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ABSTRACT

This paper studied about the impact of dividend policy on the share price volatility of the Indian listed construction
and material companies using the least square regression method after controlling for debt, firm size, investment
growth and earnings’ volatility. The study found only 43.43 percent of the changes in the share prices are explained
by dividend yield (DY), dividend payout ratio(DPR), and investment growth(Growth), size of the firm )FZ), leverage
(Lev) and earnings volatility (EV). These companies recorded 94.41 percent share price volatility during 2005 until
2010. Dividend payout ratio significantly influences the changes in share price. The greater the size of the company,
the more significant impacts the volatility of share price would be. Dividend yield, investment growth and earnings
volatility insignificantly influence the changes in the company’s share prices. Leverage is negatively influence the
movement of the share price.
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INTRODUCTION

Owning corporate stock is a popular investment activity (Gitman, 2006). All types of investors either large institutional or
individual could see the new media for the report on the movements of the stock prices. Share prices are the most important
indicators used by investors to invest or not to invest on a particular share. Their principle goal of putting resources into
money markets is to augment the normal return at low level of hazard. There are mental elements added to the value
changes or unpredictability. Among them are speculator's overcompensations to dividend, dividends, or different news;
rushes of social confidence or cynicism; designs or prevailing fashions (Shiller, 1987). As indicated by the productive
market speculation, when new data either great or terrible news are accessible to the general population, they will impact
and change the organization's offer cost. In any case it is hard to utilize the examples of the stock returns over ends of the
week, occasions and diverse logbook periods as the news about central esteems don't move methodicallly along amid these
periods (Thaler, 1987). Roll (1988) found that it will be hard to depend just on precise monetary impacts to anticipate the
variety of the individual stock returns.

This is on account of there are different factors separated from essentials that mirror the development of stock costs (Cutler
et al., 1989) Dividend installment is a noteworthy part of stock come back to investors. Dividend installment could give a
flag to the financial specialists that the organization is following great corporate administration hones (Jo and Pan, 2009).
Great corporate administration hones are significant for an organization as it inferring that the organization can raise stores
from capital market with alluring terms. By dispersing dividend, it ready to pull in financial specialists and by implication
increment the organization share cost. This kind of organization could without much of a stretch raise finances through new
offer issuance for development which at that point would expand benefits and increment share cost. The most surely
understood investigation on dividend superfluity was by Miller and Modigliani (1961; "MM"). His investigation has turned
into a benchmark to different scientists in creating different models relating to dividend conduct of firm esteems and the
approaches that guided the administrators in setting up organization payout arrangements. MM reported that firm esteem is
autonomous on dividend approach.

He contended that esteem is driven just by future dividend and danger of its ventures. In all actuality financial specialists
will pay high charges on dividend rather than capital increases. The speculators will be assessable once their offers are sold.
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An organization that pays no dividends will be more appealing to financial specialists than an organization that gives
dividends installment (Black, 1976). In this way, stock cost for non-dividend paying organization tend to increment. Hence,
the vast majority of organizations will be enticed to take out dividend installments. The goal of this examination is to look
at the effect of the dividend approach and dividend payout proportion of the offer cost of just the development and material
organizations recorded on the Bursar India. This paper would likewise address different factors that are in charge of the
adjustments in the instability of this development organizations share cost.

LITERATURE REVIEW

Recently, as we could see, even well performing companies are reluctant to increase dividend payments but contrarily at the
same time some companies despite experienced decreases in net income have announced constant or increase their dividend
payments rather than cut them down. With the supposition of a flawless market (no assessments, no exchange costs and
other market blemishes), Miller and Modigliani (1961) demonstrated that dividends are immaterial. Holding dividend or
paying them dividends does not influence the organizations' esteems. Firms could pay dividends as much as they need and
they additionally could utilize outer wellsprings of assets to fund their obligations without influencing their organizations'
esteems. The creators expressed that exclusive future dividend and danger of speculation drive the organizations' esteems.
Before the Miller and Modigliani (1961) dividend hypothesis, Lintner (1956) displayed a model in light of adapted yield of
the particular attributes of a 'sticky of dividend'.

