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ABSTRAKSI 

Septiayudi, Ester Rosa. 2009. INFORMASI SEBAGAI INDIKATOR 
EFISIENSI PASAR MODAL (Studi Kasus Pengumuman 
Stock Split pada Perusahaan Manufaktur yang Trading di 
Bursa Efek Indonesia tahun 2004 

 
2007). Skripsi. 

Konsentrasi Keuangan Perbankan, Jurusan Ekonomi 
Pembangunan, Fakultas Ekonomi, Universitas Brawijaya. 
David Kaluge, SE., MS., M.Ec-Dev., Ph.D  

Salah satu informasi yang tersedia di pasar modal adalah pengumuman stock 

split. Latar belakang penelitian ini adalah ingin membuktikan reaksi pasar akibat 

pengumuman stock split tersebut dan reaksinya terhadap efisiensi pasar modal, 

karena banyak hasil dari penelitian terdahulu yang kontroversial. Penelitian ini 

dilaksanakan dengan menggunakan metode survei data sekunder dengan 

populasi seluruh perusahaan manufaktur yang melakukan pengumuman stock 

split pada periode 2004-2007 yang seluruhnya berjumlah 14 perusahaan. 

Penentuan sampel menggunakan metode purposive sampling. Metode analisis 

data yang digunakan adalah dengan tiga rasio, yaitu ASRV (Average Security 

Returns Variability), AAR (Average Returns Variability), dan CAR (Cumulative 

Abnormal Returns). Hasil pengujian rasio pertama menunjukkan bahwa awalnya 

investor sempat mengganggap perusahaan akan meningkatkan kesejahteraan 

mereka dengan adanya peristiwa stock split karena pasar bereaksi meskipun 

hanya pada saat event day. Sedangkan hasil analisis rasio kedua yaitu AAR 

bahwa tidak ada nilai abnormal return yang secara signifikan mempengaruhi 

selama masa pengumuman stock split, karena nilainya semua negatif, dan hasil 

perhitungan rasio terakhir ketiga yaitu CAR menemukan nilai CAR ternyata 

kurang dari 1, maka dapat disimpulkan bahwa pasar itu ternyata kurang 

menggunakan informasi dari pengumuman stock split untuk meninjau kembali 

keputusan dalam investasi mereka. Hasil penelitian menunjukkan bahwa Bursa 

Efek Indonesia merupakan pasar yang tidak efisien bila mengacu pada respon 

pelaku pasar terhadap pengumuman stock split.  

Kata kunci: Pasar efisien, Pengumuman stock split, Perusahaan Manufaktur, 

Rasio ASRV, AAR, CAR, Bursa Efek Indonesia 



ABSTRACT 

Septiayudi, Ester Rosa. 2009. INFORMATION AS AN INDICATOR 
OF CAPITAL MARKET EFFICIENCY (Case Studied is The 
Announcement of a Stock Split on The Manufacturing 
Company That Traded at Indonesia Stock Exchange 
within 2004-2007). Minor Thesis. Concentration of Finance 
and Banking, Department of Economic Development, 
Faculty of Economics, University of Brawijaya. David 
Kaluge, SE., MS., M.Ec-Dev., Ph.D   

One of the information available in the capital market is a stock split 

announcement. The background of  this research is the author want to prove the 

market reaction due to stock split announcement and the reaction efficiency of 

capital markets, because there is many of the result of the research is 

controversial. This research was conducted using secondary survey data with the 

entire population of manufacturing companies that make the stock split 

announcement on the whole period 2004-2007 amounted to 14 companies. The 

sampling determination is using a purposive sampling method.Data analysis 

method used is the ratio of three, namely ASRV (Average Security Returns 

Variability), AAR (Average Returns Variability), and the CAR (Cumulative 

Abnormal Returns).The test result of the first ratio that investors had initially 

assume the company will increase their welfare with the stock split because the 

market to react even if only at the time of day event. While the results of analysis 

of the second ratio is the AAR that there is no abnormal return values that are 

significantly influenced during the stock split announcement, as the value of all 

negative, and the results of the calculation of the third of last ratio is CAR value 

was found less than 1, it can be concluded that the market appeared to use less 

information from the stock split announcement to review the decision in their 

investment. Results of research indicate that the Indonesian Stock Exchange is a 

market that is not efficient when the response to the market to stock split 

announcements.  

Keywords: Efficient markets, Stock split announcement, The Company 

Manufacturing, Ratio of ASRV, AAR, CAR, Indonesia Stock Exchange 
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CHAPTER I 

INTRODUCTION  

1.1. Background 

In recent decades, although many pro and contra debates are still 

happen, market share efficiency hypothesis has become an acceptable dogma in 

financial world [Eugene Fama (1970)]. Efficient Market Hypothesis stated that in 

the market all securities price describe their economical value. Many people 

believed that market securities reflected all information efficiently, either security 

information itself or the whole stock market. This view is broadly accepted just 

like when the new information appears. And then, the news immediately quickly 

extended, adjusting to related security price without any delay. 

Information is one of important things in capital market activity. Either 

public or private information is important for the investor. Investor should look for 

optimal profit of stock trading in that capital market. With this public information, 

an investor is able to react according to that information.  This should be related 

with the efficiency of capital market. 

Investor should invest their money in the company stock which is able to 

give the profit back either as a dividend or a capital gain. Therefore, the company 

always give the information or profit signal as investor hoped. For the investor, 

information plays important role in decision making when conduction transaction 

in the capital market. This information is related with economic decision making 

performed by them. Their aim is to choose any of infestation portfolios which are 

efficient to increase their wealth in that capital market. This can also affect some 



companies even all of them to increase their stock return effectively when their 

policies are positively responded by investors. In the other side, their policies 

become in-effective if investors respond them negatively.  

One of information attracted investor so much is corporate action. 

Because of corporate action is able to affect stock price fluctuation in capital 

market. Sometimes investor just waits the information from corporate action, 

before they decide investing. There are many kinds of corporate action, such as 

merger, acquisition, consolidation, stock split, stock dividend, and many more. In 

this research, we will examine the corporate action especially stock split. 

Stock split is splitting nominal value of a stock into smaller value than 

before. Stock amount will increase in stock holder hand with the smaller value, in 

theory, its price decrease proportionally. (Darmadji dan Hendy, 2001). A stock 

split is a corporate decision which increases the number of equity shares 

outstanding of a firm. Existing shareholders exchange their old shares for stocks 

with a lower par value without additional cash outlays. As stock splits do not 

affect the real activities or the financial structure of the firm, under certain 

assumptions, they are considered theoretically as irrelevant decisions. However, 

it is well documented that split announcements provoke a positive reaction in 

share prices. 

So, theoretically, stock splits should be cosmetic corporate events as they 

merely involve the break up of one share into a certain number of shares and a 

reduction of a higher to a lower pershare trading price without changing 

shareholders wealth and relative shareholdings. However, although early 

empirical studies find no abnormal performance after stock splits [Fama, Fisher, 

Jensen and Roll, (1969)], most recent studies find a positively significant market 

reaction to stock split announcements. Stock splits do not appear to be as 



cosmetic as they should be. In the finance literature, the role of stock splits 

remains an enigma. The finance literature has proposed several hypothesis to 

explain the stock split phenomenon, the most popular being the signaling 

hypothesis and the optimal trading range hypothesis. 

The signaling hypothesis argues that stock splits convey information 

about the current performance and future prospects of the splitting firms. To be a 

valid and credible signal, the signal has to be costly. Stock splits are costly 

signals because the fixed component of the brokerage commission increases the 

post-split per-share trading cost (such as odd-lot trading costs and administrative 

cost) of the lower priced shares. The presence of positive abnormal returns 

around the stock split announcement that is found in many empirical studies that 

provides evidence for the signaling hypothesis. 

The internal reason for a company to split its stock is related with security 

price liquidity and also related with the signal given by a company to the public. 

Because stock splitting is a corporate action, the company does this splitting 

aiming for its stable stock price, and that stable price should increase its trading 

liquidity. The companies are often un-eager to lower their dividend due to the bad 

signal given that the company is in a liquidity problem and needs additional 

funds. The company doesn t want to give such this signal, therefore they split 

their stocks hopefully it will increase their stocks liquidity without lowering or 

adding their dividends. This is because stock splitting does not change the value 

of a stock. 

If stock splitting does not have an economical value, but the company still 

does that, then the reason may be related to the stock liquidity. Stock splitting will 

lower stock price to the desired range. With that low price stock hopefully the 

return will increase, and if the return increases then many investors will 



participate in stock trading activity and thus will increase stock trading volume 

(Trading Range Theory). (Jogiyanto, 2003). 

According to the optimal trading range hypothesis, stock splits are used 

as tools to realign the share price to a desired price range so that it is more 

affordable for small investors to buy round lots of shares. If the pre-split share 

price is at a high level, then a stock split is justified for improving the marketability 

of the shares. The reduction in trading price through stock splits enables the post-

split shares to become more attractive to previously wealth constrained investors. 

In addition, stock splits can be used to move the share price into the price range 

where the institutionally mandated minimum absolute thick size is optimal relative 

to share price. 

In other hand, according to the signaling hypothesis, there should be 

positive abnormal returns for splitting firms in our research. By the optimal trading 

range hypothesis, if the stock split is a device that brings the stock price to an 

acceptable level to attract more investors, particularly wealth constrained 

investors, and then we predict that the stock split announcements should receive 

favorable market reactions. We use the event study methodology to measure the 

abnormal share price reaction of the splitting firms around the stock split 

announcement.  

Reasons why stock splits increase profits for investors are, first, the stock 

split announcement draws attention to a company's success. This results in 

increased buying and higher prices. Second, companies will often report high 

earnings and raise dividends at the same time they announce a stock split. The 

synergy of these events can drives the price of the stock up even more. Third, the 

reduced price per share after companies split a stock attracts many smaller 



investors. Fourth, with so many news and information services reporting stock 

splits, the announcements themselves have become a market-moving force.  

Then, based on Indonesian Capital Market within 2004-2007 that 

significantly developed, signaled by the increasing indicators of a stock exchange 

to the pleased level, one of them is the closing of IHSG on 1.8055,52 at the end 

of 2007. The increasing business condusivity in the market is indicated by the 

increasing amount of listed companies along 2007, with the total amount of 368 

listed companies. This means there are additional 24 companies compared with 

2007. 

Another indicator supporting this business condusivity is the increasing 

amount of lists share that reach 1.128,17 billions totals. This means the total 

amount of distributed stock is increased by 18, 5 % compared with 2006 which is 

924, 5 billions. This showed the ability of capital market condition to trigger 

business condusivity and the role of either company or investor when investing in 

the capital market. 

According to the literature studying, the aim of this research is to know the 

impact of stock split announcement towards the value of a stock and its impact 

towards the stock price of manufacturing company that listed in Indonesia Stock 

Exchange within 2004-2007. This is because of many things as described above. 

This research is focused on the manufacturing companies that listed in Indonesia 

Stock Exchange within 2004-2007, due to the biggest sector the have in the 

Indonesia Stock Exchange (Bursa Efek Indonesia) trading activities.   



