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Dividend policy and stock price volatility in an
emerging market: Does ownership structure
matter?
Thi Kieu Hoa Phan1* and Nam Hoai Tran2

Abstract: This paper examines the impacts of dividend policy and ownership
structure on stock price volatility in the Vietnamese market. The study also tests for
the moderating effect of foreign/state ownership on the dividend policy–price
volatility relation. The authors use a comprehensive panel dataset of non-financial
firms listed publicly on the Ho Chi Minh Stock Exchange and Hanoi Stock Exchange
over the period from 2008 to 2015. Employing a set of different econometric
methods, the robust results indicate that dividend yield mitigates stock price vola-
tility in the emerging market of Vietnam. The price-stabilising effect of foreign (and
state) involvement has no longer been significant after the global financial crisis.
Also, the study finds no moderating effect of ownership structure on the relation
between dividend yield and price volatility during the sample period. The finding of
the influence of dividend policy on stock market risk has critical implications for the
investment landscape in emerging markets.
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1. Introduction
Stock price volatility means a change in stock prices over time. It is a consequence of instability,
unpredictability, and risks. This affects investors’ interests and leads to the differences between
buying and selling prices, which implies that risk management (stock price fluctuations) plays an
important role in investment (Beg & Anwar, 2012). The effects of dividend policy on share price
fluctuation are a concerned topic, not only for business leaders but also for policymakers as well as
for investors, who directly make decisions related to planning future portfolios. In addition, it is
important for academics being interested in the topic of evaluating the performance of capital
markets (Miller & Modigliani, 1961).

In the early stages of studying dividend policy, scholars only study at the level of a company
choosing between paying dividends to shareholders in cash or retaining a part of earnings.
Dividend payments are studied based on the frequency of payments such as annual, semi-
annual or quarterly and how much the company will pay (Hussainey, Oscar MGgbame, & Chijoke-
Mgbame, 2011). Recently, the dividend policy has been discovered in terms of not only ordinary
aspects such as the company’s options to pay dividends in cash or redeeming shares but also other
issues such as how to balance the interests between high tax bracket investors and low tax
bracket investors. One managerial concern is about how the company can maintain and enhance
the value of stocks in the market via the dividend policy (Hussainey et al., 2011).

The measurement of ownership structure was used by Demsetz (1983), of which, the ownership
structure is based on the fraction of shares owned by a company’s most significant shareholders.
In the political context of Vietnam, where there is a great involvement of the state in economic
activities, ownership structure can be considered in two main aspects including state ownership
and foreign ownership (Phung & Mishra, 2016). State ownership has played an integral role in the
development of the Vietnamese economy. Obviously, the Vietnamese government determines the
state sector as a major driver of the national economy.1

In addition, the processes of globalisation and financial liberalisation in developing nations like
Vietnam has attracted a large amount of capital investment from developed nations such as the
United States and Japan (Bank of Japan, 2001; Khan & Khan, 1998; Ministry of Finance, 2000). This
means that the roles of foreign investors towards the development of financial markets in devel-
oping nations should be concerned. In Vietnam, the stock market was born in the 2000s, which has
been considered as one of the most significant capital channels for domestic companies.
Additionally, the Vietnamese government has taken many steps to reform the economy and
open the market to attract more foreign investors since the 2000s. As a consequence, the number
of foreign investors and their trade volumes in the Vietnamese stock market has gradually
increased. The occurrence of foreign investors makes the Vietnamese financial market not only
more active but also more liquid. Moreover, it can believe that the quality of corporate governance
and profitability of the Vietnamese firms would be improved due to the managerial intervention of
foreign ownership. Thus, the critical concern of Vietnamese researchers and policymakers is to
investigate the effects of foreign investors on the Vietnamese stock market, especially under the
aspect of stock price volatility. Based on these, they may have effective and timely adjustments in
monitoring policies.

Although state ownership and foreign ownership are key components of ownership structure in
the context of Vietnam, the effects of dividend policy and ownership structure on stock volatility in
the Vietnamese stock market is under-researched so far. The main objective of this research,
therefore, is to assess the impacts of dividend policy, ownership structure (focusing on foreign
ownership and state ownership) on stock price fluctuation. In fact, it is particularly crucial to
scrutinise the stabiliser roles of foreign and state ownership in an emerging market like Vietnam
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which is currently experiencing an enormous, interesting challenge during its process of liberal-
isation and internationalisation, especially its opening of domestic financial market.

More specifically, this paper investigates the influence of dividend policy (quantitatively mea-
sured by dividend yield and dividend payout ratio) and ownership structure (i.e., foreign ownership
and state ownership) on stock price volatility, controlling other potential determinants well-
established in the literature. In addition, the paper examines the moderating effect of foreign/
state ownership on the dividend policy-price volatility relation in order to clarify the roles of
foreign/state ownership in driving stock price fluctuation conditional on dividend policy. Our data
sample includes listed companies of the Vietnamese stock market in the recent eight-year period
from 2008 to 2015. This research is different from previous studies as regards the measurement of
price volatility. Instead of using the standard deviation of returns or cross-sectional or time series
estimates, this paper calculates stock fluctuation at each point in time to avoid the collapsing of
data or loss of information. Apart from employing traditional panel data approaches, we run the
dynamic panel regressions via the system GMM approach in order to deal with potentially serious
sources of endogeneity.

This research contributes to and consolidates the empirical evidence related to dividend policy,
ownership structure and stock price volatility in transitional, emerging markets like Vietnam. Since
then, scholarly researchers may continue to dig deeper other potential factors which may impact
stock price fluctuations in the Vietnamese market and in other markets. More importantly, the
study makes a novel contribution to the extant literature and empirical research in terms of the
robust negative effect of dividend yield on stock price volatility, which is first detected using
advanced econometric methods dealing with the endogeneity issues. Our research provides
some implications for management and investment. Because of the evidence of the nexus
between dividend policy, ownership structure, and stock price risk, for example, managers can
choose adaptive dividend policy and structure of ownership to mitigate stock price volatility as well
as to maximise the shareholders’ value. Regarding market investors, they can select stocks with
dividend policy and ownership structure in accordance with their risk preference or portfolio
strategies. Some policy implications are also derived from our main findings.

