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ABSTRACT  

The primary objective of this study is to determine which investors value more between corporate action and financial 

performance in the Asia financial industry. We examine from the 486 firms that are suitable with the criteria we have. 

There are a total of 83 firms that made corporate action during the period 2015-2020 in Asia. We employ the event 

study methodology to explore the relationship of corporate action and financial performance with investor reaction. We 

use eleven and five days event window in our analysis. Our findings indicate that investors react positively to both 

corporate action and financial performance in both event windows. Further, we found corporate action has a stronger 

value to investors in eleven-days event window. As for financial performance, the results show that investors react more 

significantly to cash basis than to accrual basis. 

Keywords: Corporate action, Financial industry, Financial performance, Investor reaction.

1. INTRODUCTION 

This paper aims to analyse whether investors value 

financial performance or firm’s corporate actions more. 

Investors rely heavily on financial performance to 

analyse the firms’ performance and make predictions 

about its future outcomes [1]. Several research have 

looked into the impact of financial performance on 

market reaction in the past [2], [3]. However, as financial 

performance only reveals the firms’ past and current 

performance, it is insubstantial for investors to make an 

investment decision based on past. [4], [5] find a decline 

in the valuation of financial performance. [6] defines 

value relevance as the usefulness of accounting 

information and the ability of financial information to 

influence stock prices. With information asymmetries 

surrounding in almost all financial transactions [4], the 

value relevance of financial performance is put in 

question since it will hinder its utility to help investors 

make a rational investment decision [7]. 

Corporate managers are faced with three decisions 

which include capital expenditure decision, dividend 

decision, and financing decision [8]. In response to the 

declining value relevance of financial performance, 

investors have shifted their attention to the corporate 

capital expenditure decisions to support their investment 

decisions. Today’s stock price not only reflects the firm’s 

current financial performance but also reveals investor’s 

expectation on future operating performance [9]. 

Therefore, stock price reactions to corporate actions 

represent investors' evaluation of the firm's capital 

expenditure decisions [10]. The investment decision 

which a firm makes today will greatly affect market 

reaction in determining the firm’s future success [11]. By 

doing merger and acquisitions, firms can bring strategic 

assets to acquiring firms that can lead to positive return 

[12]. [13] also found that the average abnormal return 

becomes significantly positive prior to M&As 

announcement. This implies that investors value 

corporate action as it shows the firms’ future prospects 

[14], [15]. When investors react in a positive manner, 

they will “award” the firm as the stock price goes up. 

Accordingly, it is apparent that investors require more 

than just numbers in order to make sound and rational 

investment decisions [16]. As corporate action give 

investors a greater look toward the firm’s future 

performance, it is expected that it could support investors 

in making effective investment decisions [17].  

Much prior literatures mainly focused on the value 

relevance of either financial performance [1], [18], or 

corporate action [13], [19], [20] in making investment 

decisions individually. However, study investigating 

which do investors value more between the two remains 

unclear. Thus, this study makes several important 

contributions. First, this study extends the current 

literature by comparing the value of financial 
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performance and corporate action to investors, 

responding to the decline of value relevance in financial 

performance [4], [5]. Given the importance of the firms’ 

corporate action to make investment decisions, a study on 

whether investors value financial performance or 

corporate action more is clearly needed. Moreover, these 

researches were mostly conducted across multiple 

industries [21] which is considerably weak as each 

industry has different characteristics [22]. 

Characteristics, expectation, and concern from investors 

differ in each industry [23]. Different investors will 

generate different financial returns in different industries. 

Therefore, we argue that research findings of a 

multisector industry cannot be generalized to one specific 

industry and vice versa [24].  

In response to our argument, this study is conducted 

in the banking industry, which has done many mergers 

and acquisitions for the past three decades [25]. In 

Indonesia, a few small banks have made quite a name for 

themselves, such as PT Bank Jago Tbk (ARTO) recent 

investment by Gojek. During the investment 

announcement, ARTO’s stock price increased up to 

25,81% and inclined as much as 291,96% in the last 6 

months prior to announcement. The significant increase 

in ARTO stock price indicates that the market perceives 

the firms made a good investment. Following ARTO, 

other bank that receive the same positive market reaction 

are the merger of 3 state-owned bank (PT BRI Syariah 

Tbk, PT Bank Negara Indonesia Syariah, dan PT Bank 

Mandiri Syariah) which put BRIS in the top 10 shares 

with the biggest capitalization in Indonesia market. [26] 

found the market is able to distinguish between good and 

poor investment prospects. 

