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B T 

h tud aimed to in tigate th impa t of t k plit n t k price . bj ti e f 

th udy wer t determine the relation hip twe n t k plit on th k pri e after 

t k pli and t in e tigate the r lation hip b tw en tock plit and t ck price .Th 

tud) anal d the return f th plit hare and mpared the arne with th mark t 

r turn o a to e tabli h the abnormality of r turn fl r day rrounding t k plit. The 

tudy mad u re idual anal i m d I t analyz th data found on th to k pri e 

b fore and after the ann uncement of tock plit i.e 30 da urr unding t k pli . 

The mod I h nee anal zed the con equence of th t ck plit announcement n th 

return of th pecifi tock . The ent tudy method logy was used t as s if there 

' as an abnormal market reaction to announcement f to k plit . hi was done b 

c mparing the trading acti it ratio of companie sampled before and after th stock plit. 

rom the tudy it can be deduced that the the Kenyan market reacts p siti ely to ock 

plits as indicated b the olume of hare old during the 30 day rrounding the date 

of sto k plit. Thi study al o indicated that, for mo t companies listed in the and 

hose hares had undergone plit th volume of har traded after the actual da plit 

tended to b high r than tho e old b ti re split. Thi indicate an increa in the trading 

acti ity after the st ck plit a compared to that befor the t ck plit. Bearing in mind 

that, most f time the announcement of e ent clo e t the tock plit do tock plits d 

not happen the capital market auth rity hould de elop policie to en ure that tock plit 

pre-requi ite for b th the announc m nt date and the effective date are met. Therefore 

there h uld bed velop d p licies to ensure that st k plit d e not di tablize the tock 

exchang system e pecially for companies that control the to k index ignificantly. The 

policie h uld aJ o ensxure that the plint i done and recei ed b in e tor with a 

gr ater marketability 



H T R 

I TROD TIO 

In thi chapt r ' ·ill I k at the ba kgr und on the tud . I k at the r lati n hip twe n 

the t k plit and th to k price . fn addition it will ha e brief on the hi tor f th 

airobi tock Exchange. 

1.1 Background to the tudy 

er the year the r lation hip betw en stock plits and t ck price ha been a ubje t f 

continuing intere to econ mi and pra titioner . t ck plits hav I ng been a puzzling 

phenomenon to financial economi ts. They u ually occur after an increase in tock price 

and usuall elicit a po itive stock price reacti n upon th announcement. he r action 

occurring after the ann uncemenL howe er ha not been fully understo d and explained 

(Conr y Harri and Benet, 1990 . 

stock plit i a corporate acti n that increases the numb r of the corp ration' 

outstanding hare b dividing each har . which in turn dimini he pnc . he to k's 

market capitalization. howe er remain the same, ju t like the value of the K hI 00 bill 

doe not change if it i exchanged for two h50. For example with a 2-for- 1 t k plit, 

each stockholder r ceive an additional hare for each share held but the value of ach 

hare i reduced by haJf: two hare now equal the original alue of one share before th 

plit Bondt and Thaler 1985 . 



to k plit r ul in a reducti n f the par alu and a on equent in in th 

proporti nate to the plit. Th reti all • har h lder re ei e n tangi I 

benefit fr m a toe put whil th r are orne o ts as iated with it.' pli ar at n 

le el nl metic change li ing th same pie int mailer piece but not hanging an 

in e tor' fractional ov nership of th equity inter t and ote in th compan 

(Lamoureu and Po n ( 1987 . Thi means that if manag r could increase hare price b 

plitting their fum' tock. both o ervalued and undervalued firm will choo e to plit th ir 

hare , eliminating the informational content of the deci ion. Many financia l c nomi t in 

the tock market fe I that splitting the share of a t ck pr duce for ariou reason , a 

greater total market alue for the hare outstanding. Thi implie that ther mu t b me 

benefit, ither real r perceived, that r ul from a firm splitting its t ck. If tock pli of 

common hares are nothing more than a cosmetic change and have no impact on the alue 

of the firm why doe a large number of uch plit occur ever ear? 

1.1.1 tock plit and tock price Hypothe i 

Brennan and peland ( 1988b) Me ichol and ravid 1981 and Brennan and Hughe 

199 J interpreted th po itive stock market reaction to plit announcements a a re pon e 

to manager ignaling fa orable inside informati n. ignaling xplanation are con i tent 

with abnormal increase in earning and/or di id nd ar und the plit. When a manag r 

believe that the future hare price will decrease he may not b willing to plit the tock 

due to the increased co l of trading a lower priced tock or due to their reluctance to plit 

the stock and then have the shar price fallen below the manager's perceived optimal 

2 



trading ran . hile manag may n t ex.pli itl intend for the plit to be a p iti e ignal 

ab ut the future pro pe f the firm. th pi it nve informati n t th mark t. 

In titutional wn ma be better able to take ad antage of thi ignaL c mpared t 

indi idual owners. ither because the trade much more than indi idual . and are n t a 

wealth n rain d, or becau e they are more fficienr at interpreting and pr ce ing th 

ignal. 

The most common rationale behind tock plits a cording to the liquidity hyp the i i that 

th re i an optimal price range for s uri tie . The tock that trade in th i range ar 

pre umed to be more liquid ince they hav Lower brokerage fee as a per cent of alu 

traded. This optimal range is con idered to b a compromi e between the de ire f 

wealthy investors and in titution that will minimize brokerage costs if securitie ar 

highly-priced and the de ire of mall inve tor who will minimize odd-lot brokerage 

costs if securities ar low-priced. The optimal trading range hypothe i i in contrast to the 

decrease in trading activity after a tock plit that wa ob erved by opeland ( 1979) and 

onro et al. ( 1990). 

I o, Mu carella and Yet uypen 1996) hawed that liquidit after a tock plit impro e 

which is a companied by wealth gains for the in e tor . Their findings upp rt the model 

of mihud and Mendelson (1986) that predicts a po iti e relationship b tween equity 

value and liquidity. According to this model rational investor discount illiquid ecurities 

heavier than liquid ones due to the higher transaction co ts and the greater trading frictions 

they face. 

3 



1.1.2 Hi tory of airobi tock chang 

Th air bi rock , hange which w form d in 4 a a oluntary rganization f 

to kbroker , i no'> one of the m t a ti capitaJ mark t in Africa. en hareholder 

fa ilitated. The change has al o enabled ompanie to engage lo al participati n in their 

equity. th r by gi ing Ken an a chance to own har s. 

inflo ofintemati nal capital. They canal o b u eful to 

1.2 tatement of tbe Problem 

nhan e th 

fi r pri atization pr gramm . 

Most companie plit stocks for orne under! ing rea on. irst due to percepti n 

companie ar worri d when th per hare pric g t to high that it ill are off orne 

in e tor e p ciall mall in e tor . plitting the to k bring the per hare price down to 

a rea onable level. And econdl Liquidity · if a tock price ri e into th hundred f 

hillings p r share it rna reduce the trading volum . Increasing the number f outstanding 

hare at a lower per hare price aid liquidity (Lamoureu and Poon P (19 7) . 

tock spli remain ne of the puzzling anomali in the b havior of tock price and to k 

liquidity ince they are only numerical change in tock price denomination that ha no 

impa t on investor fraction of equity owner hip. Howe er, pr iou re earch ha 

documented positi e price performance ub equent to plit . Grinblatt et al. 1984) and 

Lam ureux and Po n (1987 upp rt the signaling h pothe i that firm u e t ck plits to 

signal future po iti e earning . 

4 



in hi stud} ~· 

liquidit. ·· th tudy re aled that t k plit and di id d ha 

enya th year 20 6, tand out ne of th b t ea at th 

t k di id nd n 

an ffi t n liquidity. In 

. rn 2 , the bull run 

was at it p k and man li ted ompani exp rienced rna i price appr ciation at th 

bourse. mak their hare liquid and affordable for the mall inve r . many companie 

were oblig d t plit th ir har . Taking ast frican abl td as a cas in point it 

announced a stock plit of 10 to I in Augu t 2 06 and price had rallied from lov a 

K h 150 to a high of K h.600 ju t before the plit was effected. After the b k clo ure on 4 

eptember 20 6 its hare price started trading at K h.45 and h be n o cillating between 

Ksh.40 and K h.50. Barclay Bank K) Ltd i another case the had their hare plit of 5 

to I in late 2006. A u ual there was a price rally pri r to the plit that saw a hare elling 

at K h 575 after the much-hyp d plit the highe t price it e er traded at wa h90 but 

lat ron dropped too ciliate at the K h.70 I vel. Lastly, asini ea Ltdafter mo ing from a 

lo to a profitability le el announced a share plit of 5 to I in mid ebruar 20 7. It 

price raJ lied to a high ofK h150 pre plit and tarted trading at K h. I 5 po t plit. 

Thi movement of stock price after plit where orne increase the value to the invetsor like 

the case of a t African ables Ltd. & Barclya Bank td and where the plit reduce the 

value of the hare to the investor a in the case f a ini ea Ltd abo e mak an inve tor 

to ask if there is any ignificant impact of sto k plit on t ck price . 

J. . duda & hemarum .. C (20 I 0) in their tudy on market reacition to stock plits 

publi hed in the Afiican Journal f Bu ines & Management (AJB MA) indicated that 

generally, there was an increa e in the volume of shar s traded when stock plits ere 

5 



ann un d. o in the da) ar und th plit . rading acti ity \ a 

al een t generall increase aft r th t ck plit c mpared t that b fl r th pliL h 

di parity in trading acti ity before and after the t ck plit w 

found n t to ery big e cept [I r th two plit thatoccurr d in 2 04. Th ar th f 

t frican re\ erie imited and Kenyo il ompany imit d. 

In b th ca e . there was a much higher tradingacti it imm diatel fl llowing th plit. The 

other companie h wed increase in trading acti ities but not with di paritie as high a 

the two. he r ult hov •. ed there was a po itive announcement effect onshar traded a a 

re ult of tock plits. On the plit date there wa a p itive a erage abnormal return of 

0.5473 \ hich wa ery ignificant at 0.05% le el. To track abnormal return era 

number of trading day the cumulati e abnormalretum wa computed throughout the 

event peri d. 

The r earch as de igned to an wer the foil wing re earch que tion, ''How doe the 

market react to announcement of tock plits? he tud found that general! , th Kenyan 

market reacted po itively to stock pi it announcement . There was an increa e in 

olume of share traded after the tock plit as compared to tho e before the tock plit. 

Thi was ft und to be in agreement with tbe tud by peland ( 1979) which sugge ted 

that companie plit their ock to bring it back t an optimal price which in turn increa ed 

demand. Many ofth plit that occurred in the airobi tock exchange took place 

fr m the year 20 6 when there wa a bull run in the mark t leading to an increa e in shar 

price . Manager of the companies ought to plit tock to encourage inve tor to purchase 

their tock which appeared cheaper. 

