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ABSTRACT 

 This paper scrutinizes price and liquidity effects associated with stock dividend 

(bonus) adjacent its announcement and effective day by using event study’s methodology. 

The results show that while there is adequate evidence of positive abnormal return related just 

prior to and on the announcement day, there is no significant return pragmatic on ex-bonus 

day. On the contrary, significant negative abnormal return was start in long post-effective 

window (ED to ED+51 days). However, there is a significant improvement observed in 

trading volume surrounding the announcement and active day of bonus. . Introduction Bonus 

and stock dividends represent the same event with different terminology. Stock dividend is 

the term used in the US and many other marketplaces, while in the UK, it is denoted to as 

'scrip issues'. The bonus issue is the nomenclature used for the same happening in India. 

Under the bonus issue, new shares are issued free of cost to the present investors by 

capitalizing the reserves, which may have got collected by the non distributed profit (retained 

earnings) or capital reserves.  Neglected Firms Hypothesis Stock splits and bonus offer 

announcements are some of the ways of catching the attention of the market by the firms, 

which feel that their share prices are unappreciated in the market due to the negligence of 

market contributors, which suggests that shares of little known companies trade at a discount. 

Therefore, firms practice bonus issue to draw attention to ensure that evidence about the 

company is widely recognized.  
 

INTRODUCTION 

  Head note observes price and liquidity effects allied with stock dividend (bonus) 

surrounding its announcement and effective day by using event study’s practice. The results 

show that while there is sufficient evidence of positive abnormal profit associated just prior to 

and on the announcement day, there is no significant yield observed on ex-bonus day. On the 

contrary, significant negative abnormal return was found in extensive post-effective window 

(ED to ED+51 days). However, there is a significant upgrading observed in trading volume 
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surrounding the declaration and effective day of bonus. Introduction Bonus and stock 

dividends represent the same event with different terminology. Stock dividend is the term 

used in the US and many other marketplaces, while in the UK; it is devoted to as 'scrip 

issues'. The bonus issue is the nomenclature used for the same happening in India. Under the 

bonus issue, new shares are issued free of cost to the present investors by capitalizing the 

reserves, which may have got collected by the undistributed profit (retained earnings) or 

capital reserves.   

According to Efficient Markets Hypothesis (EMH), any event which does not contain 

any information should not disturb price, & as bonus is nothing but capitalization of reserves, 

it should not show any unusual return on or immediate either Announcement Date (AD) or 

Effective Date (ED). However, necessary evidence is exist from the US and other developed 

markets which show the presence of abnormal positive return on and around announcement 

as well as effective day, and increase in variance following the ex-day. Though these 

evidences are less steady and more confusing when it comes to the account of such effect, 

several hypotheses have been existed to explain the effect surrounding bonus announcement 

and effective date of bonus issue. 

  

REVIEW OF LITERATURE 

The gesturing hypothesis (Foster and Vickrey, 1978; Woolridge, 1983; Asquith et al., 

1989; Lijleblom, 1989; and McNichols and Dravid, 1990) and the liquidity hypothesis (Baker 

and Powell, 1993; and Muscarella and Vetsuypens, 1996) are rather popular. 

 Apart from these, several studies have found that the abandoned firm hypothesis 

offers some explanation power as well (Grinblatt et al., 1984; Arbel and Swanson, 1993; and 

Rankine and Stice, 1997). The literature review covers the main hypotheses used to degree 

price and liquidity effects of bonus announcements.  

Optimal Trading Range Hypothesis/Liquidity Hypothesis. This hypothesis 

recommends that bonus message changes price to a more optimal trading range and makes it 

cheap for more investors to trade, which leads to the rise in demand and thus produces 

abnormal positive return (Copeland, 1979; Lakonishok and Lev, 1987; Baker and Powell, 

1993; and Muscarella and Vetsuypens, 1996). Lakonishok and Lev (1987), and Han (1995) 

provided some pragmatic evidences on the existence of an optimal trading range in the US. 

They found an increase in the liquidity of the stock later the announcement of stock dividend 

because creation of more shares hints to more trading and dispersion of ownership. They also 
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found a confident relation between equity value and liquidity. Similar improvement in 

liquidity was found by Baker and Powell (1993), and Muscarella and Vetsuypens (1996). 

According to this model, balanced investors discount illiquid securities heavier than liquid 

ones due to the higher transaction costs and greater trading frictions they face. However, a 

reduction in trading activity after a split was detected by Copeland (1979).  

