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The paper is aimed to analyze and evaluate the dividend announcement impact on stock
prices of companies listed on the NASDAQ OMX Baltic market during 2010-2015. The analysis
was performed using the market model event study analysis and calculating AARs based on 3
strategies, which assume that investors buy shares 30 days prior to the dividend announcement
and sell them either 1, 3 or 7 days after the dividend announcement. During the research period,
dividends were paid by 40 out of 72 companies listed on the NASDAQ OMX Baltic. A total of 168
dividend announcements have been made and analyzed in this paper. The results of the research
revealed that within the analyzed event windows, positive AARs exist; however, they are not
statistically significant. Positive AARs obtained 3 or 7 days after the dividend announcement imply
that stock prices do not drop shortly after the dividend announcement, which would indicate
weak NASDAQ OMX Baltic market efficiency.
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1. Introduction

A variety of public and private financial, management, social and other information about
companies is comprised within their stock prices (Chen et al., 2006). Stock prices not
only include all current public or private information about a company as well as expec-
tations of its future performance, but also respond to a new information incorporating
it. If a market is efficient, stock prices should fully reflect all available information at
any given point of time (Vega, 2006). As discussed by Mallikarjunappa and Manjunatha
(2009) in regards to the market reaction to new information, three different forms of
market efficiency exist: the weak, the semi-strong and the strong. The weak form implies
that stock prices reflect all historical value-changing information, the semi-strong form
means that stock prices incorporate all publicly available value-changing information,
and the strong form states that security prices reflect all value-changing information, even
that, which is available only to insiders and exchange specialists, including as well esti-
mates of company performance by private users (Mallikarjunappa & Manjunatha, 2009).
Previous studies show that investors tend to overreact or underreact to new information
(Chan, 2003; Chavali &Nusratunnisa, 2013), which results in drifts of stock prices over
time, thus creating abnormal return opportunities.

Changes in stock prices might be influenced by various factors. Analysis of scien-
tific literature revealed that all the factors could be grouped into two main categories
— macro factors, such as oil prices (Apergis & Miller, 2009; Sim & Zhou, 2015), taxes
(Haesner & Schanz, 2013), economic activity: interest rates, production, consumer prices
(Peird, 2016; Hussainey & Ngoc, 2009), monetary policy, exchange rate (Abouwafia
& Chambers, 2015) and unanticipated inflation, risk premium (Rjoub et al., 2009) and
micro factors, such a company’s financial results — earnings per share, book value equity
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per share (Pirie and Smith, 2008), working capital to total assets, net profit to sales, sales
to total assets (Dimitropoulos & Asteriou, 2009), the auditor’s opinion (O’Reilly, 2009)
or as dividend policy (as analyzed by Chavali & Nusratunnisa, 2013; Hashemijoo et al.,
2012; Mallikarjunappa & Manjunatha, 2009; Tauseef & Nishat, 2015).

