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Abstract
This study examines the stock market reaction to stock splits between 2002 and 2013 of 6 sectors of BSE—Auto, 
Bankex, Consumer Durables, FMCG, Health Care and IT sectors to find out if the Indian stock market is semi-
strong efficient or not. The methodology used is event study under the market model. Samples of 14 stock splits 
are considered spread across 6 sectors. The results indicate that there are significant positive abnormal returns 
prior to split announcements. On the day of split announcement, 1 sector reacts positively (Health Care—3.3%) 
and the 5 react negatively (Auto -1%, Bankex -0.9%, CD -0.3%, FMCG -1%, and IT-1%). The results indicate that 
the null hypothesis, H01, that there is no significant AAR around the stock split announcement dates is accepted. 
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1. Introduction

A stock split or a stock divide is a procedure that 
increases or decreases a company’s total number of 
shares outstanding without altering the firm’s market 
value or the proportionate ownership interest of existing 
shareholders. Most companies prefer that to keep their 
share prices at an affordable level and the stocks acces-
sible to as many investors as possible. Though the move 
will not increase the company’s overall value, it will lift 
the firm’s shares to a more affordable price range.

The relationship between stock splits and share prices 
has been a subject of empirical discussion within the 
finance literature. As the split date is known well in 
advance, it should ideally contain no new information. 
One would not expect any significant price reaction 
to split announcements. But contrary to the theoreti-
cal predictions, empirical studies have documented a 
statistically significant market price reaction. Firms 
announcing splits experience rise in their stock prices 

on an average thus supporting the semi strong form of 
EMH. 

Market reaction is the general market response that 
happens after a major piece of economic data or some 
significant news is flashed. Market reaction can be bull-
ish, bearish or neutral, depending on the content and 
significance of the information. 3 types of reactions 
can be observed—positive reaction wherein the news is 
seen as good for the country and the market participants 
get into buying mood resulting in a strong upward trend, 
negative reaction where the news is seen as bad for 
the country and the market participants get into selling 
mood resulting in a strong downward trend and uncer-
tain when there is no market consensus on whether the 
news is good or bad, there is a mixed reaction in the 
market with some participants selling and some others 
buying causing volatility to the prices. 

The share price may increase in response to this infor-
mation and affect the wealth of shareholders. 
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2. Efficient Market Hypothesis

An efficient capital market is a market where secu-
rity prices fully reflect all relevant information that is 
available about the fundamental value of the securities. 
The term ‘market efficiency’ explains the relationship 
between information and share prices reaction in capital 
market literature (Mishra, 2007). A market is efficient 
with respect to information set if it is impossible to 
make economic profits by trading on the basis of infor-
mation set. Economic profits are risk adjusted returns 
net of all costs. Fama (1970) defines an efficient mar-
ket as a market in which prices always reflect the recent 
available information, at any given time, the prices in 
the market already reflect all known information, and 
also change fast to reflect new information. He further 
states that three different levels of efficiency exist based 
on ‘available information’ – the weak, semi-strong, and 
strong forms.

Weak form efficiency or the Random Walk Theory states 
that prices of stocks can never be predicted because of 
the random nature of the stock price movements. This 
means at any given time there is an equal chance of a 
stock’s price rising or falling.

The Semi-strong Form Efficiency states that all pub-
licly available information about the company, like its 
product line, final accounts, future earnings, accounting 
practices and management is considered besides infor-
mation about its past prices. Fama (1991) coined a new 
term for the semi strong model—the event study. 

Strong Form Efficiency model indicates that stock 
prices reflect all information relevant to the firm—past 
prices (weak model), company information (semi strong 
model) and also inside information about the company. 
Insiders are managers of the companies who have access 
to confidential information who possibly may use it to 
generate higher returns. 

3. Literature Review

An event study is an empirical analysis used to assess 
the effect of an event on stock returns. Event studies 
have been the primary methodology used to assess the 

effect that the occurrence of an event has on the returns 
of a firm’s common stock price. The most influential 
paper in stock split research is the study made by Fama, 
Fisher, Jensen & Roll (1969) surrounding the execu-
tion dates of stock splits. They examined the abnormal 
behaviour in the return rates of a stock during a stock 
split. The residual analysis technique introduced by the 
authors is one of the very important financial analysis 
techniques and is used all over the world for studying 
events. Their study found that stock splits are usually 
preceded by high returns though markets have not 
received any information about the split. Experiencing 
remarkable increases in earnings and dividends, compa-
nies go in for splits. Investors look for any information 
available from the company and interpret the splits as a 
greater possibility that the dividends will increase. Thus, 
by reacting to the split in a positive manner, the market 
reacts to the dividend implications of the split.

