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Purpose: The present work elaborates the concept of announcement of corporate events and their impact on
stock returns. The magnitude of changeover in returns may vary from the relevance of any information which goes public.
The expectations of investors play a vital role and if some event arises in the market whether it is company specific or change
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acquisitions etc have been reviewed and their excerpts have been used to infer the overall findings from different perspectives.

Findings: The major objective of all the studies undertaken in the area of events was to find out the presence/absence of
random walk in the stock prices. Event study methodology has been majorly used by all authors for studying the impact of
various events. Using CAPM, Market model, GARCH, OLS to name a few significant changes have been observed in abnormal
returns.

Proposed Implications: The study provides an insight over changing efficiency forms in markets in India as well as abroad
which can be tested with suitable statistical approaches.

Originality/Value: The events have been studied from various outlooks by many researchers. However, the area still has scope
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Introduction

Stock market is the mirror of a country’s
economy. It reflects each and every event which
takes place inside a particular industry or any
individual company. There may be different type of
events which may affect the growth and performance
of stocks listed at the popular stock exchanges.
The announcement of information like mergers/
acquisitions, bonus issue, rights issue, management
change, stock split, earnings, dividend etc. can
produce a spontaneous reaction in stock prices.

Literature Review

There can be so many events/news which may
have an influence on the abnormal stock returns
for the industries in India. The effect may be more
or less due to some particular events. There can be
events which affect the stock returns drastically and
there may be certain events which may not affect
stock returns at all. Events which are majorly studied
by international and national researchers so far are
mergers, acquisitions, stock splits, bonus issues, tax
effects, political news, management change, earnings
announcement, dividend announcement etc.

Mohanty (1999) examined the impact of bonus
and dividend policies for 200 Indian companies over
a period of 15 years. Dhar and Chhaochharia (2006)
have incorporated 90 stock splits and 82 bonus issues
in their study from 2001 to 2007 of the stocks listed at
BSE to understand the effect of such announcements
in the market with the help of daily stock prices.
Fama et al. (1969) revealed that stock splits are usually
preceded by a period during which stock return rates
are unusually high on the specific securities under
split. Grinblatt et al. (1954) has inspected the effect
of stock split and dividend announcement on the
returns of stocks listed at Wall Street from 1967
to 1976.Agrawal et al. (1992) attempted to analyze
the performance of post-merger of firms listed at
NYSE and AMEX from 1955 to 1987.Tuso et al.
(2010) investigated the usefulness of event studies
to measure the effect of merger on the performance
of stocks.Shiller (1980) has worked on finding out
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the difference between the stock price predicted as
present value of future events and the real prices for
the same time period.Miller and Scholes (1982) have
used capital asset pricing model to find out after
tax return effects due to dividend yield.Denis et al
(1994) have integrated the effect of dividend yield,
cash flow signaling and overinvestment for stock
price reactions by using a sample of 6777 dividend
changes for the period 1962-1988.Bessler and Nohel
(2000) have assessed contagion effects in bank sector
returns for money center banks and non-money
center banks.

Examination of Announcements

Event study methodology has been the most
common approach in performing research which
relates to study of events and their possible impact
on stock returns. The events have been studied in
various windows to examine their effect in different
situations. A variety of financial models are
available to perform research on events. The most
common in use by the pioneers in financial research
are market model, GARCH model, FAMA-French
model, Sharpe model, Capital Asset Pricing Model,
constant mean return model etc.

Points of Discussion

Bonus issue is generally taken up by a company
to adjust its free reserves and surplus profits
appearing in the Balance Sheet Theoretically, it is
a process of capitalization of reserves and affects
the capital structure of the company causing a
negative impact on the leverage. This is generally
adopted by companies when they are planning a
big capital budgeting decision which the market
accepts as a positive signal to improve the bottom
line of the income statement. The other possibility
is the company is unable to tap the bond market
because of negative market sentiments. The third
possibility is large cash and cash equivalents in the
Balance Sheet which the company is unwilling to
shed. The last but not the least possibility is that the
company does not want to lose the cash component
of its assets and wants to maintain its liquidity ratio.
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All the above mentioned possibilities are expected to
result in a negative change in share prices/ the stock
returns because investors may consider it as a signal
of low earning per share in the near future due to
increased and increase in the number of shares being
traded in the market This will also normally increase
the volatility of the stock. The share becomes risky
for the investor with higher standard deviation. The
clientele for the stock may undergo major changes
involving closer scrutiny by regulators. Hence any
bonus issue happens after careful thought by the
Finance manager of the company. Not to mention
the increased controlling power in the hands of
existing shareholders, which may be a negative factor
at the next annual general meeting? But, the effect in
context to the literary studies has been found positive.
Investors take bonus issue as“good news” because
they receive additional number of shares without
paying any extra price. Thus, it may result for more
demand of shares in the market giving boost to the
share prices. As a result, the stock returns may go
abnormal for that particular time period. The stock
analysts also spend lot of time predicting bonus
issues of companies and investors buy shares of
companies with impending bonus issues.

