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Abstract:

Stock split is a corporate decision in which company divides face value of the equity share into
more than one unit. Ex-split Day is the effective day on which share starts trading in the stock
market at new face value after stock split. The empirical results indicates that stock splits have
significant impact on ARs in ex-split window irrespective of differences in size of sample
companies. The significant impact on AARs is visible in ex-split window for small size companies
for longest duration of time. The duration of effect is lesser for medium size companies and it is
least for large size companies. The empirical results imply that both large size and small size
companies have same cumulative effect on ARs.

1. Introduction

Stock splits also termed as stock sub-division, occur when equity shares are split into a specific
number of new equity shares at a reduced face value though total equity share capital remains
unchanged and there is no change in paid up capital.

According to Section 4(1) of Companies Act 20137 Memorandum of Association (MOA) every
company shall state in case of company having share capital, the amount of share capital with
which company is to be registered and division thereof into shares of a fixed amount. Listed
companies which have issued shares in denomination of Rs.10 or Rs.100 may change the standard
denomination of shares by splitting or consolidating existing shares. An eligible company is free
to make public offer of its equity shares in any denomination determined in accordance with
Section 4(1) of the Act and in compliance with SEBI (Disclosure & Investors Protection)
Guidelines 2000 (hereinafter referred to as DIP Guidelines).

In India Budhraja, Parekh and Singh (2004) studied stock splits of companies listed on BSE
(Bombay Stock Exchange) and found ARs around bonus issue and stock splits announcement
day over three day trading period.

Different studies have attempted to isolate directly or indirectly the effect of stock splits on share
prices. It is difficult to generalize from the results because researchers used different time periods
and stressed on split day or month. Majority of studies indicate that abnormal price movement
occurs before announcement of stock splits. Researchers observed that market response lasts
only for a few days around announcement and ex-split day. That needs to be tested in India also.
There is a need to undertake studies that try to find capability of investorsto process information
and not be restricted to finding capability of markets to process information.

Bley (2002) tried to capture differences in liquidity with differences in market capitalization. Bley

(2002) examined 40 stock splits in German stock market from 1994 to 1996.To avoid any size
effects; he divided sample companies into two groups according to their market capitalization. He
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concluded that, after stock splits, daily trading volume decreased significantly for class of high-
market-capitalization shares.

Khatua and Pradhan (2013) tried to find how smaller companies and larger companies
overreaction vary with market conditions, market uncertainty or volatility to company-specific
news by investigating whether there are any significant differences between CARs of large
and small size companies. They found that positive CARs around stock splits are caused by
periods of high volatilityand are more significant for large companies.

In India no study has tried to find whether there are any differences in impact of stock splits
with differences in size of companies. The current study by analyzing ARs and liquidity
measures tries to find presence of differences in impact of stock splits with differences in size of
company.

Thus studies in past have noted that ownership structureof a company plays an important role in
amount of liquidity gains associated with stock splits.
The research objective set for the study restricted to India is as follows:
» To investigate differences in effect of stock splits on share prices with differences in split
ratios and size of company.
o In order to attain the research objective following research hypothesis is framed:
o HYP:1- Different size companies have different impact on share prices.

2. Research Methodology

The research papers and studies in the past are primarily used as basis to decide appropriate
methodology used for analysing the impact of stock splits on share prices. The use of event
study methods for analysis is well documented and evaluated in previous work. It helps in
determining whether an event generates abnormal returns after a company makes a financial
decision in relation to an asset or whether an event affects value of that asset.

The sample comprises of stock splits announced by companies listed on Bombay Stock Exchange
(BSE) which became effective during period starting from 1st January 1999 and till 30th June

2013. The closing share prices data for the sample along with values of BSE Sensitive Index2

is collected from Prowess 19.1, a database of Centre for Monitoring Indian Economy (CMIE)3.
The stock split announcement dates are not directly published in any of the leading business
dailies. The dates of announcement day are taken from Prowess database, Capital line and press
reports of Economic Times. Additional information is obtained from bseindia.com (official
website of BSE).

All sample companies are put in three different groupsof companies- small-size, medium-size
and large-size on the basis of their market capitalization on ex-split day. The group of
companies termed as small size companies (79 Companies) have market capitalization up to
Rs.2,000 million. The group of companies categorized as medium size companies (54
Companies) have market capitalization up to Rs.10,000 million and group of companies termed
as large size companies (81 Companies) have market capitalization above Rs.10,000 million.
Impact of stock splits on share prices is analysed through stock returns. The study tries to find
effect around announcement day and same is discussed below.

Impact of stock splits around ex-split day is studied through abnormal returns (ARs) calculated
using market model as a part of Event Study. Abnormal return is defined as actual return (Rojy)

minus normal return (NRi¢).

Print, International, Referred, Peer Reviewed & Indexed Monthly Journal

RET Academy for International Journals of Multidisciplinary Research (RAIJMR)




Dr. Anjali Gupta [Subject: Commerce] International Journal of Vol. 5, Issue: 7, July : 2017

Research in Humanities & Soc. Sciences [I.F. = 1.5] ISSN:(P) 2347-5404 ISSN:(0)2320 771X

= _ AR, R, — NR, o (1)
Normal Returnis calculatea fising” Markét model which is —

R = a; + B; Rme + <
And, _
NR, =d; +5; R, 2
Rmt is return on market index for day t.4j measures mean returns not explained by market. §j
measures sensitivity of return (company i) to market return and 4j; is the statistical error whose

expectation is assumed to be zero.

