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Abstract

This paper examines the stock price performance on and around bonus issue announcements in CSE over the period 1991 to 2007 using three return generating models; Market
Adjusted, Constant Mean Adjusted and Risk Adjusted, with the intention of providing a methodological triangulation in the context of event studies. Despite the mere
ceremonial nature of bonus issues, all three models suggest that the market responds significantly on bonus issues with a large price appreciation on the announcement day
itself. Positive sentiments start well prior to the event and continue up to about further 6 market days creating both statistically and financially significant arbitrage opportunities.
In compression to the other two models, abnormal returns calculated with the Market Adjusted Model are somewhat inflated probably due to the fact that stocks go on bonus
issues are the stocks already performed well compared to the market for a reasonable period. Despite the marginal bias of the event towards the Market Adjusted Model,
findings based on all three models almost lead to the same conclusion
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