


Fixed Deposits, Fund Size and Performance of Unit Trust Funds in Kenya

ABSTRACTAim: To determine the moderating effect of fund size on the relationship between investing in fixed deposits and performance of unit trust funds in Kenya. 
Study design: Causal design. 
Place and Duration of Study: Census: Unit Trust Funds in Kenya for the period between January 2015 to December 2023.
Methodology: Target population was 37 approved Unit Trust Funds in Kenya.  Census survey was adopted where all the 37 approved unit trust funds in Kenya were studied. The study used secondary data which was collected using a secondary data collection sheet. Data collected was analyzed using Stata version 18.0. Both descriptive and inferential statistics was used in data analysis. Descriptive statistics that were adopted in this study include; mean, standard deviation, minimum and maximum while the inferential statistic tools that were used include both Pearson correlation and panel data analysis. 
Results: Findings revealed that investing in fixed deposits had a significant positive effect on performance with (β=0.200, p < 0.05). Fund size had a significant moderating effect on the relationship between investment vehicles and performance of UTFs with (β= 0.345, p < 0.05). 
Conclusion: The study concluded that Unit trust funds that invest in fixed deposits have high chances of recording better asset returns. The study also concluded that fund size has a significant moderating effect on the relationship between investing in fixed deposits and performance of unit trust funds in Kenya. Unit trust funds with large fund size enjoy economies of scale, enjoy increased market power and chances of access to capital are high all which contributes to increase in asset returns. Fund managers of unit trust funds should increase the proportion on investment in fixed deposits as they improve investment returns. 
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1. INTRODUCTION
[bookmark: _Hlk162447382]Performance evaluation of unit trust funds (UTFs) is important to apprise whether the investment vehicles adopted help UTFs achieve their investment goals or not. The performance of UTFs can be measured using Treynor ratio, Sharpe ratio and Jensen ratio (Zabolotnyy & Wasilewski, 2019). This study was interested in the measurement of financial performance of UTFs and hence adopted Return on Investment (RO1). The factors that might affect the performance of UTFs include; the kind of investments, investment vehicles adopted and inconsistent use of investment vehicles by managers (Kogi, 2019). The study adopted investment vehicles (fixed deposits) which connote a tenured deposit account that banks or other non-bank financial institutions provide and the deposit account provides investors a higher rate of interest than a regular savings account until the specified maturity date (Raisch & Birkinshaw, 2018). It was operationalized using ratio of fixed deposits to total investments. In the UK, 80% of the fixed income investments used by UTFs include; bonds which are fixed term loans issued by companies and governments looking to raise money (Barnard, 2017).
[bookmark: _Hlk121786854][bookmark: _Hlk121784340][bookmark: _Hlk149552624]Investment vehicles are adopted by UTFs when investing in undertakings for collective investment in transferable securities (UCITS), non-UCITS retail schemes (NURS) and qualified investment schemes (QIS) which are the legal forms of regulated CIS (Gleeson, 2020). Portfolio returns or asset returns varies depending on the investment vehicles adopted. Funds that record a high portfolio return or asset return have high chances of becoming financially sustainable and vice versa.  Unit Trusts that perform better are those that have succeeded in adopting investment vehicles that enhance high investment returns. Fund size is an important factor that can affect financial performance of an investment firm (Oyelade, 2019). Investors prefer investing in large companies as opposed to small companies (Stinchombe, 2020). This is because large companies have the ability to continuously improve their financial performance as well as enhance the quality of their earnings (Tangngisalu et al., 2020). Fund size also influences investment vehicles adopted (Maingi, 2018). It was operationalized as log size of the total assets.  In Spain, 63% of the fixed income investments include investment in bonds, others equity and others invest in cash equivalents where they invest in liquid assets such as cash (Murcia, 2021). Unit trust funds have been using fixed deposits, equities and cash equivalents as investment vehicles (Grinblatt & Titman, 2019). These investment vehicles among others are the ones that unit trust funds use to achieve their investment objectives (Ferruz et al., 2023). What varies among unit trust funds is the proportion of investments in fixed deposits, equity investments and cash equivalents. Unit trust funds that record good performance use an optimal mix in the amount invested in the different investment vehicles (Malkiel, 2023). 

