri ed fr m the rcgrt: i n rt: ult tl. r th ... fi\ 

year period. ven though tim in reference t nn un mt:nt dak • n t: . plain 

return magnitude and directi n, it ptt:di tivcnt: 

whil in 200 I R2 i 3(,%, it is nly 0. ) Y< 

R2 i onl 27%. illlply •ti I th rc 

rnov rn nt "' Olll • 1 hi ul 

th tl 

it 

i llllk im Ii. l k . I· 1 L , : mr k 

. I Ut h 1 tht: 1ull sHill! I thl: 

I (\It tl 

h til •in' 

'"' 



As for the third interpretation, the results suggest the existence of semi strong 

form of efficiency in the NSE. This contradicts the findings of a similar study 

carried out by Ondigo in 1995, whose evidence on the semi-strong model ofEMH 

was inconclusive. The results of the analysis for the year's 1998- 2002 show that 

the share price adjustments tend to reflect both historical and all publicly available 

information. Fama (1965) suggests that a continuous effort is made in an efficient 

market dominated by professional investors to adjust prices to changing value 

levels. 

However, this does not imply the existence of the strong form of efficiency in 

the NSE because of the widespread trading problems like weak regulatory 

framework, creative accounting and investor ignorance. 

For the results of the year 2003, they purport existence of overreaction 

hyp thesis resulting from the unusual "good" year end per[~ rman e, in 

appear to have overreacted to the latest information about the ccurity and thu bid 

prices incorrectly. Overtime, their mis-pricing become apparent and the re 'r al 

take place until an equilibrium level is reached. 

5.2 

h study faced a numb r of limitati n ' ·hi h in lu I :-

nc th limiting fa t r \ ' v il t ili t . l '~.:n m t I tlh.:. 

>mp. ntc which pa d th rnJlin ul n t l tn t du ll 

rnt I vant d tl t . I h but 

ttl 

in lu i 



The inherent weakness in the model and research methodology. The 

cumulative average residuals meant that daily trading activity prices are used to 

compute weekly indices which are then cumulated and averaged across the 16 

firms for each announcement date. Obvious weakness is the assumption of non­

existence of confounding factors. Any confounding factor is smoothened by 

averaging process rendering the validity of the results weak. Only in cases where 

the concerned factor is "enormous" as seen in 2003, do we realize its existence. 

As discussed earlier, the predictive power of our model may not be wholly 

adequate. Since different firms have varying EA dates, the assumption that both 

endogenous and exogenous factors move in momentum is an over-assumption. 

This is quite evident in the overall model summary on Table B. The low 

explanatory power renders the approach open to criticism. Again , it' obvious 

from the conclusion that time to/ from announccm nt date i n t the nly pr dicti 

variable as explained by the low degree of R2 

On the determination of EA dates, the researcher has relied hea ily n th 

dividend announcement dates and where not a ailable the d a "hen t h ~ annual 

financial accounts are filed with S . The em ay not be c min ingl a curate 

reference points for announcements dates. It wa not ea t get the ann unc '111\.:nt 

dates of companies that did not declare divid nd in parti ular ~.:. r .. \1 o, th 

informati n c ntained in As c uld hav , il · h::akt:d t th~.: t~ If .md rdakd 

parti like t ck br k r .tvail: ll It th~.: 

a serious lirnit tti n in th min tit n 

1 int ion mal 1 • 

noth 1 di f fi ult h 

< It dil 1 ult in n int m 

in nt 



emergmg markets like other capital markets in most developing countries. 

Therefore, our findings may not easily be generalized to international context. 

5.3 SUGGESTIONS FOR FURTHER RESEARCH 

The study focused on the evidence from the NSE on stock price responses 

to earnings announcements. Based on our methodology and research findings, the 

following areas are suggested for further research. 