Using Eq.(5.1) and Eq.(5.2), abnormal returns are defined as residuals or prediction errors of
model which is as under: A
AR, =R, —NR,, =R;, — (&; +f; Rmnt) 3)

Where, & and Bare OLS estimators of regression coefficientestimated over estimation window.
Impact on Average abnormal returns (AARs) — ex-splitday
The un-weighted cross-sectional average abnormal returnsin period t are calculated using:

N

AAR, = @ (4)

Where, N is number of shares for which ARs are presenton an event day in the event window.

The event window is from t_pg to ty+20.The null hypothesis tested is:

Z-test is used to test statistical significance of AARs @p an event day. It assumes that AARs
H_ :E(AAR,.)=0

are independently and identically distributed, have same mean and variances and are cross-

sectionally uncorrelated is unknown and estimator of can be constructed from cross-
sectional variance of ARs in period tj. The Z-statistics is calculatedas under:

Z= ».;F(%] % N(0,1) 5)

If AARs are not zero and statistically significant itindicates that share prices behave positively
or negatively to stock splits and affect wealth of shareholders.

The assumption that variance of all ARs is equal for all companies may not be true. Some shares
may be more volatile than others lowering power of Z-test. So, weighted average of abnormal
returns can be taken which puts lower weight on ARs with high variance. Reciprocal of estimated
standard deviation of ARs of estimation window is used as weights to calculate SARs of
individualcompany in following way:

SAR, =X,
And

ARy
= (6)

] — 1 <
ASAR, = ;Eizlsﬂﬁir T Yi=1
The ASARyj is cross sectional average of SARs. The ASARs are assumed to be uncorrelated
across companies and used to test null hypothesis:

H, : E(ASAR,)=0

AR;
=

For which following Z-statistic is constructed: (8)
— 1 r
Z, =N (ASAR;) = = (ZiZ,S4R,,)
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The significant positive impact of stock splits is found to be present on AARs on
announcement day in section 5.1.1.The study tries to analyse cumulative effect of AARs using
Cumulative average abnormal returns (CAARS).CAAR is obtained by aggregating AARs for
event day t1 through to using:

CAAR; = gzzriﬁﬂRit )

The null hypothesis tested is that CAAR at the end of period over which AARs are aggregated is
zero. If CAAR is greater than zero; with significant Z-values it implies that there is
significant impact of stock splits on ARs.

For testing statistical significance of CAARs for N number of companies over t days (t1 through
t2), Zcg -statistic is calculated at 5% level of significance using following:

zcs = = (E:i[r,_[ SARir) (10)

W =T

The sample companies are grouped on the basis of market capitalization as small size, medium
size and large size companies. The changes in share prices are studied through ARs which are
calculated using equation (1), (2) and (3).

The AARs are calculated using equation (4).Table 1 showsresponse of small size companies to
stock splits in ex- split window. The Z-test is used to find statistical significance of AARs using
equation (5).The null hypothesis tested is that AAR on an event day in the ex-split window is
equal to zero.

Tables 1 show that AARs increase and are positive on 5 days starting from t_3 day and till
ty1 day after which AARs are negative for 14 days in the ex-split window. Positive AAR with
significant Z-value is noted on 2 days

- .1 and t+1.Negative AAR with significant Z-value isnoted on day - t+4, t+7, t+g, t+9,

t+10, t+12 and t41s.

The proportion of positive ARs is more in comparison to number of companies with negative
ARs on tg and t4q day. However after t4+1 day the proportion of companies with negative ARs

starts increasing.

The proportion test is used which tests the null hypothesis that the number of positive and
negative ARs is equal. The null hypothesis is rejected at 5% level of significance and significant
increase in number of negative ARs is

observed on 7 days —t+7, t+g, t+9, t+10, t+12, t+15 and ty1g.The null hypothesis is rejected
and significant increase in number of positive ARs is on 2 days — t.q and ty+1 day.

Table 1: AAR - ex-split day (small size companies)

Event |AARs(%)| Standard Z- | Number of positive [Number of|p-values for Test
day deviation  |values* ARs negative of
(%) ARs Proportion**
-20 -0.23%  [3.43% -0.60 |35 44 .368
-19 0.27%  4.32% 0.56 42 37 .653
-18 0.62%  B.47% 159 40 39 1.00
-17 0.26% 4.54% 051 45 34 .260
-16 -0.04%  [5.03% -0.07 141 38 822
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-15 0.02% 4.18% 0.04 40 39 1.00
-14 -0.28%  {4.29% -0.59 |35 44 .368
-13 0.45% 3.90% 1.02 45 34 .260
-12 0.17% 3.47% 0.43 41 38 .822
-11 0.04% 4.75% 0.07 36 43 .500
-10 -0.81% |4.51% -1.59 (34 45 .260
-9 -0.66% 4.19% -1.40 (32 A7 115
-8 0.36% 3.64% 0.88 46 33 177
-7 0.86% 4.29% 1.78 44 35 .368
-6 0.06% 3.89% 0.14 |40 39 1.00
-5 0.52% 3.84% 1.21 41 38 .822
-4 -0.40%  4.42% -0.80 [36 43 .500
-3 0.44% 4.45% 0.89 39 40 1.00
-2 0.08% 4.01% 0.18 42 37 .653
-1 1.38% 3.85% 3.19 46 33 177
0 1.40% 10.46% 1.19 59 20 .000
+1 1.98% 5.57% 3.15 51 28 .013
+2 -0.13%  [5.61% -0.20 (34 45 .260
+3 -0.65%  [5.48% -1.06 (32 A7 115
+4 -0.65%  [5.93% -0.97 (30 49 .042
+5 -1.06%  [5.50% -1.71 33 46 177
+6 -1.03%  14.99% -1.83 |29 50 .024
+7 -1.39% 4.63% -2.67 |28 51 .013
+8 -1.52% 4.21% -3.20 |29 50 .024
+9 -1.50% |4.79% -2.79 |25 54 .001
+10 -0.97%  [3.88% -2.22 131 48 .071
+11 -0.57%  4.35% -1.16 |37 42 .653
+12 -1.25% 4.37% -2.54 30 49 .042
+13 -0.79%  14.36% -1.60 (32 a7 115
+14 0.09% 4.69% 0.18 41 38 .822
+15 -1.32%  14.84% -2.44 |33 46 177
+16 -0.75%  [5.05% -1.32 |27 52 .007
+17 -0.03% [5.77% -0.04 |35 44 .368
+18 1.08% 4.83% 1.98 443 36 .500
+19 0.30% 5.39% 0.50 [38 41 .822
+20 -0.47% 14.30% -0.97 |33 46 A77

