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ABSTRACT 

 

Market might react in several different ways in facing the stock split action. Some might positively react 

and increasing the number of transaction, some might do the opposite, or some might not care at all. It is all 

depend on the investor behavior and perception of the stock split. The changes could be seen in the number of 

stock volume transaction post-split compared to the pre-split, but the reason behind those actions left people to 

only guessing. The only way to know about how and why investors react to stock split is to ask them directly. 

7KH�REMHFWLYH�RI�UHVHDUFK�LV� WR�DQDO\]H� WKH� LQYHVWRUV¶�UHDFWLRQ�WR�VWRFN� VSOLW��7KHRULHV�VXSSRUWLQJ�UHVHDUFK�DUH�

investment and stock split. The population of research is all stock investors in Manado with 7 respondents using 

purposive sampling method. Results are (1) investors in Manado are not attracted to stock split; (2) the investors 

are not attracted to the stock split announcement with three reasons namely: less exposure to the market because 

of the long-term investment, the rule of analyses, and the amount of funds. It is concluded that investors in 

Manado are showing an under-reaction to stock split. 
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INTRODUCTION 

 

Research Background 

Indonesia is a growing country with large number of citizens, about 237 million people in 2010, 

according to Badan Pusat Statistik (2011:6). Despite of the large number of citizen, according to Indonesia 

Stock Exchange (IDX) in Manado, 60% of investors that invest in Indonesia capital market are foreigner. It is 

regrettable because of the lack of people awareness of stock investment in Indonesia. Indonesia is also known 

for its growing industry, which is very profitable because of the big market size. If the industry in the country 

keeps increasing, the economy of Indonesia will be increase as well. It will be a good prospect for investment in 

Indonesia.   

Investment could help an individual to obtain a bigger value of something that being sacrificed now. 

Just like planting a tree, one should sacrifice time, power, and others with expectation of the shade or fruit form 

it. Based on Reilly and Brown (2012:4) Investment is the current commitment of funds for a period of time in 

order to obtain future payments. They also stated that the future payment will be considered as compensation for 

the time of commitment, the expected rate of inflation during this period of time and the uncertainty of the 

future payments.   Investment is one of several investment products in the market. In order to be able to invest in 

this product, investor should enter the stock market. Stock market, just like usual market, is a place where sellers 

and buyers meet to make transaction. In this case, the sellers are companies that need more funds for their 

business, and the buyers are individual or institution that want to invest their excess money. While what being 

sold is stocks, which are VKDUHV�RI�D�FRPSDQ\¶V�RZQHUVKLS (Cecchetti, 2006:178). He also said that by buying a 

FRPSDQ\¶V�VWRFN��WKH�EX\HU�EHFRPHV�D�SDUW�RZQHU�RI�WKH�FRPSDQ\��,Q�WKLV�FDVH��WKH�EX\HU�KDV�WKH�ULJKWV�IRU�WKH�

profit and also has responsibility if there is a loss, as much as their parts as shareholder.   

Most of the stocks in the market would experience changes in price every time. Basically the changes 

are driven by market forces, which is demand and supply. In this case the demand is the number of stock 

wanted, while supply is the number of stock offered. If stock demand greater than supply then the price would 
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rise up. But if the demand is lesser than supply, the price would go down. The reason behind the number of 

GHPDQG� DQG� VXSSO\� LV� WKH� FRPSDQ\¶V� SHUIRUPDQFH� LWVHOI�� ,QYHVWRUV� DUH� DOZD\V� VHHNLQJ� SURILW� IURP� JRRG�

performance companies. It caused by the perception that the better the performance, the better the profitability, 

which means greater profit for the investors. So if there is a well known for good performance company in stock 

market and lot of investors buy the stock, the price would likely to rise. 

,QYHVWRUV� ZRXOG� RQO\� NQRZ� DERXW� D� FRPSDQ\¶V� SHUIRUPDQFH� E\� obtaining as much information as 

possible. The information needed might come directly or indirectly from a company. Direct information could 

be in form of finDQFLDO�VWDWHPHQW�WKDW�SUHVHQWLQJ�FRPSDQ\¶V�FXUUHQW�VWDWH��,QGLUHFW�LQIRUPDWLRQ�FRXOG�EH�LQ�IRUP�

of corporate actions. There are several corporate actions that often implemented by companies, such as 

dividend, right issue, buy back, and stock split. Good companies would likely experience an increase of stock 

PDUNHW�SULFH��,Q�VRPH�FDVHV�WKH�SULFH�FRXOG�LQFUHDVH�XQWLO�D�ELJ�QXPEHU�RI�PRQH\��DQG�EHFRPH�µWRR�H[SHQVLYH¶��

In this situation, a company could do the action called stock split. Stock split is an action that taken by a 

company in order to increase the number of outstanding shares (Brigham and Gapenski, 1994:643). They also 

state that the stock split will usually reduce the price per share as the increase in the number of shares, because 

the split is hinted as dividing the pie into smaller sizes. That means the value of total stocks before and after the 

split is just the same, because the company does not issuing new stock, but only dividing the current outstanding 

ones. 

Behavioral finance is a study of fiQDQFLDO�SUDFWLWLRQHUV¶�EHKDYLRU�DQG�WKH�HIIHFW� WR� WKH�PDUNHW (Sewell, 

2007)��+H�VWDWHG�WKDW�WKH�VWXG\�LV�XVHIXO� LQ�GHWHUPLQLQJ�µKRZ¶�DQG�µZK\¶�PDUNHW�PLJKW�EH�LQHIILFLHQW�� ,Q�RWKHU�

words, behavioral finance might be able to explain the phenomena that happened in financial market in words 

instead of numbers. One of the phenomena in financial market is regarding how investors react to a certain 

corporate action.  Market might react in several different ways in facing the stock split action. Some might 

positively react and increasing the number of transaction, some might do the opposite, or some might not care at 

all. It is all depend on the investor behavior and perception of the stock split. The changes could be seen in the 

number of stock volume transaction post-split compared to the pre-split, but the reason behind those actions left 

people to only guessing. The only way to know about how and why investors react to stock split is to ask them 

directly.  