Our study was directed at the response coefficient from the fourth quarter 

results, an investigation need to be done on seasonality in stock price responses to 

quarterly earnings announcements. Salamon et al (1994) notes, "our evidence 

shows that fourth quarter earnings announcements have smaller stock pncc 

rc p n c coefficients than do interim ann unccmcnt ". w c planati n fr m 

previous studies in other stock exchange arc the existence f fi al year end 

discretionary accruals from earnings management or the phenomen n f [t urth 

quarter setting up described by ollins, Hopv ood and MckeO\\ n (19 4). Thi 

would help ascertain any cross quarter differences in tock pric re p n c t 

This research docs not narrow dm: n to the accounting 11 cffc t. In th 'ir 

1 90 paper on seasonality in stock price in th 

Accounting, Kross & hrocd r found what pp r t b 

li 

J urn. 1 u in~.: ' s nnd 

urth quartl..:.r s as nal 

mm 



other new information announcements. It is only after such tests that enough 

evidence for semi strong model of EMH can be supported in the NSE. 

Finally, future research on this issue should employ analyst forecasts as the 

earnings expectations, because measurement errors might be driving our results. 

We also encourage future researchers to consider alternative treatment of extreme 

observations and to report the sensitivity of their results to such alternative 

treatments. 



APPENDICES 

Appendix 1: List of the Sampled Companies and Their Codes 

COMPANY 

1. BROOKE BOND (K) LTD 

2. KAKUZI TEA LTD 

3. LIMURU TEA LTD 

4. NATION MEDIA GROUP 

5. BAR LAY BANK (K) LTD 

ANK 

7. IAM NO TR T BANK K NYA L 

8. HO lNG FINA OMPA Y KE YA 

9. 

10. TA DARD HART DBA K LTD 

11 . BAMAB RI M MPA Y T 

12. BRI J JJ AM 8 

1 . R W B L.R 1 ~ R 

14. 1 U L P 

1 :1. r en I > 

CODE 

BBOND 

KAKUZI 

LTED 

NMG 

BBK 

K 

11 K 

I B 

B 

l \ '1 

I l 

I I I I 



p n 

Co p Security Sec 1998 1999 2000 2001 2002 2003 

Broot.e IBond Ord, 10 00 Bbond A 20-Feb-99 18-Feb-00 19-Feb-01 25-Feb-02 19-Feb-03 21-Feb-04 

:Knk.uzt Ord. 5.00 KAKUZI A 5-Mar-99 6-Mar-00 5-Mar-01 3-Mar-02 4-Mar-03 5-Mar-04 

Umuru T,ca CoOrd 20.00 LTEA A 1-Mar-99 18-Feb-00 9-Feb-01 10-Apr-02 19-Feb-03 10-Apr-04 

N"uon Mccha Group Ord 5 00 NMG c 15-Apr-99 16-Apr-00 24-Apr-01 20-Apr-02 7-Mar-03 10-Mar-04 

Bar~.Wp:~ Ban.\!; om ·to oo BBK F 17-Feb-99 15-Feb-00 13-Feb-01 14-Feb-02 20-Feb-03 15-Feb-04 

CFC B~m .. ~ Ordo 5.00 CFC F 15-Mar-99 15-Mar-00 19-Feb-01 27-Feb-02 25-Feb-03 26-Feb-04 

Ui<lfhvo .... Trust Ord 4.00 OTK F 15-Mar-99 13-Mar-00 23-Mar-01 26-Feb-02 25-Feb-03 28-Feb-04 

Hnuslng , .. .w-.. ~·r Ord 

FC F 15-Feb-99 14-Feb-00 19-Feb-01 19-Feb-02 15-Feb-03 14-Feb-04 

NIC Blmk Ord 5 00 NICS F 2-Mar-99 6-Mar-00 1-Mar-01 1-Mar-02 25-Feb-03 25-Feb-04 

Standatd Char'u.:n.;u Ban~ Ord 5.00 SCB F 1-Feb-99 6-Feb-00 22-Feb-01 21-Feb-02 20-Feb-03 6-Feb-04 

Bmnburl \Am K,;<" Ord, 5. 00 IBAMB I 18-Feb-99 28-Feb-00 27-Feb-01 28-Feb-02 19-Feb-03 18-Feb-04 

