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Abstract 

Initial Public Offers (IPOs) attract much attention in World stock markets. The IPOs do not go 

unnoticed in emerging markets since they are focal points, particularly if listed alone, and stirs 

the whole market. As such a single large IPO can have a significant effect in a less developed 

market. In Kenya, several studies have been undertaken in the past on stock price response to 

earnings announcements, the effects of election period on stock returns at the Nairobi Stock 

Exchange, the information content of annual reports and accounts of companies listed at the 

Nairobi Stock Exchange .However, these studies focus on specific issues that may impact the 

market returns. Consequently, there is lack of information on the extent to which IPOs influence 

market returns at the Nairobi Stock Exchange (NSE) as well as exogenous factors that may have 

influenced the market return. Therefore, this study sought to evaluate the effects that IPO 

announcements had on the market return of listed stocks at the NSE. In addition, the study 

assessed the effects of the turnover and volume traded on the market return. The study 

incorporated all the seven recently floated IPOs at the NSE between January 2006 and March 

2009.  

The main results from the fitted linear regression model showed that all IPOs had a significant 

effect on the market return. In particular, Co-op bank, KenGen, and Volume traded had a 

negative effect while the remaining IPOs, elections and turnover had a positive impact on the 

market returns. The magnitude of these effects ranged from –0.126 to 0.172. This study also 

employed logistic regression to evaluate the effect of the IPO announcement within the 60-day 

window period on the market index. The study found that all IPOs had positive a significant 

influence on the market return except Eveready and KenGen. The findings of this study 

contribute to the current knowledge on how the IPOs announcements, turnover, and volume 
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traded affects market return. This will be a source of valuable information to the capital Markets 

Authority, Nairobi Stock Exchange as well as investors for decision making, legal and Policy 

formulation.  

______________________________________________________________________________

Introduction 

An initial public offering (IPO) is generally perceived as one of the most important milestones in 

a firm‘s lifecycle. It allows the firm to access the public equity markets for additional capital 

necessary to fund future growth, while simultaneously providing a venue for the initial 

shareholders to sell their ownership stake. (Kim and Weisbach, 2005; Brealy and Myers (2003). 

Grundvall, Melin-Jakobsson and Thorell (2004) discuss additional motives that include: gaining 

of publicity and status, employee ownership and liquidity of shares. Despite the benefits that 

accrue with IPOs, organizations normally incur costs which may be direct or indirect. (Ritter, 

2006). Directly, firms incur cost such as underwriting fees, auditors‘ and lawyers‘ fees for 

consultancy, and publication cost. Indirectly, management‘s time and effort devoted to 

conducting the offering and worthy noting is the offer price which is normally below the market 

price. 

 

 The stock market in Kenya is known as the Nairobi Stock Exchange (NSE). Constituting a 

voluntary association of stockbrokers, the NSE was formed in 1954. It has had a remarkable 

development to become amongst the most vibrant stock markets in Africa. According to NSE 

website, its market capitalization saw tremendous improvement hitting Ksh. 1.3 Trillion after 

listing of Safaricom Ltd. Over the last 5 years, turnover at the NSE has grown phenomenally 

from Sh2.9 billion in 2002 to Sh95 billion in 2006 while the number of CDSC accounts that have 

been opened have in the last 2 years increased from 80,000 in 2005 to over 1,000,000 investors 

to date (www.nse.co.ke). Currently, there are 55 stocks listed in the NSE, out of which 51 are 

actively traded. In the Commercial & Services sector, the stocks of Uchumi Supermarkets Ltd 

and Hutchings Biemer were suspended from trading. In the AIMS (Alternative Investments 

Markets Segment) Kenya Orchards and A Baumann & Co. Ltd have been suspended. NSE has 

continued to play an important role in economic development, especially concerning its role in 

financial intermediation. Securities traded at NSE are bonds and shares that constitute the 

http://www.blogger.com/www.cdsc.co.ke
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markets two broad segments. The stock market is referred to as Floating Interest Rates market, 

which is divided into two segments; the Main Investments Market Segment (MIMS) & 

Alternative Investments Market Segment (AIMS). MIMS has four segments namely 

Agricultural, Commercial and Services, Finance & Investment, and Industrial & Allied sector. 

Characterized by its liquidity, market capitalization and turnover, the NSE may be classified as 

both emerging market and frontier market .NSE is a model emerging market in view of its high 

returns, vibrancy and well developed market structure (Ogum et al, 2000). It is among the most 

vibrant African Bourse, and is the most developed security market in Eastern Africa. In the year 

2009, the bourse introduced a market indicator named as the NSE All Share Index (NASI). Thus, 

it raises interest and sets a precedent for comparison with other emerging markets in Africa and 

the world at large. 

Bach, Judge, and Dean (2008) define IPO success as the creation of market value above and 

beyond the resources invested in the venture since its inception. They mention that the 

determinants of the success of an IPO include: Imperfect information regarding possible 

outcomes,  an under-exploited market opportunity, possession of superior knowledge regarding 

market opportunities (which include, entrepreneurial abilities in superior alertness, relevant 

education, and thoughtful anticipation of future conditions), patent protection, that is – patents 

provide one of the strongest property rights for aspects of competitive advantage that are most 

relevant in the technology industry – ,  organizational reputation, that is – the reputation of the 

organization, another potential isolating mechanism, can be thought of as the net effect of 

positive and negative perceptions regarding the organization at any one time –, contractual 

alliances, that is – partners, joint venture partners, channel partners licensees, franchisers, and 

any specific long-term contract identities.  

In Benveniste and Spindt‘s (1989) model of IPO underpricing, underwriters induce potential 

investors by deliberately underpricing so that they truthfully reveal their interest in an IPO. 

According to Gajewski and Gresse (2006), IPOs are underpriced as a means of improving the 

secondary market‘s liquidity, as  a strategy of pre-IPO shareholders to maximize the sale  price, 

as a tool for managing litigation risk (in some countries, especially the US) and as a means of 

solving information related asymmetries. As a result of underpricing, there is very high 

possibility of high initial returns if investors acquire shares from the primary market.  
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This possibility of high returns tends to create interest among the investors to participate in an 

IPO. A robust stock market assists in the rational and efficient allocation of capital, which is a 

scarce resource. The fact that capital is scarce means systems have to be developed where capital 

goes to the most deserving user. An efficient stock market sector will have the expertise, the 

institutions and the means to prioritise access to capital by competing users so that an economy 

manages to realise maximum output at least cost. This is what economists refer to as the 

optimum production level. If an economy does not have efficient financial markets, there is 

always the risk that scarce capital could be channeled to non-productive investments as opposed 

to productive ones, leading to wastage of resources and economic decline. According to Welch 

(1992), the uninformed mimic the informed investors‘ behavior. By underpricing its shares, the 

firm induces both the informed and uninformed investors to buy in a domino effect. In support of 

this hypothesis, Amihud, Hauser and Kirsh (2003) observe that such domino effects may lead to 

large subscriptions.  

Statement of the Problem 

Braun and Larrain (2007) affirm that IPOs do not go unnoticed in emerging markets. They add 

that IPOs are focal points, particularly if they are listed alone and they can stir the whole market.  

A single large IPO can have a significant effect in a less developed market. The sheer size of 

these transactions attracts the attention of all big investors such as pension funds and 

international funds. 

Studies conducted in different countries have shown that share prices normally react to the 

arrival of news in the market such as announcement of earnings and dividends. Other researchers 

have found that both political and economic events usually have an impact on the share prices of 

companies listed in the Stock Exchanges. 

In Kenya, the behavior of share prices to announcement of operating results, events like elections 

have been studied. However, there is no empirical evidence that IPO affects the stock prices of 

other companies listed in the Nairobi Stock Exchange. Apparently, an IPO announcement is 

likely to influence investors in disposing off the shares in other listed companies in order to 

participate in the current IPO. This destabilizes the market leading to possible fluctuation in 

stock prices. This of course, is how inefficiency comes about. The investors, however, may lack 



International Journal of Research in Management                                                                                 ISSN 2249-5908     

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                          Issue 3, Vol. 2 (March 2013) 

 Page 88 

 

information concerning the Market response. This research therefore, sets out to establish 

whether there was any effect of an IPO on the market return of companies listed in the NSE. 