Wu and Chang (1997) examine 67 splits for the period 
1986 to 1992 of companies listed on Hong Kong Stock 
Exchange and find that there are excess returns over the 
three days surrounding a split announcement and this 
was an astounding 18.2%. Investigating the stock splits 
5264 NYSE listed firms that took place between 1925 
and 1996, Conroy R et al (1999) find that the market 
values of such stocks increased significantly around split 
announcement dates. Studying the reaction of inves-
tors of Stockholm and Helsinki Stock Exchanges, Antti 
Niini (2000) investigated the wealth effects on share-
holders around the announcement and execution dates 
of stock splits. Using a sample of 18 announcements for 
Finnish companies and a sample of 90 announcements 
for Swedish companies from time period 1985-1997, his 
research was to observe the presence of statistically sig-
nificant abnormal returns around the announcement and 
execution days of stock splits. His findings confirm the 
existence of statistically significant abnormal return sur-
rounding the announcement day at both the Swedish and 
Finnish markets. However, abnormal returns were seen 
around the execution dates of stock splits of Stockholm 
Stock exchange, but not at the Helsinki Stock Exchange.

Wulff’s (2002) study of 83 execution date splits 
and 78 announcement date splits of Frankfurt stock 
exchange firms between 1994 and 1996 strengthened 



Asha Nadig 3

SDMIMD Journal of Management | Print ISSN: 0976-0652 | Online ISSN: 2320-7906 www.sdmimdjournal.in | Vol 6 | Issue 1 | March 2015

the abnormal returns theory that there were significantly 
abnormal returns both on the announcement and execu-
tion day of German stock splits. He also noted that the 
liquidity hypothesis took the form of the trading range 
hypothesis, which stated that companies tended to move 
their share prices towards an optimal perceived trading 
range after the share price had risen substantially. In a 
study on Canadian stocks, Elfakhani and Trevor Lung 
(2003) find that stock split announcements resulted in 
positive cumulative abnormal returns. Bechmann K L 
and Johannes R (2004) reported positive and signifi-
cant announcement effect for Danish stock splits. They 
explained this announcement effect was a consequence 
of an increased payout of the splitting companies. Byun 
J and Rozeff M (2003) examined the post-split perfor-
mance of 12,747 stock splits between 1927 and 1996 
with statistical tools like time regression analysis and 
book-to-market reference portfolios. The study finds 
small or negligible abnormal returns and they conclude 
that the long-term stock split evidence to market effi-
ciency was neither pervasive nor compelling. Carrying 
out a research on stock market anomalies in Japan, Kuse 
Y and Yamamoto T (2004), find that that there is excess 
cumulative abnormal return during the 30 business days 
before and after the stock split announcement. Choosing 
a sample of 120 companies and splitting them into two 
groups—one with a split factor less than 2 for 1 and the 
other group with a split factor greater than 2 for 1, they 
conclude that the group with the larger split factor had a 
higher return immediately after the stock split announce-
ment, with the peak cumulative abnormal return reaching 
about 28.8% 37 business days after announcement.

A study by Kalay et al. (2007) also concludes that 
there is an association between stock splits and abnor-
mal returns. They also note that abnormal returns were 
significantly higher when there were earnings or divi-
dend announcements. Leemakdej A (2007) carried out a 
research of 100 splits in the Stock Exchange of Thailand 
and detected significantly negative returns in the 20 
days before and 18 days after the effective date of the 
split, with the most significant returns clustered around 
the event date. This was in contrast to other studies that 
noted positive returns around stock split dates. Earnings 
and dividends were seen to increase after the split. There 
was also an increase in both the proportion of large 

shareholders and the number of investors, the bid-ask 
spread being narrower. Trading volumes were however 
found to be lower than before. This study also found the 
evidence that the systematic risk was lower during the 
split date but returned to previous level after the split. 
Dhar S and Chhaochharia S (2008) found that 77% of 
their sample firms had positive mean return in respect of 
stock split and there was a significant average abnormal 
return at 0.01% significance level. Their study also sup-
ported the signalling hypothesis which was consistent 
with the findings in the developed stock markets. 

