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ABSTRACT


This  study  examines  the  market  efficiency  for  both  the  Malaysian  and 
 Singaporean  Stock  Exchange  by  conducting  a  research  on  dividend  and 
 earnings announcement effect. A sample of 149 listed companies in Malaysia 
 and  96  in  Singapore  were  collected  from  the  period  of  2004  to  2009.  This 
 research adopted CAPM to estimate the AR and CAAR for the event period of 
 21  days.  The  study  begins  with  a  general  analysis  and  then  further 
 categorized  into  yearly,  dividend  changes  and  earnings  changes  analysis. 


The results strongly support the signaling effect of both dividend and earnings 
announcement  on  companies  future  prospects.  However,  the  findings  show 
no sign of semi-strong form efficiency in both the stock markets. Further, the 
result has shown dividend and earnings announcements are positively related 
to stock prices. Besides, the study found some trend recurring at the past for 
four  to  five  years  which  will  be  useful  in  assisting  the  investors  in  making 
investment  decision.    In  addition,  yearly  analysis  has  indicated  that  the 
Malaysia  economy  is  more  resilient  despite  of  economic  downturn  than 
Singapore.  The  results  have  shown  dividend  increase  carry  greater  effect  in 
Malaysia  while  we  observed  dividend  unchanged  bring  stronger  effect  in 
Singapore.  The  Malaysia  market  has  stronger  preference  towards  earnings 
increase  than  earnings  decrease.  In  contrast,  unusual  results  found  in  the 
Singapore  market  where  earnings  decrease  carry  stronger  impact  on  the 
market.  Overall,  our  findings  show  that  the  Malaysian  and  Singaporean 
markets lean more towards inefficient market scenario.  
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CHAPTER 1:


INTRODUCTION
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1.1 Introduction


Why  do  companies  pay  dividends?  Is  there,  or  should  there  be,  a  company 


“dividend  policy”?  These  questions  have  been  at  the  center  of  inquiry  of 
 financial  analysts  and  economists  since  many  years  ago.  Dividend  policy  is 
 still  an  ongoing  debate  issue  to  this  day.  Thus,  dividend  policy  remains  an 
 unsolved with “puzzle”. The harder we look at the dividend picture, the more it 
 seems like a puzzle, with pieces that just do not fit together (Black, F., 1976). 


Dividend  is  a  taxable  payment  declared  by  a  company  and  it  is  given  to 
 shareholder  out  of  the  company‟s  current  or  retained  earnings.  Dividend 
 policy refers to the percentage of earnings paid to the shareholder in forms of 
 dividend. The dividend decision of a company involves retaining a proportion 
 of net earnings for investment needs in the future while distributing the rest as 
 dividend to shareholders. 


By  and  large,  there  are  three  types  of  financial  decisions  that  the  boards  of 
 directors need to make and they are investment decisions, financial decisions 
 and dividend decisions.  The investments made by a company determine the 
 future earnings and future potential dividends; and dividend policy influences 
 the  amount  of  equity  capital  in  a  company‟s  capital  structure  and  further 
 influences the cost of capital (Foong, Zakaria and Tan, 2007). Thus, we can 
 see  the  relationship  between  dividend  payout  ratio,  financial  decision  and 
 company investments. Consequently, investors may use dividend payout ratio 
 as a reflection on the company‟s future prospects. Therefore, managers must 
 not  only  consider  the  question  of  how  much  of  the  company‟s  earnings  are 
 needed for investment, but also take into consideration the possible effect of 
 the amount of dividend payout on share prices.  


Lintner's  (1956)  famous  investigation  of  dividend  policy  stresses  that 
companies only increase dividends when management believes that earnings 
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 have increased and such increase can be sustained, meaning that a dividend 
 increase  implies  a  rightward  shift  in  distribution  of  earnings.  Brav,  Graham, 
 Harvey, Michaely (2005) supported Lintner findings and found that managers 
 are reluctant to make changes that may have to be reversed. This is because 
 the managers are afraid that a decrease in dividend may bring negative signal 
 to the market. 


On  the  other hand,  Miller  and  Modigliani,  (MM),  (1961)  argued  that  dividend 
 policy is irrelevant to company‟s value under the assumptions that the market 
 is efficient, no transaction costs and no taxes are charged. If dividend policy is 
 unable  to  affect  company‟s  value,  company‟s  investment  decision  plays  an 
 important role to improve shareholders wealth. If MM theory holds, managers 
 are  free  to  determine  any  dividend  policy  without  worries.  Therefore,  an 
 unsolved  issue  concerning  dividend  policy  occurred  that  is  whether  the 
 dividend  policy  affects  the  company‟s  value.  If  it  does,  how  strong  shall  the 
 effect will be? 


We  have  seen  many  past  studies  on  dividend  as  a  signaling  tool.  The 
 dividend  signaling  theories  suggests  that  dividend  announcement  convey 
 information on the company‟s future prospects (Bhattacharya, 1979 and Miller 
 and Rock, 1985). However, many empirical studies failed to support this idea. 


Studies  by Watts  (1973),  Benartzi,  Michaely  and  Thaler  (1997)  and  Grullon, 
 Michely,  Benartzi,  and  Thaler  (2005)  found  no  evidence  that  dividend 
 changes  contained  information  on  future  earnings.  Thus,  another  dividend 
 enigma remained unsolved. 


Earnings,  sometimes called the “bottom line” or “net  income”, are the single 
most important item in financial statements. They indicate the extent to which 
a  company  has  engaged  in  value-added  activities.  They  are  a  signal  that 
helps  direct  resource  allocation  in  capital  markets.  In  fact,  the  theoretical 
value  of  a  company‟s  stock  is  the  present  value  of  its  future  earnings. 
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 According  to  Lev  (1989),  increased  earnings  represented  an  increase  in 
 company value, while decreased earnings signal a decrease in value.  


Earnings  announcements  are  the  most  common  but  significant  corporate 
 event  worldwide;  the  information  content  of  which  largely  determines  the 
 stock price formation process and thereby the level of market efficiency in an 
 economy.  Earnings announcements involve a release of information in which 
 the  timing  is  publicly  known.  Even  though  "pre"  earnings  announcements 
 have  become  increasingly  popular,  the  actual  earnings  announcement  still 
 resolves much uncertainty related to stock pricing.  


Officially, earnings per share do provide information on the net profitability of 
 a  company,  and  reveal  the  portion  of  a  company's  profit  that  is  allocated  to 
 each share of the company.  If you own 100 shares, the EPS number can tell 
 you what your share of the profit from the company is.  


Many  investors  use  earnings  announcement  information  to  adjust  their 
 expectations about a company‟s performance and to decide whether to invest 
 in  the  company‟s  stock.  The  reaction  to  an  earnings  announcement  can  be 
 evaluated  by  comparing  the  level  of  the  actual  earnings  to  the  value 
 previously  expected  by  market participants. If  the difference  is  positive,  than 
 the  stock  will  have  positive  returns  after  the  announcement,  and  vice-versa. 


Therefore,  what  really  matters  is  not  the  absolute  value  of  the  earnings  but 
 rather  the  difference  between  actual  earnings  and  expected  earnings. 


