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ABSTRACT

The study conducted about the dividend policy as the determinants for dividend
payout ratio. The study used the company listed in Bursa Malaysia under the consumer
product industry. Panel data had been used to measure the total of 37 out of 130 companies
listed under the consumer product industry in Bursa Malaysia over the period 2007 to 2015.
The study used 5 independent variables that consists of profitability that used return on asset
(ROA) as the proxy, liquidity (CR) as the proxy also, market to book value, dividend yield,
and firm size. After run the suitable tests, the study have found that only liquidity has
insignificantly related to dividend payout, whereas the rest of profitability, market to book
value, dividend yield and firm size are found to be significant determinant of dividend policy.
However, only market to book value is negatively correlated towards dividend payout, while
the rests are positively correlated. All financial factors, as independent variables, are
calculated in terms of percentage. In addition, dependent variable (DPR) is also used in
percentage of dividend.
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CHAPTER ONE
INTRODUCTION

An Overview of Determinants of Dividend Payout

Dividend policy is one of the most interesting topics in financial research to be
studied for. It leads to a lot of controversy of the dividend policy in the real world
because of the market imperfection exists. This is because until now, there are a lot of
theories uncountable evidences from the past researchers. It involved a lot of
hypothesis provided even though it came from the same model. However, the main
issues still can’t be answered and required a lot of studies in future. In addition,
dividend policy listed on the most unresolved dilemma in the financial field and did
not have sufficient clarification for the observation of the dividend performance of the
company (Black, 1976). Black (1976) wrote that “the harder we look at the dividend
picture, the more it seems like a puzzle, with pieces that just do not fit together”.
However, there is still the Dividend Puzzle that state whether the dividend payout
policy will affect the value of the firms still in mystery. There are many reasons given
to the dividend policy state that it is important factor need to be considered. Dividend
policy decides to distribute the enterprise’s profit in which business makes the choice
whether use earning after tax to reinvest or pay out dividends to shareholders. In term
of corporate, profit after tax, considered as the lowest cost of funding source, is kept
to support capital for company in reinvesting, expanding scale, and approaching to a
larger project for development of business networks. However, this maintaining a
major proportion of retained earnings also makes company's shares become less
attractive. In contrast, shareholders are always desirable to a significant dividend
payout ratio because it is their income from capital gains of the stock. Generally,
company’s shares having the high dividend payment rate will attract more investors.
Thus, a dividend payment policy whether is high or low is a difficult problem and is
not an exact answer yet. However, there is also some statements state it is
unreasonable. It is required a lot of reasons to clarify the relationship between the
variables and the dividend payout. For instance, retained earnings are the main
internal foundation of financing towards the firms, but somehow higher retained
earnings could lead to less in the dividend payment and vice versa. Gill, Biger, and

Tibrewala (2010) stated that the income of the firms can be reinvested in operating
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assets that used to obtain the securities and distribute to the shareholders in the form
of cash dividends. The method of distribution to the shareholders in terms of cash
dividends, or buying back the shares, and the stability of the distribution become the
main issue among the firms itself and the investors. Researchers have primarily
focused on doing the studies on developed markets. However, the added value of the
study on the dividend policy can be improved by the study on the emerging and
developing countries, which are currently lacking in the writing. Al-malkawi (2008)
researching on the dividend payment policy of the Jordanian companies pointed out
four factors affecting this policy, including: the profitability of the business, the
financial leverage, the number of operating years, and the internal holding rate of
managers. Al-Twaijry (2007) studied about Malaysia emerging markets and indicated
that dividend policy business was affected by the dividend policy in the past and the
future. Dividends was also influenced by profit which the greater company size, the
higher the dividend payment. However, operating time and activities sector did not
impact on the dividend payout ratio. Moreover, Ahmed & Javid (2012) learned about
the dividend payment policy of non-financial companies on the stock market Karachi
in period from 2001 to 2006. They supported Linter’s theory that dividend policy
goals of the enterprise based on earnings per share (EPS) in the current and previous
year. The profitability, the market liquidity, and the percentage of internal ownership
had positive impact on the incidence of dividend payments while the market
capitalization and the business scale had negative one on the dividend payout rate.
Similar to research about the listed companies on the stock Karachi in 2005-2010
period times, Rafique (2012) demonstrated that only two factors: corporate income
tax and business scale in the six factors which was put into the regression model
influenced same direction to the dividend payment policy of the enterprise. Future
researchers also can focus on the infamous variables in order to determine the

dividend payout.

Problem Statement

There are tremendous study had been done by the researchers a few decades
ago about the dividend payout and dividend policy. However, there are a lot
unanswered questions left by the past researchers. Hence, it is the duty of future

2
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researcher to continue the study and try to solve the secrecy of dividend. According to
Rafique (2012) and Ardestani, Zaleha, Rasid, & Basiruddin (2013), many past studies
did not have equal distribution in using the sample in order to test the determinants of
dividend payout. They only did the studies in the developed countries which is
already have the stable economic condition such as US, rather than developing or
third world countries that still struggling to maintain and follow the developed
countries’ economic. There is also not many studies had been done in the Asian
countries. They usually focused at the middle-east countries such as UAE. Even
though in Malaysia itself, there are not many research had been done about the
dividend policy. This is because different countries, they have different rules and
regulation, different system, and also different policy. By doing the study in variety
sampling data, it can be tested whether the different in the regulation and system still
give the same findings or vice versa. In addition, the researchers also didn’t point out
specific characteristic of the sample data. For example, the researcher only pick
randomly 100 companies as the sample from the total companies listed in the stock
exchange, without taking the special characteristic such as industries or classes of
company into consideration. In addition, if they are taking the industries into
consideration, another problem occur. Past researchers like to use the same industries
as their sample data. This will give the bad impact towards other industries because
they didn’t have any guidance or the findings of the studies in order to determine their
dividend payout. This is because different industries might provide with different
findings. On the other hand, the variables also plays big role in order to distinguish
the findings. Past researcher also tend to used quite the same variables. Hence, the
future researcher can be a little bit creative and bold by choosing the variables that are
less used in the studies. The researcher also can choose as much variables as they
want in order to test the significant result of the variables towards the dividend

payout.