    We especially would like to conduct this study in Asia, 

which plays a big role in the growth of the global banking 

sector [27] where more than 40 of the world’s 100 largest 

banks by assets are Asian banks [28]. In recent years Asia 

has been delivering nothing but promising growth and 

innovations in the financial industries. It is also 

interesting to study this topic since many Asian banks 

today are focused on expanding their market reach 

through partnerships and M&A. Accordingly, how 

investors react and whether they value this kind of 

information more than the financial performance would 

offer a new implication for both investors and 

management especially in the financial industry [28].  

The remaining sections of this paper are organized as 

follows. Section 2 discusses the related literature and 

hypotheses development. In section 3 we present the 

research methods and data that we used. Section 4 

discusses the analysis and the results. Lastly, conclusions 

and limitations are discussed in Section 5. 

2. LITERATURE REVIEW & 

HYPOTHESIS DEVELOPMENT 

2.1. Corporate Action 

Corporate action is an event conducted by firms to 

improve their performance and impact their stakeholders 

[15], [29]. When there is news involving corporate 

action, the firm's stock price tends to increase. Therefore, 

corporate action is a useful information for investors as it 

has a great potential to influence the firm’s stock price 

[30]. There are some types of corporate actions, however 

this research only uses M&A and new investment done 

by the banking industry for the past 5 years. 

Mergers and acquisitions (M&A) are a strategic move 

made by a firm that can signal growth opportunities [31] 

as M&A can create value and be seen as the firm’s overall 

performance [32]. [33] also believed that by doing 

corporate action, especially mergers and acquisition, the 

firm can offer some good news to investors and maximize 

its value for stakeholders [34]. According to S&P Global 

Market Intelligence data, the financial industry’s M&A 

deals in Asia-Pacific tripled to 255 in 2020, from 76 in 

2019. The increase in the number of M&A deals shows 

that by doing merger and acquisition, Asian banks could 

enable effective operation [35]. 

Aside from M&A, many financial institutions also do 

corporate action by making investments in the same or 

different industry. By purchasing others’ stake, both 

target and acquirer’s stock price increased. [8] also 

believed that markets react positively to the investment 

announcements. By making investment, it shows the 

firm’s potential ability to generate income [36]. 

2.2. Financial Performance 

Financial performance is a measure of success that 

reflects the ability of a firm to produce returns [37]. A 

good financial performance can reward the shareholders 

for their investment [38]. Therefore, investors use the 

information from financial performance to determine 

equity investments [39].  

We use cash flow statements to measure financial 

performance. Cash flow statement shows all the 

monetary impact from the firm’s activities [40]. This 

study specifically uses CFO and CFI as a measure. CFO 

reflects the cash generated from the daily operations [41]. 

CFO can predict the future earnings and cash flow which 

is useful for investors in valuing the bank’s equity. 

Higher CFO indicates the firm is doing better as the 

firm’s current cash flow is sufficient to satisfy funding 

needs [42]. While CFI provides details on cash going in 

and out that comes from non-current assets which is 

expected to develop growth and produce profit in the 

future [43]. CFI shows how a firm allocates its cash for 

the long term. A negative CFI indicates the firm’s poor 
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performance. However, that is not always the case as the 

firms need to invest on non-current assets such as plant, 

property, and equipment to grow [44].  

Besides the cash flow statement, this study also uses 

Return on Assets (ROA) to measure financial 

performance.  ROA helps to determine a firm’s ability to 

generate profit as it indicates how much net income can 

be generated from assets  [45]. The higher the ROA, the 

more profitable the bank is in utilizing its fund [46]. Last, 

financial performance is also measured by Earnings Per 

Share (EPS) which is considered to be an important ratio 

for making investment decision as EPS shows the firm’s 

financial health [47]. The higher the EPS, the firm’s share 

price will rise and increase the firm’s value [48].  

