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ABSTRACT

Thisstudyaimedtoexaminetheeffectoffinancialriskhedgingpracticesonfirm

valueoflistedcommercialandservicefirmsinKenya.Thisstudywasguidedbythe

followingfourobjectives:Toexaminetheeffectofliquidityriskhedgingonfirm’svalue

oflistedcommercialandservicefirmsinKenya,toassesstheeffectofcreditrisk

hedgingonfirmsvalueoffirm’svalueoflistedcommercialandservicefirmsinKenya,

todeterminetheeffectofoperationalriskhedgingonfirm’svalueoflistedcommercial

andservicefirmsinKenya,todeterminetheeffectofforexriskhedgingonfirm’svalue

oflistedcommercialandservicefirmsinKenya.Thestudyemployeddescriptive

research design using paneldata analysis.The targetpopulation ofthe study

encompassed10listedcommercialandservicefirmsinKenya.Allthe10listed

commercialandservicefirmsinKenyaformedthesamplesizeasthestudywasa

censusoflistedbanksinKenya.Secondarydatawasextractedfrom publishedannual

reportsofindividuallistedcommercialandservicefirms.Thedestructeddatawas

recordedondatacollectionsheets.Bothdescriptiveandinferentialstatisticswere

used.Descriptiveanalysissuchasmean,frequenciesandstandarddeviationwere

used.Forinferentialanalysis,correlationanalysiswasadoptedtotesttheassociation

betweenriskhedgingpracticesandfirm valueoflistedcommercialandservicefirms

inKenya.SimpleOLSmodelwasusedtoestablishthecausaleffectrelationship.The

findings were presented using tables with associated explanations.The study

establishedthatcreditriskhedging,liquidityriskhedgingandoperationalriskhedging

hadstatisticallysignificanteffectonfirm’svalueoflistedcommercialandservice
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firmsinKenya.However,theeffectforeignexchangeriskhedgingwasnotstatistically

significant.Thestudyconcludesthatcorporateriskhedginghasasignificanteffecton

firm’svalueoflistedcommercialandservicefirmsinKenya.Thestudyrecommends

tomanagementoflistedcommercialandservicefirmsinKenyatoimproveontheir

hedgingactivitiestowardscreditrisk.Specifically,thestudyrecommendsthatthe

firmsshouldsetasideenoughprovisionsforbadanddoubtfuldebtstocoverforany

eventualbaddebts,whichmayhavetobewrittenoff.Secondly,thecurrentstudy

wishestorecommendtothetopmanagementoflistedcommercialandservicefirms

toensurethefirmsareliquidenoughsuchthattheydonotrunintofinancialdistressa

situationwheretheyarenotabletosettleshort-term obligationsastheyfalldue.

Finally,thecurrentstudywishestorecommendtothetopmanagementoflisted

commercialandservicefirmstocontrolforexriskhowever,sincetheeffectofforex

riskhedgingwasnotsignificantespeciallyforfirmswithminimalcurrencyexposers.

Keywords:Financialriskhedging,firm Value,forexriskhedging,creditriskhedging

andliquidityriskhedging.
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CHAPTERONE

INTRODUCTION

1.1Backgroundofthestudy

The environmentin thatmajorityofbusinesses perform theiractivities is highly

changingandnotcertain.Thevolatilebusinessenvironmenthascomeupdueto

globalizationasbusinessesselltheirproductsintheglobalmarketplace.Inparticular

service firms are realising theyare exposed a numberofbusiness risks thatis

becomingathreattotheirlong-term survival.Inmostcases,manyofthebusinessrisk

arearesultofbusinesspracticesthathavefailedandnotsupportivetobusiness

operations(Askari& Krichene,2014). Thebusinessrisksmaybeduetocomplex

changesintheexternalenvironmentorinternalfactorssuchasmanagementactivities

as they implementnew standard operations.The changes in complex eternal

environmentandinternalenvironmentalfactorsleadstothefirmsbeingexposedtoa

varietyofrisksnotlimitedtomarketrisk,operationalrisks,liquidityrisksthatmayhave

seriousimpactonfirm’svalue(Kasanen,Kinnunen&Niskanen,2016).

Firmsoperatingintheserviceandcommercialindustrywithgreatdealofinternational

activitiesintermsofexportofproductsorimportofrawmaterialsandothersupplies

facecomplexrisksassociatedwithmassivechangesincommoditypricevariability.

Additionally,the supply chain has presents a numberchallenges making firms

vulnerabletothesupplychainnetworkassociatedriskssuchasoperationalrisklike

longreorderperiods.Inanattempttosatisfytheneedsoffirmsoperatinginrisky

environment,financialhedgingneedstocomeupwithstrategiesforhedgingrisks

aforementioned.Intheglobalstage,derivativesmarketshavedevelopedtoprovide

specificderivativestohandlebusinessrisksthatcannotbediversified.Asaresult,

productssuchasfutures,swaps,optionsandforwardshavebeendevelopedtohelp

businesseshavinginternationaloperationstohelpthem extensivelyhedgeagainstrisk

associatedwithinternationaloperationsaswellasdomesticactivitiesasthelisted

commercialandservicefirmsareexposedtopricevariabilityandforexrisksthat

threatentheiractivities(Armstrong&Ndiaye,2011).
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ThefinancialmanagementfunctionofFinancialRiskmanagementisverycrucialfor

commercialand service firms in Kenya especially those having a lotoftheir

transactionsdominatedinforeigncurrenciesduetoexportoffinishedproductsor

importofraw materials and othersupplies fortheiroperations.In addition,the

managementofthefirmsmustcomeupbasicacceptedfinancialriskmanagement

processesrecognisedintheprocessofidentifying,analyzing,measuring,andstating

thelevelofriskthatmaybetoleratedortransferredbyafirm (Askari&Krichene2014).

Companiesthattodonotdevelopanelaboratefinancialriskmanagementprogramme

findsthemselveswithconstrainedgrowthincomparisonstofirmsthathavewell-

structuredriskmanagementprocessesandprograms.Firmshaveanumberofrisk

controltechniquesavailabletothem includingportfoliodiversificationforrisksthatcan

bereducedthroughdiversifiablerisksandhedgingforcategoriesofrisksthatcannotbe

mitigatedthroughdiversifiableoffirm operations(Ledenyov&Ledenyov,2012).

Hedgingaidsfirmsinloweringexposuretorisksemanatingfrom pricemovementsin

thefuture,thathavethepotentialofaffectingthevalueofthefirm greatlythrough

irregularcashflowsifnotmanagedusingappropriatetools(Horne&Wachowicz,2012).

Empiricalworksshow thathedgingisadoptedusuallytoprotectfirmsagainstprice

movementthathave the potentialto affectprofits through cash flows (Brigham

&Ehrhardt,2014).Riskhedgingprovidesuserswitharelativelyinexpensiveandliquid

positionthatcanonlybecomparedtobenefitsobtainedwithportfoliostockthatare

diversified(Sharpe,2012).Evenwiththedevelopmentofriskhedgingtoolsindeveloped

countries,developingcountriesstilllagbehindregardingavailabilityofderivativesfor

mitigationoffinancialriskduetolessdevelopedderivativemarketcomponentsof

capitalmarkets.StudiesshowthatemergingnationsforinstancesouthAfricaandIndia

majorlyusesfinancialderivativesintheshortterm contractsnotlimitedtoforwards,

futuresandswaps(Sivakumar&Sakar,2011).

InKenyancase,themostcommonkindofriskisexposureofbusinessestoinflation

risk.Thecountryhasforinstanceexperiencedworstcasesofinflationarypressuresin

thenearpastasreportedinCentralBankofKenyapublications(CBK,2010).The
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inflationarypressureshavebeenblamedforstagnationexperiencedinprojectand

generaltendencyofpricesofcommoditiesinthemarketincludingpriceofpetroleum

products.Further,anumberofchallengeshavebeenexperiencedthatisattributableto

the 2007-2009 credit crunch where most businesses were affected greatly.

Unfortunately,Kenyalikeitscounterpartemergingeconomiesischaracterizedwillless

developedfinancialmarketsandthereforeuseofriskhedgingtoolslikederivativesis

notreadilyavailable.Theunderdevelopmentoffinancialmarketshasbeenmajorly

been blamed participants attitudes,politicalenvironment,financialinfrastructure,

managerialskeptism,andinternationalcompetition(Murungi,Murage&Wanjau,2014).

1.1.1CorporateRiskhedging

RiskHedgingisoneofthetoolsformitigatingfinancialriskswhileaimingatimproving

firmsvalue.Perfectmarketsmaynotneedriskhedgingduetoassumptionofperfect

knowledgeofthemarketfactorsleadingtorisk,howeverinreality,thefinancialmarkets

are imperfecthence investors have varied information to low levels ofmarkets

efficiencieshencerisksemergethatmustsbehandledthroughhedginghencehedging

hasvalue.Infact,realworldfinancialmarketisimperfecthencethepracticeofrisk

hedginghasadirectimpactoncashflowsofafirm andinternaffectfirm’svaluebothin

thelongrunandshortrun.Differentauthorshavedefinedhedgingdifferentlywith

majority describing a hedge as risk managementstrategy employed to reduce

substantiallossesthatmaymeincurredbyafirm oranindividualifaneventoccursin

therealfinancialmarketleadingtorisks(Mburugu,2014).Hedgesmaybeconstructed

from manytypesofunderlyingsecuritiesorcommoditiesandtheycomeinverities

including swaps,forward contracts,options,and otheroverthe-counterderivative

products.Hedgingisaprocessandanactoftakingapositioninamarketsoasto

offsetandbalanceagainsttheriskadoptedbyassumingapositioninacontraryor

opposingmarketorinvestment(Mburugu,2014).

Financialhedgingisaninvestmentvehiclewiththeimportofoffsettingexpectedlosses

thatafirm mayexperienceduetoriskfactorssuchpricevariability,creditrisk,liquidity

risksorevenrisksdueto naturaldisasterwhileemployinganumberoffinancial
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instruments.Ontheotherhand,operationalhedgingisakindofafirm’sriskhedging

strategythatbymethodsthatarenotfinancialinstrumentsforinstanceviaoperational

activities.Multinationalcorporations(MNCs)ormultinationalenterprises(MNEs)will

usuallytaketooperationalhedgingininstancesofbothdemanduncertaintiesand

exchangerate(Hansen,2015).

Mostmultinationalfirmsadoptvarioushedgingstrategiestohelpthem instabilizing

theirfinancialearningsaswellasfirm’svalueespeciallyininstanceswhenitisvery

probablethatinconsistencieswillhappenattheglobalstageduetoforexmovements.

EmpiricalstudiesbyBaker,Foley,andWurgler(2014)notedthatthatanactiontakenby

managementofMNCswillsurelydirectlyorindirectlyaffectcorporatevalueofthefirm.

Onthecontrary,someresearcherssuchasGuayandKothari(2013)haveestablished

thatuseofhedgeshasaminimalinfluenceonfirm’scashflowsandvalue.Studyby

Giddy,(2013)reportedthatthosefirmsmayengageinspeculationhenceallowingtheir

expectationsofthefutureriskconditionsinthemarketstoinfluencetheircurrentrisk

managementactivities.However,thesizeofthisimpactisnotcertainandmayalsobe

insignificantasnotedbymostresearcherexaminingeffectofriskhedgingonfirm’s

valuebothinthelongrunandshortrunperiod.