The creator found that organizations are hesitant to diminish dividends since this could lead financial specialists to translate
poor execution and make the stock costs fall also. Supporting Lintners' (1956) demonstrate, Bhattacharya (1979) and Miller
and Rock, (1985) recommended that dividend declarations pass on data about the future prospects of the organizations.
Because of the data content in dividends, dividend declarations are taken as a flag of the organizations' great position that
will raise the stock costs and the other way around. Financial specialists with defective data about organization conditions
would utilize dividends as a hint to the possibilities of the organizations. In view of the overview of S&P 500, Lazo (1999)
demonstrated that 87 percent of dividend paying organizations trusted the helpfulness of dividends to flag data with respect
to the organization future income. Brickley (1983) showed dividend flagging could give data when chiefs pay both general
dividends and periodic exceptional dividends (additional items, specials or year-closes). Diverse hame of dividend amongst
standard and extraordinary dividend could pass on notice to investors since uncommon payout in all probability would not
be rehashed contrasted with the normal dividend. Financial specialists could utilize the extraordinary payout declaration by
organization as a supported administrative sign about future productivity.

Determinants of stock value instability

Allen and Rachim (1996) propose that the connection between dividend strategy and offer value instability after the
consideration of development as a control variable would be suggestive of either the arbitrage or data impact. Obligation,
dividend and proprietorship structure essentially influences firm esteem (Alonso, et al., 2005). This exploration finding
reported in light of 101 non-budgetary Spanish organizations traded on an open market amid 1991-1995. Firms with
positive development openings demonstrated that obligation has negative effect on firm esteem. Obligation assumes
dynamic part to train chiefs in firms that don't have development openings. Without development openings, dividend is
essentially and decidedly identified with company's esteem. High held income amid time of no development openings may
bring about a wasteful venture. In view of 361 non-money related Indian recorded firms from 2002 to 2007, Abdul Rahim
et al. (2010) recognized a side effect of underinvestment when there was certain connection between dividend approach and
the association's Q (firm esteem).

The expansion in association's esteem was contributed by the diminished in venture, expanded dividend and stale obligation
proportion. They recommended that underinvestment happens in light of the fact that the administration carefully picks just
secured ventures and appropriates the overabundance money to investors as dividends. Other than that, there is a potential
connection amongst size and instability. Size of a firm could essentially give clarification on the offer costs (Karathanassis
and Philiappas, 1988). Higher normal return could be seen in littler stocks. As the measure of the firm increment, the
organization share cost would liable to decay (Atiase, 1985). As per Benishy, (1961) and Allen and Rachim (1996), little
firms are less associated with enhancement exercises, accordingly it will be less subjected to financial specialist's
investigation contrasted with vast organization. Therefore, loads of little firm exchanged a market, would be less educated,
more illiquid and would confront higher value instability. Moh'd et al. (1995), Fama and French (2001), Truong and
Heaney (2007), Adjaoud and BenAmar (2010) and Ramli (2010) detailed positive connection between dividend payout and
firm size. From 1963 to 1967 the advantages of dividend payers arrived at the midpoint of around eight times than those of
non-payers firms (Fama and French, 2001).
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In light of NYSE, AMEX and NASDAQ test information, they likewise found that the non-payers gathering and the
previous payers' have resources 3 times the extent of firms of the never paid dividends organizations. In any case, from
1993 to 1998, the creators found the advantages of dividend payers arrived at the midpoint of more than 13 times than those
of non-payers. Aivazian et al. (2006) utilizing dividend information from 1981 until 1999 from the Research Insight
database demonstrated that size is overwhelmingly critical as a determinant that could impact association's dividend
installment choice. Littler firms with more immaterial resources are less inclined to pay dividends contrasted and bigger
firms with substantial resources. Firms having high benefit with stable income can stand to have bigger free money streams
in this manner paying out bigger dividends (Ahmed and Javid, 2009). Past research made by Black Sholes (1973)
demonstrated that the more noteworthy the procuring unpredictability, the lesser would be the likelihood that the
administration changes the dividend yield. By utilizing Lintner relapse demonstrate, Skinner (2008) demonstrated to
demonstrate that most firms substitute dividend with share repurchase since repurchase alter rapidly to income change. Be
that as it may, there is frail connection amongst income and dividends.

Exact surveys

Amid the time of 1975 to 1990 Kuala Lumpur advertise looked with 65.37 percent share value unpredictability
(Mohammad and Md Nassir, 1993). With this overpower instability, India has experienced couple of periods of
troublesome circumstances, they incorporate subsidences in 1975-76 and 1985-86, crash in October 1987, few offer
outrages in Pan Electric emergency, the crumple of business houses, Bank Bumiputera and the Hong Kong-based BMF
emergency, and the Indian Industrial Development Finance Consultancy Services [MIDFCS] emergency. The creators
found that 23 percent of the adjustments in the offer costs were together influenced by dividend yield, payout proportion,
obligation, resources development and firm size. The organization that looked with higher obligation utilization or have
extensive resource development will encounter higher value changes. Rashid and Anisur Rahman,(2008) found that there is
certain yet immaterial connection between share value unpredictability and dividend yield for 104 nonfinancial firms
recorded in the Dhaka Stock trade amid the time of 1999 — 2006 Similarly, obligation and development likewise
demonstrate positive and irrelevant association with share value instability. Just payout proportion and size are negative and
essentially identified with share value unpredictability.

