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1. Introduction

Dividend policies in emerging countries remain underexplored. Glen, Miller and Shah (1995) and
Mitton (2004), among others, find significant differences in dividend policies between firms
operating in developed and developing countries. Adjaoud and Ben-Amar (2010) argue that
emerging markets differ from developed markets in many aspects. Particularly, they suggest that
emerging markets have specific corporate governance and ownership structure characteristics.
They show that these two characteristics affect firms with dividend policies in developing
countries. Mitton (2004) suggests that emerging markets provide low legal protection for investors
and weak governance mechanisms compared to firms operating in developed countries. There are
several fundamental differences between the ownership structures of companies in emerging and
developed countries. In emerging economies, ownership structure is highly concentrated among
institutional investors that hold the management of their firms, even when they become listed,
while institutionals play an important role in decision making, regardless of their official status.
The boards of these companies operate as an advisory committee rather than focusing on control.
Due to these special ownership structures, expropriation of minority shareholders therefore
appears more problematic in developing countries. The high ownership concentration and the
particular corporate governance issue make emerging countries an interesting setting to investigate
the dividend policy puzzle.

Another relevant issue related to dividend policy addressed by the literature is whether firms
change their corporate dividend policy during financial crisis (Kowalewski, 2013). Hauser (2013)
uses a life-cycle model to predict the probability that a firm pays dividends during the 2007-2009
period. He shows evidence that dividend payouts decline in crisis periods, even after taking the
firm’s financial condition into account. Bistrova et al. (2013) study the dividend policy of
European companies during the financial crisis. Their results show that payout ratios declined
slightly during the 2008-2009 financial crisis. The dividend payouts during the recession did not
drop below the 50% threshold, while in peak years, the share of dividend paying was
approximately 57%. Based on the agency theory, Abreu et al. (2013) suggest that the agency cost
hypothesis explains dividend payouts before and during the financial crisis. However, the
signaling hypothesis explains dividend payouts only during the financial crisis. The imbalance
situations that arise from financial crises create power differentials between managers and
shareholders. Managers seek to take advantage of these conditions by neutralizing the governance
mechanisms and strengthening their discretion. The need for effective corporate governance

mechanisms becomes more pronounced during troubled periods. Without effective protection of



minority shareholders, high future earnings can increase outsiders’ expropriation and, in turn,
affect the firm’s dividend payout.

The objective of this paper is to test the effect of corporate governance and ownership structure on
the dividend payout policy in emerging markets. Furthermore, we test whether dividend policy
shifts during the financial crisis period. Particularly, we focus on the impact of governance
mechanisms on dividend policies in the Gulf Cooperation Council (GCC) and East Asian
Countries. The GCC business environment has some attractive features that differ from that of
East Asian countries. This makes the study, in terms of dividend policies in the GCC and East
Asia countries, very relevant. First, the GCC countries have the particularity of dividends that are
taxed very low (5% in Saudi Arabia and 15% in Kuwait) or are even non-taxable (Bahrain, UAE
and Oman). This leads investors in these countries to prefer high-yield payouts. Second, stock
markets in these countries are more volatile and entail a high degree of information asymmetry.
Al-Kuwari (2009) suggests that agency costs are very high in these countries and that governance
mechanisms are more developed than in other emerging countries.

This paper presents three main contributions to the existing reviews on dividend policy in
emerging markets. First, our study provides updated research on the impact of corporate
ownership structure and board governance on dividend policy in emerging countries. We use a
sample of 362 non-financial firms spanning from 2003 to 2011. Our hypotheses are developed
around variables that refer to agency cost and signal theories that have not previously been used in
emerging countries. These considerations could provide additional insight into the dividend policy
debate. Second, empirical studies focusing on the impact of CEO duality on the dividend policy
were conducted on the developed countries and show inconclusive results. This makes the study
of CEO duality in emerging markets appealing. Our research employs a specific approach to
investigate the impact of CEO Duality on dividend policy in emerging countries. In a marked
departure from other studies conducted in this regard, we investigate the differences between
determinants of dividend policy on firms both with and without CEO Duality. Third, this research
contributes to the understanding of dividend policy by testing whether the impact of corporate
governance on dividend policy changes during crisis periods in emerging countries. While
theoretical advancements in the field of governance practice undoubtedly allowed resolving
several puzzles in corporate finance, there is no consensus on how dividend payouts are expected
to change during the financial crisis. To the best of our knowledge, this work is the first to directly
address this issue from this perspective. For this purpose, we interact the board governance
variables with a dummy variable that captures the crisis effects. We assess that dividend payouts

are of particular interest in unraveling the effect of external and internal corporate governance



during crisis periods. This study is of particular interest to managers and shareholders when
adjusting their dividend payout strategies during financial crises.

The remainder of the paper is structured as follows. Section 2 presents empirical literature related
to dividend policy in emerging markets. Section 3 develops our hypothesis. Section 4 describes
the data and reports summary statistics. The next section presents model specifications and

variable definitions. Section 6 discusses the empirical results. The last section concludes the paper.

2. Firm dividend policy in emerging countries during financial crises

The empirical literature shows evidence that emerging markets differ from developed markets in
many aspects. Recently, several researchers have focused particularly on the differences between
dividend policies in both markets. Based on a sample of 19 emerging countries, Mitton (2004)
claims that dividend policies exhibit specific characteristics that rely on the ownership structure
and governance mechanisms that distinguish the emerging countries. He suggests that the level of
economic development affects the degree of investor protection in the country. Most of his
findings validate the agency theory arguments for the case of the emerging market. The agency
theory states that outside stockholders have a preference for higher payouts to the detriment of
reinvested earnings to limit the waste of internal funds by insiders. Developing countries provide
lower investor protection, and the preference for dividends may be more relevant because outside
shareholders perceive a higher risk of expropriation by insiders. Mitton’s findings show a negative
relationship between corporate governance and dividend payouts in countries with weak investor
protection. Furthermore, he finds a strong negative relationship between dividend payouts and
growth opportunities for well-governed firms. Amidu and Abor (2006) provide an insightful
discussion on the determinants of dividend payout ratios in the emerging countries. They test the
signal hypothesis, which establishes that, in emerging countries, managers have more information
about the firm's future cash flows than outsiders. Managers have interest in signaling this
information to the market (Gugler et al., 2003). Their results show significant positive
relationships between the dividend payout ratio, profitability, cash flow, and tax. Therefore, risk
and market-to-book value are shown to be negatively linked to dividend payouts. Omneya et al.
(2010) use cross-sectional data on the top 50 listed Egyptian firms between 2003 and 2005 to
examine the effect of board of directors’ composition and ownership structure on dividend
policies in Egypt. They find a significant positive relationship between institutional ownership and
firm performance and between dividend policy and the payout ratio. Their results confirm that

firms with higher financial profitability and higher institutional ownership paid higher dividends.



However, they find that board composition has no significant effect on dividend decisions. Using
a sample of GCC firms, Kuwari (2009) shows that dividend policy is significantly related to
government ownership, firm size and firm profitability. His results show also a negative
relationship between dividend payouts and the leverage ratio. He notes that, in the GCC region,
firms pay dividends to resolve agency problems and to preserve firms’ reputation.

Despite the importance of the empirical results highlighted above, no studies have tested the
impact of board governance and ownership structure on dividend policy in emerging countries
during the most recent crisis period (2007-2009). The recent financial crisis has generated several
controversies about its origins, especially in terms of these origins as ways to overcome the crisis.
Liberal economists have noted that this crisis reveals structural problems of the current economy,
basically, the failure of corporate governance systems in both developing and developed countries.
These problems are particularly severe in developing countries, where a lack of disclosure of
information and proper audit accentuates minority shareholders’ exposure to abuse by controlling
owners. Moreover, in turbulent periods, it is difficult for firms to raise external funds mainly in
emerging countries, where financial markets are not sufficiently liquid and yield spreads are very
high. Thus, we expect that during crisis periods, firms in emerging markets should pay lower
dividends.

Focusing on the Asian financial crisis, Sawaski (2009) tests the role of dividends in protecting
shareholders’ interests and how are they related to other governance practices. He reports that the
Asian financial crisis stimulated substantial improvements in governance practices in all countries.
His results show a significant positive relationship between quality of governance and dividend
payouts during post-crisis periods in common law countries. The evidence that better-governed
firms pay higher dividends implies that better governance reduces expropriation by insiders. This
is perfectly feasible by acting on cash flow rights but not necessarily on control rights.

Based on this discussion, we claim that the special characteristics of ownership structure and
corporate governance significantly affect dividend policy in emerging markets during periods of

financial crisis.

3. Hypothesis development
This section develops our hypothesis on the impact of board governance and ownership structure
on dividend policy. In particular, it focuses on how dividend policy in emerging markets is

affected by financial crises.