1.1.2FirmsValue

Scholarshavedefinedtheterm firm valuedifferently.Firm valuemaybedescribedthe

sum totalthemonetaryworthofafirm intermsofshareholder’svaluepropositionsin

thebusiness.Firmsvaluecanalsobedescribedameasureofeconomicvalueofan

organizationreflectingthetotalmarketmeasureofvalueoftheentirefirm forinstance

valueattributabletoafirms’stockholdersanddebtholders.Thevalueconsistsofthe

marketpriceofthebusinessto bepaid bypurchasers.Therecanexistdifferent

variationoffirm duetodifferentdealstructures,operatingassumptions,termsof

paymentanduseofdifferenttypesoftoolsandmethodsofvaluation.Asnotedby

Pandey(2009,thevalueofafirm canbeestablishedbyvarietyofmethods.Themethod

commonlyusedforevaluatingvalueofabusinessisNPVmethod.Themethodworks

atascertainingvalueofthebusinessbygettingthedifferencebetweendiscounted



5

presentcashoutflowandcashinflowsexpectedinthefutureofthecompany(Pandey,

2009),

Accordingtofinancialtheory,afirm’svalueisequivalenttothenetpresentvalueofall

expectedcashflowsinthefuturetime.Expectedcashflowsinfuturearenotassured

hencethelongertheperiodthehigherthediscountingratetotakecareoflossofvalue

ofmoneyduetotimepassage(Eiteman,,Moffett,Stonheill,2014).Ifthecurrencyof

reportingvalueoffutureexpectedcashflowsischangedduetovariabilityofthe

nominalexchangerate,thecashflowsarealsochangedtothetuneofvariabilityinthe

exchangeratebeingexperiencebyallfirmsinthecountry.Afirm thatundertakesto

takeapositioninhedgeslikecurrencyderivativesmayreducethelevelofexposureto

forexvariabilityanditsincidentalimpactonthevalueofthefirm.Aforexriskmay

thereforebedescribedasthevarianceofthefutureexpectedcashflowsandarises

from unplanned exchange rate changes in the long run period (Ohanessian &

Tramontano,2017).Currencyhedgingreducesriskexposuretoforexvariability.This

reductionofriskmaynotnecessarilymeanvalue-addingactivitytothefirm.AHedge

canonlyaddtothevalueofthefirm onlyifthefavourableshiftincurrencyexchange

rateisbigenoughtocoverthecostsofhedgingandleavesasurplusforthefirm

(Ohanessian&Tramontano,2017).

1.1.3ListedCommercialandServiceFirmsinKenya

ThecommercialandservicessectorformspartofthevariouscategoriesofNairobi

Securities Exchange. Other sectors include investment, investment services,

manufacturingandallied,telecommunicationandtechnology,realestateinvestment

trust,exchange traded fund,agricultural,automobiles and accessories,banking,

constructionandallied,energyandpetroleum andinsurance.Firmslistedunderthe

commercialandservicessegmentincludeExpressKenyaLtd,KenyaAirways,Longhorn

PublishersLtd,NationMediaGroup,ScangroupLtd,StandardGroup,TPSEasternAfrica

(Serena),Deacons (East Africa) Plc,Nairobi Business Ventures Ltd,Uchumi

SupermarketsLtdandAtlasDevelopmentandSupportServices(NSE,2018).
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FirmslistedundercommercialandservicessectorprovidecrucialservicesinKenya.

Theservicesofferedbyfirmsinthesecategoriesincluderetailservices,publishing

services,airtransport,communicationservices,hotelandaccommodation,gasandoil

products.SuchservicesarekeytoadevelopingeconomysuchKenya.Becauseofthese

diverseservicestheyoffer,theyattractakeeneyefrom investors,financialconsultants

andresearchers(Kinkeletal.,2005).Commercialandserviceindustryisanimportant

driveroftheKenyaneconomyasitfuelseconomicgrowth,createsemploymentand

increasesthegrossdomesticproduct(UNCTAD,2008).

1.2Statementoftheproblem

Firmsgloballyarefacingfinancialrisksintheiroperationsduetothenatureofthe

dynamicbusinessenvironmentthatcouldbeglobal,localoreveninternalinnature.

Mostscholarsand practitionersoffinanceholdsthatbusinessriskscanonlybe

handledthroughhedgingordiversification(Eitemanetal.,2014).Diversificationworks

sowellforunsystematicriskswhilehedgingworkswellformarketsrisks.Theuseof

riskhedgingcanbeverycrucialforafirm aimingatreducingtheimpactsoffinancial

riskontheoperationofthebusiness(OhanessianandTramontano,2017).MostKenyan

Firmsingeneralandlistedcommercialandservicefirmsinparticularhavebeenfacing

themajorproblem ofhow besttocontrolfinancialriskswhichhasbeenblamedto

erodethevalueofthefirm inglobalstudies.

AnumberofempiricalresearcheshavebeendonegloballyandinKenyaonfinancial

riskhedgingandfirmsvalue.StudybyWanja(2015)notedthatfirmsinKenyause

futures,forwardcontractsandswapsandinmitigatingriskassociatedwithinterest

variabilityfacingthefirmsstudied.However,mostfirmsarediscouragedfrom adopting

derivativesduetounfairinstitutionpoliciesandunsupportivemarkettradingplatform

technology (Otsyula,2014.Study by Allayannis and Weston (2011) noted that

companiesthatinstitutedafinancialhedgingpolicywereabletoexperienceanincrease

infirm valueabovetheirpeersthatdecidednottoadopthedges.Moreover,studyby

Carteretal.(2016)notedthatthatairlinesfacingpriceoffuelvolatilityaccruedthrough

adoptionofpricehedges.HoweverstudybyJinandJorion(2016),reportedcontrary
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findingsthathedgingdoesnotchangevalueofMNCsthathedgedaswellasthosethat

didnothedgetheirfinancialrisk.

Evenwiththestudiesalreadydonebothlocallyandglobally,thereareanumberofgaps

thatexistinliterature.The majorstudygapwasthatempiricalstudiesrelatingrisk

hedgingtofirm’svaluehaveestablishedmixedfindingswithsomenotingsignificant

relationshipswhileothersfindingnorelationshipatall.Additionally,moststudiesdone

inKenyahavetendedtorelateriskhedgingtofinancialperformanceofthefirmsrather

thanfirm value.Thecurrentstudythereforeseekstoestablishtheeffectofcorporate

riskhedgingpractisesonFirmsvalueoflistedcommercialandservicefirmsinKenya.

1.3Objectivesofthestudy

1.3.1GeneralObjective

Thecurrentresearchfocusesonexaminingtheeffectcorporateriskhedgingpractises

onfirm valueoflistedcommercialandservicefirmsinKenya.

1.3.2SpecificObjectives

Thespecificobjectivesinclude:

1.To examine the effectofliquidity risk hedging on firm’s value oflisted

commercialandservicefirmsinKenya.

2.Toassesstheeffectofcreditriskhedgingonfirm’svalueoffirm’svalueoflisted

commercialandservicefirmsinKenya.

3.Todeterminetheeffectofforexriskhedgingonfirm’svalueoflistedcommercial

andservicefirmsinKenya.

1.4HypothesesoftheStudy

H01:Liquidityriskhedging hasno significanteffecton firm valueoflisted

commercialandservicefirmsinKenya.

H02:Creditrisk hedging has no significanteffecton firm value oflisted
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commercialandservicefirmsinKenya.

H03:Forex risk hedging has no significanteffecton firm value oflisted

commercialandservicefirmsinKenya.

1.5SignificanceoftheStudy

Thecurrentstudyistimelyandwillgenerateinformationthatwillbeusefultoanumber

ofpurposesincludingpractice,theoryandpolicy.Fortheorypurpose,thisstudyhas

addedvaluetoempiricalliteratureaboutriskhedgingandfirm’svalue.Majorityof

studiesalreadydoneontherelationshipbetweencorporateriskmanagementandfirm

valuehavetendedtoyieldmixedresults.Thisstudyhasthereforeintendedtoclearthe

conflictinliteraturebycarryingoutdetailedstudythatwillgoalongwayingetting

conclusiveevidenceontheeffectofriskhedgingonfirm’svalue.Thestudywillserveas

backgroundliteratureforfutureresearcherscarryingoutstudiesontherelationship

betweenriskhedgingpracticesandfirm value.

Forthepurposeoffinancialpractice,thisresearchwillserveinprovidingfinancial

managerswithinsighttohelpindecisionmakingregardingmanagementoffinancial

risksespeciallythroughriskhedgingtools.Businessorganizationsthathavenever

consideredriskhedgingpractisesandtoolsmaybeencouragedinthelightofthisstudy

toadoptthetoolsintheprocessofhandlingvariousrisksthatmayariseinthenormal

businessoperations.Investorswillalsogetaccesstovaluableinformationonthe

possibleeffectofriskhedgingonthefirmsbeforetheycanmakeanyconcretedecision

onthefirmstoinvesttheirresourcesin.

1.6ScopeoftheStudy

The currentresearch soughtto establish the influence ofcorporate riskhedging

practisesonvalueofcommercialandservicefirmslistedKenya’sNSE.Thestudy

targetedthetenlistedcommercialandservicefirmsattheNairobisecuritiesexchange.

Thestudycoveredseven-yearperiodbeginning2011-to2017.Thestudywaslimitedto

threerisk-hedgingpractisesthatbecometheindependentvariables.
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CHAPTERTWO

LITERATUREREVIEW

2.1Introduction

Chaptertworeview relevantliteratureconcerningriskhedgingandfirm isvalue.The

chapterelaboratedonmajortheoriesunderpinningthecurrentstudywhileelaborating

ontheirlinkto thecurrentstudy;thechapterfollowed up byexamining different

empiricalliteratureonriskhedgingstrategiesandfirm’svalue.

2.2TheoreticalReview

Numberoftheoreticalfoundationshavebeenforwardedtoexplaintheassociation

betweenriskhedgingpracticesandfirmsvalueoflisted.Thecurrentstudyinterrogated

theroleofthefollowingthreetheoriesonthecurrentstudy.Thesetheoriesinclude

Liquiditypreference modeland Wrecker’s theoryoffinancialdistress.A detailed

elaborationonthesetheoriesisdiscussedinthesucceedingsubsections.

2.2.1LiquidityPreferenceModel

Keynes(1935)believedtherewerethreemotivestoholdingmoney;transactionsmotive,

precautionarymotive,andspeculativemotive.Underthespeculativemotive,money

demandwasnegativelyrelatedtotheinterestrateconsequentlyleverage.Holding

moneywas one wayofguarding againstuncertainty.Hence,liquiditypreference

frameworkdeterminestheequilibrium interestrateintermsofsupplyanddemandfor

money.ThemodelwasdevelopedbyKeynes(1936)basedonseveralassumptions.