 

Specific Objective 1 

To establish the effect of IPO announcement on Market Returns determined using the NSE 20 

share index. 

 

Hypothesis of the Study 

There is no significant effect of IPOs announcements on the stock Market Returns between 

January 2006 and March 2009 at NSE. 

 

Specific Objective 2 

To identify the effect of IPO announcement on Market Return with a market index of below or 

above 4000. 

 

Hypothesis of the Study 

There is no significant effect of IPO announcements with respect to changes in the stock market 

returns with NSE index of below or above 4000 at NSE. 

 

Specific Objective 3 

To assess the effect of Exogenous Factors on the Market return. 

 

Hypotheses of the Study 

There is no significant effect of exogenous factors (General Elections, Volume traded, and stock 

Market turnover) on the Stock Market return. 

 

Literature review 

Investors generally attempt to beat the market by identifying undervalued shares and buying 

them before their prices rise and look for overvalued shares in order to sell them before their 

prices fall (Fisher and Jordan, 1995). This implies that an investor‘s judgment of the true worth 
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of the shares may be different from the stock market judgment as seen in the current price of the 

shares. Theoretical explanations for the pricing of securities according to Fisher and Jordan 

(1995) and Fama (1970) are; fundamental analysis, technical analysis, random walk and the 

Efficient market Hypothesis ideologies. These theories are discussed in turn. 

 

The fundamental analysts argue that stock price is a function of the expected earnings and 

capitalization rates corresponding to future time periods (Fisher and Jordan, 1995). Hence, in 

order to get the price of a share, investors have to discount the income streams from the security. 

The theory thus asserts that price changes occur due to changes in expectation, a major cause of 

which is the arrival of new information (Jensen, 1978). Jensen further argues that earnings, 

dividends, asset values and the (credibility of) management are the basic variables used in 

determining the underlying value of a security. The theoretical (intrinsic) value of the share is 

compared with the current price of the share and if the shares are worth more than the current 

market prices, the shares are bought, if not, they are sold (Fisher and Jordan, 1995). 

 

According to Fama (1970), technical analysts examine the past share price movement with an 

intention of discovering particular patterns of share price movements, which appear to recur. 

Once patterns have been identified, the current share price movements are observed if 

established patterns can be cited (Fama, 1970; Fisher and Jordan, 1995). This enables them to 

predict future share prices where a pattern has been cited. The authors thus suggest that technical 

analysis is based on the assumption that the underlying value of stock is dependent on the supply 

and demand hence, has little relationship with earnings and dividends as argued by 

fundamentalists. The demand and supply of shares are caused by rational and irrational factors 

including information, moods, opinions and guesses (Lumby, 1994). When these factors 

intermix, the result is a price movement that follows a pattern that persists for an appreciable 

length of time.Little empirical work has been conducted on the area of technical analysis (Fisher 

& Jordan 1975) and the results of the tests that have been done so far are inconsistent and 

inconclusive. However, most of the tests have yielded results that are not reassuring to the 

technical analyst. 
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‗Random‘ the stock market context does not mean, neither should it be taken to imply, that the 

price movements are whimsical and chaotic (Mlambo, 2003). All it means is that period-to-

period price changes should be statistically independent and unforecastable if they are properly 

anticipated. Price movements are a perfectly rational response to information but since there is 

no reason to expect new information to be non-random, price changes based on this information 

is supposed to be random and uncorrelated to any observable trend (Fama, 1970). 

 

The theory argues that the share price movements are independent of one another and unrelated. 

This happens in an efficient market where the current prices of securities represent unbiased 

estimates of their intrinsic values. The random theory holds that the prices move in a random 

manner hence, it is not possible to predict future prices. The price movement, whether up or 

down, occurs as a result of new information and since investors cannot predict the kind of new 

information (whether good or bad), it is not possible to predict future price movement. 

 

The random walk theory clearly conflicts with technical analysis. The theory says that previous 

price changes or changes in returns are useless in predicting future prices, which implies that the 

work of a technical analyst is unnecessary. According to Fisher & Jordan (1995); Mlambo 

(2003) the random walk theory is a special case of a more general efficient market hypothesis 

and the two positions complement each other.  

 

Lumby (1994) asserts that the theory of market efficiency and stock prices behavior is 

inseparable. In Lumby (1994), the efficient market has been defined as a market where prices of 

a company‘s shares (or other financial securities) rapidly and correctly reflect all relevant 

information as it becomes available. No undervalued securities exist in such a market hence, the 

share prices can be relied upon to correctly reflect the true economic worth of the shares. Jensen 

(1978) points out that a market is efficient with respect to information if it is impossible to make 

abnormal economic profits by trading on the basis of that information. 

 

The assumptions underlying the efficient capital market are documented in Reilly and Brown 

(2000) as:- 
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 A large number of competing profit maximizing participants to analyze and value 

securities, each independently of others. 

 New information regarding securities comes to the market in a random fashion i.e. the 

timing of the announcement is generally independent of others. 

  Competing investors attempt to adjust security prices rapidly to reflect the new 

information. 

 

The three forms of market efficiency are the weak form of market efficiency, the semi-strong 

form of market efficiency and the strong form of market efficiency. 

In this form of market efficiency, current stock prices reflect all the past information available 

including historical sequence of price, rates of return, trading volume and market generated 

information. This implies that future share prices cannot be forecasted using past rates of return. 

Fama (1991) expanded the concept of the weak form to include predicting future returns with the 

use of financial market research, accounting or macro economical variables. 

The semi-strong form market efficiency argues that the current prices of stock reflect all the 

available information content of historical prices and the publicly available information about 

corporations. This implies that information is quickly impounded in the share prices as they 

become available. The investors who base their decisions on new information cannot make 

above average profit after the information is made. The semi-strong form of EMH encompasses 

the weak form and the availability of intraday data enables tests which offer evidence of public 

information impacting stock prices within minutes (Patel and Wolf son, 1984).Event studies that 

examine how stock prices adjust to specific significant economic events have been used to 

directly test semi-strong form efficiency. Events normally tested are stock splits, initial public 

offerings (IPO), company announcements (especially earnings and dividend announcements) 

other unexpected economic and other world events. 

The strong form suggests that security prices reflect the available information and even private 

information. No group of participants has monopolistic access to the relevant information hence, 

no one makes above average profits. Seyton (1998) provides sufficient evidence that insiders 
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profit from trading on information not already incorporated into prices hence, the strong form 

does not hold in a world of an even playing field.  

 

The EMH became controversial especially after the detection of certain anomalies in the capital 

markets. Some of the main anomalies that have been identified include the January effect, the 

weekend effect, other seasonal effects, overreaction and under reaction. 

 

Rozeff and Kinney (1976) were the first to document evidence of higher mean returns in January 

as compared to other months. Using NYSE stocks for the period 1904-1974, they found that the 

average return for the month of January was 3.48% as compared to only 0.42% for the other 

months. Other documented studies indicated that the effect exists. For instance Eleswarapu and 

Reinganaum (1993), who observed the market from 1961-1990. 

 

The weekend effect is also known as Monday Effect. French (1980) analyzed daily returns of 

stocks in the U.S.A for the period between1953-1977. The study found that there is a tendency 

for returns to be negative on Mondays whereas they are positive on other days of the week. The 

study noted that these negative returns are caused only by the weekend effect and not by a 

general closed-market effect. A trading strategy, which would be profitable in this case, would 

be to buy stocks on Monday and sell them on Friday. Paul (2008) found out that there is no 

evidence of day of the week in Kenya after modeling the stock returns and accounting for market 

risk. 