3.1. Board Governance’s impact on dividend policy in emerging countries

Corporate boards play an important role in monitoring and controlling management. The quality
of the Board’s performance has been extensively examined through three fundamental
characteristics (Jensen, 1983). First, the composition of the board, (i.e., the size of the board, the
type of directors, and the existence of specialized committees) (Omneya et al., 2010; Schllenger et
al., 1989); second, the board structure, which indicates the nature of management: monistic or
dualistic (Gregory, 2000; Borokhovich et al., 2005; and Lipton and Larsh, 1992); and third, the
intensity of the activity of the Board, which is generally measured by the frequency of its meetings

(Conger et al., 1998; Schellenger, Wood and Tashakori, 1989; and Chen et al., 2011).

Board size

Great attention has been assigned to the Board size as a factor influencing the quality of
management control. The analysis of previous studies shows divergent results about the influence
of board size on dividend policy. In fact, there are two opposite results in the literature about the
effect of board size. The first supports the idea that larger boards allow managers to specialize.
Greater specialization can lead to more effective monitoring (Klein, 2002); for this reason, lower
dividends are required for the monitoring role. In the same sense, the signal theory defends a large
board size, which can be perceived as a good signal to the market; consequently, a high dividend
payout is not required to reduce agency costs. The second defends that larger boards are less
effective than the smaller boards owing to the quandaries of coordinating large groups (Jensen,
1993). Recently, Bokpin (2011) discussed the effect of ownership structure and corporate
governance on dividend policy in the Ghana stock exchange during the 2002-2007 period. His
findings illustrate a significant and positive relationship between board size and dividend policy.
Boards' firms in emerging countries are very small in size. Therefore, smaller-sized boards result
in lower agency costs to monitor managers. These costs can be even higher in times of crisis
because managers tend to enjoy periods of turbulence to expropriate internal resources.
Accordingly, Shareholders may require higher dividend payouts. Drawing on the above
discussion, we expect that Board size should be positively related to dividend payouts in periods
of crisis. The impact should be more important for East Asian countries where capital firms are
more dispersed. We posit the following hypothesis.

H,: Board size positively affects dividend payouts in periods of crisis.

The Board independence
Board independence is considered a crucial characteristic of board structure. According to

Gregory (2000), an independent director is an essential component of the internal control and the



monitoring mechanism of the firm. An independent board director is intended to be a member of
the audit, remuneration, and nomination committees. His role is important to ensure the integrity
of financial statement disclosures and to guarantee appropriate internal controls in the company.
Independent directors have an important role in monitoring and disciplining management because
of their experience. Rozeff (1982) suggests that when management control mechanisms are weak,
shareholders use dividend policy to monitor the management. Furthermore, independent non-
executive directors may act as a monitoring device for the firm’s management and, therefore,
create a need for higher dividend payouts. If independent directors are an effective monitoring
device, then board independence and dividend policy should be substitutes in the monitoring of
agency problems. Borokhovich et al. (2005) examine the relationship between board independence
and dividend policy over the 1992-1999 period for U.S. companies. Their results show a
significant and negative relationship between board independence and dividend policy. Board
independence strengthens the control power of shareholders, which reduces the use of dividend
payouts. This is not the case for the emerging countries, where board independence is generally
very low. Based on the previous discussion, we present our testable hypothesis as follows:

H,: Board independence is associated with lower dividend payments.

CEO Duality

Duality is indicative of the power structure of the corporate board and is a basic variable of its
efficiency. Jensen (1993) suggests that when the same person is the CEO and chairman of the
board, the board of the directors cannot perform its key function. In this case, the internal control
system will be very weak, and the CEO will get more power to control the board of directors. The
independence of the board of directors is impacted. It will be more possible for the CEO to pursue
his own interests but not all shareholders’ interests. Baliga et al. (1996) suggest that in case of the
CEO and chairman duality, the board is less effective in control mechanisms. This result is in line
with the arguments of the agency theory, which states that duality promotes CEO entrenchment by
reducing board monitoring effectiveness. Chen et al. (2005) examine the relationship between
financial fundamentals, corporate governance and the propensity to pay cash dividends for
Chinese listed companies. They show that Board size and the composition of senior management
have a significant and positive impact on the likelihood of paying dividends. Furthermore, they
show that the duality of CEOs’ duty has a significant and negative impact on dividend payouts.

In emerging countries, firms generally show CEO duality, which implies a high portion of

insiders. This specific nature of board composition should have a negative effect on board



performance, leading to an increase agency costs. As such, to better monitor managers and to limit
their expropriation of cash flow, shareholders require higher dividend payouts.
From the above arguments, the following hypothesis is formed:

Hj;: There is a negative relationship between the CEO Duality and dividend policy.

Board activity

Regular meetings of the Board facilitate interaction between managers and directors and,
therefore, enhance the vigilant monitoring function of the board. Indeed, increasing the frequency
of meetings allows outside directors to have favored access to all information in the firm. Hence,
regular meetings of the Board reduce agency cost and have a direct effect on the dividend policy
(Lipton and Larsh, 1992). According to Conger et al. (1998), directors need sufficiently well-
organized periods of time to make effective decisions. Moreover, Laksmana (2008) supports the
idea that a sufficient number of well-organized meetings could lead to board effectiveness. He
shows that meeting frequency can be considered as a proxy for directors to perform their duties.
The literature exposed above shows that the board has a supervisory and advisory role (expert
opinion) to ensure that managers defend the interests of shareholders (Jensen and Meckling,
1976). The frequency of board meetings measures the intensity and effectiveness of corporate
monitoring and disciplining. This reduces the agency costs and limits the need for very high
payouts. Therefore, we propose the following hypothesis:

Hy: There is a negative relationship between the number of board meetings and dividend payouts.



3.2. Ownership structure’s impact on dividend policy in emerging countries

Ownership structure is a determinant factor of company policies. The importance of majority
shareholders affects the decision-making power in their favor, such as dividends’ decisions
(Gugler, 2003; Kouki and Guizani, 2009). According to the agency theory, there are two basic
compounds that enhance the efficiency of the ownership structure as an internal mechanism of
corporate governance: the ownership concentration and the nature of the shareholders. In our

research, we investigate the impact of these two elements on the firm’s dividend policy.

Ownership concentration: The monitoring hypothesis vs. the rent extraction hypothesis

There are two competing views in the literature about the effect of ownership concentration on
dividend payouts: the monitoring hypothesis and the rent extraction hypothesis.

The monitoring hypothesis states that the ownership concentration is associated with higher
dividend payments. According to Shleifer and Vishny (1986), ownership concentration allows
dominant shareholders to expropriate minority investors. This allows us to solve the free-rider
problem related to dispersed ownership, where no single shareholder has enough incentives to
incur monitoring costs for the benefit of all shareholders. Active monitoring promoted by majority
shareholders makes business decisions in line with the interests of sharecholders, which reduces
agency costs and provides a good signal to the market about the control quality of the firm. Mitton
(2004) explains that emerging market companies with high corporate governance indicators
pursue a high dividend payment policy. As a matter of fact, payment indicators are higher when
investment opportunities are low.

However, the rent extraction hypothesis recognizes that ownership concentration is associated
with lower dividend payments. Most researchers who have tried to test this hypothesis were
interested in the conflict between majority and minority shareholders. Shleifer and Vishny (1997)
explain that large shareholders tend to gather benefits of control, which they do not have to share
with minority shareholders. Johnson and al. (2000) describe many instances where controlling
shareholders have expropriated minority shareholders of high-growth project opportunities.
Claessens and Djankov (1999) and Maury and Pajuste (2002) show that ownership concentration
reduces firm value, which decreases dividend payouts. These findings are in line with Faccio et al.
(2001), who argue that the existence of a second large shareholder increases dividend payments.
Gugler and Yurtoglu (2003) claim that the low dividend payout of majority-controlled firms in
Germany is related to the probability that controlling shareholders extract private benefits at the
expense of minority shareholders. They confirm that the rent extraction hypothesis also has

implications for the levels of dividends paid. Interestingly, their results show that larger holdings



of the largest owner reduce the dividend payout ratio, while larger holdings of the second largest
shareholder increase it. Based on the previous discussion, we present our testable hypothesis as
follows:

Hs: Ownership concentration has a significant impact on dividend payments.

Institutional Investors

Institutional investors have a very influential role in corporate governance and are specifically
concerned with reducing agency costs. Based on agency theory, several studies show that
institutional investors significantly affect the dividend policy of their firms. Eckbo and Verma
(1994) find that institutional investors would rather distribute free cash flow in the form of
dividends over reinvesting them internally. Moreover, in their model, High dividend yield firms
are associated with large institutional shareholders. Because this group of shareholders prefers
high cash dividends, it is unlikely to participate in tax-induced trading over the ex-dividend day.
Based on signal theory, Short et al. (2002) suggest that the presence of institutional shareholders
may mitigate the use of dividends as a signal of good performance. Building on this hypothesis,
several papers suggest that large institutional investors help to resolve agency problems by
monitoring management (Waud, 1966; Fama and Babiak, 1968; Zeckhauser and Pound, 1990;
Zhang and Keasey, 2002).