First,moneypaysnointerest.Second,thattherewereonlytwokindsofassetsfor

storingwealth:moneyandbonds.Thecurrentstudywasanchoredonliquiditytheory,

givenitsemphasisonLiquidity,andtheothervariablesunderstudy;leverage,efficiency

andcapitaladequacy.Thetheorynotesclearlythatliquidityalonedoesnotguarantee

success.FinancialinstitutionsinKenyasuchasDaimaBank,TradeFinance,Allied

creditltd,InternationalFinanceltd,NairobiFinanceltd,InterAfricaCreditandFinance

ltdandDubaiBankthatcollapsedandliquidatedwhileimperialBankwasputunder

receivershipandchasewasunderstatutorymanagementforashortwhileasat31st
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December2015.Theseinstitutions’liquiditywashighintheyearwhentheirbusinesses

wentintoliquidationorwhentheywentintostatutorymanagement.Thetheorythrough

itsconceptofholdingmoneyasaprecautionarymotiveexplainstheimportanceof

capitaladequacyandliquidityrequirementofensuringthatanyfuturefinancialdistress

isproperlymanaged.Inaddition,Modigiliani(2011)definedliquidityasanassetin

termsoftheperfectionofthemarketinwhichitistraded.Anassetisliquidifamarket

isperfectthusanindividualdecisiontobuyorselldoesnotaffectthepricefinitelysince

itisilliquidintheoppositecase,itisrisklessifthepriceatwhichitsellsisconstantor

practicallysoanditsriskyifthepricefluctuateswidely(Modigiliani,2011).Thistheory

thereforeindicatesthatliquidity,capitaladequacy,leverageandefficiencyofthefirm’s

liquidityarethekeyfinancialdistressfactorsthatmayinfluencefinancialperformance

andfirm value.

2.2.2Wrecker’stheoryoffinancialdistress

ThewreckerstheorywasdevelopedinitiallybyCampbell,HilscherandSzilagy(2005)

suggestedthatstocksofdistressedfirmsperform inamannerwhichisvastlyinferior

tostocksoffinanciallyhealthyfirms.Thewreckers’theoryoffinancialdistressseeksto

explainthebenefitsthatmaystepoutoffinancialdistresstostakeholders(Kalckreuth,

2005).Accordingtothetheory,thebusinessissaidtobeinastateoffinancialdistress

sinceitcannotserviceitsdebtsastheyfalldue.Thebusinesscanalsonotraise

adequatefinancestonormaloperationslikepaymentforstockhenceitslumbersinto

financialdistressanditisatthemercyoffinanciersdemandingtheirfairshareofcredit

lenttothebusiness.Theinitialsignalsofastateoffinancialdistressisfailureby

businesstosettledebtsastheyfalldueandthetendencytoreducedividendpatout

ratio.Whitaker(1999)describesslumberintofinancialdistressasthestatewherethe

businesscashflowscannotcoverandsettlematuringshortterm andlong-term debt

obligations.Thebusinesswillhaveenoughresourcestopayonlyifthecurrentcash

flowisaboveexpectationsfrom thedebtors.Thetheoryoffinancialdistresstherefore

holdsthatthekeyinidentifyingcompaniesinfinancialdistressistheirlackofabilityto

meettheircontractualdebtobligationsastheyfalldue.
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PaperbyWruck(1990)notedthatthosecompaniesmightfindthemselvesinfinancial

distressbecauseofdeclineinthefirm performance,economicdistressand poor

managementofrisksmajorly.StudybyBoritz(1991)describesfinancialdistressasa

processthatbeginsaprocessofafinancialdistressthatbeginswithafirm havingpoor

managersthattendtocommitsseriousfinancialblundersaswellasunsupportive

economicsituationswithinthecountryofthelocationofthebusinessestablishment.In

thecaseoflistedcommercialandservicefirm,inabilitytoofthebusinesstomake

paymentstocreditorsandgoodssupplytonewdebtorsaswellasmakepaymentsof

othermaturingdebtsobligationmaybetermedaliquiditycrisis.Thefailurebythe

businesscustomerstopaytheamountsexpectedfrom them tothebusinessfirm may

constituteseriousincidencesofcreditriskthatifnotcheckedthroughappropriate

mechanismsmayresulttofullblownfinancialdistress.

Thecommercialandservicebusinesshavenooptionbuttofindwaysforavoiding

financialdistressdepictingitselfthroughliquidityandcreditrisks.Thecommercialand

servicefirmsmustfindtheirbalanceinmanagingcreditandliquidityriskinorderto

avoid the financialdistress.The theory offinancialdistress has been majorly

associatedwithbusinesssufferingfrom riskofcreditandliquidityinnature.Thetheory

isrelevantforthecurrentstudybyprovidingalinkbetweenfinancialdistressthatis

evidencedbycreditrisksandliquiditythathaveabearingonfirm’svalue.Thetheory

furtherelaboratesonthefactthatthefinancialchallengeoffinancialdistressoccursat

thepointthefirm cannotsettleitsdebtsobligationshenceanyfirm closuretofinancial

distressshouldfindwaystoeasetheproblem ofliquidityandcreditriskbyfinding

appropriatehedgingtools likeallowanceforbaddebtsaswellasclearpolicyondents

managementsoasnottoholdtoxicdebtsthatmayplungethebusinessintofinancial

distressandhencethreatednthefirmsvalue.

2.3EmpiricalReview

Thereexistsabatteryabatteryofstudiesonfinancialriskmanagementpracticesboth

globally and locally.The empiricalreview has been organized in terms ofthe

independentsvariablesofthestudyandhoweachfinancialriskhedgingpracticerelates
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tofirmsvalueofvariousfirms.

2.3.1Creditriskhedgingandfirmsvalue

Alshatti(2015)definedcreditriskastheriskthataspecificpartytosecuritymaynot

complywith undertaking stated beforehand therebymaking the otherpartyto a

financialassettoincurfinancialloss.StudybyMutua(2016)examinedtheinfluenceof

creditriskmanagementstrategiesonfinancialperformanceamongdeposittaking

Sacco’s in Kitui County. The research adopted descriptive research design.

Questionnaireswereemployedwhichwereself-administeredtothemanagementofthe

Sacco’s’studied.The research employed quantitative data analysis methods to

examinetheeffectofcreditriskmanagementonfinancialperformanceofSacco’sin

KituiCounty.The study results showed strong association between financial

performanceofSACCOsandcreditmonitoring

StudybyAlshatti(2015)analyzedtheinfluenceofcreditriskmanagementonthe

financialperformanceofcommercialbanks.Thestudyemployedcausaleffectresearch

designtohelpinfacilitatinguseofsecondarydatasourcedfrom CBKpublicationsand

annualreportsonthefinancialhealthofthebankingsector.OLSregressionanalysis

thatwasmultipleinnaturewasemployedtoanalyzethecausaleffectrelationship

betweenthedependentandindependentvariables.Theresearchfindingsshowedasset

quality,capitaladequacy,liquidityand managementefficiencyliquidityhad weak

associationwithfinancialperformance.Additionallythestudynotedstrongrelationship

betweenearningsandfinancialperformance.

PaperbyKithinji(2010)onrelationshipbetweenprofitabilityofcommercialbanksin

Kenyaandcreditriskmanagement.NPLswasusedasproxyforlevelofeffectiveness

ofcreditriskmitigationprocess.Thestudycontrolvariableasamountofloansgivento

borrowerswhichwasmeasuredbyratioofloansandadvancesdividedbythesum total

ofbankassets.Theexplainedvariableadoptedforthestudywasprofitabilitymeasured

ROA.The study concluded thatthe association between profitability,creditrisk

managementandamountofcreditwasnotstatisticallysignificant.ThestudybyKithinji
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(2010)isdifferentfortheongoingstudyinthatthestudywasbasedoncommercial

bankswhilethecurrentstudyfocusedonlistedcommercialandservicefirmsinKenya.

StudybyGaitho(2010)examinedthecreditriskmanagementpracticesemployedby

Sacco’sinNairobi.ThestudyestablishedthatmajorityofSacco’susedcreditrisk

managementpracticestohedgeagainstrisksbasingonobjectivecreditriskappraisal.

StudyalsoestablishedthatthatmostSacco’shadreliedmuchonthediscretionand

abilityofloanportfolioofficersforeffectivecreditriskmanagementasopposedtoa

system thatstandardizescreditandcreditriskdecisions.

StudybyZeleot(2015)examinedtheeffectofcreditriskmanagementonfinancial

performanceofcommercialbanksinJordan.Thestudyrevealedthatthecreditrisk

managementeffectsonfinancialperformanceoftheJordaniancommercialbanksas

measured byROA and ROE.The research furtherconcludes thatthe creditrisk

managementindicators considered in this research have a significanteffecton

financialperformanceoftheJordaniancommercialbanks.

2.3.2LiquidityRiskhedgingandfirmsvalue

Liquidityriskisatypeofriskthatabusinessmayfacewhenitfindsitselfnotableto

solicitenoughfinancialresourcestomeetitsdailycommitmentsinrelationtofinancial

instruments.Study by Sheikhdon & Kavale (2016)examined factors ofLiquidity

managementininfluencingfinancialperformanceofcommercialbanksinSomalia.The

studyemployed descriptive surveydesign.The studytargeted 112 employees of

commercialbanks in Mogadishu Somalia.From the population,a sample of87

respondentswereselected.Thestudyestablishedthatdriversofliquidityhadapositive

association with commercialbanks financialperformance.Overlaystudyfindings

showedthattherewasstatisticallysignificantrelationshipbetweenaccountspayable,

accountreceivablemanagementandcashmanagementonfinancialperformanceof

commercialbanks.The study furtherestablished thatdrivers ofliquidity had a

statisticallysignificanteffectoncommercialbanksfinancialperformanceinMogadishu,

Somalia.
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PaperbyGithinji(2016)examinedtheassociationbetweenfinancialriskmanagement

andcommercialbanksfinancialperformanceinKenya.ThestudybyGithinjiemployeda

descriptiveresearchdesign.Thetargetpopulationforthestudywasall43commercial

bankslicensed to operatein Kenya.Thestudyadopted paneldata analysis.The

correlatingcoefficientsofthestudyshowedthatliquidityandforexriskwerenegatively

correlatedwithfinancialperformance.Thepaneldataregressionrevealedthatforex

riskandcreditriskfailedtoshow anystatisticallysignificanteffectoncommercial

banks financialperformance forbanks operating in Kenya.The study therefore

concludes thatfinancialrisk managementdoes nothave significanteffecton

commercialbanksfinancialperformance.Thestudyhoweverfailedtoexaminehow

financialriskmanagementaffectthevalueofthefirms.

A paperbyOsoro&Muturi(2015)soughttoexaminetheinfluenceofliquidityrisk

managementpracticesonthefinancialperformanceofSacco’sinKisiiCounty.The

study objectives were to examine the effectofcapitaladequacy,assetquality

managementandcapitalleveragepracticesonthefinancialperformanceofSacco’s

domiciledinKisiiCounty.Thestudyuseddescriptivesurveyresearchdesignwiththe

populationtargetedbeing20respondentsfrom 5licensedSacco’sinKisiiCounty.The

samplesizeselectedwas20respondentshencenosamplingwasdoneasallthetarget

populationwasusedinthecurrentstudyforcollectionofdata.Thedatacollectedwas

Primaryinnatureusingstructuredquestionnaires.Secondarydataonfrom financial

reportswasobtainedfrom SASRAandindividualSacco’sendyearfinancialstatements.