Manado is a capital city of North Sulawesi Indonesia, which is now experiencing an industry 

development. Generally, the stock investing in Manado is still in the introductory stage. It is shown by the few 

numbers of investors and people awareness. Manado citizen commonly invest in property and gold as their 

source of future profit or benefit. It might caused by the behavior of not trusting intangible assets or merely lack 

of investment knowledge. According to data from Indonesia Stock Exchange (IDX) in Manado, the number of 

investors in the city until June 2013 is 699 people. Not a big number to be compared to the number of citizen. 

Even though stock investors in Manado are still far from its number of citizen, those situations regarding 

reaction to stock split in the city is still interesting to explore. According to above explanation there is a need to 

conduct a research to explore and analyze about investor reaction to stock split in Manado. 

   

Research Objective 

The objective for this research is tR�DQDO\]H�WKH�LQYHVWRUV¶�UHDFWLRQ�WR�VWRFN�split in Manado. 

   

THEORETICAL FRAMEWORK 

 

Investment 

Francis (1991:1) defined investment as a commitment of money with an expectation of generating 

additional money, by requiring a present certain sacrifice for future uncertain benefit which is quite risky to do.  

 

Stock Split 

Stock split is an activity taken by a company that has gone public to raise the number of shares 

RXWVWDQGLQJ��ZKLFK�LV�UHGXFLQJ�WKH�SULFH�SHU�VKDUH�LQ�SURSRUWLRQ�WR�WKH�LQFUHDVH�LQ�VKDUH��MXVW�OLNH�µGLYLGLQJ�WKH�

SLH�LQWR�VPDOOHU�VOLFHV¶ (Brigham and Gapenski, 1994:643). Gitman and Joehnk (2008:263-265) explained that 

stock split is a maneuver for a company to increase the number of shares outstanding by exchanging a specified 
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number of new shares of stock for each outstanding share. While Reeve, et al. (2009:594) stated that a stock 

split is a process by which a company reduces the par value of its common stock and issues a proportionate 

number of additional shares. Further, Gitman and Joehnk (2008:265) stated that a company will do the stock 

VSOLW� WKHQ� LW�ZDQWV� WR�HQKDQFH� LWV� VWRFN¶V trading appeal by lowering the stock market price. Copeland (1979) 

VWDWHG� WKDW� D� VWRFN� VSOLW�PD\� WXUQ� D�PDUNHW� LQWR� µEHWWHU¶� DQG� µZLGHU¶�PDUNHW��EHFDXVH� WKH� VSOLW�ZRXOG� LQFUHDVH�

liquidity and number of shareholders. 

 

Previous Research  

Ikenberry and Ramnath (2002) found that fundamental operating performance is the source of the 

under-reaction to the event and that splitting firms have an unusually low propensity to experience a contraction 

in future earnings. Fama (1998) found that post-split continuation of pre-split abnormal returns is about as 

frequent as post-split reversal. Which means the market behavior to a stock split is not too exaggerated. 

Babajide and Adetiloye (2012) resulted in strong evidence that behavioral biases exists but not so dominant in 

the Nigeria security market. Fama et al. (1969) found that stock split announcement was used by market to re-

examine the expected income from a stock.  

 

 

 

 

         

              Figure 1.  Conceptual Framework 

 

 

RESEARCH METHOD 

 

Type of Research 

This research uses the exploratory type of research. This exploratory research is going to describe 

LQYHVWRUV¶�UHDFWLRQ�RI�VWRFN�VSOLW� 

 

Place and Time of Research 

This research is conducted in Manado, North Sulawesi. The time of research being conducted is from 

June-August 2013. 

 

Population and Sample 

Population is the entire group of people, events, or things which a researcher desire to research, and 

sample is the subset or subgroup of population (Sekaran and Bougie, 2010:443-444). The population of this 

research is all the stock investors in Manado, which according to Indonesia Stock Exchange Manado are 699 

people, as counted in June 2013. The sample of this research is chosen by using purposive sampling method. 

There are 7 respondents that already had been interviewed. 

 

Data Collection Method 

This research used a primary data, which is information that gathered first-hand by the researcher 

(Sekaran and Bougie, 2010:180). The data needed for this research is gathered through interview, based on the 

list of question prepared. Sekaran and Bougie (2010:186) stated that interview is a useful data collection method 

for exploratory research. This research also used secondary data as complimentary. Those data are taken from 

books, journals, and relevant literature from library and internet. 

 

Operational Definition of Research Variables 

1. Stock split is used to increase the number of authorized, issued, and outstanding stocks, and also decrease 

the par value per share (Horngren and Harrison Jr.: 2007:693). 

2. Behavioral finance refers to explain the what, why, and how of finance and investing, from a human 

perspective (Ricciardi and Simon, 2000). 

 

 

Investor Reaction 

 
Stock Split 
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Data Analysis Method 

 

Reliability and Validity Test 

Triangulation is one of the common ways in maximizing data reliability and validity in qualitative 

research. The idea behind triangulation is getting the same result from different methods or sources (Sekaran 

and Bougie, 2010:385).  There are several types of triangulation based on Sekaran and Bougie (2010:385), 

which are: (1) Method triangulation: Using several different methods in gathering and analyzing data; (2) Data 

triangulation: Using data that gathered by several different sources and/or at different time period; (3) 

Researcher triangulation: Using several researchers in gathering and analyzing data; and (4) Theory 

triangulation: Using several different theories to analyze and interpreting data.  

 

Data Reduction 

Data reduction consists of data coding and categorization which are: (1) Coding. In coding, the data that 

gathered by doing interview are reduced, rearranged, and integrated to form a theory. It helps in drawing 

meaningful conclusion about the data. The result from doing coding is called codes; and (2) Categorization. In 

categorization, the codes that previously have done in coding process are organized, arranged, and classified. In 

this process, the patterns and relationships between the data are started to be noticed (Sekaran and Bougie, 

2010:372-375). 

 

Data Display 

Data display process, the reduced data are displayed in an organized and condensed manner adding 

graphs, matrices, charts, diagrams, or drawing are often presented in order to help organizing the data (Sekaran 

and Bougie, 2010:382). It also helps to discover patterns and relationship so the conclusion is eventually 

facilitated. After doing through data reduction and data display, the final step in data analysis in this research is 

drawing conclusion. In drawing conclusion, the research question that previously presented is going to be 

answered. 