Market Maker Hypothesis Angel (1997) and Schultz (2000) found that stock 

separations and bonus announcements lead to an increase in relative bid-ask spread and 

makes the market maker more active in helping stock, and hence leads to positive stock 

market effect.  

Signalling Hypothesis Bonus is one of the ways to give indication about the future 

growth of the company (Foster and Vickrey, 1978; Woolridge, 1983; Asquith et al., 1989; 

Lijleblom, 1989; and McNichols and Dravid, 1990). Foster and Vickrey (1978) were mid the 

first few to study the signalling effect of stock dividend. They studied stock dividend 

announcements of 82 organizations and found significant abnormal yield around the 

announcement date. Woolridge (1983) found positive mean abnormal return of 0.986% on 

ex-date, which he traits to the possibility of market imperfections such as taxes and odd-lot 

business costs.  

Grinblatt et al. (1984) found ex-date mean abnormal return of 1.1%, using data of 

stock dividend notice between 1967 and 1976, and rendered support to signalling hypothesis. 

 Lijleblom (1989) found support for waving hypothesis in the presence of immediate 

'contaminating' announcements. Rankine and Stice (1997) documented positive signaling 

value and also found that the signaling value associated with stock dividend is much larger 

than stock splits.  

In the Indian context, Ramchandran (1985) studied bonus effect on stock prices and 

found mixed evidence of semi-strong form of market efficiency.  

Obidullah (1992) found positive wealth effect associated with bonus issue. He also 

found evidence of semi-strong usage of EMH for the Indian markets.  

Rao (1994) found significant positive price effect just after the announcement date 

with cumulative abnormal return of 6.31% surrounding three days of announcement date and 

found evidence of semi-strong form of market efficiency in the Indian shops.  

Rao and Geetha (1996) studied bonus announcements and concluded that 

identification of past abnormal returns pattern associated with an event does not lead to any 

future gains.  
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OBJECTIVES OF THE STUDY 

  This study is driven by the fact that the bonus offer is a well-known occurrence in the 

Indian markets. A number of studies have already been undertaken to study the price and 

liquidity properties associated with bonus offers in the past 3 decades in developed markets 

like the US and also emerging markets, including India. Though there are many studies that 

have familiar the evidence of positive price and liquidity effect associated with stock 

dividend, a lot of differences do happen in the results as well as the hypotheses presented to 

explain this effect. Thus, the following objectives are set for the study: 

 To check for the attendance of any abnormal returns on or surrounding the bonus 

announcement and effecting; 

 To ascertain the effect of bonus offers on trading volume.  

 Corporations for which bonus offers match with other events, such as stock splits, rights 

issue, and demerger announcement;  

 

RESEARCH METHODOLOGY 

 Methodology Effect on Price Event study methodology was adopted to achieve the 

above-mentioned objective, which is an average approach in the area of financial economics 

ever then it was published by Fama et al. (1969). An event study is planned to examine the 

market answer to any event under observation, using abnormal profit criteria. The 

improvement of the event study methodology, in general, is that the economic impact of an 

event can be measured using the annotations on stock prices over relatively short periods of 

time, since it should be directly reflected in the stock prices, given the efficiency of the 

markets. Here, the theoretical hypotheses are tried empirically by looking at the stock market 

feedback to the events.   

 To perform the analysis, first, the balance model for the 'normal' stock return, i.e., the 

expected return if the event did not happen, must be detailed. Second, we need to identify the 

'event date' and the 'event window', i.e., the period over which the security returns are studied. 

The model is valued outside this window, over the 'estimation window', in order to ensure 

that the event does not influence the parameter estimates of the normal model. The forecast 

errors over the event window measure the abnormal performance of returns linked with the 

event. For this study, data was divided into many windows. Window length selection has 

always been a debatable issue and different researchers have recycled different window 

lengths. The following windows were planned to test the assumptions.  
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Run-up Window:  

 AD+1 to ED-1 If markets do not expect change (bonus), then abnormal takings 

should not be present in the pre-announcement window, but they may seem in the run up 

window, especially if any positive wealth effect is related with bonus announcement as it has 

been explained by market maker hypothesis and the same is awaited by the market. As the 

number of days between AD and ED is diverse for each of the bonus offers, the length of this 

window may contrast from stock to stock.  

