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,Tgtmg the Efficiency of Indian Stock Market with Respect

f to Right Issue Announcement — A Study with Special
- Reference to Information Techonogy Companies.
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tis universally accepted fact that the finan-
Icial system and the capital market in par-
ticular, act as the barometer of the health of
the economy. The changes in the economy
are directly reflected in the capital market.
The need for a strong financial system, Capi-
tal market would act as a conduit for chan-
neling the savings of the surplus economic
units in the most productive areas of funds
contemplated by the savings deficit economic
units. It would not be an exaggeration to say
that of all the segments of the financial sys-
tem, the capital markets have the most cru-
dal role to play in the process of capital for-
mation. The efficiency with which the pro-
cess of capital formation is carried out de-
pends on the efficiency of the capital markets
and the financial institutions. All the devel-
oped economies of the world achieved a high
level of growth in capital formation mainly on
account of the efficient function of their capi-
tal market.
Efficient Market Hypothesis (EMH): In
1970, Fama developed his ideas of efficient
markets and divided the market into three
different levels of efficiency based on the in-
formation set (Fama, 1970). They are a) Weak
Form Market Efficiency, b) Semi-Strong Form
Market Efficiency and c) Strong Form Market
Efficiency
Weak Form Market Efficiency: In the weak
form, stock prices reflect all the information
inthe past series of stock prices. In this level,
prices follow a random walk and it is impos-
sible to gain superior returns by looking for
Patterns in historical stock prices (Brealey &
Myers, 2000).
Semi — Strong — Form Market Efficiency:
The semi-strong form of efficiency demon-
Strate that stock prices reflect and adjust to
all published information and that it is unfea-
sible to receive higher returns by studying
Published data such as newspapers and an-
Nual accounts (Claesson, 1987).
STRONG — Form Market Efficiency: In the
strOng level stock prices reflect all available
information and in this case it is impossible to
find superior information, which is why inves-
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An efficient market as a market in which
price fully reflect all information. This
means that no possibility exists of making
sustainable excess returns and the prices
follow a random walk. The capital market
acts as an intermediary of capital distribu-
tion from savers to investors through the
mechanism price. A capital market is said
to be efficient with respect to corporate
event announcement (stock split, buyback,
right issue, bonus announcement, merg-
ers & acquisitions and dividend announce-
ment etc) contained information’s and its
disseminations. How quickly and correctly
the security prices reflect these event con-
tained information’s show the efficiency of
stock market. Present is an attempt to test
the efficiency of Indian stock market with
respect to right issue announcement by IT
companies. Right issues seem to be a
purely cosmetic event. In India right is-
sue are associated with abnormal returns
on both the announcement day and post
right issue announcement days. The
present study found the evidence that the
Indian stock market is not perfectly in the
semi-strong form EMH, which can be ex-
ploited by the investors to make abnormal
returns.

Key words: Market Reaction/Stock Price
Reaction, Abnormal Returns, Announce-
ment Period, Efficient Market, Right Issue
announcement.

tors cannot beat the market (Brealey & Myers,
2000).

Review of literature: In the developed
markets, many studies have been conducted
to test the efficiency of capital markets with
respect to corporate event announcements,
especially in the United States. In India only
very few studies have been conducted. Some
of the select studies relevant for the present
study are reviewed. Beaver (1968) exam-
ined the reaction of the Trading Volume Ac-
tivity (TVA) and Security Return Variability
(SRV) to annual earnings announcement with

