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Abstract: Stockbrokerage firms in Kenya have been facing problems touching on the sufficiency of their capital
which in turn affects their liquidity. This has prevented them from maximizing their profitability since they are
unable to effectively execute all the transaction orders that they receive. In view of the foregoing, this study
evaluated the influence of venture capital on profitability of stockbrokerage firms. The study was guided by
Walker’s theory of profit. A descriptive research design was employed. Deductive approach as well as
quantitative method were also adopted. The 9 licensed stockbrokers in Kenya were targeted. A census design
was employed due to the small size of the study population. Data were collected using a structured
questionnaire and a secondary data collection sheet. The questionnaire was pilot tested to determine its
reliability and validity. Data analysis was facilitated by the Statistical Package for Social Sciences. Data
analysis was in form of both descriptive statistics and inferential statistics. Results of the data analyses were in
tabular format. It was revealed that venture capital had statistically significant effect on profitability of the
licensed stockbrokerage firms in Kenya. It was concluded that venture capital was key to the profitability of
licensed stockbrokerage firms in Kenya. The study recommends that these firms should consider increasing their
investments in venture capital.
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I. Introduction
Background of the Study

Investment is described as the process or action of investing. It can also be defined as a thing that is
worth buying due to the fact that it is likely to realize profits in the future.! On the other hand, to invest is simply
to put funds into financial schemes, properties, or shares with the anticipation that the funds will be profitable.
Arguably, the term ‘investment’ attracts multidimensional definition which necessitates the consideration of the
context in which it is being applied.” In finance, investment refers to the employment of funds with the sole
purpose of earning additional income or appreciation of capital.® Venture capital (VC) is one of the common
investment strategies regarding private equity, the latter being part of investment practices.*

Venture capital (VC) was conceived with the intent of empowering firms in terms of financial,
technical and management support.’It is arguably a crucial source of entrepreneurial finance. On the same note,
it is indicated that besides the funds injected to facilitate their growth, firms benefit from VCs in terms of other
important aspects such as business acumen, networks, and other valuable resources.® Venture capital is
considered as one of the most crucial sources of funding particularly for new ventures.” The venture capital firm
takes over a part of the financial risks of the entity being funded in the event that the business to the former fails.
The founders of the funded firm, however, lose part of their equity and subsequently lose some of the possible
returns in case their venture exits. On the other hand, representatives of the venture capital firm get considerable
control rights, for instance, as members of the board. Inferentially, getting venture capital does not necessarily
pay off for an enterprise.®

Analogically, profitability refers to the ability of a particular investment to realize or earn a return from
its (investment) use. Unlike profit, profitability is considered to be one of the most effective measures of both
operational and financial efficiencies of organizations. It is also effective in measuring the productivity of the
capital employed.’

According to a report of the National Financial Capability Survey on investors in the United States, in
making investment sources, stockbrokers constituted 30% of pertinent information sources as at 2015, a
proportion that dropped to 26% as at 2018. However, it is important to note that 62% and 60% of investors
sourced information on decision making from brokerage firms and related firms in years 2015 and 2018
respectively.® Venture capital investment is one of the investment practices. Member states of the European
Union (EU) generally have a limited level of venture capital investments in entrepreneurship. This is occasioned
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by the low levels of both insurance and pension funds available for the aforesaid investments. It is noted that
while the EU-member countries depended on state pensions, the United States established a market for private
pensions that resulted in the emergence of large pension funds. These consequently acted as investors in bond
and stock markets as well as in venture capital.'*

Similar to the situation in South African brokerage firms, it is indicated that capital structure is hardly
consequential to profitability of related firms in Tanzania.'? Stockbrokers in Uganda take the largest share of
commission stemming from stock trading compared to other countries in East Africa and indeed the entire
Africa. They take 3.28% of the value of transactions.'® Therefore, it is apparent that the Ugandan stockbrokers
are likely to be among the most profitable on the continent when other factors (particularly expenses and
taxation) are held constant. In both Rwanda and Tanzania, brokerage commission on equity trading is regulated
and stands at 1.5% of the value of transactions.*®

