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This study investigates the impact of dividend announcements on share price volatility, drawing on
dividend signaling theory, which posits that such disclosures convey critical information regarding
a firm’s prospects and thereby influence stock prices. Focusing on banking sector constituents of
the Nifty Mid-Cap 150 Index listed on the National Stock Exchange (NSE), the research employs
an event study methodology to analyze abnormal returns around dividend announcements. Using
secondary data from the NSE and Money Control for 2024, the study examines seven banks that
declared final dividends in April and May. The findings reveal a heterogeneous market response.
Federal Bank Ltd. elicited a strong positive reaction on the announcement day (t = 2.1533),
while AU Small Finance Bank experienced a highly significant positive return three days post-
announcement (t = 6.033). The significant pre-event reactions were also identified for Indian Bank
and Bandhan Bank. Conversely, Bank of India showed a sharp negative reaction one day after the
announcement (t = -5.0320). Notably, Federal Bank Ltd. was the only entity to sustain positive
cumulative abnormal returns throughout the post-announcement period, and on the event day
(t = 2.1533), whereas IDBI Bank displayed no significant market reaction. Hence, six of the seven
banking companies exhibited statistically significant market reactions at various points in the
event window, as evidenced by t-statistics exceeding the +1.96 threshold. These results underscore
the varied interpretations of dividend signals among investors, influenced by firm-specific factors
within the mid-cap banking segment.
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1.Introduction

Collaborative events that inform investors about
corporate financial health lead to price changes in
the shares of affected companies. Academic research
by Bhattacharya (1979), later expanded by Miller and
Rock (1985), demonstrates that companies provide
dividend payments as signals to investors, indicating
their financial health and stability. The banking
industry faces strict regulations and high capital
requirements, which intensify the impact of dividend
news releases on stock prices (Aharony and Swary,
1980; Imran et al., 2022).

The Nifty Mid-Cap 150 Index provides an ideal
setting to study dividend announcement effects,
as it comprises mid-cap firms that typically exhibit
higher volatility than large-cap firms (Kumar and
Thenmozhi, 2020). The literature indicates that
dividend announcements often result in abnormal
stock price movements, yet the magnitude of
the market reaction depends on multiple factors,
including dividend yield and earnings surprises, as
well as macroeconomic circumstances (Al-Malkawi
et al., 2014; Pandey and Kumari, 2021). Current
research on dividend policies remains scarce for
banking firms operating in the mid-cap segment,
as financial regulations and liquidity requirements
potentially shape these decisions, unlike in other
industries (Bessler et al., 2021).

This research aims to investigate the impact of
dividend announcements on share price fluctuations
in banking companies listed in the Nifty Mid-Cap 150
Index. The event study approach in this research
evaluates abnormal market returns around dividend
declaration days for interim payments and final
dividends. Market reactions will be measured in this
research to determine whether they depend on the
scale of dividend distributions, current interest rates,
and broader market conditions.

2. Review of Literature

Early studies exploring the relationship between
dividend announcements and share prices in Indian
markets highlighted varied results. S. Matharu
and Ravi Changle (2015) reported that dividend
announcements had a significant impact on share
prices, implying that investors should consider
such corporate actions when making investment
decisions. Similarly, Tandon and Walia (2016) sought

to quantify stock price fluctuations following dividend
announcements across five market sectors over a
five-year period using NSE data, concluding that
announcements trigger both positive and negative
investor reactions. Further, M. Mayur (2017) found
significant differences in share price reactions before
and after dividend announcements across selected
companies, confirming that such events can influence
market behavior.

During the same period, Dr. C. Swarnalatha and K.
Babu (2017) observed that the impact of dividend
decisions differed across growth stages of firms and
noted that after India’s liberalization, dividend policy
became a key factor affecting stock prices. Their
study also identified higher abnormal returns two
days prior to and after dividend announcements.
Later, Nagendra Marisetty (2018) emphasized
the unpredictable nature of stock price behavior,
suggesting that market reactions depend on various
corporate activities, including dividend declarations.
Similarly, Archana HN (2019) found minimal impact
of dividend announcements on IT, banking, and
pharmaceutical sectors, challenging the dividend
signaling theory and suggesting that dividends may
not always convey new information to investors.

In the post-2019 period, Bhatia and Gupta (2020)
examined stock market volatility during and after
the subprime crisis, revealing that leverage effects
persisted across most indices, but disappeared for
Nifty Bank and Private Sector Bank Indices during
COVID-19. Krishnan and Periasamy (2022) further
confirmed that Indian stock markets operate
efficiently in their semi-strong form, as investors
could not earn abnormal returns following Nifty IT
index dividend announcements. Around the same
time, Rane and Gupta (2022) examined the influence
of financial ratios on the stock prices of Nifty Bank-
listed companies, offering practical insights for
investors and emphasizing the importance of sound
financial management to attract investment.

Recent studies have continued to reveal mixed
evidence regarding the market response to dividend-
related announcements. Pankaj Kumar Mahato
(2022) found that bonus share announcements led
to positive stock price reactions, particularly among
Nifty Midcap 100 companies. Dahal and Das (2023)
observed that, during the pre-crisis period, PSU bank
stocks were more sensitive to dividend decreases
than increases, highlighting asymmetrical investor
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responses. Finally, Tazeen TajMahatand Trupti Dandin
(2024) reported no significant overall impact of
dividend announcements on Nifty-listed companies,
though a limited number of firms exhibited notable
price movements. Collectively, these findings suggest
that the effect of dividend announcements on share
prices in India remains inconsistent across sectors
and time periods, influenced by company-specific
factors, market efficiency, and broader economic
conditions.