The remainder of the paper is organised as follows. A literature review on the relationships
between stock price volatility, dividend policy, and ownership structure are presented in section 2.
Section 3 introduces the research data and methodology. The empirical results and discussion are
reported and presented in section 4. Section 5 concludes.

2. Literature review
The theories of dividend policy have researched for more than 70 years, which has been continuing
a controversial topic among scholars. In the bird-in-hand theory, Lintner (1956) and Gordon and
Shapiro (1956) admit that receiving expected dividends are more valuable than waiting for capital
gains. Al-Malkawi (2007) adds that due to the uncertainty of future cash flows and information
asymmetry, investors would prefer dividends to retained earnings. This theory includes two ideas:
the dividend payout ratio is positively related to share price, and it is inversely related to the cost of
equity capital. Thus, firms must conduct a high dividend payout policy to boost firm value.
However, Miller and Modigliani (1961) and Black and Scholes (1974) develop an influential argu-
ment that dividend policy does not influence the stock price and costs of capital. Thus, dividend
policy is not relevant to the stock volatility.

Besides the two dividend theories above, the signalling hypothesis shows that an increase in
dividend payments is a positive signal and bespeaks good prospects of firms’ earnings and vice
versa (Al-Malkawi, 2007; Miller & Modigliani, 1961; Pettit, 1972). In addition, the clientele effect
theory explains that different investor groups will prefer different dividend policies (Al-Malkawi,
2007). Investors who pay higher taxes will expect businesses to pay little or no dividend, and they
should be compensated in terms of their gains from the growth of stock price. In contrast, small

Phan & Tran, Cogent Economics & Finance (2019), 7: 1637051
https://doi.org/10.1080/23322039.2019.1637051

Page 3 of 29



investors would prefer companies paying dividends because they may not pay transaction costs
once they sell the stocks (Al-Malkawi, 2007).

Regarding the relationship between dividend policy and risk, Baskin (1989) rationalises the
effects from the causality relations between dividend policy and stock price volatility including
duration effect, rate of return effect, arbitrage realisation effect, and information effect which are
derived from the bird-in-hand theory and the signalling hypothesis. The duration effect and rate of
return effect consider dividend payment as a proxy for the effectiveness of firms’ cash flow. The
arbitrage realisation effect and information effect suggest that firm directors can actively impact
share price volatility.

Specifically, the duration effect assumes that high dividend yields lead to more upcoming cash
flows. In a manner parallel to short-term debt versus long-term debt, high-dividend stocks will have
a smaller duration if dividend policy is constant. As short-term debt is approximately in par value, the
price of such stocks can less be influenced by changes in discount rate. The rate of return effectmeans
that a low-payout and low-dividend yield firm can be valued more regarding future investment
opportunities than assets in place. Thus, its share price can be more sensitive to shifting expected
rates of return throughout the distant time period (Gordon, 1963; & Baskin, 1989). The arbitrage
realization effect states that a mispriced share that pays a liquidating dividend throughout the
holding period will offer a complete arbitrage profit to investors, irrespective of the level of market
efficiency. Finally, the information effect suggests that directors can mitigate stock price fluctuation
by raising a target payout ratio. This is based on the awareness that dividend policy is informative
(Miller & Rock, 1985) and investors tend to be more confident and have less irrational actions once
earnings announcements contain generous dividend payments.

The empirical relations between dividend policy and stock volatility have been found by prior
studies. Dividend yield and payout ratio are considered as the proxies of dividend policy. Gordon
(1963) argues that paying more dividend could reduce risk, affect capital costs, and reduce stock
price. Some empirical evidence has demonstrated a negative relation between dividend yield and/
or dividend payout and share price volatility in advanced markets. Baskin (1989) demonstrates
that the return on each share has an inverse relation with the price fluctuation. The managers,
therefore, may employ stock policy to influence the risk of stocks (for example, to reduce stock
volatility via increased dividend payments). The research by Allen and Rachim (1996) on the impact
of dividend policy on stock price movement at the Australian Securities Exchange (ASX) suggest
that stock price volatility is significantly, negatively related to dividend payout ratio. Hussainey
et al. (2011) also add that dividend payout rate has a negative relationship with the stock price
fluctuation. Profilet and Bacon (2013) conclude that both dividend payout and dividend yield are
negatively linked to the fluctuation of securities price. Other evidence has empirically shown
a positive linkage between dividend yield and/or payout ratio and stock price fluctuation in
developed markets. Hussainey et al. (2011) study the relationship between dividend policy and
stock price fluctuation of listed companies in the UK market and show that dividend yields have
a positive connection with stock price changes.

The linkage between dividend policy and stock price volatility in emerging markets has been
investigated. Rashid and Rahman (2008) employ the data in the Bangladesh stock market and find
no significant connection between dividend yield and stock price fluctuation. Similarly, Ilaboya and
Omoye (2012) investigate the influence of dividend policy on share price fluctuation in the Nigerian
Stock Exchange market. By employing ordinary least squares (OLS) regression method, the
research does not find the connection between dividend yield, payout ratio, and stock price
volatility. In the Sri Lankan market, Jahfer and Mulafara (2016) discover that stock price fluctuation
is significantly positively related to dividend yield. Nevertheless, Gunaratne, Priyadarshanie, and
Samarakoon (2016) explain that, at this stock market, while share price volatility is negatively
related to dividend yield in the present year, the payout ratio in both present and prior years is
positively linked to stock price fluctuation.
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In the Tehran stock market, the research by Irandoost, Hassanzadeh, and Salteh (2013) shows
that stock price movement is significantly affected by dividend policy in the short term, not in the
long term. More specifically, Lashgari and Ahmadi (2014) indicate that dividend payout ratio has
a significantly negative relation with stock price movement. In the Jordanian market, Ramadan
(2013) claims that both dividend yield and payout ratio are significantly negatively related to share
price fluctuation. The author adds that Jordanian managers of such firms are able to impact their
stock price by adaptive dividend policies. Thus, this study recommends that the signalling theory
and duration effect can be used to explain the stock price movement in Jordan. Studying in the
same market, Al-Shawawreh (2014) shows that while stock price fluctuation is significantly,
negatively related to dividend payout ratio, dividend yield is weakly, positively related to the
changes in stock price.

