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The Signal of Stock Splits: Who Sends the Signal?
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National Chung Hsing University Department of Finance
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We test the relationship between stock splits and the signaling hypothesis and
emphasize the transmission of long-term future performance in this paper. We
analyze the signaling hypothesis in stock splits by linking it to managerial
incentives that come from stock-based compensation. Our empirical evidence
shows that highly incentivized managers will signal the market about a firm’s
future performance by splitting stock. In addition, we relate the incentive effect to
the short-term and long-term abnormal performance by comparing the market
performances of firms that split stocks with those of matching firms without stock
splits. We find that splitting firms have better market performance both before and
after stock splits than matching firms. Finally, the incentive effect that comes from

a manager’s stock holding plays an important role in the better performance.
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