 

Holiday and turn of the month effects have been well documented over time and across 

countries. Lakonishok and Smidt (1988) show that US stock returns are significantly higher at 

the turn of the month, defined as the last and first three trading days of the month. Ariel (1987) 

shows that returns tend to be higher on the last day of the month. Cadsby and Ratner (1992) 

found similar turn of monthly effects in some countries and not in others. Kunkel and Campton 

(1998) show how abnormal returns can be earned by exploiting this anomaly. Lakonishok and 

Smidt (1988), Ariel (1990) and Cadsby and Ratner (1992) all provide evidence to show that 

returns are, on average, higher the day before a holiday, than on other trading days. The latter 
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paper shows this for countries other than the U.S. Brockman and Michayluk (1998) describe the 

pre-holiday effect as one of the oldest and most consistent of all seasonal regularities. Paul 

(2008) found out that the pre-holiday effect is not significant for Kenya while February returns 

are higher. 

 

The efficient markets hypothesis implies that investors react quickly and in an unbiased manner 

to new information. However, the widely publicized study by DeBondt and Thaler (1985) 

presents contradictory evidence.  The study found that stocks with low long term past returns 

tend to have higher future returns and stocks with high long-term past returns tend to have lower 

future returns (Long term reversals).  Their results appear to be inconsistent with the EMH. 

Although the issues are complex, recent research indicates that the findings might be the result of 

methodological problems arising from the measurement of risk (Fama, 1991) and once risk is 

measured correctly, the findings tend to disappear. 

  

One of the most enduring anomalies documented in the finance literature is the empirical 

observation that stock prices appear to respond to earnings for about a year after they are 

announced.  Prices of companies experiencing positive earnings tend to drift upward, while 

prices of stocks experiencing negative earnings tend to drift downward .This ―post-earnings-

announcement drift‖ was first noted by Ball and Brown (1968) and has since been replicated by 

numerous studies over different time periods and in different countries. After more than thirty 

years of research, this anomaly has yet to be explained.  

 

Another study reported that stocks with high returns over the past year tended to have high 

returns over the following three to six months (short-term momentum in stock prices) This 

―momentum‖ effect is a fairly new anomaly and consequently more research is needed in this 

area.  This effect nevertheless, is present in other countries and has persisted throughout the 

1900s and 2000s with various anomalies being reported.  Some indicate market overreaction to 

information, and others under-reaction. However, some of these finding are simply related to 

chance.  Fama (1970) states that if data is analyzed enough, a given pattern could be found. 
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According to Benic and Franic (2008) turnover multiplies the volume and price of each 

transaction and represents a one-dimensional measure of trading activity. 

 

Baker and Stein (2004) suggest that turnover or more generally, liquidity can serve as sentiment 

index; thus representing measures of investor‘s sentiment. Investor sentiment - pessimism or 

optimism of the investor is the propensity to speculate (Ogunmuyiwa, 2010). Sentiments drive 

the relative demand for speculative investment and so cause cross-sectional effects even if 

arbitrage forces are the same across stocks (Baker and Wurgler, 2006). An example is the late 

1990‘s technology bubble.  

 

Baker and Stein (2004) developed a model that helps to explain that an increase in liquidity 

predicts lower subsequent returns in both firm level and aggregate data. They posit that irrational 

investors participate only on over-valued market because of short sales and they over react to 

private signals about future fundamentals and this leads to sentiment shocks. They find that 

measure of equity insurance and share turnover are highly correlated and that sentiment 

indicators from market liquidity may be responsible for low expected returns. Delong et al. 

(1990) suggest that noise traders can affect stock prices because the risk aversion of irrational 

speculators keeps them away from taking large arbitrage positions. 

With respect to investor behavior, Ogunmuyiwa (2010) posits the existence of a class of 

irrationally overconfident investors, where he considers overconfidence as a tendency to 

overestimate the relative precision of one‘s own private signals. Overconfidence can be defined 

as the tendency for people to overestimate their knowledge, abilities and precision of their 

information (Deaves, 2006). He states that this form of overconfidence has two distinct 

manifestations. First, when overconfident investors receive private signals, they tend to 

overweight them; this leads to ―sentiment shocks‖ that can be either positive or negative. Second, 

when overconfident investors observe the trading decisions of others, they tend to under-react to 

the information contained in these decisions, since they (erroneously) consider others to be less 

well-informed than they are. This aspect of overconfidence lowers the price impact of trades, 

thus boosting liquidity generally. 

 



International Journal of Research in Management                                                                                 ISSN 2249-5908     

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                          Issue 3, Vol. 2 (March 2013) 

 Page 95 

 

At some initial date, the irrational investors receive private signals about future fundamentals, 

which they overreact to, generating sentiment shocks (Ogunmuyiwa, 2010). The short-sales 

constraint implies that irrational investors will only be active in the market when their valuations 

are higher than those of rational investors—i.e., when their sentiment is positive and when the 

market is, as a result, overvalued. When the sentiment of irrational investors is negative, the 

short-sales constraint keeps them out of the market altogether. At a subsequent date, there is a 

round of trading by an informed insider. Since the irrational investors also tend to make the 

market more liquid in the face of such informed trading, measures of liquidity provide an 

indicator of the relative presence or absence of these investors, and hence of the level of prices 

relative to fundamentals. 

Stivers, Sun, and Connolly (2005) evaluated stock turnover as a second measure of stock market 

uncertainty. They based their view on prior literature which suggests several reasons for turnover 

including; asymmetric information with disperse beliefs across investors, changes in investment 

opportunity sets outside the traded stock market, and changes in the investment opportunity set 

of traded stocks (or changing stock return distributions). Wang (1994) for example, presents a 

dynamic model of competitive trading volume where volume conveys important information 

about how assets are priced in the economy.  

 

One prediction from Wang is that ―the greater the information asymmetry (and diversity in 

expectations), the larger the abnormal trading volume when public news arrives.‖ Periods with 

relatively heavy volume are likely to be periods with large differences of opinion across 

investors. Thus, episodes of relatively high stock turnover may reflect periods with more diverse 

beliefs across investors or times with large changes in the investment opportunity set. It seems 

plausible to describe such times as having more stock market uncertainty. Further, Ogunmuyiwa, 

(2010) suggests that periods with high economic uncertainty are also likely to be periods with 

higher dispersion-in-beliefs across investors. 

 

According to Gastineau and Kritzman (2001), an index is a number calculated by weighting a 

number of prices or rates according to a set of predetermined rules and measures the change in 

some economic variable over time. They define a financial market index is a statistical construct 
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that measures relative or absolute price changes and/or returns in stock, fixed-income, 

currencies, or futures markets. The purpose of the index calculation is usually to provide a single 

number whose behavior is representative of the movements of a variety of prices or rates and 

indicative of behavior in a market. "Indexes" serve as underlyings for a number of products, 

particularly in equity and fixed-income markets. 

A stock index is a mathematical measurement of the performance of a number of shares as a 

group and indicates the market movement.  They are constructed to provide a measuring point 

for portfolio comparisons; they are useful for large funds and private investors (Gough, 2001).  

Stock market indices are the barometers of the stock market. They mirror the stock market 

behavior. It is not possible to look at the prices of every stock to find out whether the market 

movement is upward or downward. The indices give a broad outline of the market movement 

and represent the market.  

 

An index is not exactly the same as a portfolio. For instance, when a stock is added to or deleted 

from an index, the index level should not jump up or drop down; while a portfolio‘s value would 

usually change as stocks are swapped in and out (Standard and Poor, 2008). To assure than the 

index‘s value, or level, does not change when stocks are added or deleted, the divisor is adjusted 

to offset the change in market value of the index. Thus, the divisor plays a critical role in the 

index‘s ability to provide a continuous measure of market valuation when faced with changes to 

the stocks included in the index. In a similar manner, some corporate actions that cause changes 

in the market value of the stocks in an index should not be reflected in the index level. 

Adjustments are made to the divisor to eliminate the impact of these corporate actions. 

 

According to Reilly and Brown, 2003, the Primary application is to use index values to compute 

total returns and risk for an aggregate market or some components of a market over a specified 

time period and use the computed returns as a benchmark to judge the performance of individual 

portfolio. A basic assumption in evaluating portfolio performance is that any investor should be 

able to experience a risk adjusted rate of return comparable to the market by randomly selecting 

a large number of stocks or bonds from the total market hence a superior portfolio manager 

should consistently do better than the market. 
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Going public marks a watershed in the life cycle of a firm, while increased equity can support the 

firm‘s future plans of growth, the trade off for the firm is that of increased public scrutiny. 

