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Abstract  
This study is purposed for clarifying the relationship between dividend policy and share 
price volatility for companies listed in Bursa Malaysia. Several control variables, namely 
firm size, debt level, earnings volatility and asset growth, are added in this study in 
addition to the basic measures of dividend yield and dividend payout. This study is based 
on the five journals chosen from Google Scholar and Emerald Insight over a period of 
five years (2012-2016). This empirical result portrayed that share prices of Malaysian 
firms had experienced higher volatility than Nigeria and Pakistani firms due to the 
differences from economic conditions and business environments in which the stock 
market located with different time. This study has portrayed dividend yield, dividend 
payout and firm size are significant inversely to share price volatility. Earning volatility 
and debt level has a significant positive association with price volatility. There is no 
significant linkage between asset growth and price volatility in the Malaysian market. 
Based on this study, the result advocates for the effects of the duration, rate of return, 
pricing arbitrage and information. This study also proposes that dividend yield and firm 
size has a greater effect on Malaysian share price volatility. Overall, this study concluded 
that dividend policy will affect the share price movement and is in line with Dividend 
Relevance Theory.  
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Introduction 

Dividend policy refers to a policy of the firm to distribute earnings to its shareholders according to 
their holdings portion in the firm as a dividend or retained earnings for reinvestment (Oliver et al., 
2016). Generally, investment decision, dividend decision, and, financing decision are the three 
interdependent financial decisions affecting the firms’ value. The investment decision of a firm will 
identify its future earnings and dividend, whereas dividend policy affects its capital structure and so 
affects the cost of capital. This interrelated relationship ultimately indicates that dividend decision is 
vital for the maximization of the firm market value and shareholder wealth as the return of 
investments. Clearly, this dividend policy is a significant financial indicator of the firm to determine 
the number of dividend payments and retained earnings for reinvesting in new projects. It is the way 
of assessing the cash generative of the firm for investors and the amount of retained earnings 
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available for investment in future projects by firms. Moreover, the decision about dividend policy is 
complex. Every firm operating in a different industry follows the different dividend policy. Thus, 
managers also have to concentrate on the impact of their dividend decision on stock’s price instead 
of concentrating only on the earnings of firms required for investment (Ilaboya and Aggreh, 2013).  

On the other hand, the share price volatility is perceived as a measure of systematic risk 
exposed by investor and the rate of change in the share price. (Hussainey, et al., 2011). If a share 
is highly volatile, it increases its riskiness of investments that might influence the valuation of 
the firm and desirability to investors in the long run (Nazir et al., 2012). This causes investors 
hard to estimate the future share price which is highly volatile. Over the past 50 years, theorists 
have debated on the dividend policy and its effect on the firm value. It is one of the most prominent 
yet puzzling theories in the finance literature today. There is no agreement among theorists about the 
issue yet.  

Miller and Modigliani (1961) argued that the dividend decision is irrelevant to the firm’s value 
in the perfect market without taxes and market transaction costs. However, several empirical types 
of research have demonstrated a positive relationship between dividend policy and share price 
volatility (Allen and Rachim, 1996; Akbar and Baig, 2010; Al-Hasan et al., 2013). They criticised 
how dividend policy influences a firm’s value and how managers should make dividend policy 
decisions. Corresponding to this, several econometric tools are now designed to assist firms to 
analyse and formulate the best dividend policy. Multiple regression model is usually applied to verify 
for or against the validity of dividend policy on share price volatility in the developed market now 
by relating share price volatility with dividend yield and dividend payout ratio that is the major 
measures of dividend policy (Habib et al., 2012). Firm size, debt level, earning ratio, asset growth 
are also included in the model as certain factors that influence both dividend policy and stock price 
volatility in response to Baskin’s study (1989). 

Certain prominent variables may be also considered by firms when designing their respective 
dividend policies such as the managerial behaviour, profitability of firms and etc. Khan (2012) 
indicated that the dividend decision is influenced by managerial behaviour in the United State. In 
their study, they found some profitable firms do not pay a dividend and less profitable firms pay 
dividends. In response to this, dividend-paying firms are commonly larger in size and profitability if 
compared to non-dividend paying firms. Few et al.’s research (2008), they found Malaysian dividend 
paying firms are more profitable and less risky if compared to Malaysian non-dividend paying firms. 
Besides, they found dividend-paying firms remain pay dividends even if they are not earning profits. 

