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Abstract

One of the biggest problems in finance and espggaimky assets management has tentatively beenatha
determining the returns of a collection of riskysets. Financial return evaluation of unit trustsaigrucial
determinant of fund managers’ ability to add valoghe resources under their stewardship. Evergstor on
the other hand is concerned with the issue of hel warious portfolios have performed. After aligtobjective
of investing is to increase or at least protedriicial wealth. In the long run, the fund managgrabdlities and
skills in value addition to wealth managed mustnieasured using results as the yardstick for pedao®.
Conceptually, fund managers of unit trusts canshue real assets or in financial assets. For timel fnanagers
to achieve their investment objectives, selectibithe investment is by undertaking fundamental gsialon
macro-economic and micro-economic factors. Thisvitbstanding, serious difficulties and problemssardue
to uncertainty in choosing the appropriate investineenchmarks and models. The unit trust industrigénya

is very young having started with the passage ®fGhpital Markets Amendment Act (2000), which retngs
specific investment vehicles and microfinance tositins especially unit trusts. Unit trusts pooviegs from
investors and inject them in a portfolio of assatsording to the funds stated objectives. Unittgrudfer the
small investor an opportunity to achieve high irnm@nt diversification without with small manageablens of
money from his savings. Extensive research ontrurst financial performance has been done oveyélags by
comparatively analyzing the unit trusts returnshwihiose of the securities market or selected isdinarket in
the developed countries. The findings confirm timét trusts returns inability to earn higher retuthan the
selected market benchmarks. The motivation forstinely was the poor performance of unit trusts imyge
According to the CMA report (2010), unit trustsumets trail below the profitability of bonds and é@ags traded
in the NSE though the CMA projects that their gdowtill be higher in future. This poor performandeunit
trusts and lack of popularity in Kenya against phesence of increased investments in intellectssgts raises
questions on the effect of macroeconomic varialilesolving the difficulties facing unit trusts ineldya. The
effect of macroeconomic variables on assets underagement tops the list of financial concerns doglterm
investors. The study evaluated the effect of seteohacroeconomic variables of financial performaoicanit
trusts listed and licensed in Kenya by the CMA. HBhedy took a correlation research design approahb.
study used quarterly secondary data from KNBS, GBH CMA. The period covered by this study was Jgnua
2011 to December 2015.The study used data analyftisare such as Microsoft Excel and SPSS to aadlyz
data. The multiple linear regression equation aad Rearson’s coefficient of correlation were apglin order
to relate the selected macroeconomic variablesnan€ial performance of unit trusts in Kenya. Tledested
macroeconomic variables consisted of interestmaasured by the commercial bank lending rate, tioflarate
measured by the CPI, Money Supply-M3 and Real GDe. analysis entailed calculation of coefficientshe
selected macroeconomic variables which were relatékde NAV. The coefficients of macroeconomic abtes
were be represented bf™in the multiple regression equation. The Findifigom regression analysis indicated
that the adjusted R square for the selected mamnoedic variables under study explained 90.3% of the
financial performance of unit trusts(NAV) in Kenyand financial performance of unit trusts (NAV) ces
positively to inflation-CPI, negatively to interesite and money supply-M3 and its not affected dat GDP.
The study’s intercept was 155.86.

Keywords. macroeconomic variables, financial performance,trasts,correlation,interest rate,inflation,money
supply , Real gdp

1.1 Introduction

Unit trusts offer investors a wide variety of intreent choices as defined by the fund objectivegsé&lchoices
are consistent with meeting the diverse investrmezdgds and risk preferences of investors. Fundsigeov
diverse investment objectives that meet specifeddsef investors. These needs might include simgjetrust or
portfolio of funds. This is illustrated by the fattat investors with high affinity for risk prefarell diversified
funds whose objectives might be considered aggre¢3ohn, 2009).

Successfully securities analysis can assist priofesisfund managers earn returns above the marketfund’'s
returns form the basis for which investors use eniding the best investment vehicle for their reses. The
managers are therefore faced with the challengeadéfully selecting the kind of securities to paotoi the
portfolio to earn excess returns. The individuadtfsdio earns excess returns if it outperforms thtirns of the
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aggregate market selected as an index. Howevegr &dhtors affect the amount of returns that afpliot can
earn. These factors involve managerial capabildied skills, the ability to successfully time thanket, fund
characteristics and expenses. (Dawe et al, 2014).

Financial assets under the management of profeddiomd managers worldwide have

increased at a rapid pace. Assets managed by gtabagement firms have grown from US$

21.81 trillion in 2006 to US$31.38 trillion in 2014tatista, 2015). Some of the factors contributioghis
growth include improvement in market conditions amaluced economic uncertainty which consequently
improved confidence of investors. The resultingoraf AUM to European GDP aggregate was equivalent
115% as at the last quarter of 2014 (Efama re@6tt4).

According to the CMA handbook (2010) the unit trirgtustry in Kenya started flourishing very latarquared
to developed countries. As at 2010, the assetsrundaagement in Kenya were valued at ksh.17.6hikind
the number of unit trusts in existence was 11. iflaén types of funds were equity, money market dedded
funds. Equity funds specifically invest in the NS&oney market funds invest in stocks bills and oadhile
Blended funds are a cocktail of equities and bonmids both shorter and long term investment goalstfe
investor. (Dawe et al, 2014).

According to Maiyo (2001) the AUM value by unitsts in Kenya as at 2010 increased by 68% attidbtae
increased purchase of treasury bonds and capita gathe stock market. This is equivalent toramaase from
ksh.16.8 billion to sh.28 billion worth of assets the period of 2009 to 2010 respectively, a shhillion
increase.(CMA, 2011). Practically, the returns wid managers comprising of unrealized gains quaetiup
the period compared to the year 2009 level (Ob&@fid).

2.0 Statement of the problem

The process of managing investment funds to aclspeeific objectives is called investment manageniEme
process emphasizes alternative investments andati@uassumptions. Conceptually, fund managersnitf u
trusts can invest in real assets or in financiaets For the fund managers to achieve their imesst
objectives, selection of the investment is by utadéng fundamental analysis on macro-economic armtom
economic factors.

This will help determine the real worth of a firml@oth present and in the future. Every investoith@ other
hand is concerned with the issue of how well vagiportfolios have performed. After all, the objeetiof
investing is to increase or at least protect fimgngealth (Gitman and Joehnk, 2002).

Several researches have been carried out on usit financial performance majorly in the developeatid.
According to Sharpe (1966) and Jensen (1968), pusvstudies in the developed world recorded thetousts
inability to earn returns above the market averatpereas fund managers could not also use theits skil
outperform selected market indices. However, otlesearchers have posited that funds with aboveageer
returns and lower operating costs can outperfoemtlarket. According to Ippolito (1989) using padata for
the period between 1965 to 1984 in the USA fundewable to outperform the market.

