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Abstract

The study of what influences the dividend payout policy remains highly relevant as it is an
important factor that is being considered by both companies and investors. This study
attempts to investigate the significant factors that affect the dividend payout of healthcare
companies in Malaysia. To meet the objective of this study, 10 years financial data from a
sample of healthcare companies listed on the main board of Bursa Malaysia is analysed to
investigate the effect of the determinants towards the dividend payout ratio. Correlation
analysis and multiple linear regression analysis are applied to determine the relationship
between variables and the effect of the independent variables towards the dividend payout.
The findings indicate that liquidity, investment opportunity, leverage and company size are
significant in determining the dividend payout ratio of Malaysia healthcare companies.
Keywords: Dividend Payout, Dividend Policy, Emerging Market, Healthcare Sector, Corporate
Finance

Introduction

The dividend payout is the portion of the company’s earnings that is distributed to the
company’s shareholders. While the undistributed portion of earnings is known as retained
earnings and are used to fund business growth. The dividend payout policy has been one of a
crucial finance issue that companies must manage efficiently to secure adequate internal
funds for business expansion and at the same time pleasing their shareholders with dividend
payments. In addition, the dividend payments also has a function to attract potential
investors’ interest to the company. Hence, it is a policy which both investors and companies’
stakeholders will need to take into consideration before resolving on any decision. Despite its
important, dividend policy has still been considered as the unsolved puzzle in the world of
academia. There are some issues which appear to be unsolved regarding dividend policy. For
instance, what determine the dividend payout? There is still no uniform findings on the
determinants of the dividend payout.

There are many contradictory theories of dividends which can be identified. Among
the top theories are Modigliani-Miller’s dividend irrelevancy theory. According to Miller and
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Modigliani (1961) dividends are irrelevant factor in determining firm value in a “perfect”
market. Based on their model, the value of a firm is determined by investment policy rather
than the distribution of cash dividends to shareholders. Therefore, investors would be
indifferent to any viable dividend policy implemented by companies. On the other hand,
Lintner (1965); Gordon (1959) developed the bird-in-the-hand theory which considers
dividend as a main determining factor of firm value. The theory claims that investors prefer
to receive dividends today rather than to receive capital gains later. Another major theory
concerning dividend policy is the tax preference theory. Because the capital gain tax rate is
typically lower than the dividend tax rate, this theory argues that investors prefer to invest in
lower dividend or even zero payout companies.

The study of what influences the dividend payout policy remains highly relevant as it
is an important factor that is being considered by potential investors and as a reflection of
companies’ performance (Afza and Nazir, 2008). Many studies have addressed this issue in
developed equity markets such as in the United States (Farre-Mensa et al., 2014; DeAngelo
et al., 2004) and Japan stock markets (Kasahara and Orihara, 2021; Suji, 2010) as well as in
emerging markets (Danila et al., 2020; Al Sawaga, 2021; Manneh and Naser; 2015; Dewasiri
et al., 2019). However, most previous research done in the context of the Malaysian market
focused on the entire market sectors (Yusof and Ismail, 2016; Khan, 2020) or across several
sectors (Issa, 2015). This study focuses on the Malaysia healthcare sector. Recently, due to
the COVID-19 outbreak, world economics had been affected including the healthcare sector.
The interest of investors in this sector has grown markedly due to the huge business
opportunities that have arisen because of the pandemic. Therefore, it is noteworthy to
acknowledge the factors influencing the healthcare companies’ dividend payout in an
emerging market like Malaysia.

This study attempts to investigate the effect of independent variables namely,
liquidity, investment opportunity, profitability, leverage and company size on the dependent
variable which is dividend payout ratio. The study provides useful references for investors and
companies’ stakeholders to understand the factors that influence the dividend payout.

