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ABSTRACT 

DETERMINANTS OF DIVIDEND POLICY IN ASEAN-5 

 

By 

Chong Boon Chiew 

 

This study provides evidence of dividend payout policy by ASEAN-5 

(Malaysia, Indonesia, Philippines, Singapore and Thailand) firms during the period 

from 2000-2009.  The number of listed firms paying dividends has declined 

significantly in recent years.  This might be due to the increasing number of non-

payers that includes former payers and firms that never paid during the study period.  

Nevertheless, upon applying the portfolio approach of Fama and French (2001), we 

find evidence that offers hints of a decline in the propensity to pay dividends in some 

of the sample countries, particularly among those firms that are at the margin for 

paying dividends.  From the univariate analysis, the evidence suggests that five 

fundamentals such as profitability, firm size, growth opportunities, leverage and 

earned equity are main factors in the decision to pay dividends among the ASEAN-5.  

The empirical result from the logit regression model shows that those firms paying 

dividends are larger, more profitable, have a substantially higher ratio of retained 

earnings to common shareholder equity and have less debt ratio as well as growth 

options than non-dividend-paying firms.  These results are in line with Fama and 

French (2001) and Eije and Megginson (2008).  To some extent, the empirical 

evidence does not concentrate on signaling theory for the propensity to pay dividend 

but strongly supports the life cycle theory from DeAngelo et al. (2006).  In addition, 



 

 

consistent with Lintner (1956), the study also shows that dividend policies in all 

countries exhibit stickiness characteristics.  However, there still exist several 

different characteristics of dividend payers and non-payers among the countries 

represented in the study.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

ABSTRAK 

PENENTU POLISI DIVIDEN DALAM ASEAN-5 

 

Oleh 

Chong Boon Chiew 

 

Kajian ini memberikan bukti mengenai dasar pembayaran dividen oleh firma 

di ASEAN-5 (Malaysia, Indonesia, Filipina, Singapura dan Thailand) dalam tempoh 

2000 hingga 2009.  Bilangan syarikat tersenarai yang membayar dividen telah 

menurun dengan ketara dalam tahun-tahun kebelakangan ini.  Ini mungkin 

disebabkan oleh peningkatan bilangan bukan pembayar yang termasuk bekas 

pembayar dan firma-firma yang tidak membayar dalam tempoh kajian.  Namun 

begitu, apabila menggunakan pendekatan portfolio Fama dan French (2001), kita 

mendapat bukti yang menawarkan petunjuk kemerosotan dalam kecenderungan 

untuk membayar dividen di sesetengah negara-negara sampel, terutamanya di 

kalangan firma yang berada pada margin untuk membayar dividen.  Daripada 

analisis univariat, bukti menunjukkan bahawa lima asas seperti keuntungan, saiz 

firma, peluang pertumbuhan, keumpilan dan memperoleh ekuiti adalah faktor utama 

dalam membuat keputusan untuk membayar dividen di ASEAN-5.  Keputusan 

empirik bagi model regresi logit menunjukkan bahawa firma yang membayar 

dividen adalah lebih besar, lebih menguntungkan, mempunyai nisbah yang lebih 

tinggi daripada pendapatan tersimpan kepada ekuiti pemegang saham biasa, dan 

mempunyai nisbah hutang serta pertumbuhan yang kurang berbanding dengan firma 

yang tidak membayar dividen.  Keputusan adalah selaras dengan kajian Fama dan 



 

 

French (2001) dan Eije dan Megginson (2008).  Bagi tahap tertentu, bukti empirik 

tidak menumpukan perhatian kepada isyarat teori kecenderungan untuk membayar 

dividen tetapi amat menyokong teori kitaran hidup DeAngelo et al. (2006).  Di 

samping itu, konsisten dengan Lintner (1956), kajian itu juga menunjukkan bahawa 

polisi dividen di semua negara mempamerkan ciri-ciri kelekitan.  Walau 

bagaimanapun, masih terdapat beberapa ciri yang berbeza bagi pembayar dividen 

dan bukan pembayar di kalangan negara-negara kajian.  
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CHAPTER ONE 

INTRODUCTION 

 

1.0 Background of the Research 

One of the most significant current discussions related to corporate finance is 

on dividends.  The effect of dividends on companies is an issue that has become 

increasingly difficult to ignore.  As stated by Baker (2009), “ the  dividend decision, 

as determined by a firm’s dividend policy, is the type of financing decision that 

affects the amount of earnings that a firm distributes to its shareholders versus the 

amount  that it retains and reinvests” (p. 3).  According to Lintner (1956), dividends 

are the important devices that have been used by investors to appraise the company’s 

performance for more than 60 years.  However, the theories and empirical evidences 

that had been revealed by previous literature on dividend payment over the past few 

decades remain unprecedented (Black, 1976). 

