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ABSTRACT 
 

 

The purpose of this study was to evaluate the semi-strong form of market efficiency as per the 

Efficient Market Hypothesis at the Nairobi Securities Exchange by testing for information 

asymmetry evidenced by its ability to react randomly and rapidly to dividend announcements. 

The objectives were to establish the trend of individual returns of listed companies before cash 

dividend announcement using the Capital Asset Pricing Model (CAPM), to assess the timeliness 

of responses of listed companies’ shares to cash dividend announcement by examining Abnormal 

Returns (AR), Cumulative Abnormal Returns (CAR) over the 60 day event period, to examine 

average market response to cash dividend announcements and confirm whether the data sets 

reject the null hypothesis or fail to reject the null hypothesis and to make recommendations 

towards the development of market efficiency at the Nairobi Securities Exchange. This study was 

a descriptive research that was quantitative in nature examining 6 purposively sampled 

companies from a total population of the 55 listed companies at the Nairobi Securities Exchange. 

Data analysis was performed using regression analysis over a 60 day event period surrounding 

the dividend announcement. The findings indicated that returns trends can be established using 

CAPM with a statistical level of certainty; second, an information lag, or delayed response to 

dividend announcements exists; third, it is evident that information asymmetry exists at the 

Nairobi Securities Exchange proving it does not respond efficiently in regard to price changes of 

listed shares of listed companies that have declared dividends. Finally the researcher recommends 

broadening of the information set at the exchange, more government encouragement of security 

analysis, improvement of regulatory machinery, and the overall independence of the exchange. 
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CHAPTER ONE 

 

INTRODUCTION AND BACKGROUND TO THE STUDY 
 

Introduction 

 

The aim of this research was to evaluate the semi-strong form of market efficiency at the 

Nairobi Securities Exchange, Kenya’s largest capital market. This chapter will introduce Efficient 

Market Hypothesis and give an overall background to the study while elaborating on the reasons 

why it was undertaken. It will also discuss the challenges or limitations the researcher was 

confronted with and how they were overcome. Finally, the scope of the study will be discussed. 

 

Background to the Study 

 

According to Eugene Fama (1991) Efficient Market Hypothesis (EMH) asset prices are 

meant to be true representations of asset value and change randomly based on investor responses 

to randomly appearing new information. Due to this, an investor cannot continuously outperform 

the market using information related to an asset, since the asset’s value has already reacted to the 

random new information and adjusted its price accordingly. This gives each investor an equal 

chance at making gains and suffering losses in the capital market. Fama described three forms of 

efficient markets namely the weak form, semi strong form, and strong form efficiency. 

 
Fama (1991) describes the weak form efficiency as a situation where assets in the capital 

markets reflect past security prices and trading volumes. This description is easily validated 

empirically by use of “autocorrelation or empirical tests of independency among past time series” 

(Harder, 2010, p. 6). This means those statistical tests, or what is known as technical analysis of 

past prices cannot be used to predict future prospects due to the fact that past prices are not 

correlated. Therefore future prices contain randomly occurring future information and 
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prediction of future gains based on past gains cannot lead to consistently outperforming the 

market. This also means that current prices are not of value in predicting future prices. 

Harder (2010) summarizes Fama’s hypothesis regarding weak form efficiency by 

highlighting the three important implications. First, historical stock information cannot be used to 

gain abnormal profits. Second, technical analysis, or time series analysis, cannot be used to 

explain future prospects of a stock. Third, future stock prices occur randomly. 

As defined by Eugene Fama (1991) a semi-strong form efficient market considers that all 

public information is figured or calculated into the asset price. Fama (1991) also asserts that no 

manipulation of that information by outsiders can lead to gained advantage against other outside 

investors. This is because it is presumed that all members of the public have access to the same 

information and therefore one could not possibly gain an advantage against another. Public 

information includes public knowledge of events such as dividend payments, stock splits, or 

fusions (Harder, 2010, p. 6). In this case, fundamental analysis of the company’s current 

statements as well as technical analysis of past earnings cannot be used to make abnormal gains 

since the stock price has already reacted to new information to the public. However, if the 

reaction to this information is slow then the market cannot be classified as semi-strong form 

efficient. In this semi-strong efficiency however, someone with insider information may be able 

to make greater gains than an ordinary member of the public. 

 
Harder (2010) summarizes the implications of semi-strong form efficiency in three points. 

First, stock prices adjust rapidly to new publicly known information. Second, both technical and 

fundamental analysis cannot predict future prices. Third, validation tests can be carried out by use 

of event studies, where share price response to news can be tested. 
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Fama (1991) proposes a final stage of market efficiency which is the strong form 

efficiency. This form states that in addition to the adherence to the other qualifications mentioned 

about the lower two forms of efficiency, profits are impossible if based on private information. 

This means that insider information cannot be used to make abnormal returns since such 

information will invariably be leaked to the public and reflected in the share price. Harder (2010) 

adds that the strong form market efficiency has not been identified in any market to date and 

therefore lacks sufficient support of scientists for tests to be necessary. Furthermore, insider 

trading is prohibited in stock exchanges and therefore there is no basis upon which to test for its 

effects (Harder, 2010, p. 6). 

Market efficiency further refers to a situation where the price of an asset is representative 

of all intrinsic value of a stock. Intrinsic value can be defined as a value given to an asset given a 

“hypothetically complete understanding of its investment characteristics” (Pinto, Henry, 

Robinson, & Stowe, 2010, p. 2). This means intrinsic value reflects an investor’s view of the true 

value of an asset. Further, according to Harold Baker and Gary Powell (2005), in efficient 

markets where prices rapidly reflect all information about securities, intrinsic value and market 

value which is the actual price, are equal. That is because all historical information about an asset 

is known and accounted for in the asset value. Also, all future cash flows about the asset are 

taken into consideration and also figured into the asset price. It is important to note that in market 

efficiency, all prior information of an asset is known due to accurate and factual presentation of 

published account statements. The Efficient Market Hypothesis formally describes this. 

 
At the heart of stock market operations is information symmetry and randomness of 

market prices. Information symmetry can be described as the quick spread of news about a stock 

or the market as a whole and its subsequently quick reflection on the market prices (Hirschey, 
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2003). In this scenario, the unimpeded spread of information leads to an accurate reflection of a 

day’s news on the affected prices on that same day. Similarly, according to Mark Hirschey 

(2003), tomorrow’s prices reflect today’s news, and so forth. Due to the randomness of news, it 

also follows that stock market prices are similarly random at least in the short term. This is 

further substantiated by the Random Walk Theory which asserts that “the overwhelming 

characteristic of short-term rates of return in the stock market is their unpredictability” (Hirschey, 

2003, p. 37). Thus, if charted, returns will not assume a straight line but seem to replicate the 

randomness of information affecting them. 

This study proceeded to study the effects of dividend announcements as a source of 

information leading to price changes in the short term. By this, the researcher was able to 

establish whether the Nairobi Securities Exchange is efficient in the semi-strong form. 

 

The Nairobi Securities Exchange 

 

Before one proceeds to study the Nairobi Securities Exchange it becomes important to 

understand what a securities exchange, or stock market is. It is essentially the most important 

“segment of the secondary market where securities are traded” (Gomez, 2009, p. 105). Gomez 

goes further to define the securities exchanges as “organized market places in which stocks, 

shares, and other securities are traded by members of the exchange” (p. 105). Here, members of 

the exchange act as both agents, who are essentially brokers, and principals, who are essentially 

traders and dealers. 

Although securities and equity exchanges have been taking place in Kenya since the days 

of British East Africa, the Nairobi Securities Exchange was begun in 1954 under the name 

Nairobi Stock Exchange (Goldin & Reinart, 2007, p. 101). From 1954 the Nairobi Stock 

Exchange, as it was known then, operated under the authorization of the London Stock Exchange 

 
4 

Daystar University Repository

Library Archives Copy



 

 

since Kenya was still a British colony. Presently, the Nairobi Securities Exchange is a member of 

the African Stock Exchanges Association (ASEA) and works in collaboration with the Ugandan 

Stock Exchange and Dar es Salaam Stock Exchange in cross-listing of various capital assets 

including shares and other equities (Obienugh, 2010, p. 148). The number of traded companies at 

the exchange peaked to 57 during the 1990s but according to Kestrel Capital (2006) that number 

has reduced to 55. 

The Nairobi Securities Exchange uses three indices, and according to Jeff Madura (2010), 

stock indices are used to measure the performance of stock markets or subsets of the market. The 

Nairobi Securities Exchange 20-Share Index was the original index since 1964 measuring the 

performance of 20 ‘blue-chip’ companies that consistently returned positive results (Obienugh, 

2010, p. 148). According to Obienugh, since 2008, the exchange has incorporated the use of an 

alternative index in the Nairobi Securities Exchange All Share Index (NASI) which incorporates 

all of the day’s traded shares and includes the entire market capitalization as opposed to those of 

a select few companies as seen in the NSE 20-Share Index. The third index is the AIG 27- Index 

which combines 27 companies chosen by the AIG Group that are considered relatively stable in 

conjunction with the NSE 20-Share Index as a measure of market performance. 

According to the Nairobi Securities Exchange (2011) in order to improve the quality of its 

operations, the stock market has used the Electronic Trading System, or ETS, since 2006. 

Additionally, by use of the Wide Area Network since 2008, traders do not have to send staff to 

the trading floor as of 2007 (Nairobi Stock Exchange, 2011). 

The Nairobi Securities Exchange has attracted the attention of several researchers with the 

following results. As quoted by Rwehera (2007), a previous study by Dickson and Murage (1994) 

examined weak form market efficiency based on data compiled between 1992-1993. The 
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research was based on past stock price information and ability to use it to develop a winning 

strategy for investors using technical analysis. The results indicated that in most cases correlation 

coefficients across all lags for each company were consistent with independence approach. This 

finding is consistent with the weak form market efficiency. Further, it concluded that price series 

of majority of companies were not random and therefore proved to be inconsistent with the 

randomness hypothesis. Overall findings of the study indicated that the Nairobi Stock Exchange 

just barely qualified to the weak form efficiency. 

Twala (2005) tested semi-strong form in relation to dividend announcements for the years 

2002-2003. His findings suggest that semi efficient form of market efficiency was non-existent in 

what was then the Nairobi Stock Exchange. He concluded that there was evidence of information 

leakage causing early reaction to upcoming dividend announcements and that this reaction 

continued to affect returns for an extended period after the event had already taken place. This 

indicates a delayed reaction to information and therefore a profit making opportunity for an 

extended period beyond the event date, and is inconsistent with semi efficient form efficiency 

which requires immediate market response to new information in the market. Finally, in 

Rwehera’s (2007) study on market reactions to bond and share offering announcements found 

that Kenya still did not exhibit characteristics of semi efficient form of market efficiency. 

Statement of the Problem 
 

The Nairobi Securities Exchange is the principle capital market in Kenya. It is the 

government’s proposal that the stock exchange hold 90% of the country’s Gross Domestic 

Product by 2030 as a flagship project within the Vision 2030 Economic Pillar (Vision 2030, 

2004). In the year 2010 the stock market had a capitalization of Ksh. 15 Billion, which was 42% 

of the country’s Ksh 35.7 Billion Gross Domestic Product in 2010. Based on this national 
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initiative and the findings by Murage in 1994, Twala in 2005, and Rwehela in 2007 it is 

disconcerting that semi-efficient form of market efficiency has yet to be evidenced in Kenya over 

the 18 year period of study covered by these researchers. This has required that the continuous 

study of the Nairobi Securities Exchange be progressed due to plans aligning Kenya to become a 

middle-income nation by 2030 as envisioned in Kenya’s Vision 2030. In order to accomplish the 

level of economic development suggested in the Vision 2030 Economic Pillar, the stock 

exchange must exude efficiency and reliability to prove itself formidable as a preferred 

investment destination, which has not yet been evidenced in past studies. It is therefore necessary 

to continually study the Nairobi Securities Exchange to gauge its efficiency so that weaknesses 

can be identified and remedial action taken to ensure it plays the much needed role it needs to 

play towards attaining Kenya’s national goals. 

 

 

Purpose of the Study 
 

The purpose of this study was to evaluate the semi-efficient form of market efficiency of 

the Nairobi Securities Exchange. This was accomplished by testing for information asymmetry 

evidenced by its ability to react randomly and rapidly to dividend announcements, or as expected 

of a semi efficient market by examining stock prices in the days preceding, the day of dividend 

announcement and the days following such an announcement. 

 

 

Objectives of the Study 
 

1. To establish the trend of individual returns of listed companies before cash dividend 

announcement using the Capital Asset Pricing Model (CAPM). 
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2. To assess the timeliness of responses of listed companies’ shares to cash dividend 

announcement by examining Abnormal Returns (AR), Cumulative Abnormal Returns 

(CAR) over the 60 day event period. 

3. To examine average market response to cash dividend announcements and confirm 
 

whether analysis of the data sets rejected the null hypothesis or failed to reject the null 

hypothesis. 

Hypothesis 
 

In this study the researcher sought to use an existing theory to test a phenomenon known 

as information asymmetry at the Nairobi Stock Exchange. Since the theory to be tested is the 

Efficient Market Hypothesis, the researcher came up with a hypothesis to be tested. According to 

Downing and Clark (2010), the hypothesis to be tested is the null hypothesis, while the 

alternative hypothesis would suggest that the data has rejected the null hypothesis. There are only 

two possibilities being that the outcome rejects the null hypothesis or fails to reject it. 

 

 

Null Hypothesis: 
 

Ho: The Nairobi Securities Exchange displayed information asymmetry and therefore did not 

respond efficiently in regard to returns of listed shares in response to cash dividend 

announcements by listed companies. 

Research Questions 
 

1. Using the Capital Asset Pricing Model, was it possible to establish a trend of returns for 

listed companies at the Nairobi Securities Exchange? 

2. Did stock returns of listed companies respond in a timely fashion to information, 

particularly cash dividend announcements at the Nairobi Securities Exchange? 
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3. Did the average market return around the cash dividend announcement indicate a 

rejection of the null hypothesis? 

4. Did information efficiency and semi-strong form market efficiency exist at the Nairobi 

Securities Exchange, and if not, what recommendations could be made? 

 

 

Justification of the Study 
 

There is a need to understand the role of the stock exchange as a catalyst to economic 

development both nationally and regionally by providing an impetus to foreign investment. For 

Kenya to remain the leading regional economy it must exude efficiency and provide diversified 

products for other East African member states to invest in, thus enriching the growth of regional 

governments and corporations. 

A credible stock market, with a capitalization of 90% of Gross Domestic Product, exhibits 

several characteristics according to Heaka (2009). First, a market has to be large and liquid. 

Second, information has to be widely available in terms of accessibility and cost and released to 

investors at more or less the same time. Third, transaction costs have to be cheaper than the 

expected profits of an investment strategy. Fourth investors must also have enough funds to take 

advantage of inefficiency until, according to Efficient Market Hypothesis, it disappears again. 

Finally, and perhaps most importantly, an investor has to believe that she or he can outperform 

the market thereby giving them the desire to participate in trading activities. 

Researching market efficiency is now crucial under the new circumstances in which the 

Nairobi Securities Exchange finds itself. First of all, it is unique since it is carried out after a new 

capital markets dispensation is in effect, as the stock market is no longer called the Nairobi Stock 

Exchange but the Nairobi Securities Exchange. This should indicate a wider variety of 
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investment vehicles available to the investor, urging the question as to whether more confidence 

in the market exists and whether liquidity and indeed capitalization have improved, thus making 

it a ‘large and liquid market’ as previously mentioned. Secondly, by 2012 the Capital Markets 

Authority had implemented various reforms in the capital markets meant to boost investor 

confidence and bring the Nairobi Securities Exchange to global standards since 2008. 

The reforms introduced by the Capital Markets Authority include creation of a Capital 

Markets Fraud Investigation Unit, the signing of a Memorandum of Understanding between the 

NSE and the International Organization of Securities Commissions, and recently the 

demutualization of the NSE. The demutualization means that owners of the exchange are separate 

entities from the management and traders on the exchange. This is crucial to the riddance of 

conflicts of interests at the exchange. All of these reasons indicate there are efforts to create a 

level playing field for investors and these developments must be assessed afresh to see if they 

have yielded the fruits of their labor and indeed transformed the exchange in essence or purely 

nominally. 

In light of the aforementioned, the researcher appreciates that the development of the 

Nairobi Securities exchange from a weak form efficient market to a semi-strong form efficient 

market is a process and therefore requires continuous assessment. According to Le Grange and 

Reddy, “…Assessment gives value to an outcomes-based system” (Le Grange & Reddy, 1998, p. 

9). They add that processes must be evaluated because they are important in achieving the 

outcomes. By examining information symmetry, this research therefore sought to become a 

gauge measuring the value of systems applied by the NSE towards reaching the outcome of 

becoming a semi-strong form efficient market. 
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Significance of the Study 
 

The study is significant to numerous parties as follows: 
 

1. The Capital Markets Authority- The results will be useful in enhancing controllable 

growth of the capital markets and its monitoring. 

2. The National Economic and Social Council of Kenya- The findings will help them devise 

effective ways to increase financial investment in Kenya as the country strives towards 

achieving the Vision 2030 Economic pillar. 

3. The Nairobi Securities Exchange- The management will gain insights about its state of 

efficiency particularly in response to its efforts at restructuring. The NSE will also gain 

from recommendations for its continuous improvement. 

4. Universities- Institutions of higher learning will benefit from a brief introduction to 

possible research areas concerning market efficiency in emerging markets, notably East 

Africa, and specifically Kenya. 

 

 

Assumptions of the Study 
 

The researcher made the following assumptions in undertaking this study: 
 

1. The Nairobi Stock Exchange kept accurate and standardized records. 
 

2. All investors were rational. 
 

3. Information for the study was easy to attain. 
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Limitations and Delimitations of the Study 
 

1. The concurrent release of relevant information to the public that can affect stock price 

was a looming challenge to conducting this research. Such information would include 

news of stock splits, rights issue and medium term note issues. To counter this effect the 

researcher used information that is available at the stock exchange to isolate companies 

that are not affected by this other information. 