Literature Review
Dividend Policy

Previous study on dividend policy has produced a significant amount of literature in
this field. However, as mentioned before, it has still been a debatable topic in corporate
finance. A dividend policy is the policy a company uses to structure its dividend payout to
shareholders. The dividend payout ratio (DPR) is the ratio of the total amount of dividends
paid out to shareholders relative to the net income of the company. According to Fitri et al.
(2016), although companies should have to finance any capital structure changes and increase
growth, companies also have a commitment to enhance shareholders’ wealth with the
distribution of dividends to shareholders. Many previous studies have used DPR to measure
dividend as a dependent variable in dividend policy study (Khan, 2020; Kazmierska-J6zwiaka’
2015; Widyasti and Putri, 2021; Mehta, 2012). There are also other measures used in previous
studies for dividend policy, for instance, dividend per share (DPS) (Imran, 2015; Trang, 2012;
Jaara et al., 2018). However, in this study, DPR is used as the dependant variable.
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A number of factors have been identified and discussed in the literature as potential
determinants of a company’s dividend payout decisions. In this study, the set of following
independent variables has been selected: liquidity, investment opportunity, profitability,
leverage and company size.

Dividend Payout and Liquidity

Previous studies have reported that companies with higher liquidity are most likely to
disburse higher dividend payments (Setiawan and Rahmawati, 2020; Ho, 2003). According to
Maldajian and El Khoury (2014) a company with liquid assets can generate sufficient and
stable cash flows which would then increase its ability to pay dividends to shareholders. Based
on previous studies in the context of Malaysia, Yong and Mustapha (2016) and Ong et.al
(2018) show that current ratio is a significant variable to determine the companies’ DPR. In
addition, Malik (2013) asserts that there is a positive relationship between the liquidity and
the dividend payout ratio of listed companies on the Karachi stock exchange. Recently,
Mazengo and Mwaifyusi (2021), find that liquidity is one of the main determinants of financial
institutions’ dividend policy. Mehar (2002), however, reports a negative relationship between
liguidity and dividend payout from his study of companies on the Karachi Stock Exchange in
Pakistan. This is supported by Banarjee (2017); Khan and Ahmad (2017) who also find that a
liquidity has a significant negative relationship with dividend policy. Meanwhile, Widyasti and
Putri (2021), using a sample of 55 manufacturing companies listed on the Indonesia Stock
Exchange for the 2017-2019 argue that liquidity is not a significant dividend policy
determinant. Chakraborty et. al (2018); Hashim (2017) also report that liquidity has no effect
on companies’ DPR. Since there is no consensus on the direction of the association between
liquidity and dividend payout, this study will test whether the dividend payout of healthcare
companies in Malaysia is affected by liquidity. From that the following hypothesis is proposed:
H1: Liquidity has a significant effect on dividend payout.

Dividend Payout and Investment Opportunity

Investment opportunity as a determinant of dividend policy is in accordance to the
agency costs theory. Companies with limited investment opportunities would have greater
exposure to agency costs. Thus, to mitigate the principal — agent problems that may arise,
these companies will pay higher dividends to shareholders as compared to their counterparts
with greater investment opportunities (Jensen, 1986). Prior studies have reported a
significantly negative relationship between investment opportunity and dividend payout
policy (Abor and Bopkin, 2010; Amidu and Abor, 2006; Khan and Ahmad, 2017). However,
Yong and Mustapha (2016), Issa (2015) and Imran (2011) report a positive effect of
investment opportunities on dividend payout. Nevertheless, previous studies have also
reported that investment opportunity is an insignificant factor to determine the dividend
policy (Naceur et al., 2006 and Kowalewski et al., 2008). This research aims to determine
whether there is an influence of investment opportunity on the dividend payout ratio. Thus,
the following hypothesis is suggested:
H2: Investment opportunity has a significant effect on dividend payout.

Dividend Payout and Profitability

Another important factor affecting the dividend policy is a company’s profitability.
According to Fitri et al. (2016), a company’s profitability may influence its dividend payments
because dividends are part of the company's net income. A study by Issa (2015) finds that
profitability has a significant positive correlation with DPR. In addition, Mazengo and
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Mwaifyusi (2021) and Awad (2019) also report that profitability has a significant positive
relationship with dividend payments. Trang (2012) finds that profitability is the most
important determinant of Vietnamese companies’ dividend policy. Other studies have
reported conflicting results. For example, Putri and Ugut (2021), Hashim (2017) and Tamrin
et al. (2018) argue that profitability has a significant negative effect on the dividend policy.
Furthermore, there are previous studies which report there is no relationship between
profitability and DPR (Yong and Mustapha, 2016; Hellstrom and Inagambaev, 2012 and
Banarjee, 2017). Thus, because of the mixed results from prior research, this study proposes
the following hypothesis:

H3: Profitability has a significant effect on the dividend payout.

