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This paper investigates the relationship between Investment Opportunity Set (IOS) and dividend policy 
and if ownership structure moderates this relationship in an emerging economy context. The 
contracting theory based on Jensen’s free cash flow (FCF) theory is empirically examined using a 
series of firm characteristics including size, return on assets, board size, board composition, duality 
and debt to assets. The results suggest that in the Malaysian context, there is a strong support on the 
negative significant association between growth opportunities and dividend payout in the context of 
non-government linked companies (non-GLCs). Hence the theory backs the fact that high growth firms 
make lesser dividend payments. Further, on the interaction between IOS and family controlled firms, the 
negative relationship between high growth firms and dividend policy is weaker for family controlled 
firms. 
 
Key words: Dividend policy, investment opportunity set, government ownership, family ownership, contracting 
theory, free cash flow theory. 

 
 
INTRODUCTION 
 
Dividend policy has brought about an international 
perspective of theoretical issues on dividends (La Porta 
et al., 2000; Denis and Osoboc, 2008; Abor and Bokpin, 
2010). The main difference can be attributed to 
institutional variables, ownership structure, legal system, 
lack of investor protection and shareholdings both by 
family businesses and state controlled firms. This paper 
contributes   to   the   dividend   debate   albeit   from   the  
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perspective of an emerging economy. Several theories 
are advanced such as tax clientele theory, signaling 
theory, contracting theory based on Jensen’s free cash 
flow theory to solve the dividend puzzle. 

There are numerous studies primarily from the deve-
loped countries that examine the relationship between 
growth opportunities (investment opportunity set, IOS) 
and dividend policy decisions (Smith and Watts, 1992; 
Gaver and Gaver, 1992; D’Souza, 1999; Gul and Kealey, 
1999; Alonso et al., 2005; Amidu and Abor, 2006). How-
ever, the studies on developing countries have been 
limited to China, Korea and Ghana. Three prior studies 
namely (Smith and Watts, 1992; Gaver and Gaver, 1993; 
Gul, 1999) are of particular interest as they suggest on 
the contracting hypothesis and free cash flow relationship 
between (i) growth opportunities and dividend policy 
decisions. Further, the difficulty in comparing the findings 
from these earlier studies such as (Kallapur and 
Trombley, 1999; Perfect and Wiles, 1994; Chung and 
Charoenwong, 1991; Gul, 1999) relates to the vast array 
of  IOS  proxy  variables  used.  In  this   study,   the   IOS 



 

 
 
 
 
measurement used is market to book equity - MBE (Gul, 
1999; Adam and Goyal, 2008). 

Beginning with Jensen and Meckling (1976), Smith and 
Watts (1992), Gaver and Gaver (1993), Skinner (1993) 
and Gul (1999) many research studies in the accounting 
and finance literature use agency and contracting theory 
to explain variation in important corporate policy deci-
sions. However, the gap here is that, none of the prior 
studies focus explicitly on the link between a firm’s 
investment opportunities set (IOS) and dividend policy 
and more importantly, whether corporate governance 
variables such as ownership structure moderates the 
relationship between investment opportunity set and 
dividend policy. 

Government linked companies (GLCs) have been 
established in many countries since independence for 
numerous reasons and at various times, often as an 
integral part of national development and economic 
development (Turner and Hulme, 1997). Malaysia and 
other developed countries too established many GLCs for 
one reason or another. Malaysia established many GLCs 
as part of the affirmative action policy initiated in 1971 to 
bring social balance (Thillainathan, 1999; Salleh and 
Osman-Rani, 1991). The study by Abdul-Aziz et al. 
(2007) has established four aspects on the formation of 
GLCs, that is, social responsibility, competition, efficiency 
and income generation. They are explored based on the 
fact that firstly, GLCs are created to fulfil certain social 
obligation (Puthucheary, 1979a), secondly the com-
mercial obligations are meant to represent Bumiputera 
entrepreneurs (Thillainathan, 1975b), thirdly the efficient 
usage of the government fund and policy money (Affandi, 
1979) and lastly for commercial reasons the entities 
should be profitable (Puthucheary, 1979). 

In this study, Malaysia is examined as a case due to its 
high concentration of ownership and its unique govern-
ment policies, legal system and capital structure that 
differs with other Asian counter parts in the region. The 
government ownership and family ownership is examined 
because of its high concentration of ownership. Studies 
by La Porta et al. (1999) and Tam and Tan (2007) 
observe that in most Asian countries, specifically deve-
loping countries, many family firms are closely owned or 
privately held with the principle shareholders typically 
playing an active role in management. Further, Tam and 
Tan (2007) posit that state firms are found to have the 
highest ownership concentration and these provides an 
opportunity to examine the dividend policy of government 
linked, non-government linked and family owned 
businesses.  
 
 
LITERATURE REVIEW 
 
Prior research suggests that high-growth firms are rela-
tively riskier than low growth firms and risk is positively 
associated with earnings volatility.  Miller  and  Modigliani 
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(1961) stated that, ‘growth stocks…may well be riskier 
than non growth stocks’. There are many theoretical 
arguments for growth opportunities however the main 
theories in the context of growth opportunities are such 
as the signalling theory, contracting theory and the free 
cash flow theory (FCF). In the signalling theory rea-
soning, high growth firms have higher debt and dividend 
polices in order to signal to the market that they have 
better earnings prospects and anticipate better growth 
prospects and in the context of the contracting theory 
reasoning, high growth firms have future prospective 
investment opportunities and associated dividend 
distributions and hence are less likely to pay dividends. 
Jensen (1986) suggest that low growth firms have more 
free cash flow and as such would try to maintain more 
debt in order to pay out more dividends. On the other 
hand, high growth firms have less free cash flow and 
therefore lesser level of debt in their capital structure. 
Jordon (1999) posits that there are two issues of primary 
importance in Asian corporate governance, that is, 
ownership structure of business and conflicts of interest 
and self-dealing. Commonly, the conflict of interest 
between outside shareholders and managers in a 
diffused ownership structure is found in the UK and the 
US. However in Asia, the agency problem centres on 
conflicts between the controlling owners and minority 
shareholders where ownership concentration is prevalent 
(Claessens and Fan, 2002). Another issue of concern 
relating to Asian corporate governance is the significant 
concentration of control rights with Thai and Indonesian 
companies having the concentration of 35.25 and 33.68% 
respectively followed by Malaysian and Hong Kong 
companies at 28.32 and 28.08% respectively. The least 
concentration of control rights is documented in Japan, 
Korea and Taiwan. 

