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ABSTRACT
This study examines whether corporate actions contribute to herding phenomena and
whether herding behaviour in Nairobi Securities Exchange (NSE) follows political
cycles. Further, the study explored the impact of both corporate actions and political
cycles on performance of NSE. The study used monthly data from 57 different firms
listed in the Nairobi Securities Exchange (NSE) from January 2007 to December 2013.
The study adopted both Random Effects Model (REM) and Fixed Effects Model (FEM)
which controls for heterogeneity which is prevalent among the firms under
consideration to estimate herding effect and performance of firms listed at NSE. The
study considered six corporate announcements in modelling and 25 key political events
over the entire time period. From the empirical results, bonus corporate announcement
was found to significantly cause herding but insignificant in determining performance
of firms at NSE. Also, first and final corporate announcement was shown to
significantly affect performance of listed firms at NSE despite failing to demonstrate
significant relation with herding. On the other hand, political cycles did not portray
significant relationship with herding but a positive and significant relationship
manifested with performance of firms at NSE. The herding behaviour was associated
with individual investors whereas firm performance was attributed to both political
cycles, institutional and individual investors actions. Therefore, to have proper market
stability which is appealing to retail and corporate investors, the findings recommend
for a need by policymakers and relevant stakeholders to cogitate on these stock market
parameters. These parameters are considered as the leading pointers of economic
activities. Therefore the government need to give both private and public information
on stock market performance. Finally there is a need to create conducive business
environment to regain investor confidence which includes adopting price stabilization
mechanisms to contain price changes. This is because herding behaviour may spur
unnecessary volatility which is likely to destabilise the market and increase the fragility
of the financial system.
Key Words: Herding Behaviour, Corporate action, Political Cycles, Random Effects
Model and Fixed Effects Model
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Introduction

The Nairobi Securities Exchange was formed in 1954 as a voluntary association of
stock brokers. In Kenya, dealing in shares and stocks started in the 1920's when the
country was still a British colony. However the market was not formal as there were no
rules and regulations to govern stock broking activities. Trading took place on a
‘gentleman's agreement.’ Standard commissions were charged with clients being
obligated to honour their contractual commitments of making good delivery, and
settling relevant costs. At that time, stock broking was a side-line business conducted
by accountants, auctioneers, estate agents and lawyers who met to exchange prices over
a cup of coffee. According to the Nairobi Securities Exchange (NSE), because these
firms were engaged in other areas of specialization, the need for association did not
arise (NSE, 2013).
In Kenya, comparing to other countries, the securities exchange has had cyclical
business periods over the years (NSE, 2011). According to Capital Markets Authority,
CMA (2010) Ghana, Malawi, Tanzania and Tunisia are the only countries that
registered an increase in market capitalization in the year 2008. However, it was also
indicated that market performance improved in the subsequent year with a majority of
stock markets posting a positive capital appreciation with the exception of a few
including Kenya, Nigeria and Ghana with market capitalization of -19.32%, -40.76%
and -26.83% respectively. These trading cycles influences the NSE stock index based
on the trading volumes, consequently, they have not been investigated adequately as to
the root cause of the cycles in terms of the behavioural tendencies underlying the
cycles. Behavioural economics being a recent phenomenon in African economics (Atje
and Jovanovic, 1993), there have been paucity of studies in the area of herding
behaviour of stock traders in Africa (African Business Research, 2007). Based on this, a
study is required in Kenya stock market to understand whether stock traders trade as a
herd as indicated by Jurkatis et al., (2012) or there exists some few contrarians.
Herding behaviour in Nairobi securities market may be more pronounced than its
occurrence in developed markets and this relates to abnormal market movements
(Gurley and Shaw, 1955). The Nairobi stock market may be inefficient and riskier as a
result of less educated investors, cultural differences, incomplete security laws, weak
law enforcement, loose accounting report requirements and low level of information
disclosure NSE (2011). Information asymmetry in the capital markets could explain the
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existence of herding, and as a result investors may not optimize their decisions
individually but take into account other investors' choices (Maloba, 2012). Such
behaviour may further move the securities away from their price equilibrium and lead
to abnormal volatility in the markets (Chang, Cheng and Khorana, 2000).
In Kenya, Maloba (2012) investigated whether Nairobi securities exchange exhibited
herding behaviour. The study focused on the price implications of herding by
investigating whether equity returns reveal the presence of herd behaviour. The study
entailed an empirical research design. Data used was secondary data obtained from the
Nairobi securities exchange. The monthly data used covered a period between 1996 and
2012 divided in three phases; 1996-1997, 1998-2001 and 2003-2012. Data was
analysed using a model developed by Christie and Huang (1995) where a regression
analysis was on CSSD against dummy variables to determine the beta coefficients in
the market. The regression produced statistically significant positive beta coefficients
which reveal no presence of herding behaviour among investors at the NSE. The study
by Maloba (2012) omitted important periods in the history of Kenyan stock market and
hence failed to test for investor behavioural patterns that could influence trading at the
NSE. The study concentrated with politically stable periods in Kenya and hence omitted
prominent herding patterns at the NSE. This omission is captured in this study.
The overall objective of this study is to investigate the effect of herding in the Nairobi
Securities Exchange. In particular it seeks to investigate whether corporate actions have
herding effect at the NSE, and also to examine whether herding in NSE follows
political cycles. The study uses econometric model of analysis which is based on
dynamic panel model with both cross sectional and time series components. The study
uses random effects model which controls for heterogeneity which is prevalent among
the firms under consideration to estimate herding effect. The empirical results show that
herding influences

