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Abstract
This paper examines the relationship between gpoickes and dividend policy. To test the relatiopslii uses
multiple least square regressions for its analy$ise model developed for this research evaluates th
relationship between dividend policy and stock @nimlatility over a span of ten years. The analygikzes
multiple regressions to describe these relatiorssaip also includes a correlation analysis amahgstariables
chosen. The results conveyed a negative impadteafito components of the dividend policy that i®nd D-
Y on the share price volatility. This demonstratieat Jordanian industrial firms had their dividemeld rise, the
stock prices tended to stabilize while the pricdatitity declined and thus lowers the share pricks. The
results also demonstrated that higher payout ratmgd mean low volatility of the stock price.
Keywords; Divined Policy, Stock Price, Volatility, Jordani&mancial Market.

1. Introduction

Since the existence of stock markets, there has brtnsive discussion on the issue of whethekgtoices
reflect the fundamental values of companies withim market. The average investor, who is risk a/ensll
invest in the stock market for one reason andithead make a profit. Therefore, profitable earniags one of
the most significant factors that entice investorsapitalize on their investments. The Dividengqa ratio of
any particular company reflects the dividend polaopted by that particular firm. Dividend policgshbeen
subject to considerable debate for many decadeasnbuuniversally accepted explanation for companies
observed dividend behavior has been establishe@ari, 2009). The Brealey and Myers (2005) dgxn

of dividend policy as being one of the top ten mdsficult unsolved problems in financial economiis
consistent with Black (1976) who stated that;

“The harder we look at the dividend picture, the enbseems like a puzzle, with pieces that dantvdjether’
Defining the volatility of share prices, Guo, (2002tates that the term reflects the systematic fased by
investors who possess ordinary share investmergsauige of the inherent nature of risk aversendéss, t
volatility of their investments is important to theas a measure of the level of risk they are exptsePositive
changes in stock prices tend to occur as a rekalh @ncrease in the dividend payout ratio and vieesa. This
can be explained by the fact that when firm’'s iasee dividends to shareholders, they do so aftetirignall
projects that have positive net present valuess Thiimportant when taking into consideration tbenf of
efficiency of the market under consideration. lis ttase, the semi-strong form of market efficiepogtulates
that stock prices incorporate all expected futureddnd (cash and stock) and that, hence, theirlipub
announcement should not result in abnormal earrforgsny investor because such dividend are fullyoanted
for in current stock prices (Akbar and Baig, 2010).

Being risk averse in nature and with the goal okimga profit in mind, investors unquestionablygdak mind
the level of risk they are exposed to in their stwgents. This is a matter that is also realizeddmipanies who
discern the fact that the awareness and natumevetiors may affect the valuation of a companyae$in the
long run. This naturally makes the volatility obsk prices just as important to companies as theyta the
individual investor.

In light of this discussion, this paper aims det@eing whether a relationship exists between divigeticy and
stock price volatility, with a particular focus ¢lme Amman Stock Exchange of Jordan. This reseatopta the
theoretical framework created by Baskin (1989) #ilén and Rachim (1996), employing correlation and
multiple least square regressions in order to &stato which extent dividend policy affects stquice changes
in Jordan. To establish this relationship, we applyression of stock prices to two dividend vagablnamely
payout ratios and dividend yield. Similar to theaarch of Hussainegt al (2011), this paper excludes firms
from the financial sector due to the regulatoryurabf these institutions. Unlike the previous stadnentioned,
this research will analyze firms in Jordan, whighan unprecedented research. It will also examire t
determinants of dividend policy and examine theties behind dividend policy.

2.Literature Review

At its first beginnings, Miller and Modigliani (199 illustrated the irrelevance of dividends andt ihdnad no
influence on share prices. Since then, those relsea and practitioners that have disagreed withttteory
introduced competing theories and hypotheses tstiite the fact that dividends do matter in aneirfget
capital market. These theories and hypothesesdactbe bird-in-hand theory, signaling theory, ageoocst,
stakeholder’s theory and clientele effect.
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Predating the irrelevance theory of Miller and Mygiini, the bird-in- hand theory suggests that irshould set
a high dividend payout ratio in order to maximieug price. This is because investors prefer dinddewhich
are certain, over retained earnings, which are ¢estain (Graham and Dodd, 1951; Gordon, 1959;nent
1956; Fisher, 1961; Walter, 1963; Brigham and Gordi®68). Lintner (1956) further indicates thatiranfs
management will resort to increasing dividends lifalieves that the increase will be permanent.