ThestudyestablishedthatCapitaladequacyhadasignificanteffectonROAinSACCOs.

Assetqualityandcapitalleveragewerefoundnottohaveanystatisticallysignificant

effectonsavingmobilizationsoftheSacco’s.

A studybyNgira,Oluoch&Kalui(2015)analyzedtheinfluenceofmanagementof

liquidityonthefinancialperformanceoffirmslistedNSE.ThestudyadoptedaCensus

onallcompanieslistedinNSEoveraperiodof72-monthfrom 2008to2013.Thestudy

simpleOLSmodeltoanalyzethedatainferentially.Thestudyestablishedthattherewas
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significantdifferenceinmarketperformanceofliquidcompaniesincomparisonto

illiquid firms listed atNSE.the proxyforliquiditymanagementwas quick ratio.

Additionally,researchshowedthatmanagementofliquidityhadaninfluenceonreturns

inthemarketwhileforfirmsthatwerenotliquidtheinfluencewasnotstatistically

significant.Furtherliquidfirmspostedstatisticallysignificantexcessreturnscompared

toilliquidfirms.Thestudyhoweverfailedtoexaminetheeffectofthesameonfirm’s

valuehencethiswasagaptobefilledbythecurrentstudy.

ResearchbySalim &Bilal(2016)examinedtheliquiditypositionofOmanibanksand

how itaffectstheirfinancialperformance.Thestudyusedasampleof4domestic

commercialbanks to analyze the association between Liquidity and Financial

performanceforthestudyperiodoffiveyearsbeginning2010to2014.Thedatawas

extractedfrom thepublishedfinancialstatementoftherespectivebanksandrecorded

ondatacollectionsheets.Theinferentialdataanalysisproceededwithusingmultiple

regressionanalysis.Studyresultsshowedthattherelationshipbetweenliquidityand

financialperformancewasnotstatisticallysignificant.Thestudyhoweverreliedon

examiningeffectofliquidityonfinancialperformanceratherthanfirm’svaluewhich

wasaconcernforthecurrentstudy

2.3.3ForeignexchangeRiskhedgingandfirmsValue

Foreignexchangeriskisshortenedasforexitatypeofriskthatleadstofluctuationin

valueofafinancialassetscausedbyvariationinthevalueofcurrency.Thefalling

strengthofthedomesticcurrencymayleadtolossofthevalueoffinancialassets

denominatedinlocalcurrencywhenthelocalcurrencylosesvaluehenceinfluencingthe

valueoftheassetsnegativelyastheylosevaluetounfavorableforexmovementsthus

influencingbusinessperformance.StudybyOkochi(2008)showedthatcommodityrisk

hedginghasaneffectthatisnotalwaysdirectandisexposedtoseveralchallenges.

Thestudyheldthataftertheforexexposuresarewelldefinedandquantified,thefirm

oughttobegintheprocessofanalysisofthepossibilityandsoundnessofadopting

hedgingpracticestohedgeagainstforexexposershoweverthesuccessofhedging
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forexexposersdependontheabilityofthefirm tofindstrongassociationbetweenspot

pricesandfuturepricessoastobeabletoquantifytheforexexposerswithhighest

possibleaccuracylevelrequiredforestimationtobesuccessful.Ifthecorrelationifthe

condition is notsatisfied,then there is possibilityofincurring huge losses with

derivativesifthemovementinforexexposersisnotasexpectedbythefirm especiallyif

the actualchanges in currency values is notas estimated before by the firm.

Incidentally,currencyfuturesandcontractsusuallyassociateclearlywiththeunderlying

currencyspotrates(GaurandSeshadri,2005).

StudybyYakup and Asli(2010)showed thatincreased forexriskexposuresand

heightenedactivityofhedgingarebecauseofglobalizationthatisstiffeningcompletion

andexposingfirm toglobaluncertainties.YakupandAsli(2010)furtherpointsfirms

thathavesalesdominatedinforeigncurrency,thathaveforeignincome,andhave

foreignassetsareextremelyexposedtoforexriskduetomoreofforeigncurrencies.

thestudyfurtherstatesthatOilfirmsalsofindsthemselvesmorelikelyfaceforexrisks

astheiractivitiesareconstantlyexposedtocurrencymovements(YakupandAsli,2010).

Ifthecurrencyofreportingvalueoffutureexpectedcashflowsischangeddueto

variabilityofthenominalexchangerate,thecashflowsarealsochangedtothetuneof

variabilityintheexchangeratebeingexperiencebyallfirmsinthecountry.Afirm that

undertakestotakeapositioninhedgeslikecurrencyderivativesmayreducethelevel

ofexposuretoforexvariabilityanditsincidentalimpactonthevalueofthefirm.Aforex

riskmaythereforebedescribedasthevarianceofthefutureexpectedcashflowsand

arisesfrom unplannedexchangeratechangesinthelongrunperiod(Ohanessian&

Tramontano,2007).Theactivityofhedgingexpectedcashflowsservesthepurposeof

loweringthedistributionofmeancashflowsimplyingthatcurrencyhedgingreduces

riskexposuretoforexvariability.Thisreductionofriskmaynotnecessarilymeanvalue-

addingactivitytothefirm.AHedgecanonlyaddtothevalueofthefirm onlyifthe

favourableshiftincurrencyexchangerateisbigenoughtocoverthecostsofhedging

andleavesasurplusforthefirm (Ohanessian&Tramontano,2007).



18

StudybyHansen(2009)examinedtheforexriskmanagementpracticesemployedby

firms in Nairobi.The study established thatmajority offirms used forex risk

managementpracticestohedgeagainstrisksbasingonobjectiveforexriskestimation.

Studyalsoestablishedthatthatmostfirmshadreliedmuchonthediscretionandability

offinancemanagersforeffectiveforexriskmanagementasopposedtoasystem that

standardizes forex risk decisions.StudybyZeleot(2015)analyzed the effectof

managementcreditriskonfinancialcommercialbanksperformanceinJordan.The

researchnotedthatthemanagementofcreditriskinfluencesfinancialperformanceof

thecommercialbanksinJordanianwithROAandROEusedasproxiesoffinancial

performance.Thestudyfurtherconcludedthattheproxiesofmanagementofcreditrisk

usedinthisstudyhadastatisticallysignificantinfluenceonJordaniancommercial

banksfinancialperformance.

ResearchbyDonija&demkov(2015)examinedtheforexriskexposersbyofOmani

banksandhow itaffectstheirfinancialperformance.Thestudyusedasampleof12

domesticcommercialbankstoanalyzetheassociationbetweenforeignexchangeand

financialperformanceforthestudyperiodoffiveyearsbeginning2010to2014.The

datawasextractedfrom thepublishedfinancialstatementoftherespectivebanksand

recordedondatacollectionsheets.Theinferentialdataanalysisproceededwithusing

multiple regression analysis.Studyresults showed thatthe relationship between

currencymovementand variabilityand financialperformancewasnotstatistically

significant.Thestudyhoweverreliedonexaminingeffectofcurrencyvariabilityon

financialperformanceratherthanfirm’svaluethatwasaconcernforthecurrentstudy

2.4ResearchGap

“Criticalreviewhasoutcasedstudiesdoneoneffectoffinancialriskhedgingpractices

onfirm’svalue.Anumberofgapshavebecomeevidentfrom theliterature.Mostofthe

studieslinkingfinancialrisktofirm’svaluehavebeencarriedoutinthebankingand

insurancefirms.Stillsomestudieshavebeencarriedinexportorientednon-finance

firms.Additionally,moststudieshavetendedtofocusedonspecificfinancialrisk

hedgingratherthandetailedfinancialriskhedging.Otherstudieshavealsofocusedon
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riskmanagementingeneralratherthanfinancialrisk.Majorityofstudieshavealso

tended to relate financialriskhedging to financialperformance with few studies

focusingontheeffectofthesameonfirm’svalue.Thecurrentstudythereforebridged

thegapinliteraturebyexaminingtheeffectoffinancialriskhedgingonfirm’svalueof

listedcommercialandservicefirmsinKenya.”

2.5ConceptualFramework

Independentvariable Dependentvariable

2.6OperationalizationofVariables

Theindependentvariableisfinancialriskhedgingpractices(creditriskhedging,liquidity

risk hedging,operationalrisk hedging and foreign exchange risk hedging).The

dependentvariablewasFirmsvalue.Thevariableshavebeenoperationalisedinthe

table2.1.

Table2.1:OperationalizationofVariables

Variable Notation Measurement Possiblesign

Dependent

variable

CreditRiskHedging
 NaturalLogofprovisionof

doubtfuldebts

LiquidityRiskHedging
 NaturalLogofnetcurrent

assets

Foreignexchangeriskhedging
 dummyvariable:1for

currencyhedgingandofor
otherwise

Firm’svalue
 Q=MarketValueof

CommonShares
+TotalAssets–
BookValueof
CommonShares)/
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FirmsValue Y Q = Market Value of
Common Shares +Total
Assets – Book Value of
Common Shares)/ Total
Assets

Independent

variables

Creditriskhedging X1 Ln ofprovision ofdoubtful
andbaddebts

+

Liquidity Risk

Hedging

X2

NaturalLog ofnetcurrent
assets

+

Foreign exchange
riskhedging

X3 Dummyvariable:1forfirms
thatusecurrencyderivatives
and0ifotherwise

+
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CHAPTERTHREE

RESEARCHMETHODOLOGY

3.1.Introduction

Thechapterpresetsthemethodologythatthestudyadopted.ItdiscussedtheResearch

design,Targetpopulation,Sampleframe,samplingtechniqueandsamplesize,data

collectionandanalysisandtheirjustification.

3.2ResearchDesign

Thestudyadoptedadescriptivesurveydesigntoexaminetheinfluenceoffinancialrisk

hedgingonfirm’svalueoflistedcommercialandservicefirmsinKenya.Adescriptive

surveycriticalforthis studyas itaided in describing the characteristics ofthe

population.Moreover,descriptivesurveydesignishighlyreliabilityandissimpleto

obtainbypresentingallsubjectswithastandardizedstimuluswhichensuresthat

observersubjectivityisgreatlyeliminated(Mugenda&Mugenda,2013).

3.3TargetPopulation

Thepopulationofinterestcomprisedofthe10listedcommercialandservicefirmsat

theNSE,Kenya(NSE,2018).MugendaandMugenda(2003)recommendedthata

sampleof10-30%isadequateifproperlyselected.Hence,thestudywasundertakenas

acensusofthe10listedcommercialandservicefirmsattheNSE.”

3.4Sampleandsamplingtechnique

A sampling technique is the method used to selectan appropriate sample of

respondentsfrom thepopulation.Thisstudytargetsthelistoflistedcommercialand

servicefirmsinKenya.Sincethestudywasacensusofallthe10listedcommercialand

servicefirmsattheNSE,nosamplingtechniquewillbenecessarywhenselectingListed

commercialandservicefirmstobepartofthestudy.Thisstudywilluseasurveyofthe

entire10listedcommercialandservicefirmsinKenya.