In the scientific literature, corporate dividend policies and their impact of stock
prices are often discussed in the context of signaling theory and efficient market hypoth-
esis; however, over the last decade scientists (Aamir & Shah, 2011; Cozorici, 2015;
Franc-Dabrowska, 2009; Goel, 2015; Jabtonski & Kuczowic, 2015; Kim & Joen, 2015;
Mallikarjunappa & Manjunatha, 2009; Vaidean & Moza, 2015) have started questioning
if those theories are still relevant and if the other theories such as agency and behavioral
theories may be the better theoretical frameworks to explain the movements of stock
prices. A literature analysis (Abbas, 2015; Awan, Bashir, 2015; Bozos, 2015; Chavali
& Nusratunnisa, 2013; Chowdhury &Soaner, 2015; Dasilas & Leventis, 2011; Faloye
& Oluwole, 2014; Gejalakshmi & Azhagaiah, 2015; Laabs & Bacon, 2013; Manzoor,
2015; Qudah & Badawi, 2014; Stankevicien¢ & Akelaitis, 2014; Sulaiman & Migiro,
2015; Tauseef & Nishat, 2015) revealed relatively many publications on how dividend
announcements impact stock prices in different continents but in Europe, especially in
Eastern Europe such literature is scarce. Previous studies checked the reliability of effi-
cient market hypothesis in Greece (Dasilas & Leventis, 2011; Vazakidis & Athianos,
2010), Oman (Al-Yahyaee et al., 2011), India (Chavali & Nusratunnisa, 2013; Mallikar-
junappa & Manjunatha, 2009), Portugal (Borges, 2009), Pakistan (Tauseef & Nishat,
2015), etc. Even though previous literature regarding stock prices’ reaction to dividend
announcements is rather broad, as far as it is known, no previous studies in this field
in the Baltic market have been conducted. Literature analysis on stock prices’ reaction
to other type of information across Baltic companies is also limited (Stankevicien¢ &
Akelaitis, 2014; Eizentas, 2012; Laidroo & Grigalitiniené, 2012, Laidroo, 2009). From
the historical point of view, Eastern Europe has been dominated by financial intermedi-
aries while its financial markets are less developed. On the other hand, Lithuania, Latvia
and Estonia (referred to as the Baltic States) represent relatively small but fast growing
EU member states competing in the global investment environment. The relevance of the
research question on how dividend announcement impacts stock prices is considered to
be particularly high in the Baltic States, where the economies are still considered to be in
the transition period.

The paper is aimed to analyze and evaluate the impact of dividend announcements
on stock prices of companies listed on the NASDAQ OMX Baltic market during the
2010-2015 period. This research seeks to explain how efficient the Baltic market is
regarding dividend announcements, i.e. how fast the market reacts to new information
about dividends, and if and to what extent the possibility to earn abnormal returns exists.

2. AnOverview of the Literature on Dividend Policy’s Impact on Stock
Prices

Previous studies regarding dividend policy’s impact on stock prices analyze this issue
in different countries, across different stages of economic cycle and taking into account
different dividend policies of the analyzed companies. The majority of research aims to
identify whether it is possible to obtain significant abnormal returns around the dividend
announcement period and how long these returns last. From this perspective, previous
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research can be grouped into 3 groups based on coherence of the results with the efficient
market hypothesis, claiming that market efficiency can be weak, semi-strong or strong
with respect to how much information stock prices reflect in itself and how quickly they
adjust to the new information.

1) Evidence of strong market efficiency. Dasilas and Leventis (2011) employed
event methodology and focused on stock market and trading volume reaction to 231 cash
dividend announcements for the period 2000-2004 using data from the Athens Stock
Exchange (Greece). Their findings revealed that there is a statistically significant market
reaction on the dividend announcement day and the market incorporates dividend news
in an efficient manner. Such results supported a signaling hypothesis. Similar results were
identified by Al-Yahyaee et al. (2011) in the Muscat Securities Market (Oman) between
January 1, 1997 and August 31, 2005. The research found that there is a significant abnor-
mal return during the announcement period and even though Oman’s stock market is
young and investors have limited knowledge and experience, the stock market appears to
efficiently incorporate dividends information in stock prices.

2) Evidence of semi-strong market efficiency. Chavali and Nusratunnisa (2013) used
a sample of 67 fast moving consumer goods Indian companies and found that the market
is reacting positively to dividend announcements with a significantly positive AR around
the announcement date. However, the authors concluded that the stock prices adjust to the
information quickly, which implies a semi-strong form of market efficiency. Chavali and
Nusratunnisa (2013) investigated 137 dividend announcements on the Colombo Stock
Exchange (CSE) over the period 1999-2005. The results revealed that the Sri Lanka
Capital Market has a semi-strong from of efficiency because the delay of market reaction
was a few days. The study of Suwanna (2012) was focused on 60 dividend announce-
ments of companies, which were listed on the Stock Exchange of Thailand (SET) from
2005 to 2010. The positive abnormal return was observed after 2 days from the dividend
announcement. Thus, the dividend announcements have a significant influence on stock
prices, which confirms the dividend signaling theory.