Post-Effective Window: 

  ED to ED+51 According to tradable array hypothesis, small investors can only 

participate after bonus becomes actual, hence, one may see a significant improvement in 

liquidity along with abnormal positive return due to important demand from a number of 

small investors from ED to about ED+2 days as the stock converts more affordable, but 

future on, abnormal return starts reversing from thereon. However, in case if that abnormal 

return bears through the window, it indicates that the positive wealth effect is associated with 

liquidity premium and market producer hypothesis.  

Event Windows: 

  AD-10 to AD+10 and ED-10 to ED+10 Event windows AD-10 to AD+10 is used to 

form for any leakage prior to the declaration of bonus. Any abnormal return on the bonus 

announcement and not erstwhile to that shows evidence of no leakage of information and the 

entire information content associated with bonus announcement gets replicated on the 

announcement day itself. According to semi-strong form of EMH, price effect should be 

perceived only on the announcement day and should reverse immediately, and naught should 

be present on the effective day.   

 The first step in the process of determining price or wealth effect is to calculate the 

abnormal return. As stated earlier, to do the analysis, first, the symmetry model for the 

normal stock return, i.e., the projected return if the event did not happen, must be detailed. 

Second, we need to recognize the event date and the event window, i.e., the period over 

which the security returns are surveyed. The model is estimated outside this opening by 

choosing a date of AD-51 to AD-201 days which is the standard practice in most such 

studies. The projection errors over the event window quantity the performance of abnormal 

returns connected with the event. The normal model most extensively used in the event 

studies is the market classic, which can be expressed as:  where, R^sub i,t^ is the return on 

security i on day t; R^sub m,t^ is the return on market index m on period t; α^sub i^ is market 



JOURNAL OF INTERNATIONAL ACADEMIC RESEARCH FOR MULTIDISCIPLINARY 
Impact Factor 1.393, ISSN: 2320-5083, Volume 1, Issue 10, November 2013 

 

322 
www.jiarm.com 

model constant; β^sub i^ is a constraint that measures the sensitivity of Ri to the benchmark 

market index;  

The event dates are the Announcement Date (AD), which is the date on which the 

bonus bid is announced, and the Effective Date of the change (ED). The coefficients alpha (α) 

and beta (β) are valued by using the period of AD-51 days to AD-201 days as stated earlier. 

The event window prolongs from days -V10 to +10 around each happening (AD-10 to 

AD+10 and ED-10 to ED+10.) The AD and ED are known as date 0, and for each of these 

event windows, abnormal return for each security on day t is estimated as: ... In order to draw 

the overall inferences for the event of interest, the abnormal return explanations are 

aggregated along two dimensions-through times and across securities.  

Measures of abnormal performances used:  

 Cumulative Abnormal Return (CAR) Cumulative summation of stock, its forecast 

error (abnormal returns) over the window (T^sub 1^, T^sub 2^) 

 Mean Abnormal Return (MAR) An average of abnormal returns across N firms on day t. 

 Mean Cumulative Abnormal Return (MCAR) MCAR is the average of the cumulative 

abnormal incomes across observations (firms); it is a degree of the abnormal 

performance over the occasion period.  

 Mean Average Abnormal Return (MAAR) Sample average of company AARs. This 

measure of abnormal performance takes into account the fact that the quantity of days 

in that window (t1, t2) may be dissimilar across firms and gives therefore a greater 

weight to the ARs of firms for which this window is shorter.  

 A non-parametric sign test, based on the sign of abnormal return, is also employed.  

The Hypothesis Tested: 

 Abnormal returns are independent through securities and that the predictable 

proportion of positive abnormal returns under the null hypothesis is 0.5.  

The test statistic is totalled as: Where N is the sample size and N+ is the sum of cases where 

the abnormal return is positive. This test is directed to supplement parametric test. Effect on 

Trading Volume to explore whether the trading activity varies when a bonus takes place, 

volumes adjusted for market volumes are examined around the occurrence days. Past studies 

used different measures to examine abnormal trading volumes everywhere the event dates. 

Lynch and Mendenhall (1997) used the market model approach, in which turnover of trading 

values were used. Beneish and Whaley (2002) applied ratio of dollar exchange volume to the 

average dollar volume across 60 days preceding the announcement day. While Elliott and 
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Warr (2003) employed Harris and Gurel (1986) metric that proceeds into account market 

volume and the separate security's volume, this study adopts a mean and market attuned 

volume measure, similar to those of Harris and Gurel (1986) and Elliott and Warr (2003), to 

examine abnormal volumes around the event days. 