6 



hi tud ,. ed that ther w re po iti m n r tum with r pe t t k pli . Thi 

w imilar t th re ul rep ned 

realiz, d po iti re ul around th plit ann unc m nt date . The tud wa aJ in 

agr ment " ilh th ignaling hyp th i which taled that manager f c mpani plit 

a mean f pas ing infonnati n to t k h lder and p tential 

m t rs. r nnan and peland 1988 b lie ed that manag only plit th ir t k if 

they v ere optimi tic that th ir futur price would rise. rat the ery least n t deere e. 

Thi tud therefore eek t inve tigate the effect of tock plits on k pri 

1.3 Objectiv of the tudy 

1.3.1 General Objective 

The tudy aimed to inve tigate the impact of tock split n t ck price . 

1.3.2 pecific Objective 

Th tud aimed at addre ing the fo llowing pecific objecti e o as to fulfi ll i general 

obj ctive i to in e tigate th relation hip betv een stock plit and tock price . 

1.4 Importance of the tud 

Th tudy w uld be of benefit to the following; 

Go ernment and Polic Maker : De ision maker at the various level of 

management of the companies li ted at air bi tock Exchange will have an 

7 



ii) 

insight on the impa t f t ck split n t k pric and what alu 

their in e tment . 

added t 

cad mi : Academic and bu ine will b able t b rr w fT m 

the findings of thi r earch t upp rt lit rary citati n a well as d lop 

theme for further re earch. pecifically the tudy hope to mak the retical, 

practical and method logical contribution . The finding will contribute to 

profe ional e ten ion of exi ting knowledge f tock plit on t ck price and 

what value i added to their in e tm nts b helping to under tand the urr nt 

challenges for adopting the e trategie or practice and their effect on ervi e 

busines perforrnance.The study will open an a enue to cholars and form ba i 

for further re earch. 

iii lo estor tock Market Pla ers: In estor , for in tance entrepr neur 

banker . financial markets and in titution and financial in titutions can use the 

finding from this re earch to aid them in implementing their rganizationaJ 

impact of the tock plit on t ck price to firm after plining their t k henc 

in e tment ad i or will b able to advi clien in making inve tment 

decisions. 
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HAPTERT 

LITERATURE VI 

2.1 Firm L iquidity 

The mot common rationale behind tock plit according t the liquidity con ept i that 

there i an optimal price range for ecuritie . The t ck that trade in thi range ar 

pre umed to be more liquid ince they have lower br kerage fee a a per cent of alue 

traded (Conroy et a/. ( 1990)). his optimal range i considered to b a c mpromi e 

between the desires of wealth inve tor and in tituti n that will minimiz brokerage 

co ts if securitie are highly·priced and the desire of mall in e tor who will minimize 

odd-lot brokerage co ts if securities are low-priced. he optimal trading range hyp the i 

i in contra t to th decrease in trading acti ity after a tock plit that was b erved by 

opeland (1979 and Conroy et al. (1990). I o Mu carella and Vetsuypen 1996) 

howed that liquidity after a sto k plit impro e which i accompanied by wealth gain 

for the inve tors. Their finding upport the model of Amihud and Mendelson (1986 that 

predicts a positi e relationship between equity alue and liquidit . According to thi 

model rational in tor di count illiquid ecuritie heavier than liquid one du to the 

higher transaction co ts and the greater trading frictions they face. 
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Th alternative liquidity and trading rang h p th i com fr m management laim th t 

the moti ati n r plit acti itie i to bring wn to apr ferr d trading rang, 

and impro e liquidity. Yet e i ting empirical re ar h find that the impa t f plit n 

liquidity is mixed. p land 1979 , onroy, Harri • and enet 1990) and e ai t al 

( 1998) lind that bid-ask spread increa e, indicating w r ened liquid it . ther auth r 

uch as: Lamoureu and Poon 1987) Mu careJ Ia and V t uypen 1996 how that the 

numb r of trade per da increase ubsequent to plits. Lakoni hok and Lev 1998 find 

that plits have no impact on split-adjusted trading volume. 

imbo o (2006) found out that, indeed stock plits and dividend do affect liquidit . In the 

case of plits there i a po itive em ct on liquidity after the plit. he e re ult wer 

consistent with the optimaJ trading range where hypothe i where a firm plits it hare , 

when the management feels that their share are not affordable. 

2.2 Patterns in plit Price 

In one of the be t known empirical studie of tock plits Lakoni hok and Lev ( 1987 

examine the 20-year period ending in 1982 and find that plit factor are dri en by the 

de iation of the current price from the market-wide average price and from the indu tr -

average price. Alone, the market- ide price e plain 26% of the ariation in plit ratio . 

Th two factor together explain 32% of the variance. uch evidence hows a pattern of 

companies moving towards a price range, where this range appears haped by the current 

level of prices for other companies. 

tO 



ng I I 97 pro ided another iew of splits dri ing pri to a d ir d I el. v hich i 

based on achie ing an optimal relati e tick ize. tudying and firm forth 

decad ending in I 993, Angel find that 50% f the cro - ectional ariance in l.h plit 

pric price at the announcement di ided b the ann unced plit fa t e plain 

b factors that prox for th firm' "idio yncratic ri k., firm iz , and the number f 

inve tors who ' know about' a stock" p. 675). Thi m deling ugge that it i firm

pecific information that determine the optimal plit pri e. Gi en that the minimum 

ab lute tick size on e change has been con tant maintaining the optimal relati e tick 

ize may re ult in a firm's picking appro imately the same plit price in ucce i e pli . 

An examination of how the current plit price depend on the last split price, the current 

market-wide average price the current industry average price and the curr nt a erage 

price of imilar-sized companie . This approach combin both firm- pecific price data 

(last split price) as well as current market pricing information. The market-wide and 

industry average prices follow (Lakoni hok and Lev I 997 . The size-based a erage 

reflects the ob erved positive link betw en firm ize and hare price ( ngel, ( 1997) . The 

Ia t plit price should be important if firms design plits to return price to om price level 

that itself i con tant over time. urvey e idence ugge t that managers do eek uch a 

pr ferred price le el. Moreo er empirical data ugge t that at least at the market-v ide 

le el, price are remarkabl con tant o er time. 

ll 



2.3 H pothe i on Reaction of the ark t to to k plit 

e eral h p th ha e tried t plain the rca ti n f the mark t ar und the 

ann uncement da and can b ummarized as follow : 

2.3.1 ignaling H potbesi 

It interpreted the po iti e tock market reaction to plit announcement as an in e t r ' 

r pon e to manager ignalling favourable inside infl nnation. ignalling planation 

are con i tent with abnormal increas in earnings and/or dividend around th plit. 

Brennan and opel and ( 1988) Me ichols and Dravid ( 1981) and Brennan and llughe 

1991) interpreted the positi e tock market reaction to plit announcement a are pon e 

to managers signalling favourable in ide information. ignalling explanations are 

consi tent with abnormal increase in earnings and/or dividend around the plit. When a 

manager believes that the future hare price will decreas he may not be willing to plit 

the tock due to the increa ed co t of trading a low r priced tock, or du to their 

reluctance to plit the tock and then have the share price fall below the manager' 

perceived optimal trading range. While manager may not explicitly intend for the plit t 

be a po itive ignal about the futur prospects of the firm th plit con ey infi rmation to 

the market. In titutional owner may b better able to take ad antage of thi ignal. 

compared to individual owner either becau e they trade much more than individual and 

are not as wealth constrained or becau e they are more efficient at interpreting and 

pro essing the ignal. 
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ignaling explanati n of plit b ed n infi rmati n a ymmetrie bet\' e n manag and 

in e t rs ha recei ed con iderable attention in th a ademi el nd 

and Pyle 1977). Its ba ic notion i that manager u e plit 

inve tors. ccording to thi iew the key role of pli 

ignal g d infi rmati n t 

con e infi rmati n, n t t 

eek out some optimal price level. Value incr ase on plit announcem nt ar often 

anributed to this ignaling effe t. 

eories combining informational i ue and transaction co ts ield further in ight into 

plits. To be a credible ignal that will not be copied by firm without good new , plits 

must carry with them orne increa e in cost . uch co ts may take the form of increased 

tran action costs in trading lower-priced share Brennan and peland 1988 . 

Recent empirical finding (Me ichols and Dra id 1990· Ikenberry Rankin and tice, 

1996· and Pi lotte and Manuel 1996 have been interpreted by the authors a e peciall 

upportive of the marriage between information and tran action costs portrayed by 

Brennan and Copeland (1988). According to this iew lower price and small r firm lead 

to higher trading costs for in estors. pecifically the tudie find market reaction to split 

announcements are negati ely related to firm ize and p t- plit price and po iti el 

r lated to the siz of the plit factor. The ignaling explanation is that manager plit to 

a hieve lower price only if they have e pecially good information ab ut the pro pect for 

the firm. 
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In c ntrast, Mu carella and pr ide mpirical upp rt fl r the liquidit_ 

benefi of plit e en when ignaling i not likely a ntributing fa t r. ing the uniqu 

ircum tance f American D ). 

that the price of both th DR and the under! ing t k increa eon th ann un ment f 

an ADR plit even when th re i no accompanying tock plit in the firm' h me mark t. 

The at o find increase in trading acti ity aft r the plit, which th y cite additi nat 

e idence of liquidity beneti . Han's I 995) fmding of liquidity benefi in re e e plit i 

further e idence for the rot of transaction cot in explaining splits. 

Whate er the financial market con equences. the e idence that compan executive ba 

pli on the notion of a preferred price range is overwhelming and long- tanding. Based 

on a urvey of companies with plits in the fir t third fthe century. D lie 1933) report 

that over 90% of the manager resp nding said that th primary reas n for plit was a 

wider di tribution of hare which was "accompli hed. pre umably by reducing the 

mark t alue per har and thu facilitating trading as well as by increa ing the ab olute 

number of hare outstanding" (p. 70 . er half a century later Baker and P well (1993 

rep rt that manager ' major tated purpo e of plit during the year 1987 thr ugh 1990) i 

to "lower the tock price and thu bring it into a pr ferred trading range ver 70% of th 

manag rs urveyed cited a preferred price range or a t ck' liquidity as the primary rea on 

for plit· onl 14% p inted to signaling information a a primary motivation. 
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2.3.2 Liquidity H poth · 

ugge that firm plit th ir t to ma.ximize liquidit and, 

' ith it. their market alue. How er idence on the effect of plit n liquidit i mi. ed 

( opeland 1979 ; onroy et al 1990· erri t at 1995 . To a large extent the e 

di crepancies are du to the fact that the concept of liquidit i comple and difficult t 

defin . 

According to Kyle ( 1985 liquidity includes a price dim n ion (tightne or the co t of 

turning around a po ition over a short period of time) and a size dimen ion (depth or the 

ize of an order flow inno ation required to change price by a given amount . To quantify 

it the use of ex ante and ex post liquidity mea ure are u ed to take into account 

characteristic elements of transactions and of incoming orders in the limit order book. 

