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Analysis of Quarterly Earnings
Announcement and Informational
Efficiency of Indian Capital Market
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Ab tract
:\,. dtlLl,'1l1 ,\rid lJIll'J;rJt ,., (,'plt.ll rllJrl.,'1 J an UlI!'U1MIlI

Infr.1sftudur, Ih,'1 IJdhl1lll':- ,,'pI1a! rmtJl..lltl>ll, The ettlcl~I\':; '•••.Ith
\vhich th (:\lpil'11 fClrm,tlhm 1\ (i!rneu out ,U'pf'nd., \111 till' cHt. "'n,\'
(It th~ l"..lPllJl market ..••und Ilmmelal instituh(lH5, A (t1pttal mark I is
.•.,ut! 11:1I·" 'hl-CICn \ 'ith Tt''''J1l'ct to IIn lflfnrll1,ltll'l1 Itun II U,.. rr)('l" ,,'
;''''l'ttnhi'~ fuU) uu Jund tl1l' n.:lurn., imphriltl 1"1»01 th.lt 11,'m, g'1It\~t
lilt •• h.trJ..~;r,)urJ(1. ,In dlti'n.pr I~ n a.Ie In Ihl ,\lilly to t'mplficall::
'.\.dlll1!1{,thc' m((lr1t\"h"nill ,>liKII!Jlt:> t>f Indl.lll Caplt. I l\-br .•I wllh
H'g'lf.1 In <!~;lflt'rl ,r;H111nil~f~JN 'cd hv t r Sect rr, H.f('C M.',tor,
{l,lnku\l:\ $i'nor. Cill'llitl GV\ldl' sector dml AtIlIJIl1(lh.le Sc,tM In thv
semi slmng (tlml oi EMH. i'llis !'HtJy ,:of\dudes tlltlt Irh.lhlfl Cnpillll
I\!arkd ts n,'! pt'rlc...:tl. dhcwnt In 1.11~(,Il1'" trent> form ol EMIl wltKh
,,-UI l>t, l''Iplvlte,i bv ilw 111\'~"t\lr"to tfi"l;t' bnormol Ieturn .

J. lntroductlon
A . PITAL MARKET is said to be efficJt~nt with res pert to an

.mforn1<tthm item If the pr i l't; of ~e(uritl(,~fully impound the returns
IInpftc,)hon. of that It. m. III "11~! icic n~ n arket, wh n a I\('W ml~~rmlltj,,"
Item is addr-d to the market, its revaluation implkatl. ns fur sccuritv return"
art' instantaneously .10(/ unbiasedlytmpounded ill tile current market roc/.!
Several studies haw cmpirtcally te n·t! the:' rl?!lction of seruritv prices tn the
release ot different information

1,1 hrfimlU!tJ 111 i ElfiClCIt.:y of C.Jl'ltllll'vhlr~d
A capital market in whi 11 5tO(~ pri es fully reflect <In av ilable

inforrnation can D0termed as infcnnetionally efficient market, Eugene Pame
(I%{l) classifies the informational efficrency into the following throe

Head of Dt!ror!m\!n~ &. !\cd..! -r, Bh<lriltilll.i.:lS<:ln UruV",P,lt, pdrltlwnt "fl..'1mm '1,,:
l"t Kalyan Sundararn l'I.IilYM. Ailp<ttt po, 11'.-l-l1r01-',)[[1 ,lout." 1\1 f>liiV2.,!,Ii !.oX
tF t.J Sclw1.lr, i'hJc.uhlJas.m Unw<'fslty, lk-p,uorwnl nt Comruerev. 1nchlTilp.1W

Tatrul N."llr ,,10 .n. 1:-';[1[/1,
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"leg orie deperrding on the information set thdt [ fu 1/1,' reflectr-d ,n th,'
ecuritv prine's

t,Vt'ilJ.. - Form ,1 I TinrJlf:V, popul, rly known ,15 Random Wi\l~ 111 or)'
.l~ rt .• t11<1t the curter stt k pric reAect ill! th mf"rrpolti, 11 t hilt J5

ntair e I in the hi tori al ~ -quenc f prices.
"alll- >/TlllIg Formv. .ffinclh'Y lh 'or}' states that curr nt market pric
not only refk-ct all In ormation (Ontl!llt )( lnstori al prices but also rofle '1
all the mlormation, which elf' publiclv available ;tbout lii(' cornpantes
b€'il1g LO'lied.
~jl'N '- r,!r/n (If[fftr:t 'IK. theory Sl,ll~~ that current m.ukt'l pr1n'~re I 'n
<lll Wf,lNlt.lhol1 wh(!thQr It IS pll hli I) ,WJ ilabl{' or rns j,,! e r':>, intorr 1<11ion

U. it 'vjr~\I of Literatur
Th $€ lion pr viti S M\ 0\' -n'w\, ~j carber <tudres carrred III in th

area ol It' "Jrth. Ball and Br wn (l9,,}. , aver (ll S" nCd\. 'r lor],
Wlight (197t}. Fu<;t r (19 I). fClingot (198i). IcEn.lliy (1 ;1), tlnd
Rl hardsnn f19•.4}h,w' made an attern]; t rn their stndrcs tnfil'ld reaction u'
the security prices with reference to the release of , coi nung mfortnarion
l'hes '~ludi '5 found :I"1t dunng the anm UI1(l'l11en! period.thoro h !> b, .•.•
abnonnal returns. Dutra Abhi1it( •.O{'l1),Obairlullah. t (] 9()2), a"" I'rdbma
" Srrruvasan and Dutta A. K 2000), Snntvasan 1\ (19<l:;'), Jlit~ luk t' ,1111,1

"\J.W,ll R.\ll (20C2) lMv,' t ••fed lhv HI wile' of th . Tndklf! capital n1.Hk,\
vitl; r ~"pL"clh) th rele, se ol ,\ counting inf rmati n hll Ill( pu "P{' t, ,)t I <;

pap T, tJ1 rrnportant stu It:_ Mt' bn 'tly reviewed h<'i('\\

: 1 rllrllly (1()71 and Beaver. I.\( and \'Vnghl (19('1; reporl""t;1l1tll.lr t
contemp ra ncnu (01 relauon b '1\\ ('011 the m.lgrllt\ld~· <In.! ~1E'.1I

une p~CIf'd annual 'rln1I11g" \.hi\1 e~ and lht" rnagnirude ar d >;If;'
abnormal return, ..•III till' porrod pr x 'din.g the annual cornu F,~reiea",'

Dil" l'rabina, S.Srimv.l"dn and A,K.Duttrl 120lJO) have qLldlt'd tilt
reacuon of cr R pric '3 and thl:! undt'rlying share prlc -s tt' thc ar noun 't'f1h •

of dividcn is I'he stud; found that lh AR lor th ~I R L<; rnostlv Il<'g,lh\ \:
irrcspectlvv ot he rate of divrdond. wh 'I' as the dorncstrc shere prkt"" re ..:t
In a mort' ) nchrc nou manner

Dutta Abhijit (2001) h.1S examined tJw inve tcr-' reaction to inform» I ,

II ing primary dt1t.l ccllecied rom \)00 mdi .idual lIWt"i{ r ""d l b<;"r
that Ul~ individual 111\'£''tOT' .11(, It,S rea trve to bad ru-ws as tilt' rnve ...t,,·
long{,f period

Chaturvedi Hart m (2.002) obs rv I t.hdt the cumulative ;:Jbm rtn,l
returns (CAR) bcrwc n the, nrtfolros ~\rth I'll siuvc ell",1 n(',I;.mw unexp t.
Il<llf.y,'.uh· earnings W<l' q~[ ificaut The rt'~(,Mdwr I I th\!(' obvorv d h,l"
m re than half ot the stock prrce ad/u trnent O(t.lllH·d In th e r' ~
.111J1UUnpm..:!) II erlod

Luk e Jijo an I . Mil}"ln R.11 ~002l 'x,ll11tncd the c; cUllt~ J'T •..•
h,!hi\\'IOUI .iround the ann uncern nt ot rock ~plit ... nd "round I'

,~InJ an lnstnut 01 Fm,H1 t'



de t TIley found that tiler' l!:t;' 6, percent abnormal return. l unog the tw •
.r,,~ (I~, the day of announcement o -t "split and the next dt \'} The
stud, 1I<;QII und sl~nifi«\nt ,lbt (lfllMI return around -"'plll tldlc,

.\ I'\', Ind 1<1n stud le~ hav l' test·d t h~ .·rnt:1C'l1C\' of th !nd 1"11 C.1 pI tJ I
mil t ket with rospcct to qUi rt 'rly eMllrngc; uuurmanon. JourU cr. UP!i<' tudi
could not [md ut the ~'<,1 i period during which the market redc-t<; 10 an
mtorrnation

Ill. Fhe Study
~I 111/,'(Ut>L'<; 0/ Ill,' " wJ.'I

Th me' lor ,b xnv th study is to ernprricz Uy test tht' tnf, rmationnl
t'fft I nL.' f t!t\' II dian capilal iI.H ket with Spt'l.iill rt.'ft'r '/1 t,t 1th shar !. oi
<;(lIed IT. r ICe, Banking. '.1p,taJ Coec • .111 1Automobil ~ ctor c mpaiues.