3.5ResearchInstruments

Thestudyreliedonreliedonentirelyonsecondarydatahencedatacollectionsheets
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wasusedforrecordinginformationextractedfrom thelistedcommercialandservice

firm’sannualfinancialreportsforthestudyperiod2011-2017.Datacollectionsheethad

financialdataonthecolumnsandyearsontherowsforthesevenyears(seeappendix

II).

3.6DataCollectionProcedure

“Theresearcherfirstobtainedintroductionletterfrom thepostgraduateschool.The

researcherthenextractsfinancialdataandrecordincollectionsheet.Secondarydata

from listedcommercialandservicefirmsannualreporttobecollectedonthestudy

variableincluded,firmsvalueofthecompaniesmeasuredusingQ.forexriskhedging,

creditriskhedgingandLiquidityriskhedging.Thestudycollectedsecondarydatafor

thelast7yearsstartingyear2011to2017.”

3.7DataAnalysisandpresentation

“Thedata“collectedwasexaminedbeforeanalysiscommencedforcompletenessand

consistency.Thecollectedpaneldatawassubjectedtocomputerizedanalysisusing

excelspreadsheetsandSTATA14.STATAhasbeenwidelyusedbyscholarstoanalyze

paneldata.Musau(2015),GargandGumbochuma(2015),Hunyh(2012)utilizedSTATA

softwareintheirrespectivepaneldataanalysis.Thedatawasthenbeinganalysed

using descriptive statistics,correlation analysis,and multiple regression analysis.

Descriptive statistics was use to summarize and explain the studyvariables as

observedinthelistedcommercialandservicefirmsinKenya.Descriptivestatistics

includedmeasuresofcentraltendenciesanddispersion.Inferentialstatisticsincluded

bivariatePearsoncorrelation,multipleregressionscoefficients,ANOVAandcoefficient

ofdetermination.Thisanalysisenabledthetestingtheeffectoffinancialriskshedging

onfirm’svalueoflistedcommercialandservicefirmsattheNSE.Theresultswerethen

beingpresentedintableswiththeirassociatedexplanations””

3.7.1StatisticalModel

Thestatisticalmodelshowsthemathematicalrelationshipbetweentheindependent

variablefinancialriskhedgingpracticesanddependentvariablefirmsvalueoflisted
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commercialandservicebusinessesinKenya.Themodelisshowninequation(1)

Y=β0+β1X1+β2X2+β3X3+e………………………………………………….(1)

WhereYisdependentvariablefirmsvalue(Q)

X1-X3:areindependentvariables

X1:creditriskhedging

X2:liquidityriskhedging

X3:forexriskhedging

β1,β2,β3andβ4:arethecoefficientsofindependentvariables

β0:interceptterm

e:stochasticerrorterm

3.8DiagnosticTests

Paneldatawassubjectedtodiagnosticteststoevaluateconformitywithmultiple

regression modelassumptions. This ensured validity ofthe results.The study

employednormality,heteroscedasticity,multicollinearity,serialcorrelation,random or

fixedeffectsandpanelunitrootdiagnostictests.

3.8.1NormalityTest

Thetestisconductedtotestwhetherdataexhibitsanormaldistribution.Ifthedatais

notnormallydistributed,itmaynotdisplaythecorrectrelationshipbetweenvariables

studied(Garson,2012).ThestudyemployedShapiro-Wilktesttotestnormality.The

testismostappropriateforasamplesizeof50orless.Thechoiceofthistestis

informed by the smallnumberofsample to be studied.Data is normalifthe

significancevaluesforShapiro-WilktestsaregreaterthanP-Valuestatistictestof0.05.

Avaluebelow0.05depictsthedataisnotnormallydistributed.

3.8.2HeteroscedasticityTest

Gujarati(2003)describedheteroscedasticityaslackconstanterrorvariance.Thestudy

utilizedGlejsertestbyusingtheregressionresidualvalueoftheindependentvariables.
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ThereisnoheteroskedasticityifthesignificancevaluesaregreaterthantheP-value

statisticstestof0.05.

3.8.3Multicollinearity

Kothari(2004)postulatesthatmulticollinearityexistsifthereisanassociationof

independent variables. Therefore, independent variables ought to be linearly

independentofeachother.Cooperand Schindler(2006)assertstheexistenceof

multicollinearityleadsto invalid significancetestsdueto thedistorted regression

coefficients.ThestudyemployedVarianceInflationFactor(VIF)totesttheexistenceof

multicollinearity.IfVIFislessthan10,thenthereisnoexistenceofmulticollinearity

(Gujarati,2003).

3.8.4SerialCorrelation

Gujarati(2003)positthatserialcorrelationexistsifanerrorterm ofoneperiodis

correlatedwiththatofsubsequentperiods.ThestudyusedWooldridgeDrukkertestto

testexistenceofautocorrelation.ApaneldatahasnoserialcorrelationifPvalueis

greaterthanthe5%levelofsignificance.

3.8.5Random orFixedEffects

ThestudyemployedHausmantesttodeterminewhethertouserandom effectsmodel

orfixedeffectsmodel.Bellouma(2011)assertsthatRandom effectsmodelispreferred

sincefixedeffectsmodelisonlyefficientinproducingacceptableestimateswhenthe

databeinganalyzedsuffersfrom correlationissues.Further,fixedeffectsmodelmay

notbemostappropriateifthereislittlevariabilityofvariablesacrosstime(Allison,

2009).IfP-Valueisgreaterthan5%levelofsignificance,random effectsmodelshould

beused.

3.8.6PanelUnitRootTest

Panelunitroottestisconductedtoensurethatthevariablesarestationary.Gujarati

(2003)positthatadatahasnounitrootsifthevariance,autocorrelationandmeanof

thedatastructuredonotvarywithdifferenttimeperiods.Wooldridge(2012)asserted

thatstationarity/panelunitroottestensuresthatthe regression resultsare not
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spurious thereby guaranteeing robust regression results.The study employed

AugmentedDickeyFuller(ADF)unitroottesttoevaluatetheavailabilityofunitrootsin

thedata.IfP-Valueisgreaterthan5% levelofsignificance,itimpliesthedataisnot

stationaryi.e.availabilityofunitroots.

3.8.7Random orFixedEffects

ThestudyemployedHausmantesttodeterminewhethertouserandom effectsmodel

orfixedeffectsmodel.Bellouma(2011)assertsthatRandom effectsmodelispreferred

sincefixedeffectsmodelisonlyefficientinproducingacceptableestimateswhenthe

databeinganalyzedsuffersfrom correlationissues.Further,fixedeffectsmodelmay

notbemostappropriateifthereislittlevariabilityofvariablesacrosstime(Allison,

2009).IfP-Valueisgreaterthan5%levelofsignificance,random effectsmodelshould

beused.



26

CHAPTERFOUR

DATAANALYSIS,FINDINGSANDDISCUSSIONS

4.1Introduction

Thischapterpresentsthefindingsofthestudy.Thestudysoughttoanalysetheeffect

ofcorporateriskhedgingpracticesonfirm valueoflistedcommercialandservicefirms

inkenya.Theresearchfindingswerecomputedfrom secondarypaneldatacollected

from Auditedfinancialstatementsofthefirms.

4.2DescriptiveAnalysis

Thepurposeofthedescriptivestatisticswastodescribethegeneraldistributional

propertiesofthedata,toidentifyanyunusualobservationsoranyunusualpatternsof

observationsthatmaycauseproblemsforlateranalysestobecarriedoutonthedata.

Thus,initialexplorationofthedatausingsimpledescriptivetoolswasprovidedto

describeandsummarizethedatageneratedforthestudy.Thissectionprovidesthe

descriptivestatisticsaspertheobjectivesofthestudy.Thatiseffectofcreditrisk

hedging,liquidityriskhedging,operationalriskhedgingandforexriskhedgingonfirm’s

valueoflistedCommercialandServicesFirmsinKenya.

Table4.1:SummaryofDescriptiveStatistics

Variable Obs Mean Std.Dev.

X1 70 6.4679 9.8084

X2 70 86.2407 133.9190

X4 70 0.14 0.36

Y 70 1.22 1.54
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4.2.1Creditriskhedging

Theresearchsoughttoestablishthecentraltendencyanddistributionofcreditrisk

hedgingamongthelistedcommercialandservicecompaniesinKenya.Creditrisk

hedgingwasmeasuredusingprovisionforbadanddoubtfuldebts.Theresultsare

presentedintable4.1.Themeanprovisionforbadanddoubtfuldebtswasksh.6.4679

millionSuggestingthattheaverageprovisionforbadanddoubtfuldebtsforthelisted

commercialandservicesfirmsstudiedwasaboutksh.6million.Thestandarddeviation

fortheprovisionforbadanddoubtfuldebtswasksh.9.8084milliondemonstratingthat

outofthelistedcommercialandservicesfirmslistedinKenya,provisionforbadand

doubtfuldebtswasspreadaroundthemeanwithaboutksh.10million.

4.2.2LiquidityRiskHedging

Theresearchersoughttoestablishthecentraltendencyanddistributionofliquidityrisk

hedgingamongthelistedcommercialandservicefirmsinKenya.Liquidityriskhedging

wasmeasuredbynetcurrentassets.Theresultsarepresentedintable4.1.Themean

netcurrentassetswereksh.ksh.86.2407million suggestingthattheaveragenet

currentassetsforthelistedcommercialandservicefirmsstudiedwasaboutksh.86

million.The standard deviation for the net current assets was ksh.133.919

demonstratingthatthelistedcommercialandservicefirmsstudied,netcurrentassets

wasspreadsaroundthemeanwithaboutksh.134million.

4.2.3Foreignexchangeriskhedging

Thealsosoughttoestablishthedistributionofforexriskhedgingamongthelisted

commercialandservicefirmsinKenya.Thedummyvariablewasusedtomeasurerisk

hedgingwith1representinghedgingwithderivativesandoforotherwise.Theresults

arepresentedintable4.1.meanforexriskhedgingwas0.14suggestingthatthe

averageforexriskhedgingforthelistedcommercialandservicefirmswas0.14.The

standarddeviationforforexriskhedgingwas0.36demonstratingthatoutofthelisted

CommercialandServicesFirms,forexriskhedgingwasspreadaroundthemeanwith

about0.36points.
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4.2.4Firm Value

Finally,Qwasusedasameasureoffirm value.Theresultsarepresentedintable4.1.

ThemeanQ was1.22suggestingthattheaverageQ forthelistedcommercialand

serviceFirmsstudiedwasabout1.22.ThestandarddeviationfortheQ was1.54

demonstratingthatoutofthelistedcommercialandservicesfirmsinKenya,theQwas

spreadaroundthemeanwithabout1.54.

4.3DiagnosticTestsResults

Paneldatawassubjectedtodiagnosticteststoevaluateconformitywithmultiple

regressionmodelassumptions.Thisensuredvalidityoftheresults.Thestudyemployed

normality,heteroscedasticity,multicollinearity,serialcorrelation,random orfixed

effectsandpanelunitrootdiagnostictests.

