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Abstract: Most of the studies on stock price volatility have generally concentrated on macro-economic variables and accounting ratios, but little has been done on market value ratios. Market value ratios are important for both investors and management as these ratios are used to decide whether the valuation of the shares are overvalued, undervalued or at par with the market. These ratios are used for making investment decisions in stocks of companies. It is therefore the main aim of the study to highlight some of the key factors that affects stock prices variability specifically for firms listed in Nairobi Security Exchange (Kenya’s Stock Market). For purpose of forecasting and deep understanding of these factors, Fixed effect econometric model was estimated. This is because, fixed effect model is the most used model for panel data that addresses the issue of individual-specific factors that are unobserved and are heterogeneous which brings biasedness and inconsistences in a pooled OLS model. From the results market price book value, earnings per share, book value per share, dividend yield and institutional ownership of stocks significantly and negatively influenced stock prices volatilities. 
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1. Background information of the Study
Market volatility was identified as a significant challenge for Kenya's Nairobi Securities Exchange. According to a Capital Market Authority report (2007), investors should certainly understand the concept of risk and return, as well as the fact that share prices can rise and fall. According to the Kenya Financial Sector Stability Report (2010), the Nairobi Securities Exchange experienced volatility from 2008 to 2010. Furthermore, the Financial Sector Regulators Forum of September 2017 reported thin liquidity in the market with increased concentration risks, with the top five (5) stocks accounting for 64 percent of market capitalization in 2016 and stock price volatility being very high. According to the Nairobi Securities Exchange (2011) report, the Nairobi Securities Exchange experienced extreme volatility in the last six months of 2011. The trend continued through 2021, as shown in Figure 1.1. 
According to Adjei (2015), international equity investors primarily consider the rate at which stock prices and the destination currency change over time when allocating portfolios. Accounting ratios, according to Ahmed (2018), are one of the financial analysis techniques used by financial analysts and investors. Furthermore, Arkan (2016) concluded that investors rely on a set of financial ratios for each sector to predict stock price trends, and decision makers of such investors can rely on the financial analysis presented by the financial ratios when making financial and operational decisions.
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[bookmark: _Toc95306036]Figure 1. 1: Stock Price Volatility (2008-2021)
Source: Trading Economics (2020) https://tradingeconomics.com/kenya/stock-market
Most empirical studies on stock price volatility have focused on macroeconomic variables and accounting ratios (Kirui et al., 2014; Kisaka & Mwasaru, 2012; Aroni, 2011; Onyango, 2018; Olweny et al., 2011; Ouma & Muriu, 2014), but little on market value ratios has been done. According to Vagner (2020), market value ratios are important for both investors and management because they are used to determine whether the share valuation is overvalued, undervalued, or on par with the market. These ratios are used to make investment decisions in company stocks. According to Prasad and Shrimal (2015), market value ratios are accounting ratios used to evaluate the current share price of a publicly traded firm's stock.
 Al-Manaseer (2020) discovered that combined market value ratios have an effect on the stock prices of Jordanian industrial companies. Furthermore, Musallam (2018) discovered a positive and significant relationship between earnings per share (one of the market value ratios) and stock return, whereas the market to book value ratio (also a market value ratio) does not. Because market value ratios are used to make investment decisions, it is critical for the investor to understand them. There is little evidence on specific market value ratios in the Kenyan context. This study aims at determining the impact of market value ratios on stock price volatility of firms listed on Nairobi Securities Exchange. It will also serve as reference for those who are interested to invest in stocks of listed firms on Nairobi securities exchange.
Large percentages of institutional ownership can cause significant volatility in stock prices, especially if the institutional investors buy and sell at the same time (ElGhouti, 2015). The amount of a company's available stock owned by mutual or pension funds, insurance companies, investment firms, private foundations, endowments, or other large entities that manage funds on behalf of others is referred to as institutional ownership (Singh & Kansil, 2018). The institutional investors have principals to report to about how they manage their firms' resources, and as a result, they will conduct due diligence on their investment opportunities in other firms (Amos et al., 2016). Furthermore, institutional owners can deal with the asymmetric information and agency costs issues that frequently accompany dispersed stock ownership. As a result, institutional ownership can lead to improved corporate governance, which is associated with increased efficiency and, ultimately, an increase in shareholder wealth (Barrese et al., 2018).
Several studies have found a link between institutional ownership and stock price volatility (Rubin & Smith, 2009; Cheng et al., 2013; Jafarinejad et al., 2015; Ni, 2017; Barinov, 2017). These studies have established a link between institutional ownership and stock price volatility, as well as the fact that institutional investors help to stabilize stock return volatility. They also conclude that institutional ownership is negatively correlated with stock price volatility, owing to institutional aversion to volatility on average. As a result, the purpose of this study was to investigate the existence effect institutional ownership f stock on stock price volatility in the Kenyan context. 
2. Theoretical Review
[bookmark: qsh70q]Signaling Theory: The research is based on Andrew Michael Spence's Signaling theory, which he proposed in 1973. It is based on the concept of asymmetric information (a deviation from perfect information), which states that inequalities in access to information disrupt the normal market for the exchange of goods and services in some economic transactions. Though Miller and Modigliani (1961) assumed that investors and management have perfect knowledge of a firm, this has been challenged by many scholars, who believe that managers have more detailed and accurate information than outside investors (Hussainey, 2011).
[bookmark: 3as4poj]Spence (1973) proposed that two parties could avoid the problem of asymmetric information by having one send a signal that revealed some piece of relevant information to the other. That party would then interpret the signal and adjust her purchasing behavior, typically by offering a higher price than if the signal had not been received. Signaling theory can be used to describe behavior when two parties (individuals or organizations) have different levels of information. Typically, the sender must decide whether and how to communicate (or signal) that information, and the receiver must decide how to interpret the signal. The information content hypothesis is referred to as signaling theory (Butler et al., 2019).
