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Abstract 
 

Investor sentiments pertaining to stocks are propelled by the contentions of financial sector reforms, fiscal policy and management 

change. Any uncertainty has a significant impact on the stock prices and returns accruing to the company. The paper examines the effect 

of change in management on the stock returns of a corporate entity. Organizational performance is dependent on the realization of the 

numerous roles the board of directors are entrusted with. Any change in the composition of the board through the resignation, retirement 

or ouster can thus have a significant impact on the stock prices and returns accruing to the company. It is anticipated that voluntary resig-

nations, age related turnovers have small or negative impact on the stock price reactions. The paper investigates the impact of the ouster 

of the Chairman of the Tata group on the volatility of the daily prices and returns of four companies under the Tata umbrella. Event study 

methodology has been adopted following the market model of return generating process. Investors react to the market information there-

by affecting the security prices positively or negatively during the event window. The findings disclose market sentiments are affected on 

the occurrence of the event though the acceptance of the event may be unforeseen.  
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1. Introduction 

Literature evidences that stock prices are predictable however they 

may exhibit reversal on weekly on annual basis. Research indi-

cates that stock prices drift after important corporate events which 

are also driven by the overreaction of investors to these set of 

events. Investors have a tendency to react to unobserved or unan-

ticipated stimuli. Event study methodology is apparently applied 

to examine earnings drift due to corporate action. Board of direc-

tor’s form a crucial governance mechanism as they are increasing-

ly being held responsible for the organizational performance. Stra-

tegic decisions are based on direct control and supervision thus the 

business environment affects the performance of the board. Test-

ing the importance of managers on firms’ outcomes is challenging 

as it is difficult to find factual direct board effects.  The objective 

of the paper is to investigate the effect of significant managerial 

event on the pre and post stock returns. Malmendier and Tate 

(2005) study illustrates that measures of board members behavior-

al traits and other personal characteristics affect firm investment 

decisions in the long run. Literature enumerates conflicting results 

between the change in management and the stock returns, however 

Warner et. al. (1988) study shows an association between the fre-

quency of management turnover and the stock performance. Stud-

ies interrogate whether there exists a foreseeable difference in the 

stock price post the news broadcasts. Literature evidences that 

forced turnover can be facilitated by the industrial houses however 

dearth of literature exist for listed entities.  
The research investigates the impact of a leadership change on the 

firm’s stock prices by using a sample firm of representative com-

panies from different sectors under the Tata Group of companies 

(Tata Consultancy Services Ltd.  Tata Steel Ltd. , Tata Motors Ltd. 

And Tata Power Ltd.). The real effect was measured in terms of 

stock returns of the representative companies with the Nifty 50 

benchmark index. The paper studies the daily returns of security 

of the selected firms based on the daily abnormal returns to derive 

the expected price of the individual stocks.  

1.1 Company Background - the TATA Group 

Tata Group, is one of the largest and oldest business groups in 

India can be traced from Jamsetji Nuwan Tata’s vision, commit-

ment, passion and fortitude.  Tata being a business group has di-

versified which is evident from Jamsetji Tata’s dream for India. 

He envisaged three projects- an Iron and steel plant, hydroelectric 

project and a Science University which commenced between from 

1908 to 1911 (Harris, 1958; Lala, 2004; Saklatavala and Khosla, 

1970; Sivakumar, 2007, Kakani and Tejas Joshi, 2006). Tata’s 

philosophy and ethical business practices were abided by each 

company working independently.  

In 1981, Ratan Tata was nominated as the Chairman of Tata Sons 

and subsequently was made the Chairman of Tata Industries Ltd 

where he played a significant role in transforming Tata Industries 
Ltd. from a small company into a strategy think tank. In the year 

1991 when Mr. Ratan Tata took charge as, he battled with the then 

power centres for around 4 years to get his team in place and for 

decades under his leadership Tata Group enchased on many busi-

ness possibilities that they have entered and as well as exited. Tata 

group focuses on leadership and talent management their belief 

that company’s success is dependent on right talent pool and skills 

across all domains with importance being given to diversity.  