The brokerage services are facilitated by the Capital Markets Authority (CMA). As such, the CMA is
the one that licenses and regulates the operations of stockbrokers in Kenya.'* Besides the aforesaid role, there is
conspicuously scarce empirical evidence relative to investment in and profitability of brokerage firms
particularly in Kenya. It is indicated that, similarly to banks, mutual funds, pension funds, and insurance
companies, brokerage firms are financial intermediaries with which investors interact.” It is acknowledged that
financial management of investors involves financial intermediaries, under which brokerage firms fall.*®
Brokerage firms or stockbrokers play the core role of enabling the transaction (buying and selling) of securities
on behalf of financial institutions, investor clients and/or firms in exchange for a brokerage commission.** As at
2021, there were 9 registered stockbrokers in Kenya (NSE, 2021). They include EFG Hermes Kenya Ltd, AIB-
AXYS Africa, Kestrel Capital (EA) Ltd, Kingdom Securities Ltd, and Suntra Investments Ltd. Others are Old
Mutual Securities Ltd, ABC Capital Ltd, Securities Africa Kenya Ltd, and Francis Drummond & Company
Limited.

Statement of the Problem

Brokerage firms have been facing significant financial challenges which limit them from executing all
the transaction orders that they receive.'” A hindrance to fully maximize on the business opportunities they
receive (exemplified by their inability to execute all transactions) is bound to negate their profitability. This is
founded on the fact that the number of transactions is directly proportional to profitability. In Kenya, a number
of stoke brokers have encountered financial challenges which have, indeed, resulted in their collapse. Given that
there is scarce empirical literature on stock brokers especially on their financial performance,® it is imperative
to investigate how their profitability (an indicator of financial performance) is influenced by investment
practices since the firms have been experiencing capital constraints.'’*°

Some of the notable stockbrokers which have collapsed since 2007, at no apparent order, include
NgenyeKariuki and Company, Francis Thuo and Partners, Nyaga Stockbrokers, and Discount Securities.
Besides the mainstream stockbrokers facing profitability challenges which have compromised their remaining
afloat, other financial institutions such as banks have been struggling to sustain their (brokerage) loss-making
business units. With the affirmation that there is scarcity of empirical literature on brokerage firms and
acknowledged capital constraints and profitability challenges encountered by these firms, it was imperative to
examine the influence venture capital (as an investment practice) has on the aforesaid profitability. It is on these
grounds that this study was conducted.
Objective of the study
To examine the influence of venture capital on profitability of brokerage firms in Kenya
Research Hypothesis
Ho:: There is no significant influence of venture capital on profitability of brokerage firms in Kenya.

Walker’s Theory of Profit

The theory is also referred to as rent theory of profit. Although it is advanced from the works of Senior
and Mill, its development is attributed to American Economist F.A. Walker. The theory states that profits are the
rent of ability. Profit is the rent of extraordinary abilities that are likely to be possessed by an entrepreneur over
others. Similar to the rent being the reward for the utilization of land, profits are a reward of the entrepreneurial
ability and/or skills. According to the theory, a superior or more capacitated entrepreneur is bound to realize
more profit margins. The proponent of the theory assumed that there exists a state of perfect completion where
all enterprises are presumed to be in possession of equal managerial ability and that each entity receives only
wages that do not constitute normal profit.

The theory has faced several criticisms. For instance, it is criticized for failing to clearly distinguish net
profit from gross profit. Modern economists also argue that it is erroneous to compare profit with rent. Unlike
land where there can be absolutely no rent, every entrepreneur including the marginal ones earn normal profit.
Whereas rent is common in static as well as dynamic societies, profits are only found in dynamic societies. The
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theory also fails to illustrate the real nature of profits. Moreover, critics argue that profit is not necessarily a
reward of entrepreneurial ability since it can, sometimes, result from monopoly and/or favourable changes in the
market or industry. Rent cannot be equated to profit since it is a cost. The critics argue that the ambiguity in
reference to the rent and profit concepts should not be overlooked, thus watering down the applicability of the
Walker’s theory of profit.%°

The tenet of the Walker’s theory of profit which is applicable to this study is ‘profit as a reward for
exceptional entrepreneurial ability’. Therefore, the profitability of the stock brokerage firms in Kenya is
believed to be strongly dependent of their entrepreneurial abilities of the managers tasked with overseeing the
operations of the firms. The success (reflected in their profitability) and or failure (exemplified by losses) can be
attributed to how well the firms are managed especially from financial perspective.

Empirical Review
Past empirical studies reviewed in this section touch on venture capital and profitability, particularly, of
brokerage firms.