Research Question

Research question is usually known as the fundamental core of the research,

study, or the literature review. It focuses on study, determines the methodology, and
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guides all stages of inquiry, analysis, and reporting. The research question will be

answered by the research objective.

Does profitability has any impact towards the dividend payout of consumer
product companies listed on Kuala Lumpur stock Exchange (KLSE)?

Does liquidity has any impact towards the dividend payout of consumer
product companies listed on Kuala Lumpur stock Exchange (KLSE)?

Does market to book value has any impact towards the dividend payout of
consumer product companies listed on Kuala Lumpur stock Exchange
(KLSE)?

Does dividend yield has any impact towards the dividend payout of consumer
product companies listed on Kuala Lumpur stock Exchange (KLSE)?

Does firm size has any impact towards the dividend payout of consumer
product companies listed on Kuala Lumpur stock Exchange (KLSE)?

Research Objectives

The main objective of the study is to establish the impact of dividend policy

towards dividend payout of the company. The dividend policy consists of

profitability, liquidity, market to book value, dividend yield, and firm size. All these

variables had been used tremendously by past researchers. The findings at the end of

the study must answer and connected to the research objective. There are a few of

specific research objectives:

To investigate the impact of profitability towards the dividend payout of
consumer product companies listed on Kuala Lumpur stock exchange (KLSE).
To investigate the impact of liquidity towards the dividend payout of
consumer product companies listed on Kuala Lumpur stock exchange (KLSE).
To investigate the impact of market to book value towards the dividend payout
of consumer product companies listed on Kuala Lumpur stock exchange
(KLSE).

To investigate the impact of dividend yield towards the dividend payout of
consumer product companies listed on Kuala Lumpur stock exchange (KLSE).
To investigate the impact of firm size towards the dividend payout of the

consumer product companies listed on Kuala Lumpur stock exchange (KLSE).
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Significant of Study

The findings of this study will beneficial to any parties related to the dividend
payout, neither the company nor the investors. The dividend payout also can increase
the money supply and circulate the money in the market. It will increase the
purchasing power too. The findings of the study will disclose to the company which
dividend policy that need to be used in order to determine the dividend payout that
will give the benefit to the company. Hence, the company will know if there are any
changes in any of the dividend policy implemented by the company will give the
effects towards the dividend policy either in the positive or negative ways. On the
other hands, the investors also look forward to the dividend payout of the company
before they start to invest their money to that company. This is to ensure the
profitability and return gain by them. They need to know the condition of the
company and the profitability of receiving the dividend. Dividend policy practiced by
the company for the dividend payout is the aspect that needs the consideration from
the investors. The future researcher also can have the general idea what is the
dividend payout and the dividend policy is all about. Hence, they can improve the
study by come out with the unique variables or choose the sample data that are never
been done before. By doing that, there will be variety findings for the study depends
on the sample data taken.

Scope of Study

The study covers the consumer products industry in Malaysia only. The reason
why this industry is chosen rather than other industry is because this industry is not
famous as the sample for this type of study. Moreover, there are only a few articles
that mention the consumer products industry as the sampling data. So, in order to vary
the findings of dividend payout, we decide to choose the other sector so that the result
can be compared to each other towards the end of the study. After that, we can justify
whether that findings can be applied towards all the sectors/industries, or just can be
applied towards certain sectors/industries only. In addition, besides using the
company that included in the consumer products industry, we also narrow the scope

of taking the data. Apart from total of 130 companies in the sector, we only take 37



1.7

companies as the sampling data. As for the year, 9 years is taken as our study period.
Why 9 years? This is because longer the time period, the results of precision of the
test can be tested related to the DPR. The higher the number of observations, the

results will be more precise and accurate.

Limitation of Study

The limitations of the study are those characteristics of design or methodology
that impacted or influenced the findings of the study. The limitations are unavoidable.
We need to face the limitations even though we try our best to give all out in the
study. It is how we managed the limitations. There are some limitations that occur in

the study:

i.  Time constraints

The limitation of time allocation to complete the study may not be enough if
there are many error and problems occurred. For example, if the variables tested is not
significant, researcher need to reconstruct the variables again until the results
accepted. Recollected of data also might be happen if there are any changes in the
variables used. All the redo process will consume quite some time. Thus, the

researcher needs to complete the study within the time allocation.
ii.  Sample size

Sample size is the number of unit analysis used in the study. It is based on the
research problems that need to be studied of. The problem when the sample size is too
small is it will be difficult to find the significant relationships from the data. This is
because the statistical tests, for example, required the larger sample size to ensure the

distribution of the population.

iii.  Lack of prior research on certain variable used

Citing prior research studies form the basis of the literature review and helps
lay the foundation for understanding the research problem. Depending on the scope of
the research topic, there may be a little, if any, prior to the chosen variables. The

problem arises when there are not many past researchers used the same variables with

6



this study. Hence, there are not many citations for that variable and there are not many

results or findings can be compared of.
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CHAPTER TWO
LITERATURE REVIEW

Introduction

Previous literature has tremendously discussed the impact of dividend policy
toward dividend payout ratio. Most of the empirical analysis on the determinants of
dividend payout ratio used time series data and panel data which focusing on a single
country but different industries analysis. However, a few literatures had also been
done on cross-country analysis. Many previous researchers stressed that profitability
is the most significant variable used to determine the dividend payout ratio.
According to Amidu and Abor (2003), it is find that the dividend payout decision of
listed firms in Ghana Stock Exchange is determine by profitability, cash flow
position, growth and investment opportunity of the firms. In addition, liquidity and
also market to book value play the important role as the determinants towards the
dividend payout ratio Ahmed and Javid (2012). Those stated variables could lead to
study the factors that affecting dividend payout. However, not many researchers had
stressed out about the dividend yield and also the past dividend as the factor that
affect the dividend payout ratio. Al-Twaijry (2007) studies stated that past and future
dividend affected by the current dividend payment.