*Values in bold are significant at 5% level of significance.

Table 2 reports response to split of medium-size and shows that AARSs increase and are positive
on 7 days starting from t_7 and till t.q day in ex-split window. There are negative AARS on ex-

split day and these negative.

AARs are incessant throughout the ex-split window other than on tyq day. Positive AAR with
significant Z-value is noted on 3 days - t_1g, t-7 and t_g.Negative AAR with significant Z-value

is noted on 5 days - t.15,t+7, t+g,t+11 and 1+20-
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The proportion test is used to test the null hypothesis that the number of positive and negative
ARs is equal. The null hypothesis is rejected at 5% level of significance and significant increase
in number of negative ARs is observed on 8 days - t+7,t+9, t+10, t+11.t+13.1+14, t+19 and

t4+20.The null hypothesis is rejected and significant increase in number of positive ARs is
on day to.

Table 2: AAR - ex-split day (medium size companies)

Eventday| AARs(%) | Standard Z- | Number of | Number of | p-values for
deviation |values*| positive negative Test of
(%) ARs ARs Proportion**
-20 0.02% 3.51% 0.05 26 28 .892
-19 -0.48% 3.49% -1.01 25 29 .683
-18 -0.40% 3.44% -0.85 22 32 220
-17 -0.32% 3.47% -0.68 24 30 497
-16 1.51% 3.19% 3.49 33 21 134
-15 -0.75% 2.73% -2.02 23 31 341
-14 -0.08% 2.80% -0.20 23 31 341
-13 0.08% 2.76% 0.22 26 28 .892
11 0.00% 3.09% -0.01 25 29 .683
-10 0.47% 3.46% 0.99 32 22 220
-9 0.38% 3.87% 0.71 31 23 341
-8 -0.14% 3.51% -0.29 27 27 1.00
-7 1.12% 3.83% 2.15 32 22 220
-6 1.06% 3.29% 2.37 32 22 220
-5 0.58% 2.94% 1.45 29 25 .683
-4 0.09% 4.17% 0.16 28 26 .892
-3 0.29% 2.82% 0.76 27 27 1.00
-2 0.25% 3.88% 0.48 30 24 497
-1 0.57% 3.39% 1.23 30 24 497
0 -1.04% 17.12% -045 35 19 .040
+1 0.27% 4.86% 0.41 25 29 .683
+2 -0.34% 4.36% -0.58 24 30 497
+3 -0.09% 3.11% -0.20 27 27 1.00
+4 -0.75% 3.94% -140 21 33 134
+5 -0.32% 3.84% -0.61 27 27 1.00
+6 -1.14% 4.34% -1.93 20 34 076
+7 -2.13% 3.94% -3.97 14 40 .001
+8 -1.13% 4.59% -1.82 24 30 497
+9 -1.65% 4.53% -2.67 17 37 .009
+10 -0.96% 3.77% -1.87 19 35 .040
+11 -1.36% 3.55% -2.82 17 37 .009
+12 -0.37% 3.01% -0.91 223 31 341
+13 -0.56% 3.72% -1.10 |18 36 .020
+14 -0.53% 3.56% -1.10 19 35 .040
+15 -0.42% 2.86% -1.08 24 30 497
+16 -0.62% 2.74% -1.67 21 33 134
+17 -0.71% 2.72% -1.93 20 34 076
+18 -0.84% 3.53% -1.76 23 31 341
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+19 -0.91% 4.54% -1.48 17 37 .009
+20 -0.92% 3.30% -2.05 19 35 .040

*Values in bold are significant at 5% level of significance.

Table 3 reports response of large size companies shows that AARs increase and are positive on 6
days starting from t_g and till t41 day (except on t_3 and tg) in ex-split window. Negative AAR

with significant Z-value is noted on days- t.11, t+4, t+g, t+7, t+10 and ty+1g9.