Review of Empirical Studies on Venture Capital

A study carried out in Egypt was interested in establishing the determinants of investment
decisions.? The focus was on the emerging venture capital market in the country. Essentially the objective of the
study was to examine the determinants of investment decisions. A sample of 200 new Egyptian technological
startups was considered by the study. Logistical regression analysis was adopted. According to the study
findings, venture capitalists had a preference of investing in startups that had mature products and documented
financial performance.

In South Africa, a study was carried out to determine the strength of the relationship between behaviour
measures and funding dimensions in the country’s venture capital market.?’The scope of the study was on small
and medium enterprises operating in the KwaZulu-Natal, Durban region of South Africa. The study used
primary data that were collected by use of questionnaires from a sample of 160 respondents. Additionally,
secondary data were obtained from the records, archives and websites of the participating firms. Factor analysis
was employed by the study. It was found that at their start-up and early growth stages, majority of the SMEs
preferred informal venture capital. The study concluded that the venture capital market epitomized behaviour
that was associated with high ROI.

A study carried out amongst SMEs in Nairobi County, Kenya put into perspective financing through
venture capital.*The general objective was to examine how venture capital financing affect the growth of SMEs
in Nairobi County. The study employed descriptive research design. A total of 97 SMEs which had received
venture capital financing for the period from 2013 to 2017 were included in the study. Stratified random
sampling technique was used to draw a sample of 79 venture capital-backed SMEs. According to the study
results, 48.4% of variation in the growth of SMEs was attributed to venture capital financing. It was also
revealed that the more the cost of venture capital, the higher the growth of the SMEs. The study recommended
that both venture capitalists and SMEs should embrace a cost containment-revenue growth tradeoff strategy.

A local study was conducted to explore the influence of venture capital financing on corporate
governance specifically with regard to SMEs based in Nairobi County.?* The objective was to examine the
influence of venture capitalist on corporate governance. A descriptive survey research design was adopted. A
total of 266 respondents comprising equal numbers of board members and managers were randomly selected
from a total of 133 SMEs in Nairobi County. Requisite data were collected using questionnaires. The collected
data were analyzed using descriptive, correlation and regression analyses. It was revealed that SMEs were
prepared to modify their governance structures in order to allow capital ventures to provide funds. It was
concluded that investment management, investment decision, and exist of the venture capital had significant
influence on corporate governance of SMEs both separately and jointly.

Review of Empirical Studies on Profitability

A study conducted in Greece sought to analyze the profitability and the relations among its
determinants in the retail sector.”The objective was to investigate the existence of differences in the strategies
of the retail firms towards realization of the profitability targets. Data were collected from the Greek retail
sectors. The study results depicted that, within the retail sub-sectors, there were no statistically significant
differences in profitability in terms of ROW and average sales growth rate. Nevertheless, other metrics of
profitability (that is, asset turnover ratio, gross profit margin, and general expenses-to-sales ratio) returned
significant differences within the aforesaid subsectors and also among firms. In conclusion, the retail firms
employed different strategies aimed at realizing similar return on equity. The study results rejected the
hypothesis that the rapid developing entities express less profitability as depicted by return on assets.
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In Tanzania, a study was carried out on the effect of capital structure on profitability of business where
the focus was on processing enterprises listed on the Dar es Salaam Stock Exchange.?® The objective was to
examine the effects of capital structure on business profitability of seven listed processing enterprises. Whereas
capital structure was measured using the ration of long-term debt to equity, the metrics of business profitability
were ROA, ROE, and earnings per share (EPS). The study relied on secondary data that were sourced from the
published reports of the aforesaid listed firms for a duration of 10 years, that is, from 2009 to 2018. Ordinary
least square (OLS) regression and Karl pearson coefficient correlation analyses were employed to illustate the
relatonship between capital structure and profitability. According to the study findings, there existed a weak and
not significant effect of capital structure indicator on all indicators of profitability. This led to the conclusion
that capital structure was not a crucial determinant of profitability of listed firms. Advisably, financial managers
ought to follow a cautious approach to debt issues regardless of the benefits accruing from tax shield. This
would enable them to reduce the occurrence of risk of operating under financial distress.

Another study analyzed the relationship between capital structure and profitability of firms that are listed
on the NSE.?” The objective was to examine how capital structure related to profitability of listed firms in
Kenya. Longitudinal research design was used where gquantitative data were obtained from the annual audited
financial reports of these firms as well as handbooks of the NSE. According to the study findings, the
profitability of firms (measured by return on capital employed) had a positive and statistically significant
relationship with internal equity. It was concluded that the capital structure adopted by a firm greatly affected its
profitability and financial performance at large. The study recommends that listed firms should employ more
internal equity to enhance their profitability granted that such does not incur costs of acquisition as opposed to
external equity and debt finance.