final

corporate announcement. However, final

corporate

announcement exhibits a unique bilateral characteristic of causation. Also the study
considered 25 key political cycles which did not portray significant relationship with
herding but a positive and significant relationship manifested with performance of firms
at NSE. The herding behaviour due to political cycles was associated with individual
investors as opposed to institutional investors. This paper has six sections which are;
introduction, literature review, methodology, results and discussions, conclusions and
recommendations.
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Literature Review

In the view of Gleason, Mathur and Peterson (2004) herding is the tendency to mimic
the actions of other investors. For instance, past information of the investment trend by
other investors is fairly useful for a new investor to make a current investment decision
(Ferruz, Sarto and Andreu, 2008). This tendency is supposed to be strongest during a
period of high market uncertainty. Investors are considered to be following herds when
they change their investment decisions on the basis of other investors’ actions (Ferruz
and Vargas, 2007). If market participants follow trends, the volatility of returns might
be aggravated and therefore the financial systems might be destabilized especially
during a crisis period (Demirer and Kutan, 2006; Hadiwibowo, 2010).
Theoretically, firms are likely to initiate a process through corporate actions that leads
to actual change to its stock. Investors are considered to be following herds when they
do not understand clearly these various processes and their influence. They are claimed
to change their investment decisions due to direct or indirect actions of other investors
or firm. Investors are expected to maintain a clear picture of the corporate action
especially on its role on the company’s financial concerns and how that action will
influence that company’s share price and performance (Ferruz and Vargas, 2007).
In the asset pricing context, herding as a result of corporate action(s) may cause stock
prices to deviate from their fundamental values. As a result, investors are forced to trade
at inefficient prices. This knowledge will thus enhance potential investors to make a
decision on whether to buy or sell a stock in question. In this case, corporate actions are
mostly agreed by firm’s board of directors as well as shareholders who authorizes them
(Raja and Selvam, 2011).
There are some significant corporate actions like bonus shares known as stock splits
which divide respective outstanding shares of a company leading to lower price per
share. After company announcement of the share split, the market adjusts the price
immediately it’s effected (Shalom-Gilo, 2013). Secondly, dividends offered by most
firms can be categorised into cash and stock dividend. When any of the two is actually
declared and issued, it affects the equity of a firm in question. Thirdly, rights issue
exists when a firm or organization offers opportunities to existing shareholders rights to
purchase shares of the same firm before they are announced to the public. Fourthly,
there are mergers and acquisition, concepts which are actually not so different from
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each other. In mergers, the firms which may be two or more define terms and end up
combining into one while in acquisition involves a firm buying more stake of another
company. There are two perspectives as a result of acquisition, first it may appear a
friendly or in the second it may be threatening. Finally, spin offs as a result of a
publicly traded firm seeking to obtain independence. These occur where the firm sells
or distributes its shares leaves stakeholders with option to stay if they believe in the
success of change of status or seek to be hosted in firms with similar interests (Brown,
Wei and Wermers, 2009; Seetharaman and Raj, 2011). In conclusion, investors may
herd as a result of a particular corporate announcement thus earning abnormally low
stock returns because of this misperception and the associated increased uncertainty
about earning creeks.
Retail investors may be more prone to systematic biases than professional investors or
simply face greater search and selection costs when making financial decisions, which
could lead to greater herding among retail investors. Odean (1998), for example,