2. Another limitation to carrying out this study was the announcement dates selected by the 

board of directors to announce dividends. This is because the board of directors has 

exclusive right to select whichever date they prefer to announce dividends. To counter 

this researcher used official Nairobi Securities Exchange announcements when 

information is made available to the whole investment community. 

3. The relatively small volumes traded at the Nairobi Securities Exchange may have lead to 

relevant data gaps. To counter this, the researcher used companies whose information 

does not present data gaps. 
 

Scope of the Study 
 

The research targeted the Nairobi Securities Exchange and comprised information 

gathered from secondary data detailing dividend announcements of listed companies and the 

market returns preceding the event, on the day of announcement and the following days. 
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Definition of Terms 
 

1. Intrinsic value- The value an investor attaches to a financial asset. It considers past 

information and the investors expected future cash flows or returns (Brown & Reilly, 

2009). 

2. Event study- An empirical study performed on a security that has experienced a 

significant catalyst occurrence, such as a dividend announcement, and has subsequently 

changed dramatically in value as a result of that catalyst. The event can have either a 

positive or negative effect on the value of the security (Brown & Reilly, 2009). 

3. Dividend payment- The distribution of a portion of a company’s earnings to a class of its 

shareholders in the form of cash, stocks, or property (Harder, 2010). 

 
4. Stock splits- A corporate action in which a company’s shares are divided into multiple 

shares. The total value of the shares remains the same as before the split since no real 

value is added to each share. It is also known as a bonus issue (Harder, 2010). 

5. Vision 2030- Kenya’s development blue print covering the period 2008-2030 that seeks to 

transform Kenya into a newly industrializing middle income nation (National Economic 

and Social Council, 2004). 

6. Flagship projects- Activities within Kenya’s Vision 2030 that form the foundation for the 

five year Medium-Term Plans (National Economic and Social Council, 2004). 
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Summary 
 

 

This chapter presented the introduction and background to the study, a description of the 

Nairobi Securities Exchange, a statement of the problem, purpose of the study, objectives, 

hypothesis, research questions, justification, significance of the study, assumptions, limitations 

and delimitations, scope of the study and definition of terms. 

Chapter two lays the theoretical foundations for the study as presented in the literature 

review. It describes market efficiency in its various levels and how they are tested, selected 

capital market phenomena, and gives the conceptual framework of the study. Chapter three 

presents the research methodology that was used in the study and details the research design as 

well as the sampling procedure and sample size. It also clearly describes an event study and the 

data analysis procedure. Chapter four offers findings and their interpretations. Chapter five gives 

the reflections on findings and their implications, and recommendations of the study. 
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CHAPTER TWO 
 

LITERATURE REVIEW 
 

Introduction 
 

In what Paul Barnes calls ‘rational economics’, most people act in a manner that is 

rational under most circumstances (Barnes, 2009, p. 45). That is to propose that given a certain 

situation that requires decision making, most individuals would make a rational choice in 

determining their courses of action. This carries over into what is defined as the Efficient Capital 

Markets Hypothesis. This shall be discussed in greater detail in order for the researcher to define 

what he is looking for in the Nairobi Securities Exchange and how it relates to global standards. 

There are three forms of market efficiency, namely weak, semi-strong and strong. 

Weak form market efficiency 
 

The weak form of market efficiency states that information about a company is fully 

reflected in the stock price of a company. In this case, past information alone is fully incorporated 

in the current share price. Barnes (2009) states that “As we are unable to forecast new news, and 

past news is fully impounded in an existing share price it follows that it is not possible to predict 

new share movements from old share movements” (p. 45). This essentially means that a market 

player is not able to use old price movements to predict new prices. Additionally, the implication 

is that in this situation patterns are indiscernible using the past stock prices and therefore any 

such price patterns cannot be derived to predict future prices. Further, due to this inability to 

predict future prices, the investor cannot make abnormal returns. Barnes (2009) further describes 

abnormal returns as “the earning of a higher return on a stock or portfolio than that which is on 

average earned by the market as a whole” (p. 45). He is clear to 
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state that a return in this case includes both the dividend earned and any increase in stock price 

over the period of investment. 

 

Semi-strong form market efficiency 
 

The semi-strong form of market efficiency regards a progression from the weak form to a 

higher level of dependability in the accuracy of the stock market. Barnes describes it by stating 

that prices “adjust immediately and once and for all to new information as it becomes publicly 

available” (Barnes, 2009, p. 46). This means that since all capital market prices reflect publicly 

known information about a company, no one can consistently earn abnormal returns. It is 

important to note that this definition of semi-strong markets deals primarily with public 

information. He notes it is in recognition of the possibility that there may exist insider 

information that would then positively influence the earnings of an investor. 

 

With insider information one may be able to outperform the stock market. It is notable 

that this can be tested using what Barnes (2009) terms as ‘event studies’ (p. 46). In these studies 

researchers study the market reactions to new information both during the days prior to and after 

the event has occurred. Here the researcher measures the expected return of the market with the 

actual return for the period surrounding the event in an attempt to identify abnormal returns in a 

group of shares affected by the new information of an event. Essentially if higher returns become 

apparent for a select group of shares then prior knowledge of the event or supposedly new 

information may be said to have been present to certain investors. This theory provides additional 

support to the notion that in an efficient market all publicly known information about a company 

or stock cannot assist an investor in beating the market, or realizing abnormal returns in the 

market. 
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Strong form market efficiency 
 

The strong form of market efficiency is the purest form of stock market operation. It is the 

aspired to zenith of any capital market and has several unique characteristics. It states that current 

market prices reflect all relevant information, whether publicly held or privately held (Barnes, 

2009, p. 47). Barnes also states that all markets are strong in the weak or semi-strong forms but 

cannot be efficient in the strong form since insider information is held secretly by those trying to 

outperform the market. It is also noteworthy that by observing the share prices and market 

behavior surrounding an event relevant to certain shares, a researcher can infer that insider 

knowledge may have been presently available to the investors. 

 

Stock market irregularities 
 

As noted previously in this examination of stock market efficiency, the Efficient Market 

Hypothesis is based on the notion that people normally behave rationally (Brown & Reilly, 

2009). This is notion is a precursor of any study carried out on the theory. However it is 

important to note that market irregularities do often arise. It may be deemed that not all action 

taken by investors is therefore rational as seen in market bubbles, manias, panics and crashes. 

 

Market bubbles 
 

According to Barnes (2009), a speculative market bubble occurs when “the market price 

of a share begins to depart from its intrinsic value” (p. 63). This phenomenon can be either in a 

positive or negative price fluctuation beyond the intrinsic value of a share. He adds that the 

bubble is then said to ‘burst’ when the price reverts back to the intrinsic value of the share, or 

below. While the formation of a bubble may be quick or gradual, its bursting is usually rapid. 

Bubbles occur not only when prices of capital market assets increase but can also occur when 

prices drop. The increase is said to be the result of optimism by market players about a 
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particular asset or events directly affecting it. Similarly, however, the market players may feel 

pessimistic about an asset or events surrounding it and overreact in a negative fashion thereby 

pulling the assets price down below its intrinsic value. The reversal of the same will therefore 

return the asset’s price to its original, and higher, intrinsic value. 

 

Manias, panics and crashes 
 

These events are described as “large price rises followed by collapse, and the general 

irrationality of financial and other economic markets” (Barnes, 2009, p. 64). He notes the first 

recognized form of market mania occurred in Holland and is referred to as ‘tulip mania.’ This 

phenomenon occurred when Conrad Guestner first introduced tulips from Constantinople to 

Holland and Germany in 1559. Due to their beauty and rarity they were prized as a status symbol 

of the rich. 

 

Initial tulip buyers kept them as status symbols while later buyers considered them an 

investment. Indeed by 1634 the love of tulips was spreading to the middle class and eventually 

merchants and shopkeepers who would contest amongst themselves in order to own single tulip 

bulbs. With such spiraling demand, the value of the tulip peaked at an equivalent of the present 

value of 20,000 British pounds on the Amsterdam Stock Exchange as well as other exchanges in 

Holland and Europe (Barnes, 2009, p. 65). This even led to the hiring of tulip notaries and clerks 

and laws to control the interests surrounding tulips. 

 

In 1636 some owners began to sell their tulips and as prices dropped panic seized the 

market. According to Barnes (2009) this led to a 90% drop in tulip value within only six weeks. 

This led to widespread defaults on contracts and although the Dutch government had initially 

declined to interfere advising market players to sort out the disaster and regain public 
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confidence, it was forced to declare all contracts entered into prior to November 1636 to be null 

and void. Barnes (2009) proceeds to note that contracts entered into after that date were declared 

valid if a mere 10% of the initial settlement price was paid (p. 65). As prices continued to fall, the 

Provincial council in the Hague was asked to find measures to control the downfall of the tulip 

prices and the damaged public credit brought about by the overexposure. They failed to achieve 

this and soon all public courts stopped hearing cases regarding tulips and such contracts were 

deemed gambling losses. In finality, the price of the tulip fell below its current market level. 

 

Testing for market efficiency 

 

According to Stefan Palan (2007) market efficiency can be tested by “observing and 

analyzing expected and actual returns and their variance” (p. 17). This seems the only way since 

Eugene Fama (1991) defines market efficiency and recognizes the challenges of measuring it in 

the following statement as quoted by Palan (2007): “The definitional statement that in an efficient 

market, prices “fully reflect” available information is so general that it has no empirically testable 

implications (p. 17). To make the model testable, the process of price formation must be specified 

in more detail. In essence we must define somewhat more exactly what is meant by the term 

‘fully reflect’. Thus, while testing the efficient market hypothesis the above tests also test the 

assumption that expected return and variance can be used to test for market efficiency. The 

following are various tests for market efficiency: 

 

Testing for weak form efficiency 
 

Palan (2007) notes that testing for weak form market efficiency involves relying on past 

trading data whereby a trading rule is established based on past security prices and then tested on 

whether its application can lead to earning risk adjusted profits in excess of the market return, as 

 
19 

Daystar University Repository

Library Archives Copy



 

 

in the case of the filter rule (p. 17). In this test an investor buys stocks that have yielded a gain in 

value by at least a given percentage (y%) and selling stocks, or going short, after stocks have 

fallen by at least a certain percent (y%) from a subsequent high; then the investor stays in a short 

position, “or the buying position,” until the stocks rise in price yielding at least a gain of a certain 

percentage (y%) (Palan, 2007, p. 18). Presumably, in a stock market that is inefficient and 

securities prices illustrate strong ‘serial correlation’ as he puts it, or basically where stocks move 

in uniformly and predictably, an investor may earn substantially higher returns than the normal 

market yield. 

 

Testing for semi-strong efficiency 
 

 

Event study 
 

Testing for semi-strong efficiency is generally done using event analysis or an event 

study. This looks at securities prices behavior around a certain surrounding window of time 

called an event window (Palan, 2007 p. 18). Thus, if certain new information is made public 

regarding a stock then the behavior of the stock is evaluated within a window of three to five 

days prior to the new information being made public and after the information has been made 

public. If new information is made public that causes doubts in the stock or conversely relieves 

investors of prior doubt, then the shares of the company should demonstrate abnormal returns, 

whether negatively or positively respectively. Palan (2007, p. 18) provides the following formula 

for this theory: 

 
 
 
 
 
 
 
 
 
 

 

20 

Daystar University Repository

Library Archives Copy



 

 

 
 

 

Where: 
 

 

A is the abnormal return of a stock on a given day, 
 

 

r is the stock’s actual return for the particular day under investigation, 
 

 

rm is the market return of a broad-based index portfolio on the same day. 
 

 

In this case, a researcher calculates the abnormal returns of stock in the days leading to 

and after new information, or news about the stock or company reaches the market in order to 

examine the speed at which prices of the stock respond to new information. Hereby, the 

researcher will determine if information about the stock has been leaked to the market 

beforehand. An event study can examine response to increased profits, dividend announcement, 

stock split or other relevant information. To further illustrate the event study one can assume that 

new information is made public about a company’s dividend omission on date T. In this case, 

there should be abnormal returns on date T but not on the following day T+1. If indeed there are 

abnormal returns on any other day than date T then is would illustrate that the dividend omission 

had been leaked to the market prior to the announcement date. Or it could mean that the market is 

so inefficient that news affecting the stock is incorporated to the share price after a full day. 

 

Testing for strong form market efficiency 
 

It is crucial to remind the reader that the aspired to level of efficiency is indeed strong 

form market efficiency. It is defined by Brown and Reilly (2009, p. 166) as reflecting “all 

information, public and private”. This implies that no participants in trading have access to 

privileged information. Further it means that securities prices not only reflect the most current 
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news available but also that no insider information is available long enough to be of any material 

value to an investor anticipating to outperform other players in the capital market. This level of 

efficiency is not only greatly desirable in order to create a level playing field for all participants 

but it is also challenging to attain and maintain, requiring concerted efforts from all market 

participants. 

 

In order to test for this different uniquely observable investment groups are analyzed over 

a period of time to see whether or not they gain disproportionate risk adjusted returns as 

compared to other players. Brown and Reilly (2009) suggest the following market players and the 

unique ways in which they have been tested to determine if they are privy to insider information 

or if they are capable of acting on new public information before others. This would indicate that 

securities prices did not adjust quickly to all new information. 

 

Corporate Insider 
 

Corporate insiders are defined as “major corporate officers, members of the board of 

directors, and owners of 10 percent or more of any equity class of securities” (Brown & Reilly, 

2009, p. 166). In the United States the Securities and Exchange Commission SEC gives a report 

on insider trading transactions, which reveals whether corporate insiders bought securities before 

abnormally large profits and sold before a downturn in market profitability. Previous studies such 

as those performed by Chowdhury, Howe, and Lin (1993) and Pettit and Venkatesh (1995) have 

shown that corporate insiders do normally report higher profits than other market players (Brown 

& Reilly, 2009). This is shown to be because of selling securities before a downturn and 

otherwise holding onto securities before an upturn in markets. 
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It is important to note that although the above findings would cause alarm, Brown and 

Reilly (2009) conclude by stating that later studies have also concluded that total transaction 

costs led to a correction of this by the market. 

 

Stock Exchange Specialists 
 

According to Brown and Reilly (2009) stock exchange specialists enjoy a “monopolistic 

access to certain important information about unfilled limit orders” (p. 167). This information in 

turn helps them realize abnormal returns as supported by various data. For example, the 

specialists buy at lower prices than other players and sell at higher prices, making automatic 

profit. Additionally, they make gains by buying and selling securities after unexpected 

announcements and when transacting securities in bulk. Studies have indicated that through 

trading as dealers, stock exchange specialists make a return on capital of over 20 percent (Brown 

& Reilly, 2009, p. 167). 

 

Security Analysts 
 

These full time investment professionals have the unique luxury of having specialized 

training in securities trading and as such it is most likely they would be most capable of selecting 

an undervalued stock. Studies concerning this group primarily focus on their ability to identify an 

undervalued stock and through their recommendation assist an investor to make abnormal returns 

within the market. Brown and Reilly (2009) recognize The Value Line Enigma in the United 

States as a meaningful method of examining the accuracy of security analysts over a one year 

period based on 1,700 stocks. Initiated in 1965 it involves involves ranking from 1-5 based on the 

following four factors. 
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1. An earnings and price rank of each security relative to all others 
 

2. A price momentum factor 
 

3. Year-to-year relative changes in quarterly earnings 
 

4. A quarterly earnings “surprise” factor, being actual quarterly earnings compared with VL 
 

estimated earnings 
 

In the initial years since the ranking was begun, evidence showed that, with the exclusion of 

dividend income and commissions charged, stocks rated as 1 outperformed the market in a large 

and noticeable way while those ranked as 5 grossly underperformed. However, as years of study 

progressed, it became noticeable that any inefficiency or abnormal return was corrected by the 

market within two days after an announcement concerning a security was made, or D + 2, while a 

notable investor, Value Lines Centurion Fund, consistently underperformed despite concentrating 

on rank 1 securities (Brown & Reilly, 2009, p. 168). However, there is still data indicating that 

some security analysts possess superior information that other players may not be privy to thus 

making them more competitive in the market. 

 

Professional Money Managers 
 

These are professional and full time managers of money and funds and are the best trained 

in investing money, and therefore should be the most able to make abnormal returns based on 

pure skill and experience. They are also an important group to study when evaluating strong form 

of market efficiency because they are not “insiders” in the real sense of the word, although they 

do conduct “extensive management interviews” (Brown & Reilly, 2009, p. 168). Also, because 

they may not be based at the stock exchanges, nor are they board members of the assets they 

trade, they cannot be said to be monopolistic in information available to them as in the case of 

stock exchange experts. 
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Studies for market efficiency based on money managers traditionally concentrate on 

mutual funds due to the high availability of information. However, Brown and Reilly (2009) 

assert that bank trust departments, insurance companies, and investment advisers are increasingly 

making their data more available and are therefore worthy of research. Research on mutual funds 

have indicated that excluding commission costs just over half the fund managers outperformed 

the market, while when commission costs, load fees, and management costs were considered two 

thirds of the fund managers did not meet market performance rates. Similarly, pension plans and 

endowments seem not to outperform the market either. It is only notable that they outperform the 

market when the largest endowments take advantage of a variety of investment vehicles such as 

“venture, unique hedge funds, real estate and commodities on a global basis” (Brown & Reilly, 

2009, p. 168). 