The proportion of positive ARs is more on day - to and t4+1.The proportion test, tests null

hypothesis that the number of positive and negative ARs is equal. The null hypothesis is
rejected at 5% level of significance and significant increase in number of positive ARS is
observed on day - t+1.The null hypothesis is rejected and significant increase in number of

negative ARs is on 8 days - t_11,t_ 8,t+3,t+4.,t+6.t+7,t+10and t+17.
Table 3: AARs - ex-split day (large size companies)

Eventday |AARs(%)| Standard Z- Number of | Number of | p-values for
deviation | values* positive negative Test of
(%) ARs ARs Proportion**
-20 -0.14%  [2.82% -0.44 33 48 119
-19 0.06% 2.52% 0.22 33 48 119
-18 0.00% 2.62% -0.01 39 42 .824
-17 0.17% 2.90% 0.54 37 44 .505
-16 0.40% 3.12% 1.14 41 40 1.00
-15 -0.03%  [2.70% -0.10 38 43 .657
-14 0.21% 2.63% 0.71 40 41 1.00
-13 -0.44%  14.00% -1.00 36 45 374
-12 0.16% 3.54% 0.41 42 39 .824
-11 -0.77%  [2.06% -3.39 25 56 .001
-10 0.09% 2.48% 0.32 36 45 374
-9 0.14% 2.61% 0.46 39 42 .824
-8 -0.29%  [2.96% -0.88 30 51 .026
-7 -0.08%  [2.47% -0.30 38 43 .657
-6 0.12% 2.33% 0.48 45 36 374
-5 0.26% 2.88% 0.82 45 36 374
-4 0.26% 2.90% 0.80 45 36 374
-3 -0.14%  2.19% -0.57 39 42 .824
-2 0.27% 3.44% 0.70 36 45 374
-1 0.25% 3.03% 0.74 39 42 .824
0 -2.95%  [17.87% -1.48 45 36 374
+1 0.49% 3.44% 1.29 50 31 .045
+2 -0.59%  [3.00% -1.77 32 49 .075
+3 -0.44%  [2.70% -1.46 27 54 .004
+4 -1.34%  3.12% -3.88 22 59 .000
+5 -0.20%  [3.96% -0.45 37 44 .505
+6 -1.24%  2.40% -4.64 28 53 .007
+7 -1.88% 3.81% -4.44 20 61 .000
+8 -0.51% 4.05% -1.13 34 47 182
+9 -0.26% 4.28% -0.54 34 A7 182
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+10 -0.59% 2.66% -2.00 28 53 .007
+11 -0.18% 2.92% -0.55 32 49 075
+12 -0.36% 3.31% -0.98 34 A7 .182
+13 -0.27% 2.79% -0.86 38 43 .657
+14 -0.02% 2.57% -0.08 32 49 075
+15 -0.21% 2.66% -0.70 34 47 .182
+16 -0.42% 3.27% -1.17 33 48 119
+17 -0.43% 2.60% -1.48 31 50 .045
+18 -0.40% 3.49% -1.03 34 47 .182
+19 -0.60% 2.54% -2.14 32 49 .075
+20 0.01% 3.11% 0.02 38 43 .657

*Values in bold are significant at 5% level of significance.

The AARs for three groups with different sizes when plotted on a graph is shown in Figure 1.1t
can be noted that maximum decline in AARs around ex-split day is for large size companies.

To further analyse AARs, ASARs are calculated using equation (6) and (7).To test the statistical
significance of ASARs Zg-test is done using equation (8).The null hypothesis tested is that

ASARs on an event day is equal to zero. It can be observed in Table 4 that ASARs with
significant Zg-values at 5% level of significance are present for 22 days (small size

companies), 13 days (medium size companies) and 6 days (large sized companies).The
significant impact on the AARs is stronger for small size companies around ex-split
day.

Figure 1: AARs - ex-split day (different sizecompanies)
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Table 4: AARs and Zg-values - ex-split day(different size companies)

Event| AAR (%) | Zs - values*| AAR (%) |[Zs - values*| AAR (%) | Zs - values*
day |small-size medium-size large-size