Although  many  studies  like  that  of  Jegadeesh  and  Titman(1993)  studied  on 
 how  stock  prices  react  after  the  event,  a  great  deal  of  information  on  how 
 prices  move  prior  to  the  earnings  announcement  is  still  not  available. 


Investors  are  sometimes  irrational  in  the  way  they  make  decisions  which 
might  lead  to  inefficiencies  in  the  market.  Theoretical  work  by  Kim  and 
Verrecchia  (1991)  posited  that  market  reaction  to  a  company's  public 
announcement,  particularly  earnings  announcement,  is  an  outcome  of 



(17)1-5 
 market's perception of disclosed information quality and of private information 
 trading prior to the news.  


Most  of  the  dividends  and  earnings  related  studies  were  conducted  in 
 developed countries. We had not seen much of dividend announcement and 
 earnings announcement-related studies in the Malaysia market. Furthermore, 
 we  would  like  to  compare  the  results  in  the  Malaysian  market  against  the 
 Singaporean  market  in  terms  of  market  efficiency  and  dividend  signaling 
 effect. Results gained will improve our understanding of the weaknesses and 
 strengths of Malaysia and Singapore stock market. 


1.2 Why Select Malaysia and Singapore?


A  stock  market  is  considered  to  be  efficient  if  it  accurately  reflects  all  the 
 relevant  information  in  determining  security  prices.  In  international  stock 
 markets,  if  the  assets  with  identical  risks  offer  similar  level  of  expected 
 returns, then markets are said to be integrated. Empirical testing of EMH has 
 been  conducted  overwhelmingly  in  a  variety  of  ways,  utilizing  data  from 
 different  countries,  across  different  time  periods  and  using  different  event 
 studies.  


According  to  Los  (1998),  Singapore  appears  to  be  the  most  efficient  of  the 
chosen  six  Asian  stock  markets,  then  followed  by  Thailand,  Indonesia, 
Malaysia,  Hong  Kong,  and  Taiwan,  respectively.  Singapore  stock  market 
pricing  is  closest  to  speculative  market  behavior  which  can  support  stock 
options.  Although  price  innovations  in  Malaysia,  are  least  stationary  at  the 
weekly  level,  it  exhibits  regular  higher-order  transitions  and  the  large 
sustained movements in both bull and bear markets, which are characteristic 
for illiquid emerging market.  
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 Dimuthu  Samaratunga,  (2009)  concluded  that  there  is  no  evidence  against 
 the  efficiency  of  Japan‟s  stock  market  while  markets  of  Sri  Lanka,  Pakistan 
 and  Australia  are  proved  to  be  inefficient.  For  China,  Malaysia,  Hong  Kong 
 and  Singapore,  the  tests  gave  inconclusive  results  with  regard  to  market 
 efficiency.  


Research  done  by  Baharuddin,  Abdullahi  and  Teoh  (2010),  concluded  that 
 both dividends and earnings play a significant role as signaling effects of the 
 future  prospects  of  company.  Dividends  effect  is  proven  to  be  significantly 
 stronger  than  the  earnings  effect.  Their  results  provide  some  evidence  of 
 semi-strong form efficiency in the Malaysian stock market, where stock prices 
 adjust in an efficient manner to dividend and earnings announcements.   


Dividend  and  earnings  announcements  are  among  the  two  most  important 
 signaling  devices  used  by  managers  to  transmit  information  about  firms' 
 future  prospects  to  the  public  (Lonie  et  al,  1996).  If  dividend  and  earnings 
 news does convey useful information in  an efficient  capital market,  then it is 
 assumed that  such news  will be reflected in the stock price as soon as they 
 are publicly released in the market. 


Besides,  Malaysia  is known as the hub for Islamic financial centre,  and also 
the  leading  innovative  country  in  Islamic  banking  industry.  Singapore  is 
recognized  as  international  financial  centre,  serving  not  only  its  domestic 
economy,  but  also  the  wider  Asia  Pacific  region  and  in  some  instances,  the 
world.  A  key  aspect  of  Singapore‟s  financial  centre  is  its  deep  and  liquid 
capital  markets.  With  one  of  the  more  well-established  capital  markets  in 
Asia-Pacific, the Singapore Exchange (SGX) is the preferred listing location of 
close  to  800  global  companies.    Thus,  for  this  reason,  we  would  like  to  see 
the  comparison  of  efficiency  between  Malaysia  and  Singapore,  as  one  is 
Islamic financial centre, while the other is conventional financial centre.  
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 Thus in this study, we choose Malaysia and Singapore stock markets to study 
 the  dividend  and  earnings  announcement  effects,  in  order  to  examine  their 
 markets  efficiency.  With  Malaysia  known  as  a  developing  country  while 
 Singapore a developed country (Dimuthu Samaratunga, 2009), we would like 
 to  compare  the  efficiency  of  the  Malaysian  market  against  the  Singaporean 
 market. Singapore is set as a benchmark against Malaysia as in they are well 
 known as an efficient market while this is not the case for Malaysia.  


1.3 Research Problems


For  many  years,  financial  analyst  and  economists  have  argued  on  the 
 dividend  puzzle.  No  one  can  clearly  specify  the  best  dividend  policy.  MM 
 concluded that company value cannot be increased by changing the amount 
 or the form of dividend distribution. Lintner (1956) showed that investors tend 
 to prefer high dividend policy because holding a dividend in hand is less risky 
 than  having  uncertain  capital  gain  in  the  future.  Conversely,  the  leftist 
 believed  that  whenever  dividends  are  taxed more  heavily  than  capital  gains, 
 companies should pay the lowest cash dividend and available cash should be 
 retained  or  used  to  repurchase  shares  (Myers,  Brealey  and  Allen,  2008). 


Which  dividend  theory  should  managers  follow?  Thus,  managers  are 
 uncertain  on  the  most  suitable  dividend  policy  to  adopt  that  could  maximize 
 shareholders wealth and benefit the company.   


Besides, some past studies has proven and also disproved that dividend did 
 signal company‟s future prospects. Watts (1973) found that current and past 
 dividends appeared to have little predictive power over and above current and 
 past  earnings.  However,  researchers  (Nissim  and  Ziv,  2001)  found  that 
 dividend  changes  are  positively  correlated  with  future  earnings  changes. 


Thus, investors began to hesitate to whether they should react to the changes 
in dividend payout ratio. 
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 Given that earnings represent an important source of information, the upshot 
 from this line of inquiry is that prevailing investor uncertainty will influence the 
 earnings-return  relation.  In  particular,  theory  anticipates  investor  uncertainty 
 will negatively influence the weights placed on the earnings components. The 
 earnings-return relation had received considerable academic attention based 
 on Kothari (2001). The basis for the earnings-return relation is that accounting 
 earnings are posited to reflect value relevant information. In particular, current 
 stock returns are viewed to incorporate unexpected current earnings, as well 
 as the changes in expectations about future earnings in regards to Collins et 
 al. (1994); Lundholm and Myers(2002). 