The findings are inconsistent albeit several studies have examined the relationship between 
share price volatility and dividend policy over the times (Sew et al. 2015; Al- Hasan, 2013; Zakaria 
et al., 2012; Hashemijoo, et al., 2012). Additionally, past researches on this issue are mostly 
concentrated in developed countries and their findings are inconsistent. A study in Australia reported 
a positive relation between stock price volatility, earnings volatility and leverage, but a significant 
negative relation with pay-out ratio (Allen and Rachim, 1996). In contrast, a study in the USA found 
a negative relation between stock price volatility and dividend yield (Baskin, 1986).  

There is no standardised policy for governing dividend payments or firm theory to determine 
the effect of dividend policy on the share price volatility in Malaysia. There were only two studies 
have been conducted on this issue. The study by Hashemijoo et al. (2012) proved a negative 
relationship between share price volatility and dividend policy, stressing on consumer product 
companies over a period of five years (2015-2010). Another study conducted by Zakaria et al. (2012) 
proved that dividend payout ratio significantly influenced the changes in share price, emphasizing 
Malaysian construction and material companies.  
 

Literature Review 
Theoretical Review 
Miller and Modiglani (1961) proposed that dividend policy is irrelevant in determining the firms’ 
value in the perfect market without taxes and transaction costs.  The dividend policy does not affect 
the share prices and shareholders’ wealth rather than the split of income between dividend and 
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retained earnings. Instead, the valuation of firms is merely subjected to their basic earnings or 
investment risk. They assume that no agency problem incurred as the information about the market 
is available to investors and managers, thereby share prices are fairly priced. This theory is supported 
by several theorists in their past researches providing strong evidence on it (Black and Scholes, 1974; 
Chen et al., 2002; Adefila et al., 2004; Uddin and Chowdhury, 2005; Adesola and Okwong, 2009). 
Gordon (1963) deemed that dividend policy is relevant in determining firms’ value in the context of 
uncertainty. Correspondingly, the dividend policy will affect the firms’ value and the shares price 
even in the efficient stock market.  

Dividends are valued in a different way from retained earnings by investors and they are more 
prefer to dividends rather than capital gains. This results from today’s cash dividend are more 
valuable and less risky than the uncertain future capital gains. He revealed that a large amount of 
dividend payment minimizes risk and thereby influence share price. In his discussion, the share price 
may be more sensitive to changing of return on asset. a firm with low payout and low dividend yield 
may experience price stability unless the estimated investment opportunities are favourable than the 
estimated on return. This theory is supported by several theorists in their past researches providing 
strong evidence on it (Bhattacharya, 1979; Dong et al., 2005; Maditinos et al., 2007; Al-Hasan et al., 
2013). However, According to that changes in share price is not dependent only on dividend yield 
(Kenyoru et al., 2013). 

This theory indicates that the dividend policy is a tool of signalling the future prospects and 
releasing quality message of the firms to investors at a lower cost (Bhattacharya 1979; Al-Malkawi, 
2007). The hiking up of the firm’s dividend reflects its strong financial and future prospects due to 
its increased earnings. Hence, investors with imperfect information about firms generally view 
dividend payments as valuable private information for investment (Joshua et al., 2010). This, in turn, 
results in a rise in the firms’ share prices with the increasing demand for their shares (Zakaria et al., 
2012). Dividends are paid even if its availability for grabbing future investment opportunities. 
According to the study by Brickley (1983), dividend payments on regular and special occasional 
periods convey a particular warning to shareholders. This results from special dividend payments are 
not repeated and hence investors can use such information as hedged about the firms’ future earnings. 
Hence, it affects the way of valuing a firm by investors and managers in the stock market. Several 
study results had stood for the dividend signalling theory. Habib et al., (2012), Nazir et al., (2012), 
Jecheche (2012) and Ramadan (2013) evidenced stock prices response to dividend payments and 
increased the dividend in the Cyprus, Pakistan, Zimbabwe and Jordanian stock market respectively. 
Hence, they concluded that dividend policy is considered as a prominent indicator for identifying the 
share prices. 
 
