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ABSTRACT

Semi strong capital market efficiency with referemg the annual earnings announcement has beaadtndhis
paper. This study is based on the secondary maried data of the Bombay Stock Exchange, India. dag for the
calendar years 2009 to 2013 was analysed and sebfochthe 30 companies included in the Sensedédntify the stock
price reaction to annual results announcements.s@h®le size was 150 annual results announcemgtiie companies
in BSE Sensex. Event study methodology was follofeedhe data analysis. For event study methodglagpouncement
window (AD-15 to AD+15) was used. Non parametrietéhtest was applied to the test the significaridée companies
showing positive abnormal price changes in the etarklso, the data collected was analysed sectee ta understand the
market efficiency of the concerned sectors. Thdyaisahas shown that the BSE and the sectors athlyave reflected

semi strong efficiency.

KEYWORDS: Event Study Methodology, Bombay Stock Exchangenush Earnings Announcement, Semi Strong
Capital Market Efficiency

INTRODUCTION

In finance, the efficient-market hypothesis (EMHQtes that it is not possible for an investor tgpetform the
market because all available information is alreladit into all stock prices. Investors who agreighwhis statement tend
to buy index funds that track the overall marketfgrenance. There are three major versions of th@thesis, namely,
"weak", "semi-strong”, and "strong". The semi-sggdarm of the EMH claims both that prices reflettpaublicly available

information and that prices instantly change ttetfnew public information.

The value-relevance of income reviews has beemguoritant subject in financial statement over thst faur
decades. Financial reviews act as tools of intemaacdn a firms’ efficiency especially during therjpel under review.
Publicly listed companies are required to postrtlaeidited economical declaration at the end of ye¥i@mancial year.
A Company's efficiency is important to traders sifiichas a direct effect on profits to investméhis therefore expected
that upon launch of fiscal reviews, an efficientustry should instantly process the details andifpdtle inventory
values accordingly. A number of scientific studiem/e been performed on the effect of bookkeepirtgildeon share
prices. Some have desired to set up the valueeo@ié¢tiails in predicting future economical efficignehile others have

tried to measure its effect on share prices.

Although very crucial the large of these studiesenbeen performed in developed markets such at/tited
States of America and the UK. The present studynin@d the response of Bombay stock exchange tdyyaamome

declaration.
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This study helps to understand the stock pricetdltion in Bombay Stock Exchange during the pre post

annual results announcement period and tests thiest®ng efficient market hypothesis in the Indsock market.
LITERATURE REVIEW

Ball (1968) recorded that the irregular market efficiency hayqma prior to the discharge of the annual earnings
announcementPatell et al. (1984) examined the effects of annual announcement mdea$ earnings and dividend
announcements on mean, variance and serial coorelat consecutive price changdsane et al. (1985) assessed
abnormal stock returns nearby earnings and dividemuncements so as to decide whether investtnsags the two
announcements with regard to each othabhunu (2004) has identified that the primary idea behind theHEM that
stock values should fully indicate all new and &lde details in an impartial manner to the industnembers.
Such marketplaces provides precise alerts for soapportionment as industry costs signify eachrigtaibasic worth,

although diversions can happen.

Bamber et al. (2000), interpreted of the evidence that annual earnemgsouncements initiate a strong share
market response has been questioSidons et al.(2006) indicates market performance, by using the ldtdetmation;
it will be able to catch some of the styles thatynmapact on the performance of investment markegdain Africa
nations. Learning the stock price motions aroumadestent schedules increases the evaluation of #nket’s respond to
cross-listing(Liu, 2007). A research byAhmed et al. (2010) provides proof that the impact of dividend repadstsnuch
more powerful than for income reports. Traditiopatiost of the benefits earned in the stock exchduage maintained to

occur over relatively short time period periddsrdan et al., 2012).