An  asymmetry  in  the  returns  to  value  and  glamour  stocks  following  a  news 
 shock. Following a string of positive shocks observed in, say, glamour stocks, 
 the  investor  in  this  model  expect  another  positive  shock,  that  is,  he  expects 
 the  earnings  to  trend.  If  good  news  is  announced,  the  market  response  is 
 relatively small since the positive shock was anticipated. A negative shock, on 
 the  other  hand,  generates  a  large  negative  return,  since  it  is  more  of  a 
 surprise. 


Since  the  1997  financial  crisis,  the  Malaysian  government  has  introduced 
many  new  policies  and  regulations  to  boost  the  confidence  of  market 
participants. Therefore, we would like to know whether Malaysia stock market 
has  become  more  transparent  and  efficient  nowadays.  For  comparative 
purposes, the companies in Singapore Stock Exchange will also be analyzed.  
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1.4 Research Questions


The research questions are as follow: 


1)  What do Efficient Market Hypothesis indicates? 


2)  What is the relationship between dividend and stock price? 


3)  What is the relationship between earnings and stock price? 


4)  What are the theories related to dividend policies? 


5)  How efficient is Malaysia and Singapore stock market? 


6)  Is there a difference in the effect of dividends on company share price in 
 Malaysia and Singapore? 


7)  Is  there  a  difference  in  the  effect  of  earnings  on  company  share  price  in 
 Malaysia and Singapore? 


8)  What should be the most suitable advice given to the company managers 
 on dividend policy? 


9)  How should we advise the investor who are seeking to invest in Malaysia 
and Singapore? 
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1.5 Main Objective


The main  objective of this study is to determine whether the stock market is 
 efficient for Malaysia and Singapore.  


The sub-objectives of this study are as follow: 


1)  Understand the concept of Efficient Market Hypothesis. 


2)  Determine  the  relationship  between  dividends  and  earnings  on  stock 
 prices of Malaysia and Singapore listed company. 


3)  Understand  the  various  theories  surrounding  earnings  and  dividend 
 policies of the company. 


4)  Examine the efficiency of the stock market of Malaysia and Singapore. 


5)  Investigate  whether  there  is  a  difference  in  the  effect  of  dividends  and 
 earnings on company share price in Malaysia and Singapore.  


6)  Provide  managers  with  advice  on  the most suitable  dividend policy  to  be 
 implemented. 


7)  Provide  sound  investment  advice  for  investors  who  seek  to  invest  in 
 Malaysia and Singapore.  


1.6 Contribution of Research


Throughout  the  research,  we  seek  to  discover  the  effect  of  dividend  and 
 earnings  announcement  on  company‟s  stock  price  and  consequently, 
 managers  will  have  a  better  understanding  on  the  best  dividend  approach 
 they could adopt. While for investors, they will have clearer understanding on 
 how  to  react  to  consequence  of  dividends  and  earnings.  Further,  we  could 
 also  have  better  understanding  on  the  efficiency  of  both  the  Malaysia  and 


Singapore  stock  market.
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2) 


CHAPTER 2:


LITERATURE REVIEW
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2.1 Efficient Market Hypothesis (EMH)


Efficient  Market  Hypothesis  (EMH)  was  developed  by  Professor  Eugene 
 Fama  from  the  University  of  Chicago  Booth,  School  Of  Business  (Fama, 
 1969). EMH is an important point of reference in the financial market theory. 


Fama cites, among other things, his earlier study of serial correlations in daily 
 price  changes  of  30  stocks  that  comprise  the  Dow  Jones  Industrial  Average 
 index  (“The  Behavior  of  Stock  Market  Prices”).  He  concluded  that  daily 
 changes had a very small positive correlation, approaching zero for practical 
 purposes.  The  stock  market  seemed  to  work  in  a  way  that  allowed  all 
 information reflected in past prices to be incorporated into the current price. In 
 other  words,  the  market  efficiently  processed  the  information  contained  in 
 past  prices. So as to define  EMH as the information was  widely available  to 
 the participants and the ascertainable information concerned was reflected to 
 the  prices,  such  market  would  be  considered  as  efficient.  Given  market 
 efficiency,  across  assets  and  over  time,  the  average  excess  or  predicted 
 return will randomly fluctuates around zero. If an information is to have value 
 it  must  accurately  tell  market  participants  something  they  do  not  already 
 know. If the information processing market is inefficient, it does not mean that 
 market is inefficient (Verrechia, 1979). Generally speaking, studies on market 
 efficiency had examined financial securities or commodity market. 


The most crucial implication of the EMH is to trust market prices. At any point 
 in  time,  prices  of  securities  in  efficient  markets  reflect  all  known  information 
 available to investors. There is no room for fooling investors, and as a result, 
 all investments in efficient markets are fairly priced, for instance, on average 
 investors get exactly what they pay for. Fair pricing of all securities does not 
 mean that they will all perform similarly, or that even the likelihood of rising or 
 falling  in  price  is  the  same  for  all  securities.  According  to  capital  markets 
 theory,  the  expected  return  from  a  security  is  primarily  a  function  of  its  risk. 


The price of the security reflects the present value of its expected future cash 
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 flows,  which  incorporates many factors  such  as  volatility,  liquidity,and  risk of 
 bankruptcy. However, while prices are rationally based, changes in prices are 
 expected  to  be  randomand  unpredictable,  because  new  information,  by  its 
 very  nature,  is  unpredictable.  Therefore  stock  prices  are  said  to  follow  a 
 random walk. EMH comes in three general forms: 


(a) Strong form efficiency 


Under this form of efficiency, there would not be excessive return in the long 
 run.  Following  the  normal  distribution  of  return,  the  stock  value  at  any  given 
 time should reflect the true position namely all necessary information required 
 to determine the value of the stock, which would generate nil excessive gain 
 for investors, provided that the flow, disclosure and assessment of information 
 are not legally prohibited.  


(b) Semi-strong form efficiency 


In between, this form of efficiency will adjust the uncertain information by way 
 of  rationalization  and  consistency  on  real  time  basis,  which  reflects  as  the 
 name  suggests  there  has  been  somehow  different  interpretation  on  the 
 information, in other words share values may therefore be slightly adjusted by 
 investors‟  bias  within  a  small  range  and  in  random  manners.  It  follows  that 
 there will also not be excessive gain so generated as may be found under the 
 fundamental analysis.  


(c) Weak form efficiency  


Finally,  this  form  of  efficiency  is  founded  on  the  basis  through  the  use  of 
fundamental  analysis,  stock  values  that  may  either  be  undervalued  or 
overvalued could be sorted out and thus it allows and agrees that there could 
be  excessive  return  generated  from  this  fundamental  analytical  exercise, 
which  is  objective,  as  opposed  to  use  of  historical  share  values,  financial 
ratios or statistical trends under the so called traditional investment strategies. 
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 EMH  emphasize  that  overall  speaking,  the  outcome  of  the  stock  market 
 results  is  always  accurate  in  the  context  of  normal  distribution  pattern,  as 
 some investors might over-react  while some might  not  at  any particular time 
 frame or with respect to the same piece of information, which follows that it is 
 not supposed to have generated abnormal gain or loss. 


