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Abstract
    Capital Increase Plans have impact on variables such as trading volumes, returns and the order size. The purpose of this study was to review the effects of capital increasing on abnormal trading volume around the extraordinary general meeting, when the purpose of funding is to generate fixed capital investment and development through the conversion of receivables from shareholders’ profit (right of priority) and the conversion of retained (accumulated) profit into new shares (share profit). This study was conducted on 100 companies that have increased their capital over the years 1382-90 for investment. To this end, using the information fusion (Panel Data) and stratified random sampling, the data from sample companies were collected and organized. OLS regression model was used to analyze the data and the two-way T-test.

  Study results, using the T-test, showed that the two-day plans to increase capital has a significant negative impact on cumulative abnormal trading volume. This means that as much as the new stock supply increases, cumulative abnormal turnover (excess demand) will decrease; as a result of which the temporary price pressure hypothesis is confirmed.
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1 - Introduction
    Reviewing the turnover effects is an issue that, as of the year 1359 so far, has been considered by financial and economic researchers. In Tehran Stock Exchange, many small traders in the capital market, for their immediate and short-term decisions, do not leave the movements of transactions volume, unnoticed.  

  There are various factors which can affect the behavior of investors, as well as, the behavior of approved companies listed on the Stock Exchange. But an issue that is important to investors is the effects of turnover. According to pressure hypothesis, the price of new equities, due to the increased supply of shares, affects the demand and supply, as well as, the 
turnover volume .This hypothesis implies that, in the short run, the stock demand graph has a downward slope.
  The purpose of this paper is to test the effects of the transactional effects on the price pressure hypothesis resulting from the approval of Capital Increase Plans. The approval of share dividends (bonus shares) and the conversion of receivables from shareholders profit into new shares (right of priority), is among plans for increasing the capital. At first the theoretical and research background will be defined, and then the research method, as well as, the testing hypotheses will be described and the results and findings will be presented.

2 - An overview of the theoretical and research background
    For the first time, Scholes suggested price pressure hypothesis as an alternative to a complete capital market hypothesis. According to this hypothesis, the rising of stock demand causes temporary reduction in the stock price. 

   The preliminary and temporary reduction of stock makes buyers reduce their purchasing demand (Scholes Myron , 1972). The demand graph for shares in any company has a downward slope. This means that every company has its own unique stock and a closer alternative cannot be found for it (Asquith Paul et al , 1986).     

    But if there exists a large increase in the trading volume, stock prices should be reduced so as to encourage buyers to make purchasing demands. From the perspective of financial managers and managers of investment banks, issuing of new equities reduces the share price.

    This behavior reflects the Scholes hypothesis of price pressure. Also, this hypothesis says that the higher we encounter the percentage of equity in the date of supply, the more we encounter reduction in stock prices. In finance literature, there are two types of interpretation for the price pressure hypothesis: (Scholes Myron , 1972)
   In the first interpretation, there is a negative correlation between the stock demand and its price. According to this hypothesis, declaring an increase in the issuance of  the equity, causes permanent and long-term reduction in stock price ( Abbasi, Ebrahim , 2004).

    The company targets for offering new shares can be categorized into several categories:

1 – Repayment of debts.
2 - Financing new investment expenditures.
3 – Financing plans for the company's growth.
4 - Financing working capital requirements and other general-purpose applications.
5 – Studies done by Swan and Partch indicated that when companies aim at issuing new equities so as to finance investment expenditures, the decline in the stock price is lower, compared with the debt repayment( Mikkelson, Wayne H., and M. Megan Partch , 1985).

    The size of equity is also important. If the percentage of increase in the stock is low, the stock price will not decline much.
Furthermore, if an increase in the future earnings of equity will be expected, then the stock price will rise after the new supply ( Abbasi, Ebrahim , 2004). Funding sources of increasing capital are either through a share dividend or issuing new equity from the total of shareholders’ receivables.

Issuing new equity from retained (accumulated) profit (share profit) implies that the company is growing and has good investment opportunities now and in the future. Furthermore, the increase in capital by shareholders present receivables (right of priority) also prevents the company's dividend and cash flow from expiring and boosts the right of shareholders.

    If these funds are used with the intention of company's growth and investment plans, there will be an increase in the returns after the meeting.  

   Empirical tests were used to review the price pressure hypothesis on factors leading to temporary increase in demand (share supply). These factors include: abnormal trading volume, positive (negative) returns due to purchasing pressure (sale) and reaching the initial level of prices.
    After selling out a temporary increase in demand (supply), we can divide the background of our studies around testing the price pressure hypothesis, into four groups:

   The first study group reviewed the returns resulting from sudden demand and supply shocks on the market.