Since the 1970s, several researchers have intrddhegax preference theory which suggests thadeins are
subject to a higher tax cut than capital gains thatl dividends are taxed directly whereas capgalas are not
until a stock is softd Thus, for tax related reasons, investors wouldeprprofit retention over the distribution of
cash dividends. However, capital gains treatmentitsaadvantages, which may lead investors to preflew
dividend payout as opposed to a high payout ratio.

The signaling theory proposed in the early 1980snéd the base for another explanation of why @il
policy has been so popular. Aharony and Swary, 188@kley, 1983; Asquith and Mullins, 1983; Kalaynd
Loewenstein, 1985; Healy and Palepu, 1988; Ahasrd/Dotan, 1994 suggest that the separation of ishipe
along with the information asymmetry that existdween managers and outside shareholders, allows the
managers to use dividends as a tool to signal ferivdormation about a firm’s performance to outs& In the
light of the existence of asymmetric informatiorha®acharaya (1979), states that an increase oeatexin
dividends conveys price-sensitive information tarsfolders and prospective investors. Miller andkR@985)
and John and Williams (1985) also support the diggaor information content of dividend hypothesis,
however, Penman (1983) and Benagetzal (1997) do not.

Furthermore, over the past decade, various researtiave turned their attention to explaining tlamgaction
cost and residual theory to firms’ dividend polgi€or instance a few of those indicate that firmesirring large
transaction costs will be required to reduce dinitlpayouts to avoid the costs of external finarfcihg Portaet
al, (2000) states that agency cost which also retatds/idend policy has received more attentiont plos 1980s
than prior to this period. Agency costs usuallganvhile monitoring company management in orderévent
inappropriate behavior. In this case, large divitipayouts reduce agency costs. Rozeff, 1982; Hmetek,
1984; Loydet al, 1985; Crutchley and Hansen, 1989; Dempsy andn,. d892; Moh'det al, 1995; Gleret al,
1995; Holderet al, 1998; Saxena, 1999; Al-Malkawi, 2007; and Al-Majand Hussainey, 2009 all suggest that
this is because large dividend payouts reducenatarash flows, forcing managers to seek exteinahting,
and thereby, making them liable to capital supplier

The clientele effect suggests that investors maye tdifferent reasons for favoring dividends as sulteof
institutional features such as regulatory requineisi@r tax differentials, or from behavioral prefece. Studies
that support the theory of dividend clientele amansfitutional investors include that of Brav anedton
(1997), who identify a preference to dividend pagausing the prudent man rules that require cetigias of
institutional investors to hold mature, and thugak#nd-paying firms. In his study, Allest al. (2000) presents a
model in which dividends attract institutional ilst@rs because they are taxed less than retailtorgesvhich in
turn imposes a better governance structure. IntiaddiDhaliwal, Erickson, and Trezevant (1999) @3eida
(2001) find empirical evidence that supports thistexice of tax-based clientele for dividends. -€enz alez
(2003) presents evidence that investors’ tax staffects firm dividend policy. Complementary evidenis
found by Hotchkiss and Lawrence (2002) who claimat tfirm returns are higher following dividends
announcements for firms with institutional investarho favor dividends. Finally, Braat al. (2005), report that
managers consider their investor preferences todiardends when making dividend-related decisions.

