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Abstract

The event studies examine share price movements around a corporate
event. A stock spht 1s one of the corporate events that refers to the
division of stock of a specific firm. The division can either be forward
or reverse spht and 11 this study onty forward sphts are dehberated.
Most of the times the sphts are considered as the mechanism 11 the
hands of the corporates to make new prices more attractive to the
prospective smalt retait sharehotders. The review of the hterature
reveals that 1 a notlsoléfficient capital market hke India having
asymmetries 11 1nformation flow, the stock spht anfiouficement affects
sharehotder wealth. However, very scarce efforts have been made so
far to know the stock spht behavior of firms 11 India of various sectors.
The present study 1s a smalt step 11 this direction. This paper attempts
to anatyze the effect of the share spht on different sectors of industries
and to study the variation 11 return of the stocks of the setected firms
during the pre and post Spht. The average abnormat return 1s used by
apptying the event study methodotogy. The sectorat mdices witt
comprise of nine mdexes: Auto, Bank, Financiat Services, FMCG, IT,
Media, Metat, Pharma, and Reatty. The data for the paper 1s secondary
from the sector(based index by Nationat Stock Exchange which 1s
designed to offer a singte vatue for the cottective performance of
various companies demonstrating a cottection of connected businesses
or within a sector of Indian economy and the anatysis of the data 1s
performed by using appropriate statistical techniques.

Keywords: Share Spht, Corporate Event, Share Price, Sector
Analtysis.

Introduction

The study has taken 1nto account the sector(based mdex by Nationat
Stock Exchange which 1s designed to offer a singte vatue for the
coltective performance of a various companies demonstrating a
coltection of connected businesses or within a sector of Indian
economy.

The sectoral 1ndices further comprises of eteven index: Auto, Bank,
Fianciat Services, FMCG, IT, Media, Metat, Pharma, Private Bank,
PSU Bank and Reatty. The Sector[based iidex are aimed to offer a fone
vatue for the cottective enactment of a humber of firms representative a
group of connected mdustries or within a segmefit of the economy.
However, 1t 1s observed that bank mdex comprises of both private and
pubhc sector banks, which 1s repeated 11 the bank mdex, 11 order to

www.pbr.co.in



avoid the duphcation the bank 1mdex 1s retamned and both
private & pubhic sector banks were exctuded for the
anatysis.

The consequence of a financiat event on the worth ofa firm.
Classicat events are firm(specific actions hke earnings,
mergers & acquisitions, stock[Sphts dectarations, or
economy widespread events hke mnflation, trade deficient,
and 1nterest rate. Also, mnftuences of dectarations m
variations of regutatory situations or the events that may
disturb the companies’ vatue. The event studies have a fong
past[1] exptored the inftuence of stock sphits.

There are studies conducted 11 developing economies hke

Sri/Lanka where the researcher have found that that stock[!
sphts have a substantiat sighat and information content 1n

the Cotombo Stock Exchange. According to the study the

market has reacted positively and significantty to the

announcement [2]. Also, studies have observed that after a

spht new 1mvestors get attracted 11 buying the stock as 1t 1s

availabte at a tower price. Though, the stock sphit may have

no mmpact on the value of the investment as the

fundamentats of the company remain unchanged [3]. Atso,

there are studies that mdicate a significantty positive

mmpact of stock sphts on the returns of stock around the

announcement day, whereas actuat spht day return 1s not

significant under the assumption of significance tevet 10%

[4]. Many researcher have emptoyed various methodol]
logies hke [5] emptoyed Harris and Gurel's metric that

takes account of market volume and the individuat

security’s volume.

Besides, this 1s an event study having a sectorat specific
msights and anatysis to provide a hohstic view of whether
the stock sphits are sector specific or 1s 1t uniform 11 across
alt the sectors of the economy. Going further, we have
thoroughty anatyzed the past hterature avaitabte on the
corporate actions with specific referenice to the stock sphts.

Literature Review

The researchers have examined the reaction of trading
volume activity and security returfi variabihty to annuat
earnings announcement with a sampte of 143 New York
Stock Exchange firms. The resutts obtained indicated thata
33 percentage 1ncrease 1 trading votume and 61
percentage 1ncrease 1n security returns 1 earnings
announcement week over the nonlannouncement week [6].
According to [7], i their study found that the anfounce!
ment of a spht sets off a chain of evefits such as an increase
1 the daity iumber of transactions which 11 turn 1ncreases
the noisefess of the security return process.

White, [8], anatyzed the rote of information 1 announcing
of stock sphts by Companies ptays an important role 1
price determination. They have defined information as
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“Pure Information” (1.e., which contains detaits onty about
the stock sphts) for the purpose of the study. The results
have shown that the market anticipation of spht
announcements 1s retated to the stock’s 1formation
richness.