   The result achieved by this study group was that if the graph for demand in the securities has a downward slope, the stock price can be affected by the supply and excess demand. However, these effects are temporary and it is expected that in the following days this trend will be reversed.

    Observing excess or abnormal trading volume is an indication of the demand shock which is supported by the price pressure hypothesis. Ainsworth and colleagues in order to assess whether traders create the short-term purchasing pressure in the period before the dividend payout or create the short-term sales pressure for the period after the payout, reviewed stock returns, trading volume and imbalances in supply around non-profiting dates. 

   Their results showed that investors form their purchasing queues in periods before dividend payments and the price pressure is formed around the non-profitable date (Ainsworth et al ,2008). 

    Meidan  reviewed the effects of temporary price pressure on the stock release date. His results showed that a large part of the price pressure increases a few days after the release date. Furthermore, price pressure, results from an increase in sales and not the decline in purchasing.

   A few days before the releasing date, there is a negative return and a few days after the releasing date there is a positive return. Plenty of negative returns are before temporary releasing date (Meidan, Danny, 2005). Their results confirmed the price pressure hypothesis.
studied the price pressure caused by the behavior of legal investors and found that short-term transactions of short-term transactions of the stocks can temporarily create swings in the stock prices of  joint stock companies    (Mitchell, Mark, Todd Pulvino and Erik Stafford, 2004).

    reviewed the effect of investment strategies and depositing restrictions on the demands made by legal investors. (Abarbanell, Jeffery S, Bushee, Brian J & Raedy, Jana Smith, 2001)
    The second study group tested the price pressure hypothesis affected by changes in tax laws on the stock price increase. Jin’s study showed that the tax on the increased price is an important factor for delaying the sale of shares and leads to price pressure (Jin, Li, 2004). 

      Blouin and colleagues showed that stock prices, even with small changes, is sensitive to tax rates on the price increase (  Blouin, Jennifer, Jana Raedy & Doug Shackelford, 2002). Gibson and colleagues  showed that after changes in the tax law on the price increase, sales are increased and a positive abnormal return occurs (Gibson, Scott, Assem Safieddine & Sheridan Titman, 2000).

    Reese’s study showed that changes in tax laws on price increase, cause increases in turnover volume and reductions in price for the IPO (Reese, W, 1998).

   The third study group tested the price pressure hypothesis around the announcements made on companies which are being merged. Zhu and Mahootra’s study  showed that the increase in stock prices is temporary and this increase goes together with the abnormal trading volume (Zhu, PengCheng , 2008). Mitchell and colleagues  found that due to changes in excess demand, a short-term price pressure occurs around merges(Mitchell, Mark, Todd Pulvino & Erik Stafford , 2002).

    The fourth study group tested the price pressure hypothesis in the context of the company's cash flow. Kandel and colleagues' study showed that cash flow causes a temporary price pressure and can be amended in a few days ( Kandel, Shamuel et al , 2009). But Ambrose and Kay’s study showed that the negative pressure is not due to cash flow, nonetheless having an information content (Ambrose et al , 2009).
    The price pressure hypothesis, by way of reviewing the relationship between the supplies of new shares, has been tested by any researchers. In this regard, there are a variety of evidence: studies made by Scholes  Marsh and Frost did not observe any negative relationship, while Asquith and Moulins (Asquith Paul et al , 1986) Crevar and Masouliz ( Kraus A. and H.R. stoll , 1972) Zimmerman and Loderer ( Loderer, C. and Zimmerman H , 1988) confirmed a negative relationship.

    Scholes study showed that the price behavior, in the month of supply, is independent of the size of issuance (Scholes Myron ,1972). Therefore, he rejected the pressure hypothesis.

    Wolf’s study showed no relationship between the abnormal behavior of the prices on date of supply, right of priority and percentage of issuance (Wolf, C.C.P , 1986).

    Asquith and Moulins findings confirmed the price pressure hypothesis when the issuance of the stock is announced (Asquith Paul et al , 1986). Blouin and Cloyd’s study, during the test of the effects made by the price pressure showed that dividend reinvestment plans for stock profits leads to excess demand for stocks ( Blouin et al, 2005). This excess demand creates a positive price pressure and thus creates positive returns for stocks. Their findings showed that price pressure arises from the reinvestment of dividend plans, and thus, the price pressure hypothesis was confirmed.