  

RESULT AND DISCUSSION 

 

Result 

 

Reliability and Validity of the Research  

The reliability of this research had been tested by providing codes and categorization of the data that 

gathered. After gathering the data from respondents, there are four codes that come up in the process of data 

reduction. They are perception of stock split, stock preference, attractiveness to stock split, investment period 

and funds allocation. The validity of this research is tested by using data triangulation, which is using data that 

gathered by several different sources. 

 

Interview Result 

Respondent - 1 is a 40 years old male, work as a lecturer and has been investing in stock for two years. 

Besides stock investment, Respondent - 1 also invests in property like land and house. Respondent - 1 is a long-

term investor which is an investor who does buy-and-hold action. Respondent - 1 believes that investing in a 

long period of time would be more profitable for him than doing a daily trading. It is because he is not interested 

in doing daily trading and also because of his current job that requires most of his time in work place. Before 

deciding to buy a certain stock, Respondent - 1 carefully analyzes the fundamental state of a company. 

Respondent - 1 also analyzes the current situation of economy and industry. Respondent - 1 preferred to keep a 

stock in promising industries, because those industries would always have high demand as delivering basic 

needs of human. Respondent - 1 does not really pay attention to stock split announcement or even any corporate 

actions announcement. Respondent - 1 is not interested in seeking information about corporate actions or rumors 

that commonly spreading inside a market. Respondent - 1 believes that his fundamental analysis is strong 

enough to be a base for his investment decision.  

Respondent - 2 is a 22 years old male, working in a private company and studying as a magister degree 

student. Respondent - 2 has been investing in stock for about a year. Respondent - 2 learnt about both 

fundamental and technical analysis, and implement them in his investment decision making process. 
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Respondent - 2 has a quite good understanding about corporate action. Respondent - 2 explained about stock 

split in detail and even gave examples. In summary, his understanding of stock split is divided by two; split-off 

and split-in. Split-off is an action of splitting stocks that turn into an increase in number of stocks outstanding 

and a decrease of price per share, while split-in is the opposite. Respondent - 2 had an experience of buying a 

stock that implement stock split, in this case split-off. He decided to buy the stock because of the cheaper price. 

He realized that a split stock has a good prospect in the future. And he also proved that the stock he bought gave 

quite a good profit. Respondent - 2 always use fundamental and technical analysis in his decision making 

process of buying stocks. Even for the case of stock split above, he still chHFNHG�ILUVW�WKH�FRPSDQ\¶V�ILQDQFLDO�

statement before buying the stock. He also tend to check the charts as technical analysis before deciding, even 

though he realize that technical analysis is not completely reliable.  

Respondent - 3 is 38 years old male lecturer in faculty of economics and business. The period of his 

stock investment is about 11 years, or since 2002. He actively trades his stocks in both short and long term. 

Respondent - 3 had an experience in buying a stock that was going to split. He said that he knew about the stock 

split from rumors that spread in the market at that time. For him, rumor in the stock market is number one, while 

fact is below it. Respondent - 3 said that rumor could be advantageous or not advantageous according to the 

investors themselves, whether they are going to believe it or not. According to Respondent - 3, when a stock 

price continuously increase until it is considered to be high enough, the liquidity or the trading volume of the 

stock will be decreased. It is because of the limited investors with high funding ability. One of the ways to 

increase the liquidity is to split the stock into lower price, but more shares outstanding. By doing the split, 

management of a company would expect a higher liquidity than before. Respondent - 3 stated that a company 

that implements a stock split must be a good prospective company. In other words the company is considering 

the future of its stock in market. Respondent - 3 believes that by doing a stock split, a company is building a 

good image to investors or other companies that might have a plan to work together. Stock split also indirectly 

LQFUHDVHV� D� FRPSDQ\¶V� FRQILGHQFH� LQ� SODQQLQJ� DQG� GRLQJ� LWV� IXWXUH� DFWLRQV�� %HVLGHV� EHLQJ� DGYDQWDJHRXV� IRU�

companies, stock split, according to Respondent - 3 is also very profitable. When an investor buy a good stock 

that split,  the investor should just wait till the price go back to its actual price, or even more. 

Respondent - 4 is a young man, working in a company. He has been investing in stock for about a year. 

He knows about fundamental and technical analysis. He has quite broad knowledge about investment, since he 

was a student in faculty of economics and business and also worked in investment industry. According to 

Respondent - 4, stock split is happened when a company decided to decrease its stock price and increase its 

volume. In his experience of investing in stock, Respondent - 4 never had bought a stock that split. He admitted 

that he once wanted to buy a stock that split, but his fund is limited at that time. Respondent - 4 stated that in 

FKRRVLQJ� VWRFN�� DQ� LQYHVWRU� KDV� WR� SD\� DWWHQWLRQ� WR� VWRFN� SULFH� DQG� FRPSDQ\¶V� FRQGLWLRQ�� QRW� RQO\� EHOLHYLQJ�

rumors. He admitted that in short term he chooses to follow the market trend, whether it is positive or negative 

towards a certain stock.  For a long-term, Respondent - 4 believes that companies that consisted in LQ45 index 

are the best for future profit. According to Respondent - 4, stock split is profitable for both investors and 

companies. For investors that buy a stock that split, they can buy their preferable stocks in a cheaper price. For 

companies that split their stock, their stock becomes actively traded in the market. 

Respondent - 5 is a young female that recently graduate from university after taking her study in faculty 

of economics and business. She invests in stocks for about a year. She was one of members in student 

investment club, where she learnt about fundamental and analytical techniques. She confessed that investing in 

stock was her way to get extra money, in quite an easy way. Respondent - 5 applied both, fundamental and 

analytical analysis in her stock investment process. She stated that in long-term investment, she would like to 

pay more attention in fundamental analysis. While in short-term investment, it is more on technical analysis. In 

fundamental analysis, Respondent - �� EHOLHYHG� WKDW� FRPSDQ\¶V� ILQDQFLDO� VWDWHPHQW� UHSUHVHQW� TXLWH� JRRG�

information. Respondent - ��H[SODLQHG�WKDW�VKH�WULHG�WR�ILQG�RXW�DERXW�D�FHUWDLQ�FRPSDQ\¶s PER before making 

decision. Respondent - 5 also believed in rumors that spread inside the market. She explained that some rumors 

might make her considering about her decision, even though rumors are not completely true. Respondent - 5 had 

never bought a stock that implement stock split. She explained that she was not interested in stock split or any 

corporate actions. Even though she interested in rumors, but particularly corporate actions do not attracts her.  

