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ABSTRACT 
Frequent earnings announcements and consequent changes in the share price is a regular phenomenon in behavioural finance to formulate suitable trading 

strategies on regular basis. The earnings are considered to show the status of cash flows and profitability to finance future expansion of the firms. This paper 

investigates signaling effect of the earnings announcements before and after the event day. Further it also tests the evidence of average abnormal return around 

the earnings announcement date. The analysis uses data of 32 firms in the BSE 500 index, which have announced earnings during the period 2009-2010. An 

examination of share price behavior around earnings announcements proves the signaling effect of these announcements. These results strongly support that the 

share prices drift negatively in the case of earnings announcements and the market particularly reacts more unfavorably to earnings announcements. 

 

KEYWORDS 
Earnings Announcements, CAR, AAR. 

 

JEL CLASSIFICATION 
G14, G15, M 40 

 

INTRODUCTION 
arious studies on earnings announcement documented that stocks return in India continue to drift in the direction of earnings signal for several days after 

the announcement. Proponents of rationality argue that the post earnings announcement drift is a consequence of bahavioural anomaly. Thus pricing of 

stock and formulation of apt trading strategies in view of frequent earnings announcement is an upcoming dimension for the fund managers and 

investors. Shivkumar (2006) observes the impact of expected and unexpected cash flows on the stock price and find that unexpected cash flows are more 

positively related to future returns, than are unexpected accruals. He argues that cash flow component of earnings play a better role than accrual in the 

determination of the share price. Thus decomposition of earnings can outperform the strategies normally. 

Conroy et.al. (2000) studies the pricing effects of earnings announcements in Japan and is of the view that share price reactions are significant in case of 

earnings surprises especially the management forecast of next year’s earnings. Further Cornell et.al. (1989) defends the argument differently putting more 

emphasis on fourth quarter earnings announcements than that of interim announcements.Victoravich (2010) investigates the difference in unsophisticated and 

sophisticated investors’ affective reactions to a firm’s positive earnings announcement. He concludes that the unsophisticated investors interpret a positive 

earnings announcement as more favorable than do sophisticated investors. The affective reaction to the earnings announcements is more influential on the 

stock price judgments of unsophisticated investors when compared to the stock price judgments made by sophisticated investors. Thus it has a far reaching 

significance for sophisticated investors who rely more on financial information important for standard setters and regulators. Gift et. al. (2010) examines the 

impact of earnings announcements and earnings forecast revisions on stock returns across market with different level of maturity. The basis objects are 

backward looking earnings announcements and forward looking earning forecast information on the price of equity shares. They analyze the situation in both 

the markets U.S and China to see how the level of market maturity and differences in information availability and actual and perceived reliability affect the 

relationship. They find that forward looking analyst forecast information plays a significant larger role in the security pricing process in the more mature U.S. 

financial market. In the less mature Chinese market, they find the opposite relationship as backward looking earnings announcement information plays a larger 

role. Aboody (2010) documents that stock with the strongest prior 12-month returns experience a significant average market-adjusted return of 1.58% during 

the five trading days before their earnings announcements and a significant average market-adjusted return of −1.86% in the five trading days aOerward. Thus 

trading decisions of individual investors are at least partly responsible for the return pattern that they observe. Cready and Gurun (2010) identify a distinct 

immediate announcement period negative relation between earnings announcement surprises and aggregate market return and it persists even beyond 

announcement period suggesting that market participants don’t immediately fully impound these future market return implications of aggregate earnings news. 

Thus the overall indication is that market participants use earnings information in forming expectations about expected aggregate discount rate and, especially 

the good earnings news is associated with a positive shock to required returns. Shivkumar (2010) documents the positive announcement of increases in 

corporate profits tended to have an immediate negative influence on overall stock prices which may be attributed to investors’ perception of a likely increase in 

interest rates in the future. Rees and Thomas (2010) measure changes in the dispersion of individual analysts’ forecasts around earnings announcements and 

further conclude that the 3 day market response to earnings announcements is negatively associated with changes in dispersion, consistent with the cost of 

capital hypothesis. They give new insights to the investment implications for retail investors. Cordia et.al. (2010) explores the long standing anomaly pertaining 

to market efficiency in the case of post earnings announcement drift. He finds that the post-earnings-announcement drift occurs mainly in highly illiquid stocks. 