2.3. Efficient Market Hypothesis 

The Efficient Market Hypothesis suggests that share 

price need to fully reflect all available information to the 

capital market. [47] classifies market efficiency into three 

forms: weak, semi-strong and strong form. Market is 

considered a weak form when historic market data and 

past prices are fully reflected in share prices but are 

unable to predict future prices. When all publicly 

available information is fully reflected in the share price, 

the market is a semi-strong form. Finally, the market will 

be considered as strong form when all public and private 

information is fully reflected in the share price.  

As semi-strong form of market efficiency hypothesis 

suggests, share prices fully incorporate all publicly 

available information. Financial performance of the 

company is a part of public information. Therefore, prior 

to the disclosure of financial performance, investors 

create expectations and speculations. The share prices 

will increase if the announcement exceeds investor’s 

expectation and decrease if it falls below the expectation 

of investors. It is required for the announcements made 

by the company, whether good or bad, that they should 

be fully reflected in the share price after they are made 

public [49].  

2.4. Investor Reaction 

Investor reaction represents the capital market’s 

response to the firm’s performance over a period [49]. As 

the capital market is subject to uncertainty, investors 

must make assumptions about how the market will 

respond to the firm’s course of action and make decisions 

whether to sell or buy their stocks [50]. Investor reaction 

will affect the movement in the stock’s price.  

Investor reaction is highly related to new information 

that the firms disclose publicly. Many studies 

investigated investor reaction to new information be it 

financial or non-financial. For example, [49], [51] study 

the investor reaction to financial performance such as 

earnings announcements. Some others study the reaction 

of investors towards the firm’s action namely merger & 

acquisition [20], [52], dividend announcements [53], and 

capital expenditures [54], [55]. Positive reaction from 

investor would result in an increase in the stock price 

while a negative reaction would cause a decrease in the 

stock price.  

We measure investor’s reaction using the cumulative 

abnormal returns (CAR). Returns are considered 

abnormal when the returns generated by the company is 

higher than the market average. The abnormal return 

captures investor reaction towards the specific 

information that the firms disclose. In accordance, [56] 

found that the importance of M&A transactions can be 

acquired by examining the price changes during the 

period in which M&A occurs. Many prior studies also 

use CAR to measure investor’s reaction [57]. Following 

[58], we use the modified market model which defines 

abnormal returns (AR) for any day as the difference 

between the firms return and the market return.  

A positive and significant CAR around the 

announcement will cause an increase in market demand 

for the relevant stock which will usually be followed by 

an increase in the number of shares traded [31]. 

Accordingly, it can be said that investors react positively 

when CAR is positive and vice versa.   

2.5. Signalling Theory 

Signalling theory's basis says that it has to do with 

minimizing information asymmetry between two parties, 

since it is based on the idea that information is not equally 

available to all parties at the same time. [59]. The three 

main elements include signallers, receivers, and the 

signal itself. [60] proposed that signallers are insiders 

who has greater inside information not available to 

outsiders. Insiders have the advantage and may 

intentionally communicate only positive information to 

investors. Receivers are outside investors who lack 

information but would like to receive this information. 

Outsiders would attempt to distinguish reliable 

information from the unreliable ones to make investment 

decision-making [61]. Due to information asymmetry, 

outsiders cannot obtain an adequate amount of 

information to make investment judgement. Therefore, 

signalling theory suggests that investors may need to rely 

on other information to make decision.  

This study uses signaling theory to assess how 

investors might react to business action in the stock 

market by purchasing and selling shares. The firm's 

announcement of M&A and new investment serves as a 

signal to investors and can affect their decisions. [12]. If 

the announcement is received by investors as a 

favourable opportunity in the future, this should reflect 

on the stock market by increasing the stock price. While, 

if the announcement is interpreted negatively by 

investors, the stock price would decline.  
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2.6. Hypothesis Development 

Investors use publicly available financial data to 

forecast a company's success in the future. As financial 

performance contains information content that shows the 

association between stock price return and movement, it 

will be used by investors to influence their judgement. 

This will lead investors to make buy or sell decisions. 