Several management structure transitions took place over the dec-

ades one such event occurred on 24th October, 2016 as Cyrus Mis-
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try was discharged from chairmanship of the India's largest con-

glomerate Tata Group and was replaced by his predecessor Ratan 

Tata for the interim period. It was an experiment in succession that 

did not work for Tata Leadership and was one of the unexpected 

twist in the history of corporate India. The unexpected situation 

led to a war of words between Cyrus Mistry and Tata Sons. It was 

observed that during Cyrus Mistry’s reign the total market value 

of all listed companies of Tata Group had almost doubled. How-

ever during Ratan Tata’s chairmanship, the growth was 57 times 

more. With approximately 4.1 million shareholders the Tata 

Group is the country's most valuable group. 

1.2 Motivation of the Study 

Tata Companies on Nifty 50 index constitutes the sample which is 

consciously considered as a family run business it transformed and 

diversified its business into multiple corporate entities. TATA 

Group of Companies is a renowned name in the corporate sector 

and has taken a lead role in enhancing the brand appeal of Indian 

Industrial Sector.  Belief is a decisive element of market senti-

ments thus Tata group exemplifies trust and has been India’s most 

diversified business conglomerate with multiple companies spread 

across nations. Tata’s has diversity across sectors ranging from 

manufacturing to services and beyond whilst benchmarking itself 

with the highest ethical standards which has been a persuasive 

parameter for applying event study.  Tata companies listed on the 

stock exchanges are considered to be the bellwether stocks which 

have a significant weightage in the indices. The decision to re-

move Cyrus Mistry as the Chairman of the Tata group was a criti-

cal decision to which the markets may have overreacted or un-

derreacted which the paper aims to study. The present study aims 

to analyze the impact of the decision on the performance of 4 

companies in which Cyrus Mistry was the Chairman. 

The study attempts to address the questions: is there some unusual 

behavior between the rates of return to the stock holders surround-

ing the management change and secondly if management change 

is associated with unusual behavior of security returns and to what 

extend it can be accounted for by the relationships between the 

variables.  

2. Literature Review 

Koch and Fenili (2013) opine that event studies aim at investigat-

ing the impact of unexpected scenarios and new information on 

share returns. These studies examine the impact of events on com-

pany valuations through a proxy in the form of stock prices. Event 

studies are applicable both at the micro level: firm specific and at 

the macro level: economy specific. Unexpected events may have 

an impact on the profitability of the firm or affect the riskiness, 

resulting a change in the stock prices. Event studies offer insights 

into issues of bad news affecting bank’s stock returns, Schweitzer 

(1989). Event studies utilize the firm’s actual stock price return 

after a specific event or announcement and compares it with a 

share price return that would have accrued assuming the event 

never took place. The difference between the two is an “abnormal 

return”. Event studies are conducted across domains of finance, 

economics and marketing. Previous studies indicate impact on 

share returns post announcements such as corporate earnings, 

dividend declaration, stock splits, product recall, executive com-

pensation policy and mergers and acquisitions. Bowman (1983), 

Armitage (1995), MacKinlay (1997), McWilliams and Siegel 

(1997), Binder (1998), and Johnston (2007) have catalogued many 

of these studies and also have evaluated some of the theoretical 

and empirical underpinnings of these studies. 

Chance and Ferris (1987) investigated how the stock returns of 

various airlines were affected due to 46 airplane crashes, the im-

pact was tested for both the airlines whose plane had crashed as 

well as other airlines in the industry. They found that the carriers 

involved in an airplane crash witnessed an average loss of 1.2 

percent of their market cap one trading day following the crash.  

Carvalho et al. (2011) analyzed the impact of an incorrect news 

about a prospective bankruptcy declaration by United Airlines in 

2008. United’s share price tanked by 76 percent after the false 

announcement and continued to fall more than 11 percent even 

after the public were made aware of the erroneous piece of infor-

mation. In another study Swary (1986) investigated the mar-

ket's reaction in 1984 to the bad-news that Continental Illi-

nois National Bank was in financial distress. This event 

study, conducted on a consortium of large banks, found 

significant negative abnormal returns (approximately 3 

percentage points) following the news of Continental's 

distress. 