Also, there are studied [9] 1131 stock sphts between1983 (]
1989. There 1s an 1ficrease 11 the iumber of trades as wett as
a decrease 11 the mean trade size fottowing the spht. The
number of hquidity trades also increases after a spht.
Further, changes 1n the nAumbers of 1dividual and
mstitutional sharehotders are positively retated to the spht
factor. Abnormat anfouncement returns are positively
corretated with changes 1n the total number of
sharehotders. These findings support the sighahng
hypothesis [10].

There are studies [11] that have examined changes m
trading activity around stock sphts, and their effect on the
votatihty and the adverse mformation component of the
bidlask spread. Even after controthng for microstructure
biases, 1t 1s found that there 1s a significant ifcrease 11 the
volatihity after the spht. Changes 1 total votatitity and 1 1ts
permanent component are positively retated to changes 1n
the number of trades. The study [12] has provided enough
evidence that 1 the US, stock sphts are associated with
positive abnormat returnis around the announcement and
the execution day. They found excess returnis of 3.4 percent
on the announcement date.

The occurrence of stock spht doesn't affect cash flows of
the firm and there 1s no change 11 the capitat structure of the
company, so the net worth of the firm 1s not be affected by
the stock spht. However, the empirical research on sphts by
[13], [14], and [15] find abnormat return around
announcement day which 1s exptained as the support to the
hypothesis of spht announcement effect. Not making use of
the event of a stock spht and adapting the signahing modet
of [16],[17] and [ 18] propose that financiat decisions of the
management convey mformation about the firm vatue.

Evidence have been found to support this hypothesis, [7]
found the daity humber of transactions along with the raw
volume of shares traded icrease after the spht. The
research [19] made use of the trading votume to measure
the smalt and targe traders’ activities and fond that smatt
traders transact more frequentty after the stock spht and the
trade direction changes significantly from sett to buy. The
study [20], [21], and [22] also supported the trading
behavior change after the stock spht.

However, why companies want to attract the smalt or
uninformed traders to 1vest 11 their stocks) One of the
most poputar exptanations is that the entarged investor base
wilt 1ncrease the hquidity of the stock. Liquidity refers to
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the frequency and ease with which an asset can be
converted to cash. The study [23] defines 1t as
“accommodation of trading with the teast effect of price”.
The motivation of managers to spht stocks 1s to enthance the
hquidity. From the viewpoint of hquidity, the trading range
hypothesis 1s atso catted “hquidity hypothesis”.

Research Gap

In past, many empirical studies have been conducted to
estabhish the impact of stock sphts on price and hquidity
across different countries. There have been many studies
conducted 111 U.S. and other devetoped countries. Atthough
market reacts differently to stock sphts 11 U.S., the
methodotogy of such studies has helped to develop an
effective theory for the study 1n the emerging economic
particutarly 1n Indian context. As the subject has not
received much attention amongst researchers 1 many of
the emerging economies especialty 1 countries hke India,
there 1s very httle understanding on the effects of stock
sphts 11 the Indian context. Therefore, the study mn
emerging economies particularty 1n Indian context shoutd
be conducted to anatyse and interpret the effect of a stock
spht.

Methodology

The study takes 11to account the hsted 123 companies that
comprises of sectors ranging from Energy, Reahty,
Banking to Metat. Since the study imvotves the anatysis ofa

corporate action which 1s stock sphts 11 India we examined
54 companies based on random samphng technique with
confidence tevel at 95%, confidence ntervat of 0.1 that
have gone for the stock sphts. We found that at the end of
fiscat 2017, 67 companies have gone for the stock sphts.
So, for the purpose of the stock spht events (54 companies)
hsted on the Nationat Stock Exchange of India 1s setected
which covers during the period of 2000 to 2016 which were
setected by using judgmentat samphing. This choice of the
sample period 1s admifustered by the accessibihity of data.
Overalt rationat care has been used 11 order to choice a
sample to stem more effective conctusions. The conctuding
setection standard 1s the accessibihity of the daity ctosing
price that 1s essentiat for the apphcation of the event study
methodotogy.

Results & Discussion

The data was first anatyzed to check the overalt trend for
the stock sphits based on the sampte of this study. We found
that the number of stock sphts 1s not having a specific trend
of going up or down over the period of sixteen years, the
period chosen for the study. Atso, 1t 1s observed that most of
the companies have gone for sphts 11 the year 2010 and
fotowed by 2008. White, the year 2002 and 2009 witnessed
the fowest or fiofie of the hsted companies went for the
sphts. And sice 2010, the companies gomng for the stock
sphts have gone significantty down as can be seen 11 (Fig.

