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ABSTRACT

This paper aims to analyze the market reactions on corporate actions in the form of split-up, reverse split, right issue, and mergers and acquisitions 
in growing and non-growing energy consuming companies in Indonesia. The market reaction is analyzed based on stock price, trading volume, and 
abnormal returns movements using paired sample t-tests from the results of the event study for 5 days before and after corporate actions in the form of 
split-up, reverse split, right issue, and mergers and acquisitions. The results showed that stock prices reacted positively on the split-up in growing energy 
consuming companies, while in non-growing energy consuming companies, stock prices did not react significantly. However, the abnormal returns of 
growing and non-growing energy consuming companies both showed a negative movement, while the trading volumes did not react significantly. This 
paper specifically analyzes the market reaction on corporate actions in growing and non-growing energy consuming companies to provide interesting 
insights about the different reactions given by the market to corporate actions carried out by the companies with different growth categories.

Keywords: Market Reaction, Corporate Action, Split-up, Reverse Split, Right Issue, Merger and Acquisition 
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1. INTRODUCTION

The companies along with its industrial chain are one of the most 
energy consuming in Indonesia. While their operation is largely 
based on the availability of energy, its position in Stock Exchange 
is also dependent on its performance, and is sometimes accentuated 
by its operation such as energy efficiency and oil prices as some 
indicator of its price in Stoc Exchange. An increase in the price 
of oil, for instance, will increase the price of industrial products, 
and in turn, can reduce demand. On the stock exchange, this 
relationship can affect the company’s stock price. Indonesia stock 
exchange (IDX) has continued to show rapid development over 
the past 10 years. By the end of 2018, the market capitalization 
value of the stock exchange had reached IDR. 0,024 trillion with 
619 listed companies (IDX, 2018). This showed that during the last 
10 years, the market capitalization value and the number of issuers 
on the IDX have grown by 552.18% and 56.31%, respectively, 
from IDR. 1,077 trillion and 396 issuers in 2008 (IDX, 2008). This 

rapid development occurred due to the high increase in investor 
and issuer participation from year to year. Investor participation 
in the capital market itself is triggered by the high return offered 
by investments facilitated in the market compared to various other 
forms of investment. In IDX, there were 308 corporate action 
events in the form of split-ups, reverse splits, right issues, and 
mergers and acquisitions that occurred during the last 5 years with 
the details in Table 1.

Based on the Table 1, the split-up rate on the IDX continued to 
fluctuate throughout the 2014-2018 period with an average upward 
trend of 50.69%, where at the end of the period, number of the 
split-up events was proven to have increased by 140% from the 
number at the beginning of the period. Although these findings 
indicate the possibility of the existence of market reaction to the 
split-up, split-up itself is considered as an act of a company that has 
no economic value (Van Horne and Wachowicz, 2012). However, 
El Ansary and Hussien (2017) found a significant difference in 
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abnormal returns before and after the stock split announcement. 
Rohit et al. (2016) found that the market did not react significantly 
to the stock split announcement on the bombay stock exchange 
because the abnormal return found around the announcement was 
not significant.

Another type of stock split that investors and issuers need to pay 
attention to is a reverse split. During the 2014-2018 period, there 
were nine reverse split events on the IDX with an increase of 
50% at the end of the period as presented in Table 1. However, 
reverse split is often associated with the negative abnormal returns 
because they are considered signaling the company’s pessimism 
about prospects, especially the prospect of an increase in share 
prices triggered by an increase in profits (Patel, 2016). However, 
Masse et al. (1997) found a positive abnormal return instead in the 
Canadian market before and after the reverse split. Gamlemoen 
and Bornstedt (2016) found that a reverse split can increase 
stock liquidity significantly. Table 1 showed that the corporate 
action that can be classified as the most common form among the 
four forms of corporate action in the IDX during the 2014-2018 
period is right issue. At the end of the period, the number of right 
issue events was also proven to have increased by 45%. This 
number can also be an initial indication of the positive impact of 
these actions for the companies which is possibly shown by the 
positive market reactions. Bello (2016) showed a positive and 
significant cumulative abnormal return (CAR) on the equity issue 
announcement day which also include secondary equity offerings 
conducted through a rights issue. However, Rohit et al. (2016) did 
not find any significant impact from the rights issue announcement.