2.2 Dividend Policy


Dividend can be defined as distribution or payment in either cash or shares to 
 the  shareholders  of  the  company  out  of  the  companies‟  earnings  (Rose, 
 Westerfield  and  Jordon,  2006).  Dividend  policy  important  in  the  sense  that 
 what  happens  to  the  value  of  the  firm  as  dividend  is  increased,  holding 
 everything else constant. Thus, it is a trade-off between retained earnings on 
 one hand, and distributing cash on the other. A company‟s dividend is set by 
 board of directors due to the complexities involved in the decision.  


Companies  need  to  decide  on  their  dividend  policies  because  payout  ratios 
are  tied  to  long-run  targets.  Besides,  firm‟s  value  is  sensitive  to  changes  in 
dividends, not dividends‟ absolute value; therefore, Changes in dividends are 
tied to long-run earnings. Careful determination in dividend policy is to avoid 
irreversible  dividend  policies.  Dividend  policy  of  a  company  could  be 
measured  using  2  methods:  (1)  dividend  yield  and  dividend  payout  ratio 
(Damodaran, 2001). Previous research showed that shares with high dividend 
yields  would  result  in  excess  returns,  after  adjusting  for  the  market 
performance and risk (Damodaran, 2001). The reason behind was that, when 
dividend  payout  ratio  increases,  the  amount of free  cash flow  decreases  led 
to fewer investments could be made from the available cash flow, as a result 
the  company  was  expected  to  have  lower  growth  in  earnings.  This  also 
implied that the higher of retention ratio, the higher of growth in earnings.  



(27)2-5 
 Few,  Lukman,  Aidil  and  Othman  (2007)  concluded  there  were  different 
 characteristics  between  dividend-payer  and  non-payer  for  Malaysian  public 
 listed  companies.  Dividend-payers  were  companies  that  have  relative  lower 
 growth  opportunities,  lower  company  risk  and  lower  company  leverage  as 
 compared to non dividend-paying companies. They tended to achieve higher 
 profitability  and  were  bigger  (in  term  of  revenue),  as  compared  to  non 
 dividend-paying  companies.  Profitability  showed  stronger  positive  linear 
 relationship  with  dividend  yield  and  dividend  payout  ratio  as  compared  to 
 growth  opportunities  factor  and  company  size.  On  the  contrary,  company 
 leverage  and  company  risk  showed  negative  relationship  with  both  dividend 
 yield  and  dividend  payout  ratio.  They  found  that  dividend  payment  had  a 
 positive correlation with the past earnings, little or no correlation with current 
 earning, and is negatively correlated with future earnings. 


2.2.1 Dividend Signaling Hypothesis


Miller and Modigliani (1961) proved that dividend policy is irrelevant to share 
 value  in  perfect  and  efficient  capital  markets.  In  that  setup,  no  rational 
 investor  had  a  preference  between  dividends  and  capital  gains.  Arbitrage 
 ensured  that  dividend  policy  was  irrelevant.  They  explicitly  suggested  that 
 dividends  could  convey  information  about  future  cash  flows  when  markets 
 were incomplete.  According to Miller and Modigliani, a company‟s value was 
 determined  by  its  expected  future  earnings  and  not  on  current  earnings.  If 
 dividends  were  dependent  on  the  permanent  component  of  the  earnings, 
 dividends  would  serve  as  a  surrogate  for  expected  future  earnings. 


Meanwhile, the other theories also gave support to it, which are Bhattacharya 
 (1979), John and Williams (1985) and Miller and Rock (1985) also referred as 


“cash  flow  signaling  theory”.  Regarding  their  suggestion,  the  changes  in 
dividend policy would convey the information about the company future cash 
flow.  As  the  dividend  increased  (decreased)  would  signal  future  cash  flow 
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 increased (decreased), so increased (decreased) future cash flow would bring 
 an  upward  trend  of  its  stock  price,  thus  it  gave  positive  relationship  to 
 dividend and stock price.  


An early study by Lintner (1956) investigation of dividend policy stressed that 
 companies only increase dividends when management believed that earnings 
 had  permanently  increased.  His  famous  investigation  of  dividend  policy 
 stressed that companies only increase dividends when management believes 
 that  earnings  had  permanently  increased, meaning  that  a  dividend  increase 
 implied a rightward shift in (management's perceived) distribution of earnings. 


He  showed  that  changes  in  earnings  would  affect  dividend  payout  and 
 managers  rarely  change  their  dividend  payout  in  order  to  achieve  the  target 
 payout  ratio.  There  were  three  features  on  how  company  determined  the 
 payout  policy  (Myers,  Brealey  and  Allen,  2008).  First,  managers  were 
 reluctant  to  make  dividend  changes  that  might  have  to  be  reversed.  They 
 were particularly worried about having to rescind a dividend increased and, if 
 necessary,  would  choose to raise new fund to maintain  the payout.  Second, 
 to  avoid  the  risk  of  a  reduction  of  payout,  managers  “smooth”  the  dividend. 


Consequently,  dividend  changes  follow  shift  in  the  long  run  sustainable 
 earning. Transitory  earning  changes  were  unlikely  to  affect  dividend  payout. 


Third,  managers  focus  on  dividend  changes  than  on  absolute  level. 


Subsequent study by Fama and Babiak (1968) also confirmed the findings by 
 Lintner (1956) in which changes in dividend lagged changes in earnings. 


While early scholars suggested that companies used changes in dividends to 
convey  information  on  the  companies‟  financial  prospects  to  the  investors, 
some argued that companies rarely change their dividends regardless of the 
earnings  of  the  company.  Damodaran  (2001)  explained  that  sticky  dividend 
was  due  to the  concern  of  companies  in  maintaining  higher  dividends  in  the 
future and negative views on dividend decrease which associated with a drop 
in  share  price.  Based  on  the  assertion  of  companies‟  reluctant  to  change 
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 dividends,  an  increase  in  dividend  signals  a  favorable  expectation  on  the 
 company‟s future prospects and vice versa. 


There were two important hypotheses related to the dividend signaling theory, 
 namely  the  free  cash  flow  hypothesis  and  the  maturity  hypothesis.  The  free 
 cash  flow  hypothesis  advanced  by  Jensen  (1986)  stated  that  managers 
 endowed  with  free  cash  flow  would  invest  it  in  negative  net  present  value 
 (NPV)  projects  rather  than  paid  it  out  to  shareholders.  Jensen  defined  free 
 cash  flow  as  cash  flow  left  after  the  company  had  invested  in  all  available 
 positive NPV projects. The maturity hypothesis suggested that an increase in 
 dividend  conveys  information  on  decreased  investment  opportunities, 
 decreased  return  on  assets  and  future  earnings  growth  rate  as  well  as 
 decrease  in  systematic  risks  (Grullon,  Michaely,  Roni  and  Swaminathan, 
 2002). When taking the fee cash flow, we also needed to include the agency 
 cost theory conduct by Easterbrook (1984). According to him, the separation 
 of  ownership  from  control  would  encourage  managers  to  misuse  the 
 company‟s  resources  for  their  personal  gain  (Hiau,  Rashid,and  Ibrahim, 
 2002). Therefore, if the manager reduced the dividend payout use to invest in 
 unprofitable business, the stock price of the company would react negatively.  