Worrell et al. (1986) studied the impact of a sudden death of a 

company’s CEO (including CEOs-only and CEOs Chairmen) and 

found that the event adversely affected firm’s value. Similarly, 

Johnson et al. (1985) conducted an event study of unexpected 

deaths of 47 CEOs, Chairmen and Presidents (founding execu-

tives) and found that the deaths led to positive abnormal returns of 

the respective companies. Contrary to this, Koch et al. (2011) 

investigated the impact of a fake news related to Steve Jobs. They 

found that the internet news relating to Steve Jobs suffering a 

heart attack did not have a considerable impact on Apple’s share 

price. They did, however, find that by the end of the event period, 

the actual price was higher than the counterfactual price. In anoth-

er set of studies focusing on mergers and acquisitions, Jack 

Trifts and Kevin Scanlon (1987) investigated analyzed 

the effect of interstate bank mergers on banks’ stock 

returns and found that the target banks experienced signif-

icant positive abnormal gains. Similarly, Michael Jensen and 

Jensen et al. (1983) event analysis reveals that the sharehold-

ers of targeted firms gain significant, positive abnormal 

returns of almost 30 percentage points. In the case of 

unsuccessful merger shareholders of targeted firms gained 

some positive returns when the merger was initially an-

nounced, but lost these gains when it became certain that 

the merger would not go through. 

The first event study by Furtado and Rozeff (1987) analyzed the 

impact of forced managerial turnover in the US on the respective 

share prices and found that though the change in the stock price 

was positive it was statistically insignificant. Researchers have 

also analyzed the impact of CEO turnovers. The analysis suggest 

that any type of change in the top management or Board makes the 

stock prices volatile Furtado and Karan (1990) elucidated 10 stud-

ies that analyzed and evaluated the impact of CEO changes on 

stock returns. They witnessed abnormal returns to be around 25 to 

50 basis points for all types of senior leadership changes. 

Berkovitch and Israel (1996) as well as Grinstein (2000) suggested 

that stocks witnessed higher variations post managerial change. 

On comparing forced and voluntary turnovers, it was observed 

that forced turnover led to a higher volatility in the prices than 

voluntary turnovers. This is in consonance with the view that 

forced departures entails a higher likelihood of significant strate-

gic overhauling accompanied by uncertainty about the future di-

rection of the company, Rosenberg et al (2003). In contrast, De-

watripont and Tirole (1994) suggest that turnovers lead to a drop 

in the volatility. 

3. Methodology 

3.1 Identification of the Event 

The authors have used event study methodology for estimating the 

impact of the ouster of the Chairman of the Tata Group on the 

daily returns of 4 companies under the group. However for meas-

urement perspective we have narrowed down the date of event as 

date of announcement and event window as the post announce-

ment period in order to capture the stock market reactions. After 

examining the Tata Group of companies, top four companies were 

selected based on the market capitalization and listing on Nifty 50. 

http://www.business-standard.com/search?type=news&q=Tata+Group
http://www.business-standard.com/search?type=news&q=Ratan+Tata
http://www.business-standard.com/search?type=news&q=Ratan+Tata
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The companies included Tata Motors, Tata Consultancy Services, 

Tata Steel and Tata Power.  Bondt and Thaler (1985) study sug-

gest that there always precedes a possibility that investors may 

overreact to an unexpected and untoward news events pertaining 

firm specific or industry specific which has been identified in the 

extant literature. Chan (2003) study indicates increase in trading 

volumes as an effect of investor’s reactions due to news shocks.  

Prior work validates that news that are extremely relevant and 

original tempts a greater impact on stock prices. There has been 

noticeable number of news items that have occurred from 1st Sep-

tember to 21st October, 2016.  

3.1.1 Postulates  

The paper postulates that any change in the management structure 

may have a positive or negative impact on the performance of the 

firm affecting the shareholders’ wealth maximization proposition. 

The paper antedates to test the efficient market theory which pro-

pounds that impact of an event will be immediately discounted 

and depicted in stock prices. Thus the stock returns accruing over 

the event period are a good indicator of the market reactions to a 

particular event. A priori it is unclear whether death of chairman 

or change in the management control results into negative, posi-

tive abnormal returns discussed by Haynes and Schaefer (1999) in 

their study further it states that incremental value of cash flows a 

firm will realize from the employment of new key personnel.  The 

paper first discuss the statistical properties of both the benchmark 

returns (Nifty 50 returns) and the daily excess returns. It is pre-

sumed that the daily stock returns and abnormal returns may ex-

hibit abnormality which are not observed with monthly data. 