Previous Studies

In the middle of 1950s, Lintner (1956) already conducted the study that
involved American companies. The results state that dividend decision is based on the
profitability and the past dividends. However, the results are mixed because on the
ongoing debate about the dividend policy. In addition, the dividend does not affect the
value of the firm. This is because the shareholders only concern about the investment
policies does not matter if they will receive in term of dividend or capital gain. The
firm will pay the dividend if there is positive cash flow for the firm, or issue the share
if negative cash flow. The dividend also will affect the firm’s future earnings.
Therefore, larger dividend payout ratio will benefit for them. The investors also want

to minimize their risk by preferring to have cash in hand rather than future income.
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Profitability as Determinants of Dividend Payout

Profitability is one of the main determinants that affect the dividend payout.
From the previous decade, there are many researchers examine this variable.
According to Mehta (2012) the study that had been done for all firms in the areas of
real estate, energy sector, construction sector, telecommunications sector, health care
and industrial sector (except bank and investment concerns) for a period of 5 years
from 2005-2009 in UAE state that the profitability and size are the most important
factor that need to be considered as the tools to determine the dividend payout. It also
stated that higher dividend will be paid if the firms in the higher profitability. The
statement also had been support Al-Malkawi (2007) that do the research in Jordan
with the additional factors which is the age of the firm. Furthermore, with the support
from Probit model, Malik, Gul, Khan, Rehman, and Khan (2013) also stressed that
company profitability, size, with the addition of earning per share increase the
tendency for the company to pay dividend. However, all the researchers did not get
the fixed results from the studies. Some researchers found that the profitability have
positive effect towards the dividend payout, some of them not. Al-kuwari (2009)
stated that government ownership, firm size and firm profitability strongly affect the
dividend payments. The statement also is supported by Ahmed and Javid (2012)
Besides agreed with the statement, the other factors that give the positive impact
towards dividend payment which are insiders’ ownership and retained earnings.
However, multicollinearity had been detected towards the earnings and profitability as
the result from the studies of Rafique (2012). On the other hand, Rafique (2012) also
states that firm size and profitability resulted give the inverse relationship towards the
dividend payout. The firms willing to invest on their assets rather than paying out the
dividend that will make the profitability of the firms could not lead to the dividend
payout (Amidu and Abor, 2003). Even though the profitability measured by ROA and
EPS gives the negative effect towards the dividend payout, but the results cannot be
statistically significant (Mehta, 2012). For instance, the larger and more profitable
firm will pay the higher dividend. However, it can be the other way. The profitable
firms pay the fewer dividends. To turn the table around, firm that never pays dividend
are more profitable than the firm who does pay the dividend, especially for the first

year of the operation.
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Liquidity as Factor Influence the Dividend Payout

Liquidity of the firms also plays the important roles in order to determine the
dividend payout towards the shareholders. Is that only liquidity and beta can act as the
determinants towards the dividend payout. Ahmed and Javid (2012) also state that
liquidity is the important factor to determine the dividend payout. Liquidity problems
that occurred in the company will stop them from pay the dividend, as compared to
the company that did not face the same problem. Liquidity represents how the firm
can have the cash. Hence, due to the shortage of the cash, the firm cannot pay the
dividend. Mehta (2012) also support the fact that the firm that facing liquidity
problem cannot pay out the dividend towards the shareholders. Ahmed and Javid
(2012) that get the results from their study that examines the dynamics and
determinants of dividend payout policy in Pakistan with the sample data from 320
non-financial listed firms of Karachi stock exchange from 2001 until 2006. It state
that liquidity of the firms have positive relationship towards the dividend payment.
However, size of the firms has the inverse relationship towards dividend payout. This
is because bigger firms tend to invest in their asset rather than spend the money in
paying the dividend. Malik et al. (2013) also agreed with the opinion that higher
liquidity of the company will have the higher ability to pay dividend due of the stable
cash flow. On the other hand, there are also researchers that found the result that
liquidity will lead to the inverse relationship towards the dividend payout. John and
Muthusamy (2010) found that liquidity have the negative relationship towards the
dividend payout. This is because the cash own by the firms can be reduced by paying
out the dividend to the investors. The liquidity of the firms also leaves the bad impact
towards the dividend decision because liquidity and dividend substitute each other. In
addition, liquid stock will give fewer dividends due to the dilution of the share for the
company. Kania (2005) also support that inverse relationship happened between
liquidity and dividend payout due to the fact that increasing in liquidity will reduce

the dividend payment.

10



2.5 Market to Book Value Affect the Dividend Payout

Market to book value can be one of the variables that been used to measure the
performance of dividend payout. Market to book value ratio can act as an important
factor in determining the dividend payout ratio. Market to book value ratio is the ratio
of market value of equity to its book value. Previous literature tremendously found
that market to book value ratio does not significant and have negative relationship
towards dividend payout (John and Muthusamy, 2010). Ahmed and Javid (2012)
found that. market to book value are significant in indicating that the larger
investment opportunity gained by the firm, more market to book value and resulting
to pay less dividend. The results also follow the results from the previous studied and
support the hypothesis of negative association for both sales growth and market value.
Negative relationship happens when bigger firms required a lot of funds to finance
their growth.

2.6 Dividend Yield as the Factor Affecting Dividend Payout

2.7

Dividend yield also can be one of the variables that be considered in determine
the factor affecting the dividend payout for the firms. Referring to Sulong and Nor
(2008), they used dividend per share divided by the average monthly share price in
order to get the value of dividend yield. There also some of the hypothetical
mechanisms suggest there is the universal relationship between dividend yield and
dividend payout (Nazir and Ahmed, 2010). However, risk also can give the impact
towards the dividend yield before the dividend yield affect the dividend payout. They
are inter-related to each other (Paul Asquith & David W. Mullins, 1983).