One major theoretical issue that has dominated the field for many years is 

concerned with the stickiness of dividend payment.  Dividends are sticky and the 

firms do not usually change their dividends very frequently as stated by Lintner 

(1956).  This means that firms are reluctant to cut dividends because of the fear that 

markets will penalize them.  In addition, they do not increase dividends unless they 

are sure to maintain these higher dividends.  Hence, the companies are consistently 

searching for an optimal dividend policy that strikes a balance between current 

dividends and future growth and also maximizes firm stock prices.  Dividend 

policies tend to be among the most stable and predictable elements of a company; 
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thus, a well-planned dividend policy could prevent unreliable dividend policy and 

preserve or even enhance stock prices.  Whereas, the dividend policy may change 

due to external conditions such as inflation rate, real production, oil prices and 

consumption (Kandir, 2008).  Furthermore, market condition is not static (in 

violation of the assumption of Miller & Modigliani, 1961); the expectations towards 

the changes in dividends may depend on the current market situation including 

factors such as market growth or industry’s performance. 

In a meanwhile, it is important to know the dividend trends for the global 

stock markets. Nowadays global stock markets are facing downward dividend trends 

due to the decrease in dividend payers in the United States (U.S.) (developed 

countries that lead the global stock market).  This notion can be supported by the 

study of Ferris, Sen and Yui (2006) on the United Kingdom (U.K.), the county which 

has the most similar market to that of the U.S. in terms of maturity and sophistication.  

Ferris et al. found out that the dividend-paying firms in the U.K. market have been 

declined over the sample period of 1998-2002.  In 1998, 75.9 percent of the U.K. 

firms paid dividends; whereas, only 54.5 percent of the sample firms paid dividends 

in 2002.  Denis and Osobov (2008) also found out that the proportion of firms that 

are paying dividends have been decreased in developed countries such as the U.S., 

Canada, the U.K., Germany, France, and Japan during  the period of 1994-2002.  It 

was also observed that the U.S. firms that paid dividends have shown decreasing 

trend from 46.5 percent in 1994 to 19.1 percent in 2002.  The other four countries 

also showed inconsistent trends during the observed periods but still there was a 

declining pattern from the year 1994 to 2002.  Furthermore, the declining dividend 

trends in the global market may be due to the replacement of repurchase programs 
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and the failure of newly listed firms to initiate dividends when expected to do so, as 

stated by Denis and Osobov (2008). 

More recent literature (Denis & Osobov, 2008; Eije & Megginson, 2008) has 

emerged which state that profitable firms would pay out their excess cash to their 

investors as a return for the risk taken by the investors from their investment.  

However, those firms still have their own options regarding what to do with the 

profit gains that is either retain the profits or pay out the profits to the shareholders in 

the form of dividends.  Some companies decide not to pay out the excess cash 

because the companies pay dividends only when they think they are able to pay them. 

Hence, the issue of dividends has raised plenty of questions in the finance 

studies for a long period of time, such as: why do firms pay dividends, how much 

should the firms give back to their shareholders, in which form should payment be 

made and which form of payout is the least costly from a tax perspective?  

 

1.1 ASEAN-5 countries 

Most of the previous studies have been conducted in developed countries and 

less in emerging markets.  Therefore, this research study has expanded the research 

by studying dividend policies in emerging markets focusing on firms in the five 

representative countries of the Association of Southeast Asian National (ASEAN), 

namely Malaysia, Indonesia, the Philippines, Singapore and Thailand.  These five 

countries were the founding members of ASEAN, thus called the ASEAN-5, and the 

association was established on August 8, 1967. 
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According to Deutsche Bank Research (2006), the ASEAN-5 countries were 

suitable to be observed as a study area because ASEAN is a region of promising 

potential.  It is an attractive destination as an alternate for business, trade and 

investment with a combined economic size of USD 750 billion (comparable to India) 

and a total population of 420 million people that is not significantly lower than the 

EU-25.  Per capita income is around USD 1,800 which is slightly higher as that of 

China and more than double as that of India.  In addition, the ASEAN annual GDP 

growth averaged almost 5% from 2000-2005 which is not far behind from India’s 6.3% 

and among the brightest spots among the world’s emerging markets.  Thus, it will be 

essential to determine how dividend policy is determined in a growing economy like 

that of the ASEAN-5. 

Furthermore, it is interesting to conduct a study for countries that have 

different commercial codes as they accentuate fundamental differences in the legal 

framework, culture, and political environment (Eije & Megginson, 2008).  Based on 

Table 1, each country of ASEAN, namely Malaysia, Indonesia, Philippines, 

Singapore and Thailand, consists of a different legal system.  Thus, by studying the 

dividend policies of those countries, the pattern of dividend payout can be better 

analyzed.  Then, a comparison among the countries about the determinants that 

affected the dividend policy and also the trend of propensity to pay dividends can be 

justified.  In addition, different economic regions have different dividend policies.  