Contrarily, in emerging markets, institutional investors focus on governance as a way to enhance
profitability markets, unlike in the developed countries, where institutional investors focus on
governance as a way to avoid risk (Khanna and Zyla, 2010). Thus, we can expect that as the
importance of the proportion of institutional investors increases, the dividend payouts in emerging
markets will increase because cash dividends reduce the expropriation of managers of internal
resources and increase the profitability of institutional shareholders. Based on the above
discussion, we posit the following hypothesis.

Hg: Institutional ownership affects dividend payments positively.

Managerial ownership

Jensen (1986) suggests that managers would rather preserve earnings instead of distributing them
to shareholders to ensure the growth of the company and to maximize their personal benefits.
Jensen et al. (1992) confirm that managerial ownership has a negative impact on dividend payout
policy and firm debt. Building on these findings, Eckbo and Verma, (1994) show that dividends
are a negative function of the increasing power of managerial ownership. Their results show that
manager-controlled firms are associated with very low cash dividends because managers have

absolute voting power.



These studies have stimulated several follow-up studies that investigate the impact of managerial
ownership on dividend policy. Focusing on Chinese firms, Chen et al., (2005) find a negative
relationship between managerial ownership and dividend policy and show that managerial
ownership is negatively associated with firm performance. Wen and Jia (2010) study the role of
dividends in reducing agency costs by examining the relationship between dividends and
managerial ownership, institutional ownership, and a set of other variables that measure the level
of agency costs. They show that managerial ownership and institutional ownership are negatively
associated with the dividend policy for bank holding companies. By examining the dividend
policies of firms, Iranian, Mehrani, Moradi and Eskandar (2011) find opposite results. They show
that there is no significant relationship between managerial ownership and dividend payouts.

In the absence of other governance mechanisms, dividend policy is likely to have an important
role in monitoring management and reducing agency costs. This is the case of emerging markets
characterized by high managerial ownership and low dispersed capital. We expect that dividend
policies in emerging markets will be significantly affected by the managerial ownership of the
firm. With reference to this literature review, we formulate the following alternative hypothesis:

H;: Managerial ownership is associated with lower dividend payments

4. Model specifications and variable definitions

Our empirical approach consists of a panel regression model to examine the relationship between
board governance, ownership structure and dividend payouts. We first investigate the effect of
board governance and ownership structure on dividend payout policy. Our common empirical
model can therefore be stated as follows:

DPy; = By + Xk B Own_Si; + X, B1Board G, + Yy, Br Control; +&;,  (Model 1)
Where:
DP;, is the dependent variable that defines the dividend policy of firm i. We use two dependent variables separately.
The dividend payout is measured by the dividend yield (D_Yield) and dividend decision D_Dec, which is a dummy
variable that equals one if the firm decides to pay dividends and zero otherwise.
Own_S;, denotes ownership structure variables. Four measures of ownership structure are used in this analysis.
Inst_Own is institutional ownership, and it is measured as the percentage of shares held by institutions. Mang Own is
Managerial ownership, and it is defined as the proportion of equity capital owned by managers and directors. Conc is
Ownership concentration. Top5 Share is the sum of shares owned by the largest five shareholders.
Board G, denotes board governance variables. Four measures of board governance are used in this analysis. These
are board independence, board size, CEO duality, and intensity. Board indep is board independence, and it is defined
as the number of independent board members on the corporate board. Board_size is board size, and it is defined as the
number of board members. /nf is board intensity, and it is defined as the number of board meetings per year. Duality

is a dummy that takes a value of one if the CEO is also the board chairman and zero otherwise.



Control;, are control variables. Eight Control variables are used in this paper: Firm age, Beta, Firm size, ROE,
effective tax rate, debt and invested capital. To control for the Industry sector, we add a dummy variable that takes the
value of 0 for a non-financial company, 1 for a petroleum company, 2 for a financial company and 3 for a service
company.

Table 1 provides the definitions of all the variables used in our analysis.

Table 1 - Definition of variables

Variable Description

Dependent Variables

D Yield Dividend yield (Annual Dividend Per Share as a Percentage of the Share Price)

D Dec Dividend decision (Dummy variable; equals one if the firm decides to pay dividends, zero
otherwise)

Independent Variables

Ownership variables

Inst Own Institutional Ownership (The percentage of a firm’s shares held by institutions)
Ownership concentration (Dummy variable; equal one if the percentage of shares owned by

Conc .
largest shareholder are over 50%, zero otherwise)

Top5_Share Top 5 shareholders (the sum of shares owned by the largest five shareholders)

Mang_Own Managerial Ownership (The percentage of a firm’s shares held by managers)

Board variables

Int Intensity (the number of board meetings)
Board_size Board size (the number of board members)
Duality CEO Duality (a dummy equal to one if the CEO is also the board chair and zero otherwise)

Board_indep

Board independence (The number of independent board members on the corporate board)

Control variables

Listing age in this study employed the age of the listing (AGE) as a proxy for firm age rather

Firm_age than the year of incorporation to control for firm maturity)

Beta Beta, systematic risk

Firm_size The natural logarithm of total market capitalization

ROE Return on equity (Net Income divided by Average Total Equity)

Tax Effective Tax rate

Debt Total Debt

Industry Dummy variable (0 Industrial company, 1 petroleum company, 2 financial company and 3

service company)

5. Data collection, descriptive statistics and preliminary analyses

This section presents the data used in our study and describes summary statistics. We also present

univariate and bivariate analysis to provide an overview of the characteristics of our sample.

5.1. Sample and data collection

Our sample consists of 362 listed firms and covers the 2003-2011 period; 187 of the selected firms
come from four East Asian countries — Malaysia, Thailand, Taiwan, Indonesia — and 175 from
four GCC countries — Bahrain, Saudi Arabia, Kuwait and Oman. For conformity with previous

studies, financial institutions are excluded from our sample due to their specific financial



characteristics (i.e., Banks, securities firms and insurance companies). We collected data from the
Worldscope database and corporate governance statistics from firms’ annual reports.

Though it began with more than 500 companies, the sample was later substantially reduced
because we exclude the companies with missing performance or control variables. The final data
set for the panel regressions consists of 362 listed companies.

In developing countries, small and medium-sized firms are highly concentrated; to ensure that this

effect will have no impact on our results, we select firms with large sizes.

5.2. Descriptive Statistics and preliminary analysis

This section provides summary statistics and the correlation coefficients of the variables used in
the analysis. Table 2 reports the mean and standard deviation of all the variables used in the study,
as well as percentile statistics. Overall, the dividend decision registers a mean of 0.531, which
denotes that more than 53% of the firms have paid dividends over 2003-2011. The Dividend yield
has an average value of 5.23%. This value is slightly higher than that reported by Omneya et al.
(2010), who document a dividend yield mean of 4.34% on the Egyptian market. Dividend yield
and dividend decisions of GCC banks appear higher overall than those of East Asian banks.

Our preliminary statistics show that duality is a distinctive feature of firms from emerging
countries, which is again confirmed by our results. The table shows that 51.37% of companies
operate with CEO-chairman duality. This is consistent with the results of Wellalage and Locke
(2011) and Alsayed (2007), who find high duality in emerging countries. However, this
percentage is higher than those reported by Kim et al. (2010) and Faleye (2007) in the developed
countries. CEO-Chairman duality appears more common in East Asian countries (69.8%) than in
GCC countries (38.7%).

Table 2 also shows that more than one-third of firms in our sample have concentrated ownership
structures. On average, the concentration ownership of the whole sample is 32.37%. East Asian
firms appear more concentrated than GCC firms. Additionally, our sample includes both small and
large firms (with a mean and standard deviation for Firm size of 7.239 and 3.329, respectively)
and low- and high-profit firms (with a mean and standard deviation for ROE of 0.189 and 0.391,

respectively).



Table 2: Summary statistics

This table provides descriptive statistics of all variables used in the paper. The sample contains 362 non-financial firms over the
2003-2011 period. Definitions of all variables are reported in table 1.