Brealey and Myers (2005) document that in USA; the firms may seek private equity in their 

initial years and only go for public issues later.  In their study of Italian firms, Pagano,et al(1998) 

found that firms going public are not necessarily seeking money for growth but are usually trying 

to rebalance their accounts after high investment and growth. The post-IPO period sees a 

reduction in leverage as well as investment. According to their findings, going public is a 

conscious choice that some firms make while some others prefer to remain private. Thus going 

public is not a natural element in the life cycle of a firm. 

Lerner (1994) found that there are times (windows of opportunity) when the markets could be 

extremely optimistic about a particular industry and it may be a good time for the firms in that 

industry to go public (or this is the recommended time for the firms to go public). He found in 

the study of 350 venture capital-backed biotechnology firms that firms go public when the equity 

valuations are high, but when these are low, the firms choose the private placement route.  

Benveniste and Spindt (1989) found that underwriters try to resolve the information asymmetry 

problem between the firm and the investors by providing an incentive to the investors to reveal 

their private information about the firm. Kim and Ritter (1999) in their study of 190 firms found 

that under writers forecast the next year‘s earnings numbers and multiply them with Price 

Earning (PE) ratios of comparable firms in the industry to get the approximate price of the IPO. 

They argue that since most of the firms going public are young firms, it is difficult to adopt the 

Discounted Cash Flow techniques for valuing these firms as the future cash flows as well as 

discount rates to be adopted are uncertain.  

However, they also found that PE ratios using historical earnings numbers do not give accurate 

results, contrary to the forecasted earnings which usually give more accurate valuations. 

Purnanandam and Swami Nathan (2002) found that IPOs are priced 50% higher than industry 

peers and the more the IPO is overpriced, the worse its long term performance.The allocation 

mechanisms are specified by the regulators in different countries. Loughrannet et al. (1994) 

found three main categories across countries; Auctions, Fixed price offers and Book Building.  
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Benveniste and Spindt‘s (1989) model predicts that if the under writers are allowed to 

differentiate between investors by offering larger numbers of shares to those investors who have 

information that the firm does not have (for example the relative skills of its management) then 

the degree of under pricing can be reduced. However, according to Kevin and Paul (2008), there 

is no or little association between IPO underpricing and Post-Earnings. 

Dierkens (1991) show that information asymmetry is a significant variable for equity issues. This 

was arrived at after performing tests using the cross-sectional regressions of the reaction at 

equity issue announcements, comparison of information asymmetry before and after the 

announcements, and the analyses of the timing behavior observed during the equity issue 

Process. Lucas and McDonald(1990) in their study of the Equity issues and Stock Price 

Dynamics found out that equity issues on average are preceded by an abnormal positive return 

on the stock , although some in firms, the issue is preceded by a loss. They concluded that equity 

issues on average are preceded by an abnormal rise in the Market. 

 

Robert et al. (1992) found out that price drops at issue announcement and increases with time 

from the last information release. Michael and Robert (1988) used the intraday price data to 

determine announcement effects on new equity issues. They found out that the issue size, 

intended use of proceeds and estimated profitability of new investment are uncorrelated with the 

announcement effect. However, no studies have been done to find out the announcement effect 

on prices of existing companies at NSE. 

 

Ngoje (2006) studied the effects of election period on stock returns at the Nairobi Stock 

Exchange and found out that the mean returns of stocks tend to go down towards election period 

as most people fear the instability that come with the political leadership. However, after election 

depending on the leadership at that moment, the investors revert back to the market. The findings 

of the study reveal that the mean returns pick upwards at a higher rate after election than before 

election. The study drew a number of conclusions: 

 

1. That the election period affects stock returns at Nairobi Stock Exchange. 
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Election is therefore a factor that must be considered when analyzing factors that affect stock 

returns at the Nairobi Stock Exchange.   

2. That the stocks at the Nairobi Stock Exchange are volatile to political and other factors. 

For instance during the period of the study, the stocks exhibited volatility in returns. 

3. That there is no correlation of stock returns between one election period and another. 

There are other factors that shape returns of stocks at the Nairobi Stock Exchange. Additionally, 

there is high fluctuation in stock returns after than before an election period. 

 

In his study on the effect of earnings announcement on stock returns of companies quoted at the 

Nairobi stock exchange, Oluoch (2002) found out that there is no systematic relationship 

between a firm‘s earnings (whether good or bad) and the timing of the release of annual reports. 

This implies that companies quoted at the NSE do not deliberately delay the announcement of 

poor results, an indication that there may be other factors explaining the delay in reporting. 

 

A study by Russel and Torbey (2002), on the EMH confirmed that the market responds to new 

information, further clarifying the idea that information is not the only variable affecting security 

valuation. Later day researchers have provided thought provoking, theoretical arguments and 

supporting empirical evidence to show that security prices deviate from their equilibrium values 

due to psychological factors, fads and noise trading. 

 

Ondigo (1995) studied the information content of annual reports and accounts of companies 

listed at the Nairobi Stock Exchange. The study was based on a sample of 18 blue chip 

companies and focused on the behavior of share prices before and after the release of annual 

reports.  The study concluded that on average, the annual report of the sampled companies had 

no information content during the period of the study.  This implies that investors may be in a 

position to predict earnings such that the share prices before the earnings announcements have 

already adjusted to most of the information contained in the forthcoming annual reports.  This 

finding may be confirmed by a research on the unexpected share price changes during the period 

shortly proceeding the Earnings announcement dates. 
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Onyango (2004) studied stock price response to earnings announcements. The findings were that 

the NSE is subject to the Semi-Strong Efficient with reference to the response of Stock prices. 

The access of funds by different and diverse categories of users is a basic role of a stock market. 

Some established companies can raise short-term finance through commercial paper while small 

companies can raise long-term capital by selling shares. The government and even the municipal 

councils on the other hand can raise funds by floating various types of bonds as alternatives to 

foreign borrowing. The capital market therefore, should provide the investors with efficient 

mechanisms to liquidate their investments in securities. In Kenya, the behavior of share prices to 

announcement of operating results, events like elections have been studied.  

Theoretical Framework 

Theoretical framework of the study is based on market efficient hypothesis which indicates that 

IPOs are among the most important practical factors that can be used to predict the market 

performance (Market index). The Efficient Markets Hypothesis (EMH), popularly known as the 

Random Walk Theory, is the proposition that current stock prices fully reflect available 

information about the value of the firm, and there is no way to earn excess profits, more than the 

market over all, by using this information (Fama, 1970).  

 

The primary purpose of EMH is that stock prices accurately and quickly reflect all available 

information in such a way that no one can earn abnormal returns. The time for adjusting any 

information is considered a critical factor. If the markets adjust more rapidly and accurately, it is 

considered more efficient.   

 

Dyckman and Morse (1986) states that a security market is generally defined as efficient on 

condition that the prices of security traded in the market act as though they fully reflect all 

available information, these prices react instantaneously, or nearly so and unbiased fashion to 

new information Market efficiency does not imply that no investor can be at the market at any 

time period or that stock prices cannot deviate from true value and also that no group of investors 

will be able to beat the market in the long run. However, market efficiency should mean that no 

investor should beat the market consistently but if this occurs, then it should be as a result of luck 

and not investment strategies.  
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The current study aims at trying to validate and test whether IPOs can influence the level of 

Market efficiency through the changes in the market index which is displayed by the conceptual 

framework in Figure 1. 

Conceptual Framework 

The Market Returns will be influenced by social and political factors, firm specific factors, 

economic factors and regulations of the Nairobi Stock Exchange players including listing 

requirements.  

The independent variable is the event introducing information which is the IPO announcement. 

Dependent variable is the daily changes in the market index. This allows the study to use the 

dependent variables and the intervening factors as a measure of the effect of the independent 

variable hence, it is possible to infer that the event and the intervening factors are responsible for 

the Predictability of Market returns. 

