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 I 

Abstract 

 

Every information which arrives the market has an impact on the 

prices of the shares and market weighs every information. The 

announcement of the dividends is also an information and it makes 

an impact on the prices of the shares. This study has been 

conducted to test the efficiency of the market. There have been 

quite a number of studies to test the efficiency of the market but 

those studies have been conducted on the entire market. This study 

has been conducted on the Oil and Gas sector of Pakistan using a 

four year period from 2011 to 2014. The study contains the event 

study analysis and runs test to determine about the efficiency of 

market. The results of both of these tests have revealed that 

market is efficient in its weak and semi-strong form. Since there 

were no significant pattern of abnormal returns in the results of 

event study analysis, it shows that the market is efficient in its 

semi-strong form. On the other hand, the results of the runs test 

shows that the returns are occurring in a random manner and are 

independent of each other. So on the bases of results, the market 

is appearing to be efficient. The dividend announcement are largely 

seeming to be causing negative abnormal returns for the companies 

in the post event time, so it may be deduced that the announcement 

is having a negative impact on the prices of stocks. For further 

research on the topic, the area can be enhanced to include more 

sectors of the market. Furthermore, the third form of market 

efficiency can also be test through the application of various 

tests. 

Key words:  market efficiency, abnormal returns.  

 



 II 

Acknowledgement 

I would first like to show gratitude to my thesis supervisor Mrs. 

Saher Zeast. The door to Mrs. Saher’s office was always open 

whenever I ran into a problem or had a query about my research. 

She consistently allowed this paper to be my own work, but 

navigated me in the right the direction whenever she believed it 

was necessary. Her help was an immense motivation for me to 

complete this study.       

I would also like to thank the express my gratitude for the 

respected faculty of the University who have enlighten me with the 

valuable knowledge during my stay at university. I would especially 

like to thank my finance teachers: Mr. Shahzad Butt, Mr. Abdullah 

Hafeez, Mr. Sher Ali, Dr. Taqaddus Bashir and all other teachers 

who have always taught from the bottom of their hearts. What I 

learnt in their classes and from their professionalism has not 

only enhanced my knowledge but I hope it has made me a better 

person too. 

 I would also like to acknowledge the support of all of my friends 

who provided me with the very strong insights about my work 

whenever I came across any problem. They have always extended their 

invaluable support throughout my entire academic career. Their 

support provided me with the ample energy to overcome my 

frustrations during my work.   

Finally, I must express my immense appreciation for my parents who 

provided me with unfailing support and uninterrupted motivation 

throughout my years of study and especially during this research 

work. I would also like to acknowledge the support of my siblings 

who have always provided me with the true guidance throughout my 

entire academic career.   



 III 

 

 

 

 

 

Dedication 

 

 

This Study is dedicated to my parents, supervisor, friends and colleagues 

for their immense support and prayers. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 IV 

TABLE OF CONTENTS 
Chapter 1: INTRODUCTION .................................................................................. - 1 - 

1.1 Intellectual context: ................................................................................................................. - 1 - 

1.2 Background of Efficient Market Hypotheses:......................................................................... - 3 - 

1.3 Weak Form of EMH: ............................................................................................................... - 4 - 

1.4 Semi-Strong Form of EMH: .................................................................................................... - 6 - 

1.5 Strong Form of EMH: ............................................................................................................. - 8 - 

1.6 Sector of Research: .................................................................................................................. - 9 - 

1.7 Objective of Study: ................................................................................................................ - 10 - 

1.8 Research Questions:............................................................................................................... - 10 - 

1.9 Problem Statement: ............................................................................................................... - 11 - 

1.10 Significance of the study: ..................................................................................................... - 11 - 

Chapter 2: LITERATURE REVIEW .................................................................... - 12 - 
2.1 Introduction: .......................................................................................................................... - 12 - 

2.2 Information Signaling Theory: .............................................................................................. - 12 - 

2.3 Free Cash Flow Theory: ........................................................................................................ - 16 - 

2.4 Clientele Effect Theory: ......................................................................................................... - 22 - 

2.5 Insider Trading and Dividends: ............................................................................................ - 26 - 

2.6 Theoretical Framework: ........................................................................................................ - 31 - 

Chapter 3: Methodology ......................................................................................... - 34 - 
3.1 Introduction: .......................................................................................................................... - 34 - 

3.2 Sample: ................................................................................................................................... - 34 - 

3.3 Sample Period: ....................................................................................................................... - 34 - 

3.4 Methods: ................................................................................................................................ - 35 - 

3.5 Descriptive Statistics: ............................................................................................................. - 35 - 

3.6 Runs Test: .............................................................................................................................. - 35 - 

3.7 Event Study Analysis: ............................................................................................................ - 37 - 

3.8 Summary: ............................................................................................................................... - 38 - 

Chapter 4: RESULTS AND ANALYSES .............................................................. - 40 - 
4.1 Introduction: .......................................................................................................................... - 40 - 

4.2 Descriptive Statistics: ............................................................................................................. - 40 - 

4.3 Runs Test: .............................................................................................................................. - 43 - 

4.4 Event Study Analysis: ............................................................................................................ - 46 - 

Chapter 5: DISCUSSION AND CONCLUSION ................................................... - 56 - 



 V 

5.1 Introduction: .......................................................................................................................... - 56 - 

5.2 Discussion on the Results: ...................................................................................................... - 56 - 

5.3 Conclusion: ............................................................................................................................ - 58 - 

5.4 Limitation and Future Research: .......................................................................................... - 59 - 

References: .............................................................................................................. - 61 - 
 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 VI 

 

LIST OF TABLES 
 

 

 Page 

Table 4.1: Descriptive Statistics .................................................................................... 41 

Table 4.2: Runs Test ..................................................................................................... 43 

Table 4.3: Event window 2011 ...................................................................................... 47 

Table 4.3: Event window 2012 ...................................................................................... 49 

Table 4.4: Event window 2013 ...................................................................................... 50 

Table 4.5: Event window 2014 ...................................................................................... 53 

Table 5.1 Summary of Findings .................................................................................... 58 

 

 

 

 

 