-20 [-0.23% -1.22 0.02% 0.23 -0.14% -0.73

-19  0.27% 1.11 -0.48% -0.64 0.06% 0.13

-18  10.62% 0.16 -0.40% -1.20 0.00% -0.03

-17  10.26% 1.82 -0.32% -0.32 0.17% 1.28

-16  [-0.04% -0.13 1.51% 3.08 0.40% 0.85

-15 10.02% -4.29 -0.75% -1.72 -0.03% -0.19

-14  |-0.28% -1.11 -0.08% -0.06 0.21% 0.50

-13 10.45% -1.76 0.08% -0.21 -0.44% -1.56
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-12 0.17% 0.50 0.42% 1.00 0.16% -0.03
-11  0.04% -1.88 0.00% 0.67 -0.77%  |-2.58
-10  |-0.81%  |-0.14 0.47% 1.29 0.09% 0.41
-9 -0.66%  |0.33 0.38% 0.94 0.14% 0.75
-8 0.36% -1.32 -0.14% -0.36 -0.29%  |-0.80
-7 0.86% 2.93 1.12% 2.70 -0.08%  |-1.03
-6 0.06% 1.46 1.06% 2.30 0.12% 0.39
-5 0.52% 1.25 0.58% 1.19 0.26% 0.43
-4 -0.40%  |-0.90 0.09% 0.04 0.26% 0.80
-3 0.44% 1.48 0.29% 0.67 -0.14%  0.07
-2 0.08% 0.16 0.25% -0.09 0.27% 0.88
-1 1.38% 2.76 0.57% 1.03 0.25% 0.25
0 1.40% -18.60 -1.04% -3.15 -2.95%  |18.35
+1 1.98% 6.41 0.27% 0.68 0.49% 3.09
+2 0.13%  |4.17 -0.34% -0.30 -0.59%  |-1.69
+3  [0.65%  [-5.15 -0.09% -0.24 -0.44%  |F1.90
+4  -0.65%  |-8.07 -0.75% -2.21 -1.34%  |-4.36
+5  [[1.06%  |-4.54 -0.32% -0.86 -0.20% 144
+6  [[1.03%  |-[12.04 -1.14% -2.88 -1.24%  |-5.10
+7  F1.39%  |F14.19 -2.13% -5.32 -1.88%  [-6.13
+8  [[1.52%  |-8.64 -1.13% -3.38 -0.51%  |F1.90
+9  F1.50%  |-7.67 -1.65% -4.00 -0.26%  |-0.20
+10  [-0.97%  [-6.37 -0.96% -2.34 -0.59%  |-1.88
+11  |-0.57%  |-5.34 -1.36% -3.73 -0.18%  |-0.50
+12 F1.25%  |-l3.91 -0.37% -0.58 -0.36%  |-0.98
+13  [0.79%  [-5.25 -0.56% -1.74 -0.27%  |F1.19
+14  0.09% -2.33 -0.53% -0.90 -0.02%  |-0.01
+15  F1.32%  |-3.12 -0.42% -0.29 -0.21%  |-0.32
+16  [-0.75%  |-4.60 -0.62% -1.51 -0.42%  |-0.94
+17 |0.03%  |-3.25 -0.71% -1.62 -0.43% 111
+18  [1.08% -1.06 -0.84% -2.02 -0.40%  |F1.23
+19  10.30% -1.40 -0.91% -2.42 -0.60%  |F1.90
+20 -0.47%  |-3.52 -0.92% -1.73 0.01% -0.26

*Values in bold are significant at 5% level of significance.

Impact on CAAR - ex-split day (different size companies)

To study cumulative effect of stock splits on AARs cumulative average abnormal returns
(CAARsS) are calculated using equation (9).

In Table 5 it is reported that CAARs are increasing for all three groups of companies with
different sizes. To test statistical significance of CAARs Zcs-test is done at5% level of

significance, taking SCAARs and using equation (10).The null hypothesis tested is that
SCAARs on an event day in the ex-split window is equal to zero.

Table 5 shows that CAARSs are having significant Zqs- values on 21 days fromtg and till t+oq
except ty+1 (small size companies).The CAARs are having significant Z.g- values on 11 days
from ty10 and till ty+20 (medium size companies). The CAARs are having significant Z.gs-values
on 21 days from tg and till ty+2q (large size companies).
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Table 5: CAARs and Zqg -values - ex-split day (different size companies)

Eventday | CAAR (%) | Zcs - values* | CAAR (%) | Zcs- |CAAR (%)| Zcs -
small size medium size|values*| largesize | values*

-20 -0.23% -0.19 0.02% 0.04 -0.14% -0.11
-19 0.04% -0.02 -0.45% -0.06  |-0.08% -0.09
-18 0.66% 0.01 -0.85% -0.25  |-0.08% -0.10
-17 0.92% 0.29 -1.17% -0.30 |0.09% 0.10
-16 0.88% 0.27 0.34% 0.18 0.49% 0.23
-15 0.90% -0.40 -0.41% -0.09  |0.46% 0.20
-14 0.62% -0.57 -0.48% -0.10  0.67% 0.28
-13 1.06% -0.85 -0.40% -0.13  |0.22% 0.04
-12 1.23% -0.77 0.01% 0.03 0.38% 0.03
-11 1.27% -1.06 0.01% 0.13 -0.39% -0.37
-10 0.46% -1.08 0.47% 0.33 -0.30% -0.31
-9 -0.20% -1.03 0.85% 0.48 -0.17% -0.19
-8 0.16% -1.24 0.71% 0.42 -0.46% -0.32
-7 1.01% -0.78 1.83% 0.84 -0.54% -0.48
-6 1.08% -0.55 2.89% 1.20 -0.41% -0.41
-5 1.60% -0.36 3.48% 1.39 -0.15% -0.35
-4 1.20% -0.50 3.57% 1.40 0.11% -0.22
-3 1.65% -0.27 3.86% 1.50 -0.03% -0.21
-2 1.73% -0.24 4.12% 1.49 0.24% -0.08
-1 3.11% 0.19 4.69% 1.65 0.48% -0.04
0 4.51% -2.71 3.65% 1.16 -2.46% -2.90
+1 6.49% -1.71 3.92% 1.26 -1.97% -2.42
+2 6.36% -2.36 3.57% 1.22 -2.56% -2.68
+3 5.71% -3.17 3.49% 1.18 -3.00% -2.98
+4 5.06% -4.43 2.73% 0.83 -4.34% -3.66
+5 4.00% -5.14 2.41% 0.70 -4.54% -3.89
+6 2.98% -7.02 1.27% 0.25 -5.77% -4.68
+7 1.58% -0.24 -0.86% -0.58 |-7.65% -5.64
+8 0.07% -10.59 -1.99% -1.11 [-8.16% -5.94
+9 -1.43% -11.78 -3.64% -1.74  |-8.42% -5.97
+10 -2.40% -12.78 -4.60% -2.10  [19.01% -6.26
+11 -2.97% -13.61 -5.96% -2.68  -9.19% -6.34
+12 -4.22% -14.22 -6.33% -2.77  |19.55% -6.49
+13 -5.01% -15.04 -6.89% -3.04 [-9.81% -6.68
+14 -4.91% -15.41 -7.43% -3.18  |-9.83% -6.68
+15 -6.24% -15.89 -7.85% -3.23  |110.04% -6.73
+16 -6.99% -16.61 -8.47% -3.46  F10.47% -6.87
+17 -7.02% -17.12 -0.18% -3.72  110.89% -7.05
+18 -5.94% -17.29 -10.03% -4.03  [F11.29% -7.24
+19 -5.64% -17.50 -10.94% -4.41  |F11.90% -7.54
+20 -6.11% -18.05 -11.86% -4.68 |111.89% -7.58

*Values in bold are significant at 5% level of significance.