3) Evidence of weak market efficiency. Previous studies, which report weak efficiency
of the market, are rather broad. Borges (2009) examined the ex-dividend day behavior
of stock prices in the Lisbon Stock Market (Portugal) over the period 1990-1998 using
446 observations from 121 firms. This study found that on the ex-day stock prices fall by
the amount less than the dividend, which could be treated as an anomaly thus reflecting
a less than efficient market with low liquidity levels, price stickiness, and insipid arbi-
trage trading. The study of Mallikarjunappa and Manjunatha (2009) examined dividend
announcements of 149 Indian companies. This study found that average abnormal returns
(AARs) do not approximate to zero and cumulative average abnormal returns (CAARs)
show wide fluctuations indicating that abnormal returns can be earned 24 days after the
event day. With regard to this, the authors conclude that the Indian market is not efficient
in the semi-strong form. A. Vazakidis and S. Athianos (2010) analyzed whether dividend
announcements have an impact on stock prices using a sample of 60 Greek companies
listed on the Athens Stock Exchange for a fixed period, 2004-2008. The study revealed
that abnormal activity in the stock market exists both prior and after dividend announce-
ments: the market reacts positively prior to the dividend announcements, while throughout
the first post-announcement days strong negative abnormal returns are observed. Abbas
(2015) used the sample of 11 listed companies on the Damascus securities exchange from
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2010 to 2014. The stock prices began to adjust after 6 days and continued for at least 15
days. Therefore, the market does not adjust stock prices immediately on the day of divi-
dend announcement.

3. Methods

Previous studies conducted in various countries and analyzing dividend announcements’
impact on stock prices report different results, and thus imply different levels of market
efficiency with respect to the speed of dividend announcement information incorporation
into stock prices. As no prior research in the Baltic States has been found, it is relevant to
perform research exploring Baltic market efficiency and stock price reaction to dividend
announcements. The research covers the period of 2010-2015 and includes shares listed
on the Baltic stock exchange. Announcements of NASDAQ OMX Baltic companies’
dividends and other payouts, stock prices of companies as well as NASDAQ OMX Baltic
indexes were accessed through the official webpage of NASDAQ OMX Baltic.

The Baltic stock market is represented by NASDAQ OMX Baltic and has three
branches: NASDAQ Tallinn, Riga and Vilnius. In total, 72 companies are listed across all
three branches. The NASDAQ OMX Baltic benchmark index (OMXBBGI) is a bench-
mark to all companies listed on the NASDAQ OMX Baltic equity list. OMXBBGI
contains the 20 most liquid and highest capitalization companies, classified according
to sectors of financial activity. OMX Vilnius (OMXV), OMX Riga (OMXR) and OMX
Tallinn (OMXT) are indexes, which contain all the companies that are listed in Vilnius,
Riga and Tallinn respectively.

This research was conducted in 2 stages. In the first stage of the analysis, dividend
paying Baltic companies were identified. Since dividend payment is not obligatory for all
companies, but rather reflects particular companies’ dividend payment decision (Gejal-
akshmi & Azhagaiah, 2015), the first part of this study assessed how many companies
listed on the NASDAQ OMX Baltic stock exchange between 2010-2015 paid dividends
and publicly disclosed such information.