Dividend Payout and Leverage

Leverage refers to the used of debt to finance assets and generate potential
investment returns on risky sources of funds. The higher the leverage ratios, the more debt
the company is using thus, the higher the financial risk faced by the company. Widyasti and
Putri (2021) find that the leverage ratio has a significant negative relationship to the
company’s dividend payments. Their finding is consistent with Tarig (2018). Meanwhile,
based on studies done by Yong and Mustapha (2016), Hashim (2017) and Ong et al. (2018)
who study on Malaysian listed companies, argue that leverage has no significant effect on the
dividend policy. Their results are supported by Putri and Ugut (2021), Olarewaju et al. (2019),
Hellstrom and Inagambaev (2012) and Dewasiri et al. (2018) who also reported that leverage
is an insignificant factor to determine the dividend payments. This study will examine whether
this correlation exists in the Malaysian stock market. The next hypothesis this study put
forward is as follows:
H4: Leverage has a significant effect on the dividend payout.

Dividend Payout and Company Size

Mehta (2012) states that bigger companies’ dividend payments are larger as
compared to dividend payments make by the smaller size companies. Yong and Mustapha
(2016) and Awad (2019) also find that size has a positive significant effect on dividend payout.
However, Hellstrom and Inagambaev (2012) report contradictory results. They find that size
is an important factor to determine the medium-capitalization companies’ DPR. On the other
hand, their finding also denotes that size has no significant relationship with large-
capitalization companies’ dividend policy. Susanto and Tirok (2013), Hashim (2017) and Trang
(2012) assert that size is not significant in determining the companies’ dividend policy. Since
there are contradict results on the effect of company size on the dividend policy from previous
research, this study proposes the following hypothesis:
H5: Company size has a significant effect on dividend payout.
Based on the literature review, the conceptual framework of this study can be presented as
follows:
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Figure 1 Conceptual Framework

Methodology
Data Collection

The study focused on companies listed on the Bursa Malaysia healthcare sector. The
study uses financial data that were taken from the Eikon data stream and also from the
companies’ annual reports which can be accessed from Bursa Malaysia’s website. This study
gathers all the information regarding variables that are employed for a period of 10 years
from 2010 until 2019. There are 14 companies listed under the healthcare sector on the main
market of Bursa Malaysia. However, due to the unavailability of a complete set of data for the
whole period of study, only 7 companies are included in this study. Thus, the study contains
70 company-year observations.

The dependant variable in this study is the dividend payout ratio and the independent
variables consists of company characteristics namely; liquidity, investment opportunity,
profitability, leverage and company size. The variables are measures as follows:
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Table 1
The Measurement of the Variables
Variables Proxy & measurement References
Dependant variable:  Dividend payout ratio (DPR) 1. Khan (2020)
Dividend payout 2. Kazmierska-Jézwiaka’ (2015)
DPR = dividend per share 3. Widyati and Putri (2021)
net profit per share 4. Mehta (2012)
5.0ng et.al (2018)
6. Chakraborty et.al (2018)
Independent
variables:
Liquidity Current ratio (CR) 1. Yong and Mustapha (2016)
CR = current assets 2. Banarjee (2017)
current liabilities 3. Thirumagal and Vasantha (2017)
Investment Price-to-book value ratio (PBV) 1. Issa (2015)
opportunity PBV = market price per share 2. Amidu and Abor (2006)
book value per share
Profitability Return on equity (ROE) 1. Hellstrom and Inagambaev (2012)
ROE = _netincome 2. Imran (2011)
total equity
Leverage Debt to equity ratio (DER) 1. Al-Malkawi (2007)
DER = total debt 2. Abor and Bokpin (2010)
total equity 3. Patra et. al (2012)
4. Dewasiri et. al (2018)
Company size Natural log value of total assets 1. Mazengo and Mwaifyusi (2021)
(InSIZE) 2. Mehta (2012)

The collected data were analysed using Eviews statistics. A multiple regression analysis was
performed to find the effect of the selected company characteristics on the dividend policy
of Malaysian healthcare companies. The regression model expressing the linear relation of
the independent variables on DPR can be modeled as follows:

DPR= 30+ B1CR + B2PBV + B3ROE + BADER + B5InSIZE + €

Where B0 denotes the intercept of the regression equation, and 1, B2, B3, B4, and B5 are
the regression coefficients of liquidity, investment opportunity, profitability, leverage, and
company size.