In contradiction to the supportive evidences fou@dinstein and Michaely (2005) do not find suppugti
evidence for the clientele theory. They investigateether institutional investors do indeed favovidind-
paying firms and find that institutions avoid intiag in non-paying firms, but nevertheless favom that pay
low dividends over high ones. Barclay, Holdernesgl Sheehan (2009) paper investigated whether iaipos
that have the lowest dividend tax bracket favoid#inds. In contradiction of previous findings, theyd that
corporate shareholders do not induce firms to pegehds, but rather are concerned with improving firms’
operating business. Finally, according to a marnalgbased survey of 384 managers and interviewanother
23 firms, Bravet al. (2005) state that managers are sceptical abouethton between dividends and investor
clientele and believe that institutional investars indifferent to dividend decisichs

Whether rational theories can explain dividendgois still under discussion. Presenting a tradaleargument,
Miller (1986) contends that behavioral theories rbayable to explain the micro-behavior of agentd, that
rational theories should suffice to explain the raggte behavior of firms. Frankfurter and Lane @)9and
Frankfurter and Wood (2006) emphasize the normatsgects of dividend payments and call for an ratiére
theory, based on behavioral and social aspectexptain dividend policy. Frankfurter and McGoun @R)

! Brennan, 1970; Elton and Gruber, 1970; Litzenheagel Ramaswamy, 1979; Litzenberger and Ramaswb®8p; Kalay, 1982; John and
Williams, 1985; Poterba and Summers, 1984; Millett Rock, 1985; Ambarish et al., 1987

2 Mueller, 1967; Higgins, 1972; Crutchley and Hansen, 1989; Alli et al., 1993

% Their goal was to reconcile managerial views witbmmon academic theories of dividends.
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argue that the search for a rational explanatierdfaddends is an example of thought contagionhia field of
economics. They claim that there is little doulstttividends appeared in financial markets to leygstors
value common stocks. To this effect, Denis, Deais] Sarin (1994) and Guay and Harford (2000) fungpsrt
for the idea that dividends convey information abfuture investments. Furthermore, DeAngetoal. (2009)
claim that dividend distribution could be an effiot device in mitigating information asymmetry peohs.

In contrast, Allen and Michaely (2003) argue tretianal theories have low explanatory power. Inpsup of
this argument, Benartzi, Michaely, and Thaler ()9%tullon, Michaely, and Swaminathan (2002), andIi@n,
Michaely, Benartzi, and Thaler (2005) all find tlvidend changes do not predict future earningsvgr or
improvement in operating performance, contradicsigmaling theory.

Different researchers have different views abow& thlationship among dividend policy and stock gsic
Harkavy (1953); Friend and Puckett, (1964); Litzemger and Ramaswamy (1982); Fama and French (1988);
Baskin (1989) and Ohlson (1995) conducted the exanibrk on dividend-yield and stock price-volatilin the
context of the United States. Rozeff (1982) founkigh correlation between value line CAPM and betad
dividend payout for 1000 US firms. In explainingak returns, Fama (1991) and Fama and French (%66a3
on dividends and other cash flow variables suckcasunting earnings, investment, industrial prodacamong
others variables. Allen and Rachim (1996) in tlirdy of Australia found no significant relationshietween
dividend policy and stock prices. Also, Gordon (3P&rgues that stock prices are influenced by divitl
payouts and reported that firm with large dividefatses less risk in terms of stock price volatiliBome of the
hypothetical mechanisms suggest that there is @ersdl relationship of dividend yield and dividepdyout
ratio with stock price volatility. Jensen’s and Mieg (1976) developed an agency cost argument hwhic
suggests that dividend payouts reduce the costrafsf and increase the cash flows of the firm. Afigying
cash dividends to stock holders, the firm wouldehkess idle funds in the hands of managers to irimdsss or
negative NPV projects.

According to Miller and Rock (1985); Asquith and Niu (1983); Born et al. (1984), when a companyldezs
dividends, it provides information to its shareleklto forecast the financial position and the isgrability of
the company. But these forecasts also depend umgosaurce of information whether it is reliablenot. Still
there is disagreement among different researchetheorelationship of dividend yield and stock priolatility
and it is still unexplained and is considered dsatible in corporate finance. Friend and Puck®&®4) initiated
the work on relationship between dividend and stogke volatility. They found a positive relatiomgramong
dividend and stock prices. Ball et. al. (1979) fdun positive impact of dividend yield on post anmoement
rate of returns. Michaely (1991) states that logwgrt individual investors do not affect the ex-dé&yck prices
infect ex-day stock prices strongly affected by shert-term individual investors and corporate érad Baskin
(1989) argues that there is significant, dominatiregative relationship between dividend and stodkep
volatility.