 

Intervening Factors    

 

            

  

 

 

 

 

 

 

        

Independent Variables   Dependent Variable 

Source: Adaptation from the reviewed studies 

 

Figure 1:  Conceptual framework showing the relationship between Efficiency Predicability 

of the Market Returns and Intervening factors. 

Market Turnover,  

Elections, 

Volume Traded. 

Market returns 

 

IPOs Announcement  
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Research methodology 

The study adopted the event studies ‗research design as the purpose was to determine the effect 

that IPOs have on market returns. According to Fama (1991) event studies provide a better way 

of evaluating the magnitude of a measurement over time. In this case, the study sought to 

determine whether there were significant changes after the IPOs at the Nairobi Stock Exchange.  

Empirical studies document that event studies can give a clear picture of the speed of adjustment 

of prices to information in the context of the stock exchanges. The period of interest for the test 

of the IPO events was January 2006 to March 2009. Hence, the justification of conducting the 

research using a longitudinal study.  

The population for the study consisted of all the companies that floated IPOs at the NSE 

commencing January 2006 to March 2009. Secondary data was used in the study.  

 

The natural logarithm of the NSE 20 share index was computed to transform the data to facilitate 

the analysis as well as interpretation of results. Adopting the approach by Brown and Warner 

(1994), the market return was defined as 

𝑙𝑜𝑔  
𝑃𝑡
𝑃𝑡−1

  

Where P  is the NSE 20 share index at time t. 

 

Data analysis was carried out by use of descriptive statistics. This was for purposes of exploring 

the characteristics of the seven floated IPOs, and assess the correlation patterns among IPOs. The 

multiple linear regression model (3.5.1) was also employed to evaluate the effect of the IPOs and 

other exogenous factors on the market return.  

 

In this study the t-test as well as the partial F-test was used to assess individual and the overall 

effect of the explanatory factors on the market return. In order to determine the validity 

(plausibility) of the fitted multiple linear regression model, several diagnostics plots (Normal 

Probability, and Standardized Residual plots) and formal tests (Durbin-Watson test for 

independence of the error terms, the variance inflation factor, VIF, were performed. A maximum 

VIF value in excess of 10 is frequently taken as an indication that multicollinearity may be duly 
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influencing the least squares estimates (Neter, et al, 1996). These also helped to verify the 

underlying assumptions when using the regression model. 

 

 In addition the logistic regression model was used after the response (market return) had been 

discretized into either a market index of below or above 4000 points. Since the market index was 

between 2000 and 6000 over the entire study period, an average of 4000 was adopted as the cut-

off point to evaluate how IPOs impacted the robustness of the market. Furthermore, cross-

tabulations were run in SPSS to assess the relationships between each IPO and the market return. 

 

The research adopted the framework proposed by Zellner (1962), in which the multiple first-

order ordinary regression modeled was of the form: 

Yi = β
0

+ β
1
 AccessKE + β

2
 SafCom + β

3
 ScanGrp + β

4
 KenyaRE + β

5
 COOP +

β
6
 Eveready + β

7
 KenGen + β

8
 Election + β

9
 Vol + β

10
 TurnOver + β

11
 Time + εi 

…………………………………………………………………………………………….(3.5.1) 

Where Yi represents the market return, the binary variables in parenthesis were the seven floated 

IPOs in which value 1 representing the 60 day window period when the announcement was 

made, and value 0 being the period outside the 60 day window period. The IPOs were assigned 

dummies with 1 represented the announcement Period whereas 0 represented the Period outside 

the announcement Period. While β0 to β11 are the regression coefficients associated with the 

hypothesized explanatory factors i.e. the seven floated IPOs, some exogenous factors (elections, 

volume traded, the turnover), time (days), and εi is the error term. The estimates of the regression 

coefficients were obtained and chosen in such a way that the sum of squares of the prediction 

errors were minimal (Graybill & Iyer, 1994). However, in the multiple first-order regression 

model all the IPOs were binary (assigned 1 and 0) in nature, hence the analysis of variance 

(ANOVA) was used to make valid inferences of the market returns (Neter et al, 1996). 

Confirmatory analysis was also done using Vector auto regression model. 

 

The logistic Regression Model was also used. 
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Where Yi represents the market index, while β1 to β7 are the regression coefficients associated 

with the hypothesized explanatory factors i.e. the floated IPOs and εi is the error term. The study 

adopted the approach by Owour et al (2007) and defined a logit model of the form: 

D 1, 0 = logit P = log 
P

1−P
 = β

0
+ β

i
𝐗𝐢 + εi………………………………………… (3.5.2) 

Where D is the indicator for a market index above 4000, which was taken as the average of NSE 

20 share index. P is the probability that the market index rose over 4000, while Xi is a vector 

representing the listed IPOs with NSE 20 share index. Β0, βi are the corresponding vector of 

parameters and εi is the disturbance term. Similar analytical methodology has been used by 

Gamba et al (2006) as well as Green (2003). The parameters were estimated using the Maximum 

Likelihood procedure since for a binary response variable the error term no longer has a normal 

distribution or constant variability (Agresti, 1996).The model makes use of Odds Ratio which 

facilitates interpretation of results.  

 

The number of observations for the logit was based on 800 daily observations of the market 

returns and this corresponded with IPOs whereby within the IPO window 1 was assigned 

announcement period of 60 days, outside the window was recorded as zero implying 1 would be 

the effect of IPO and zero otherwise. 

RESULTS 

The characteristics of the floated IPOs 

Table 1: The characteristics of floated IPOs on NSE between January 2006 and March 2009. 

variables 

IPOs 

Segment Share 

Capital(ksh) 

Profit prior to 

issue. (ksh) 

Par 

Value(ksh) 

Issue 

Price(ksh) 

Access 

Kenya 

Commercial 

&Services 

199,885,978. 46,910,000 1.00 10 

Safaricom Commercial& 

Services 

40,000,000,000 12,010,431,000 0.05 5 

Scangroup Commercial& 

Services 

159,000,000 

 

152,640,000 

 

1.00 9.50 

Kenya Re Finance 600,000,000 390,449,000 2.50 9.50 
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&Investment   

Coop 

Bank 

Finance & 

Investment 

2,935,127,600 

 

1,549,606,000 

 

1.00 10 

Eveready Industrial 

&Allied 

210,000,000 

 

186,935,000 

 

1.00 9.50 

Kengen Industrial 

&Allied 

33,428,760 

 

1,753,152,000 

 

2.50 11.90 

Source: Data from Prospectus of Floated IPOs.  

Table 1 gives IPO characterization in terms of category, Share capital, Profits before Issue, The 

par value and the issue price. Access Kenya, Safaricom and scangroup are under the commercial 

services sector; Kenya Re and Co-op Bank are under the Financial Sector whereas Eveready and 

KenGen are under Industrial and Allied Sector. It is notable that Safaricom had the lowest par 

value of Ksh.05 with a corresponding issue price of ksh.5. 

 

Table 2. The association between market index and IPOs 

 

IPO 

Announcement 

period 

Market Index Chi-square 

≤ 4000 >4000 Total 

counts 

AccessKe Outside 60-day 

period 

136 

(121.9) 

589 

(603.1) 

725 32.83
*** 

Within 60-day 

period 

0 (14.1) 84 (69.9) 84 

Safcom Outside 60-day 

period 

136(121.2) 585(599.8) 721 34.50*** 

Within 60-day 

period 

0(14.8) 88(73.2) 88 

Scangroup Outside 60-day 

period 

136(122) 590(604) 726 32.42*** 

Within 60-day 

period 

0(14) 83(69) 83 
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kenyaRe Outside 60-day 

period 

136(122.2) 591(604.8) 727 32.00*** 

Within 60-day 

period 

0(13.8) 82(68.2) 82 

Coop bank Outside 60-day 

period 

68(124.6) 673(616.4) 741 278.36*** 

Within 60-day 

period 

68(11.4) 0(56.6) 68 

Eveready Outside 60-day 

period 

136(122.2) 591(604.8) 727 32.00*** 

Within 60-day 

period 

0(13.8) 82(68.2) 82 

Kengen Outside 60-day 

period 

136(121.4) 586(600.6) 722 34.08*** 

Within 60-day 

period 

0(13.8) 87(72.4) 87 

***
Means the p-value = 0.001 

**
Means the p-value = 0.05 

*
Means the p-value = 0.10 

 

Values in parenthesis are expected cell frequencies 

From table 2 above, there was significant correlation between each of the IPOs and the Market 

return. Model 3.5.2 was used in the next section to quantify the overall effect of each of these 

IPOs on the Market Return. 