It is assumed that corporate announcements will contain information. Firms, in fact, communicate to demonstrate who they are. Managers, for example, use cash dividend announcements to signal changes in their expectations about the company's future prospects when markets are imperfect. A company's investment and financing decisions are made at the discretion of its management. It is argued that company executives use earnings as a signaling tool to convey information about their companies' prospects, and that if earnings convey useful information, this will be reflected in stock price volatility immediately following a public announcement, similar to dividends. . An increase in the number of shares issued by the company lowers the price of its shares; stock splits result in an increase in the number of shares issued and a decrease in share price, whereas issuing more debt instruments results in price increases. Stock splits are corporate actions that affect the number of shares outstanding and the price range of publicly traded companies, but not the company's market capitalization or the wealth of existing stockholders. As a result, by stock split companies increase the number of shares outstanding by a certain ratio, and the price per share falls by the same ratio (Melisa, 2013).
The most common stock split is a 2 for 1 (2:1) split, which means that the number of shares is doubled while the price per share is reduced by half, resulting in the same total market value for stockholders. Markets are rarely in balance, information has a cost, and it does not reach everyone at the same time. When a company announces its earnings or dividends, it sends a signal to investors, and if they react as expected, the share price of the listed company will be affected (Melisa, 2013). Though Miller and Modigliani (1961) assumed that investors and management have perfect knowledge of a firm, many researchers have argued that management has more precise and timely information about the firm than outside investors. As a result, there is a schism between managers and investors; to bridge this schism, management employs dividends as a tool to convey private information to shareholders. The amount of dividends paid appears to carry a lot of information about a company's prospects, as evidenced by the movement of the share price (Ozo et al., 2019).
According to Ahmad et al. (2014), and Nguyen et al. (2020), all investors have the same information about the firm and can understand and translate it in the same way, and managers and investors have the same information and, thus, the same expectations about the firm. Asymmetric information exists between market participants in real markets, however, and investors and managers have different information and expectations about the firm's future profitability and risk. Furthermore, managers are likely to have better information about the firm's future performance than outside investors, and they may use dividend policy to communicate this information to investors.
3. Objective of the Study
This article is aimed at giving a deep understanding on how market values ratios could affect the stock price volatilities in Kenya’s stock markets by applying a fixed effects model. 
4. Model Specification
The general structure of the defined fixed model can be restricted to allow for unit heterogeneity without implying the full generality (and impossibility) implied by equation 1. We could, for example, limit the slope coefficients to be constant over both units and time, while allowing for a variable intercept coefficient. The structure is yielded by an intercept varying over units for a given observation: the article began with estimation of models that satisfy the zero conditional mean assumption for OLS regression: that is, the conditional mean of the error process is zero when conditioned on the regressors. This does not eliminate non-i.i.d. errors, but it does eliminate regressor endogeneity and the presence of lagged dependent variables.
The fixed effects estimator, the most commonly used model for panel data, addresses the issue of unobserved heterogeneity in a pooled OLS model, regardless of how many individual-specific factors are included in the regressor list. As a result, OLS estimates are likely to be biased and inconsistent. Panel data analysis was used in this study. According to Torres-Reyna (2017), this type of analysis entails the long-term observation of entities such as countries, businesses, and individuals. With panel data, the researcher can control variables that cannot be measured, or variables that fluctuate over time. In the fixed effects model, the individual-specific effect is a random variable allowed to be correlated with the explanatory variables. A balanced panel is not required for the fixed effects estimator. It can be used as long as there are at least two observations per unit. However, because the individual fixed effect is essentially estimated from each unit's observations, the precision of that effect (and the resulting slope estimates) will be dependent on N (number of observations). 
The general empirical panel data model to be used in this study is defined as follows:
……………………………...………….1
Where:
Here  is the cross section and  is the time. Since the  variable has different values in each period of each unit, it is expressed with two sub-indices as i and t.  = dependent variable which represent changes in stock prices of company  at time.  = the intercept or constant term of company i at time t,  = the coefficient of the independent variable at time t which represents the sensitivity of stock price volatility of company i at time t., = a vector of independent variables at time t, individual specific effects and = white noise error term of company  at time t. Fixed effects assumes that the time-varying explanatory variables are not perfectly collinear, that they have non-zero within–variance (i.e. variation over time for a given individual) and not too many extreme values. Hence,  cannot include a constant or any time-invariant variables. 
5. Results and Interpretation
Table 1 gives results for fixed effects model. The individual specific effect is correlated with the independent variables (Corr () = .0133). F- test statistic (20.55) in fixed effects model also showed a significant model fitness (prob>F=.000 < 0.05). This is also a good sign of a strong correlation which indicates that the explanatory variables jointly have a significant impact on the stock price volatility among listed firms in NSE Kenya. Further, the value for overall R square of .6659 shows the independent variables explained at least 66.59% of the variation of the dependent variable. This implies that market price book value, earnings per share, price earnings, book value per share, dividend yield ratio, institutional ownership, and the control variables such as firm size and growth explained 66.59 percent of total variation of stock price volatility of firms listed in NSE with respect to the two models. All the variables have a negative and significant effect on stock price volatility. Only price earning was an insignificant factor. 