1.

Fig. 1. Year-wise chart showing number of companies those who have gone for
stock splits for select companies listed in NSE India.

Stock Splits for select companies listed in NSE India
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It 1s atso observed that there 1s a uniformity across sector
with regard to the percentage of companies who have
undergone the stock sphts as can be observed from the
(Tab. 1). The pharma sector having the highest stock sphts
at 80% during the period of the study foltowed by auto at

90

2008 2010 2012

2014 2016 2018

68.75 percent. White, the FMCG and bank sector have
simitar percentage of the stock sphts fottowed by metat at
60%. Both IT and reahty sector are at 40% each. Atso, the
energy and financiat services sector are the two at fowest

each at 30%.
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Table 1. Sector specific percentage of companies gone for stock sphts

Sector Cos. in index No. of Cos. having stock splits | Percentage
Auto 16 11 68.75
Energy 10 3 30
FMCG 15 10 66.66
IT 10 4 40
Media 15 7 46.66
Metal 15 9 60
Pharma 10 8 80
Realty 10 4 40
Bank 12 8 66.66
Fin Service 10 3 30

The select sampte of the companies for the study reveals
that there 1s a uniformity or m other words there 1s
regutarity 11 the corporate action particutarty specific to the

stock sphts 1n Indian market as atso can be seen from the
sector specific radar chart showing percentage of
companies 11 the (F1g.2).

Fig. 2. Sector specific radar chart showing percentage of companies gone for stock splits.
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To check 1f there 1s a corretation between the two variabte
we catculated the Pearson correlation coefficient and we
found out that the two variabte are highty corretated and
can be seen 1n the (F1g.3).

Also, 1t 1s found that vatue of R 1s at 0.8209. This 15 a strong
positive corretation, which means that high X variable

Energy

FMCG

Media

(number of the companies 11 the sector mdex) scores go
with high Y variabte (humber of companies gone for the
stock sphts).

White as the value of R2, the coefficient of determination,
1s at 0.6739 and the Plvatue 1s 0.003604 and the resutt 1s
statisticatty significant at p<0.10.

Fig. 3. Plot showing value of X and Y variable based on the companies gone for stock splits.
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The calcutation for the Pearson corretation coefficient, R2
and P (value are mentioned betow:

X Vatues: Y =123

Mean = 12.3 and }(X - Mx)2 = SSx = 62. 1
Y Vatues: >= 67

Mean = 6.7 and }(Y - My)2 = SSy = 80.1
X and Y Combined

N=10

X - Mx) (Y- My) =57.9

R Catcutation

r=3(X- My)(Y - Mx)) / V((SSx)(SSy))
r=57.9/ V((62.1)(80.1)) = 0.8209

Whereas:
X: X Vatues
Y: Y Values

Mx: Mean of X Values

My: Mean of Y Values

X - Mx &Y - My: Deviation scores

(X - Mx)2 &(Y - My)2: Deviation Squared
(X - Mx)(Y - My):

Also, the R value of the Spearman test 1s 0. 87346 and
the two-taited vatue of P 1s 0.00096. By normat
standards, the association between the two variables
woutd be considered statisticatty significant.

Product of Deviation Scores

Conclusion

The findings of the study based on the sample data
suggest that there 1s a uniformity with regard to the
stock sphts among the sectors of the companies hsted
on the Nationat Stock Exchange of India. So, we can
safely say that the corporate action particutarly, the
stock sphts 1s not sector specific.

Also, based on the findings 1t 1s observed that the stock
sphts during the past sixteen years haven’ t been
uninform rather 1t has withessed high votatihty.
Apparentty, the companies have made the decisions
based on the market conditions.

Additionatty, there are certain sectors that have
undergone stock sphts more than 50%hike pharma, auto,
FMCG, metat and banking sectors white rest of the
sectors hke energy, IT, media, reahty and financial
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services companies have tess than 50%of the stock sphits.
The study conctudes that the corporate action: stock-
sphts 1s not sector specific and this 1s marked from the
resutts and discussions 11 this paper.

Limitations

The research 1s based on thin sampte compared to the
att of the stock spht that have taken ptace during the
period of 2000 to 2016. Also, the results may be
affected by a potential range bias as the companies can
be more careful around the type of announcements
made during start and growth of the market. And, alt
the hmitations of the event study methodotogy are
mherited 11 this paper as well.

Future Research

This paper has many hmaitations that can be the basis of
future research. In Indian context, onty hmited research
works 1s avaitable wherem the stock spht and sector
specific mmpact 1s analyzed. There 1s an enormous
prospect of further research covering sectorat anatysis of
other corporate actions, and macroeconomic decisions
on the mndustry specific study.
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