Firm Size as Determinant of Dividend Payout

The previous literature assumed that there is a relationship between the firm’s size
and its dividend policy. Size of the firm had been chosen as one of the independent
variables that will affect the dividend payout ratio of certain organizations. There are

some arguments from past researchers that size of the firm plays a big role in

11



determine the dividend payment of the organization towards its shareholders
(Hedensted & Raaballe, 2017). However, even though most of the researchers had
agreed on the size as an important factor, but the measurements of the size of the
organizations is not the same for each of them. There are researchers who used the
natural logarithm of sales as the measurement of the size (Ndede, Jagongo, & Waswa,
2014) and there are also researchers who used the logarithm of the number of
employees in order to measure the size of the firm. However in this case, researcher
would like to used natural logarithm of total asset as the measurement of the firm size
(Abdullah & Thafani, 2014)(Rafique, 2012). This is due to the fact that large firms
will pay large dividends to reduce agency costs. The big size companies pay higher
dividends and smaller size companies pay less dividends, as they find it difficult to raise
funds, as compared to large companies who have easier access to the capital market and
hence are less dependent on the internal funds, leading to more capability to pay the
dividends. Al-Twaijry (2007) and Al-kuwari (2009) supported the same view.
However, all measurements of size have their own advantages. For instance, some
previous studies have used sales as a proxy for size but some companies like banks
may have billions in assets but can’t generate much sales. Consequently, as far as all
measurements have some drawbacks and no perfect or standardized way to measure

size exists yet.
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2.8 Theoretical Framework

INDEPENDANT VARIABLES

DEPENDANT VARIABLE

PROFITABILITY

LIQUIDITY

MARKET TO BOOK VALUE

DIVIDEND YIELD

FIRM SIZE

NIV

DIVIDEND PAYOUT

Figure 1: Theoretical Framework
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter will highlight the research design used by the researcher, the
sample data chosen from Kuala Lumpur Stock Exchange (KLSE), the tools and
technique applied data collection and analysis method that will be run on the data

collected.

3.2 Sample and data

The study is focused on Malaysia firms listed on Kuala Lumpur Stock
Exchange (KLSE). The study uses secondary data which have been collected from
KLSE website and OSIRIS, where the financial statements and other details of the
companies are available. This paper investigates the determinants of dividend payout
for 37 companies from the consumer product industry in Malaysia for a period of 9
years from 2007-2015. In order to analyze the factors that influence dividend payout
in the consumer product industry, we excluded the companies that were not listed in
KLSE within the time period. Companies that did not provide with sufficient amount
of data also will not be chosen. The most important factor is that the firms that did not
pay dividend also left out from the sampling. The selection of this period was based

on the latest period of available data. The study contains 333 firm-year observations.
3.2.1  Dependent Variable

Dividend Payout Ratio

Dividend payout ratio is the percentage of earnings paid to shareholders in dividends.

It can be calculated in two ways: either yearly dividend per share divided by earnings

per share or dividends divided by net income.

14



3.2.2 Independent Variables

Profitability

Profitability is the backbone of every business whether it is small or big. All the
operational activities depend upon profit which company generates. In case of low
profitability, firms cannot perform actively. It has a significant effect on the dividend
payout decisions. When company earns well, it can decide to offer higher dividend to
shareholders who are the actual owners of the company. The profit is what is left of
revenue a business generates after it pays all expenses directly. The proxy used is

Return on Asset (ROA). It can be calculated by net income divided by total assets.

HO: Probability has a negative effect on the dividend payout.

HA(1): Probability has a positive effect on the dividend payout.

Liquidity

Liquidity is one of the important considerations in dividend decisions, because
dividend represent cash outflow. The greater the liquidity of a company by having
stable cash flow greater its ability to pay a dividend. Company going through
development and growth may not be liquid because its funds may go into permanent
working capital and fixed assets. Companies desire to maintain liquidity up to certain
level in order to provide cushion to provide financial flexibility and protection against
uncertainty. So in order to avoid uncertainty they may be reluctant to jeopardize this
position by paying dividend.

Liquidity is the degree which an asset or security can be quickly bought or sold in the
market without affecting the asset’s price. The proxy used is Current Ratio (CR).

Current assets divided by current liabilities will give the value of CR.
HO: Liquidity has the negative relationship towards dividend payout.

HA(2): Liquidity has the positive relationship towards dividend payout.
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Market to book value

It is the ratio that used to find the value of a company by comparing the book value of
a firm to its market value. The formula to calculate market to book value ratio is book
value of firm divided by market value of the firm. Book value is calculated by looking
at the firm’s historical cost and the market value is determined by its market

capitalization.
HO: Market to book value has positive effect on the DPR.

HA(3): Market to book value has negative effect on the DPR

Dividend yield

Dividend yield indicate on how much the company pay out the dividend each year
related to its share price. The formula for calculating the dividend yield is annual

dividend per share divided by price per share.
HO: Dividend yield has positive effect on the dividend payout.

HA(4): Dividend yield has negative effect on the dividend payout.

Firm size

As the firm grows in size it has the capacity to pay a higher ratio of its earning to its
shareholders. Large firms are more mature so they have a capacity to pay higher dividend
payout ratio which will act as a device to reduce agency problems. The natural logarithm of
total asset is used as a proxy for firm size. The natural logarithm of sales is used in other
studies to control for scale effects in the final regression and to remove any size effects from
other variables used in the model. A positive relationship between firm size and dividend

payout ratio is expected.

HO: Firm size has positive relationship towards DPR
HA(5): Firm size has negative relationship towards DPR.
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3.3 Statistic or economic method
3.3.1 Descriptive analysis

It is the statistic that quantitatively describes or summarizes features of a
collection on information. Descriptive analysis is distinguished from internal statistic
aim to summarize a sample, rather than use the data to learn about the population that

the sample data represent. It is not developed on the basis of probability theory.
3.3.2 Correlation test

Correlation test consists of the pure serial correlation and the impure serial
correlation. Pure serial correlation occurs when Classical Assumption IV assumed
uncorrelated observations of the error term, is violated in the correctly specified
equation. On the other hand, impure serial correlation means serial correlation that is
caused by the specification error such as an omitted variable or an incorrect functional

form. It also caused by a specification error that often can be corrected.

3.3.3 Regression analysis

It is a statistical technique that attempts to explain movements in one variable,
the dependent variable, as a function of movements in a set of other variables, called

the independent variable, through the quantification of a single equation.