A study in Malaysia by Fadhil and Azizan (2007)ates macroeconomic variables to volatility of th&\N The
findings indicate strong co integration between $léected macroeconomic variables and fund perfocma
Also, Jerop’s (2007) focused only on performanceirf trusts in Kenya and observed that equity fbethg
the most aggressive of the funds have a high @shneensurate with high returns. Peter (2010) congpbanit
trust performance with that of the market utilizidgnsen’'s standard financial performance measuee. H
observed that for the period of study, the returhthe unit trusts were insignificantly higher thdoe average
market returns. Kagunda (2011) focused on net agdae and dividend paid by unit trusts for equigsed
funds and schemes and found out that asset atbodagi fund managers can be effective to a greanéxt

Shikuku (2012) also carried a study on unit trusts his focus was on effects of behavioral factors
investment decision making by unit trusts. His gtugis narrowed to behavioral finance and behaviaspects
ranging from; overconfidence, representativenessharing and herd behavior. Kariuki (2014) analyzied
effects of Inflation-CPIl, GDP and interest rates r@turn on investment of equity funds in Kenya gsin
descriptive correlation research design and coeslutiat the selected macroeconomic variables mfighe
returns of equity funds negatively.

An analysis of previous studies provides a lot mfights on how macroeconomic variables affect firan
performance of the economy at large. However,taltheories examined, there lacked a clear deniamcan
which and how many macroeconomic variables to legl s macroeconomic analysis of unit trusts. Selyond
the findings from the literature review are divess®l cannot be generalized universally since nsesus has
been reached on the macroeconomic variables thptcinon performance of unit trusts. In fact, tmeliings are
sensitive to the country under research; vary lecsien of macroeconomic variables and the timeeursfudy.
Various research designs have also been usedfbyedif researchers.
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According to the CMA report (2010), unit trusts tone to perform poorly in spite of increased irwasnt in
financial and intellectual assets. In fact, unists have lower returns compared to stocks andsband most of
the studies evaluated have indicated the inalofitynit trusts to outperform the market. My studspleiated the
causes of this poor performance of unit trusts émy&a by establishing the effect of macroeconomi@bées on
financial performance of unit trusts in Kenya. Tthacroeconomic variables under study included Isterate
measured by commercial banks lending rate, Infla@®! measured by consumer price index, Money Suppl
M3-M3 and Real Gross Domestic Product. Finanagsfggmance of unit trusts was represented by thasset
value.

3.0 Literaturereview

This study reviewed three theories related to tmigts financial performance. The theories reviewesl the
Markowitz portfolio theory, the capital asset pmigi model, arbitrage pricing theory and efficientrkea
hypothesis.

3.1 Markowitz portfolio Theory

Harry Markowitz developed this theory in 1952. Aating to Markowitz, the theory was used to obtdia t
expected risk and return for a portfolio of rislgcarities. Markowitz was able to indicate that &ade could be
used to measure portfolio risk under specified mgdions. From these assumptions, a variance céleala
formula was derived. The theory also advocatesdigersification as a risk minimization strategy iehi
optimizing returns from the portfolio (Markowitz916).

Investors weigh all investment options as repregimts of potential classifications of future retsifor given
period of time. Also, one period expected utilgynnaximized by investors

as they are in possession of utility curves demmatisg diminishing wealth marginal utility. Concantly,
variability of expected returns is used as basise&iimating risk. In this framework, assets andfpbios are
efficient if no other alternative offers higher exped returns for similar or lower risk (Pandeyl @0

Standard deviation and variance of expected retaraonsidered some of the best known tools dilaif@r
risk measurement. Variance measures the spreagtuwhs around the value expected. The central isstiat
greater uncertainty of returns in the future peaoides from more dispersed returns (Reilly, 2011).

However, Zinbarg (1973) proposed the use of negatipportunity cost as a measure of risk. Negative
opportunity costs are returns below the risk frate 1of return. The expected returns weighted aeefagthe
individual investments in the portfolio is equival¢o the expected rate of return for a portfolfonvestments.
The deviation of potential rates of return from thepected rate of return is represented by the higig
(Markowitz, 1976).

When adding an asset to a portfolio containing roéissets it is crucial to factor in the asset'sage covariance
with all assets contained in the portfolio but thet individual assets variance (Hagin, 1979).

Finding the stock combination that perfectly balmexpected risk and return pose the biggest cigaléor an
investor. This calls for efficiency in terms of kisnd yield. Normally, high returns from a portldo not
necessarily imply that it has the portfolio has leweest risk.

The assumption is that the expected portfolio retuncreases commensurately with increase in atisk risk
averse investor is willing to receive less retwnléwer risk (Markowitz, 1952).

3.2 Capital Asset Pricing M odel (CAPM)

The development of CAPM is attributed to Mossing@p Lintner (1965) and Sharpe (1964).

CAPM is an extension of portfolio theory to a pnigimodel for risky securities. The end product 8P is

formulas that can be used calculate the returrs fatean asset that is risky. The final produdhiss CAPM that
indicates how to measure the required rate of mefurrisky assets (Reilly, 2011). The classicadelof Sharpe
(1964) forecasts the scenario in which opportusife@ investment are constant and portfolios hgldnlvestors
are efficient in which the desire is to optimizesithreturn for certain risk levels. CAPM contendsitt the
riskiness of a portfolio is equivalent to the polit beta (Kent and Greg, 2013).

The unsystematic risk eliminated for CAPM investsirsce they hold perfectly efficient portfolios. iShmeans
that security returns linearly correlate with ris&ta. Addition of risk free rate and risk premiuesults in the
expected return for an asset. Computation of rigknium is by the multiplication of company betalwiharket
returns expected less the risk free rate. Calaulaif beta is the covariance between the ratetofrref a single
asset and that of the portfolio divided by the reaérlariance (Fama and French, 2004).

Black et al. (1972) explored the initial signifitaests of CAPM. This was followed by SpearmannOg0 A

sample of 1952 stocks NYSE listed was used forcieulation of stock returns using a risk free natexy of

30 day treasury bill rate. The study covered théodebetween 1926 and 1966.Ten portfolios resultbith was
consistently reallocated to eliminates selectiastand improve efficiency using an instrumentalaide. The
findings indicated linear relationship existencénsen risk beta and excess return. Further, thiitivaal form

148



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) H-,i,l
\ol.7, No.14, 2016 IIS E

of CAPM was rejected due to variance in intercepd &ross sectional relations with different subiqus
(Dimson and Mussavian, 1999). Using a slightly kiggnarket portfolio, Fama and Macbeth (1973) found
similar results.