The second stage of the research was aimed to evaluate dividend announcement event
impact on stock prices and, similar to previous scientific research (Chavali & Nusratun-
nisa, 2013; Dasilas & Leventis, 2011; Mallikarjunappa & Manjunatha, 2009), employed
a market model event study methodology. The market model event study methodology
is based on the analysis of stock price behavior during the pre-announcement, announce-
ment and post-announcement periods. The day of dividend announcement (event day) is
marked as . The range between pre-announcement and post-announcement is referred to
as the event window (Bozos et al., 2011; Vazakidis & Athianos, 2010). For simplification
reasons, it is assumed that investors have a certain investment strategy with respect to
the time prior to the dividend announcement (when they buy stock), and to the time after
dividend announcement (when investors sell the stock), seeking for abnormal returns
(AR). This research assumes that investors buy the stock 30 days prior to the dividend
announcement and then sell the stock on different days, employing one of three selling
strategies:

e 1¥strategy — the stock is sold at 7z — 1 (i.e 1 day after dividend announcement),
e 2"strategy —att,— 3, or
e 3"strategy 3 —att —7
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The dividend announcement day ¢, is determined on a case by case basis for each
company during 2010-2015. Under the 1* strategy, the investor assumes that the price
of the stock drops suddenly after the dividend announcement. Choosing this strategy,
the investor believes that the market is efficient and the new information of dividends is
incorporated into the stock price straight afterwards. Under the 2" and the 3™ strategies,
the investor sells stock after 3 and 7 days, respectively. These strategies show the belief
that the market does not incorporate dividend announcement information into stock prices
suddenly after the dividend announcement day and some type of inefficiency is observed.

The price of a stock should decrease by the full amount of the dividend on the
ex-dividend day in a perfectly efficient market. Therefore, abnormal returns could be
obtained only when selling shortly after the stock prices’ affecting event, i.e. dividend
announcement, because waiting longer would result in a drop of the stock prices.
Therefore, if abnormal returns could be obtained while selling stock after 1 day after
dividend announcement, this would imply that market is very efficient and stock prices
drop shortly after 1 day after the dividend announcement. However, the market can be
less efficient. Since an efficient market hypothesis is a simplified theoretical approach
based on fundamental assumptions, which can be violated — as shown in previous studies
(Borges, 2009; Mallikarjunappa & Manjunatha, 2009; Vazakidis & Athianos, 2010), it is
important to assume that the possibility to get abnormal returns exists and the width of
event window used in the research helps to represent those expectations of the possible
market inefficiency. Hence, the more inefficient the market is expected to be, the wider
the event window that should be used.

After constructing the event windows according to the 3 strategies defined, abnor-
mal returns (AR) and average abnormal returns (AARs) are computed using the formulas
by Bozos et al. (2011); Chavali & Nusratunnisa (2013); Mallikarjunappa & Manjunatha
(2009); Vazakidis & Athianos (2010). First of all, returns for the three different holding
periods [ — 30, ¢ + 1], [t — 30, ¢ + 3], and [z — 30, ¢ + 7], are calculated. The general
formula reflects the simple percentage change in price during different holding periods.
The returns of each sample stock for the 3 defined holding periods are calculated using
the formula:

where: R is the holding period return on stock i,

is closing price of stock i on day ¢,

P 1is closing price of stock i on day #-n,

t is day at which the stock is sold (1, 3 or 7),
n is number of days before day .

The same formula (1) is used to calculate the change of a market index. The market
index is used in order to reflect the main market situation and distinguish among infor-
mation, which is affecting all stocks in the market, and information (in this case — divi-
dend announcements), related only to a particular stock. The returns of market index are
calculated separately for each stock around each dividend announcement day in regards
to all 3 strategies. Therefore, abnormal returns for each stock and for each of the 3 holding
strategies are calculated with the formula:
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AR ~R - M, (2)

where: AR, is the abnormal return on a stock i during the holding period (lasting up
to 1, 3 or 7 days),
M, is the market index return during the holding period (lasting up to 1, 3 or
7 days).
Abnormal returns for each stock and for each of the 3 strategies are summed together and
divided by the number of observations in the sample. This results in the simple average
of all observations in the sample:
1 %

AAR, = — *> AR, ;
no i

)

where: AARit is the average abnormal returns during the holding period (lasting up to
1,3 or 7 days),
n 1s the number of sample stocks with dividend announcements, with abnor
mal return during the holding period (lasting up to 1,3 or 7 days).

