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ABSTRACT

Stock split announcement is one of information in capital market which affected the market reaction. This
sudy compares the effect of stock split announcement (market reaction) that conducied by spring-up and spring
Zown company at IDX. Those companies classify based on its market to book value of equity ratio. The appliance
o measuring the market reaction by caleulates the abnormal return for each company. So, the first hypothesis was
wied io examine a significant difference of market reaction both before and after stock split announcement on
soring-up company. The second hypothesis was used to exanine a significant difference of market reaction both
“<fore and afier stock split announcement on spring-down company.

The result of this studies found that spring-up company has quicker of market response than spring-
down company. On spring-up company the market reaction has positive value at (d+ 1) and (d+2) after
stock split announcement. On the contrary, spring-down company has reacted positively at (d+3) and |
d-4) after stock split announcement.
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CHAPTER |

INTRODUCTION

1.1 Background

Basically, every company always require fund in defraving its
operational activity. The fund can be obtained from some source. such as from
inside of company; owner equity, and retained carning or other source (outside
ol company) in the form of loan / debt from other party. Besides loan. for a
go-public company in the effort of adding its operational activity, fund can be
obtained through sale of stock 1o investor as owner of capital.

Capital market used by company as media in selling its stock to public.
The growth of capital market as investment apparatus institute has monelary
and economic function that progressively needed by society as an alternative
and accumulator of fund (Husnan, 1994: 1) in Rahavu (2006). In ils economic
function, capital market provides facility to remove tund of lender {party or
side who's having excess of fund) to borrower (fund proper parties). By
investing fund that they have, lender expects to get a gain from borrower.
Availability of fund from outsider. motivate them to invest without have to
waiting lor company's operating fund. In its financial function, capital market
providing fund without have to involve directly in ownership of real asset
which needed o that investment,

Fluctuation of stoek price in capital market can influence by level of
supply and demand toward the stock price. Beside that, the information in

stock exchange such as the condition of finance / performance of company



will influence the stock price which is bargains to the market and various other
issues which is influence company profitability in the future dircetly.

Stock price of company at certain level can become very high, which
can identified from height assess carning per share (EPS). This matter caused
by that pertinent company has tendency lo makes a better prospect in the
future. So that bargained stock has higher price. For company, the existence of
increasing stock price, assessed as benelicial condition, but on the other side,
investor claimed to release higher capital addition 10 do investment through
purchasing of company's stock.

Higher increasing of stock price. will cause decreasing request of
purchasing that stock and in the end can cause the stock price become static,
or not fluctuate anymore. Decreasing request can be caused by more investor
not interest to buy stock at the high price, especially individual investor that
has limited level of fund. In fact, more investors turn to buy other company
stocks.

F'o avoid appearance condition, hence ¢ffort that needs to be done by
company is replace stock price at certain reach. Or in other words, com pany
has to try o descend the stock at interesting price. which draws investor
enthusiasm for buying, One of the steps taken by company in order to make
that stocks sold can draws investor enthusiasm is through stock splir.

Me Cough and Fama (1993) alfirming that the main objective
conducting stock split is 1o put the stock in more popular commerce gyvration
(popular trading range), where involving many buyers. Achievable stock

price will push investor o conduct transaction of that stock. This matter will
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CHAPTER V

CONCLUSION AND RECOMMENDATION

As explained in the previous chapter. the ohjective of the research is to get

cmpirical evidence about the effect ol stock split announcement among listed

companics at IDX. It can be used as consideration base [or any party before

making decision.

According to the data analysis and result that have been explained in the

previous chapter, the conclusion, recommendation, implication and limitation of

the research will be explained as [ollow:

5.1 Conclusion of Research

I

Stock split announcement, which is conducted by spring up
company for years of 2004-2007. statistically give significant
difference of market reaction, both before and after event date.

It's proved empirically as follows:

Significant value of CAAR = 0,001 less than significance level (n

Stock split announcement. which 1s conducted by spring down
company lor vears of 2004-2007. statistically give significant
difference of market reaction, both before and afier event date.

[s proved empirically as Tollows:

Significant value of AAR = 0.004 less than significance level (u

=5%).
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