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INTRODUCTION

Ex-dividend day b€haviour of stock price hds been analysed in nume{ous
most of which have tried to explain the taxarion effect on the market valuation of div
It is argued that if dividends are tax-penalised, investors shoutd demanal a hisher
tax premium from dividend income than from capital gain. They can receive this
if the drop in stock price on rhe ex-dividend day is less than the futt amount of divi
Campbell and Beranek (1955) in the Unired Srates (US), Elton and cruber (19?0)
the US, l-alonishok and Vemaelen (1983) in Canada, Vanthienen and Vermaeten (1
in Belgium, Hierata (1990) in Finland and Ariff(1990) in Singapore have provided
that the stock price dectines by less ahan the fuIl amount of dividend on ex_di
days.

To the best of my knowledge, this is the first study on ex_dividend dav
in Malaysia. So far, there has been only one study done by Aritr (1990) in Si
He document€d that the stock price declines by about 8? percent of the alividend
Although the price decline was significantly different from the amount of divid€nd,
concluded rhar the price decline was weak. Investigarion on ciienrete effect revealed
the relationship b€rween dividend yietd and investor,s implied tax bracket is direct j
of being inve$e as rcporred in rhe US. Aritr (1990) exptained that high dividend
srffks would provide the most tax credit to offset the investor,s high rax bracket.
is unlikely thar the low iax bracket clientele would need roo much tax credit to
their tax.

Like Singapore, Malaysia practises the tax impuration system as opposed to
double taxarion regimes practised by other aleveloped counties_ Hence, ir would be
to investigate whether or not the observation made in Malaysia is consistent with
observed by otber capital markets. particularly Singapore.

The purpose of this study is to examine stock price behaviour around ex
date. Specifically, it is intended to investigate whether:

the siock price decline is systematically less tban the cash dividend
there is tax-induced clienrele effect

the stock price fully adjusts to its s.ock dividend on exdividend day

i

iii
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22. Hypotheses

Sl"ck Pnee Beh@ian Anu Er-Dioid-.td Drte: A Mrwskn

Tbe shareholder's claim ofLbe firm s assets inclusive ofthe anticipaled !alue of

future cash flows from the firm's investment is reflected by the stock price A divi

payout is an outflow ofvalue. As such, itis expectedthatthe stockprice should decline

the dividend amount (paid out) on ex-divid€nd day.

In Malaysia, there is no capital gain tax on stocks but dividend is taxed only once

th€ personal income tax level. Hence, Malaysian decla.ed dividends are also

As such, the tax effect should induce investors to value a dollar ofcapital gai more

a dollar ofdividend. Th€n, it can be expected that the stock price should decline by I

than the full amount of dividend. This d€duction vields the first hvpothesis.

t-
I
!l
It

Ir

Hypothesis 1:

The implication of double taxation regimes is different from a firll imputation sys

In a double taxation situation, it can be argued that stockholders who are on a higher

bracket may prefer stocks with low dividend yield. This is because they will hav€ to

more taxes on dividend iDcome lhan on capilal gain On lbe other hand. !iose stockho

with low tax bracket may prefer high dividend yield because they pay less taxes on divi

income than on capital gain. This is the clientele effect as observed in the US.

Malaysia practises tax imputation system as opposed to the double taxation

The stock price decline of cash di|idend paying stock\

Iess than the fuI anount of dit'idend.

practised by the US. In a ta\ imputation system, the more dividend one receives,

more the taxpayer is able to reduce his incom€ tax payable on his ordinary income

as long as the investor's ta.x rate is below the cor?orat€ lax level, he should look

to receiving more dividend because ofmore tax saving. However, a low tax bracket in

enjoys even more ta,\ saving than a high tax bracket investor' Since both low and

ta{ hacket investors enjoy tax savings, th€n both investors would prefer high di

yields. Hence, we can expect that the ta.{-induced clientele effect is non_existent in

This observation Ieads to the second hypothes$.

Hypothesis 2r There is na rclationship betv'een diridend yield a d
ditidenl price ntio.
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The price decline is calculated by using the following equation.

PD

cI-
cI*o

= Price decliDe

= Stock price on a day before ex_dividend day

= Adjusted stock price on ex-dividend day

To cater for a rising or falling market, the ex_dividend stock price is corrected for

bias. The adjusted stock price now takes the form of

(6)
u-
;

Stock price on ex-dividend day

Composite krdex on a day befor€ ex_dividend day

Composite Index on ex-dividend day.