documents that clients at a U.S. discount broker tend to sell their winners and hang on
to their losers. For the same sample, Barber and Odean (2001) find that retail clients
tend to buy attention-grabbing stocks, i.e., stocks that experience abnormally large price
moves, trading volume, or media coverage.
Dorn (2003) investigated herding among individual investors in Germany. The
conjecture that investor sentiment leads important groups of investors to act similarly
and thereby affect prices is an important ingredient of models of noise trading and style
investing. In contrast to Lakonishok, Shleifer, and Vishny, (1992), who found only
weak evidence of herding among institutional investors and conjecture that retail
investors will herd even less, the study documents that a sample of over 30,000 retail
clients at a German broker exhibits a strong tendency to herd at daily and quarterly
horizons. Furthermore, the study found a negative correlation between returns and retail
buying which is entirely due to negative returns triggering the execution of limit buy
orders (and positive returns triggering the execution of limit sell orders). Once the
authors confine their attention to market orders, the correlation between retail buying
and return turns positive, especially for stocks in which retail investors own a
comparatively high fraction of the company. The study results further strengthen the
case for a positive impact of individual investor sentiment on returns.
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Kumar (2012) finds that retail investors herd into similar size and book-to-market styles
and finds some evidence of style-level momentum. The study shows that even after
controlling for size and book-to-market, retail investors herd at the industry level.
Moreover, they are able to document both style-level momentum at weekly horizons,
and style-level reversals at quarterly to yearly horizons. Choi and Sias (2008) and Froot
and Teo (2008) examined industry herding, but focused exclusively on institutional
investors. They showed that relative to institutions, retail investors exhibit significantly
greater industry herding and have a substantially different impact on industry prices.
Jame and Tong (2010) did an investigation on retail investor industry herding. The
paper examined the industry-wide investment decisions of retail and institutional
investors. The study found that retail investors herd into and out of the same industries
and that their herding is highly persistent. Furthermore, retail investors prefer industries
with high returns over the past two years. Retail investor herding has a strong impact on
contemporaneous prices and also positively forecasts returns over the subsequent week.
Over longer horizons, however, retail investors’ industry proportion bought negatively
forecasts industry returns. Thus, retail investors appear to behave very much like style
switchers. The study also found that institutional investors exhibit industry herding.
However, the magnitude and persistence of institutional industry herding is smaller than
that of retail investor industry herding. Moreover, institutional industry herding does
not seem to be well described by the style investing model. Institutional industry
herding is associated with very large contemporaneous price increases, a small portion
of which reverses in the subsequent week. Over longer horizons, institutional industry
proportion bought is not significantly related to industry returns. The fact that
institutional industry herding does not generate long run reversals, suggests that unlike
retail investors, institutional investor herding is not motivated by sentiment.
Clarke (2010) did a study on informational herding by institutional investors: evidence
from analyst recommendations. The author studied daily institutional herding levels
around the release of sell-side analyst recommendations. Such recommendations are
forward-looking and indicate unambiguous direction of trades thus providing a good
scenario to investigate informational herding behavior. The study found that
institutional herding on the recommendation release date is short-lived and specific to
high turnover stocks suggesting that institutional investors herd during periods of
significant disagreement. However, the study did not find that institutional herding

http://www.ijsse.org

ISSN 2307-6305

Page | 5

International journal of Economics and Finance.