She believed that any corporate action, inclXGLQJ� VWRFN� VSOLW�� ZRXOG� QRW� FKDQJH� DQ\� FRPSDQLHV¶� IXWXUH�

profitability, because it is depends on those companies productivity. 

Respondent - 6 is a 46 years old male lecturer in faculty of economics and business. He had been 

investing in stock for two years. He confessed that stock investing is just an extra job for him because he had a 

current fixed job that take most of his time. That is why he spend not too big amount of funds in stock 
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investment. Respondent - 6 confessed that he basically investing in short period of time, but there are several 

stocks that he kept because of the promising prospect. Respondent - 6 had never bought a split stock. Because, 

DFFRUGLQJ�WR�KLP��DQ\�FRUSRUDWH�DFWLRQ�LV�QRW�DOZD\V�UHSUHVHQWLQJ�D�FRPSDQ\¶V�SURVSHFW��2QH�VKRXOG�H[Dmine a 

FRPSDQ\¶V�UHSRUWV�EHIRUH�GHFLGLQJ�WR�EX\�D�VWRFN��5HVSRQGHQW�- 6 explained that his way of choosing a stock is 

DFFRUGLQJ� WR� FRPSDQ\¶V� ILQDQFLDO� UHSRUW�� %\� H[DPLQLQJ� WKH� UHSRUWV�� 5HVSRQGHQW� - 6 is able to predict a 

FRPSDQ\¶V�IXWXUH�SURVSHFW��5HVSRQGHnt - 6 noted that he actually once found several companies that spilt their 

stocks, but he did not buy them because of the bad market situation at that time. That is one of his beliefs that 

market situation is very important in decision making. He believed that any corporate action also could give 

nothing to investors if it happens in a bad market situation. Respondent - 6 stated himself as a selective investor 

in term of choosing stocks. He also believed that well educated investors would be more selective in choosing 

stocks, unless they do not considering about money and would like to speculate in something uncertain.  

Respondent - 7 is a 19 years old male university student. He has been investing in stock for almost a 

year. He learnt about stock investment from the investment class and investment club in his college. Respondent 

- 7 gave a clear understanding about stock split. According to him, stock split is a corporate action that 

GHFUHDVHV�D�VWRFN�SULFH�E\�VSOLWWLQJ�WKH�VL]H�RI�WKH�VWRFN��7KH�DFWLRQ¶V�Rbjective is to get more investors to buy 

their stock. In other words, the stock price becomes cheaper after the stock split, and there will be more 

investors that buy the stock. In choosing stocks, Respondent - 7 said that he always go back to fundamental and 

DQDO\WLFDO�DQDO\VHV��QR�PDWWHU�KRZ�PXFK�LV�D�VWRFN¶V�FXUUHQW�SULFH�DQG�DQ\�FRUSRUDWH�DFWLRQ�DQQRXQFHG��+H�VDLG�

WKDW� HYHQ� DIWHU� DFFHSWLQJ� UXPRUV� IURP� PDUNHW�� KH� ZRXOG� FKHFN� WKH� FRPSDQLHV¶� UHSRUW� DQG� FXUUHQW� VLWXDWLRQ�

himself. Same goes for stock split, Respondent - 7 does not easily tempted to buy any stock that split, but he 

would check its financial report and gather any news. Respondent - 7 stated that any corporate action would be 

advantageous for company or investors. But in case of stock split, an advantage might absolutely go to company 

because of the liquidity of stocks. But for investors is still relative, because a stock that split might not going to 

rise and go back to its state before split. It might happen if a company has no good prospect in the future. 

 

Discussion 

 

Perception about stock split 

Investor perception about stock split is one of the determinant factors of investor reaction. Theoretically, 

VWRFN� VSOLW� LV� D� IRUP� RI� DFWLRQ� WKDW� H[FKDQJH� µROG¶� VKDUHV� IRU� D� ODUJHU� QXPEHU� RI� µQHZ¶� VKDUes with 

proportionately smaller par and market value (Cornett, 2012:577). Despite of what the books say about stock 

VSOLW��LW�LV�LPSRUWDQW�WR�ILQG�RXW�DERXW�LQYHVWRUV�SHUFHSWLRQ�DERXW�WKH�VWRFN�VSOLW�LWVHOI��,QYHVWRU¶V�SHUFHSWLRQ�DERXW�

stock split might lead to the findings of how investor reacts to stock split.  Just like in this research, there are 

investor who do not understand about this stock spit term. In the interview, there was a question provided in 

order to see respondent knowledge about stock split. Most of the respondents had explained clearly about what a 

stock split is. They shared similar opinion with the theories that found in textbook or any literatures.  

Respondent - 3 had explained quite a clear understanding about stock split. He stated: ³2QH�RI�WKH�LGHDV�

behind a stock split is when a stock price continuously increases to its unaffordable level. When a stock becomes 

too expensive, the transaction volume would be lower because of the limited buyers. So, one of the strategies to 

make a stocN�PRUH� OLTXLG� LV� E\� VSOLWWLQJ� LW� DQG� WKHQ�GHFUHDVHG� LWV� SULFH�´ Respondent - 7 also showed quite 

similar answer with the previous one. Respondent - 7 stated that: ³,Q�P\�RSLQLRQ��D�VWRFN�VSOLW�LV�MXVW�DQ�DFWLRQ�

to split a stock because of its too expensive price. They do that in order to make a stock cheaper and then more 

OLTXLG�´�Those two respondents point in the same problem, which is the objective of stock split is to make a 

stock cheaper and more liquid. They clearly said that by splitting, a stock will increase its trading volume in the 

market.  