Conceptual Framework

A diagrammatic illustration of study constructs and how they interact is a typical description of a
conceptual framework. %1t is also important to note that the framework can also be in narrative form.2* With
regard to this study and as outlined in Figure no 1 and the ensuing narrative, the conceptual framework takes a
blend of the two descriptions. It is apparent that there are two categories of variables. These are independent and
dependent variables. Independent variable is venture capital while profitability of stockbrokerage firms is the
dependent variable. Each of these variables is operationalized where measurable parameters are clearly
illustrated. It was presumed that venture capital was related to (or influenced) profitability of stockbrokerage
firms. This hypothesis guided this study.

Venture Capital Financial Performance
v Equity financing v Profitability ratios
v Participating debentures .| vV ROCE
v/ Conditional loan "| v ROE
v  Investment risk v ROA
v Average ROI v'ROI
Independent Variable Dependent Variable

Figure no 1: Conceptual Framework

Il. Material And Methods
Research Design
A descriptive research design was employed by the study. This was accompanied by both deductive
approach and quantitative method. A research design is described as a framework that guides how a research is
conducted.*The choice of the descriptive design is founded on the fact this study sought to establish accurately
the status with regard to investment practices and profitability of stockbrokerage firms in Kenya.

Target Population

The refined section of general population which is essentially described as the group of individuals or
participants which possesses specific characteristics or attributes that are of interest relative to a given
research.®*The licensed stockbrokers in Kenya constituted the target population. There were a total of 9
registered stockbrokers in Kenya by the time this study was conducted.® Accessible population, which is a
subset of target population and one which is arrived at after excluding members of the target population who are
unable to participate in the study comprised a total of 9 senior investment (or finance) officers.**3* These
represented the 9 licensed stockbrokers in Kenya. These stockbrokers included EFG Hermes Kenya Ltd, AlIB-
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AXYS Africa, Kestrel Capital (EA) Ltd, Kingdom Securities Ltd, Suntra Investments Ltd, Old Mutual
Securities Ltd, ABC Capital Ltd, Securities Africa Kenya Ltd, and Francis Drummond & Company Limited.

Census Design

There were only 9 registered stockbrokerage firms in Kenya when this study was carried out.
Therefore, a census of these firms was conducted given that the staff of interest were those charge of investment
and/or finance or related department or section. This translated to only 9 respondents. A census was necessitated
in tandem with the assertion that it is a research approach which seeks to facilitate collection of data from every
member of the population being studied.*

Research Instruments

Primary data were collected from the respondents (investment officers and/or finance officers) using a
structured questionnaire. These questionnaires are crucial in enabling collection of quantitative or numerical
data. This was in line with the quantitative approach adopted by this study. In reflection, quantitative approach
is associated with collection of numerical data.**The modeling of the questionnaire was aligned to the study
variables (venture capital, growth equity, mezzanine capital, distressed investments, and profitability). On the
other hand, a structured sheet was used in collecting secondary data from published financial reports of the
licensed stockbrokers in Kenya. The secondary data were majorly on profitability of the aforementioned firms.

Pilot Testing

The questionnaire was subjected to pilot testing in order to ensure that it passed the minimum
acceptable threshold for its use in collecting data for the main study. For this to be realized, a pilot study was
carried out. A pilot study is described as a mini-version of a full-scale study which is conducted a feasibility
study mainly to assess particular research instruments like questionnaires.37 The pilot study was conducted in
Kiambu County which has a considerable number of stockbrokerage firms.

Validity Testing

The validity of the research questionnaire was determined. It is stated that a valid questionnaire enables
collection of data that precisely measures the concepts (variables) of interest.*® Content validity was assessed.
This involved engaging the supervisors assigned by the university who were expected to critically and
objectively assess the content of the questionnaire.