I he sp 'elil 'ol~1 hves 0\ th~ study ar as t 11\:)\'1/6;

T( , amme th Illt J motion content If the quart rly '.iHnmgo;

anru UI em nt mad •by tht' C mpanies
To ler, he ••pe d \ 'Hit \ -hich the quarterlv earnine lIIfnm1dtif'O_ Ir

il1-I.1Il ell eouslv dl1.I unbiasedly .mpounded in th hare pritt,s
'J \ I -st tl drrvcuon If char gl' in th~' S curitv price- 10 III; dtr '{'ti I III

changes in th qlhlrh'rl) ~';)rnil1g5
1'0 te ...t wheth r there IS ,10',' difference III U ~'r ~clllion uf ~unl) f'T1 €'lo

11 var ious JIlt! ustnal see or seru r itit'<;

~,::!Tc» I:J Hlfr()t1IL'~I~
F(lt the pu rpose (1 th e, studv, t\, 0 <; t~ of hvpothescs W 'I (' develop xl

<lml tl' led IN ntire sern ~I r Illpilmt>"

<ct-l: The null and olternative hypotheves Irarned for Ie 'tint; Avec. gc
urHy l{ turns .1ri,)bility (ASR are s follows

l lypolh ,JSI to A ';1' ""1- r Ire t]/JJ il tll t'IT/Wllgs O/tI!PIIIICt'/TI('1f1 illl l!(1t 'PIII,/IlI

II~orll1i1IT/'I/J rncvan; ilr oalnnnon t~t !> curitte» atu! 11 'II c ilh' ;:.t'ClifI t
prr' lo not react /0 th« :mIfOlI11(<'1J1t'ut (If flit/If/alII t't1nJm.,?~
tlWII 'lIIl(t'!IIf'II/,

If) pothe ••is l I I ~}{V . 1 - TIlt' I]lliirtfrly t'llrmug~ I1m/lttmCc'Jllml ("Ill/hI/II

lII/-lTtlllltlf)/I rCkUl1l11 or C'I111fllt1l111 of' '&: 1ITh.'s,

,0;'(-11: The null and alternn ive hypothese framed for teslinp; vera e
bnnrrnal Returns (t\. R) art! it:! ollows

l ly othc 1S I 0 ,AA ~ - 0 - TiltH rs 110 rccciio« III lilt' <,.('(1lrlt!II"ICt'i; ,mti lienee
th; It! IWI mfll tdtln,~ HI-": 'I,

Hypothesi« H 1: ti<' Q - tile _1'clInty /'11 t':; ref/de.-! JHl ./1 'dy III n«
(// 1If'/IIso'mCII! II '"Ihfrll'rl.! ,'ar/wlg: (f th," ('a/tl, r ill tilt' 'II/dll"rig /' illlIT:,',

is / ,·qlH',' (mri irl'lr,' Ilr,'/ill)/l'lwlli returns I, ~rl','!tt'r ITllll: :;('/'(I

Of

IiA R < 0 - tll" :t'lllni.ll'ri({'~ r('a{ It'd /t",\',ltrprl.'l I, I tift' ,1111:£'1111.','/1101 f ,I'
qwt l1"r1}I,-I1/ 'illig' J tit dWIJX,' 111IIII' ,/11,'11 I, riy fllrr:II:~" I~ ""Xilll,I,' ,1/1I
hence the abnormal returns are slli.1\lcr than zero

:: In :iJdll J tIlut~ n hndnn



J 3 Sl4J(>e (J . tilL' ~-t/ldy
J he pr nt sludy tests the mf rmati nal e.lfi lei •• f lhc Indian 'i\PIt"dJ

~l rk tin lh , JJl\I- .lrol1g 'orm (If£fh(l 'nt arket H -pothesis (I'MI I) with
resp rt La 5 Il:'\:t IT, !'MCG, B.lnkmg, aplt"J Co ds, and Autoruobil k"
comparncs

f{,!ir!l'(7Ih t' l!f Ilrl' .'twiy
l'he tnvcstcrs use accoununu mtorrnation f r valuauon of securities

Accounting infc rmation and capital market elll ien y a re ot great mtere .'
the investo I Iund manag rs, an.dy. ts, planners. policy makers, dill! rnarke]
regulators. accountmg tarulard otter . researchers. the Covernrn 'nl dud
th 'publk 10 general Since 1 98-19, I<TIh,l!; made It mandator lor ull th
II ted ornpauies to furnish the unaudn .1qU,'TWI)' inai ial results witlun
thl monlh o E! prry of thc quarterto the stccke h, nge wherein lhl'comp<ll\~
is li 'It.'1.1 as one of th steps toward the creanon (If ••n ffi('ient<:.lpital market
1 ( th $1:' quart fly e 11I1lt; rE'p rl contain information rel vant or
\ alu.'}ll! n of sc 'urine's. If 0, d lh secuntv pn impound the' informati J

rdpllly dnd unbia edlv 7 Thl ,tilt' pr nt lud) I an attempt tll test th
intorrnauonal t:! frri n "of the Indian Capital: larket with re} t to q iar "ri:
earrungs announc tI b~ lh sample CO 11\1 .111i 5 in the s.: mr-Slron . form
.},H

lV. 1 thodolo of th .tud
4 1 ,11111,1. _'.:/. t l1L1J/

fh,' studv inter ds to stud I ontv the IT.)- lCe, Hnnj,.ing L.I pital G l \ ",

and Automobrl. ector stocks hsted m the : allOll.1l-l I:.-F dM"W~(, r-
Out 1 l illl th companies 111 h ~ab ve f e s > tor ,/JOdU5!rit:'~ h~ ·d II tl
N 1-<\JIll) 84 ornponies. which san.,f} the oil wrn T (nkrid, \\'(. (' S .It-'(', I

l. The lndcved companies in N r 'Wt:-l ch sen in ordor t,1 ensure 'Kh ~.
trt\ding, and for th eavailahilit of d.lI) share pric quotauons,

ii, Availabihty of the dates f announcern 'nl 01quart rly earrungs <111\1
ill !\\"lJlabtllly of quarterly earrungs info: Illation

The pr",!>cl1tslud. is restri ted to fir t and third quarter because . ." ! d
quarter .oiucidcs \ ith half yC't\Tlr carrungs and ((\l1rthqu;u!- r coin. I,I
Wit11 annual 'arnings. for SOUlt'0 the san ple cornpani . lh quar rI
earning il)f('lrOltiti n and I or lht1 d.lt· of announ em rnt wer not .1\' ~iI.b
l;m.ally U) t It .•rl nurn el f quarterly arnmg ann iuncement convid 'TO

(OJ th tu Y \ J 0.\6 out (If \\ hi h 321 quarters h.ld posni " e III In '
ch,mf,c and 1..J2quarters had neg.,li '.;0 >,lrllll1gs ch ..Ulg '.

4..1 ~,IJlr .:< I~r[ ail

Tho inr rn a i ItS r '1'drdmg adJUSled ck m co shan- price, th 'lllMt

earnings, fllt! date of quartcrl c,lrnmgs ~nl1(l\ln 0\ znt..., .md tlw \ ,Ilu
P , ., SUOwel'c l-tained from "PRe \V '.. so, publish d by C:-'Ilr. \.}

relevant mformauon are also obtained from the :\SE \ t'bSlt" (ht t
www.nsen dlt1 (;(1111/), \10(1 I {HIll journals.



.•J Period (1 lire" fJl(tlj

The P 'nod of th~ stud _ covers fh'e '('.ns from 20(}{}.{J1to 200-i-05_

4.4- Analytical Tt!(1/~

-lAI Dmiy Return!'
The dallv returns wcre calrulated for both individual securiues as wvll

itS market inde using Ih,,' following equation

!? 1;::[: -p,. \ 'Ino
/1 P. (Ul)

r!

where, r// = Returns on (:1)rit) i(\0 ttrtlt' t
P, = Price of the Sl'S: uritv at ti me t
1',., e, Price of tl-w st.'cufity .1t tIme 1-1

4-.42 Security Return:; Vorllthrlity (SRV)
l{¥ modeli used to know UH'!r MUon in the s turd' pnce: I 1 the

anr ou nee ment C)( an intormanon item Symbolically, the model is

S'RV =,.1

AR =:

f/ j AR ) (If)

\,'I1'r"'. SHV "'Sl.."<1lntyR<:'h.lrIl Vanalniity o! ecurity ill1tmkt
AR a A bnorrno 1rctLlI11S on 5f't-llrity Ion dav t

\' (AR) =Varian e of Abnormal Returns during the announccmeut
period

Abnoruial Returns ( R) und r !ll!lfkct-i1'~ifl~tcd n/11lt'rtllll1 r(JlrPl' h

calculated hy IIsil\g theequation ct •• he low:

(I 2)

w h "r " A R I :- Abnormal Returns on security i at tirn
It,: '" Actual returns on security i at bm~t
R" = Actual returns on marketindex In, wluch is proxied by

S&P CNXSflO, ,1 weighted average index of 500
companies publish ed by NSE, at time l,

-IhU5. laily actual returns over the announcernent peri ,\ (.J hIJ)'s) w~re
adju fed .\&f1inst their corrcspondiug market" returns.

4.4.2.1 AWI·,lg.> S{'(Hrit,u Returne VII/"/ill1iirly (AS{,; \t')
The Sf'V., 50 calculated for all the quarters .:If!? averaged l(' find tlw

Average. :!( uritv Returns Vi\fiahili tASRV.) hy u ing tilt' 10110\\ ing Ctlud rron

(13)

.-
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\'Vhefe. RV = Average Security Return' Varlilbihty a time t

~RV ""Se-t:11rity Returns Vadabtlltv iseruruv "I rim t
n ••Number 0 quarter in the sample

rite :.igmfi.canc(" of r d tion tn security prices (A~ RVt}t<i t{,5te u"ing
the Tvstatisti -<;.l!> follows

{stat = (A !~\!'- 1)( ,,!f\/.. (1 -IJ

where, " is the "'limber of quarters III the sample and s i" the Stand,l,d
Devranun at Abnormal Rot lI'H!-.