3.4 Test on assumption
3.4.1 Normality test

It is used to test whether the residuals for the regression is normally distributed
or vice versa. The test that had been used id Jarque-Bera. The hypothesis for this test

as shown below:

HO: Error term is normally distributed

H1: Error term is not normally distributed
The decision rules:
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1. Fail to reject HO if critical value for normality test is more than 0.05, this
means the error term is normally distributed.
2. Reject HO if critical value for normality test is less than 0.05. That means the

error term is not normally distributed.
3.4.2 Serial Correlation

Test had been used is Breusch-Godfrey. This test will focus on the R-squared

and Chi-squared. The hypothesis obtains from the test are:

HO: Error term is serially independent

H1: Error term is not serially independent
However, the decision rules:

1. Fail to reject HO if critical value for autocorrelation test is more than 0.05
which indicate that the error term is serially correlated.
2. Reject HO if critical value for autocorrelation test is less than 0.05 that

indicates the error term is serially independent.

3.4.3 Heteroscedasticity

It is the violation of Classical Assumption V, which states that the
observations of the error term are drawn from the distribution that has the constant
variance. Heteroscedasticity is important because OLS, when applied to
heteroscedatisity model, is no longer the minimum variance estimator. It can be
divided into pure and impure versions. Pure heteroscedasticity is caused by the error
term of the correctly specified equation, whereas the impure heteroscedasticity is

caused by specification error such as an omitted variable.

344 RAMSEY

It is the test to identify an incorrect Functional Form that can be defined as the
function that bias and poorly fitted as well as having the inconsistency. The bad thing
is, it can lead to difficult interpretation.
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4.1

CHAPTER FOUR
FINDINGS AND DISCUSSION

Introduction

This chapter will discuss the finding of the study after the process of data entry
through E-views8 statistical tools. The results are then analyzed and it shows the
relationship between the dependent and independent variables of the study. A
summary about findings and results obtained will be presented at the end of this

chapter.

4.2 Descriptive Analysis

DPR ROA CR MBV DY FIRM_SIZE
Mean 46.94357 | 13.41241 | 3.217/778 | 6.068102 | 4.234024 | 8.411782
Median 42.95000 | 10.07000 | 2.540000 | 6.666667 | 4.190000 | 8.312857
Maximum 99.99000 | 94.92000 | 18.55000 | 1459184 | 15.49000 | 10.34095
Minimum 0.000000 | -7.900000 | 0.560000 | -62.27273 | 0.000000 | 7.287465
Std. Dev. 29.41556 | 12.73399 | 2.679341 | 13.62169 | 2.548370 | 0.499805
Skewness 0.230632 | 2.962275 | 2.760051 | 2.238947 | 0.791600 | 1.232333
Kurtosis 1.873972 | 14.72359 | 11.79922 | 39.91234 | 4.878005 | 5.293081
Jarque-Bera 20.54476 | 2394.032 | 1497.083 | 19183.19 | 83.71383 | 157.2426
Probability 0.000035 | 0.000000 | 0.000000 | 0.000000 | 0.000000 | 0.000000

Table 1: Descriptive analysis

Table above shows the descriptive status for the variables used in this study.
Based on the result that had been computed, the highest mean is the DPR that
represent 46.94357 rather than the lowest mean represents by CR with the value of
3.217778. In addition, we also analyse the median value on the analysis. The highest
median value comes from the DPR with value of 42.95000 and the lowest median
value by CR with 2.540000. Next, maximum value is observed and it stated that the
highest maximum value is MBV with the value of 145.9184. The lowest maximum
value is FIRM SIZE with 10.34095. On the other hand, the highest minimum value is
FIRM SIZE represented by 7.287465. The lowest minimum value is MBV with the
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value of -62.27273. Then, standard deviation of each variable had been analysed. It
shows that the highest standard deviation is represented by DPR with the value of
29.41556, and FIRM SIZE represented the lowest standard deviation of 0.499805.

Next, skewness also had been analysed. It shows that the highest skewness
represented by ROA with the value of 2.962275 and 0.230632 of DPR represented the
lowest skewness value. Meanwhile, the highest kurtosis value is MBV with the value
of 39.91234 and the lowest kurtosis value is represented by 1.873972 of DPR. In
addition, the Jarque-Bera values also need to be observed too. All the probability is
0.000000, except for DPR which is 0.000035. It shows that all the value is lower than
5% significance level. Thus, it indicates that we need to reject the null and therefore
the conclusion is that the error term is not normally distributed.

4.3 Covariance-Correlation Analysis

Correlation with Probability
DPR
ROA 0.403383 0.0000
CR 0.107961 0.0490
MBV -0.266275 0.0000
DY 0.620516 0.0000
FIRM SIZE 0.141385 0.0098

Table 2: Covariance-Correlation analysis

Covariance analysis matrix is needed to recognize either variable have any
correlation or linear relationship between the dependent. Covariance analysis is the
second step to be performed for all stationary data. The purpose is to observe if there
any correlation between the variables used.

As can be seen on the table above, the results represented that the probability
value of ROA, CR, MBV, DY and FIRM SIZE are below 5% significance level
which are 0.0000, 0.0490, 0.0000, 0.0000 and 0.0098 respectively. Thus, it shows that
the null hypothesis is rejected and there are positive correlations between ROA, CR,
DY and FIRM SIZE toward dividend payout ratio. However, MBV shows the

negative correlation towards dividend payout ratio.
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4.4 Regression Analysis

Variable Coefficient Std. Error t-Statistic  Prob.

C -52.16478  20.42334 -2.554175 0.0111

ROA 0.601672 0.095075 6.328392  0.0000

CR 0.036413 0.448883 0.081119 0.9354

MBV -0.326860 0.085795 -3.809774  0.0002

DY 6.362279 0.485413 13.10695 0.0000

FIRM_SIZE 7.842177 2.404367 3.261639 0.0012

R-squared 0.506588 Durbin-Watson stat ~ 1.203418
Adjusted R-squared  0.499043
F-statistic 67.14630

Prob(F-statistic) 0.000000

Table 3: Regression analysis

Yi=a+ B1X1i+ p2X2i +B3X3i +B4X4i +
Yi is the dependent variable (DPR), Bi is the coefficient measuring the change in DPR
for a change in selected variables that have been chosen factor, i is error term. In this
study the variables following factors are used as:
X1 = Probability (ROA)
X2 = Liquidity (CR)
X3 = Market to Book Value
X4 = Dividend Yield

X5 = Firm Size

Yi = -52.16478 + 0.601672ROA + 0.036413CR — 0.326860MBV + 6.362279DY +

7.842177FS
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The regression analysis used to test the overall fitness of the model. The
results of the regression analysis showed that the Adjusted R-squared value is
0.499043, which indicate that the variation of DPR is about 49.9043% explained by
the variation of the independent variables in the model. This result shows that the
independent variables were average predictors of the dependent variable (DPR). The
model is therefore a predictor of how ROA, CR, MBV, DY and FIRM SIZE affected
the dividend payout of Malaysian consumer industry listed in Kuala Lumpur Stock
Exchange (KLSE).