One effects of an efficient industry is that negular profits can be made from this details bez@usrent prices
already reflect the detail@\delegan, 2009). An previously study on the South africa inventexchange was bilaina
(2009), which examined the inventory profits around theoime reports for estimated companies on the N8&siments
exchange. A latest research performed on this sulljg Mlonz et al. (2011) used a example period of one year
(January, 2009 to Dec, 2009) and only examined ekemple companies detailed on the different reti&htX),
whereas their study assessments all example coeydatailed on the JSE investments return regardfeturn record.
A powerful form of the effective market speculatibeeps that share costs already integrate all appte information,
whether public or non-publigCheol et al., 2012).

Another factor of market respond to informationadp is the response to stock divides. Stock divicdpresents
where all current investors get new stocks in emgkaor each old share that they o@ardan et al., 2012). White et al.,
(2012)This indicates that although income are significaerttons of a company's financial efficiency, bg thime they are

released and have little or no effect availabléhenindustry.

Hence, the present research concentrates on thHestmmaspond to income statement types the reasonsdin
purpose of the research and places out the overadlfor the rest of the sections of the study;hméodlogy, presentation

of the data and analysis and the conclusions ofttirty.
OBJECTIVES OF THE STUDY

e To understand the stock price fluctuation in BomBégck Exchange during the pre and post resulogeri
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e To study the effect on shareholder wealth accunmnatue to result announcements.
* Tofind out the relationship between Sensex movesnamd share price movements.
* To test the efficient market hypothesis in Inditock market.

METHODOLOGY

Time Window for Analysis

It has always been always a debatable issue whaomies to choosing window length and different thagare
used by different researchers for the study. Irotd draw overall inferences for the event ofriest, the abnormal return

observations are aggregated along two dimensidhsough time and across securities.

For this study the following time window has taken.
ANNOUNCEMENT WINDOW (ANNOUNCEMENT DAY-15 TO ANNOUNC EMENT DAY+15)

This window is selected to test Neglected fihypothesis and any information content associated split
announcement or leakage of split information bettie formal announcement has been made. In casenfomynation
content is associated with split announcement ggesied by neglected firm hypothesis, an abnorgtalm should be
present on announcement day but should not bergreseeffective day. If any significant abnormaiure is found in this
window prior to announcement date there is a casesmer information or leakage of sensitive infation in the market
place before the announcement.

SAMPLE SIZE
During the time period between 2009 and 2013, l{o&fl companies in the BSE Sensex index
EVENT STUDY METHODOLOGY

In this study event study methodology is follow8econdary data on annual earnings announcemediffevént

companies during the period of 2009-2013 were ctdkkfrom the website of Bombay Stock Exchange (BSE

The normal model most widely used in the eventistuis the market model which can be expressed as

R.l’ - rxl + ;3: R"r.n’ + %::‘LI'
1)

(Current day market price of the security-Previous day market price of the security)
Return= *100

Previous day market price of the security
Where
Ry is the return on security i on day t
Rt is the return on a market index on day t
Abnormal return for each security on day t is eatad as

ARi,t:Ri,t_ai_ﬁiRm,t (2)
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e Mean Abnormal Return (MAR)

An average of abnormal returns across the N firma day t.

.
AAAATR, S AR,
1

1
MNoo=

3)
e Mean Cumulative Abnormal Return (MCAR)

Average of the cumulative abnormedturns across observations (firms); it is a measofr the abnormal

performance over the event period,

MCAR,="YNCAR; . 4)
Ni=1

Event study methodology is followed to analyseltiddan capital market, as well as individual sestor

» Significance Test-Thetay)

JN
~ N (0,1)
05 (5)

Jee
=[—-03]
Where N is the sample size and N+ is the numbeasés where the abnormal return is positive.
FINDINGS

Announcement Day (-15 to +15)