 

Conceptual Framework 
 

This research on the Nairobi Securities Exchange identifies the following independent 

variables: dividend announcement, date of announcement, and the nature of the information 

communicating the dividend. The intervening variable is information symmetry. Finally the 

following are recognized as dependent variables in this research: Presence of abnormal returns 

for listed companies, presence of cumulative abnormal returns for listed companies, presence of 

average abnormal market return for listed companies and ultimately market efficiency. 
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Independent variables Intervening variable  

        

 Dividend     Information  

 announcement     symmetry  

o Date of announcement    o Full  
o Nature of information     representation of  

 communicating the     intrinsic value in  
 dividend    

o 

asset price  
     No  information  

      lag  
        

         
 
 
 
 
 
 

Figure 2.1 Conceptual Framework 
 

Source: Author (2013) 
 

 

Summary 

Dependent variables  
 
 

 

Market efficiency 
 

o Presence of abnormal 
return for listed 
companies 

o Presence of cumulative  
abnormal returns for 
listed companies. 

o Presence of average 

abnormal market return 

 

Based on the various contributions mentioned above concerning the Efficient Capital 
 

Markets Hypothesis, or otherwise known as the Efficient Market Hypothesis, a few conclusions 
 

can be made. First, it is the desired state of capital market operation and behavior. This is 
 

evident by virtue of the fact that market players want to outperform the market at the 
 

disadvantage of other players. Despite this it is only through ensuring a level playing field, 
 

diversity of investment tools, and lack of insider trading, and able regulation can all parties 
 

consistently make moderate returns in relation to the risk undertaken. In this case, markets 
 

would not easily crash and government intervention would only be minimal if only in a 
 

supervisory role. It is also imperative to note that the literature studied indicates that various and 
 

diverse tests can be carried out individually or in combination to examine the e efficiency of a 
 

market. 
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CHAPTER THREE 
 

RESEARCH METHODOLOGY 
 

 

Introduction 
 

The purpose of this study was to establish the trend of individual returns of listed 

companies before cash dividend announcement, to assess the timeliness of responses of listed 

companies’ shares to cash dividend announcement by, and to examine average market response 

to cash dividend announcements and confirm whether the data sets reject the null hypothesis or 

fail to reject the null hypothesis, and finally to make recommendations towards the development 

of market efficiency at the NSE. In this chapter, the methodology that was used to accomplish 

this purpose is described. Kumar (2005) explains that research methodology is a procedural plan 

that is adopted by the researcher to answer questions validly, objectively, accurately, and 

economically. Leedy (1993) also describes research methodology as the process by which 

meaning is deduced from data. This chapter also discusses research design, population, sampling 

procedure, data collection procedure, data processing and analysis. Ethical considerations are also 

described because of their role for a successful research study. 

 

Research Design 
 

There are principally two types of research design, quantitative and qualitative. 

Qualitative research, as noted by Merriam (2009) is defined by Van Maanen as “an umbrella term 

carrying an array of interpretive techniques which seek to describe, decode, translate, and 

otherwise come to terms with the meaning, not the frequency, of more or less naturally occurring 

phenomena in the social world” (p. 13). Qualitative research has a strong emphasis on meaning of 

the world’s happenings, and not necessarily the scientific determination of how they happen. It 

has to do with understanding how people make meaning of the events in their daily lives and 
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how they interpret what they are experiencing. Merriam expounds that it is primarily concerned 

with understanding the phenomenon from the participant’s perspective and not necessarily from 

the perspective of the researcher (p. 14). It implies an insider’s perspective rather than an 

outsider’s perspective. 

This type of research also uses the researcher as the primary tool for research. This is 

consistent with the goal of the research type, being understanding, whereby the human instrument 

is the most capable tool for responsive and adaptive capabilities (Merriam, 2009, p. 15). This is in 

stark contrast to quantitative research where other laboratory tools may be required. In addition, 

qualitative research is primarily conducted because no theory exists to explain the phenomenon, 

or the present theories no not adequately explain the phenomenon under study. This makes it an 

inductive study. Data is gathered to build concepts and theories. Here, data from interviews 

observations or documents is combined into larger themes that generalize from the particular into 

the general population (p. 16). 

 

The results of a qualitative research should be highly descriptive which is contrasted to 

numbers conveying the results as in a quantitative research. 

 

Quantitative research is well defined by Aliaga and Gunderson (2002) as 

“…explaining phenomena by collecting numerical data that are analyzed using mathematically 

based methods (in particular statistics)” (Mujis, 2004, p. 1). This is easily understood by 

describing the various elements of the definition. First, the aspect of explaining phenomena is 

common to all research since the principle purpose of research is to explain something. It 

includes gathering data to gain understanding about a phenomena. Secondly, the aspect of 

numerical data is crucial to quantitative research and separates a research venture from being 

characterized as qualitative one. This is crucial for the last part of the definition where the data 
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is analyzed using ‘mathematically based methods’. Unlike qualitative research, data for 

quantitative research must be in numerical form for the researcher to analyze it. Finally, the 

quantitative data is analyzed statistically for inferences to be made. 

 

This study incorporated the quantitative research as the researcher used statistical 

methods to make inferences on the gathered data. By use of linear capital market models and 

mathematical equations the researcher was able to analyze data gathered at the Nairobi Securities 

Exchange and make conclusions about the reaction of share prices to significant events related to 

listed companies at the Exchange. 

 

Research Methods 
 

This study was a descriptive research that is quantitative in nature following the 

characteristic outlined above. Gay (1981) defines a descriptive research as one where data is 

collected for purposes of hypothesis testing or answering questions regarding the current status of 

the subjects under study. The status under study in this research was the status of the Nairobi 

Securities Exchange in terms of share prices’ reactions to dividend announcements by listed 

companies. 

 

In order to accomplish this, the researcher employed quantitative approach to 

research where numerical data for a period of time was analyzed using statistical methods to 

generate conclusions for the researcher. These tests were geared towards testing the information 

asymmetry, basically by testing the speed of price adjustments of shares of listed companies 

where dividend announcements have been pronounced. This was accomplished by use of event 

studies. According to Ma (2004), the elements that a researcher must define to perform an event 

study are the event, event window, estimation window, and estimation model. These are 
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discussed in greater detail in the following pages. Additionally, according to Babbie (2010), the 

event study is classified as a cross-sectional study since all observations of the various 

phenomena are made at one point in time or at one particular instance in history, being the event 

window. 

 

An event study looks at the behavior of a stock’s prices within a certain window of 

time surrounding an announcement yielding information regarding the listed company. 

According to Babbie (2010) the stock price is meant to respond to shifting demand caused by 

investor reaction to the new information, either positively or negatively during an examination 

period called an event window. Ma (2004) states that during this window according to semi 

strong form efficient market hypothesis the new public information should not lead some 

investors to make abnormal returns since the price of the stock should reflect all public 

information and rational investors should respond immediately to the information. The following 

formula can illustrate the point: 

 

1.  
 
 
 
 
 

Where: f(….) is a probability distribution function; Ri,t is the return on security i in the period t; 
 

ØM t-1 is the information set used by the market at t-1; Øat-1 is the specific information item 

placed in the public domain at t-1 (Twala, 2005). 

 

According to this equation, and indeed in general relating to event studies, the 

independent variable is the new information that is made available to the market, and in this case 

it is the dividend announcement. The dependent variable is then the daily change in stock price or 

stock return. Additionally, as the announcements are fleeting, the researcher used the degree 
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of reaction illustrated by the dependent variable to make a conclusion as to the impact of the 

independent variable. The independent variable can only be present or not present since it is a one 

time event. To study this event the researcher decided to use 30 days prior and after the dividend 

announcement in order to measure the returns in isolation of other critical events surrounding the 

event. The researcher deemed this period sufficient to gain the necessary characteristics of the 

individual stocks in order to perform the event analysis. The dependent variable is then 

operationalized as the day to day changes in price of the stock as a percentage of the previous 

price. For example, a stock that opens the day at Ksh.19 and closes at Ksh.20 will 

have a five percent return for the day. This is arrived at by . 
 
 

In order to assess the impact of the event the researcher estimates the reasonable 

likely return of the stock under normal circumstances by use of an estimation window. According 

to Ma (2004), an estimation window is the period from which the researcher selects the data used 

in estimation. The use of an estimation window allows the researcher to establish the normal 

expected return of the subject stock under normal circumstances when the event is absent so as to 

compute the abnormal return. Several estimation models can compute the estimated return, which 

is generally expressed as: 

 

2.  
 

 

Whereby  equals the expected returns for each security each day in the event window 
 

while  is the selected estimation model. 
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More specifically, in calculating expected return, , the researcher employed the 

popular and straightforward Capital Asset Pricing Model (CAPM) which is illustrated as follows 

(Elton, Gruber, Brown, Goetzmann, 2009): 

 
 
 
 
 
 

Whereby,  is the return of risk free securities;  is the beta factor and  is the market 

returns. 

 

According to Herbert Mayo (2010), the other possible value which the dependent variable can 

take and which will be examined is the actual return during the event window: 

 

1 × 100…………………………………….(3)  
 
 

 

Whereby,  is the price of each share of firm j in period t while  is the cash dividend amount 
 

that is paid by firm j in the period t; and  is firm j’s share price in the period t-1. 
 
 

Proceeding further by use of inferential statistics the researcher compared the two values in order 

to get the difference between stock price during the event window and during the estimation 

window to conclude on the actual impact of the event under study. Simply said, the following 

formula illustrates the difference of when the event is present and when it is not present 

(Hiertzenberger 2010, p. 50): 

 

………………………….(4) 
 
 

Whereby, ARjt are the abnormal returns present during the event window, which are presumably 

as a result of the independent variable being activated. The rest of the terms are as previously 
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explained. Further, due to the possibility of a cumulative effect, the researcher also examined the 

Cumulative Abnormal Returns (CARs), which is the summation of daily Actual Returns (ARs). 

The researcher considered applying the following formula as illustrated by Hiertzenberger 

(2010): 

 
 

……………………..(5)  

 

Whereby the cumulative abnormal return from time t1 through t2 may be calculated during the 

event window, which can be modified further to suit the purposes of this event study to become: 

 

 

……..(6)  

 

The other terms are as previously defined. 
 

 

It is then necessary to examine whether on average the event had an effect on the market by using 

the Mean Abnormal Returns, which averages all the individual share responses of all companies 

included in the sample. It is illustrated as follows: 

 

N  
…………………(7)   

N  
 
 

 

……………...(8)  

 

For deriving the cumulative effect which may be present and observable in the Mean Abnormal 

Returns, the above formula sufficed whereby all the other terms are as defined previously. 

 

For each measure of performance above, a test statistic is computed for comparison 

purposes between itself and the assumed distribution that average abnormal performance over 
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the event window is not equal to zero. The researcher accepted or rejected the hypothesis if the 

statistical significance was between 0 and 5% and rejected the findings of the research if it was 

beyond 5% confidence level. In addition, the results of the CAR and MCAR can also be used to 

confirm whether the market is semi-efficient or not since they examine the speed of market 

response to an event. In the semi-efficient market, the CAR and MCAR should be zero before the 

event and then assume a positive number immediately after the event and remain reasonably 

constant. If the values of CAR and MCAR continuously rise days after the event then this 

becomes evidence of delayed response typical of inefficient markets. 

 

Population 
 

According to Mugenda and Mugenda (1999) a population consists of a complete set of 

“individuals, cases of objects” that share a common identifiable characteristic (p. 41). It is a class 

that is easily identifiable and which share characteristics in terms of make, place of origin and 

name. Within the population is the target population about which the researcher would like to 

generalize their results. From the target population one must identify an accessible population, 

which is logistically capable of being studied and it is called a survey population. It is important 

that these two that is the target and accessible populations have many common characteristics so 

that the accessible population is actually deemed representative of the target populations and 

generalizations can be accurately made. This relationship is called population validity (Mugenda 

& Mugenda, 1999, p. 42). 

 

The population selected for examining the Efficient Capital Market Hypothesis, and 

indeed the level of market efficiency found at the Nairobi Securities Exchange in this study were 

the entire listed number of companies on the stock exchange. There were fifty-five listed 

companies at the time of this research, all of which were included in the population. 
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Sampling Methods 
 

Sampling can take place in several forms which are now going to be discussed. They 

include simple random sampling, stratified sampling, and multi stage sampling. These are all 

methods of random sampling. Following them the researcher examined various quasi-random 

sampling methods, including systematic sampling, and cluster sampling. Finally the researcher 

introduced various methods of non-random sampling, namely convenience sampling, quota 

sampling, and purposive sampling. 

 

Simple random sampling consists of selecting units or members of a population at 

random, with or without replacement, and with each unit or member having an equal chance of 

being selected (Stopher, 2011). It also includes deciding on which statistical method should be 

employed to select members of the population and then how they are incorporated into the 

sample, both of which are highly dependent upon each other. A heightened and more 

discriminate form of this random sampling is stratified sampling. 

 

Stratified sampling involves a first dividing the sampling frame, or target population into 

strata, or categories which define the members along certain distinguishable characteristics. Once 

this is done, each member of the strata are assigned a number in a sequential manner. Finally, 

individual units are selected using the same random manner as in simple random sampling but 

now units are randomly selected from the strata. 

 

Multi stage sampling includes two or more levels of sampling. That implies a sample 

of a sample. It is mostly used where creating a sample frame would be extremely expensive for 

the researcher, or when certain members of a population cannot be identified for a sample frame 

to be selected. An example of this is where population surveys are taken. Here it may be 
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impossible to identify the various characteristics of a human population except that they reside 

within a geographic area. A multiphase sampling solution is to first narrow the population down 

from country to state; then from state to county; then from county to location. Indeed, as seen in 

this example, the most common basis for multi phase sampling is administrative units. Here at 

least two stages of sampling have been implemented. 

 

According to Black (2009) systematic random sampling is a random sampling technique 

which requires the researcher to administer a system for the selection of random numbers 

beginning with a randomly selected starting point. For example, one would select every 

seventeenth person from the accessible population to be researched. Another similar semi-

random sampling technique is cluster sampling. Black (2009) describes it as area sampling where 

heterogeneous strata are formed from the accessible population. Further, rather than being 

geographical clusters only, clusters become naturally occurring phenomena in the population 

which are identified such as towns, schools, and companies. 

 

The researcher now introduces the non-random sampling methods, which are methods 

of selecting elements of the population without a random procedure as illustrated in the methods 

above. They include convenience sampling, judgment sampling, and quota sampling (Gravetter 

& Forzano, 2011, p. 151). 

 

Convenience sampling is where the researcher simply selects the most available 

people to become research participants. This is actually the most common form of sampling 

utilized in social sciences research. A good example of this would involve a Daystar University 

finance lecturer studying youth behavior simply selecting his class students to complete their 

questionnaires. There are several weaknesses to this sample, namely that the researcher does not 
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get to know the characteristics of his participants. Also, the researcher has little control over the 

representativeness of the selected sample which is then compounded with the inability to 

eliminate bias. However the obvious benefits of this sampling method is the low cost element, 

takes little time, and considerably much less effort than the random sampling techniques. 

 

Quota sampling is a combination of non random sampling and one other method of 

random sampling. Here one uses another method such as stratified sampling in order to 

categorize strata or groups within the non random sample. For example, in a physical education 

class where boys compete against girls the teacher could easily choose the first fifteen students 

and appoint them to a team and repeat the process to get the other team. However, he may not get 

the desired ratio of boy to girl, namely 1:1. Therefore he may choose instead to visually identify 

fifteen boys and put them on one side and fifteen girls and put them on the other, thus achieving 

his goal. 

 

“Purposive sampling is a technique that is targeted and specifies pre-established 

criteria for recruiting the sample” (Crosby, DiClemente, & Salazar, 2006, p. 303). Further, the 

need for purposive sampling is dependent on the research question or various criteria. According 

to Crosby et al. (2006) it can become a variant of convenience sampling, whereby similarly 

characterized phenomena or people are approached wherever they are most likely to be found. 

The researcher using convenience or purposive sampling can benefit from the preexisting groups 

in sampling but must ensure that the subjects represent the characteristics of the population under 

study. 
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Sample Size 
 

For the purposes of studying semi-efficient form of the Efficient Market Hypothesis, 

purposive sampling method was used by the researcher in selecting listed companies among the 

fifty five listed in the Nairobi Securities Exchange. Favorable companies within the populations 

that were included in the study as a sample met the following conditions. First, they must have 

paid a cash dividend between June 2011 and January 2012. Second, the companies must have 

traded uninterrupted from April 2011 through March 2012, so as to cater for the estimation 

window and event window without data gaps. Third, the company must have not had any 

significant announcements that could significantly impact consumer preference for or against 

their stocks in the estimation or event period, except of course for the dividend announcement. 

Fourth, there should not have been any disciplinary action against the company over the study 

period, such as suspension from activity at the exchange. This pre-qualification leads to the next 

logical criteria that no data gaps be present in the company´s stock prices. 

 

The data employed in the study included secondary data sourced at the Nairobi 

Securities Exchange library entitled “Corporate Actions 1994 to date” (2012). The researcher also 

used daily stock prices as provided by the same library entitled the “The Daily Price List” (2012) 

for the entire duration of the examination period. Also available on the same publication was the 

Nairobi Securities Exchange all share Index and the NSE 20 Share Index. The 20 share index was 

preferred due to its focus on most actively traded and voluminous shares and was a good 

indicator of market activity. 

 

Event Study 
 

As proposed by Ramanna Vishwanath (2009), for each company in the sample the 

researcher had to select an appropriate period to evaluate returns from “either daily, weekly or 
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shorter intervals” (p. 500). This study utilized daily data so as to provide for more specific 

information and observations. In doing so the researcher used the standard 60 day estimation 

window, being the 60 days immediately preceding the event window; while the event window 

will be 61 days, being 30 days preceding and 30 days after the event (Vishwanath, 2009, p. 500). 

 

Data Analysis Procedure 
 

Once the data has been gathered, it must be analyzed in order to make inferences about 

the population. This requires separate systematic applications for quantitative and qualitative 

data. For qualitative data, Kumar (2005) describes the need to clean up the data by eliminating 

any inconsistencies and incompleteness. Once the data is cleaned and well edited it must be 

coded, which requires establishing a code book, pre testing the code book, coding that data and 

then verifying the same. After this, the researcher identifies some responses and applies them to 

the code to check for any discrepancies before beginning the procedure of content analysis. This 

is the means by which quantitative data is analyzed, thereby identifying the main themes and 

applying codes to these themes before classifying responses to those themes. 

 

For the purposes of this quantitative study, the following is a specific step-by-step procedure for 

data analysis for the event study. 