4.-1.;\ llvL,,·agL·A!',wmw.! Rttllrtl: (AAR)
The Average Abnormal Returns is calculated by equahun SI en bel \~

;\:\1', -l ~AR t
n l.::c 1 I,

(I."" )

where, AAR, ""Aver.lge Aim rrmal Returns on d,\y I
AR ., Abnormal Returns tm security I <It time 1 \ .••-hich j.,

calculated y using the equ,lliotl (l.2)
n '" Number of sample quarter

The ~Ignih(i\nc(" of the AAR,lS test 'd u. jng the T- s!.JIi ••ti •• 0" tolli''''''',

~ h ere. i\ AR, i'i the A erage Abnormal Return on II [11(' J
IL is the number of quarters U'\ {he sample and
S IS till' Staudard Dcvration of A \'eragt~Abn(lHlldlltL'hHnS

~.4.4 CUntllttltnrt' A Vl!I'Il,SSC A.lmom1t!t Rcturu« (CIlAR! C/d~) Ihe Ci\Al~ /
CAR is calculated as

('.1-11<\ =z:: s«,, , t 1.7)

where. C1\AR. = Cumulative Average At normal Bet-urns for the 1..th
period. (Hereafter, it is referred to <15 AR),

AAR, == Avera e .Abn rmal R turns o sampl quarters a tll C

t \ lu It is calculated by uSlIlg the :'\.It! tion (1 5)
4.5. Ti!rm rtl,)!t}8rc:~ fI:.d III Iflt' Iudy
..f 5. t AlmSHlII,rt Rcurnts

It is c.akllli\t d as tile C~ ~!> rei u m.s cerned by a stock over tin' lx:ndltlMl J..
purlfolio. The h -nchrnar], pC'lftiolio used in the study j'i tlw 5&1"C'JX :,00-
an mdt,), of 500 ompani s li<.led on the National Sl~)I.l-. Exdlimgt:- If the
!>b I..r 'tUn\.,lS 31eater than llw r turns from th > 1,•..•nchm.u k pOI Hollo ('-),i{-f'
CNX ~(()), Il b called pil IfIT'(,'llill!()r.tIlill rt'lu II .1I1d if tht'lhffert'llCl' is n gilll\,\,.

ill"; t d lied liegtl/ll'otP'l(lrlt!JII tdllrrl~

iff'



1 :'.2 M.'1l11 aJ/lCl'tf,f AbJlormal {' IJ.IfIl'

Ill.••U, excessof clctual returnsfrom a f'{"lmt) OVC'T ib. a cra&e returr .wh h
1St',,1 ula i I r th p€I'tL>d ot Um..>emonths precedm t tht rmounrcm 'nld.ll.'.

4 '5 RJ~A '01.1/11 tc. f /\/'f/tH IIml Ro.' II tl»

Ill" hv e c•.•••••.•ot actual re urns over the 11 nnal rerurns rakulated usmg
tllt:Capitill Asset Pri rug \1ud 'I (CAI'\-1)

,.. ..J. /1:101 1<.-1-,7 (,I {'f"d Al7ll,trHl'lr R ' fI lb

It i--. the e re .,oj actual r -turn« trorn a ~~'cunfYover Ih • return II III lit '
murkcl u d

-l 5 ,\ tIIT(lItnc.'1I11' I nl1!'- ([),111
I h • d.lt.- m \\ h rch the !xMf,\ ol dir ·ct., rs tlPP1( ves the quar ler IV .trn1l1p,•.•

rl:f'llf ~ I l 1'>lu\'rl.'dh)\I.·llwd3('O ilnlw\ln"11l'ntl1fgtl.,rt'f1yl·<lrl\lnl~

-1.5. AII/I<'(/J/et mou pcr«II
1'11'onn uncemeru p riod IS tht>period surr undmg the .IIU'IOUIt ement

\)f LJUd rterly ,·.!fninr." Thj,; pcnod 10 -II de :;0 trad ing dav h oft re the 0, , lli

U\i.!announcem 'Ilt, dav 1 the ann iunrc merit, and 20 tri,ding days f Uowlng
ll1l' •.lr' ul anu Ul1 tWI(!i t. Thus the ann nincement P ri d hil.'i 41 day [he
pl'riod start: rrorn -'20 ilnd end OJt _0 D.I () is th~' day of tho? <l1lI1t uucement,
-20 t,} . I 1'.. tlu- pre-.I nnm Ill' -ment p. -riod MId 1 W :W I the p~l!>
vnnoun eme t peri d

-l:-7 AAR/ AR
t. AI' and ~.'<\i\~Me u ·d lntorchangc, bly in the present studv

5., } 'limn,' l'ltilll\l'

l'he dlfh'r~1I< " betv er-n the IlPt prolit mfHr.,1I10t.1 quarter and ttw net
rr~lh t ma f!' In of the S,H1W(.1uai tt'r lit tI1t' pre( t,d 11I~~"I'M '" ( .1Ik.! l'.urung"
d"'llgl' If the net profil m.H;fIl till' III 'lll.Ht(', is grcarc r than till' 11 -t
prout m;jq~tn of 111\ ~Llmt quarte: 11\ Iw precodmg '~<l' It I.' <I PI'lll "
t"lrlll't '.';dl'II1'( n •.l if It rnaller thun lhe net pront margtn 01 till' ,>,lI1W

quarter in tho precedmg ~H';H,it \••Il<'S,ltHJ<"'111 /IllIg- cluin sc

r.:.9 F ucicutt» J!I kt'l

It'll' PTl''.,·nt ••tud}' ti'<;t III rnformau nal ('I I lI:h!I1C\' or lIll! ("'pJt,tI
mar l-d A mar hod I did t be ffH.1 ent If h xecu ri tit>..; tr.lll I no the
marl "\ (" ptu re the r ntem ,.t rntormation in its prfccs rapidly .md
lIhbl'l!>t'dl~

-t.S 1 \ r,n ~cl Re.leI /(>/1

1 rket r ',l( n jf; mea urcd b} th ~change in the sto ok. pfl l:! . ff 111,
pne:; ui re'1~t", then It u ntllt>d l'O••,!iIJ(' r"lh"n(lIl, 'In rh ther hand. II the
Pl'lLCSfall, u is c<\11d 1I.'g,llrVt.' reaction.
.j,~l1~R\J

It i,~th ',liT! nvm 01. xorri" R,'l\1n <; V,1rl.l.bllit\ run r Returns V;1t Id[ tit '

i.•• tht' ratio ul .ibnormal return t/\l<1n'd (In ,1 P"'I ticul,H d.l)' t \ t l' \'<11j,IrKl'oj
abnorn dl returns durin the ann 111m 111 'Ill pl'ri\ d ,



f'rtl/llICt'lm11O

\'. Analys! of rheStud
The anal 'sic;of thil; ,tudy I.••dis II sed in two I'd! .bdetailed Lelo

Part I: AIl<llysc.of live Sclnlf le uuluslnal cror - IT, FI\tc ,Hilnkmg,
Capil, [G' ds and utom bile Industry.

Pc rt 11 I nal '5i5 () enuro s, mpl > -OmpilTll 'i

For th,> PUTPC}St'of anal 'SIS. the alues I Ai\R f. :\AR-. ARt .md C R-
\\ ••n- ~pMat('''' (:,)1ulated and used Further. the ilVCfi!gf' values C1~ SHV.
AAR anJ J R- we gl\" n in Table YO. VlJI and [ , res] -t\Vt·ly rhl' •••..
•11u~ were l't:'felt'I;;.'t1 tom IJH?discussion wht rover r qutr xi

5.1 All, IV!:-I L~n~I''t:~ml/Jllt' //li/II"'I tal wctor«
'Ill mvcvtors mav pcrrcive di erent uulustr \ differeutlv.Some II dUo,.UI ~

may lx' nm idcred to be fd5tgmwing and hence the stc 1.5ol thai industry It\~

b.:-cvroll-r·dllttr.Jcti\ inv tmcnl ovcnuc and h ncc the inv t r-.watch thc
pnc dO"1 '. Therefore, man .moll}!>~ and mves tors 111i\V fOltX',1. t U "(>~mmt~S

of th se .,tock!. and hen e prkes would capture informati n \(!I) b •lor , the
nnnoun ement flh eammgs mf rmau n Whe as some industncs may n t
II1d favor with the in esters ill en ralandhence ma react to anv mrorman n

onl 'fift 'T the information is made available in the market. In ol"d~r to t! anun
ifthcrl'l anv diff rence m lhe reecf n I differ nt industn I eel r tc .Ihe
nve 'i,lmp] mdustrial eel rs, narn Iy. lnformanonal Technolog ,(rt'). .1. t

lovmg onsumcr Goods (PM G). Banh.lng, Ca ital Cood ••and AutC1 nohlle
~·tlll.u dl~US5 d inU, olIo\\ing rag

5,1,1 Rcsult« olJllfomllliiPlI Tedlllfl/ogy (IT) [lIdllSt~!