Crawford et al (2005) conclude that splitting of stocks 
increases its market liquidity and will therefore attract 
small investors. Studying the relationship between 
splits and retained earnings, Lyroudi et al (2006) wrap 
up their study stating that managers are more confident 
about replenishing retained earnings in the future with 
increased earnings. 

Studying the Indian markets, Gupta & Gupta (2007) 
conclude that there are no positive abnormal returns 
associated with stock split announcements, though posi-
tive wealth effects were recorded on ex-day. Joshipura 
(2008) finds that there are positive abnormal returns both 
around the time of announcement and on the effective 
day, however, he also concludes that this effect does not 
sustain long and overall there is no impact on the share-
holders wealth. Positive abnormal returns on the stock 
split announcement day and a significant improvement 
in post-split liquidity was reported by studies conducted 
by Ray (2011) and Chakraborty (2012). 

4. Objectives of the Study

1. To assess the stock returns in terms of change in 
market value around stock split announcement days 
for companies listed on BSE Bankex, BSE FMCG 
index, BSE IT index, BSE Health Care index, BSE 
Consumer Durables index and BSE Auto index

2. To examine the effect of stock split announcement 
on stock prices in terms of returns due to change in 
market value of the companies listed on BSE 500.

3. To test the speed with which stock split announce-
ments are absorbed by the companies listed in the 
sectors mentioned above.
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5. Hypothesis

H01: There are no significant Average Abnormal Returns 
(AAR) around the stock split announcement dates i.e. 
(1/n)*ΣAR= 0 where n is the number of sample com-
panies.

H02: The Indian stock market is informationally not 
efficient to stock split announcements; the stocks do not 
impound the information instantaneously.

Ha1: If ARt and CAARt1,t2>0 and statistically significant, 
it indicates that the stock prices on an average have 
reacted positively to stock splits, increasing the wealth 
of shareholders.

Ha2: The Indian stock market is informationally effi-
cient to stock split announcements; the stocks impound 
the information instantaneously.

6. Scope of the Study 

The study is based on daily prices of the stocks listed in 
BSE Bankex, BSE FMCG index, BSE IT index, BSE 
Health Care index, BSE Consumer Durables index and 
BSE Auto index for a period of 9 years from 2005 to 
2013. These 6 sectors are the initial 6 sectors of the sec-
toral indices and chosen based on the trading volumes. 

7. Sample

The present study is based on secondary data relating 
to share prices, stock split announcement dates and the 
value of index around these days. Daily closing prices of 
the stocks and concerned index are considered, the data 
ranging between 2005 and 2013. The secondary data is 
collected from annual reports, published research reports 
and from websites like, www.bseindia.com, www.mon-
eycontrol.com, www.rediff.com, www.sebi.gov.in and 
www.yahoofinance.com.

8. Data

A sample of 14 stock splits of companies listed in 6 
BSE sectors—BANKEX, FMCG, Auto, Health Care, 
Consumer Durables and IT for the period 2005-2013 is 

considered. (There were only 14 split announcements in 
these sectors in the above period).

Stock split announcement dates of the companies • 
under study are collected from press reports and NSE 
and Economic Times websites
The announcement dates for splits are extracted from • 
the website http://economictimes.indiatimes.com. 
Daily traded BSE prices are extracted from the • 
website http://finance.yahoo.com. NSE prices are 
considered for companies not listed on BSE

9. Methodology

Standard event study methodology as per the market 
model, the steps of which are given in the estimation 
procedure below has been used for the research. The 
event date, event window and estimation window are 
defined as below: 

The event date is the announcement date of stock • 
splits by the sample companies. This approach 
assumes that the information was first known to the 
market on the event date itself. 
The event window is taken as t = -30 to t = +30 rela-• 
tive to the event day t = 0. This window will help in 
studying the stock price behaviour pre and post the 
event. 
The estimation window is t = -252 to t = -30 relative • 
to the event day t = 0. However, a smaller window 
has been used if corresponding data is unavail-
able. Estimation window will help in estimating the 
relationship between a company’s returns and the 
benchmark index and calculation of intercept, slope 
RSQ and t-test.