3.1.2 Daily Stock Returns (Dars)  

The data on stock’s closing prices and the NIFTY were obtained 

from Capitaline Database. 

An event study considers a stocks actual return after a particular 

event and compares it to a counterfactual return that would have 

accrued had the event not taken place. The difference between the 

actual and assumed return is the abnormal return or loss.  

The returns of specific stock were first measured by the first loga-

rithmic difference of respective indices, the return for daily stock 

price index was calculated as:  

Rt = log re – log(re – 1)                                                                 (1) 

Rt and re are the closing prices of the representative stocks and 

return on the Tth day.  

If the number of trading days post event taken are more than one, 

Daily Abnormal Returns (DARs) for each of the days are comput-

ed, followed by the Cumulative Abnormal Returns (CARs) which 

are the accumulation of DARs of the days post the event.  This 

post event time period is generally of a short span as it should be 

free of any contamination by other events or factors. The re-

searchers have taken the post event window from 24th October, 

2016 to 7th November to avoid the impact of demonetization that 

was announced on 8th November, 2016. 

An estimation period prior to the event is also taken for both the 

scrips selected and the market as a whole to understand if the mar-

kets were stable or were experiencing any volatility.  

The returns on the securities were calculated by using the formula 

ln(St/St-1). Similar methodology was used to estimate the returns 

on the NIFTY 50 for both the estimation and event period. Using 

the regression equation  

Rt= α+ βRmt+εt                                                                             (2) 

for estimation period, the values of α and β were calculated. These 

were then used to calculate the DARs in the event period by using 

the formula: DARg=Rg-(α+ βRmg)                                               (3)  

Where, α and β are the coefficients obtained from the regression 

equation, g is the particular day of the event. In the paper, g varies 

from 1 to 10 days (from 24th October, 2016 to 7th November, 

2016). Finally the Cumulative Abnormal Gains were calculated 

for all 4 companies for the 10 days. 

This was followed by comparing the actual prices of the stocks 

during the event period with the prices that would have existed 

had the event not taken place. The predicted prices were calculat-

ed by dividing the actual closing prices of the stocks on a particu-

lar event day by the antilog of the abnormal returns on that day. 

The sampling frame is depicted below: 

Sample units- Tata Motors, Tata Consultancy Services, Tata Steel 

and Tata Power. The Benchmark Index was Nifty 50. Estimation 

period-1st September 2016 to 21st October 2016. 

Event date- 24th October, 2016; Event period-24th October 2016- 

7th November 2016 

Companies selected for the study are characterized as similar to 

the industry they represent. To ascertain the sector specific homo-

geneity the correlation coefficients between the company returns 

and the sector returns were calculated by means of multiple re-

gression, corporate returns were dependent variable on the sectoral 

returns.  

4. Discussion and Analysis  

Table 1: depicts the price reaction prior and post the event time 

period. The actual returns are converted to log returns to rule out 

anomaly in the distribution of the data.  

Table 1: Log returns 

Date Closing Price Returns Log Returns 

10/24/2016 8708.95 0.00 0.00 

10/25/2016 8691.30 0.00 0.00 

10/26/2016 8615.25 -0.01 0.00 

10/27/2016 8615.25 0.00 0.00 

10/28/2016 8638.00 0.00 0.00 

11/1/2016 8626.25 0.00 0.00 

11/2/2016 8514.00 -0.01 -0.01 

11/3/2016 8484.95 0.00 0.00 

11/4/2016 8433.75 -0.01 0.00 

11/7/2016 8497.05 0.01 0.00 

Table 2: indicates the association between the Nifty 50 (log) and 

the daily stock returns (log) of the representative companies of 

Tata Group. Exogenous variables were assumed to be constant 

during the event period. The slope - beta value for Tata Motors, 

Tata Power and Tata Steel depicts co movements with the bench-

mark index, higher volatility is observed for Tata Steel and Tata 

Power however inverse relationship can be inferred for TCS 

stocks. Nifty returns were less impulsive during the event period.  