Some anomalies stubbornly emerge in explainingsceestional returns with CAPM in the second phdse o
empirical studies. Among the most notable anomaépsrted are the momentum effect, the weekendtetfee
small firm effect and the value premium. These @ffemply the inadequacy of CAPM in explaining the
variation of cross sectional returns. It also iatks the existence of other factors other tharbéhe, which are
not included in CAPM (Schwert, 2003).

Other studies have hypothesized the relationshipwdsn the return rate of risky assets and beta.s0oke study
on examining weekly returns of 500 NYSE listed kfoconcludes that individual stocks lacked a staisle
measure over shorter time periods. The study cdvére period between 1960 and 1970.Alternativelyenvh
stocks were put into portfolios, the stability dfetportfolio betas increased dramatically and Hrgdr the
portfolio and the longer the period, the highergtability of the portfolio beta (Levy, 1971).

Similar studies on asset beta by Blume (1971), T&881) and Douglas (1969) conclude that the beta f
portfolios is very stable over short and long pegsiof time whereas beta for individual securites ot stable.
The advanced model by Black (1972) prohibits skelting of the riskless asset. The model also gubesd the
riskless asset with a zero beta portfolio with #azane return. The zero beta portfolio was createdtbgk
allocation with positive and negative betas whialahces the beta to zero.

This model provides evidence against the traditi®®&PM model by Sharpe where the zero beta podfoli
indicates a high estimated mean return compardietoisk free asset (Campbellal, 1997). Fama and French
(1992) offered a severe critique of CAPM. Fama &neinch argued that beta offered no explanatory powe
.Their critique was aimed at discrediting previstusdies which claimed that beta and cross secétums were
significantly positively related.

According to Fama and French, the regression aiefi corresponding to beta was insignificant atiteio
variables which were not related to CAPM turned tmutbe critical explanatory variables for crosstisec
returns. They go on to recommend a substitute fPIZ called the three factor model. The three factmde
was justified by APT with three factors (Levy, 2012

3.3 Arbitrage Pricing Theory (APT).

According to Pandey (2010), the process of takitigaatage of price differentials between severalketaris
called arbitrage. APT aims at restoring mispricesets in line with their expected prices. Assetssehcurrent
price deviates from the predicted price are comsitlenispriced according to the model.

The arbitrage pricing theory offers a testable@pto CAPM. The key difference between CAPM and APT
that CAPM is the assumption that security rateetifrns are linearly related to a single commotofache rate
of return on the market portfolio whereas the ABTiore general and accepts several factors aparttfre beta
to determine portfolio performance. (Ross,1976).

The return on an arbitrage portfolio is zero atidgrium according to APT .Should this return besiive its
elimination would be immediate via the trading s called arbitrage to improve returns expecteith Wl
arbitrage opportunities exploited, Ross (1976) destrated that the expected return computation felksvs:
E(R)=Rs + B1(Ri-R)+P2(Rz -Ry)+-------- + Bn(Ra-R)+¢;

Where,

R; is the risk free rate

B;is the sensitivity to changes in factor i

§iis a random error term.

The number and type of variables that influencelstarices still remain a controversial issue. (Begaand
Myers 2003).Six factors consisting of market resyrinterest rate, exchange rate, Gross NationalURtpyield
spread and inflation could not explain all influesmn cash flows (Elton et al, 1994). Ross and R8IB0), on
the hand speculated that a maximum of four factarsld suffice. This was after investigating 1260 ktScks
from 1962 to 1972.0Other studies indicate that tiglndr the number of stocks under evaluation, tigidn the
number of factors. For example, two factors wereugh for a sample of 15 stocks was nine factorsswer
appropriate for ninety stocks. This was a modifietsion of the sample used by Ross and Roll (1980).
(Dhrymeset al., 1984).The complicated use of the APT forces miastitutions to use the CAPM or static
multi-factor models (Brealest al., 2009).

3.4 Efficient Market Hypothesis (EMH)

EMH owes its generation and development to Eudearaa (1970). In an efficient market, securitiecgsi
adjust immediately to new information thus prevajliprices fully include all information concernirige
security. (Reilly, 2011). Further, three forms cdniet efficiencies exist in the market.

3.4.1 Weak form efficient market hypothesis
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According to Fama (1970), a market is efficientte weak for if the current stock prices refledtthe past
historical information. This means that there isra@kationship between the past prices and the cuprces and
fundamental analysis will not confer any advantagievestors.

This weak efficiency is tested using the statistieats of independence and trading rules. Thes t@sbolve
calculation of the number of runs for a certainesefmhich are then compared with a table that piewithe
number of runs for a given number of runs that wadcur in a random series (Chou, 1975).

3.4.2 Semi Strong Efficient Form

In this form, security prices adjust fast to thiease of new public and past information. A diregplication of
this hypothesis is that investors cannot derivevalaverage profits from a transaction while relyingportant
new information after it is public considering thest of trading. This is because the security pakeady
reflects the effect of the new information (Pand&310).The test for this efficiency involves theamination for
above average profit assuming an investor actest #fe information became public. Specifically omeuld
assume an investor had acquired the security thigesin announcement was made public and deterntiather
he enjoyed above average risk adjusted profits eoatpto those from those of a buy and hold politgra
taking into account E(fRis the expected return on the security transaatasts (Reilly and Fama,1981).

3.4.3 Strong for m efficient market hypothesis

This is the perfect efficient market scenario. s tcase, security prices reflect all the inforimatithe past,
current and otherwise. The implication of this foim that no group of individuals has monopoly over
information and consequently no investors can edomove market returns. The strong form efficient kagr
comprises of the weak and semi strong market hgsigth

In the strong form efficient market scenario, ségysrices reflect all information that is in theigic domain,
the private and the past. This means that all levefiave access to all the available informategarding stock
prices. Consequently, all investors will earn returequivalent to the average market and no moré Th
hypothesis is a blanket for both the weak and strong efficient forms of EMH and not only requief§icient
markets but also requires availability of infornoatito all stakeholders at the same time which ateise market
perfection (Fama, 1970).

The tests of this hypothesis involve comparisouifierent group earnings on a risk adjusted basisvialuate
consistency in earning above average returns fogtbups under study. Any incidences of individussing
consistently received such returns for a group daulicate that either they had monopolistic access
important or they had capability to act consisterth information available to the public earlieathother
investors could, so the market was inefficient (Bd977).

3.4 Empirical Review

Economists and finance specialists are increasipayyng attention to the relationship between sipaiees and
the macroeconomic variables. As financial marketsome more integrated and stock market reforms get
implemented, stock market activities and theirriatéons with the macro economy are beginning ke taking
the center stage. Information is important to ecoicoagents in making investment decisions and fmiiog
future expectations. (Singh et al, 2011).