10. Estimation Procedure

1. Return on security j and returns of the index for 
period t is calculated as 

 a.  Current Daily Return = LN## (current day close 
price – previous day close price) / previous day 
close price. 

 Note: ##Log normal (LN) prices are considered to 
create a continuous time measure of the returns for 
both the estimation period and the event window.
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2. Alpha and Beta are calculated from the OLS regres-
sion equation. 

3. The expected return for each firm as well as for the 
S&P 500 was calculated: 

 a.  Expected Return = [(Alpha + Beta) * S&P actual 
return]

4. Excess Return is obtained as follows: Actual Return 
– Expected Return 

5. The Average Abnormal Returns (AARs) are com-
puted by averaging the abnormal returns of the 
sample companies for each day of event period. 

 N
AARt = 1/N * ∑ AR j,t

 J=1
6. The Cumulative Average Abnormal Returns 

(CAARs) are the sum of daily Average Abnormal 
Returns (AARs) during the event window.

7. The average abnormal returns in all the trading days 
in the event window and cumulative average abnor-
mal returns during the event window are analysed 
by using the ‘t’ test to identify whether they signifi-
cantly differ from zero.

11. Data Analysis and Results

11.1 Analysis

This paper examines the stock split announcements 
of companies and price reactions for the period 2000 
to 2013 using the standard event analysis methodol-
ogy. Abnormal returns are calculated using the market 
model. 

Table 1 shows the beta (sensitivity) of the sample stocks 
under consideration with respect to their index. The RSQ 
or R2 shows the square of correlation between Rj and Rm. 
The coefficient of Determination or R2, indicates the frac-
tion of the variance of the dependent variable (the stock 
return) that is explained by the movements in the inde-
pendent variable (index return). It shows the regression 
of daily stock returns on the daily indices returns. Beta 
coefficients are highly significant for 7 companies (Tata 
Motors, M&M, Kotak Mahindra bank, Titan Industries, 
VIP, ITC and Aurobindo Pharmaceuticals ltd.) indicat-
ing that risk is an important determinant of company’s 
return. None of the T Test values indicate that the stock 
is statistically significant at 5% level of significance. 

11.2 Findings

11.2.1 Auto Sector
AR Analysis: The auto sector reacted negatively 
(t0=-1%) on the stock split announcement day. The 
t-tests do not prove the split announcement to be sig-
nificant as the t-statistic values are less than the critical 
value of 1.96%. There are no abnormal gains to share-
holders on stock split announcements by the Auto sector 
firms, the null hypothesis is accepted. 

The Table 3 shows that CAR was negative initially and 
increased marginally between -15 and -1 time win-
dow. The returns showed a gradual decline from the 
announcement day till the end of the event window. 
Stock split announcements were not greeted positively 
by the investors. There were negative abnormal gains, 
in other words, losses to shareholders of auto sector due 
to stock split announcement. The CAR in the time inter-
vals -30 to -15, -15 to -1, -1 to 0, 1 to 15 and 15 to 30 
days were -0.163%, 1.97%, 0.98%, -0.99%, -3.53% and 
-4.25% respectively. The CAR T Stat values in the time 
intervals of 1 to 15 days and 15 to 30 days are statistically 
significant at -3.094 and -3.842. All other CAR at differ-
ent time windows of -30 to 15, -15 to -1, 0 to 1 and 1 to 
15 are not statistically significant. It can be concluded 
that shareholders have gained in the time intervals of 1 
to 15 and 15 to 30 days and have not received any gain 
in the other time intervals. 

As can be seen from the above Exhibit, both CAR and 
AR had small advances and declines. Commencing at 
a modest 0.5% on day -30, both upward and down-
ward swings in CAR were seen. AR was a mixed bag 
of throughout. There were short rallies of positive and 
negative rallies. 