The mo t common rationale behind stock splits according to the liquidit hypothe is i that 

there is an optimal price range for ecuritie . The tocks that trade in this range are 

presumed to be more liquid ince they ha e lower brokerage fee as a per cent of value 

traded . This optimal range i considered to b a compromi e between the de ires of 

wealthy in e tor and in titution that wiJI minimize brokerage cost if ecuritie are 

highly-priced and the de ires of mall in estor ho will minimize odd-lot brokerage 

co ts if securitie are low-priced. The optimal trading range hypothesis is in contra t to the 

decrease in trading activity after a stock split that wa ob erved by Copeland ( 1979) and 

Conroy eta/. ( 1990). AI o Muscarella and Vetsuypens (1996) bowed that liquidity after a 

tock split impr e which i accompanied by wealth gain for the inve tors. Their 
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finding upp rt the model of mihud and endel on ( 19 6 that predict a po ili c 

relation hip between equit alue and liquidity. rding t thi 

di count illiquid uritie hea ier than liquid on due t th high r tran a ti n t and 

the greater trading fri lion they face. The turn of month liquidit h p the i al rna 

pro ide a partial xplanation fl r th January effect. Based on the argument pre nt d 

above. the exj tence of a reliable tum of month urge in t k return doe n t n e aril 

imply that the tock market is unformationall in fficeint gden 19 0). 

The alternative liquidity and trading rang hypothe i comes from management claim that 

the motivation for plit activitie i to bring t ck price d wn to a preferred trading range 

and improve liquidity. Yet eJti ting empirical re earch find that the impact of plit on 

liquidity is m i ed. opel and ( 1979) onro Harri and Benet 1990) and De ai et al 

1998 find that bid-ask spreads increa e indicating wor ened liquidit . Other author 

uch as Lamoureux and Poon (1987 Muscarella and Vetsuypen (1996 how that th 

number of trades per day increase sub equent to plits.Lakoni hok and Lev ( 1998) find 

plits hav no impact on plit-adju ted trading volume. 

2.3.3 Retained Earnings Hypothesi 

In declaring a stock distribution that reduce retained earning managers are e n as 

ignalling their confiden e in b ing able to repleni h the retained earning account with 

uture earnings' tream . 
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great deal of confu ion urr und the "r tained - earnin pr blem and ther · ven 

more confu ion about how to ol e it. Actually retained earning ar a liability m ne} 

owed to the shareholders. The can b paid to th harehold rs in the rm of di idends. 1 

and when the bu ines; i wound up and liquidat d the can be paid t th hareh Ide a 

liquidating distribution , ( mucker 2004). 

Corporate retained profits have well determined effl ct on both total and non durabl 

con umers expenditure with coefficeints which do not differ ignificnatly fr m tho eon 

di po able income in a standard consumption function the effects also appear in a life -

cycle model which excludes dispo able income. Retentions convey no u eful information 

about future values of the other arguments of either consumption fun ti n. The 

implications of an alernative explanatory hypothesis of a discrepancy ben e n the 

princple and practice of national accounting are not rejected ( umner 2004 . 

lt i generally accepted that firms declaring stock di tribution of 25 per cent or greater 

consider them a sto k plits which therefor have no effect on retained earning . tock 

distributions of le s than 25 per cent are con ider d a to k dividend that reduce the 

retained earnings account. ince stock dividend reduce retained earnings and thus the 

finn' ability to pay cash divid nd tbey have been i wed as conveying information 

r garding manager outlook about future earning . Tn declaring a stock di tribution that 

reduce retained earnings manager are seen as ignalling their confidence in being able to 

replenish the retained earnings account with future earnings streams. ln effect, the ignal 
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has valu becaus it i co tly. hi line of reas ning has b n called th .. r t in d aming 

hypoth is' P ter net al., ( 1996 . 

2.3.4 eglected-Firm Hypothesis 

lt tat that if there i little kno n ab uta firm it hare trade at a di count. hu firm 

u the plit to both dra attention and ensure that information about the compan i going 

to be pread wider than before.Banz 1986) finds that ri k - adju ted tock r turn ar a 

montone decreasing function of firm ize. It focu e on th interaction betw en ize effct 

and other anomali s example P/ ratio effect. Other tudie empah ize the magntitude of 

the siz effect. 

Another proxy for differnetial information i the neglected - finn effect under thi 

h pothe is firms neglected by anal si inve tors financial analysi and other inve tment 

agencies uffer from Jack of information or asymmetric information (Arbel and trebol 

1983). Thu neglected stock hould earn substanlially higher return to compen ate for 

thi gap of equal access to firm infonntion. 

Arbel and an on I 993) in the context of tock plit predominantly propo e the 

neglected-firm hypothesis. ft tate that if there i little information about a firm. it share 

trade at a di c unt. Thu the firm' managers u e the split to draw attention t en ure that 

information about the company i wider recognized than before. 

Information structure is not monolithic acros fmaocial a ets. hi is clearly demon trated 

by di erg nt of security re earch whereby me companies receive intensive and continous 

attention by analysts while other get virtuallly no regular coverage at all. Consequently. the 
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amoun and quality of infi nnation a ailable t inve to differ a r 

and trebel 1982 . 

2.3.5 Optimal Tick ize Hypothe i 

ecuritie ( rb I 

The optimal r lati tick ize hypothe i trie to xplain the parado. ical b ha i ur of retail 

inve tors who increase their buy around plits de pite the increa e in tran acti n t . 

Angel (1997 noted that the minimum pric variation rules determined the minimum bid

a k spread that could be quoted. No quoted pread could then be les than the minimum 

price ariation. 

A company may split its stock to mo e it hare price into the range where the 

institutionally mandated minimum absolute tick ize is optimal relative to th har 

price.According to the relati e tick size hypothesis a tock split ould affect liquidity b 

increasing the relative minimum price variation. This always happen in market that apply 

a ingle absolute tick ize o most stock . Depending on the size of the stock plit th 

relative tick can increa e if the ab olute tick ize remains con tant, and it can ri e or fall if 

the mimum price variation decrea es (Arnold and Lip on 1997 . 

Angel (1997) introduced the ptimal tick ize hypothesis. According to thi hyp the i , in 

equity market there is an in titutionally mandated minimum ab olute tick size which i 

optimal relative to the share price. A wider tick ize reduce tran acti n co ts and offer 

more incenti es for limit orders enhancing liquidity. On the other hand a wider ti k ize 

increases the cost to investors inherent in a wider percentage pread. Hence there is a cost 

trade-off and an optimal point where the companies want to be. A stock split is one 
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m chani m u d by the c mpanie to m 

tick iz . 

2.3.6 elf election H pothe i 

th ir hare pri int th ptim I r n e f th 

It tates that managers u plit to mo hare price into a trading rang , but c nditi n 

their deci ion to split on expe tations about the futur performan e of the firm. Ikenberry 

el a/. 1996) used the elf- lecti n hypoth i a a ynthe i of th ignall ing and th 

trading range hypothe i . In particular, it state that manage u e t k spli t move 

share prices into a trading range. but condition their deci ion to plit ba ed on 

about the future performance ofthe firm. 

2.3. 7 Dividend Hypotbe i 

It tate that the positive return around the announcement da are not there ult f the plit 

p r e but the re ult of the increased di idend announcem nt that followed or pr ceded 

the t ck split. 

Copeland 1 79) upp rted th iew that plit announcement may interpret d as news 

about di idend increa es. In other word the po itive abnormal return around the 

announcement day are not the re ult of the plit per e, but the re ult of th di idend 

increa es or decrease that followed or preceded the tock split. 'Higher divid nds provid 

invest rs with signals of management' increas d confid n in their companj future 

le el of profitability and cash flow . Thu it i not lock plits per e that cau higher 

stock price but rather manag ment's emphatic tatements of continued confidence in the 
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company's futur performance con e ed to th mar et in the t; rm of larger than e ·p t d 

di idend increa es" opeland 1979 . 

2.4 Effect of tock plits on hare Price 

to k split i a pro edur that increas a corporation's total numb r of har and hare 

price outstanding without altering the firm' market alue or the pr porti nate owner hip 

interest of exi ting shareholder . The price i adjusted uch that the before and after market 

capitalization of the company remains the arne and dilution d e not occur. his action 

which requires ad ance appro al from the compan ' board of directors. u ually invol e 

the issuance of additional shares to existing tockholders. 

All tock splits are not created equally. More pecifically stock splits can vary depending 

upon what typ of impact a flfm wants to have on its underlying hare pric . Fore ample, 

if a finn wants to cut its share price in half then it will complete a 2-for-1 stock split. ff it 

wants to low r its share price e en further, then it may complete a 3-for-1 stock plit. 

Before announcing a tock plit, a firm' board of director mu t first decide on a 

di tribution rate. Typically expre ed as a ratio this di tributi n rate will determine 

exactly how many hare of t ck the firm hand over to its exi ting hareholder . 

fter a tock sp lit has taken place and new hare have been distributed a firm's hare 

price will simultan ou I increase or decrease by the inver e of thi di tribution ratio. For 

example in a 2-for-1 plit (the most common type) the under! ing firm doubles its total 

number of hare outstanding but its stock price is subsequently halved. The end re ult to 
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curr nt hareh lders i that th y n man hare of t k, but the t k' 

price i half of hat it v as previou I . h refi re, th t tal d liar valu f th ir h lding 

remam unchanged. 

Le common is the "reverse to k plit" \\hich as the name implie will have re i ely 

the oppo ite effect. A firm complete a rever e plit by reducing i number of hare 

outstanding. This force th company's underlying t ck price higher. ltimately. t k 

splits are merely a tool u ed by management to maintain me emblance of contr I er 

hare prices. By them elve though. they are e ntiall a non-e ent. u h as trading fl ur 

quarters for a dollar. ln the end plits accompli h little m re than imply licing a pie into 

thinner pieces. Though an investor may acquire more ofth e slice or hares after a plit. 

neither the company s vaJue nor his/her ownership intere t will materially change.(Arbel 

and trebel 1982). 

2.5 Relation hip between tock plit and har Price 

There exists the li nk between plit and share price at the fi rm le el. irst we h w that a 

large proportion of the cro - ectional variation in plit price (price to which a tock 

pli ) can be explained by readily available public information. A ignificant contributing 

factor is the stock price level after a firm's Ia t plit. Manager appear to engineer splits t 

return their company' hare price to a particular level that is remarkably stable over time. 

Thi role for the lagged plit price has not been incorp rat d in prior tudie . econd. we 

take ad antage of the e regularitie in put price to con truct new te t to di criminate 

betwe n the information and liquidity effects of splits. sing our findings on pattern in 
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plit price , we u e public inti rmati n toe timate an e pe ted plit factor fl r a mpan). 

Thi anticipated fact r should reflect liquidity c n m and th a erage informati n efTe t 

of pli . nlike prior tudie that inv tigated bar returns ar und plit ann unccmen . 

our approach develops a firm- pe ifi mea ure of e ·pectati n rather than I king nl at 

the absolute level of hare price or sp lit factor. We find that abn rmal return 

hareholder are ignificantly higher when management announ e a larger-than

anticipated plit factor. 