Vol. 5 Issue 8 (2016)

around recommendations destabilizes prices, but rather herding helps to speed up the
information incorporated into stock prices. Consistent with investigative herding
models, the results suggested that institutional investors herd upon the arrival of
correlated information signals, and that such action improves market efficiency. This is
in clear contrast with non-informational herding models, which are associated with
subsequent return reversals.
Perignon and Vallée (2012) carried out a study on political incentives and financial
innovation by use of strategic toxic loans by local authorities. The authors empirically
tested whether politicians act strategically when taking financial decisions. To address
this question, the authors studied the use of toxic loans by local authorities, a
phenomenon identified in Europe, Asia, and in a lesser extent in the US. The study
exploited a unique dataset that includes actual positions in structured and toxic debt for
close to three thousand French local authorities. This study shows how local authorities
make strategic use of these products, through risk-shifting, political cycle timing, and
herding. The study found that, having one’s neighbors implement structured
transactions in the previous period significantly increases the likelihood to behave
similarly and right wing politicians were more inclined to use structured loans than their
counterparts from the left. This means political events have an influence on investment
decisions.
In conclusion, it is evident that corporate actions are shown to influence herding as
described by (Odean, 1998; Barber and Odean, 2001; Dorn, 2003; Kumar, 2012)
contrary to the findings by Maloba (2012) who denies any linkage between the two
critical aspects in the stock market. Similarly, Choi and Sias (2008) and Froot and Teo
(2008) relates institutional and retail investors to herding and suggests that industry
herding by retail investors is more motivated by sentiment, while institutional industry
herding is more motivated by informational reasons, however, the two concepts are
closely tied with political cycles (Perignon and Vallée, 2012).

3.0

Methodology

3.1

Model Specification

In order to determine whether corporate actions and political cycles have an effect on
herding at the NSE, two types of regressions are used; Univariate regressions and
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general multiple regression. The univariate regressions have the Cross Sectional
Absolute Deviation (CSAD)4 as the dependent variable and the various respective
corporate actions at a time as the explanatory variables. The multiple regressions have
also the CSAD and NSE Share Index as the dependent variable(s) and all the
independent variables modelled together. The multiple equation utilised in the analysis
has been adapted from the works of Chang, et al. (2000) and best described by Cameron
and Trivedi (2005) and is estimated as follows;

Where; CSAD or NSE share index are the dependent variable, 2f= second and final, b=
bonus, d= dividend, f= final, ff= first and final, i=interim, ri= rights issue, ss= share
split.
As demonstrated in the literature (Chang, Cheng and Khorana, 2000; Brown, Wei and
Wermers, 2009; Seetharaman and Raj, 2011; Shalom-Gilo, 2013) a specific or a
number of corporate action(s) may signal a lot to investors regarding the firm and also
not forgetting that all actions of the firm may change stock completely in one or other
different ways. In this case, the key feature of panel data that distinguishes it from the
rest is the fact that the same cross-sectional units (individuals or firms) under study are
followed over for a period of time (Woodridge, 2002).
In order to demonstrate the effect of institutional and individual investments and
political cycles on herding movement, the following model is used.

Where

represents the CSAD/NSE share index of firm i at time t,

coefficients to be estimated, whereas

are the

represents variables in their nature i.e. a binary

variable indicating political cycles, the actual number of purchases for each relevant
month, the actual number of sales for each relevant month and

is the error term. For

political cycles, the construction of these variables involve coding these events (three

4

See Chang (2000) used the Cross-Sectional Absolute Deviation of returns (CSAD) as a measure of
return dispersion. It models aspects of herding with certainty.
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months prior and after) as 1 if there is a political event and the other ones without
political events as 0.
Following Baltagi (2008) in the analyses the study models political cycles, stock price
movement, institutional investor purchases and sales in their actual numbers for each
relevant month with respect to CSAD and NSE share index. Further, in both equation 1
and 2 above, the study tests for unit roots among the variables and Hausman test is used
in selecting the best model (i.e. between Random Effects GLS5 Model (REM) and
Fixed Effects Model (FEM)).
3.2

Data

The study population consisted of 57 listed companies at NSE and secondary data was
used for the period 2007– 2013 with 4788 observations. The choice of this period was
informed by the availability of data. Also, respective company records, and government
records including parliament archives. These other sources provide more details on
corporate actions and political cycles respectively. To some extent media print outs
contributed in enhancing information of both aspects over the study period.
4.0

Results and Discussions

4.1

Corporate Actions on Herding Behaviour and Performance at the NSE

Corporate announcements are actions taken by firms at the beginning, middle or at the
end of the business. Sometimes they can be made quarterly depending on the
performance and organization of the respective firms. There were 261 time periods with
corporate actions out of 4788 time periods as shown in the Table 1.