On the state of group ownership of corporations in East 
Asian economies, Cheung and Chan (2004) reports that 
Singapore has the highest level of state-controlled listed 
companies compared with other East Asian countries 
with a market value of 23.5%, followed by Malaysia with a 
13.4% of value under state control. On the separation of 
ownership and control in state controlled firms, 
Claessens and Fan (2002) found that this separation in 
state controlled firms are common in Malaysia, 
Philippines and Singapore however they are more 
pronounced in the latter. It is also evident that the smaller 
the firm the more the separation of ownership. Japan is 
the only country with a measurable separation of owner-
ship and control among large institutional companies 
whereas Malaysia is the only country with a measurable 
wedge between cash flow and voting rights in firms 
controlled by widely held corporations. However, Cheung 
and Chan (2004) argue that some corporate governance 
practices in the western corporate governance model 
may not be fully effective in the Asian setting of 
concentrated ownership structure. 

Regarding  to   the   impact   of   political   influence   on 
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financial reporting practices, government intervention in 
the financial reporting process varies across East Asian 
economies with the Hong Kong government adopting a 
lazier-faire approach, the Malaysian and Singapore 
governments taking a more interventionist approach and 
a more direct approach from the Thailand government in 
standard setting and financial reporting practices (Ball et 
al., 2003). However, one of the major factors that have 
shaped Malaysia’s capital market is the close identifi-
cation between racial and economic functions. Ethnicity 
has shaped how the country and businesses are run 
externally, through political means (Yatim et al., 2006). 
Further, Sawicki (2009) posit that there is a clear 
distinction between the three common law countries 
(Singapore, Hong Kong and Malaysia) on the basis of 
ownership concentration, legal and corruption indices. A 
strong positive relationship between governance and 
dividend emerges from post crisis, consistent with 
substantial improvements in governance empowering 
shareholders. In his study of ownership concentration of 
listed companies in 1998, Abdul (2002) found the means 
for the largest shareholder and the five largest 
shareholders to be about 30 and 60% respectively and 
stressed the fact that the companies in Bursa Saham is 
less diffused and dominated by companies with 
substantial shareholders, who are typically government 
owned or promoted institutions. 

Although the literature on the relation between 
government ownership and corporate policy is as yet 
unexplored, there is relatively more evidence on the 
institutional ownership literature that provides relevant 
linkages (Brickley et al., 1988; Pound, 1988; Bushee, 
1998). Furthermore, Abdul Wahab et al. (2007) found that 
although there is no evidence that politically connected 
firms perform better, political connections do have a 
significantly negative effect on corporate governance, 
which is mitigated by institutional ownership. Further, 
Guo and Ni (2008) document that firms with higher insti-
tutional ownership are more likely to be dividend payers, 
that is, the firms with higher institutional ownership are 
more likely to pay and continue paying dividends. 

According to Jensen (2000), ownership structure is a 
very significant element in determining a firm’s objectives, 
shareholders wealth and how managers of a firm can be 
disciplined. However, Amidu and Abor (2006) found no 
association between institutional shareholding and 
dividend payout ratio to show that the higher the 
percentage of institutional holding the lower the dividend 
payout ratio. In contrast, Guo and Ni (2008) argue that 
dividend payers are more associated with institutional 
investors than non payers whereby the firms with higher 
institutional ownership are more likely to pay and 
continue to pay dividends. In this study, there is likely to 
be a positive relationship between government linked 
company and dividend payout due to factors such as 
Malaysia’s political economy and social responsibility with 
regards to the positive  affirmative  actions  taken  by  the  

 
 
 
 
government. Furthermore, there is also some anecdotal 
evidence that suggest that government ownership have 
relatively less difficulty raising funds to finance invest-
ments and hence able to pay dividends. 

Rozeff (1982) posits that dividends are model as a 
function of growth, beta and agency costs and underlying 
the model is the visibility that dividend payout creates. 
Most importantly, Kose and Knyazeva (2006) found that 
firms with weak governance pay higher dividends and the 
relationship is stronger for firms with high free cash flow. 
Also, Claessens and Fan (2002) support and show that 
risk of appropriation is the major principle-agent problem 
for firms in East Asia as opposed to empire building. 

As regards to family ownership, in Malaysia, the 
‘primary founder as prime shareholder’ still dominates the 
business practice (Miles, 2009). The cross ownership in 
Malaysia and Singapore is at 14.9 and 15.7% respec-
tively. Chen et al. (2005) found positive relationship 
between family ownership and return on assets; return on 
equity and the market to book assets. Cheung and Chan 
(2004) report that approximately 58% of all Asian com-
panies can be classified as being family owned (based on 
20 % cut-off point). In addition to this, Hong Kong and 
Malaysia show the highest degree of family ownership via 
total market capitalisation controlled by family groups at 
66.7 and 67.2% respectively. 

Alpay et al. (2008) found that the family controlled firms 
appear to maximise sales and shareholder’s value. The 
study using 218 Chinese controlled public listed com-
panies in Malaysia show that the prescribed corporate 
governance code on the listing requirements to maintain 
a structure of separate chairman and chief executive 
officer (CEO) has no significant impact on the financial 
performance of the companies (Lai and Hock, 2007). On 
the study on corporate takeovers in Malaysia, Imm Song 
et al. (2007) found that there is an interaction effect 
between family ownership and premiums paid which has 
contributed positively to the post take over performance 
and hence suggest that family ownership mitigates 
agency problem in corporate takeovers. Imm Song et al. 
(2008) also posit that ownership by family has aligned the 
interests of the owners to that of the shareholders rather 
than resulting in the expropriation of minority share-
holders. However, Miles (2009) argue that family run 
business in Asian markets such as Hong Kong and 
Malaysia, presents difficulty in evolving positive corporate 
governance practice as there is a strong resistance to 
transparency and accountability. The main reason being 
where the founder dominates the overall business 
practice and makes all major decisions. Furthermore, 
Hanasaki and Liu (2007) document that, the majority of 
the family controlled firms face severe internal financing 
constraints than non-family-controlled firms hence 
suggest that the mechanism in East Asian mechanism 
with regards to smooth reallocation of money among 
investment projects does not work well. However, a study 
on family  owned  firms  in  a  developed  country,  it  was 
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Table 1. Sector representation of the sample companies. 
 