Stock split is an action by corporate in which
the shares are converted into multiple holdings.
This may be regarded as a significant event
which may give a positive feeling to shareholders
psychologically thereby stimulating the stock prices.
It only generates more number of shares keeping
the market capitalization of the company constant.
Thus, theoretically there should be no change in
the market price of the stock being the state of the
existing investor remaining the same. But, there is
a possibility of change in pre-split and post-split
market price due to change in the face value of
stock and investor expectations. The split may bring
a positive change on stock prices on account of
renewed interest of investors in the company. The
possible reason for a company to go for stock split
may be the increased market price which they want
to alter for enabling new investors to come forward.

Announcement Effects on Stock Returns

Moreover, many of the companies go for stock split
in order to regenerate the interest of old or existing
investors.

On the contrary, stock prices will fall in books but
its value remains constant. The company may take
such an action to make the shares more affordable
for small investors thus allowing its investor base to
expand.

There may be a temporary effect on the stock
price (increase) followed by a fall immediately after
the split. It may be due to small investors demand
for the stock which boosts up with the stock split.
It may provide a signal to the stock market that this
phenomenon shall continue in the future.

The marketability and liquidity created in the
stock market due to stock split gives a favourable
picture for the company. There are studies in this
field which examined pre-split prices to be more
positive as compared to post split prices. Also, from
the angle of investor analysts it has been found that
they behave positively towards a stock split as it may
raise their commission in the market. The study
strongly believed that investors rely on analyst’s
advice and when prices behave as per the prediction
the investors are bound to believe more and act
according to them. The number of stock splits
has been quite less reducing the interest of Indian
researchers.

Merger and acquisitions can be defined as
restructuring of an organization for better growth
and positing in the market. It may be called as
a strategy where similar or different entities join
together to produce synergy effect. There is a very
minute difference between the terms “merger” and
“acquisition” though they are used inter changeably.
A merger is a union of two firms into one entity
whereas acquisition refers to one company taking
over the other where the former becomes the newly
formed entity. The combined effect of mergers and
acquisitions may stimulate many positive changes
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for the stakeholders. There has been a lot of research
carried over on this issue that whether merger and
acquisition as an event has an effect on abnormal
stock returns or not.

The literary work done in this field provides
opposite results than the expectations from merger
news in the market. The studies suggest negative
abnormal returns in case of common stock exchange
offer and normal returns in case of cash offer. Most
of the studies have used event study methodology
to understand the joint effect. It has also been found
that along run event window may explain the merger
effect in a better manner as compared to short run
window.

Dividend is that part of a company’s profit which
is distributed among its shareholders. The earnings
announcement by no means indicates a positive
picture of any company’s fundamentals. The existing
investors shall consider it as a bright signal assuming
company has got ample profits. On the other hand,
it may also be taken as dearth of opportunities in
the hands of managers which may be a probable
reason to declare dividends. However, the former
justification seems stronger in Indian stock markets.

The dividend announcement may be said as a
“welcome” decision by the Indian investors. They
may consider it from the view point of “Bird in the
Hand Argument” i.e. sooner the dividend is received
better it is. This strongly holds true for the investors
who prefer liquidity and regular returns.

Thus, dividend announcement may affect the
stock prices positively or negatively depending upon
investor expectations at a particular period of time.
In most of the cases, researchers have so far found
significant and positive impact on the abnormal
stock returns in Indian as well as international stock
markets.