     In Iran, Abarnoori and colleagues' study  showed that the supply of the right of priority has not had a positive and significant effect on stock returns(Abu Nouri, Ismail and  Yahya Zadeh, Mahmoud, 2004).

3 - Research hypotheses
    H1: Capital increase plans lead to abnormal trading volume.
    H2: Capital increase plans lead to excess demand for stocks.

4 - Methodology
    The statistic population of this study comprised of companies in Tehran Stock Exchange. For the preparation of the study sample, the elimination method was used for 100 companies, by obtaining the following information.

    1 - Companies that, in their plant development statement, have announced the purchase of machinery and fixed investment expenditure as their purpose for raising capital.

    2. Companies that, during the years 1382 and 1390 have been present in the Stock Exchange and their stocks have been traded continuously and their financial information has been available.

    3 - Companies whose fiscal year ends in Esfand (the end of Iranian year which is in March) and during our study period, their fiscal year has not changed.

    4 - Companies that, during our study period have increased their capital, for three times, through the shareholders’ receivables (right of priority) or have converted their retained (accumulated) profit into stocks (share profit).

    The data used in this study have been collected from databases, and the software by Rah Award-e Nowin and Tadbir Pardaz, as well as, the Stock Exchange Portal (Tsetmc.Com - irbourse.ir - CODAl.ir - RDIS.ir) and Zipped files of Stock Exchange Library.

   For analyzing the data and testing of the hypotheses, Eviews, Excel and SPss software have been used.

    For reviewing the hypotheses, the T-test and OLS regression model have been used, utilizing Panel Data method. Financial information belonging to each company, as a periodic form of data, have been prepared for a 9-year period and have been entered into the model.

4.1 The first hypothesis test

    If capital increase plans result in excess demand for the stock, then it is expected that during the dates around the capital increase meeting, abnormal trading will be observed.

    Abnormal trading volume was calculated, using the following equation:

    Avolit = Market distortions in the abnormal trading volume (residual values) – (deviation share of residue i at time t have been distributed linearly, which firstly means that the mathematical expectancy of Avolit is zero and its variance is independent of t; secondly it is independent of the market trading volume rate.)

    ln (1 + Volit) = logarithm of the monetary value of traded shares of company i on day t

    ln (1 + MVEit) = logarithm of the total monetary value of company stock i on day t 

     MVEit = number of issued shares x market price

    ln (1 + Volit) = logarithm of the market monetary value of shares, traded on day t  

    ln (1 + Volit) = logarithm of the total monetary value of the stock market on day t (market value)
Table1:Normality test data
	Variable
	Statistics
	1382
	1383
	1384
	1385
	1386
	1387
	1388
	1389
	1390

	Value of shares traded companies
	k.s
	1299
	1308
	1254
	1189
	1253
	1329
	1263
	1168
	1249

	
	SIG
	0.68
	0.59
	0.79
	0.91
	0.81
	0.052
	0.073
	0.106
	0.85

	Market value of shares traded
	k.s
	1039
	1187
	1258
	1318
	1176
	1263
	1326
	1241
	1.158

	
	SIG
	0.231
	0.93
	0.78
	0.62
	0.100
	0.73
	0.55
	0.95
	0.114

	The total value of company shares
	k.s
	1318
	1247
	1134
	1265
	1251
	1324
	1187
	1186
	1261

	
	SIG
	0.62
	0.88
	0.105
	0.71
	0.83
	0.57
	0.93
	0.94
	0.075

	Market Value
	k.s
	1178
	1326
	1177
	1249
	1259
	1250
	1181
	1118
	1344

	
	SIG
	0.98
	0.55
	0.99
	0.86
	0.77
	0.84
	0.95
	0.146
	0.57


Table2: Regression test assumptions
	Test
	
	

	Homogeneity of variances
	2.0212
	0.0939

	Autocorrelation
	2.3918
	0.1233

	Jarque-Bera
	2.1505
	0.0768

	Ramseys RESET Test
	2.0038
	0.1029

	Hausman test
	3.4523
	0.0001

	The linear variance inflation factor
	1.089


    4.1.1 - Testing the regression assumptions:
The analysis of the first hypothesis

    Considering that, on the average, there are 21 trading days in each month, in testing this hypothesis, the meeting day, was day zero and trading days before and 10 trading days after the meeting, abnormal trading volume was calculated according to daily value, and as, only the reviewing of the capital increase plans will result in abnormal trading volume and other factors have no effect on them, we will deal with the analysis of a two-day period (the trading day before and after the meeting).
    Figure 1, explains the daily average value of abnormal trading volume for a period of 21 days, in which the payout date is at its center.
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    Figure 1: the daily average value of abnormal trading volume
    As the significant level of test-t according to Table 3 has been existing in 3 trading days before and after the meeting, and on some days, there has been abnormal trading volume in 21-day period, thus, the temporary price pressure hypothesis is approved.
Table3: Tailed T-test results daily average abnormal trading volume
	Day
	T-statistics
	SIG