A trading strategy that goes long high-earnings-surprise stocks and short low-earnings-surprise stocks provides a monthly value-weighted return of 0.04 percent 

V
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in the most liquid stocks and 2.43 percent in the most illiquid stocks. The illiquid stocks have high trading costs and high market impact costs. The transaction 

costs account for 70--100 percent of the paper profits from a long--short strategy designed to exploit the earnings momentum anomaly. Ball and Shivakumar 

(2009) also stress on the importance of new information released in the earnings announcements. Dellavigna and Pollet (2009) find that the Friday 

announcements have a 15 % lower immediate response and 70% higher delayed response. A portfolio investing in differential Friday drifts earns substantial 

abnormal returns and trading volume is 8% lower around Friday announcements owing to under reaction to information caused by limited attention. Berkman 

and Truong (2009) find that proportion of after hours earnings announcement has increased to more than 40%. Das et. al. (2008) concludes that share price drift 

up with reference to good news announcement using event study methodology. 

 

OBJECTIVES AND HYPOTHESIS  
The objective of our study is to analyze whether the market recognizes any differences between stock return before and after the event day if earnings are 

announced and further to explore the correlation between the return before and after the event day. This leads to the following hypothesis: 

H0: Earnings announcement has no significant impact on stock price movement in the Indian stock Market. 

H1: Earnings announcement has significant impact on stock price movement in the Indian stock Market. 

 

DATA AND METHODOLOGY 
The sample consists of quarterly earnings announcements obtained from the on line database of Bombay Stock Exchange between 1 January 2010 and 1 

February 2010. Similarly, a number of quarterly announcements are reported, of which 32 are taken in the final sample. The study is limited only to 32 firms 

because these companies have announced surprised results in the market.  

 

TABLE 1: LIST OF COMPANIES WITH EARNINGS ANNOUNCEMENTS 

Name of Company Announcement Date of announcement 

EXIDE Exide Inds Q3 net profit up 132% yoy 11 JAN 2010 

BAJAJ AUTO Bajaj Auto Finance Q3 PAT at Rs273mn 12 JAN 2010 

SINTEX IND. Sintex Inds Q3 net profit dips 11% yoy 13 JAN 2010 

JINDAL SAW Jindal SAW Limited Q4 PAT up 96% 15 JAN 2010 

NIIT TECH NIIT Tech Q3 cons net profit at Rs353mn 15 JAN 2010 

TCS TCS Q3 Cons net profit up 33.9% YoY 15 JAN 2010 

BALAJI TELEFILMS Balaji Telefilms posts operating loss of 37% at quarter end 16 JAN 2010 

ULTRATECH CEMENT UltraTech Cement Q3 PAT at Rs1.96bn 16 JAN 2010 

JAYPEE ASSO. Jaiprakash Associates Q3 net profit dips 39% 18 JAN 2010 

WIPRO Wipro Q3 Cons net profit rises 21% YoY 20 JAN 2010 

           

           

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The Stock prices and the values of index are obtained from BSE database. The details of companies which declared earnings are taken from Money Control.Com. 

In addition, the data is free of day-of-the-week skew as the announcements are evenly spread across all four trading days.  

The study of the announcements effect has been made by using the 32 earnings announcements of 32 companies in the BSE 500 index, which have announced 

earnings during the period last quarter of January 2010. ‘Event study’ methodology using daily returns along with the market model are used for the purpose of 

analyzing the earnings announcements effect. This method was originally introduced by Ball and Brown (1968) and Fama et al. (1969) and subsequently 

modified by Brown and Warner (1985); Campbell et al. (1997); and MacKinlay (1997) to determine abnormal return, average abnormal return and cumulative 

average abnormal return (hereafter will be referred as MacKinlay model (1997). The dates on which announcements are released are defined as the event dates 

(t=0), provided the stocks have been traded on that date. In the eventuality of announcement during non-trading days, the trading day immediately following 

the announcement has been assigned as event date. This has been done in order to investigate the announcement effect immediately after the announcement. 

The effects of announcements on equity share prices have been examined by taking daily-adjusted market price data. The 8 days surrounding the 

announcement of earnings (i.e., t = –4 to t = +4) is assigned as the ‘event period’. For each announcement, the 4 trading day prior to the event window is used to 

determine the parameters for the market model, technically known as ‘estimation window’ (t = -4 to t = +4). 

The first step in the analysis of the impact of actual stock repurchase on the level of abnormal returns requires computing the market adjusted Cumulative 

Abnormal Returns (CAR) for the sample of total 32 firms over a five-day trading period starting on the announcement date. By examining this shorter interval, 

the analysis investigates whether the abnormal returns just after the announcement ultimately impact the subsequent levels of repurchases. (The 

announcement date is included since the publication date will be normally a trading date and investors have the opportunity to respond to such announcements 

on the same date.) Standard event-study procedures as used by Comment and Jarrell (1991) and Stephens and Weisbach (1998) are used to calculate the 