[bookmark: _Hlk215744490][bookmark: _Hlk215745407]In Uganda, seventy-eight of the investment funds are invested in fixed income assets which comprise of amongst others; treasury bills and bonds and corporate bonds (Kagoda, 2018). Fifteen percent (15%) of the investment funds are in equity securities. Real estate investments in 2020/21 accounted for 7% of all the investments made by the CISs (CMA-Uganda, 2020). In regards to returns, a 16% and 19% return was recorded from investments in fixed income and equities portfolio respectively in 2020/21 (Uganda Investment Authority (UIA), 2022). In 2020/21, the fund recorded a loss of Ushs. 300 billion (Busuulwa, 2021). This shows that not all unit trust funds record good performance. The UTFs in Kenya invest in amongst others; government securities, fixed deposits and cash and demand deposits (Muiruri, 2024). Zimele (2020) opines that in Kenya, there has been a remarkable growth in UTFs but it is happening at a slow pace than expected. Over the years, the investment vehicles adopted include but not limited to fixed deposits, government bonds, other CIS, Unlisted securities and offshore investments and NSE Listed Securities-Excl GoK (CMA, 2023). In Nairobi, some UTFs appear to have several problems that range from stiff competitors that make some UTFs to die before they are even launched or die within a very short life span if compared with other businesses (Omonyo, 2019). Investment in fixed deposits faces challenges such as liquidity risk, low returns compared to market-linked investments, inflation risk, penalty fees on premature withdrawals, credit and default risk among others. In the context of UTFs, little was not about fixed deposits, fund size and performance of Unit Trust Funds in Kenya and yet a number of unit trusts have remained inactive. Okun (2020) posit that the effect of fund size on performance is complex. Some evidence by Morwabe and Muturi (2019) suggests diseconomies of scale in larger funds while others suggest that larger funds can be more efficient (Murcia, 2021). A dilemma therefore existed as to the exact impact of fund size on performance of UTFs in Kenya.  There was need for a study to further determine the moderating effect of fund size on the relationship between investing in fixed deposits and performance of unit trust funds in Kenya and hence the reason as to why this study was conducted to provide policy recommendations and recommendations for practice that would help to improve performance of UTFs when fund managers opt for investment in fixed deposits while considering fund size as a moderator. 

[bookmark: _Hlk148718242][bookmark: _Hlk148698238]Knowledge gaps exist in the past studies done on this research topic, for example, Dongol (2021), researched on the effect of fixed deposits on performance of exchange traded funds in Nepal. A descriptive research design was adopted and 115 staffs were targeted. A total of 74 employees were sampled in the study. The study used primary data that was analyzed using descriptive and inferential statistics. The findings reveal that investing in fixed deposits has a significant positive impact on performance of exchange traded funds. The study had been conducted on exchange traded funds while this study was done on unit trust funds. Afriyie et al. (2021), studied on fixed deposits and its impact on performance of private equity funds in Ghana.  The study used an ex-post facto research design. The sample size was 20 private equity funds with 138 observations. The study used secondary data and the panel data was for a period of seven years between 2011 and 2017. The data collected was analyzed using both descriptive and inferential statistics. The results revealed that investing in fixed deposits has a significant positive impact on the performance of private equity funds in Ghana. Research philosophy adopted had not been justified which this study sought to justify and hence filled the methodological gap.

[bookmark: _Hlk149556081][bookmark: _Hlk149556206][bookmark: _Hlk174089174][bookmark: _Hlk149556370][bookmark: _Hlk220067299]Obong’o et al. (2020), researched on the effect of investing in fixed deposits on performance of mutual funds in Nairobi County, Kenya. The purpose of the study was to determine the effect of investing in fixed deposits on performance of mutual funds in Nairobi County, Kenya. The study used a descriptive research design and 39 commercial banks in Nairobi County were considered. All the different type of datasets was used in the study and was analyzed using descriptive and inferential statistics. The results are that investing in fixed deposits has a significant positive effect on performance. Unit trust funds were not within the scope of the study which was the focus of the current study. Morwabe and Muturi (2019), researched on the effect of investing in fixed deposits on performance of investment funds in Nairobi County, Kenya. The purpose of the study was to determine the effect of investing in fixed deposits on performance of investment funds in Nairobi County, Kenya. The study used a descriptive research design. Target population was all investment funds in Nairobi County, Kenya. Data from secondary sources was adopted and it was analyzed using descriptive and inferential statistics. Findings show that investing in fixed deposits has a significant positive effect on performance of investment funds. Justification for the data analysis procedure had not been provided and hence a methodological gap existed which this study sought to address. Okun (2020), studied on fixed deposits and performance of hedge funds in Kenya. The purpose of the study was to determine the effect of fixed deposits on performance of hedge funds in Kenya. The study used cross-sectional research design and the target population was all hedge funds in Kenya. The study used data from secondary sources only which was analyzed using descriptive and inferential statistics. The results revealed that fixed deposits have a significant positive effect on performance of hedge funds in Kenya. The study had been conducted in a different sector and therefore this study focused on unit trust funds so as to determine the effect of investing in fixed deposits on their performance. Literature reviewed led to the development of the following hypothesis statement:

[bookmark: _Hlk215747435]H01: 	Investing in fixed deposits has no significant effect on performance of unit trust funds in Kenya.

[bookmark: _Hlk121537228][bookmark: _Hlk149555294]Al-Nawaiseh (2020), researched on the effect of fixed deposits, fund’s size on performance of Jordanian insurance companies. The study adopted cross-sectional and time series research designs. The study targeted 85 insurance companies in Jordan while the sample size was 22 insurance companies. The study used secondary data which was analyzed using both descriptive and inferential statistics. The study results reveal that fund’s size has a significant effect on the relationship between fixed deposits and performance of insurance companies. Studies that have done on fund’ size and performance of Jordanian insurance companies are scarce in the Kenyan context. This study enhanced the empirical literature existing on funds’ size on the relationship between fixed deposits and performance of unit trust funds in the Kenyan context. Novrian et al. (2020), researched on influence of fund size on performance of venture capital funds in India. The purpose of the study was to determine the influence of fund size on performance of venture capital funds. The study adopted a descriptive research design. Target population was venture capital funds. The study used panel data for the period between 2012 and 2016. The study used secondary data only and it was analyzed using both descriptive and inferential statistics. The results reveal that fund’s size has a positive significant moderating effect on the relationship between fixed deposits and performance of Indonesian banking industry. The study had not provided justification for the research design adopted in the study which this study sought to provide and therefore addressed the knowledge gap that existed. Literature reviewed led to the development of the following hypothesis statement:

H02: 	Fund size has no significant moderating effect on the relationship between investing in fixed deposits and performance of unit trust funds in Kenya.