In order to have visual idea of comparative CAARs of the three groups Figure 2 can be seen
which shows that CAARs are negative immediately after ex-split day for large size companies.
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The CAARs are aggregated for different time periods in event window of 41 days. The null
hypothesis tested using Zqg-test is that CAAR is zero at end of period over which cumulated.

Table 6 shows that null hypothesis is rejected and significant Zqs-values are present for medium

size companies for event windows which are of longer duration. The null hypothesis is rejected
and significant Zg-values are present for all event windows of different days in 41 day period for

large size and small size companies.

Figure 2: CAARs -ex-split day (different sizecompanies)

CAAR
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Table 6: CAARs and Zys -values - ex-split day(in event window of 41 days -different size

companies)

Eventdays|No. ofdays| CAAR (%) | Zcs- | CAAR(%) | Zcs- | CAAR | Zcs-

small size | values* | mediumsize | values* | (%) |values

largesize| *
-20to +20 {41 -6.11% -18.05 |F11.86% -4.68  |-11.89% |[-7.58
-10to +10 21 -3.67% -16.37  |-4.60% -3.12  |-8.62% [-8.23
-5t0 +5 11 2.93% -8.86  |-0.48% -0.98 -4.12% |6.70
-210 +2 5 4.71% -6.01  |-0.29% -0.82  |-2.52% |-7.07
-2t00 3 2.86% -9.06 -0.22% -1.27  -2.43%  |19.94
0to +2 3 3.25% -9.44  -1.11% -1.60 [-3.04% }9.79
-1to +1 3 4.76% -5.44  |-0.20% -0.83  |-3.06% |-8.67
*Values in bold are significant at 5% level of significance.
Conclusion

The empirical results in above discussion indicates that stock splits have significant impact on
ARs in ex-split window irrespective of differences in size of sample companies. The significant
impact on AARs is visible in ex-split window for small size companies for longest duration of
time. The duration of effect is lesser for medium size companies and it is least for large size
companies. The results are in line with conclusions drawn by Ikenberry et al.4(1996),Atiases

(1985), and Lev and Penman (1990)5.

The empirical results imply that both large size and small size companies have same
cumulative effect on ARs. ldeally in an efficient market large size companies are less
vulnerable to market turmoil because of their volume, turnover and self monitoring capacity
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(Atiase, 19850, Lev and Penman, 19907). However empirical results in current study show same
cumulative effect on ARs for both small and large size companies. This may be because there is
a reduction in share prices around ex- split day and shares are attractive for investors irrespective
of the size of the company.

References

1.

2.

8.

9.

10

11.
12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

Anderson, H., Cahan, S. and Rose, L.C. (2001).Stock Dividend in an Imputation Tax
Environment. Journal ofBusiness Finance & Accounting, 28 (5), 653-669.
Andoain, G. and Bacon, F.W. (2009).The impact of stock split announcements on stock

price: a test of market efficiency. ASBBS annual conference:Las Vegas, 16(1).

. Arbel, A. and Swanson, G. (1993).The role of information in stock split announcement

effects.Quarterly Journal of Business and Economics, 32(2), 14-25.

. Atell, J. (1976). Corporate forecasts of earnings per share and stock price behavior:

empirical tests. Journal of Accounting Research, 14(2), 246-76.

. Baker, C. A. (1956).Effective stock splits.Harvard Business Review, 34(1) 101-120.
. Baker, H. K. and Gallagher, P.L. (1980).Management’s view of Stock-Splits. Financial

Management, 9, 73-77.

. Baker, H. and Powell, G. (1993). Further evidence on managerial motives for stock splits.

Quarterly Journal of Business and Economics, 2, 31-46.

Baker, H. K. and Powell, G.E. (1992).Why companies issue stock splits. Financial
Management, 21(11).

Baker, H.K. and Powell, G. (1993).Further evidence on managerial motives for stock
splits. Journal of Business and Economics, 32, 20-31.

. Bar-Josef, S. and Brown, L. (1977).A Re—examination of stock splits using moving

betas. Journal of Finance, 32, 1069-80.

Barker, C.A. (1956). Effective Stock Splits. Harvard Business Review, 34, 101-106.

Bearly, R. A. and Myers, S.C. (2000).Principles of Corporate Finance.lrwin Mc-Graw
Hill: Boston.

Bhuvaneshwari, D. and Ramya, K. (2014).Impact of stock split announcement on stock
prices.International Journal of Management, 5(3), March, 36-46.

Biger, N. and Page, M. (1992). The market reaction to stock splits and capitalization
issues: Recent JSE experience.Journal of Studies in Economics and
Econometrics, 161-65.

Binder, J.J. (1988).The event study methodology since 1969. Review of Quantitative
Finance and Accounting, 11, 111-137.