2.2.2 Dividend Irrelevance Theory -Miller and Modigliani  (M&M)


From  the  past  we  had  seen  various  theories  explained  the  relationship 
 between  dividend  announcement  and  shares  price.  In  1961,  Miller  and 
 Modigliani  (M&M)  advanced  the  Dividend  Irrelevance  Theory  is  the  most 
 famous topic in the dividend area, which said that in the perfect world, there 
 had  no  corporate  and  personal  taxes,  no  transaction  and  flotation  costs, no 
 single  individual  who  could  affect  a  security's  price  through  his/her  trade. 


Thus, there were neither investors nor dividend can affect the share price. 
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 Furthermore,  this  dividend  irrelevant  theory  is  supported  by  Black  and 
 Scholes (1974). This party raised the following question: 


“If  companies  could  increase  their  share  price  by  distributing  more  or  less 
 cash  dividend,  why  have  they  not  already  done  so?”  (Myers,  Brealey  and 
 Allen, 2008). 


Besides,  M&M  (1961)  showed  that  the  dividend  policy  in  the  perfect  and 
 complete capital market  does not  affect its value and they also measure the 
 irrelevant  theory  is  in  combination  with  the  unfavorable  taxation  of  dividend, 
 therefore makes dividend puzzle. 


However, in a world in which dividends were taxed more heavily than capital 
 gains,  investors  might  demand  higher  before-tax  returns  to  hold  securities 
 with  high  dividend  yield.  But  in  the  theoretical  way,  shareholders  could  be 
 reward  by  the  cash  dividend  which  was  something  already  in  the  company. 


Thus,  this  would  be  offset  by  the  decreased  in  the  share  price  (Porterfield, 
 1959 and 1965). 


If, it was in the ideal world, M&M argued that there were not have tax and any 
 transaction  coast  occurs,  therefore  dividend  payment  should  not  have  any 
 impact  on  the  shareholders  value.  Unfortunately,  in  the  real  world  whatever 
 changes in the dividend policy would often follow by changes in share price.  


2.2.3 Clientele Effect


Brigham  &  Houston  (2007)  defined  clientele  as  different  group  of 
shareholders who prefered different dividend payout policies. They stated that 
investors  who  like  current  investment  income  would  invest  in  high  dividend 
payout company, while investors who did not need current investment income 
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 would prefer to hold low dividend payout shares. They found that companies 
 had  many  different  clienteles,  each  have  different  preferences,  and  hence 
 dividend  policy  changes  might  upset  the  dominant  clientele  and  therefore 
 brought  negative  effect  on  stock  prices.  Hence,  they  suggested  that 
 companies  should  follow  their  own  dividend  policy  to  avoid  disrupting  their 
 clienteles.  


According  to  Allen,  Bernardo  and  Welch  (2000),  their  studies  found  two 
 clienteles  which  are  “untaxed  institutional”  and  “taxed  individual”.  Untaxed 
 institutional were frequently tax exempted and they were public and corporate 
 pension  funds,  colleges  and  universities.  Shleifer  and  Vishny  (1986)  studies 
 showed that the small investors are likely to prefer capital gain, whereas large 
 shareholders prefer to have favor dividend. They also recognize that dividend 
 could  be  a  mechanism  to  compensate  institutional  investors.  These 
 institutional  had  abilities  to  vote  therefore  they  are  powerful  to  influence  the 
 company‟s decision. They also assumed that if the company wanted to attract 
 the institutional investors, they need to pay dividend and perform better than 
 other  non-paying  company.  Furthermore,  they  also  stated  that  taxable 
 dividend was a signal that company management is good. Bad performance 
 company did not have this ability to pay such dividend to its investors. Base 
 on the theory of Bhattacharya (1979) and Miller & Rock (1985), they showed 
 that  institutional  investors  had  a  better  information  gathering  ability  or 
 asymmetric information.  


Moreover,  Black  and  Scholes  (1974)  argued  that  with  tax,  there  had  a 
 differentiated  dividend  yield  and  yet  still  no  observable  relationship  between 
 these  yield  and  risk-adjusted  return.  The  argument  relied  on  clientele  effect, 
 which  paying  no  tax  (tax)  investors  would  prefer  (low)  high-yielding  stock. 


They  also  stated  that  different  dividend  paying  stock  equal  to  demand  by 
different  clienteles.  Therefore,  relationship  between  the  risk-adjusted  return 
and  dividend  yield  were  unobservable.  If  there  were  not  equal  to  demand, 
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 thus  companies  have  the  incentives  to  alter  their  dividend  policy,  until  the 
 different dividend paying stock was in line with that which was demanded. 


2.2.4 The Bird-in-Hand Fallacy


Investors  prefer  dividend  compare  to  capital  gain  is  because  capital  gain  is 
 received  only  when  they  sell  out  the  share.  Grahman  and  Dodd  (1951) 
 argued that the sole purpose for the existences of the corporation wais to pay 
 dividend. If there were two companies, the company that pay higher dividend 
 would have higher share value (Frankfurter, Kosedag, Schmidt and Topalov, 
 2002).  Nevertheless,  MM  argued  that  dividend  is  irrelevant,  share  prices 
 would not changes regardless of the dividend policy.  


Gordon (1963) and Lintner (1956) showed that  investors prefer to have high 
 dividend policy was because having a dividend on hand was more safety than 
 having uncertainty capital gain in the future. Therefore, stock prices would be 
 maximized by maximizing the dividend payout rate.  


According  to  the  studies  of  Baker,  Powell  and  Theodore  (2002),  dividend 
payout was a sure thing relative to share price. This  is due to dividend  were 
less  risky  than  the  capital  gain.  Therefore,  company  should  set  a  high 
dividend payout to maximize the share price. However, MM (1961) theory did 
not  agree  that  high  dividend  payout  abled  to  maximize  shares  price  or 
company  value.  Moreover,  Bhattacharya  (1979)  also  disagreed  with  the bird 
in hand theory, he viewed this theory as fallacious. Company value should be 
indicated by the riskiness of cash flow.  
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2.3 Earning Study


Earnings announcements level the playing field and provided information that 
 helped  investors  assess  the  change  in  the  stock  value  of  firms.  Information 
 asymmetry  might  still  increase  after  earnings  announcements  due  to  the 
 differential  ability  of  investors  to  interpret  the  public  announcement.  After 
 earnings  announcements,  higher-than-usual  bid-ask  spreads  that  might 
 suggest  an  increase  information  asymmetry  were  documented  by  Lee, 
 Mucklow, and Ready (1993) and Krinsky and Lee (1996). 


According  to  the  Seetharaman  and  John  (2011)  they  defined  EPS  as  an 
 investment tools used to evaluate the performance of company either in long 
 run  or  short  run.  Moreover,  EPS  also  used  to  measure  the  financial  health 
 and prospect of the company. Therefore, most of the investors, researchers, 
 manager, and other are interested in EPS because, they believe EPS will had 
 impact on the stock prices. Regarding the Seetharaman (1995) EPS not only 
 reflect  the  company  situation  in  the  stock  price  and  stock  market  ,  but  it  is 
 also reveal in the P/E ration, dividend cover, dividend yield, and earning yield. 