Share price completely reflects all publicly accessible 

information, which is consistent with the semi-strong 

version of efficient market theory. Investors have prior 

probabilities of future firm performance, and it will 

change as firms disclose new information [51]. Investors' 

response to financial performance has been widely 

studied. The study of [2] concluded that investors react 

positively to GN firms (actual > expected) and negatively 

to BN firms (actual < expected).  [62] also found similar 

results. In accordance, [63] found significant abnormal 

price reactions to earnings announcements. This study 

will explore investor reaction to financial performance 

using cash basis (CFO, CFI) and accrual basis (ROA, 

EPS). We use both, because by only relying on the profit 

and financial position that is prepared based on accrual 

basis without relying on the cash flow  can lead to a 

wrong investment decision [40]. 

Financial information is an important factor used by 

investors to appraise the value of stock prices [12]. 

However, making investment decisions based on 

financial information alone is not enough since it only 

discloses the historical and current performance of the 

company [1]. Second, [4], [5] find a decline in the value 

relevance of financial information. Even under semi-

strong market efficiency, share prices reflect only public 

information while information about complex 

organizational events is not publicly available [64]. 

Beside financial information, corporate action often 

leads to price changes in the firm’s stock. In contrast with 

efficient market hypothesis, signalling theory assumes 

that information is not equally available to all parties 

[59]. Therefore, firms decide to use corporate action as a 

signal sent to investors. Consistent with the result from 

[50], there is a positive market reaction to corporate 

action whereas the negative stock price reaction 

disappears when the firm does corporate action. [12] 

reports that the announcement of corporate action is often 

perceived as a strong signal to the market indicating the 

firms have the potential to grow. In M&A situations, [65] 

find that Indian and Chinese acquiring firms can benefit 

from cross-border M&As. [55] found that investors' 

reaction to the firm’s investment depends on the quality 

of the firm’s investment opportunities. Similarly, several 

studies also concluded that firms with valuable future 

investment opportunities will have positive market 

reactions [25]. Higher CAR indicates positive investor 

reaction. In accordance with our argument, the 

announcements of firms' corporate action are likely to be 

responded stronger by stock market investors. The above 

discussions lead to the following hypothesis: 

H1: Investors will react more positively to corporate 

action than financial performance 

3. METHOD 

3.1 Model of Analysis 

This study's model included numerous control 

variables that were examined at the same time. The 

control variables consist of external firm-specific 

characteristics, namely, market capitalization, growth, 

and level of competitiveness. Market capitalization is an 

important indicator of the firm’s share value [66] as it 

explains the expected return on stocks [67] and 

determines the firm’s size. Therefore, market 

capitalization gives investors an insight about the firm’s 

future performance and helps them make decisions [68].  

Growth indicates the firm’s ability to grow and has a 

significant positive impact on the firm value. Growth is 

also used by investors to consider whether to invest or not 

in the firm [69]. [55] found that growth opportunities 

influence the market reaction for firms announcing 

diversification investment announcements.  

Level of competitiveness explains the competition 

level among firms in the same industry. More intensive 

competition implies that an industry has more firms with 

less market share and thus a smaller index [19]. Level of 

competitiveness is measured using Herfindahl Index 

(HHI) where higher HHI implies high industry 

concentration and low competition, and lower HHI 

implies less industry concentration and more 

competition.  

The research model of this study is as follows:  

𝐶𝐴𝑅𝑖𝑡 = 𝛽0 + 𝛽1𝐶𝑂𝑅𝑖𝑡−1𝛽2𝐶𝐹𝑂𝑖𝑡−1 + 𝛽3𝐶𝐹𝐼𝑖𝑡−1 +
𝛽4𝑅𝑂𝐴𝑖𝑡−1+𝛽5𝐸𝑃𝑆𝑖𝑡−1 + 𝛽6𝐶𝐴𝑃𝑖𝑡−1 + 𝛽7𝐺𝑅𝑂𝑖𝑡−1 +
𝛽8𝐶𝑂𝑀𝑖𝑡−1 + 𝜀𝑖𝑡−1 (1) 

3.1.1 Variables Operationalization 

Dependent Variable: 