Based on that background, this research is titled: INFORMATION AS AN 

INDICATOR OF CAPITAL MARKET EFFICIENCY (Case Studied is The 

Announcement of a Stock Split on The Manufacturing Company That 

Traded at Indonesia Stock Exchange within 2004-2007).  

1.2. Research Problem 

According to that background, the problem of this research is 

encapsulated as follows: 

Is Indonesia Stock Exchange efficient enough as a market if it refers 

to market response towards stock split announcement?  

1.3. Problem Boundaries 

The boundaries are needed to avoid any deflection when conducting this 

research. Those boundaries are: 

1. The research is focused on the listed manufacturing companies in 

Indonesia Stock Exchange and have spitted their stock within January 

2004 

 

December 2007. 

2. The impact that monitored in this research is a regular stock split 

announcement action. 

3. The manufacturing companies which are examined in this research are 

the companies that have done stock split without any other corporate 

actions such as stock dividend, right issue, bonus shares warrant or 

without any other corporate policies that can affect the independency of 

the impact produces form that stock split action. 



4. The manufacturing company which is become sample of this research 

does the stock split once at related year. 

5. The manufacturing company which is become sample of this research is 

only split up action.  

1.4. Research Objectives 

The objective that will be achieved in this research is: 

To know whether Indonesia Stock Exchange is efficient enough as a 

market if it refers to market response towards stock split 

announcement or not ?  

1.5. Research Benefits 

This research may be useful for them which are listed as follows : 

1. For the researcher 

Giving additional knowledge and science and understanding about capital 

market reaction towards specific event, especially stock splitting. 

2. For the educational world 

This research may give a contribution towards accounting literature 

development process and may enrich reader references. 

3. For the investor 

The result of this research may give additional input for the investor to 

make an investment decision. 

4. For the next researcher 

This research can be a reference for upcoming researches and they may 

fix any weakness found in this research. 



5. For the other party 

Gives research contribution, adds knowledge and science literatures and 

acts as a contribution to the stakeholders.                        



CHAPTER II 

REVIEW OF LITERATURE  

2.1. Capital Market  

2.1.1. General Description of Indonesia Capital Market Until 2007 

2.1.1.1. The History of Indonesia Stock Exchange   

Be as the oldest capital market of Asia, Indonesia capital market 

activity should have very long history. Historically, Indonesia capital 

market has experienced stock and bond trading activities from nineteenth 

century, and  still been developing until now.  

In December 1st  2007, Indonesia capital market added a page of 

history because PT Bursa Efek Jakarta (BEJ) and PT Bursa Efek 

Surabaya (BES) officially combine into each other and have been 

renamed into PT Bursa Efek Indonesia (BEI) or Indonesia Stock 

Exchange. In December 3rd  2007, BEI has its first stock trading.   

Year of 2007 seemed important because it celebrated 30 years of 

the reactivation of Indonesia capital market. In addition, in August 10th, 

BEJ, as the main stock exchange, released new stock price index, 

KOMPAS100, to complete some existing stock price indexes. The listed 

emitten at BEI counts to 382, consisting 352 from BEJ and 30 from BES. 

This strengthens investment option at BEI. Until December of 2007, the 

average of daily transaction rate attains to 4.1 millions rupiahs.   



2.1.2. The Definition of Capital Market    

Formally, capital market may be defined as the market for various 

long-term financial/security instruments, traded in the form of debt or 

capital, either those published by government, public authorities or 

private company (Husnan, 1994). As asserted by Sunariyah (2004), the 

capital market can generally be meant as an organized financial system 

which within it includes commercial banks and financial intermediary 

agents, or circulated precious papers.   

Ahmad (2003) defined capital market into three: 

1. Wide definition  

Capital market submits to an organized financial system demand, 

which within it involves commercial banks and financial 

intermediary agents, or circulated precious papers/claims, long-

term and short-term, primary and indirectly.   

2. Moderate definition  

Capital market pertains to all organized markets and agencies to 

trade credit item (usually at term more than a year), including 

stocks, bonds, mortgage term loan, and termed saving or deposit.  

3. Narrow definition  

Capital market represents an organized market to trade stocks and 

bonds by using intermediary, commissioner and underwriter. 

Considering some of these definitions, one may clarify that capital 

market should be a media to meet any parties who have fund with those 

who need fund in precious paper trading.  



2.1.3. Capital Market Function  

Capital market plays important role in a country because its 

function seems rather similar across countries. Almost all countries in the 

world have capital market, in order to create a facility for industrial 

interest, and all entities meet the capital demand and bid.  

Sunariyah (2004) confirmed that the function of capital market in a 

country becomes important in the following five aspects:  

1. Be a facility to manage the interaction between buyer and seller to 

determine the price of stock or precious papers. Capital market 

also facilitates both parties transaction without seeing each other 

face.  

2. Capital market provides a chance for investors to obtain expected 

return. Such condition stimulates companies (emitten) to meet the 

investors return expectation. 

3. Capital market gives an opportunity for investors to resell the 

already owned stock or precious papers. By operating in the capital 

market, investors can liquidate their precious papers at any times.  

4. Capital market hands over the public a chance to participate into 

economic development. General community has a chance to 

consider the alternative utilization of their money.  

5. Capital market provides complete information to investors. 

Investors find the information as expensive when they conduct 

individual search.  



These five aspects underline the micro aspects in the interest of 

capital market actors. However, to build up rational or daily-based 

economic, capital market may have greater coverage.  

The function of capital market to a national economic involves 

(Sunariyah, 2004): 

1. Function of savings. To depositor, method of savings seems 

affected by the possibility of loss due to deprived monetary rate, 

inflation, risk of lost, etc. When people want to retain their 

monetary rate, they have to consider the action with minimal loss, 

likes by investment.  

2. Function of wealth. Capital market covers long-term and short-term 

wealth until these suppose to be drawn for reuse. It may be better 

rather than letting these depreciated like other asset.  

3. Function of liquidity. The wealth contained within precious papers 

can be liquidated through capital market with minimum risk 

compared to other asset. In other words, capital market will be 

ready market to serve the liquidity demand of the holder of 

precious papers.  

4. Function of loan. Capital market stands for a source of 

development funding collected from the public loan.   

2.1.4. Capital Market Instrument  

Some type of securities traded in the capital market comprise to 

stock, bond, mutual funds, and derivative instruments. Each type gives 

different return and risk (Tandelilin, 2001):  



1. Stock  

Stock refers to a paper of evidence for asset ownership in the 

issuing company. By having a stock of a company, then investors 

have a rights for income and wealth of the company, surely after 

paying all company obligations. 

2. Bond 

Bond remains as a security giving a fixed income to the owner. 

When buying a bond, investors understand the interest they obtain 

periodically and repay it in par value at deadline. Investors should 

observe their bond rank to examine the risk and quality rates of 

their bond pursuant to the performance of the issuing company.  

3. Mutual Funds 

Mutula funds stands for a certificate showing the owner entrusts 

some funds to reksadana company to be used as investment 

capital in the monetary market or capital market. 

4. Derivative Instrument  

Derivative Instrument corresponds with a security with its rate as 

the reduction rate from other security such that derivative 

instrument rate relies on other security price previously set as 

standard. Some types of derivative instruments include: 

a. Warrant  

Warrant equals to an option issued by a company to buy 

stocks in the predetermined number and price in certain 

term, usually in years.   



b. Right Issue 

Right Issue relates to stock-based derivative instrument. 

Right Issue extends the rights to the owner to buy some new 

stocks issued by a company at certain price. Right Issue 

may usually be limited to the old stockholders. The objective 

of Right Issue seems to fix the proportion of stockholders 

ownership and to reduce the issue cost due to new stock 

issue.  

c. Option 

Option reflects the rights to sell or to buy some certain 

stocks at predetermined price. Option divides into call option 

or put option. Call option gives rights to the owner to buy the 

certain stock at certain number and price in predetermined 

term. Put option provides rights to sell stock at certain 

number and price in predetermined term. Therefore, the 

option s issuer and buyer have different expectation. 

d. Futures  

Futures mainly almost have similar characters to option, but 

futures force the buyer to have contractual agreement. 

Futures contract submits to a covenant to do asset 

exchange in the future between the buyer and the seller.  

2.1.5. Type of Capital Market  

Samsul (2002) categorized capital market into 4 markets:  



1. First market (primary) 

Primary market will be a place or a mode for company to be 

first to offer the stock or bond to the public. It can be said as 

first, because this company may previously belong to 

individual or some parties, but now be offered to the public. 

The general offering also has other name, exactly Initial 

Public Offering (IPO).  

2. Second market (secondary) 

Second market should be a place or a mode for stock 

trading transaction between investors after they pass the 

offering period at primary market. Stock price at secondary 

market appears to be determined by the request and bid at 

primary market. It has also been determined by the request 

and bid between buyer and seller. The establishment of 

market price by investors offering to sell and to buy has 

other name, order driven market. 

3. Third market  

Third market pertains to a trading place for stock or other 

securities out of stock exchange (over the counter market). 

In Indonesia, third market has been recognized as parallel 

stock exchange. It means as a stock trading system 

organized outside official stock exchange, but still in the 

format of secondary market in pursuant to Monetary and 

Stock Trade Union under the supervision and surveillance of 

Capital Market Supervisor Agency. This third market does 



not have a trading location center, or those usually called as 

stock exchange floor.  

4. Fourth market  

Fourth market becomes a mode of sell-buy transaction 

between investors without stock intermediary. The 

transaction of this trading usually involves a large number 

(block sale).   

2.1.6 The Role of Capital Market Indonesia in Indonesia Economy  

The capital market is important not only to finance growth but also 

to provide economic stability. Since the financial crisis of 1997, the 

collapse of Indonesia s banking sector and the fall off in government 

expenditure and foreign loans have turned the focus on the capital market 

as a source of long-term financing. Based on several indicators, 

Indonesia s capital market appears to have good prospects and a good 

opportunity to develop efficiently. This is the truth since capital market 

utilization is still well below an optimal level.  

For the capital market to serve the future needs of Indonesia s 

economy, share ownership must be more widely distributed, companies 

must offer investors a positive stimulus in the form of competitive profit 

rates and expanded business networks, and the market infrastructure 

must develop by adopting more sophisticated system and improving 

operational and marketing capability. Those steps will make the domestic 

market more competitive and reduce the possibility of capital flight to 

international capital markets. In order to the domestic capital market to be 



a stable source of funds for Indonesian business, the average level of risk 

needs to be reduced. If investors have greater confidence on the capital 

market, they will be inclined not only to invest more but also to hold their 

investment for longer periods. The government should encourage capital 

market development by instituting a regulatory system to control issuance 

and a strong supervisory system to monitor day-to-day activities, all with 

the objective of good corporate governance and transparency.  

2.1.7 Capital Market Efficiency  

According to Husnan (1994), formally, the efficient capital market 

may be defined as the market with its security price reflecting all relevant 

information. Market efficiency seems determined by the information 

available. The information listed in stock price determines the possible 

type of efficient market to be achieved (Sunariyah, 2004). Theoretically, 

three efficient capital markets have been acknowledged such as: 

1. The Weak Form Efficient Market Hypothesis 

The weak form efficient market submits to a capital market where 

the stock price reflects all historical price information. Recent stock 

price can be determined by previous stock price. The previous 

information may be related to stock price to help the determination 

of recent stock price.  