Variable Number of companies Percent 
Consumer product 28 9.33 
Trading/Services 108 36.00 
Properties/Hotel 50 16.67 
Construction 19 6.33 
Plantations 32 10.67 
Industrial 63 21.00 
Total 300 100.00 

 
 
 
 

Table 2. Total market capitalisation by GLCs and non-GLCs. 
 

Type No of Companies Percent 
2004  2005  2006 

RM billion Percent  RM billion Percent  RM billion Percent 
GLCs 32 10.67 196,693 39.30  199,943 39.70  237,721 39.44 
Non- GLCs 268 89.33 303,750 60.70  303,750 60.30  364,954 60.56 
Total 300 100.00 500,443 100.00  503,693 100.00  602,675 100.00 

 

Source: Extracted from OSIRIS.   

 
 
 
 
envisaged that, family owned businesses pay a lower 
dividend and do not smooth their dividends. The reason 
being they do not emphasize on dividend payout and 
hence dividends payout is more volatile (Li et al., 2006). 

Another study by Lai (2007) posits that the Chinese 
(typically the family orientated businesses) control more 
than half of the family owned public listed companies in 
Malaysia. He also posit that in the Chinese family owned 
companies, family members usually control the board 
and management, hence the accountability aspect of 
corporate governance may not be important and as such 
the business prosperity aspect of corporate governance 
is fulfilled as long as the company thrives. Further, as 
majority of the shareholders are family members, they 
are unlikely to expect higher dividends and most of the 
profits would be retained for investment purposes. 

Hence, the dividend policy administered in Malaysia 
differs with other developed and developing economies 
primarily because of Malaysia’s institutional charac-
teristics with a predominantly less diffused ownership 
structure.  
 
 
RESEARCH DESIGN 
 
Sample selection 
 
The sample of the study consists of three hundred of the highest 
capitalised companies listed on Bursa Malaysia for the years ended 
2004 till 2006. All the information obtained is published data  as  the 

companies are listed in the Bursa. The analysis involved all the 
sectors (Table 1) of the economy. 

Table 2 provides statistics on the market capitalisation of GLCs 
for the period 2004 to 2006 and the market capitalisation of the 
government linked companies is in the range of 40% in the year 
2006 although it only represents 11% of the overall sample, the 
sampling is also consistent with other studies on GLCs (Ang and 
Ding, 2006; Ramirez and Ling, 2004). 

After elimination of missing data, the sample size is reduced to 
409 (Table 3). The GLCs are still under the observation of the 
Kuala Lumpur Stock Exchange (Bursa Malaysia) and Securities 
Commission where reporting activities have to be done as any 
other privately owned listed companies. The GLCs are also 
engaged in hiring capable executives and they are also obligated to 
maximize shareholders’ wealth'. 

Data on CEO duality, board size and board composition are 
obtain from the Malaysian stock performance guide books. Data 
relating to financial information such as return on total assets, debt 
to total assets, market capitalisation, market to book equity and 
dividend payout are obtain from the OSIRIS and BANKSCOPE. On 
the measurement of independent variable, several proxies have 
been used in the accounting and finance literature for growth 
opportunities. Adam and Goyal (2008) evaluates the four most 
commonly used proxy variables, that is, market to book asset ratio 
(MBA), market to book equity ratio (MBE), earnings per share ratio 
(EP) and capital expenditure to value ratio (CAPX/PPE). In this 
study, the independent variable, IOS is measured in terms of MBE. 
This proxy variable has also been use extensively on prior studies 
(Anderson et al., 1993; Baber et al., 1996; Gaver and Gaver, 1993; 
Gul, 1999; Hossain et al., 2000; Skinner, 1993).  

Dependent variable is the dividend payout ratio (DPP) and the 
moderating variables are ownership structure consisting of family 
control (FLYC), government linked and non-government linked 
companies.  GLCs   are   defined   as   a   company   in   which   the 
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Table 3. Derivation of sample 2004 to 2006. 
 
Sample selection Total 
Top 300 of the market capitalisation of the companies for the  
three years as listed on the Main Board of Bursa Malaysia 

900 

  

Less:  
Banks, Insurance and unit trusts 24 
Companies with incomplete data 467 
  

Final sample 409 

 
 
 
 
government owns at least 20% of the issued and paid-up capital 
(Ministry of Finance, 1993). The formation of GLCs is carried out 
progressively through the process of privatisation and 
corporatisation. Government linked companies are evaluated by the 
government ownership of shares and by the shares held by the 10 
largest shareholders that is categorised as a measure of ownership 
concentration. Subsequently, ultimate ownership is defined as the 
sum of shares owned directly or indirectly by a single owner through 
crossholdings or pyramids. As a measurement a dummy variable of 
1 for government linked companies and 0 for non-government 
linked companies are used. Other studies that use similar 
methodology include (Gul, 1999; Gugler, 2003; Goergen et al., 
2005 and Amidu and Abor, 2006). Family ownership is defined as 
firms controlled by a specific family. Family ownership is determined 
by the presence of family members on the BOD and by the equity 
ownership of the family firms of at least 20% (Hanazaki and Liu, 
2007). As a measurement, a dummy variable of 1 for family control 
and 0 for non-family control is use. Other studies that use the same 
measures are for instance, Gul and Kealey (1999), Kang (1999), 
Goergen (2003), Lai (2007) and Gadhoum et al. (2007).  