Weal o find that analysts increa e earning foreca significantly more when managers 

announce a split factor larger than anticipated. Unlike hare returns which may be driven 

b information and transactions-cost factor earning forecasts are direct prediction of 

corporate performance. 0 erall our finding are consistent with plits ignaling 

information to investor . The evidence suggest an important role for the level f the hare 

price that is typically o erlooked in financial model of corporate and inve tor behavior. 

One possible rationale for the importance of historical price i that they capture lirm-

pecific market micro tructure factors that are table over time. For instance Angel 1997 

argues that a firm's optimal price can be understood in terms of maintaining an optimal 

relati e tick ize which it elf depend on firm-specific characteristics. 

ollowing this train of thought our e idence can be viewed in terms of management 

d ci ion to plit belo an optimal "liquidity-based" price in order to convey especially 

po itive news to the market This logic follow the spirit of signaling interpretation of 
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plits e.g. Brennan and peland. 19 8). ur r ult and pri r re earch e. . ngel. 1 7: 

and chultz, 19 7 pro ide limited upp rt for mi ro tructur planati n but 

do not appear to e plain full th r le f Jagged plit pri e. mor b ha i ral 

interpretation of an optimal price Je I i that inve tors frame their d 

in terms of dollar prices rather tban p rcentage return . uch framing beha i r i ~,: ell 

documented in many area of human conduct and rna help e plain th puzzling 

phenomenon of mutual fund stock splits. 

A third interpretation of our e idence i that inve tors (and analy t ) ha e no preconc i ed 

preferred price le el but simply learn from a firm's past plit beha ior. For instance Pilotte 

and Manuel ( 1996) provide evidence that investor u e a firm' pre iou post-split earnings 

performance to interpret a newly ann unced plit Foil wing this interpretation uppo e 

that managers think there is an optimal price and plit their st ck to keep the price at that 

level o er time. fn e tors then can inft r managers' pri ate information ba ed on the 

announced split price and react to that information. Management belief in a preferred price 

level is overwhelmingly supported by urve data (e.g. Baker and Powell 1993) e en if 

the motivation for that belief is less clear.' 

2.6 Stock Split Cycle 

ccording to ecuritie Markets, (2007), many of the hare splits on the E artificiall 

inflate companies hare prices and follow the hypothetical har plit c cle: 
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i. P re- onounc ment: l ck tend to climb faster than u ual during the -d } p ri 

prior to a plit announcement and e en that rate f incre will n rrnall ac I rat 

during the final 30 da b fore the announcement 

u. n nouncement: Lock often jump harpl on the plit announ em nt.. nd m )' 

ontinue to increase in value during the following few day . 

iii. Dormancy: A few day after the announcement, t ck will u uall gin to drift into 

a • dorrnanc phas . This i when the to k v ill le el off and con lidat it recent 

gains. Howe er exc ptionally strong tock in a leading ector rna not go through a 

dormant phase as they continue to p wer higher. The shorter the p riod b tween th 

announcement and the ex cution date, the horter the dormant phase. 

iv. P re- plit Run: When a stock nears it plit e ecution date, it tends to pull out of the 

dormancy stage and accelerate a it head into th plit. 

v. plit E ecution: tock generally move higher quickly a the begin trading at the 

po t-split price. 

vi. Po t- plit Depr ioo: Once the initial e citement of the plit fade away, the tock 

typicall decline on lower volume for a period of time. The flow of the market and it 

sector will also affect how the split life cycle play out. Traders and inve tor should 

con ider the market and ector environment wh n deciding on their trade . ch tock 

plit behaves differently. orne will oar after a plit announcement, and thers will 

drop. A lot can d p nd on how much appreciation the lock enjo ed before the plit. 
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2.7 mpirical E ideoc on tock pHt 

tudying the determinants f plit rati Lak ni h k and (I 7 u pri data t 

ho\! that the marketwide a erag price and, to a le er e tent. the indu try wid a erag 

are targ ts for the size of plit. More er spli are pre ed d by unu uall high gr wth in 

earning and di idend . The empirical propertie of t k plits al o ppear t be 

fundamentally different from tho of ock di idend · apparently it is inappr priate to 

iew tock splits and stock di id nd a the arne phenomen n executed n difli rent 

cale. 

Bhana ( 199 1 examjned the change in share price as a re p n e to ub tantial change in 

hare split option by Johannesburg tock Exchange (J E) li ted tock during the period 

1970-1988. The results provide strong upport forth hare plit as liquidity opti n for 

company stocks. 

Financial theorie crafted to explain stock plit have relied primarily n two main 

attribute : tran action co t a inve tor and financial intermediaries intera t and 

information flows between managers and inve ors. The ries focusing on interactions 

between in e tors and intermediarie in estigate the notion that plits mo e price to a new 

level that reduces trading co t or increases trading opp rtunitie for in estor . Bas d on 

market microstructure foundations the optimal-tick- ize hypothe is (Angel, (J 997 ) hold 

that firm plit their t ck to increa e the ize of the tick relative to the share price. A larger 



relative tick iz "means greater pr te tion for limit ord r 

costs of neg tiation between trad r " chultz. ( 1997) p. 1 

ing err and I wer 

The e advantage are traded off again t the cost t in e t r inherent in a wider per entage 

spread that comes with a wider tick. As a re ult of thi tradeoff and in tituti nal pra ti e 

that dictate a con tant absolute tick size a firm plits its tock in an att mpt to maintain th 

optimal relative tick size. Angel finds that half the variati n in plit price aero firm can 

be explained by firm- pecific factor consi tent with hi argument. The optimal-tick- iz 

hypothe i al o heds light on wh a erage NY price would be con tant over time 

gi en the historical constancy of absolute tick size. chultz (I 997) qu tion the tick-size 

hypothesis based on his examination of intraday trades and quote . He find n evidence of 

split-induced reductions in trading costs but d e document an increase in the hareholder 

ba e after plits. One pos ible rea on for uch an increase i that the wider pr ad 

accompanying plits gi e br kerage firm ufficient incenti e to pr ide information for 

example through re earch reports and bring in new inve tor (Brennan and Hughe L 991 . 

wider distribution of stock may lead to lower capital co t in a market with incomplete 

information (Merton, ( 1987)). 

2.8 ignaling Theory of Stock Split on tock Prices 

A signaling e planation of splits based on information a ymmetrie between manager and 

investors has recei ed con iderable attention in the academic literature (Ro s (1977)· 

Leland and Pyle, (1977)). fts ba i notion is that managers use plits to signal go d 

information to investors. According to this iew the key role of plits is to convey 
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information. not to eek out orne ptimal price el. alu incr n plit 

announcements are often attributed t thi ignaJing effect. 

Theorie combining informational issue and tran a tions co ield furth r in ight int 

plits. o be a credible signal that will not b copied b firms with ut g d new pli 

mu t carry with them orne increa e in costs. uch co ts rna take lh fl nn of incre ed 

transaction costs in trading lower-priced hare Brennan and opeland, 19 8). 

Recent empirical finding (Me icbols and Ora id, (1990)· lkenb rr Rankin and tic 

( I 996)' and Pilotte and Manuel (J 996)) have been interpreted by the author a e peciall 

supportive of the marriage between information and tran action c t portra ed by 

Brennan and Copeland (1988). According to thi view lower price and smaller firm lead 

to higher trading costs for investor . pecifically the tudies find market reaction to plit 

announcements are negatively related to firm ize and p t- plit price and po itivel 

related to the size of the plit factor. The signaling explanation i that manag rs plit to 

achieve lower prices onl if they have e pecially g od information about the pro peels for 

the firm. 

In contrast Muscarella and Vetsuypen (1996) provide empirical upport for the liquidity 

benefits of plits even when signaling is not likely a contributing factor. Using the unique 

circumstance of American Oepo itory Rights ( DRs) Mu carella and Vetsuypens find 

that the prices of both the ADR and the underlying stock increase on the announcement of 

an DR plit even when there is no accompanying stock split in the firm' home market. 

The al o find increase in trading activity after the split, whicb the cite as additional 
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e idence f liquid it benefi . Han' I 95 finding of liquidit 

further evid n e for the rot ftran a ti n c t in e plaining pli . 

in re pli 

Whatever the financial mark t c n equenc the evid nee that compan e uti c 

plits on the notion of a preti rred price range i overwhelming and I ng- tanding. B e 

on a urvey of companies with splits in the first third fthe century D lie 33) reports 

that o er 90% of the managers re p nding aid that the primary reason for plits was a 

v ider di tribution of share . wh ich wa "accompli hed, pre umably by r ducing the 

market alue per hare and thu faci litating trading as well as b increasing the ab olut 

number of hares out tanding" (p. 70). Over half a century later Baker and P wel l 1993 

report that managers' major stated purpose of splits during the year 1987 through 1990 i 

ro "lower the stock price and thu bring it into a preferr d trading range ver 70% of the 

managers surveyed cited a preferred price range r a tock's liquidity the primary reason 

for split· only 14% pointed to ignaling information as a primary motivation. 

2.9 Residual Analy is Model 

The study analyze the con equ nee fth stock split announcement n the returns ofth 

pecific st ck and for the da s urrounding the announcement dat . Thi analy i 

generally known a re idual analy i and include thr e st ps. First, the vent dates f 

ock spli for a ample of firm i identified and grouped the ob ervation int a common 

e ent time. econd within the o erall te t period (TP) of intere t we calculate the 
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following (e timat of the) abnormal return ( R for each firm and fl reach peri dar und 

the announcement date: 

( I 

where upis the abnormal return for ea h firm and for ach peri d around the ann uncement 

date· RJiis the return of each company for each day of the period around the ann uncement 

da that the study examines this is known from the coli ction of the data} E R1, ) i known 

as e pected return (and not the actual and in Jude the return of the market inde that 

each company belongs to. 