11.2.2 Banking Sector
AR Analysis: The banking sector reacted negatively 
(t0=-0.9%) on the stock split announcement day. The 
t-test statistics confirm that the difference between the 
calculated values and critical values is insignificant as all 
t-stat values reported are less the critical value. The null 
hypothesis is therefore accepted. There are no abnormal 
gains to health care sector shareholders on account of 
split announcements.
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Except for the -30 to -15 day event window, there were 
positive returns throughout the pre and post announce-
ment period. Matching of the investors anticipations 
about split announcements and firms’ declarations could 
be the cause for this trend. The CAR in the time intervals 
-30 to -15, -15 to -1, -1 to 0, 1 to 15 and 15 to 30 days 
were -0.68%, 3.49%, 2.63%, 3.31%, 6.17% and 6.99% 
respectively. The CAR T Stat values for all the various 
time intervals other than the -30 to -15 day time period 
were statistically significant. The null hypothesis, there 
is no value maximization is accepted for the time inter-
val -30 to -15 and rejected for all other time periods. 

The above exhibit shows the AR and CAR graphs of 
banking stocks around the stock split announcements. 
There were fluctuating gains and losses accruing to 

investors in the entire study period. The AR graph 
shows inconsistent positive and negative returns accru-
ing to investors. 

11.2.3 Consumer Durables Sector
AR Analysis: The CD sector reacted negatively (t0=–
0.3%) on the stock split announcement day. The t-tests 
confirm that the abnormal returns are insignificant as 
all t-statistics values are less than the critical value of 
1.96. The null hypothesis, there are no abnormal gains 
to shareholders on stock split announcements by the 
CD sector firms, is thereby proved to be right and is 
accepted.

Stock split announcements were not eagerly looked 
forward to by the investing community in the entire pre-
event window. There were marginal negative abnormal 
gains, in other words, losses to shareholders of CD sector 
due to stock split announcement. The CAR in the time 
intervals -30 to -15, -15 to -1, -1 to 0, 1 to 15 and 15 to 
30 days were 1.97%, -0.08%, -0.34%, 1.41%, 9.1% and 
9.56% respectively. The CAR T Stat values in the time 
intervals of 1 to 15 days and 15 to 30 days are statisti-
cally significant at 2.615 and 2.821 and not statistically 
significant in the rest of the time periods. Hence, it can Figure 1. AR and CAR of auto firms declaring stock splits.

Table 1. Impact of stock split announcements on share price performance

Sector Company Name Event Date Alpha α Beta β R2 T-test

Auto Tata Motors 26.6.2011 0.00104 1.48339 0.60165 0.01570
 M&M 25.1.2010 -0.00165 1.42806 0.60292 0.02337

Bankex HDFC 7.6.2011 0.00032 0.79872 0.56122 0.01036
 Kotak 11.5.2010 -0.00006 1.20802 0.72979 0.01965

Consumer Durables Titan 29.4.2011 0.00162 1.13981 0.63953 0.01323
 VIP 10.8.2011 0.00221 1.04999 0.21481 0.03157
 Bajaj 12.10.2009 0.00224 0.69687 0.25077 0.03709

FMCG ITC 17.6.2005 -0.00022 1.21495 0.68643 0.00920

Health Care Apollo 28.5.2010 0.00155 0.39584 0.03605 0.02471
 Aurobindo 3.11.2010 0.00002 1.18207 0.28135 0.01742
 Lupin 5.5.2010 0.00154 0.88759 0.21113 0.02117
 Sun 24.9.2010 0.00049 0.93646 0.32539 0.01294
 IPCA 21.1.2010 0.003498 0.41968 0.042094 0.02795

IT Hexaware 21.2.2005 1.181E-05 0.42214 0.036381 0.02888
Indian Infotech 3.2.2012 0.002922 0.28812 0.014052 0.03855

**signifies statistically significant at 5% level

Manoj
Sticky Note
Au: Please cite all the figures in the text of article.
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be concluded that shareholders’ value increased in the 
30 day period after the stock split announcement. 

The above exhibit shows the AR and CAR graphs. There 
were fluctuating gains and losses accruing to investors 
in the entire study period. The AR graph shows inconsis-
tent positive and negative returns accruing to investors.

11.2.4 FMCG Sector
AR Analysis: The FMCG sector reacted negatively 
(t0=-0.1%) on the stock split announcement day. With 
all the t-statistics values being less than the critical 
value at 5% significance level, the abnormal returns are 
not significant. It can therefore be concluded that the 
shareholders have not gained abnormally on account of 
split announcements by the FMCG sector firms, the null 
hypothesis that there are no abnormal gains to share-
holders, is accepted. 