The AARs show the average deviation of the returns of the stock from their normal
returns with the market index (Mallikarjunappa and Manjunatha, 2009).

For the test of significance of the results, the deviation from 0 is evaluated by #-test.
The formula for ¢-statistics calculation is:

AR
: ~t(N);

JS2*(4R)

where S is the standard deviation.

A level of significance of 5 percent (o = 0.05) was chosen in this study. It is assumed
in this study that abnormal returns are distributed normally. In order to justify the connec-
tion between return on stock and market index, correlation coefficients are used. Signifi-
cantly close to 0 correlations are assumed to justify the existence of abnormal returns,
because they would reflect stock price changes, which could not be explained by move-
ments of the whole market.

When analyzing the dividend announcement impact on stock prices, the limitations
of the research have to be taken into account. This research concentrates on a single
factor, so simplification is indispensable due to the fact that in reality the mechanism
of markets is very complex. Stock prices can be influenced by other micro factors and
macro factors, which can affect the performance not only of the single company but also
of the entire sector and economy. Another source of inaccuracy could be the dividend
announcement itself. During the dividend announcement day, more information could be
provided. This additional information could also have an impact on a company’s stock
prices. The time of dividend announcements was not taken into consideration as details
on the exact hour of dividend announcement were not provided. The possibility exists
that stock prices reacted during the announcement date. The research did not analyze
either the tax systems of different markets or their influence on the dividend policy of the
companies, dividend announcements and the stockholders’ reaction to taxation regarding
dividends. The size of the company was not considered. All companies were taken as
equal to each other and such a factor as dividend policy decisions were not considered.

4
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4, Results
4.1 Dividend-paying Practices of NASDAQ OMX Baltic Companies

In general, two main dividend strategies exist: not to pay dividends (zero dividend strat-
egy) — value for shareholders comes from additional gain due to increased stock prices;
and to pay dividends. This type of strategy has various forms either in types of dividends
or how they should be paid. Not all companies listed on the NASDAQ OMX Baltic have
a proactive dividend policy regarding dividends payout. Less than a half of the sample
companies paid dividends during the research period (see picture 1). In the second stage
of the analysis, just those companies which paid dividends were further analyzed.

Figure 1 | Distribution of companies listed in NASDAQ OMX Baltic according to their
dividend policy
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Analysis of dividend announcements on the NASDAQ OMX Baltic during 2010-
2015 revealed that companies, which paid dividends, paid three types of them: regular
dividends, which are paid each year or 2 times per year; dividends, which were paid due
to the reduction of nominal value of stock; and dividends, which were paid due to reduc-
tion of book value of the stock. Even so, the main source of profit in the form of dividends
for shareholders remains the regular dividends (Figure 2).

Overall, the sample of total dividend paying companies varied from 21 to 33, and
a total of 168 dividend announcement (30 in 2015, 31 in 2014, 29 in 2013, 26 in 2012,
22in 2011 and 21 in 2010) have been evaluated during the second stage of the research.
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Figure 2 | Types of dividends paid by companies listed in NASDAQ OMX Baltic
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4.2 The Results of Dividend Announcements’ Impact on Stock Prices of
Companies Listed in NASDAQ OMX Baltic

In order to determine the market reaction to dividend announcements, average abnormal
returns around the dividend announcement period were calculated for all 3 determined
investing strategies for 2010-2015. As presented in Figure 3, AARs around dividend
announcement day were positive during almost the whole period of the analysis, meaning
that stock price returns were higher than the index return, i.e. might have increased abnor-
mally, because of the dividend announcement and enabled investors to obtain abnormal
returns by trading stocks around the dividend announcement period.