Table 1: Proportion of time periods with corporate actions
Corporate action

Frequency

%

Cumulative frequency

0

4527

94.55

94.55

1

261

5.45

100.00

In order to determine whether corporate actions have an effect on herding at the NSE,
the results from the univariate regressions are as tabulated on Table 2 below, it is noted
that all coefficients are positively related to the CSAD except those of bonus, dividend
and share split. This indicates that there is herding movement with respect to corporate

5

Generalized Least Square
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actions with positive coefficients i.e. second and final, final, first and final, interim and
rights issue. However, only two coefficients are found to be statistically significant at
95% confidence interval i.e. bonus and interim (p-values 0.017 and 0.020) respectively.
Table 2: Coefficients of the Respective Corporate Action (Univariate analysis)
Variables
Second and final
Bonus
Dividend
Final
First and final
Interim
Rights issue
Share split

Coefficients
1180.852
-502.7844
-146.1425
99.8566
62.5641
227.5526
461.4947
-540.3771

p-values
0.135
0.017
0.559
0.256
0.482
0.020
0.122
0.494

Before examining the aggregate effect of both variables (corporate actions) on herding,
the study investigated whether variables were stationary or not using the Levin Lin Chu
test. The results are as presented in Table 3.
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Table 3: Levin-Lin-Chu Unit-Root Test for Corporate Actions
Variables

CSAD
NSE Share Index
First and final
final
dividends
Bonus
Interim
Rights issue

Adjusted t and P-Values at
Adjusted t and p-Value at lag
lag 0
(0)
No differencing
with first differencing
-1.3835
-67.6178
(0.0833)
(0.0000)
-1.3835*
(0.0833)
-43.7890
(0.0000)
-43.6370
(0.0000
11.4471
-12.2630
(1.0000
(0.0000
2.7658
-23.5632
(0.9972)
(0.0000)
-31.3207
(0.0000
16.7054
-5.5829
(1.000)
(0.0000)
Stationary (* p<0.1)

Upon conducting first differences the non-stationary variables now become stationary.
However, some variables i.e. second and final and share split failed to be stationary at
subsequent levels of differencing. Therefore, they were excluded in further analysis of a
multiple regression model.
According to Green, (2008) it is necessary to decide between fixed or random effects
models. The tests examines whether the unique errors are correlated with the regressors,
the null hypothesis is that they are not. Following Hausman specification model, the
random effect was preferred to the fixed effects given the p value is greater than 5%
level as shown in Table 4 below. Also the Random effects regression analysis
conducted yielded the results as captured in the same Table 4.
Table 4 shows that the overall p value of less than 5% indicates that all corporate
actions are jointly significant in explaining herding and performance of firms listed at
NSE. The variation explained by the eight classes of corporate actions considered
among all firms was established to be very small. However, according to Mukras
(1993), the R2 does not take into account the corresponding degree of freedom, it is
sensitive to the number of explanatory variables and its interpretations sometimes is
difficult for models specified with zero intercepts which amounts to its weaknesses. The
study considered the overall significance. Based on this, all variables fit the model well.
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Table 4 shows how these variables influence performance of firms listed at NSE.
Specifically, bonus was found to be statistically significant in increasing herding by
0.48 units holding other factors constant at 1% level of significance at NSE but
insignificant in affecting performance of the firms. Other variables were found to be
statistically insignificant with respect to herding patterns. It was found that only first
and final corporate announcement significantly increased performance of NSE by 66.81
units at 5% level of significant holding other factors constant.
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Table 4: Corporate Actions on Herding and Performance of NSE (REM)
Corporate Action and Herding at NSE
Random-effects GLS regression
Number of observations=4731
Group variable: Company code
Number of groups = 57
Dependent variable (D. CSAD)
Wald chi2(6)
= 31.86