The Ff tor sro ks nrc morc vi ibj'clnJhtghlYJrhvcmtht"lndldll
ca rtal ma rlo. ,t au rir g th last de ade It rs IgmilCdllt that d Urill' the 'c •.ar
2002-03,0 the lop 15 companle In terms 01 trading 'olum\:', 12 were n
c mpanies Therefore one mav cxpcct that rh•..-TLstock would be clo lv
followed and the ·.lmings ot l'l' cornpani . would be (ft'l..\ ted III dv MId.!

Hence, th market or [I . torks an.' e, .pected l be rnor dilLll!llt corn fMreu to
an . oth r mdu ••trial sector

5 ].1.1 APt'r1l8e cCllrity Reu r/lS VtlnllNllt}l(A RV)
In an in! rmationall cffi tent market, on an ilvcmg" the A~ RV i

exp cted to be ne, I Lh ASRV is greater than ne (1), it Illay tv ••ai t thai
ther 15 signlftcan; reacnon in the security pnc (i.c. the market I!>not
mfcrmattoru fly cffi lent) Henc • it may be' said that the inf [molt! n
ann unced i r 1evant for valuing the ' unties ,1Od hence the price o

cuntie should rcacr to Ih announc m nt

I'able I "h w the valu es of A RV vith t-value for IT industry. I ls
inferred from th abl tit a t the RV on day 0 wa: 1 1':\, 0 percent r,re,' r
than the overage, clod n uO)Y 1 it was 1.2.J, which wa: 21" percent gn'Jkr
than • d\,er.lge, This show that the securit r prices of ample 11 contpilni'-"~
reacted tr the announceruent of quartcrly .trningsonth •...ne td,l\ (I v l}

"', IIlJi.m Instit\lL.,~oi Finalle.,



to th ' d'l)' of quarterly &lmsngs announcement. How rer, It. hould be noh.'d
that the average J\SRV dunng the period of ·n days was 1 02. 1 he dVer.lt,'e
A. RV dunng the 20 pre announcement days was 1.oJ and the dv(.'rdgt' ASRV
durin~ ppst unnourzement period of 21 days wll.s1.02, The average A5R V
dmiflg the period of7 davs <fn:mtday -3 tod. v ), was 1.5(},Ii nee, tTIt pr s of

uritie: significanU . reacted to he ennonnc rment, parti ulc1r1yduriflg Ole
few dav surr unding the day of th anneun ernent (day O)

Table I
Analysis of ASHV. AAR ,AAR~, CAR + llftd CAR- of 1T IndustTy

Y3Y ,\5RV t-value AAR+"t-v:iIUe- A R~ t-value C R+ C R~
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5 -t Ifll,lJ/( (' !milil

Tlus is ctearly dt'pu:redm Figure I. wh: h shows that the ASRV curve ot
II tudustry 1S 5tf:!t'pl 'r mg on day II and day I. J he dol s during whi h

SR l' cecded one d IInng the pre announ ement eriod are: -19, -1 ,- P:'
-I~, -10, -7, -5, and -2. r lowever. he harp reactton on days immediat ly
f,'lIowlIlg the announ('C'llwnt f quart fly ammg:. hows t al the milt t i
not abk- to t.,lplul(, the iniorm lion b h r Its announccm -nt. Therefore. rhc
market tor the Ll toe may bc s.dd to be n ar r-ffi lent

100

• 'j/)

figureJ
verage ecurity Return Variability for the I . lndustr

~.l I.::!Iivr!7'ogr Alme mitt! I{durl/s(Ar )
I he abnormal retun for 41 days du ring the announcement peri t.l for

<\11 .1I11ple ..•(OIJ\PiUlIC ow re cal ulatcd tor analvsi The abnc rmal returns
'iocakul'-lt'dwt·I"e-(lVQr<l.("dtog<'tth verag abnormal retu 115(.\ P) For
th purp0.,e of analy ..•is, the ,\v rag' Abnormal R turns (t\A.R ) w re
.11culatc i for p sitive I"lming change (p siti e I\!\J{) .11lt1 n ~g,'ll o

c.Hlung Ch.lllg~·(m't alive .\l\R) ",pdrilld:

Th • rc ul s of posurve AI, \\ ith t- -alu S for the I J sect r are ,Iven in
I'able I, which ~h w Ih.l. 011 dav -1, an I on dav 0, there wa nt?gdh
abn -mal rvturn On doy .::!and till':! ",llICf, are 111S('rto lh" ,111munct-mcn
I.I<lY, the abuormal retu ns WI re 0.7 nd 0,09 rt~'f ectivclv Ttw positive
AAR fr m day ·1$ to --I, there h.1S'been negtltiw abnormal returns And.
be 'ond da r.t. there ha be 'I) negative il\'eragt' abnormal returns ' lflt'rdll)
Thu .Ih rea ti m took place rom tin\' -210 dav-l ugi\in~t positive quarterh

ilrnings announcement 111' iwerdy' 'PC5ItivC ,\]{ of -O.Oq ,,\ clS .)V,llldbltl
durm th ermcuncement pcri l of-l l Ja'" Durin the pre ann uncemi lit

period, lh. <IV rag(' pI sitivc AAR \\'<1 -u 00 and the dvcrdge p rtive r AR
\,.~ -u 11 during the p f announrernent period In ••hort, U It' wa, no
!ilgllih < nt abnormal r turn availa le tc Uw mv t T!._

Tabl ' {al!> ~,jv s lh Al f r the negative earrungs ~'himg( n~gc.ltl -e
AR). which shows that here 1!>.U cg.lliv,~abl1urn al return on most of the

dc. durmg Ihe announ ement pen d.The avel-d~\;!ner."HveAAl{durm the
ann 'U ncement P 'riol ,.41 days was -0 _]. Du ring Ull:' pre announcement
r l.thl!i\velagl:.'l1'g.ltiv r\.i\Rw,i 23pt..·r·ltwlul the average negative
.-'\:\R \\',1S - 120 P r ent durmg th "P st ann )UI C rnr-nt peried.

lndr n in~t:Jt"k ( f Pin Ill'



5. U.3 Om/Illailor Alnu.mlml [{elm"lls (CAR)
The CAt" shows the relationship between tile magnitude of earnings

ch.lnge and the III Ilg nitu de of price chang!;". The CAH model is useful in
exammmg the- Informanonal dfkietlt"y of capital markets. since if shows
the direction and magnitude of C~hn\ses In the 5ec.urity prices to tlw
imnOUlh~l'l1lt'ilt of art infortllati{m item. The difietC'nce between Ill(',net profit
margin of a quarter and 111€ net profit margin of t.h€'saml:' quarter in the
preceding yellr is called earnings 'hang~.

The l'esuHs of CAR of II' Industry are presented in Table 1and depid(>d
in the forar of ell rvein Figure 2, which shows tha t the CAR for the positive
earnings. change has been negartve throughout the announcement period.
011 the 0 ther ha nd, the CA R how the nega rive earnings change has Il uctllatt''li
widelv. There was a significant reaction for lhe positive carmngs chan~it:'on
dl1Y -2 Thereafter the positive CAH stabilized with minor Ilue tuetions ThIS
shows that the market is able to capture Hw positive earnings mformanons
before its announcement a nd he nee the s hare prices we re ad justed rdpid IY
The CAR value for negative earnings change shows that there has been
negative CAR IIpto dt1Y -14 from day -20 and I.hercatt~r the negative c: AH
was recnrd('d at -2.47 011 day -4. Beyond day -4, the negilhve CAR 1'1'<\:>

steadily decreasing. It reached -10A(1 on day 12 and -8.76 on d.1V 20 It I"
dear irom this that the revision took phH:'edming the post announcement
period. The results show that thougn the Indian capital market is able to
analyse the quart£'rly t'.unings information and USiC it for revision of security
pnces, there is delay in their reaction .

.600 '

.1ll 0(\ . '

figure 2
Cumulative Average Abnormal. Return (CAR; for the n Ind ustry

5.1.2 Rt:SlJ/ts<fFMCG imitlstr!!
5.1 .2.1 AI'lt"trlgr, Security Rehm~.~Vari:nt.ili1y(ASRV)

Table Il explains the results of ASRV pertaining t.o F~lCG Sector The
results show that the Ft-.KC stoc/..s sigrtifkantlyreacted on days () and
dayl. The AS[{\! stood atI 62 on (by (l and day I as well. I 10\\,<1v('I' .•011 tiays
5,6,1.1, 16, ,HId 19, the lISRV;va.:; L25. 1.16, 1.35,1.67, and 2.12 1'L.'Sl)('CtiVt'Jy,
This proves that the reaction of prices was extend~~d upto day 20. On an

® IndianInstttnte 01 Fmance



586
average, tn dverag~ASRV during U1e41 days of the announcement period
was 1 01.1 Iowever, Ihe av rage ASRV during the pre announcement period
of 20 days WMi 0.9'" and the "vetilg~ASRV during lht" post annouucement
pt'ri dof21 days was J .08. Hence, there is d sig·m.fj ant reaction during the
post announcement period. TheASRV value w'as2.12on da ' 19(the highest
alu of A RV during th entire announcement period). Th securtti rea ,t ~

for about 9 day during pre as well as po I ennouncernent period. But the
magnitude of reaction was high r during the post announcem nt period,
The same are depicted In the form of curve IIIFigtlJ't> 3. The figure shows that
fht:'behavior of FMCG sector ' ..•-as erratic and sigruflcant reactiou look place
durrng the post announ ment penod.It is important t note that the results
of F:v1CG s tor compared tu other sector show that F~lCG , ,-tor. locks
behaved altogether in a different manner