Dividend announcement has been very closely
observed by Indian and international researchers
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so far. Most of them have used event study
methodology as a base in their respective studies.
The two variables have been picked in general in
all studies; dividend (quantitatively/qualitatively)
and stock prices. Cumulative abnormal returns have
been calculated with the help of various models
like Sharpe, Constant Mean Return Model, Market
Model, Fama French, CAPM etc. The model choice
though depends on the type of market and country
under observation. Statistical tests like t-test, z-test,
regression, correlation, sign test etc. have been
commonly used.

Management Policy: The entry or exit of any
management personnel especially any key resource
person like Chief Executive Officer or Managing
Director may produce noise at the stock market.
This may be due to investor perception attached to
it and thus stock prices may react whenever there
is a change in management of a given company.
For instance, the comeback of Narayana Murthy to
Infosys brought laurels to its stock prices. In addition
to it, stock prices may also show increase/decrease
due to policy changes introduced by the management
from time to time. They may even act in response to
a particular behaviour by a manager professional like
holding or leaking important information about the
company fundamentals. The listings depicted here
definitely call for a research in this field. However,
there are rare studies related to management policy
changes and the information about company’s
management actions may not be traceable that
easily. It may involve challenges which are beyond
the control of a researcher. The studies which have
been done in this regard talk about findings based
on common sense. There are no ways to detect the
next management action so that the investor may act
accordingly and plan his investment strategy.

Conclusion

It has been statistically proven inmany studies
that the news which went public in the stock market
produced reactions in the stock prices. The studies
depict maximum usage of event study methodology
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to find the impact of a particular event on stock
returns. Market model and CAPM have been used
in many studies to compute expected returns thereby
calculating abnormal returns. As regards to bonus
issue, empirical results show positive response of
investors being abnormal returns turning higher after
bonus issue. Stock split announcement produced
opposite reactions as compared to bonus issue. The
returns turned lower in the post-split period of
studies indicating a negative response by investors.
Merger and acquisition is another important event
which has been found to produce opposite results than
expected by the market. The results from different
studies indicated negative returns in case of common
stock exchange offer and normal returns in case of
cash offer. This means that merger effect could not
produce any extraordinary returns for investors.

Apart from the above events, studies have been
carried in regard to management policy changes.
The major challenge for this event had been lack of
insider information to researchers. It is infeasible for
an individual to find policy changes to understand
stock price changes due to them. The studies which
have been done in this regard are more of common
sense than empirical research. Efficient market
hypothesis continues to be the base of study in all
event studies with which various events have been
studied. The purpose of all these studies was to
understand existence/absence of random walk in
stock prices.

Dividend announcement which is one of the most
important declarations for any investor who has
plugged his funds in the stock market is the base of
the present study. Dividends produce noise in the
stock market and investors take it as “welcome”
news. Researchers have so far found positive and
significant reactions from stock prices due to
dividend declaration. The scholars have shown with
event study methodology in most of the studies that
dividend has affected stock prices both before and
after the news was provided.

Announcement Effects on Stock Returns

References

1. Abowd John Metal. 1989. The Effects of
Human Resource Management Decisions on
Shareholder Value. Centre for Advanced Human
Resource Studies Working Paper Series. pp. 2-57.

2. AgrawalAnupetal. 1992. The Post-Merger
Performance of Acquiring Firms: A Re-
Examination of an Anomaly. Journal of Finance.
Vol. 47, No. 4. pp. 1605-1621.

3. AmihudYakov& Li Kefei.2005. The
Declining Information Content of Dividend
Announcements and the Effects of Institutional
Holdings. Journal of Financial and Institutional
Holdings. Vol.41. Issue 03. pp.637-660.

4. Asquith Paul & Mullins David W.1983. The
Impact of Initiating Dividend Payments on
Shareholders’ Wealth. The Journal of Business.
Vol.56, No.1. pp.77-96.

5. Asquith Paul and Mullins David W.1986.
Signalling with Dividends, Stock Repurchases
and Equity Issues. Journal of Financial
Management. Vol.15, No.3. pp.27-44.

6. Barber Brad M. &Odean Terrance. 2008. All that
glitters: The Effect of Attention and News on the
Buying Behavior of Individual and Institutional
Investors. The Review of Financial Studies. Vol. 21,
No. 2. pp.785-818.

7. Barclay Michael J. &Litzenberger Robert
H.1988. Announcement Effects of New Equity
Issues and the Use of Intraday Price Data.
Journal of Financial Economics. Vol.21, Issue
1. pp. 71-99.