Market reaction to the corporate actions itself is often also 
determined by the various relevant factors. In this case, Karim et al. 
(2018) found a significant correlation between abnormal returns 
and the growth opportunity level in the pre-split year. Stocks 
from companies with higher growth opportunities tend to produce 
higher abnormal returns around stock split announcements. In 
contrast, Sartika et al. (2016) found that growth opportunity cannot 
significantly influence CAR around the corporate action events in 
the form of right issues. This showed that the market did not taken 
growth opportunity into consideration when making investment 
decisions around the corporate action events which in this case 
conducted in the form of right issues. The gap between the results 
of various previous studies on the relationship between growth 
opportunity and market reaction to corporate action of energy 
consuming reflects the need for actual research to analyze the 
problem. Therefore, this study specifically analyzes the market 

reaction on corporate actions in growing and non-growing energy 
consuming companies to provide interesting insights about the 
different reactions given by the market to corporate actions of 
energy consuming companies carried out by the companies with 
different growth categories.

2. LITERATURE REVIEW

According to the signaling theory, a policy is carried out by issuers 
to signal a future trend to the market. As a form of corporate action, 
split-up is considered to signal the company’s good prospects to 
the public because the shares of the company that conducts split-
up usually have high prices that reflect its good performances and 
prospects. Besides, Copeland (1979) argued that the execution 
of stock split needs a large amount of cost, therefore only good 
prospective companies can afford it. Both of these reasons will 
encourage the market to assume the split-up as a form of positive 
signal. As a result, the market will be driven to react positively 
to the event. Melati and Nurwulandari (2017) found that split-up 
can cause a significant effect relative market prices of the stock, 
particularly in growing companies.

The increase in stock demand due to the lower nominal value after 
the split-up can also reflect an increase in stock liquidity because 
the increase in demand will usually be followed by an increase in 
the number of shares traded. Copeland (1979) argues that stock 
split itself is carried out by companies to direct stock prices to a 
certain interval level (optimal range) which in the case of split-
up is attempted to a level that is not too expensive so that it can 
be reached by a wider market. Based on this, split-up will make 
stocks able to be reached better by small investors because the 
price will change to be in a not-so-high level, so eventually it will 
increase the liquidity of the stocks. Hu et al. (2018) showed that 
stock split can influence stock liquidity positively.

In the case of a reverse split, the corporate action does not 
always signal the company’s pessimism and lack of confidence 
on its prospects and future performances, but it can also signal 
the company’s efforts to expand its investor base by attracting 
more institutional investors and financial analysts as one of the 
stages in a process of delivering the long-term shareholder value 
(Chung and Yang, 2015; Marwan, 2020). Therefore, investors 
that can understand the positive signal from a reverse split will 
be motivated to give a positive reaction. In this case, Masse et al. 
(1997) found the existence of a positive abnormal return in the 
Canadian market before and after the reverse split. In the market 
with a constant assumed return, these findings can also indirectly 
reflect an increase in relative stock prices after reverse split.

Terrence and Webb (2008) argued that the reverse split is carried 
out by a company to improve its marketability of shares through 
the optimal price range. In this case, a reverse split will put stock 
prices in a better range and improve the image of the company 
itself by removing the junk company label as stated by Radcliffe 
and Gillespie (1979) which arises due to the image of penny stock 
attached to it. Improvement of the image will make the relevant 
stock more marketable because it triggers more investor interest, 
especially institutional investors who initially tend to avoid these 

Table 1: Number of corporate action in IDX (2014-2018)
Year Corporate action

Split-Up Reverse 
Split

Right 
Issue

Merger and 
Acquisition

Total

2014 5 2 20 23 50
2015 14 2 20 11 47
2016 25 0 33 11 69
2017 23 2 34 17 76
2018 12 3 29 22 66
Total 79 9 136 84 308
(Source: The Indonesian Central Securities Depository, 2019; Business Competition 
Supervisory Commission of Indonesia, 2019)
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shares because the image of penny stock which according to 
Chung and Yang (2015) makes it considered more speculative 
and vulnerable to fraud schemes, as well as high risk of the loss 
of value of the entire investment. As a result, stock liquidity after 
the reverse split will increase. Gamlemoen and Bornstedt (2016) 
which showed that the reverse split can increase stock liquidity 
significantly.
H1: There is a significant effect stock prices after the split-up in 

growing energy consuming companies companies.
H2: There is a significant effect trading volume after the split-up 

and after the reverse split in growing energy consuming 
companies companies.