Respondent - 2 also knows well about the stock split term. Respondent - 2 divided stock split into two 

categories, split-off and split-in. Respondent - 2 answered: ³,I�,¶P�QRW�PLVWDNHQ��VSOLW-off means to split a stock 

into several stocks. For example there is a stock with price Rp 3000 and outstanding shares are one million 

shares. When a company decided to split its stock with ratio 1:2, which means every single share will be 

multiplied by two and its price will be divided by two, the outstanding shares will be two millions and the price 

will be Rp 1500. Vice versa for split-LQ�´ Respondent - 4 answered the question with similar answer with 

Respondent - 2. He stated: ³,I�D�VWRFN�SULFH�EHFRPHV�WRR�H[SHQVLYH��WKH�FRPSDQ\�ZLOO�LPSOHPHQW�VWRFN�VSOLW�E\�

PDNLQJ� WKH� SULFH� GHFUHDVH� DQG� WKH�QXPEHU� RI� VKDUHV� LQFUHDVH�´ Those two respondents, Respondent - 2 and 
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Respondent - 4 showed similar understanding of stock split. Both are emphasizing on how a stock price will 

become cheaper after a stock split and also the number of outstanding shares will be bigger. 

Respondent - 3 said that he had bought a stock that split before. The reason that he bought that stock is 

because its prospect. He said that it will be profitable because of the stock split event. He said:³$IWHU�ZH�ERXJKW�

a stock that split, we just have to wait. The stock will later rise again to its previous level. Usually it will not 

WDNH�D�ORQJ�WLPH�´ Respondent - 7also had an experience of buying a splitting stock. He did not really rely on 

such event for getting profit, but he realized that stock split will give good profit because of the cheaper price. 

He confessed: ³,�JRW�FDSLWDO�JDLQ�EHFDXVH�RI�WKH�FKHDSHU�SULFH�ZKHQ�, bought that stock. After that I realize that 

VWRFN�VSOLW�LV�SURILWDEOH�´ Those respondent answers pointed to one thing, stock split happen to make the price 

cheaper. The way to make it cheaper is by dividing it into smaller size and automatically the price will adjust to 

its portion. Logically when a stock price become cheaper, there will be more investors to be interested to buy. 

Therefore, the liquidity will increase.  

From four respondents that explained about what they know about stock split, two respondents had 

actually bought a split stock. They put their selves like the way what they think of what stock split would drive 

people. They interested in the profit that they will gain later, and then decided to buy it.  The rest respondents 

know and explained well about stock split and its objective but never bought a split stock in their investment 

experience. It showed that they know that the stock split will give a profit but they did not buy a single one. 

The three respondents who did not know about stock split obviously had never bought a split stock. 

Respondent - 1 explained that he is not interested in knowing any corporate action. He has his own beliefs in 

choosing stocks. He clearly said: ³,�GR�QRW�NQRZ�ZKDW�D�VWRFN�VSOLW�LV��,�DP�QRW�HYHQ�LQWHUHVWHG. I just invest in 

SURVSHFWLYH�VWRFNV´ Respondent - 5 also said that she did not know what a stock split is. Therefore she had never 

bought a single one. ³8QIRUWXQDWHO\�,�KDG�QHYHU�ERXJKW�D�VWRFN�VSOLW��,�GR�QRW�HYHQ�NQRZ�DERXW�LW�´ 

Respondent - 6 also showed that he had no idea what is a stock split. he confessed:³,� GR� QRW� UHDOO\�

XQGHUVWDQG�ZLWK�VXFK�D�WHUP��$OO�,�NQRZ�LV�RQO\�LQYHVW�LQ�JRRG�FRPSDQLHV´ Those three respondents, Respondent 

- 1, Respondent - 5 and Respondent - 6 showed a characteristic of passive investors. They do not enriching their 

selves with any of investment terms in the market, all they know is investing in good and prospective stocks. 

Generally, Manado investors understand the main point of a stock split. They agree about how a stock 

split could generate more investors in buying the splitting stock. Logically, when investors collectively buy a 

certain stock, the price would absolutely go up. Stock split happen to make a stock become more attractive to 

investors, especially small investors, which is increasing demand and then boosting its price (Berk and De 

Marzo, 2007:561-563),. Besides the fact that mainly Manado investors understand about stock split, yet the 

actual action of buying a split stock still very low. Most of Manado investors had never experienced the actual 

action. Oppositely from what they know about how stock split attracts investors, investors in Manado are not 

positively reacting. Not to mention the ones those basically do not aware about stock split. Then it turned out 

that their perception might not walk in parallel with their action. 

 

Stock preferences and attractiveness to stock split 

In buying stocks, investors might have several ways in determining the best ones from the market. In 

this case, stock preference refers to certain type of stock that investor prefer to buy. There are two ways of 

analyses that commonly known and used in decision making process. There are fundamental and technical 

DQDO\VHV�� )XQGDPHQWDO� DQDO\VLV� H[DPLQHV� FRPSDQ\¶V� HDUQLQJV� DQG� GLYLGHQG� SURVSects, expectation of future 

interest rate and future evaluation in order to determine proper stock price (Bodie, et al., 2005:377). Besides 

FRPSDQ\¶V� ILQDQFLDO� VWDWHPHQW� VWXG\�� IXQGDPHQWDO� DQDO\VLV� LV� DOVR� DERXW� FXUUHQW� HFRQRP\� VLWXDWLRQ� DQG�

industries analysis. And technical analysis is about historical prices and charts. Basically, technical analysis is 

used to find the recurrent and predictable pattern in stock price (Bodie, et al., 2005:373).  And derived from that, 

LQYHVWRU¶V�DWWUDFWLYHQHVV�WR�VWRFN�VSlit could be seen. Stock preferences and attractiveness to stock split is quite 

UHODWHG�WR�HDFK�RWKHU��%DVHG�RQ�LQYHVWRUV¶�SUHIHUHQFHV� then it will be explored about how they think about stock 

split. Because of that relation, those two are going to be explained together. Every investor has their preferences 

LQ�FKRRVLQJ�VWRFN��,Q�RUGHU�WR�ILQG�RXW�DERXW�LQYHVWRUV¶�SUHIHUHQFHV�LQ�FKRRVLQJ�VWRFN�DQG�WKHLU�DWWUDFWLYHQHVV�WR�

stock split, there are questions prepared: What are your techniques in choosing stocks? And are you attracted to 

stock split? 