The general formula of calculation of E (ft, is: 

E{R;t) = aj + ~ jRmt (2) 

A the component of Rnr1is simply the return of the market inde. for each compan and 

for each day around the announcement event day 0) the re earcher will calculate the 

coefficients of a1 ~1in order to find the number of E Rjt) for each day and for each 

company. At this point it makes a division of the days in two periods the TP and the 

estimation period. As TP we define the period from day - 10 to + 10 around the 

announcement date (e ent day 0 . The estimation period i generall cho en as a p riod of 

time close to the TP but one in which the di closure event under study are expected to 

have no effect on ecurit prices. Furthermore estimation period in thi tudy i the period 

from day - 30 to da - II from the vent day 0. Thi i intended to allow parameter 

stimation to be made during a period when there are no per i tent abnormal returns. The 

above division i created to help calculate the ~ ~J coefficients. More specificall , the 

study will calculate the e coefficients ia the following formula: 

(3 
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Equation (3 refi r to the e imation period. c flicien a_,and p1 are e timat d and are 

ubstituted in Equation 2) o as to get the expected return R11 that ref r t th P. 

urel thi variable refer to th TP of -I 0 to + I 0 but include c fficients e timate f 

the e timation period -30 to -II. The market returns for each compan fr m the initial 

ollection of data and for the peri d -I 0 to + I 0 are found and ther fore, the expect d 

returns for the TP are calculated. inally computation of the mean abnormal return aero 

fi rm in the sample i done, po sibly cumulated over the TP as an e timate of uj l i) and 

t st whether E(uj !yi = 0 using a test stati tic of the form: 

t = Mean abnormal return/Standard de iation (4) 

Calculation of the mean abnormal return aero s the ample for each day of the TP is al 

done. This mean/a erage abnormal return is known as AAR (AAR1 • In order to find the 

ARt. calculation of the abnormal return (AR,) for each com pan and for each one of th 

20 days of the P is undertaken. AR1 (or Uj 1) i calculated according to quat ion (I . Th 

R1 of company and day i found as both RJ1 (the return of each company for each day of 

the TP) and E(RJ~ (the expected return who e calculation include the coefficient of a1 • Pi 

of the e timation period). 

trong ( 1992) sugge ts that the formula that should be fol lowed i quation 4), or 

t = AAR/ (AARe (5) 
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the AAR of th e timation peri d and for th entire sample tog th r and i 

equal to: 

(AARe = ARe/20 6 

Wher LARe is the summati nof abnormal market hare for time peri d t = -30 t t = -I I 

and (AARe) repre ents the standard de iation of the AAR of thee timation p ri d and i 

equal to: 

S(AARe = ..JL, (ARe- AA.Re 2119 (7 

The effects of the stock split announcement over the TP of da -I 0 to + I 0 i clear after 

calculating the cumulative average abnormal returns ( AAR as follows: 

CAAR='L.AARt 

2.10 Conclusion 

he practice of stock splits on tock prices for companie quoted at the airobi tock 

Exchange risk management has changed dramatica lly over the past two decade . 

riginally stock split was implemented on an uncoordi nated basi aero s different uni of 

the firm. The primary focus ofthese ad ho stock splits programs was to minimize co ts of 

particular unhs. 

n e amination of how the current plit price depend on the Ia t split price the current 

market-wide average price the current indu tr a erage price and the curr nt average 

price of imilar-sized companies. This approach combine: both fi rm- pecific pri e data 

(last plit price) as well as current market pricing information. 
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CHAPT RTHR 

RE EARCH THO DOLO 

3.1 Introduction 

Thi chapter outlines the methods that wer used to collect information that howed th 

effect of stock plits on hare prices of a firm that has i ued the arne. he chapter i 

constructed into re earch design, population ample and sample election data coJI cti n, 

data variable and data anal si . 

3.2 Research Design 

The tudy u ed the survey re earch design. trong (1992 define a de criptive urvey as an 

attempt to collect data from members of a population in order to determine the current 

tatus of that population with re pect to one or more variables. According to McWilliam 

and iegel 1997 , an event study i a stati tical method to a es the impact of an e ent on 

the value of a firm. This is a survey re earch to explore the existing tatu of two or more 

variables at a given point in time. For thi re earch the re earcher prefered to carry out 

surve on the impact of tock plit n tock price for U1e companie quoted at the airobi 

tock E change. This design is de med uitabl for this tudy since the study would 

through data collection from the re pondents a ess attitude opinions and draw 

conclusion based on the finding . ln addition, the method offer d the re earcher a wide 

co erage of the population of study and facilitated compari n a well a being fmanciaJiy 

economical, gi en the wide geographical coverage ofthe population of study. 
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.3 Population 

he population of interest compri ed f the all the firm Ji ted n th 

chang that ha i ued to k pilt . 

3.4 ample 

air 

imple sampling was u ed from ' hich a ample i to be drawn from all the companie 

listed in the airobi tack xchange. tratified sampling re ul in more r liable and 

detailed information. 

3.5 Data Collection 

econdary data was used in thi tudy. his was price from share that have been pilL 

collected from the library. The pecific data that wa collected i data on the lock 

split for the respective companie for a period of thirty 30) days before and thirty (30) 

da s after the announcement of hare pi it. The data compri ed of share price and number 

f tran action before and after the plit. 

3.6 Data Variables 

3.6.1 Model 

The stud used r idual analysi model to analyz the data found on the tock price before 

and after the ann uncement of tock plit i.e 30 days surrounding lock split . he model 

hence analyzed the consequence of the t ck plits announcement on the return of th 

pecific stock . 
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3.6.2 Measurement ofVariabl 

he ariable changes in stock price which i d lermined b th t k plit 

announcement was mea ured b e aluating th cumulati a erage abn rmal r turn 

(CAAR following stock plit announc ment i:e 

AAR = IAARt 

whereby AAR1 is the average anormal return on hare following I 0 da bet! re and after 

tock split announcement i.e abnormal return R/ U11 for each ompany and for each one 

of the 20 days of the Test Period (TP but: 

Uft = Rp- E(Rjt t E TP. 

The ARt of company and day i found as both Rj1 (the return of each company for each 

day of the TP and E(Rj1) from (the e pected return who e calculation include the 

coefficients of a1 . P1 of the estimation p riod . 

3.7 F urther Data Analysis 

The event analysi u ed in the tudy pre ented the data in a table and re ult from each 

olurnn and compared. Graph were al o u ed in pre entation of l h data with ajm of 

better pre entation of the fmding 



CHAPT R FO R 

4.0 DATAANALY I ,INTERPRETATIO ANDP E T TIO 

4.1 Introduction 

This chapter pre ents the data finding on tock market reacti n to announcement f 

company s stock split by analyzing the share/ tock prices and market return around t k 

split announcement. These data were collected from the office . naly i in ol ed 

e aluation of abnormal return and curity variability around plit i ue. Between 2002 to 

2008, 9 companies had conducted stock plit . 

Abnonnal Returns (AR) of the shares were calculated by getting the difference between 

the share price return and market return E-20 hare index) with the arne p ri d. The 

objecti e of this was to determine if there was difference in the tock and market return or 

ice versa. Market rea tion to stock plit wa d ne b computing the average ecurity 

Return Variabi lity ( RV). This show how variable (fluctuation in return the return 

were before and after cro -border li ting announcement . T-t t was conducted 

determine if the abn rmality in mean return were ignificantl different from zero. 

4.2 Anal tical model 

Th ariable (change in tock prices which i determined by the tock plit 

announcement were measured by evaluating the cumulative average abnormal Teturn 

(CAAR) following stock plit announcement i:e 
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wher by AAR, is the average abnormal return on hare folio ing I 0 da b ~ r and after 

tock plit announcement i.e abnormal return AR/ U11 for each compan and reach one 

of the 20 days ofthe Te t Period (TP but: 

Ujt = Rft - E(Rit) t E TP. 

The ARt of company and day i found as both RJ1 (the return of each compan for each 

day of the TP) and E(RJ1) from (the expected return, who e calculation include the 

coefficients of aj . ~'of the estimation period). 

a j = ordinary least squares 

intercept; the average rate of return of stock 

at the market return is equal to zero i.e. 

E(RJ) - B E(Rm) 

{3 j = tock sensiti ity to market 

return i.e. Cov(Rjt Rmt)!Var(Rmt) 

the lope coefficient). 
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4.2 The plit ratio for companie li ted in th 

tock split 

plit ratio 

2:1 

a Commercial Bank 10:1 

10: I 

5: J 

10:1 

5: I 

10: I 

10:1 

Kenya Oil Company Ltd 5:1 

and ba und r n 

Figure 4.1: Trading inde again t day around tock plit forK B 

Abnormal Average Return for KCB 
1.2 

~~~~~~~~~~~~~~~ON~~~~~~~~~~~~~~ 
• t t I t I I t t I I 

Days around stock split 

- Index before split -Index after split 
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Figure 4.1 illustrates the trading acti ity ratio again t da ar und k plit or B 

Limited. Re ults indicates an increase in hare traded during the 30 d ar und th pi it. 

The number of shares sold remained high during the entir p riod. 

Figure 4.2: T rad ing index again t day around tock plit for Holding 

This is a market indicator used in technical analysis, calculated as follows: Arms 

Index = ((# of advancing issues I # of declining issues) I (Total up volume 1 Total 

down volume)) . A value of less than 1 is considered bullish, greater than 1 bearish 

X 

1.2 ... 

1 

0.8 

~ 0.6 
.E 

0.4 

0.2 

Abnormal Average Return for CMC Holding 

0 ~ .. ~ .. ~rrrrrnn,,~.,,., 

~~~~~~~~~~s~~~~ON~~~~~~~~~~~~~~ 
t f t f f I I f I I 1 

Days around stock split 

-Index before split -Index after split 

Figure 4.2 presents the abnormal return for CM holding for the 30 day befor and after 

the split. From the findings, the tock index for hare old within tbe 30 days urrounding 

the stock plit was a eraging 0.6. However there was higher level oftrading actr itie for 

the for the 5 days surrounding the split. From day 13 onwards the stock was constantly 

high. 

Figure 4.3: Trading inde again t days around tock split for EABL 
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Abnormal Average Return for EABL 
1.2 

1 

0.8 
)( 
Q;l 

0.6 "0 
E 

0.4 

0.2 

0 

Days around stock split 

- Index before split - Index after split 

Figure 4.3 shows a line graph on trading ind x ratio again t da ar und t ck plit for 

Ea t frican Breweries Limited. Tile figure indicate the 30 da s before the plit and 30 

da s after the split where the market reaction was found to ha e an increase in hare 

traded for days around the split. The trading activity was higher than normal fr m the 12th 

da to the 30th day after the split which could have been cau ed by the dividend 

announcement 

Figure 4.4: Trading index against da around tock plit for Ea t African able 
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Abnormal Average Return for East African Cable 

1.5 l 
)( 1 
Gl 
~ 

..: 0 .5 

0 

-30 -27 -24 -21 -18 -15 -12 -9 -6 -3 0 3 6 9 12 15 18 21 24 27 30 

Days around stock split 

-Index before split -Index after split 

Figure 4.4 presents the trading acti ity ratio again t day ar und to k plit fi r t 

African abies imited. From the findings bares old in the market around th plit date 

were almo t arne t hroughout the 30 day around the t ck plit thought the highe t level 

of act ivity wa experienced from the first day of split onward . 

Figu re 4.5: Trading index again t day around tock plit for ation Media roup 

Abnormal Average Return for Nation Media Group 

1.2 

1 

0.8 
)( 

Gl 
0.6 ~ 

E 
0.4 

0.2 
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~~~~~~~~~~~~~~~ONV~OO~~~~~~~~~~g 
1 1 I I I I I f I I I 

Days around stock split 

-Index before split -Index after split 
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Figure 4.5 how a line graph n trading ind again t da ar und t k plit fi r ti n 

Media Group imited her the trading acti itie r main d high for th thirt da 

orrounding the tock plit for the c mpan . en if the t k inde. r main d high. th 

le el of activitie was not different from other day and thu w on tant b 

the plit. This implies that for ation Media rp up, th r ' a er linle impa t 

throughout the entire period under study. 