Bley, J. (2002). Stock splits and stock return behaviour: How Germany tries to
improve the attractiveness of its stock market.Applied Financial Economics,
12, 85-93.

Boehme, R. and Danielsen, B. (2007).Stock-Split Post- Announcement Returns:
Underreaction or Market Friction? .The Financial Review, 42(4), 485-506.

Brigham, E. ( 1989). Fundamentals of Financial Management.The Dryden Press, 5th
edn.

Brown, S. and Goetzmann, W. (1995). Performance Persistence.Journal of Finance,
50(2), 679-698.

Brown, S. and Warner, J.B. (1980).Measuring Security Price Performance. Journal of
Financial Economics, 8, 205-258.

Brown, S. and Warner, J.B. (1985).Using Daily stock returns the case of Event
studies. Journal of Financial Economics, 14, 3-31.

Budhraja, 1., Parekh, P. and Singh, T. (2003).Empirical Study on Market Reaction
Around the Bonus and Stock Split.Mudra SIGFI IIML Journal of Finance, 2.

Campbell, J., Lo, A. and MacKinlay, A. (1997).The Econometrics of Financial Markets.

Print, International, Referred, Peer Reviewed & Indexed Monthly Journal

RET Academy for International Journals of Multidisciplinary Research (RAIJMR)



Dr

Re

24

25

26.

217.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44,

45.

46.

. Anjali Gupta [Subject: Commerce] International Journal of Vol. 5, Issue: 7, July : 2017

search in Humanities & Soc. Sciences [I.F. = 1.5] ISSN:(P) 2347-5404 ISSN:(0)2320 771X

New Jersey: Princeton University Press.

. Campbell, J.Y., Lo, AW. and Mac Kinlay, A.C. (1997). The Econometrics of Financial
Markets.Princeton University Press: Princeton, New Jersey, 161-162.

. Chakraborty, M. (2012).The Equity Market around the Ex- Split Date: Evidence from
India. Vikalpa, 37(1), 57-69.

Chandra, P. (2005).Financial Management: Theory and Practice. New Delhi: Tata Mc

Graw-Hill Publishing Company Ltd, 6 th edn.

Charest, G. (1978).Split Information, Stock Returns and Market Efficiency-I. Journal of
Financial Economics, 6, 265- 296.

Deborah ,A. F., Hoang, H.N. and Nguyen,V.T.(2012). Analyst coverage and market
reaction around stock split announcement.Applied Financial Economics, 22
(2), 135 - 145.

Devos,E.,William E. and Warr,R.S.(2010). The Role of CEO Compensation in Stock
Splits .FMA Annual Meetings, Orlando, FL, October.

Dhar, S. and Chhacohharia, S. (2009). Market reaction around the stock splits and Bonus
issues: Some Indian Evidence Portfolio Organizer.ICFAI University Press,
August .

Fama, E. F. (1970). Efficient Capital Markets - A Review of theory and Empirical Work,
Journal of Finance 25, 2, 383-417.

Fama, E.F., Eugene, F.J. and Jeffrey, L.F. (1974). Special Information and Insider
Trading, Journal of Business, 47, 410-428.

Ferris, S. P.,, Hwang, C. Y., and Sarin, A. ( 1995). A microstructure Examination of
Trading Activity Following Stock Splits. Review of Quantitative Finance and
Accounting, 14, 27-41.

French and Dubofsky (1986). Stock splits and implied stock price volatility. Journal of
Portfolio Management, 12( 4), 55.

French, D.W. and Foster,T.W.(2002). Does price discreteness affect the increase in
return volatility following stock splits?. The Financial Review, 37, 281-294.
Friederich, S., Gregory, A., Matatko, J. and Tonks, I. (2002).Detecting Returns Around
the Trades of Corporate Insiders in the London Stock Exchange.8 (1),7-30.
Gujarati,D.N. (2004). Basic Econometrics. New Delhi: Tata Mc Graw-Hill Publishing

Company Ltd, 4 th edn.

Gupta and Kumar.( 2007). A Re-examination of factors affecting returns in the Indian
stock market. Journal of Finance, 3, 20-24.

Gupta, A. and Gupta, O.P. (2007). Market Reaction to Stock Splits: Evidence from India.
The IUP Journal of Applied Finance. 13(1), 5-22.

Hadi, M.M. (2006). Review of Capital Market Efficiency: Some Evidence from
Jordanian Market. International Research Journal of Finance and Economics, 3,
13-26.

Huang ,G.C., Liano,K. and Pan,M.S. (2015).The effects of stock splits on stock
iquidity. Journal of Economics and Finance, 39 (1), 119-135.

Ikenberry, D., Rankine, G. and Stice, L. ( 1996). What do Stock Splits really signal? .
Journal of Financial and Quantitative Analysis 31, 357-75.

Ikenberry, D.L. and Ramnath, S. (2002). Under reaction to Self-selected News Events:
The Case of Stock Split. Review of Financial Studies, 15, 489-526.

Joshi, Y.C. and Pandya, F.H. (2013). Market Reaction to stock splits : Evidence from
India. 4(1), 102-112.

Kyle, A.S. (1985). Continuous auctions and insider trading. Econometrica, 53(6), 1315—
35.

Lakonishok J. and Lev, B. (1987). Stock Splits and Stock Dividends:Why, Who and
When. Journal of Finance,42, 913- 932.