2. The Semi Strong Efficient Market Hypothesis  

Stock price of a capital market describes all published information 

to the financial community. The objective seems to minimize the 

ignorance on company operation, and also to explain the rate of 

stock issued by an institution. The published information type 



includes all information from financial statement, annual statement, 

or those presented in the prospectus, information on the position of 

company listed in the prospectus, information on the position of 

competitor, and information on historical stock price. All published 

relevant information illustrate relevant stock price.  

3. The Strong Efficient Market Hypothesis  

The strong efficient capital market constitutes those with the 

highest market efficiency. Strong efficient market concept means 

that all information seem reflected by stock price, either those 

published or unpublished (non public or private information). 

Strong market may also be those achieving a perfect efficiency 

because the efficient market brings along all information, including 

historical, published or unknown.  

When we can put it into a description, the information parts may be 

explained in the following figure (Ahmad, 2003): 

FIGURE 2.1: Three Types of Information Reflected in Precious Papers 

at Three Types of Market Efficiency       

Sources: The Fundamentals of Investment and Portfolio Management 
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2.2. Markets and Information 

The main trust of capital markets is the transference of resources from the 

savings-surplus unit (lenders/savers) to the savings-deficit unit 

(borrowers/producers)  efficiently.  These units are said to be better off if efficient 

capital markets are used to facilitate fund transfers. The borrowing/lending rate is 

used as a vital piece of information by each producer, who will accept project until 

the rate of return on the least profitable project just equals the opportunity cost of 

external funds (the borrowing/lending rate). In an allocationally efficient, scarce 

savings are optimally allocated to productive investments in a way that rewards 

everyone. An efficient securities market ensures that all participants are price 

takers. Information efficiency implies that information is costless and is received 

simultaneously by all individuals. Capital markets are said to be operationally 

efficient if intermediaries, who provide the service of channeling funds from 

savers to investors, do so at the minimum cost that provides them a fair return for 

their services.  

2.3   The Value of Information and Efficient Capital Markets 

Efficiency capital market today, in which the prices of securities react very 

quickly to new information about their value. In fact, the market often anticipates 

and reacts to news before it is officially made public. To an economist the 

difference between the market in the late 1700s and today is that today's market 

is more "efficient" at incorporating information into security prices. Efficient capital 

markets are commonly thought of as markets in which security prices fully reflect 

all relevant information that is available about the fundamental value of the 

securities. Because a security is a claim on future cash flows, this fundamental 



value is the present value of the future cash flows that the owner of the security 

expects to receive. The cash flows anticipated for stocks consist of the stream of 

expected dividends paid to stockholders plus the expected price of the stock 

when sold. In the present value calculation, future cash flows are discounted by 

an interest rate that is a function of the riskiness of those cash flows. The riskier 

the cash flows, the higher is the rate used in discounting.  

Theoretically, the profit opportunities represented by the existence of 

"undervalued" and "overvalued" stocks motivate competitive trading by investors 

that moves the prices of stocks toward the present value of the future cash flows. 

For example, new information about the fundamental values of securities will be 

reflected in prices through competitive trading. Thus, the search for mispriced 

stocks by investment analysts and their subsequent trading make the market 

efficient and make prices reflect fundamental values. Due to technological 

innovation and organized markets such as the New York Stock Exchange, 

information is now relatively cheap to obtain and process. Thus, we can see why 

securities markets today are more efficient than in the late 1700s. It is in this 

environment of relatively low-cost information and active security analysis that the 

theory of efficient capital markets has developed.  

The study of capital market efficiency examines how much, how fast, and 

how accurately available information is incorporated into security prices also why 

does informational efficiency matter. The capital markets channel funds from 

savers to firms, which use the funds to finance projects. Informational efficiency is 

necessary if funds, allocated through the capital market, are to flow to the 

highest-valued projects. Shareholders want management to maximize stock 

prices and thus will attempt to ensure that their managements undertake only 

projects (decisions) that increase the value of their stock. Management 



compensation packages tied to stock performance are one way in which 

stockholders align management's interests with their own. However, 

maximization of stock prices can result in the capital market directing funds to the 

most valuable projects only if stocks are efficiently priced, in the sense of 

accurately reflecting the fundamental value of all future cash flows. Thus, for 

example, if capital markets are efficient, there is no reason to expect 

managements to emphasize the short run at the expense of long-term projects. 

Additionally, efficient capital markets make it easier for firms to raise capital 

because the markets determine the prices at which existing and potential security 

holders are willing to exchange claims on a firm's future cash flows.  

A related reason for caring about efficiency is that investors who do not 

have the time or the resources to do extensive analysis will be more willing to 

invest their savings in the market if they believe the securities they trade are 

accurately priced. This, in turn, helps the capital market to perform its function of 

translating savings into productive projects. Finally, there are policy implications 

of evidence on market efficiency. If capital markets are efficient, then the 

government's role in capital markets should be very limited. If security prices do 

not accurately reflect fundamentals, however, there might be a case for 

regulating both the operation of the securities markets and the capital-allocation 

process itself. 

A large amount of empirical research has been directed at answering 

whether capital markets are efficient. Most research has used stock price data, 

for two reasons. First, stock prices are easily available. Second, the stock market 

is likely to be less efficient than other securities markets (such as the bond 

market) because cash flows paid to stockholders are relatively uncertain, and 



there is no terminal payoff as in a bond. Therefore, stocks are relatively difficult to 

value, and evidence of stock market efficiency would be compelling evidence of 

efficiency in securities markets in general.  

An overwhelming amount of empirical evidence shows that stock prices 

react quickly, in the expected direction, to the release of information. Stock prices 

react within ten minutes to an earnings announcement, for example. This 

evidence is consistent with weak and semistrong efficiency. Such evidence, 

however, does not show that the amount of price reaction accurately reflects 

fundamentals or, by extension, that security prices accurately reflect the 

fundamental value of the securities. Other evidence shows that corporate insiders 

have earned excess profits trading on inside information. This evidence means 

that capital markets are not strong-form efficient. Today, the empirical debate on 

market efficiency centers on whether future returns are predictable.  

The empirical tests of capital market efficiency began even before Eugene 

Fama of the University of Chicago offered a theory in 1970. The early tests 

hypothesized that if prices fully reflected available information, if information 

arrives randomly, and if expected returns are constant, then stock returns from 

one period to the next should be statistically independent. That is, they should 

follow what has loosely been referred to as a "random walk." This implies that 

historical returns are useless for predicting future returns, which is consistent with 

weak-form market efficiency.  

The early tests, using various statistical methods, generally conclude that 

the past short-horizon (daily and weekly) returns of individual stocks are 

economically insignificant for predicting future returns. Consequently, the joint 

hypothesis of market efficiency and constant expected but not actual returns 



was generally accepted. Fama later refined the definition of capital market 

efficiency so that prices must not only fully, but correctly, reflect all available 

information. This implies that the market price should be a reasonable estimate of 

the rationally determined fundamentals.  

By the early eighties the near consensus among academics in finance 

that capital markets are efficient started to fade for two reasons. First, 

researchers found anomalies in stock returns. One anomaly was that firms with 

low P/E ratios (ratios of stock prices to annual earnings per share) earn higher-

than-normal returns. Researchers also found so-called January and day-of-the-

week effects: stocks of small firms tend to earn excess returns in January, while 

Monday returns tend to be low. However, these anomalies could be due to 

misspecification of the models used in the tests, or to institutional factors (such as 

the impact of taxes), rather than market inefficiency. Consequently, they 

represent only an indirect attack on efficiency.  

Fama and French (1969) provided support for their argument with 

evidence on dividend yields and the "default spread." (The default spread is the 

premium that compensates for the risk of default.) They use dividend yields as a 

rough measure of expected returns on stocks, and the default spread as a rough 

measure of expected returns on bonds. They show that both are high during 

periods of economic decline and low during economic booms. In addition, the 

common variation in expected returns across securities, explained by the 

dividend yield and default spread, increases from low-risk to high-risk stocks and 

from low-grade to high-grade bonds, respectively. This is as would be anticipated 

in an efficient market, where expected returns vary with economic conditions. On 

the other hand, this common variation in expected returns may simply indicate 



that mispricing is systematic. For example, high dividend yields may indicate that 

stocks, in general, are temporarily undervalued rather than that expected returns 

are relatively high. Consequently, it may never be possible to precisely determine 

if the stock market rationally reflects fundamental values.  

The debate on how well security prices reflect fundamental values 

remains unsettled. There is, however, overwhelming evidence that on average 

the initial stock price response to new information is at least in the correct 

direction. This means that the theory of efficient capital markets provides a useful 

framework for analyzing many problems. So that this research has take the same 

framework. We see the theory of efficient capital markets from Fama as based 

form. 

2. 4 Stock Split  

2.4.1. The Definition of Stock Split  

Stock split can be defined as the split of stock nominal rate into the 

smaller fraction. The stock owned by the stockholders may be greater 

with smaller nominal rate, but at same time, the stock price theoretically 

will decline proportionally (Darmadji and Hendy, 2001). Proman (2007) 

defines stock split as the corporate action to split stock s nominal rate 

(par value) at certain ratio to make the price affordable to the investors.   

According to Jogiyanto (2003), stock split refered to the 

fragmentation of a stock into n stock sheets. The price of a sheet of new 

stock after stock split should be 1/n of previous stock price. Therefore, 

stock split actually does not increase the company rate, or it does not 

have economic value. Meanwhile, Ewijaya and Nur Indriantoro (1999) 



admited that stock split represents a change in the nominal rate of stock 

sheet and the addition of circulated stock sheets based on split factor. 

Stock split usually comes into consideration when the stock price seems 

too high, reducing the ability of investors to buy.  

In other words, a stock split is a corporate action that increases the 

number of the corporation's outstanding shares by dividing each share, which in 

turn diminishes its price. The stock's market capitalization, however, remains the 

same, just like the value of the Rp 100 bill does not change if it is exchanged for 

two Rp 50s. For example, with a 2-for-1 stock split, each stockholder receives an 

additional share for each share held, but the value of each share is reduced by 

half:  two shares now equal the original value of one share before the split.  

Let's say stock A is trading at Rp 40 and has 10 million shares issued, which 

gives it a market capitalization of Rp 400 million (Rp 40 x 10 million shares). The 

company then decides to implement a 2-for-1 stock split. For each share 

shareholders currently own, they receive one share, deposited directly into their 

brokerage account. They now have two shares for each one previously held, but 

the price of the stock is split by 50%, from Rp 40 to Rp 20. Notice that the market 

capitalization stays the same - it has doubled the amount of stocks outstanding to 

20 million while simultaneously reducing the stock price by 50% to Rp 20 for a 

capitalization of Rp 400 million. The true value of the company hasn't changed 

one bit. . 