2. MATERIALS & METHODS

[bookmark: _Hlk148519006][bookmark: _Hlk167103886][bookmark: _Toc121540077][bookmark: _Toc121783660][bookmark: _Toc121783899][bookmark: _Toc93758737][bookmark: _Toc93758940][bookmark: _Toc64058731][bookmark: _Toc65395044][bookmark: _Toc88476460][bookmark: _Toc88903079][bookmark: _Toc26183463][bookmark: _Toc26183727][bookmark: _Toc21719787][bookmark: _Toc22213987][bookmark: _Toc22214182][bookmark: _Toc27471999][bookmark: _Toc147395100][bookmark: _Toc148726968][bookmark: _Toc148728652][bookmark: _Toc149561524][bookmark: _Toc166010998][bookmark: _Toc167454530][bookmark: _Toc185522119][bookmark: _Toc190370815][bookmark: _Toc190535926][bookmark: _Toc190536012][bookmark: _Toc190604564][bookmark: _Toc190606312][bookmark: _Toc190607466][bookmark: _Toc192496787][bookmark: _Toc65395045][bookmark: _Toc93758739][bookmark: _Toc93758942][bookmark: _Toc96418248][bookmark: _Toc121540079][bookmark: _Toc121783662][bookmark: _Toc121783901][bookmark: _Toc147395102][bookmark: _Toc148726970][bookmark: _Toc148728654][bookmark: _Toc149561526][bookmark: _Toc166010878][bookmark: _Toc166011000][bookmark: _Toc167454532][bookmark: _Toc185522121][bookmark: _Toc190370817][bookmark: _Toc190535928][bookmark: _Toc190536014][bookmark: _Toc190604566][bookmark: _Toc190606314][bookmark: _Toc190607468][bookmark: _Toc192496789][bookmark: _Hlk149559194][bookmark: _Toc149561528][bookmark: _Toc166010880][bookmark: _Toc166011002][bookmark: _Toc167454534][bookmark: _Toc185522123][bookmark: _Toc190370819][bookmark: _Toc190535930][bookmark: _Toc190536016][bookmark: _Toc190604568][bookmark: _Toc190606316][bookmark: _Toc190607470][bookmark: _Toc192496791][bookmark: _Toc121540081][bookmark: _Toc148726972][bookmark: _Toc148728656][bookmark: _Toc149561530][bookmark: _Toc166010882][bookmark: _Toc166011004][bookmark: _Toc167454536][bookmark: _Toc185522125][bookmark: _Toc190370821][bookmark: _Toc190535932][bookmark: _Toc190536018][bookmark: _Toc190604570][bookmark: _Toc190606318][bookmark: _Toc190607472][bookmark: _Toc192496793][bookmark: _Toc121783664][bookmark: _Toc121783903][bookmark: _Toc147395104][bookmark: _Toc21719807][bookmark: _Toc22214198][bookmark: _Toc26183736][bookmark: _Toc27472010][bookmark: _Toc64058747][bookmark: _Toc65395062][bookmark: _Toc88476467][bookmark: _Toc88903086][bookmark: _Toc93758948][bookmark: _Toc96418254][bookmark: _Toc121540085][bookmark: _Toc121783668][bookmark: _Toc121783907][bookmark: _Toc121540086][bookmark: _Toc121783669][bookmark: _Toc121783908][bookmark: _Toc26183737][bookmark: _Toc64058748][bookmark: _Toc65395063][bookmark: _Toc88476468][bookmark: _Toc88903087][bookmark: _Toc93758949][bookmark: _Toc27472012][bookmark: _Toc96418255]Research philosophy is a belief about the way in which data about a phenomenon should be gathered, analyzed and used (Novikov & Novikov, 2019). The various types of research philosophies include; positivist, interpretivist, pragmatist as well as realistic research philosophies (Flick, 2020). Positivism research philosophy was adopted as according to Gupta and Gupta (2022), the philosophy is adopted in methodologies that use quantitative. According to the principles of positivism, the philosophy depends on quantifiable observations that lead themselves to statistical analysis (Mohajan, 2018). This study dealt with quantifiable observations and it was guided by the hypotheses which are attributes that apply to the positivism research philosophy. This informed its choice as the ideal research philosophy. This study adopted causal design which is a type of a design which is adopted when data to be collected is quantitative in nature and when the intention of the study is to explain the cause-and-effect relationship that exists between variables after occurrence of an action or event (Hennick et al., 2020).  The target population for this study was 37 approved unit trust funds in Kenya. Accessible population is a subset of the target population and it is also known as study population (Pandey & Pandey, 2021). In this study, accessible population and target population was all the 37 approved unit trust funds in Kenya. The period considered was 2015 to 2023. The study was a census survey of all the 37 approved unit trust funds in Kenya as at August 2024 (CMA, 2024). In this study, the sampling frame was 37 approved unit trust funds in Kenya. This study used secondary data which was collected using a secondary data collection sheet. Data analysis was via STATA version 18.0. The study adopted both descriptive and inferential statistics which included; mean, standard deviation, minimum and maximum, Pearson product moment correlation and panel regression analysis respectively. A 0.05 significance level was adopted and the data was presented using frequency tables and charts. The panel regression models used to test the research hypotheses at 5% level of significance were as follows;
[bookmark: _Hlk220070745]Model 1  	Yit = β0+ β1 X1it + Ɛit…………………………………………………………………………………...……………….…Equation 2.1