Gaver and Gaver (1992) use the dividend payout ratio and the 
dividend yield as the two measures for dividend policy. The 
dividend payout ratio in this study is dividend per share divided by 
primary earnings per share before extra ordinary. It is noted that the 
dividend yield is sensitive to share price whereas the dividend 
payout is not. For this reason, the dividend payout ratio is taken as 
the primary measure of financing and dividend policy (DPP). Other 
studies (Smith and Watts, 1992; Gaver and Gaver, 1993; Gul, 
1999; Adam and Goyal, 2008) used similar measures. Ownership is 
examined because there seems to be a high concentration of GLCs 
as well as family owned businesses. Further the corporate 
governance variables such as ownership structure are investigated 
to gauge the extent to which the association between growth  
opportunities  (Investment  opportunities  
set or IOS) and dividend policies are moderated by each of these 
corporate governance variables.  

The control variables are firm size, performance, financial 
leverage and duality. Smith a Watts (1992) find firm size is 
positively associated to various types of CG variables such as debt 
covenants, dividend policy and management compensation. In this 
study logarithm of market capitalisation (LOGMKTC) is use as a 
measure for firm size. Market capitalisation measures the percen-
tage of market captured by the firms (Black et al., 2006; Leng and 
Aik, 2007). Return on assets (ROA) is use to evaluate the extent in 
which the assets are put to good use. Wang et al. (1993), Ling et al. 
(2008) and Imm Song et al. (2008) measure corporate performance 
by the ratio of earnings before interest and taxes over total assets. 
The financial leverage is measured as the ratio of the book value of 
long term debt divided by the book value of total assets (DTA). CEO 

duality is widely discussed in the literature and is commonly 
measured as a dummy variable (Daily and Dalton, 1995; Abdullah, 
2007; Ponnu, 2008).  
 
 
ECONOMETRICS METHODOLOGY 
 
Regression model and discussion 
 
The panel character of the data allows for the use of panel data 
methodology. Panel data involve the pooling of observations on a 
cross-section of units over several time periods and provide results 
that are simply not detectable in pure cross-sections or pure time 
series studies. Pool regression with cross sectional data is use for 
hypotheses testing and to reveal the relationship among IOS, DPP 
and control variables. In this regard, appropriate regression tests 
should incorporate some specific methods under the panel data 
analysis. These methods include pooled effect (PE), fixed effect 
(FE) and random effect (RE). PE is only used for robustness check 
which is quite similar to ordinary least square (OLS) and thus this 
part is excluded in the study. However, for modelling purposes, the 
main focus is to choose either FE or RE as these models take time 
variant and cross-sectional effect into consideration. This could be 
accomplished by conducting an additional test known as Hausman 
Test. The details are as follows; 
 
 
The fixed effects model 
 
The fixed effects model is basically a linear regression model in 
which the intercept terms vary over  the  individual  firms,  that  is,  i. 
 
Hence; 
 

ititiit xy µβα ++= '
     itµ ~ ( ),,0 2

uIID σ  

 

Where 
'
itx  are independent of all itµ . Based on this, the 

regression model can be re-written by including a dummy for each 
firm i in the model (Verbeek, 2008). This explanation goes in line 
with least-squares dummy variable (LSDV) (Gujarati, 2003). The 
model is as follows; 
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1

~ dij = 1 if i = j, N = set of dummy variables, iα (i 

= 1, 2. 3,…N) and  � can even be estimated using the OLS method 
and implicitly known as LSDV. However, data transformation need 

to be done here to eliminated the individual effects ( iα ) and 

models are given below (notation of each component remains the 
same). 
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Hence, the actual transformed model to be the estimator of the 
fixed effects is as follows; 
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Where 
'
itx  are independent of all itµ , itµ  is assumed for 

normality, FEβ̂  has a normal distribution and it requires 

( ){ } 0=− itiit xxE µ . 

 
 
The random effects model 
 
As for random effects, the model can be written as follows; 
 

itiitit xy µαββ +++= '
0   

 

itµ ~ ( )2,0 uIID σ  

 

iα ~ ( )2,0 ασIID   

 

Where iα + itµ is treated as an error term that comprises of an 

individual component (does not vary over time) and the remainder 
component is assumed to be uncorrelated over time. 
 
 
Fixed effect or random effect 
 
Researchers do have the option to choose the better model 
between fixed effect method and random effect method. As for this 
purpose, the Hausman test (1978) is used in most cases as it tests 
whether the fixed effects and random effects estimators are 
significantly different (Verbeek, 2008) and the statistical model can 
be computed as follows; 
 

( ) { } { }[ ] ( )REFEREFEREFEH VV ββββββξ ˆˆˆˆˆˆˆˆ 1'
−−−=

−
 

 

[ ]sV̂  refers to true covariance matrices. ( )REFE ββ ˆˆ −  = 0 (null 

hypothesis), Hξ refers to asymptotic chi-squared distribution with K 
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degrees of freedom, where K = number of elements in �. 

If the Hausman test is significant at least at 0.05, then the RE 
models is rejected in favour of the FE and vice versa. 

Regression analysis based on the panel data is used to specify 
the relationship among the dependent, independent and control 
variables in this study. The equation suggests that the IOS of a firm 
can be influenced by corporate governance variables and control 
variables. Specifically, the model is to detect whether the level of 
corporate governance moderates the negative association between 
growth opportunities and dividend policy. The government linked 
and family owned companies are used to gauge to what extent 
dividend payout varies based on the Malaysian scenario. 
 