H3: There is a significant effect abnormal return after the split-up 
after the reverse split in growing energy consuming companies 
companies.

H4: There is a significant effect stock prices after the split-up after 
the reverse split in non-growing energy consuming companies.

H5: There is a significant effect trading volume after the split-up 
after the reverse split in non-growing energy consuming 
companies.

H6: There is a significant effect abnormal return after the split-
up after the reverse split in non-growing energy consuming 
companies.

Denis (1994) argued that equity issues tend to signal positive 
information about investment opportunities that will later be 
realized in various projects that generate a positive net present 
value for the company. This will build market anticipation for the 
company’s prospects in the future which will ultimately encourage 
the market to react positively to the equity issue policy, including 
the equity issue policy in the form of right issue. Miglani (2011) 
shows a positive and significant CAR around the announcement 
of the market reaction to the rights issue. In markets where returns 
are assumed to be constant in a period, the finding can also 
indirectly reflect an increase in stock prices around the rights issue 
announcement. Besides, a positive and significant CAR around 
the announcement of the rights issues will also trigger an increase 
in market demand for the relevant stock which will usually be 
followed by an increase in the number of shares traded and will 
eventually lead to an increase in the stock liquidity (Nurwulandari 
et al., 2019). Ginglinger et al. (2013) found a significant effect 
stock liquidity after the rights issues. As a form of corporate action, 
mergers and acquisitions can signal the growth opportunities of a 
company given that the policy, according to Samaras (2007), will 
make the company to grow faster and have greater power towards 
the market in achieving synergy in terms of operations and finance 
(Gaughan, 2011). Growth opportunities that are signaled through 
mergers and acquisitions will build market anticipation for the 
company’s prospects in the future which will ultimately encourage 
the market to react positively to the event (Carper, 1990).

Geekiyanage and Jahfer (2017) in the market reaction to mergers 
and acquisitions in Colombia found a positive and significant 
abnormal return on offeror and offeree companies on the mergers 
and acquisitions announcement day. In markets where returns 
are assumed to be constant over a period, these findings can also 
indirectly reflect an increases in share prices in that period. The 
existence of a positive abnormal return will also trigger an increase 

in market demand for the stock concerned which will usually be 
followed by an increase in the number of shares traded and will 
eventually lead to an increase in stock liquidity. Chung and Lee 
(2012) found a significant effect share liquidity on the acquirer 
and target companies around the merger announcements.
H7: There is a significant effect in stock prices after the rights issues 

and after the merger and acquisitions in growing companies.
H8: There is a significant effect in trading volume after the 

rights issues an after the merger and acquisitions in growing 
companies.

H9: There is a significant effect in abnormal return after the rights 
issues and after the merger and acquisitions in growing 
companies.

H10: There is a significant effect in stock prices after the rights 
issues and after the merger and acquisitions in non-growing 
energy consuming companies.

H11: There is a significant effect in trading volume after the rights 
issues and after the merger and acquisitions in non-growing 
energy consuming companies.

H12: There is a significant effect abnormal return after the rights 
issues and after the merger and acquisitions in non-growing 
energy consuming companies.

3. RESEARCH METHODOLOGY

In this study, market reactions are analyzed based on the stock 
price, trading volume, and abnormal return movements after the 
corporate actions in the form of split-ups, reverse splits, rights 
issue, and mergers and acquisitions. In the case of split-up and 
reverse split, the intended stock price for the period before the 
event is the relative stock price, i.e., the daily closing price of 
the stock in the period before the stock split after being divided 
by the comparison between the shares nominal value before the 
stock split with the shares nominal value after the stock split. 
Meanwhile, the shares trading volume here is calculated using 
the following formula.

 
TVAit �

�
�

Traded shares

Outstanding shares
it

it  
(1)

The abnormal return was measured using the market adjusted 
model with the following formula.