In Pakistan, Nazir, Nawaz, Anwar, and Ahmed (2010) argue that the stock price volatility is
significantly impacted by dividend policy. Of which, dividend yield is positively related to stock price
fluctuation, whereas payout ratio is negatively linked to share price movement. Shah and Noreen
(2016) also study the Pakistan market and find that both dividend payout ratio and dividend yield
are significantly, negatively associated with stock price volatility. Apparently, Nazir et al. (2010)
and Shah and Noreen (2016) affirm the influences of dividend policy on stock price movements in
Pakistan and confirm that the arbitrage realisation effect, duration effect and information effect
are reinforced by their empirical evidence from this market. In the Malaysian market, Zakaria,
Muhammad, and Zulkifli (2012) investigate the relationship between dividend policy and stock
price movement of construction and material listed firms. The study’s results show that payout
ratio is significantly positively connected to fluctuations in share price. However, the researches by
Hashemijoo, Mahdavi-Ardekani, and Younesi (2012), Hooi, Albaity, and Ibrahimy (2015), and
Zainudin, Mahdzan, and Yet (2018) in Malaysia declare that both dividend yield and payout ratio
are negatively associated with stock price volatility.

It is obvious that the empirical research results related to the influence of dividend policy on
stock price volatility are conflicting, which may be caused by differences in selected samples and
research methods. Suwanhirunkul and Masih (2018) use a dataset of Islamic shares listed in the
Dow Jones Islamic US Index and other shares listed in the Dow Jones US Index from 2005 to 2017
to analyse the relation between dividend policy and stock price volatility through the quantile
regression and GMM approach. They conclude that the price volatility of all shares and Islamic
shares are not impacted by dividend policy when using the GMM approach. The results from
quantile regressive models are similar to those of the GMM models. However, Islamic share price
volatility is significantly and positively related to dividend yield via employing the quantile regres-
sion method. Camilleri, Grima, and Grima (2019) study the influence of dividend policy on stock
price movements for Mediterranean banks from 2001 to 2016. When testing the whole sample, the
research result shows that dividend yield is more important than dividend payout ratio in explain-
ing their impacts on volatility. Nevertheless, payout ratio becomes a meaningful explanatory
variable in comparison with dividend yield when testing the models by the cluster approach.

The relationship between state ownership and stock price volatility has not been well–
researched so far. Most empirical studies concentrate on the linkage between state ownership
and firm performance. Ang and Ding (2006) argue that in Singapore, state-connected firms have
better corporate governance and greater profits than other firms. Borisova, Brockman, Salas, and
Zagorchev (2012) claim that state ownership can improve firm performance because companies
with state owners can find easier to have access to resources and more powerful than other kinds
of owners. In China, Yu (2013) claims that firm performance is related to state ownership in the
form of a U-shaped relationship. The research results demonstrate that the state stockholders
supply both a “grabbing hand” and a “helping hand” to listed firms (Yu, 2013, p.85). Similarly, in
Vietnam, the relationship between state ownership and firm performance is a convex curve (Phung
& Mishra, 2016). More importantly, this paper’s results imply that at first, state ownership used to
align with social or political objectives does not contribute to the improvement of firm value.
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However, if state ownership rises, the government rises its effects on executives and forces them
to act for political or social aims. Thus, although the contribution of state ownership to firm
performance in different markets are not totally similar, it infers that in emerging markets, state
ownership in listed companies may be significant.

The process of liberalization and internationalisation of economies have led to concerns about
the role of foreign investors in stabilizing stock price levels of domestic markets. Bae, Chan, and Ng
(2004), firstly, find evidence of a positive relationship between the openness of foreign investment
and stock dividend volatility. Obviously, they suggest that legal constraints (such as foreign own-
ership ceilings) and practical barriers (such as industry and liquidity) have impacts on transnational
investment flows. Charfeddine and Elmarzougui (2010) suggest that the dividend payout ratio
should be considered by institutions in making decision on holding a firm’s shares. Accordingly,
institutional investors that own significant equity stakes in the firm are those who are more likely
to engage/intervene in management decisions influencing the firm’s performance. Such an invest-
ment decision which is normally made based on expected risks and returns should be realised in
the movement of the stock’s market price. As far as foreign investment is regarded as the
dominant presence of institutional investors in emerging markets, it is reasonable to argue that
foreign involvement—as a performance-enhancing mechanism of corporate governance—and
dividend policy can jointly exert an impact on stock price fluctuation.

Li, Nguyen, Pham, and Wei (2011) research into another aspect and find that the level of foreign
investors’ equity holding reduces the volatility of corporate dividends in emerging markets. This
evidence relates to the strategic and long-term ownership of foreign investors. Chen, Du, Li, and
Ouyang (2013) employ a dataset of 1458 companies from 1998 to 2008 to analyse the influence of
foreign institutional ownership on stock return fluctuations. Their results indicate that while foreign
institutional ownership leads to an increase in stock volatility, the ownership by foreign individuals
mitigates stock fluctuation. Chiang and Chan (2019) also examine the relationship between foreign
ownership and stock return fluctuation of Taiwanese companies over the period of 1994–2014. The
authors conclude that between foreign ownership and stock price volatility have a negative
relation during the research period, which is called the stabilising effect. Nevertheless, this effect
does not occur in recent years after the 2008 global financial crisis.