Contrarily Allen and Rachim (1996) found a sigrdiit positive correlation among stock price voltiland
earning volatility and leverage, and a significaatative relationship between price volatility gralout ratio.
Conroy et al. (2000) found that current dividencth@mcements are unable to explain the market meacti
towards announcements. Nishat and Irfan (2001)eatgoat both dividend payout ratio and dividenddyleave
significant effect on stock price volatility. Radhand Rehman (2008) found a positive but non-siganit
relationship among stock price volatility and dimdl yield in the stock market of Dhaka. Some osfadies on
stock price volatility in Pakistan include NishatdaBilgrami (1994) and Nishat (1999). Finally, Nakl. et al
(2010) found that dividend policy has a strong gigant relationship with the stock price volatfiin a sample
selected from Karachi Stock Exchange (KSE). Thelifigs are consistent with the earlier researchérs o
developing economies that price volatility may leeuced by employing an effect corporate dividenticpo
(Rashid and Rahman, 2008).

3.Methodology:

This paper examines the relationship between stoicks and dividend policy. To test the relatiopshie use
multiple least square regressions for our analy$ise model developed for this research evaluates th
relationship between dividend policy and stock @nmlatility over a span of the last ten years. Bhalysis
utilizes multiple regressions to describe thesati@iships and also includes a correlation analysisngst the
variables chosen. All of the data chosen for thigearch was obtained from the Amman Stock Exch@hgE)
over the periods 2001 -2011.

The dependent variable for this study, stock prioktility, is based on the annual range obtain@anfthe
Amman Stock Exchange. This average is then diviiethe average of the highest and lowest pricesioéd
in the year and then squared. In order to obtaiareble comparable to a standard deviation,rtieéasure was
averaged for every year chosen with a square ransformation subsequently appfied

! This is because standard deviation could be inflad by extreme values (Hussaimeyl, 2011).
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The dependent variable was regressed against tivointependent variables, namely payout ratio awitdieind
policy. The Dividend Yield measure is expressethasdividend per share (as gross dividends) asaepgge
of the share price. On the other hand, DividendoBawas calculated as the ratio of dividend peresiavided
by earnings per share and is averaged over dlleojéars studied.
A rudimentary test of this relationship was forntathin the regression equation:
P-V = al + a2DYj + a3PAYj + ¢j (1)
However, it is necessary to take into consideratiertain factors that affect both stock price \ibtatand
dividend policy. According to Baskin (1989), usifagtors such as asset growth, earnings volatility frm size
as control variables may limit problems in analydige to the close relationship between dividenddyand
dividend payout ratios.
In their analysis, Allen and Rachim (1996) reporéegositive relationship between stock price vitatand
dividend yield and a negative relationship betwstack price volatility and dividend payout. Alsoagkin
(1989) revealed a significant negative relationdfepveen dividend yield and dividend payout andeslmaice
volatility. The variables chosen to represent thetil variables are Earnings Volatility, Size, lgoterm Debt,
and Growth. Table 01 highlights both the dependedgpendent and control variables of the study.

Table 01. Measures of Variables

Variable | M easure
Dependent Variable

Price Volatility Annual range of stock prices divided by the averaighe high and low

prices in the year, raised to the second power.
Independent Variables

Dividend Yield Dividend per share divided by price per share

Dividend Payout Dividend per share divided by earnings per share

Size Number of ordinary shares multiplied by price peare

Earnings Volatility Standard Deviation of earnings for the most repeateding five years
for each year

Long-term Debt Ratio of Long-term debt to total assets

Growth The ratio of the change in total assets at theoétide year to the level of
total assets at the beginning of the year

Size was measured as the share price multipliethéynumber of ordinary shares in issue. A transébion
using base 10 logarithm was then applied to olstaiariable that reflects orders of magnitude. Eeymifigures

for the variable ‘Earnings Volatility’ representetiearnings before interest and tax (EBIT). Follanidichev
and Tang (2009), Earnings volatility is calculateg taking the standard deviation of earnings far thost
recent preceding five years for each year.