Figure 3 | Average Abnormal Returns (ARR) of NASDAQ OMX Baltic companies
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The highest AARs were observed in 2015, reaching 5.38% when buying stocks 30
days before the dividend announcement and selling after 7 days, i.e. under the 3" strategy.
Under the 2" strategy, AARs are 4.86% and under the 1* strategy, which assumed the
shortest holding period — 3.8%. The second highest AARs were identified in 2014, 2011,
2013, 2010 and even negative in 2012. In 2012, AARs were negative, meaning that stock
price returns were lower than index returns around the dividend announcement period.
These negative AARs were influenced by the overall decreasing economic conditions
during 2012 in all Baltic countries, which influenced the decreasing trend of the whole
market index and decreased the stock prices of separate dividend paying companies even
more. Therefore, trading for a short period around the dividend announcement could
have resulted in abnormal losses. When analyzing AARs regarding the 3 different strat-
egies, it is observed that AARs are in most cases lowest for the first strategy (buying
30 days before announcement and selling 1 day after) and increases for the second and
third strategy when buying 30 days before announcement and selling after 3 or 7 days,
respectively. This means that abnormal returns can be still obtained after 3 or 7 days after
announcement, which reveals that stock prices did not drop shortly after the dividend
announcement and indicates weak market efficiency. Nevertheless, it is possible that
because of dividend expectations, stock prices reacted to expected dividends in advance
and decreased before the dividend announcement. Such effect has not been assessed in
this study.

In order to confirm the results of computed AARs, their statistical significance must
be evaluated. For the statistical significance, t-statistics were computed and evaluated
(see Table 1). For the statistical significance of the computed AAR, its ¢-statistics value
must be higher than the critical value. As it is seen, computed AARs are significant with
respect to all 3 strategies in 2015 and also significant in 2011 regarding the 2" and the 3™
strategy with 95% significance level.

All other computed AARs are statistically insignificant. The insignificance of the
results might have been affected by the relatively small sample size, which makes the
critical value, with which #-statistics value was compared, higher. In addition, ¢-statis-
tics value is affected by the standard deviation of ARs (according to the (4) formula);
therefore, the higher the standard deviation of the sample ARs, the lower the computed
t-statistics value.

In order to justify the significance of calculated AARs, the relationship between
average stock and index returns 2010-2015 must be proven statistically insignificant,
which would reflect that stock return volatility could not really be explained by market
index return volatility. For this reason, Pearson correlation coefficients between average
stock and index returns for each year separately and for the whole sample period were
calculated while using SPSS statistical software. The results are provided in Table 2.
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Table 1 | NASDAQ OMX Baltic dividend paying companies’ AARs and t-statistics

Years D:‘:‘snlzif:::;::: [rt‘—j)l(‘,"t‘i;?d AAR t-statistics Critical value
[t-30;t+1] 0.038* 2.056 1.699
2015 [t-30;t+3] 0.049* 2.256 1.699
[t-30;t+71] 0.054* 2.117 1.699
[t-30;t+1] 0.042 1.167 1.697
2014 [t-30;t+3] 0.042 1.137 1.697
[t-30;t+71] 0.044 1.148 1.697
[t-30;t+1] 0.018 1.615 1.701
2013 [t-30;t+3] 0.031 1.123 1.701
[t-30;t+71] 0.034 1.044 1.701
[t-30;t+1] -0.013 1.378 1.708
2012 [t-30;t+3] -0.003 0.582 1.708
[t-30;t+71] -0.002 0.471 1.08
[t-30;t+1] 0.020 1.551 1.721
2011 [t-30;t+3] 0.026* 2.003 1.721
[t-30;t+7] 0.032* 2.252 1.721
[t-30;t+1] 0.035 1.479 1.725
2010 [t-30;t+3] 0.028 1.320 1.725
[t-30;t+71] 0.024 1.382 1.725