Figure 4.6: T rading index again t day around tock pli t fo r Ba rclay Ban k 

Abnormal Average Return for Baclays Bank ltd 

1.2 

1 

0.8 
)( 

Cll 0.6 , 
c: 

0.4 

0.2 

0 

-30 -27 -24 -21 -18 -15 -12 -9 -6 -3 0 3 6 9 12 15 18 21 24 27 30 

Days around stock split 

-Index before split -Index after split 

The figure abo e illu trates. lt how how the market r act d on da before and after the 

tock plit. he graph how that there was an increas in hare traded e peciall around 

30 day before and after th plit the split. Trading acti ity of the hares of Barela Bank 

Limited before and after the plit was found to be almo t the ame. The graph how that 

on day immediately around the sto k splits the trading a ti it was not o high. The 

trading activity i een to increase from around 6 days after the tock plit. 
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-----~- ---------
Abnormal Average Return for Centum Ltd 

1.2 
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Figure 4.6 illu trates the trading index for entum Ltd fi r th thirty da rr unding th 

tock split. Results from tnhi study indicated that th re as higher num er of hare 

traded just aroiung the date of plit. he number wa how ver maintained high through ut 

the entire period of study. 

Figur 4.7: Trading iode again t day around tock pHt for Ken a il ompan 

Ltd 

1 
0.8 

X 0.6 Cl.l , 
0.4 E 
0.2 

0 

Abnormal Average Return for Kenya Oil Company 
ltd 

-30 -27 -24 -21 -18 -15 -12 -9 -6 -3 0 3 6 9 12 15 18 21 24 27 30 

Days around stock split 

- Index before split -Index after split 
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Figure 4.7 show a lin graph n trading ind rati ag in t d ar und t ·k plit (i r 

Ken a Oil ompan imited. r m t.h finding · lh r \ 

da s around the split a well as from da 12 n ard . 

compony were traded after the plit than b fl r th plit. 

an in rcase in hurc trad d in 

Figure 4.8: Trading iode again t da around ' t k plit ~ r u ini td 

Abnormal Average Return for Sasini 

Days around stock split 

-Index before split -Index after split 

Figure 4.8 pre ents the level of trading acti ity for ini imited t k plit. The stud 

indicates that trading activities w re were highe t during '- d fi r and after the 

stock plit. The result al o indicated that the trading a ti i after the plit \! ere more 

prevalent a compared to the number f hare l·d pliL 
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4.3 bnormality of Return Following plit nnounc ment 

The stud analy ed the return of the plit shar and compared the arne with th mark t 

returns so as to establish the abnormality of return following stock split . 

Table 4.1: CAR aero the Event Window 

Days Mean ofCAR Variance 

t-30 to t-21 3.200135 2.698851 

t-20 to t-1 11.606 54.117 

tO to tl 30.50557 16.91172 

t-1 to tl 29.065 26. 12547 

t+2 to t+20 22.383 1.745567 

t-'-20 to t+30 29.035 57.56523 

t-30 to t+30 16.28562 98.38799 

To track abnormal returns over a number of trading day , cumulati e abnormal return 

(CAR is computed through out the vent period for the stock plit a pre ented in table 

4.3. from the table it can be noted that CAAR for the sampled tacks are positive during 

ent ire event window. 

Table 4.2: Average Abnormal Return 

Days AAR t Sig. (2-tailed) 

-30 .4375 .816 .451 

-29 1.3938 2.180 .081 

-28 .5875 1.342 .237 

-27 .7102 -1.000 .363 

-26 1.0529 -.267 .800 

-25 .3839 .951 .385 

-24 .2612 1.410 .218 

-23 .4774 .866 .426 

-22 .3698 -.635 .554 

45 



-21 .3845 -1.230 .273 
-20 .6196 .361 .733 
- 19 .4 I 58 -.523 .623 
- 18 .3621 2. 191 .080 
- 17 .4290 1.210 .280 
- 16 .2057 .735 .495 
- 15 .1673 .261 .805 
- 14 1.0176 .565 .596 
- 13 1.7646 1.066 .335 
- 12 1.2849 4.912 .004 
- I 1 .3819 2.378 .063 
-1 0 2.6129 2.938 .032 
-9 .5799 3.022 .029 
-8 I .4308 1. 120 .314 
-7 .5264 2.515 .053 
-6 1.2743 .059 .955 
-5 .3490 .262 .804 
-4 .2696 1.926 .112 
-3 .8296 1.390 .223 
-2 1.0894 2.629 .047 
-I 2.3329 1.967 .106 
0 4.5166 1.834 .126 
1 3.2317 -1 .841 .125 

2 .8559 -2.758 .040 

3 .2945 -1 .660 .158 
4 .2251 -I .346 .236 

5 .1447 .656 .541 

6 .0607 -1.318 .245 

7 .1299 .365 .730 

8 .041 I -1.637 .163 

9 .0692 -I .380 .226 

10 .1885 -.I 3 1 .901 

I I 43.0224 .993 .366 
12 1.5179 .171 .871 

13 .I 160 .974 .375 

14 .2478 -.869 .424 

15 1. I 385 -1.404 .219 

16 2.3328 -.104 .921 

17 .7888 -I. I 96 .285 

18 .2792 -.537 .614 
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19 .2432 .756 .483 
20 .3464 1.020 .355 
2 1 .2046 .438 .680 
22 .7916 -1.897 .116 
23 .1092 -1.144 .304 
24 .8801 .081 .939 
25 .0676 -.167 .874 
26 .9100 -.024 .981 
27 .4095 -.217 .837 
28 1.2688 1.869 .1 2 1 
29 172388 .716 .506 

30 .2198 -.280 .790 

The study sought to establish the variability of the stock r tum following the t k p1it 

announcements thus determine the market reaction to stock p1it . The information 

presented in table 4.3 shows that that the variability in tock price do increase erratically 

ith time though there is more variability in the da pr ceding and after t ck plits. In 

2006 the security return variability ro e to 11.1829 in 2004 tbe VR ro e to 6.0276 while 

in 20 lO the SRV was 0. However the t- ignificance shows 15 of the statistic wer 

significant· 10 of which ere in the post-announcement period. 6 ut of the 10 er 

bet een tO and tl 5. 

The announcement day had an average RV of 3.9164 at 95% confidence le el. Apart 

from day tl lll tl5 t12 tl5 tl6 t22 t24 t26 t28 and t29 other period had A VR of 

less than 1. Result upport the emi- trong form efficient market hypothe is since stock 

prices adju t fast to public information that no invest r can earn an above n rmal return 

by trading on the announcement day and period thereafter. 

Table 4.3: Average ecurity Returns Variability 
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D~ 2004 2006 2007 2008 2010 Mean (ASRV) STDEV T-stat Sie 
-30 0.6486 1.3738 0.1320 0.0006 0.0323 0.4375 0.5234 2.047 0.096 
-29 0.3331 1.1696 0.0052 5.0313 0.4296 1.3938 1.8582 1.837 0.126 
-28 0.21 13 0.4419 0.0055 1.8121 0.4668 0.5875 0.6349 2.267 0.073 

-27 0.8964 L.2381 0.0083 0.0640 1.3443 0.7102 0.5702 3.051 0.028 

-26 0.0594 1.7334 0.01 19 2.8981 0.5617 1.0529 1.1117 2.320 0.068 

-25 0.0346 0.5069 0.0272 0.0663 1.2843 0.3839 0.4850 1.939 0.110 

-24 0.1453 0.3684 0.0059 0.7253 0.0612 0.2612 0.2629 2.434 0.059 

-23 0.4345 1.2624 0.0110 0.0000 0.6792 0.4774 0.4699 2.488 0.055 

-22 0.9193 0.4620 0.0967 0.1838 0. 1871 0.3698 0.3010 3.009 0.030 

-21 0.1250 0.2239 0.0206 1.5485 0.0043 0.3845 0.5874 1.603 0.170 

-20 1.8711 0.0976 0.0073 1.0621 0.0597 0.6196 0.7380 2.057 0.095 

- 19 1.4651 0.0977 0.2385 0.1619 0.1160 0.4158 0.5269 1.933 0.111 

-18 1.5442 0.1007 0.0005 0.0140 0.1512 0.3621 0.5936 1.494 0.195 

-17 1.4605 0.0906 0.1224 0.1863 0.2852 0.4290 0.5200 2.021 0.099 

-16 0.3775 0.3061 0.0322 0.2179 0.0949 0.2057 0.1282 3.932 0.011 

-15 0.2186 0.0801 0.0000 0.0698 0.4682 0.1673 0.1663 2.465 0.057 

-14 3.3650 0.5328 0.0030 0.9100 0.2773 1.0176 1.21 11 2.058 0.095 

-1 3 0.1503 0.1016 0.0007 8.5670 0.0036 1.7646 3.4017 1.271 0.260 

-12 1.1081 0.0097 0.0199 5.2345 0.0523 1.2849 2.0187 1.559 0.180 

-II 0.1222 0.0110 0.0252 1.7412 0.0097 0.3819 0.6810 1.374 0.228 

- 10 8.6351 0.0727 0.0102 0.0206 4.3257 2.6 129 3.4394 1.861 0.122 

-9 1.7088 0.0885 0.5916 0.1192 0.3914 0.5799 0.5939 2.392 0.062 

-8 0.0597 0.0162 0.9214 2.4875 3.6694 1.4308 1.4331 2.446 0.058 

-7 1.5091 0.0529 0.5722 0.2748 0.2228 0.5264 0.5191 2.484 0.056 

-6 0.0842 0.0006 1.6167 0.0506 4.6194 1.2743 1.7801 1.754 0.140 

-5 0.0534 0.0436 0.9875 0.2656 0.3947 0.3490 0.3457 2.473 0.056 

-4 0.1488 0.0395 0.0364 0.0256 1.0976 0.2696 0.4164 1.586 0.174 

-3 1.8347 0.0239 0.3873 0.1905 1.7117 0.8296 0.7799 2.605 0.048 

-2 0.1197 1.3491 0.1161 2.1002 1.7619 1.0894 0.8281 3.222 0.023 

-I 1.1701 1.5539 0.8913 7.6982 0.35 12 2.3329 2.71 I I 2.108 0.089 

0 6.0276 11.1829 1.4889 3.8835 0.0000 4.5166 3.9164 2.825 0.037 

1 1.7725 1.5187 11.4097 0.9723 0.4855 3.2318 4.1 131 1.925 0.112 

2 0.0095 1.3087 0.6040 0.8164 1.5409 0.8559 0.5396 3.886 0.012 

3 0. 1961 0.6457 0.1237 0.2454 0.2614 0.2945 0.1820 3.962 0.011 

4 0.1557 0.7719 0.0919 0.0585 0.0473 0.2251 0.2760 1.997 0.102 

5 0.0528 0 .5394 0.0007 0.1295 0.0011 0.1447 0.2029 1.747 0.141 

6 0.0150 0.0761 0.0446 0.0850 0.0829 0.0607 0.0271 5.491 0.003 

7 0.2558 0.0381 0.2120 0.1435 0.0000 0.1299 0.0981 3.244 0.023 
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I 8 0 .1180 0.0317 0.0067 0.0164 0.0328 0.0411 0.0397 2.~40 .0 2 
! r--- -

