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Abstract  
   
This study aims at establishing the moderating effect of firm size on financial reporting and share price of 
manufacturing firms. The study targeted the finance managers of all nine manufacturing firms listed in the Nairobi 
Securities Exchange.  Secondary data was collected from the Nairobi Securities Exchange reports between 2012- 2016 
through documents analysis. The study adopted a longitudinal research design approach. Reliability was achieved by 
pre-testing of the questionnaires and validity was ensured by discussing the relevance of the research instrument with 
the supervisor and testing using Cronbach’s alpha coefficient at 0.7 which was acceptable. Data was analyzed through 
inferential and descriptive statistics. Quantitative data was analyzed by use of descriptive statistics. Regression analysis 
was used in determining whether the independent variable predicts the given dependent variable. The inferential results 
indicated that the coefficient for firm size is 29.243 with a significant level of 0.0064 hence significant. This is because 
the ANOVA findings conducted showed that the significance levels for firm size. The findings further showed that the 
researcher should reject hypotheses which stated that there is no significant moderating effect of relationship between 
firm size and the share price. The findings were presented in the form of tables. The study will be of importance to 
academicians, practioners as well as policy makers at the Nairobi Securities exchange. Further studies need to be done 
on the firms which are not listed and also on manufacturing firms listed in other countries. 
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Background of the Study 
 

1
 Share price of the firm refers to the price of a single share 
of a number of saleable stocks of that company, 
derivative or other financial asset. The share price is the 
highest amount someone is willing to pay for the share, 
or the lowest amount that it can be bought for. The stock 
market, like most markets, is demonstrated by the laws of 
supply and demand. In classical economics, prices rise 
where there are more buyers than sellers, and at the 
same time, prices fall where there are fewer buyers and 
sellers. Dye (1998) discussed on the frequency, quality, 
and information role of mandatory financial reports. The 
share price change indicates an imbalance between 
buyers and sellers. In highly regulated and liquid markets, 
it is assumed that all available information which might 
affect the price is known in the public domain. When 
information arrives which affects earlier assumptions 
built into the share price, it is likely to change (Earhart, 
Michael & Brigham, 2010). 
 Globally, the share price and its valuation has been 
studied and researched on for a long time. Srinivan (2012) 
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for instance studied on the determinants of equity share 
prices in India.  
 

 The evidences from his study showed that Earning 
Price per Share and Price Earnings ratio are the crucial 
determinants of share prices of manufacturing, 
pharmaceutical sector, energy, infrastructure and 
commercial banking sector and that size is a significant 
factor in determining the share prices of all sectors he 
had under consideration except manufacturing. He 
further observed that the book value per share positively 
influenced the share prices of pharmaceuticals, energy, 
information technology and infrastructure. Diermier & 
Solnik (2001) also studied on the share price specifically 
on the global pricing of equity. They observed that if a 
corporation is regarded as a portfolio of international 
factors its stock price should be influenced by those 
international factors in relation to the geographical 
breakdown of its activities rather than where its 
headquarter is located or its stock is traded. Fisher (1961) 
looked at the influence of dividends, undistributed profits 
and company size on share prices obtained from samples 
of equities quoted on the London Stock Exchange 
between 1949 and 1957.  

http://en.wikipedia.org/wiki/Stock
http://en.wikipedia.org/wiki/Derivative_(finance)
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In Africa, researchers like Kinsey (2006) have also studied 
on share price. Kinsey (2006) compared Johannesburg 
Stock Exchange in South Africa and Bolsa Mexicana de 
Valores Stock Exchange in Mexico found that on both, 
book value of equity and/or earnings are relevant in 
explaining stock prices.  
 In Kenya several studies on share prices have also 
been done. Among them is, Sifunjo & Mwasaru (2012) 
who examined the causal relationship between foreign 
exchange rates and stock prices in Kenya. The results 
showed that first foreign exchange rates and stock prices 
are non-stationery both in first differences and level 
forms and that the two variables are integrated of order 
one. Secondly the variables are co-integrated. After 
finding the variables to be co-integrated, they further 
used error correlation models and found out that 
exchange rate granger causes stock prices in Kenya. The 
main objective of every firm is to maximize shareholders 
wealth. It is therefore important that as the firms carry 
out the process of financial reporting and as the various 
bodies and committees form or make adjustments to the 
standards and regulations governing financial reporting, 
they ensure that firms do not deviate from this. 
Shareholders want to see the value of their investment 
growing. This is normally reflected by the share price of 
the firm. This study therefore looks at the moderating 
effect of Firm Size on the financial reporting and share 
price of listed Manufacturing firms at Nairobi Securities 
Exchange.  
 