As an answer to the first question, Respondent - 1 explained that he thinks logically in choosing his 

stocks.  He explained:³/RJLFDOO\��LQYHVWRUV�ZLOO�EX\�VWRFNV�RI�FRPSDQLHV�WKDW�SURYLGH�SURGXFWV�WKDW�ZLOO�ODVW�IRU�

a ORQJ�WLPH��)RU�H[DPSOH�IRRG�FRPSDQLHV��3HRSOH�ZLOO�DOZD\V�QHHG�IRRG��VR�IRRG�FRPSDQLHV�ZLOO�DOZD\V�UXQ�´ 
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Respondent - 1 stated that he only invest in those type of stocks. He also added some example besides 

food companies that have high demand, such as cement producer or technology companies. He believed that 

those companies will last long because of the demand that always exist. For the second question, Respondent - 1 

said that he do not interested in that. He just wants to invest simply on those types of companies he mentioned 

before.  

Respondent - 2 answered to the first question with quite a detailed answer. He said that he used a 

combination of fundamental and technical analysis in choosing his stocks. He said:³,�ZLOO�FKHFN� ILUVW�DERXW�D�

FRPSDQ\¶V�SURILW��LV�LW�JRRG�RU�QRW"�$QG�DOVR�3ULFH�(DUQLQJV�5DWLR��LV�LW�FRQVLGHUDEO\�FKHDS�RU�QRW"�$IWHU�WKDW�

,¶OO�FKHFN�WKH�FKDUWV�WKDW�ZLOO�FRQILUP�IRU�D�GHFLVLRQ�´ Respondent - 2 answered to the second question with a 

different opinion with Respondent - 1. Respondent - 2 stated that he feels that stock split is quite attractive for 

him. Especially after he experienced himself about the profit he got from buy-and-sell a split stock.  

Respondent - 3 shared quite similar opinions with Respondent - 2. He said that he preferred to check for 

D�FRPSDQLHV¶�IXQGDPHQWDO�VLWXDWLRQ� ³$�JRRG�VWRFN�LV�FRPH�IURP�JRRG�IXQGDPHQWDO�FRPSDnies. Obviously the 

VWRFN�PXVW�EH�OLVWHG�LQ�/4���LQGH[�IRU�SURRILQJ�LWV�IXQGDPHQWDO�DQG�OLTXLGLW\�´ He believed that LQ45 index is 

representing the good fundamental stocks. Moreover, he added that liquidity of the stock must be good too, so 

LW¶V�HDVLHU� WR� trade. For the second question Respondent - 3 expressed his interest in his answer: ³,QIRUPDWLRQ�

about any corporate action is very important. Just like stock split. A stock that split is expressing a good 

performing company. The management must be thinkinJ�DERXW�WKH�SURVSHFW�RI�LWV�VWRFN�´ 

His attractiveness to split stock is shown in his experience of buying a splitting stock, and also his 

awareness of any rumors and information inside the market. 

Respondent - 4 showed quite similar answer with Respondent - 5 in his preferred stocks. Respondent - 4 

also noted that stocks in LQ45 index are his favorite. ³)RU�PH�� ,� MXVW� KDYH� WR� VHH� WKH� FRPSDQ\¶V� SURVSHFW��

'HILQLWHO\��WKH�VWRFN�PXVW�EH�LQ�/4���LQGH[�´ Respondent - 4 showed that he relies on this index for determining 

a good prospect companies. He also added that he tend to follow market trend in his decision making process. ³,�

DOVR�FKHFN�UHJLRQDO�PDUNHW�WUHQG��,I�WKH�PDUNHW�WUHQG�LV�SRVLWLYH��,�ZLOO�IROORZ�EX\LQJ�WKH�VWRFN�´ In other word, 

Respondent - 4 follows the crowd. If people buy a certain stock, he will likely to follow and buy it too. 

Respondent - 5 answered quite similar answer with Respondent - 2. She said that she used fundamental 

and analytical analysis in her decision making process. ³,�SUHIHUUHG�good performing companies. It can be seen 

by checking their financial statements, like comparing their Price Earnings Ratio. I also check them by using 

WHFKQLFDO�DQDO\VLV��7KDW¶V�D�PXVW�´ Respondent - 5 showed that the fundamental and technical analyses are the 

basic for choosing stocks. She likes to compliment her analyses with rumors too. But particularly, she is not 

bond to any corporate action. She answered the second questions as:³,� DP�QRW� UHDOO\� DWWUDFWHG� WR� FRUSRUDWH�

actions. It is meaningless for me�´ She explained her reasons for under-reacting to stock split. She believed that 

VWRFN�VSOLW�GRHV�QRW�GHWHUPLQLQJ�D�FRPSDQ\¶V�IXWXUH�SHUIRUPDQFH� 

Respondent - 6 also answered the questions with a common answer. He chooses his stock according to 

financial report released by the company. ³,�RQO\�FKRRVH�VWRFNV� WKDW�FRQVLGHUDEO\�ZHOO� LQ�SHUIRUPDQFH��:KHQ�

WKH\�UHOHDVH�WKHLU�ILQDQFLDO�UHSRUW�RU�SHUIRUPDQFH�UHSRUW��,�MXVW�KDYH�WR�FKRRVH�WKH�RQHV�WKDW�,�ZDQWHG�WR�EX\�´  

Respondent - 6 explained that he does not completely believed in rumors or easily attracted to corporate action 

announcement, just like stock split. He stated that one should check the stock themselves for proofing the 

performance in previous years. Just like previously said by Respondent - 6 about his knowledge about stock 

split, which is almost nothing, he explained that he is not attracted to it. All that he believed, good performance 

companies would never go wrong. 