The  International  Accounting  Standards  Board  (IASB)  in  its  International 
 Financial  Reporting  Standard  (IFRS)  14  defined  EPS  is  reflected  the 
 company net after tax earnings that belong to equity shareholders divided by 
 the number of outstanding shares.  


In the Beaver, Lambert and Morse  (1980) stated there was a theoretical link 
 between  earning  and  share  price  and  could  be  established  under  rather 
 strong condition of complete and perfect capital market assumption. Although 
 the market was more liquid and could have information more easily, but it did 
 not  mean  all  the  investors  would  capture  the  right  information  nor  can 
 analysis  the  information.  Furthermore,  Beaver  (1989,  1990)  recommended 
 the relationship of earning and share price could be developed in three critical 
 links:   


1.  A link between share price and future dividends 
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 2.  A link between future dividends and future earnings 


3.  A link between future earnings and current earnings 


2.4 Review of the Past Journals


2.4.1 Previous Literatures that Show Significant Abnormal  Return Arising from Dividend Announcement


There  was  several    of  empirical  studies  carried  out  the  movement  of  stock 
 price was react due to change in dividend (Aharony and Swary, 1980; Asquith 
 and  Mullins,  1983;  Impson,  1997;  Impson  and  Karafiath,  1992;  Jin,  2000; 


Michaely  et  al.  1995;  Yoon  and  Starks,  1995)  the  result  of  these  empirical 
 also agreed to the dividend signaling theory.  


Asquith and Mullins (1983) conducted the test by using 168 companies as a 
 sample  to  test  during  1963  to  1980.  In  their  result,  they  found  a  significant 
 positive excess return following dividend initiation announcement. Thus, they 
 concluded a dividend initiator would convey useful information. Besides that, 
 Mitra  and  Owers  (1995)  was  studies  the  information  content  of  dividend 
 hypothesis.  In  their  test,  they  used  company-specific  characteristics  as  the 
 proxy  variable,  such  as  size,  number  of  institutions  holding  the  company 
 equity,  percentage  of  institution  equity  holdings  and  number  of  analysts  of 
 following the company. The sample was 80 dividend initiations announced by 
 companies  between  January 1976  and  December  1987.  In  the  result,  they 
 concluded the dividend initiation announcement was given a highly significant 
 positive.  


In  the  Baharuddin,  Abdullahi,  and  Teoh  (2010)  they  focused  on  how  the 
announcement effect of both dividend and corporate earnings on stock price 
to  examine  evidence  of  semi-strong  form  efficiency  in  Malaysia  Stock 
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 Exchange. There were 120 sample companies which were listed on the main 
 board  of  Bursa  Malaysia  that  announced  the  final  dividends  in  their  fourth 
 financial  quarter  was  selected  covering  a  period  from  January  1,  2006  to 
 November 30, 2006. From their result, they agreed with the dividend signaling 
 theory,  increasing  dividend  announcements,  on  an  average,  earned  positive 
 abnormal return, while decreasing dividend announcements  were associated 
 with negative abnormal return.  


Further  dividend  test  was  observed  in  the  study  of  Pettit  (1972).  They 
 concluded change on the dividend may convey substantial information, thus it 
 made influences on the future earning prospect of the company. In the  Hiau, 
 Rashid  and  Ibrahim, (2002),  they  focused  on  the  dividend  announcement. 


They  used  three  groups,  which  were  dividend  increases,  decreases,  and  no 
 changes for their test. They conducted a test  by using 120 listed companies 
 from  the  Kuala  Lumpur  Stock  Exchange  and  used  sixty  said  as  theirs  event 
 day.  From  the  previous  theory  suggestion,  dividend  decreases  would 
 associate  negative  abnormal  return;  unfortunately  their  dividend  decreases 
 did not reaction according to theory. But, in the evidence suggested dividend 
 increases  were  associated  with  positive  abnormal  return  and  unchanged 
 dividend  was  provided  no  clear  pattern  of  cumulative  average  abnormal 
 return could be observed.   


The  evidence  research  studies  by  Jais,  Karim,  and  Funaoka  (2009),  they 
research was examined the effect of dividend announcement on stock market 
reaction  in  Kuala  Lumpur  Stock  Exchange.  The  evidence  showed  that 
dividend increase announcements were greeted positively by investors, while 
there  were  some  evidence  suggesting  investors  reacted  negatively  prior  to 
dividend decrease announcements. They result also measured investors was 
treated dividend increase announcement as good news and positively reacted 
to  the  announcement.  Moreover,  some  evidence  indicated  investors  were 
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 reacting  negatively  prior  to  the  announcement,  thus  share  price  was 
 negatively prior to the announcement. 


Regarding  the  researcher  in  Japan  Fukuda  (2000),  found  that  stock  market 
 was  react  positively  when  dividend  increases  and  dividend  initiation 
 announcement.  But,  the  magnitude  of  the  reaction  was  smaller  than  the 
 studies  of  the  developed  market  and  the  post  operating  performance  of  the 
 firms contradicts the predictions of the theory.  


From the study of Dar, Hsiang, and Cheng (2009), they investigated whether 
 dividend  signaling  theory  would  hold  in  China  stock  market  by  using  the 
 period  during  2000  to  2004  to  conduct  their  study.  From  the  results  given, 
 indicated  dividend  change  did  give  a  positive  influences  on  share  prices. 


Unfortunately,  there  was  only  partly  support  the  dividend  signaling  theory, 
 which is dividend increases hold the theory whereas dividend decrease give a 
 positive  announcement  effect.  Mansor  and  Subramaniam  (1992)  studied the 
 Malaysia  market  to  announcement  changes  in  dividend  and  earnings.  Their 
 study  indicated  opposite  with  efficient  market,  their  result  still  had  an 
 abnormal return although it was after announcement week.  


2.4.2 Previous Literatures that Show No Significant Abnormal  Return Arising from Dividend Announcement


There  were  many  researcher  found  out  most  of  the  companies  stock  price 
 was affected by the dividend annoucement. However it is always true? There 
 were  still  many  arguments  saying  that  dividend  actually  did  not  affect  stock 
 price, the company paid dividend just because to satisfied the investors.   


In the several of empirical study, most of them also supported to the dividend 
irrelevant  theory.  They  were  Miller  and  Scholes  (1978,  1982),  Hess  (1981) 
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 Miller  (1986),  and  Bernstein  (1996)  provided  evidence  in  support  of  the 
 dividend irrelevance hypothesis.  


In  the  case  of  Uddin  (2003),  they  used  137  sample  of  dividend  paying 
 companies listed on Dhaka Stock Exchange; result showed the investors did 
 not gain abnormal return from the dividend announcement. Unfortunately, the 
 result showed investors lost about 20 percent of value over of 30 days prior to 
 the dividend announcement through to 30 days after the announcement. This 
 might  due  to  when  company  paid  cash  dividend,  investors  required  to  pay 
 taxes  on  their  dividend  income.  Thus,  they  evidence  tended  to  support  the 
 dividend irrelevancy hypothesis.  