Table: 2 α and β Values for the 4 Stocks during the estimation period 

variable/Stock  TCS  Tata Power Tata Steel Tata Motors 

Intercept (α) 0.000 0.001 0.002 0.000 

X-variable (β) -0.072 1.211 1.756 1.813 

4.1 Market Price Reactions on Happening of Event 

Daily abnormal returns were calculated for the select companies 

on the date of event and postdate event to examine the signifi-

cance of the event on the shareholders returns as compared to the 

benchmark returns. Cumulative abnormal returns for TCS scrip 

was (-0.03882), Tata Steel (-0.01716), Tata power (-0.01341), 

Tata Motors (-0.01602) as reflected in table 3 &4. Studies evi-

dence for good events, positive cumulative abnormal returns indi-

cate post event drift which represents under reaction of the inves-

tors and for bad news negative cumulative abnormal returns repre-

sent overreaction of the investors which coincides with the ra-

tionale of investment theory.  
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Table: 3 Daily Abnormal Returns and Expected Price during the Event 

Period 

 
Source: Calculated 

 

Table 4: Daily Abnormal Returns and Expected Price during the Event 

Period 

Source: Calculated 

The decline in the security prices of TCS was least as against the 

peers. Statistical significance test was applied after analyzing the 

abnormal returns to gauge whether the abnormal returns on ac-

count of event had an impact on the share prices independent of 

the benchmark. To test the level of significance and the impact, t 

test was applied, with the formulation of Null hypothesis that there 

existed no difference between the actual and the estimated closing 

prices. 
Table 5: Output for t test 

Company 
Mean of Actual 

closing price 
Mean of Estimated 

closing price 
t value 

TCS 2362.03 2371.05 
(-

0.417) 

Tata Steel 
Ltd 

409.255 409.95 
(-

0.171) 

Tata Power 

Ltd. 
78.66 78.77 

(-

0.084) 

Tata Motors 
Ltd 

527.54 528.34 
(-

0.101) 

The researchers found that for all companies the calculated t value 

was less than α =0.01 hence the researchers could reject the null 

hypothesis proving that there was a significant impact of the event 

on the stock prices. Earlier studies have suggested that the origin 

of successor is a critical variable for determining the firm’s per-

formance after executive change. Same holds true in case of Tata 

Group of companies although during the exit of chairman no suc-

cessor had been identified and the predecessor took over the reins 

of the Tata Group temporarily, moderate variations in stock prices 

of the top four companies was witnessed. Investor’s belief in Ta-

ta’s core values, ethical practices and management can be cited as 

one of the reasons restraining a steep fall in the prices post the 

announcement.  

 

 

 

 

 
Figure 1: Sectoral Comparative Returns 

 

Source: Bloomberg  

NSE Nifty auto index witness higher volatility during the event 

period cascading the implied effect on the Tata Motors stock re-

turns. Overall other sectoral return index viewed steady rise during 

the April to July 2017 time frame.  Study by Chan(2000)  indicate 

that some investors are slow to react to information, drift occurs in 

subsequent months that did not have headlines which implies that 

timing difference occurs to assess the full impact of a single news 

item on a stock due to frictions. Similar observations coexist for 

the sectoral returns representing the select stocks; more volatility 

was seen between the month of November and December than in 

the event duration.  Nifty 50 index returns also showed declining 

trend from mid-October to November, 2017. It is evident that 

overall the index showed a down turn, however the news about the 

ouster of the chairman of the Tata group has not directly impacted 

the markets. The returns may be driven by buying or selling pres-

sure in response to positive or negative news, capital constraints 

may impact potential returns. 

5. Conclusion  

Stock markets responds to event information as it anticipates a 

change in the value of the firm. Unanticipated events outcomes are 

dependent on the market sentiments and reactions. The study’s 

findings are in conformity with the existing literature on change in 

board composition. The exit of the chairman lead to negative ab-

normal returns of the four stocks considered for the study. The 

researchers have used short time period as they anticipated that 

long horizon event methods generally have limitations and the 

immediate impact of the event is quantifiable more effectively in 

the short run. This paper can be extended to investigate the firm 

characteristics under different leaderships. Further it can also be 

applied to relate leadership to the firm value. Studies can be un-

dertaken to evaluate the existence of similar characteristics in 

different family lead business enterprises.  
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