Cumulative Abnormal Return (CAR) is the 

dependent variable. Following [52], we calculate CAR by 

first estimating the normal return (Rit) of stock i. The 

estimation period used in this study is 120 days, 

measured from 125 days to 5 days before the publication 

of the financial statements from each year. Individual 

firm return (Rit) can be calculated with the following 

formula: 

𝑅𝑖𝑡 =
𝑃𝑖𝑡−𝑃𝑖𝑡−1

𝑃𝑖𝑡−1
 (2) 

where: 

Pit   : closed stock price of company i for period t 
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Pit-1  : closed stock price of company i for period t-1 

Before calculating the expected return, the market 

return (Rmt) is calculated using the following formula: 

𝑅𝑚𝑡 =
𝑃𝑚𝑡−𝑃𝑚𝑡−1

𝑃𝑚𝑡−1
 (3) 

where: 

Pmt  : closed stock price of the market for period t 

Pmt-1 : closed stock price of the market for period t-1 

Using the value from Equation (2) and Equation (3), 

expected return (E(Rit)) can be measured with: 

𝐸(𝑅𝑖𝑡) = 𝛼 + 𝛽 × 𝑅𝑚𝑡 (4) 

α and β are the parameters of the regression equation, 

where α is the intercept and β is the slope that measures 

the stock’s sensitivity with the market [70]. 

From Equation (2) and Equation (4), abnormal return 

can be calculated using the following formula [71]: 

𝐴𝑅𝑖𝑡 = 𝑅𝑖𝑡 − 𝐸(𝑅𝑖𝑡) (5) 

Lastly, cumulative abnormal return (CAR) is 

calculated as the sum of daily abnormal returns during 

the time window (-5,0,+5) and (-2,0,+2) 

𝐶𝐴𝑅𝑖 = ∑ 𝐴𝑅𝑖𝑡
−𝑡
+𝑡  (6) 

Independent Variables: 

- Corporate action is measured using a dummy variable 

that is equal to one if the firm made a corporate action 

deal in the past 5 years, zero otherwise. 

- Financial performance in this study is measured using 

4 financial ratios (CFO, CFI, ROA, EPS) 

 CFO can be calculated by adding net income, non-

cash expense, and changes in working capital 

[41]. CFO in this study is divided by total assets. 

 CFI can be calculated by adding sales and 

subtracting purchases from long-term assets, other 

businesses, and marketable securities [43]. CFI in 

this study is also divided by total assets. 

 ROA is measured by dividing net income by total 

average assets [45]. 

 EPS is the firm’s net income divided by the 

number of shares outstanding [72]. 

Control Variables:  

- Market capitalization (CAP) can be calculated by 

multiplying the share price by the number of shares 

outstanding [68]. This study uses the logarithm of 

market capitalization. 

- Growth (GRO) is quantified using the sales growth 

[73]. We calculated the growth rate using the 

following formula:  

𝐺𝑟𝑜𝑤𝑡ℎ =
𝑆𝑡−𝑆𝑡−1

𝑆𝑡−1
   (7) 

- Level of Competitiveness (COM). We use Herfindahl 

Index (HHI) to capture the level of competitiveness 

by the following formula [74]. 

𝐻𝐻𝐼 = ∑ 𝑚𝑎𝑟𝑘𝑒𝑡 𝑠ℎ𝑎𝑟𝑒𝑖
2 (8) 

 The HHI is calculated based on the sub-sectors of the 

industry.  

3.2. Research Sample 

These research results are expected to be generalized 

to firms in the financial services sector throughout Asia. 

Samples are selected according to the following criteria: 

(1) Firms available in 6 concurrent years (2015-2020); 

(2) Firm’s financial statements are available from 2016-

2020 to determine the abnormal returns each year; (3) 

CFO, CFI, ROA, EPS data are available for 6 years 

(2015-2020) 

While samples used for financial services in Asia that 

do corporate action are selected according to the 

following criteria: Companies have completed the 

M&A/new investment transactions in 2015-2021 

Next, in order to compute abnormal returns, we 

collect data on daily stock returns and daily market 

returns from Yahoo Finance and Investing.   

4. RESULTS & DISCUSSION 

Data were collected from Bloomberg Terminal and 

there were a total of 2791 financial institutions in Asia. 