Corporate action and Performance of NSE
Random-effects GLS regression
Number of observations =4731
Group variable: Company code
Number of groups = 57
Dependent variable (NSE Share index)
Wald chi2(6)
= 14.07

Prob > chi2
= 0.0000
Variable
Coefficients Std. Err.
First and
-0.0829
0.0572
final
Final
0.0854
0.0565
Dividend
D1.
-0.0519
0.1127
Bonus
D1.
0.4817
0.0953
Interim
-0.0385
0.0625
Rights
issue
D1.
0.1505
0.1347
Constant
-0.0024
0.0075
SD within =0.00
SD between=0.5067
Variance across panels =0.00
Hausman chi2(6) p value=0.9995

Z
-1.45

P value
0.148

Prob > chi2
Coefficients
66.8149

1.51

0.131

-42.1006

-0.46

0.645

5.06***
-0.62

1.12
-0.32

= 0.0288
Std. Err.
28.3566

Z
2.36**

P value
0.018

28.0104

-1.50

0.133

-91.3995

55.8700

-1.64

0.102

0.000
0.538

-73.8879
-25.0324

47.2187
30.9799

-1.56
-0.81

0.118
0.419

0.264
0.751

38.8629
66.7774
0.58
-10.2541
3.7226
-2.75
SD within =0.00
SD between=251.34
Variance across panels =0.00
Hausman chi2(6) p value=0.9994

0.561
0.006

D1=First difference; Significance (*** p<0.01; ** p<0.05)
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Political Cycles on Herding Behaviour and Performance at the NSE

It is highly anticipated that political events or periods have influence on how people
make decisions especially those pertaining to investments. This study evaluates herding
behaviour with and without periods of political events in Kenya since January 2007 to
December 2013. Allowance of duration of three months preceding and after the actual
event is given for key political occasions considered by the study. The study also
examined the effect of political cycles on the NSE movement as well as the effect on
institutional investors. The variable of political cycles took into account the following
events; the general elections of December 2007 and the post- election violence.
Thereafter, in 2010, the launch of the new constitution in 2010, naming of international
criminal courts (ICC) suspects, appointment of chief justice of the supreme court of
Kenya in 2011 and the general elections of March 2013 among others. To enhance
estimation, the study performed stationarity using Levin Lin Chu tests Hausman tests as
presented in Table 5 and Table 6 respectively.
Table 5: Levin-Lin-Chu Unit-Root for political cycles
Variables
Stock Prices
Purchases
Sales

Adjusted t and P-Values at lag 0
No differencing
-11.4142
(0.000)
-22.0890
(0.0000)
-22.2480
(0.0000)

The study also undertook Hausman model specification and found a p value of less than
5% which implies that both models were best modelled using fixed effects model. The
variables eliciting institutional investors are purchases and sales. The results are as
indicated in Table 6.
As established from empirical results, political cycle, institutional and individual
investor characteristics significantly and jointly influence herding and performance.
Stock prices were shown to significantly affect herding positively. This implies that as
price changes, herding increased significantly. Surprisingly, political cycle was not
significant in influencing herding however; it was shown to significantly affect
performance at NSE positively by 417.41 units at 5% level of significance. On the other
hand, institutional investor purchases, sales and stock price changes were found to have
a positive and statistical significance effect at 1% level on performance of firms at NSE.
The coefficients were positive implying that as respective variables increased,

http://www.ijsse.org

ISSN 2307-6305

Page | 13

International journal of Economics and Finance.