The most common stock splits are, 2-for-1, 3-for-2 and 3-for-1. An easy 

way to determine the new stock price is to divide the previous stock price by the 

split ratio. In the case of our example, divide Rp 40 by 2 and we get the new 

trading price of Rp 20. If a stock were to split 3-for-2, we'd do the same thing: 



40/(3/2) = 40/1.5=Rp 26.6.  It is also possible to have a reverse stock split: a 1-

for-10 means that for every ten shares you own, you get one share.   

2.4.2 Stock Split Type   

Ewijaya and Nur Indriantoro (1999) suggested that two stock splits 

have been concerned:  

1. Split-Up means the reduction of nominal rate per stock sheet 

causing the increase in circulated stock number. For instance, 

stock split with split factors of 2:1, 3:1, and 4:1.  

2. Split-Down means the increase of nominal rate per stock sheet 

causing the reduction of circulated stock number. For example, 

those with split factors of 1:2, 1:3 and 1:4. 

2.4.3 The Objective of Stock Split  

According to Kieso and Weyganti (2004), the reason forcing the 

management of a company to do stock split included:  

1. To adjust market price of company stock at level where some 

individuals have ability to invest in the stock.  

2. To spread the base of stockholders by increasing the number 

of circulated stock and making it marketable.  

3. To give stockholders a benefit by taking a profit from the 

resolution of imperfect market after the split.  

Darmadji and Hendy (2001) concluded that stock split aims at 

making stock trading more liquid because the number of circulated stock 



seems greater and the price gets cheaper. This should be effective when 

it may envolve against stock with relatively higher price.   

Indeed, Hidayah (2007)  said about denying stock splitting, the 

reasons are:  

1. The increasing number of stockholders only increase the cost, i.e. 

servicing cost of company.  

2. The obtained price rate (optimal trading range) does not guarantee 

the split success because some other factors affect the next stock 

price growth.  

3. Price stock rate after stock split changes the company position 

through the group of low priced stocks reducing investors trust to 

the stock price.  

2.4.4  Point of Stock Split for Either Investors or Companies 

The concept of the stock split is simple, but its implications and 

advantages for the investor are more subtle. First,  the stock split announcement 

draws attention to a company's success. This results in increased buying and 

higher prices. Second, companies will often report high earnings and raise 

dividends at the same time they announce a stock split. The synergy of these 

events can drives the price of the stock up even more. Third, the reduced price 

per share after companies split a stock attracts many smaller investors. And last 

reason, with so many news and information services reporting stock splits, the 

announcements themselves have become a market-moving force.  

There are several reasons companies consider carrying out this corporate 

action. The first reason is psychology. As the price of a stock gets higher and 



higher, some investors may feel the price is too high for them to buy, or small 

investors may feel it is unaffordable. Splitting the stock brings the share price 

down to a more "attractive" level. The effect here is purely psychological. The 

actual value of the stock doesn't change one bit, but the lower stock price may 

affect the way the stock is perceived and therefore entice new investors. Splitting 

the stock also gives existing shareholders the feeling that they suddenly have 

more shares than they did before, and of course, if the prices rises, they have 

more stock to trade.  

Another reason, and arguably a more logical one, for splitting a stock is to 

increase a stock's liquidity, which increases with the stock's number of 

outstanding shares. You see, when stocks get into the hundreds of dollars per 

share, very large bid/ask spreads can result . A perfect example is Warren 

Buffett's Berkshire Hathaway, which has never had a stock split. At times, 

Berkshire stock has traded at nearly Rp 100 and its bid/ask spread can often be 

over Rp 1000. By splitting shares a lower bid/ask spread is often achieved, 

thereby increasing liquidity. . 

None of these reasons or potential effects that we've mentioned agree 

with financial theory, however. If you ask a finance professor, he or she will likely 

tell you that splits are totally irrelevant - yet companies still do it. Splits are a good 

demonstration of how the actions of companies and the behaviors of investors do 

not always fall into line with financial theory. This very fact has opened up a wide 

and relatively new area of financial study called behavioral finance. 

2.4.5  Analysis of Stock Price Behavior to Stock Split 

The stock split research reviewed previously measured the stock price 

reaction to split announcements in aggregate terms, using the mean reaction as 



a measure of the "typical" splitting firm. This measure ignores the remainder of 

the distribution and the possibility that some stock splits may be perceived as bad 

news, thus resulting in a negative abnormal price reaction. Thus, without further 

examination, it would be erroneous to conclude from those studies, that all splits 

are viewed favorably, as implied by the use of the mean reaction to represent the 

"typical" reaction to stock split announcements. Indeed, investors may react 

favorably to some stock splits and unfavorably to others.  

The nature of the presence/absence of when-issued trading following 

stock split announcements is unknown. With respect to the present study, 

however, a stock split announcement must be made before the decision to trade 

shares on a when-issued basis can ever be made. The presence/absence of 

when-issued trading after stock split announcements may illustrate that investors 

react differently to stock split announcements. Therefore, when-issued trading 

may be a favorable response by investors or an unfavorable one. But, once 

again, the fact that when-issued trading does not exist in some instances of stock 

splits suggests that the two groups of firms are not perceived similarly by 

investors. Provided the perceived differences are based upon differences in 

information contained in the split announcement, this differential response should 

also be displayed in the stock price behavior around stock split announcements. 

Therefore, the following research question becomes of interest: Is the stock price 

behavior around the stock split announcements of when-issued traded firms 

different from the stock price behavior around the stock split announcements of 

non-when-issued traded firms? 

To answer this research question, the stock price behavior around the 

announcements of stock splits was observed for each group, and the difference 



in this reaction between the two groups was tested for statistical significance. The 

stock price behavior around the announcements of stock splits was measured by 

the abnormal returns around the announcement date using standard event-time 

methodology. Event-time methodology refers to the methodology employed to 

analyze an event. In this case, the event of interest is stock split announcements. 

In order to study the event across a sample that consists of various 

announcement dates, each announcement date is considered to be event day 

zero. 

During time in stock splitting, based on this research , we can conclude  

that the "typical" life cycle of a splitting stock can be dissected into three major 

categories. That is shown at table below:            



Table 2.2 History of A Splitting Stock 

PRE-ANNOUNCEMENT 

High potential stock splits

 

in every issue. 

Stocks usually enter this stage quietly and without fanfare 

after a long period of healthy growth. However, in some 

cases emergence into the Pre-Announcement stage 

occurs quickly, as a unexpected windfall causes a rapid 

increase in the stock price. This stage of a stock split is 

often associated with significant appreciation in share 

price.. The key to profiting from this stage is being able to 

determine which stocks are the most likely to split and 

when.  

ANNOUNCEMENT 

The upbeat atmosphere of a stock split often pulls in a 

large number of new buyers. This influx of traders and 

investors can lift the stock price higher, giving exceptional 

gains for those positioned in the stock prior to the split 

stock announcement. For those who are not in the stock 

before the split announcement, this stage usually offers 

low-risk setups for timing short-term trading entries. 

THE SPLIT 

The day of the stock split provides more investor 

awareness of the already well publicized stock split. Many 

investors who watched the stock rise at the 

announcement and again during the pre-split run will now 

buy shares at the lower split prices. These final buyers 

can push prices even higher.  

POST-SPLIT 

After the last buyers are in, investor excitement for the 

split stock can begin to fade. Prices will often retreat for a 

while as shares are sold to lock in profits. This stage of a 

stock split can deliver excellent shorting prospects. While 

some split stocks will pullback and consolidate for a 

while, strong performers often dip, quickly rebound and 

then continue to fly higher. 

Source: Secondary Processing Data (2009) 



  
We can see from table that there are three part or cycle during the stock 

split announcement. Pre, event, and post day of stock split announcement. For 

the pre annpuncement, this is high potential for every issue. In some cases 

emergence into the Pre-Announcement stage occurs quickly, as a unexpected 

windfall causes a rapid increase in the stock price. The key to profiting from this 

stage is being able to determine which stocks are the most likely to split . 

The event day, the announcement day . The day of the stock split 

provides more investor awareness of the already well publicized stock split. Many 

investors who watched the stock rise at the announcement and again during the 

pre-split run will now buy shares at the lower split prices. These final buyers can 

push prices even higher. And the last day, the post day of announcement, 

investor excitement for the split stock can begin to fade. Prices will often retreat 

for a while as shares are sold to lock in profits. This stage of a stock split can 

deliver excellent shorting prospects. While some split stocks will pullback and 

consolidate for a while, strong performers often dip, quickly rebound and then 

continue to fly higher.  

2.5 Abnormal return  

Abnormal return stands for an excess of actual return against 

expected return. Then, abnormal return will be a differential between the 

actual return and expected return (Jogiyanto, 2003). The positive 

abnormal return identifies that actual return of the stock during certain 

event has greater value than the expectation predicted by investors. 

Negative abnormal return means that actual return of the stock during 

certain event has smaller value than the expectation.  



Abnormal return can be written in notation: 

RTNi,t = Ri,t 

 
E [Ri,t] 

Notations:  

RTNi,t = Abnormal return of security i at period t.  

Ri,t = Actual return obtained from security i at period t.  

E [Ri,t] = Expected return of security i at period t.   

The actual return (realized return) refers to the occurred return. 

Some measures of actual return include total return, relative return, 

cumulative return, and adjusted return (Jogiyanto, 2003). In this research, 

the author considers realized return. Total return pertains to a whole 

return of investment at a certain period. Total return may be formulated 

as follows: 

Ri,t = {[Pt 

 

Pt-1]/ Pt-1} x 100  

Notations: 

Rit = individual stock return  

Pt = individual stock price at period t  

Pt-1 = individual stock price for one period after period t   



Expected return has been the estimated return. Brown and Warner 

(1985) [quoted in Jogiyanto, (2003)] suggest expected return in three 

models, i.e: 

1. Mean Adjusted Model  

Mean Adjusted Model explains that expected return has similar 

constant rate to the previous realized return average during 

estimation period. The equation of Mean Adjusted Model: 

E [Ri,t]. [
I3

j=t1. Ri,j]/ T 

Notations:  

E [Ri,t] = the expected return of security i at period t.  

Ri,t = the actual return obtained from security i at period t.  

T = the length of estimation period, from t1 to t2.   

2. Market Model  

The calculation of model expected return includes two stages: (1) 

the establishment of expected model by using realized data during 

estimation period, and (2) the use of this model to estimate 

expected return in window period. The equation of Market Model 

must be as follows: 

Ri,j = i + iRm,j + i,j   



Notations: 

Ri,j = Realized return of security i at estimation period j.  

i  = Intercept for security i.  

i  = Slope coefficient referring beta from security i.  

Rm,j = market index return of estimation period j calculated with Rm,j= 

[IHSGJ - IHSGi]/ ISGHj-I, with IHSG abbreviated from Indeks 

Harga Saham Gabungan (Composite Stock Price Index).  

i,j = The residual error of security i at estimation period j.   

3. Market Adjusted Model  

Market-based model asserts that the good estimator to estimate a 

return of a security relates to the current market index return. 

Using this model, one finds unnecessary to use estimation period 

because the estimated security return seems similar to market 

index return. 

When using event study methodology to measure the abnormal share 

price reaction of an event, the clustering of corporate events is a common 

problem. In the conventional market model, the market return is used as a 

benchmark to estimate the abnormal share price performance of the events. 