Statement of the problem 
 
The development and advancement of accounting 
standards only began in the late 1970 and most of the 
approved standards were initially mere adoption of 
International Accounting Standards (IAS). Current 
reporting practices are largely based on and strongly 
influenced by statutes, such as the requirements of the 
Companies Act. International Financial Reporting 
Standards (IFRS) have been adopted as high quality 
accounting standards that will enhance the value of 
accounting information across international borders. Over 
100 countries, including Kenya, require IFRS for domestic 
reporting and this adoption has to have various benefits. 
Share price also has been studied on broadly.  Many 
factors such as news releases on earnings and profits, and 
future estimated earnings, dividends, introduction of a 
new product or a product, anticipated takeover or 
merger, change of management, foreign exchange rates 
among others have been concluded to affect the share 
price by many researchers.  Studies have been done on 
the benefits of adoption of IFRS on financial reporting and 
on the factors that affect share price but little has been 
done to link financial reporting and share price. Therefore 
there is need to find out the moderating effect of 
financial reporting on share price of manufacturing firms 
listed the Nairobi Securities exchange. Public listed 
companies are required to report at least once annually in 

accordance with the International Accounting Standards 
Board (IASB).  
 
Objective 
 
The main objective of this study was to examine the 
Moderating effect of firm size on financial reporting and 
the share price of the manufacturing firm listed in the 
Nairobi Securities Exchange. 
 
Hypothesis 
 
Ho: There is no significant Moderating Effect of Firm Size 
on financial reporting and share prices of manufacturing 
firms listed at Nairobi Securities Exchange 
 
Limitations of the study 
 
Some respondents failed to respond while others did not 
give accurate information because they wanted to 
highlight some aspects and downplay others depending 
on personal attitude. The respondents were assured that 
the research was purely academic and they will be 
guaranteed of confidentiality and anonymity as much as 
possible. Secondly, the study covered only companies 
listed in NSE and generalization may not include 
companies that are not listed.  
 
Scope of the study 
 
The study was carried out in Kenya and data collected 
from the financial reports of manufacturing firms listed in 
the Nairobi Securities Exchange. The study adopted both 
primary and secondary data which were collected for the 
previous five financial periods of each of the firms by use 
of questionnaires and document analysis. In this study, a 
longitudinal research design was used in determining 
whether financial reporting affected the share price of 
the firm. It was done in the months between January 
2016 and September 2017. Data was collected through 
document analysis and questionnaires. Data was analyzed 
by use of descriptive and inferential statistics and 
presented in the form of tables and graphs. 
 This study assumed that the respondents knew the 
organization well and that the information they gave in 
the questionnaires were accurate and reliable and that 
the respondents were well versed with the questions 
being asked. It was also assumed that all the financial 
reports were available as per the requirements of the 
listed companies. 
 
Methodology 
 
Research Design 
 
The researcher adopted Longitudinal Research design. A 
longitudinal survey is a correlation research study that 
involves repeated observations of the same variables over 

https://en.wikipedia.org/wiki/Correlational_research
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long periods of time, often many decades. Longitudinal 
research design was deemed appropriate for this study 
since the researcher was looking for in-depth information 
on the effects of financial reporting on share prices of 
firms listed at NSE for the period 2012-2016. 
 The study was conducted in nine manufacturing firms 
listed at NSE for the period 2012-2016. The companies 
are spread throughout Kenya; however, most of them 
have their headquarters located in Nairobi. The listed 
firms have their head offices within Nairobi and the 
trading of their securities are at the NSE which is located 
at Nairobi Central Business District. 
 Census was used since the target population was 
small given that the finance managers were to give the 
relevant information on share price performance. All the 
nine managers participated in the research process. The 
researcher used both primary and secondary data.  
 The quantitative data was analyzed using descriptive 
statistics and Regression analysis was used in finding out 
whether the independent variable predicts the given 
dependent variable. Multiple regression formula was to 
determine whether the independent variables collectively 
predict the dependent variable at 5% significance level. 
The regression model is as follows; 
 