Panel regression analysis model that included the moderating variable (fund size) was as follows;
[bookmark: _Hlk220071428][bookmark: _Hlk121526894][bookmark: _Hlk220070438][bookmark: _Hlk220070562][bookmark: _Hlk220070931][bookmark: _Hlk220071103]Model 2	Yit = β0+ β1 X1it + β2 zit+ β3(Xit* zit)+αi+Ɛit ………………………………………………………………Equation 2.2

Where; 
Yit 	represents the dependent variable (return of investment) in time i and cross sectional (t) dimensions.
β0	represents the y intercept (constant)
X1it 	represents investing in fixed deposits
[bookmark: _Hlk220070988]β1, β2	Main effects of the variables
β3              The moderation coefficient (if significant, moderation exists).
zit 	represents fund size
Xit* zit   is the interaction term (Moderation effect)
αi          Entity- specific fixed effects (unobserved heterogeneity).
it 	represents the idiosyncratic error term
t 	represents time	
i 	represents the number of unit trust funds
[bookmark: _Toc6587002]
[bookmark: _Hlk148730092][bookmark: _Hlk121538248][bookmark: _Toc21719813][bookmark: _Toc22214009][bookmark: _Toc22214204][bookmark: _Toc26183761][bookmark: _Toc27472036][bookmark: _Toc64058749][bookmark: _Toc65395064][bookmark: _Toc88476469][bookmark: _Toc88903088][bookmark: _Hlk220147594][bookmark: _Hlk121528032][bookmark: _Hlk121787267][bookmark: _Hlk148528132][bookmark: _Hlk148721429][bookmark: _Hlk220147778][bookmark: _Hlk148720755][bookmark: _Hlk148529165][bookmark: _Hlk148722972]Prior to conducting regression analysis, regression assumptions are tested first for the sake of ensuring that the data gives best least squares unbiased estimators (BLUE). In this study, normality of residuals, multicollinearity test, serial correlation, heteroscedasticity, random or fixed effects tests and stationarity tests were tested.  In this study, normality of residuals was tested using Jacque Bera test (JB) and if p>0.05, it implied that the assumption was upheld. Heteroskedasticity was tested using Breusch-Pagan test. The null hypothesis was that residuals are homoscedastic. If p<0.05, the H0 was rejected and hence heteroskedasticity existed. Autocorrelation or serial correlation was tested using the Durbin-Watson Test. The H0 was that there is no serial correlation. If the d-statistic is more than 0.05, the study failed to reject the null hypothesis and concluded that no autocorrelation existed among the errors.  Multi-collinearity was tested using VIF and if VIF>10, it implied existence of serious multi-collinearity problems. The hausman test was conducted to detect endogenous regressors in a regression model (Beins & McCarthy, 2017). The usual procedure for conducting hausman test is to run a fixed effects model and save the estimates, then run a random model and save the estimates and then perform the test (Sileyew, 2019). If there is no endogeneity concern between the error terms and the explanatory variable, the random effects model was adopted and vice versa, fixed effects model. The null hypothesis was that the preferred model was random effects while the alternative hypothesis was that the preferred model was fixed effects. Fixed effect is associated with removal of bias from unobserved, time-invariant unit-specific confounders. A focus on within unit variation over time allows for causal inference that is accurate even when hidden constant factors are correlated with the independent variables. The threshold was that if the p-value was less than 0.05, the null hypothesis was rejected. Stationarity test was conducted to verify whether a series is stationary or not. Levin-Lin-Chu test was used to test for stationarity in a time series. The null hypothesis was as follows; H0: Panels has Unit Roots Ha: Panels are stationary/ has no unit root. The null hypothesis was rejected if p< 0.05. The ethical considerations adopted in the study were as follows; data confidentiality, data was secured properly, obtained necessary permissions and responsible reporting which included limitations reporting.