Multiple Regression of IPOs and Exogenous Factors on Market Returns 

 

In this subsection the various results of the fitted multiple linear regression model (3.5.1) were 

presented. Table 3 shows the results of the estimates, standard errors, T-test, and P-values of the 

parameters in model 3.5.1. 
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Table 3. The effect of IPOs and some exogenous factors on the market returns at the NSE 

between January 2006 and March 2009 

Adjusted R
2
=0.795 Number of Obs =800 Durbin =0.418 

 Model Parameters Estimates Std. Error t P-value 

(Constant) 3.000 .050 60.350 .000 

ACCESS KENYA .060 .005 11.737 .000 

SAFARICOM .059 .006 9.247 .000 

SCANGROUP .026 .005 5.073 .000 

KENYA RE .013 .005 2.448 .015 

COOP Bank -.126 .007 -19.264 .000 

EVEREADY .066 .005 13.157 .000 

KENGEN -.025 .005 -5.082 .000 

ELECTION .035 .005 6.505 .000 

VOLUME -.122 .010 -12.325 .000 

TURNOVER .172 .010 17.662 .000 

TIME 8.549E-05 .000 7.563 .000 

Dependent=Market return 

Source: Research Data Findings 

 

The Fitted Multiple Linear Regression Model 

From Table 3, the fitted regression Model was 

Y = 3.000 + 0.060 AccessKE + 0.059 Safaricom + 0.026 Scangroup  

+0.013 KenyaRE − 0.126 COOP Bank + 0.066 Eveready − 0.025 KenGen  

+0.035 Election − 0.122 Volume + 0.172 Turnover  

+8.549E − 05(Time)---------------------4.1.3 

The results from the table 3 show that while some factors (Co-op bank, KenGen, and Volume 

traded) had a negative effect, the rest had a positive impact on the market returns. The magnitude 

of these effects ranged from –0.126 to 0.172. Furthermore, the t-test indicates that each of the 

factors in the fitted model had a significant effect on the market return at 5 percent level of 

significance. 
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Table 4: Assessing the overall goodness of fit of explanatory factors 

Model DF SS MSS F P-Value 

Regression 11 4.210 0.383 282.772 <0.001 

Residual 788 1.067 0.001 

Total (Corrected) 799 5.277 

 

Table 4 presents the ANOVA output, which shows a significant overall effect of the factors 

under this study on the market returns. The fitted multiple linear regression model (3.5.3) yielded 

an adjusted R Square value of 79.5 percent, showing that the explanatory factors in this model 

accounted for a large proportion of the variation that occurred in the observed market returns. 

 

Multiple Linear Regression Model Diagnostics 

This subsection presents graphical and formal tests used to explore and detect whether there were 

potential departures from the postulated multiple linear regression model 3.5.3. In Figure 2, the 

Normal Probability Plot suggests that this fitted multiple linear regression model provided a 

decent fit to the observed data. The same figure had no extreme isolated data point, suggesting 

that there were no outliers present in the data with respect to the explanatory factors under this 

study. 
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Figure 2 shows, that the regression standardized residuals fell closely on a straight line, 

suggesting that the error terms were normal. 

 

The residuals seemed to scatter randomly around the zero horizontal line of the regression (figure 

3) without depicting any noticeable systematic pattern. This suggests the error terms were 

random and independently distributed since the same figure doesn‘t show a systematic spread in 

the pattern of residuals, this suggests that the variability of the error terms was fairly constant. 

 

Durbin-Watson test performed indicated there was no significant serial correlation among the 

residuals (p-value = 0.418) as indicated in table 3.  

The results for collinearity diagnostics carried out using the variance inflation factors (VIF) and 

tolerances for individual variables appear in Table 5. 

Table 5: Collinearity Statistics  

Predictors Tolerance VIF 

ACCESS KENYA .701 1.427 

SAFARICOM .443 2.257 

SCANGROUP .707 1.415 
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KENYA RE .621 1.609 

COOP Bank .511 1.956 

EVEREADY .739 1.354 

KENGEN .730 1.370 

ELECTION .472 2.118 

VOLUME .163 6.153 

TURNOVER .214 4.680 

TIME (Days) .246 4.070 

 

The largest variance inflation factor (VIF) among all predictor variables is often used as an 

indicator of the severity of multicollinearity. A maximum VIF value in excess of 10 is frequently 

taken as an indication that multicollinearity may be duly influencing the least squares estimates 

(Neter, et al, 1996). Multicollinearity was studied by computing the variance inflation factor 

(VIF) as shown in Table 5. As observed from these results, multicollinearity among explanatory 

factors was not a problem. 

Logit Results 

Table 6 depicts the results for various IPOs which made announcements within a 60 day period 

for a market index above 4000.  The market index over 4,000 is represented by 1 and less than 

by 0.  

Table 6: The Parameter Estimates for Listed IPOs with NSE 20 share index 

Log likelihood = -18110.5     n=800   LR χ2 =382.33, df = 7  

 Co-efficient Std error P-value Odds 

Ratio 

95% Confidence Interval  

Constant 1.451 0.028 0.000 4.27 1.395  

AccessKE 

IPO (0,1) 

0.312 0.044 0.000 1.37 0.225  

Safaricom 

IPO (0,1) 

0.006 0.043 0.894 1.01 -0.078  

ScanGroup 0.211 0.042 0.000 1.23 0.128  
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IPO (0,1) 

KenyaKE 

IPO (0,1) 

0.128 0.046 0.000 1.14 0.039  

Coop Bank 

IPO (0,1) 

0.738 0.050 0.000 2.09 0.639  

Eveready 

IPO (0,1) 

-0.186 0.043 0.000 0.83 -0.270  

KenGen 

IPO (0,1) 

-0.139 0.048 0.004 0.87 -0.232  

Source: Research Data 

From Table 6, all the listed IPOs with NSE 20 share index were significant, except Safaricom. 

Furthermore, the table indicates that all IPOs had a positive influence on the market index except 

Eveready and KenGen. This suggests that while the rest of these listed IPOs had an increased 

probability of a market share above 4000, both Eveready and KenGen had reduced probability of 

a market share above 4000 within the 60-day announcement period. 

 

Thus, using (3.5.2), the fitted logistic model was: 

logit P =

 1.451 + .312 AccessKE + .006 Safaricom + .211 Scangroup + .128(KenyaRE) +

.738(COOP Bank) − .186(Eveready) − .139(KenGen)                                                                   

--------------------------4.1.4 

Discussion of results 

From the collinearity statistics, a weak association among the float IPOs was observed, 

indicating that there was no multicolinearity. This was also supported by the results obtained 

from the multiple linear regression model, in which the estimated regression coefficients had 

smaller standard error. Thus, the estimated regression coefficients may not differ widely from 

one sample to the next. As a result, the model provides only precise information about the 

individual true regression coefficient (Neter et al, 1996).   
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The estimation results show that the market returns were affected by all the listings. Apart from 

some factors (Co-op bank, KenGen, and Volume traded) which had a negative effect, the rest 

had a positive impact on the market returns. The magnitude of these effects ranged from –0.126 

to 0.172. Furthermore, the t-test indicates that each of the factors in the fitted model had a 

statistically significant effect on the market return at 5 percent level of significance. 

The estimated R-squared was about 79.50% indicating that the IPOs announcement and the 

analysed exogenous variables could be among other factors that explain the Changes in the 

observed Market Returns. 