Respondent - 7 answered the first question also with those typical answers above. His preferences in 

buying stocks are good performing companies. Those good performing companies are checked by him using 

fundamental and technical analysis. He also responded to the second question quite similar with others. ³,�

implement fundamental and tecKQLFDO� DQDO\VHV� ZKHQ� ,� ZDQW� WR� EX\� D� VWRFN�� /LNH� H[DPLQLQJ� D� FRPSDQ\¶V�

background, financial report, etc. Also reviewing a stock historical prices for getting a clearer preview of a 

VWRFN�´ Respondent - 7 also thought that basically rumor is running hand-in-hand with fundamental and 

technical analyses. So, one should not believe solely on rumors, but also the analyses. Respondent - 7 answered 

the second question carefully. He said that stock split is quite neutral for him, which is not really a good or bad 

news. ³6WRFN� VSOLW� LV� MXVW�DQ\�FRPPRQ� LQIRUPDWLRQ� LQ� WKH�PDUNHW��2QH�FDQ� WDNH� LW�RU�QRW��EXW� WKH�GHFLVLRQ� LV�

GHSHQG�RQ�WKH�LPSOHPHQWDWLRQ�RI�IXQGDPHQWDO�DQG�WHFKQLFDO�DQDO\VHV�´ 

All the respondents are showing quite similar answers. Most of them believe in fundamental and 

technical analyses. Respondent - 1, Respondent - 4 and Respondent - 6 are having similar preferences. They are 
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only seeking for fundamentally good companies, without really bother for its technical analysis. The three 

respondents believe that any companies that run well for years ago will also the same for the years next. Based 

RQ�WKHLU�VWRFN�SUHIHUHQFHV��LW�KDV�VKRZQ�WKDW�VWRFN�VSOLW�LV�QRW�UHDOO\�DWWUDFWLYH�WR�WKHP��7KH\�GRQ¶W�UHDOO\�NQRZ�

about the term and not planning to acknowledge themselves with any similar events. 

Respondent - 2, Respondent - 5 and Respondent - 7 showed similar tastes in choosing stocks. They 

preferred to choose stocks with both fundamental analysis as basic and technical analysis as a compliment. All 

of them stated WKDW�ILQDQFLDO�UHSRUWV�DUH�VKRZLQJ�FRPSDQLHV¶�SHUIRUPDQFH��7KH�WHUP�3ULFH�(DUQLQJV�5DWLR�DOVR�

mentioned as a tool of comparison. They appeared to be very careful in choosing stocks. Respondent - 2 and 

Respondent - 7 aware about stock split. But Respondent - 2 showed quite a positive remark for stock split and 

open to another change, while Respondent - 7 showed a neutral remark. He agrees that stock split would be 

profitable, but only for the companies, because of the liquidity. While for investors is still uncertain, that is why 

the analyses should be implemented. The other side, Respondent - 5 is careless about stock split. She believed 

that the analyses that she implement are enough for having a good stock investment. The only one that showed 

high appreciation to stock split is Respondent - 3. He also used fundamental and technical analyses in his 

decision making process. But, he trusted any companies that splitting their stock. For him, a stock split itself is 

proofing good fundamental companies. So it is best to buy a splitting stock as soon as possible and wait for the 

time to sell it again. Respondent - ��EHOLHYHG� WKDW� UXPRUV� SOD\� DQ� LPSRUWDQW� UROH� IRU� LQYHVWRUV¶� GHFLVLRQ��+H�

always pays attention to any rumors in the market. After that the analyses come to make a confirmation. 

According to the findings, it could be seen that mainly investors in Manado are very fond to 

fundamental analysis. Just like Hirschey and Nofsinger (2008:11) stated that economic fundamental plays a role 

in the money growth process, investors in Manado also seeking for the fundamental state of economy and 

FRPSDQLHV¶�FRQGLWLRQ��,QYHVWRUV�LQ�0DQDGR�PDLQO\�XVH�WKHLU�ORJLF�WR�JHQHUDWH�WKHLU�GHFLVLRQ�LQ�FKRRVLQJ�VWRFNV�

according to finance theories and ratios. The reason of investors using analyses in doing investment is that they 

RQO\�ZDQW� JRRG� SHUIRUPDQFH� FRPSDQ\¶V� VWRFN� WKDW� JRLQJ� LQWR� WKHLU� SRUWIROLR��7KDW� EDVLF� NQRZOHGJH� OHDGV� WR�

LQYHVWRU¶V�UHVLVWDQFH�RI�DQ\�RWKHU�LQIRUPDWLRQ�IURP�WKH�PDUNHW��OLNH�VWRFN�VSOLW� 

 

Investment period and fund allocation 

There are two categories of investing which investors usually fall into, investing for long-term or 

investing for short-term. Both are having their own benefits and drawbacks. Long-term investment is about 

buying and holding a stock for a long period of time. This strategy obviously requires patient and dedication. 

Long-term investment also will be better for inexperience investors, as theory will not bother to understand 

market. Short-term investment is about buying and selling a stock in a short period of time. Most of short-term 

investors are known as trader. This short-term investing requires lot of knowledge about market movements. 

The three most important factors in stock investment are rate of return, the amount of time investing and the 

amount of funds allocated (Hirschey and Nofsinger, 2008:3). This statement aligns with findings from Manado 

investors.  The amount of funds allocation to stock investing become of the determinant of their reaction to 

stock split. In the interview, respondents were expressing their thought about stock split and their personal 

investment. Even without giving a certain question, it comes out that their objectives and fund allocation also 

related to their decision of buying a stock that split.  