All Firms East Asian Firms GCC Firms

Variables Mean Std. Dev. Mean Std. Dev. Mean Std. Dev.
D Yield 0.05239 0.05612 0.04529 0.02612 0.06724 0.03871
D Dec 0.57122 0.79921 0.58117 0.34219 0.74923  0.56523
Duality 0.51339 0.69395 0.69853 0.63704 0.3861  0.32908
Int 7.25732 3.23717 7.90318 2.21453 6.21988 1.98545
Board_size 5.31729 3.68239 6.81541 2.42198 4.21953 1.04781
Board_indep 4.71933 1.33923 3.57126  1.25731 5.32721 2.89176
Inst_ Own 0.24332 0.1391 0.18932 0.12632 0.39416 0.19753
Mang_Own 0.33017 0.33203 0.42669 0.24325 0.20931 0.12934
Conc 0.32369 0.32217 0.48214 0.19841 0.21456 0.47611
TOP5_Shar 0.38129 0.1229 0.49825 0.11385 0.27543 0.08763
Firm_age 13.7013 9.23929 14.1451 8.47833 11.5329 7.21842
Beta 0.73212 0.23019 0.65933 0.22343 0.94276 0.45871
Firm_size 7.2393 3.32933 9.23442 247831 4.92933 1.62109
ROC 0.15402 0.7291 0.16248 0.92011 0.12425 0.50883
ROE 0.18934 0.39127 0.12564 0.23956 0.19404 0.43216
Tax 0.12681 0.19293 0.1974  0.12718 0.34821 0.26453
Debt 1709.28 1230.32 2041.37 1294.29 1540.42 982.05
Invested_capital 692.237 358.058 791.195 459.923 539.266 293.347

Table 3 reports the Pearson correlation coefficients between the main variables used in the study,
as well as their degrees of significance. Bryman and Cramer (1997) suggest that the coefficient
of Pearson correlations between the independent variables must not exceed 0.80; otherwise, a
coefficient greater than 0.80 may reveal multicollinearity.

Several interesting relations can be highlighted. First, the correlation coefficients between
D _Yield and D_Dec are positive and statistically significant at the 5% level. Second, all board
variables display positive and highly significant correlation coefficients with D_Yield and with
D Dec. Third, all ownership variables except TOP5 Shar and Mang Own are significantly
correlated with D_Yield. On the whole, these findings lend preliminary support to our theoretical
predictions. Contrary to size and Profitability variables (ROC and ROE), which appear to be
positively correlated with D_Yield and D _Dec, the debt variable appears to be negatively and

significantly correlated with dividend payouts.



To test the fixed effect in our econometric specification, we run the Hausman test. The null
hypothesis shows that the preferred model has random effects vs. alternative fixed effects. The
results of the regression show that the p-value of the F statistic is equal to 0.003. As a result, the
random estimation method is rejected. The P-value of Hausman statistics show that the fixed
effects method should be used to estimate our specifications.

We suspect endogeneity problems in our estimates relating to causality between exogenous
variables and the dependent variables (especially the debt variable). Therefore, traditional
econometric methods (OLS and fixed effects generalized least squares) do not enable us to
obtain efficient estimates of this model. To solve this problem, we use the generalized method of
moments (GMM) to estimate our panel models.

Moreover, using this method (GMM) to estimate panel models has another advantage. It
generates instruments from the explanatory variables, which is not the case for other traditional
methods such as instrumental variables (2SLS and 3SLS), which require the selection of

theoretical instrumental variables correlated and uncorrelated with the explanatory variables.

6. Empirical results

To test the fixed effect in our econometric specification, we run the Hausman test. The null
hypothesis states that the entity-specific errors are not correlated with independent variables. The
results of the regression show that the P-value of the F-statistic is equal to 0.000. As a result, the
compilation data estimation method (common effect method) is rejected. Therefore, the
Hausman test is performed to select the appropriate method of estimation. The P-value of
Hausman statistics also demonstrates that the fixed effects method is more appropriate for our

model.



Table 3: Correlation matrix

This table reports the correlation between variables used in this paper. The sample contains 362 non-financial firms over the 2003-2011 period. Definitions of all variables are reported in table 1.
*significant at the 5 percent level of significance.

D_Yield D_eic Duality Int Board_size Board_indep Inst Own  Mang Own Conc  TOP5_shar Firm age Beta Firm_size ROC ROE Tax Debt Invested_capital
D_Yield 10000
D_Dec 0.4332* 1.0000
Duality 0.3999* 0.3449% 1.0000
Int 0.1989% 0.3499% 0.0389%  1.0000
Board_size 0.3422% 0.2999% 0.4904*  0.5210% 1.0000
Board_indep 0.2890* 0.1792* 0.5033*  0.9992* 0.4781* 1.0000
Inst_Own 0.2509% 0.0893* -0.0843  0.0944 0.0298* 0.3093* 1.0000
Mang_Own -0.0449 -0.0639 0.0342  -0.9420% -0.1442% -0.2942% -0.0441 1.0000
Conc 0.0379*% 0.0409% 0.0499%  -0.0394 0.1360%* 0.0944%* -0.9429% -0.9443*  1.0000
TOPS_Shar 0.0242 0.0994%* 0.0299%  0.0890% 0.1809*% 0.0994 -0.4933* -0.9988*  0.2949%  1.0000
Firm_age 0.0324 0.2094% 0.9904*  -0.0399 -0.0398 -0.0939 0.0049 -0.0428*  0.1939%  0.1589 1.0000
Beta -0.2409% -0.1498*  -0.3949*  0.0209 -0.0099 0.5214% 0.0829 0.0034  -0.0280  -0.0999*  -0.0939  1.0000
Firm_size 0.0094 0.0304 0.0922  0.0579% 0.3398* 0.9942% 0.0493* -0.2820%  0.1803*  0.1248*  -0.0043  0.3089*  1.0000
ROC 0.9949% 0.5099% 0.0240  0.0298 0.0230 0.2839 0.0989 0.0594*  0.0438*  -0.0929  0.04658  0.0994  0.1153*  1.0000
ROE 0.9288* 0.3920% 0.0198%  0.2035% 0.0209% 0.0342 0.0999% 0.0489%  0.0440*  -0.0309  -0.0499* 0.04813  0.9839*  0.3920%  1.0000
Tax 0.0842% 0.2640% 0.0894%  0.0248 0.0849% 0.0334 0.0308 0.5639 0.0030  -0.0040  0.0499*  0.00799  0.0294  0.0990* 0.9039*  1.0000
Debt -0.0442% 20.0994*  -0.0490*  -0.0209 -0.0226* 0.0484%* 0.0944 0.3709*  0.0449%*  0.0904 0.0289  -0.0023  0.0982*  0.13829 -0.0993  -0.0999  1.0000
Invested_capital 0.0473* 0.0928 -0.0048  0.0498* 0.0249% 0.133* 0.4794% 0.3843*  0.0359%*  0.5434* 0.0839  0.0279  0.2094*  -0.0998  0.0940  -0.0003  0.5399*% 1.0000




Impact of ownership structure on dividend policy

Table 4 reports the GMM fixed effects panel estimation results of model 1. As expected,
institutional ownership has a positive and significant effect on firms’ dividend policies and
firms’ dividend payouts in both regions. This finding confirms that the market did not interpret
the presence of an institutional shareholder as signaling good news regarding the firm’s
management efficiency. Han et al. (1999) find the same result and suggest that the positive
relationship between dividend payouts and institutional ownership supports the tax-based
hypothesis. Their finding conjectures a certain type of “dividend clientele,” that is, institutions’
preference for dividends. However, this result is contradictory to the findings of Short et al.
(2002), who claim that large institutional ownership may mitigate the use of dividends as a
signal of good performance.

Ownership concentration appears to be significantly and negatively related to firms’ dividend
payouts in both regions. In line with Harada and Nguyen (2005), we suggest that ownership
concentration plays a significant role in corporate decisions on dividend payout policy in
emerging countries. This result is contrary to that found for developed countries by Zeckhauser
and Pound (1990), who did not find a significant relationship between dividend payout ratios and
large block holders. They conclude that ownership concentration and dividend policy cannot be
considered as substitute monitoring devices. The concentration of ownership has a significant
impact on the dividend decision in the GCC countries and does not affect the dividend decision
in East Asian Countries.

CEOQO duality is found to have a significantly positive effect on dividend policy and dividend
payouts in both regions. This result disproves our initial hypothesis. This means that firms with
CEOs and chairman positions held by the same person tend to pursue a high dividend payout
policy. This result can be explained by the fact that combining the chairman and CEO positions
in emerging markets cannot be considered as an effective tool to mitigate expropriation risk.
Therefore, to resolve free cash flow problems, shareholders require higher dividend payouts.
This argument corroborates findings by Baliga et al. (1996), who argue that CEO duality is not
an effective control mechanism in developed countries.

The table also shows a positive and significant relationship between board size and firms’
dividend payouts in East Asian countries. Contrary to the findings of Omneya et al.(2010), we
suggest that larger board size is associated with high dividend payouts. The numerical increase
of board size reduces agency costs for monitoring managers and can be perceived by the market as a

positive signal that affects firms’ dividend decisions. La Porta et al. (2000) suggest that large



boards provide higher protection of shareholders’ interests and increase dividend payouts.
Contrarily, the Board size has no significant effect on dividend decisions.

The board independence variable appears to have a significant and negative effect on dividend
payouts and the dividend decision. This impact is more significant for firms in the GCC
countries. This indicates that firms with a higher percentage of external board members may
pursue low-dividend payout policies. Our estimation also shows a significant positive
relationship between board intensity and dividend payouts. Thus, we can deduce that a very
active board has the potential to help align the incentives of managers and shareholders through
its impact on the payout policy.