3. Results & Discussions
[bookmark: _Toc147256112][bookmark: _Toc147395113][bookmark: _Toc149561537][bookmark: _Toc192496807]3.1 Descriptive Statistics
The descriptive statistics run to understand the distribution of the variables used in this study were mean, standard deviation, minimum and maximum. The variable that had been adopted in this study was investing in fixed deposits, fund size and performance (Return on Investment). The results were presented in Table 1.
[bookmark: _Toc147256075][bookmark: _Toc190372113]Table 1: Descriptive Statistics Results
	Variables	
	Obs.
	Mean
	Std Dev
	Min
	Max

	Fixed deposits
	252
	1.03
	0.11
	0.49
	1.36

	[bookmark: _Hlk220148474]Fund size
	252
	2.48
	0.83
	1.10
	4.30

	Performance (Return on Investment)
	252
	3.85
	1.30
	-3.56
	1.09


[bookmark: _Hlk148718902][bookmark: _Hlk148719049][bookmark: _Hlk148719148][bookmark: _Hlk220148608]In Table 1, the results revealed that investing in fixed deposits had a mean of 1.03 with a standard deviation of 0.11. This implies that the average investment in fixed deposits by UTFs was kshs. 1.03 billion, however, the variation in the amount of funds invested in fixed deposits among UTFs was to a magnitude of 0.11. Investing in fixed deposits also recorded a minimum of kshs. 0.49 billion with the maximum of kshs. 1.36 billion. This implies that the minimum amount of funds invested by UTFs in fixed deposits was kshs. 0.49 billion with the maximum being khs.1.36 billion. The study was in-tandem with that of Afriyie et al. (2021) that UTFs invest in fixed deposits; however, the amount invested in fixed deposits varies across all UTFs. Additionally, the study also run descriptive statistics for the moderating variable fund size. The results revealed that fund size had a mean of 2.48 and a standard deviation of 0.83. This meant that average total assets of UTFs during the study period was kshs. 2.48 billion, however, there was a variation in fund size across UTFs to a magnitude of 1.10. The maximum value of total assets for UTFs during the study period was kshs. 4.3 billion while the minimum value of total assets was 1.1 billion. This implies that the fund size of UTFs keeps on varying from a UTF to another. The study by Gunu and Adamade (2020) also established that fund size of UTFs varies from one UTF to another.  
[bookmark: _Hlk148719393][bookmark: _Toc147256113][bookmark: _Toc147395114][bookmark: _Toc149561538]The study also sought to check on the descriptive results for the dependent variable, performance of unit trust funds. The study results revealed a mean of 3.85 and a standard deviation of 1.30. This implies that the average performance of UTFs during the study period was kshs. 3.85 million, however, there was a variation in performance recorded during the study period across UTFs in Kenya to a magnitude of 1.30. The study results further revealed that the minimum performance among UTFs was a loss of -3.56 million shillings while the maximum was kshs. 1.09 billion. This implies that unit trust funds recorded negative investment returns of kshs. 3.56 million during the study period, however, the maximum investment returns during the study period was kshs. 1.09 billion. The study agrees with that of Obong’o et al. (2020) that investment returns vary across UTFs. In a nutshell, the study showed varied results in terms of the variables that were studied. The lower standard deviations of the study as compared to means showed that during the study period, there wasn’t so much variability in the investment vehicles in the various unit trusts funds. By the minimum and maximum ranges however, there was a great variability as can be sighted in all the variables. It can thus be concluded that the investing in government securities had the widest variation among investors, while fixed deposits and cash & demand deposits have relatively consistent allocation levels.



3.2 Trend Analysis
	
Trend analysis was conducted in this study and results presented to show patterns and trends among the study variables. The study sought to determine the trend on investment in fixed deposits by UTFs in Kenya for the period between 2015 and 2023. Trend curve for investment in fixed deposits for the period between 2015 and 2023 was presented in Figure 1.
	

Fig.1. Trend curve for investment in fixed deposits (2015-2023)
The proportion of funds invested in fixed deposits was displayed in the trend curve in figure 1. The findings revealed that the amount of funds invested in fixed deposits among UTFs in Kenya between 2015 and 2023 kept on varying. Both an upward trend and downward trend were witnessed as displayed in Figure 1. Fund size which had been operationalized by Ln (Total assets) kept on varying between 2015 and 2023 across all the UTFs as presented in Figure 2.



[bookmark: _Toc190371744]Fig. 2. Fund size trend for selected Unit Trust Funds (2015-2023)
The study sought to determine fund size trend for UTFs in Kenya for the period between 2015 and 2023. As indicated in the curve, fund size as operationalized by Ln (Total assets) reveals a positive growth trend for the period between 2015 and 2023. This implies that UTFs in Kenya have made efforts to grow their total assets. The trend curve of the performance of UTFs (return on a security) in Kenya was presented in figure 3.  

[bookmark: _Toc190371745]Fig. 3. Trend curve for performance of selected UTFs between 2015 and 2023

Trend analysis was done to show trends or patterns in the performance of UTFs in Kenya. In the trend curve, the performance of UTFs depicted a negative trend between 2015 and 2016, positive trend between 2016 and 2017, negative performance trend between 2017 and 2020, positive performance trend between 2020 and 2021 and negative performance trend between 2021 and 2023 as displayed in figure 3.
[bookmark: _Toc192496808]3.3 Inferential statistics
3.3.1 Correlation analysis
Correlation analysis was used to depict the nature, direction and strength of the relationship between investment vehicles and performance of UTFs. The strength and direction of the relationship is usually shown by a correlation coefficient of between -1 and +1. The results were presented in Table 2.