Dividend Policy versus Share Price Volatility 
Generally, dividend yield and dividend payout ratio are the measures of dividend policy and inversely 
proportional to share price volatility. However, the difficulty in a number of studies examined the 
issue had pushed Baskin advanced the fundamental models that link dividend and risk of share. These 
are the effect of duration, the rate of return, the arbitrage pricing and the informational. Baskin (1989) 
suggested insert the control variables include earning volatility, firm size, asset growth and debt in 
examining the issue and it would be suggestive of the arbitrage or information effect (Alonso et al, 
2005). His finding revealed that debt shows the absence of growth opportunities for firms and thus it 
is negatively related to firm value.  

On the other hand, since growth opportunity is absent in downtime, managers will decrease in 
investment and cautiously pay a dividend to shareholders to maintain low debt level. As such the 
firm value is increased with the underinvestment (Rahim et al., 2010). Moreover, the share price of 
a smaller firm will be highly volatile due to less diversified, have less public information and high 
liquidity of shares if compared to large firms. Additionally, the dividend is less likely to be distributed 
to shareholders of small firms with more intangible assets. Hence, firm size is considered the variable 
that influences the dividend payment (Aivazian et al., 2006). Other than that, firms which are highly 
profitable and possess stable earnings are highly free in cash flow and afford to pay more dividend 
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(Ahmed and Javid, 2009). However, Skinner (2008) revealed there is a weak association between 
earnings and dividends.   

A study by Mohammad and Nassir (1993) supported the aforesaid suggestion of Baskin. 
During the financial downtime from 1975 to 1990, the Malaysian stock market experienced the 
overwhelm share price volatility at 65.37 per cent. The 23 per cent of the volatility was affected by 
mixes of dividend yield, payout ratio, debt, assets growth and firm size. Firms which experienced 
high volatility are found facing with high debt level or asset growth. The aforesaid effects of 
arbitrage, duration, and informational are evidenced by Nazir et al. (2010) who revealed the share 
price volatility in Pakistan stock market is significantly influenced by dividend payout ratio and 
dividend yield, negative insignificantly related to size and debt level. This is similar to the finding 
from Asamoah (2010) in the Ghana stock market, except the size positively effects on stock price 
volatility. Ramadan (2013) affirmed duration effect is related to in controlling the share price in the 
Jordanian market whereas Jecheche (2012) supported the arbitrage pricing effect in the Zimbabwe 
market. 

Methodology 
This study is based on secondary data. All secondary data were obtained from Google Scholar and 
Emerald Insight. We have searched for papers written on the topic “Dividend Policy and Share 
Price”, within the eight years period (2008-2016). The initial search resulted in a total number of 23 
papers investigating dividend policy and its impact on share price volatility. However, we have 
selected papers on Malaysian context for the literature review paper. Only seven papers were found 
in the Malaysian context. Brief description of the papers is provided in Table 1. A comparative 
analysis is used to examine the association between dividend policy and share price volatility. It 
presents the information gathered from journals in a clear way. In response to the suggestions by 
Baskin (1989), several control variables such as firm size, earnings volatility and asset growth are 
considered in this study in addition to the basic measures of dividend yield and dividend payout ratio. 
 
 
 

No Author and Date Title Findings 
1 Few, Mutalip, 

Shahrin and 
Othman (2008) 

Dividend Policy: Evidence 
from Public Listed Companies 
in Malaysia 

Profitability positively influence dividend 
payout ratio 

2 Foong, Zakaria, 
and Tan (2007). 

Firm Performance and 
Dividend-Related Factors: The 
Case of Malaysia 

The statistical result from annually cross-
sectional regression shows weak evidence to 
support the significant role of dividend yield 
and dividend stability in explaining firm stock 
returns. 

3 Hashemijoo, 
Aref and Nejat 
(2012) 

The Impact of Dividend Policy 
on Share Price Volatility in the 
Malaysian Stock Market 

The empirical results of this study showed a 
significant negative relationship between 
share price volatility with two main 
measurements of dividend policy which are 
dividend yield and dividend payout. 