However, the market return may be affected by the various announcements 

made by the firms in the market. The clustering problems of corporate events 

may create bias in abnormal return measurement. To avoid the potential impact 

of event clustering, we also employ the control firm approach for abnormal return 



computation. The return of a control firm that is clear from the event under 

examination (i.e., stock splits in our study) is selected as a benchmark for 

abnormal return computation. 

Fama and French (1969) suggests that return is related to firm size 

(estimated by market value, i.e., the product of closing price and number of 

outstanding shares) and the book-tomarket ratio. To select an appropriate firm as 

a benchmark for abnormal return computation, the control firm approach involves 

a matching process to choose a control firm that possesses similar 

characteristics in terms of market value and book-to-market ratio with a sample 

firm. We estimate the monthly market value and monthly book-to-market value8 

for all of the industrial companies in our sample. We categorize the firms into five 

groups (from 1 to 5) according to the magnitude of the monthly market values 

and book-to-market ratios. We match a control firm to a sample firm if the control 

firm holds the same ranking labels for the market value and book-to market ratio 

as the sample firm.  

2.6 Relevant Theory  

The stock split policy illustrates a confused phenomenon to the 

finance analyst. Some authors conclude that stock split does not have 

certain impact on stock and stock trade liquidity, while the others suggest 

that stock split affect significantly price change and stock trade liquidity. 

The motivation of the stock split by company and its impact may have 

been explained in some theories. Two theories dominate the explanation 

in the stock split literature, i.e. signaling theory and trading theory.    



2.6.1 Signaling Theory  

Signaling theory or asymmetry information (Baker and Powell, 

1993) declares that stock split provides a signal/information to investors 

on the future company prospect. At certain asymmetry rate between 

managers and investors, the manager possibly take a decision of stock 

split such that investors accept the favorable information. The decision of 

stock split made by company management reflects an expensive decision 

because it improves stock commission rate and it reduces stock price. It 

leads to additional cost expended by company management with stock 

split policy. In pursuant with Copeland (1979), stock split brings along a 

cost to pay. Therefore, only company with good prospect has willingness 

to pay this cost in order to give positive signal to market about company 

credibility. High commission cost rate becomes unique attraction for 

brokers to analyze stock price in appropriate manner such that stock price 

remains at optimum trade and seems able to give favorable information to 

the company and investor. In contrast, company without good prospect 

only tries to give invalid signal through stock split and does not have 

capability to pay the cost. 

2.6.2 Trading Range Theory  

Trading range theory suggests that stock split increases stock 

trade liquidity. Stock market price reflects a value of company. The higher 

stock price means higher company value, and also the reverse. If the 

stock price seems quite high, it affects the ability of investors to buy the 

stock and produces an effect as if the stock price fails to increase again. 

Considering trading range theory, too high stock price reduces stock 



activity. In the presence of stock split, stock price cannot be quite high 

such that it will improve the ability of investors to do transaction, 

especially for small investors. In other word, the stock will be more liquid 

(Marwata, 2001).  

Throughout both theories, we understand that if a market supposes 

to be efficient, the information given to public have to be responded 

quickly and precisely. Stock split will only be information with pro and 

contra views, but still must be responded by market actors.  

2.7 Expectation Theory 

Theory of rational expectations was first proposed by John F. Muth in 

1961 in his writings, entitled "Rational Expectations and the Theory of Price 

movements." This theory then developed by Robert E. Lucas Jr. modeled how to 

do economic forecasting agencies in the future. There are 2 basic assumption 

about a rational expectations theory. First, this theory assumes that all economic 

performer had a rational act, knowing the specifics of economic activities and 

have full information about the events in the economy.The circumstances that 

apply in the future can be predicted, next is the rational mind can determine the 

best reaction against  the predicted changes that will occur. 

As a result of this assumption, the rational expectations theory develop  

the analysis based on the principles contained in the theory of microeconomi that 

also basically from the presumption that consumers, producers, and owners of 

factors of production be rational in running the activities. Second assumption is all 

of the market operate efficiently and can quickly make adjustment to the changes 

that occur. This second assumption is in accordance with the opinion of the 



classic economists experts, and is one of the reasons that cause this theory is 

called the new classical economics. According to second assumption, the level of 

price and wage levels can be easily changed. The lack of goods quote will raise 

prices, and the over quote will cause the price is down. The labor over capacity  

will cause lower wages,on the contrary lack of labor will increase their wages. All 

the markets are perfect competition ,and complete information will be known by 

all actors in economic activities in the various markets.  

The rational expectations group bear thought about hypothesis of 

efficient market. Mankiw (2006) explained that there is a way in selecting stocks 

for the portofolio, which is randomly selected. The reason for this event are there 

is hypothesis of efficient market. The assumption is all the stock is considered 

appropriate over time because the balance of supply and demand set the market 

price. Stock market is considered reflect all information available about the value 

of an asset. Stock prices chanel when the information changed. If there is any 

good news about the prospects of a company s value and stock prices were 

rising. But, at anytime, the market prices is the best estimate of the value 

companies that are based on all information available. An expectation theory is a 

strategy that is used by investors to make predictions about the future 

performance of interest rates.  

Essentially, the expectations theory states that by evaluating current 

long-term interest rates, it is possible to determine the course of short-term 

interest rates. While there are a number of supporters for this theory, many 

investors and financial experts also believe the logic behind a theory of 

expectations is flawed and does not serve as an accurate indicator of future 

short-term rates in and of itself.  

For those that believe the concept of the expectation theory has merit, it 

is often noted that many investment strategies rely on evaluating past 



movements in order to predict future performance. Since this approach has 

proven successful in helping to choose wise investments such as stocks and 

commodities, the same approach can also be used in predicting the movement of 

short term interest rates. Often, proponents of the theory will also point to 

anecdotal evidence that seems to support this approach. 

Detractors sometimes note that while the idea behind the expectation 

theory may be helpful in predicting future movements, it cannot accomplish the 

task of making correct projections without collaboration using other resources. In 

other words, the expectation theory is fine when used as one factor in making an 

investment decision, but is highly likely to lead to false projections when used 

alone. For this reason, detractors usually urge that the theory be employed in 

conjunction with other strategies, or not used at all.  

One of the inherent dangers with the expectation theory is that it can be 

very simple to overstate the estimate on the future short-term rates. Since the 

theory relies only on analyzing past performance of long-term interest rates, this 

approach can easily omit data that would possibly temper the amount of change 

in short term interest rates. Factors such as political shifts, disaster situations, or 

sudden changes in consumer tastes and demands can easily impact the direction 

of interest rates and throw the projections developed through the use of this 

theory out of line.  

The expectation theory also does not take into account the element of 

risk that may also influence the level of interest rates in general. For example, the 

theory does not recognize the fact that forward rates don t always provide a clear 

picture of future rates, a situation that makes the risk of investing in short term 

bonds rather than long-term bond issues somewhat higher. The theory also does 

not include the possibility of reinvestment taking place and therefore introducing a 

new factor that can have a dramatic impact on interest rates.  



In general, the expectation theory is not considered the most reliable 

approach on its own. However, it can sometimes be helpful as a means of double 

checking the predictions made using a wider base of factors. This is because 

considering the status of long-term interest rates in tandem with these other 

factors can help to minimize the room for error that would exist if the rates were 

excluded from consideration altogether.  

Rational expectations theories were developed in response to perceived 

flaws in theories based on adaptive expectations. Under adaptive expectations, 

expectations of the future value of an economic variable are based on past 

values. For example, people would be assumed to predict inflation by looking at 

inflation last year and in previous years. Under adaptive expectations, if the 

economy suffers from constantly rising inflation rates (perhaps due to 

government policies), people would be assumed to always underestimate 

inflation. This may be regarded as unrealistic - surely rational individuals would 

sooner or later realise the trend and take it into account in forming their 

expectations? Further, models of adaptive expectations never attain equilibrium, 

instead only moving toward it asymptotically. The hypothesis of rational 

expectations addresses this criticism by assuming that individuals take all 

available information into account in forming expectations. Though expectations 

may turn out incorrect, they will not deviate systematically from the expected 

values. 

The rational expectations hypothesis has been used to support some 

radical conclusions about economic policymaking. An example is the Policy 

Ineffectiveness Proposition developed by Thomas Sargent and Neil Wallace at 

USA. If the Federal Reserve attempts to lower unemployment through 

expansionary monetary policy economic agents will anticipate the effects of the 



change of policy and raise their expectations of future inflation accordingly. This 

in turn will counteract the expansionary effect of the increased money supply. All 

that the government can do is raise the inflation rate, not employment. This is a 

distinctly New Classical outcome. During the 1970s rational expectations 

appeared to have made previous macroeconomic theory largely obsolete, which 

culminated with the Lucas critique. However, rational expectations theory has 

been widely adopted throughout modern macroeconomics as a modelling 

assumption thanks to the work of New Keynesians such as Stanley Fischer 

[Clemens J.M.Kool and Daniel L. Thornton (2003)] 

Rational expectations theory is the basis for the efficient market 

hypothesis (efficient market theory). If a security's price does not reflect all the 

information about it, then there exist "unexploited profit opportunities": someone 

can buy (or sell) the security to make a profit, thus driving the price toward 

equilibrium. In the strongest versions of these theories, where all profit 

opportunities have been exploited, all prices in financial markets are correct and 

reflect market fundamentals (such as future streams of profits and dividends). 

Each financial investment is as good as any other, while a security's price reflects 

all information about its intrinsic value.  

2.8  Market Efficiency and Rational Expectations 

Our aim is to have an insight into how the marginal investor s decision-

making process, given the receipt of information, is reflected in the market prices 

of assets. However, it is difficult to observe the quantity and quality of information 

or the timing of its receipt in the real world. Even the issue of what information is 

relevant to investors has been an unresolved matter among theorists. Forsythe, 



Palfrey,and Plott (1982) identified four different hypothesis. Each hypothesis 

assumed that investors know with certainty what their own payoffs will be across 

time, but they also know that different individuals may pay different prices 

because of differing preferences. 

The first hypothesis, asserted that asset prices was completely arbitrary and 

unrelated either to how much they pay out in the future or to the probabilities of 

various payouts. The second hypothesis, known as the speculative equilibrium 

hypothesis, implies that all investors base their investment decisions entirely on 

their anticipation of other individual s behavior without any necessary relationship 

to the actual payoffs that the assets are expected to provide. The third hypothesis 

is that asset prices are systematically related to their future payouts. Called the 

intrinsic value hypothesis, it says that prices will be determined by each 

individual s estimate of the payoffs of an asset without consideration of its resale 

value to other individuals. The fourth hypothesis may be called the rational 

expectations hypothesis. It predicts that prices are formed on the basis of the 

expected future payouts of the assets, including their resale value to third parties. 

Thus, a rational expectations market is an efficient market because prices will 

reflect all information. In the rational expectations model, differential payoffs 

indicate heterogeneous expectations. Heterogeneous expectations could result 

from information asymmetry amongst individuals. An unresolved issue about 

market efficiency was whether there is full aggregation or averaging of 

information in pricing. A fully aggregating market is said to be consistent with the 

Fama s (1970) definition of strongform efficiency. In a fully aggregating market, 

even insiders who possess private information would not be above to profit by it. 