Analytical Procedures

The collected data were analysed using Eviews statistics. This study employed
correlation analysis to determine the relationship between the variables. In addition, multiple
regression analysis was conducted to gauge the effect of the independent variables (liquidity,
investment opportunity, profitability, leverage and size) on the dependent variable (dividend
payout).
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Data Analysis and Results
Descriptive Statistics

This section presents empirical analysis of results of the study. Table 2 highlights the
summary of descriptive statistics for the dependent and independent variables for the sample
of companies. It shows that dividend payout ratio (DPR) has an average value equals to
19.9855 and a standard deviation of 21.6727. The highest DPR is 60.1600 and the lowest is
0.0000. Current ratio (CR) has an average value of 2.6530. Its standard deviation is 1.3174,
while the maximum CR is 5.8900 and the lowest CR is 0.5600. Next, the average price to book
ratio (PBV) is 2.9546, and its standard deviation is 2.2086. The value for PBV is ranging from
12.6800 to 0.6100. For return on equity (ROE), which is measured by net income divided by
total equity, the mean is reported at 0.1586 and the value range from 0.0590 to 0.4037. The
standard deviation for ROE is 0.0795. The mean value for debt to equity ratio (DER) is 0.5714
and its range of value is from the minimum value of 0.0008 to the maximum value of 2.8074.
The standard deviation for DER is 0.5311. The mean value for SIZE measured Ln (Total Asset)
is 9.8059 and standard deviation is 4.5701. The range of value for SIZE is from the minimum
value of 5.2807 to the maximum value of 20.1840.

Table 2
Summary of Descriptive Analysis
DPR CR PBV ROE DER InSIZE
Mean 19.9855 2.6530 2.9546 0.1586 0.5714 9.8059
Median 0.9420 2.6050 2.3300 0.1430 0.3575 7.7496
Maximum 60.1600 5.8900 12.6800 0.4037 2.8074 20.1840
Minimum 0.0000 0.5600 0.6100 0.0590 0.0008 5.2807
Std. Dev 21.6727 1.3174 2.2086 0.0795 0.5311 4.5701
Observations 70 70 70 70 70 70

Correlation Analysis

In order to investigate the linear relationship between the variables, the study used
Pearson’s correlation coefficient. As showed in Table 3, dividend payout is significantly
positively correlated with investment opportunity and profitability. Furthermore, the
correlation analysis also showed that dividend payout and liquidity are negatively correlated.
Another variables, which are profitability and company size indicate no significant correlation
with dividend payout. The strongest correlation is extracted from the correlation of PBV
towards ROE (0.6571).

Table 3
Pearson Correlation Analysis
DPR CR PBV ROE DER InSIZE
DPR 1.0000
CR -0.3059** 1.0000
PBV 0.4392** | -0.3820** 1.0000
ROE 0.2549* -0.1590 0.6571** 1.0000
DER 0.0310 -0.6721** 0.4321** 0.1425 1.0000
InSIZE 0.1492 0.1735 -0.3155** -0.3005* -0.1537 1.0000

Notes: **p < 0.01, *p <0.05
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Regression Analysis

In the current study, multiple regression analysis was performed in order to evaluate
the effect of the independent variables on the dependent variable. Table 4 presents the
outcomes of multiple regression analysis performed with DPR as the dependent variable and
CR, PBV, ROE, DER and InSIZE as the independent variables.