 

Step 1)  
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The actual returns for each firm during the estimation window is found using the aforementioned 

equation where is the share price of firm j in period t;  is the cash dividend of company j in 

 

period t; and  is share price of firm j in period . 
 
 

Step 2)  
 
 
 
 
 
 

 

Where Nairobi Securities Exchange Index (NSEI) were represented by the Nairobi Securities 
 

Exchange (NSE) 20 share index on day t and being the NSE 20 share index for day 
 

, or the previous day. 
 
 

Step 3) In conjunction with the results of steps one and two above, the following regression 

analysis formula illustrated by Fischer and Jordan (1991) was used to attain the β, or risk/return 

factor for each stock, whereby  is the return of share j in period t and  is the mean return of 

stock j over period t. Similarly, MR is the market return for each stock on each day during the 

estimation period while MR is mean market return;  is the number of observations. 

  
x  
∑   
t  

 

x  

 

t 
 
 

 

The  will be incorporated into the Capital Asset Pricing Formula (CAPM) in step 6. 

Furthermore, , which is the risk free rate will be the 91 day Treasury bill rate for the given 
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stock over the study period. This value will be the constant for each stock in calculating expected 

return. 

 

Step 4)  
 
 
 
 
 
 

 

The market return over the event window is derived with the terms meeting the description given 

in step 2. 

 

Step 5) The expected return, ER, will be derived using the Capital Asset Pricing Model as 
 

 

follows:  
 
 

Step 6)  
 
 
 
 
 
 
 
 

Actual returns for each security for each day  during the event window are determined, 

while taking into consideration the holding period, using the above formula as described in step 

number1. 

 

Step 7) 
 

Abnormal returns for each security each day of the event window is calculated by subtracting 

expected returns from actual returns as follows: 
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Step 8) 
 

 

The test statistic is calculated to test the abnormal returns. 
 

 

Step 9) 
 

 

The cumulative abnormal returns are calculated so as to get an idea of when the dividend became 

public knowledge using the following formula previously described at the beginning of this 

section. Also the returns were tested for statistical significance. 

 
 
 
 
 

 

Step 10) 
 

 

The Mean Cumulative Abnormal Return is then used to determine if on a whole the market 

responded differently than expected during the event window. It is found using: 

 
 
 
 
 
 
 

 

Analysis of the event study will be conducted based on the findings of the following 

 

formula given the event window described previously: , where AR is the abnormal 

return of the event day; R is the actual return of the stock; and Rm is the return of a portfolio of a 

broad based index on the same day. 

 

Ethical Considerations 
 

The ethical following ethical considerations are guided by the definition of ethical 

behavior, which according to Trevino and Weaver (2003) can be defined as morally acceptable 
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behavior. The first consideration deemed morally acceptable therefore was to attain approval of 

the proposal by the Daystar University School of Business and Economics. Further, the 

researcher required a letter of introduction from the School which enabled him to present a 

request for permission to conduct the research from the National Council of Science and 

Technology. Finally, the management of each institution comprising the sample was approached 

for permission to allow the researcher an opportunity to conduct the research. Here, the strength 

of the introduction letter and permit to conduct research were of great assistance. 

 

Summary 
 

In this chapter the researcher has addressed the various research methods that were 

available to him for consideration. Of the various methods he has described his selection of 

qualitative instruments and where quantitative data were included. Additionally, the researcher 

has indicated various types of sampling and how he has derived his sample. Finally, the chapter 

has enlightened the reader of the desirable data analysis procedure selected, as well as the ethical 

considerations made by the researcher. 
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CHAPTER FOUR 
 

 

DATA PRESENTATION, ANALYSIS AND INTERPRETATION 
 

Introduction 
 

The primary purpose of this study was to examine the semi-efficient form of market 

efficiency in the Nairobi Securities Exchange. According to the Efficient Market Hypothesis, a 

capital market is said to exhibit semi-efficiency by virtue of all public information being reflected 

in asset prices in the exchange. This means that not only has the requirement of weak form 

efficiency that historical information has been figured into the asset value, but that also all public 

information has also been considered in the valuation of an asset, or stock. This is generally 

tested using the event study method, where an important event in the life of the stock is selected 

to examine investors’ response by observing the share’s behavior both before and after the event. 

 

The researcher decided to conduct an event study to examine semi-efficient form market 

efficiency by observing the share behavior of qualifying firms in response to dividend 

announcements. By finding that the results of the research indicated that the NSE is semi-strong 

efficient then investors would be encouraged further to increase their holdings in the exchange 

and thereby improve capitalization towards meeting 95% capitalization as proposed by the Vision 

2030 Secretariat and indeed as prescribed for an efficient market. 

 

In order to adequately test the state of efficiency, the researcher employed the following 

null hypothesis: 
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Ho: The Nairobi Securities Exchange displays information asymmetry and does not respond 

efficiently with regard to price changes of shares in response to dividend announcements by 

listed companies. 

 

The researcher used the following objectives to comprehensively test for the semi-

efficient form of market efficiency. First, the researcher examined the asset pricing characteristics 

of the sampled shares at the NSE using the Capital Asset Pricing Model, CAPM. Secondly, the 

researcher accomplished the second objective which was to assess the percentage response to 

dividend announcements. Third, the researcher gained an insight about the entire market by 

averaging the share response of all sampled companies. 

 

This chapter will deal with the findings of the study. This will be done by first showing 

the results of the prequalification of companies to be included in the sample. Then the researcher 

will describe the returns of each sampled company, then show the market returns by averaging 

the returns of all sampled companies. 

 

Sampling Results 
 

As indicated in the previous chapter, the population of the study was the entire list of 

listed companies at the Nairobi Securities Exchange as shown in Appendix 1. There were fifty-

five companies listed at the Exchange at the time of the study. Of these fifty-five, purposive 

sampling was used to determine which company displayed characteristics that would make it best 

suited for inclusion in this study. The various criteria were as follows. 

 

The first criterion was that each company must have paid a cash dividend between April 

2011 and March 2012. Second, the company must have had its shares traded uninterrupted for the 

entire duration of the study period, including the sixty day estimation period prior to the 
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event in order to prevent data gaps. Third, no contemporaneous announcement should have been 

made about the company for the entire study period as described in the previous criteria. Fourth, 

no disciplinary action must have been meted out on the company under study, thereby disrupting 

the estimation results or entire study results. 

 

In order to access this information the researcher used secondary data provided by the 

Nairobi Securities Exchange digital library. Here, all corporate actions were recorded and filed in 

a computer database which any researcher can access. It is also important to note that the data 

included both corporate actions since 1994 as well as daily share prices for all listed companies 

for whichever period was requested. As such, the dates used in the event study for dividend 

announcements were those on which the NSE announced the corporate actions by each listed 

company, and thereby, publicly making investors aware of the dividend announcement. 

 

Table 1 shows the companies which declared dividends during the study period. Also 

included in this table are the criteria used to isolate the sample companies as mentioned 

previously and how the companies fared. It is important to note that a total of 20 companies paid 

dividends between April 2011 and March 2012. Of the companies that paid dividend in the 

appropriate period four paid interim dividends, nine paid final dividends, six paid first and final 

dividends, and one paid a special dividend. Also, one company in particular, Barclays Bank of 

Kenya, paid dividends twice on the same day. This is treated as one event for purposes of the 

event study due to the fact that it can be considered a single event period since the announcement 

date is the same for each dividend. 

 

On criterion two, in reference to uninterrupted trading so as to avoid data gaps, twelve 

companies were disqualified. This is because of random days without trading consistently and 
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an inability to get continuous data for the required duration of the estimation period and event 

period. Its implication is that most of the companies in the target population were thinly traded. 

 

Two companies failed to meet the contemporaneous announcement criterion, namely East 

African Portland Cement received negative publicity due to board wrangles over the event 

period. Meanwhile, there were various well-documented unconcluded trials and court actions 

against the Kengen CEO and the organization as a whole which excluded them from the study. 

 

On the fourth and final criteria, none of the companies faced disciplinary action from the 

Nairobi Securities Exchange. This means that any company that met all previous criteria and then 

also the fourth would be considered for the study. The following Table 4.1 shows the results of 

the sampling procedure while Table 2 shows those companies that were included in the study. 

 
 
 

Table 4.1 Results of sampling method 

 
COMPANY TYPE RATE DATE CRIT1 CRIT. 2 CRIT. 3 CRIT. 4 CRIT. 5  
 

BAT INTERIM  
EA CABLES INTERIM  
HFCK INTERIM  
EA BREWERIES FINAL  
MUMIAS SUGAR 1ST& FINAL  
UNGA GROUP 1ST& FINAL  
CITY TRUST 1ST& FINAL  
KPLC FINAL  
CARBACID FINAL  
KENGEN FINAL  
EA PORTLAND 1ST& FINAL  
SASINI FINAL  
REA VIPINGO 1ST& FINAL 

 
CAR & GENERAL FINAL 

WILLIAMSON TEA INTERIM  
BBK FINAL  
BBK SPECIAL 

 
 

3.5 8-Jul-11 

0.3 14-Jul-11 

0.5 20-Jul-11 

6.25 26-Aug-11 

0.5 26-Aug-11 

0.75 30-Sep-11 

4 3-Oct-11 

0.1 19-Oct-11 

3 24-Oct-11 

0.5 26-Oct-11 

0.5 28-Oct-11 

0.5 13-Dec-11 

1.1 16-Jan-12 

0.55 30-Jan-12 

50 9-Feb-12 

0.7 16-Feb-12 

0.6 16-Feb-12  

 
 

FUL UNFUL FUL FUL REJ 

FUL FUL FUL FUL INC 

FUL FUL FUL FUL INC 

FUL FUL FUL FUL INC 

FUL FUL FUL FUL INC 

FUL UNFUL FUL FUL REJ 

FUL UNFUL FUL FUL REJ 

FUL FUL FUL FUL INC 

FUL UNFUL FUL FUL REJ 

FUL FUL UNFUL FUL REJ 

FUL FUL UNFUL FUL REJ 

FUL FUL FUL FUL INC 

FUL UNFUL FUL FUL REJ 

FUL UNFUL FUL FUL REJ 

FUL UNFUL FUL FUL REJ 

FUL UNFUL FUL FUL REJ 

FUL UNFUL FUL FUL REJ 
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PAN AFRICA INS. 1ST& FINAL 
HOLDINGS  

HFCK 

FINAL 
NIC 

FINAL 
 

 
2 21-Feb-12  

 
0.7 22-Feb 
 
0.25 23-Feb-12  

  

FUL UNFUL FUL FUL REJ 

FUL UNFUL FUL FUL REJ 

FUL UNFUL FUL FUL REJ 

 

 

KEY: CRIT=Criterion; FUL=Fulfilled; UNFUL=Unfulfilled; INC=Included; REJ=Rejected 

Table 4.2 Included companies which satisfied sampling criteria 

 
COMPANY DIVIDEND RATE DATE TYPE 

 
 

 

East African Cables Interim 0.3 14 Jul 2011 

HFCK Interim 0.5 20 Jul 2011 

EABL Final 6.25 26 Aug 2011 

Mumias Sugar Co. 1
st

& Final 0.5 26 Aug 2011 

KPLC Final 0.1 19 Oct 2011 

Sasini Final 0.5 13 Dec 2011 

    
 

 

Establishing returns trend of listed companies at the Nairobi Securities Exchange 

According to the objectives previously stated in a prior section of this research, the first 

step the researcher attempted was to establish the trend for returns for listed companies at the 

Nairobi Securities Exchange prior to the dividend announcements. Essentially, what the 

researcher did was to establish what normal returns for share prices would be in the absence of 

the dividend announcement. The researcher chose to use the Capital Asset Pricing Model, a 

widely acceptable model that assumes a linear relationship between the return of a company’s 

share and that of the market, whereby the market will be represented by the Nairobi Securities 

Exchange Index. CAPM was used as the estimation model. This required prices during the 

estimation period be treated to get their daily returns as well as the market return in order to 
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arrive at a Beta  for each company in the sample. A regression analysis of these two returns 

has helped estimate the percentage of return each share yields vis-a-vis its risk. This  was 
 

placed with the market return  and 91 day Treasury bill rate, which is the risk free rate of 
 

return  to come up with expected return for the event period. The CAPM equation will then 

take this form: 

 
 
 

A share with a  of 1.0 is of average risk while over 1.0 is of higher risk and below 1.0 is 

of lower risk. In capital markets, risk should be equivalent to return and therefore a share with 

low average or high  will also exhibit low, average, or higher than average returns than the rest 

of the market. Due to this relationship, a share with a high beta will tend to show higher than 

average return in an advancing, or good, market on a normal basis even in the absence of an 

extraordinary event. Likewise, in a declining or bad market, the stock with a high beta will show 

lower than normal returns in the absence of negative news. In terms of CAPM this is the 

company specific factor that makes a share more or less volatile or promising than others. For the 

sampled companies it was derived using the aforementioned formula as illustrated by Donald 

Fischer and Ronald Jordan (1991). 

 

Assuming that  being the 91 day Treasury bill rate, it remains unchanged in the 

duration of the study for the respective company. The researcher used the 91 day Treasury bill 

rate due to the fact that it is a risk free guarantee by government being that money lent to the 

government by way of purchasing a treasury bill has nil chance of a nil return. It is therefore 

suitably applied to CAPM as the constant variable. Meanwhile, the Beta will determine the slope 

of the line represented by the CAPM formula. If Beta is higher, then the line will slope 
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upwards to a higher degree than the line of a stock with a low beta; also as the line extends with a 

greater beta on an x axis, its higher slope illustrates increased returns (Elton, Gruber, Brown, & 

Goetzmann, p . 311, 2003). 

 

1. East African Cables 
 

 

The regression analysis derived the following characteristic line for East African Cables:  
 
 
 
 

 

This  share  has  a  low  β,  and therefore its risk, that is significantly lower than average 
 

 This indicates that it is not expected to have a higher return than the market 

return in the absence of an extraordinary firm specific event such as the dividend announcement. 

 
2. HFCK 

 

 

The Housing Finance Corporation of Kenya has the following line equation as derived from the 

regression analysis: 

 
 
 
 

 

This indicates that this share is also of much lower risk than average as the β is well below 1 
 

 The share should have less return than the market than the average in the absence 

of a significant firm specific event such as the dividend announcement. 

 
3. EABL 

 

 

The East African Breweries Limited provided the researcher with the following line as a result of 

the regression analysis: 
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This exhibits much lower risk than average market risk  leading the researcher to 

conclude that its share would perform well below market returns outside of an extraordinary firm 

specific event such as a dividend announcement. 

 

4. Mumias Sugar Company Ltd 
 

 

The share revealed the following line upon completing the regression analysis:  
 
 
 
 

 

In this case, the share exhibits slightly above average risk . This would correspond 

to a slightly higher return for the stock under normal circumstances in the absence of an 

extraordinary firm specific event such as a dividend announcement. 

 

5. KPLC 
 

 

The Kenya Power and Lighting Company’s share produced the following line after completion of 

the regression analysis: 

 
 
 
 

 

This reveals a slightly lower risk composition than the average market risk . In 

such a situation the share would not characteristically portray a higher than average return in the 

absence of a significant new firm specific event affecting it. Such an event would include a 

dividend announcement. 

 

6. Sasini Ltd 
 

 

This share produced the following characteristic line as a result of the regression analysis: 
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This share has a significantly higher than average risk composition (β=1.631). This also implies 

than it should portray higher than average returns under normal circumstances, in the absence of 

a significant firm specific event such as dividend announcement. 

 

Assessing the timeliness of individual share returns to dividend announcements 
 

The researcher was able to assess the response of each company in the sample to 

dividend announcements. This was accomplished using differential statistics whereby the 

response of the dependent variable was measured, specifically comparing the response when the 

dividend announcement was present to when it was not present. Here normal returns were 

established using the variously mentioned asset pricing characteristics of each company in the 

sample as noted in the previous section and the difference between those returns and the actual 

returns during the event period became the abnormal return (AR). Also, the cumulative effect of 

the event period was noted and observed using the cumulative abnormal return (CARs) by 

summing up all daily abnormal returns throughout the event period for each company in the 

sample. 

In order to interpret the findings appropriately several concepts must be considered. 

First, abnormal return around the event period can be concluded to be as a result of the event, 

especially since other interfering factors that may have affected returns have been eliminated 

during the sampling phase of the study. Thus, if abnormal returns are evident before the event it 

is concluded that the market had prior knowledge of the dividend announcement or at least 

anticipated the same. If there is a delayed response, typically beyond one day after the event then 

the market responded late to the announcement which would also indicate inefficiency due 
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to a slow response whereas prices should have already reflected all public information 

immediately. 