Figures for long-term debt and total assets repteskinterest bearing financial obligations, exihg amounts
due in one year It is calculated as the ratio of long-term debtdtal assets and averaged over all the years
available. Finally, the Growth in assets was olgdihy taking the ratio of the change in total asaéthe end of
the year to the level of total assets at the béginof the year and were averages over all thesysgtadied.
Therefore, the dependent variable was regressethsagthe two independent variables and takes into
consideration the control variables chosen to féateuthe following regression equation;

P-V = al + a2DYj + a3PAY] + a4SIZEj + abEAR| + a6BH + €j (2)

Furthermore, the relationship between dividend qyolind stock price volatility may also be attrilwhite
industry patterns and not the individual companijcpes alone. Therefore, dummy variables are atetuded
and so the regression equation becomes;

P-V =al + a2DY]j + a3PAY] + a4SIZEj + a5EAR] + a6BH + a7TDUMMY+ ] 3

4. Data analysis and discussion

This section represents the data that was colldobed the ASE library and publication between tleeipds of
2001 to 2011. The findings were interpreted anduwlised. The section is subdivided into three maitsp
descriptive statistics, correlation analysis argtession analysis.

! It is shown as net of premiums and discount.
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4.1 Descriptive statistics

This part seeks to show description of the varmbdg applying the obtained averages in describimg t
relationship between different variables. Table dhows a wide description of the statistics sumnfarythe
variables that were used during the study. It fithtes statistical median, mean, maximum and mininaund

standard

deviation.

Table 1.Descriptive Statistics

P-v D-Y D-P SIZE EV
Mean 0.7365341 0.0407682 0.1260824 10.05999 0.046
Median 0.4608 0.0595 0.5719 9.86 0.035
Maximum 1.752876 0.444726 2.743497 11.97153 0.495
Minimum -0.33871 0.00 0.00 7.824957 0.011
Std. Dev. 0.3879312 0.0654376 0.1312131 0.8016795 0.055
Sample Size 400 400 400 400 400
(Groups) (85) (85) (85) (85) (85)

Price volatility (P-V) was determined by dividiniget annual range of stock prices by the averagkeolow and
high prices that were got in that particular yelaent raised to power 2 (two). Dividend yield (D-Y)asv
determined by dividing dividend per share by pripes share. Dividend payout (D-P) was determined by
dividing dividend per share by the earnings peresh@ize was determined by multiplying the numidestares

by the share price.

From the results shown aable 1, price volatility (P-V) is ranging from -0.33871 10752876 plus a mean value
of 0.7365341 and a standard deviation of 0.3879Fh2. result also shows thsize had the highest value of
mean and the standard deviation, whagning volatility had the lowest values of mean and the standard
deviation among the variables. It was also realifredn the statistics that the minimum value for tile
independent variables was 0.00. According to Aled Rachim (1996), whenever it is presumed thaeprfor

the stock follow a normal distribution model beaao$ the large sample used during the study andfh@ence

of the going ex-dividend for the firms, then, thalatility for the study can be calculated. This veadculated
using the formula that was formulated by Parkin€b®80) together with Baskia (1989). In this formullae
mean price volatility 0.7365341 is multiplied bycanstant value of 0.6008. The result is 44.25%s Tésult is

in line with the results of Baskin (1989) on theSWirms that had a 36.9%.

4.2 Correlation analysis

Pearson correlation was applied to find out if ¢hekisted any correlation or any level of assocmmbetween
price volatility (P-V) and dividend payout ratio {B), price volatility and dividend yield (D-Y), me volatility
and Size. The correlation analysis of variabledarflanian firms during the period of 2001 to 204 $hown on
table 2:

Table 2, Correlation Analysis between Variables

P-V D-Y D-P Size E-V
P-Vv 1.00
D-Y 0.0985 1.00
D-P -0.3658 0.0256 1.00
Size -0.1861 0.0571 0.0621 1.00
E-V -0.1327 -0.0060 0.0642 -0.3411 1.00