Thus, the factors affecting the country are important in dividend policies, as previous 

studies have found them to be involved in capital structure decisions (Aivazian, 

Booth & Cleary, 2003). 
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Table 1: Commercial codes for ASEAN-5 countries. 

Countries  Commercial codes 
Malaysia Mixed legal system of English common law, Islamic law and customary 

law; judicial review of legislative acts in the Supreme Court at the 

request of the supreme head of the federation 
Indonesia Civil law system based on the Roman-Dutch model and influenced by 

customary law 
Philippines Mixed legal system of civil, common, Islamic, and customary law 
Singapore English common law 
Thailand Civil law system with common law influences 
Source: Central Intelligence Agency, The World Factbook Legal System, 2011 

 

Despite the global importance of ASEAN countries, the other countries have 

also been found to place dividend policy under the microscope.  Examples of related 

quotes were collected from Ang, Fatemi and Tourani-Rad (1997), Joher, Mohammed 

and Annuar (2002), Oonpipat (2009) and Lee (2010), who explored the dividend 

policies of Indonesia, Malaysia, Thailand and Singapore.  Unquestionably, there are 

countless others, however, very few published studies have examined cross-country 

dividend payout for several markets in the ASEAN-5 (Sawicki, 2005; Kamarudin, 

Ghafar & Ismail, 2006; Twu, 2009).  For example, Sawicki (2005) examined the 

dividend policies for companies that are headquartered in four of the ASEAN-5 

countries (Malaysia, Indonesia, Thailand and Singapore), while Twu (2009) included 

four ASEAN-5 countries (Malaysia, Philippines, Singapore and Thailand) for its 

global study of dividend policies.  Only Kamarudin et al. (2006) examined the 

dividend policies of five ASEAN countries together.  The variables employed in 

their study were current operating earning and cash flow.  The purpose of their study 

was to find the effect of earnings, losses and the cash flows on dividend change 

(omission and cut) as well as the information contents of dividend changes on firm’s 

future earnings using 1,131 companies over the time period of 2001 to 2003. 
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The post-Asian financial crisis in 1997 and pre-global financial crisis in 2008 

and 2009 affected the dividend trends in ASEAN-5.  Based on Figure 1, companies 

in Malaysia occupy the largest cohort every year, with 36.5% (790 companies out of 

2,167 companies – Table 2) in 2000, rising to 37% in 2002 and then falling to 32.9% 

(959 companies of 2,913 companies – Table 2) in 2009.  Singapore is the second 

largest cohort, followed by Thailand, Indonesia and Philippines.  The fraction of 

companies in Singapore shows slightly decreasing trends at the beginning of the 

sample period from 22.2% (480 companies – Table 2) in 2000 to 21.5% (501 

companies – Table 2) in 2002 and then a rise to 26.5% for the latter year.  At the 

same time, out of the five ASEAN countries, percentages for the listed companies in 

Thailand slightly declined by around 0.5% from 2000 to 2003, then they rose to 18.3% 

in 2006 and fell again to 18% in 2008 and finally rose back to 18.4%.  Additionally, 

the fraction of companies in Indonesia slightly increased from 13.2% in 2000 to 14.2% 

in 2002, fell to 12.1% in 2006 and then rose back finally to 13.7% in 2009.  Lastly, 

the fraction of companies in the Philippines declined steadily for the overall sample 

period, from 10.6% in 2000 to 8.5% in 2009.  

Table 2: Total number of listed companies in ASEAN-5 countries, 2000-2009. 

Countries 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Malaysia 790 807 861 902 959 1019 1025 986 976 959 

Indonesia 286 315 331 333 331 336 344 383 396 398 

Philippines 230 232 234 236 235 237 239 244 246 248 

Singapore 480 492 501 560 633 686 708 762 767 773 

Thailand 381 385 398 420 463 504 518 523 525 535 

ASEAN-5 2167 2231 2325 2451 2621 2782 2834 2898 2910 2913 

Source: World Federation of Exchanges, Number of Listed Companies, http://www.world-

exchanges.org/statistics/time-series/number-listed-companies, 2010a. 
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Figure 1: Annual number and percentage of listed companies in ASEAN-5 countries, 2000-2009.

   

  

Source: Data obtained from the World Federation of Exchanges, Number of Listed Companies, http://www.world-exchanges.org/statistics/time-series/number-

listed-companies, 2010a. 
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Besides crisis, several factors stand out as fundamental influences on 

dividend policy among the ASEAN-5.  Based on previous empirical studies for 

dividend payout by Fama and French (2001), Jais (2007), Denis and Osobov (2008) 

and Ling, Mutalip, Shahrin and Othman (2008), six firm characteristics has been 

chosen as the determinants factors that influence the dividend payout in this research 

study.  Those factors included profitability, growth opportunities, firm size, leverage, 

firm maturity and earned equity in the firms. 