Industrializing countries are indicating stromgflience of macroeconomic variables on stock marlkeest
illustrated by Hondroyiannis and Papapetrou (20Bild et al., (2000) and Lovatt and Ashok (2000), Nasseh
and Strauss (2000) and Muradogleteal.,(2001).Closer attention is being turned to exatiim of similar
relationships in developing countries, especidilyse in Asia such as Maysami and Sims (2002) angsdfai
and Koh (2002).

3.4.1 Interest rate-Commercial bank lending rate

Future cash flows and discount rates are affeggadtbrest which acts as an economic indicator.

In order for investing firms and consuming housdhoto access affordable credit, interest rate nast
favorable. When interest rates are low, investnsnitimulated since there is ease accessing cvddith
increases capacity utilization and profitabilityn @e other hand, high interest rates hamper ecmngrawth
due to high cost of obtaining credit. On a higterest rate scenario, stock markets tend to reagtively as
indicated by fall in stock returns (Ajao and Osepmn2010).

The main stock market in Colombia was found inédfit and constant equity premium was lacking. This
information resulted from a daily panel data stddly the period between 1994 and 2000.The study g#oug
evidence of the relationship between interest irt&rbank loan rate and share prices in the Bogtdak
market. The market of high dependence of returre @ort time period was captured by the model r{goa
2002).

In Singapore, the stock market, the property indee, finance index and the hotel index form longmte
equilibrium relationships with the selected macoyemic variables .The conclusions from the study i
guestion indicate that the Singapore stock markelt property index form cointergrating with voldiliin
interest rates, production index, inflation, exaamate and money supply (Maysaehial.,2004). Similarly
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Ramin et al. (2004) concludes the Singapore stoaiet and property index form co-integrating relaship
with changes in long term and short term interagts, industrial production, price levels, excharages and
Money Supply-M3 after analyzing the relationshimttlexists between macroeconomic variables and stock
indices.

Studies in china have very interesting findingscévcling to Ahgreret al.,(2003) cointegration was more likely
among newly listed firms and those in manufacturamgl service industries. An examination of diffursiof
stock exchange in China, asymmetry of informatiod segmentation of the market found cointegratietwben
share prices of firms A and B but not all firmspfobit model was used to identify the firm charaste&s that
determined whether share prices cointergrate or not

A standard discount model was used to investigdiether selected macroeconomic variables influersteck
prices in the US and Japan. The relationship betweacroeconomic variables namely CPI, Money supply,
production index, interest rate and stock returras wetermined by application of cointegration asialy
Findings for the US indicated a positive relatidpshetween stock prices and industrial productimhek and
negative relations for CPl and interest rate. Télationship between stock returns and money supjfly
insignificant. For Japanese data, stock marketepriwere positively influenced by industrial prodactand
negatively CPI and interest rates. (Humpe and m&mR2007).

A Study in kenya for the period between 2002 antO2@sed Toda Yamamoto method to determine howesitter
rate affected stock prices. The findings of thedgtposit that there was insignificant causal relahip for
interest rate and share prices. The causalitywwaginegative (Chirchir, 2014).

3.4.2 Inflation rate-CPI

The time series relationship between stock maridités and macroeconomic variables-exchange rateihn
prices was documented for Brazil, Russia, India @mida using box Jenkins model. No significant tiefeship
was discovered in respect to all the countries ustigly in respect to exchange rate and oil prieagther, the
four countries exhibited weak form of efficiencyie® no significant relationship was found betweast @nd
present stock return (Gay, 2008).

Studies have been carried out to evaluate the tagisionship between macroeconomic variables stodk
prices in Turkey. The study employed panel dateedog 1998 to 2008 with granger causality modehgei
employed to explore the relationship. Reports fittva study concluded that Inflation, GDP and Interase
granger cause stock returns whereas inflation, angd rate, inflation, money supply, foreign tratisas and
money supply are granger caused by stock prices fifdings show indifference to industrial prodoatindex
as it neither causes nor results stock pricessasteate negatively affects stock prices whileign transactions
are positively related to stock prices (Ozbay, 2009

Empirical relationship between stock index andeéft developing countries was documented. The desntr
studied include Germany, Colombia, Chile,CanadaygBalesh, Italy ,Mexico ,Malaysia, Mexico, Philipps,
South Africa, Venezuela and Spain. The researchddhat for all the countries share prices relategatively
to interest rate fluctuations. (Mahmudal and Gagi09).High interest rates in Zimbabwe and Botswaaeze
also been hypothesized to depress stock marke¢spri@ substitution effect. When interest ratest sim
investments were depressed and future profits exti(iieffers and Okeahalam, 2000).

In Taiwan, an examination of the causal relatiopshétween stock index and selected macroeconomic
variables-money supply, inflation, employment raad GDP provides a lot of insights. The stock fpba
analysis constructs the portfolio based on thewaitof yield, ratio, price/earnings ratio and ¢al®ation of the
market. The results indicate that GDP and exchamagges impact on all portfolios created and a negati
relationship was established between money supgBhange rate and inflation and portfolio returhaedium
and large firms (Singht al., 2011).

Shahidah (2013) examined the macroeconomic fundesetowards the financial performance of unit tsus
issued by the largest unit trust management compaMalaysia using panel data method for six défdrunit
investment trusts products for years between 208# 2009 .The findings indicate significant influenof
macroeconomic fundamentals on all the net asseewval returns. Specifically, CPl and GDP are posiyi
correlated related to unit return while BLR and KLsbow negative effect on unit trusts. This is greement
with Othman (2015) and Azemi (2009) whose findingdicated that Inflation-CPI, interest rates, fgrei
exchange, oil price, global financial crisis, piclt elections and corruption index had an effattumit trust
financial performance in Malaysia.

Monthly time series data from Nigeria and Ghana u&ed to investigate the relationship between tioftaand
sock market returns. The study applied GARCH angoegntial GARCH model by Sentana (1995) for
assessment purposes. In Nigeria, it was founditadtnews do not necessarily affect the volatilitghe stock
market than good news of similar magnitude. Findiitg Ghana indicate that bad news exert more advers
effects on the stock market than good news of ammbagnitude. Inflation significantly affects stooiarket
volatility in both countries (Aliyu, 2009).
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Similar studies have been carried out in SouthcafriThe findings of the research indicate the eris# of a
positive relation relationship between stock resuand inflation. When inflation went up, stock psdollowed
suit. The causality was bi-directional all shardein was used instead of stock market returns. aheatity was
unidirectional for gold when used as proxy for &toeturns (Eita, 2012).

Studies in Kenya by Ochieng and Adhiambo (2012dwseorrection research design to link macroecoaomi
variables and NSE all share index. Findings from #tudy indicate a weak positive relationship betwe
inflation and the NSE all share index, the 91 aagdury bill rate also had a negative relationsgtth the index.