Among control variables, Beta and total debt have a significant negative effect on dividend
decisions and dividend payouts. Firm age is found to be positively significant for dividend
decisions, especially for East Asian countries. This result corroborates previous studies (Al-
Malkawi, 2007) that suggest that mature firms do not have a great interest in future investment
growth, which allows shareholders to require dividend payouts. Another possible explanation is
that large firms have higher agency costs due to the dispersion of their ownership, which requires
additional monitoring and control, and higher dividends provide this complementary governance
role.

The tax rate has a negative and significant effect on dividend yield in East Asian countries but no
significant impact on firms’ dividend yield in GCC Countries. This shows that higher tax rates in
East Asian countries reduce dividend policy and that Board members favor reinvesting incomes
if equity returns are sufficiently competitive. ROE appears insignificant for GCC and East Asian
countries, confirming the dividend irrelevance theory of Miller and Modigliani (1961). The
dividend irrelevance theory states that shareholders and stockholders remain constant in perfect
market conditions and that any growth in the current payout is financed by literally priced stock

sales'.

' To test the impact of the Return on assets on dividend payouts, we re-run our model by replacing the ROE with
ROA. The results also show a non-significant coefficient of ROA, once again confirming the dividend irrelevance
theory.



Table 4. Regression results of the impact of corporate governance and ownership structure
on dividend policy

This table reports the GMM fixed effects panel model estimation. The model sets the
relationship between board governance and dividend policy for a sample of 362 non-financial firms
over the 2003-2011 period. Dependent variables are Dividend decision (D_Dec) and dividend yield
D Yield), respectively. Definitions of all variables are reported in tablel. t-statistics are reported in
parentheses. *** *** indicate significance at the 1, 5 and 10 percent levels of significance,

respectively

D_Dec D_Yield
East Asian GCC East Asian GCC
Countries Countries countries Countries
Inst Own 0.4718%** 0.3694%** 0.0187 *** 0.2917%%*
4.729) (4.531) 4.079) (4.784)
Conc -0.0584 -0.1378%* -0.3472%*%* -0.0846%**
(0.391) (2.070) (3.185) (6.141)
TOP5_Shar 0.0284 -0.7231 -0.0375 -0.7923 ***
(0.71) (-1.07) (-1.71) (-7.474)
Mang_Own -0.1847 0.0627 0.0391 -0.0864
(0.002) (0.302) (0.004) (-0.132)
Duality 0.3468%** 0.5713%%* 0.2876%** 0.4981*%**
(3.751) (9.563) (2.179) (3.591)
Int 0.9712 1.4316 0.0236%* 0.3417*
(0.683) (0.092) (2.041) (1.784)
Board_size 0.0392 0.0438 0.0953%%* 0.2951
(0.001) (0.105) (3.027) (0.201)
Board indep -0.2356%** -1.7428 *** -0.3368%** -0.9412%**
(-3.237) (-6.351) (-2.978) (-4.801)
firm age 0.0574%%* 0.7471* 0.5282 * 1.8247
(4.351) (1.842) (1.812) (1.134)
Beta -0.1892%** -0.1624%** -0.0875%* -0.5981***
(-2.284) (-7.248) (-2.287) (-4.876)
Firm_size 0.0735%** 0.2872* -0.1874 -0.0372
(7.189) (1.734) (-1.184) (-1.047)
ROE -0.0364 -0.0148 -0.0374 -0.0075
(-0.427) (-0.781) (-0.197) (-0.145)
Tax -0.3143 -0.0472 -0.2843%%* 0.0542
(0.284) (0.001) (2.471) (0.481)
Debt -0.0423%* -0.0348%* -0.094 1*** -0.3971%*
(1.874) (-2.394) (3.048) (1.995)
Industry -0.0054 -0.0071 0.0002 1.0001
(-0.442) (-0.753) (0.794) (0.280)
Constant -0.2164%** -0.7143%** -0.2942%*%* 0.8651%**
(-7.961) (-4.037) (-6.167) (2.191)
R-squared 0.4821 0.5413 0.3691 0.3820
Wald-Test 135.76%+*x* 158.45%*x* 231.93#** 187.23 %
Obs. 1754 1521 1754 1521

The effect of CEO Duality on dividend policy



CEO duality has attracted particular attention in the literature on dividend policy. However,
Empirical work has not brought conclusive evidence regarding the effect of CEO duality on
dividend payouts (Baliga et al., 1996 and Chen et al., 2011). In this section, we study in greater
depth the impact of CEO duality on policy. For this purpose, we split our sample into two
groups. The first group includes firms with CEO duality, and the second includes firms without
CEOQ duality. We therefore estimate the same model (1) separately for those two groups of firms.
To account for the region effect in our sample, we add a dummy variable (Region) that takes a
value of 1 if the firm is a member of the GCCs and 0 if it is a member of East Asian countries.
The estimation results are reported in table 5. Panel A and Panel B estimate the model with the

dividend yield and dividend decision as dependent variables, respectively.

A comprehensive result that can be mentioned is that, in emerging countries, dividend policy in
firms with and without CEO duality does not depend on the same set of factors. Particularly,
differences occur between ownership concentration and Top5 Shar variables. Thus, we find
that, for firms with CEO duality, the dividend policy is significantly and negatively related to
Top5 Shar and Concentration variables. This result may have a specific explanation for
emerging countries. Large shareholders in the emerging markets seek to gather the earnings of
their control that do not want to share with minority shareholders, so they can have a higher

impact on firms’ dividend decision for firms operating with CEO duality.

The impact of capital concentration on dividend yields appears similar in East Asian and GCC
countries, but the impact is larger in size for GCC firms with CEO-chairman duality. The
negative impact of capital concentration also appears more significant for GCC firms operating
with CEO duality. The top 5 shareholders’ coefficient is significantly positive only for the
dividend yield of GCC firms with CEO duality. Its impact on East Asian firms is non-significant.

We also notice a significant negative relationship between board independence and dividend
payouts for firms with CEO duality. This indicates that these firms with high percentage of
external board members pursue a low dividend policy. Board independence plays an important
role in the developing countries; we suggest that in firms with CEO Duality, independents have a
stronger impact on dividend policy and prefer to reinvest earnings rather than paying dividends.
This confirms some of the Findings of Omneya et al. (2010), who argue that the Board's
independence must reach a certain threshold to be effectively decisive. The impact of board

independence is more significant for the dividend yield of East Asian firms with CEO duality.



This variable has no significant impact for firms without CEO duality in both regions. The

impact of board independence on dividend decisions is similar in size for firms in both regions.

Table 5. Regression results of the effect of CEO Duality on dividend policy
This table reports the GMM fixed effects panel model estimation. The model sets the relationship between board
governance and dividend policy for a sample of 362 non-financial firms over the 2003-2011 period. We split our sample into two
groups. The first group includes firms with CEO duality, and the second includes firms without CEO duality. We therefore
estimate the same model (1) separately for those two groups of firms. The dependent variable in Panel A is dividend yield
(D_Yield), and that in Panel B is Dividend decision (D_Dec). Definitions of all variables are reported in table 1. t-statistics are
reported in parentheses. *** ** * indicate significance at the 1, 5 and 10 percent levels of significance, respectively.

Panel A. Impact on Dividend Yield

All Firms East Asian Firms GCC Firms
CEO CEO CEO CEO CEO CEO Duality
Duality=0  Duality=1 Duality=0 Duality=1 Duality =0 =1
0.8053%* 0.9612%* 0.1046 0.6251%** 0.5283%* 0.9811%**
Inst Own
(2.511) (2.542) (0.011) (3.497) (1.984) (4.962)
Conc -0.0462 0.3955* 0.0284 0.2230%** 0.0139 0.4295%**
(0.002) (1.699) (0.014) (2.696) (0.000) (3.142)
- - - sk
TOPS.Shar 0.0382 0.7259 0.0612 0.2149 0.0285 0.4833
(0.000) (-1.625) (0.000) (0.899) (0.000) (2.125)
-0.0191552 0.0524 -0.0128 0.0428 -0.0477 0.0210
Mang_ Own
(-1.029) (1.370) (0.425) (1.655) (0.236) (0.431)
Int 0.3605%** 0.04423 0.6904%** 0.3278%** 0.5891%** 0.0146
(2.395) (0.012) (2.694) (3.534) (4.678) (0.008)
. 0.2523%** 0.3672%** 0.3426%** 0.6183%** 0.3208%** 0.4710%**
Board size
(0.215) (5.327) (5.214) (4.611) (4.988) (7.629)
. -0.0084 -0.0325** -0.0267 -0.1324%** -0.0199 -0.0742*
Board indep
(-1.530) (-2.031) (1.468) (2.830) (1.052) (1.769)
0.00643 0.0086 0.0035 0.0193 0.0182 0.0295
firm_age
(0.853) (1.262) (0.146) (0.283) (0.033) (1.381)
Beta -0.0081 -0.0051 -0.0387 -0.1543 -0.0223 -0.0176
(-0.099) (-1.056) (0.038) (0.002) (0.451) (0.143)
. . -0.0035 -0.072%** -0.0064 -0.0185** -0.0282 -0.2810%**
Firm_size
(-0.592) (-2.585) (0.483) (2.414) (0.031) 3.761)
ROE -0.0235 0.0735 -0.0264 0.0484 -0.0257 0.1459%*
(-0.120) (0.013) (-0.120) (0.072) (0.132) (2.165)
Tax 0.0073 -0.0461 0.0076 -0.0481 0.0845 -0.0281
(0.090) (-0.005) (0.090) (0.004) (0.012) (0.026)
Debt -0.0007 -0.0008 -0.0014 -0.0031 -0.0094 -0.0128
(-0.181) (-1.025) (-0.111) (-1.024) (0.198) (0.351)
0.0012 0.0041 0.0012 0.0041* 0.0319 0.0783
Industry
(0.062) (-0.023) (0.032) (1.728) (0.087) (0.025)
Region 0.4885* 0.0722%* - - - -—--