a sample of 143 New York Stock Exchange
(NYSE) firms, The study entitled “Random
Walks in Stock Market Prices” by Eugene
F.Fama (1995), According to the study “The
pricing of underwriting risk in relation to Aus-
tralian rights issues” by John C.Handley
(1995), A study entitled “Equity rights issues;
signaling vs issue price irrelevance hypothesis”
by Nickolaos V. Tsangarakis (1996),
Srinivasan.R (1997) in his study entitled
“Security prices Behaviour Associated with
Right issue — Related Events”, Eiroy Dimson
and Massoud Mussavian(1998) in his
study entitled “A brief history of market effi-
ciency”, Seth Armitage (1998) in his study
entitled “Seasoned equity offers and rights
issues: a review of the evidence”, An attempt
was made by Kun shin Im, Kevin E.Dow
and Varun Grover (2001) in his study en-
titled * Research Report: A Reexamination of
IT Investment and the Market Value of the
Firm — An event study methodology”, A study
on “Efficiency of the Indian Capital market”
by Vaidyanathan.R and Kanitikumar Gali
(2004) tested the Weak form of efficiency of
the Indian capital market, According to a
study “Stock price reaction to quarterly earn-
ings: A study of the Indian Market” by
Mallikarjunappa. T, In a study entitled "The
benefits and costs of deeply — discounted
rights issues — practitioners’ viewpoint” by
Bruce Burton, Christine Hellar and David
Power (2004), Mahdi M.Hadi (2006) in
his study entitled “Review of capital market
efficiency - some evidence from Jordanian
market” discussed the purpose of accounting
research. All the above studies are attempted
to test the capital market efficiency with vari-
ous corporate event announcements. In In-
dia studies on testing the semi-strong effi-
ciency of capital market are few. These stud-
ies use CAR (Cumulative Abnormal Return)
Model. Only very few studies have used the
SRV (Security Return Variability) model. Most
of the studies observed that the reaction in
security prices took place prior to announce-
ment of events. In some cases, reaction took
place after announcement of events. An

WA W JAN-JUNE.2009 |




o

attempt is made in this study to test informa-
tion content of right issue announcement tak-
ing the models already used in the above stud-
ies.
Statement of the problem: Capital mar-
ket, being a vital institution that facilitates
economic development, so many parties is
interested in knowing the efficiency of the
capital market. The information content of
events and its dissemination determine the
efficiency of the capital market. That is how
quickly and correctly the security prices re-
flect these information show the efficiency of
the capital market. In the developed coun-
tries lot of studies have been conducted to
test the efficiency of the capital market with
respect to information content of right issue
announcements. Whereas in India very few
studies have been conducted to test the effi-
ciency of the capital market with respect to
right issue announcements even after these
studies have been conducted with different
industries with different periods. Hence the
present study is an attempt to test the effi-
ciency of the Indian capital market with re-
spect to information content of right issue
announcements on IT (Information Technol-
ogy) companies.

Objectives of the study: The objectives of

the present study are as follows:

1) To examine the information content of the
right issue announcements made by the
Information Technology companies

2) To test the speed with which the right is-
sue announcement information’s are im-
pounded in the share prices of IT (Infor-
mation Technology) companies

3) To suggest investment strategies for the
investors, fund managers, and analysts.

Hypotheses of the study: The following

hypotheses are to be tested in this study.

1. The right issue announcement contained
information’s are not relevant for valuat-
ing the security prices of IT companies.

2. Announcement of right issue has not sig-
nificantly influence the share prices of IT
companies.

3. The Indian capital market is
informationally not efficient where the
right issue announcement contained
information’s are not impounded instan-
taneously and rightly in the stock prices
of IT (Information Technology) compa-
nies.

Period of the study: The present study tests

the informational efficiency of the Indian Capi-

tal Market in the Semi- Strong Form of Effi-
cient Market Hypothesis (EMH). The study

covers seven financial years ranging from 2000

to 2006. The study is restricted to only right

issue announcement.

Sample selection: The study intends to

WY JAN-JUNE.2009 ]

cover all the IT companies listed in Bombay

Stock Exchange (BSE). Out of all the compa-

nies brought under Information Technology

Sector listed in the BSE as on 30 December

2006 (as per the Prowess database), only 43

companies which satisfy the following criteria

were selected.

i. The companies, which find a place in the
List A and B1 of the Bombay Stock Ex-
change (BSE), are selected.

ii. Availability of daily share price quotations;
and

iii.Availability of the dates of announcement
of right issue.

Sources of data: The information regarding

adjusted share price, right issue information,

dates of right issue announcements, and val-
ues of BSE 500 were obtained from “PROW-

ESS” corporate database published by CMIE.

Other relevant information is also obtained

from the NSE website (http://

www.nseindia.com/), books, and journals. The
study used daily price quotations adjusted for
right issue announcement.

Tools used for analysis: The information

content of right issue announcement was

tested with the help of following tools.