An investigation was carried out in Kenya usingal@en-Juselius VAR based cointegration test tooeggiow
macroeconomic variables affected the stock mankekenya. The study used quarterly data for theogleri
between 1998 and 2010 with information being oletdifrom NSE and CBK as the main sources. The fgslin
indicated that the stock market reacted: negatit@lyflation and positively to central deposit@ystem. The
central depository system significantly and positivimpacted on stock market performance (Kariukd a
Mutuku, 2013).

Further, monthly data was used to empirically itigede how inflation impacted on stock prices ie tSE in
Kenya. The study used monthly data from the NSE thedstudy duration covered 15 years beginning from
1998.Correlation research design was employed fiadyais coupled with regression model. The findings
concluded that inflation positively influenced dtavarket returns in Kenya (Vena, 2014).

3.4.3 Money Supply-M 3

The rationale exists to consider money supply &syamacroeconomic variable in economic analysiss T
because the equilibrium money position is altergdrioney supply and money supply changes direcflycaf
real economic variables such as stock and propetiyns. Most studies confirm a positive relatiopdhetween
money supply and stock returns. On the other hahdn money supply goes up, inflation may result #uislin
turn leads to an inflationary scenario where sfmites take a dive because discount rates whekxgected to
be high (Ajao and Oseyomon, 2010).

Macroeconomic analysis of the relationship betwegtroeconomic variables and stock market returrs wa
done in Egypt for different industries and levefssoonomic states. The empirical tests conducteplifpavith
unit root test to test for stationary of the valésh followed by Durbin Watson statistics, grangausality tests

to test whether there was one-way or bidirectiocalisality between Egyptian stock market return and
macroeconomic factors.

The research design used was vector autoregressigel (VAR) to explore the dynamic and

the significant relationship between the macroeaunovariables and market stock returns for divénseistries
and economic levels. The selected macroeconomiablaes for the research were: Exchange rate, iofiat
interest rate and money supply. The study coveredperiod from 1993 to 2009. The results showetl ttiea
stock index responded; positively to Inflation-GRlriables but the coefficient was insignificantiggative to
money supply, positively to exchange rate and reglgitto interest rate (Hassan and Gezery, 2009).

An inquiry was conducted in Nigeria within the frawork of discounted standard model. ordinary lsgstires
regression analysis was employed relating indalgbrioduction index Rate of exchange, consumeegridex,
GDP and money supply and Nigerian stock pricesrébalts confirmed that the stock market relatedtivety

to industrial production index Rate of exchangestomer price index, GDP and money supply and negjgti

to interest rate. The period studied was 1984 @6Z@seyomon, 2010).

Another study in South Africa illustrated the piettie nature of macroeconomic variables on stockketa
returns. Panel data for the period 1965 to 2010 wsexl for the study. The research used macroecanomi
variables which had been found influential in btite local and the international scenario. The figdiof the
study indicate that the macroeconomic variablescsedl did not majorly influence all share retumshie future.
The macroeconomic variables selected were therefermed poor predictors for stock market returns
(Macfarlane, 2011).

An empirical investigation was also conducted iyédia to examine the relationship between macrcaoim
variables and Nigerian stock returns for the pe@665 to 2010.The research was anchored on the mdétdel
and multiple regression was used for data analyEi® macroeconomic variables selected for the study
comprised of money supply, exchange rate, conspmeg index, interest rate and production indexidity of

the model was tested using operation of least sguatll the macroeconomic variables selected weuvad to
significantly influence stock market returns in Blig.

Studies in Ghana examined the causal relationstiwden macroeconomic factors and stock marketn®tur
Monthly Panel data spanning from 1995 to 2010 wssdu The long and short run relationship between
performance of stocks and macroeconomic variables @aptured using vector error correction modek Th
stability of this relationship over time was tesigging impulse response functions followed by fasteerror
variance. Revelations from the study indicate exisé of causal long term relationship between nemenoomic
factors-foreign direct investment, money, inflaticand stock market returns in Ghana (Isahakuh 2043).
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A study was conducted in Kenya, Uganda and TanZsetizeen the period of 2005 and 2014 using parteltda
find out whether macroeconomic variables had anfjluénce on stock markets in East Africa. The
macroeconomic variables selected for the study weterest rate, inflation exchange rate and GDie $tudy
was theoretically anchored on growth classical the®PT and purchasing power parity. The researsbdu
descriptive research design and analysis was daieg uregression .The findings demonstrated that
macroeconomic factors significantly influence stot&rket performance in East Africa.

3.4.4 Real Gross Domestic Product

Studies were conducted in India to examine howkspoies of listed companies were affected grosaetiic
product, inflation and interest rate for the per@fdl997 to 2009. Stock market index was used pogy for
stock prices in the model. Data analysis was dosiaguregression and the findings indicate that the
macroeconomic variables fully explained volatilitystock prices with a percentage of 95.6%. Interate and
inflation positively affected stock prices wher&s3P negatively influenced stock prices (Reddy, 2012

A comparative study was done on four Anglo Saxoonemies located in different continents for theique
between 1959 to 2010.The countries of interest WSeUK, Canada and Australia. The objective ofghely
was to explore the mechanics of cross country Nityatransmission for the 4 countries. The studypoyed the
GARCH model. The study found that cross mean smll® from GDP to returns of stock markets were
prevalent in the growth of the US towards the stowtket. Crossovers mean spillovers which wereifpeao
countries were concentrated in the US and Austvetide the US economy had the greatest impacthiemther
three economies. Co volatility was confirmed foocét returns and growth of GDP for all the countrads
interest (Karunanayalet al., 2012)

A research in Kenya sought to test whether macru@ooc variables significantly influenced performeanaf
deposit taking microfinance institutions in Kenyde findings indicate that MFI financial performanmould be
determined to a very large extent by three macomemic variables, namely economic growth measured b
GDP, interest rates and Inflation-CPI. It was fouhdt increase in GDP led to increased MFI perforcea
which was determined by ROA increase in interedtrates led to reduce ROA. The numbers of year§/ifks
had been operating were also found to positiveflscaMFI (Patrick, 2013)

Another study in Kenya investigated how selected@roeconomic variables related with stock marketirret
for NSE listed firms. The selected macroeconomidaides consisted of inflation, exchange rate wderate
and GDP. One study sought to evaluate the reldtiprisetween Real Gross Domestic Product, Treasiliry b
rate, exchange rate, Inflation-CPI and stock mar&girn in Nairobi Securities Exchange Limited. Tdtady
determined the response of the stock returns twaksin each of the macroeconomic variables. Tkeaeh
used Engler-granger method for establishing thatiogiship between the variables under study. Tlotdsh
GARCH was used for data analysis. The findings exdtthat GDP was the most significant factor aiifiect
stock market returns followed by the other macroecoic variables of less significance. (Kiret al.,
2014).This is in agreement with Mutuku (2014) whasifed that the stock market in Kenya was driven by
macroeconomic variables in the long run.