 

In the realms of an efficient market, no profitable opportunity should exist from the 

announcement of a dividend since the prices reflect all public information. As such, Abnormal 

Returns and Cumulative Abnormal Returns should be equal to zero before the dividend 

announcement and then rise to a positive number immediately after the event and maintain that 

position. Thus, if CAR continues to change then it provides for a profit making opportunity and 

therefore the market cannot be said to be semi-strong form efficient. This would be evidenced if 

CAR began rising before the dividend announcement and continued to rise for weeks after the 

announcement. Finally, for this to be evidenced, any AR or CAR must be shown as statistically 

significant from zero. The null hypothesis is then rejected or accepted if the test statistic exceeds 

a critical value, which the researcher has decided to be 5% level of confidence. The findings are 

as follows. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig 4.1 East African Cables Abnormal Returns 
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Fig 4.2 East African Cables Cumulative Abnormal Returns 
 

The above figures and the related tables within Appendix A indicate that East African 

Cables Limited’s CAR’s declined sharply to -151% just ten days prior to the dividend 

announcement and progressively declined until thirteen days after the dividend, or for two more 

weeks at which point they reached -304%. Then suddenly the following day, or on the fourteenth 

day after the event the return rose to 108% and began to decline slowly after that point. This 

indicates that the market anticipated the dividend or had prior information concerning the 

announcement and was dissatisfied causing widespread panic over the share price, reducing its 

returns greatly and with great speed. This overreaction was corrected two weeks after the 

announcement when demand picked up and drastically yet for only one day. This performance 

indicates that prior information about the dividend was present in the market and thus confirms 

the null hypothesis. In reaction to the dividend, it took fourteen days for the market to fully 

appreciate the dividend as evidence of a delayed response and thus further confirming 
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the null hypothesis. Also, the AR and CAR’s were non-zero and therefore confirmed the null 

hypothesis that the market was inefficient in the semi-efficient form. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.3 Housing Finance Company of Kenya Abnormal Returns  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.4 Housing Finance Company of Kenya Cumulative Abnormal Returns 
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Housing Finance Corporation of Kenya results indicated a steady and consistent decline 

in CAR’s from the first day of the event period (-30) throughout the event period. This reveals 

that the market anticipated the dividend but was not pleased by the announcement, leading 

returns to plummet further. This confirms the null hypothesis as those with early information 

could have sold the stock to avert further loss. Further, both AR and CAR’s were non-zero and 

were significantly significant for all the days in the study. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.5 East African Breweries Abnormal Returns 
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Fig 4.6 East African Breweries Limited Cumulative Abnormal Returns 
 

 

The above East African Breweries Limited CAR’s show a steady inclining growth in 

returns from the beginning of the event period through to the end of the period under study. This 

indicates an information leakage prior to the announcement that the market steadily overreacted 

to. Even three weeks, or 30 days, beyond the announcement date the market was yet to correct 

itself. In regard to the company abnormal return, it was notable that on day -13 the yield rose 

sharply by 8% and came back down to a negative yield the following day. This indicates that 

information leakage led the market to overreact to the coming announcement, but it also 

corrected itself the following day. The market tried to stabilize itself up to the event day, after 

which it again rose in reaction to the announcement but corrected itself again within the next two 

days. These results coupled together indicate confirmation of the null hypothesis. Also, the 
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results show non-zero cumulative returns throughout the period that are statistically significant. 
 

This further shows a deviation from the Efficient Market Hypothesis.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.7 Mumias Sugar Co. Abnormal Returns  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.8: Mumias Sugar Co. Cumulative Abnormal Returns 
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From the CAR’s it is evident that the market anticipated the Mumias Sugar Company’s 

dividends and overreacted negatively from as early as thirty days prior to the announcement. 

There appeared to have been no measure to correct the reaction throughout the study period. As 

for the individual returns, there seemed to have been an indication, or leakage, of a dividend 

announcement the day before the announcement as well as on the actual announcement day. This 

led to a rise in returns on the event day but a quick correction for the following two days after the 

event. Both of these indicators confirm the null hypothesis as well as the fact that both AR and 

CAR were non-zero and significantly significant for all the days of the event period. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig 4.9 Kenya Power and Lighting Company Abnormal Returns 
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Fig 4.10 Kenya Power and Lighting Company Cumulative Abnormal Returns 
 

 

The Kenya Power and Lighting Company’s CAR’s indicate a continuous and negative 

cumulative abnormal return in days leading to the event day as if to indicate that investors were 

weary of the coming dividend announcement. This was then reversed on the event day where 

returns were higher by one percentage point indicating a favorable reception of the dividend 

announcement. However it was quickly corrected and continued to plummet for the next seven 

observation days only correcting itself on the eighth day and then fluctuating back downwards. 

In the individual daily returns, the KPLC share returns illustrate rising returns which were 

quickly corrected on several occasions before the announcement day. This would indicate 

anticipation as to when the announcement date will be. Then on the event day the returns spiked 

up to nearly 1% for a day and readjust downwards for the next seven days before peaking again 

to new heights of over 2% positive returns. This indicates a delayed response to the dividend 
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announcement and sustains the null hypothesis. Both cumulative and abnormal returns were non-

zero and statistically significant. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.11 Sasini Abnormal Returns  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.12 Sasini Cumulative Abnormal Returns 
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The Sasini CAR’s figure showed a steady decline in returns for Sasini over the entire 

study period, indicating a leakage and subsequent disinterest in the dividend to be announced by 

the company. In individual daily returns the share continued to exhibit negative returns of varying 

ranges. However, six days prior to the announcements, individual daily returns rose by six 

percent settling for a day just under 0% mark from -4%, on day -7. This indicates anticipation, or 

leakage in the market. Immediately after the announcement, share returns fluctuated upwards to 

settle at -2% mark seven days after the announcement indicating a sharp rise as the market fully 

responds to the announcement. This is a late response, and as shown by the following fluctuation 

in prices it is not sustainable upward pressure on the individual share returns. This is inconsistent 

with EMH whereby returns should rise immediately and be sustained. This confirms the null 

hypothesis. 

 

In the six sampled companies it is evident that the dividend announcement conveys 

information to the market. It appears, however, in the cumulative effect only the anticipation of 

the EABL shares did investors increase demand for shares drastically and in a sustained fashion. 

In all of the other cases cumulative abnormal returns began to drop at the start of the event period 

and continued nearly uninterrupted until the end of the study period. Interestingly, in none of the 

shares were there sustained increases in returns despite the dividend announcement, even where 

delayed yet extremely positive responses were noted (East African Cables, KPLC). 

 

It is important to note that the lack of immediate spiking and sustained levels of CAR’s 

after dividend announcements and in the subsequent days was in sharp contrast to the semi-

efficient form of EMH. This is because as previously stated in this section, all public information 

should be incorporated into the asset price immediately and returns should therefore improve up 

to the following day after announcement and be sustained for some weeks to follow. 
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It is also necessary to note that all of the sampled companies had abnormal returns and 

cumulative abnormal returns that were non-zero before the event and statistically significant. This 

confirms the null hypothesis that the Nairobi Securities Exchange is not efficient in the semi-

efficient form of EMH in respect to changes in prices of listed companies in response to dividend 

announcements. 

 

Analysis of the mean market return to dividend announcement 
 

In order to fulfill the third objective, namely to determine the overall market response to 

dividend announcements, the Mean Abnormal Returns (MAR) and the Mean Cumulative 

Abnormal Returns (MCAR) were determined. The Mean Abnormal Returns were derived by 

getting the average of the daily abnormal returns. This figure enabled the researcher to identify if 

generally the event of dividend announcement created abnormal returns for listed companies. 

Following this, the mean cumulative abnormal returns informed the researcher as to whether the 

cumulative effect on the cumulative abnormal returns could be present and observable. 

Average returns may be interpreted in the same manner that normal abnormal returns may 

be averaged. That is, the presence of mean abnormal results around the dividend period would 

lead the researcher to conclude that the event of dividend announcement indeed had a timely 

overall effect on the market. If the abnormal returns were present before the announcement then 

the conclusion would be that the market enjoyed leakage and therefore anticipated the returns, 

which would then confirm the null hypothesis. Conversely, if the abnormal returns were present 

more than a day after the event and continued to increase then a delayed market response would 

be assumed to be the reason. This too would confirm the null hypothesis since all public 

information should be incorporated into the share price immediately to ensure no abnormal profit 

making opportunity exists for investors. Thus, for the market to be 
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efficient in the semi-strong form, MCAR should equal zero before the event, and should rise to a 

positive number just after the event and sustain that position. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig 4.13 Mean Abnormal Returns 
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Fig 4.14 Individual Listed Companies Cumulative Abnormal Returns  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig 4.15 Mean Cumulative Abnormal Returns 
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Figures 4.13, 4.14, and 4.15 above indicate that eleven and seven days before the event 

drastic losses were reported on individual share prices for listed companies but which still 

corrected themselves relatively quickly. The biggest indicator of the state of the market as a 

whole however is seen on day 14 after the event. Here, the individual daily share returns spiked 

upwards as a result of the dividends. This indicates a delayed market response and is inconsistent 

with the information efficiency espoused by the EMH in regard to the semi-efficient form. 

Further, the MAR and MCAR were both non zero on the date of the announcement with a 95% 

level of confidence as per the t-test having the critical value of -2.965; and neither indicated a 

sustained positive return after the event thereby confirming the null hypothesis. Finally, this 

shows that the Nairobi Securities Exchange does not react efficiently to dividend announcement. 

 

Major Findings 
 

o The first finding was that despite the thinness of the trading activities on the exchange, 

whereby only six companies fulfilled research criteria, the research has confirmed that for 

those consistently trading companies; returns trends can be established using CAPM with 

a statistical level of certainty. 

 
o Secondly it is noticeable that the AR picked up prior to dividend announcements in 

anticipation of positive results while it responded to results on average 14 days after the 

event. This indicates an information lag, or delayed response to dividend announcements 

and can be evidenced by figure 4.14 where all companies were individually shown to 

anticipate dividend prior to announcement and respond to its actual value two weeks later. 

 
o Thirdly, the study has shown that Mean Abnormal Return and Mean Cumulative 

Abnormal Return were non-zero values both before and after the event, indicating 
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information asymmetry across the market as a whole. This can be clearly identified in 

figure 4.15. 

 

Summary 
 

From the above results, it is concluded that the Nairobi Securities Exchange does not 

illustrate semi strong form market efficiency in the year 2011-2012. This is evident first from the 

apparent leakage of information before the event date, and the delayed response to dividend 

announcement after the event. Due to these inefficiencies, a keen investor can make profits from 

the information asymmetries surrounding the dividend without further analysis. 
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CHAPTER FIVE 
 

 

DISCUSSIONS, CONCLUSIONS AND RECOMMENDATIONS 
 

Introduction 
 

In this chapter the researcher discusses the implications of the findings based on 

the summaries provided in the previous chapter. The researcher also discusses the criticisms of 

the study as well as concludes the entire study. Finally, the researcher will discuss how to remedy 

the situation found in the stock exchange. In these findings it is evident that information 

asymmetry exists at the NSE. 

 

Findings and Their Implications 
 

 

The main purpose of the study was to test the Nairobi Securities Exchange to see whether 

it could be considered a semi-efficient market. In order to do this the researcher examined a 

suitable sample of the listed companies. This sample was generated using the purposive sampling 

method whereby suitable candidates for the study were included based on their exhibiting 

consistent period of trading of their shares, a lack of contemporaneous announcements around the 

event period, and a lack of disciplinary action against them. The results of this sampling method 

which selected listed companies offering dividends between April 2011 and March 2012 revealed 

that only six companies fulfilled the selection criteria in its entirety. This gives evidence to the 

fact that the Nairobi Securities Exchange is thinly traded. 

 

Out of 55 companies whose shares are traded on the exchange, only just over ten percent 

fulfilled requirements for a comprehensive study gauging the entire exchange. Despite this, the 

researcher was able to conclude on the first objective, being to establish the trend of individual 

returns of listed companies before cash dividend announcement using the capital asset pricing 
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model. In regard to this objective the research has confirmed that for those consistently trading 

companies; returns trends can be established using CAPM with a statistical level of certainty. In 

other words, using CAPM the researcher has found that the data provided from trading statistics 

of sampled companies is sufficient for one to derive trends regarding the returns activity of listed 

companies at the time of declaration of dividends. 

 

In regard to the second objective stated as to assess the timeliness of responses of listed 

companies’ shares to cash dividend announcement by examining Abnormal Returns (AR), 

Cumulative Abnormal Returns (CAR) over the 60 day event period, some confirmations can be 

made. To restate the objective in a simpler version would be to examine if prices on the exchange 

responded to dividend announcements in a timely manner. The researcher used the AR over the 

event period and the CAR to test for the confirmation or annulment of the notion that dividend 

announcements do not affect stock prices in a timely manner. This was done by observing the AR 

and CAR 30 days prior to the dividend announcement and 30 days after the announcement. A 

conclusion can be made by observing the activity that was noticed both before and after the 

announcement. 

 

From the research findings it is noticeable that the AR picked up prior to dividend 

announcements in anticipation of positive results while it responded to results on average 14 days 

after the event. This indicates an information lag, or delayed response to dividend announcements 

and is inconsistent with Fama’s (1991) assertion that in semi-strong form of market efficiency all 

public information is figured or calculated into the asset price. Clearly an information lag or 

delayed response means that all public information is not figured into asset price for the sampled 

companies. This finding is reminiscent of previous findings by Twala (2005) who found what he 

concluded to be evidence of information leakage causing an early 
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reaction to upcoming dividend announcements among shares of listed companies between 2002 

and 2003. Twala’s (2005) findings also indicated that this reaction continued to affect returns for 

an extended period after the event had already taken place, leading him to conclude that the then 

Nairobi Stock Exchange was not yet of semi-strong form market efficiency. 

The third objective of the study was to examine average market response to cash 

dividend announcements and confirm whether analysis of the data sets reject the null hypothesis 

or fail to reject the null hypothesis. In other words, the researcher sought to discover if on average 

the market responded in a timely fashion to dividend announcements, there by rejecting the null 

hypothesis or responded in an untimely fashion, thereby confirming the null hypothesis by 

displaying information asymmetry. In this regard, the study shows that MAR and MCAR were 

non-zero values both before and after the event. Where price increases drift upward or spike 

upward several days after the event, an opportunistic investor can make gains by merely 

observing the market behavior without much effort. Similarly where prices drop before the 

announcement date an opportunistic investor can protect themselves from impending losses 

weeks before an announcement that is seen to bring disappointment. 

 

The findings regarding the third objective are inconsistent with the semi strong form of 

market efficiency as Harder (2010) asserts that neither technical nor fundamental analysis can 

predict future prices. Further, Harder claims that all members of the public are presumed to have 

the same public information which includes dividend payments and such cannot enable an 

investor gain advantage against another. However, the current findings are similar to the findings 

of Rwehela (2007), who while observing CAR in response to share offering announcements of 

listed companies’ shares between January 2002 and December 2006, found that there was a 

gradual rise in abnormal returns 10 days before the announcement and a gradual 
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decline immediately after the announcement which proceeded until the end of the event period. 

These findings led Rwehela (2007) to conclude that the evidenced behavior in the then Nairobi 

Stock Exchange did not concur with Efficient Market Hypothesis when describing semi-strong 

form of market efficiency. 

Based on the information lag and the non-zero values of MCAR before a dividend 

announcement it is clear that the study confirms the null hypothesis that the NSE exhibits 

information asymmetry and therefore does not respond efficiently in regard to price changes of 

shares of listed companies that have declared dividends. 

 

Criticisms of the Findings 
 

It is important to note some of the factors that may lead the study to give misleading 

results, at least to a small degree. First, the slow dissemination of information can lead to a delay 

in market reaction to dividend announcements. As Olowe (1997) puts it, a market can only 

respond to new information in the market if that information is quickly disseminated to the 

market. In foreign markets, such as the US stock market where empirical evidence supports the 

notion that it is semi-efficient, there is a requirement for listed companies to relay price sensitive 

information on the exchange’s media before using any other form of media (Drake & Fabozzi, 

2010, p. 32). This would allow investors to access information in a timely manner and therefore 

make investment decisions accordingly. 

 

Second, the use of the Capital Asset Pricing Model may lead to slightly variant 

information in the research. A prior study by Edwin Muitherero (2006) evaluated the 

effectiveness of CAPM in the Kenyan capital market. The findings indicate weak evidence of 

CAPM being flawless as an estimation model for the NSE. 
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Muitherero (2006) found that the highest scoring security in testing CAPM showed only 

26% of its returns was correctly estimated using the model. Quoting Robson, he stated that 

‘reliability is the degree of authenticity of the source of the measuring instrument (Muitherero, 

2006, p. 94). He however also notes that the results his research was able to obtain while studying 

CAPM’s effectiveness in predicting share returns at the NSE are a universal phenomenon unlike 

any other findings gauging CAPM’s effectiveness in any other part of the world and thus it is still 

the most widely used and universally acceptable standard for gauging expected returns. 

 

Recommendations 
 

The researcher notes that certain recommendations can be made in light of the study effort 

to further the efficiency of the NSE toward becoming a semi-strong efficient capital market. 

These include broadening the information set, encouraging security analysis and improving 

regulatory machinery. 

 

First, it is important to broaden the information set in regard to the NSE. This essentially 

means increasing capitalization and timely disclosure. To increase capitalization and trading 

activity would mean that more than just the six qualifying companies that were included in the 

sample would have been included in the research. The information set can be increased by 

increasing privatization. If the government further privatized their industries they would not only 

increase average household incomes by payment of dividends and sharing in corporate profit with 

the citizens, but they would see more money input into state owned corporations. This would 

ensure more capital and therefore greater information set for future researchers. According to 

Foster (1986) it is suggested that increased disclosure of quality information 
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maximizes knowledge in the market and causes the market prices to reflect intrinsic value of a 

security. 

 

Secondly, it is recommended that the government encourage security analysis. This would 

greatly increase the quality of research performed at the NSE and promote funding for effective 

problem solving. The NSE and its regulatory body, the Capital Markets Authority can publicize 

the state of the exchange and do active marketing and promotion to sensitize the public on the 

importance of investing in the capital markets to national development. Such an effort would see 

research institutions pledge support to efforts geared towards improving the capital markets. This 

in turn would create an environment of frequent and well publicized research endeavors and a 

keenness to improve the market. 

 

Improving regulatory machinery would greatly assist the efficiency of the capital markets. 

Although the Capital Markets Authority has made strides to improve accountability they are yet 

to accomplish the goal of demutualizing the NSE. Demutualization of the NSE would mean that 

participants in trading activities such as investment banks would not also be owners and 

managers of the same institution. This would go a long way in giving the Exchange much needed 

independence which is necessary in enforcing regulations and giving it freedom to grow at a self-

propelled pace. It would not be seen as a private club of a privileged few. 

 

Finally, the capital markets can greatly benefit by being independent of government. In 

most developed countries where semi-efficient form market efficiency is observed, capital 

markets are independent of ministries and arms of government. The fact that the Nairobi 

Securities Exchange is a state corporation within the Kenyan National Treasury means that it 

lacks the ability to thrive solely based on market forces. It would appear that it is dependent on 
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political will for it to improve its efficiency. Further, the leadership appointed to head the capital 

markets would appear to be politically connected professionals, bound by their loyalty to the 

existing regime. Recently, the chief executive officer of the Capital Markets Authority submitted 

her resignation to the National Treasury. Whether it is a reflection of political wrangles or the 

management of the Cooper Motors Corporation debacle which saw the motor assembler 

publically humiliated all the while without a halt to its trading at the NSE is yet to be known. 