	+10
	-1.69
	0.61

	+9
	1.79
	0.55

	+8
	1.69
	0.67

	+7
	-1.89
	0.49

	+6
	1.79
	0.55

	+5
	1.99
	0.43

	+4
	2.2
	0.31

	+3
	-2.44
	0.16

	+2
	2.29
	0.25

	+1
	2.34
	0.22

	0
	0
	0

	-1
	2.64
	.004

	-2
	2.54
	.01

	-3
	2.24
	.028

	-4
	2.14
	.034

	-5
	2.49
	.013

	-6
	1.74
	.058

	-7
	1.94
	.046

	-8
	-2.59
	.007

	-9
	1.84
	.052

	-10
	2.39
	.019


4.2 - Testing the second hypothesis:

    In order to verify that the investment increasing plans lead to excess demand for the shares, or there are other factors leading to abnormal trading volume, in addition to the increased amount of capital for the projects used in the reinvestment of stock, two independent variables - the amount of dividend profit and the increasing (decreasing) of the stock price on excess stock demand was reviewed.

    We calculate the cumulative abnormal trading volume on the payout date, using the following equation:

    C2VOLid = β0 + β1DIVid + ​​β2NEWISSid + β3GAIN/LOSSid + uid

      C2VOLid = cumulative abnormal trading volume of company i for a period of 2 days (the day before the meeting)

    DIVid = the amount of payout by company i at the meeting day meeting.

    NewIssid = rate increase in the number of stocks in the company i on the meeting day.

   Gain / lossid = the increase or decrease of the company's stock price i over the previous year (the effect of the behavioral trends)

    Gain / loss = (P t -3 - P t-253) / P t-253
    Note that, on average, a trading year has 253 days.

  DIV and NewISS have been incorporated in this formula, as factors that contribute to the creation of excess demand for stocks.

    The amount of dividend payment will depend on the stock price, in other words, the higher is the stock price, the more we can expect more stock profit and conversely, we can expect that the higher is the profit there will be a greater excess demand for that stock, and thus it should have a positive effect on demand.

     NewISS represents increase in the number of stocks of the company, given that it is expected the more the amount of capital increase, there will more reduction in the stock price, and thus, it has a negative effect on the demand.  

    Gain / loss is considered as bringing every general effect, as well as, price increase (or price reduction) of companies stocks on turnover over the previous year, under control.

    Edin dealing with the study of natural persons as investors, found that investors are generally reluctant to sell unprofitable stocks and are willing to sell unprofitable stocks, hoping that they, too, will be profitable in the future  (Odean, Terrence , 1998).

    In other words, the positive coefficient of Gain / loss is recognized as an effective behavioral tendency, i.e. positive coefficient of Gain / loss indicates that considering the effective behavioral tendency, investors are willing to sell profitable stocks and keep unprofitable ones.
4.1.1-Regression test assumptions
Table4: Normality test data
	Variable
	Statistics
	1382
	1383
	1384
	1385
	1386
	1387
	1388
	1389
	1390

	Cumulative abnormal trading volume
	k.s
	1265
	1178
	1329
	1189
	1253
	1263
	1318
	1047
	1249

	
	SIG
	0.071
	0.098
	0.052
	0.091
	0.081
	0.073
	0.062
	0.12
	0.85

	The amount of the capital increase
	k.s
	1168
	1322
	1190
	1327
	1255
	1251
	1299
	1158
	1241

	
	SIG
	0.107
	0.06
	0.090
	0.054
	0.078
	0.083
	0.068
	0.114
	0.095

	Increase or decrease in the stock price
	k.s
	1263
	1319
	1248
	1326
	1190
	1255
	1318
	1309
	1261

	
	SIG
	0.073
	0.061
	0.087
	0.055
	0.090
	0.078
	0.062
	0.063
	0.075

	The amount of dividends paid
	k.s
	1187
	1258
	1318
	1188
	1178
	1322
	1177
	1347
	1115

	
	SIG
	0.93
	0.78
	062
	0.92
	0.77
	0.98
	0.55
	0.535
	0.101




 Table5: Regression test assumptions
	Test
	
	