DPP = �0 + �1 MBEit+ + �2 FLYCit + �3 GLCit + �
=

n

i 1
�4 OTHERS + �it 

 
 
Where: 
 
MBE = Market to book value of equity at the end of year t  
FLYC = Value ‘1’ for family and ‘0’ otherwise 
GLC = Value ‘1’ for government linked and “0” for otherwise 
 
Others 
 
DUAL = Role duality 
BSIZE = Board size 
BCOM = Board composition 
LOGMKTC = Log of market capitalisation 
DTA = Debt to Total Assets 
ROA = Return on assets 
INDUSTRY TYPE = Consumer sector, Trading sector, Properties, 
Hotel and others, Construction, Plantations and Mining and 
Industrial 
�,� and t = Error term, company and time respectively 
�0 = Intercept of the model 
 
The significance of the f statistic proves a relationship between the 
dependent variable (dividend policy) and independent variable 
(IOS). However, any violations of the classic linear regression 
assumptions then the issues such as multicollinearity, autocorre-
lation and heteroscedasticity could arise but not serious. Further, 
the Durban Watson (DW) test is use to detect autocorrelation in this 
model. Durban Watson (DW) statistic of 0 is known as no residual 
autocorrelation whereas DW of between 0 - 2 is known as positive 
residual correlation and above 2 is categorised as negative residual 
autocorrelation. Standard remedial measures are use to remove the 
autocorrelation from the IOS model (Vogelvang, 2005). Vogelvang 
(2005) suggest that the phenomenon of heteroscedasticity in the 
disturbance occurs only in models for cross-section data. The panel 
data methodology allows the control of the  so-called  unobservable 
constant heterogeneity as each firm has its specificity and secondly 
because of the dynamic dimension where the panel data is tested 
for long time adjusting processes and determining the firm value 
reaction    when  the  explanatory  variable  changes  (Arellano  and 
Bover, 1990; Arellano, 1993). Additional econometrics and statis-
tical tests used in this study include correlation tests, descriptive 
tests and sensitivity analysis. Correlation is a method to compute 
several associational statistics. Descriptive statistics is used to 
analyse the basic features of the data in this study. An analysis of 
the corporate structure variables is also performed to examine the 
variables relevant for DPP and IOS in an individual manner. 
Furthermore, the interactions with IOS with the inclusion of two 
experimental variables that is, family control and government linked 
are also analysed. 
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Table 4. Hausman test 
 

Correlated random effect 
Test summary Chi-Sq Statistic Chi-Sq d.f Prob 
Cross-section random 8.076 8 0.426 

 
 
 
 
EMPIRICAL FINDINGS 
 
Descriptive statistics  
 
Table 4 shows the summary of Hausman test which indi-
cate insignificant result (p-value = 0.426) and thus FE is 
rejected in favour of RE. Hence, the following regression 
models are based on the RE method. 

As reported in Table 5 (Panel A), the minimum value 
and maximum value for the residuals of pooled data and 
the individual years for the market capitalisation are in the 
range of 2.400 to 2.480 and 10.580 to 10.610 respec-
tively. In terms of ROA, there is a constant increase in the 
mean ROA that is, from 0.038% in year 2004, 0.062% in 
year 2005 and subsequently 0.080% in year 2006. This 
indicates that the companies in general are maximising 
their usage of assets to generate revenue. Similarly, the 
mean of total book value of debts to total book value of 
assets (DTA) is at 56.3% for the three years in total and 
the mean range from 51.6 to 60.3%. The DTA is consi-
dered low with the maximum debt representing 9.28% of 
the total assets of the company. BSIZE results show a 
minimum of 2 and a maximum of 12. BCOM as depicted 
show an average 41.2% of the board is represented by 
independent directors and hence almost 70% of the 
companies meet the recommendation of the MCCG 2000 
to have at least 1/3 of the board to be represented by 
independent directors. 

In terms of IOS, the minimum and maximum values 
varies within the years, that is, 13.280, 14.266 and 
11.737 respectively and it is rather close to the overall 
pull average data of 13.011. There has been a drastic de-
cline in the total value of IOS from the year 2004 onwards 
in which from 135.800, it drop to 39.890. The minimum 
DPP is where there are no dividends paid and the 
maximum DPP is at 87.5% in year 2006. The high DPP in  
Malaysia could be attributed to the dividend policy of 
Malaysian listed companies where the managers are 
reluctant to cut or avoid omitting dividend even when the 
performance of the company is deteriorating (Ponnu, 
2008).  

Table 5 (Panel B) reports the descriptive statistics of 
variables on the number of observations available on 
skewness and kurtosis of the data. 

Table 5 (Panel C), shows that the family owned 
businesses represent 9.67%, that is, equal to 87 
companies, government linked companies with a 10.67%, 

that is, equal to 96 companies and non-government 
linked companies with a 89.33% , that is, equal to 804 
companies, respectively.  

 
 
Correlation analysis 

 
To examine the correlation between the independent 
variables, a Pearson product moment correlation (r) is 
computed. As illustrated in Table 6, IOS is negatively and 
significantly correlated with DPP indicating that high 
growth firms have lower cash flow and, hence, pay lower 
dividends. This is consistent with prior studies (Jensen, 
1986; Easterbrook, 1984; Gul and Kealey, 1999; Amidu 
and Abor, 2006). The FLYC is negatively correlated with 
IOS and this implies that family controlled firms are 
paying lesser dividends. Additionally, the results provide 
strong positive support of the relationship between the 
LOGMKTC and ROA, which reveal that higher market 
capitalised companies maintain a higher return on assets 
ratio. Furthermore, in terms of BSIZE, the variable is po-
sitively and significantly correlated with DPP and hence 
indicates that larger boards pay more dividends. DPP is 
also negatively and significantly correlated with CEO 
duality and LOGMKTC and hence imply that companies 
that maintain CEO duality and high market capitalisation 
pay more dividends. On the correlation among variables, 
there is no multicollinearity as none of the variables 
correlates above 0.80 or 0.90. 
 
 
Multivariate analysis 
 
Table 7 (Panels A and B) shows the summary of the 
results for the pooled data for all three years (2004-
2006). To test the robustness of the basic model, 
additional variables are progressively added to the 
existing model to evaluate the impact on the association 
between IOS and DPP. The objective of progressively 
adding control variables is   to   observe   the magnitude 
of the coefficient on dividend policy when each variable is 
added on to the   basic   model.   The additional variables 
referred to are FLYC, IOSFLYC and IOSGLC. Further, 
the variables are controlled for type of  industry  by  using  
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Table 5. Descriptive statistics of continuous variables. 
 