British AI, • ...,.~, I Ord 

000 
I 15-Feb-99 28-Feb-00 2-Feb-01 2-Feb-02 29-Apr-03 12-Mar-04 

Crov.'O ,..,.,. .,.... Ord 5 00 Cberg I 1-Jul-99 1-Jun-00 7-Jun-01 29-Apr-02 1-Jun-03 7-Jun-04 

n.mlnn Ketlya Ord. 5 00 DUN II 1-Jul-99 1-Jun-00 7 -Jun-01 29-Apr-02 1-Jun-03 7-Jun-04 

r- . .•. East Africa Ord 5 00 FIRE II . ,., 19-Feb-99 18-Feb-00 16-Jul-01 18-Feb-02 16-Jul-03 12-Feb-04 

T·otal Ord 500 TotiD I 22-Feb-99 29-Feb-00 26-Feb-01 22-Feb-02 25-Feb-03 26-Feb-04 

48 



Appendix 3: Profit After Tax- 1999 - 2003 

~ 
I Profit After Tax (KSh'OOO) 

Company Security Sec 2003 2002 2001 2000 1999 

Brooke Bond Bbond A -52434 -78957 -106189 -210000 -123402 

Kakuzi KAKUZI A -76233 8083 -54167 -43631 37892 

Limuru Tea Co LTEA A -6700 2077 -2983 11824 9301 

Nation Media Group NMG c 319480 379300 263200 200100 249800 

Barclays Bank BBK F 1892100 1783000 2955000 2068000 2254000 

CFC Bank CFC F 190308 224725 191824 234910 206261 

Diamond Trust DTK F 57446 112799 51 407 200346 155259 

Housing Finance Company HFCK F -159509 55851 -186543 52223 70685 

NIC Bank NICB F 220019 229135 257119 312589 300823 

Standard Chartered Bank SCB F 2576033 2206127 2243082 2175138 173711 9 

Bamburi Cement BAMB I 1153000 1330000 787000 370000 716000 

British American Tobacco BAT I 1140021 823120 604109 582710 1237398 

Crown Berger Cberg I 46212 55442 23210 19480 45990 

Dunlop Kenya DUN I 16227 13859 16098 1800 7572 

Firestone East Africa FIRE I 157194 231407 333600 292484 390289 

Total Kenya Total I 514963 360201 -222101 206509 551420 

-



Appendix 4: Earnings Per Share 1998- 2003 

Earnings Per Share (KSh .) 

Company Security Sec 2003 2002 2001 2000 1999 1998 

Brooke Bond Bbond A 3.1 2.82 4.57 9.19 4.4 4.7 

Kakuzi KAKUZI A 0.4 0.39 -2.31 -1.44 1.87 5.11 

Limuru Tea Co LTEA A 4.2 3.46 -4.97 59 .12 46.51 103.81 

Nation Media Group NMG c 7.89 7.55 7.2 5.7 7.01 9.16 

Barclays Bank BBK F 10.25 9.6 16 11 .2 14.6 19.4 

CFC Bank CFC F 1.26 1.45 1.1 8 1.61 1.58 2.39 

Diamond Trust DTK F 0.89 0.95 0.51 2.06 1.31 2.6 

Housing Finance Company HFCK F 0.58 0.49 -1.62 0.45 0.61 2.48 

NIC Bank NICB F 2.35 2.78 3.12 3.79 3.65 4.71 

~-

Standard Chartered Bank SCB F 8.92 9.07 8.8 10.54 8.67 
-

Bamburi Cement BAMB I 2.94 3.38 2.01 0.8 1.74 

British American Tobacco BAT I 11.4 8.23 6.04 5.83 16.5 

Crown Berger Cberg I 1.98 2.57 1.08 0.9 2.13 - 1.05 

Dunlop Kenya DUN I 1.61 0.18 0.76 0 63 

Firestone East Africa FIRE I 0.56 0.83 1.2 1.05 1.4 

Total Kenya Total I 3.06 2.31 -2.23 3.69 9.85 
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