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stocks and fansaction costs of selling stockt, the influerce of financial signalling and

psychological factors, erc. and rfuough these the stock pdce gets iDfluenced by dividend payouts.

The clientele rheory delircares ihe kinds of shareholders a srock attracts. Wlile th€

institutional investors, widows and orphans, and the low tax bmcket households prefer

dividend paying stocks, orhers go for companies having high rc-investment mte and

thereby offering high capital gain opportunities. Dividend adversety affects the intemal

source of funds, and thereby the finance-mix. Since retained plofit is cheaper than new equity,

it tends to reduce the cost of capital. In rhe absence of investinent allowance, corporate t,u

is neuiral to dividend. Howevet, the collection from peronal income tax is directly related to

di! idend

In view of the above. ir is important to understand how decisions on dividends are made

by organi\aiions. while $ere aJe numerous sludies on fiis aspecr for developed counries. we

could locate only one study on Malaysia (vide Mansor 1993). The Mansor research is based

on an opinion su ey ofexecutives of65 compades listedonthe KualaLumpurStockExchange

(KLSE) and the merhod of analysis is the ranking of the dete.minants of dividends by their

significance. The present srudy is econometric and it uses the re$ession analysis to snrdy the

subje4t.

2. LITERATURE AND, TIIE MODEL

Lintner ( 1956) was perhaps the first to advance and rest a dividend behaviour modet. According

to this theory, dividend decisions are determined through thre€ forces:

(a) Dested dividend (D+) is a fixed componenr (b) of acrual eamings (E) in the same

period (t):

- 
D*r = bEt (1)

(b) Firms are reluctant in changing the dividend mte over time. Thus. they follow a partial

adjustment model (r, < l) in this context:

Combin

D,,

where f
the dividend

Equatior

both on curr

model by itr(

out and this s

inves$nents.

equipments r
calls for incr

Brittain (

equal eamine

and dividend

6 and 5.8 pe(

than eamings

The Man

by the folow

Current e

Availabil

Sharehol(

D--D- ,=1,(Di-D .) (2)

(c) Firms arc subject to asynmet ic b€haviour with regard ro increase and de€reas€ in

dividends. They are less reluctant to raise than to cur the divid€nd rate. This inroduces

a positive constant term (a) in rhe dividend behaviou. function.



puep$p lnoqB suoTppadxe .sreploqareqs

qsec Jo ,qlllsqre^v

sBulu.reo luemC

:etuellodull n€r! Jo lepro Sqpuacsep ut 'srolcBJ 8ul^1olo] 3ql rq

pe[Ie oS er? suorqcep puepr^p l?10 punoJ u.Irg uels,&pw eql Jo rpnls (€66I ) rosuBl I eqJ

'(2861 uouet{ pu? qsr"I l aes) selduBs '{au Sqsn pue '.le 'suo9?l

-.edro .sieploq :tcols 'suoq?qldulr x?l 8uq?rcdrotu lslepoE e^oq? 6IIl Jo sllogeul'qrroc eEos

tuesardar .(lF.IsEq {aql lnq 's{to^\ Suueeuord a^oq? eql pe {olloJ o^eq selpnN Jo requnu V

'uooJunJ Inol^Bqrq poaPL rp )qt or sSorurer sBtl

ruelungr? r4loq B ernllNuo. plnor s,llog qsg. ]eqr popnltuoc aq lrqs rlcedser 'lueuad 8 9 pue 9

'z Jo sel?r Isnulis eql r? ,{gI3 ll.Itl,{ '096I o1 Zt6I poued eqr Surmp vsn q spuaPFp pue

's,{otl qse] xel relF's8qlul€e ]?1 r4Je IrI spuer erl| El4ultEexg sesdInd vq roJ se'u€'{ol?

uoD"rrardaP Jo trrFreqrl a(D !I PunoJ sr sql roJ aleuoqBl el{l uopel'erilep snld s3uruJ?a l?nbe

qcq ,\ !(J) s^{o[ qsec qlr^{ sSulur?3 Sulpqder r(q lapoE s.relrlul.I pogrpour (996I) ule$Fs

'puepl^p ul $c a ol stt?al qqq'{\ 'uoDua}er pes?eDul roJ slF

s3Fs ur esBercul 'lueturse^I4 rol elq?IIE^? sl llJord Psqeler e'uls lsoc rueuacelder slueudFbe

aql sesEel'ul q.Jq,!\'uogeljIq rol ,fuord e eq ieur seps rBllop or rsEarrul osJV slueuls:^sr