[bookmark: _Toc190372114]Table 2: Correlation Matrix
	
	

	Performance of UTFs
	Fixed deposits

	Performance of UTFs
	Pearson Correlation
	
	

	
	Sig. (2-tailed)
	1
	

	Fixed deposits
	Pearson Correlation
	.777*
	1

	
	Sig. (2-tailed)
	.000
	


*. Correlation is significant at the 0.05 level (2-tailed).
	
Table 2 shows that investing in fixed deposits has a strong positive association with performance of UTFs in Kenya as supported by a correlation coefficient, r=0.775 and p=0.000. This correlation was significant at 5% significance level as presented in Table 4.8. This implies that increase in the amount invested in fixed deposits contribute to increase in the performance of UTFs in Kenya by 0.775. In the study by Dongol (2021), it was established that investment in fixed deposits improves performance of UTFs. This is because investment in fixed deposits offer higher interest rates if compared to savings accounts and hence contributes to improvement in performance of UTFs. Fixed deposits enjoy stability of earnings; security and returns are predictable. Morwabe and Muturi (2019) found contrary results that fixed deposits are associated with lock in period, early withdrawal penalties, inflation risk and bank defaults all which adversely affects performance of UTFs. 
[bookmark: _Toc147256117][bookmark: _Toc147395118][bookmark: _Toc148728670][bookmark: _Toc149561544][bookmark: _Toc190370843][bookmark: _Toc190536040][bookmark: _Toc190604592][bookmark: _Toc190606340][bookmark: _Toc190607494][bookmark: _Toc192496815]3.4 Random and Fixed Effects Tests
[bookmark: _Hlk148722411][bookmark: _Toc147256079]In order to decide between fixed or random effects, Hausman test was needed. It tests whether the unique errors (μ_i) are correlated with the regressor. Hausman test null hypothesis was that the random effect was appropriate versus the alternative that fixed effect was appropriate. If the probability of the Hausman test was more than 5 percent significance level, random effect was used otherwise fixed effect was used. Thus, if the p-value is modest (less than 0.05), the null hypothesis was rejected. The issue stems from the fact that there are multiple variants of the test, each with a distinct hypothesis and possible outcomes. Thus, before Hausman test could be run, both the fixed and random effects were tested as follows. Fixed effects test results were presented in Table 3.
[bookmark: _Toc190372119]Table 3: Fixed Effects Test Results
	Fixed-effects (within) regression
	Number of obs
	252

	Group variable: unit trust
	Number of groups
	28

	
	Obs per group:
	

	R-sq:
	
	
	Min
	9

	Within
	0.0220
	
	Avg
	9.0

	between
overall
	0.0063
0.0004
	
	Max
F (1,191)
	9
0.86

	Corr (μ_i, Xb)
	-0.2132
	
	Prob > F
	0.5083

	Performance of UTFs
	Coef.
	Std. Err.
	Z
	P>|t|

	Investing in fixed deposits
	7.63e+07
	8.73e+08
	0.09
	0.930

	Fund size
	-4.52e+07
	5.55e+08
	-0.08
	0.935

	Cons
	-3.04e+08
	1.77e+09
	-0.17
	0.863

	sigma_ μ
	9.603e+08
	
	
	

	sigma_e
	9.870e+08
	
	
	

	Rho
	.48633019
	(fraction of variance due to μ_i)


F test that all μ_i = 0: F (27, 191) = 6.63                     Prob > F = 0.0000
[bookmark: _Hlk148722533][bookmark: _Hlk148722388][bookmark: _Hlk148722328]The null hypothesis that had been adopted in the study was that the preferred model was random effects while the alternative hypothesis was that the preferred model was fixed effects. The threshold was that if the p-value was less than 0.05, the null hypothesis was rejected.  The p-value was more than 0.05 which implies that the null hypothesis was accepted that the preferred model was random effects. This meant that the regression coefficients differed across groups due to heterogeneity. This also meant that the results were generalizable to a wider hypothetical population of studies rather than the specific studies included in the analysis. This meant that the studies included in the current study were a random sample from a super population which allowed for inferences about the broader population. Random effects test results were presented in Table 4.









[bookmark: _Toc190372120]Table 4: Random Effects Test Results
	Random-effects GLS regression
	Number of obs
	252

	Group variable: unit trust
	Number of groups
	28

	
	Obs per group:
	

	R-sq:
	
	
	Min
	9

	Within
	0.0198
	
	Avg
	9.0

	Between
Overall
	0.0557
0.0374
	
	Max
Wald chi2(5)
	9
5.29

	Corr (μ_i, X)
	0 (assumed)
	
	Prob > chi2
	0.3821

	Performance of UTFs
	Coef.
	Std. Err.
	Z
	P>|t|

	Investing in fixed deposits
	2.10e+08
	8.08e+08
	0.26
	0.795

	Fund size
	2.68e+08
	2.10e+08
	1.28
	0.202

	Cons
	-1.21e+09
	1.11e+09
	-1.09
	0.274

	sigma_ μ
	9.197e+08
	
	
	

	sigma_e
	9.870e+08
	
	
	

	Rho
	.46479343
	(Fraction of variance due to μ_i)


[bookmark: _Toc147256081]
The null hypothesis that had been adopted in the study was that the preferred model was random effects while the alternative hypothesis was that the preferred model was fixed effects. The threshold was that if the p-value was less than 0.05, the null hypothesis was rejected.  The p-value was more than 0.05 which implies that the null hypothesis was accepted which further implied that the preferred model was random effects. Hausman test results were presented in Table 5.


