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Comparison between Japan and the US on the Reaction of Stock Prices to

Information Relating to the Corporate Activities of Raising Funds

<Summary>

Makiko Nishimura

This paper surveys how studies have been undertaken both in Japan and in
the US on the influences of the corporate activities of raising funds on the stock
market. And this paper aims at indicating the guideline for long term research in
Japan relating to the influence of fund raising activities on stock prices.

Lots of researches have been undertaken on relevance of financial
information to stock pricing both domestically and internationally. Statistic
significance of correlation between accounting figure and stock price has been
tested empirically, the relevance of financial information has been clarified. This
study focuses on the relevance of cash flow information among many kind of
financial statement, and it overviews the preceding research on the relationship
between stock prices and financial information particularly from the standpoint
of the fund raising activities. And it also outlines some research on the reaction
of stock prices to corporate activities of raising fund. Doing so, we can highlight
how the raising fund activities influence on stock prices. Moreover, it is
interesting that the different results have been shown between in Japan and in the
US on the influence of the fund raising activities on stock prices as follow:

As for in Japan, the corporate activities of fund raising activities are
basically received as good news by participants in the stock market, therefore,

it is clarified that the positive correlation exists between fund raising activities
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and stock prices. By some research on stock pricing process before and after

disclosure of information on raising fund, the results are shown that the stock

price of the corporation which announces issuing convertible bonds or additional
shares rises in some degree (that is, stock return occurs).

On the other hand, as for in the US, longer term studied are prevalent, and
the negative correlation is clarified between fund raising activities and stock
prices.

Many researches observe the stock pricing process of the corporations
which raise funds by means of such as convertible bonds, private loan, public
loan, and issuing additional shares for long term basis from one year to five, and
they conclude that the stock prices of the corporations raising funds tend to fall
in some degree, and the falling trend continues not for temporary but for long
term.

However, almost all of research in Japan adopt relatively short target
research period, and long term research can not be seen. Although participants
of the stock market regard the corporate fund raising activities as good news,
considering the fact that the adding some new shares reduces earnings per share,
which have negative effects to stock prices, some research conclude that the
longer term research should be attempted.

Moreover, introducing cash flow statement into Japan enables us to
undertaken research as the same methods as in the US, therefore, it also enables
us to compare the reactions of stock prices to fund raising activities between in
Japan and in the US in more detail, by having accomplished research in the US

way in Japan.
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