4 Joshua, Godfred 
and Bokpin 
(2010) 

Investment opportunities, 
corporate finance, and dividend 
payout policy: Evidence from 
emerging markets 

A significantly  
the negative relationship between investment 
opportunity set and dividend payout policy is  
found.  

5 Zakaria, 
Muhammad and 
Zulkifli (2012). 

The Impact of Dividend Policy 
on the Share Price Volatility: 
Malaysian Construction and 
Material Companies 

Dividend yield, investment growth and 
earnings volatility insignificantly influence the 
changes in the company’s share prices. 

6 Ardestani, Rasid, 
and Mehri (2013) 

Dividend payout policy, 
investment opportunity set and 
corporate financing in the 

Profitability and risk play a significant role in 
determining dividend policy in the industrial 
products sector of Malaysia. 
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industrial products sector of 
Malaysia 

7 Lee, Isa & Lim 
(2012) 

Dividend Changes And Future 
Profitability: Evidence From 
Malaysia 

The paper finds weak evidence that the size of 
dividend changes is related to future 
profitability. 

 
Table 1: Past studies on the impact of dividend policy on the share price in Malaysia 

 
Findings 

Dividend Yield, Dividend Pay-out and Share Price Volatility 
This study has concluded that the relationship between dividend yield and dividend payout is 
significant inversely to share price movements in the Malaysian stock market.  It means that the 
lower the dividend yield and dividend payout ratio, the higher the changes in the stock (Ardestani, 
Rasid, and Mehri, 2013, Foong et al., 2007; Ilaboya and Aggreh, 2013). This suggests that the 
managers should modify their dividend policy over time in an attempt to minimize changes in the 
dividend yield and pay-out, pushing the share price to a higher level. Eventually, it maximizes 
shareholder wealth whilst maximize firm value.  

This finding supports several studies in the Malaysian and international stock market. 
Corresponding to the studies focusing on Malaysian consumer product companies and the whole 
Malaysian market, Hashemijoo et al (2012), Lee, Isa and Lim (2012) and Sew et al (2015) revealed 
that dividend yield and dividend pay-out were statistically significant in line with negatively related 
to sharing price volatility. This result is inconsistent with the study of Zakaria et al.’s (2012) who 
revealed dividend yield is insignificantly, but pay-out significantly influences the changes in the 
share prices for Malaysian construction and material firms.  

When contrasting to international studies, the aforesaid local findings are in line with some 
studies done internationally. These are the studies conducted in the Pakistani market by Al-Hasan et 
al. (2013) and Nazir et al. (2012), Kenya market by Kenyoru et al. (2013), UK market by Hussainey 
et al. (2011), and USA market by Baskin (1989). The inverse effect of dividend yield and dividend 
pay-out on the share price volatility concluded in these studies provide the strong advocate for the 
effect of duration, rate of return, arbitrage pricing and information (Hashemijoo et al., 2012). 

However, when comparing researches conducted in the international market, these local results 
are contrasted to researches focused in some countries. Ilaboya and Aggreh (2013), Habib et al. 
(2012), Suleman et al. (2011), Rahman (2011) revealed dividend yield is irrelevant, but dividend 
pay-out is relevant to the firms’ share prices movement. They definitely advocated for and opposed 
to past findings of Allen and Rachim (1996) and Baskin (1989) respectively. The result of the 
relationship between dividend yield, dividend payout and share price volatility in Malaysia is 
different from other developed markets. This may result from some capital market are inefficient and 
the effect of share price risk through dividend is ambiguous and unclear, for example of Bangladesh 
(Al-Hasan et al., 2013). Or, there are differences between economic conditions and business 
environments in which the stock market located (Habib et al., 2012). 
 