Regarding the Vietnamese market, Vo (2015) discovers empirical evidence about the negative
relationship between foreign ownership and stock price fluctuation. However, Vo’s (2015) study
focuses on only companies listed on the Ho Chi Minh Stock Exchange (HoSE) in the period of
2006–2012. Besides, the study investigates the standard deviation of returns rather than stock
price volatility. Engle (2004) argues that the measurement of price fluctuations using the standard
deviation of returns is inaccurate because of employing historical data. Thus, he suggests using the
ARCH model to predict future price movements. Likewise, Parkinson (1980), Baskin (1989), Allen
and Rachim (1996), and Hussainey et al. (2011) disagree with the use of standard deviations to
represent price fluctuations because of the impacts of extreme values. These authors propose
calculating price volatility by taking the annual range of the price divided by the average of the
highest and lowest prices, obtaining the square, then taking the square root. Therefore, the
empirical research on the role of ownership structure, including foreign and state ownership, on
stock market risk in Vietnam essentially remains neglected.

Still, there has been no research for the Vietnamese context that delves into the joint relation
between dividend policy, ownership structure, and stock price volatility. It is intriguing to realise
that understanding this nexus in a typical emerging market like Vietnam should add value to the
prevailing literature on corporate finance and management policies. Motivated by this, the current
paper explores the influence of dividend policy (i.e., dividend yield and dividend payout) and
ownership structure (i.e., foreign ownership and state ownership) on stock price movement,
controlling well-established determinants as regarded in the literature. In addition, the paper
looks into the mediating impact of foreign/state ownership on the dividend policy-price volatility

Phan & Tran, Cogent Economics & Finance (2019), 7: 1637051
https://doi.org/10.1080/23322039.2019.1637051

Page 6 of 29



relation to clarify whether ownership structure drives stock price fluctuation conditional on divi-
dend policy. In awareness of the potential problem of endogeneity, the main finding of this
research is deduced from the empirical results from the dynamic panel data regressions using
the system GMM estimator. One critical point of view from our approach of research is reassessing
the stabiliser roles of foreign and state ownership after the 2008 global financial crisis. It is also
crucial to recognise that the economic ambience in Vietnam during the recent period is charac-
terised by its unique process of liberalisation and internationalisation, where there still exists
unnecessary restrictions on foreign investment, weak legal enforcement, and partial privatisation.
This research focusing on the post-crisis period and surveying the whole equity market of Vietnam
is expected to shed light on the interesting phenomenon of transitional, emerging markets.

3. Data and methodology

3.1. Empirical model and identification strategy
According to Baskin’s (1989) modelling, there are several mechanisms of the impact between
dividend policy and stock market risk, in terms of dividend yield and dividend payout as the two
important components of a dividend policy that should be considered:

P� VOL ¼ f D� YIELD; PAYOUTð Þ

where P-VOL denotes stock price volatility as a measure of the firm’s market risk, D-YIELD and
PAYOUT refer to dividend yield and dividend payout, respectively. Baskin (1989) systematises
theoretical arguments on the inverse impacts of dividend yield and dividend payout on stock
price movement through four main mechanisms including duration, rate of return, arbitrage
realisation, and information effects. Empirical evidence in both mature and emerging markets
has validated such a negative relation in terms of dividend yield and/or dividend payout (Baskin,
1989; Allen & Rachim, 1996; Hashemijoo et al., 2012; Hooi et al., 2015; Hussainey et al., 2011;
Lashgari & Ahmadi, 2014; Nazir et al., 2010; Profilet & Bacon, 2013; Shah & Noreen, 2016; Zainudin
et al., 2018). However, other evidence has empirically shown a positive relation (Zakaria et al.,
2012; Gunaratne et al., 2016; Jahfer & Mulafara, 2016) or no statistically significant relation (Rashid
& Rahman, 2008; Ilaboya & Omoye, 2012; Suwanhirunkul & Masih, 2018). The variety of empirical
patterns may be due to different samples and time periods. Indeed, Camilleri et al. (2019) indicate
that the relation (in terms of the coefficient and significance) is sensitive to sampled periods and
other sampling procedures.

To detect the effect of dividend policy on stock price volatility, it is crucial to control for other
variables that potentially drive price volatility. According to previous studies such as Baskin (1989),
Allen and Rachim (1996), Hussainey et al. (2011), Shah and Noreen (2016), Zainudin et al. (2018),
and Camilleri et al. (2019), control variables include earnings volatility (E-VOL), firm size (SIZE),
financial leverage (DEBT), assets growth (GROWTH). Firstly, instability of the earnings stream
implies underlying risk in the firm’s product market that is associated with share price volatility.
Stocks of smaller firms whose activities are less diversified are likely to be less scrutinised by
market investors, having their prices less informed, more illiquid, and thus higher volatile. Greater
price fluctuations may be observed for firms with higher financial leverage or higher risk of
financial distress. Finally, the estimated price impact of dividend policy after controlling for the
influence of growth should be indicative of the arbitrage or information effect. In sum, stock price
volatility should be a function of dividend policy, earnings volatility, firm size, financial leverage,
and assets growth. Traditionally, the empirical specification could be modelled as follows:

P� VOLit ¼ c þ β1 � D� YIELDit þ β2 � PAYOUTit þ β3 � E� VOLit þ β4 � SIZEit þ β5
� DEBTit þ β6 � GROWTHit þ uit (1)

In the context of emerging markets, Li et al. (2011) argue that large ownership of foreign share-
holders plays a prominent role in the price stabilisation, that is, reducing fluctuations in share price.