The creator found that offer value response to the income declaration in Bangladesh is not the same as other created
nations. Since Bangladesh has wasteful capital market, the impact of offer value hazard through dividend still hazy. Along
these lines, the administrators may not settle on choice and pick dividend arrangement to impact their stock's hazard. This
outcome negate to Baskin's (1989) in view of the US information where dividend yield isn't corresponded to share value
unpredictability. The logical inconsistency could be a direct result of the distinctive monetary and business conditions of
the two nations. Nazir et al. (2010) connected settled impact and arbitrary impact models to test the part of corporate
dividend arrangement in deciding the unpredictability in the stock cost for 73 firms recorded in Karachi Stock Exchange
(KSE-100) ordered. Negate to Rashid and Anisur Rahman, (2008), the scientist found that the offer value instability is
altogether impact dividend strategy as estimated by dividend payout proportion and dividend vyield. Size and use are
negative and irrelevantly identified with impact stock value unpredictability.

This examination underpins the arbitrage acknowledgment impact, length impact and data impact in Pakistan. These three
impacts likewise exist in Ghana (Asamoah, 2010). The analysts found comparative outcome like Pakistan with the
exception of size is decidedly impacted stock value unpredictability. In any case, negate result on dividend strategy and the
unpredictability of stock cost was found in UK. As per Hussainey et al. (2011), organization with higher payout proportion
or dividend vyield, will bring about less unpredictable stock cost. Dividend payout proportion is the fundamental
determinant of the unpredictability of stock cost. The bigger the span of the organization, stock cost will be less
unpredictable. While, if organization causes high use, there is higher likelihood that stock cost be more unstable. Allen and
Rachim (1996) found that there is certain connection between share value instability and income unpredictability and use in
the Australian recorded organizations amid 1972 to 1985.

DIVIDEND POLICY ON ORGANIZATIONAL
What is dividend approach?

Once an organization makes a benefit, they should choose what to do with those benefits. They could keep on retaining the
benefits inside the organization, or they could pay out the benefits to the proprietors of the firm as dividends. Once the
organization settles on whether to pay dividends, they may build up a to some degree perpetual dividend arrangement,
which may thus affect on speculators and view of the organization in the money related markets. What they choose relies
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upon the circumstance of the organization now and later on. It likewise relies upon the inclinations of financial specialists
and potential speculators.

Remaining Dividend Policy: The term leftover dividend alludes to a technique for computing dividends. A dividend is an
installment made by an organization to its investors. It is basically a bit of the organization's benefits that is separated
among the general population who claim stock in the organization. A leftover dividend strategy is one where an
organization utilizes lingering or left

DIVIDEND POLICY AND STOCK VALUE

Dividend Irrelevance Theory: This hypothesis indicates that an association's dividend strategy has no impact on either its
esteem or its cost of capital. Financial specialists esteem dividends and capital picks up similarly.

Ideal Dividend Policy: Proponents trust that there is a dividend arrangement that strikes a harmony between current
dividends and future development that boosts the company's stock cost.

Dividend Relevance Theory: The estimation of a firm is influenced by its dividend approach. The ideal dividend
arrangement is the one that expands the association's esteem.

Different Dividend Models:

Dividend Relevance Model
Traditional Model

Walter Model

Gordon Model

Dividend Irrelevance Model

YV V V V VYV VY

Miller and Modigliani Position

Customary models: It is given by B Graham and DL Dodd. This model sets out a reasonable accentuation on the
connection between the dividends and the share trading system. As per this model, the stock esteem reacts emphatically to
higher dividends and contrarily when there are low dividends. This model sets up the connection between advertise cost
and dividends utilizing a multiplier.

P/E proportions are specifically identified with the dividend payout proportions that is, a higher dividend payout proportion
will expand the P/E proportion and the other way around.

CONCLUSION

The objective of this paper is to study the effect of association's dividend approach (DY) and dividend payout proportion
(DPR) on the offer cost of the Indian recorded development and material organizations. Among the control factors, just
firm size (FZ) and use (LEV) demonstrated high relationship with the progressions of the firm offer costs. The bigger the
extent of the organization, the more prominent the organization needs to look with the instability of offer costs. The study
also demonstrates no noteworthy impact between speculation development and dividend instability on the progressions of
the organization share costs.
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