2'

000
';;~~~~"'.:tJt:i~'!: ~~
Q 6 0 _ 0 ~ - - - 0 c ¢ 0
O;'Iy 1'I.1d •• loll>", I)iy (If IIHI """Dillie.",.",

Figure 3
Average ecurity Returns Varl:tbHity for the £.i\!CG Indu try

5.1.2.2 Al'atlge Ai,tlCmllfd Return (AAR)
The reo Lilts of the AAR for the HvtCG se .tOT stocks ,1long with t-value

arc presented in Table It On day (l, positive AAR stood at 047. 11 is
intere tins to not that there was ill\<wcrage po itive AAR of Q,lIh dViil!,lble
durmg th", "n()UI1NmCn~ p(>tii J of 41 days. During the pre as •.•'ell as
po. t announcement period, tho avef<lgt> value was 0.0(1. But, th ~average
abnormal returns durmg the period of7 days ( taTting fromday-3 to day
::3)was 0.33. The analysts of: negative AAR as given I'll above Tab! It
indicates that ther W.1S negative abnormal r turns 011 most 01 the days
<luring th post announcement period, ltshould be noted that durmg the
pre announcement pried from day -14 to tID," -5, there was a conststent
positive A R, lt is mteresnng to note that there was a consistent negative
abnormal returns during the period of 20 da 'S (from day·1 to day 2.0).
except day 9,lOand 16 where the negative AAR was 1.66, 0.9 I and 1.S5
respectrv ly, The average negative R stood at - 0 27 during the post
aauouncernent period <111\i it waSQ.: dunng the pre ann un 'rm:-nt period.
The i'I\lerag negative AAR during announcement period of 41 day:. vas
0.13.
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T.lblc n
I AAR+, A.A.R-, CAR +and CAR -ofF~{CG Industry

t-value AAR+ '[.value AAR- T·value CA..R+ CAR-_L- _
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:> 23 CtwJlIlt1twc A/H/i)nJral Retul1l~(CA R)
The results of CAR rOT r~KG sector are also exhibited in l'able 11and

:tE' iirted in Figu r I.The POSItiVE' CAR started to rise on d.ry -t·1 with -0.71
iind _t.ut'ed tu f'lll from d. y ;:;after reaching a~ lugh as 4-28 n dav 9 and
nd •...d With _.M on day 20. Ihus the CAR for the possuve earnuigs (h<11\ ze

Y.n. ne ,ativ'-' during the i'iHh prp announcem nt perio I and it stt>ddi lv

" Ind ian InSlIltJ tl' of Ftn n••e



588 Fmanc« JiJl/:.,

increased to 4 2 on day 9. Ihen it declmed 10 the level of 2,M on day ::W
TI1us, nearly 5 L52 % [t(2.h-l-l.18} / 2,(}41 " 1001 of the returns conteru Of
p sltive quarter! rearnings mrormation were captured after annc uncement
CAI{ tor thC' negative earntngs chenge was negative during the etlfly pert:
announ .omenr period an I th n it be arne positive. There was a SUMp f<lU

m the IT gativ~CAR¢n dav 2., wher(' the negatlve C R Was 7.68.md ,tWtU

10A5 on tin- previous day (day 1), The negative CAR reached the hight>-.t
t.1fIO,96 en del}' 0 and thereafter it de hoed to reach 5.25 On cia r 20 The
rc u lt shows that th market revised tho share f r ires "fter th~
announcement,

1100
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# •••• ,
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••• C.uq·

~ ,. I:> " 'b .'1. ••• ~

0., Relatt~ to the o.y ofthl! AlIrll)uncomont

Figure 4
('ulllullltiYl? Abnormal Returns for the FMCG Industry

5.1.3 RI.'.ult» (I BlmliiJlS industry
5.1iU A'UCrt1l\cS••nmfJ! Retum« Vcr-moillty (ASRV)

Table Ill reveels the values of ASRV with t-values for bOll'll-.inf, sector It
ISunderstood that the ASRV 011lid)' 1 was 2,18, (122 percent greater than
the average), end it rndicates that the market reacted to the announcemen
of quarterly earnings 11is mt -rcsung to nore that the-rea hcm of share prier
to 'k pla e consistentl rom duv·4, to da . 2 During the p<.'lwd of 7 d<l).
from day ~Ho dav 2, UU~A':JRV value stOtll.l.ll 1.13, 1.07. LOO, HI ..!. i.·it>,~. 1&
and 1 16 respectively. Th~H~ rults of ASRV for Bilnlil1g lndu ••try arepresented
111the form of CUrVt' in Figure 5, which shows that the ~RV curve stef'pI;
fO!W on da) 1, However, th . average A~RV during the period of 1d.)",>W~

LOl) That is, th· average ASRV during i-l days arrived at the neutral valu
(1 ASRV(i,e, I) Dunng the period sf prc anncuncernent pertod, the average

l~V \V~ 0,99 while the averag-e A5RV dnring the post ,UUl U[ c~ml:"rH

period was un. But dUl'1ng tht:' period (,) 7 days (fr III dl\y-3 to day 3), the
average ASRV W,\S 1..12, Thus, the reaction took place 'for few days
surrounding the da . O.

@ Indian Instlttltc ofFmance
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FigureS
AV!i!r<lgeSecurity Returns Variability for the Banking industry

5.1.3,2 AF,~rtI;;<'!\i1(J,)rumJ I\elt4r1is (AAR)
"Ihe results of the AAR for the: banking sc<;-tO.f stocks along w itll t-

value ere given in Table HI. The positive abnormal returnsof ilny one
day from day-l lto day-I were folJ(}wed bythe negative abnormal returns
on lh(' very next day. On day 0, the positive AAR available to inve-stors
stood at 1'27 (highest abnormal retur ns <I\:,li lable during the periNI flf 21
days starting [rom day-1V to d ••yIO).

This was fo!1o\.••.ed by cnnsi!i.tenl rl!;glltiVC' abnormal return.'; until Jay
:1. lk'y\mrl day 0, the sigmficant positive AAR WNt' avaitable on fI,'!)' 5
('1.15), day 7 (1.15), day n (1.05), and {',l), J4 (1.75). On an average, tl.21
of positive AAR was available during the announcement period of -ll
days. White the average abnormal returns during the post announcement
period of 21 days WilS 0 16, the aver<lge abnormal returns during the pre
"m'(JU1,c\;'menl period of 20 dAys was 0,27,

The average abnormal returns during the period {If7 days (siilrtjnt~
from da)r-3 to day 3) was 0.08. The value of negative AAR indicates that
t:hetC was negative abnermal returns tm most of the days during the post
ann(ltmCt'ml?nt period. 11is important tQ note that. there was rt conststent
positive A/\1\ dmi11g the perrod from d,1Y -4l0 day ·1/ except dily 0 wh~''I't'
the>negative AAR was -2.34" It is inferred that during the announcement
period of 4·] days, the ilveragC' negative AAR was 0.03,

The averilge neg<ltivt.' At\R stood at ,{lOb during Ute pn' armcuncement
f>enod hut It W.15 0.13 during th ••post announcement pedo\! The average
'M('g.1 live AAI\ III (), J twas avarlable during the period of 7 days (tnln,
di'll' ··1to day 3). Thus, the reaction took pl':l(€, "net the aunouncement (If

nt~gahvl! earnings. The results 10110\'<'that the Indian capital market has
the positive outlook for the banking stocks. 'therefore, the mark",1 Iv,lds
positIvely even for the negative l'tHnings announced by the bankrng
cemparues.
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Table III
Analysis of ASRV. AAR+. AAR~,CAR+ and CAR -of Banking Industry
Days
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5.1 .3Cumulatiue Almorm171 'R.t:tunr (CAR)
The re ults of CAR lor banking ector ar •presented rn T. ble m It is

bserved that U)C positive earnings announcement leads to B.70 percent
returns in excess of 5&;1'C X 500. On day 0, the positive 'AR reached to

© 11dren lnstitutt' of FInane ••
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6.68 and thereafter it declined to 5.03 on day 3. The positive CAI{ reached d

hj~h as 9.79 on day 14 and 15 and it ended with S.70 on d,l r 20. f lcnce, It is
understood frl rn this that 37.' I ercent 11(8.7-5.41} I R.7} > 100J of the returns
content of qu ar ter! . carrungs mforrna non was rea ped ,lft,,( it~
announ ernent In (Untr.1st to this, the negative CAR ha 1undergone d gr{'(lter
voletility in the se urity pnces. Th neg<1tJveCAR W,'!> <.15 low as (}.25011 day
o ,lnd as high \ 3.15 on day J 1. After day 1J. the n~~~ativ~~CA~ decreased to
1.23 (\11dilY 20. Ihe positive and negative CAR of bctnhing in lustry are gIven
in the fUll'll of urves in Figure 6

__ CJ.Il>

•.• <::.~'l·

Figurv6
Cumulative . verage Abnormal Returns (CAH)

fOT the Banking industry
5!..l RC5U!t.~ oJ Citpil.r.1 CMd!' wI/II-I !
51.-1.1 A!·WIgcSl·<'lmty1<l..'Irml:O "'/n,I;'IIitll(A - \'.1