Variable 
Panel A 

 All 2004 2005 2006 

DPP 

Mean 33.789 34.040 33.769 33.600 
Median 31.905 34.041 31.220 31.970 
Standard  deviation 18.902 18.641 18.354 19.764 
Minimum 0.000 0.670 1.530 0.000 
Maximum 87.500 85.330 76.300 87.500 
N 592 178 197 217 

      

MBE 

Mean 13.011 13.280 14.266 11.737 
Median 10.260 9.640 11.180 10.100 
Standard deviation 16.418 22.977 10.553 10.802 
Minimum -94.340 -94.340 0.800 -17.990 
Maximum 135.800 135.800 56.070 39.890 
N 571 214 157 200 

      

LOGMKTC 

Mean 6.406 6.390 6.305 6.521 
Median 6.270 6.250 6.110 6.380 
Standard deviation 1.371 1.346 1.387 1.376 
Minimum 2.400 2.480 2.480 2.400 
Maximum 10.610 10.580 10.610 10.610 
N 825 275 275 275 

      

ROA 

Mean 0.062 0.038 0.062 0.080 
Median 0.050 0.060 0.050 0.050 
Standard deviation 0.315 0.543 0.080 0.137 
Minimum -8.170 -8.170 -0.160 -1.500 
Maximum 1.260 0.630 0.610 1.260 
N 780 238 272 270 

      

DTA 

Mean 0.563 0.603 0.516 0.570 
Median 0.450 0.450 0.440 0.455 
Standard deviation 0.719 0.875 0.492 0.741 
Minimum 0.000 0.000 0.000 0.000 
Maximum 9.280 8.030 3.990 9.280 
N 832 270 276 286 

      

BSIZE 

Mean 5.384 5.384 5.384 5.384 
Median 5.000 5.000 5.000 5.000 
Standard deviation 2.161 2.163 2.163 2.163 
Minimum 2.000 2.000 2.000 2.000 
Maximum 12.000 12.000 12.000 12.000 
N 843 281 281 281 

      

BCOM 

Mean 0.412 0.412 0.412 0.412 
Median 0.400 0.400 0.400 0.400 
Standard deviation 0.252 0.252 0.252 0.252 
Minimum 0.000 0.000 0.000 0.000 
Maximum 1.000 1.000 1.000 1.000 
N 843 281 281 281 
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Table 5. Contd. 
 

Variable 
Panel B (Descriptive statistics) 

N Skewness Kurtosis 
LOGMKTC 825 0.554 0.705 
ROA 780 -22.819 602.095 
DTA 832 6.380 56.249 
MBE 571 1.599 13.669 
BCOM 843 0.256 -0.236 
BSIZE 843 0.524 0.005 
DPP 592 7.625 94.548 

 

 Panel C (Descriptive statistics of dichotomous variables) 
Variable All {N = 900(%)}  2004{N=300(%)}  2005 {N=300(%)}  2006 {N=300(%)} 
Dichotomous Variable 1 0  1 0  1 0  1 0 
Government linked & non-linked (GLC/NGLC) 96 (10.67) 804 (89.33)  32 (10.67) 268 (89.33)  32 (10.67) 268 (89.33)  32 (10.67) 268 (89.33) 
            
Industry type            
CONSUMER 84 816  28 272  28 272  28 272 
TRADING 324 576  108 192  108 192  108 192 
PROPERTIES 150 750  50 250  50 250  50 250 
CONSTRUCTION 57 843  19 281  19 281  19 281 
PLANTATION 96 804  32 268  32 268  32 268 
INDUSTRIAL 189 711  63 237  63 237  63 237 
Duality (DUAL)  120(13.33 ) 780(86.67)  40(13.33) 260(86.67)  40(13.33) 26086.67)  40(13.3 ) 260(86.67) 
Family Control (FLYC) 87(9.67 ) 813(90.33 )  29 (9.67) 271 (90.33)  29 (9.67) 271 (90.33)  29 (9.67) 271 (90.33) 

 
 
 
dummy variables. There are six dummy variables 
and the dummies use are one less than the 
number of categories on industry type. In all there 
are five different models in which the association 
between the IOS and dividend payout policy are 
tested.  

The F-value for each of the models from 1 to 5, 
based on pooled data, is statistically significant at 
the 1% level. The adjusted R2 is the total  variance  

of the dividend policy of the companies listed on 
the Bursa Saham. The adjusted R2 for all the 
models are in the range of 6% for the combined 
three year period of the panel data. Although the 
adjusted R2 is considered low, it is slightly higher 
than the prior studies reported by Gul and Kealey 
(1999) who examined the dividend policies among 
Korean companies, which is at 0.010%. The 
adjusted R2  of  Model  1  combined  for  the  three  

years period is 3%. From the analyses conducted, 
it is found that the four variables tested in the 
study are significantly associated with DPP. The 
results presented in Table 7 (Panel A) show 
significant associations between IOS, ROA and 
industry type (consumer; plantations). This study 
finds a significant negative association between 
IOS and DPP. The negative and significant result 
between  dividend  policy  and  IOS  supports   the  
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Table 6. Correlation. 
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*, Significance at 10% level; **, significance at 5% level; ***, significance at 1% level  (two-tailed); DPP, dividend payout; MBE, [Shares outstanding multiply shares closing price] divided by common 
equity; LOGMKTC, Log of market capitalisation; ROA, return on assets; DTA, debt to assets; FLYC, family controlled firms; GLCNGLC, government linked and non-government linked companies; 
BSIZE, Board size; BCOM, Board composition. 
 
 
FCF hypothesis, which suggests that high growth 
firms pay lower  dividends  and  low  growth  firms  

pay higher dividends. These findings are consis-
tent  with  prior  findings  by  (Ferris  et  al.,   2009;  

Amidu and Abor, 2006; Mitton, 2004 and La Porta 
et al.,  2000).  Other  studies  such  as  Smith  and  
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Table 7. Multiple regression results. 
 