9 0 .0072 0.2737 0.0116 0.0351 0.0185 0.0692 0.1027 1.651 0.160 
10 0 .0068 0.3708 0.1417 0.3916 0.0316 0.1885 0.1639 2.817 0.0 7 -
11 214.6492 0.3502 0.0016 0.1090 0.0020 43.0224 85.8135 1.228 0.274 
12 6.1295 0.3091 0.0743 1.0443 0.0324 1.5179 21_342 1 . 5~3 0.172 
13 0 .2915 0.1659 0.0146 0.0015 0.1063 0.1160 0.1066 2.666 0.0'!1 
14 1.0206 0.0698 0.0067 0.0145 0.1276 0.2478 0.3888 1.561 0.179 
15 4 .2719 0.0696 0.3222 0.0757 0.9529 1.1385 1.5994 1.744 0.142 
16 11.1580 0.0147 0.0383 0.0217 0.4311 2.3328 4.4154 1.294 0.252 
17 1.8423 0.5083 1.2693 0.2973 0.0269 0.7888 0.6696 2.886 0.034 
18 0.0006 0.9078 0.2314 0.1860 0.0700 02792 0.3248 2.105 0.089 

19 0.6219 0.1468 0.3364 0.0009 0.1102 0.2432 0.2181 2.732 0.041 

20 1.4733 0.0933 0.0766 0.0390 0.0496 0.3464 0.5638 1.505 0.193 

21 0.2350 0.2919 0.1320 0.1195 0.2447 0.2046 0.0673 7.444 0.001 

22 2 .9286 0.1434 0.3916 0.2655 0.2287 0.7916 1.0715 1.810 0.130 

23 0.1761 0.0454 0.0218 0.1182 0.1846 0.1092 0.0663 4.Q_J_8 0.010 

24 4.0701 0.0088 0.0245 0.2514 0.0459 0.8801 1.5974 1.350 0.235 

25 0.1415 0.0364 0.0679 0.0890 0.0031 0.0676 0.0470 3.521 0.017 

26 4 .0063 0.0065 0.3650 0.0089 0.1631 0.9100 1.5537 1.435 0.211 

27 1.1965 0.1299 0.0001 0.1074 0.6134 0.4095 0.4468 2.245 0,075 

28 2.8722 0.0613 0.0720 2.8798 0.4587 1.2688 1.3201 2.354 0.065 

29 84.3086 0.0194 0.0137 1.0001 0.8521 17.2388 33.5374 1.259 0.264 

30 0.5859 0.2114 0.0197 0.2769 0.0049 0.2198 0.2115 2.546 0.052 

Table 4.4: Average VaJue of A RV for tock plit Announcement 

Estimation Period Security Return Variability 

From day -15 to day + 15 4.3362 

From day -15 to day -1 1.0607 

From day 0 to day + 15 3.4875 

From day 0 to day + I 3.8742 

From day -I to day I 3.3604 

Form dar -3 to day +3 1.8787 

From day -7 to day +7 1.0753 

analyze the sp ed at which the t ck market ab orbs the tock split announcement in its 

price the study pr ented the a erage securit return variability acros the announcement 
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8 0.1180 0.0317 0.0067 0.0164 O.lg28 0.0411 0.0 97 2.540 0.0. -
9 0.0072 0.2737 0.0116 0.0351 0.0185 0.0692 0.1027 1.651 0.160 

10 0.0068 0.3708 0.1417 0.3916 0.0316 0.18_!5 0.1639 2.817 0.~7 

II 214.6492 0.3502 0.0016 0.1090 0.0020 43.0224 85.8135 1.228 0.274 

12 6.1295 0.3091 0.0743 1.0443 0.0324 1.5179 2.3342 1.593 0.172 

13 0.2915 0.1659 0.0146 0.0015 0.1063 0.1160 O.IQ§__6 2.~6 0.045 

14 1.0206 0.0698 0.0067 0.0145 0.1276 0.2478 0.3888 1 ~61 0.1~ 

15 4.2719 0.0696 0.3222 0.0757 0.9529 1.1385 1.5994 1.744 0.142 

16 11.1580 0.0147 0.0383 0.0217 0.4311 2.3328 4.4154 1.2_2_4 0.252 

17 1.8423 0.5083 1.2693 0.2973 0.0269 0.7888 0.6696 2.886 0 .0~ 

18 0.0006 0.9078 02314 0.1860 0.0700 0.2792 0.3248 2.105 0.089 

19 0.6219 0.1468 0.3364 0.0009 0.1102 0.2432 0.2181 2.732 0.041 

20 1.4733 0.0933 0.0766 0.0390 0.0496 0.3464 0.5638 1.505 0.193 

21 0.2350 0.2919 0.1320 0.1195 0.2447 02046 0.0673 7.444 0.001 

22 2.9286 0.1434 0.3916 0.2655 0.2287 0.7916 1.0715 1.810 0.130 

23 0.1761 0.0454 0.021 8 0.1182 0.1846 0.1092 0.0663 4.038 0.0 10 

24 4.0701 0.0088 0.0245 0.2514 0.0459 0.8801 1.5974 1.350 0.235 

25 0.1415 0.0364 0.0679 0.0890 0.0031 0.0676 0.0470 3.521 0.017 

26 4.0063 0.0065 0.3650 0.0089 0.1631 0.9100 1.5537 1.435 0.211 

27 1.1965 0.1299 0.0001 0.1074 0.6 134 0.4095 0.4468 2245 0.075 

28 2.8722 0.0613 0.0720 2.8798 0.4587 1.2688 1.3201 2.354 0.0~ 

29 84.3086 0.0194 0.0137 1.0001 0.8521 17.2388 33.5374 1.259 0264 

30 0.5859 0.2 .114 0.0197 0.2769 0.0049 0.2198 0.2115 2.546 0.052 

Table 4.4: Average Value of A RV for tock plit Announcement 

Estimation Period Security Return Variability 

From day -15 to day + 15 4.3362 

From day - 15 to day -1 1.0607 

From day 0 to day + 15 3.4875 

From day 0 to day + I 3.8742 

From day -1 to day J 3.3604 

Form day -3 to day + 3 1.8787 

From day -7 to day +7 1.0753 

To analyze the speed at which the tock market ab orb the st ck plit announcement in its 

prices the study presented the a erage ecurit return variability across the announcement 
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period . indicat d by the tabl t ck ariabilit " a m r in p t ann un m nt p ri 

than pr -announcement period· while t-15 to t-1 had RV o I . 07. t t tl5 had A R 

of 3.4875. Between tO and tl th A RV w 3.8742, t-1 t t 1 h d a ariabilit 04. 

Da t-3 to t3 had A R of 1.8787 and t-7 to t7 had RV f 1.0753. her for • th 

market po itively ab orbed tock split contain d informati n p iti el . 

U ing the data pre ented in the study anal zed the cumulati e abnormal r tum er tim 

and pre ented the data in 

In 2004 figu re 4.1 how that the abnormal return r teadil but le teepy b tv een t-

30 to t-1 0 which th n rose teepil towards the end of the event indow. 

4.4 The trading activity ratio against days around tock plit 

The findings of the tud are p re en ted in table and graphs. 

4.4.1 Advantage for inv tor 

There are plenty of argument over whether a stock plit is an ad antage or disad antage t 

inve tors. One side says a tock plit i a go d bu ing indicator ignaling that th 

company's share price is increa ing and therefor doing very well. hi may be tTue but on 

the other hand ou can't get around the fact that a t k plit ha no affect on the 

fundamental value of the to k and th r fore p se no real advantage to investor . D pite 

thi fact the in e tment new letter bu ine has tak n note of the often po itive sentiment 

urrounding a tock plit. here are entire publicati n devoted to tra king toe that plit 

and attempting to profit from the bulli h nature of the plit . ritics would ay that thi 

strategy i by no mean a time-tested one and que tionabl ucce ful at be t. 
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4.4.2 Factoring in omm ion 

Hist rically buying before the plit was a go d trateg b au that \l ere 

weighted by the number of hares you bought. It wa ad antage u onl ecau it a ed 

you money on commi ions. hi isn't uch an ad antag t day b au em t br ker ITer 

a flat fee for comrni ions. o you pay the arne amount whether you u I 0 hares or 

l 000 shares. orne online brokers ha e a limit of 2 000 or 5 0 hares for that flat rate 

but most inve tors don't bu that many hares at once. The flat rate th r fore c v rs mo t 

trade so it doe not matter if you buy pre- plit or po t- plit. 

A priori one would expect there to be a ignificant difference in the Actual Average Dail 

Returns (Day -30 to Day +30) and the xpected Average Daily Returns Day -30 to Da 

+30 if the information surrounding the e ent impound new significant information on 

the market price of the firm ' stock. If a ignificant ri k adju ted difference i ob erved 

then we support our hypothe i that thi type of information did in fact ignificantly either 

increase or decrease stock price. To tatistically test for a difference in the Actual Dail 

A erage Return and the Exp cted Daily Average Return o r th event period da -30 to 

day +30, we conducted a paired ample t-te t for the three ample and found a igniticant 

difference at the 5% level b tween actual average daily return and the ri k adjusted 

expected average daily returns. Average xce s Return ( R) graph are hown b low. 

Re ults here support the alternate h pothe is H2 1: The ri k adju ted return of the tock 

price of the ample of firm announcing stock plits i ignificantly affected ar und the 

announcement date as defined b tbe event period. Thi finding upports the ignificance 

of the information around thee ent ince the market's reaction was observed. 
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I it po ible to i late and ob rv th mple ' dail r the ann un m nt fr m 

day -30 to day +30? If o at what I el of ffi ien y did th market re p nd t th 

information and what are the implicati n for mark t effici n y? Anoth r purp of thi · 

analysi was to te t the efficienc of the market in reacting t the thr amp! f t k 

plit announcements. pe ificaJiy, do we ob rv weak mi- tr ng, r tr ng fl rm 

market efficienc as d tined by Fama 1970, in the efficient mark t hyp the i ? eke in 

the analy i i to determine if the A R and CA Rare ignifi anti differ nt from zero or 

that ther is a i ible graphical or stati tical relation hip betwe n time and eith r R or 

CAER. T-tests of AER and AER b th te ted different from zero at the 5% level f 

igniticance. Likew1 e ob ervation of the following AER hart (graph of R from 

da - 30 to day + 30 for each sample) confirm the ignificant po itive reaction of the ri k 

adjusted return for the two forward plit sample up to 27 pre-announcem nt and a 

significant negative rea tion for the re er e split ample up to 30 days prior to the sto k 

plit announcement. 