However, empirical evidence on insider dealing suggests that insiders can and do 



make abnormal returns. On this basis, it can be said that capital markets do no 

instantaneously and fully aggregate information.  

2.9  Market Efficiency with Costly Information 

Capital market efficiency relies on the ability of arbitrageurs to recognize 

that prices are out of line and to make a profit by driving them back to an 

equilibrium value consistent with available information. Given this type of 

behavioural paradigm, one often hears the following questions: First, iIf capital 

market efficiency implies that no one can beat the market, then how can analysts 

be expected to exist since they too, cannot beat the market; Second, if capital 

markets are efficient, how can we explain the existence of a multibillion security 

analysis industry. The answer, of course, is that neither of these questions is 

inconsistent with efficient capital markets. First, analysts can and do make profit 

in a competitive manner amongst themselves. If the profit to analysis becomes 

abnormally large, then individuals will enter the analysis business until the 

abnormal profit becomes wiped out . Cornell and Roll (1981) and Elton, et al 

(1993) have shown that a sensible asset market equilibrium must leave some 

room for analysis. Their articles make the more reasonable assumption that 

information acquisition is costly activity. Cornell and Roll showed that it is 

reasonable to have efficient markets where people earn different gross rates of 

return because they pay differing costs for information. However, net of costs 

their abnormal rates of return will be equal (to zero). It is show that gains by 

professional fund managers appear to no more than cover the expenses of 

managing the portfolios.  



2.10 Previous Research  

Some researches on market efficiency test and corporate events 

announcements have been firstly conducted by Beaver (1968) [(quoted in 

M. Raja, J. Clement Sudhahar, and M. Selvan, (2009)] and aimed at 

examining the reaction of Trading Volume Activity (TVA) or stock trading 

volume, and Security Returns Variability (SRV). These items remain into 

concern in the annual financial statement prepared by sample of 143 

companies listed at New York Stock Exchange (NYSE). The increasing 

rate of 33 % in TVA and 61 % in SRV become evident during the 

announcement rather than the absence of the announcement. Therefore, 

one concludes that New York Stock Exchange (NYSE) represent an 

efficient market.   

Fama, Fisher, Jensen, and Roll (1969). Since stock splits are frequently 

associated with increased dividend payouts, it would be expected that split 

announcements would contain some economic information. Cumulative average 

residuals were calculated from the simple market model, using monthly data for 

an interval of 60 months around the split ex data for 940 splits between January 

1927 and December 1959. Fama et. al. found that there was considerable market 

reaction prior to the split announcement. In fact, the average cumulative 

abnormal return for the 30-month period up to the month of announcement was in 

excess of 30%. This would seem to indicate that splits precipitate abnormal 

returns. However, such a conclusion lacks economic logic. The run-up in the 

cumulative average returns prior to the stock split can be explained by selection 

bias. The study suggested that stock splits might be interpreted by investors as a 

message about future changes in the firm s expected cash flows. They 

hypothesized that stock splits might be interpreted a message about dividend 



increases, which in turn imply that the managers of the firm feel confident that it 

can maintain a permanently higher of cash flows. To test this hypothesis, the 

sample was divided into those firms that increased their dividends beyond the 

average for the market in the interval following the split and those that paid out 

lower dividends. The results reveal that stocks in the dividend increased class 

have slightly positive returns following the split. This is consistent with the 

hypothesis that splits are interpreted as messages about dividend increases. 

However, a dividend increase does not always follow a split. Hence, the slightly 

positive abnormal return for the dividend increase group reflects small price 

adjustments that occur when the market is absolutely sure of the increase. On 

the other hand, the cumulative average residuals of split-up stocks with poor 

dividend performance decline until about a year after the split, by which time it 

must be very clear that the anticipated dividend increase is not forthcoming. A 

synthesis that on average, the market makes unbiased estimates about security 

returns and by extension, prices. The study confirms the semi-strong form of 

efficiency. The split per se has no effect on shareholder wealth. Rather, it merely 

serves as a message about the future prospects of the firm. Thus, splits have 

benefits as signaling devices. There seems to be no way to use a split to 

increase one s expected returns, unless, of course, inside information concerning 

the split or subsequent dividend behaviour is available  

Asquith et.al. in Earnings and Stock Splits

 

(1989) [quoted in 

Indah Retno Rahayu (2006)]. The objective of research seems to examine 

whether stock split brings the information related to company profit. The 

companies listed at New York Stock Exchange become the research 

subject to obtain their stock split data from 1970-1980. The results 

indicate that: (1) The positively significant abnormal return develops in 



the before stock split period (t-240 to t-2); (2) The positive cumulative 

abnormal return in the before stock split period (t-240 to t-2) reaches to 

66.4 %. This underscores the greater change of stock price before stock 

split; (3) The changed profit on 4 years in a row before stock split equals 

to 1.05 %, 0.66 %, 1.24 %, and 2.55 %. This really improves the company 

profit at the period before and during stock split. In the after-stock split 

period, the increasing profit occurs in 4 years after stock split, but only 

the first year shows a significant improvement; (4) The positively 

significant correlation comes up between stock return during stock split 

and profit improvement at two years before stock split. One may conclude 

that the market can move very fast to capture information (stock split 

announcement) such that according to previous Beaver study, New York 

Stock Exchange (NYSE) constitutes an efficient market.   

Wuff (2002) tries to understand market reaction against stock split 

event at companies in Germany. Data used in the research will be data 

from 1994 to 1996. Research employs comparator companies, i.e. those 

without stock split. The observation period includes -10 to +10 days.  The 

results indicate that: (1) The positively significant abnormal return 

develops during stock split announcement; (2) The positive and 

significant cumulative abnormal return comes up around stock split 

announcement; (3) the return variance improvement becomes evident in 

the after-stock split period; (4) the stock trading liquidity improves in the 

after-stock split period.   

Research by Mehmet Aga and Berna Kocaman, entitled Efficient 

Market Hypothesis and Emerging Capital Markets: Evidence from Instabul 

Stock Exchange  (2008), considers Index Calculation method and finds 



that Istanbul capital market subsumes into a weak market because the 

actor still uses previous price information to make decision of investment.  

The final research, by M. Raja, J. Clement Sudhahar, and M. 

Selvan (2009), entitled Testing the Semi Strong Efficiency of Indian 

Stock Market with Respect to Information Content of Stock Split 

Announcement 

 

A Study in IT Industry . Research proposes a fact that 

security price reacts to stock split announcement significantly and it 

confirms that Indian capital market remains as a half strong market.   

The current research only replicates the research by M. Raja, J. 

Clement Sudhar and M. Selvan (2009). The difference between the 

former (current research) and the latter [M. Raja, J. Clement Sudhar and 

M. Selvan (2009)] are:  

1. Research sample of the former will be manufacturing companies 

listed at Indonesia Stock Exchange (ISE). The previous research 

employs IT-based companies (Information Technology). The 

reason of using manufacturing companies as sample seems that 

these companies have the greatest sector in the ISE trading 

(Statistic Central Bureau, 2008).  

2. Research period of the former must be shorter, from 2004 to 2007. 

The previous research considers the longer period, 2000 to 2007. 

The reason of using this research period seems that in 2004-2007, 

Indonesia capital market shows significant development signed by 

the increasing all main indicators of stock exchange to the 

satisfying level. 

3.  



2.11 Frame of Thought                   
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Indonesia capital market does not subsume into efficient in term 
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from the manufacturing companies.
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2.12 Research Hypothesis  

Indonesia capital market can not categorize into efficient in term of 

information because the stock split announcement derives from the 

manufacturing companies.                  



CHAPTER III 

RESEARCH  METHOD 

3.1 Type of Research 

The research that will take by the author is kind of research that classified 

as event study. Event study are the research that read up market reaction against 

kind of event  which  the information have been published as announcement 

(Jogiyanto,2003)  

Event window that is used by this research are 11 days which consist of 5 

days before stock split,a day of stock split announcement, and 5 days after stock 

split. The determination of  this event window didn t have any absolute standard 

point,from many kind of related books nor research journal s.  

Event window showed  in this below image :  

                      5 days                   1 day  5 days                          

           t1  t0 t2    

According to Jogiyanto (2003): The time period of event window depends 

on what type of the research it took. If the event which has determined economic 

values in a simple way by the investor (e.g profit announcement and dividen 

announcement),it only take short event window, due fast reaction of the investor.  

On the contrary to event which has difficult economic values determination by the 

investor, then the event window of this can be longer for example in merger 

event

 



 
During the observation period that is  11 days which consist of  5 days 

before stock split,a day of stock split announcement, and 5 days after stock 

split.This have an intention to avoid confounding effect as as dividen distribution, 

stock bonus, right issue that can be affect the independency characteristic of 

influence that will produced from stock split policy it self. Instead of that,it 

because of the limited data taken by the author. So that, kind of time period 

considered properly to make a research  because of the very sort time period 

(under 5 days) or the long time period (over 5 days) would sustain the refraction 

of the influence. 

3.2 Population and Sampling Method  

Population are generalization zone which consist of: object or subject that 

have certain quality and characteristic that set by the author to be learned and 

then we can make a conclusion from it (Sugiyono,2007). The population from this 

research are manufactur companies  that registered in BEI for 2004 

 

2007 time 

periode. The manufactur companies choosed because of big contribution of this 

kind of companies in trading activities at BEI (Satatisric Central Bereau, 2008). 

The sampling method in this research determined by purposive sampling, are 

sampling method that considered to a requirement   set by the author according 

to purpose of the research.  

In this research,emiten that used to be a sample are emiten which have 

this requirements below: 

1. Manufacture companies that doing stock split in 2004-2007 time 

period. 



2. A company that not implemented another corporate action such as 

stock dividend, right issue, bonus share, warrant or another 

corporation policy. 

3. A company which have complete data that required for this research.  

3.3 Type and Research Data Resource  

Type of data that used on this research is documentary data. 

Documentary data is type of research data which consist of: factur, journal, 

documents, note from a meeting, memo, or program report. This documentary 

data contain what and when an event or transaction and who s involved in this 

event. At the same times the resource data that used in this research is 

secondary data. Secondary data resource is data resource that the author get 

indirectly from mediator (Indriantoro and Sipomo, 1999).  

The data that required by this research are : 

1. A company name and code  that registered at BEI and doing stock split in 

2004-2007 time period. 

2. Stock split announcement date from each emiten. 

3. Stock resume that traded by each of emiten during event window. 

4.  Circulating stock resume each emiten during event window. 

5. Stock closing point each emiten. 

The data of this research obtained from Indonesian Capital Market 

Directory (ICMD), JSX Statistic, Bursa Efek Indonesia website and 

Brawijaya University BEJ database corner are Indonesian Securities 

Market Database.  



3.4 Research Variable and Measurement 

a. Daily Return 

To calculate individual stock return from sampling stock during event 

period (t-5 ; t+5) with this formula: 

  

Where:          Rit = Returns on security i on time t.  