[bookmark: _Toc190372121]Table 5: Hausman Test Results
	
	---- Coefficients ----

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

	
	Fe
	Re
	Difference
	S.E.

	Investing in fixed deposits
	7.63e+07
	2.10e+08
	-1.33e+08
	3.30e+08

	Fund size
	-4.52e+07
	2.68e+08
	-3.13e+08
	5.14e+08



b = consistent under Ho and Ha; obtained from xtreg
B = inconsistent under Ha, efficient under H0; obtained from xtreg
Test:  Ho:  difference in coefficients not systematic
chi2 (5) = (b-B)’[(V_b-V_B) ^ (-1)] (b-B)
=        0.95
Prob > chi2 =      0.9662

The coefficients in first column (FE) are from fixed effects estimation and in the second column (RE) are from random effect model. Hausman tests the null hypothesis that differences in the coefficients not systematic (random effects are appropriate) against the alternative that the difference in coefficients are systematic (fixed effects are appropriate). These results revealed that the value for chi-square statistic was 0.95 and its probability was 0.9662. Since the probability was not significant (greater than 0.05 at 95% level of confidence) the null hypothesis failed to be rejected confirming that the estimates from random effects regression model were appropriate. This study therefore adopted the alternative hypothesis that random effects were appropriate.
[bookmark: _Toc192496817]3.5 Regression Analysis
[bookmark: _Toc190372123]In order to test the effect of investing in fixed deposits on performance of UTFs, a univariate regression model was run first without the moderator (fund size) and results were presented in Table 11. The panel regression model summary results were displayed in Table 6;

Table 6: 	Investing in Fixed Deposits and Performance of Unit Trust Funds
	Model
	
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.

	
	
	Β
	Std. Error
	Beta
	
	

	1
	(Constant)		
	9.782
	0.495
	
	19.776
	.000

	
	Investing in fixed deposits
	0.516
	0.033
	0.659
	15.689
	.000

	Panel Regression Model Summary Statistics

	
	R
	0.659
	
	
	
	

	
	R-squared
	0.435
	
	
	
	

	
	Adjusted R-squared
	0.433
	
	
	
	

	
	Std. Error of the Estimate
	3.09321
	
	
	
	

	Model Fitness Test Results (ANOVA)

	
	F statistic
	21.160
	
	
	
	

	
	Prob (F statistic)
	0.000
	
	
	
	


a. Dependent Variable: Performance 

The results revealed R=0.659 which implies a strong relationship between investing in fixed deposits and performance of unit trust funds in Kenya. R squared=0.435 and R-sq (adj) = 0.433 which implies that fixed deposits accounts for 47.8% variation in performance of UTFs in Kenya while the remaining 56.7% of the variation in performance of UTFs in Kenya is explained by other variables not included in this study model. In nutshell, investment in fixed deposits by UTFs is a good predictor of performance (investment return). ANOVA was used to test how the model was fit for the study. The results were as depicted in Table 11. Analysis of variance (ANOVA) was adopted to test how the model fit the data in the study. The value of the F test was F (1, 26) = 21.160, p<0.05.  This implies that the regression model was fit to predict performance of UTFs in Kenya. A p-value of 0.000 did not exceed of the significance level of 0.05. The study concludes that the regression model that was used to link the predictor variables to the predicted variable has a goodness of fitness. Panel regression coefficient results were as depicted in Table 11.
In the panel regression model, the co-efficient of investing in fixed deposits was β=0.516 with a p-value of 0.000 which was less than 0.05. This implies that investing in fixed deposits has a positive and significant effect on performance of UTFs in Kenya. The study tested the null hypothesis (H01) that investing in fixed deposits has no significant effect on performance of unit trust funds in Kenya. The null hypothesis that investing in fixed deposits has no significant effect on performance of unit trust funds in Kenya was rejected. The findings further imply that UTFs in Kenya cannot rely entirely on investing in fixed deposits for enhancement of their performance since it is not enough for performance improvement. Therefore, they require other investment vehicles to support performance improvement, i.e., increase asset returns. However, the findings have showed the importance of using fixed deposits as an investment vehicle that can be used to improve the performance of UTFs, i.e., asset returns. The study agrees with the market segmentation theory which states that both investors and borrowers have maturity preferences that are strong that they try to attain when they invest in or issue fixed income securities (Culbertson, 1957). The intention of considering maturity preferences is with the desire to improve performance. Empirically, the findings are in agreement with that of Morwabe and Muturi (2019) that UTFs invest in fixed deposits and the amount of funds invested in fixed deposits have a significant effect on performance of UTFs. The study by Okun (2020) also established that besides UTFs investment in fixed deposits, they also invest in other investment vehicles. In the current study, it was established that UTFs invest in other investment vehicles so as to improve performance, i.e., increase asset returns. Panel regression model before moderation was as follows;

	
Y = 9.782+ 0.516 X1 
Where; 
Yit 	represents performance of UTFs in time i and cross sectional (t) dimensions.
β0	represents the y intercept (constant)
X1it 	represents investing in fixed deposits
β1 	represents co-efficient of fixed deposit
z 	represents fund size
Ɛit 	represents the error term
t 	represents time	
i 	represents the number of unit trust funds