Phan & Tran, Cogent Economics & Finance (2019), 7: 1637051
https://doi.org/10.1080/23322039.2019.1637051

Page 7 of 29



In the context of Vietnam’s equity market, which is a small and young market still restricted by its
partial privatisation process and currently in market-reforming attempts to upgrade it from
a frontier emerging market to a secondary emerging market, it might be necessary to control
for the potential effects of both foreign and state ownership. This study’s motivation for exploring
the joint effect of dividend policy and ownership structure (including foreign ownership, FOREIGN
and state ownership, STATE) on stock price volatility leads to the second empirical specification as
following:

P� VOLit ¼ c þ β1 � D� YIELDit þ β2 � PAYOUTit þ β3 � FOREIGNit þ β4 � STATEit þ β5 � E
� VOLit þ β6 � SIZEit þ β7 � DEBTit þ β8 � GROWTHit þ uit (2)

It is critical to note that many previous studies use cross-section or time-series estimations. Recent
studies tend to estimate the dividend-volatility relation using panel data regression techniques
such as fixed effects, random effects, and GMM (e.g., Lashgari & Ahmadi, 2014; Shah & Noreen,
2016; Gunaratne et al., 2016; Suwanhirunkul & Masih, 2018). In fact, the panel data approach, by
blending the inter-firm differences and intra-firm dynamics, has several advantages over cross-
section and time-series approaches (see Hsiao, 2007). Especially, we suggest that the panel
approach should be necessary because it is plausible to examine the difference across firms in
and the dynamics over time of the dividend policy in association with stock price volatility.
However, the panel methodology has its econometric challenge. As shown by Hsiao (2007), the
challenge is to control the influence of unobserved heterogeneity, that is, represented by the
incidental parameters uit in Equations (1) and (2). Accordingly, fixed effects and random effects
models are designed to address this issue based on their different assumptions about the hetero-
geneity (i.e., the individual specific effect). Consequently, a Hausman-type test would be carried
out to determine which of the two models should be more appropriate.

Although fixed effects and random effects models complement each other in terms of their
advantages and disadvantages (Hsiao, 2007, p.9), their estimates are biased in the presence of
other sources of endogeneity such as dynamic bias, simultaneity and causality problems (Wintoki,
Linck, & Netter, 2012). Suwanhirunkul and Masih (2018) point out potential impacts of some
endogeneity issues in examining the relation between dividend policy and price volatility. For our
specifications (1) and (2), it further concerns the potential causality relation between ownership
structure and price volatility. For example, while the participation of foreign investors could reduce
stock price variation, foreign investors could strategically choose to invest in stocks with less
volatile prices for their long-term investment horizons or portfolio diversification targets.
Fortunately, these endogeneity concerns can be dealt with by using the (dynamic) GMM
estimator2 developed by Arellano and Bover (1995) and augmented by Blundell and Bond (1998)
(Hsiao, 2007; Suwanhirunkul & Masih, 2018; Wintoki et al., 2012).

It should also be noted that industry and year fixed effects, as characterising the panel
approach, should be controlled in specifications (1) and (2). Using the system GMM estimator
could further control for time-invariance like industry effects, which fixed effects model could not.
(The random effects model, albeit allowing time-invariant variables, is of course not suitable in the
endogenous existence of unobserved individual specific effects that violates its basic assumptions.)
Post-estimation tests such as Hansen J-test and Arellano-Bond test are conducted to check for the
GMM-type specification validity. For all estimation approaches, including the pooled OLS for an
initial inference, the firm-level clustering technique is used (where applicable) so that robust
standard errors are arbitrary to heteroskedasticity and autocorrelation.

We also investigate the moderating effect of ownership structure (i.e., foreign and state owner-
ship) on the potential impact of dividend policy on price volatility. However, it should be realised
that adding interactive variables between ownership structure and dividend policy leads to an
increase in the number of regressors that may bias estimated results due to the potential of
serious multicollinearity.3 To quantify the degree of multicollinearity in our empirical models, we
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generally calculate variance inflation factors (VIFs) for all estimation approaches and report them
in Appendix C. For the sake of making a deduction about the moderating effect, we report the
results for the interactive approach in Appendix B, in awareness of the multicollinearity problem
via VIFs reported in Appendix C.

Table 1 below describes how the variables are measured. In general, all variables are con-
structed following the methods used by the previous studies. The notice, as above-mentioned, is
that the measurement is designated for the panel data. Our data are available to calculate the
variables for each year. Following Shah and Noreen (2016), Suwanhirunkul and Masih (2018), and
Camilleri et al. (2019), the longitudinal measurement of dependent variable P-VOL is derived from
the original method by Baskin (1989). The use of the high-low range of stock prices and the square
root transformation in estimating the volatility is a much more efficient approach than using
opening/closing prices and standard deviation estimation (Allen & Rachim, 1996; Baskin, 1989;
Hussainey et al., 2011; Parkinson, 1980). Furthermore, we suggest that measuring P-VOL at each
point in time helps preserve the structure of data panel instead of collapsing the panel into a single
cross-section as in most previous studies. This enables us to apply the panel approach with its
aforementioned advantages.

3.2. Data
The sample includes companies listed on the two Vietnamese stock exchanges (Ho Chi Minh Stock
Exchange—HOSE and Hanoi Stock Exchange—HNX) in the eight-year period from 2008 to 2015.
There are 480 sampled firms (2,976 firm-year observations) that are classified into nine industries
(see Appendix A). The research uses panel data to investigate the relationship between dividend
policy, ownership structure and stock price fluctuation.

Table 2 below shows a description of the data sample employed in this research paper. Price
volatility of Vietnamese stocks during the 2008–2015 period is observed at a mean of 0.72 with
a standard deviation of 0.30. On average, the dividend yield of Vietnamese listed firm is 8% with
the maximum value of 43%. The average value of payout ratio is 57 % with the minimum value of
−51%.4 The sample mean of foreign ownership stands at 3% with the highest value of 49% (legal
limit), while the average of state ownership is 25% with the maximum value of 97%.

Table 3 indicates the correlation coefficients amongst the variables of this research. At first
glance, it can see that the stock price volatility is adversely correlated to dividend yield and payout
ratio, which means that payout ratio could be a managerial device to reduce the fluctuation of
share price. Similarly, stock price volatility is negatively correlated to foreign and state ownership.
These relationships suggest that the foreign block holders and state block holders may contribute
to the stability of stock prices. The share price volatility is negatively correlated to firm size and
positively correlated to earnings volatility, financial leverage (long-term debt ratio) and assets
growth rate.