IBuoDIpp? roJ sllec q3H,tl 'sloss? perg roJ pu€I[ap p3sualcq sesruc solPs q esear'ul sa9FclJJIp

aulcu€ug Jo lsplu el$ q Ie^aI puephlp eql ul?lulBnr 01 FJdlaq '!lDlnt! nd q ecmos sI0 ps? lno

pr"d $ pllep p q.H,{\ utoq se.moser aql sNeut8nB tr \ponJ Jo eJrnos s sl uoquJadrp arols

&r1t p.n8le eH uoq.urg mor ?qeq puep+p eW ur '(z-1S - 
15) srta'{ snor,l.ed o'l1 ra^o seFs

ur seBusqr pue (V) uolpberdep zI^ 'salqEue^ tuorcuqdxe leuo$Ipp! o^! Sqpnlcq '{q tepou

sJeulun pepuelxa (r96t) SuIrBC pueP lp Poued sno ed eql pue sBululBe luermt uo qpq

fl3^qKod puedrp or puepr^rP stzlsrtlod{q qrqa lspolu s.lrull4-l sulEtooc {tl uonenbA

'uo0cunl Puspl^lp eql

Jo eml?u rrlseqcols erD Sursnrsomr 'pepPD uuel lolle sr n puP '1 - I = 't 1q = 6l eFq/'t

(€) '1t + I 'q 'l' + 'g 6f + n = 'q

:8rq^iolloJ eql aq ol lno su.rnl lepou s.iaulq'srolcq eer{r aselD Suru4uroJ

ttstroltw q 4ol^D4as Pt.Pl lo

sornPo-qul sIqI ll

9t

Fnjed 
" ^1onoJ 

,(a

eu?s aql ur (g) si

Sulp.rorov .lepotEr

eqt ,tpnls 01 srsdJ?B

neql Iq spuep!^lp .

a8ueqcxg {Jols .Eld

posBq$q ?3set rc

e,r 'selluno3 padol

epetu ale spuep.I^p'

01 pePlar IIr.e4P sr

xq elercdror 'eJup,!

'4lnbo ,reu ueqr red

I?rlIelq ew- slroJs

pue al?t luer4sa o

reJard sploqesnoq l
aql elqr{\ sl3P.qlB

'stno,t?d puephrp dq I

pu? SuJ[reu8rs lBlrur

9661 't .aN t 1oA M!^.



76 Cdpitrl tla4eB Retie\ Val. 3 Na. 1, t995

(4.)

(d) A11 !

samt

The strat

study. The sir

in Table 1.Th€

in this sector I

Future eamings

Past dividends

Retum on investment

Industy norms

Interest mte

While some of these variables (viz shareholders' expecrarions abour dividend, furure

eamings and industry norms) are difficult to measure, some others (e.g. retum on invesrment)

are indircctly contained in other determinants. Thus, the considemrion ofrhe former is forbidden

by the quantitative nature of this study, and the latter is ignored for not aggravaring the'

multicollinearity problem.

All empirical studies are based on diffe.enr combinations of rhe above mentioned

hypotheses and they have yielded good explanations for dividend decisions in various

countries. The present paper examines some of these hyporheses to rhe Malaysian economy

and thus our model may be presented as follows:

D = f (E and A or C, (S - S, _ r), Dt_ r)
f1' f2' f3' fs > 0 > f1

The lax implications and srock holders' expectations, among some olher factors, have not

been incor?orated due to dara problems.

3. DATA AND EMPIRICAL RESULTS

The linear version of equarion (4) has been estimated using both the time series and cross secrion

data from the Malaysian capiral ma*et. The rime period of 1982 rhrough 1992 and a total of

23 companies were selected for the purpose. The choice of rhe time period was dictarect by

the availability of data and ihe sample of companies was decided based on rhe following

(a) For a meaningfirl study. rhe sample size should not be less rhan 20.

Sample should come from all major sectors so as to avoid secrorat bias.

A11 sample companies musr have been listed on the KLSE .hroughout the sample period

so as to provide comparable data.

(b)
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+ Indicates signii

The data on various variables werc obtained from KLSE'S Invesment Digest aDd Annual

Companies' Handbook, individual company's Annual Reports, and the daily newspaper'!The

Star". The data have been duly adjusted for capital changes, if any.