 Panel A 

Model 
1  2  3 

Coefficients t-stat. p-value  Coefficients t-stat. p-value  Coefficients t-stat. p-value 
Pooled EGLS            
(Constant) 28.161 3.812 0.000***  25.328 3.407 0.000***  26.663 3.586 0.000*** 
CONSUMER 10.567 2.446 0.015***  11.667 2.711 0.007***  12.449 2.891 0.004*** 
TRADING 3.549 0.976 0.329  4.110 1.140 0.254  4.598 1.276 0.203 
PROPERTIES 2.627 0.699 0.484  3.185 0.855 0.392  3.776 0.014 0.311 
CONSTRUCTION 1.649 0.323 0.746  2.325 0.460 0.654  2.132 0.423 0.672 
PLANTATION 7.130 1.747 0.081*  8.739 2.130 0.033**  9.400 2.290 0.022** 
GLC.NGLC 2.245 0.517 0.605  0.535 0.122 0.902  0.517 0.119 0.906 
DUAL -8.449 -1.515 0.130  -5.388 -0.946 0.344  -6.126 -1.076 0.282 
BSIZE 0.495 0.869 0.385  0.652 1.147 0.252  0.553 0.972 0.331 
BCOM 0.302 0.056 0.955  -0.293 -0.055 0.956  -1.159 -0.218 0.827 
LOGMKTC 0.642 0.623 0.533  1.055 1.015 0.311  1.058 1.019* 0.308 
ROA -28.915 -2.806 0.005***  -29.451 -2.869 0.004***  -30.066 -2.943 0.003*** 
DTA 0.969 1.039 0.299  1.051 1.128 0.259  1.113 1.202 0.230 
MBE -0.107 -1.758 0.079*  -0.112 -1.857 0.064*  -0.171 -2.686 0.007*** 
FLYC     -8.765 -2.126 0.034**  -15.307 -3.252 0.001*** 
IOS.FLYC         0.552 2.867 0.004*** 
            
R²   0.067    0.091    0.105 
Adjusted R²   0.030    0.039    0.056 
Durban Watson   1.627    0.739    0.737 
F statistic   1.905    2.102    2.527 
N   409    409    409 
 ***, Significance at 1%; **, significance at 5% level; *, significance at 10% level. Industry type; MBE, [shares outstanding multiply shares closing 
price] divided by common equity; BSIZE, board size; BCOM, board composition; DUAL, duality; GLC.NGLC, government linked and non-
government linked companies; FLYC, family control; ROA, return on assets; LOGMKTC, log of market capitalisation; IOSFLYC, interaction between 
IOS and FLYC.   

 

 Panel B  

Model 
4 5 

Coefficients t-stat. p-value Coefficients t-stat. p-value 
Pooled EGLS       
(Constant) 27.907 3.774 0.000*** 26.364 3.540 0.000*** 
CONSUMER 10.419 2.408 0.016*** 12.314 2.854 0.005*** 
TRADING 3.327 0.913 0.361 4.336 1.200 0.231 
PROPERTIES 2.477 0.658 0.510 3.619 0.969 0.333 
CONSTRUCTION 1.248 0.244 0.807 1.592 0.314 0.753 
PLANTATION 6.956 1.702 0.089* 9.229 2.243 0.025** 
GLC.NGLC -0.674 -0.134 0.893 -3.425 -0.678 0.498 
DUAL -8.589 -1.538 0.124 -6.309 -1.106 0.269 
BSIZE 0.519 0.909 0.363 0.582 1.020 0.308 
BCOM 0.308 0.057 0.954 -1.219 1.021 0.308 
LOGMKTC 0.728 0.703 0.482 1.179 1.131 0.258 
ROA -28.657 -2.783 0.006*** -29.795 -2.923 0.003*** 
DTA 0.991 1.064 0.287 1.149 1.246 0.213 
MBE -0.129 -2.022 0.044** -0.204 -3.037 0.002*** 
FLYC    -15.850 -3.355 0.000*** 
IOS.FLYC    0.586 3.033 0.002*** 
IOS.GLC 0.234 1.156 0.248 0.314 1.556 0.121 
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Table 7. Contd. 
 
R²  0.066   0.104  
Adjusted R²  0.030   0.060  
Durban Watson  0.707   0.718  
F statistic  1.861   2.519  
N  409   409  

 

***Significance at 1%; **, significance at 5% level; *, significance at 10% level. Industry type; MBE, [shares outstanding multiply 
shares closing price] divided by common equity; BSIZE, board size; BCOM, board composition; DUAL, duality; GLCNGLC, 
government linked and non-government linked companies; FLYC, family control; ROA, return on assets; LOGMKTC, log of market 
capitalisation; IOSFLYC, interaction between IOS and FLYC; IOSGLC, interaction between IOS and government linked 
companies. 

 
 Panel C 

Model 
GLCs NGLCs 

Coefficient t-stat. Coefficient t-stat. 
Pooled EGLS     
(Constant) 31.721 1.430 30.681 4.600*** 
MBE -0.017 0.071 -0.231 -3.226*** 
DUAL -6.600 -0.330 -4.951 -1.044 
LOGMKTC 0.693 0.349 0.416 0.441 
ROA -66.404 -0.962 -13.931 -1.201 
DTA -5.824 -1.123 -1.136 -0.717 
CONSUMER -3.600 -0.244 11.062 2.985*** 
TRADING   9.159 2.950*** 
PROPERTIES   6.998 2.373*** 
CONSTRUCTION -20.629 -1.664 8.072 1.889* 
PLANTATION 10.573 0.148 12.084 3.682*** 
INDUSTRIAL 16.943 1.363   
FLYC   -7.602 -2.426** 
BCOM 1.489 0.107 -1.541 -0.339 
BSIZE 1.713 0.800 0.339 0.717 
Year Dummy 1  0.183  0.031 
Year Dummy 2  -0.293  -0.571 
     
Adjusted R²  0.102  0.075 
F statistic  1.365  2.809 
F-value  0.235  0.000 
N  96  804 

 

Notes: The reported t-value and the significance opposite each variable indicates whether the variable is significantly 
contributing to the equation model. ***, significance at 1%; **, significance at 5% level; *, significance at 10% level.  
MBE, [Shares outstanding multiply shares closing price] divided by common equity; DUAL, duality, LOGMKTC, log of 
market capitalisation; ROA, return on assets; industry type = CONSUMER; TRADING; PROPERTIES; 
CONSTRUCTION; PLANTATIONS and INDUSTRIAL; FLYC, family controlled firms; BCOM, board composition (in 
terms of proportion of independent directors), BSIZE, board size; Year Dummies = control for years.  