The block foreign ownership is positively correlated to firm size and growth rate. This implies that
firms which have more sizeable assets and grow at a higher rate may attract more foreign
investors. In contrast, the adverse relationship between block state ownership and growth rate
means that the stronger state intervention may destroy firm growth.

4. Empirical results and discussion
Table 4 reports the results of OLS estimation variants. For the two dividend policy variables, only
dividend yield (D-YIELD) has a statistically significant impact on price volatility (P-VOL). The signifi-
cance of this effect of dividend yield keeps robust regardless of whether the industry and year
dummies are controlled and ownership structure is included in the model. Especially,
controlling year fixed effects (column (3)) increases remarkably the statistical confidence level and
economic magnitude of the estimated effect of D-YIELD (the absolute value of t-statistic nearly
doubles to 8.05 from 4.11, and the coefficient changes from −0.34 to −0.71). This affirms the
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Table 1. Definition of variables

Variables Description Previous Studies Measurement

Dependent variables

P-VOL Stock price volatility Parkinson (1980);
Baskin (1989);
Allen and Rachim (1996);
Hussainey et al. (2011);
Shah and Noreen (2016);
Suwanhirunkul and Masih
(2018);
Camilleri et al. (2019)

The annual range of
extreme stock prices (i.e.,
the difference between
yearly highest and lowest
prices) is divided by their
midpoint (i.e., the
average of the highest
and lowest prices), and
then raised to the second
power. A square root
transformation is applied
to provide a volatility
measure comparable to
a standard deviation.

Independent variables

D-YIELD Dividend yields Baskin (1989);
Allen and Rachim (1996);
Hussainey et al. (2011);
Shah and Noreen (2016);
Suwanhirunkul and Masih
(2018);
Camilleri et al. (2019)

The ratio of dividend per
share to share price

PAYOUT Payout ratio Baskin (1989);
Allen and Rachim (1996);
Hussainey et al. (2011);
Shah and Noreen (2016);
Suwanhirunkul and Masih
(2018);
Camilleri et al. (2019)

The ratio of dividend per
share to earnings per
share

E-VOL Earnings volatility Baskin (1989);
Allen and Rachim (1996);
Hussainey et al. (2011);
Shah and Noreen (2016);
Suwanhirunkul and Masih
(2018);
Camilleri et al. (2019)

The standard deviation of
the earnings ratio (the
ratio of the operating
earnings before interest
and taxes (EBIT) to total
assets) over the previous
three years.

SIZE Market capitalization Baskin (1989);
Allen and Rachim (1996);
Hussainey et al. (2011);
Shah and Noreen (2016);
Suwanhirunkul and Masih
(2018);
Camilleri et al. (2019)

The logarithm of market
value

DEBT Debt structure Baskin (1989);
Allen and Rachim (1996);
Hussainey et al. (2011);
Shah and Noreen (2016);
Suwanhirunkul and Masih
(2018);
Camilleri et al. (2019)

The ratio of long-term
debt to total assets

GROWTH Growth in assets Baskin (1989);
Allen and Rachim (1996);
Hussainey et al. (2011);
Shah and Noreen (2016);
Suwanhirunkul and Masih
(2018);
Camilleri et al. (2019)

The rate of the change in
total assets between the
beginning of the year and
the end of the year

FOREIGN Foreign block ownership Li et al. (2011);
Vo (2015)

Total combined
ownership of foreign
shareholders

(Continued)
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importance of including time dummies in the panel data approach. Another critical note is that
controlling ownership structure effects (columns (4)—(6)) reduces the statistical and economic sig-
nificance of the negative impact of dividend yield on price volatility. This is particularly explained by the
statistically significant price-stabilising role of state ownership. The other variable of dividend policy,
dividend payout (PAYOUT), shows no effect on price fluctuation at all. In fact, the estimated coefficient
of PAYOUT is nearly zero in magnitude across all stylised models in Table 4. In general, our results are
in line with previous findings by Baskin (1989) and Hussainey et al. (2011), who confirm the empirical
dominance of dividend yield over dividend payout as a significant dividend-related determinant of
price volatility. In the context of emerging markets, these results are complementary to Hashemijoo
et al. (2012), Shah and Noreen (2016), and among others.

Estimated coefficients of control variables such as earnings volatility (E-VOL), firm size (SIZE) and
financial leverage (DEBT) appear to be significant at 1% level throughout the variant models.
Generally, the robustness of earnings volatility, firm size, and debt in explaining price variation
remains unaffected significantly notwithstanding the controlling for industry/year and ownership
effects. More specifically, more volatility of stock price is associated with more instability of income
streams and more long-term indebtedness. Larger firms tend to have their stock prices less volatile
or more stable. For firm growth (GROWTH), its significance is reduced through including industry
and year dummies (columns (1)—(3)) and disappears when controlling for either foreign ownership
(column (4)), state ownership (column (5)), or both ownership identities (column (6)). Indeed,
GROWTH has the explanatory power for price volatility diminished in terms of its coefficient
(from 0.06 to 0.05) and t-statistic (from 2.1 to 1.7). Remarkably, state ownership is found

Variables Description Previous Studies Measurement

FOREIGN_dum The presence of foreign
ownership

A dummy variable that
equals 1 if the firm has its
shares owned by foreign
investors, or 0 otherwise.

STATE State block ownership Vo (2016) Total combined
ownership of state
shareholders

STATE_dum The presence of state
ownership

A dummy variable that
equals 1 if the firm has its
shares owned by the
state, or 0 otherwise.

Table 2. Descriptive statistics of variables

Obs. Mean Std.
Dev.