	Homogeneity of variances
	1.6324
	0.1070

	Autocorrelation
	0.03533
	0.8512

	Jarque-Bera
	2.0714
	0.0784

	Ramseys RESET Test
	2.3918
	0.0966

	Hausman test
	5.4323
	0.0009

	Durbin–Watson statistic
	1.902921

	The linear variance inflation factor
	1.009


Table6: Test the effect of an increase in capital in excess demand
	C2VOLid = β0 + β1DIVid + β2NEWISSid + β3GAIN/LOSSid + uid

	Variable
	Coefficients
	Standard error
	T-statistic
	SIG

	Intercept
	3.98e+ 9
	2.90e+10
	0.137239
	0.0491

	The amount of dividends paid
	3.061334
	0.034820
	2.561430
	0.0413

	Increase the number of shares
	-2.87106
	0.000167
	-2.027190
	0.0486

	Increase or decrease in the stock price
	19.40838
	5.766186
	3.365896
	0.0011

	The coefficient of determination
	0.595509

	Adjusted coefficient of determination
	0.568258

	F-statistic
	6.741380

	Significant F-statistic
	0.000492


 Table 6 shows a significant regression coefficients in the OLS method.

    Since the level of significance of the coefficients GAIN / LOSS - KNEWISS KDIV is less than 5%, thus we can say that the 3 variables have a significant influence on the 2-day cumulative abnormal trading volume (excess demand) and the variable coefficient of capital increase is significantly negative.

    This means that the issuance of new stocks, for reinvestment projects, has a significantly negative dividend on the 2-day cumulative abnormal trading volume.

     The price pressure hypothesis is confirmed, considering the significant reduction in excess demand, following the issuance of new stocks.

  Discussion and conclusions
   Financing through the issuance of stocks from the shareholders’ present receivables and share profit has had a significant effect on the abnormal trading volume. Furthermore, the increase in capital on the 2-day cumulative abnormal trading volume around the meeting has had a significant effect.

    Therefore, through the findings in this study, temporary price pressure hypothesis is confirmed; but when the independent variables of share profit, the increasing (or decreasing) of the stock price and the amount of the capital increase is entered in the model.
      Generally it can be said it is expected the more the amount of capital increase, there will more reduction in the stock price, and thus, it has a negative effect on the demand. 
    According to the observations   the effect on the two-day cumulative abnormal trading (excess demand) is negative.  This means that by increasing the issuance of new equity, the excess demand. But the effect of the amount of dividends on excess demand and the increasing (or decreasing) of the stock price is positive and significant.
    If the expected future increases in earnings exist after the issuance of stock, stock price will increase after the new release.
The sudden imbalance between supply and demand may cause abnormal trading volume. This occurrence is an indication of the demand shock and supports the price pressure hypothesis.
 Since each company has a stock demand curve slopes downward, so each company has its own uniqueness and for its replacement can not be found.     

    The results of this study is similar to the field findings (Meidan, Danny, 2005) of Asquith and Moulins (Asquith Paul et al , 1986), Krauss ( Mikkelson, Wayne H., and M. Megan Partch , 1985) and Zimers and Ladrar ( Loderer, C. and Zimmerman H , 1988).

     The reason is that in their decision making, the investors' attention is too much toward the changes in trading volume. Perhaps it can be said that most people who are involved in the stock market swings do not have access to the hidden information and usually do not pay much attention to the volume factor. 

    And thus, we can mention that one reason for the positive response shown in the tests performed in this study, can be due to the behavior of these traders although the results are not compatible with the findings of Scholes (Scholes Myron ,1972) and Wolf (Wolf, C.C.P , 1986).

    Finally, we suggestions for future studies are provided as follows:

    1 - If there is a significant number of companies belonging to a trade group, such as investment companies,
Joint ventures or medicinal funds, this study should be conducted only for one group.

    2 - The effect of each of the two method for the right priority and share profit on the abnormal trading volume will be reviewed separately and these effects will be analyzed separately, in terms of market booms and busts.
    3 - Considering the fact that shareholders react to fluctuations in the stock market turnover in the Tehran Stock Exchange, it is preferable that the Stock Exchange will have more transparent information in its possession, regarding the causes of these fluctuations.

   4 - Changes in the volume of Tehran Stock Exchange trading can result from speculative movements and short-term transactions. Obviously these changes, all of a sudden, bring create many queues for sales and purchase.

    As a result, Stock Exchange organizations with more complete studies, by increasing its sales commissions can act towards making restrictions on short-term investments.
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