Reliability Testing

This is in conformity to the definition of reliable instrument as one that is used to collect consistent
data.* For the purpose of this study, the Cronbach’s alpha was used to test the reliability of the questionnaire.
To enhance the Cronbach values, the number of data items was increased and/or be positively worded. This is in
line with the assertion that the number of items below 10 and negatively-worded questionnaire are associated
with low Cronbach values, potentially less than the recommended threshold of 0.7.%

Data Analysis

The collected primary and secondary data were scrutinized with the view of establishing any
inconsistencies, incomplete research instruments and/or non-responses. Data analysis was facilitated by the
Statistical Package for Social Sciences (SPSS) Version 25.0. In particular, data analysis took the form of both
descriptive statistics and inferential statistics. Some of the descriptive statistics which were used included
frequency, percentage, mean, range, and standard deviation. Inferential statistics included correlation and
regression analysis. Pertinent diagnostic tests were conducted in order to assess the applicability of certain
inferential ~ analyses.  These  included tests for linearity, normality, multicollinearity,
homoscedasticity/heteroscedasticity, and autocorrelation. Primary data and secondary data analyses were done
separately and the results harmonized. Whereas the former addressed both the venture capital and profitability,
the latter addressed only the latter variable (profitability). Results of the analyses were presented in tabular as
well as graphical formats. The following model guided regression analysis.
Y1=p0+BIX1+e
Where:
Y, Po,B1, X1, €, represent profitability, constant, regression coefficient, venture capital, and precision level
respectively.
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I11. Results
Descriptive Analysis
This section presents the descriptive statistics in respect of both primary and secondary data. Primary
data collected and subsequently analyzed were on all study variables, that is, venture capital, growth equity,
mezzanine financing, distressed investments, and profitability. However, secondary data only applied to the
latter variable (profitability). The primary data on study variables were aligned to a Likert scales ranging from 1
to 5 and representing strongly disagree, disagree, neutral, agree, and strongly agree respectively.

Venture Capital in Licensed Stockbrokerage Firms

As an investment practice, the application of venture capital in stockbrokerage firms was examined. To
this effect, the opinions/views of the senior investment and/or finance officers working with the nine licensed
stockbrokers were put into perspective. The descriptive statistics on venture capital are presented in Table no 1.

Table no 1: Descriptive Statistics for Venture Capital
D N ASA (%)

SD(%) (%) (%) (%) MeanStd. Dev
Our firm has recorded an increase in equity financing 0 0 04 (44.4)5 (55.6) 4.56 527
The amount of total venture capital in our firm has consistently 0 0 05 (55.6)4 (44.4) 4.44 527
increased
There has been an increase in average ROl emanating from venture 0 03 (33.3)5 (55.6)1 (11.1) 3.78 .667
capital investment
The amount of participating debentures has increased considerably 03 (33.3)2 (22.2)3 (33.3) 1 322 1.093

(1.1)

The average time required for venture capital to fructify has remained 2 (22.2)6 (66.7) 0 1 0 2.00 .866
constant (11.1)
Our firm has been relying on conditional loans to fund its investments 3 (33.3)5 (55.6) 01 (11.1) 0 1.89 .928
There has been significant investment risk associated with venture 3(33.3)5 (55.6) 0 01(11.1) 1.89 .928
capital.

The results shown in Table no 1 indicate that all the participants were in agreement that their firms had
recorded an increase in equity financing, and that the amount of total venture capital in their firms had
consistently increased. These findings were supported by a generally strong agreement (mean = 4.56), and
average agreement (mean = 4.44) respectively. Although a majority of the respondents either agreed (55.6%) or
strongly agreed (11.1%) that the brokerage firms had witnessed an increase in average ROI as a result of venture
capital investment, a third of the respondents were indifferent (33.3%). In respect of the aforesaid propositions,
the views of the respondents were largely similar as reflected by the considerably small standard deviation (std<
1.000).

The respondents expressed largely mixed reactions towards the assertion that the amount of
participating debentures had increased considerably (mean = 3.22; std dev = 1.093). Importantly, an equal
number of respondents agreed (33.3%) and disagreed (33.3%) with the proposition. It was noted that a majority
of the respondents at 88.9% disputed that the average time required for venture capital to fructify had remained
constant. Similarly, most of the respondents refuted that the stockbrokerage firms had been relying on
conditional loans to fund their investments (88.9%) while an equal number of participants also agreed that there
was significant investment risk associated with venture capital. In respect of the latter three assertions, the
respondents were generally in agreement and their views were as well similar (std dev < 1.000).

Profitability of Licensed Stockbrokerage Firms (Primary Data Analysis)

In this study, the aspect of profitability of licensed stockbrokerage firms in Kenya was examined. First,
the views on profitability of the senior investment/finance officers working with these firms were examined.
The said views were summarized and subsequently presented as shown in Table no 2.