A comparison between price decline and divid'nd declared is then made'

To measue the clientele behaviour effect, the dividend yield of each individual

will be analyzed by grouping th€m ilto five dividend yield quintil€s' Twenty perc

the lowest dividendyield stocks compris€sthe first quintile, the next twenty percent

the second quintile and so on until th€ last twenty percent forms the fifth quintile

clientele effect is then examined by studying the relationship betwe€n average ex-div

price ratio and average dividend yield

For the stock dividend data, there is a total of 142 observations Out of

observations, 50 observations were excluded because there was no tmding done

ex-stock dividend day or on a day before it went ex-stock dividend Another 7

observalions were dropped because lhe companies sere under lemporar) suspension

leads to a final sample of85 observations
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Having examined the overall market performance, it is also jmportant to investigate

the price decline effect by sectors. Table 2 presents five out ofthe seven sectors listed

The Hotel and Second Board sectors are excluded because the sample size is too small for

rhe finding to be meaningful.

iir=-j

ilrtTABLE 2

FREQUf,NCY OF PRICE DECLINE RELATIVE TO DIVIDEND BY SECTORS

significant at 0.001 level

significant at 0.005 level

significant at 0.1 level@

I ! rle.

:E:i

Price Decline
< Dividend

Price Decline
> Dividend

Mean Price
D€cline / Share 0.0359 0.0431 0.1067

0.0631 0.t6'760.0812

Mean Price
Drop / Share 0.7655
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TABLE 3

INVESTOR'S IMPLIED TAX BRACKET HOLDING

TRUSTEE AND NON-TRUSTEE STOCKS

L-
r-

-a
!l

t-
F

.h5

-

E
EI

Table 4liststhe relationship between dividend yield and ex-dividend dav ratio. The

clearly show that there is evidence oftax clientele effect in the Malaysian stock m

This finding lends further support to Arif s finding that the clientele effect is in fact

instead ofinverse as reported in the US.

CLIENTELf, EFFECT

4.2. Clientele Efiect

TABLE 4

MARKET-ADJUSTED EX.DryIDEND DAY RATIOS IN DITFERENT

YIELD OUINTILES !O
q

tl
;
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TABLE 59

TAX SAVING RATIO FOR VARIOUS DIVIDENDS

AND PERSONAL INCOME TAX BRACKETS

-|L.
F

-*.r
-..i

-r

k

Eal

Notes:

1 The mechanics of calculating the iax saving ratio is same as those found in Table

Table 58 lists the tax saving mtios of investors with 10,20, 30, and 35 percent

tax rates at vanous dividend catego es. The table shows that both high and low tax

investors stand to gain more tax saving with higher dividends. Th€refore, both

should prefer high dividend. Hence, it can b€ expected that tax_induced clientele effect

non-existen! in Malaysia. Only an investor with 35 percent tax rate would be indi

where the expected price adjustment is great€r or squal to the ex-stock dividend price

both situations.
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However, this expectation is in conflict wjth the obsewations made in Table 4, whi E{b
shows that tax-induced clientele effect acxually exists.

^c
43. Pric€ Declin€ (Stock Dividend)

D'r

Table 6 compares the expected pric€ adjustment with the ex-stock dividend

The results show that the number ofobservations where the expected price adjustme

less than the ex-stock-dividend price is significantly great€r than thenumber of
hi
-b
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A study conducted by Woolridg€ ( 1983 ) pointed out that the existence of tran

cost and taxes also cause the ex-stock dividendprice to b€ greater than the expected

by a margin equal to the transaciion costs and taxes.

One implication of this result is that an arbitrager can €xpect to profit (see Table

by merely taking up bonus issues only or bonus Plus rights issues.In spite ofconsideri

the transaction costs incurred for the round trip, it is still profitable for an arbitrager

trade but the maryin ofprofit is small ( about 5.4 sen per share for bonus and riglts,

6.1 sen per share fo. bonus onlr.
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TABLE 7

TRANSACTION COSTS INCURRED BY AN ARBITRAGER

h UK dnn paiicuta.t!, thz US, nast tiqhts issue 4/e heated with Erclt susPici.N. The tutuct d
tat ! a "rai-atnaQ a itune dd \|iI onLt r.aa Javourobl, iJ the investor! arc cdri^ced th4t tb
cauital inje.ted into thz lm is Wt jnto Sood ure resuhaq i lbtu .qected Koutl l.fortunc.
N;n So;n Kean (1s39) ;bseoes th4t the Mdt4ltian ineftor! do rct re'ct advdelr to bonus dA
In fact stock ptice incr.as.s wh.n the cbn ary o$osc.s riqhrs ilsue

fi!n)&
hwr-
.3d

rdr

Errq
*!

0.054
0.003
0.006

0.063

0.054
0.003
0.006

0.063

0.063
0.003
0.007

0.073

0.064
0.003
0_007

0.074
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