* Significant with significance level a=0.05

Source: Authors

As can be seen in Table 2, the lowest correlation coefficients are -0.211 in 2015 and
-0.493 in 2011, which indicates low strength of the relationship. All remaining correlation
coefficients are not lower than - / + 0.6, which indicates moderate and strong relationships
between average stock and index returns. The highest observed correlation coefficient is
0.964 in 2012. The total period correlation coefficient is equal to -0.950. The negative
correlation coefficient indicates that when one of the variables is moving increasingly,
the other decreases at the same time. This indicates that there is no relationship between
the variables. However, at least weak relation should exist anyway, because the vari-
ation of separate stocks returns impacts the index, since the index is comprised from
analyzed stocks. To evaluate the significance of these correlation coefficients, Fisher’s
zero hypothesis — “correlation is not statistically significant” is tested. The p-values for
the significance testing were calculated with SPSS statistical software. As can be seen in
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Table 2, all p-values are higher than 0.01 and 0.05. Therefore, all the calculated p-values
confirm the insignificance of correlation coefficients for each year and total 2010-2015
period either with significance level a=0.05 or 0=0.01. As the most confident results can
be held the ones with the highest p-values, i.e. results of 2015 and 2011. Overall, it can
be concluded that there is no statistically significant relationship between average stock
returns and index returns during 2010-2015. Based on the results of the correlation anal-
ysis, it can be concluded that dividend announcements and stock returns relationships
are significant; i.e. calculated AARs are meaningful and can be interpreted. This means
that stock returns changes independently of index return changes, but reacts to the new
information in the market, i.e. dividend announcement.

Table 2 | Yearly and total period correlation coefficients between average stock and index
returns 2010-2015 and their significance testing

. Statistical
Correlation ..
Years . . p-value significance
coefficients .
checking
2015 -0.211 0.865 not rejected
2014 0.673 0.530 not rejected
2013 0.665 0.536 not rejected
2012 0.964 0.170 not rejected
2011 -0.493 0.672 not rejected
2010 0.940 0.222 not rejected
2010-2015 -0.950 0.203 not rejected

Source: Authors

5. Discussion

The conducted analysis revealed that positive AARs can be obtained while buying stocks
on the NASDAQ OMX Baltic 30 days prior the dividend announcement and selling 1, 3
or 7 days after dividend announcement, but these AARs are not statistically significant.
One of the reasons for insignificant results might be the relatively small sample. The
NASDAQ OMX Baltic market is not big, and the sample of total dividend paying compa-
nies varied from 21 to 33 in this study, resulting in a total of 168 dividend announcements
(30 in 2015, 31 in 2014, 29 in 2013, 26 in 2012, 22 in 2011 and 21 in 2010). On the
contrary, the insignificance of AARs may also indicate that the market is very efficient and
there 1s no possibility to earn abnormal returns while trading stocks around the dividend
announcement period. We suggest that such a conclusion isn’t valid, because the chosen
3 stocks’ holding period strategies do not allow to estimate whether stocks prices react
significantly prior to the dividend announcement (and at which days exactly) because of
dividend expectations or whether the stock prices react to dividend announcements after
the chosen assessment period. To prove market efficiency, a more detail assessment is
required. Positive AARs obtained 3 or 7 days after the dividend announcement imply that
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stock prices do not drop shortly after the dividend announcement event, which would
indicate weak market efficiency. These results are in line with the study by Mallikarju-
nappa and Manjunatha (2009) who revealed that AARs do not approximate to zero and
Cumulative Average Abnormal Returns (CAARs) show wide fluctuations indicating that
abnormal returns can be earned 24 days after the event day. In addition, the results of this
study can be compared to research done by Abbas (2015), which revealed that after the
dividend announcements, stock prices began to adjust after 6 days and continued for at
least 15 days, indicating weak market efficiency. Another reason for insignificant results
might be weak overall efficiency of Baltic market, which may indicate that new informa-
tion has very little effect on stock prices, the market reacts slowly and, in addition, the
stock market may be strongly affected by other microeconomic or (and) macroeconomic
factors. Hence, the sample of this study in further research could be enlarged by including
all dividend paying companies listed on the NASDAQ OMX Nordic stock exchange.