Modest positive CAR was recorded till t15 day. 
Negative CAR was reported in the last time window of 
15-30 days. The CAR in the time intervals -30 to -15, 
-15 to -1, -1 to 0, 1 to 15 and 15 to 30 days were 5.83%, 

1.35%, 1.27%, 1.53%, 2.18%, and -3.36% respectively. 
The CAR T Stat values in the time windows of -30 to 
-15, 1 to 15 and 15 to 30 were 6.338, 2.374 and -3.648 
respectively, more than the critical values and therefore 
statistically significant. The null hypothesis, there is no 
value maximization to shareholders on split announce-
ments by the FMCG sector firms is rejected for these 3 
time periods. Positive gains accrued to investors in the 
time frame of -30 to -15 days and 1 to 15 day window 
and there was some value loss in the last window of 15 
to 30 days. 

In the remaining time intervals of -15 to -1, -1 to 0, 0 
to 1, the T Stat values are less than the critical value, 
hence the null hypothesis is accepted for these time peri-
ods. No value maximization occurred to shareholders in 
these time intervals. 

The above exhibit shows that there were fluctuating 
gains and losses accruing to FMCG investors in the 
entire 30 day study period. The CAR graph shows ini-
tial increases followed by declines only to recover and 
fall again later. 

11.2.5 Health Care Sector
AR Analysis: The HC sector reacted positively 
(t0=0.9%) on the stock split announcement day. The 
t-tests confirm that the difference between the calcu-
lated values and critical values as insignificant with all 
t-statistics reported being way below the critical value of 
1.96. The null hypothesis, the shareholders do not gain 
by split announcements of FMCG firms, is accepted.

Except for the pre-event window of -30 to -15 day, there 
were modest positive returns throughout the pre and 

Table 4. Value creation of stock split 
declaring banking firms

Through CAR CAR T Stats

-30 -15 -0.68% 0.1563
-15 -1 3.49% 3.8584**
-1 0 2.63% 3.4107**
0 1 3.31% 3.6343**
1 15 6.17% 5.1938**

15 30 6.99% 5.5432**

Number of firms 
in the sample

2

Table 3. Value creation of stock split 
declaring auto firms

Through CAR CAR T Stats

-30 -15 -0.16% -0.5028
-15 -1 1.97% 0.2516
-1 0 0.98% -0.1611
0 1 -0.99% -1.5532
1 15 -3.53% -3.0938**

15 30 -4.25% -3.8417**

Number of firms in 
the sample

2

Figure 2. AR and CAR of banking firms declaring stock 
splits.

ranjitha.g
Sticky Note
AU: Please cite tables 2,4, 5, 6, 7, 8 in text of the article. 
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post announcement period. Matching of the investors 
anticipations about split announcements and firms’ dec-
larations could be the cause for this trend. The CAR in 
the time intervals -30 to -15, -15 to -1, -1 to 0, 1 to 15 
and 15 to 30 days were -2.96%, 2.33%, 3.27%, 3.19%, 
1.55% and 1.34% respectively. The CAR T Stat values 
for all the various time intervals were not statistically 
significant. The null hypothesis is therefore accepted. 
There was no value maximization to shareholders. 

The above exhibit shows the AR and CAR graphs. There 
were fluctuating gains and losses accruing to investors in 
the entire study period. The CAR graph shows inconsis-
tent positive and negative returns accruing to investors 
with declines and advances. 

11.2.6 IT Sector 
AR Analysis: The IT sector reacted positively (t0=4.2%) 
on the stock split announcement day. There is not much 
of a difference between calculated T stat values and 
critical values; the null hypothesis therefore is accepted. 
There are no abnormal gains to IT sector shareholders 
on account of stock split announcements. 

There were positive returns throughout the pre and 
post announcement period. Matching of the investors 
anticipations about split announcements and firms’ dec-
larations could be the cause for this trend. The CAR in 
the time intervals -30 to -15, -15 to -1, -1 to 0, 1 to 15 
and 15 to 30 days were 22.06%, 34%, 38.16%, 38.7%, 
45.62% and 67.88% respectively. The CAR T Stat val-
ues for all the various time intervals were statistically 

Figure 3. AR and CAR of CD firms declaring stock splits.