 
 
 
Watts (1992), Gaver and Gaver (1993), Gul and Kealey 
(1999) and Jensen (1986) who also report a significant 
negative relationship, suggest that high growth firms due 
to their low cash flow declare lower dividends as 
compared to low growth firms that declare high dividends 
due to their anticipated high cash flow. As regard industry 
dummy variables, the study finds a significant positive 
association between industry type and dividend policy. 

The addition on Model 2 is with regard to family 
controlled firms. The adjusted R2 combined for the three 
years period is 4.0%. A negative and significant 
association between FLYC indicates that high growth 
family controlled firms are paying lesser dividends and 
supports the contention that family controlled firms, 
appear to maximise sales and shareholder value (Figure 
3). The results are consistent with prior findings  by  (Lim,  
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1981; Claessens et al., 2000; Alpay et al., 2008). The 
additions to Model 3 are the variables FLYC and 
IOSFLYC. The adjusted R2 combined for the three years 
period is 5.6%. In terms of IOSFLYC, the results show a 
positive and significant association and hence indicate 
that the negative relationship between high growth firms 
and dividend payout is weaker for family controlled firms. 
On industry type, only consumer products and plantations 
related products are positively associated and significant. 
The additions to Model 4, refer to Table 7 (Panel B), is 
IOSGLC. The adjusted R2 combined for the three years 
period is 3%. The results show a positive but insignificant 
association. Further, this Model depict the following: 
consumer and plantations product is positively associated 
and significant, similar to earlier Models; ROA produce a 
negative significant relationship as per the earlier Models 
however LOGMKTC is positive but not significantly 
related to dividend payout. 

In Model 5, Table 7 (Panel B) a combination of the 
progressive variables discussed earlier is regressed 
together. The adjusted R2 combined for the three years 
period is 6%. The progressive additions of the above 
mentioned variables have resulted on the significant 
negative association between IOS, FLYC and ROA. 
IOSFLYC and the results of consumer and plantations as 
the industry product show significant positive relationship 
with dividend payout.  

Further, Table 7 (Panel C) report on the significance of 
dividend payout to government linked and non-government 
linked companies. The results (Figure 2) show significant 
negative associations between IOS and dividend policy in 
the context of non-government linked companies and on 
the contrary reports a positive and insignificant difference 
in the context of government linked companies. The 
results for the non-government linked companies are 
negatively significant and posit that non-government 
linked companies pay lesser dividends.  

This result is consistent with the theory that growth 
firms require more funds in order to finance their growth 
and therefore would retain greater proportion of their 
earnings by paying lower dividends (Amidu and Abor, 
2006). 
 
 
IMPLICATIONS 
 
This study found a strong negative and significant 
relationship between growth opportunities and dividend 
policy. It is reassuring to note that this is consistent and 
extends the literature on the contracting explanation 
based on Jensen’s Free Cash Flow theory. Furthermore, 
based on prior studies, the agency approach is highly 
relevant to an understanding of corporate dividend 
policies around the world and, hence, the agency theory 
is another aspect to be considered in ownership struc-
ture. On the subject of ownership and family controlled 
firms, the results show a negative  significant  association  

 
 
 
 
between family controlled firms and dividend payout. The 
implication of this finding to the policy setters is that 
family controlled firms pay lesser dividends as compared 
to non-family controlled firms. This contributes to extant 
literature as the study offers insights to policy makers 
interested in enhancing the extent to which minority 
shareholders are protected.  

As regarding the non-GLCs, it is found that there is a 
negative significant difference between IOS and  dividend 
payout signifying that high growth non-GLCs pay lesser 
dividend and low growth non-GLCs pay higher dividends. 
This study contribute to extant literature as it offers 
insights to policy setters that ownership structure has 
moderating  effect   between   growth   opportunities   and 
dividend policy in the Malaysian context. Considering the 
interaction between IOS and FLYC, this contributes to 
extant literature, as the study found a positive significant 
association between the interactions and dividend policy. 
This indicates that the negative relationship between high 
growth firms and dividend payout is weaker for family 
controlled firms.  
 
 
LIMITATIONS AND SUGGESTIONS FOR FUTURE 
RESEARCH  
 
This study is based on the top 300 highest capitalised 
Malaysian public listed companies meaning that the 
validation of the conclusion might be applicable to large 
companies only. Furthermore, this study uses CG data 
for three years and, hence, may not be generalised for 
other periods such as prior to governance reforms or 
during the crisis.  

There is a also a strong element of sample bias as only 
firms reporting details on all the corporate variables of 
interest are included in the analysis. Another factor to 
consider is the unique institutional environment of 
Malaysia in which caution should be exercised in 
generalising the results in other economic settings. 
Further additional IOS measures could be incorporated to 
further strengthen the results obtained under different 
economic settings.  

Extension to the current study is possible in the 
following areas: It would be useful for future studies to 
examine politically connected firms in order to understand 
how businesses operate in Malaysia as there is a strong 
possibility that politically and non-politically connected 
firms in Malaysia have a different impact on dividend 
payout. Future studies could test the relationship exa-
mined in this study using different proxies of investment 
opportunity set such as price earnings ratio and capital 
expenditure ratio (research and development expendi-
tures divided by total assets or sales) as suggested by 
Adam and Goyal (2008) as well as the growth in working 
capital ratio and  growth  return  on  capital  employed  by 
Bruton (2003). As researchers do not identity a uniform 
method to measure growth opportunities, testing the re-
lationship  using  different  proxies of growth opportunities 
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Figure 1. Family and non-family firms. 

 
 
 

 
 
Figure 2. Non-government linked companies. 
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could validate the existing findings of this study. 
 
 
Conclusion 
 
More importantly this study focuses on ownership struc-
tures and documents the consistent strong support on the 
negative significant association between growth 
opportunities and dividend payout for non-government 
linked companies only. The contracting theory based on 
Jensen’s FCF theory is not applicable for government 
linked and family controlled firms.  

Furthermore, this study found that, on the interaction 
between IOS and FLYC, the negative relationship 
between high growth firms and dividend payout is weaker 
for family controlled firms.  
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