 Hypothesis Tests there are numerous hypotheses put frontward by researchers to 

explain the price and liquidity changes connected with bonus announcements. To test each 

hypothesis a window is made and the effect of bonus is measured. The presence of significant 

positive excess return in the pre-announcement window recommends the leakage of 

information in the market about bonus bid by the company before its official announcement 

and the role of insiders in the market. However, if there is significant positive excess return 

associated only with the announcement date and not the actual date, then it proves the case 

for abandoned firm hypothesis. In our case, we have not found any significant constructive 

excess return during the pre-announcement window; however, there is a presence of 

optimistic excess return found for all days beginning from the eighth day before the 

announcement day, and five of them are statically noteworthy; which represents leakage of 

information prior to formal announcement of bonus.  

H^sub 2^: There are no excess returns present on the declaration day. According to 

semi-strong form of EMH, if there is any confident information content associated with 

bonus issue, it should be reflected in the form of positive excess return only on the 

announcement day and not on the effective day, as effective day is just the day on which 

bonus is distributed as per the announcement made and hence does not contain any new 

information in it H^sub 3^: There is no excess volume on the actual day. On the effective 

day, according to the liquidity and market producer hypothesis, liquidity and bid-ask range 

should improve considerably as soon as bonus arises into effect. 

RESULTS AND DISCUSSIONS 

 The excess return of 1.28% found on the book date is significant at the 5% level. 

However, when established with non-parametric sign test, it is found that out of a whole of 59 

firms, only 33 have exposed encouraging abnormal return on the announcement day, which 

does not make it statistically significant and that actually dilutes the significance of the 

presence of positive abnormal yield on the announcement day. Statistically significant 

positive abnormal return was also found for five out of eight days immediately proceeding to 

the announcement day, which offers evidence of leakage of information prior to formal 

announcement of bonus by the concern. 



JOURNAL OF INTERNATIONAL ACADEMIC RESEARCH FOR MULTIDISCIPLINARY 
Impact Factor 1.393, ISSN: 2320-5083, Volume 1, Issue 10, November 2013 

 

324 
www.jiarm.com 

 When it comes to MCAR approaching proclamation day, statistically significant 

progressive return of 8.81% (CAR for the period AD-10 to AD) was found, which also is 

statistically significant when tested by non-parametric sign test, with 47 out of 59 firms 

showing positive MCAR for the period AD-10 to AD, which provides reasonable but not 

very strong positive signal. Mishra (2005) also found evidence of leakage of the bonus 

announcement evidence and, by the way, his study also observed positive abnormal return 

opening from AD-8 day, though his analysis was based on bonus announcements made 

during the period 1998-2004, whereas the contemporary study has measured the period 2002-

08. One of the explanations for the abnormal returns found in the period just prior to the 

announcement day can be that firms have to update the stock exchange in advance about the 

agenda of the board meeting before the formal announcement of proceedings such as bonus, 

stock splits or any other event of modification in capitalization. Therefore, information about 

bonus offer is officially unveiled only after the formal board meeting, while information 

about the agenda of bonus announcement originates to the market prior to the meeting itself. 

This also generates some speculative activity in the market through the period of board 

connecting its agenda to the stock exchange and the time when they make formal 

communication about the bonus announcement after the board meeting is finished. Though 

this cannot be treated as a proof of an insider activity, there are a number of instances in 

which signal of insider trading is found in our markets; and hence, it is important to curb such 

activity. 

 As far as the Indian markets are concerned, even though we have strict rules against 

insider trading framed by the SEBI, the enforcement has persisted an issue. According to 

semi-strong system of market efficiency, any evidence content associated with bonus offer 

should be captivated in the price movement on the announcement day simply, and it should 

not lead to any optimistic abnormal return on the effective day. This provides enough 

evidence for the affirmative price effect related with bonus offer on the broadcast day only, 

and not on or around effective day, which is consistent with semi-strong form of market 

efficiency.  