Print, International, Referred, Peer Reviewed & Indexed Monthly Journal

RET Academy for International Journals of Multidisciplinary Research (RAIJMR)



Dr. Anjali Gupta [Subject: Commerce] International Journal of Vol. 5, Issue: 7, July : 2017

Research in Humanities & Soc. Sciences [I.F. = 1.5] ISSN:(P) 2347-5404 ISSN:(0)2320 771X

47

48.

49.

50.

5l

52.

53.

54,

55.

56.

S7.

58.

59.

60.

61.

62.

63.

64

65

66

67

. Lamoureux, C.G. and Poon, P. (1987). The Market reaction to Stock Splits. Journal of

Finance ,45, 1347 — 1370.

Leemakdej, A. (2007). New Evidence of Stock Split when Uncertainty Event Window is
identified. http://ssrn.com/ abstract=990963.

Mac Kinlay, C. A. (1997). Event studies in Economics and Finance.Journal of
Economics literature,35, 13-39.

Masse, ., Hanrahan, J.R. and Kushner, J. (1997). The Effect of Canadian Stock Splits,
Stock Dividends and Reverse Splits on the Value of the Firm. Quarterly Journal
of Business and Economics, 36(4), 51-62.

Mishra, A. K. (2007). The Market Reaction to Stock Splits- Evidence from
India.International Journal of Theoretical and Applied Finance, 10(2), 251-
271.Mishra, A.K., (2005). An Empirical Analysis of Marketreaction Around the
Bonus Issues in India. The ICFAI Journal of Applied Finance, 11(7), 21-39.

Mukherji, S., Kim, Y. and Walker, M. (1997). The effect of stock splits on the
ownership structure of firms. Journal of Corporate Finance,3, 167—188.

Munyao, J.M. (2010). Stock splits and their effect on share prices: A study of firms listed
at the Nairobi Stock Exchange.Unpublished master’sproject, Strathmore
University, Nairobi, Kenya.

Ohlson,J.A. and Stephen,P.H. ( 1985). Volatility increases subsequent to stock
splits.Journal of Financial Economics, 14, 251-266

Pavabutru, P. and Sirodom, K. (2008). The Impact of Stock Splits on Price and Liquidity
on the Stock Exchange of Thailand. International Research Journal of Finance and
Economics, 20.

Pilotte, E. (1997). The Earnings and Stock Splits in Eighties. Journal Of Financial And
Strategic Decisions, 10(2), 37-47.

Pilotte, E. (1997). The wealth and earnings implications of stock splits by non-dividend
paying firms. Quarterly Journalof Business and Economics, 36, 81-96.

Prabhala, N.R. (1997). Conditional methods in event-studies and an equilibrium
justification for using standard event- study methods. Review of Financial
Studies, 10, 1-38.

Rao, S. N. (1994). The Adjustment of Stock Prices to Corporate Financial Policy
Announcements. Finance India,8(4), 941-953.

Ray, K. K. (2011). Market Reaction to Bonus Issues and Stock Splits in India: An
Empirical Study. The IUP Journalof Applied Finance, 17, 1, 54-69.

Sharma,J.P.(2013).An Easy Approach to Company and Compensation Law. New Delhi:
Ane’s Student Edition.

Van Horne,J.C.(2000).Financial Management. New Delhi: Prentice Hall of India
Pvt.Ltd.

Womack, K. L. ( 1996). Do Brokerage Analysts’ Recommendations Have Investment
Value? Journal of Finance, 51, 68-137

.Wong Shou Woon. (2002).Introduction to the Event Study Methodology.Singapore

:Singapore Management University.

. Wulff, C. (2002). The market reaction to stock splits-evidence from Germany.
Schmalenbach Business Review, 270-297

. Xiao-Xuan,Y. (2013). The Market Reaction to Stock Splits Used as Dividends.
Technology and Investment, 42-53.

. Yague, J., Gomez-Sala, C.J. and Poveda-Fuentes, F. (2009). Stock split size, signaling
and earnings management: Evidence from the Spanish market. Global Finance
Journal, 20 (1), 31-47.

Print, International, Referred, Peer Reviewed & Indexed Monthly Journal

RET Academy for International Journals of Multidisciplinary Research (RAIJMR)


http://ssrn.com/

Dr. Anjali Gupta [Subject: Commerce] International Journal of Vol. 5, Issue: 7, July : 2017

Research in Humanities & Soc. Sciences [I.F. = 1.5] ISSN:(P) 2347-5404 ISSN:(0)2320 771X

Footnotes

1. Herein after referred to as “Act”

2. BSE Sensitive index is a robust representative of Indian stock market and used as proxy for
market portfolio because it is value weighted index which uses free float market capital as
value weights and appropriate for such type of analysis same is suggested by Womack et al.
(1996) and Fama (1998).

3. CMIE is an independent private sector economic research organi zation. It has built largest
database on Indian economy and companies in form of databases and research reports.It is
widely used by academics and industries in India.lkenberryet al.(1996) reported that ARs
were higher for small size companies as compared to large size companies.According to
them this was because large size companies are less vulnerable to market turmoil because of
their volume, turnover and self monitoring capacity.

4. Atiase (1985), Freman (1997) and Lev and Penman (1990) reported that large size companies
report more earning forecasts than small size companies.

5. Atiase (1985) established that amount of unpredicted news transferred to market by earning
report is inversely proportional to market capitalization or size of the company.

6. Lev and Penman (1990) reported that larger companies report more earning forecasts than smaller
companies.
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