A. Daily returns: The daily returns were cal-

culated for both individual securities as well

as Market Index using the following equation
R, i T (1.0)
-1

Where, R,, = Returns on Security 7Fon time &
P, = Price of the security at time ¢
P,, = Price of the security at time £-1

B. Security returns variability: Relevance

of corporate event information for valuing the

securities are tested using the Security Re-
turns Variability (SRV) model symbolically, the
model is

AR,
SRV, POAR) (1.1)
Where,SRV, , = Security Returns Variability
of security 7in time ¢
AR? =Abnormal returns on
security 7on day ¢
V (AR) = Variance of Abnormal Re-

turns during the announce
ment period
Abnormal Returns (AR) under market-
adjusted abnormal returns is calculated using
by the equation as below;
ARi,l = Ri,l =3 Rm.!
Where,
AR,, = Abnormal returns on security /
at time £ i
R,, = Actual returns on security 7 at
time ¢
R, =

i

Actual returns on market index, which
is proxied by BSE, at time &

Thus daily actual returns over
nouncement period (31days) were
against their corresponding market rety
Average security returns Variap
(ASRV): The SRV, so calculated fg
right issue announcement are averageq
the Average Security Returns va
(ASRV ) by using the following equat;

[

ASRV, =S8RV, x(1/n) ..........

Vanablhty at time
SRV“ = Security Returns Varj
security at time ¢

sample ;
C. Average abnormal returns: The sigyj
cance of reaction of security price to cony
rate event announcement are tested

lated by the equation given below:
1 & ;
AAR ==Y AR, .. (15

=

Where,AAR, = Average Abnormal Retur
day ¢
AR, = Abnormal Returns on

Wt
i at time £ which is ca

by using the equation
Cumulative average abnormal
(CAAR): The behaviour of security
right issue announcement is tested u
mulative Average Abnormal Return:
The CAR is calculated as:

k

Where, CAAR, = Cumulative Avera
Abnormal Returns for
Kkt period.

Hereafter, it is referred to as CAR,

AAR, = Average Abnormal Retu
of sample right issué
£which is calculate

ing the equation (1.5)1

E. T-Test

i). The significance of reaction in 5
prices (ASRV,) is tested by using the
tics as follows:

tow =(ASRV =1)x+/n Ny
Where, nis the number of right
the sample and s is the Standard De
abnormal returns.
ii). The significance of the AAR,
using the t-test as follows:

» AARX\/‘/S .....

Where, AAR, is the Average :
Returns on time £ n is the number
issue in sample and s is the
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}1 of Average Abnormal Returns.
n of the study: While carrying out

l’muo the researchers have learnt a lot.
mf"""w'ng are some of the limitations of
= e studY is limited to Information Tech-
- ‘ﬂnzeogY (IT) companies which have an-
= ﬁbunCEd the sample event announce-
nts during the study period 2000 -

;’Thz'gtudy is confined to only listed com-
“ anies on BSE
§¢n§e study is based mainly on second-
"')':“:fdata, it is beset with certain limita-
ns, which are bound to arise while deal-
nd exclusnvely with secondary data.
2 and discussions
éﬁnalysls of security returns variabii-
ﬁ‘@f nght issue announcements

result of ASRV and t-state pertain-
o the right announcement is shown in
Table-1. It is clear from the analysis that
'ASRV on day-1 was 1.95; this was the

highest value of ASRV during the 31 days of
right issue announcement. The value of ASRV
exceeded one in many of the days during the
right issue announcement period. In the an-
nouncement period, the ASRV are significant
at 10 percent level onday -8, -4,-2,0, 1, 7, 8,
9 and day 14. Further, it was significant at 5
percent and 1 percent level on day -1, -9, -5,
11, 12 and day 13 respectively. During the
post announcement period the ASRV signifi-
cant at 10 percent level on day 9, 14, where
as it was significant at 5 percent on day 11
and day 12. Itis interesting to note that ASRV
is significant at 1 percent level on day 13 only
during the post announcement period. When
compared to reaction during (day -1 to day -
15) pre announcement (right issues) period,
the post announcement period has wider re-
action in the prices of IT companies. The day
1,2,5,6,7 8and 15 the security prices gained
the value above one. The values of ASRV for
these days were 1.21, 1.13, 1.01, 1.12, 1.40
and 1.16 respectively. But sharp reactions took