However it begs the question as to whether market efficiency can be achieved with a clear 

government hand guiding the market. 

 

Conclusion 
 

The research was meant to test semi-efficient form market efficiency at the Nairobi 

Securities Exchange. This was done using the event study methodology. Results indicate that 

there is a clear departure from the semi-efficient form of EMH due to information asymmetry and 

slow response to dividend announcements among sampled listed companies at the NSE. 

However, it is still necessary to point out that inefficiency is what actually brings efficiency. This 

is because as opportunistic investors continue to try and beat the market, they inadvertently 

correct the same by speeding up market forces to readjust stock prices accordingly. Therefore, the 

researcher is certain that this activity, together with the implementation of the various 

recommendations that the Kenyan capital market will one day become semi-strong form efficient 

in accordance to the EMH. As topics for further study, the researcher proposes research on 

appropriate procedures for privatizing state owned corporations to increase the number of well-

run and sustainable organizations that can be listed at the NSE; and research on the relevant 

demutualization procedures to be undertaken. 
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APPENDICES 
 

APPENDIX A 
 

Tables of Returns, Abnormal Returns, Cumulative Abnormal Returns and T-tests 
 

Table 3: Returns, Abnormal Returns and CARs for East African Cables around period 

of dividend announcement. 
 

Where  
 

DAY R ER AR CAR 
     

-30 -2.21402 0.059851 -2.27387 -2.27387 

-29 -2.58303 0.060095 -2.64312 -4.91699 

-28 -2.22222 0.060007 -2.28223 -7.19922 

-27 -1.48148 0.060027 -1.54151 -8.74073 

-26 -1.83824 0.05991 -1.89814 -10.6389 

-25 -1.1E-14 0.060194 -0.06019 -10.6991 

-24 -2.15054 0.0603 -2.21084 -12.9099 

-23 -4.30108 0.060516 -4.36159 -17.2715 

-22 -4.7619 0.060336 -4.82224 -22.0937 

-21 -2.63158 0.060416 -2.692 -24.7857 

-20 -4.15094 0.059884 -4.21083 -28.9966 

-19 -0.76923 0.060137 -0.82937 -29.8259 

-18 -3.40909 0.060016 -3.46911 -33.295 

-17 1.532567 0.0599 1.472667 -31.8224 

-16 -5.90406 0.060469 -5.96453 -37.7869 

-15 -2.29885 0.059944 -2.35879 -40.1457 

-14 -1.91571 0.060055 -1.97576 -42.1215 

-13 -2.29008 0.060253 -2.35033 -44.4718 

-12 -2.29008 0.060262 -2.35034 -46.8221 

-11 -102.29 0.0596 -102.35 -149.172 

-10 -2.29885 0.060028 -2.35888 -151.531 

-9 -2.29885 0.060384 -2.35923 -153.89 

- -2.68199 0.059755 -2.74175 -156.632 

-7 -98.1677 0.060372 -98.2281 -254.86 

-6 -5.9761 0.06024 -6.03634 -260.896 

-5 -4.54545 0.060274 -4.60573 -265.502 

-4 -1.68776 0.060335 -1.7481 -267.25 

-3 -2.51046 0.060313 -2.57077 -269.821 

-2 -2.51046 0.060785 -2.57125 -272.392 

-1 -6.27615 0.060556 -6.33671 -278.729 

0 6.521739 0.060489 6.46125 -272.267 
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1 1.593625 0.059495 1.534131 -270.733 

2 -3.06513 0.060674 -3.12581 -273.859 

3 -1.5444 0.05935 -1.60375 -275.463 

4 -1.91571 0.06009 -1.9758 -277.439 

5 0 0.060388 -0.06039 -277.499 

6 -2.98507 0.059728 -3.0448 -280.544 

7 -0.75188 0.060194 -0.81207 -281.356 

8 -4.81481 0.060159 -4.87497 -286.231 

9 -1.52091 0.059863 -1.58078 -287.812 

10 -3.39623 0.060563 -3.45679 -291.268 

11 -3.81679 0.059957 -3.87675 -295.145 

12 -5.42636 0.060442 -5.4868 -300.632 

13 -3.6 0.059481 -3.65948 -304.291 

14 412.766 0.060074 412.7059 108.4144 

15 -4.45344 0.06004 -4.51348 103.9009 

16 -1.65289 0.060374 -1.71327 102.1877 

17 -3.68852 0.061169 -3.74969 98.43797 

18 -1.24481 0.061925 -1.30674 97.13124 

19 -2.04918 0.060132 -2.10931 95.02193 

20 -4.4898 0.059953 -4.54975 90.47218 

21 -2.5 0.060162 -2.56016 87.91201 

22 -7.91667 0.060182 -7.97685 79.93517 

23 -3.96476 0.059943 -4.0247 75.91046 

24 -1.33929 0.059885 -1.39917 74.51129 

25 0 0.059661 -0.05966 74.45163 

26 -3.00429 0.059941 -3.06423 71.3874 

27 -4.31034 0.06059 -4.37093 67.01647 

28 -0.4386 0.060079 -0.49868 66.51779 

29 -4.72103 0.060524 -4.78155 61.73624 

30 -4.82456 0.060548 -4.88511 56.85113 

 

 

Table 4: T-statistic for East African Cables Ltd around period of dividend announcement. 
 

 

DAY AR TAR CAR TCAR 
     

-30 -2.27387 -0.44002 -2.27387 0.075283 

-29 -2.64312 -0.4907 -4.91699 0.073019 

-28 -2.28223 -0.44117 -7.19922 0.071064 

-27 -1.54151 -0.3395 -8.74073 0.069744 

-26 -1.89814 -0.38845 -10.6389 0.068118 

-25 -0.06019 -0.13618 -10.6991 0.068067 
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-24 -2.21084 -0.43137 -12.9099 0.066173 

-23 -4.36159 -0.72657 -17.2715 0.062437 

-22 -4.82224 -0.7898 -22.0937 0.058307 

-21 -2.692 -0.49741 -24.7857 0.056001 

-20 -4.21083 -0.70588 -28.9966 0.052394 

-19 -0.82937 -0.24176 -29.8259 0.051684 

-18 -3.46911 -0.60408 -33.295 0.048713 

-17 1.472667 0.074212 -31.8224 0.049974 

-16 -5.96453 -0.94659 -37.7869 0.044865 

-15 -2.35879 -0.45168 -40.1457 0.042845 

-14 -1.97576 -0.39911 -42.1215 0.041153 

-1 -2.35033 -0.45052 -44.4718 0.03914 

-12 -2.35034 -0.45052 -46.8221 0.037126 

-11 -102.35 -14.176 -149.172 -0.05054 

-10 -2.35888 -0.45169 -151.531 -0.05256 

-9 -2.35923 -0.45174 -153.89 -0.05458 

-8 -2.74175 -0.50424 -156.632 -0.05693 

-7 -98.2281 -13.6103 -254.86 -0.14106 

-6 -6.03634 -0.95644 -260.896 -0.14623 

-5 -4.60573 -0.76008 -265.502 -0.15018 

-4 -1.7481 -0.36786 -267.25 -0.15167 

-3 -2.57077 -0.48077 -269.821 -0.15388 

-2 -2.57125 -0.48084 -272.392 -0.15608 

-1 -6.33671 -0.99767 -278.729 -0.16151 

0 6.46125 0.758923 -272.267 -0.15597 

1 1.534131 0.082648 -270.733 -0.15466 

2 -3.12581 -0.55696 -273.859 -0.15734 

3 -1.60375 -0.34804 -275.463 -0.15871 

4 -1.9758 -0.39911 -277.439 -0.1604 

5 -0.06039 -0.13621 -277.499 -0.16045 

6 -3.0448 -0.54584 -280.544 -0.16306 

7 -0.81207 -0.23938 -281.356 -0.16376 

8 -4.87497 -0.79704 -286.231 -0.16793 

9 -1.58078 -0.34489 -287.812 -0.16929 

10 -3.45679 -0.60238 -291.268 -0.17225 

11 -3.87675 -0.66003 -295.145 -0.17557 

12 -5.4868 -0.88101 -300.632 -0.18027 

13 -3.65948 -0.63021 -304.291 -0.1834 

14 412.7059 56.51832 108.4144 0.17009 

15 -4.51348 -0.74742 103.9009 0.166224 

16 -1.71327 -0.36308 102.1877 0.164756 

17 -3.74969 -0.64259 98.43797 0.161545 

18 -1.30674 -0.30728 97.13124 0.160425 
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19 -2.10931 -0.41744 95.02193 0.158619 

20 -4.54975 -0.7524 90.47218 0.154722 

21 -2.56016 -0.47932 87.91201 0.152529 

22 -7.97685 -1.22279 79.93517 0.145697 

23 -4.0247 -0.68033 75.91046 0.142249 

24 -1.39917 -0.31996 74.51129 0.141051 

25 -0.05966 -0.13611 74.45163 0.141 

26 -3.06423 -0.5485 71.3874 0.138375 

27 -4.37093 -0.72786 67.01647 0.134631 

28 -0.49868 -0.19637 66.51779 0.134204 

29 -4.78155 -0.78422 61.73624 0.130109 

30 -4.88511 -0.79843 56.85113 0.125925 

 

 

Table 5: Returns, Abnormal Returns and CARs for Housing Finance Company of Kenya around 

period of dividend announcement. 

Where  
 

DAY R ER AR CAR 
     

-30 -1.0101 0.135064 -1.14517 -1.15023 

-29 1 -0.10084 1.100842 -0.04939 

-28 -5.82524 -0.18908 -5.63616 -5.68555 

-27 -2.0202 -0.36863 -1.65158 -7.33713 

-26 0 -0.21876 0.218764 -7.11836 

-2 -3.9604 -0.28564 -3.67475 -10.7931 

-24 0 0.156638 -0.15664 -10.9498 

-23 -1.9802 -0.05391 -1.92629 -12.876 

-22 -4.9505 0.046971 -4.99747 -17.8735 

-21 -4.08163 0.142907 -4.22454 -22.0981 

-20 -2.08333 -0.32913 -1.7542 -23.8523 

-19 -2.08333 0.106805 -2.19014 -26.0424 

-18 -2.08333 0.014417 -2.09775 -28.1401 

-17 -4.16667 -0.15007 -4.0166 -32.1567 

-16 -2.12766 -0.15753 -1.97013 -34.1269 

-15 -1.06383 0.392205 -1.45603 -35.5829 

-14 -3.15789 0.036851 -3.19475 -38.7776 

-1 -2.12766 -0.25887 -1.86879 -40.6464 

-12 -3.19149 0.263576 -3.45506 -44.1015 

-11 -4.30108 -0.2486 -4.05248 -48.154 

-10 -3.2967 -0.13901 -3.15769 -51.3117 

-9 -2.22222 -0.16773 -2.05449 -53.3662 

-8 -4.44444 -0.21808 -4.22636 -57.5925 
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-7 -3.40909 -0.19996 -3.20913 -60.8016 

-6 0 -0.59151 0.591508 -60.2101 

-5 -2.24719 -0.40157 -1.84562 -62.0558 

-4 -4.49438 -0.34592 -4.14847 -66.2042 

-3 -5.74713 0.479413 -6.22654 -72.4308 

-2 -3.57143 -0.49953 -3.0719 -75.5027 

-1 -2.40964 0.59916 -3.0088 -78.5115 

0 -3.61446 -0.01437 -3.60009 -82.1116 

1 0 -0.26187 0.261875 -81.8497 

2 -3.57143 0.285666 -3.85709 -85.7068 

3 -2.40964 -0.10063 -2.30901 -88.0158 

4 -2.40964 -0.072 -2.33763 -90.3534 

5 -2.40964 0.17368 -2.58332 -92.9367 

6 -3.61446 -0.40734 -3.20712 -96.1439 

7 -2.92683 0.095416 -3.02224 -99.1661 

8 -4.41176 -0.30722 -4.10455 -103.271 

9 -2.5 0.490581 -2.99058 -106.261 

10 0 -0.00135 0.001354 -106.26 

11 -3.65854 0.02657 -3.68511 -109.945 

12 -4.44444 -0.25026 -4.19418 -114.139 

13 -7.30479 -0.91015 -6.39464 -120.534 

14 -11.3757 -1.53747 -9.83819 -130.372 

15 -0.86957 -0.04918 -0.82039 -131.192 

16 1.988636 0.098688 1.889948 -129.302 

17 -1.89702 -0.07425 -1.82277 -131.125 

18 -1.34409 -0.09124 -1.25285 -132.378 

19 -2.38727 0.107186 -2.49445 -134.872 

2 -2.91005 0.155626 -3.06568 -137.938 

21 -1.85676 0.341453 -2.19822 -140.136 

22 -2.36842 0.10909 -2.47751 -142.614 

23 -3.41207 -0.42944 -2.98263 -145.597 

24 -4.7619 -0.00547 -4.75644 -150.353 

25 -4.05405 -0.3751 -3.67895 -154.032 

26 -3.83562 -0.39447 -3.44115 -157.473 

27 -5.54017 0.220528 -5.76069 -163.234 

28 -4.2735 -0.22215 -4.05135 -167.285 

29 -4.04624 0.376986 -4.42323 -171.708 

30 -3.21637 -0.80079 -2.41558 -174.124 
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Table 6: T-statistics for Housing Finance Company of Kenya around period of dividend 

announcement. 
 

DAY AR TAR CAR TCAR 
     

-30 -1.14517 7.373181 -1.15023 12.01428 

-29 1.100842 15.82247 -0.04939 12.17941 

-28 -5.63616 -11.1431 -5.68555 11.33398 

-27 -1.65158 4.805602 -7.33713 11.08624 

-26 0.218764 12.29185 -7.11836 11.11905 

-25 -3.67475 -3.29238 -10.7931 10.56784 

-24 -0.15664 10.78926 -10.9498 10.54434 

-23 -1.92629 3.706024 -12.876 10.25539 

-22 -4.99747 -8.58669 -17.8735 9.505767 

-21 -4.22454 -5.49297 -22.0981 8.872081 

-20 -1.7542 4.394827 -23.8523 8.608948 

-19 -2.19014 2.649951 -26.0424 8.280424 

-18 -2.09775 3.019741 -28.1401 7.965759 

-17 -4.0166 -4.66065 -32.1567 7.363264 

-16 -1.97013 3.530576 -34.1269 7.067743 

-15 -1.45603 5.588282 -35.5829 6.849336 

-14 -3.19475 -1.37111 -38.7776 6.37012 

-1 -1.86879 3.936165 -40.6464 6.089798 

-12 -3.45506 -2.41306 -44.1015 5.571534 

-11 -4.05248 -4.80427 -48.154 4.963657 

-10 -3.15769 -1.22279 -51.3117 4.489999 

-9 -2.05449 3.192906 -53.3662 4.181824 

-8 -4.22636 -5.50026 -57.5925 3.547864 

-7 -3.20913 -1.42867 -60.8016 3.066491 

-6 0.591508 13.7838 -60.2101 3.155218 

-5 -1.84562 4.02893 -62.0558 2.878373 

-4 -4.14847 -5.18848 -66.2042 2.256097 

-3 -6.22654 -13.5062 -72.4308 1.322108 

-2 -3.0719 -0.87941 -75.5027 0.861319 

-1 -3.0088 -0.62683 -78.5115 0.409995 

0 -3.60009 -2.99354 -82.1116 -0.13002 

1 0.261875 12.4644 -81.8497 -0.09074 

2 -3.85709 -4.02223 -85.7068 -0.66931 

3 -2.30901 2.174148 -88.0158 -1.01567 

4 -2.33763 2.059582 -90.3534 -1.36631 

5 -2.58332 1.076202 -92.9367 -1.75381 

6 -3.20712 -1.42063 -96.1439 -2.23489 

7 -3.02224 -0.68065 -99.1661 -2.68823 
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8 -4.10455 -5.01269 -103.271 -3.30391 

9 -2.99058 -0.55391 -106.261 -3.75251 

10 0.001354 11.42164 -106.26 -3.7523 

11 -3.68511 -3.33383 -109.945 -4.30507 

12 -4.19418 -5.37145 -114.139 -4.93421 

13 -6.39464 -14.179 -120.534 -5.89341 

14 -9.83819 -27.9622 -130.372 -7.36915 

15 -0.82039 8.132539 -131.192 -7.49221 

16 1.889948 18.98095 -129.302 -7.20872 

17 -1.82277 4.120402 -131.125 -7.48213 

18 -1.25285 6.401563 -132.378 -7.67006 

19 -2.49445 1.431893 -134.872 -8.04423 

20 -3.06568 -0.8545 -137.938 -8.50409 

21 -2.19822 2.617615 -140.136 -8.83382 

22 -2.47751 1.499706 -142.614 -9.20545 

23 -2.98263 -0.52209 -145.597 -9.65285 

24 -4.75644 -7.62194 -150.353 -10.3663 

25 -3.67895 -3.30919 -154.032 -10.9182 

26 -3.44115 -2.35736 -157.473 -11.4343 

27 -5.76069 -11.6416 -163.234 -12.2985 

28 -4.05135 -4.79976 -167.285 -12.9062 

29 -4.42323 -6.28824 -171.708 -13.5697 

30 -2.41558 1.747596 -174.124 -13.932 

 

 

Table 7: Returns, Abnormal Returns and CARs East African Breweries Ltd around period of 

dividend announcement. 
 