Based on the above criteria, the number of firms included 

in the sample amounted to 486 firms. A total of 83 firms 

made a corporate action deal during the period 2015-

2020. Table 1 shows the sub-sectors in the financial 

industry used in this study.  

 

Table 1. Sample per sub-sectors in Asia financial 

industry 

No. Sub-sector in financial industry Total (%) 

1 Asset Management 45 9.26% 

2 Banks 3 0.62% 

3 Banks - Diversified 7 1.45% 

4 Banks - Regional 195 40.12% 

5 Capital Markets 98 20.16% 

6 Credit Services 49 10.08% 

7 Financial Conglomerates 13 2.67% 

8 Insurance - Life 24 4.95% 

9 Insurance - Property & Casualty 25 5.14% 

10 Investment Services 16 3.29% 

11 Misc. Financial Services 6 1.23% 

12 Money Center Banks 5 1.03% 
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Table 2. Descriptive statistics (N=1858) 

No. Variable Mean Median Max Min Std dev 

 

1 

 

CAR  

(-5,0,+5) 
-0.0101 -0.0042 0.181 -0.3914 0.0531 

CAR  

(-2,0,+2) 
-0.0088 -0.0032 0.1912 -0.4955 0.0443 

2 COR 0.5 0 1 0 0.215 

3 CFO 0.0026 0.0079 2.5831 -4.5205 0.1560 

4 CFI 0.0384 0.0222 3.0857 -0.9413 0.1182 

5 ROA 0.8367 0.93 39.3307 -157.17 7.5482 

6 EPS 232.279 3.66 14467 -1460 969.899 

7 CAP 10.7956 10.8062 14.916 7.7087 1.3016 

8 GRO 0.3098 0.055 142.038 -80.8746 5.3905 

9 COM 0.1709 0.1205 0.9993 0.0708 0.1509 

 

Table 3. Group Statistics  

 COR Mean Std Dev t stat Sig 

CAR 

(-5,0,+5) 

0 -0.0108 0.0535 
-2.722*** 0.007 

1 0.0047 0.0421 

CAR 

(-2,0,+2) 

0 -0.0093 0.0449 
-2.357** 0.019 

1 0.0019 0.0289 

*** Correlation is significant at the 0.01 level. 

** Correlation is significant at the 0.05 level. 

* Correlation is significant at the 0.10 level. 

This research uses 2 event windows (-5,0,+5) and (-

2,0,+2) CAR as a measure for investor reaction. Table 2 

shows the descriptive statistics of the variables used in 

this study. From the results in Table 2, we can see that 

between 2016-2020, the average returns using all three 

different measures are consistently negative. This result 

is consistent with [57]. Overall, the five-days event 

window has the highest maximum value of CAR 

followed eleven-days event window.  

Table 3 presents the group statistics where 1 is the 

group of firms doing corporate action while 0 is for firms 

that haven’t done corporate action in the last five years. 

The overall mean for all measures of firms with corporate 

action shows positive return. In contrast, for firms with 

no corporate action, the CARs for all event windows are 

negative on average. This result indicates that investors 

have a higher reaction to firms that have done corporate 

action. It is consistent with the result from [52] that when 

a firm does corporate action, the firm will have a higher 

value of return. 

Before testing our hypothesis, we verify the validity 

of our research model using the Kolmogorov-Smirnov 

normality test. From the test, it shows that the data used 

in this study are not normally distributed since the p-

value are below 0.001, however the Central Limit 

Theorem (CLT) states that the sampling distribution of a 

large sample is approximately normal [75].  

 

Table 4. Partial Correlation 

 

CAR 

(-5,0,+5) 

CAR 

(-

2,0,+2) 

COR CFO CFI ROA EPS 

CAR  

(-

5,0,+5) 

1       

CAR  

(-

2,0,+2) 

0.546** 1      

COR 0.057* 0.046* 1     

CFO 0.042 0.060* -0.014 1    

CFI 0.022 0.006 -0.007 -0.299** 1   

ROA 0.124** 
0.113*

* 

-

0.049* 
0.185** 0.034 1  

EPS 0.008 -0.011 0.050* -0.035 0.019 -0.019 
      

1 

** Correlation is significant at the 0.01 level (2-tailed). 
* Correlation is significant at the 0.05 level (2-tailed). 

Next, we continue to test the correlation between each 

variable using the partial correlation (shown on Table 4). 