In yet another study in Kenya, Macroeconomic vadestwere found to significantly influence perforroarof
insurance companies. The study of interest emplolgsdriptive research design to conclude that esgeatio,
claim ratio and expense ratio were statisticalggngicant while exchange ratio, money supply armk sif the
assets with significance of more than 5% are radissically significant (Doreen, 2014)

A study was also conducted in Kenya to establish hmacroeconomic variables influenced the net assees

of equity pension funds in Kenya. The findings bé tstudy determined that significant positive ielahip
existed between pension funds and interest ratesurner price index and the NSE index. However,gatinve
relationship was found between NAV and money supplysummary, the macroeconomic variables studied
formed long term equilibrium relationships with tR&V of pension funds (Leah, 2014).

A study was conducted in Kenya to determine howntlaeroeconomic environment influences the stockketar
returns for NSE listed firms for the period betwe®94 to 2014. The macroeconomic variables of éstewere
money supply, inflation, interest rate and moneppdyr The research design adopted by the study was
correlation. Data analysis was done using regrassiodel. The study concluded that money supplyhange
rate and interest rate positively affected stockketareturns while inflation negatively affectedat returns
(Gatuhiet al., 2015)

In Kenya, Panel data analysis for the period betw2@01 and 2012 was used to investigate the impfact
macroeconomic factors on the profitability of NS&dd commercial banks in Kenya. Three key macnoecic
variables selected for the study were interest etehange rate and GDP. Profitability of commeioénks was
represented by ROA in the fixed effects model. Gi#3 found to positively affect ROA though the effeas
insignificant while interest rate negatively infheed profitability. Exchange rates were found tfluence
commercial banks profitability positively in the BS

153



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) H-,i,l
\ol.7, No.14, 2016 IIS E

3.4.5 Government policies

The evidence generated from two different pantd deethodologies has been applied to seven ecoromibe
South Eastern Europe to indicate that governmelitip® such as government spending on capital &ion,
development assistance, private investment ande#wpdnness all have positive and significant eff@ct
economic growth (Alexiou, 2009).

According to Ismal (2011) Economic growth is inflwed by government policy variables such as empéoym
expenditures, good expenditures and non tax incddeanwhile, government expenditures are determimed
exports of oil, imports and payment of debts. Ashsyolicy makers use employment expenditures egishal
policy variable while imports and exports of oieghe aggregate economy policy variables.

In Sweden, stock prices fall at the announcemeatgivernment policy change unless the policy begptaced
is perceived as sufficiently harmful to profitabjli Prices respond at each step of the way withdrigesponses
following bigger increases in the probability opalicy change. Utilizing a set of repeated natepsgleriments,
it was demonstrated that adoption of policies #ratperceived to increase future corporate egsrane met by
increases in stock market prices, and stock markats both when a policy change is suggested hasvehen
it is ultimately passed or rejected (Siming and M, 2014).

3.5 Summary of research gaps

An analysis of previous studies provides a lotnsights into the relationship between macroeconmai@bles
and their effect in the economy. However, all thearies examined do not specify the type or nunafer
macroeconomic variables that should be incorporatéite macroeconomic analysis of unit trusts.

Secondly, the findings from the literature reviesg anixed up and cannot be generalized universatigesno
consensus has been reached on the variables fbeit @fi unit trust financial performance. In fatte findings
are sensitive to the country under study; varyeiection of macroeconomic variables and the tingeustudy.
Furthermore, various models such as the multipjeesssions, operation of least squares and gracgesslity
test have been employed in a bid to explain thaticglship between unit trust financial performarsoel
macroeconomic variables and there seems to befimitide guideline for choosing the most appropeiatodel.
Empirical review in Kenya indicates that the amoaofliterature relating macroeconomic variablesit trust
financial performance in the domestic economy nsited in number and in terms of scope since onlyitgq
funds were considered in spite of the existenaattodr types of funds.

Also, only ROI and dividends have been used as umeasof financial performance of unit trusts; tRast
together with findings of previous studies carresewhere in the world become a good motive fa shudy
which analyzed the effect of macroeconomic varislde the unit trusts financial performance in Kenjhe
macroeconomic variables were measured by intesgss r Inflation-CPI rates, Money Supply-M3 and Real
Gross Domestic Product while financial performawes measured by the net asset value.

4.0 Method and M aterial

4.1 Introduction

This chapter describes the procedures and methgidsithat were undertaken in conducting the stodyriive
at conclusions regarding the effect of macroeconorariables on financial performance of unit trist&enya.
This covers research design, population, dataat@ie and data analysis and model specification.

4.2 Research Design

This study took a correlation research design aggiroCorrelation research describes in quantitaéuwas the
degree to which variables are related. The reseavcived collection of data in order to determimeether and
to what degree a relationship exists between vi@sali he degree of relationship was expresseddnyralation
coefficient (Mugenda and Mugenda, 2003). Being thatstudy sought to find out the effect of macoweomic
variables on financial performance of unit trustgorrelation research design was found appropriate

4.3 Target population

The study entailed a census of all the unit trapesrating in Kenya as listed and licensed by theit@aMarkets
Authority as at 2015. This involved a total of 2diturusts.

4.4 Data Collection

The study relied on secondary data sources. Datanéxroeconomic variables was pooled from the Kenya
national bureau of statistics, CBK and CMA. Speailliy, quarterly data for GDP was be obtained frina
Kenya national bureau of statistics whereas qugrtiata for Inflation-CPI rate, interest rate anddy Supply-
M3 was obtained from the CBK, the quarterly NAV wed were obtained from the CMA. The Secondary data
sources were chosen due to the quantitative nafuree research and the availability of the materighe study
covered the period between 2011 and 2015.

4.5 Data Analysis

The study employed descriptive and inferentialistias for data analysis due to the quantitativeureaof the
research. Data analysis software such as Micrdsafel and SPSS were used to analyze the data. tlidg s
used multiple linear regression equation and Kadrpons' coefficient of correlation so as to essabthe
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relationship between macroeconomic variables ardtusts financial performance. The analysis daththe
computation of the various coefficients of the ipdedent variables correlated against the NAV. The
macroeconomic variables coefficients were denoset’ain the model.

4.5.1 Analytical Modéel

Multiple regression was used to analyze the effdéchacroeconomic variables on the financial perfamoe of
unit trusts. The independent variables of the stogiyprised of interest rate-Commercial Bank lendiatg,
Inflation-CPI, Money Supply-M3 and Real Gross DotiteBroduct (GDP). The dependent variable which was
the financial performance of unit trusts in Kenyasvexpressed as the net asset value (NAV).