Table no 2: Descriptive Statistics for Profitability
SD D N A SA (%)

() () (%) (%) Mean  Std. Dev
The firm has witnessed increasing gross profit margin since 0 0 05(55.6) 4(44.4) 4.44 527
2016
In our firm, the return on equity (ROE) has maintained a steady 0 0 06(66,7) 3(33.3) 4.33 .500
rise since 2016
Shareholders' equity reported by the firm has been on the rise 0 0 06(66.7) 3(33.7) 4.33 .500
since 2016
Since 2016, there has been a significant increase in return on 0 0 06(66.7) 3(33.3) 4.33 .500
capital employed (ROCE)
Since 2016, the firm has recorded a rise in earnings before 01(11.1) 05(55.6) 3(33.3) 411 .928

interest and tax (EBIT)
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The firm has reported notable increase in operating profit 01(11.1) 06(66.7) 2(22.2) 4.00 .866
margin since 2016

According to the views of the investment and finance officers as indicated in Table no 2, it is apparent
that all issues presented to them resulted in largely similar opinions (std dev < 1.00). Additionally, the
respondents were in agreement with all the assertions on profitability of the licensed stockbrokers (mean >/~
4.00). With regard to the assertions that since 2016, the stockbrokerage firms had witnessed increasing gross
profit margin, the ROE had maintained a steady rise, shareholders’ equity reported by the firms had been rising,
and that there had been a significant increase in ROCE, all the respondents were either in agreement or strong
agreement. However, it was minimally disputed (Disagree = 11.1%) that over the same period of time, the
stockbrokers had recorded a rise in EBIT as well as increase in operating profit margin. The rest of the
respondents were in agreement with the two proposed issues.

Profitability of Licensed Stockbrokerage Firms (Secondary Data Analysis)

Various aspects pertinent to determination of profitability of licensed stockbrokerage firms in Kenya
were examined. These aspects include revenue, expenses, operating income/profit, profit before tax, and profit
after tax. Out of the nine licensed stockbrokers, data were only accessible from 4 such firms, which include
Securities Africa Kenya Ltd, Kingdom Securities Ltd, AIB-AXYS Africa, and ABC Capital Ltd. The pertinent
results are presented in Figure no 2, Figure no 3, and Figure no 4.

2,000,000.00

1,500,000.00

1,000,000.00

Mean Total revenuefincome ("000)
(000.) sesuadxa [ejol ueap

500,000.00

2019 2020 2021

Financial Year

Figure no 2: Total Revenue and Total Expenses of Stockbrokerage Firms

According to the results shown in Figure no 2, the average of both the total revenue collected by the
surveyed stockbrokerage firms as well as the total expenses incurred increased over the period of the three
financial years, that is, from FY2019 to FY2020. In 2019, 2020, and 2021, the four stockbrokers realized
revenue amounting to Ksh 60.11 million, Ksh 647.34 million, and Ksh 1.68 billion respectively. Over the same
period of time, total expenditure recorded by these firms was Ksh 69.76 million, Ksh 495.85 million, and Ksh
1.24 billion respectively. Except in FY 2019 when the expenditure outweighed total revenue, in FY 2020 and
FY 2021, the stockbrokerage firms recorded more revenue than expenditure.
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Figure no 3: Total Revenue and Operating Profit of Stockbrokerage Firms

A comparison of total revenue collected by the licensed stockbrokers and operating profit indicated that
both recorded considerable increase across the three financial years beginning 2019 and ending 2021 (Figure no
3). It is important to note that in 2019, the four stockbrokerage firms, on average, recorded negative operating
profit (Ksh -8.64 million). The operating profits, however, increased tremendously to Ksh 341.27 million (FY
2020) and Ksh 1.42 billion (FY 2021).

250,000.00

200,000.00
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100,000.00

50,000.00
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Figure no 4: Profit before Tax and Profit after Tax of Stockbrokerage Firms

Expectedly as shown in Figure no 4, average net profit before tax was more than average net profit
after tax for the three years (2019 to 2021) under research. In 2019, loss before tax recorded by the stockbrokers
averaged Ksh 15.35 million while loss after tax was slightly lower at Ksh 14.43 million. In 2020, profit before
tax was Ksh 9.64 million while after tax, the loss reported averaged Ksh 1.72 million. Financial year 2021
recorded huge increase in both profit before tax (Ksh 261.18 million) and profit after tax (Ksh 203.03 million).

