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Abstract

This paper analyzes the effects of being removed from a stock index on stock returns and
firm value. As passive investment funds that tracks index grow, the mechanical selling
associated with index changes has become more noticeable. This study focuses on the
revisions of TOPIX, a major Japanese stock index, and examines the impacts on over 400
companies that are removed from it using an event study methodology. While previous
research on global indices such as the S&P 500 has observed negative effects on the stocks
removed, this study so far finds mixed results (Further analysis added. Changes to come later).

Current event study results show that while the average abnormal returns are significantly
negative, using the median of abnormal returns does not yield the same result. It’s clear that
removed stocks tend to be sold, but not all stocks are uniformly sold; some removed stocks
still experience positive abnormal returns. Future studies will include analyses distinguishing
between returning and continuously excluded stocks, considering differences in industries,

and categorizing stocks based on their weight in TOPIX for further analysis.
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