The result shows that (-5,0,+5) CAR correlates with COR 

and ROA, (-2,0,+2) CAR correlates with COR, CFO, and 

ROA. And last, we test the multicollinearity test among 

variables. The VIF values are all below 10, suggesting 

there is no multicollinearity in the model. 

4.1. Hypothesis Testing 

The main purpose of this study is to seek evidence on 

which do investors value more, corporate action or 

financial performance. We present the comparative 

analysis for investor reaction towards corporate action 

and financial performance in Table 5.  

We first tested the relationship between investor 

reaction and corporate action as well as financial 

performance using CAR (-5,0,+5) measurement. As seen 

in Panel A of Table 5, the association between investor 

reaction and corporate action is found to be positive and 

significant at 1% level.  We also found that the financial 

performance proxied by ROA has a positive and 

significant association with investor reaction. Firms with 

positive ROA will attract investors as it shows the firm's 

ability to generate profit from its assets [46]. The CFO, 

CFI, and EPS are positive but show no significant 

relationship with investor reaction. The coefficient of 

corporate action shows a higher value than ROA (1.5% > 

0.1%). This indicates that in the eleven-days event 

window, investor reaction to corporate action is stronger 

than financial performance.  
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Table 5 Panel A. CAR (-5,0,+5)  

  Model 1 

Variable Coefficient t stat Sig 

COR 0.015 2.672*** 0.008 

CFO 0.013 1.14 0.255 

CFI 0.016 1.099 0.272 

ROA 0.001 5.048*** <0.001 

EPS 0.000000443 0.341 0.733 

CAP 0.003 2.679*** 0.007 

COM -0.012 -1.428 0.153 

GRO -0.001 -3.546*** <0.001 

Constant -0.038 -3.481*** <0.001 

R2 0.034   

Adjusted R2 0.029   

F  7.777*** <0.001b 

*** Correlation is significant at the 0.01 level. 

** Correlation is significant at the 0.05 level. 

* Correlation is significant at the 0.10 level. 

Table 6 Panel B. CAR (-2,0,+2) 

 Model 2 

Variable Coefficient t stat Sig 

COR 0.011 2.257** 0.024 

CFO 0.017 1.807* 0.071 

CFI 0.008 0.684 0.494 

ROA 0.001 4.447*** <0.001 

EPS -0.0000004735 -0.431 0.666 

CAP 0.003 2.966*** 0.003 

COM -0.023 -3.365* <0.001 

GRO 0 -1.572 0.116 

Constant -0.033 -3.535*** <0.001 

R2 0.032   

Adjusted R2 0.027   

F  7.335*** <0.001b 

*** Correlation is significant at the 0.01 level. 

** Correlation is significant at the 0.05 level. 

* Correlation is significant at the 0.10 level. 

  

Meanwhile Panel B of Table 6 presents cumulative 

abnormal return for the window period of (-2,0,+2). The 

result for corporate action shows a positive CAR 

amounting to 1.1% and is statistically significant at 5% 

level. The positive relationship shows that as firms do 

corporate action, the higher the investor reaction will be. 

It suggests that the market perceives corporate action as 

good news which is consistent with the results from [50]. 

Panel B also shows that CFO and ROA have a positive 

and significant relationship with investor reaction at 1.7% 

and 0.1% consecutively. While CFI and EPS show no 

significant relationship with investor reaction. This 

finding implies that financial performance is being 

responded stronger than corporate action, and that the 

cash basis is seen to be more valuable compared to 

accrual basis.  

The market capitalizations for all models are found to 

be positive and significant in affecting investor reaction. 

As market capitalization indicates the firm’s share value, 

it gives investors an insight about future performance, 

thus affecting the market reaction positively [76]. 

In the eleven-days event window, we found that 

corporate action has the highest coefficient, while in the 

five days event window, CFO has the highest coefficient 

value. But since the adjusted R2 for Model 1 shows the 

highest value, corporate action and financial performance 

explains the change of investor reaction better in the 

eleven-days event window. The F-ratios for all models 

are all above 2, showing that the models used in this study 

are fit.  