Where:  
 

DAY R ER AR CAR 
     

-30 0.973572 0.060745 3.228728 4.372724 

-29 -1.15877 0.059006 4.2831 8.655824 

-28 1.234406 0.060958 3.26351 11.91933 

-27 -0.10199 0.059868 3.796515 15.71585 

-26 -0.64111 0.059428 3.282818 18.99867 

-25 0.551549 0.060401 3.816604 22.81527 

-24 -0.28988 0.059715 3.838135 26.65341 

-23 -0.22753 0.059765 3.859153 30.51256 

-22 0.307619 0.060202 3.336537 33.8491 

-21 -0.95796 0.05917 4.424526 38.27362 

-20 0.137143 0.060063 3.374003 41.64763 
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-19 -0.73988 0.059347 2.825268 44.47289 

-18 0.997898 0.060765 2.808087 47.28098 

-17 -0.07364 0.059891 3.336848 50.61783 

-1 -0.01282 0.059941 3.336799 53.95463 


15 -0.61582 0.059449 3.33729 57.29192 

-14 -2.05319 0.058276 4.42542 61.71734 

-13 -3.41964 0.057161 8.87141 70.58875 

-12 -0.17782 0.059806 -1.07725 69.5115 

-11 0.144271 0.060069 3.967709 73.47921 

-10 -0.23243 0.059761 6.225155 79.70436 

-9 -0.26943 0.059731 3.532223 83.23659 

-8 0.162781 0.060084 2.957158 86.19374 

-7 0.268294 0.06017 3.511259 89.705 

-6 0.673065 0.0605 3.510928 93.21593 

-5 0.166929 0.060087 3.511341 96.72727 

-4 -1.00611 0.05913 4.083727 100.811 

-3 -0.08261 0.059884 3.53207 104.3431 

-2 -0.88775 0.059227 4.10744 108.4505 

-1 -0.92993 0.059192 5.287628 113.7381 

0 0.409665 0.060285 2.439715 116.1779 

1 -0.55459 0.059499 2.992827 119.1707 

2 0.750463 0.060563 2.396084 121.5668 

3 -1.815 0.05847 4.084387 125.6512 

4 -0.12639 0.059848 3.532106 129.1833 

5 -0.92618 0.059195 4.682184 133.8654 

6 -0.25844 0.05974 3.573981 137.4394 

7 0.087859 0.060023 2.410908 139.8503 

8 1.192343 0.060924 0.657467 140.5078 

9 -0.20525 0.059784 2.873177 143.381 

10 0.146153 0.06007 2.856596 146.2376 

11 0.949198 0.060725 1.734855 147.9724 

12 0.401642 0.060279 2.249504 150.2219 

13 0.579151 0.060424 3.299792 153.5217 

14 1.24457 0.060966 3.836883 157.3586 

15 -0.47609 0.059563 3.318816 160.6774 

16 -0.36436 0.059654 3.318725 163.9961 

1 -1.10656 0.059048 3.859871 167.856 

18 -0.27879 0.059724 4.96745 172.8235 

19 -0.36936 0.05965 3.945875 176.7693 

2 -1.00451 0.059132 6.190868 182.9602 

21 -0.64316 0.059426 6.369145 189.3294 

22 -1.13253 0.059027 4.205679 193.535 

23 -0.95233 0.059174 4.822483 198.3575 
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24 -0.23483 0.059759 6.676767 205.0343 

25 -0.0944 0.059874 1.946299 206.9806 

26 -0.09662 0.059872 4.334067 211.3146 

27 -0.13607 0.05984 4.970648 216.2853 

28 0.263646 0.060166 3.797859 220.0832 

29 -0.27148 0.05973 6.884715 226.9679 

30 0.638548 0.060472 2.646534 229.6144 

 
 

 

Table 8: T-statistics for East African Breweries Ltd around period of dividend announcement. 
 

 

DAY AR TAR CAR TCAR 
     

-30 3.228728 -2.72822 4.372724 -13.119 

-29 4.2831 2.839075 8.655824 -12.6041 

-28 3.26351 -2.54456 11.91933 -12.2117 

-27 3.796515 0.269811 15.71585 -11.7553 

-26 3.282818 -2.44261 18.99867 -11.3606 

-25 3.816604 0.375886 22.81527 -10.9018 

-24 3.838135 0.489572 26.65341 -10.4403 

-23 3.859153 0.600554 30.51256 -9.97638 

-22 3.336537 -2.15897 33.8491 -9.57525 

-21 4.424526 3.585836 38.27362 -9.04331 

-20 3.374003 -1.96114 41.64763 -8.63768 

-19 2.825268 -4.85857 44.47289 -8.29801 

-18 2.808087 -4.94929 47.28098 -7.96041 

-17 3.336848 -2.15732 50.61783 -7.55924 

-1 3.336799 -2.15759 53.95463 -7.15808 


15 3.33729 -2.15499 57.29192 -6.75686 

-14 4.42542 3.590554 61.71734 -6.22482 

-13 8.87141 27.06628 70.58875 -5.15826 

-12 -1.07725 -25.4646 69.5115 -5.28777 

-11 3.967709 1.173749 73.47921 -4.81076 

-10 6.225155 13.09352 79.70436 -4.06235 

-9 3.532223 -1.12571 83.23659 -3.63769 

-8 2.957158 -4.16217 86.19374 -3.28217 

-7 3.511259 -1.2364 89.705 -2.86003 

-6 3.510928 -1.23814 93.21593 -2.43793 

-5 3.511341 -1.23596 96.72727 -2.01578 

-4 4.083727 1.786347 100.811 -1.52482 

-3 3.53207 -1.12651 104.3431 -1.10018 

-2 4.10744 1.911556 108.4505 -0.60637 
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-1 5.287628 8.14319 113.7381 0.029329 

0 2.439715 -6.89437 116.1779 0.322641 

1 2.992827 -3.97382 119.1707 0.682451 

2 2.396084 -7.12475 121.5668 0.970517 

3 4.084387 1.789832 125.6512 1.461558 

4 3.532106 -1.12632 129.1833 1.886202 

5 4.682184 4.946321 133.8654 2.449113 

6 3.573981 -0.90522 137.4394 2.878791 

7 2.410908 -7.04648 139.8503 3.16864 

8 0.657467 -16.305 140.5078 3.247683 

9 2.873177 -4.6056 143.381 3.593108 

10 2.856596 -4.69315 146.2376 3.936539 

11 1.734855 -10.6162 147.9724 4.14511 

12 2.249504 -7.89872 150.2219 4.415554 

13 3.299792 -2.35299 153.5217 4.812268 

14 3.836883 0.482962 157.3586 5.273553 

15 3.318816 -2.25254 160.6774 5.672554 

16 3.318725 -2.25302 163.9961 6.071545 

17 3.859871 0.604341 167.856 6.535593 

18 4.96745 6.452585 172.8235 7.1328 

19 3.945875 1.058462 176.7693 7.607189 

20 6.190868 12.91248 182.9602 8.351479 

21 6.369145 13.85382 189.3294 9.117203 

22 4.205679 2.430278 193.535 9.622826 

23 4.822483 5.687127 198.3575 10.2026 

24 6.676767 15.47813 205.0343 11.00531 

25 1.946299 -9.4997 206.9806 11.2393 

26 4.334067 3.108194 211.3146 11.76036 

27 4.970648 6.469468 216.2853 12.35795 

28 3.797859 0.276905 220.0832 12.81455 

29 6.884715 16.57613 226.9679 13.64225 

30 2.646534 -5.80232 229.6144 13.96043 

     
 

 

Table 9: Returns, Abnormal Returns and CARs Mumias Sugar Co. Ltd around period of 

dividend announcement. 
 

Where:  
 

DAY R ER AR CAR 
     

-30 -5.14706 0.990148 -5.14706 -6.13615 
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-29 -5.7554 -1.18088 -4.57452 -10.7107 

-28 -4.96454 1.255715 -6.22025 -16.9309 

-27 -5.55556 -0.10493 -5.45063 -22.3815 

-26 -10.274 -0.65383 -9.62014 -32.0017 

-25 -4.96454 0.560468 -5.52501 -37.5267 

-24 -6.94444 -0.29623 -6.64821 -44.1749 

-23 -8.33333 -0.23275 -8.10058 -52.2755 

-22 -7.04225 0.312112 -7.35437 -59.6299 

-21 -7.04225 -0.97644 -6.06582 -65.6957 

-20 -7.04225 0.138542 -7.1808 -72.8765 

-19 -7.74648 -0.75439 -6.99209 -79.8686 

-18 -7.0922 1.014916 -8.10711 -87.9757 

-17 -7.80142 -0.07607 -7.72535 -95.701 

-16 -7.85714 -0.01414 -7.843 -103.544 

-15 -8.63309 -0.62808 -8.00501 -111.549 

-14 -8.75912 -2.09153 -6.66759 -118.217 

-13 -11.1111 -3.48278 -7.62833 -125.845 

-
2 -8.46154 -0.18213 -8.27941 -134.124 

-11 -8.52713 0.1458 -8.67293 -142.797 

-10 -8.59375 -0.23774 -8.35601 -151.153 

-9 -8.66142 -0.27541 -8.38601 -159.539 

-8 -8.73016 0.164646 -8.8948 -168.434 

-7 -8.8 0.272074 -9.07207 -177.506 

-6 -8.87097 0.684188 -9.55516 -187.061 

-5 -7.31707 0.16887 -7.48594 -194.547 

-4 -10.4839 -1.02545 -9.45842 -204.006 

-3 -9.09091 -0.08519 -9.00572 -213.011 

-2 -9.16667 -0.90494 -8.26172 -221.273 

-1 -8.40336 -0.94789 -7.45547 -228.729 

0 -2.52101 0.416009 -2.93702 -231.666 

1 -5.55556 -0.56574 -4.98981 -236.655 

2 -8.52713 0.762991 -9.29012 -245.946 

3 -13.2813 -1.84902 -11.4322 -257.378 

4 -8.26446 -0.12977 -8.13469 -265.513 

5 -8.26446 -0.94407 -7.32039 -272.833 

6 -7.43802 -0.26422 -7.1738 -280.007 

7 -8.19672 0.088364 -8.28509 -288.292 

8 -7.37705 1.212889 -8.58994 -296.882 

9 -8.13008 -0.21007 -7.92002 -304.802 

10 -7.31707 0.147716 -7.46479 -312.267 

11 -8.87097 0.965332 -9.8363 -322.103 

12 -7.31707 0.40784 -7.72491 -329.828 

13 -4.83871 0.58857 -5.42728 -335.255 
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14 -7.03125 1.266063 -8.29731 -343.552 

15 -9.30233 -0.48581 -8.81651 -352.369 

16 -7.08661 -0.37206 -6.71456 -359.083 

17 -7.03125 -1.12773 -5.90352 -364.987 

18 -6.20155 -0.28494 -5.91661 -370.904 

19 -5.34351 -0.37715 -4.96636 -375.87 


0 -7.46269 -1.02382 -6.43887 -382.309 

21 -10.4478 -0.65592 -9.79184 -392.101 

22 -8.46154 -1.15416 -7.30737 -399.408 

23 -7.75194 -0.97069 -6.78124 -406.189 

24 -7.75194 -0.24018 -7.51176 -413.701 

25 -7.75194 -0.0972 -7.65474 -421.356 

26 -7.75194 -0.09946 -7.65248 -429.008 

27 -8.52713 -0.13962 -8.38751 -437.396 

28 -7.8125 0.267341 -8.07984 -445.476 

29 -9.375 -0.2775 -9.0975 -454.573 

30 -7.9365 0.649046 -8.58555 -463.159 

 

 

Table 10: T-statistic for Mumias Sugar Company around period of dividend announcement. 
 

 

DAY AR TAR CAR TCAR 
     

-30 -5.14706 0.208147 -6.13615 12.68077 

-29 -4.57452 0.2572 -10.7107 12.42327 

-28 -6.22025 0.116201 -16.9309 12.07313 

-27 -5.45063 0.182139 -22.3815 11.76631 

-26 -9.62014 -0.17509 -32.0017 11.2248 

-25 -5.52501 0.175766 -37.5267 10.91379 

-24 -6.64821 0.079535 -44.1749 10.53956 

-23 -8.10058 -0.0449 -52.2755 10.08358 

-22 -7.35437 0.019036 -59.6299 9.669601 

-21 -6.06582 0.129432 -65.6957 9.328155 

-20 -7.1808 0.033906 -72.8765 8.923947 

-19 -6.99209 0.050074 -79.8686 8.530361 

-18 -8.10711 -0.04546 -87.9757 8.074011 

-17 -7.72535 -0.01275 -95.701 7.639149 

-16 -7.843 -0.02283 -103.544 7.197665 

-15 -8.00501 -0.03671 -111.549 6.747062 

-14 -6.66759 0.077875 -118.217 6.371742 

-13 -7.62833 -0.00444 -125.845 5.942342 

-
2 -8.27941 -0.06022 -134.124 5.476293 
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-11 -8.67293 -0.09393 -142.797 4.988092 

-10 -8.35601 -0.06678 -151.153 4.517731 

-9 -8.38601 -0.06935 -159.539 4.045681 

-8 -8.8948 -0.11294 -168.434 3.544991 

-7 -9.07207 -0.12813 -177.506 3.034323 

-6 -9.55516 -0.16952 -187.061 2.496462 

-5 -7.48594 0.007763 -194.547 2.075077 

-4 -9.45842 -0.16123 -204.006 1.542661 

-3 -9.00572 -0.12244 -213.011 1.035728 

-2 -8.26172 -0.0587 -221.273 0.570674 

-1 -7.45547 0.010373 -228.729 0.151004 

0 -2.93702 0.397493 -231.666 -0.01432 

1 -4.98981 0.22162 -236.655 -0.2952 

2 -9.29012 -0.14681 -245.946 -0.81814 

3 -11.4322 -0.33034 -257.378 -1.46166 

4 -8.13469 -0.04782 -265.513 -1.91957 

5 -7.32039 0.021947 -272.833 -2.33163 

6 -7.1738 0.034506 -280.007 -2.73545 

7 -8.28509 -0.0607 -288.292 -3.20181 

8 -8.58994 -0.08682 -296.882 -3.68534 

9 -7.92002 -0.02943 -304.802 -4.13116 

10 -7.46479 0.009575 -312.267 -4.55136 

11 -9.8363 -0.1936 -322.103 -5.10504 

12 -7.72491 -0.01271 -329.828 -5.53988 

13 -5.42728 0.184139 -335.255 -5.84538 

14 -8.29731 -0.06175 -343.552 -6.31244 

15 -8.81651 -0.10623 -352.369 -6.80872 

16 -6.71456 0.073852 -359.083 -7.18669 

17 -5.90352 0.143337 -364.987 -7.519 

18 -5.91661 0.142216 -370.904 -7.85204 

19 -4.96636 0.223629 -375.87 -8.1316 


0 -6.43887 0.097471 -382.309 -8.49405 

21 -9.79184 -0.1898 -392.101 -9.04523 

22 -7.30737 0.023062 -399.408 -9.45656 

23 -6.78124 0.068138 -406.189 -9.83828 

24 -7.51176 0.005551 -413.701 -10.2611 

25 -7.65474 -0.0067 -421.356 -10.692 

26 -7.65248 -0.00651 -429.008 -11.1228 

27 -8.38751 -0.06948 -437.396 -11.5949 

28 -8.07984 -0.04312 -445.476 -12.0497 

29 -9.0975 -0.13031 -454.573 -12.5618 

30 -8.58555 -0.08645 -463.159 -13.0451 
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Table 11: Returns, Abnormal Returns and CARs of Kenya Power and Lighting Co. Ltd. 

around period of dividend announcement. 
 

Where:  
 

DAY R ER AR CAR 
     

-30 0.828729 0.085463 0.743266 0.74321 

-29 0.544959 1.085618 -0.54066 0.202551 

-28 0.539084 -0.17996 0.719045 0.921596 

-27 -1.6 0.138251 -1.73825 -0.81666 

-26 -0.80863 0.86544 -1.67407 -2.49072 

-25 -0.27027 0.369606 -0.63988 -3.1306 

-24 0.539084 0.530348 0.008736 -3.12186 

-23 0.533333 1.132912 -0.59958 -3.72144 

-22 0.263852 -0.42521 0.689063 -3.03238 

-21 -0.78534 -0.32404 -0.4613 -3.49368 

-20 -0.52493 -0.99613 0.471195 -3.02248 

-19 -0.52493 -0.24655 -0.27838 -3.30087 

-18 -0.7874 -0.32857 -0.45884 -3.7597 

-17 -1.31579 -0.90372 -0.41207 -4.17178 

-16 -3.71353 -0.57651 -3.13702 -7.3088 

-15 -4.38356 -1.01964 -3.36392 -10.6727 

-14 -1.7094 -0.85647 -0.85294 -11.5256 

-13 -1.44092 -0.20674 -1.23418 -12.7598 

-12 -1.45349 -0.07957 -1.37391 -14.1337 

-11 -0.58651 -0.08159 -0.50492 -14.6387 

-10 -0.58651 -0.11731 -0.4692 -15.1079 

-9 -1.17302 0.244646 -1.41767 -16.5255 

-8 -0.29499 -0.23994 -0.05505 -16.5806 

-7 -0.88235 0.584135 -1.46649 -18.0471 

-6 -0.29499 0.07738 -0.37237 -18.4194 

-5 -0.58824 -0.39487 -0.19336 -18.6128 

-4 -1.47059 -0.23994 -1.23065 -19.8434 

-3 -2.2E-14 0.584135 -0.58413 -20.4276 

-2 -0.29499 0.07738 -0.37237 -20.7999 

-1 -0.58824 0.274828 -0.86306 -21.663 

0 0.294118 -0.41697 0.711084 -20.9519 

1 -1.45773 -0.36282 -1.09491 -22.0468 

2 -0.58824 0.337728 -0.92596 -22.9728 

3 -0.58824 0.327157 -0.91539 -23.8882 

4 -0.29412 -0.0133 -0.28082 -24.169 

5 1.173021 2.239793 -1.06677 -25.2358 
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6 1.440922 1.83819 -0.39727 -25.6331 