The regression equation was:

Y = B0 +BLX1+ P2X2+ P3X3 + B4X4 +¢

Where: Y — Fund financial performance (NAV))

B0 - Constant/Y intercept

X1-Interest rate-Commercial Bank Lending rate

X2 —Inflation rate-CPI

X3 —Money Supply-M3

X4 —Real Gross Domestic Product

¢ - Error term

5.0 Resultsand Discussion

5.1 Introduction

This chapter describes the data accumulated frerarhlysis of the effect of macroeconomic variables
financial performance of unit trusts in Kenya. Tda&a was collected from a census of all the undt§ listed
and licensed by the capital markets authority afiyée A total of 20 unit trusts were considered.

5.2 Descriptive statistics

Table5.1: A brief account of the variables studied for the period between 2011 to 2015

Avera
2011 2012 2013 2014 2015 ge
Interest rate-Commercial bank
lending rate Mean 15.05] 19.65 17.31 16.52 15.p6 8115.
Standard 0.8096
Deviation 1.584 | 0.6859 0.5091 0.4596 5
Inflation rate-CPI Mean 7.995| 14.28 5.574 6.81 6.5| 8.232
Standard 1.9691
Deviation 4.108 | 2.517 0.8132 0.4384 5
14290 | 16096 | 18403 | 21748 | 25135 | 19134
Money Supply-M3 Mean 00 00 00 00 00 40
Standard 10227 | 10298 12524 10222
Deviation 0 5 85269 | 0 95346 | 2
82426 | 86288 | 91231 | 95453 | 99373 | 90954
Real GDP Mean 8 0.5 55 4 6 6.8
Standard 19381.| 24897. 20478. 22001.
Deviation 8 9 23246 | 5 05

Table 5.1 summarizes the movement of the studyabke$ for the period under study. The interest-rate
commercial bank lending rate fluctuated betweeava df 15.05 in 2011 and a high of 19.65 in 2012hvéh
average standard deviation of 0.80965 for the geron the other hand, inflation rate-CPl movemeats w
inconsistent, varying between 6.5 and 14.28 withnarage annual standard deviation of 1.96915.

Money supply-M3 and Real GDP increased gradualynf2011 to 2015 as illustrated by Money Supply
increasing from 1429000 to 2513500 with a standndation of 95346 on average. Real GDP increassd f
824268 in 2011 to 954534 in 2015 with an averag#98f736.

5.3 Regression Results.

Multiple regression analysis was conducted to fitl whether the selected macroeconomic variabkesast
rate, inflation rate-CPl, Money Supply-M3 and R&DP influenced financial performance of unit trusts
Kenya. The multiple regression yielded the coedfiti of determination, Rwhich indicated the amount of
financial performance variation explained by thiested macroeconomic variables.
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Table 5.2 Multipleregression resultsfor the effect of macroeconomic variables on financial performance
of unit trustsin Kenya

Model R

1 |0.975
Source: (Author,2016)

Std. Error of the Estimate
477072

R Square
0.951

Adjusted R Square
0.903

From the above Table 4.2,the adjusted R squaredtesi that the selected macroeconomic variablesr whady
explain 90.3% of the financial performance oftunists in Kenya while other factor which were oonsideres
in this study explain the remaining 9.7% of theafinial performance of unit trusts in Kenya as lgsghand
listed with capital markets authority. The revalas from this study call for further researchoittte other
factors not studied in this research so as to exge remaining 9.7% financial performance of unists in
Kenya.

Table 5.3 Account of One Way Analysis of variance (ANOVA) findingsfor the regression analysis of the
effect of macroeconomic variables and financial performance of unit trustsin Kenya.

Model Sum of SquarddfiMean SquarlF Sig.
1 Regressio]1784.161 4 1446.040 19.594.00%
Residual |91.039 4 122.760
Total 1875.200 8

Source: (Author,2016)

Table 5.3 summarizes the ANOVA statistics for théadvhich was processed. The Significance level@d7
indicates the suitability of the data used in angvat conclusions for the population under studijclv was a
total of 20 unit trusts. Since the calculated Figaf 19.598 at 5% significance level was higimemtthe F
critical of 5.05, its in order to affirm the sidicance of the model.

Table 5.4: Coefficients of macr oeconomic variables from regression analysis of the effect of
macr oeconomic variables on financial performance of unit trustsin Kenya.

Unstandardized Standardized
Coefficients Coefficients
Model B Std. Error (Beta t Sig.
1 (Constant) 155.866 184.984 .843 |.4471
Interest rate-Commercial Bank lending |-10.070 2.235 -1.225 - .011
rate(X 4.505
Inflation rate-CPI(%, 1.290 1.161 324 1.111(.329
Money Supply-M3(%, -0.00002841 |.000 -.696 -.531].623
Real GDP(>%, .000 .000 .820 .597 (.582

Dependent Variable: Financial performance of unists(Y)

Regression coefficients in table 4.4 were usedirive the model that follows:

Y=155.866 - 10.07X1.29%, . 0.00002841%+0.0%,

Y represented financial performance of unit tru¥tgwas interest rate-commercial bank lending ratews
inflation rate-CPI, Xwas money supply-M3 while pepresented Real GDP.

The financial performance of unit trusts, Y wasieglent to 155.866 when all factors were kept cansht
Zero. A unit increase in interest rate-commerciahlb lending rate resulted in -10.07 decreasenantial
performance of unit trusts, a unit increase iraitidin-CP1 caused a 1.29 increase in financial pevdmce of unit
trusts whereas a unit increase in money supply-ElBes a 0.00002841 decrease in financial perforenahc
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unit trusts in Kenya. Real GDP while positive hadeffect on financial performance of unit trust¥ienya. In
summary, interest rate and money supply negatigéfct financial performance of unit trusts whitdlation
positively influences financial performance of umitsts. Real GDP had no effect on the model.

6.0 Summary and inter pretation of findings

The findings from the regression analysis indicatieat the selected macroeconomic variables sigmifly
influenced the financial performance of unit trustsKenya with an intercept of 155.866.The macraecoic
variables considered by the study included inte@stcommercial bank lending rate, inflation r&tet, Money
supply-M3 and Real GDP. The effects of the macroendc variables were either negative or positive.

The selected macroeconomic variables (interest-Gatemercial bank lending rate, inflation-CPI, money
supply-M3 and real GDP) significantly provided aqkanation for 90.3% of financial performance ofturusts
in Kenya. This is indicated by the adjusted R squstatistic of 0.903.The remaining 9.7% represeotber
variables which were not considered in the curstudy but affect financial performance of unit teuim Kenya.
The coefficient of interest rate value of -10.0digated the negative relationship between finarpéaformance
of unit trusts and interest rate represented byngeroial bank lending rate in Kenya. The findingserevin
agreement with Ajao And Oseyomon (2010) who arghatihigh interest rates hamper economic growthtdue
high cost of obtaining credit and consequently lstmarkets tend to react negatively to as indicdtgdalling
stock prices.