The results of A~RV tor capite! go -dsIndustr M{' shown mTable --l
I Ill' capitol goods stocks reac ed s.ignificantly nil day till> where tilt! t\SRV
1 ? l4. whi h ,<; 114 percent gll'.lter than the dver,'gl'. It should be notod
hut there Wi\S a ronunuou reaction in the 5 'runly pri tes from dav 0 to

dilY.t

This apart, the ASR i slg1lificf.lntJ}' higher than one on days during
he pTt!'ann ttlllc('lltent period Ida. ·17 (1.39), day -15 (1.16). d. Y,'14 (1 l3),
da\·.13{l.l ),1.1.\ -12(1.27).tla -n {1J9),day-4(1.16)] and (iuring the
pest ann uncement period Iday (1.12),day {l13).dayI9(1.10)}.On,1J1
<l\.'erdg~, thC' average ASHY d urtng the 41 days nf the announcerncnt period
",\S 0,9 .Howevcr, theav r 1ge SRV uurillH the pre announcerrrenl ll"l'iod
fJi ,::fI dOl is was '1.00 and duril)g the post announcement penou of 21 days
•.•.s 11.98,

i {OWl ver, during the p rind (If 7 da -s(from doll' ,3 to day 3), the ,wt'rag •
\"RV was 118. The same is represented in the form of curve in Ftgurt· 7 f

., hrch show« that there is 11sharp reaction in tht' share prices OI~ {,j,1VO.and
~J"r 1 Thew \\,,15 minor reartlon in the I"ter part of announcement
pen d (from d,ty 3 0 day \5) II \',.15 -0.28,

@ lndian ln5titul~' oj hn3nLf'
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Table r
Anal is of ASR • AR f A;\R-, AR+andCAR -

apita! Goods lndustr
D ys A t. ,.\f{.
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Figur
Av rage '~urityRt!turnsVari"bilil forlh Cepital Goods indus

5,1 ,t ~ AtW'lgt: Alltwmwl "'r'llm;: (AAR)
Th results tht1A:\Rforthecapltdlg Is industry I( ks along w ith

t· aluc rue presented lit T.1bJe \I, V hi .h show that From da ~20 to day 20.
g!!n ra1l" th re were po itivl' AR available to the lnv tor On drt 0, the
posurve . .A.lh"ds O. 9 It is un erst I that Ih r was a ron iltL nl negabv
abn rrnal return from d ' 1 It d, Y 5 excel t day ,\'\,'her.~the nhnorrual
returns \\ 3~ 0.1 ,I. ('\an iWt!r.tg 0,0.12 of I' )Slllv~ I\AR W,lS available durrng
th announ ern 'Ill F rll tI 0 1 tI.1Y Whll th ~a••.er.lge pll~ilJ -e t\AJ din inr;
the pfl t announce ment period was 0, l·t. he average positive I',\AR during
the I'r annour cement r -riod wa- 0.11 Tho <In·r.'g P'1<;1l1Vt' :\AR :lufln~
to F riod l f 7 dav (fr m dav-S It dav 3) ',150 {} . l-Ien ,II 01." I ' ord
llMt the mark ·t f(ll the pc SlhVI! earnings announ ·ct.! by th capit, 1g od

'CLOrwas n 'ilr t'lfICHmt. s Jar a n gativc AAH ,,, concern 1, Ul( rc was
nt'g. uve At\R on III st of lh· dol)' dunng the po t announc mr-nt ~ nod
Ihere was srgr dkantll<'gl1ti '~> AR.)f-:!.27on {iryl rhC'<\\l.'rilgt~nq~,llI\,
AAJ st< od at 0.11 durin I the po. f announr ment peripdl he ., 't'ng'
neYdhvcAARduringlh ann unc Ul nt penod ola t day wasllI7butit
W,\ O.:Z..Jduring th pre announcern nt p 'nod anti lor he period 'f 7 d.lj',
(!rum d.l~.'3 to uny3).

5.1,4 3 1,...11 III ilIa tire AIIJ1(mllai Rdllrt/. (LAIU
The r . ulls loll C R for apita! Gee Is Sedor M~ I.' lubited 111 Table V

, 11t.!depi red in Flgllf . hi.'posit: '\? AR remamed pL),itive throughout
thc aunoun ernent pcncd t41dav ' ept dav-I and dav 16wh('plh'
posinve CAR value was -0.27 i\l1d·O 6 res] ('('livel, It is observed thdt the
l'1,)1 iv C H l('a~HI' increa ell with minor [lurtuations d lrIng the
announcemcnt penod ot-tl dav On dayn.the p sitiv C Rr Chf';t:!hO
I he l,Io.,iti 'e CAR started to tl!>' from o.1'y ·15\ Ilh 0.25 and reached ••• high

,I!> 5 ~3 on :\,1,\ JQ and ndod with 5.0Cl on d"y 20 It should be ot -d thal
there wa a o;lgnifictlll d xr a.•c of po itiv C 'R 0 r ach 1 ill on llL1) - Irorn
2 ~O ndll) 0 rhus, :-6.~ 1'\'1<: nt 11(5JI9-22l) i S.09} " 1001(If tile' abnormal
r tun I\'l'rt: ldf 'Ul 'd. ft -r th '<11m uncement of positiv '('Mnillgo;
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inform tic n. As inf (ltd. rom , hove Fable V, the nl'i'dtj e AR was also
J 0 itive luring the entnt! <inn uncem ru !enod, The n('g<ltiv' AR
J{'Crt'3. 1:1.1to :!..ll on day I f ru -t71 01\ da '0, and d 'cr 'i\~ -<Irur ther t I Q3
on liI)'2 I ItE:>rd''l2,ner,atw Ci\R tart d to nsc.nnd it reached (J In
:fav 14. Hut It de r ';\ t d lO 592 n d••. I/) from t> I(l on d ~y J 5 1he ne runve



CAR ended with 6.97 on day :m. Thus, only 31.85 pen;~nt [(6,97-4.75) I
6.97) x 100] of the .lbnormat rettU'ltS were captured afteraflnonncement of
ne&ahve earnings. Hence, an invesfor ading upon thei,mnouncement Cl{

quarterly earnings information can make 2.'19 percent excess returns (i.e,
5J)9 • 2.(0) by ,u:ting upon positive earnings inlorm.,t:ion and 2.26pe:rc\~nt
(6,97- 4,71) excess returns by acting upon MgatlVl."eilrningsinformatinn,
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FigureS
Cuffmra!ivt- Average AhnornialRelurns«CAR) for Capital Goods Industry

'RCSflf!S tJjAutmt41fJile lwlustry
5,L5~!Af.lCh18r$n:nrrf!tRl!hmrs Vlm'tlMtly (ltSf~V)

The ri.'!$'ul,ts,of AS!t.V 11)1' ihl.!' Aub:ll'nobilk' Industry are displayed in
\i\'l'he- ft15ult shows thatthere 'was a significant reaction in the secu rity
from day 0 to day 4. The ASRV Was 1.76, 1.74, L3/, 1,44, and 1.49

t\'5}~Uv¢l)' on those days.The above Table also shows that the ASR V V.~dS

great0r tn,}n one on days -1t ·.2 tUlJ 11, It is important to note thllt on an
i!vt.'Jagc, th~~aver ••gt;' .;\.SRVd IIring [11tH 1 da ys of the annou nee f1wn t p<ni 0.1
;~"150.9\1,However, the average ASRV during ihf! pre armouncement period
W,}$I on dlld the averilge dming the post announcement period \va~ 0.9$.
'{hI;' same ,we pn!.~t'n~d in the form of curve in Figure 9, wlnch show« ihat
thefe has been reaction in dIe automobile stocks prior to the announcement
{)fqu.artf'rlyearni:ngs as well as after the announcement.
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Average S&'tlrity Return Vari;l biH I)' for the Automobiles industry
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5.1. "21 ,'LT,"t' '1/"l1Iortllt11 Returns (AAR)
The I' ults of the I'AI< wuh t-valu tor the auromobdes 'ector arc

presented in Table-Vi. Th r suits show that the r has 1 ~ n mixed reaction
in Iht; pflC'~ (1 tor], of the Automobile ~dor to th announr-erncnt of
quarterly p"mings. 1hat is, tht' Aut mo il., Se tor t!dfnt'd :ilgmltcdntl
p itive a well i1 n gative abnormal returns for b uh positive dud negative
arning changt! The pO itive AAR show that from da -_0 to ll".-l,

g nerally.thcrc w re positive abnormal returns available to the mve tors.
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On day 0, positive AAR was 0,44 On an average, abnormal returns of(W6 was
availableduring the anflO11l1ttment period of 41 days. Vvhfk the average
abl'10n1'ltll returns during the poslal\ttouncement period of 21 days was 0.(0)
the average abn()'i"m4'llretunlSotuing th~ pre iIn110UnCanel\l peri¢d of 20,da,'$
w('IsO.09.rurther.lhe average ;;tbnormalretums during the .~riod of 7 days
(from d'ly<ltoclay ;3),,,'ere 0,27. The,restdfSoi rwgativt" AAR indiciltel:hattberl?
wasnegative ahtlOTn1Jll returns em must of the dnys durit'.g the post
annonrtcementperiotJ.1t is il1fl?restil1g(0 nom thaUhere was a «)l)si$tt:'nt tfu"'gativ(;'
AAU during the period of 9 days (from day -'6.to day 2),<lXC¢ptday ~4 whert' the
nt~g;:ttiveAAR was 0,12, The .wcrage tfu"gativc AAR during announcement
period of41 days was -0.<12,The average negative AAR stood <It - 0.13 dunng
the post annOUllt'Cmellt period and it was 0.08 durmg the pre announcement
perirxl, But the average abnl)m\dl returns during the period of7 tlnys {from (Ii:1Y~
:. to day 3) were -05'1, Even though there have been mixed reaction, tl1t~
<mlomnbiJes stocks reacted positively to the positive earrungs "hdnge and
negiltivel). to the negative (~irmingschaflge on deys.closely around the d.\l~'01
tht? announcement