Fromtable 2, there was a significant negative correlation of36®8) between dividend payout ratio (D-P) and
price volatility (P-V); this is because poor paycatio affects share price negatively. The sigafficlevel of this
correlation is 0.001. This result is consistenthwitie correlation of -0.0542 determined by Baski®89). The
result is also in line with the one for Allen anddRim (1996) which was found to be -0.230. On tieiohand,
the price volatility had a positive correlation @.0985) with the dividend yield (D-Y). This contiiats the
findings of Baskin (1989) who obtained a value -&.§43), but it is consistent with the findings Aifen and
Rachim (1996) who obtained a positive result 0008). There was also a negative association of&é1)
between the Size and the price volatility. At tleene time, the Size was positively associated wittero
independent variables. This could be an indicati@t larger companies tend to display higher divitigields
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as well as dividend payout ratio as compared tdlem@rms. Earning volatility had a positive coladon with
the payout ratio as shown from the table. Thisa@dod an indication that the Jordanian firms do npagments
to their shareholders. From table 2, it was alstechdhat dividend yield and payout ratio had golowa
correlation of 0.0256. This possibly indicated thiare were no multi-co linearity problems that Idobave
existed. According to Drury (2008), multi-co linggrproblems come into action when there is a 7G%mnore
correlation between the independent variables. &fbeg, it can be summed up that, there was a weaiklation
between the two variables, and the positive caicelaclearly showed that any rise in the divideneld will
cause a weak impact on the dividend payout ratio.

4.3. Regression analysis

A multiple least square regression was appliednid dut the relationship between the stock prices dividend
policy of Jordanian firms listed at ASH.able 3 shows the results the results for multiple leasiaseg
regressions.

Table 3 shows the results for regression analysis,

P-V =al + a2DY]j + a3PAY] + a4SIZEj + a5EAR]j + a6BH + a7TDUMMY+ €] 3)
Table 3. Regression Analysis
Dependent Variable: P-V
Variables Coefficient Std.Error t-statistic P-value Summary
D-P -.2117119 .0410692 -3.92 0.000*** Root 0.5889
D-Y -.3500075 .3383224 -0.82 0.361 R-Squared
0.3579
E-V -.0032231 .0002135 -2.95 0.005***  Adjusted R-
squared 0.1657
Size -.1138982 .0329953 -3.65 0.001*** F — Statistic | 7.40
Debt -.0046144 .0014631 -2.85 0.009***  (p-value)
0.0000***
Constant 1.956282 4433379 5.73 0.000 No.of
observations 400
Significant at: ***1% and **5% Level of Significarce

From the last column of th@ble 3 it can be deduced that the value of F of the ma&l@l4 and a probability
value of 0.00. This indicates that this model gnfficant in illustrating the changes in prices foe share. The
adjusted R-square value indicates that 16.6% clsaimggtock price volatility are well illustrated @ebt, D-Y,
E-V, D-P and Size of the ASE listed firms.
4.4.Empirical results
In order to identify whether there was an effecinolependent variables i.e. size, dividend payatioy dividend
yield, Debt and earning volatility on dependentiafle share price volatility, all stable charadtcs of the
firms included in the research are controlled udirgd effect methodTable 4 shows the results that were
found from equation (1). First, a regression of Roiv the D-P and D-Y minus the control variables was
performed for Model 1.

Table 4. Model 1Results

Dependent Variable : P-V
Variables Coefficient Std.Error t-statistic P-value Summary
Constant 3.657928 1.812491 2.51 0.015 | R-Sgr within 0.2046
D-P -0.1756079 0.032883 -3.49 0.001*** R-Sqr
between 0.1353
D-Y 0.3123446 0.6128277 0.34 0.934 | R-Sqr overall
0.0704
E-V -0.0003686| 0.0002445 -1.46 0.147 F statistic 3.58
Size -0.2443869 0.175641 -2.09 0.038*|  (p-value)
0.0043***
Debt 0.0000139 0.0023023 0.01 0.995| Number of
observations 400
Significant at: ***1% , **5% and *10%, Level ofSignificance
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The findings show that there is a significant nagatelation that exists between the share pridatiity (P-V)
and the dividend payout (D-P). On the other hahere is a positive relation between the share atatility
(P-V) and the dividend yield (D-Y) as shown table 4.

