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The Economic Explanation of Stock Split

YANG Rui-long, WEI Mong

(School of Economics, Renmin University of China, Beijing, 100872)

Abstract: This paper examines the reason for firms to split their stocks since it can on-
ly increase the stock numbers and cannot affect original stockholders’ ownership percentage.
There are several explanations to the puzzle of stock split. We think the trading range hy-
pothesis under the background of asymmetric information may be a more reasonable answer.
Actually firms signal their private information about future earnings by their choice of split
factor. A rather formal model is set up to prove this. In the end we discuss the implications
of this theory in our own capital market and give some suggestions to the establishment of an
effective signal market.
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