(1.821) (1.995)



-0.02935 0.0543 -0.0392 0.0446 0.0176 0.0342%**
Constant
(-0.512) (0.282) (0.493) (0.02) (0.312) (3.938)
R-squared 0.3901 0.2830 0.3175 0.2658 0.3420 0.3945
Wald-Test 193.66%+** 121.98x#x 157.93 %% 114,92 172.09%x*x* 210.29%x*x*
Obs. 1414 1861 804 950 610 911
Panel B. Impact on Dividend Decision
D_Dec All Firms East Asian Firms GCC Firms
CEO CEO CEO CEO CEO CEO
Duality =0 Duality =1 Duality=0  Duality=1 Duality=0  Duality=1
Inst_Own 0.3258%* 0.5239*%* 0.4581%** 0.6720%** 0.0161 0.3183%**
(1.228) (2.869) (2.187) (3.651) (0.051) (3.129)
Conc 0.1052 -0.0153** 0.0247 -0.2133%** 0.1916 -0.3264%**
(0.045) (2.182) (0.093) (2.986) (0.043) (3.186)
TOP5.Shar 0.2849 -1.9634 ** -0.6847 -1.7481%* 0.6847+%  .1,7634 ***
(0.108) (-2.201) (0.439) (1.901) (2.147) (4.601)
Mang_Own -0.0298 0.5295 0.0675 0.3622 -0.0675 0.3673
(-0.005) (0.025) (0.004) (0.1753) (0.003) (0.063)
Int 0.0473 %% 0.0527 0.2154 *** 0.0369 0.0473 ** 0.0367
(3.957) (1.102) (6.813) (0.276) (3.737) (0.106)
Board_size 0.1058 %% 0.7384*%* 0.2816 *** 1.3591 %= 0.2419%** 0.5720%**
(9.213) (5.049) (3.618) (5.099) (7.613) (3.047)
Board_indep -0.0094 -0.0938%* -0.0281  -0.1638%+* -0.0921 -0.715%*
(-1.14) (-2.174) (0.007) (3.153) (0.0006) (2.848)
firm_age 0.0524*%*  (.05325%%% 0.0296*** 0.0278%** 0.03684*** 0.0321%**
(0.295) (0.320) (6.435) (3.129) (2.673) (3.005)
Beta -0.1105%**  -0.1132 *** -0.4572%*%  -0.2986 *** -0.1758  -0.1642 ***
(-0.591) (-5.082) 4.371) (3.086) (1.379) (3.159)
Firm_size 0.0065 0.0281 0.0286 0.0725 0.0146 0.0798
(0.343) (1.105) (0.343) -1.103 (0.343) (1.103)
ROE 0.0768 -0.0239 0.0768 -0.0637 0.0768 0.0682
(0.339) (-0.815) (0.337) (-0.813) (0.527) (0.713)
Tax 0.0521 -0.1493 0.0361 -0.1473 0.0361 -0.1855
(0.265) (-0.337) (0.653) (-0.311) (0.523) (0.337)
Debt 0.0002 -0.4391 * 0.0025 0.3341 0.0007 -0.4371 *
(0.254) (-1.972) (0.734) 0.737) (0.734) (1.231)
Industry -0.0472 0.0975 (0.0257) 0.0873 -0.0477 0.0773
(-1.185) (0.129) (1.137) (0.192) (1.233) (0.082)
Region 0.0827 0.0375
(0.002) (0.008)
Constant -1.0281%** -0.2035 -1.0731 -0.4981 -1.0731%** -0.7049
(-5.032) (-0.065) (0.037) (0.073) (3.689) (0.108)
R-squared 0.3565 0.4353 0.3198 0.3820 0.2866 0.3941
Wald-Test 181.39%** 252.45%%%* 145.36%** 142.81%** 139.26%** 193.01%**




Obs. 1414 1861 804 950 610 911

The intensity of the board confirms our basic hypothesis only for firms without CEO duality. In
fact, this variable appears significantly positive only for firms without CEO duality. For these
firms, the agency conflict may be more intense, and dividend policy is considered as a solution
to reduce the cost of subsequent agency. In this case, shareholders require a higher dividend
yield. The intensity of the board of directors has a significant impact on both kinds of firms in
the East Asian region. Instead, only firms with CEO duality appear to be affected by the intensity

of the board of directors.

The Beta coefficient shows different impacts on the dividend yields of firms in the East Asian
and GCC regions. This coefficient significantly affects all firms in the East Asian countries,

while it appears significant only for firms with CEO duality in the case of GCC countries.

Table 5 also shows that the Region coefficient significantly and positively affects dividend
yields. This implies that firms in the GCC countries tend to offer higher payouts than firms in
East Asia.

The impact of crisis on the relationship between board governance and dividend policy

In order to test the impact of board governance on dividend policy during the most recent crisis
period, we run our basic model by adding a new variable — Crisis — to the regressions. This
variable should capture the impact of the financial crisis and economic slowdown on firms’
dividend policy. The variable Crisis takes the value of 1 for the 2007-2010 period and 0
otherwise. Furthermore, to control whether the impact of ownership structure and corporate
governance on dividend policy changes during the crisis period, we interact ownership structure
and corporate governance variables with the Crisis variable. The results are shown in Table 6.
The results show that the impact of the crisis is more relevant for the dividend policies of firms
in GCC countries.

Table 6 shows that board size has significant and negative effects on firm dividend decisions in
both regions when interacted with the crisis variable. The impact appears more significant in the
GCC countries. The same variable appears negative but non-significant when it is not interacted
with the crisis variable. This shows that board size is more relevant in the emerging markets

during the financial crisis. This negative relationship can be explained by the fact that during the



crisis, board members become more risk averse, which is a sign of better company governance.
These companies seek to protect their shareholders during periods of high uncertainty by
reinvesting their earnings internally.

Regarding Dividend yields, the interacted coefficients of CEO Duality with crisis are negatively
significant at the 10% and 1% levels for the East Asian and the GCC countries, respectively.
This implies that during crisis periods, firms with CEO duality pay lower cash dividends. This
explanation can be interpreted to mean that during crisis periods, it is difficult for firms to raise
external funds to support their growth; accordingly, CEOs prefer to reduce their dividend
payouts. This implies that CEOs who are also chairmen of the board of directors can exercise
more control over their firms and may be less likely to have their dividend policy decisions
challenged by the board of directors.

Another interesting result is that the interacted coefficient of board intensity has a significantly
negative effect on both firms’ dividend payouts and dividend decisions in the GCC countries.
For the East Asian countries, the impact is significant only for dividend yield payouts. This
finding implies that firms with active boards were less likely to pay out dividends during the
recent financial crisis. The purpose of having more board meetings during the financial crisis

was to establish policies that protect shareholders and sustain the financial stability of the firm.

Table 6. Board governance, ownership structure and dividend policy: impact of crisis
This table reports the GMM fixed effects panel model estimation. The model sets the relationship between board
governance and dividend policy for a sample of 362 non-financial firms over the 2003-2011 period. Dependent variables are
Dividend decision (D_Dec) and dividend yield (D_Yield), respectively. Definitions of all variables are reported in table 1. T-
statistics are reported in parentheses. ***, ** * indicate significance at the 1, 5 and 10 percent levels of significance, respectively.