8. Bernard Victor L. & Thomas Jacob K. 1989.
Post Earnings Announcement Drift: Delayed
Price Response or Risk Premium? Journal of
Accounting Research. Vo. 27, pp. 1-48.

9. BomfimAntulio N. 2000. Pre-Announcement
Effects, News and Volatility: Monetary Policy
and the Stock Market. Working Paper Series
Federal Reserve Board. pp. 1-32.

10. Bonnier Karl-Adam and Bruner Robert
F.1989. An Analysis of Stock Price Reaction
to Management Change in Distressed Firms.
Journal of Accounting and Economics. Vol.11, pp.
95-106.

76

Vol 10 | Issue 4 | Oct-Dec 2018

Online ISSN :0975-1432 | Print ISSN : 0975-153X




Madhulika P. Sarkar and Parul Bhatia

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

Chan Wesley S. 2003. Stock Price Reaction to
News and No-news: Drift and Reversal after
Headlines. Journal of Financial Economics. Vol.
70, pp. 223-260.

Chaudhuri Kausik& Wu Yangru. 2003. Random
Walk versus Breaking Trend in Stock Prices:
Evidence from Emerging Markets. Journal of
Banking and Finance. Vol. 27, pp. 575-592.

De Bondt Werner F.M. & Thaler Richard. 1985.
Does the Stock Market Overreact? The Journal
of Finance. Vol. 40, No. 3. pp.793-805.

Denis David J., Denis Daine K. &SarinAtulya.
1994. The Information Content of Dividend
Changes: Cash Flow Signalling, Overinvestment
and Dividend Clienteles. Journal of Financial and
Quantitative Analysis. Vol. 29, No. 4. pp. 567-587.

Dhar Satyajit&ChhaochhariaSweta.  2006.
Market Reaction around the Stock Splits and
Bonus Issues: Some Indian Evidence. Journal
of Empirical Finance. Vol 1, pp. 57-81.

Eades Kenneth M., Hess Patrick J. & Kim E.
Han. 1985. Market Rationality and Dividend
Announcements. Journal of Financial Economics.
Vol. 14, pp. 581-604.

Elton Edwin, Gruber Martin &Rentzler Joel.
1983. A Simple Examination of the Empirical
Relationship between Dividend Yields and
Deviations from the CAPM. Journal of Banking
and Finance. Vol. 7, pp. 135-146.

Fair Ray C. 2002. Events that Shook the Market.
Journal of Business. Vol. 75, No. 4. pp. 713-731.

FamaEugeneF, Fisher Lawrence, Jensen Michael
C. & Roll Richard.1969.The Adjustment of
Stock Prices to new Information. International
Economic Review. Vol. 10, No. 1. pp.1-21.

Fama Eugene F. 1998. Market Efficiency, Long
Term Returns and Behavioral Finance. Journal
of Financial Economics. Vol. 49, pp.283-306.

Flannery Mark J. &Protopapadakis. 2002.
Macroeconomic Factors Do Influence Aggregate
Stock Returns. The Review of Financial Studies.
Vol. 15, No.3. pp. 751-782.

French Kenneth R. 1980. Stock Returns and the
Weekend Effect. Journal of Financial Economics.
Vol. 8, pp. 55-69.

23

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

View Point

WwWw.gjeis.com

. Grinblatt Mark Setal. 1984. The Valuation
Effects of Stock Splits and Stock Dividends.

Journal of Financial Economics. Vol. 13, pp. 461-
490.

Harris Lawrence &GurelEitan. 1986. Price and
Volume Effects Associated with Changes in S &
P 500 List: New Evidence from the Existence of
Price Pressures. Journal of Finance. Vol. 41, No. 4.
pp. 815-829.

Jensen Michael C. 1978. Some Anomalous
Evidence Regarding Market Efficiency. Journal
of Financial Economics. Vol. 6, No.2/3. pp. 95-101.

Kothari S.P., Shu Susan & Wysocki Peter D.
2009. Do Managers Withhold Bad News? Journal
of Accounting Research. Vol. 47, No. 1. pp. 241-276.

Lee Chi-Wen Jevons & Xiao Xing. 2004.
Tunneling Dividends. Working Paper Series Social
Science Research Network. pp. 1-32.

Pandey I M. 2009. Financial Management. pp.
379-413.