 ARit = Rit – Rmt (2)

Note: ARit=Abnormal return; Rit=Stock actual return; Rmt=Market 
return.

The population used in this study are companies listed on the IDX 
that have carried out corporate actions in the form of split-ups, 
reverse splits, right issues, or mergers and acquisitions in the 2014-
2018 period. Based on these criteria, the study population included 
308 companies. By using purposive sampling method, 272 sample 
companies were obtained with 74 of them doing split-up, seven 
companies doing reverse split, 125 companies doing rights issues, 
and the remaining 66 companies doing mergers and acquisitions. 
The sample is then classified into growing and non-growing energy 
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consuming companies using the growth opportunity proxy, namely 
the market value of equity to book value of equity (MVEBVE) 
ratio with the following formula.

 
MVEBVE =

Outstranding shares × closing price

Total equitty  
(3)

In this case, companies with MVEBVE >1 are classified as growing 
companies, while companies with MVEBVE <1 are classified as 
non-growing energy consuming companies. Table 2 presents a 
classification of the growth categories of research samples.

This study uses event study techniques with an event window 
consisting of a period of 5 days before the event and 5 days after the 
event. The analytical method used in this study is the t-dependent 
test on paired data using the Symple Hypotheses Test and the 
Wilcoxon Signed Rank Test with Eviews as a tool.

4. RESULTS

Statistical results of the t-dependent tests on paired data using 
the symple hypotheses test and the Wilcoxon signed rank test are 
shown in Table 3.

Regarding the market reaction on split-up in growing company, 
the test t-test on hypotheses 1showed that there was a significant 
effect in share prices after the split-up of the growing company. 
Melati and Nurwulandari (2017), Adisetiawan and Atikah (2018) 
showed a significant effect in share prices after the split-up in 
growing companies. Regarding market reaction on split-up in 
non-growing energy consuming companies, it is also evident that 
there are no significant differences in stock prices before and after 
the split-up in non-growing energy consuming companies. Melati 
and Nurwulandari (2017) find significant stock price differences 
before and after the split-up in non-growing energy consuming 
companies.

In the relationship between market reaction on reverse split in 
growing company, the t-test results did not find any significant 
differences in stock prices, trading volumes, and abnormal returns 
before and after the reverse split in growing company. Krantz 
(2011) considers a reverse split as an accounting maneuver that 
does not provide real benefits for investors. The statistical output 
on the effect of market reaction on reverse split in non-growing 
energy consuming companies also showed that t-test results found 
the non-existence significant differences in stock prices, trading 
volumes, and abnormal returns before and after the reverse split 
in non-growing energy consuming companies just like what 
happened to the growing companies. Investors who understand 
this eventually will tend not to react to the reverse split which 
is indicated by the absence of significant stock prices, trading 
volumes, and abnormal returns movements around the reverse 
split. In this context, Neuhauser and Thompson (2014) argued 
that reverse split is basically intended to avoid delisting, so that 
companies can stay afloat in the market.

The test revealed that in terms of the effect of market reaction on 
right issue in growing company, it is empirically proven that that 

Table 2: Growth categories classification of research 
samples
Growth 
categories

Corporate action Total
Split-up Reverse 

split
Right 
issue

Merger and 
acquisition

Growing 48 2 74 44 168
Non-growing 26 5 51 22 104
Total 74 7 125 66 272
(Source: IDX, 2019; The Indonesian Central Securities Depository, 2019; Business 
Competition Supervisory Commission of Indonesia, 2019); Yahoo Finance, 2019)