Min 25% Median 75% Max

P-VOL 2976 0.72 0.30 0.10 0.50 0.67 0.90 2.00

D-YIELD 2976 0.08 0.09 0.00 0.00 0.06 0.12 0.43

PAYOUT 2975 0.57 1.12 −0.51 0.00 0.37 0.67 8.98

FOREIGN 2976 0.03 0.09 0.00 0.00 0.00 0.00 0.49

FOREIGN_dum 2976 0.20 0.40 0.00 0.00 0.00 0.00 1.00

STATE 2976 0.25 0.25 0.00 0.00 0.19 0.51 0.97

STATE_dum 2976 0.60 0.49 0.00 0.00 1.00 1.00 1.00

E-VOL 2016 0.03 0.03 0.00 0.01 0.02 0.04 0.15

SIZE 2976 5.02 1.59 0.24 3.94 4.88 5.96 11.80

DEBT 2976 0.08 0.13 0.00 0.00 0.02 0.11 0.76

GROWTH 2496 0.11 0.25 −0.35 −0.03 0.06 0.19 1.38

Phan & Tran, Cogent Economics & Finance (2019), 7: 1637051
https://doi.org/10.1080/23322039.2019.1637051

Page 11 of 29



Ta
bl
e
3.

Co
rr
el
at
io
n
m
at
ri
x

P-
V
O
L

D
-Y
IE
LD

PA
YO

U
T

FO
RE

IG
N

FR
G
N
_d

um
ST

A
TE

ST
A
TE

_d
um

E-
V
O
L

SI
ZE

D
EB

T
G
RO

W
TH

P-
VO

L
1.
00

D
-Y
IE
LD

−
0.
04

**
1.
00

PA
YO

U
T

−
0.
03

*
0.
34

**
*

1.
00

FO
RE

IG
N

−
0.
08

**
*

−
0.
04

**
−
0.
04

**
1.
00

FO
RE

IG
N
_d

um
−
0.
11

**
*

−
0.
06

**
*

−
0.
04

**
0.
78

**
*

1.
00

ST
A
TE

−
0.
10

**
*

0.
14

**
*

0.
04

**
−
0.
17

**
*

−
0.
17

**
*

1.
00

ST
A
TE

_d
um

−
0.
08

**
*

0.
17

**
*

0.
04

**
−
0.
11

**
*

−
0.
10

**
*

0.
81

**
*

1.
00

E-
VO

L
0.
09

**
*

0.
01

0.
02

0.
00

−
0.
01

−
0.
05

**
−
0.
06

**
*

1.
00

SI
ZE

−
0.
16

**
*

−
0.
17

**
*

−
0.
03

*
0.
21

**
*

0.
32

**
*

0.
04

**
−
0.
05

**
*

−
0.
03

1.
00

D
EB

T
0.
10

**
*

−
0.
09

**
*

0.
00

−
0.
04

*
−
0.
01

0.
12

**
*

0.
06

**
*

−
0.
09

**
*

0.
22

**
*

1.
00

G
RO

W
TH

0.
10

**
*

−
0.
07

**
*

−
0.
1*
**

0.
04

*
0.
04

**
−
0.
09

**
*

−
0.
09

**
*

−
0.
03

0.
19

**
*

0.
12

**
*

1.
00

*
in
di
ca

te
s
si
gn

ifi
ca

nc
e
at

10
%
;*
*
si
gn

ifi
ca

nc
e
at

5%
;*
**

si
gn

ifi
ca

nc
e
at

1%
.

Phan & Tran, Cogent Economics & Finance (2019), 7: 1637051
https://doi.org/10.1080/23322039.2019.1637051

Page 12 of 29



Ta
bl
e
4.

O
LS

es
ti
m
at
es

Ba
se

lin
e
m
od

el
s
ex

cl
ud

in
g
ow

ne
rs
hi
p

Ba
se

lin
e
m
od

el
s
in
cl
ud

in
g
ow

ne
rs
hi
p

w
/o

in
du

st
ry

&
ti
m
e

du
m
m
ie
s

w
/i
nd

us
tr
y
du

m
m
ie
s

&
w
/o

ti
m
e
du

m
m
ie
s

w
/i
nd

us
tr
y
&

ti
m
e

du
m
m
ie
s

w
/f
or
ei
gn

ow
ne

rs
hi
p

w
/s
ta
te

ow
ne

rs
hi
p

w
/f
or
ei
gn

&
st
at
e

ow
ne

rs
hi
p

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

D
-Y
IE
LD

−
0.
38

4*
**

−
0.
33

7*
**

−
0.
70

6*
**

−
0.
70

6*
**

−
0.
64

4*
**

−
0.
64

0*
**

(−
4.
66

)
(−
4.
11

)
(−
8.
05

)
(−
8.
04

)
(−
7.
48

)
(−
7.
43

)

PA
YO

U
T

−
0.
00

4
−
0.
00

5
0.
00

0
0.
00

0
−
0.
00

1
−
0.
00

1

(−
0.
65

)
(−
0.
82

)
(−
0.
01

)
(−
0.
04

)
(−
0.
15

)
(−
0.
22

)

FO
RE

IG
N

−
0.
07

1
−
0.
13

6*

(−
1.
08

)
(−
2.
11

)

ST
A
TE

−
0.
12

5*
**

−
0.
13

5*
**

(−
4.
68

)
(−
4.
95

)

E-
VO

L
0.
86

1*
**

0.
88

3*
**

0.
67

4*
*

0.
67

4*
*

0.
64

0*
*

0.
63

9*
*

(3
.8
1)

(3
.9
7)

(3
.0
8)

(3
.0
8)

(2
.9
6)

(2
.9
5)

SI
ZE

−
0.
03

3*
**

−
0.
02

9*
**

−
0.
02

3*
**

−
0.
02

2*
**

−
0.
02

1*
**

−
0.
01

9*
**

(−
8.
21

)
(−
6.
69

)
(−
5.
08

)
(−
4.
67

)
(−
4.
77

)
(−
4.
15

)

D
EB

T
0.
27

0*
**

0.
26

1*
**

0.
17

9*
**

0.
17

6*
**

0.
20

0*
**

0.
19

6*
**

(4
.9
9)

(4
.6
3)

(3
.6
0)

(3
.5
3)

(3
.9
9)

(3
.9
0)

G
RO

W
TH

0.
07

4*
*

0.
06

5*
0.
05

9*
0.
05

9*
0.
04

7
0.
04

6

(2
.7
8)

(2
.4
2)

(2
.0
9)

(2
.0
9)

(1
.6
7)

(1
.6
5)

Co
ns

ta
nt

0.
78

8*
**

0.
74

8*
**

0.
82

6*
**

0.
82

3*
**

0.
86

9*
**

0.
86

6*
** (C
on

tin
ue

d)

Phan & Tran, Cogent Economics & Finance (2019), 7: 1637051
https://doi.org/10.1080/23322039.2019.1637051

Page 13 of 29



Ta
bl
e
4.