Table 1: Fixed Effects Regression
	[bookmark: _Hlk89348813]Fixed Effects Regression

	R- square: Overall
	=.6659
	
	No. of Obs
	= 468

	Corr () = .0133
	
	F (8, 448)
	=20.55

	
	
	
	
	Prob>F
	=.000

	SPV
	Coef.
	Std. Err
	z
	P > |z|
	[95% Conf. Interval]

	MPBV
	-.0145
	.0037
	-3.90
	.000
	-.0218
	-.0072

	EPS
	-.0023
	.0004
	-5.69
	.000
	-.0031
	-.0015

	PER
	-.0002
	.0003
	-.65
	.514
	-.0007
	.0003

	BVPS
	-.0003
	.0001
	-4.77
	.000
	-.0004
	-.0002

	DYR
	-.5188
	.1109
	-4.68
	.000
	-7367
	-.3010

	INS
	-.0703
	.0255
	-2.76
	.006
	-.1204
	-.0202

	FS
	-.0201
	.0087
	-2.32
	.021
	-.0372
	-.0031

	FG
	-.0613
	.0271
	-2.26
	.024
	-.1145
	-.0080

	Constant
	.4106
	.0601
	6.84
	.000
	.2925
	.5286

	Sigma_
	.0206
	
	
	
	
	

	Sigma_
	.1180
	
	
	
	
	

	Rho
	.0296
	(Fraction of variance due to )


Key: FS-Firm Size, FG-Firm Growth, SPV-Stock Price Volatilities, MPBV-Market Price Book Value, EPS- Earnings Per Share, PER- Price Earnings Ratio, BVPS-Book Value Per Share, DYR-Dividend Yield Ratio and INS-Institutional
Source: Research Data, 2022
Firm size and firm growth were the controlled variables.  Firm growth affected the volatility of stock prices negatively and significantly. It therefore means that when the firms experience growth on any of its sectors, its stock prices to fluctuate negatively. Further, firm size was a significant factor on stock price fluctuations. The larger firms are those with greater total assets, sales, and market capitalization. The result showed that larger firms experience lower stock price volatility. 
Investors need to pay more attention to companies with strong growth prospects and so as to boost their returns during good times. Earnings per share provides investors with a stock overview of the share for profit that can be obtained by owning a stock in each period. When a firm's BVPS rises, the stock is perceived to be more valuable, and the stock price rises with it. In theory, BVPS is the amount shareholders would receive if the company were liquidated, all tangible assets sold, and all liabilities paid. Stocked owned by institution can act both as direct and indirect (as moderator) factor to stock price volatilities. The amount of an institutional available stock owned by mutual or pension funds, insurance companies, investment firms, private foundations, endowments, or other large entities that manage funds on behalf of others is referred to as institutional ownership
6. Conclusion 
The findings of this article provide a great input to management of these firms listed in NSE. Applying fixed effects show how these factors has been and how will affect the stock prices in future. Firms listed in NSE should create a favorable impression of the company's products in the minds of customers by enhancing earnings per share. This is because a company with high earnings per share may see its stock price rise. This higher stock price results an increased demand, increased sales, and, ultimately, higher earnings. Low earnings per share may cause stock prices to fall, resulting in lower consumer confidence, lower sales, and, ultimately, lower earnings per share. Listed firms need to reflect the company's previous earnings and track record by relooking at company’s book value. The distribution of dividends and investment decisions rely on the book value. A high book value indicates that a company has significant reserves and is a potential bonus candidate. A low book value indicates either a generous bonus and dividend distribution policy or a poor track record of profitability. Forecasting can assist them in dealing with these issues, but it will be more effective if they understand the general principles of forecasting, what it can and cannot do for them right now, and which techniques are best suited to their current needs.
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