Table 6. Value creation of stock split 
FMCG declaring firms

Through CAR CAR T Stats

-30 -15 5.83% 6.3378**
-15 -1 1.35% 1.4687
-1 0 1.27% 1.3781
0 1 1.53% 1.6674
1 15 2.18% 2.3742**

15 30 -3.36% -3.6484**

Number of firms 
in the sample

1

Figure 5. AR and CAR of HC firms declaring stock splits.

Figure 4. AR and CAR of FMCG firms declaring stock 
splits.

Table 5. Value creation of stock split 
declaring CD firms

Through CAR CAR T Stats

-30 -15 1.97% 0.1852
-15 -1 -0.08% -0.3363
-1 0 -0.34% -0.5533
0 1 1.41% -0.1945
1 15 9.10% 2.6151**

15 30 9.56% 2.8206**

Number of firms 
in the sample

3



Asha Nadig 11

SDMIMD Journal of Management | Print ISSN: 0976-0652 | Online ISSN: 2320-7906 www.sdmimdjournal.in | Vol 6 | Issue 1 | March 2015

significant. As there is value maximization to sharehold-
ers of IT sector firms, the null hypothesis is rejected. 

The above exhibit shows the AR and CAR graphs. 
Abnormal gains were seen to be fluctuating in the entire 
study period. The CAR graph shows constant advances 
touching 68% by the end of the event window. 

In general, market reaction is instantly known by the 
share price reaction to stock split announcements. 
Investors greet the announcements by increased trading 
volumes and there are excess returns during the days 
surrounding a split announcement. The auto, banking, 
consumer durables and FMCG stocks reacted nega-
tively on the day of the split announcement, positive 
abnormal returns were seen in the while health care and 
IT stocks. On the immediate pre announcement day, 
there were positive reactions in the market. The auto, 
banking, FMCG, HC and IT stocks had a positive AAR 
on the previous day while the CD stocks reacted nega-
tively.

12. Conclusion

In a symmetrically informed market, all participants, 
such as managers, shareholders, brokers and prospec-
tive investors have similar information about a firm. 
They all have related kind of information about the 
firm’s current situation and future prospects. If any one 
group possesses some additional information about 
the firm, informational asymmetry exists. It is widely 
believed by stock market experts that managers pos-
sess superior information about their firms as compared 
to other parties. Stock splits are reported by the media 
regularly. Share markets react to such information and 

security prices increase following split announcements. 
Understanding stock market behaviour around corpo-
rate events helps investors to beat the market and earn 
abnormal returns.

This study aims to investigate whether investors of 
BSE stocks gained significantly on account of stock 
split announcements made by firms. The results of 
the study indicate that there were significant positive 
abnormal returns prior to split announcements. On the 
announcement day, the average abnormal returns are 
positive for the HC sector at 3.3% and negative for all 
the other sectors (Auto -1%, Bankex -0.9%, CD -0.3%, 
FMCG -1%, and IT-1%). There is no consistent pat-
tern of abnormal returns of companies declaring splits 
for 30 days before the announcement date. The AAR is 
positive on some days in the pre event window which 
may be due to information leak from the companies’ 
board. The T test analysis of AR shows that there is no 
statistical evidence to accept the semi-strong form of 
market efficiency in the BSE sectors selected for the 
study. Abnormal gains have not accrued to sharehold-
ers of any sector.

Table 7. Value creation of stock split 
declaring HC firms

Through CAR CAR T Stats

-30 -15 -2.96% -1.5675
-15 -1 2.33% 1.2776
-1 0 3.27% 1.7956
0 1 3.19% 1.8432
1 15 1.55% 1.1745

15 30 1.34% 1.5903

Number of firms in 
the sample

5

Table 8. Value creation of stock split 
declaring IT firms

Through CAR CAR T Stats

-30 -15 22.06% 6.6060**
-15 -1 34.00% 9.8832**
-1 0 38.16% 11.3487**
0 1 38.70% 11.5098**
1 15 45.62% 13.1091**

15 30 67.88% 18.7533**

Number of firms in 
the sample

2

Figure 6. AR and CAR of IT firms declaring stock splits.
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