The negative relationship between the dividend paybD-P) and the share price volatility (P-V) remaiven
after the inclusion of control variables (i.e. sid@ebt and E-V) to the regression model. Additibnathe
positive relation between D-Y and P-V remains a8l aed it is seen to be significant. This is al$mwn on
table 4. From the results, the association of Debt and & the stock price volatility is determined to be
negative and is insignificant. 7.04% variationswshdy overall R-square value in P-V are illustrabgdD-P, D-
Y, Size and Debt of the Jordanian firms listed GEA

4.5 Random model effect

This is the second model (Model 2). Under this nhoaelependent variables were added to check wheiine
change is felt in the coefficient of the divideridlgl. This model represents the regression equé®pn

Table 5 shows the findings for random effect Model.

P-V = al + a2DYj + a3PAY]j + a4SIZEj + abEAR]j + a6BH + €] 2)

Table 5. Random Effect Model

Dependent Variable: P-V
Variables Coefficient Std.Error Z-statistics P-value rho | 0.076685
constant 1.975625 0.3211598 5.30 0.000 | R-Sgr within 0.0801
D-P -0.211089 0.0279176 -3.77 0.000*** R-Sqr
between 0.5006
D-Y -0.432295 0.6056589 -0.80 0.426 | R-Sqgr overall 0.1987
E-V -0.000329 .0001204 -2.62 0.009***  Wald chi2 33.65
Size -0.336087 0.0246414 -3.17 0.002**%  (p-value)
0.0000***
Debt -0.003269 0.0022494 -2.27 0.023**|  Number of
observations 400
Significant at: ***1% , **5% and *10%, Level of Sjnificance

Table 5 gives the findings for the random effect modelwls realized that in this model the dividend yield
coefficient was now negative and other variablesewast as were expected. This was a clear indicatiat
dividend policy by itself does not influence theddt price volatility. The results obtained fromaimodel are in
line with the previous studies, for instance, Allerd Rachim (1996), Travlos et al (2001), and manye.

Finally, dummy variables for the firms were incorgi®ed in the regression analysis. This is represebly
regression equation 3. The result is showmathe 6 below:

Table 6. Equation 3 analysis

Dependent Variable: P-V
Variables Coefficient Std.Error Z-statistics P-value rho | 0.076685
constant 1.8976525 0.4311598 5.30 0.000 | R-Sgr within 0.0801
D-P -0.113289 0.0279176 -3.77 0.000*** R-Sqr
between 0.5006
D-Y -0.562295 0.5436589 -0.80 0.426 | R-Sqgr overall 0.1987
E-V -0.000329 .0001204 -2.62 0.009***  Wald chi2 33.65
Size -0.336087 0.0246414 -3.17 0.002**  (p-value)
0.0000***
Debt -0.003269 0.0022494 -2.27 0.023**|  Number of
observations
Dummy 0.0125 0.001124 0.4071 0.6847 400
Significant at: ***1% , **5% and *10%, significan@ level

From the results it is noted that there is no icgut association between the industrial factord the stock
price variation.
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6. Conclusion

The key objective of this research paper was to @iat the relationship between the volatility o ttock price
and the dividend policy for the Jordanian indusfiirans listed at the stock exchange. A data wascsed for a
period of 10 years between the years 2001 to 281rhultiple least square regression method was eggb
analyze the data.

The results conveyed a negative impact of the wvoponents of the dividend policy that is D-P and [Bn the
share price volatility. This was in line with thedings of some of the previous researchers suchllas and
Rachim (1996). This demonstrated that Jordaniansinil firms had their dividend yield rise, thest prices
tended to stabilize while the price volatility deeld and thus lowers the share price risks. Thalteeslso
demonstrated that higher payout ratios would meanvblatility of the stock price.

According to these results, it would be right toncode that the dividend policy has an impact om phice
volatility. Therefore, the company managers atibedanian industrial firms need to effect theim& share
prices by taking into consideration the dividendigyothat is attractive to their targets investors.
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