INDIA INFOLINE India Infoline Q3 net profit doubles 20 JAN 2010 

TVS MOTORS TVS Motor Q3 revenue up 25.4% yoy 20 JAN 2010 

RAYMONDS Raymond Q3 net profit at Rs430mn 21 JAN 2010 

MADRAS CEMENT Madras Cements Q3 net profit at Rs160.10 mn 29 JAN 2010 

ONGC  ONGC Q3 net profit up 23.4% yoy 22 JAN 2010 

UNITED SPIRIT United Spirits Q3 net profit at Rs968.50mn 22 JAN 2010 

VOLTAS Voltas’ Q3 PAT up 86% yoy 25 JAN 2010 

HCL TECH HCL Tech Q2 net profit dips by 35% yoy 25 JAN 2010 

CEAT CEAT posts Q3 net profit at Rs240mn 23 JAN 2010 

MARUTI SUZUKI Maruti Suzuki Q3 net profit up 221% yoy 23 JAN 2010 

RELIANCE IND. Reliance Industries net profit at Rs115.26bn during April-Dec'09 22 JAN 2010 

ITC LTD. ITC Q3 PAT up 27% yoy 22 JAN 2010 

M&M M&M Q3 standalone PAT zooms 849% yoy  25 JAN 2010 

HERO HONDA Hero Honda Q3 net profit up 78% yoy 25 JAN 2010 

JET AIRWAYS Jet Airways Q3 PAT at Rs1.06bn  25 JAN 2010 

TATA TELE. Tata Teleservices Q3 cons net loss at Rs1032.90 mn  25 JAN 2010 

SAIL SAIL Q3 PAT jumps 99% yoy  27 JAN 2010 

DLF  DLF Q3 net profit up 26%DLF Q3 net profit up 26% 28 JAN 2010 

TECH MAHINDRA Tech Mahindra Q3 net profit at Rs1.72bn 22 JAN 2010 

INDIA INFOLINE India Infoline Q3 net profit doubles 20 JAN 2010 

TVS MOTORS TVS Motor Q3 revenue up 25.4% yoy 20 JAN 2010 

ESSAR OIL Essar Oil Q3 net loss of Rs. 2260 mn 23 JAN 2010 
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abnormal returns. The abnormal return in any given period is the market model residual, which is the difference between the stock’s actual return and the 

predicted return based on the market return for that period. Hence the market adjusted abnormal returns are calculated as: 

ARij= RTij- RM.......................................................................................equation (1) 

Where ARij is the abnormal return for firm j on day i. 

RTij is the actual return for firm j on day i. 

The total percentage return to shareholders (RTt ) on day t is given by the expression: 

(RTt ) = [(Pt - Pt -1) (100)]/(Pt –1).....................................................equation (2) 

And RMi is the return on the BSE 500 Index on day i. 

The market adjusted abnormal returns are calculated as in Equation (1) above. The five-day cumulative abnormal returns for each firm are calculated as: 

5-Day CARij =∑ARij , for days i = 0, 1, 2, 3, 4.............................equation(3) 

Where, the announcement day is day 0 

Cumulative abnormal returns (CARj)are then averaged over the five-day period starting on the announcement date to obtain the five-day cumulative average 

abnormal returns (CAAR) as: 

5-Day AAR = (∑CARj)/n for all firms j = 1,2,…..n...........................equation (4) 

The average abnormal returns (AAR) are then compared for statistical difference between the means at different days in estimation window. Statistical 

significance in the difference in the means would indicate that abnormal return is related to the level of repurchases undertaken during the estimation 

window.The next step is to compute the daily cross sectional average abnormal returns (AAR,) for a specific day. It is computed by summing the daily abnormal 

returns for each observation across companies and dividing this figure with the total observations on that day. This is done for the whole estimation window. 

In order to find out the impact the announcements have on the stocks, we calculate the average of the Abnormal Returns (AAR) using the period of -4, +4, which 

implies that particular change. Where ARit is the abnormal return for the ith firm on day t and n is the length of the estimation period. According to the theory, 

when abnormal performance is spread in a period, that is, not clustered, the best way to calculate AAR is CAR. Cumulative Abnormal Return (CAR) is the sum of 

AARt of the firms during the estimation period –4, +4. 

The t statistic of the CAR is used to test the hypothesis whether the AAR on the exact day of the announcement and the CAR during the estimation period are 

both zero. Since the event dates spread into periods, we can assume cross sectional independence of the data. Further we also use paired t test to observe the 

effect of announcement before and after the announcement. The mean of different days CAR is also tested with ANOVA. Although this study provides significant 

insight into the effectiveness of earnings announcement, it is not without its limitations. Companies for this purpose are selected on the bases of random 

sampling. Abnormal returns in stocks are due to concerned announcements (earnings) and assuming other factors as constant and they do not influence share 

prices. This study concerns only a particular period and hence business cycle influence is not adjusted according to the exposure of the company, but according 

to the market movement. 