Table-2: Average abnormal re- Table-3: Result of cumula-
: Average security returns . and t-value of stock prices tive average abnormal re-
yariability (ASRV) for right issue for right issue announcement of turns for right issue an-

announcement IT companies nouncement
ASRV [t—value |[ Day|[ AAR [T-value|[ Day | CAAR
- BEE | 1.26 0.81 -15 1.56 1.23 | [ -15 1.56
3 o 117 0.38 -14 0.34 0.25 | | -14 1.9
[ 122 0.46 -13 0.46 0.37 | [ -13 2.36
| 1.26 0.93 -12 1.17 1.89% | | -12 3.53
[t [ 079 | -0.68 -11 0.49 073 | [-11 4.02
& | 077 -1.04 -10 0.70 0.86 | | -10 4.72
b | 054 -4.63" -9 0.90 1.46° | [ -9 5.62
B | 158 1.36° -8 0.53 040 | [ -8 6.15
| 1.04 0.17 7 0.87 055 | [-7 7.02
0.91 -0.33 -6 1.30 185" | [ -6 8.32
0.41 474" -5 2.05 239 | [ -5 10.37
[ 148 1.42° -4 1.07 199" | [ -4 11.44
= | 085 -0.72 3 1.09 1.622 | [ -3 12.53
- | 076 -1.45¢@ -2 1.14 1.62° | | -2 13.67
| 195 1.95" -1 1.25 167" | [ -1 14.92
| 150 1.44° 0 0.35 020 || 0 15.27
B 121 1.39@ 1 1.35 119 | [1 16.62
| 113 0.48 2 2.12 1917 |2 18.74
.| 0.93 0.38 3 1.19 1620 | [ 3 19.93
| 079 0.72 4 1.62 0.89 |4 21.55
_ | 110 0.34 5 0.98 1.10 | [5 22.53
: 1.01 0.06 6 0.51 033 |[6 23.04
o 112 1.289 7 0.44 030 |7 23.48
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place on day 1, 2 and 8 with ASRV value of
1.21, 1.13 and 1.40 respectively. Further the
reaction took place around the announcement
of right issue. Hence, it is infer that the right
announcement contained information’s were
relevant for valuation the security prices of IT
companies. According to this study, it is sug-
gested to the investor that when the com-
pany come up with right issue announcement,
the investor may wait for some times to gain
from the right issue announcement.

This is clearly understood from the Fig-
ure 1 that there has been reaction during pre
announcement period but sharp reaction was
noticed on days 1, 2, 8. From this, it is clear
that the security price reaction was took place
around the announcement of right issue.
However, the sharp reaction on days immedi-
ately following the announcement day (day
0) showed that the market has well received
the right issue announcement information.
Therefore, right issue is relevant for valuing
the securities.

The average values of ASRV are given
in Table-1.1. It is clearly understood from
the above table that the average value of ARSV
during the period of 31 days was 1.02. Dur-
ing the period of 15 days prior to the an-
nouncement (from day-15 to day -1), the av-
erage ASRV was 1.07. Further, the average
ASRV during post announcement period (day
+1 to day+15) was 0.98 while the value of
ASRV for 7 days of period (day -3 to day +3),
was 1.19. This is the highest average value
during the 31 days surrounding the announce-
ment of right issue. At the same time, the
average value of ASRV for 15 days (day-7 to
day +7) was 1.08 comparatively which is lower
than of 7 days average. From the above dis-
cussion, one could easily conclude that there
was reaction for a few days surrounding the
day of announcement of right issue (day 0).
Hence the hypothesis one entitled “The right
issue announcement contained informa-
tion are not relevant for valuating the
security prices of IT companies” is re-
jected

The following are the outcome of fore-
going discussion.

1 The right issue announcement contained
information’s are useful for valuing the se-
curities of IT companies.

2 IT companies stocks are reacted heavily only
during post right issue announcement (day
1 to day 15). It indicates the fact that In-
dian stock market has well received the right
issue announcement information after its
announcement.