7 1.412429 1.502132 -0.0897 -25.7228 

8 3.3241 0.752314 2.571785 -23.151 

9 0.533333 0.1027 0.430634 -22.7203 

10 -1.05541 -1.09225 0.036837 -22.6835 

11 -0.26525 0.095238 -0.36049 -23.044 

12 -0.26455 -1.05574 0.791189 -22.2528 

13 -0.5277 -0.26109 -0.26662 -22.5194 

14 -0.26385 0.004066 -0.26792 -22.7873 

15 -0.52632 -0.03558 -0.49074 -23.2781 

16 -0.52632 -0.64653 0.120212 -23.1579 

17 -3.94737 -0.92826 -3.01911 -26.177 

18 -2.17984 -0.34535 -1.83449 -28.0115 

19 -0.27701 -0.49593 0.218918 -27.7925 

20 -1.10497 0.412034 -1.51701 -29.3096 

21 -0.55556 -0.54295 -0.01261 -29.3222 

22 -0.83333 -0.0441 -0.78923 -30.1114 

23 -3.06407 -0.40922 -2.65485 -32.7662 

24 -0.85714 -0.32881 -0.52833 -33.2946 

25 0.573066 -0.86861 1.441678 -31.8529 

26 -1.13314 -0.98838 -0.14476 -31.9977 

27 -0.2849 -0.46878 0.183878 -31.8138 

28 -1.70455 -1.3887 -0.31584 -32.1296 

29 -4.5977 -0.85395 -3.74375 -35.8734 

30 -3.59281 -0.93997 -2.65285 -38.5262 

 

 

Table 12: T-statistics for Kenya Power and Lighting Company during period of dividend 

announcement 

DAY AR TAR CAR TCAR 
     

-30 0.743266 9.422554 0.74321 13.82256 

-29 -0.54066 0.623109 0.202551 13.43286 

-28 0.719045 9.256553 0.921596 13.95114 

-27 -1.73825 -7.58465 -0.81666 12.69822 

-26 -1.67407 -7.14475 -2.49072 11.49157 

-25 -0.63988 -0.05688 -3.1306 11.03035 

-24 0.008736 4.388415 -3.12186 11.03665 

-23 -0.59958 0.219301 -3.72144 10.60448 

-22 0.689063 9.051074 -3.03238 11.10115 

-21 -0.4613 1.166977 -3.49368 10.76864 

-20 0.471195 7.557904 -3.02248 11.10828 

-19 -0.27838 2.420635 -3.30087 10.90762 
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-18 -0.45884 1.183884 -3.7597 10.5769 

-17 -0.41207 1.504379 -4.17178 10.27988 

-16 -3.13702 -17.1712 -7.3088 8.018736 

-15 -3.36392 -18.7262 -10.6727 5.59405 

-14 -0.85294 -1.5171 -11.5256 4.97926 

-13 -1.23418 -4.12998 -12.7598 4.089671 

-12 -1.37391 -5.08764 -14.1337 3.099364 

-11 -0.50492 0.86803 -14.6387 2.73542 

-10 -0.4692 1.112858 -15.1079 2.397224 

-9 -1.41767 -5.38751 -16.5255 1.375381 

-8 -0.05505 3.951259 -16.5806 1.335702 

-7 -1.46649 -5.72211 -18.0471 0.278668 

-6 -0.37237 1.776516 -18.4194 0.01027 

-5 -0.19336 3.003328 -18.6128 -0.1291 

-4 -1.23065 -4.1058 -19.8434 -1.01615 

-3 -0.58413 0.325146 -20.4276 -1.43719 

-2 -0.37237 1.776516 -20.7999 -1.70559 

-1 -0.86306 -1.58651 -21.663 -2.32768 

0 0.711084 9.201997 -20.9519 -1.81513 

1 -1.09491 -3.17547 -22.0468 -2.60434 

2 -0.92596 -2.01759 -22.9728 -3.27176 

3 -0.91539 -1.94514 -23.8882 -3.93157 

4 -0.28082 2.403929 -24.169 -4.13398 

5 -1.06677 -2.98264 -25.2358 -4.9029 

6 -0.39727 1.605846 -25.6331 -5.18925 

7 -0.0897 3.713758 -25.7228 -5.25391 

8 2.571785 21.95441 -23.151 -3.40019 

9 0.430634 7.279914 -22.7203 -3.08979 

10 0.036837 4.581006 -22.6835 -3.06324 

11 -0.36049 1.857905 -23.044 -3.32308 

12 0.791189 9.751 -22.2528 -2.75279 

13 -0.26662 2.501253 -22.5194 -2.94497 

14 -0.26792 2.492351 -22.7873 -3.13808 

15 -0.49074 0.965235 -23.2781 -3.4918 

16 0.120212 5.15242 -23.1579 -3.40516 

17 -3.01911 -16.3631 -26.177 -5.58131 

18 -1.83449 -8.2442 -28.0115 -6.90359 

19 0.218918 5.828907 -27.7925 -6.7458 

20 -1.51701 -6.06834 -29.3096 -7.83925 

21 -0.01261 4.242121 -29.3222 -7.84834 

22 -0.78923 -1.08051 -30.1114 -8.41721 

23 -2.65485 -13.8666 -32.7662 -10.3308 

24 -0.52833 0.707574 -33.2946 -10.7116 
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25 1.441678 14.20916 -31.8529 -9.67248 

26 -0.14476 3.336399 -31.9977 -9.77682 

27 0.183878 5.588759 -31.8138 -9.64428 

28 -0.31584 2.163898 -32.1296 -9.87194 

29 -3.74375 -21.3294 -35.8734 -12.5704 

30 -2.65285 -13.8529 -38.5262 -14.4826 
     

 

Table 13: Returns, Abnormal Returns and CARs of Sasini Ltd. around period of dividend 

announcement. 
 

Where:     
     

DAY R ER AR CAR 
     

-30 -4.33213 2.664469 -6.9966 -6.99524 

-29 -2.18182 1.279044 -3.46086 -10.4561 

-28 -2.86738 0.078764 -2.94615 -13.4023 

-27 -4.27046 -2.12911 -2.14135 -15.5436 

-26 -6.09319 0.064978 -6.15817 -21.7018 

-25 -2.94118 -2.06166 -0.87952 -22.5813 

-24 -5.47445 -0.59339 -4.88106 -27.4623 

-23 -3.71747 -0.10348 -3.61399 -31.0763 

-22 -0.37175 -0.17673 -0.19502 -31.2714 

-21 -4.67626 -1.30557 -3.37069 -34.642 

-20 -5.45455 -1.82611 -3.62843 -38.2705 

-19 -2.22222 -0.74909 -1.47313 -39.7436 

-18 -2.18978 -1.0273 -1.16248 -40.9061 

-17 -3.95683 0.650314 -4.60715 -45.5132 

-16 -3.61011 -1.11418 -2.49593 -48.0092 

-15 -3.61011 -0.19247 -3.41763 -51.4268 

-14 -8.30325 -0.86709 -7.43616 -58.863 

-13 -1.89394 -0.71852 -1.17542 -60.0384 

-12 -3.34572 -1.71591 -1.62982 -61.6682 

-11 -4.44444 -1.9372 -2.50724 -64.1754 

-10 -4.85075 -0.97714 -3.8736 -68.049 

-9 -3.77358 -2.67687 -1.09671 -69.1457 

-8 -6.41509 -1.68883 -4.72627 -73.872 

-7 -6.58915 -1.84775 -4.7414 -78.6134 

-6 -1.59363 -1.14282 -0.4508 -79.0642 

-5 -7.00389 -1.75326 -5.25063 -84.3148 

-4 -2.00803 -0.21009 -1.79794 -86.1128 

-3 -2.3622 0.342949 -2.70515 -88.8179 

-2 -3.87597 1.571711 -5.44768 -94.2656 

-1 -4.65116 0.243775 -4.89494 -99.1606 
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0 -5.46875 -0.36859 -5.10016 -104.261 

1 -4.7619 0.450705 -5.21261 -109.473 

2 -4.8 -0.84957 -3.95043 -113.424 

3 -3.62903 0.547225 -4.17626 -117.6 

4 -3.61446 -0.58986 -3.02459 -120.625 

5 -4 -0.26526 -3.73474 -124.359 

6 -4 1.047583 -5.04758 -129.407 

7 -2.4 0.522527 -2.92253 -132.329 

8 -1.9685 0.222324 -2.19083 -134.52 

9 -5.01931 1.1142 -6.13351 -140.654 

10 -4.29688 -0.3847 -3.91217 -144.566 

11 -1.96078 -0.26564 -1.69514 -146.261 

12 -1.92308 2.282012 -4.20509 -150.466 

13 -4.5283 0.309196 -4.8375 -155.304 

14 -6.08365 -0.59533 -5.48832 -160.792 

15 -3.89105 0.808217 -4.69927 -165.491 

16 -3.89105 0.114466 -4.00552 -169.497 

17 -5.44747 -1.36654 -4.08093 -173.578 

18 -3.95257 -1.14095 -2.81162 -176.389 

19 -4.74308 0.96518 -5.70826 -182.098 

20 -3.58566 -0.30604 -3.27962 -185.377 

21 -1.19048 -0.72499 -0.46549 -185.843 


2 -6.94981 0.020743 -6.97055 -192.813 

23 -3.18725 0.0868 -3.27405 -196.087 

24 -3.95257 0.518148 -4.47072 -200.558 

25 -3.55731 0.014331 -3.57164 -204.13 

26 -5.11811 -1.12441 -3.9937 -208.123 

27 -4.38247 -0.80976 -3.57271 -211.696 

28 -4 0.493394 -4.49339 -216.189 

29 -5.6 0.36461 -5.96461 -222.154 

30 -5.28455 -0.28303 -5.00152 -227.156 

Table 14: T-statistics for Sasini during around period of dividend announcement 

     

DAY AR TAR CAR TCAR 
     

-30 -6.9966 -14.9447 -6.99524 12.09553 

-29 -3.46086 1.201077 -10.4561 11.68498 

-28 -2.94615 3.551497 -13.4023 11.33548 

-27 -2.14135 7.226566 -15.5436 11.08146 

-26 -6.15817 -11.116 -21.7018 10.35093 

-25 -0.87952 12.98867 -22.5813 10.24659 

  96   

Daystar University Repository

Library Archives Copy



 

 

-24 -4.88106 -5.28418 -27.4623 9.66756 

-23 -3.61399 0.501815 -31.0763 9.23884 

-22 -0.19502 16.11437 -31.2714 9.215705 

-21 -3.37069 1.612841 -34.642 8.815846 

-20 -3.62843 0.435876 -38.2705 8.385413 

-19 -1.47313 10.27795 -39.7436 8.210658 

-18 -1.16248 11.69654 -40.9061 8.072756 

-17 -4.60715 -4.03338 -45.5132 7.526219 

-16 -2.49593 5.60741 -48.0092 7.230132 

-15 -3.41763 1.398474 -51.4268 6.824705 

-14 -7.43616 -16.9519 -58.863 5.942569 

-13 -1.17542 11.63746 -60.0384 5.803132 

-12 -1.62982 9.562461 -61.6682 5.60979 

-11 -2.50724 5.555745 -64.1754 5.312361 

-10 -3.8736 -0.68368 -68.049 4.852843 

-9 -1.09671 11.99684 -69.1457 4.722742 

-8 -4.72627 -4.57733 -73.872 4.162075 

-7 -4.7414 -4.64641 -78.6134 3.599612 

-6 -0.4508 14.94635 -79.0642 3.546134 

-5 -5.25063 -6.97181 -84.3148 2.923263 

-4 -1.79794 8.794711 -86.1128 2.709976 

-3 -2.70515 4.651984 -88.8179 2.389069 

-2 -5.44768 -7.87162 -94.2656 1.742822 

-1 -4.89494 -5.34755 -99.1606 1.162145 

0 -5.10016 -6.28468 -104.261 0.557124 

1 -5.21261 -6.79818 -109.473 -0.06124 

2 -3.95043 -1.0345 -113.424 -0.52987 

3 -4.17626 -2.06574 -117.6 -1.02529 

4 -3.02459 3.193274 -120.625 -1.38409 

5 -3.73474 -0.04958 -124.359 -1.82714 

6 -5.04758 -6.0446 -129.407 -2.42592 

7 -2.92253 3.65936 -132.329 -2.77261 

8 -2.19083 7.000624 -134.52 -3.03251 

9 -6.13351 -11.0034 -140.654 -3.76011 

10 -3.91217 -0.85981 -144.566 -4.22421 

11 -1.69514 9.26416 -146.261 -4.4253 

12 -4.20509 -2.19739 -150.466 -4.92414 

13 -4.8375 -5.08526 -155.304 -5.498 

14 -5.48832 -8.0572 -160.792 -6.14907 

15 -4.69927 -4.45404 -165.491 -6.70653 

16 -4.00552 -1.28606 -169.497 -7.1817 

17 -4.08093 -1.63044 -173.578 -7.66581 

18 -2.81162 4.165795 -176.389 -7.99935 
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19 -5.70826 -9.06156 -182.098 -8.67651 

20 -3.27962 2.028718 -185.377 -9.06557 

21 -0.46549 14.87931 -185.843 -9.12079 


22 -6.97055 -14.8257 -192.813 -9.94769 

23 -3.27405 2.054141 -196.087 -10.3361 

24 -4.47072 -3.41037 -200.558 -10.8664 

25 -3.57164 0.695205 -204.13 -11.2901 

26 -3.9937 -1.2321 -208.123 -11.7639 

27 -3.57271 0.690338 -211.696 -12.1877 

28 -4.49339 -3.51393 -216.189 -12.7208 

29 -5.96461 -10.2322 -222.154 -13.4283 

30 -5.00152 -5.83425 -227.156 -14.0217 

 

 

Table 15: Mean Abnormal Returns and Mean Cumulative Abnormal Returns 
 

DAY MAR  MCAR 
    

-30 -1.90927  -1.90927 

-29 -0.97254  -2.88181 

-28 -2.18371  -5.06551 

-27 -1.45447  -6.51998 

-26 -2.64149  -9.16147 

-25 -1.16046  -10.3219 

-24 -1.67498  -11.9969 

-23 -2.45715  -14.4541 

-22 -2.22392  -16.678 

-21 -2.06497  -18.7429 

-20 -2.15484  -20.8978 

-19 -1.48964  -22.3874 

-18 -2.0812  -24.4686 

-17 -1.99194  -26.4606 

-16 -3.0123  -29.4729 

-15 -2.54402  -32.0169 

-14 -2.61696  -34.6338 

-13 -0.89761  -35.5315 

-12 -3.02763  -38.5591 

-11 -19.0199  -57.579 

-10 -1.99837  -59.5774 

-9 -1.96365  -61.541 

-8 -2.94785  -64.4889 

-7 -18.8677  -83.3565 

-6 -2.05204  -85.4086 
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-5 -2.64499 -88.0536 

-4 -2.38331 -90.4369 

-3 -2.92671 -93.3636 

-2 -2.60291 -95.9665 

-1 -2.87856 -98.845 

0 -0.33754 -99.1826 

1 -1.08475 -100.267 

2 -3.12556 -103.393 

3 -2.72538 -106.118 

4 -2.0369 -108.155 

5 -1.68057 -109.836 

6 -2.54943 -112.385 

7 -2.12012 -114.505 

8 -2.75517 -117.26 

9 -2.55351 -119.814 

10 -1.98983 -121.804 

11 -2.95316 -124.757 

12 -3.09505 -127.852 

13 -2.88095 -130.733 

14 65.44184 -65.2911 

15 -2.67026 -67.9614 

16 -1.18408 -69.1455 

17 -2.45269 -71.5981 

18 -1.35914 -72.9573 

19 -1.85227 -74.8096 

20 -2.11001 -76.9196 

21 -1.44319 -78.3628 

22 -3.55264 -81.9154 

23 -2.4825 -84.3979 

24 -1.99828 -86.3962 

25 -1.9295 -88.3257 

26 -2.32704 -90.6527 

27 -2.82289 -93.4756 

28 -2.27354 -95.7491 

29 -3.52099 -99.2701 

30 -3.48235 -102.752 
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APPENDIX B 
 

Total Population and Categorization of Companies Trading at the Nairobi Securities Exchange  

 

AGRICULTURAL   
Kakuzi  
Rea Vipingo Plantations Ltd  
Sasini Ltd  

 

COMMERCIAL AND SERVICES  
AccessKenya Group Ltd  
Car & General (K) Ltd  
CMC Holdings Ltd  
Hutchings Biemer Ltd  
Kenya Airways Ltd  
Marshalls (E.A.) Ltd  
Nation Media Group  
Safaricom Ltd  
Scangroup Ltd  
Standard Group Ltd  
TPS Eastern Africa (Serena) Ltd  
Uchumi Supermarket Ltd  

 

FINANCE AND INVESTMENT  
Barclays Bank Ltd  
Centum Investment Co Ltd  
CFC Stanbic Holdings Ltd  
Diamond Trust Bank Kenya Ltd  
Equity Bank Ltd  
Housing Finance Co Ltd  
Jubilee Holdings Ltd  
Kenya Commercial Bank Ltd  
Kenya Re-Insurance Corporation Ltd  
National Bank of Kenya Ltd  
NIC Bank Ltd  
Olympia Capital Holdings ltd  
Pan Africa Insurance Holdings Ltd  
Standard Chartered Bank Ltd  
The Co-operative Bank of Kenya Ltd  

 

INDUSTRIAL AND ALLIED 
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Athi River Mining  
B.O.C Kenya Ltd  
Bamburi Cement Ltd  
British American Tobacco Kenya Ltd  
Carbacid Investments Ltd  
Crown Berger Ltd 0rd  
E.A.Cables Ltd  
E.A.Portland Cement Ltd  
East African Breweries Ltd  
Eveready East Africa Ltd  
KenGen Ltd  
KenolKobil Ltd  
Kenya Power & Lighting Co Ltd  
Mumias Sugar Co. Ltd  
Sameer Africa Ltd  
Total Kenya Ltd  
Unga Group Ltd  

 

ALTERNATIVE INVESTMENT MARKET SEGMENT  
A.Baumann & Co Ltd  
City Trust Ltd  
Eaagads Ltd  
Express Ltd  
Williamson Tea Kenya Ltd  
Kapchorua Tea Co. Ltd  
Kenya Orchards Ltd  
Limuru Tea Co. Ltd 
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