The first determinant factor of the dividend is the profitability which has 

always been considered as a primary indicator of dividend payout (Reddy, 2002).  

Dividends are paid from the annual profit of a firm; therefore, profitable firms are 

able to pay more.  Consequently, there is a positive relationship between dividends 

and profitability.  The second factor is the growth opportunities for a company which 

is expected to cause lower dividend payout policies.  Next is firm size which gives 

firms more advantages over smaller firms.  This is because the probabilities of 

bankruptcy are lower among larger firms, and their dependency on internal funds is 

negligible.  Therefore, larger firms are expected to pay more dividends (Reddy, 

2002).  In addition, as stated by Sawicki (2002), larger firms have a higher tendency 

for agency problems and hence, the higher dividend payments act as an indirect 

monitoring tool to overcome this problem. 

Leverage is the degree to which an investor or business utilizes borrowed 

money.  Companies that are highly leveraged may be at risk of bankruptcy if they 

are unable to make payments on their debt which also makes them unable to find 

new lenders in the future.  Hence, a negative relationship appears between dividends 

and leverage.  According to Jensen (1986), the inclusion of the leverage variable in 
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the study control agency cost, and it should have a negative relationship with 

dividends.  However, Sawicki (2002) asserted that there is no particular relationship 

between leverage and dividend payout. 

Furthermore, the mature firms have more free cash flow to be paid as 

dividends because it experiences a contraction in its growth which results in a 

decline in capital expenditures.  Therefore, there should be a positive relationship 

between the dividend and the age of the firms.  Finally, the earned equity for the 

firms is strongly associated with dividend payment; it is the proportion of the firm’s 

equity that is internally generated (ratio of retained earnings to common shareholder 

equity).  Oonpipat (2009) showed that dividend payers should have higher ratios of 

retained earnings to total equity than non-payers do. 

Hence, the implication of these factors in some firms and their strong 

occurrence in others could empirically explain cross-sectional differences for 

dividend payout behavior in ASEAN-5 firms and determine the actual dominance 

factors that mostly affect dividend policy in those countries. 

 

1.1.1 Malaysia 

The dividend payout in Malaysia shows a decreasing trend due to the 

financial crisis that broke out in 1997 (Jais, 2007).  During this period, the 

government introduced many policies in the form of macro as well as micro policies 

to inflate the economy, particularly to place the private sector including financial 

institutions on the right track.  According to Aslam (2001), share repurchases are 

among the policies introduced by the government after the Asian financial crisis in 
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1997.  The increasing importance of share repurchases has reduced the role of 

dividends in Malaysia. 

As stated in Figure 2, the companies in Malaysia are the second largest 

market capitalization, accounting for USD 113,155.3 million in 2000, rising to USD 

181,623.8 million in 2004 and then falling to USD 180,517.5 million (2005) and 

rising again to USD 325,290.3 million in 2007.  However, in 2008, its market 

capitalization dropped to USD 189,239.2 million and finally rose back again to USD 

286,157.3 million (2009). In the meanwhile, the Malaysian financial system 

exhibited noteworthy resilience to the 2008 global financial crisis. 
1
  Thus, the huge 

drop of USD 136051.1 millions in 2008 may be due to the global financial crisis that 

came into effect in the middle of 2007 and into 2008 (Shah, 2010). 

The gross dividend yielded from 2000-2009 shows an inconsistent trend in 

Table 3.  Hence, it is important to identify the factors that cause fluctuations in the 

production of dividend.  One of the previous studies show that dividend-paying 

companies are relatively more profitable, less risky, more mature and stable as 

compared to non-dividend-paying companies (Ling et al., 2008). 

Table 3: Gross dividend yield in ASEAN-5 countries, 2000-2009. 

  Gross Dividend Yield (%) 
  2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Malaysia 2.2 2.5 2.7 2.7 2.9 4.1 3.2 2.7 6.3 3.2 

Indonesia - - - - - - - - - 2.3 

Philippines 1.3 1.15 - - 1.69 1.47 2.1 2.56 5.7 3.5 

Singapore 2.4 2.62 2.6 2.92 2.78 3.19 3.5 2.94 6.2 - 

Thailand 1.8 2.06 2.7 1.81 2.75 3.37 4.2 3.31 6.6 3.3 
Source: World Federation of Exchanges, PER, Dividend Yield, http://www.world-

exchanges.org/statistics/time-series/-dividend-yield, 2010c. 

                                                 
1
According to the Bureau of East Asian and Pacific Affairs (2009) 