Based  on  the  Brennan  (1970),  Litzenberger  and  Ramaswamy  (1979),  they 
 showed received dividend was not an optimal for investors because dividend 
 received  was  needed  to  pay  tax.  For  the  investors  who  subjected  to  their 
 personal tax rates would prefer less cash dividend if it was taxable. So, stock 
 prices tended to decline after announcement of dividend increase.  


Regarding the empirical result in Vasuthep Bhanavavatana (2007), had ran a 
 test  by  using  the  sample  provide  by  Stock  Exchange  of  Thailand  (SET)  and 
 selected  156  listed  companies  financial  information  for  the  years  2000  to 
 2003.  Their  hypothesis  claimed  that  dividend  yields  did  not  show  significant 
 relationship to raise rates of return on common stock in the  Stock Exchange 
 of Thailand during the period of experiment. Hence, there was no evidence to 
 show increasing of dividend would reduce realized rate of return and raise the 
 price  of  a  company‟s  shares,  so  they  concluded  dividend  policy  was 
 irrelevant.  Furthermore,  it  also  stated  that  a  firm  cannot  manipulate  stock 
 price by using the dividend policy.  


In  the  studies  by  Kah  and  Zhao  (2008),  they  examined  how  the  information 
asymmetries  affected  firm  dividend  policy.  They  found  that  the  companies 
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 who  were subjects to the problem of information asymmetries would  be less 
 likely  to  make  dividend  payments,  to  initiate  dividends,  and  to  increase 
 dividend.  They  concluded  their  result  did  not  support  the  dividend  signaling 
 theory.  


Furthermore, we also find that Black and Scholes (1974) do not support to the 
 dividend  signaling  theory.  According  their  suggestion,  they  said:  “If  a 
 corporation  could  increase  its  share  price  by  increasing  (or  decreasing)  its 
 payout  ratio,  then  many  corporations  would  do  so,  which  would  saturate  the 
 demand  for  higher  (or  lower)  dividend  yields,  and  would  bring  about  an 
 equilibrium  in  which  marginal  changes  in  a  corporation‟s  dividend  policy 
 would  have  no  effect  on  the  price of  its  stock”  (p.  2).  Moreover  in  the  M&M 
 dividend  irrelevance  theory,  they  also  gave  the  same  conclusion  about  the 
 dividend and stock price.  


On  the  other  hand,  some  of  the  researchers  (Conroy,  Eades,  and  Harris, 
 2000) found that dividend announcement had no material impact on the stock 
 price.  Those  researchers  had  taken  the  advantage  of  the  unique  setting  in 
 Japan where current year‟s dividend and earnings announcement were made 
 simultaneously.  Their  result  showed  that  earnings  variables  dominated 
 dividends  in  their  ability  to  explain  share  price  movements.    Pricing  effects 
 were  largely  due  to  earnings  information.  They  found  that  there  was  no 
 evidence  of  either  an  informational  or  real  cash  flow  effect  of  current 
 dividends. Their findings were consistent with Modigliani and Miller‟s dividend 
 irrelevance proposition. 


Regarding to Yip (2009), the study was conducted to examine the stock price 
reaction to dividend announcement from January 2004 to December 2008 in 
Kuala  Lumpur  Stock  Exchange  (KLSE)  Main  Board.  The  dividend  is 
categories in three types, which were dividend increases, dividend decreases, 
and dividend unchanged. The finding showed the market did not react when 
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 dividend  announcement,  therefore  no  significant  abnormal  return  during 
 dividend  announcement  day.  However,  there  were  significant  on  post- 
 announcement  day,  the  study  concludes  the  market  was  inefficient  due  to 
 information was delayed.  


2.4.3 Previous Literatures that Show Significant Abnormal  Return Arising from Earnings Announcement


The  relationship  between  the  effects  of  earnings  announcements  and  share 
 price  were  positively  correlated.  Information  on  the  company‟s  financial 
 statement  would  reflects  on  the  company‟s  share  price  where  investors 
 wwould  response  towards  the  good  or  bad  position  the  company  in  the 
 market  (Hribar,  2006).  However,  the  fundamental  factor  for  the  effect  of 
 earnings  announcements  and  share  price  could  be  managers  in  the 
 companies.  It  was  arguable  that  managers  in  the  companies  could  control 
 and  manipulate  the  account  book  and  reported  figures.  Armstrong  (1983)  
 stated that managers decided whether the earnings reported are good or bad 
 that  would  be  announce  to  the  public.  The  author  provided  four  possible 
 explanations  for  the  superiority  of  management  forecast  where  managers 
 sometimes  had  insider  information,  managers  exert  controlled  over 
 performance,  and  managers  could  influence  the  reported  earnings  and 
 managers had recent information.  


Kross,  (1981),  Givoly  and  Palmon,  (1982),  Chambers  and  Penman  (1984), 
Kross  and  Schroeder  (1984),  Begley  and  Fischer  (1989)  explained  that  the 
timing  of  earnings  announcement  could  affect  the  relationship  between 
earning  announcement  and  share  price.  Therefore,  companies  strategically 
time their earnings news announcements to optimize the post-announcement 
stock  price.  Consequently,  market  participants  reacted  less  favorably  to 
delayed  announcements.  Given  the  fact  that  positive  earnings  surprises 
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 concentrate  at  the  beginning  of  earnings  season  and  early  announcements 
 tended  to  be  advanced  from  their  typical  announcement  dates,  the  timing 
 effect could be driven by the penalty on delayed bad news announcements. 


Brown and Kenelly (1972) explained the earnings information that reported in 
 financial  statement  will  be  reflected  in  stock  price  prior  to  the  release  of  the 
 actual  annual  earnings  figure.  Therefore,  speculation  might  arise  when  the 
 companies  were  doing  well  before  the  earnings  announcements  were  made 
 public.  Jones  and  Latane  (1982)  stated  that  stock  price  will  began  to 
 response  20-day  before  actual  earnings  announcement  made.  Further 
 support  by  Ariff  and  Johnson  (1990)  stated  that  the  price  adjustment  will 
 happen even before the actual announcement date. They also explained that 
 the prices were more sensitive to change in good news information than bad 
 news  information.  It  believed  the  market  behavior  would  anticipate  the 
 changes in the information content and behave accordingly. Joy, Litzenberger 
 and  McEnally  (1977)  stated  that  information  published  in  earnings  reports 
 was  not  immediately  absorbed  by  the  market  and  the  price  will  continue  to 
 adjust  for  a  period  of  time.  A  further  examination  by  Mansor  and 
 Subramaniam(1992) on Malaysia stock market (BURSA), for the relationship 
 between earnings announcement and share price resulted that contrary to an 
 efficient market situation, significant abnormal returns were still realized even 
 after the announcement week. The stock price would continue to adjust after 
 the  announcement  and  the  reaction  was  upward  irrespective  of  the  kind  of 
 information conveyed to the market. 


According to the Mansor, Rubi Ahmad and Chan (1996), they used 59 IPOs 
listed  on  the  KLSE  during  the  period  1986-1992  of  the  actual  earning  and 
forecasted  earning.  Their  purpose  was  to  examine  the  information  effects  of 
the earning announcements on the share price. Their result showed positive 
CAAR when earnings increase, vice versa. On the other hand, Erwin van der 
Vlist  (2009)  found  that  the  Europe  market  was  strongly  significant  evidence 
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 that  the  market  respond  in  the  good  news  earnings  announcement    was 
 slowly,  while  for  the  bad  news  of  earnings  announcements  the  market  was 
 respond quickly.  