The rcgression equations were estinated for each selected company using its annual tim€

series data ( 1982 to 1992) as well as for each sample year using the cross-section data (company-

wise data). Altemative combinations of the explanatory variables were tried for each company

and each year. The results of altemative formulations were evaluated on the baiis of the a prio.i

expected signs for the regrcssion coefficients and their significance as judged on the basis of

the t-test. The sirnple corretation coefficients between lbe pairs of $e explanarory variables

were examined to avoid any higl degree of mutticollinearity. The selected estimated equations

for each company are reported in Table 2 and for each year in Table 3.

TABLE 2:

ESTIMATION RESULTS - TIME SERIES

Dependent Variable: Dr
Sample period: 1983 to 1992 (n = 10)

10

tl

t2

t4

l6

Fimr Coefficient (and t-value) of
R,

Constant D,i S.-S,,
I

2

3

4

5

6

7

8

9

1.09

{).35

-{.06

4.83

-{.20

--0.38

0.91

1.51

13.86

o.n4
(4.07F

0..163
(2.64)*

0.164
(4.08)*

0.164
(1.?8)

0.626
(2.67)+

0.r44
(1.19)

0.285
(.3.26\*

o.222
(7.03)*

0.246
(0.64)

0.399
(1.84)

o.349
(r.47)

o.'7 19

(4.0s)*

0.303
(1.01)

0.263
(1.03)

0.627

12.23)

0.585
(3.16)+

0.304
(2.60)*

-0.0573
(0.87)

o.966

0.805

0.807

0.390

0.686

0.439

0.152

0.915

0.102
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TABLE 3:

ESTIMATION RESULTS - CROSS SECTION

Dependent vaiable: Dj
Sarnple Size = 23 Companies 0)

*+ C was the explanatory variabie but since

Cj = q * Aj. it is tantamount to using both components with identical coefficients'

* Inalicates significant al the 59" level by the two_tail t_test'

In these tables, a1l the variables are measured on per share basis and in sen (Malaysn

cunency). Thus, dividend is dividend per share (DPS) in sen The companies arc numberec

as per their identification in Table I

Theen

variable. ll

1989 and

2 and Tabl

signed or I

pames eqr

for the det

(1983, 198

and Darlin

4. ANAI

(a) c

0.

T]

st

(ii

th

pr

(b) D

D

Coefficient (and t-value) of

0.640

0.'735

0.854

0.809

0.683

0.912

0.608

o.69',7

0.969

0.875

r.214
(12.98)*

o.'t32
(5.52)*

0.599
(4.32)*

0.390
(4.93)*

0.955
(8.82)*

0.264
(4.58)*

0.090
(1.70)

0.018
(0.69)

0.070
(o.'77)

0.835
(6.63)*

1.186
(10.79)*

o.262
(3.37)*

0.199
(4.14F

0.073
(1.25)

0.262
(7.14)4

o.464
(6.12)4

t.244
(12.98)*

o.132

0.218
(6.01)*

0.146
(5.98)*

0.017
(0.26)

-i1.002

-0.5s

2.r2

2.46

-0.01

0.05

5.44

1.11

,0.03

1983++

1984

i985

1986

1987

1988**

1989*+

1990

1991

19924*
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Two years' change in sales creates a negative impact on dividend payout. However,

this influence is found to be significant only in a limited number of cases. On average,

every 10 sen increase in sales in a curent year over the previous iwo years causes

a 0.5 sen decrease in DPS.

The four deteminants of dividend, viz eamings, Fevious year's dividend, depreciation

and two year change in sales, explain a fairly high degree of the variation in the explained

variable. The said proportion goes to above 80% in 1l equations out of a total of 33

equalions reported in Tabies 2 and 3. This supporls the appropriateness of our model

(equation 4) and its empirical results.

(e) The rnodel Fovides a better fit over cross-section of companies for various years ihan

over time for va ous compades. This is reflected in the b€tter results of Table 3 over

those of Table 2 boih in terms of the individual regression coefficients' significance

as well a, fie overall lil ol lhe regre5sions as indicared b) rhe R2 values.

5. CONCLUSTON

We have found that the dividend behaviour model developed and tested for the LrS and other

developed countdes is well applicable to the Malaysian economy. In panicular, the business

organisations must realise that consciously or otherwise they decide on their dividend payout

on the basis of their eamings. depreciation and change in sales, and lhat their decisions on current

dividend have positive repercussions on their future dividend decisions. This finding does not

co tradict Mansor's results, which are based on opinion surveys and thus, ignore the quantitalive

measurement of the relationship. lt must be recalled thal the study is based on the sample of

dividend paying companies only, and hence our results may be biased towards such cornpanies.
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