B. Analysis of abnormal return for right

issue announcements

In the last section, Security Return Vari-
ability (SRV) model is used to find out whether
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the right issue announcement information is
useful or not for valuating security prices of
sample IT companies. The analysis in the last
section shows that the right issue announce-
ment informations are relevant for valuing the
securities of IT companies. Further, it is an
important to analyze whether the right issue
announcement information has made any sig-
nificant reactions in the security prices or not.
In order to study the significant reaction of
security price to right issue announcement,
the Average Abnormal Returns (AAR) and
Cumulative Average Abnormal Returns (CAAR)
were calculated for right issue announcement.

The result of average abnormal return
for right issue exhibits in Table-2. It is clear
that there has been the positive abnormal
return in many days during the right issue
announcement. The value of AAR were sig-
nificant at 5 percent level on days -12, -6, -4,
-1 and +2, whereas it was significant at 10
percent level on days -9, -3, -2 and 3. Fur-
ther it was significant at 1 percent level only

Table-1.1: Average value of ASRV for

right i nnouncement
PERIOD S EASRVE
FROM DAY -15 TO DAY +15 1.02
FROM DAY -15 TO DAY -1 1.07
FROM DAY 0 TO DAY +15 0.98
FORM DAY -3 TO DAY +3 1.19
FROM DAY -7 TO DAY +7 1.08

Source: Computed from Table-1
Table: 2.1: Average value of abnor-
mal return of stock prices for Right
Issue announcement

_PERIOD | AAR |
FROM DAY -15 TO DAY +15 0.80
FROM DAY -15 TO DAY -1 0.99
FROM DAY 0 TO DAY +15 0.62
FORM DAY -3 TO DAY +3 1.21
FROM DAY -7 TO DAY +7 1.16

Source: Computed from Table-.2

Table: 3.1: Average value of cumula-
tive average abnormal returns for

right issue announcement

Petiodie. = v _ARR
From Day -15 To Day +15 14.97
From Day -15 To Day -1 7.21
From Day 0 To Day +15 22.24
From Day -3 To Day +3 15.95
From Day -7 To Day +7 15.96

Source: Computed from Table-3

on day -5. The value of abnormal return in
the pre announcement period ranged from
0.34 to 2.05. The highest positive abnormal
return was recorded on day -5 followed by
day -15, -1, -12, -2, -3 and day -4. The val-
ues of AAR on these days are 2.05, 1.56, 1.25,
1.17, 1.14, 1.09 and 1.07 respectively. The
lowest abnormal was recorded on day -14, -
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Figure:1- Average security returns vari-
ability (ASRV) for right issue announce-

Figure: 2 — Average abnormal return
right issue announcement

Figure: 3: Cumulative average abnormal
return of right issue announcement

13, -11, -8 and -10 with AAR value of 0.34,
0.46, 0.49, 0.53 and 0.70 respectively. Dur-
ing post announcerent period, the value of
abnormal return ranged from 0.02 to 2.12.
The highest significant abnormal return was
recorded on day 2 followed by day 4, 1 and
day 3 with AAR value of 2.12, 1.62, 1.35 and

1.19. While the lowest abnormal return wag
recorded on day 15, 13, 12, 9 and day 8 wit,
AAR value of 0.02, 0.05, 0.09, 0.10 and 0.13,
It is clearly inferred from the above analysis
that the right issue announcement has yieldeq
the significant abnormal return in the secy.
rity prices of sample IT companies. Hence
the hypothesis second entitled “Right Issye
Announcement has not significantly in.
fluence the security prices of IT compa-
nies” is rejected.

The result of AAR for right issue ap-
nouncement was graphically presented in Fig-
ure -2 this is understood from the above re-
sult that there has been reaction in the secy-
rity prices during pre announcement period,
but the sharp reaction was took place on day
1 and 2. Though there was a sharp reaction
in the day 1 and 2, right issue announcement
has significantly influenced the security prices
of IT companies in many days during the pre
announcement period also. It shows the fact
that the market is well received the right is-
sue announcement information before it is
announced.