D_Dec D_Yield

Ind d bl East Asian East Asian
ndependent variable countries GCC Countries countries GCC Countries
Duality 0.8390%** 0.7641%** 0.2614%** 0.1843%**
4.252) (3.840) (3.173) 6.923)
Int 0.0684%** 0.05382 *** 0.9838%** 0.2308%**
(5.728) (8.055) (3.728) (3.538)
Board_size 0.9315 -0.0843 0.0627 0.8263
(01.54) 0.067) 0.111) (0.850)
Board_indep -0.0478%%* -0.1754%%* -0.0471 *** -0.1523%%*
(-2.825) (-8.022) (-3.878) (-3.678)
Crisis -0.8154%%* 0.3645%** -0.0433 **=* -0.07543
(-5.20) (3.180) (-3.71) (-0.84)
Duality*Crisis -0.0060** -0.1856** -0.1856** -0.0560***
(-1.920) (-2.304) (-2.14) (-3.943)
Int*Crisis -0.6726 -0.6841*** -0.6841*** -0.8728***
(0.016) (3.221) 4.729) (2.958)
Board_size*Crisis -0.2916** -0.4635 *** -0.0935 *** -0.0018
(-2.327) (-2.754) (-3.825) (-0.047)
Board_indep*Crisis 0.00162 0.0629 0.0183 0.00184
(0.002) (1.178) (0.067) (0.034)

Mang_Own*Crisis -0.7001%*** -0.3229%** -0.5226%** -0.4332%%*



(4.197) (3.945) (5.049) (7.261)

Inst_Own*Crisis 1.2691%** 0.5321 0.7521 %% 1.481
(4.206) (1.008) (3.075) (0.036)

Conc*Crisis 0.0291 0.0923 0.0692 0.3491
(0.026) (0.0043) (0.0613) (0.028)

TOP5_Shar*Crisis 0.076 -0.0359 0.0576 0.576
(-0.690) (-0.011) (-0.081) (-0.543)

Inst_Own 0.5794 *#* 0.4691 *** 0.0238%%* 0.0743%%*
(8.708) (2.451) (3.524) (3.238)

Conc 2.9342%% 0.7945%* 0.0673%* 0.9076%**
(11.54) (2.088) (1.993) (3.941)

TOP5_Shar 0.0362 -0.0406 0.0753%* 0.0383*
(0.091) (-0.511) (-3.810) (-1.783)

Mang_Own 0.15674 0.0850 0.0938 0..0758
(0.089) (0.481) (-0.318) (-0.473)

firm_age 0.0978 *** 0.0684 *** 0.0738 0.0074
(5.308) (4.951) (0.433) (0.008)

Beta -0.0832 * -0.0648 0.6238 0.0254
(-1.048) (-1.551) (0.481) (0.637)

Firm_size 0.0728%* 0.0357%%* -0.8734 ** -0.9834 *%*
(1.951) (2.721) (-4.628) (-3.138)

ROE 0.0610 0.0351 0.06388 0.0383
(0.650) (0.861) (-0.004) (-0.018)

Tax 0.0281 -0.0258 0.0064 0.0084
(0021) (-0.025) (1.181) 0.513)

Debt -1.0007 -1.0083 -0.0006 0.0065
(-1.088) (-1.075) (-1.030) (-0.911)

Industry -0.3599 -0.0091 0.0006 0.0067
(-0.148) (-0.788) (1.203) (0.010)

Constant -0.3961 *** -0.6315%%* 0.0143 0.0678
(-4.384) (-4.524) (0.788) (0.181)

R-squared Within 0.2185 0.2916 0.2733 0.3248
Wald-Test 143.80%** 193.14%** 163.96%** 241.72%%%
Obs. 1414 1861 804 950

Contrary to previous results, managerial ownership has a significant negative effect on dividend
payouts when interacted with the crisis variable for firms in both regions. This is consistent with
several previous studies and confirms our basic hypothesis. Demsetz and Lehn (1985) suggest
that managerial ownership is an important internal monitoring force that is particularly important
in times of crisis when other governance mechanisms are not very functional. They defend that
managerial ownership is an effective monitoring tool for resolving the agency conflicts between
external stockholders and managers during crisis periods.

Contrary to GCC firms, institutionals have a significantly positive effect on dividend yields in
the crisis period for firms in East Asian countries. This implies that during turbulent periods,
institutionals require higher cash dividends in order to reduce the risk of expropriation and to
increase shareholder profitability. This finding is in line with the arguments of Jensen (1986)
supporting that dividend can be used by institutionals as a mechanism to reduce agency problems
between shareholders and managers. The Concentration variable interacted with crisis appears
insignificant and does not affect the dividend or the dividend yield decisions of firms in both

regions.



The results for the control variables are in line with previous regressions. Again, firm age is
positively and significantly related to the dividend decision measure. Beta and firm size are
negative and highly significant. As before, the remaining control variables are statistically
insignificant.

The effect of CEO Duality on dividend policy during the crisis:

To investigate in greater depth whether the crisis had an effect on the relationship between board
governance and dividend policy, we again split our sample into two sub-samples: the first with
CEQ duality and the second without CEO duality.

The results are reported in table 7. Panel A and Panel B estimate the model with the dividend
yield and dividend decision as dependent variables, respectively. Regarding firms without CEO
Duality, the coefficient of board intensity interacted with crisis appears significantly negative at
the 1% level. This result shows that companies with more board meetings were less likely to pay
out dividends during the most recent financial crisis. This finding supports that better-governed
companies are more risk averse and, consequently, preferred not to pay dividends in the crisis
period. This result is particularly confirmed for East Asian firms, which are the only firms for

which CEO



Table 7. Regression results of the effect of CEO Duality on dividend policy during the crisis.
This table reports the GMM fixed effects panel model estimation. The model sets the relationship between board
governance and dividend policy for a sample of 362 non-financial firms over the 2003-2011 period. The dependent variable in
Panel A is the dividend yield (D_Yield) and that in Panel B is the Dividend decision (D _Dec). Definitions of all variables are
reported in table 1. t-statistics are reported in parentheses. *** *** indicate significance at the 1, 5 and 10 percent levels of
significance, respectively.

Panel A. Impact on Dividend Yield

All Firms East Asian Firms GCC Firms
Independent variable CEO Duality=0 CEO Duality=1  CEO Duality=0 CEO Duality=1  CEO Duality=0 CEO Duality = 1
it 0.8031 * 0.0562 0.7671 0.42839 03761 **= 0.1732
(1.682) (0.276) (1.792) (0.246) (3.5611) (0.76)
Board sise 0.0496%*+ 0.7054 **+ 0.1058%** 0.4076 **+ 0.0462%*+ 0.5429 #*+
- (4.003) (3.361) (3.064) (3.161) (4.215) (5.527)
Board_indep 0.0042 0.0068%* 0.0198 0.1751%* 0.1471 0.2728%**
- (-1.096) (:2.274) (0.572) (3.248) (-1.062) (2.754)
» 0.0024 0.0123 20.0175 0.0133 0.0024 -0.0129
Crisis (-0.940) (-0.262) (0.883) (0.297) (-0.640) (0.530)
. 0.9867%** -0.0390 0.2784%#* 0.0154 0.6825 -0.0560
Int*Crisis
(7.0591) (0.034) (3.0691) (0.228) (0.042) (0.064)
Board size*Crisis 0.861 1%%* -0.0063 20,161 1%%% 0.0538 0.821 %% -0.0026
- (-4.042) (-0.170) (3.868) (0.145) (4.042) (0.160)
L 0.0860 0.0065 0012 0.0416 0.0553 0.0026
Board_indep*Crisis (0.901) (0.042) (0.001) (0.058) (0.891) (0.172)
Conc*Crisis 0.0714 0.8305%** 0.0419 0.1479%%+ 0.0934%* 0.8216%**
(0.983) (3.052) (0.267) (3.754) (2.321) (6.196)
TOP5_Shar*Crisis 0.0984 0.7983 %+ 0.0914 0.491 1#*+ 0.0695 0.6916%**
(0.249) (2.892) (0.226) (2.850) (0.316) (2.962)
Inst_Own*Crisis 0.8530 0.0127 0.1557 0.1624 0.8720 0.0126
(0.007) (0.967) (0.004) (0.964) (0.011) (0.623)
Mang_Own*Crisis 0.0742 0.0864 0.0442 0.0164%* 0.0695 0.0729
(0.005) (0.001) (0.006) (2.045) (0.016) (0.051)
Lnst O 0.0483 ** 0.04932%* 0.0411 ** 0.04712%+ 0.0986 ** 0.09662*+
- (2.309) (2.274) (2.195) (2.244) (2.636) (2.269)
Cone 0.0152 0.0034 0.0162 0.0014 0.0172 0.0079
(-1.049) (0.262) (1.517) (0.262) (1.336) (0.233)
TOPS Shar 0.0092 0.0212 0.0072 0.0212 0.0178 0.0212
- (0.021) (-0.061) (0.021) (:0.061) (0.074) (0.811)
Mang_Own 0.0127 0.02823 20.0124 0.0351 0.0127 0.0942
- (:0.498) (1.262) (0.371) (1.843) (-0.968) (1.852)
firm,_ age 0.0039 0.0639 0.0017 0.0617 0.0136 0.0276
- (0.004) (0.982) (0.015) (0.352) (0.009) (0.682)
0.0796 0.0072 0.0476 0.00422 0.0562 0.0093
Beta (0.040) (0.271) (0.020) (0.241) (0.380) (0.198)
Firm size -0.00364 0.0742%%* 0.0375 0.0442%%% -0.0403* 0.1952%%*
- (:0.674) (-2.294) (0.247) (4.931) (1.694) (3.269)
ROE 0.0002 0.0031 0.0903 0.0849 0.0328 0.0071
(0.074) (0.272) (0.124) (0.007) (0.031) (0.262)
Tax 0.0054 0.0534 0.0738 0.0614 0.0079 0.0579
(0.809) (0.263) (0.152) (0.261) (0.355) (0.237)
Dbt 0.3234 -0.0035 0.1214 0.0128 0.6812%* 0.1837
(-0.49) (-1.719) (0.47) (1417) (1.973) (-1.754)
Industry 0.0008 0.1674 0.0001 0.1644 0.0439 0.1598
(0.720) (-0.292) (0.420) (0.438) (0.983) (0.382)
Region 0.1216%* 0.9814%** --- - --- -
(1.981) (3.0561)
0.0221 0.02632 0.1861 0.1876 0.1893 0.0541
Constant
(0.004) (0.022) (0.025) (0.587) (0.876) (0.142)
R-squared 0.2938 02744 03491 0.3261 0.3198 0.3671