3. Statement of the Problem

This study investigates how dividend announcements
affect price changes for banking institutions listed
on the Nifty Mid-Cap 150 Index. A company’s
financial condition and market potential come to
light through dividend declarations, which affect
investor perception as well as market actions.
The degree and direction of stock price evolution
after dividend disclosure vary according to market
factors, investor expectations, and organizational
operational performance. The study investigates
quick market responses to dividend announcements
by examining price variation and abnormal financial
market performance. The relationships impact
crucial knowledge for investors, decision-makers,
and financial analysts when they develop investment
strategies and corporate dividend frameworks.

4. Objectives of the Study

e To identify the banking companies listed in
the Nifty Mid-Cap 150 index of the National
Stock Exchange.

e To find out whether the dividend
announcements of banking companies in the
Nifty Mid-Cap 150 index lead to any significant

abnormal returns (whether positive or
negative).
e To analyze the effect of dividend

announcements on the stock prices of
banking companies listed in the Nifty Mid-Cap
150 index.

5. Research Methodology

An event study methodology has been used in this
research to evaluate the dividend announcements
on share price fluctuations in selected banking
companies that are listed to the Nifty Mid-Cap 150
Index. This study employs secondary data collected

from official NSE and Money Control websites. The
study focuses on stock price changes that happened
at their disclosure date. The required stock price data
will be obtained from reliable financial databases for
subsequent abnormal return computations using
the market model. The total event window is set
to 21 days. The final dividend announcement day is
considered the event day, i.e.,0. The research uses a
paired t-test to analyze statistical changes during the
event window from -10 to -1 days before the dividend
announcement and +10 to +1 days after. The chosen
methodology provides an effective means to evaluate
market reactions to dividend announcements and
to assess banking-sector efficiency among mid-cap
firms.

The selection of banks is further justified, as both
private and public sector banks are represented
in the study. The basis of the mixed-choice design
is that the aim of this study is to determine how
the announcement of dividends affects the share
prices of various banking organizations listed in the
Nifty Mid-Cap 150 Index. As these banks have a
wide variety of ownership structures, governance
models, and investors, their presence allows
for a comprehensive picture of how dividend
announcements affect market responses across
different types of organizations. Furthermore,
among the ten banking companies, seven were
selected because they declared final dividends in
2024, which qualified them to use the data, which
is relevant, timely, and similar for the analysis of
market responses to dividend announcements.

Table 1

Sample of Banking Companies listed in Nifty Mid-Cap
150 Index

Final Dividend
S-No Company Name Announcement Date
1 Bandhan Bank Ltd 17-05-2024
2 Bank of India 10-05-2024
3 The Federal Bank Ltd 02-05-2024
4 Indian Bank 06-05-2024
5 AU Small Finance Bank Ltd 24-04-2024
6 IDBI Bank Ltd 06-05-2024
7 Bank of Maharashtra 26-04-2024

Source: https://www.moneycontrol.com/company-facts/
bankindia/dividends
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Table 8 provides that the announcement of the final
dividend by AU Small Finance Bank in 2024 had a
significant positive immediate market reaction, as
evidenced by the statistically insignificant abnormal
return of 1.25% (t-stat: 1.28) on the announcement
day (Day 0). However, this initial positivity was not
sustained in the subsequent post-announcement
window. The market exhibited a positive trend,
with significant positive abnormal returns on post-
announcement day 3 (t = 6.033 > 1.96). Hence,
significant impact of dividend announcements
on share price volatility. So, the null hypothesis is
rejected.

7. Results and Discussion

This research analyzed the results and found that
the seven banking companies that announced
final dividends in April and May 2024, six of which
exhibited statistically significant market reactions
at various points in the event window, as indicated
by t-statistics exceeding the critical value of £1.96.
The analysis revealed a mixed pattern of both
positive and negative significant abnormal returns.
A notably strong positive reaction occurred on the
announcement day for Federal Bank Ltd. (t=2.1533),
while AU Small Finance Bank registered a highly
significant positive return in post-announcement
day 3 (t = 6.033). The significant pre-announcement
reactions were detected for Indian Bank (day -7, t =
2.4697) and Bandhan Bank (days -5 and -6, t =2.2471
and -3.6267, respectively). Conversely, significant
negative reactions were observed for Bank of India
one day post-announcement (t = -5.0320) and a
positive reaction for Bank of Maharashtra onthe same
day (t = 1.995). Notably, Federal Bank Ltd. was the
only entity to sustain positive cumulative abnormal
returns throughout the post-announcement period.
In contrast, IDBI Bank was the only institution that did
not exhibit a statistically significant market reaction
during the entire study period.

8. Conclusion

In conclusion, the event study of final dividend
announcements reveals that the market’s response in
the Indian banking sector is markedly heterogeneous
and not uniformly positive. The findings indicate that
while most banks (six out of seven) experienced
statistically significant price reactions, these were

isolated to specific days within the event window and
exhibited no consistent pattern in direction or timing.
The significant positive abnormal returns for Federal
Bank on the announcement day and for AU Small
Finance Bank three days later suggest that certain
announcements were perceived as value-enhancing,
potentially due to bank-specific factors signaling
strong financial health. Conversely, the significant
negative reactions, such as that of the Bank of India
post-announcement, imply that dividends can also
be interpreted negatively, perhaps as a reduction
in future growth opportunities. For investors
seeking short-term opportunities, the significant
abnormal returns observed around the dividend
announcements of Bandhan Bank, Bank of India,
Federal Bank, Indian Bank, Bank of Maharashtra, and
AU Small Finance Bank suggest a potential for higher
returns, albeit accompanied by greater volatility and
risk. Conversely, the absence of a significant market
reaction to IDBI Bank’s announcement suggests a
more stable, less volatile stock price in the long term.
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