Equation 1………………….Y= β0+β1X1 + β2X2 + ε 
Equation 2…………………..Y= β0+β1 X1M+ β2 X2M+ ε 
Where; Y is the Share price of the firm. 
X1 is Compliance of financial reporting 
X2 is Disclosure of the financial reports 
β0 is the regression constant 
β1-2 are the regression coefficients or change induced in Y 
by each independent variable 
ε is the error coefficient. 
M is the moderating effect firm size 
 
The researcher maintained high ethical standards and 
maintained confidentiality as it was agreed not disclose 
any confidential information about the companies and 
their clients to third parties. The researcher also sought 
for consent to carry research from the school of graduate 
studies and NACOSTI. 
 

Results and Discussions 
 

Descriptive statistics 
 

Table 4.3: Level of Education 
 

  Frequency Percent 
Valid 

Percent 
Cumulative 

Percent 

Valid 

Doctorate 6 12.0 12.0 12.0 

Masters 19 38.0 38.0 50.0 

Bachelors 22 44.0 44.0 94.0 

Tertiary 3 6.0 6.0 100.0 

Total 
n=50 
n=50 

50 100.0 100.0  

Source: Field data (2017) 

From table 4.3, it is evident that majority of the 

respondents at 44% had reached bachelor’s degree level, 

38% at masters level, 12% were at doctorate level and 6% 

had reached tertiary level. This shows the respondents 

were literate and skilled therefore understood the 

questions and were able to give the intended responses. 

 
Table 4.4: Length of time working for the organization 

 

  Frequency Percent 
Valid 

Percent 
Cumulative 

Percent 

Valid 

0 to 4 yrs 8 16.0 16.0 16.0 

5 to 9 yrs 21 42.0 42.0 58.0 

10 to 14 yrs 17 34.0 34.0 92.0 

15 and 
above 

4 8.0 8.0 100.0 

Total 
n=50 

50 100.0 100.0  

Source: Field data (2017) 

 
Table 4.4 above shows that 42% of the respondents had 
worked in their respective organizations for 5 to 9 years. 
34% had worked for 10 to 14 years, 16% had worked for 
less than 5 years and 8% had worked for more than 15 
years. This shows that majority of the respondents had 
worked for more than five years meaning that they had 
adequate experience in the organization and therefore 
were able to give adequate information. 
 
Inferential Statistics 
 
Moderating Effect of Size of Firm on Financial Reporting 
and Share Prices of Manufacturing Firms listed at Nairobi 
Securities Exchange. 
 

Table 4.5 ANOVA
b 

 

Model 
Sum of 
Squares 

Df 
Mean 

Square 
F Sig. 

1 

Regressio
n 

452743.784 3 
150914.59

5 
63.251 .0001a 

Residual 109753.947 46 2385.955   

Total 562497.731 49    

a. Predictors: (Constant), financial disclosure, compliance, firm size 

b. Dependent Variable: share prices 

 
Significance test for the model is represented in the 

ANOVA table under table columns F and sig. column. F 

value is the mean square regression divided by the mean 

square residual. These values were used to determine if 

the independent variables predict the dependent variable 

and thus the sustainability of the model. From table 4.5, 

the p value of 0.01 when compared to the alpha level of 

0.05 is smaller hence we can conclude that financial 

disclosure, compliance, firm size combined reliably 

predicts the dependent variable. 
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Table 4.6 Coefficients
a
 

 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients T Sig. 