4.2. Discussion 

This study investigates investor reaction toward 

corporate action and financial performance. As the 

market is full of uncertainty, investors need information 

to influence their judgement. In this study, corporate 

action and financial performance serves as information 

that firms publicly provide. Our study complements prior 

literatures by comparing which one do investors value 

more between corporate action and financial 

performance in terms of making investment decisions. 

Our results found that corporate action done by the firm 

contains a positive information signal in the eleven and 

five-days event window. This finding is consistent with 

studies from [20] who found that in the eleven-days event 

windows and [74] in five-days event windows that 

corporate action has a significant relationship with 

investor reaction. According to signalling theory, 

information is not publicly available therefore firms need 

to send a signal to influence investor judgement. In 

accordance with [19] and [26]’s findings that the market 

interprets corporate action as signals for the future 

prospect of the firm. Investors perceive firms that have 

done corporate action have potential to grow. Therefore, 

investors place a premium on firms with corporate action 

and increase the stock prices.  

Second, our finding is also consistent with previous 

studies in which financial information affects investor 

reaction positively and significantly [18].This finding 

indicates that investors relied on this information to make 

investment decisions. Positive investor reaction to 

financial performance is in accordance with efficient 

market hypothesis in which all publicly available 

information is fully reflected in the stock prices [49]. 

Based on 2 event windows that we use in this study, we 

find that ROA has a positive and significant value which 

is consistent with [77]. We also find CFO in five days 

event window positively affects investor reaction. As 
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CFO helps investors to predict future earnings, a high 

level of CFO is associated with positive and significant 

CAR. This finding is consistent with previous literatures 

[42]. Further, our finding also suggest that cash basis has 

a greater information value to investors compared to 

accrual basis. Cash flow information is useful in helping 

investors assess the ability of the firms to generate cash 

and compare the present value of future cash flow of 

different firms. In accordance, [78] identifies that cash 

basis has a superior association in influencing investor 

judgement as cash basis has the ability to forecast the 

firm’s future liquidity [79]. A greater value of cash basis 

indicates the firm ability to generate dividend. 

Finally, our findings found that based on the eleven-

days event window, investors value corporate action 

better than financial performance. Meanwhile, on the 

five-days event window, financial performance has 

greater value to investors.  From the adjusted R2 we found 

that Model 1 has the highest adjusted R2 value compared 

to model 2. We can conclude that Model 1 which is the 

eleven-days event window is the better event window to 

measure the association between investor reaction to 

corporate action and financial performance. Model 1 

shows that COR coefficient is higher than ROA as the 

financial performance proxy, indicating that investors 

react more significantly to corporate action. Therefore, 

hypothesis 1 is supported.  

This study has some implications for corporate 

managers. Corporate managers can make use of this 

finding and consider making a corporate action decision. 

This decision could help influence positive reaction from 

investors, therefore they will reward the firm as there is 

an increase in the stock prices. Managers could also focus 

on improving the firms cash flow, specifically cash flow 

from operations to maximize investor reaction and 

increase stock prices.  

5. CONCLUSION 

This study shows that corporate action and financial 

performance are positively and significantly associated 

with investors' reaction in (-5,0,+5) and (-2,0,+2) event 

windows. First, in our fittest model which is the eleven-

days event window, investors react to corporate action 

stronger compared to financial performance. In the five-

days event window, we found that corporate action and 

financial performance is significant, however financial 

performance is more presiding. Further, we found that in 

the context of financial performance, information from 

cash basis is more valuable than accrual basis. Overall, 

we can conclude that corporate action made by the firm 

is considered as a positive signal that influences 

investors' decisions. Nevertheless, companies and 

managers should focus on both corporate action and 

financial performance to positively influence investors' 

perception in buying their stocks.  

This study is subject to certain limitations. The 

researchers only use M&A and new investment to define 

corporate action. Future study could explore more 

corporate action types in the study to explain the 

relationship between corporate action and investor 

reaction. Also, this study is limited to the Asia financial 

industry while every industry has its own characteristics. 
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