From the analysis above, it shows that the F-stat value is 67.14630. Then the
probability of F-stat is 0.000000. Hence, we can reject the null hypothesis at 5% level
of significance and it can be concluded that at least one of the independent variables

can be predicting the dependent variable.

Then, the probability for each variable need to be observe. From the
observation, we found that the probability of current ratio (CR) is 0.9354 which is
higher than the 5% significance level. Hence, the researcher failed to reject the null

hypothesis.

On the other hand, the probability of ROA, MBV, DY and FIRM SIZE are
0.0000, 0.0002, 0.0000 and 0.0012 respectively. All of the probability values are less
than 5% significance level that leads to success in rejecting the null. Therefore, all 4
variables should be retained in the model.

Apart from all 4 significance variables that should retained in the model, MBV
shows the negative relationship towards DPR. However, the other three variables
which are ROA, DY and FIRM SIZE show the positive relationship toward DPR.

ROA is a significant factor that affected dividend payout ratio as indicated by
the regression analysis. The P value for ROA is 0.0000% depicting that it was highly
significant. This means that if the ROA increase by 1 unit, dividend payout ratio will
increase by 0.601672 units.

MBYV is also a significant factor that affected dividend payout ratio as shown
by P value of 0.0002%, but in negative relationship. This shows that if MBV increase
in 1 unit, dividend payout ratio will reduce by 0.326860 units.
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Next, DY also positively significant affects dividend payout ratio. It shows by
the strong P value of 0.0000%. Hence, if DY increase by 1 unit, dividend payout ratio
will increase by 6.362279 units.

FIRM SIZE also shows the positive significant that affects the dividend
payout ratio by resulting strong P value of 0.0012%. This indicates that if FIRM SIZE

increase by 1 unit, dividend payout ratio will increase by 7.842177 units.

4.5 Normality Test

Normality test is a test use to determine whether error term is normally
distributed. It focused on the p-value of Jarque-Bera statistic. If the p-value of Jarque-
Bera is greater than five percent significance level, this indicates that we fail to reject
the null hypothesis and can conclude that the error term is normally distributed. The

hypotheses for this normality test are as follow:
Ho: Error term is normally distributed.

H1: Error term is not normally distributed.

50
Series: Standardized Residuals
7 Sample 2007 2015
40 | Obsenations 333
Mean 1.30e-14
30 | Median -3.828586
- Maximum 68.91449
— Minimum -71.49475
20 | . Std. Dev. 20.66247
Skewness 0.685783
Kurtosis 4.141308
10 |
Jarque-Bera  44.17492
<l7 Probability 0.000000
0 z—\ . | I | ’—'—‘

T T 1 T T I \ \ U
-70 -60 -50 -40 -30 -20 -10 O 10 20 30 40 50 60 70

Figure 2: Normality test

The figure above shows the result of Jarque-Bera and its p-value. From the
statistic obtained Jarque-Bera is at 44.17492 and the corresponding p-value is

0.000000. Since p-value is less than 5% level of significance, we need to reject the
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null and can be concluded that the error term is not normally distributed which not

fulfils the assumption of a good regression.
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CHAPTER FIVE
CONCLUSION AND RECOMMENDATION

5.1 Introduction

The objective of this chapter is to discuss more about the result that has been
derived from the analysis of findings. This chapter also provides the recommendations

as the guidelines for the other researchers who might interest on this particular topic.

5.2 Summary of Research Result
After run all the tests, it can be summarized that not all the expected hypothesis will
come out the same as the tests’ result. It may be the same, and vice versa.

HO: Probability has a negative effect on the dividend payout.

HA(1): Probability has a positive effect on the dividend payout.

Firstly, as for the profitability (ROA), the null hypothesis statement state that
probability has negative effect on the dividend payout. However, after the result come out, it
shows the difference. It state that need to accept the alternate hypothesis and reject null
hypothesis. This is because profitability (ROA) has positive relationship with dividend

payout ratio.

HO: Liquidity has the negative relationship towards dividend payout.

HA(2): Liquidity has the positive relationship towards dividend payout.

In addition, liquidity that used current ratio (CR) as the proxy also didn’t come out the
same result as the hypothesis. The result shows that CR has positive relationship towards
dividend payout ratio. Hence, it refers to accepting the alternate hypothesis and rejects the

null hypothesis.
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HO: Market to book value has positive effect on the DPR.

HA(3): Market to book value has negative effect on the DPR

On the other hand, as for market to book value (MBYV), the null hypothesis state that
MBV has positive effects on dividend payout ratio. However, the results tell the other
opinion. It state that MBV has negative effect on dividend payout ratio. Hence, it can be

conclude that we need to accept the alternate hypothesis and reject the null hypothesis.

HO: Dividend yield has positive effect on the dividend payout.

HA(4): Dividend yield has negative effect on the dividend payout.

One of the independent variables that affect the dividend payout is dividend yield.
The hypothesis had been made to estimate the relationship between dividend yield and
dividend payout ratio. The null hypothesis state that dividend yield has positive effect on
dividend payout and vice versa. Based on the result of all the tests, it shows that the null
hypothesis needs to be accepted and reject the alternate hypothesis. This is because the result

recorded that dividend yield has positive effect on dividend payout ratio.

HO: Firm size has positive relationship towards DPR

HA(5): Firm size has negative relationship towards DPR.