Firm Size and Share Price Volatility 
A significant inverse effect between firm size and price volatility exists in this study. It indicates the 
smaller the firm size, the higher the volatile in the share price. This finding coincides with local and 
international studies done by Sew et al. (2015), Ilaboya and Aggreh (2013), Hashemijoo et al. (2012), 
Habib et al. (2012), Hussainey et al. (2011) and Rashid and Rahman (2008). The Pakistani 
researchers obtained similar result aforesaid except the size is insignificant influences price volatility 
(Nazir et al., 2010). However, there is a local contradictory result for size and price volatility 
association that emphasized on construction and material industry is proposed by Zakaria et al. 
(2012). They found that firm size has a significant positive effect on price movement, which is similar 
to Allen and Rachim’s (1996) study. The Bangladesh researchers obtained a similar result to this 
except the size is non-significant for the association between stock price volatility and dividend after 
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controlling firm size (Rashid and Rahman, 2008). However, contradictory studies are also presented 
in some other countries where evidence of positive, but not significant, the relationship between stock 
price volatility and the dividend is found after controlling for earnings volatility, payout ratio, debt, 
firm size and growth in assets (Rashid and Rahman, 2008). On the other hand, firm size had been 
determined as the dominant variables affecting price volatility in the certain industry of countries 
among the other variables (Hashejimoo et al., 2012; Kashif, 2011). 
 
Earning volatility, Debt Level and Share Price Volatility 
Earning volatility and debt level has a significant positive relation to price volatility in the Malaysia 
market as the past researches. It implies that the higher the earnings volatility and debt level, the 
higher the price volatility. This is because of the higher the earnings volatility, the higher the firm 
risk. Similar studies presented in local and international market has been done by Hashemijoo et al. 
(2012), Sew et al. (2015) and Hussainey et al. (2011). These all are consistent with the findings from 
Allen and Rachim (1996) in the Australian market but it is inconsistent with the result of Habib et al. 
(2012) showed that share price is negatively affected by firm size and debt level. Hashemijoo et al. 
(2012) even showed that earnings volatility is more effective on price volatility after dividend yield. 
This result, however, is slightly different from the studies of Zakaria et al. (2012) and Nazir et al. 
(2010) which showed earning volatility has no relation to and does not affect the price volatility. 
They also revealed that the debt level is significant negative but does not affect the price volatility. 
 
Asset Growth and Share Price Volatility 
There is no significant positive association between asset growth and price volatility exists in the 
Malaysian market. It induces Malaysian share price will not change with the asset growth of firms. 
Such a result is in line with Sew et al. (2015), Zakaria et al. (2012), Rashid and Rahman (2008). In 
the context of the international market, Suleman et al. (2011) studied the price volatility has a 
significant negative relationship with asset growth, whilst Nazir et al. (2010) and Hussainey et al. 
(2011) revealed the price volatility has a significant positive relation with asset growth. 
 

Conclusion 
This study has clarified the relationship between dividend policy and share price volatility for 
companies listed in Bursa Malaysia. Several control variables, namely firm size, debt level, earnings 
volatility and asset growth, are considered in this study in addition to the basic measures of dividend 
yield and dividend payout ratio. This can provide a comprehensive view of the relationship in the 
whole Malaysian market. This study is based on the five journals chosen from Google Scholar and 
Emerald Insight over a period of five years (2012-2016). The empirical result portrayed that share 
prices of Malaysian firms had experienced higher volatility than Nigeria and Pakistani firms due to 
the differences from economic conditions and business environments in which the stock market 
located with different time. Both measures of dividend policy (dividend yield and dividend payout) 
and firm size are significant inversely to share price volatility. Based on this study, this result 
advocates for the effects of the duration, rate of return, pricing arbitrage and information. Moreover, 
earnings volatility and debt level have a significant positive association with price volatility. 
However, in the Malaysian market, there is no significant linkage between asset growth and price 
volatility. Hence, this study proposed that dividend yield and firm size has a greater effect on price 
volatility. This study concluded that dividend policy will affect the share price movement and is in 
line with Dividend Relevance Theory. Indeed, dividend policy can be utilized as a tool for controlling 
the share price volatility of a firm. Managers may reduce their share price volatility just by increasing 
their dividend yield and pay-out. This study is limited to a review of related literature on dividend 
policy and their impact on the share price. Therefore, primary evidence could not be provided. Future 
studies can be conducted in every single industry in Malaysia to investigate the different variables 
on dividend policy and share price volatility and to compare each industry in the entire Malaysian 
market. 
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