BB Annual onference: Las Vegas February 200910 r ere plit. t tal of 6714 

observation for the announcement samples and the corre ponding &P 500 tock inde ' 

were analyzed using tandard risk adju ted e ent tudy methodology. Re ult ugge t that 

the firm ' public tock plit announcemen did not affect tock pric on the announcement 

da . Rather tor the two for one and three for two forward plit ample , stock price 

exhibited a ignificant positive reaction up to 27 day prior to the announcement. For the 

re er e plit sample. t ck price exhibited a significant negati e reaction up to 30 days 

prior to the announcement. Results upport the semi- trong form efficient market 
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f: t to publi infi rmati n that n in t r an arn 

an abo en rmal return by trading on the ann uncement da . In e t 

split announcement with a p iti e ign wherea the ie\ r r e plit a bad n " . 

Management may be u ing tock splits to adju t tock price t a mor mark La le range, 

downward with for ard and up" ard fi r r ver e pli . id nee h r ugge ign of 

in ider trading activity up to twenty- en da prior to the announcement of th k 

split. 

A the price of a st ck g ts higher and high r may feel the price i t high 

for them to buy or small investors may feel it is unaffordable. plitting the to k bring 

the hare price down to a more "attractive" le el. The effe t here i pur I p ych I gicaJ. 

The actual value of the stock doe n't change one bit, but th lower stock price rna affect 

the way the t ck i perceived and therefore entice ne in e tors. plitting the t ck at 

gi e exi ting hareholders th feeling that they uddenl have more hare than they did 

before. and ofcour e ifthe prices ri e the ha e more t ck to trade. 

Another reason and arguably a mor logical one for plitting a tock is to increase a 

stock' Uquidity which increa es with the tock' number of out tanding hares. You e 

when stocks get into the hundreds of dollars per share, very large bid/a k pread can re ult 

(see Why the Bid/ k pread Is o Important. . A perfect example is Warren Buffett' 

Berkshire Hathaway which has ne er had a tock plit. t times Berk hire tock ha 

traded at nearly $100.000 and its bid/a k pread can often be o er J,OOO. By plitting 

hare a lower bid/a k pread i often achi ved, thereb increasing liquidity. 

53 



H 

5.0 FIND G CO L 10 

5.1 Introduction 

This chapter pre nt the summar f the tud re arch finding 

recommendations. the chapter al o gi e ugge tion for further tudie 

5.2 Summary of the tudy 

D I 

n lu ion and 

The tud aimed to investigate the impact of tock plit on tock price . The bj ctives of 

the tudy were to determine the relati n hip betwe n tock pli on the tock price after 

st ck plits and to inve tigate the relation hip between tock plit and t ck price . he 

tudy anal sed the return of the split hare and compared the arne with the market 

returns o a toe tablish the abnormality of return for days orroundiog tock plit. 

The tud made u e residual analysi m del to analyze the data found on th to k prices 

before and after th announcement of t ck splits i.e 30 day urrounding lock plit . The 

model h nee analyz d the con equence of the stock plits announcement n the return 

of th pecific stock . The event study methodology was u ed to as e if ther wa any 

abnormal market r action to announcement of t ck splits. Thi as done by comparing 

the trading acti ity ratio of companie ampled before and after the t ck plit. Th 

ariable change in tock price ) which i determined by the st ck plit ann uncement 
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wer m asurcd b aluating th cumulati a era abn rm I return 

stock plit announ em nt. 

The study al o made u e of th air bi t k hange Dail Price lnd a pr ~ r 

computing market return. Thi wa d ne b getting th logarithm o th dail return t 

a id erial correlation. The abnormal return ob ervati ns were aggregat d thr ugh tim 

and aero s ecurities to draw an inference on the t ck plit event. The cumulati e 

abnormal r turn ti r the ev nt window wa then calculat d to a cornmodat th multipl 

periods. 

5.3 Findings of the study 

From the study it can be deduced that the the Kenyan market rea po itively to t k 

plits as indicated by the volumes of hares old during the 30 day orrounding the date 

of tock split. Thi tudy a! iundicated that for mo t companie listed in the and 

who e shar had undergone split, the volume of share after the actual day plit tended to 

be higher than tho e old before split. Thi indicates an increase in the trading activity after 

th st ck plit a compared to that beti r the t k split. he reason for thi t ck beha our 

could be the fact that investor get information from the announcement of ck plit and 

thus reacting toward the particular t ck in an abnormal way and thus abnormal return . 

n the split date there was a po itive average abnormal return of 0.641 which w ver 

ignificant at 5% ignificant le el 95% confidence I vel as indicated under app ndix 1. 

Findings in thi tud can b upported by argument by opeland (1979) wh ugge ted 

that companie plit their stock to bring it back to an optimal price whi h in turn increased 
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demand. Man of th plit that occurr d in th air ch ng t k pia 

the ear 2006 when there wa a bull run in th mark t leading L an in r in bar 

pur h e prices. Manager of th companie ought to plit t k t 

th ir stock h icb appeared cheaper. 

Findings indicated that generall there wa an increase in the olume of hare traded 

when stock plits were announced. hi wa e peciall in the day ar und the t k 

plits. Trading activity was al o een tog nerall incr a e after the tock plit a c mpared 

to that before the plit e peciall for East frican Brewerie Limited and K n o il 

Company Limited as results of di idend pa ments ann uncement. At the arne time, 

ation Media Group did not influence the beha ior of t ck plit by announcing thee enl 

ince return were found close to normal. In both cas , there was a much higher trading 

acti ity immediately following the plit. The other compani hawed increase in trading 

acti itie but not with disparities a high a the two. The finding howed there was a 

po iti e announcement effect on shares traded a are ult f tock plit . 

Thi tudy showed that there were p itive mean return with re pect to ock plit . Thi 

was similar to the r ults reported by rinblatt eta/. (I 84) who found that k plit 

realized po itive re ults around the plit announcement date . The tudy wa al o in 

agreement with the ignaling hypothe is which tated that managers of companie plit 

their tock to act a a mean of passing information to stock holder and potential 

inve tors. Brennan and Cop land ( 1988) believed that manager only plit their tock if 

they were optimistic that their future prices would rise or at the very least not decrea e. 
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5.4 Conclu ion 

Fr m the tudy it can b learnt that finn plitting th ir har t nd t underperfl rm th 

non-splitting firm b yond one ear after the plit. B th iz - and b ta-adju t d 

returns are mo tly negative in the econd and third year foil ' ing the plit. Po iti 

exces return in the first ear and ub quent negati e e c return in the e nd and 

third years after th plit are imilar t the hort-term m m ntum and I ng-t rm re e al 

documented for stock return in general. When firm are ranked on the mark t-adju t d 

excess returns in the six months prior to the plit month firm with the I w t 30% presplit 

e ce return do not exhibit po t-split drift. Thi ugge ts that the g nerally p itiv 

exce return in the first ear following the plit rna be not underrea tion t the plit 

announcement per e but rather the effect of momentum from pre plit price runup . 

5.5 Recommendations 

From the study there earcher recommend that 

Bearing in mind that\ mo t of time th announcement of e ents clo to th tock plit do 

stock split do not happen the capital market authority hould develop policie to en ure 

that tock plit pre-requisite for both the announcement date and the effective date are met. 

here should be de loped policies to en ure that t ck plit doe not distabliz the stock 

e, change y tern e p cially for companies that c ntrol the t ck ind x ignificantl . Th 

policies hould al o ens ure that the plint i done and received b investor with a 

greater mark tability: 
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There hould be enough training on the id of in e t rs in rder t en han n 

tock to balance the demand and uppl and thu nhan ing equili rium in the mark t: 

To a oid o er tatement or underslatem nt of th effe t f th plit ann 

prices calculation of return by the firm li ted in the air bi t k 

done with adequate con ideration ofthe b th the hi torical and pro forma data. 

5.6 Suggestions for further studies 

Gi en the cope and limitation of thi tud the r earcher ugg 

for further tudies. 

th foil wing area 

ince the compari on done on the 9 companie wer based pur I on price trends and did 

not account for changes in the erall market condition a replica of th am tud 

hould be carried out con idering every market condition that could ari e. 
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Appendix :Introductory Letter 

Chi f cutive Officer 

airobi tock e change 

airobi. 

Dear ir/Madam. 

I am a tudent at the nt er it ofNairobi and in partial fulfilment of a Mat r' degr 

in Business drninistration (MB ) I intend to carry outre earch in the b u e. Th 

of the r ear h will b 'Impact Of tock plits n tock Price b taking a c f 

companies listed at the airobi tock xchange and ha e i ued hare plit . 

Your company is thus one of the main focu e for the tudy and the choice i ba ed on 

fact that data on daily trading i readily availabl at the company offices. l kindl 

requ t our assistance by licencing me to acce the company' dail trading r ul f 

companie that have issued tock plits. Any documentations report or journal that u 

may ha e that are rete ant to thi topic f tud may, thu , b a ailed t me at ur 

di retion. 

I will be glad if you kindJ introduce me to the managem nt. he research informati n 

will be confidential and will only b u ed for academic purp 

Thank ou in anticipation 

Y urs aithfuiJ 

Onchwari . . 
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ppendix ll: Companie that Ha e l ued to k plit 

COMP 

Ken a Oil ompany Limited 

Equity Bank Ltd 

ation Media Group Ltd 

Kenya ommercial Bank td 

CMC Holdings Ltd 

Centum lnv stment ornpany Ltd 

E.A.Cables Ltd 

Barclay Bank Ltd 

ICDCI 

a 101 o Ltd 

2 

12th eb 20 

18th Mar 2 

5th ar 2007 

1Oth Aug 2007 

4th ct 2 07 

I Oth Aug 2006 

gth ov 2 06 

4th Jan 2007 

14th Feb.2007 
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Appendix fV: Companies Li t don 

M T 
gricultur 

I. Rea Vipingo Ltd. 
2. a ini ea & Coffe 
3. Kakuzi td. 

Commercial and 
I. cc ss Kenya roup 
2. Mar hall E. . td. 
3. 

RKET 

td. 

4. Hutching Siemer Ltd. 
5. Kenya Airways Ltd. 
6. CM Holdings Ltd. 
7. Uchumi upermarket Ltd. 
8. ation Media Group td. 
9. TP ( erena Ltd. 
I 0. can Group Ltd. 
II. tandard Group td. 
12. afaricom td. 

Finance and Investment 
I. Barclays Bank of Kenya Ltd. 
2. CF tanbic Bank Ltd. 
3. Hou ing Finance Company of Kenya Ltd. 
4. Centum lnve tment Ltd. 
5. Ken a ommercial Bank Ltd. 
6. ational Bank fKenya Ltd. 
7. Pan frica Insurance Holding o. td 
8. Diamond rust Bank of Kenya Ltd. 
9. Jubilee In urance Co. Ltd 
I 0. tandard Chartered Bank Ltd. 
I I. I Bank Ltd. 
12. Equity Bank Ltd. 

T 
13. Th 

2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

Bank f 

a Ltd. 

td. 

Ltd. 

td. 
td. 

td . 

ALTERN A TIV VE TME T 
MARKET GME T 
I. A.Baumann& o.Ltd 
2. ity Tru t td 
3. aagad td 
4. pre Ltd 
5. William n Tea Ken a Ltd 
6. td 
7. 
8. 
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