The study recorded a constant of 9.782 which implies that at zero investment in fixed deposits, the performance of UTFs was at 9.782 units.
[bookmark: _Toc192496818][bookmark: _Hlk220152459]3.6 Moderated Panel Regression
[bookmark: _Hlk220070018][bookmark: _Hlk220071864]Moderated panel regression model was as follows; Yit = β0+ β1 X1it + β2 zit+ β3(Xit* zit) +αi+Ɛit.  Moderated regression formula is calculated by predicting a dependent variable (Y) using an independent variable (X), a moderator (Z) and their interaction (X*Z). When β3 is significant it indicates moderation.  Moderated panel regression had been adopted to test whether fund size has a significant moderating effect on the relationship between fixed deposits and performance of unit trust funds in Kenya. Moderated panel regression results were presented in Table 7.
[bookmark: _Toc190372128]
Table 7: Moderated Panel Regression 
	Model
	
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	
	Β
	Std. Error
			Beta
	
	

	1
	(Constant)		
	64.208
	3.867
	
	3.324
	.003

	
	Investing in fixed deposits*Z
	0.525
	.013
	.363
	1.148
	.000

	
	R-squared
	.552
	
	
	
	

	
	Adjusted R-squared
	.526
	
	
	
	

	
	F statistic
	10.292
	
	
	
	

	
	Prob (F statistic)
	.000b
	
	
	
	


a. Dependent Variable: Performance of UTFs

Moderated panel regression yielded, R-sq (adj) = 0.526 which implies that fund size (z), fixed deposits and interaction variables (X*Z), account for 52.6% variation in performance of UTFs in Kenya. The difference of 47.4% implies that performance of UTFs is explained by other variables not included in this study model. In a nutshell, investment vehicles (fixed deposits) used by UTFs are a good predictor of performance. A comparison between R-sq (adj) without moderation and R-sq (adj) with moderation revealed that the R-sq (adj) improved from 43.5% (Table 6) to 52.2% (Table 7). This implies that fund size moderates the relationship between fixed deposits and performance of UTFs. The co-efficient of investment in fixed deposits (0.525) with moderation as shown in Table 7 was found to be greater compared to coefficient without moderation (for investing fixed deposits with moderation compared to coefficient without moderation (0.516) as shown in Table 6.  The study had adopted the null hypothesis (H02) Fund size has no significant moderating effect on the relationship between investing in fixed deposits and performance of unit trust funds in Kenya. The hypothesis was rejected and the study concluded that fund size has a significant moderating effect on the relationship between investing in fixed deposits and performance of unit trust funds in Kenya. The model after moderation was;
	
Y = 64.208+0.525 X1*Z 

Where; 
Y 	is the performance of UTFs
X1*Z 	is the proportion of investing in fixed deposits*fund size


4. CONCLUSION
The study concluded that fund size has a significant positive moderating effect on the relationship between investment in fixed deposits and performance of unit trust funds. unit trust funds that invest in fixed deposits have high chances of recording better investment returns. The amount that unit trust funds invest in fixed deposits varies from one unit trust fund to another in Kenya. Besides investment in fixed deposits, unit trust funds in Kenya invest in other investment vehicles for performance improvement. Unit trust funds therefore require other investment vehicles to support performance improvement. Unit trust funds rely on the benefits of investing in fixed deposits for performance improvement. The study concluded that the fund managers of unit trust funds should not only keep on investing in fixed deposits but they should also increase the amount invested in fixed deposits for further performance improvement. Besides investment in fixed deposits, fund managers of unit trust funds, should keep on investing in other investment vehicles to support performance improvement. The study contributes to theoretical development where the market segmentation theory should be adopted to bolster studies on investing in fixed deposits. However, further development of the theory is needed to enhance literature on the macroeconomic factors that affect the maturity preferences that investors should be keen on when investing in unit trusts market. The limitation of the study is that the study used secondary data only and therefore the use of one source of data is a limitation in itself as it limits the quantity of data collected on the subject matter if compared to a situation where both primary data and secondary is used in a single study. However, as much as a single source of data was used, the data collection tool was designed in such a manner that comprehensive data was collected and presented in the study. Data collected in the study was for nine years and therefore was sufficient to access trend patterns in investing in fixed deposits and performance of unit trust funds which would not have been gotten if primary data had been used in the study.
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Fixed deposits

Fixed deposits	
2015	2016	2017	2018	2019	2020	2021	2022	2023	1.36	1.1599999999999999	2.25	1.04	1.44	1.25	1.85	1.17	1.34	Time in Years


Proportion of funds invested in fixed deposits




Fund size trend for selected UTFs

Fund size	
2015	2016	2017	2018	2019	2020	2021	2022	2023	1.59	1.8	1.75	1.79	1.84	1.9	1.94	2.17	2.54	Time in Years


Ln (Total assets)




Performance of UTFs	
2015	2016	2017	2018	2019	2020	2021	2022	2023	0.93	0.89	1.06	0.89	0.41	0.42	1.51	1.1100000000000001	1.1000000000000001	Time in Years


Proportion of return on a security