Inferential Analysis

In this section, the results of Spearman rank correlation analysis and regression analysis are presented,
interpreted and discussed.
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Correlation Analysis

The correlation between each of the investment practices (that is, venture capital, growth equity,
mezzanine financing, and distressed financing) and profitability of licensed stockbrokerage firms operating in
Kenya was determined. The results of Spearman rank’s correlation analysis are presented in Table no 3.

Table no 3: Spearman Rank’s Correlation Matrix

Spearman'’s rho Venture Capital Correlation Coefficient 1.000
Sig. (2-tailed) .

Profitability Correlation Coefficient 767" 1.000

Sig. (2-tailed) .016 .

N 9 9

*, Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).

According to the results shown in Table no 3, the correlation between venture capital and profitability
of stockbrokerage firms was positive, strong, and statistically significant when tested at p-value = 0.05 (rs =
0.767; 0.016). These results mean an increase in venture capital was strongly likely to lead to substantial
increase in profitability of the stated firms.

Simple Linear Regression Analysis

The effect of venture capital on profitability of stockbrokerage firms in Kenya was analyzed using
simple linear regression analysis. The results concerning this analysis are demonstrated in Table no 4, Table no
5, and Table no 6.
Table no 4: Model Summary of Venture Capital against Profitability
Model r r Square Adjusted r Square Std. Error of the Estimate
1 .730° 533 466 .24844
a. Predictors: (Constant), Venture Capital

The results shown in Table no 4 indicate that the coefficient of determination () is 0.533. This means
that 53.3% of variability in profitability of licensed stockbrokerage firms could be explained by venture capital.
These results clearly illustrated the importance of the foregoing investment practice with regard to profitability
of the stated firms.
Table no 5: ANOVA of Venture Capital against Profitability

Model Sum of Squares  df Mean Square F Sig.
1  Regression 492 1 492 7.979 .026°
Residual 432 7 .062
Total 925 8

a. Dependent Variable: Profitability
b. Predictors: (Constant), Venture Capital

The results of analysis of variance (ANOVA) shown in Table no 5 reveal the F-statistical results.
According to the value of F-statistic (Fy7; = 7.979; p = 0.026 < 0.05), it was established that there existed a
significantly linear relationship between venture capital and profitability. Interpretively, the collected data fitted
the adopted simple linear regression model (Y = Po + B X; + ¢€) linking profitability to venture capital. This
means that it was practical to use the aforestated model to establish the influence of venture capital on
profitability as shown in Table no 6.
Table no 6: Regression Coefficients of Venture Capital against Profitability

Unstandardized Coefficients Standardized Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 437 1.356 322 757
Venture Capital .846 .299 .730 2.825 .026

a. Dependent Variable: Profitability

As indicated in Table no 6, the model (Y = By + B1X; + €) was substituted as Y = 0.437 + 0.846X;
which meant that a unit change in profitability of stockbrokerage firms required 0.846 unit change in the same
direction when other factors were held constant. The results of t-statistic (t = 2.825; p = 0.026 < 0.05) indicated
that the influence of venture capital on profitability of the aforementioned entities was statistically significant.
Therefore, the null hypothesis which stated that ‘There is no significant influence of venture capital on
profitability of brokerage firms in Kenya’ was rejected. The alternate hypothesis which affirmed that the
aforestated influence was significant, was concluded to be true. The results further demonstrated the important
contribution of venture capital towards profitability of licensed stockbrokers in Kenya.
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IV. Conclusions and Recommendations
The study concluded that the licensed stockbrokerage firms in Kenya have recorded considerable

increase in equity financing since 2016. This implied that the stockbrokers had a preference of equity financing
as an investment practice. The study also concluded that the fact that venture capital had minimal investment
risks, it was an appealing investment practice to investors. The importance of venture capital with regard to
profitability of licensed stockbrokerage firms in Kenya could not be overemphasized.

Given that venture capital was concluded to have significant effect on profitability of stockbrokerage

firms in Kenya, it is recommended that these organizations should consider investing in the said capital in a
bigger way. It is also important to establish the reasons behind the fluctuation of the time-to-fructify of this
capital. This would in turn be informative to policy makers to align their strategies in a way that would be more
appealing to current and prospective investors.
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