5.1.5.3 OfJl/J.ilntt\N;' A/manfUll Rd:ums(L-:AR)
rhe results of CAR for ,\utnm()bile$(.'(t'I.lfare given m Table V. Iti$llL'\S>;:rvl'l,f

thtlt the pOSttivc CAR :>t-e"JlIy incr~'a5(·d with nnncr (lUduill10t1'S during the
annouecement period o f41 au ys. On day OJthe ppsitlve CAR fc.lched :t16, Tlw
pt:l$itiveCARstarrod torisermmdi1y~14 \vith 0,22 and reached as hignos3,61
on day 12 and cant~ to <Hl end on dill :to with tJie value of 253. l1tlOCe, the
thaTk'et was un'lh!e·to captutl'? lRtlb {[(2.5,3>-1,8:!) 1253) y 'lOO} 0'( the returns
content(1(po5itl\:1? enm.il'~ bclbre the itllnOUlb.'X'U1>£l,nt Hel1Ge, ittl inVt'$t(lr actit1&
'upon posltive CafnltlgJ>inf'Or1h(tti(m. can lllaku 2,7(} pm~nt excess returns by
at:ting u!-",onthili. fl"lfortn"tt!ot1 fm' the periml pi 15 days. (from (lilY 4 to ct.'!)' '10), 1n
contrast to this. the I1l'1~atIVE!CAR hatl undcrg('lM i'l wider flactuanem, TIle
Hl?'ga:tiveCAR wasal> krw d,'iOA5on day ()aJ1d.:ls high as 2,89 on da)-i. After
t!fl.y-7, the valueorn('gatiyeCARdl'Cmase<t to reach (l~10>\'(lS·U5 on day 2
Aftt'r dil)' 2, ncg,lhvi;'!CAR 5taj~d to rise..and it ft"llcned ]75 em dAy 9, '1'1)('
n~gativc Cj\R v.•due carne to an end Oil dav lO,vith ·1 ()~ The IT'SUU", d
Automotlfie Inrlvstry are p~{:~entt>din ftgure 10 in toe form of posibve ,md
nC'g<1tive Cl\R curves, An Investor (all make 2,90 percent excess rdurns t~y
<I(Ul1g llponneg.)t:iv{' informiltiol1 for the period of8 d'1)'s(t'rom day.:.2 to dav9)

-_. ;,"'1<'
- ~ ~ CAR·

f.igure'lO
Cumulative AV¢rageAbM:rmal Return (CAR} for AutlHllObUesindusby
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5.2 Rcsutt ufE.rttm: ~Ilmpk OtmplJllie
5,2.1 ASR V ofE~ltir(! $am1tf COIf/rlllli!:

The results of ASRV for all the 463 quam were calculated and fOT each day
in the announcement peri d (41 da s) <If(' shown in Tabl • Vl A ordmg to
'I able VI, the :\,'iRV on day ()\\w\ 1.72. w hich .s 7:% grt'dter than the aV('lf1gt:, and
on day one, it wa;,>2.27 (127 ~u gretlt~1'than the average). This shows tit"t the
security prices of sample companies reacted to the annouocem nt f (ludrt~rly
earnmgs.The signiftcantrea 'UI1 took place un Ill" next day tilllyl) to the day of
quarterly e 11ing~announ ement, Howev .r,ilshould be fluted th<1tth average
ASRV during lhe period of 41 day ••(20da '.sofpreaI1l10Un ement periodand 21
cia's of pos+announc ement period) was 1.00. Th average A..<)l{Vduring the pre
announcement period of 20 days (from day -20 to day -1) was O. and the
ilverdb't' ASRV during post announcement period ('I( 21 d~1)'S(from day 0 I( day
20) WdS 1.01 The uveragt> SRVduring the period of7 d.ltY!>(fron tiay 3 tOd.1Y J).
whi h are veryclcseto the <lyufth{'nnnouncement(J<l il),\\'i)" 1.35 Hence.rt
is understrod that thesecurity prices signifkanU reacted to the announcem at.
It is interesnng to note thatthc ASRV was con lintJollsl), h igher Htill1 onC' dutll1g
day-2toda"4, ';xeprda .1,wtpretheASRV va.••0.94.

This is dearly d picted in ..jgu '11, which shows tlldt the ASRV curve ts
Sh.>eply rising (reat.."t!.'Cf)durtngrlnyOaod 1. ThE.!days during which ~""R extt'Udcd
1' ••..cre: -19. -18,-lS,-13, -12,-10.-7,4.,anJ 8.'fhewa tion in theshar' prire may
be due to aruicipation of quarrerly earnings.Henc ,the null hypothesis (It ASRV
=.1 [i.e the quiltt1;!Tlyc.'lrnmb~aT'lnoun ementdo notcontaiu informeuon relevant
for valuation clsecurilies and hence tht; security prices do 110t reart to Ute
armounoement of quarterly e•.lrnings announcement} ISrejected.In nth r wards,
tile al 'mauve hypothesi of An,\!> J is aC(l..epted. [lit' r~ ults show th.ll the
security pnces In tilt.' lndidll capital market r('tl led to ~\1 rtl;!tl) earnrngs
illfurrnation. 'nte1't~f()H"it may be said that the qua rtl'rly 1;'.(1mn'lgS announcements
contoin informatiun useful for valuation of secunaes, Bt.-'!litit"'l, th secunty prices
re cted immediately to th announcement and h\:!ll~ it 01<1 'l said that lhe
lnd ian capita Ima rket I..Sefflcknlin the semi-strong form of FMH H ()\VCVl2t. the
reaction aft('r the Ann unce merit showed thil t it is not perfectly dficient.

HiO

~ ~ = ~ ~ ~ - v ~ 0 ~ ~ ~...
Figure 11

Average Security R turns Varia bility for the Entire Sample

@ lndinn Insutute o( Pmanco



5._.2 Av",ngc Altll(lrmal Rdums(AA.R)
Th r ulrs of average abnormal return' with t- value for lh c>ntir' sarnpl

,"IT shown in Table Vl, Th r suits f positive AAR show that there is an
abn rmal returnz fO.t on dll 0, It is .1150 ref) ted that on most of tJw days
durmg U1t!announ rn nt peri(ld, gcn€'raUy .1J1e availeble abnorrna I returns
\ 'ere negative, On dnaverage, nly ·0.03 percent 0 abnormal returns w re
availabl during 1"\1" announ ment p rio 1of 41 d.-<ly (from Jd . ·2U to da
~O). Willie the ov r ge abnormal r turns during th post announcement

euod of 21 days (fr 111day 0 to da • 20 WM~ -ow), ther was no average
a bnormal returns avail" ble during the pre annou ncem .nt period uf:O da ·s
(trom day ·'10to da -1). This prove thatthe market was unable to raptur
much the inf rmauon be or its announc merit,

Iable \ 1 also giv s the /a lue-s f abn rmal r tu t for the t1l'g;Jhv
('iUoing~ dlilnge (AAR-) The ne!,;Jti e AAR shows th,lt tiler \V.1,\ il
c;ignifi ant negative abnormal 'turn'> of ·1.1 a 'allable on dav n ,10J .1.2-
('0 day 1, refl ung 11,harp r 'anion in In share prices In th announcement
o negtllh e earnings. I ut th rea tion, repres nted b ' Uw abnorrn 1returns
wa lugh ilS compared positive AAR "dally h.l 1 . There was it neganve
abnormal returns on xunvely it m day ~3to da ':' Tilt' value () nt'ga 1\

R n these da '5 W<I", -0.3-+, -0.12, .{).20. -1.19, -1.23. -0.3), and -0.15
respl. tively. Abnormal r 'turn" during the post announcement period proved
hat the market w . una bl to apturo return' ntent of Iruorrnauou belorc

it-. ann uncernent WhJ! cornparing lilt' r sults of p( itive and negati e
I I' ini rrr d thai the market rea l d JUtf~c rher f r the ·itio.:c earnings

I all e than for negative armngs chang ,

H 11 c. the null hyp thesis of i\t\l~= (i.e. there i .no reectlon In the
:unly prices and hence the bnormal returns arc ~(!'fU).j rejected. III thcr

ward, ARR>O an AR<O art! ace pled.

52301ll1llinln'/ VfTll I.'A h/l(ttmai Rcturn« (CAAR)
The dllaly_ is 01 abnormal r eturn III the preceding section h,l<; sh )\\ n

the din' tion and magnitude dr Jcti(lfl in thl' security pric '5 to the
announcement of quart rly earnings However, th r ulls h \ h
rsacnon In he securit ' prices only on he dail . ba "is It d e,>not show h
curnulauve Q t t ~(. in thts tion, th mo t wid '\y use 1 t }oJ naruelv,
'Cumulative Abnormal Returns' ( AR) or unml.lhv· !\vl'rilgF Abnorm' I
[ 'turn., ( r R IS uc;('d

The results (I ""-\R tor the enhr sample 01-Ib3quarte-rs art' pn .•'>elltt>d In

roble VI and dcp ct d in the h rm of cu 111 Figur l:!. Th • results • r U\
P0S1b\'c arnll1gs hange show that th p uive earrung information
unnoun •..ed by the:' cornparues has resulted In neganv returns 11<11e, th r
\ 'as negauve relationship between the 'peaf information and the T\'\cU'I-. t
r tl rion for the POSltiH' earnings ann uncernent TIlt' study ,,1<.0 hC'l vs thdl
thcre i, a p<l!>ltive rclatlonslup itweeu the type o mformation and th market

otb 11 r tht> n gatrv earnings announc men This po 1\]\,"1' '1,)ti(1' hIp
sh W' that the mark t 15 t IC1('nt.'line' the market captures the intorrnation
n hlly.