 

The results show that the constant was significant hence; other factors would have affected the 

market return. The overall F-test was used to determine whether none of the seven IPOs had a 

significant impact. The ANOVA output, which showed a significant overall effect of the factors 

under this study on the market returns. These results indicated that there was sufficient evidence 

to reject the null hypothesis; that all the IPOs had no significant effect on the Market return. It 

was not surprising since both the results found from the cross-tabulation analysis in Table 2 that 

there were significant relationships between the Market Return and each of the IPOs. These 

outcomes meant that the announcements within the 60 window period had an effect on the 

Market return for each of the IPOs. 

 

We further investigated the nature and strengths of these correlations using the Logistic 

regression 3.5.2. From the fitted logistic regression model we found that the estimated odds of a 

market index above 4000 for announcements made within a 60 day period by Access Kenya, 

Safaricom, Scan group, and Kenya RE, increased by 37%, 1%, 23%, and 14%, respectively. 

Also, the estimated odds of a market index above 4000 for the announcement made within a 60 

day period by the Cooperative bank of Kenya doubled the estimated odds for the announcement 

outside the window period. However, the estimated odds of a market index above 4000 for 

announcements made outside a 60 day period by Eveready and KenGen increased by 20%, and 

15%, respectively. 
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The likelihood Ratio test was done to check the model fit;  to show whether the model described 

the data well.LR=-2(LO –L1) =382.33 where 

LO represents the simplest Model of Log likelihood with logit of p being constant 

and L1 represented the Fitted Model (3.5.2).More specifically, the study tested 

Ho: βi=0 where i=1 …7(IPOs) 

Ha: βi 0 Atleast one i 

It was observed LR X
2
 to be 382.33 a very large value compared to the 7 degrees of freedom, 

thus rejecting the null hypothesis that all co-efficient in the model are equal to zero. Therefore, 

there was enough evidence that the fitted model provided a good fit to the sampled data. Hence, 

the Model with seven IPOs was acceptable. 

The P values were used to determine whether or not each IPO had a significant contribution in 

the Fitted Model. It was observed that only Safaricom had a insignificant contribution in the 

model;  p-value >0.025.However, since The Likelihood Ratio Test indicated that the fitted Model 

which included Safaricom among other IPOs was True, it shows that Statistical Significance is 

no longer important in this case. Therefore, Safaricom could be retained in the fitted model to 

facilitate interpretation rather than removing it on statistical ground when it seems to provide 

important information.  

The results are in line with other related and relevant findings highlight effects on Equity 

issues. Research conducted by Dierkens (1991) show that information asymmetry is a significant 

variable for equity issues. Lucas and McDonald(1990) in their study of the Equity issues and 

Stock Price Dynamics found out that equity issues on average are preceded by an abnormal 

positive return on the stock , although some firms  the issue is preceded by a loss. They 

concluded that equity issues on average are preceded by an abnormal rise in the Market. Robert 

et al. (1992) identified that price drops at issue announcement and increases with the time since 

the last information release. Michael and Robert (1988) used the intraday price data to determine 

announcement effects on new equity issues. They found out that the issue size, intended use of 

proceeds and estimated profitability of new investment are uncorrelated with the announcement 

effect. The findings are supported by other studies on the Nairobi Stock Exchange. Onyuma (2009) 

examined the NSE 20 Index of Kenyan Stock Market and he found that Monday and Friday present the lowest 

negative and highest positive returns respectively. Kakiya (2010) evaluated the effect of earning 
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announcements on the Stock returns and she found that the Market had negative abnormal returns and 

Cumulative returns were negative. 

Conclusion 

This study evaluated the effect of initial public offer announcements on returns of listed stocks at 

the Nairobi stock exchange. The study found out that IPO announcements had a significant effect 

on stock market returns. Before the issuance of IPOs, the firms that participated were profitable 

and stable in terms of capital base. Given the findings that most IPOs had a significant positive 

effect on the returns. It would imply therefore, that the NSE is not efficient at the semi-strong 

level of market efficiency as investors may be capable of Predicting the market. 

Recommendations 

 

a) Regulation framework that would strengthen market oversight and surveillance. 

Market intermediaries will be supervised hence ensuring that information asymmetry 

does not exist.  

b) Efforts should be directed towards further developing the market infrastructure in 

terms of the trading platform. The full automation of the market will provide the 

required trading engine that enable online trading capabilities. This will improve 

market efficiency. 

c) The market should demutualise to improve Governance hence efficiency of the 

market. The market needs to be structured to separate the trading rights from 

ownership and management. This would remove the possibility of market 

intermediaries influencing the market. The market intermediaries sponsor IPOs, 

investors‘ trade through them and they give investment advice on the same. There is 

bound to be conflict of interest which might affect market price and returns. 

Suggestions for further research. 

a) Since this study could not evaluate all possible factors that contribute to fluctuation in 

stock returns including the effect of economic factors ( inflation, foreign exchange 

rate, interest rates) on the stock returns and market speculation, the study therefore, 

recommends further research incorporating all endogenous and exogenous factors of 

change affecting the NSE index and their monthly indicators. 
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b) The study assumed an average daily market index of 4000 to assess the effect of IPOs 

on the market robustness. However, this study did not focus on the sensitivity 

analysis of possible cut-off points during the sub-analysis. Therefore, further research 

needs to be done to develop a theoretical framework on the cut-off criteria.   

 

References 

 

Alan Agresti, (1996). An Introduction to Categorical Data Analysis. New York: John Wiley & 

Sons Press 

 

Amihud Y., S. Hauser and A. Kirsh, (2003). Allocations, Adverse Selection and Cascades in 

 IPOs.  Evidence from the Tel-Aviv Stock Exchange, Journal of Financial 

 Economics, 68(1), 137-158. 

 

Ariel,R. A., (1987). A Monthly Effect in Stock Returns, Journal of Financial Economics 18:161-

174  

 

Baker M., and Stein J., (2004). Market Liquidity as a Sentiment Indicator. Journal of 

 Financial Markets, 7: 271-299. 

 

Baker M., and Wurgler J., (2006). Inventors Sentiment and the Cross-Section of Stock 

 Returns. Journal of Finance, 61: 1-66. 

 

Ball, R.J and Brown P., (1968). .An Empirical Evaluation of Accounting Income Numbers, 

Journal of Accounting Research 6:159-178 

 

Benić V., and Franić I., (2008). Stock Market Liquidity: Comparative Analysis of Croatian 

 and Regional Markets Financial Theory and Practice 32 (4) 477-498. 

 

Benveniste, L.M. and Spindt P.A., (1989). How investment bankers determine the offer price and 

allocation of new issues .Journal of Financial Economics, 24:343-361 

 

Bortolotti, de Jong, Nicodano and Schindele, (2007). Privatization and stock market liquidity 

 Journal of Banking & Finance 31 297–316 

 

Brealey, RA and Myers SC- (2003) .Principles of Corporate Finance, 7
th

edition, Tata McGraw  

 

Brockman, P. and Michyluk D., (1998).The Persistent Holiday Effect: Additional Evidence, 

Applied Economic Letters 5:205-207 

 

Brown,S and J.Warner(1980). Measuring security price performance, Journal of Financial 

Economics 8,205-258 



International Journal of Research in Management                                                                                 ISSN 2249-5908     

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                          Issue 3, Vol. 2 (March 2013) 

 Page 116 

 

 

Cadsby, B. and Ratner M., (1992).Turn of Month and Pre-holiday Effects on Stock Returns: 

Some International Evidence, Journal of Banking and Finance 16: 497-509 

 

Cameron, Linda, Bryan Chapple, Davis N., Kousis A., and Lewis G., (2007). New Zealand 

 Financial Markets, Saving and Investment, New Zealand Treasury Policy  Perspectives 

Paper 07/01 

 

Deaves, R. (2006). What Kind of an Investor are You?: A Guide to the Investment Solution 

 that is Right for You. Insomniac Press. 

 

Deborah J.K and Robert L.M., (1990).Equity issues and Stock Price Dynamics,Journal of 

Finance  Vol.45.No.4 pp.1019-1043. 