Respondent - 1 clearly stated that he only invest for a long-term period. He said that once implementing 

the analyses of fundamental to the companies, he would hold the stock for a long time, as he expecting that 

those stocks will be giving lot of profit in the future. ³,�DP�EX\LQJ�VWRFNV�DQG�KROGLQJ�WKHP�IRU�D�ORQJ�WLPH��,�

GRQ¶W�OLNH�WR�EH�D�WUDGHU�WKDW�HYHU\GD\�FKHFNLQJ�WKHLU�SRUWIROLR�DQG�GRLQJ�EX\-and ±VHOO��,�GRQ¶W�KDYH�WLPH�IRU�

WKDW�´ Respondent - 1 expressed that he is dedicated for a long-term period of investment, which is not requiring 

him to check the market every day. That is why he is not aware and interested in stock split. He also stated that 

it he is more comfortable with a long-term period of investment. ³,I� RQH�GRLQJ�D� ORQJ-term investment after 

checking the fundamental of companies, it is easier to sleep then. It is also more suitable for me because of my 

MRE��XQOHVV�,¶P�XQHPSOR\HG�RU�YHU\�ULFK�´ Respondent - 6 also shared a similar opinion. He invests for long-

term period of investment. He stated that the good stocks should be kept for the future. ³7KHUH�DUH�VHYHUDO�JRRG�

stocks that I keep for a long-WLPH�� ,W�ZRXOG� EH�JRRG�EHFDXVH�RI� WKH�SURVSHFW�RI� WKRVH� VWRFNV�DUH�SURPLVLQJ�´ 

Thus, Respondent - 1 and Respondent - 6 were showing similar preferences in their period of investment. Both 

are expecting a long-term benefit from the stocks they chose.  And because of the dedication for being long-

term period investors, Respondent - 1 and Respondent - 6 are neglecting any corporate action such as stock split. 

Respondent - 2, Respondent - 3 and Respondent - 4 shared similar stories. Three of them are investing 

in both short and long term investment. They appeared to more likely to be traders but still they keeping the best 
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ones for a long time. Respondent - 2 and Respondent - 3 are the ones that bought splitting stocks, and already 

took profit from that. Those profits are taken from capital gain. As traders both respondents are following the 

market well, that is why they could aware and even get to experience the stock split themselves. 

Respondent - 4, Respondent - 5 and Respondent - 6 mentioned about their fund allocation to their stock 

investment. Respondent - 4 confessed that he once had a chance to buy a stock that split, but did not buy it. He 

regret by saying: ³,�RQFH�ZDQWHG�WR�EX\�D�VWRFN�WKDW�VSOLW�D�IHZ�WLPHV�DJR��EXW�XQIRUWXQDWHO\�,�FRXOGQ¶W��0\�IXQGV�

DUH�QRW�HQRXJK�IRU�WKDW�VWRFN�´ Respondent - 4 showed an interest to a stock that split, but his fund allocation to 

stock investment is limited, so he held back. Even though Respondent - 5 and Responent-6 are not having 

interest in stock split, but they also said that their fund allocation is not much for stock investment. 

Manado investors are mainly focusing in long-term investing. Long-tem investors are not necessarily 

looking up for stock split announcement. Therefore they are very rare to be exposed to market recent 

information. While for the traders or short-term investors, market information is easily known because of the 

efforts that often made to get profit in a short time. Conflicting incentives which are financial reasons for 

JHQHUDWLQJ�DQ�DFWLRQ��DQG�LQYHVWRUV¶�SV\FKRORJ\�DIIHFW�LQYHVWPHQW�GHFLVLRQV (Hirschey and Nofsinger, 2008:14). 

In this case, investors in Manado are being conservative for any information that unfamiliar for them. Recalling 

their stock preference and period of investing, it is obvious that investors in Manado are lack of knowledge 

about stock split. %HVLGHV�LQYHVWRUV¶�DPRXQW�RI�WLPH�VSHQW�LQ�LQYHVWLQJ��WKHLU�DPRXQW�RI�PRQH\�DOVR become of 

the determinant factors in investment decision. Even though it is kind of additional reason, but having more 

PRQH\�WR�VSHQG�ZLOO�PDNH�LQYHVWRUV�EHFRPH�PRUH�FRPIRUWDEOH�WR�µZDON�DURXQG¶�WKH�PDUNHW�DQG�EX\�DQ\�JRRG�

products found.  

 

 Table 1.  General Findings 

Manado investors reaction to stock split Reasons 

Under-reacting 

- Less exposure to the market information and situation 

because of the long-term period of investment that 

requires almost no time to check on market. 

- The strictness of how stocks should be chosen. (by 

using analyses) 

- Fewer funds that is allocated for stock investment.   

Source: Data Processed, 2013 

 

All of the evidences that previously discussed point to the under-reaction of investors in Manado to 

stock split. This statement also answered this research problem which is asking about how investors in Manado 

UHDFW�WR�VWRFN�VSOLW��7KLV�UHVHDUFK¶V�UHVXOW�is supporting the research from Ikenberry and Ramnath (2002) about 

market under-reaction to stock split. They found out that the reason for the under-UHDFWLRQ� LV� FRPSDQLHV¶�

fundamental operating performance. The similar result also comes as one of the reasRQV�RI�0DQDGR�LQYHVWRUV¶�

under-reaction. However, this result evidence contradicts with the market efficient theory which is stating about 

stock price should be adjusting following information. Just like a study by Fama, et al (1969) about market 

supporting the efficient theory, there was price adjustment following stock split announcement. 

 

CONCLUSION AND RECOMMENDATION 

 

Conclusion 

The result and discussion show that investors in Manado are not attracted to stock split. Investors have 

awareness about stock split and its objectives. But instead of being positively reacting to the event, Manado 

investors are doing the opposite. Manado investors are showing an under-reaction to the stock split 

announcement. It is found that there are three reasons that come as the secret behind the under-reaction. They 

are less exposure to the market because of the long-term investment, the rule of analyses and amount of funds. 

 

Recommendation  

Several recommendations from several perspectives: (1) for investors, it is recommended to keep doing 

a good and planned investment especially for a long-term investment. Even so, it is also good to acknowledge 

about market current situation of events, especially for those who less aware about stock split. For short-term 
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investors, it is also recommended to pay attention for certain corporate action like stock split; (2) for companies 

WKDW� OLVWHG� WKHLU� VWRFN� LQ� VWRFN�PDUNHW�� LW� LV� REYLRXVO\� EHWWHU� WR� HQKDQFH� FRPSDQ\¶V� IXQGDPHQtal performance 

before doing certain corporate action. Because it will assures investors about their future decision. It is also 

needed to do more socialization about any corporate action such as stock split in order to reach more investors 

that have less awareness about it; and (3) for the next research, it will be better to conduct the same research at 

different region, or in the wider region. It is also better to try a bigger number of respondents in order to get a 

clearer result. 
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