Table 1: Announcement Day Window for Sensex 30 Corapies

SEEENEE| oo MCAR Theta
Day
15 0.019569| 0.019564 -1.1431
14 20.03296 | -0.01339  0.163299
13 0.089106| 0.07571%  0.163294
12 0.156673| 0.232381 ~0.3266
11 20.02359 | 0.208793 1.1431
10 0.085103| 0.293894 0.6532
9 0.022177| 0.316074  0.163299
8 0.089982| 0.406054  0.816497
7 ~0.01548 | 0.390578 11431
6 0.147673| 0538251  -2.28619
5 0.043851| 0.582107 ~0.6532
4 0.13802 | 0444077  -1.63299
3 0.018072| 0462149  0.653197
2 0.067482| 0.529631 -0.1633
1 0.250103| 0.779734  0.653197
0 052371 | 0256021  -1.63299
1 0.1336 | 0.389621  0.163299
2 0.22799| 0.16163|  -2.12289
3 0.163018| 0.324649  1.632993
4 20.02779| 0296863  -1.79629
5 0.341191| 0.638054  1.632993
6 0.335555| 0.973609 -0.1633
7 0.168191| 1.141799 0
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Table 1: Contd.,

8 -0.00313 | 1.138672 -0.4899
9 0.050048 1.18872 0.326599
10 0.026305| 1.215024 0.326594
11 -0.23433 | 0.980695 -0.3266
12 0.115083| 1.095778§ 0.489894
13 0.167366| 1.263144 0.816497
14 0.14512 1.408264 -0.9798
15 0.025606| 1.43386¢ -0.3266

SENSEX Companies price movement

Raforence Day

Figure 1: Price Movement for Sensex Companies

The Stock market has not acted favorably for theancement of annual results. The abnormal retuows the
highest negative return on the results announced®ntvhen seen during the 15 days prior to theadannouncement.

Theta also is nearly significant on the date ofoamezement of results.

The analysis of abnormal market return during theldys prior to the date of announcement has rewrstany
significant change. This table shows that the mmfmion regarding the performance of the companias mew to the
market only on the announcement date. And therenmasformation leak in to the market prior to #wenouncement of
results. However, the study of the theta for 15sdayor to the announcement date have shown negsitimificant value
6 days prior to the results announcement day. Asml4days prior to the announcement date, tha thedtie was closer to
the negative significant value. So the values ddtaitsuggest that some information leak was possiltlee Indian stock
market prior to the announcement of annual results.

The data relating to the abnormal return duringda$s after the result announcement day has notrslzoy
significant values. However, Theta values show ifigamt negative values on thé“day and # day and significant
positive values on"3and &' day only. It shows that Theta also does not stignificant change during 15 days after the

announcement date.

The Bombay Stock Exchange has reacted unfavorabtheoannouncement day of annual results. Therenwas
significant change in the prices either before dhaouncement of annual results or after the anmoueant of annual
results, barring a few days where Theta (non patr&anmethod for the number of stocks showing highbnormal
positive returns versus number of stock showingoaimal negative returns) has shown significant ckanés there were
the biggest falling in the abnormal returns on dag of result announcement. These findings sughestthe BSE has

showed semi-strong market efficiency.
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The price movement in the various sectors of Senses also computed. The Automobile, Banking,
Oil and gas have not shown the higher return omgkelts announcement day. In Automobile sectohtybest return was
achieved on the"™8day prior to the date of announcement of resiiis suggests that there was no semi-strong effigie

in this sector in BSE. Other industries such agmheeuticals, IT, Steel has shown semi-strong niafiieiency.
CONCLUSIONS

The abnormal returns of the Sensex companies waBedt for 5 years to test whether the Bombay Stock
Exchange reflects semi strong efficiency, as stlidwth reference to the annual results announcenidr@ 30 Sensex
companies studied where also analyzed for therdiffeindustry sectors, in which they are categorizg the Bombay
Stock Exchange. The Automobile, Banking, Oil ands gaectors have not shown semi strong market affigie

The Pharmaceuticals, IT, Steel have shown semigtnarket efficiency
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