 

IMPACT OF EARNINGS ON THE STOCK PRICE AND RETURN 
Table 2 presents the descriptive statistics of 5 day CAR before and after the earnings announcements. Further table 3 and table 4 depict the correlation between 

the two and the paired t test statistics respectively. It is evident from the descriptive statistics that 5 day CAR before the announcement is 1.24 where as the 5 

day CAR after the announcement is -2.01. Results indicate that announcement of earnings have different sort of implications resulting into sharp decline in the 5 

day CAR after the announcement. In general negative value of 5 day CAR after the announcement refers to the negative signaling effect. It may be due to poor 

performance of the firm in the recession period where the investors have taken negative signal resulting into negative CAR. The paired sampled statistics 

between pre CAR and post CAR is very low (0.08) and insignificant (Table 3) reflecting the neutral role of earnings announcement in the fluctuation of stock price 

and return. Thus the announcement of earnings can’t confirm the direction of stock return before and after the event resulting into limited predictive ability. On 

the other hand the results of paired t test (Table 4) confirm that the stock returns are significantly different before and after the announcements. Thus we reject 

the null hypothesis H0 that there is no impact of earnings announcement on the stock return. Table 5 depicts the CAR and AAR surrounding earnings 

announcements in different periods centered on the announcement day (announcement day = 0). We find majority of the CAR and AAR at different days (1 to 4) 

are insignificant independently attributing to unknown sentiment driven fluctuations in the stock market but the direction of movements in the price is almost 

negative after the announcement. We further observe that CAR at different days is also insignificant (Table 6: ANOVA Results) leaving negligible scope for 

arbitrage. It further indicates that the information is quickly absorbed by the stock price probably due to larger firm size in our samples. 

 

TABLE2: PRE AND POST 5 DAY CAR (EARNINGS ANNOUNCEMENTS) 

Paired Samples Statistics (Pre and Post CAR in earnings announcements) 

  Mean N Std. Deviation Std. Error Mean 

Pair 1 precar 1.243 32 5.22 .923 

postcar -2.01 32 5.40 .955 

 

TABLE 3: PAIRED SAMPLES CORRELATIONS (PRE AND POST CAR IN EARNINGS ANNOUNCEMENTS) 

Between Pre and Post 5 day CAR 

Pair 1 precar & postcar N Correlation Sig. 

32 .086 .640 

 

TABLE 4: RESULTS OF PAIRED T TEST BETWEEN PRE AND POST CAR IN EARNINGS ANNOUNCEMENTS 

Pair 1 precar - postcar Paired Differences 

Sig. (2-tailed) Mean Std. Deviation Std. Error Mean 

95% Confidence Interval of the Difference 

Lower Upper 

3.26 7.18 1.27 .669 5.852 .015 
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TABLE 5: RESULTS OF T TEST ON AAR AT DIFFERENT DAYS ON EARNINGS ANNOUNCEMENT 

 

 

 

 

 

 

 

 

 

 

 

 

TABLE 6: RESULTS OF ANOVA ON CAR OF FOUR DIFFERENT DAYS IN EARNINGS ANNOUNCEMENTS) 

ANOVA 

CAR      

 Sum of Squares df Mean Square F Sig. 

Between Groups 4.954 3 1.651 .060 .981 

Within Groups 3504.956 128 27.382   

Total 3509.910 131    

 

CONCLUSION  
This paper makes significant contributions to the growing literature in behavioural finance. The results support that the share prices drift negatively in the case 

of earning announcements in Indian stock market. The reason for such an observation could be large firms in our samples only. Large firms are subjected to 

greater attention by the market participants and therefore, fundamental information is quickly incorporated in prices, leaving no scope for earning superior 

returns. The study indicates that stock earnings announcements primarily serve as a signaling mechanism of firm’s performance. This is in consistent with the 

findings of Cready and Gurun (2010) who identify a negative relation between earnings announcement surprises and aggregate market return.  Thus in case of 

earnings announcements the markets immediately signaled a downward swing in the share price movement. But this negative signaling existed only for a day 

after the announcements, after which the extent of negativism of shares is almost insignificant. It may be due to faster absorption of information in larger firms. 

Thus the correction of price happens in a very short span of time leading to higher efficiency. 
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Days  AAR t TEST CAR t stats 

4 -0.04358 -0.05121 -1.21088 -0.62286 

3 -0.38983 -0.45809 -1.1673 -0.69501 

2 -0.70718 -0.831 -0.77747 -0.5724 

1 -1.31423 -1.54435 -0.07029 -0.0542 

0 0.143834 0.169018 1.243944 1.004768 

-1 0.003237 0.003804 1.100111 1.00435 

-2 0.356523 0.418948 1.096874 1.113653 

-3 0.288408 0.338906 0.740351 0.819678 

-4 0.451944 0.531077 0.451944 0.531077 
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