Indi n lf1<;tltuti> (If Finance



00

200
5C

tOO
050

~ 000
~ .c;".
(.)""'''''' :"

., 00

.150 .,

Figure 12
.umularive bn rrnal Returns forth Entire rnple

I'he positive arning« inforrnati n announ ed by th companies J 'ads
10 an '>"C 'i r -turns of -I 2 over th nnoun ement p no 1 intcrr~d
from th Fable thai posihv R: t<H't·u t fall ir III ,i.l - 8' nd It rea hcd
,\51 \\,.5-0 on day-Ll durm the pre onn uncement p nod Iter dny -

11 th P sirrve CA J{ st.irted to rise. 1he P sinve C Al~ W.1 -O.O:!on day 0
In f 11\ r eased It) 0.12 n1'\ llay _. gnin it ldrb.'~llo rall ••teadrl . from da ' :2
and the povitive CAR 1 ded i 'itl -1! on day O.

For the negative inJormat1 n fin un >J, ther i\ ere positive bnorrnal
f turn dunng the pre ann uncement penod. Only un du 0 th "n >gatwe
~l\R was negative <ll-O 5-1Then the t1l'~~dbVt> AR m reas -d to -2:!' II 1.1v

mce th n th negaliv Ci I grdlhJilllvucc!JlPdt<, 1 ':\ l)ndi\v~O. Ihe
re .ulrs shnw (hell th{' mark t rt?ad~ h revr ••ing the pnC"l's downward only
when the n~'Hahve mf HI1lJllOnS are announced However, till' magrutud .
11prire revr ion and th mung of rea ti n lor n gauve mtonuati OMen t
th rsamefor positivc in ormau n The mark t reacts to negau e rntormations
belatedl cHit.!;!] o Irom the fourth i.t'illtl'rtheann uncement or quarterl
earnings, the market st,"ute. r('\'I'>II1& the price upwards l'lu post
ann runcernent drifl for th negative earrnngv mfc rmt bon Inch ates that the
market g nerally 1M P itive •...pectatio: a u lh u nom}' ,mil h nee
lh shares l••hieh in turn giv ' the scop for the inie[[lgl'nl inv '> .ors to ma],
uperior rctu rns,

The r -sults pf AR.h w that the lndian caprtal market USt~~ the
l!UiHlerly cnnmg'!t announr db' th c mpani s for valu non of secuntie
and the mark t is ·trident in UllF unding theinformatnm.T hen arket rea ts
v ry auri ell! ly to n gtltilie informations

1. Finding. of the tudy
'1 he fulitH ing a • thr- Irnp rtant Ihulrng ofthe tudv

I, The quarter! arning announcements to have intcrmanon relevant
for the securit . valuation and the m rket uses the mformr ti 11 or
v, luali n of ecuritie in gcn ral.

e lndran Insutute f F,n,.lI1U"



lhe InJ13n capital m rket 1'1 ilbl to r ptur the information contalned
in h quat led.' arrnn ann unLt!1l\ nts, I Ieru ,It '" ,>(fici 'nt in the
emi stro y>t rm ot cthnenl mal ket h~ othesis.

\l\ Th \'(). "nn unc men\. or\(\, I?".'Q 'a\\~' OT \.he Tl.E'~a\'w ~l\m\n'bs
m~ Tmab n, i.nuka\ ~ ,\\at \here' 01:''f J \he inve tors to out per orm

\\\~ t\..\!\,

\\ It I" h'llfld U'dt sigrulicant reaction 111 thl? hare price takes pI ce III '>tly
on ti<l 'S 0, t d 2. Thu , the mar et has been eagorly aWdlting lh
infor nation and rea ts immediate! nee the intormation i anncunred

\ 1\ pMl from the sharp reaction m the share price on do S 0, I, and
ther has b )OVf) reactions during th 'pre aJU\ uncemenr period <1:>well ns
post anuouncernen t period

\;1 The pre announ ement reacti 1151 iwsthat Ihe market dbl"t c ptur
te ""<lIning' nformatton t 'fore its announcernent However, lh reer non

d11nng ttll' post announc rnent p ~III:d how lh.lt th ' marker 1<,not blt'
h .aptur the information full' unmedratelv

11 Ihe P(lo;t armounc meru drrtt In the Pilrnings extend •..upto _11 ddp

t,.II. wlI1g the announr me lit and hence the' rnvev r call d~""gn
Ul\ estmcn tratt'p,lc, to earn •..uperior r turns

'lU l1l'f • Jifl' r n e c mong the \ anous industrial s ctors In theu reaction
I tit! on UJ C -mcnt of quart rly earrun rs H wever, he behr \ IOUl f

!- 1 G eel r rock 1 -rauc and mconsist ent. There are dtffl.!i't:'11 e'ln
!:behaviour of diller nt mdustrial sect r around the mouncement
tJUdT~ 'rl\' earmngs
hile lmpilrmg th rc ults of positive AA~ for P sitrve r-arrun ,!oo

dldng~ and negative AAR (or negah\'e rnings change, it is found thai
th ~mar et rea ted IiItl earli r Ior the postuv earrung h IPt't1 an im
neganve earrungs changc,

h lUoIfkel for the po uive e.untng~ announ ed by IT sector rornpam ....
\1'>cffi tent a There were nu 'ilgmf1C()llt wel'dge abn rmal retunts

nvail,lbl to the mvestors Regilrd Ing the announcement t I nqi"tt\ e
arnings, the market wa:.•11l'M effi i -nt as there was a SI&11irn:"nllle~.llt\ .
vl'n\~(!.abnormal return on da r Il and nail ,.1.

The market for th F~t ~G and Capital Goods ~clor wa ••n'ar -irKI -nt
~)Ithe positive arnings and in fficient or the "e~atTV(' arrun

ti Th« P itive rxpectations of the In\'C tor about banking I;
flfft ct In Ir.. average abnormal return Banl-..ing s ct rr

yl Ide t evcn for negative earnings. II \\' 'vcr, the rnarkc ~~effi(~iC'nllror
Ih •...r srtive earnings.

'Ii Autr mobiles sect r rocks••yicl positive av tagedbn
h p SHiv ea I DIngs were at nounccd a yi Id

obn rrnal return", wh n rhe nq~,HI\'\' earmng
How ver, they r ~'lcl:edin the op ~tl'urin IYJneanl:1Cl:!:ce~~'
and dunng the 1 te po, t announcem t p n J.

Indian InStituU' I Fina -
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xiv. There were differences in the level of eIficie:rt<'jl of the capital market tOr

the difftm"lf\t industrial sectors.
xv, The marketreaction for the p()sitivccamingschd ge waS positive, eXG'lpt

IT sector, a cording to fhe F.MI J. But th market reaction to the negilth'e
earnings l\dng~5 W<\5belat d and ,11'0 not alwa 's according to the
EMIl.

VII. Suggestions
From Ute foregoing anal -sis. the following sugg 'nons nflVt· been made

to make lndlancapttal marker more-efficient;
i. It is a knov (1 Iact thatrellabilitv of accounting information is important

The regulation of dC ounting norms and audit prach(£"; wrll impro
tho reliability t f accounting mlorrnauon f he reliabiluy and disclosure
will make Indiancapltal rnarket nu re efftcient.] he regulatory authormes
may monitor the reliability or the truth In the information J "leased by
th€ companies.

ll. The larger the number Drandlyosls. the mOfl?dfiClent will be thE'm.uket.
The marker efficien ies are most Iikety for stocks followed by larg
number of ann lysis and least likel for stocks with limited overag hy
analysts Thus, market ('rfj iency depends on tfH~number of investor In
the mar t, parlicularll the institutional investors and numb r (~i
ar••, iy , ts

ill. The~\Umbel' of tramed profe sionals are not ul<1ny m the Indian market.
There is need to promote p.fogra.lnmes that will produce professional
analysis,

iv, Th nror vtsible f) 'ompany, the more perfect it:!. mark t likely to be,
'Perf t' irnpli tha most of the likely factors affecting Ih pric of i 'S

securities ate presumabl known to the marke t and vi e versa

VIlI. Concluslon
The present study used iii. very large ample, and wl~1Iestablished event

study methcdologtes for thf' analysis and found UH? relevance of these'
methodologi ~ to the Indian coni ,>;LThe results ot the study are encouritglnI;
to the accounting profe ionals, he analys ,the mvestors. and the regulator),
.a encies. The result shows that tJw lndian capital m.uket is efficient as it is
using the in! irrnation relevant for securl . valuation and (or investment
decision making. It is found that theearrangs informadon IS aptured mto tile
security prices within <\ short span Pi time. However the reaction after the
announcement showed t],at U1e It'\ditm capital market is not perfectly effic It'lll.

This gives the scope for the inlelllg nt investors to make superior returns.

Q Indian Institute (If Pinanre
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Table A 1.1

Average Values of ASRV
Particulars Period
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Table A 1.2
Vl'r.lge Values of ASRV
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