B Std. Error Beta 

1 

(Constant) -251.564 34.019  -7.395 .000 

Firm size 29.243 15.428 .135 1.895 .064 

content of financial 
compliance 

44.410 3.765 .836 11.794 .000 

Disclosure of 
financial reports 

.415 9.290 .003 .045 .965 

a. Predictors: (Constant),compliance, financial disclosure, firm size 
b. Dependent Variable: share prices 

Source: Field data (2016) 
 

From table 4.16, the following regression equation was 
established. 
 
Y= (-251.564) + 29.243X1 + 44.410X2 + 0.415X3 + 34.019 
The coefficient for firm size is 29.243 with a significant 
level of 0.0064 hence significant. 
The coefficient for compliance of financial reporting is 
44.410 with a significance level of 0.001 hence significant. 
The coefficient for disclosure of financial reports is 0.415 
with a significance level of 0.965 hence not significant. 
From the multivariate regression equation Y= (-251.564) + 
29.243X1 + 44.410X2 + 0.415X3 + 34.019,  
Y is the share price of the firm. 
-251.564 is the regression constant alpha which shows 
that in the absence of financial reporting, the share price 
would be -251.564. 
β1 is equal to 29.243 and it indicates that a unit change in 
frequency of financial reporting results in 29.243 times 
increase in share price.  
β2 is equal to 44.410 and it indicates that a unit change in 
content of financial reporting results in 44.410 times 
increase in share price. 
β3 is equal to 0.415 and it indicates that a unit change in 
timeliness of financial reporting results in 0.415  times 
increase in share price.  
34.019 is the error term. 
 
Coefficient variables are said to be correlated if the 
coefficient of correlation (p-value) is less than the alpha 
level of 0.05. In such a case, the null hypothesis is 
rejected. 
 The findings therefore indicate that frequency and 
content of financial reporting with p-values of 0.0064 and 
0.0001 respectively are correlated to share price while 
timeliness of financial reporting with a p-value of 0.965 is 
not. This is in line with Ball (2001) who also argued that 
an economically efficient public financial reporting and 
disclosure system requires training an audit profession of 
adequate numbers, professional ability, and 
independence from managers to certify reliably the 
quality of financial statements which in effect affects the 
share prices. 
 

Summary, Conclusion and Recommendations 
 
The ANOVA findings conducted showed that the 
significance levels for firm size was less than 0.05 while 

the significance level for compliance was above 0.05. The 
findings further showed that the researcher should reject 
hypotheses H03 which stated that there is no significant 
moderating effect of firm size between financial reporting 
and the share price. 
 
Conclusion 
 
The research focused on the moderating effect of firm 
size on financial reporting and share price of firms listed 
in the Nairobi Securities Exchange. The firm size and 
financial reporting were studied as the independent 
variables with the share price as the dependent variable. 
Finance managers of all the sixty four listed companies 
were targeted but as it had been anticipated, there was 
non-responsiveness of some with only fifty responding 
and hence the usable population. 
 From the findings of the study, the researcher 
concluded that firm size and financial reporting are 
significantly affecting share price  
 
Recommendations 
 
The standardization and regulations on financial reporting 
are improving day to day. From this study it is 
recommended that emphasis be put on the financial 
disclosure in these reports as they improve the share 
prices of the firms hence help the firms in achieving the 
goal of value maximization. Compliance with financial 
reporting although not found to be correlated should be 
considered but not with much emphasis as to disclosure. 
Listed firms are recommended to include as much 
information as they could in the reports and also to 
frequently publish the reports. 
 
Recommendation for Further Research 
 
This study although done may not have conclusively 
researched on the topic taking into consideration the 
limitations and the assumptions. First, the study was done 
only on listed firms in Kenya. Further studies need to be 
done on the firms which are not listed and also on firms in 
other countries. There is also need for research on other 
factors affecting the share price as only 80.4% could be 
explained by the independent variables in this study. 
 Finally, more research should be done on financial 
reporting to determine whether there are other variables 
like the timeliness of the reports and how they are 
affected by it except the share price. 
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