The analysis of average of abnormal re-
turn for right issue announcement is given in
Table- 2.1 It is clearly understood from the
above analysis that the highest average of
abnormal return of 1.21 during right issue
announcement was recorded on 7 day period
(from day -3 to day +3). While the lowest
average of AAR (0.62) during the announce-
ment period was recorded on 16 days period
(from day 0 to day +15). The average value
of AAR during the 31 days around the an-
nouncement period (from day -15 to day +15)
was 0.80. During the pre-announcement pe-
riod (from day -15 to day -1) the average of
AAR was 0.99. Itis understood from the above
analysis that right issue announcement infor-
mation was well received by the IT compa
nies in many days during the announcement
period. Further, it is clear that the right issué
announcement has significantly influenced the
security prices of sample IT companies.

(C) ANALYSIS of cumulative average abnor
mal return for right issue announcement

Cumulative Average Abnormal Return for
right issue Announcement is given in Table
3. Itis observed that the value of CAAR of IT
stocks has steadily increased with minor fluc
tuation during the pre announcement pefiod'
On the day of announcement (day 0), the
CAAR was 15.27. It is noted that the valué
CAAR ranged from 1.56 to 14.92 during the
pre announcement period. The highest value
of CAAR during this period was recorded o
day -1 followed by day -2,-3, -4, and -5 W
value of 14.92, 13.67, 12.53, 11.44 and 1037
But at the same time the lowest value of :
during this period was recorded on day -
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,.: onthe Jast day (day 15) in the announcement for sometime to gain from the rights issue  stock prices within a short period of few days.
= i’ riod was at 24.79. The possibility of earn- announcement. . iy The results will be encouraging to finance pro-
== | jgg excess return during the post announce- 2 Whenever companies f:ome up with right  fessionals, analysts, investors, and regulatory
ssue | ment period did not occur because the mar- issue announcement, it must release the agencies because usefulness of accounting
rin- | ket was not able to capture, fully, the infor- true and reliable information. information for investment decision making
pa- mation contained in the right issue announce- 3 At the time of announcement of right is-  has been indicated by the resuits.
ment before its announcement. sue, companies should achere to the rules  Reference
an- The curve of cumulative average abnor- and regulations of SEBI strict)y. Beave; WH. (1968), "The Information Content of An-
Fig- [ pal return for right issue announcement is 4 The companies should file the refevant nual Earnings Announcements,” Journal of Accounting
re- given in Figure-3. It is clear from the above documents properly to the monitoring au- gese'am:' AS”pp'eme"t' UG, pp-67-92.
- figure that right issue announcement infor- thorities (SEBI, RBI, and Ministry of Finance) H;E:,Ze S,jj,’?;;;jf,ﬁ;‘,’fﬁ? HZ",’Z‘,’,’,EVZF,EWP o
od, mations are well absorbed by the market. The at the time of anmouncement of corporate  Bruce Burton, Christine Hellar and David Power (2004)
ay level of absorption was less in post announce- events. “The benefits and costs of deeply-discounted rights is-
on ment period then the pre announcement pe- 5 The companies should closely observe the i:res p\;zlcftli°';r§6‘9”_e3";g°i"‘"' Applied Economics Let-
nt riod. It reveals the fact that the market has investor response while it comes up with 0 (1987), “Effectiveness of Stockholm” EFI,
€s failed to receive the right issue announcement right issue announcement. Stockholm. (11.20.02).
re information before its announcement. 6 The regulatory authorities should monitor  Elroy Dimson and Massoud Mussavian (1998) “A brief
ct The average of cumulative average ab- the reliability or the truth in the informa-  history of market efficiency”, European Financial Man-
s- | pormal return (CAAR) for right issue an- tion released by the companies. Zggg‘::?é‘:\:‘ﬂi;é;;fg:‘; ditr-xl\(/)vzlks RS

~+3 value of 1.56. It is significant that
-,—e of CAAR during the post announce-
o period ranged from 16.62 to 24.79. The
~1R (cumulative average abnormal return)

and regulators i
1 It is suggested to the investor that when
the company comes up with rights issue
announcement, the share holders may wait

cient in the sense that it uses the information
relevant for security valuation and for invest-
ment decision making. The right issue an-
nouncements informations are captured in

Scope for further research: The following
are suggested for further research.