Remarkably, significant negative abnormal return was found from ED+1 to ED+3 

days and CMAR has become statistically significant with reverse sign (negative return) by 

ED+10 and that has made the post-effective window quite actual. Results of post-effective 

window reveal interesting facts. A significant negative abnormal return starting as early as 

ED+1 was found and sustained till ED+10 days, which this study exams presents the results 
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of one of the lengthier term window (ED to ED+51) for MAR, MCAR and MAAR, which is 

normally used for all the long duration windows because of the presence of non-uniform 

trading days in the built-up window. So, there is clear indication of significant negative 

wealth effect associated with post-effective long-term window. But, this finding contradicts 

the postulation of market maker hypothesis, which shapes that it makes market maker more 

active in endorsing the stock due to more favorable bid-ask spread for him, and hence leads 

to progressive stock market effect. The reason for such no evidence from India may be since 

of order-driven nature of Indian market and hereafter the role of market maker is not as large 

as it may be in many quote-driven markets. 

 This finding has also not if any support to the optimal trading range hypothesis, 

which suggests that bonus declarations drive the stock price to a more finest trading range, 

which shows that the stock has become affordable even to small investors that, in turn, leads 

to increased demand for the stock and further leads to positive abnormal return on the 

effective day and also continues for quite some time after the real day. Hence, MAAR is used 

to describe any abnormal return existent in this window. MAAR of -0.07% was found in the 

built-up window, and though it is statistically irrelevant, it at least rejects any possibility of 

positive price effect in the built-up window. In fact, there is no substantial price effect 

associated with bonus message, which provides indication about no eagerness leading to the 

bonus issue, and it suggests that bonus bid, in most of the cases, becomes predictable in the 

market just prior to its announcement and any information content left for proper statement 

gets reflected in positive MAR on the announcement day, and there is no significant price 

effect found all through the built-up window. Not only that volume ratios continued 

noticeably higher than one in the entire effective day window (ED-10, ED+10), but also the 

surge in liquidity is stable.  

Outcomes   

The outcomes of this study also provide reasonable support to signing hypothesis 

which suggests that bonus issue is one of the ways to give signal to the market about the 

positive coming growth of the firm, and hence positive abnormal return should be found on 

the bonus proclamation, and the entire effect of the announcement is seen on the 

announcement day and no positive return should be present on the actual day. Results show 

positive abnormal return only on the announcement day, and not on the effective day, which 

renders support for semi-strong form of EMH usual in the Indian market. However, this 

indication is not strong enough, as significant encouraging MAR present on the notice day 
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does not keep on statistically significant when tested using non-parametric sign assessment. 

A significant affirmative MCAR was found in the short-term pre-announcement window, 

counting proclamation day (AD-10 to AD) 

 

 CONCLUSION 

Based on the outcomes, it can be concluded that price effect connected with bonus 

declarations is significant, and though there is a significant optimistic abnormal return of 

1.28% found on the announcement day, there is no significant positive abnormal return 

institute on the effective day (MAR of 0.05% only). This shows that Indian markets have 

semi-strong form of market efficiency, as any evidence content with bonus announcements is 

absorbed on the statement day and nothing is seen on the effective day. 

Nevertheless, as far as data content with bonus announcement is concerned, it is value 

noting that significant encouraging price effect seen on the publication day is not reinforced 

when tested using non-parametric sign test, and henceforth dilutes the evidence of positive 

price effect connected with bonus announcement observed on the announcement day. 

However, when tested for MCAR, abundant support was found for significant positive value 

effect when parametric as well as non-parametric tests were conducted and significant 

positive abnormal return was found for the date ranging from AD-6 to AD, but it did not 

withstand and started receiving reversed instantly after the announcement day. As far as 

growth in volume is concerned, there is clear evidence of significant enhancement in traded 

volume (turnover) associated with bonus statements both surrounding the announcement and 

operative days. Therefore, it can be concluded that bonus announcement leads to 

development in liquidity eternally, but positive wealth outcome is determined just prior to 

and on the day of bonus announcement."  

Data and Methodology Sample to achieve the above-stated objectives, companies that 

announced bonus from 2002 to 2008 were taken from a sample frame of current constituents 

of S&P CNX 500. The reason for selecting the S&P CNX 500 is that it is India's first broad-

based benchmark of the Indian capital market. The S&P CNX 500 denotes about 92.66% of 

the total market capitalization and about 86.44% of the total turnover on the NSE, and covers 

72 industries. To find out information about declaration and effective date of bonus issue, 

sources such as nseindia.com, Capital line and CMIE's Prowess database are used. Out of the 

total available list of 106 companies, which publicized bonus during the study period, the 

following companies were excluded. 
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