2.4.4 Previous Literatures that Show No Significant Abnormal  Return Arising from Earnings Announcement


Suijs  (2002)  argued  that  earnings  announcement  did  not  carry  any 
 information  or  pattern  towards  the  companies‟  future  cash  flow  and  share 
 price.  Therefore,  share  price  should  not  be  affected  by  the  earnings 
 announcements.  The  author  stated  that  post  earnings  announcement  drift 
 might arise in a capital market with rational investors of the firm‟s earnings in 
 consecutive periods were positively correlated and there was a fixed supply of 
 the firm‟s shares. Brown, (1987),Givoly and Lakonishok,(1984) examined that 
 Value Line‟s earnings projections in deciding on actual EPS exceed, equal or 
 fall  short  of  expectations  of  the  investors  in  market.  Stock  prices  were 
 expected  to  rise  in  response  to  announced  increases  in  either  unexpected 
 earnings  or  dividend  and  fall  in  response  to  announce  decrease  in  either 
 unexpected  earnings.  Finally,  no  significant  change  in  stock  price  was 
 expected  regardless  announcements  of  either  no  change  in  earnings  when 
 the  absolute  difference  between  actual  EPS  and  expected  EPS  is  less  than 
 10%. 


Foster (1981,) Han and wild (1990) stated that earnings information transfers 
within  the  same  industry  did  affect  the  stock  price  not  the  random  earnings 
announcements.  The  price  co-movement  arose  because  firm  in  the  same 
industry had similar cash flow information and also information about common 
elements that affected profitability of all firms in the same industry. Soffer and 
Lys  (1999)  argued  that  the  market  did  not  initially  fully  incorporate  the 
implications  that  earning  announcement  would  affect  share  price.  Earnings 
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 announcement  did  not  carry  any  information  on  the  company‟s  future 
 direction and other information uncertainty relating to the company could lead 
 to the share prices changes. 


2.5 Conceptual Framework


Figure 2.1: Conceptual Model of the Effects of Dividend and Earnings on Stock 
 Price. 


Independent variable  Dependent variable 


2.6 Summary


Based  on  our  review  of  past  literature,  most  of  the  studies  showed  that 
 dividend and earnings did affect share price in a positive direction and there 
 was  a  significant  abnormal  stock  returns  associated  with  announcements  of 
 dividend  and  earnings  changes.  Thus,  the  results  had  violated  Efficient 
 Market Hypothesis because no one should have experienced abnormal return 
 in an efficient market. However, there were also some researchers who found 
 no  material  impact  of  dividend  on  share  price.  Besides,  we  also  found  that 
 there are different views on dividend as signal on the future prospects of the 
 company.  The  reasons  on  the  differences  in  findings  were  partly  due  to 
 geographical  differences  (different  stock  exchanges  with  different  market 
 characteristics/  sophistication/market  liquidity),  differences  in  companies‟ 


characteristics  (different  corporate  culture  or  dividend  policies)  and  industry 
 effect.  The  next  chapter  covered  the  methods  employed  for  our  research.


Dividend 
 Announcement 


Stock price 
 Earnings 


Announcement 
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CHAPTER 3:


RESEARCH METHOD
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3.1 Hypotheses of the Study


Hypothesis 1 


H10  :  There  is  no  significant  abnormal  return  arising  from  dividend 
 announcement 


Hypothesis 2 


H20  :  There  is  no  significant  abnormal  return  arising  from  earnings 
 announcement 


3.2 Sampling Design


At the beginning of data there are a total of 859 listed companies in Malaysia 
 and 678 listed companies in Singapore. In our data collection, we have gone 
 through  and  study  every  listed  company  in  Bursa  Malaysia  and  Singapore 
 Stock  Exchange  Thus;  our  samples  were  obtained  based  on  the  following 
 selection criteria:   


(i)  Companies  in  the  Finance,  REITS  and  Closed-End  Funds  sectors 
 have very high  leverage  with different  rules for income measurement, 
 thus  they  were  excluded  from  the  study  to  improved  homogeneity  of 
 the  sample  as  these  companies.  Such  selection  criterion  follows  the 
 selection method adopted by Pandey (2001), Grullon et al. (2005) and 
 Short, Zhang and Keasey (2002). 


Table 3.1: Total Number of Companies Excluded Based on Criteria (i)

Finance  Reits  Close-Fund 


Malaysia  41  14  1 


Singapore  118  20  - 
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 (ii)  Companies  that  are  categorized  under  PN17  were  excluded  from  the 
 study  because  those  companies  are  financially  distressed  companies 
 in which the possibility of division omission is very high. (Total number 
 of PN17 companies excluded is 34) 


(iii) The selected company must paid 6 consecutive years of dividends and 
 have  announced  the  company‟s  EPS  in  the  event  period.  Dividend 
 initiations  and  dividend  omissions  are  excluded  from  the  study.  The 
 selected dividend payment is on cash basis. 


(iv) In  order  to  ensure  that  the  announcements  are  not  contaminated  by 
 other company‟s information, distribution events such as stock splits or 
 stock  dividends  declared  around  the  announcement  of  the  dividend 
 and  earnings  will  be  excluded  from  the  study  (Grullon  et  al,  2005; 


Aharony and Dotan, 1994; Jais et al, 2009).  


Table 3.2: Total Number of Companies Excluded Based on Criteria (iv)

Stock Splits  Stock dividends 


Malaysia  133  363 


Singapore  106  228 


Therefore,  we  have  compiled  samples  which  consist  of  149  listed  Malaysia 
companies  and  96  listed  Singapore  companies  that  declared  dividend 
payment  and  have  announced  their  earnings  between  the  years  of  2004  to 
2009 based on the selection criteria. 
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3.3 Sources of Data


Our  data  were  obtained  from  different  resources.  We  collected  dividend  per 
 share  (DPS)  and  earnings  per  share  (EPS)  from  the  Osiris  database  and 
 companies‟ annual reports.  


The  Malaysian  data  such  as  final  dividend  announcement  dates  were 
 collected  from  The  Star  website  at  http://biz.thestar.com.my  while  the 
 earnings  announcement  dates  were  gathered  from  the  Bursa  Malaysia 
 website at http://www.klse.com.my. 


Both  dividend  and  earnings  announcement  dates  for  Singapore  were 
 collected from the Singapore Exchange website, http://www.sgx.com.  


The  yearly  risk  free  rate  of  Malaysia  was  obtained  from  the  Bank  Negara 
 Malaysia  (BNM)  website;  http://www.bnm.gov.my  while  for  Singapore  it  was 
 collected  form  Monetary  Authority  of  Singapore  (MAS)  official  website; 


http://www.mas.gov.sg. 


Besides,  we  gathered  the  companies‟  historical  closing  daily  stock  prices, 
FTSE Bursa Malaysia composite indexes and Straits Times indexes from the 
Yahoo website, http://finance.yahoo.co
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