The factors influencing the reaction of se-
curity prices of IT companies to the right

is | npouncement is shown in the Table-3.1. The
average value of CAAR during 31 days ( from
day -15 to day +15) surrounding the an-
in nouncement of right issue was 14.97, while

Prices” Financial Analysts journal/, January - February,
75-80.

Eugene Pilotte (1997), “Earnings and Stock Splits in the
Eighties,” Journal of Finance and Strategic Decisions”
Vol.10, No.2, pp.37-55.

—

he the avergge of CAAR during pre announce- issue announcement. will be of use to in- Eugene F.Fama (1998), “Market efficiency, long-term
of ment period (from day -1 to day -15) was 7.21 vestors and companies. returns, and behavioral finance” Journal of Financial Eco-
ie which is the lowest average of CAAR during 2 Research studies may be conducted to ex-  nomics, 49, pp 283-306.

d | the study period. The highest average of CAAR amine the information content of other re- :_imaf (13?)' f"_ffﬁlc";”tk‘ia;"ta' Mlafrifs A Re"'e;"sgf
st | during the announcement period was 22.24 lated information such as economy related 4;0”’ B0 Rl PGy oM GLTINANCE, Pp-bo
= at 16 days period (from day 0 to day +15). information, political —legal information; in-  Fama. E.F. (1991) “Efficient Capital Markets:I1" Journal
od When compare the value of pre and post an- dustry related information as well as com-  of Finance, VOI.46, No.5, December, 1575-1617.

€ | nouncement, post announcement average pany related information. John C.Handley (1995), "The Pricing of Underwriting
n- (22.24) was higher then the pre announce- 3 Research studies may be conducted on less ?;i‘;;glief'ﬁ:’:a;‘; n‘:;’f‘ira:\"zan'JgJ‘ni I;;”e:‘% 7’\5”5”3"3"
5 . o : . q Ly r g il D

L) ment (7.21). During the 7 days period (from frequency traded stocks and the thinly . ohin Im, Kevin E.Dow, Varun Grover (2001), “Re-
E day -3 to day +3) the average value of CAAR traded stocks. search Report: A Reexamination of IT Investment and
of was 15.95. It is clear from the above analysis 7 An attempt may be made to investigate the  the Market Value of the Firm — An Event Study Method-
€ | that, compare with pre announcement period, Indian stock market efficiency with respect :"°9¥; I”fcl’g;alt'l‘;” Systems Research, Vol.12, No.1,
r- < ¥ arch, pp.103-117.

; market was Yvell recglved the pgyback an to corporgte eve.:nts.announcements made Larry J.Prather (1998), “Testing of the positive muitina-
: nouncement information for revising the se- by other industries like FMGC, Pharmaceu-  tional network hypothesis: Wealth effects of Interna-
it curity prices of sample IT companies during tical, Bank, Cement and Steel industry etc.,  tional Joint Venture in Emerging Markets”, Multinational
€ post announcement period. It is concluded 8 An investigation on stock market efficiency ~ Finance Journal, 1998, Vol.2, pp.151-165.

a Levy, R (1967), "Random Walks: Reality or Myth”, Fi-

from the above analysis that the results of
cumulative average abnormal returns show
that the Indian stock market uses the right
issue announcements contained information
for valuation of securities and the market was
efficient in impounding the right issue an-
nouncements information. Hence the hypoth-
esis three, “The Indian stock market is
informationally not efficient where the
right issue announcement contained
information’s are not impounded instan-
taneously and rightly in the stock prices
of IT companies” is rejected.

Suggestions of the study: On the basis of
the findings of the study, the important sug-
9estions have been below to investors, com-
Panies and regulators of the security market.
Suggestion to the investors, companies
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could be made by applying the principles

of behavioral finance.
Conclusion: The present study is significant
in several respects. First and foremost thing
is that it is one of the few studies testing the
efficiency of Indian stock market with respect
to information content of right issue announce-
ment in India with respect to Information Tech-
nology (IT) companies. Further, this study
used a large sample containing actively traded
IT companies from Bombay Stock Exchange
(List A and B1). The present study used the
well established event study methodologies
for analyzing the efficiency of the information
content of right issue announcements in the
Indian context. The results of the study are
encouraging. The results of the present study
show that the Indian capital market is effi-
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