Pt = Price of the security at time t  

Pt-1 = Price of the security at time t-1   

b. Security Returns Variability (SRV) 

SRV is used to know the reaction of the market. The formula is: 

  

Where : SRVit = Security  Returns Variability of security i in time 

t 

AR2
it = Abnormal Returns on security i on day t   

V(AR) = Varians on Abnormal Returns during the 

announcement period  

Abnormal return under market-adjusted abnormal returns is calculated 

using this equation: 

  

where : ARit = Abnormal Returns on security i at time t 



Rit = Actual Returns on security i at time t   

Rmt = Actual Returnns on market that represented 

BEI, which the stock are published by BEI at t 

period   

If the daily return exceed announcement time period (31 days) will be 

adjusted   oppositely against their corresponding market returns.  

Average Security Return Variability (ASRV) 

The SRVit  so calculated for all the stock split announcement are averaged to find 

the Averaged Security Returns Variablity (ASRVt) by using the following 

equation. 

 

where : ASRVt = Average Security Returns Variability at time t   

SRVit = Security Reurns Variability i security at time t 

n = Number of stock split in the sample 

c.  Average Abnormal Return 

     To calculate return abnormal rate (average abnormal return = AAR) for each 

periode. 

  

where : AARt = Average Abnormal Retuns on day t 

ARit = Abnormal Returns on security i at time t     



d.  Cumulative Abnormal Returns (CAR) 

     To calculate AAR cumulative (CAAR) which sum up AAR from period to 

period 

 

Cumulative point used to put in order  the cumulative influence of return abnormal 

behaviour from observed value. 

where : CAARk = Cumulative Average Abnormal Returns for the 

k th period. Herafter, it is referred to as CAR 

AARt = Average Abnormal Returns of sample stock 

split at time t  

e.  T-Test 

      1. Showing reaction at security value (ASRVt) that calculate using T-statistic  

   

Which, n is the number of quarters in the sample and s is the 

Standard Deviation of Abnormal Returns 

2. If it use AARt, then the calculation of T-test are: 

   

Which, AARt is the Abnormal Returns on time t, n is the number of stock 

split in sample and sis the standars Deviationof Average Abnormal 

Returns. 



3.5 Data Analysis Techniques 

Data analysis method in quantitative research using statistic descriptive. 

Statistic descriptive  are used to know statistic values variable research that used 

on this research. According to Sugiyono (2007), descriptive statistic are statistic 

method that used  to make data analyzed by describing or  to figure out collected 

data without making any general conclusion. 

. Included in the descriptive statistics, among others, is serving the data 

through tables, graphs, circle charts, picogram, modus calculation, median, mean 

(central tendency measurements), calculation of decimal, percentagely, 

calculation of the distribution of data through the calculation of rates and standard 

deviation calculation of the percentage.  

Analysis used in this research is use three kind of ratio:  

1. Analysis Average Security Returns Variability (ASRV or SRV) 

2. Analysis Abnormal Returns (AAR) 

3. Analysis Cumulative Abnormal Returns (CAR) 

This three kind of  the ratio used to answer the hypothesis that has been 

described previously.  

3.6 Hypothesis Test 

      1. Research Hypothesis I 

          First method to test a hypothesis are using ASRV. To find the average 

stock split with the analysis ASRV can use the formula: 

 

where : ASRVt = Average Security Returns Variability at time t   

SRVit = Security Reurns Variability i security at time t 

n = Number of stock split in the sample 



 
The provision of the deduction is based on the results of calculations using the 

ASRV, where: 

ASRV value <1, then the hypothesis approved 

ASRV value> 1, then the hypothesis rejected  

2. Research Hypothesis II 

Then, the second answer is using a hypothesis average abnormal return 

(average abnormal return = AAR) for each period. 

 

where : AARt = Average Abnormal Retuns on day t 

ARit = Abnormal Returns on security i at time t   

The provision of the deduction is based on the results of calculations using the 

AAR, in which:  

AAR value<1, then the hypothesis approved 

AAR value> 1, then the hypothesis rejected  

3. Research Hypothesis III  

The last ratio to answer the hypothesis with the CAAR. How to calculate the 

cumulative AAR (CAAR) using the AAR's totalize period to period. 

  



The cumulative value are used to control cumulative effect behaviour of abnormal 

return from the prices observed. 

where : CAARk = Cumulative Average Abnormal Returns for the 

k th period. Herafter, it is referred to as CAR 

AARt = Average Abnormal Returns of sample stock 

split at time t  

The provision of the deduction is based on the results of calculations using the 

CAAR, in which 

CAAR value<1, then the hypothesis approved 

CAAR value> 1, then the hypothesis rejected             



CHAPTER IV 

RESULTS AND DISCUSSION  

4.1 Research Object Overview 

Data used in this research is data on the manufacturing companies listed 

in Indonesia Stock Exchange and has conducted stock split in the year 2004-

2007. The observation during the period of 11 days, 5 days before, h day-time, 

and 5 days after the date of stock split announcements. This is to avoid the 

confounding effect, such as dividend share , bonus shares, right issue that will 

affect the independence influence chacarteristic produced by the policies from 

the stock split. 

Here is the result of samples filtering which have been made, based on 

data from the Indonesian Capital Market Directory (ICMD) and the JSX Statistics:         



Table 4.1 : Samples Filtering Result 

Classify Company Result 

Companies that do stock split in year 

2004 

14 Companies 

Companies that do stock split in year 

2005 

6 Companies 

Companies that do stock split in year 

2006 

10 Companies 

Companies that do stock split in year 

2007 

8 Companies 

Number of companies that do stock 

split 

38 Companies 

Other manufacturing sector companies 

that do stock split 

24 Companies 

Companies that do not have complete 

data 

0 Companies 

Number of manufacturing companies 

sample that do stock split 

14 Companies 

Source: Indonesian Capital Market Directory (ICMD) (2009) 

During this period there were 14 emiten of manufacturing companies that 

make stock split. And the companies that did stock split in 2007 decreasing from 

the preceding time of stock split. After we get the result for the company, we 

encompass a list of years as the companies do stock split and the 

implementation it self. This is the list of emitten that trading for the period of the 

stock split announcement.      



Table 4.2 : List of  manufacturing companies that do stock split years 2004-2007 and 
the date of implementation of the Stock Split 

Source: BEJ s Corner Faculty of Economics Brawijaya University (2009)  

4.2 Research variables of descriptive statistics 

Descriptive statistics explains or tries to describe the various 

characteristics of data, such as maximum value, minimum value, mean, and 

standard deviation. Descriptive statistics are more related to the collection, data 

sorting, and serving of data  sorting results (Sujarweni, 2007). Statistical sample 

measurement  are used to facilitate the observation. Through the results of the 

No. Stock 

Code 

Companies Name Date of 

Implementation 

Stock 

Prices 

Split 

Factor 

1 KLBF PT. Kalbe Farma Tbk 02 January 2004 500 0.5 

2 DNKS PT.Dankos Laboratories Tbk. 06 February 2004

 

750 0.5 

3 SHDA PT. Sari Husada Tbk. 1-Sep-04 2125 0.1 

4 SMAR PT. SMART Tbk. 20 June 2005 850 0.25 

5 HEXA PT. Hexindo Adi Perkasa Tbk. 1-Sep-05 1.21 0.2 

6 PRAS PT. Prima Alloy Steel Universal 

Tbk. 

20-Sep-05 15 0.2 

7 INTA PT. Intraco Penta Tbk. 16 January 2006 500 0.1 

8 TSPC PT. Tempo Scan Pasific Tbk. 14-Sep-06 730 0.1 

9 EKAD PT. Ekadharma Internasional 

Tbk. 

19 October 2006 170 0.5 

10 DAVO PT. Davomas Abadi Tbk. 28 May 2006 240 0.1 

11 AKRA PT. AKR Corporindo Tbk. 27 July 2007 1.12 0.2 

12 SMGR PT. Semen Gresik Tbk. 22 August 2007 500 0.1 

13 SOBI PT. Sorini Corporation Tbk. 22 August 2007 720 0.5 

14 JPRS PT. Jaya Pari Steel Corporation 

Tbk. 

12 December 

2007 

420 0.25 



calculation values can be obtained a description of the sample by the outlines so 

the truth of population can be approached. 

Statistical test performed using the abnormal return is then calculated with 

the ratio as a conclusion drawer indicator. Measuring statistical sampling in this 

research is done by using the ratio. There are three ratio that is used, namely: 

1. Ratio of Average Returns Security Variability (ASRV)  

2. Ratio of Average Abnormal Returns (AAR)  

3.  Ratio of Cumulative Abnormal Returns (CAR) 

Based on the calculation of the ratio of the three above, the obtained 

results as follows: 

Table 4.2.1 : The calculation of ASRV during the stock splits announcement 

Days ASRV T-test 

-5 0.0010910 -14.61 

-4 0.0010137 -16.78 

-3 0.0087022 -38.55 

-2 0.0087022 -3.016 

-1 0.0011683 -6.712 

0 2.0555131 3.076 

1 0.0074940 -9.982 

2 0.0050632 -3.778 

3 0.0063845 -7.627 

4 0.1177962 -4.480 

5 0.0047544 -8.103 

Source: Processed Secondary Data (2009)  



Based on the results of measurements on the descriptive statistics, can 

be explained that the calculation of ASRV movement itself have increased the 

fluctuation. Starting from the day before the event day until the day after 

Before the event day, day time (-5) ASRV value reach 0.001091009, 

which was then increased until the event day, where it s the highest ASRV value 

is 2.055513146. Among the 11-day of the calculation, a greater ASRV value is on 

the day to (-3), (-2) is equal to 0.008702245 and 0.008702245. 

After the event day, the value of ASRV decreased again, but with the 

same value range before the event day, the (+1) 0.007493984, (+2) 

0.005063209, (+3) 0.006384466. 

It is same calculate when we see the T-value of ASRV. During the stock 

split announcement, all the values is negative, only the event day that has 

positive value. Its convinced that the market did not react quickly during the stock 

split announcement, pre announcement or post announcement. 

For more clearly, we can see from this chart:        



Figure 4.1 : ASRV during the stock split announcement  

Source: Processed Secondary Data (2009) 

We can see from the chart above, ASRV value is negative (less than one) 

and only at the event day have positive value. This can be analyzed clearly that 

the market can not positively received information contained in the stock split 

announcement even after the stock split announcement. And the value during the 

post-announcement stock split itself is also a constant value (for 5 days after the 

announcement). 

Based on previous research [M. King and J. Clement Sudhahar, et al. 

(2009)]., The stock split announcement itself has influence the market reaction. 

But only on the event day. So investors are advised to take decisions quickly and 

briefly to buy or sell) at the time of stock split announcement itself (at the event 

day). 
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The second calculation is AAR. AAR or Average Abnormal Return which 

is to calculate return abnormal rate (average abnormal return = AAR) for each 

periode of the stock split announcement. As we know, before we calculate the 

ratio of AAR, we have to know about value of abnormal return for each stock. 