The findings also agreed with Mahmudal and Gaz0@@ho documented that share prices related negpti
to interest rate fluctuations in Germany, Colomkihile, Canada, Bangladesh, Italy, Mexico, Malayslaxico,
Philippines, South Africa, Venezuela and Spain.

According to Humpe and Macmillan (2007) findings tbe US indicated a positive relationship betwsttk
prices and industrial production index and negatélations between inflation and interest rate. félationship
between stock returns and money supply was insigmf. For Japanese data, stock market prices were
positively influenced by industrial production anegatively by CPI and interest rates. (Humpe andriviéan,
2007). Further, the findings on interest rate agn@ith Chirchir (2014) who found negative insigoéint causal
relationship between interest rate and share piicksnya.

The study found that inflation rate-CPI positivelnd significantly influenced financial performanece unit
trusts with a positive coefficient of 1.29.The fings corroborate the findings by Shahidah (2013Walaysia
where inflation was found to correlate negativelghwnit trusts. Similar studies in South Africaalconcluded
that inflation significantly affected stock marketlatility whereby when inflation went up, stockiges followed
suit. However, Kariuki and Mutuku (2013) found thaflation rate negatively affected stock marketes in
Kenya. Also, Vena (2014) concluded that inflatiaterpositively influenced stock prices in the NSE.

The study also discovered that money Supply-M3 tieggt influences financial performance of unitgtsi in
Kenya with a coefficient of -0.00002841.The studfifedings were in concurrence with Hassan and Gezer
(2009) that evaluated whether macroeconomic vaslnfluenced stock market returns in Egypt anahdothat
the coefficient was insignificantly negative for nay supply. On the other hand, the findings of gtisdy
differed from an inquiry conducted in Nigeria whgyemoney supply was found to positively influenteck
market prices (Oseyomon, 2010).

In addition, the study did not find any relationshietween real GDP and financial performance of toasts in
Kenya as the Coefficient was 0.The findings doawtelate with Reddy (2012) who found that GDP tiegly
influenced stock prices of listed companies in énddtudies in US, UK, Canada and Australia alsdicoad
co-volatility between stock returns and growth ddSfor all the countries under study (Karunanayekal.,
2012). In Kenya, Kirui et al., (2014) investigatadw selected macroeconomic variables related witbks
returns and found that GDP was the most signifi€aetor affecting stock market returns.

7.0 Conclusions

The study evaluated the effect of selected macramo@ variables of financial performance of unitstis listed
and licensed in Kenya by the CMA. The selected oemwnomic variables consisting of interest rate suesd

by the commercial bank lending rate, Inflation rateasured by the CPI, Money Supply-M3 and Real §&ros
Domestic Product explain 90.3% of financial perfanmoe of unit trusts in Kenya.

The study concluded that a negative relationshigtes between financial performance of unit trastd interest
rate represented by commercial bank lending rat€einya. The findings were in agreement with AjaodA
Oseyomon (2010) who argued that high interest radesper economic growth due to high cost of obtaini
credit and consequently stock markets tend to reagatively to as indicated by falling stock psicdhe
findings also agreed with Mahmudal and Gazi (200Bp documented that share prices related negatteely
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interest rate fluctuations in Germany, Colombiajl&HCanada, Bangladesh, Italy, Mexico, Malaysiaxido,
Philippines, South Africa, Venezuela and Spain.

According to Humpe and Macmillan (2007) findings fbe US indicated a positive relationship betwstatk
prices and industrial production index and negatélations between inflation and interest rate. fiedationship
between stock returns and money supply was insigmf. For Japanese data, stock market prices were
positively influenced by industrial production anegatively by CPI and interest rates. (Humpe andriviéan,
2007). Further, the findings on interest rate agn@ith Chirchir (2014) who found negative insigoéint causal
relationship between interest rate and share piicksnya.

The study also concluded that inflation rate-CRlitdeely and significantly influenced financial fermance of
unit trusts. The findings corroborated the finditgysShahidah (2013) in Malaysia where inflation @snd to
correlate negatively with unit trusts. Similar deslin South Africa also concluded that inflatiagrsficantly
affects stock market volatility whereby when initbext went up, stock prices followed suit. Howevearkiki and
Mutuku (2013) found that inflation rate negativelffected stock market prices in Kenya. Also, VeRald)
concluded that inflation rate positively influencgtdck prices in the NSE.

The other conclusion was that money Supply-M3 neglgtinfluenced financial performance of unit trsisn
Kenya. The study’s findings were in concurrencehwitassan and Gezery (2009) that evaluated whether
macroeconomic variables influenced stock marketirnst in Egypt and found that the coefficient was
insignificantly negative for money supply. On th@er hand, the findings of this study differed fram inquiry
conducted in Nigeria whereby money supply was fotangositively influence stock market prices (Osegm,
2010).

Finally, the study did not find any relationshiptieen real GDP and financial performance of unists in
Kenya as the Coefficient was 0.The findings did ootrelate with Reddy (2012) who found that GDP
negatively influenced stock prices of listed comparin India. Studies in US, UK, Canada and Australso
confirmed co-volatility between stock returns andovgh of GDP for all the countries under study
(Karunanayaket al., 2012). In Kenya, Kirugt al., (2014) investigated how selected macroeconomi@bles
related with stock returns and found that GDP Wasmost significant factor affecting stock marlettirns.

8.0 Recommendations

8.1 Policy Recommendations

The study established three macroeconomic varididesthe greatest effect on financial performarfcanit
trusts. These included interest rate, inflation amzhey supply. Interest rate and money supply-Mgatieely
influenced financial performance of unit trusts Mhinflation positively affected financial performee of unit
trusts while Real GDP was insignificant. Futureigieb should incorporate the three influential ahtes to
optimize financial performance of unit trusts. Tedel derived can also be used to calculate the NAMit
trusts at any given point in time given interesflation and money supply values. Secondly, potéimivestors
can use the derived model from the study to makesiment decisions especially in selecting the best
investment vehicle for their funds.

8.2 Suggestionsfor further research

Studies should be conducted to evaluate the impaather macroeconomic variables such as oil prices
economic growth and employment index on financ&af@mance of unit trusts using either the NAV @IR
Other studies could be done to find out the impdanicroeconomic variables such s management <kiits
asset allocation on the NAV of unit trusts in Keraglisted and licensed by the CMA. Also, | recomthe
comparative study spanning from 2000 to 2015 taldwe in order to evaluate the performance of uoits
overtime with regards to macroeconomic variablesstly, it is important to conduct a study to inigste the
reason as to why the Real GDP had no effect omdiahperformance of unit trusts in Kenya.
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