The results of this study could be applied in practice when constructing stocks port-
folio, because the results could help to evaluate possible abnormal changes in stock prices
due to dividend announcement. However, the results obtained are generalized to all divi-
dend paying companies listed on the NASDAQ OMX Baltic stock exchange; therefore, to
enhance the applicability of the results, it would be useful to evaluate individual compa-
ny’s stock price changes because of dividend announcement. In addition, the results can
serve for investment decision making by investors, i.e. the provided dividend descriptive
statistics and trend analysis can help to identify dividend payment policy of particular
company. This can be very useful for investors, who are seeking, first of all, the return
from dividends. Moreover, the results of this study are useful for companies’ listed on the
NASDAQ OMX Baltic stock exchange managers, who, knowing that dividend announce-
ment affect stock prices, can determine different periods for dividend announcement,
increase / decrease dividends, thus sending the desired information into the market and
thus affecting the company value.

The results obtained while using historical data do not guarantee that, in this case,
it will not be possible to obtain statistically significant AARs while buying stocks on
the NASDAQ OMX Baltic 30 days prior the dividend announcement and selling 1, 3
or 7 days after dividend announcement in the future, because AARs may be affected by
complex interrelations among many other factors, which are very difficult to predict in
an uncertain environment. Furthermore, the effect of these interrelations on stock prices
cannot be captured by market model event study methodology; therefore, other methods
should be applied further to address this issue.

6. Conclusions

1. Stock prices and market capitalization are used as proxies to reflect the value of
a company at a certain given point in time, and therefore are of particular impor-
tance. Stock prices contain much public or private information about the company
(micro) and its environment (macro), and all of the information (including expec-
tations) has an influence on current as well as future stock prices. Dividends and
dividend payment announcements are identified among the important factors influ-
encing stock price volatility. Previous studies show that investors tend to overreact
or underreact to new information, which results in drifts of stock prices over time,
thus not accomplishing arbitrage and creating abnormal return opportunities.
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2. Previous studies regarding dividend policy impact on stock prices may be grouped
on the basis of coherence with the efficient market hypothesis, claiming that market
efficiency can be weak, semi-strong or strong with respect to how much information
stock prices reflect and how quickly they adjust to the new information. Previous
research reported disparate results with respect to market efficiency, i.e. the speed of
incorporation of new information regarding dividend announcement decisions into
the stock prices. In the Baltic States, studies regarding the impact of information
disclosure on stock prices are limited and no previous research on the behavior of
stock prices around the dividend announcement date was found.

3. To evaluate dividend announcement impact on the stock prices of companies listed
on the NASDAQ OMX Baltic market, at first information on dividend paying prac-
tices of Baltic listed companies was gathered. The analysis revealed that in 2010-
2015 a total of 72 companies were listed in the Baltic equity market, but only 40 of
them paid dividends and the influence of a total of 168 dividend announcement has
been further assessed.

4. Dividend announcement’s impact on stock prices of NASDAQ OMX Baltic divi-
dend-paying companies had been evaluated using the market model event study anal-
ysis and calculating AARs based on 3 strategies, which assume that investors buy
the stock 30 days prior to the dividend announcement and sell it either 1, 3 or 7 days
after the dividend announcement. The results of the research revealed that within
the analyzed event windows, positive AARs exist; however, they are not statistically
significant. Positive AARs obtained 3 or 7 days after the dividend announcement
imply that stock prices do not drop shortly after the dividend announcement event,
which indicates weak NASDAQ OMX Baltic market efficiency. Analysis of AARs
results for separate years showed that computed AARs are significant with respect to
all 3 strategies in 2015, and also significant in 2011 regarding the 2" and the 3™ strat-
egy with 95% significance level. Analysis of NASDAQ OMX Baltic equity market
efficiency in respect to dividend announcements indicates that when constructing
stocks portfolio investors should not expect possible abnormal changes in stock
prices because of the dividend announcement.
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