 

DeBondt, W.F.M. and R.H. Thaler (1985).Does the Stock Market Overreact? Journal of Finance 

40:793-805 

 

Eleswarapu, V.R and M. R. Reinganum (1993).The Seasonal Behaviour of the Liquidity 

Premium in Asset Pricing, Journal of Financial Economics 34: 373-386 

 

Fama,E.(1970).Efficient Capital Markets: A review of Theory and Empirical Work . Journal of 

Finance Vol.25:383-417 

 

Fama, E. (1991).Efficient Capital Markets, Journal of Finance 46: 1575-1617 

Fisher, D.E and R.J Jordan (1995). Security Analysis and Portfolio Management 6
th
 Ed. Prentice 

hall Publisher,India. 

 

Gajewski, J. F., and Gresse, C., (2006), A Survey of the European IPO Market.  ECMI Paper 

 No. 2.  

 

Gary L. Gastineau G. L., and Kritzman M., (2001). Dictionary of Financial Risk  Management, 

3rd Edition, John Wiley & Sons. 

 

Grundvall, B., Melin-Jakobsson, A. & Thorell, P. (2004). Why are IPOs still attractive.Journal of 
Financial Economics, 55, 281-325. 

 

Greene, W.H (2003).Econometric Analysis.5
th

 Edition, Prentice Hall, New Jersey. 

 

Gough, L. (2001). How the Stock Market Really Works. Great Britain: Pearson Education 

 

 Jensen, M. (1968).The Performance of Mutual Funds in the Period 1945-1964 Journal of 

Finance . 

 

Hasbrouck, J., (2003). Trading costs and returns for US equities: The evidence from daily 

 data. Working Paper, N.Y.U. Stern School of Business 

http://books.global-investor.com/pages/search.htm?BookPublisher=John%20Wiley%20&%20Sons&PageSize=20&Status=Searching


International Journal of Research in Management                                                                                 ISSN 2249-5908     

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                          Issue 3, Vol. 2 (March 2013) 

 Page 117 

 

 

Jensen, M and R. S. Ruback (1983). The Market for Corporate Control: The Scientific Evidence 

Journal of Financial Economics 11: 5-50 

 

Kakiya, GG, (2010). An evaluation of the effect of Earning Announcement on stock returns: A 

Case Study of the NSE UnpublishedMBA Project. Egerton University. 

 

Kevin,K and Paul, M(2008).Underpricing in initial Public Offering. International Business 

Review 17:642-662. 

Kim, W., and Weisbach, M. S., (2005).Do Firms go Public to Raise Capital? National  Bureau 

of Economic Research Series Working Paper 11197 

 

Kim M and Ritter JR (1999).Valuing IPO‘s, Journal of Financial Economics 53:409-437  

 

Kunkel, R. and W Compton (1998). A Tax-free Exploitation of the TOM Effect: CR.E.F‖, 

Financial Services Review 7:11-23 

 

Lakonishok, J., Smidt, S., (1987). Are seasonal anomalies real? A ninety-year perspective. 

Review of Financial Studies 1, 403—425. 

 

Lerner J (1994).Venture capitalists and the decision to go public. Journal of Financial 

Economics 35:293-316  

 

Loughran T, Ritter JR and Rydqvist (1994).Initial Public Offerings: international 

insights.Pacific Basin Finance Journal 2:165-199 

 

Lumby, S.  (1994). Investment Appraisal and Financial Decisions, Chapman and Hall, London  

MacKinlay, A.C (1997). Event studies in Economics and Finance. Journal of Economic 

Literature. Vol.35 pp13-39. 

 

Mlambo,S(2003).Testing the Randomness of Thinly Traded Markets, African Journal of 

Finance.5:16-35 

 

Michael, J.k and Robert L (1988).Announcement Effects of new equity issues and The use of 

Intraday Price data. Journal of Financial Economics Vol.21:71-99 

 

Nathalie Dierkens., (1991).Information Asymmetry and Equity issues. Journal of Financial and 

Quantitative Analysis, Vol.26, No.2, pp181 

 

Neter, J., Kutner, H.M., Nachtsheim, C.J., Wasserman, M.(1996). .Applied Linear Statistical 

Models.PP387, 4Ed. WBC/McGraw-Hill. 

 

Ngoje., (2006).Effects of election Period on Stock Returns: A case Study of NSE Unpublished 

MBA Project.Egerton University. 

 



International Journal of Research in Management                                                                                 ISSN 2249-5908     

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                          Issue 3, Vol. 2 (March 2013) 

 Page 118 

 

Ogum, G., Beer, F., Nouyrigat, G. (2005).Emerging equity market volatility: an empirical 

investigation of markets in Kenya and Nigeria, Journal of African Business, Vol. 6 

No.1/2, pp.139-54. 

 

Ogunmuyiwa M. S., (2010). Investor‘s Sentiment, Stock Market Liquidity and 

 Economic Growth in Nigeria. Journal of Social Sciences 23(1): 63-67 

 

Oluoch, W., (2002). Timing of Earnings Announcements: A Case Study of the NSE 

UnpublishedMBA Project. Nairobi University. 

 

Ondigo (1995). Information content of Annual Returns: A Case Study of the NSE, Unpublished 

MBA Project, Nairobi University. 

 

Onyango,P.O., (2004).Effects of Returns Announcement on Share Prices:A Case  Study of NSE, 

Unpublished MBA Project.Nairobi University. 

Onyuma S.O (2009).day of the week and month of the year effect on the Kenya stock market 

returns. Journal of East African social science Research Review Vol XXV (2) June 53-

74. 

Owuor,G.,Ngigi, M, Ouma, A.S.,Birachi,E.A.,(2007).Determinants of Rural Poverty in 

Africa:The case of small holder farmers in Kenya. Journal of Applied Sciences 

7(17)2539-2543 

 

Pagano, M, Panetta and Zingales L (1998).Why do firms go public? An empirical analysis, 

Journal of Finance 53:27-64  

Pastor, L., Stambaugh, R.F., (2003). Liquidity risk and expected stock returns. Journal of 

 Political Economy 111 (3). 

 

Patel, J. and wolfson., (1984).The intraday speed of adjustment of Prices to earnings and 

Dividend Announcements. Journal of Financial Economics 13:223-252. 

 

Purnanandam AK and Swami Nathan B (2002).Are IPOs under priced? Working Paper (Cornell 

University, NY). 

 

 Reilly, F.K. and K.C. Brown (2000). Investment Analysis and Portfolio Management, the 

Dryden Press, Philadelphia.Roll R. (1984).Orange Juice and Weather. American 

Economic Review 74.Journal of Financial Economics 43: 541-566 

 

Ritter, J. (2006).Initial Public Offerings, in Rutterford, J., Upton, M., and Kodwani D., 

 Financial Strategy, (p.191-213), John Wiley & Sons Ltd 

 

Robert A.K., Deborah J.L., MacDonald R.L., (1992).Equity issues with Time-Varying 

Asymmetric Information. Journal of Financial and Quantitative Analysis Vol.27.No.3 

pp.397-417 

 



International Journal of Research in Management                                                                                 ISSN 2249-5908     

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                          Issue 3, Vol. 2 (March 2013) 

 Page 119 

 

Rozeff, M.S. and W. R. Kinney (1976) .Capital Market Seasonality: The Case of Stock Returns, 

Journal of Financial Economics 3: 379-402. 

 

Seyton, N. (1998).Insiders‘ Profits, Costs of Trading and Market Efficiency, Journal of 

Financial Economics 16:189-212 

 

  Stivers C  ,  Sun  L. and Connolly R., (2005) .Stock  Implied  Volatility,  Stock  Turnover,  and 

 Stock Bond  Return  Relation,  Journal  of  Financial  and  Quantitative  Analysis,  

 40 :161  –  194. 

 

Schoenfeld S., (2002).  Perfection Impossible – Why simply ‗Good‘ Indices Can Result in a 

 More Perfect Solution, Journal of Indices, Second Quarter. 

 

Standard and poor‘s (2008). S&P Emerging Markets Index: Index Methodology 

Welch I., (1992). Sequential Sales, Learning and Cascades, Journal of Finance, 47(2), 695-

 732 

 

Zellner, A (1962). An Efficient Method of Estimating Seemingly Unrelated Regressions and Tests 

for Aggregation bias. Journal of the American Statistical Association 3:48-68 