PaniUpananda. 2008. Dividend Policy and
Stock Price Behavior in Indian Corporate
Sector: A Panel Data Approach. htp://
www.igidr.ac.in/money/mfc-12/Coporate_
Dividendpolicy_and_stock_price_behaviour_
upananda%20pani. pdyf.

Pettit R. Richardson & Westerfield Randolph.
1974. Using the Capital Asset Pricing Model
and the Market Model to Predict Stock Returns.
Working Paper No.13-72a.

PorwalHamendra&Kansotia ~ Parul.  2012.
Shareholders’ Reaction to Dividend Declaration:
A Test of Market Efficiency. Global Journal of
Arts and Management. Vol. 2, No. 2. pp.175-179.

Poshakwale Sunil. 1996. Evidence on Weak
Fomr Efficiency and Day of the Week Effect in
the Indian Stock Market. Finance India. Vol. 10,
No. 3. pp. 605-616.

Srivastava Rajiv & Misra Anil. 2008. Financial
Management. pp. 483-511.

Taneem Shania &YuceAyse. 2011. Information
Content of Dividend Announcements: An
Investigation of the Indian Stock Market.
International Business & Economics Research
Journal. Vol. 10, No.5.pp. 49-56.

DOI: 10.18311/gjeis/2018

Vol 10 | Issue 4 | Oct-Dec 2018

77




Global Journal of Enterprise Information System

35. TravlosNickolaos G. 1987. Corporate Takeover
Bids, Methods of Payment and Bidding Firms’
Stock Returns. Journal of Finance. Vol. 42, No.4.

pp. 943-963.

Announcement Effects on Stock Returns

36. Yermack David. 1995. Good Timing: CEO
Stock Option Awards and Company News
Announcements. Working Paper Series. http://

papers.ssrn.com/sol3/papers.cfm?abstract_
id=1299498

GJEIS Prevent Plagiarism in Publication

The Editorial Board had used the ithenticate plagiarism [http://www.ithenticate.com] tool to check the originality
and further affixed the similarity index which is 17% in this case (See Annexure-I). Thus the reviewers and editors
are of view to find it suitable to publish in this Volume-10, Issue-3, July-Sep, 2018

Annexure 1

17.

SIMILARITY INDEX

14

INTERNET SOURCES

29

PUBLICATIONS

I

STUDENT PAPERS

PRIMARY SOURCES

I - |

www.i-scholar.in

Internet Source

pezzottaitejournals.net

Internet Source

S%
S

=~ [

Submitted to University of Southampton
Student Paper

Submitted to SHAPE (VTC college)

Student Paper

1%
1%

(]

B

Submitted to The University of Manchester
Student Paper

Submitted to Rivers State University of Science
& Technology

Student Paper

19
1

aaltodoc.aalto fi
Internet Source < 1 O/0
E Submitted to Management Development <1 %
(o]

Institute
Student Paper

n :;ii(zﬁsrocuzi)ank.rmit.edu .au < 1 %
gil;rtnpiatsgd to University of North Texas <1 %
gtii)nrppi:se%d to Erasmus University of Rotterdam <1 %
gil;)nrtnpiat;fgd to City University <1 %
Icﬂjties;?e(t)\slz:’C);.dundee.ac.uk < 1 %
pandasg nibnetacin <19
sl ssperspectives.rg <1
<o
John B. Gugrard, Eli Schwartz. "Quantitative <1 %
Eug‘zaplg::ate Finance", Springer Nature, 2007
gignrppiatsgd to Associatie K.U.Leuven <1 %
gi??piatsgd to University of KwaZulu-Natal <1 %

Madhulika P. Sarkar and Parul Bhatia
“Announcement Effects on Stock Returns”
Volume-10, Issue-4, Oct-Dec, 2019. (www.gjeis.com)

https://doi.org/10.18311/gjeis/2018

Volume-10, Issue-4, Oct-Dec, 2019

Online ISSN : 0975-1432, Print ISSN : 0975-153X
Frequency : Quarterly, Published Since : 2009

Google Citations: Since 2009
H-Index = 96
i10-Index: 964

Source: https://scholar.google.co.in/citations?user=S47TtNkAAA AJ&hl=en

Conflict of Interest: Author of a Paper had no conflict neither financially nor academically.

Scholastic Seed Inc.

78

Vol

10 | Issue4 | Oct-Dec 2018

Online ISSN :0975-1432 | Print ISSN : 0975-153X