From the Table 4, all the independent variables show a centred VIF ranging from 1.14
to 2.27 which denotes that there is no multicollinearity problem exist. The auto-correlation
test shows the value is 0.4479 which is more than 5% significance level, thus the model has
no serial correlation. Next, the p-value for the heteroskedasticity test, is 0.1315 which is more
than 5% level of significance and thus has a constant variance. The study conducted the
Jargue-Bera test to examine the normality of data used. Based on the results we fail to reject
null hypothesis (p>0.001) hence residuals are normally distributed. In addition, the skewness
(0.0210) in this test is acceptable (George and Mallery, 2010) and the kurtosis (3.3230) is also
acceptable (Hair et al., 2010).

In view of the outcomes appeared in Table 4, the adjusted R square is 0.3879. It shows
that the independent variables were able to explain 38.79% variation in the healthcare
companies’ DPR. While the remaining 61.21% is explained by other aspects not included in
the model. In addition, the significant F-ratio (F = 9.744359, p<0.001) suggests that the
combination of independent variables significantly predicted the dependent variable.
Multiple regression analysis showed that four predictors have a significant effect on the
healthcare companies’ payout ratio.

Table 4
OLS Regression Model Results
Coefficient t -Statistic Prob. Centred VIF

Constant 20.77627 1.920583 0.0592
CR -7.674337 -3.625707 0.0006* 1.866005
PBV 5.987473 4.296425 0.0001* 2.273452
ROE -13.88372 -0.394601 0.6944 1.875429
DER -19.90677 -3.658183 0.0005* 2.004859
InSIZE 1.576160 3.309625 0.0015* 1.136772
F-statistic 9.744359**
R? 0.432230
Adjusted R? 0.387873
Auto-correlation test 0.4479
Heteroskedasticity test: 0.1315
White 0.3093
Jarque-Bera test 0.0210
Skewness 3.3230
Kurtosis

Notes: ** p<0.01, *p<0.05

The variable CR (B= -7.674, p<0.05) was seen to be significantly negative with DPR,
thus H1 is supported. Therefore, this suggests that liquidity is an important factor in predicting
the companies’ dividend payments. Our finding supports previous findings in the literature
(Banarjee, 2017; Mehar, 2002). The results also reveal that PBV ($=5.987, p<0.05) has a
significant positive relationship with DPR. This finding is in line with study done by Yong and

301



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 11, No. 8, 2021, E-ISSN: 2222-6990 © 2021

Mustapha (2016), Issa (2015) and Imran (2011). Therefore, H2 is also supported. From the
Table 4, it illustrates that DER (B=-19.907, p<0.05) possess a significant negative relationship
with the DPR of Malayian healthcare companies. Therefore, H4 is supported. This implies that
a company with higher leverage ratio would pay lower dividends to its shareholders. Our
result is consistent with the previous study by Widyasti and Putri (2021); Tariq (2018); Okoro
et. al (2018); Arko et. al (2014). The natural loan of total assets treats as a proxy for company
size. The results also reveal that InSIZE (B=1.576, p<0.05) positively affects DPR. Thus, H5 is
supported. This indicates that a larger company would pay higher dividends. Our finding
shows the same results with the study done by Mehta (2012) and Yong and Mustapha (2016).

Despite the fact that Issa (2015); Awad (2019) reported a significant positive
association between profitability and dividend payout, we find that ROE (B= -13.883, p>0.05)
has an insignificant relationship with DPR. Thus, H3 is not supported. This finding supports
previous findings in the literature (Yong and Mustapha, 2016; Hellstrom and Inagambaeyv,
2012; Banarjee, 2017).

Conclusion

This study aims to empirically investigate the influence of five independent variables
namely; liquidity, investment opportunity, profitability, leverage and company size on
dividend policy of healthcare companies listed on the main board of Bursa Malaysia. The
period under study is 10 years; from 2010 until 2019 and the multiple regression analysis was
utilised to capture the relationship. The results reveal that liquidity and leverage have a
significant negative relationship to DPR. In addition, investment opportunity and company
size show a significant positive relationship towards DPR. Profitability is negatively correlated
with DPR although it is not statistically significant.

In light with these findings, it is worthwhile for the investors to consider the companies
in the healthcare sector for the investment purpose. These findings also add to a growing
body of literature on dividend policy in the context of the Malaysia healthcare sector. Future
study on this field may identify and include more variables that influence DPR.
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