4.3.1Multicolliniarity

The study employed Variance Inflation Factor (VIF) to test the existence of

multicollinearity.IfVIFislessthan5,thenthereisnoexistenceofmulticollinearity

(Gujarati,2003).Theresultsareshownintable4.3.

Table4.2:VarianceInflationFactor(VIF)

O‘Brien(2007)suggestedthataVarianceInflationFactor(VIF)greaterthan5areasign

ofmulticollinearity;thehigherthevalueofVIF's,themoreseveretheproblem.Resultsin

table4.5showthatallthevariableshadavarianceinflationfactors(VIF)oflessthan5

andoverallVIFof1.76.Theseresultsshowthatmulticollinearitywasverylowhencenot

aproblem.
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4.3.2HeteroscedasticityTest

Gujarati(2003)describedheteroscedasticityaslackconstanterrorvariance.Thestudy

utilizedBreusch-PagantestofHeteroscedasticitybyusingtheregressionresidualvalue

ofthe independentvariables.The studynullhypothesis is thatthe data exhibits

homoscedasticity.

Table4.3:Breusch-PagantestofHeteroscedasticity

Theresultsintable4.4showthatpvaluewaslessthan0.05hencethestudyfailsto

rejectnullhypothesisthatdatahashomoscedasticityhencestudyconcludesthat

modelforestimatingthecoefficientsisnotaffectedbyproblem ofheteroscedasticity.

4.3.3NormalityTest

ThestudyemployedShapiro-Wilktesttotestnormality.Thehypothesistotestwas

whetherthedatawasnormallydistributedasgivenbyH0andH1,setα=0.05.Therule

ofhypothesistestingisrejectH0ifp-valueislessthanαandfailtorejectH0ifthep-

valueisgreaterthanα(Garson,2012).

Where:H0:ThedataisnormalandH1:Thedataisnotnormal
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Table4.4:Shapiro-WilkTestResults

From table4.3,thestudyshouldrejectthenullhypothesisH0thatCreditriskhedging(p

=.0000),Liquidityriskhedging(p=.00001),andForexriskhedging(p=.00035)follow

normaldistribution.Thisowestop-valuesbeinglowerthan0.05.Thedataseemsnot

normalsincethesamplesizewassmallhowever,thiscannotaffecttheestimationof

coefficientofexplanatoryvariablesusedinthestudy.

4.3.4SerialCorrelation

Gujarati(2003)positthatserialcorrelationexistsifanerrorterm ofoneperiodis

correlatedwiththatofsubsequentperiods.ThestudyusedWooldridgeDrukkertestto

testexistenceofautocorrelation.Thestudynullhypothesiswasthatthereisnoserial

correlation.

Table4.5:AutocorrelationTests

Wooldridgetestforautocorrelationinpaneldata

H0:nofirstorderautocorrelation

F(1, 10)= 0.341

Prob>F= 0.5660

TheresultsareasindicatedinTable4.6andthereforethenullhypothesisofno

autocorrelationisacceptedandthereforeresidualsarenotautocorrelated(p-value=

0.5660).
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4.3.5PanelUnitRootTests

Mosteconomicvariablesareusuallynon-stationaryinnatureandpriortorunninga

regressionanalysis.UnitroottestswerethusconductedusingtheLLCtesttoestablish

whetherthevariableswerestationaryornon-stationary.Thepurposeofthisistoavoid

spuriousregressionresultsbeingobtainedbyusingnon-stationaryseries.

Table4.6:unitroottest

VariableName AdjustedStatistic P-Value Comment

Creditriskhedging -1.5648 0.058 Stationary

Liquidityriskhedging -3.2615 0.000 Stationary

Forexriskhedging -0.1333 0.067 Nonstationary

Firmsvalue -1.6557 0.048 Stationary

ResultsinTable4.6indicatedthatallvariablesarestationaryexceptForexriskhedging

(i.e.absenceofunitroots)at5%levelofsignificance.

4.3.6Random orFixedEffects

ThestudyemployedHausmantesttodeterminewhethertouserandom effectsmodel

orfixedeffectsmodel.Thetestnullhypothesisisthatthepreferredmodelisfixed

effectsmodelwhilethealternativehypothesisisthatrandom effectsmodelispreferred.

Table4.7:HausmanTest

  ----Coefficients----      

(b) (B) (b-B) sqrt(diag(V_b-V_B))

FEM REM Difference
S.E.

X1 .238188 .2530045 -.0148166 0.006755

X2 .6529963 .6075069 .0454894
.

0.004536
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X3 -.0077888 .1541843 -.1619731
.

0.003461

b=consistentunderHoandHa;obtainedfrom xtreg

B=inconsistentunderHa,efficientunderHo;obtainedfrom xtreg

Test:Ho:differenceincoefficientsnotsystematic

chi2(2)=(b-B)'[(V_b-V_B)̂(-1)](b-B)

=1.534

  Prob>chi2=0.0033      

GiventhatthevalueofP-Value(p=0.0033)asshownintable4.8waslessthan5%level

ofsignificance,thetestfailstorejectnullhypothesis.Thismeansthatthefixedeffects

modelwastheappropriatemodelovertherandom effectModel.

4.4RegressionAnalysis

Regressionanalysiswasmultipleinnatureastherewerefourindependentvariables.

Multiple regression analysis involved calculation ofcoefficientofdetermination,

AnalysisofVariances(ANOVA)andregressioncoefficients.Theresultsisshownin

table4.8.
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Table4.8:SummaryofFixedEffectModelRegressionResults

Independentvariables:creditriskhedging(X1),liquidityriskhedging(X2)andforexriskhedging(X3).

Dependentvariable:firm value(Y).

4.4.1CoefficientofDeterminationandANOVA

Tables4.8indicatethatthemodelexplainsonly2.55%ofthevariationsinfirm valueas

shownbythecoefficientofdetermination(R2)valueof.0255hence97.45%variations

infirm’svalueisexplainedbyotherfactorsnotincludedinthemodel.Itistherefore

clearthatcorporateriskhedgingexplainsonly2.56%variationsinfirm’svalueoflisted

commercialandservicefirmsinKenya.Additionally,accordingtotable4.8theoverall

significanceofthemodelwas0.000withanFvalueof68.94.Thelevelofsignificance

waslowerthan0.05andthismeansthatcorporateriskhedgingdoesshowstatistically

significanteffectonfirm valueoflistedcommercialandservicefirmsinKenya.
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4.4.2CoefficientsofIndependentVariables

Table4.8furthershowsthecoefficientsofindependentvariables(creditriskhedging,

liquidityriskhedging,operationalriskhedgingandforexriskhedgingandthevaluesofp

andvaluesoft.Themodelwasthusestimatedas;

Firm Value= .1608595+.238188Creditriskhedging+.6529963liquidityriskhedging

-.0077888forexriskhedging.

The estimated modelabove shows the causaleffectrelationship between the

independentvariablecorporateriskhedginganddependentvariablefirm’valueoflisted

commercialandservicefirmsinKenya.Theestimatedinterceptterm = .1608595

showstheleveloffirm’svaluewhentheindependentvariablesareheldconstant.The

coefficientsestimateofthemodelareexplainedindetailsinthefollowingdiscussion.

Theresearcherestablishedthatcreditriskhedginghadastatisticallysignificanteffect

onfirmsvalue(β1= .238188,p=0.000<α=0.05).Liquidityriskhedginghada

statisticallysignificanteffectonfirmsvalue(β2= .6529963,p=.000<α=0.05).Forex

riskhedginghadastatisticallyinsignificanteffectonfirm’svalue(β3= -.0077888,p=

0.948>α=0.05).

4.5HypothesisTesting

Thestudysoughttotestthehypothesesofthestudyusingstudentttestforeachofthe

independentvariableofthestudy.

Table4.9:summaryofhypothesestesting

Hypothesis P Decision

H01:Liquidityriskhedginghasnosignificant

effectonfirm valueoflistedcommercialand

servicefirmsinKenya.

.000 P<0.05

Rejectnullhypothesis

H02:Creditrisk hedginghasno significant

effectonfirm valueoflistedcommercialand

.000 P<0.05

Rejectnullhypothesis
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servicefirmsinKenya.

H03:Forex risk hedging has no significant

effectonfirm valueoflistedcommercialand

servicefirmsinKenya.

.948 P>0.05

Failtorejectnull

hypothesis

Thehypothesesweretestedusingstudentttestintheregressionanalysis.Thefirst

threehypotheseswererejectedwhilethefourthhypothesiswasnotrejected.

4.6DiscussionofResults

4.6.1Effectofcreditriskhedgingonfirm’svalue

Thestudytestedthenullhypothesisthatcreditriskhedginghasnosignificanteffecton

firmsvalueoflistedcommercialandservicecompaniesinKenyausingregression

analysis,itwasestablishedthatcreditriskhedginghadastatisticallysignificanteffect

onfirmsvalue(β1= .238188,p=0.000<α=0.05).Thenullhypothesiswasthus

rejectedsincethevalueofpwaslessthan0.05levelofsignificanceshowingthatcredit

riskhedginghasasignificanteffectonfirm’svalueoflistedcommercialandservice

firmsinKenya.Thevalueβ1waspositiveshowingthatcreditriskhedginghasa

positiveeffectonfirm’svalueoflistedcommercialandservicefirmsinKenyahencea

unitincreaseincreditriskhedgingasgivenbyprovisionforbadanddoubtfuldebts

wouldleadtoa.238188unitsincreaseinfirm value.

Thestudyhasabackingintheempiricalreview concerningtheeffectofcreditrisk

managementonfirm’svalue.StudybyMutua(2016)examinedtheinfluenceofcredit

riskmanagementstrategiesonfinancialperformanceamongdeposittakingSacco’sin

KituiCounty.The study results showed strong association between financial

performanceofSACCOsandcreditmonitoring.StudybyAlshatti(2015)analyzedthe

influenceofcreditriskmanagementonthefinancialperformanceofcommercialbanks.

Variables.Thefindingsshowed assetqualityhad weakassociation with financial

performance.Kithinji(2010)onrelationshipbetweenprofitabilityofcommercialbanksin

Kenyaandcreditriskmanagement.Thestudyconcludedthattheassociationbetween
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profitability,creditriskmanagementandamountofcreditwasnotstatisticallysignificant.

4.6.2Effectofliquidityriskhedgingonfirm’svalue

Thenullhypothesisthatliquidityriskhedginghasnosignificanteffectonfirm’svalueof

listedcommercialandservicefirmsinKenyawasalsotested.Regressionanalysis

showedthatliquidityriskhedginghadastatisticallysignificanteffectonfirmsvalue(β2

= .6529963,p=.000<α=0.05).Thenullhypothesiswasthusrejectedsincethevalue

ofpwaslessthan0.005levelofsignificance.Thevalueβ2waspositiveimplyingthat

thatliquidityriskhedginghasapositiveeffectonfirm’svalueoflistedcommercialand

servicecompaniesinKenyahenceaunitincreaseinliquidityriskhedginggivenbynet

currentassetswouldleadtoanincreaseinfirm’svalueoflistedcommercialand

servicesfirmsby0.06units.