‘Wald-Test 129.36%** 123.76%** 231.62%** 162.84%** 149.01%** 259.44%**
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Panel B. Impact on Dividend Decision
All Firms East Asian Firms GCC Firms
Independent variable CFO CEO Duality =1 CFO CFO CEO Duality = CEO Duality
Duality =0 Duality=0 Duality =1 0 =1
| 0.0644 % 0.0374%%* 02518 ***  0.0378"** 0.1739 % 0.2895%*
nt (6.410) (3.891) (7.835) (3.391) (4.410) (3.275)
Board size 0.1162 *** 0.0298%%* 0.1842 %% ,0293%*x 0.1722 *** 0.1640%%*
= 4.219) (6.082) (2.945) (3.482) (3.215) (5.942)
. -0.03686 -0.0225%* -0.1854 0.4126%* -0.1089 -0.1855%
Board_indep (-0.601) (:2.148) (0.739) (2.042) (0.401) (3.148)
. 0.16031 20.0314 0.0792 0.0548 0.1483 -0.0891
Crisis (0.048) (-0.019) (0.003) (0.042) (0.055) (-0.019)
. -0.6914 *x+ -0.0526 -0.7258 *x -0.1427 -0.4326 -0.0526
Int*Crisis
(-2.823) (-0.024) (2.323) (-0.053) (2.761) (0.374)
s 0.2371%* -0.0832 -0.1899%+ -0.0362 -0.2395%* 20,0854
Board_size* Crisis (:3.810) (-1.0301) (:3.358) (-1.0301) (3.769) (1.175)
L 0.04324 0.00316 0.08228 0.00217 0.04324 0.00316
Board_indep*Crisis (1.37) (0.169) (1.27) (0.179) (1.38) (0.169)
Conc*Crisis 0.5338 0.2391%* 06267 02741%%% 03067 0.2975%*
0.251) (11.0478) (0.267) (8.072) (0.063) (4.612)
TOP5_Shar*Crisis 0.0983 0.7791%* 0.0442 0.2151%* 0.0573 0.7342%%%
(0.308) (1.994) (0.202) (1.998) (0.356) (3.943)
Inst_Own*Crisis 07624 0.0679 -0.5348 0.0573 -0.8493 0.0842
(0.905) (0.469) (0.718) (0.879) (0.577) (0.362)
Mang_Own*Crisis 0.0735 03572 0.0726 02672 0.0821 0.8642
(0.308) (0.865) (0.202) (0.256) (0.453) (0.366)
034814 0.9636%* 0.28218%** 0.9525%* 02298 0.6636**
Inst Own.
— (1.286) 2.232) (4.237) @2.172) (1.091) (2.051)
-0.02324 20.0245 200236 200286 -0.0987 0.1392
Conc (-0.023) (-0.020) (-0.022) (-0.020) (0.290) (0.150)
0.22893 -0.9286 021852 0.9237 0.3965 207456
TOPS_Shar (0.263) (-1.229) (0.252) (-1.419) (0.049) (1.590)
Mang Own 0.03218 0.0243 0.03912 0.0282 0.4621 0.1098
— (0.020) (0.008) (0.015) (0.002) (0.017) (0.000)
firm_age 0.8254 *¥* 0.7382%%% 03268 *+  .7332%%x 0.6943 *** 0.3795%%*
= (3.390) (3.563) (3.390) (3.673) (2.971) (3.684)
B 20.0304 20.0272 -0.0308 20.0272 -0.8944 0.1654
eta (-1.014) (10.066) (-1.682) (0.077) (1.014) (0.256)
o -0.0588 0.0349 0.0753 0.0389 20.0958 0.1852
Firm_size (-0.003) (1.948) (0.014) (0.045) (0.000) (0.048)
0.16734 0.0753 0.17738 0.0763 0.14834 0.0363*
ROE (1.335) (0.092) (1.336) (0.014) (1.946) (1.872)
Tax 20.0142 0.0758 20.0182 -0.0835 0.0529 20.0369
(0.112) (10.343) (0.112) (10.243) (0.054) (0.843)
Debt 0.0255 -0.00062 0.0356 0.0936%* 0.0283 20.0852
(0.242) (-1.109) (0.274) (2.109) (0.008) (0.193)
0.0012 0.0065 00452 0.1678%%* 20.0392 0.0274
Industry (-0.894) (0.183) (-0.398) (3.049) (0.523) (0.236)
Region 0.1566 0.6311
(0.0003) (0.0451)
-1.1282 #xx -0.4782 A1.1232 #w 20.8731 -1.8649 #* 205214
Constant
(-3.446) (-1.085) (3.857) (1.054) (4.052) (0.396)
R-squared 0.3871 0.4205 0.3186 0.2965 03178 03271
Wald-Test 194.25% %+ 219.62%%* 182.19%%%  134.72%%x 164.71%%% 188.15%%*
Obs. 1414 1861 804 950 610 911




The variable duality is not significant. The impact on GCC firms’ dividend yields is not
significant for either firm group.

The table also shows that the interacted board size variables significantly and negatively affect
dividend payouts and dividend decisions only for firms without CEO Duality. The results show
that companies with larger boards and without CEO duality may mitigate the use of dividends as
a signal for good performance during crisis periods, as the large board size itself can act as a
credible signal to the market. The impact of Board size during the crisis is confirmed for firms in
both regions, but the impact on GCC firms appears more significant.

Conc and Top35 appear to significantly and positively affect the dividend policy of firms with
CEO duality during financial crises. This implies that in order to reduce agency costs during
crisis periods, highly concentrated firms with larger capital portions held by the Top 5 can help
the CEO who is also the chairman to exercise discretionary power on the management by
increasing dividend payouts. The impact on GCC firms appears more significant than that on
firms in the East Asian region.

The table shows that the results for the control variables appear globally in line with the previous
results, except for ROC, which appears significantly negative in the case of firms with CEO
duality and non-significant for firms without CEO duality.

Panel A shows that capital concentration during crises significantly affects dividend yields of
both groups of GCC firms, but the impact is more significant for firms with CEO duality.
Managerial ownership has a significant impact on dividend yield during crisis for East Asian
firms functioning with CEO duality. In contrast, the impact of managerial ownership has no
impact on GCC firms during the crisis.

Regarding GCC firms, the impact of Institutional ownership on dividend decisions appears
significantly positive only for firms operating with CEO duality. Panel B also shows that

Institutional ownership significantly affects both groups of East Asian firms.



7. Conclusion

This study investigates the impact of corporate governance and ownership structure on dividend
payout policy for a sample of 362 firms from East Asian and the GCC countries from 2003 to
2011. An interesting contribution of our study is testing whether the impact of corporate
governance and ownership structure changes during crisis periods. Our results provide strong
evidence of the significant role of corporate ownership structure and board characteristics in
explaining the behavior of dividend policy mainly during crisis periods. We show that firms with
a higher proportion of institutional shareholders pursue higher dividend payout ratios.

Focusing on the role of CEO duality when studying dividend policy, we show that in emerging
countries, dividend policy in firms with CEO duality and firms without CEO duality do not
depend on the same set of factors. Particularly, the ownership concentration and board
independence variables appear to differently affect firms with CEO duality and without CEO
duality.

Finally, the originality and the relevance of our research are found in the analysis of the most
recent financial crisis. This study is of particular interest for business managers in their choice of
strategies to be adopted in respect for dividend policy during crisis periods. The results show that
during the most recent financial crisis, dividend decisions are inversely related to CEO Duality,

Board Size and the frequency of board meetings.
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