The expected result for firm size is it will show positive relationship towards dividend
payout ratio. Hence, the alternate hypothesis state that firm size will have negative
relationship towards dividend payout ratio. In the nutshell, after all the tests tested, it is
proved that firm size has positive relationship towards dividend payout ratio. The null

hypothesis had been accepted and rejected the alternate hypothesis.
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5.3 Conclusion

The aim of this study is to find out whether there is significant relationship
between the dependent variable which is dividend payout ratio (DPR) and the
independent variables which are profitability (ROA), liquidity (CR), market to book
value (MBV), dividend yield (DY) and firm size (FIRM SIZE). This study had used
multiple linear regressions with panel data. Based on the summary of results, it shows
that only the liquidity that represented by current ratio (CR) did not has significant
relationship towards DPR. Otherwise, profitability (ROA), MBV, DY and FIRM
SIZE show the significant relationship with DPR. In addition, only MBV that shows
the negative relationship with DPR, but the others show the positive relationship with
DPR.

According to Rafique (2012), it is recorded that the result from the report
stated that there is insignificant relationship of the profitability towards the dividend
payout in Pakistan. The researcher concluded that profitability didn’t affect dividend
policy matters in Pakistan. However, from this test, it shows that ROA is positively
significant towards dividend payout ratio. As a significant effect, it says that when
company earns well, it can decide to offer higher dividend to shareholders who are the
actual owner of the company (S. Ahmed & Murtaza, 2015). It is totally contra with
the result that had been gain from Pakistan. This result also been supported by the
research from the other researchers from Pakistan. Malik et al.( 2013) also found that
ROA is positively related towards DPR. Same goes with the result from Ghana
(Amidu & Abor, 2003). Other test that had been run at the UAE companies shows the
other result. Mehta (2012) stated that ROA is negatively correlated with dividend
payout ratio. Other than ROA, the researcher also uses ROE and EPS as the proxy of
profitability to run the test. In addition, the researcher rejected the hypothesis that
profitability affects dividend decisions. John & Muthusamy (2010) also found the
same result as Mehta. They stated that firm’s with high profits will likely to pay

dividends, while companies that didn’t retain the profits will pay lesser dividends.

On the other hand, from the test above it can be conclude that apart from the
total of 5 independent variables used; only liquidity (CR) shows the insignificance

relationship towards the dividend payout. It is different with the other researchers.
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John & Muthusamy (2010) found that liquidity has the negative relationship towards
dividend payout ratio. They found that higher level of liquidity is needed by the firms
that suffered high level of debt in order to allow them to make payments. In order to
increase the liquidity, the firms need to reduce the dividend payments. This to avoid
more cash paid to investors will reduce the cash on hand of the firms. Naceur, Soied,
& Balanes (2006) also found the same result for liquidity. On the other hand, Ahmed
& Javid (2012) explained that the positive relationship between liquidity and dividend
payout ratio. They said that firms with more market liquidity will pay more dividends.

From the study we can see that market to book value has the significant
relationship towards the dividend payout. However, the relationship is negatively
significant, with the probability of 0.0000 and the correlation of -2.66275. The result
had been supported by John & Muthusamy (2010), Ahmed & Javid (2012) and Amidu
& Abor (2003) with their result show that MBV is negatively correlated with dividend
payout. They explained that the firms with more market to book value will pay less

dividends.

According to Ahmed & Javid (2012), dividend yield has a positive and highly
significant relationship with dividend payout ratio. They conduct the research in
Pakistan, using Karachi Stock Exchange. Same goes with this research. It found that
dividend yield is positively correlated with dividend payout with the probability of
0.0000 and the correlated of 0.620516.

Last but not least, firm size shows the positive significant relationship towards
dividend payout. The result also been supported by many researchers. Firm size was
found to be variable having significant impact on dividend payout (Rafique, 2012).
According to Rafique (2012), increasing in the assets of the company that represent
the firm size, it will give the implication for the shareholders. They will expect the
larger dividend payout announcement. Mehta (2012) that conduct the research from
the UAE companies also found the same result. It said that it can be conclude that the
larger size firms pay out more dividends as compared to firms with smaller sizes. It
also stated that size of firms act as an important factor in deciding the dividend policy
by UAE companies. Size is next independent variable having significantly positive
relationship with dividend behaviour (Malik et al., 2013). However, there are also

researchers that found the different result. For example, Ahmed & Javid (2012) found
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that size is a negative and significant relationship towards dividend payout. They said
that large-sized firms will invest in their assets rather spend their money in order to
pay dividends to its shareholders. In addition, large-sized firms want to less rely on
external funding and focus on using the retained earnings in their operation. Their
result also had been agreed by Naceur et al. (2006).

5.4 Recommendations

This study had given an overview about the relation of the five selected
independent variables which are profitability that represented by ROA, liquidity that
make CR as the proxy, market to book value, dividend yield, and firm size towards the
dividend payout ratio. Therefore, from the analysis conducted, hopefully it can be used
to help the investors making the right decision in order to invest their precious money
on selected companies. There are several issues for the investigation to get the
substantial results. Therefore, there are a few recommendations that can be considered

for the next research:

5.4.1 Add more variables

As can be observed from the study, there are a lot of financial ratios variables
need to be considered such as leverage, risk EPS and many more. The other variables
such as corporate tax, the growth of the company, ownership structure and investment
opportunities also can be considered. Presence of these variables would provide the

researcher a broader comprehensive and more reliable result.

5.4.2 Make comparison with other countries

Instead of only focusing on one country, why should not the future researchers
include the other countries? This can broaden their research. They can compare the
result from different countries and can see whether all the chosen variables indicate

the same result for all countries or vice versa.