Table 3: The result of stock price reaction on split-up in growing company
Hypothesis Pre-event mean Post-event mean P-value Note (direction)
1 IDR.1,522.88 IDR.1,557.49 0.0245 Sign. (+)
2 0.001158 0.001056 0.4367 Insign.
3 0.006022 −0.000699 0.0532 Sign (−)
4 IDR. 441.96 IDR. 470.57 0.2641 Insign.
5 0.000468 0.000916 0.5184 Insign.
6 0.010043 −0.004748 0.0223 Sign. (−)
7 IDR. 462.35 IDR. 312.41 0.4385 Insign.
8 0.000043 0.000109 0.3838 Insign.
9 −0.008429 −0.120084 0.4766 Insign.
10 IDR. 388.01 IDR. 305.82 0.1462 Insign.
11 0.000492 0.018609 0.1728 Insign.
12 −0.001246 −0.035205 0.2429 Insign.
1 IDR. 1,364.11 IDR. 1,411.83 0.1102 Insign.
2 0.001843 0.001066 0.0197 Sign. (-)
3 0.005259 -0.005305 0.0029 Sign. (-)
4 IDR. 363.32 IDR. 374.30 0.4733 Insign.
5 0.011778 0.005268 0.9308 Insign.
6 0.007938 0.001618 0.0980 Sig. (−, α = 0.1)
7 IDR. 5,684.95 IDR. 5,656.82 0.2640 Insign.
8 0.002325 0.001586 0.1631 Insign.
9 0.002417 0.000108 0.2889 Insign.
10 IDR. 528.85 IDR. 535.01 0.6435 Insign.
11 0.002770 0.002848 0.3849 Insign.
12 0.001575 0.003096 0.7454 Insign.
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there was no significant difference in stock prices before and after 
the rights issue in growing company. Rohit et al. (2016) did not 
find any significant impact from the rights issue announcement. 
Furthermore, in relationshio between market reaction on right 
issue in non-growing energy consuming companies, the t-test 
results showed that there were no significant differences in stock 
prices and trading volumes before and after the rights issue in non-
growing energy consuming companies. Aldo and Kurnia (2014) 
also did not find any significant impact on abnormal returns in 
the period before and after the rights issue. This results proved 
that market assesses the right issue conducted by the non-growing 
energy consuming companies as an overvaluation signal of the 
company’s stock price as stated by Edirisinghe and Nimal (2015) 
with reference to the information asymmetry theory.

Regarding the effect of market reaction on merger and acquisition 
in growing company, the t-test showed the non-existence of 
significant differences in stock prices, trading volumes, and 
abnormal returns before and after mergers and acquisitions 
in growing companies. Although merger and acquisition are 
considered able to help the company to achieve the synergy in 
terms of operations and finances as stated by Gaughan (2011). 
Lastly, in the effect of market reaction on merger and acquisition 
in non-growing energy consuming companies, the t-test results 
showed that there are no significant differences in stock prices, 
trading volumes, and abnormal returns before and after mergers 
and acquisitions in non-growing energy consuming companies. 
This results is in line with Sylvani and Yunita (2017) that unable 
to found the significant differences in trading volume and 
abnormal return before and after the announcement of mergers 
and acquisitions

5. CONCLUSION

Based on the results of this study, the market reacts differently to 
different corporate actions undertaken by companies in different 
growth categories in energy consuming companies. In this case, 
stock prices reacted positively on the split-up in growing energy 
consuming companies, while in non-growing energy consuming 
companies, stock prices did not react significantly. However, the 
abnormal returns of growing and non-growing energy consuming 
companies both showed a negative movement, while the trading 
volumes did not react significantly. The results of this study also 
showed that trading volumes and abnormal returns react negatively 
to the rights issues by growing companies, while in non-growing 
energy consuming companies, only abnormal returns that react 
negatively. As for the reverse split and mergers and acquisitions, 
the market did not show a significant reaction both in growing 
and non-growing energy consuming companies.

Based on this conclusion, investors need to be more careful in 
making investment decisions around corporate actions in energy 
consuming companies. In this case, investors should not ignore 
information about the company’s growth category because it can 
ultimately cause misinterpretation about the information signaled 
by the corporate action itself. As for the company, they should not 
do split-ups with the aim of increasing liquidity, but to increase 
the relative price of shares instead. In conducting reverse split 

and right issue, the company also need to pay attention that most 
research proves that the two forms of corporate action are actually 
not able to improve the movement of shares on the stock exchange, 
they even can affect them negatively instead. The company also 
needs to remember that mergers and acquisitions will not have a 
direct impact on market movements in the short-run. As for the 
non-growing energy consuming companies, they should not carry 
out the four forms of corporate action above solely just to improve 
their shares’ performance because the low growth opportunity they 
have eventually will make investors tend to ignore the various 
positive signals that have been tried to be signaled by them.
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