Thefindingontheeffectliquidityriskmanagementwasfoundtoagreewithempirical

review.Osoro & Muturi(2015)soughtto examine the influence ofliquidityrisk

managementpracticesonthefinancialperformanceofSacco’sinKisiiCounty.The

studyestablishedthatCapitaladequacyhadasignificanteffectonROAinSACCOs.

Assetqualityandcapitalleveragewerefoundnottohaveanystatisticallysignificant

effectonsavingmobilizationsoftheSacco’s.AdditionallyNgira,Oluoch&Kalui(2015)

analyzedtheinfluenceofmanagementofliquidityonthefinancialperformanceoffirms

listedNSEestablishingthattherewassignificantdifferenceinmarketperformanceof

liquidcompaniesincomparisontoilliquidfirmslistedatNSE..Additionally,research

showedthatmanagementofliquidityhadaninfluenceonreturnsinthemarketwhilefor

firmsthatwerenotliquidtheinfluencewasnotstatisticallysignificant.Furtherliquid

firmspostedstatisticallysignificantexcessreturnscomparedtoilliquidfirms.The

studyhoweverfailedtoexaminetheeffectofthesameonfirm’svaluehencethiswasa

gaptobefilledbythecurrentstudy.

4.6.3EffectofForeignExchangeRiskHedgingonFirmsValue

Finally,theresearchtestedthenullhypothesisthatforexriskhedginghasnosignificant

effectonfirm’svalueoflistedcommercialandservicefirmsinKenya.Regression

analysisshowedthat forexriskhedginghadastatisticallyinsignificanteffectonfirm’s
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value(β3=-.0077888,p=0.948>α=0.05).Hence,thestudyfailedtorejectnull

hypothesis.Thevalueβ4waspositiveshowingthatforexriskhedginghasapositive

effectonfirm’svalueoflistedcommercialandservicecompaniesinKenyaandthata

unitincreaseinforexriskhedgingwouldleadtoa0.0254072unitsincreaseinfirm’s

value.Thefindingontheeffectofforexriskhedgingonfirm’svaluewasincongruence

withstudybyDonija&demkov(2015)whoexaminedtheforexriskexposersbyofOmani

banksandhowitaffectstheirfinancialperformance.

Studyresultsshowedthattherelationshipbetweencurrencymovementandvariabilityand

financialperformancewasnotstatisticallysignificant.JinandJorion(2016),reported

findingsthatforexriskhedgingdoesnotchangevalueofMNCsthathedgedaswellas

thosethatdidnothedgetheirfinancialrisk.Managementtechniquesshouldbeemphasized

andutilizedmoreeffectivebyOilcompaniesinKenya.AllayannisandWeston(2011)

howevernotedthatcompaniesthatinstitutedaforexhedgingpolicywereableto

experienceanincreaseinfirm valueabovetheirpeersthatdecidednottoadopthedges.

Moreover,studybyCarteretal.(2016)notedthatthatairlinesfacingpriceoffuel

volatilityaccruedthroughadoptionofpricehedges.
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CHAPTERFIVE

SUMMARY,CONCLUSIONANDRECOMMENDATIONS

5.1Introduction

Thepurposeofthestudywastoexaminetheeffectofcorporateriskhedgingonfirm’s

valueoflistedcommercialandservicecompaniesinKenya.Theusedsecondarydata

sourcedfrom auditedfinancialstatementsofindividualcompaniesandfrom Nairobi

securitiesexchange.Thedatawasanalysedusingdescriptiveandinferentialstatistics.

Thischaptercoversthesummary,conclusion,recommendationandareasoffurther

research.

5.2SummaryofFindings

Anumberoffindingshavebeenestablishedregardingthestudyvariables.Thefindings

havebeenarrangedaccordingtostudyvariablesasfollows.

5.2.1CreditRiskHedging

ThemeanprovisionforbadanddoubtfuldebtswasaboutKenyanshillingssixmillion

suggesting thatthe average provision forbad and doubtfuldebts forthe listed

commercialandservicesfirmsstudiedwasaboutsixmillion.Thestandarddeviationfor

theprovisionforbadanddoubtfuldebtswasspreadaroundthemeanwithaboutten

million.Thestudyestablishedthatcreditriskhedginghadastatisticallysignificant

effectonfirm’svalue.Thenullhypothesiswasthusrejectedsincethevalueofpwas

lessthan0.05levelofsignificanceshowingthatcreditriskhedginghasasignificant

effectonfirm’svalueoflistedcommercialandservicefirmsinKenya.

5.2.2Liquidityriskhedging

Liquidityriskhedgingwasmeasuredbynetcurrentassets.Theaveragenetcurrent
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assetsforthelistedcommercialandservicefirmsstudiedwasabouteightysixmillion.

Thestandard deviation demonstratethatthelisted commercialand servicefirms

studied,netcurrentassetswasspreadsaroundthemeanwithaboutonehundredand

thirty-fourmillionKenyan.ThestudyalsoestablishedthatLiquidityriskhedginghada

statisticallysignificanteffectonfirm’svalue.Thenullhypothesiswasthusrejected

sincethevalueofpwaslessthan0.05levelofsignificance.Thevalueβ2waspositive

henceaunitincreaseinliquidityriskhedginggivenbynetcurrentassetswouldleadto

anincreaseinfirm’svalueoflistedcommercialandservicesfirmsbyunits.

5.2.3ForeignExchangeRiskHedging

Meanforexriskhedgingwaszeropointfourteensuggestingthattheaverageforexrisk

hedgingforthelistedcommercialandservicefirmswaszeropointthirteenthstandard

deviationforforexriskhedgingwaszeropointthirty-sixdemonstratingthatoutofthe

listedCommercialandServicesFirms,forexriskhedgingwasspreadaroundthemean

withaboutzeropointthirty-sixpoints.Finally,forexriskhedginghadastatistically

insignificanteffectonfirm’svalue.Hence,thestudyfailedtorejectnullhypothesis.The

valueβ3waspositiveshowingthatforexriskhedginghasapositiveeffectonfirm’s

valueoflistedcommercialandservicecompaniesinKenyaandthataunitincreasein

forexriskhedgingwouldleadtounitsincreaseinfirmsvalue.

5.3Conclusion

Thestudyhascomeupwithanumberofconclusions.Theconclusionshavebeen

arrangedaccordingtostudytostudyobjectivesasfollows.

5.3.1CreditRiskHedging

Basedonthefindingsofthestudy,anumberofconclusionscanbedrawn.First,given
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thatcreditriskhedginghadastatisticallysignificanteffectonfirm’svalueandthatthe

nullhypothesiswasrejected.Thestudyconcludesthatcreditriskhedging hasa

significanteffectonfirm’svalueoflistedcommercialandservicefirmsinKenya.The

valueofcoefficientofcreditriskhedgingwaspositiveshowingaunitincreaseincredit

riskhedgingwouldleadincreaseinfirm value.

5.3.2Liquidityriskhedging

Secondly,sinceliquidityriskhedginghadastatisticallysignificanteffectonfirm’svalue

andthatnullhypothesisrejected,thestudyconcludesthatliquidityriskhedginghasa

significanteffectonfirm’svalueoflistedcommercialandservicefirmsinKenya.The

valuecoefficientofliquidityriskhedgingwaspositivehence,anyunitincreasein

liquidityriskhedgingwoulddefinitelyleadto anincreaseinfirm’svalueoflisted

commercialandservicesfirms

3.3.3ForeignExchangeRiskHedging

Finally,giventhatforexriskhedginghadastatisticallyinsignificanteffectonfirm’s

valueandsincethestudyfailedtorejectnullhypothesis.Thestudythereforeconcludes

thatforexriskhedgingdoesnothaveasignificanteffectonfirm’svalueoflisted

commercialandservicefirmsinKenya.Thevaluecoefficientofforexriskhedgingwas

positiveimplyingthatthatforexriskhedginghasapositiveeffectonfirm’svalueof

listedcommercialandservicecompaniesinKenyaandthatanincreaseinforexrisk

hedgingwouldleadtounitsincreaseinfirm’svalue.

5.4Recommendationsthestudy

Therecommendationsofthestudyareanchoredonstudyfindingsandconclusions.

Therecommendationsincludethefollowing:
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5.4.1CreditRiskHedging

Basedonthestudyconclusionthatcreditriskhedginghasasignificanteffectonfirm’s

valueoflistedcommercialandservicefirmsinKenya.Thestudyrecommendsto

managementoflistedcommercialandservicefirmsinKenyatoimproveontheir

hedgingactivitiestowardscreditrisk.Specifically,thestudyrecommendsthatthefirms

shouldsetasideenoughprovisionsforbadanddoubtfuldebtstocoverforanyeventual

baddebts,whichmayhavetobewrittenoff.Thefirmsshouldadoptaproactive

approachwheredebtsareclassifieddependingonprobabilityofbeingimpairedthen

adequateprovisionforimpaireddebtsbesetasideforthepurpose.

5.4.2LiquidityRiskHedging

Secondly,giventheconclusionthatliquidityriskhedginghasasignificanteffecton

firm’svalueoflistedcommercialandservicefirmsinKenya,Thecurrentstudywishes

torecommendtothetopmanagementoflistedcommercialandservicefirmstotake

liquidityriskhedgingseriously.Themanagementthroughthefinancemanagermust

ensurethefirmsareliquidenoughsuchthattheydonotrunintofinancialdistressa

situationwheretheyarenotabletosettleshort-term obligationsastheyfalldue.The

financemanagersshouldspecificallyensurethefirm hasoptimalliquidassetsatits

disposal.

5.4.3ForeignExchangeRiskHedging

Finally,given thatthe studyconcluded thatforex risk hedging does nothave a

significanteffectonfirm’svalueoflistedcommercialandservicefirmsinKenya.The

currentwishestorecommendtothetopmanagementoflistedcommercialandservice

firmstocontrolforexriskhoweversincetheeffectofforexriskhedgingwasnot
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significantespeciallyforfirmswithminimalcurrencyexposers,Themanagersshould

notdevotemoreresourcestocontrollingtheforeignexchangerisks.

5.5RecommendationforfutureStudies

Thepurposeofthestudywastoexaminetheeffectofcorporateriskhedgingonfirm’s

valueoflistedcommercialandservicecompaniesinKenya.Thestudywassuccessfully

carriedouthowever,anumberofgapshavebeenidentifiedforfuturestudies.The

currentstudywasbasedonthelistedcommercialandservicesfirmsinKenyahence

thefindingsmaynotbereadilyapplicabletofirms’notinthisportfolio,thestudy

thereforesuggestthatfuturestudiesshouldbecarriedoutinalllistedfirmsattheNSE

toestablishifthefindingsholdinotherportfoliosofthesecuritiesexchangemarket.