29



5.4.3 Have more comprehensive test

In Malaysia, is difficult to find journals that related with the research topics.
Even though there are some journals that relates with the topic, but the content of the
journals are most likely the same. Thus, we cannot widen our knowledge that burdens
us in finishing this study with lack of references. Thus, future researchers are advice
to have more comprehensive test for consistency and reliability. Some of the tests that
can be considered are Johansen Co-integration test, Granger Causality test, Variance

Decomposition and Impulse Response Function

5.4.4 Use different data structure

As we know, there are several types of data structure. Thus, with the usage of
other types of data structure, it enables the researcher especially future researchers to
experience or having different point of view on their exploration towards the study.
Hence, they can compare with the existing studies for the purpose of knowledge
expansion. Furthermore, various frequency sets of data are needed in order to test the
consistency of the findings as well as to improve the reliability of the study. For
example, by using various set of data frequency such as daily, weekly, quarterly, and

annually.
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APPENDICES

1.1 List of Sample

NO COMPANY

1 ACOUSTECH BERHAD

2 APEX HEALTHCARE BERHAD

3 APOLLO FOOD HOLDINGS BERHAD

4 ASIA FILE CORP BHD

5 BRITISH AMERICAN TOBACCO (MALAYSIA) BERHAD
6 BONIA CORPORATION BHD

7 CARLSBERG BREWERY MALAYSIA BERHAD
8 CCM DUOPHARMA BIOTECH BERHAD

9 COCOALAND HOLDINGS BERHAD

10 CLASSIC SCENIC BERHAD

11 DUTCH LADY MILK INDUSTRIES (M) BHD
12 ENG KAH CORPORATION BERHAD

13 FRASER & NEAVE HOLDINGS BHD

14 FORMOSA PROSONIC INDUSTRIES BERHAD
15 HONG LEONG INDUSTRIES BHD

16 KAWAN FOOD BERHAD

17 KHIND HOLDINGS BERHAD

18 LATITUDE TREE HOLDINGS BERHAD

19 MAGNI-TECH INDUSTRIES BERHAD

20 MALAYAN FLOUR MILLS BHD

21 NESTLE (MALAYSIA) BERHAD

22 NEW HOONG FATT HOLDINGS BERHAD

23 NTPM HOLDINGS BERHAD

24 ORIENTAL HOLDINGS BERHAD

25 PADINI HOLDINGS BERHAD

26 PANASONIC MANUFACTURING MALAYSIA BERHAD
27 PAOS HOLDINGS BERHAD

28 PENSONIC HOLDINGS BHD

29 POH KONG HOLDINGS BERHAD

30 POH HUAT RESOURCES HOLDINGS BERHAD
31 PPB GROUP BERHAD

32 TEK SENG HOLDINGS BERHAD

33 TOMEI CONSOLIDATED BERHAD

34 UPA CORPORATION BERHAD

35 WANG-ZHENG BHD

36 Y.S.P. SOUTHEAST ASIA HOLDING BERHAD
37 ZHULIAN CORPORATION BERHAD
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1.2 Tests

1. DESCRIPTIVE ANALYSIS

DPR ROA CR MBV DY FIRM_SIZE
Mean 46.94357 13.41241 3.217778 6.068102 4.234024 8.411782
Median 4295000 10.07000 2.540000 6.666667  4.190000  8.312857
Maximum 99.99000  94.92000 18.55000  145.9184  15.49000  10.34095
Minimum 0.000000 -7.900000 0.560000 -62.27273  0.000000  7.287465
Std. Dev. 29.41556  12.73399  2.679341  13.62169  2.548370  0.499805
Skewness 0.230632  2.962275 2.760051  2.238947  0.791600  1.232333
Kurtosis 1.873972 14.72359 11.79922  39.91234  4.878005  5.293081
Jarque-Bera 20.54476  2394.032 1497.083  19183.19  83.71383  157.2426
Probability 0.000035  0.000000  0.000000  0.000000  0.000000  0.000000
Sum 15632.21  4466.332 1071.520  2020.678 1409.930 2801.123
Sum Sq. Dev. 2872714  53835.26  2383.384  61602.72  2156.071  82.93518
Observations 333 333 333 333 333 333
2. COVARIANCE-CORRELATION MATRIX
Covariance Analysis: Ordinary
Date: 06/02/17 Time: 21:30
Sample: 2007 2015
Included observations: 333
Correlation
t-Statistic
Probability DPR ROA CR MBV DY FIRM_SIZE
DPR 1.000000
ROA 0.403383 1.000000
8.020398  --—---
0.0000 -
CR 0.107961 -0.068718  1.000000
1.975730 -1.253179 -
0.0490 0.2110 -
MBV -0.266275 -0.048371 -0.032851 1.000000
-5.025899 -0.881067 -0.597986 @ -----
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0.0000 0.3789 05503 -
DY 0.620516  0.187640  0.256207 -0.201094  1.000000
1439606  3.475542  4.822234 -3.734873 = -----
0.0000 0.0006 0.0000 0.0002 -
FIRM_SIZE 0.141385  0.243166 -0.177466  0.064798 -0.081283  1.000000
2.598383 4560916 -3.280778  1.181378 -1.483717 = -----
0.0098 0.0000 0.0011 0.2383 0.1388  -----
3. REGRESSION ANALYSIS
Dependent Variable: DPR
Method: Panel Least Squares
Date: 05/31/17 Time: 23:12
Sample: 2007 2015
Periods included: 9
Cross-sections included: 37
Total panel (balanced) observations: 333
Variable Coefficient Std. Error  t-Statistic ~ Prob.
C -52.16478 20.42334 -2.554175 0.0111
ROA 0.601672 0.095075 6.328392  0.0000
CR 0.036413 0.448883 0.081119 0.9354
MBV -0.326860 0.085795 -3.809774  0.0002
DY 6.362279 0.485413 13.10695 0.0000
FIRM_SIZE 7.842177 2.404367 3.261639 0.0012
R-squared 0.506588 Mean dependent var  46.94357
Adjusted R-squared  0.499043 S.D. dependentvar  29.41556
S.E. of regression 20.81984 Akaike info criterion 8.927544
Sum squared resid 141743.3 Schwarz criterion 8.996159
Log likelihood -1480.436 Hannan-Quinn criter.  8.954904
F-statistic 67.14630 Durbin-Watson stat  1.203418
Prob(F-statistic) 0.000000
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4. NORMALITY TEST
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Series: Standardized Residuals

Sample 2007 2015
Observations 333

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

Jarque-Bera
Probability

1.30e-14

-3.828586

68.91449

-71.49475

20.66247
0.685783
4.141308

44.17492
0.000000




1.3 Clean Data
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