Tables below is the result:  

Table 4.2.2 : The calculation of AAR during the stock splits announcement 

Days AAR T-test 

-5 -0.006587143 -0.060 

-4 0.003629286 0.121 

-3 0.006276429 0.110 

-2 0.003597143 0.021 

-1 -0.000278571 -0.003 

0 -0.437550714 -2.550 

1 -0.001226429 -0.007 

2 0.008648571 0.065 

3 0.019074286 0.292 

4 -0.004921429 -0.049 

5 -0.001890714 -0.030 

Source: Processed Secondary Data (2009)   

Value of the AAR for the announcement before the stock split have a 

range from -0.006 to 0.006. The largest AAR value is on day (+3) of 0.019, 

followed by days (+2) of 0.0086. While the smallest value of AAR on the day (+5) 

of -0.001.  

This can be concluded that the value of the AAR during and after the 

announcement before the stock split is less than 1. This is a fact that the stock 



split announcement itself does not have any significant effect on the reaction of 

stock prices from the manufacturing company.  

We can see from the tables above that there is T-test that has all zero or 

even negative value. Market did not react about the stock split announcement 

that given by the companies. They just wait and see what could be happen to 

the stock prices.  

For more clearly, we can see from this chart: 

Figure 4.2 : AAR during the stock split announcement  

Source: Processed Secondary Data (2009)  

From the results of the analysis of data above, we can see that there is no 

abnormal return that value is significantly influenced during the stock split 

announcement, with note that the value of the AAR itself less than 1, even at the 

time of day event. 
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The last calculation is the CAR ratio (Cumulative Abnormal Return). CAR ratio is 

sum up AAR from period to period, during the stock split announcement. We can 

see all the reaction from market more clearly., because it is cumulative 

calculation. And we calculate CAR ratio without t-test because of the CAR only 

sum up. Table below will reflect:  

Table 4.2.3 : The calculation of CAR during the stock splits announcement            

Source: Processed Secondary Data (2009) 

From the data above we can see that the value of CAR at the time of the 

announcement of stock split is -6.12571. CAR values are the highest in the day 

(+3) of 0.267, and the lowest value on the event day itself. The value of this CAR 

is increased and decreased fluctuatively, and the market appeared to react from 

the stock split announcement . 

Days CAR 

-5 -0.09222 

-4 0.05081 

-3 0.08787 

-2 0.05036 

-1 -0.0039 

0 -6.12571 

1 -0.018396429 

2 0.12108 

3 0.26704 

4 -0.0689 

5 -0.02647 



 
But overall, CAR values was less than 1, it can be concluded that the 

market appeared to use less information from the stock split announcement to 

review the decision in their investment. 

Figure 4.3 : CAR during the stock split announcement  

Source: Processed Secondary Data (2009) 

4.3 Discussion  

In general, the results of this research can answer that the stock split 

announcements made by the company are considered by the market have less 

information content. This is based on the test results on the ratio of the third 

period around the stock split announcement date. 

4.3.1 The 1st Test Results   

ASRV test results (Average Security Returns Variability), where the ratio 

is used to determine the average stock split of  SRV (Security Returns Variability) 
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during the 11 days period under observation resulted the value less than 1 

(negative), except at the time of event day the value is a positive. This result 

indicates that the market responds positively stock split decisions made by the 

company, so that  the result is strengthening the company's stock price at the 

time of the announcement stock split only.  

Results of this study support the results of research from Kurniawati 

(2003), and Suntoro and Subekti (2003) also found that the fact that the stock 

split announcement responed positively by investors at the time of day event. 

4.3.2 The 2nd Test Results  

Test results of the AAR (Average Abnormal Return) where this ratio is 

used to see from the average abnormal return indicates that there is no abnormal 

return over the difference before and after the stock split announcement. This 

study also found no differences in the level of investors prosperity at the period. 

This discovery supports the opinion that the stock split as a cosmetics shares. 

namely measures to burnish the company so that shareholders are expected to 

attract investors, the stock split has no economic value and does not affect the 

company's cash flow. 

Researches support this research conducted by Riana (2008) which 

states that the absence of a difference on the abnormal return before and after 

the stock split also indicates that the stock split is to change negative the 

abnormal return. Stock split is likely to give the impact of psychological 

functioning, the meaning is an investors get the psychological advantage 

because it has more stock, although stock split does not increase proportionally 

over ownership of a company. Results of this study do not support the signaling 

theory where the stock split to give information about the prospect of substantial 



increase in return. Thus, the activity does not affect stock return both individual 

and as a portfolio. Results of this research also supports the research conducted 

by Kurniawati (2003) 

4.3.3 The 3rd Test Results 

Based on the test results to this study failed to find the facts of differences 

in company Cumulative Abnormal Return (CAR) before and after stock split 

events. CAR shows the size of the level of prosperity investors earned from 

investment. The lack of a difference to the CAR that investors in the period before 

and after the stock split indicates that this research did not find differences in the 

level of prosperity investors period.  

Some results of research and opinion on the reasons why companies do 

stock split by, among Griblatt, Masulis, and Titman (1984) in Kurniawati (2003) 

which states that stock split announcements in the market is a positive signal  

In general, we can see from this third ratio, the value of ASRV, AAR, and 

CAR, before the announcement until after the event day, the average value is 

negative. Only at the event day have positive values. egative values indicate that 

the market actually responds less well stock split announcement. Decrease in 

response after the stock split itself indicates incompatibility with the hope that the 

stock split will increase investor with little purchasing power that can not afford a 

purchase before the stock split increasing the liquidity trade. 

These results do not support the trading range theory, the policy made 

stock split to increase liquidity in shares. This means that liquidity is expected to 

reach by managers not at once indicate that the stock split announcement does 

not affect the successful investor preferences in making investment decisions. 



This study supports the results of research conducted by Sutrisno and 

Fransiska (2000) which states that market liquidity will be low after the stock split, 

the trading volume become lower than before. This study also supports research 

conducted by Riana (2008) that indicates that the level of stock prices after the 

stock split is lower than the previous will place the company in the group of 

companies that have a low value so that shareholders can reduce the trust of 

investors in shares. 

The Management do stock split to maintain stock prices so that not too 

expensive, but if the company that will put the company in the group that has a 

low share value and reduce investor confidence in investing in, then the company 

will decrease the volume of trade shares. 

If associated with the market efficiency then when the information was 

issued to public turns out to be less or even not affect the movement of trade 

shares itself then the information is less interesting for investors. Even can not be 

made by reference in taking investment decisions. Investors only see the stock 

split announcement as a discourse only. Delay and the accuracy of the investors 

in the form of information capture stock split announcement that we can conclude 

that the Indonesian capital markets are weak form of the market, which still refers 

to the decision on stock prices only, stock prices are now influenced by the past 

stock prices, further information associated with past stock prices to help 

determine the current stock price. And the market less quickly catch a signal from 

the existing information. This research have appeared different from the results of 

research replication and M. Raja Sudhahar J. Clement, et al. (2009), where the 

Raja, et al found that the capital market in India is a market capital of the semi 

strong form. 



With this research, we found that the returns can be explained only by the 

constant which is the mean. Hypothesis tested was:  Indonesia capital market 

can not categorize into efficient in term of information because the stock 

split announcement derives from the manufacturing companies, which 

same meaning with there is weak form of efficiency in Indonesia Stock 

Exchange is accepted. The market is weakly efficient if the current time 

can not be explained with the past value. In most of the previous studies, 

for almost all stock markets weak form of efficiency was found. 

According to Efficient Market Hypothesis, it is not possible to earn 

extraordinarily high return in an efficient market (in any form) by using the 

time seriesperformance to realize a pattern of price changes and to 

predict stock s future rate of return. In other words, efficient markets 

prevent an investor from exploiting information because prices have 

already adjusted to take the information into account. However in recent 

years, results of empirical studies conducted in many markets indicates 

that there are some anomalies, which do not support Efficient Market 

Hypothesis therefore this hypothesis can not be used effectively in many 

markets. For example, some study say that stock returns have predictable 

in Istanbul Stock Exchange, therefore, it is possible for professional 

investor, who carefully observed seasonal trends or anomalies (January 

effect, month of the year effect, weekend effect, day of the week effect, 

holiday effect, and small firm effect etc.) to earn extraordinarily high 

returns.   



CHAPTER V 

CONCLUSION AND SUGGESTION  

5.1  Conclusion 

1. Stock split that the manufactures company use based on BEI on 2004-

2007, statistically not give any change on significant volatility of stock 

trading. Ratio of ASRV (Average Security Return Variability) which a ratio to 

find the average stock split show it have number under one, except on the 

positive day event. It also show in AAR value (Average Abnormal Return) 

which do not have positive  value, before, when it happens and after the 

event. The same value was showed on CAR ratio (Cumulative Abnormal 

Return), the ratio that control the cumulative effect on cumulative abnormal 

return from the stock value.  

2. Indonesia stock trading is the weak form of market, if we see it from three 

ratio that already counted. This also supported by the empiric fact in 

calculating form from three ratio that used as ASRV, AAR, CAR, which 

almost all the value under one. Only ASRV value on the event day come to 

positive value.  

5.2 Research Limitation 

1. This research use purposive sampling technique so it can not use to 

generalizing this research for all type of industries. 

2. The using of sampling on this research is relatively in small amount or 14 

manufacture company as the sample with 3 years periode of observation 

(2004-2007) 



 
3. This research is not considering the factors that can affect the stock market 

reaction along the stock split event, like the condition of micro economy, the 

company intern condition, and politic.   

5.3  Suggestion 

1. Investor 

Stock split only the way of a company to intract the investor so the 

liquidity of the stock increasing. Manager has different motive on doing stock split 

so the information from the stock split itself can be easily predicted. That makes 

the investor check the prospect of the company, whether it gives good prospect 

or not. 

2. Emiten 

The better way is emiten should be careful on make a decissision the 

stock split. Emiten also do the stock split to protect the value of stock so it will not 

to expensive, but it will palce the company into a group of company which have 

low stock value and it also will decreasing the inverstor on doing investation. 

5.4 The implication on the next research 

1.  The next research can use more sample and longer periode of observation 

so the research will be better. 

2.  Considering the factors which can affect the stock split which revolving on the 

stock split event, as examples the condition of micro economy, the intern 

condition of the company, and politic.   



5.5 The Implication of Finding Research: 

1. Investor   

Based on this research, we can find that there is no significant sign about 

how to make decision about stock split announcement, so that we must look 

for another corporate action or the background about the companies itself 

before the investor do their investment. Another implication is when the 

prediction of stock prices can be used to the investor (well educated or well 

informed) to get profit with the forecasting techniques. 

2. Firm   

For the firm which do the stock split announcement must consider that 

they have to give some good references to the investors during their 

performances. So that  when they do some corporate action, the investors 

will react well and then make some decision about their investment. Beside 

that, this corporate action can be used to as competition among the 

companies so it can make the trading at capital market more attractive.   

5.6 Further Discusssion 

1. The stock split announcement, as we know, contained information made by 

the sample manufacturing companies are useful for valuing the securities. 

But most of the investor are seldom to use or realize that matter. 

2. For stock spilt announcement, according to research above the market was 

react slowly during the pre and post announcement. We should test another 

corporate action. 
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