Additionally,thecurrentstudywasbasedonsecondarydataonly;hence,thecurrent

studysuggeststhatfuturestudiesshouldcarriedoutusingbothprimaryandsecondary

datatoexamineifthefindingsareholdingwhenbothprimaryandsecondarydatais

usedinthestudy.Finally,thecurrentstudysuggestthatthestudiesshouldintroduce

otherfinancialriskhedgingpracticesnotconsideredinthecurrentstudylikeprice,

equity,solvencyandinterestrateriskhedgingpractises.
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APPENDICES

AppendixI:DataCollectionSheet
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AppendixII:ListedCommercialandServiceFirmsinKenya

1.ExpressLtdOrd5.00

2.SameerAfricaPLCOrd5.00

3.KenyaAirwaysLtdOrd5.00

4.NationMediaGroupOrd.2.50

5.StandardGroupLtdOrd5.00

6.TPSEasternAfrica(Serena)LtdOrd1.00

7.ScangroupLtdOrd1.00

8.UchumiSupermarketLtdOrd5.00

9.LonghornPublishersLtd

10.Deacons(EastAfrica)PlcOrd2.50
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Appendixiii:RawData

ID Year

provof

doubtful

debts CL CA RESERVES

forex

hedge nonCA

BVof

shares

1 2017 2163.9 2596.7 5199.4 104.7 0 4023.1 471.4

1 2016 1852.4 2938.3 6381.1 121.5 0 4009 471.4

1 2015 1645.1 2783.8 6475 124.7 0 4276.6 471.4

1 2014 1562.845 2644.61

6151.2

5 118.465 0 4062.77 447.83

1 2013 1526.75

2406.59

5

5597.6

4 107.80315 0

3697.12

1 447.83

1 2012 1406.535

1687.85

5

3379.6

1 68.055 0

2615.01

5 447.83

1 2011 1350.2736

1620.34

1

3244.4

3 65.3328 0

2510.41

4 447.83

2 2017 474.905 88.592

1404.2

2 0.102 0

2250.78

2 408.654

2 2016 413.078 99.18 1709.3 0.102 0

2072.50

1 408.654

2 2015 525.947 21.37

1704.4

5 0.102 0

2651.16

8 408.654

2 2014 251.333 31.42

1491.0

2 0.102 0 2610.73 408.654

2 2013 238.76635 29.849 1416.4 0.0969 0 2480.19 388.22
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7 4

2 2012 233.73969 29.2206

1386.6

5 0.09486 0

2427.97

9 388.22

2 2011 215.0405148

26.8829

5

1275.7

2 0.0872712 0

2233.74

1 357.1624

3 2017 4.37

4787.86

3 10924 1820.6 0

2834.89

7 378.865

3 2016 4.37

4673.09

7

11112.

2 1753.457 0

2374.23

7 378.865

3 2015 4.1

3678.46

3

10136.

9 1833.541 0

2331.57

5 378.865

3 2014 3.8

4440.00

9

10923.

2 975.468 0

2360.94

5 378.865

3 2013 3.9 4259.75 10460 876.856 0 2284.63 378.865

3 2012 3.822

4174.55

5

10250.

8 823.947 0

2238.93

7 371.2877

3 2011 3.6309

3965.82

7

9738.2

2 782.74965 0

2126.99

1 371.2877

4 2017 2843 82292 35397 54455 1 118891 7482

4 2016 2380 82621 36889 45220 1 125493 7482

4 2015 2764 89859 46996 18655 1 140658 7482

4 2014 1825 70513 33970 6864 1 118705 7482

4 2013 1788.5

69102.7

4

33290.

6
6726.72 1

116330.

9
5237.4
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4 2012 1666 57834.7

25822.

3 31654 1 87845.1 5237.4

4 2011 1582.7

54942.9

7

24531.

2 30071.3 1

83452.8

5 5237.4

5 2017 37.825 4.209

442.53

4 871.849 0

5072.12

7 182.174

5 2016 98.035 2.077

431.28

6 862.733 0

5072.12

7 182.174

5 2015 152.249 2.315

337.04

5 786.471 0

5072.12

7 182.174

5 2014 27.962 5.962

466.56

7 711.955 0

5072.12

7 182.174

5 2013 907.933658

17317.6

3

11216.

7

6451.77780

1 0 27191.8

1718.11046

3

5 2012 935.7039032

30245.0

2

13098.

1

13958.7887

4 0

47037.7

2 2636.24524

5 2017 474.905 88.592

1404.2

2 0.102 0

2250.78

2 408.654

6 2016 413.078 99.18 1709.3 0.102 0

2072.50

1 408.654

6 2015 525.947 21.37

1704.4

5 0.102 0

2651.16

8 408.654

6 2014 251.333 31.42

1491.0

2
0.102 0 2610.73 408.654
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6 2013 238.76635 29.849

1416.4

7 0.0969 0

2480.19

4 388.22

6 2012 233.73969 29.2206

1386.6

5 0.09486 0

2427.97

9 388.22

6 2011 215.0405148

26.8829

5

1275.7

2 0.0872712 0

2233.74

1 357.1624

7 2017 4.37

4787.86

3 10924 1820.6 0

2834.89

7 378.865

7 2016 4.37

4673.09

7

11112.

2 1753.457 0

2374.23

7 378.865

7 2015 4.1

3678.46

3

10136.

9 1833.541 0

2331.57

5 378.865

7 2014 3.8

4440.00

9

10923.

2 975.468 0

2360.94

5 378.865

7 2013 3.9 4259.75 10460 876.856 0 2284.63 378.865

7 2012 3.822

4174.55

5

10250.

8 823.947 0

2238.93

7 371.2877

7 2011 3.6309

3965.82

7

9738.2

2 782.74965 0

2126.99

1 371.2877

8 2017 474.905 88.592

1404.2

2 0.102 0

2250.78

2 408.654

8 2016 413.078 99.18 1709.3 0.102 0

2072.50

1 408.654

8 2015 525.947 21.37 1704.4 0.102 0 2651.16 408.654



61

5 8

8 2014 251.333 31.42

1491.0

2 0.102 0 2610.73 408.654

8 2013 238.76635 29.849

1416.4

7 0.0969 0

2480.19

4 388.2213

8 2012 229.215696

28.6550

4

1359.8

1 0.093024 0

2380.98

6 388.2213

8 2011 208.5862834

26.0760

9

1237.4

3 0.08465184 0

2166.69

7 388.2213

9 2017 564.23 22.46 1837.3 0.352 0 2445.34 456.452

9 2016 413.078 99.18 1709.3 0.102 0

2072.50

1 408.654

9 2015 525.947 21.37

1704.4

5 0.102 0

2651.16

8 408.654

9 2014 251.333 31.42

1491.0

2 0.102 0 2610.73 408.654

9 2013 238.76635 29.849

1416.4

7 0.0969 0

2480.19

4 388.22

9 2012 233.73969 29.2206

1386.6

5 0.09486 0

2427.97

9 388.22

9 2011 215.0405148

26.8829

5

1275.7

2 0.0872712 0

2233.74

1 357.1624

10 2017 4.37

4787.86

3
10924 1820.6 1

2834.89

7
378.865
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10 2016 4.37

4673.09

7

11112.

2 1753.457 1

2374.23

7 378.865

10 2015 4.1

3678.46

3

10136.

9 1833.541 1

2331.57

5 378.865

10 2014 3.8

4440.00

9

10923.

2 975.468 1

2360.94

5 378.865

10 2013 3.9 4259.75 10460 876.856 1 2284.63 378.865

10 2012 3.822

4174.55

5

10250.

8 823.947 1

2238.93

7 371.2877

10 2011 3.6309

3965.82

7

9738.2

2 782.74965 1

2126.99

1 371.2877
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Appendixiv:Variables

X1 X2 X3 Y ID Time

7.20806 7.3927 0 6.10441 1 2011

7.24889 7.43352 0 6.10441 1 2012

7.3309 8.0681 0 6.10441 1 2013

7.35426 8.16241 0 6.10441 1 2014

7.40556 8.21371 0 6.15571 1 2015

7.52424 8.14404 0 6.15571 1 2016

7.67967 7.8643 0 6.15571 1 2017

5.37083 7.12997 0 5.87819 2 2011

5.45421 7.21335 0 5.96157 2 2012

5.47548 7.23463 0 5.96157 2 2013

5.52678 7.28592 0 6.01287 2 2014

6.2652 7.42838 0 6.01287 2 2015

6.02364 7.38406 0 6.01287 2 2016

6.16312 7.18207 0 6.01287 2 2017

1.28948 8.66084 0 5.91698 3 2011

1.34077 8.71214 0 5.91698 3 2012

1.36098 8.73234 0 5.93718 3 2013

1.335 8.77697 0 5.93718 3 2014

1.41099 8.77314 0 5.93718 3 2015

1.47476 8.77014 0 5.93718 3 2016

1.47476 8.72195 0 5.93718 3 2017

7.36689 6.23463 1 8.56358 4 2011

7.41818 6.28592 1 8.56358 4 2012

7.48913 6.42838 1 8.56358 4 2013

7.50934 6.38406 1 8.92025 4 2014

7.92443 6.18207 1 8.92025 4 2015

7.77486 6.3927 1 8.92025 4 2016

7.95261 6.43352 1 8.92025 4 2017

6.16312 7.18207 0 6.01287 5 2011

6.8413 8.72195 0 7.87711 5 2012

6.81117 7.12997 0 7.44898 5 2013

3.33085 6.13254 0 5.20496 5 2014

5.02552 5.81332 0 5.20496 5 2015

4.58532 6.06194 0 5.20496 5 2016

3.63297 6.08296 0 5.20496 5 2017

1.47476 8.72195 0 5.93718 6 2011

5.37083 7.12997 0 5.87819 6 2012

5.45421 7.21335 0 5.96157 6 2013
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5.47548 7.23463 0 5.96157 6 2014

5.52678 7.28592 0 6.01287 6 2015

6.2652 7.42838 0 6.01287 6 2016

6.02364 7.38406 0 6.01287 6 2017

6.16312 7.18207 0 6.01287 7 2011

1.28948 8.66084 0 5.91698 7 2012

1.34077 8.71214 0 5.91698 7 2013

1.36098 8.73234 0 5.93718 7 2014

1.335 8.77697 0 5.93718 7 2015

1.41099 8.77314 0 5.93718 7 2016

1.47476 8.77014 0 5.93718 7 2017

6.02364 7.38406 0 6.01287 8 2011

5.34035 7.09949 0 5.96158 8 2012

5.43466 7.1938 0 5.96158 8 2013

5.47548 7.23463 0 5.96158 8 2014

5.52678 7.28592 0 6.01287 8 2015

6.2652 7.42838 0 6.01287 8 2016

6.02364 7.38406 0 6.01287 8 2017

1.47476 8.77014 1 5.93718 9 2011

1.47476 8.72195 1 5.93718 9 2012

5.37083 7.12997 0 5.87819 9 2013

5.45421 7.21335 0 5.96157 9 2014

5.47548 7.23463 0 5.96157 9 2015

5.52678 7.28592 0 6.01287 9 2016

6.2652 7.42838 0 6.01287 9 2017

1.34077 8.71214 1 5.91698 10 2011

1.36098 8.73234 1 5.93718 10 2012

1.28948 8.66084 1 5.91698 10 2013

1.34077 8.71214 1 5.91698 10 2014

1.36098 8.73234 1 5.93718 10 2015

1.335 8.77697 1 5.93718 10 2016

1.41099 8.77314 1 5.93718 10 2017