Vol. 5 Issue 8 (2016)

consequently overall returns rose. This study reveals some similarities with the study
conducted by Dasgupta, Prat, and Verardo (2010) which investigates the long-term
future returns of stocks that have been continuously purchased or sold by institutions
over several quarters. This is also in line with the findings of Perignon and Vallée
(2012) who showed right wing politicians were more inclined to use of structured loans
than their counterparts from the left.
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Table 6: Political Cycle on Herding and Performance of NSE (FEM)
Political Cycle and Herding at NSE
Fixed-effects (within) regression
Group variable: Company code

Political Cycle and Performance of NSE
Number of observations = 3990
Number of groups =

57

Dependent variable (D. CSAD)

Fixed-effects (within) regression

Number of observations = 4033

Group variable: Company code

Number of groups = 57

Dependent variable (NSE Share Index)
F(4,3929)

=

5.50

F(4,3972)

Prob > F

= 0.0002

Variables

Coefficients

Std. Err.

t

P value

Coefficients Std. Err.

t

P value

-0.0006

0.0818

-0.01

0.994

417.4056

161.0132

2.59**

0.010

Purchases

7.72e-12

6.22e-12

1.24

0.215

-8.55e-08

1.23e-08

-6.97***

0.000

Sales

-9.79e-12

7.10e-12

-1.38

0.168

1.26e-07

1.40e-08

9.00***

0.000

Stock price

0.0007

0.0002

4.53***

0.000

5.7885

0.2967

19.51***

0.000

Constant

-0.0243

0.0139

-1.74

0.081

3674.096

27.3089

134.54

0.000

Political
cycle

Prob > F

= 139.55

= 0.0000

SD Within =463.3541

SD Within =463.3541

SD Between=724.7293

SD Between=724.7293

Variance Across Panels = 0.2902

Variance Across Panels = 0.2902

Hausman chi2(2) p value= 0.0290

Hausman chi2(2) p value=0.0000
D1=First difference; Significance (*** p<0.001; ** p<0.05)
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Conclusions

This study analyses the corporate announcements of the 57 firms listed at NSE from
January 2007 to December 2013. These actions are characterised by the specific
announcement with its beginning and closure dates, the payment dates as well as the
respective rates. From univariate analysis the study finds that only bonus and interim
dividends corporate announcements are statistically significant factors that influence
herding. However, bonus, dividend and share split corporate announcements are
negatively related to herding while others have a positive relationship. On the other
hand, in multiple regression analysis, all other corporate announcements apart from
bonus are not statistically significant in influencing herding behaviour. Despite being
the only corporate announcement statistically significant in influencing the pattern of
herding behaviour, it was found to be statistically insignificant in determining
performance of NSE. Similarly, first and final corporate announcement led to a
significant rise in performance of NSE.
Further, there are 25 events with political elements in the entire time period and 3870
periods with institutional investor purchases and sales. The study findings indicate that
only the coefficient for stock price movement was statistically significant in causing
herding while political and institutional characteristics demonstrated insignificant effect
implying that herding does not follow political pattern of events in the country but stock
price changes although it significantly influence performance of firms listed at NSE.
Therefore the herding behaviour may mostly be prevalent among individual investor
especially those who are more susceptible to stock price movements. Evidence on
institutional trading can also be found in Coval and Stafford (2007); Frazzini and
Lamont (2008).
6.0

Recommendations

The findings indicate that only bonus corporate announcements seem to be sensitive to
the investors as they tend to suppress their private information regarding the kind of
investment they wish to make and follow the herd. They may not be at a position to
have a clear flow of events in case of contemporaneous herd behaviour across the firms.
It is recommended to investors that they should weigh the risks of making a buy or sell
decision based on corporate actions. Similarly, firms should consider first and final
corporate announcement to boost their returns since it had a positive relationship with
performance of respective firms. The study recommends merging of some corporate
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announcements to regain greater confidence of both individual and institutional
investors.
From the results, whenever there are stock price changes, herding increases
significantly implying that Nairobi Securities Exchanges is sensitive to endogenous
changes among firms compared to exogenous outcomes. This can be attributed to lack
of propagation of timely and accurate market knowledge due to communication failures
among investors. Also it can be attributed to sporadic swings of confidence in Nairobi
Securities Exchange. Without continuous support from public participation aggravated
by inadequate public confidence, firms will keep reducing or moving out and general
status of securities exchange within the country will be compressed and this can lead to
dis-inclusion in the African and global stock market. Therefore, investors and policy
makers should consider providing clear information prior to critical occasions. This
maintains market conditions so as to avoid negative returns due to possible irrational
behaviour on speculative events. This will promote continuous and systematic
transactions; a fundamental factor to the performance of the NSE.
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