(C
on

ti
nu

ed
)

Ba
se

lin
e
m
od

el
s
ex

cl
ud

in
g
ow

ne
rs
hi
p

Ba
se

lin
e
m
od

el
s
in
cl
ud

in
g
ow

ne
rs
hi
p

w
/o

in
du

st
ry

&
ti
m
e

du
m
m
ie
s

w
/i
nd

us
tr
y
du

m
m
ie
s

&
w
/o

ti
m
e
du

m
m
ie
s

w
/i
nd

us
tr
y
&

ti
m
e

du
m
m
ie
s

w
/f
or
ei
gn

ow
ne

rs
hi
p

w
/s
ta
te

ow
ne

rs
hi
p

w
/f
or
ei
gn

&
st
at
e

ow
ne

rs
hi
p

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

(3
3.
44

)
(2
0.
06

)
(1
9.
68

)
(1
9.
39

)
(2
0.
21

)
(1
9.
96

)

In
du

st
ry

du
m
m
ie
s

N
o

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
ar

du
m
m
ie
s

N
o

N
o

Ye
s

Ye
s

Ye
s

Ye
s

N
o.

of
ob

se
rv
at
io
ns

20
16

20
16

20
16

20
16

20
16

20
16

N
o.

of
fir
m
s

48
0

48
0

48
0

48
0

48
0

48
0

Pr
ob

.>
F

0.
00

0
0.
00

0
0.
00

0
0.
00

0
0.
00

0
0.
00

0

Sq
ua

re
d
R

0.
07

3
0.
09

1
0.
18

2
0.
18

2
0.
19

5
0.
19

7

N
ot
es

:E
st
im

at
ed

co
ef
fic

ie
nt
s
ar
e
re
po

rt
ed

w
it
h
t-
st
at
is
ti
cs

in
pa

re
nt
he

se
s;
*
p
<
0.
05

,*
*
p
<
0.
01

,*
**

p
<
0.
00

1;
St
an

da
rd

er
ro
rs

ar
e
ad

ju
st
ed

fo
r
fir
m
-l
ev

el
cl
us

te
ri
ng

so
th
at

th
ey

ar
e
ro
bu

st
to

ar
bi
tr
ar
y

he
te
ro
sk
ed

as
ti
ci
ty

an
d
au

to
co

rr
el
at
io
n.

Phan & Tran, Cogent Economics & Finance (2019), 7: 1637051
https://doi.org/10.1080/23322039.2019.1637051

Page 14 of 29



negatively related to share price volatility at 1% significance while the price-stabilising role of
foreign ownership is just significant, albeit at 10% level, when additionally considering the effect of
state ownership (column (6)). In general, most signs of estimated variables are as expected
theoretically. So far, the estimated patterns of basic control variables are consistent with to
research results in developed markets (e.g., Allen & Rachim, 1996; Baskin, 1989; Hussainey et al.,
2011) and emerging markets (e.g., Hooi et al., 2015; Jahfer & Mulafara, 2016; Zainudin et al., 2018).

Comparisons between obtained results from OLS, fixed effects, and random effects regressions
are presented in Table 5. Columns (1), (2), and (3) report the results for estimating specification (1)
without ownership variables, while the results in case of including ownership variables are reported
in columns (4), (5), and (6). Testing for model selection leads to a favour of the fixed effects model
through the two approaches with and without ownership identities. In particular, the Hausman
test shows that the fixed effects model should be more appropriate than the random effects
model regardless of whether ownership identities are included (columns (5) and (6)) or not
(columns (2) and (3)). Meanwhile, the F test rejects the null hypothesis of the homogeneity of firm-
specific characteristics, which means that the fixed effects models (columns (2) and (5)) should be
more preferred to the OLS models (columns (1) and (4)). Taken together, the fixed effects models
are the best among the three panel data approaches and more appropriate to be used for
empirical analysis.

While random effects estimates share same patterns with OLS estimates, fixed effects estimates
have statistical and economic significance reduced in case of dividend yield (D-YIELD) and earnings
volatility (E-VOL). Specifically, the estimated coefficients of D-YIELD in the fixed effects models
(columns (2) and (5)) are just significant at the 10% level while those in the OLS and random
effects models are significant at the 1% level. The negative effect of dividend yield is much weaker
in the fixed effects models. The signs of E-VOL in the fixed effects models are also at the 10% level
of significance compared to the 5% level in the other models, whereas the degree of the price
effect of earnings volatility is not noticeably reduced in the fixed effects models. Debt structure
and firm growth have no significant effect on share price fluctuation in the fixed effects models.
Meanwhile, the price influence of long-term debt in the OLS models (columns (1) and (4)) is
significantly stronger than that in the random effects models (columns (3) and (6)). The weak
significance of firm growth in the OLS and random effects models without ownership controls
(columns (1) and (3)) disappears once the potential impact of ownership structure is considered
(columns (4) and (6)). Firm size is the only control variable that shows a significant explanatory
power for price volatility across all of the models. Interestingly, the signs of SIZE in the fixed effects
models become positive significantly, in inverse direction to those in the OLS and random effects
models. In particular, bigger firms have shares more volatile. This relation should be assessed from
the fact that the fixed effect models cannot estimate time-invariant effects, which is one of its own
disadvantages as discussed earlier in this paper. Also, it can be seen that the industry effects are
not controlled in such a model.5

Ownership structure may be influential in explaining price fluctuations through most of the
models. Both foreign and state ownership tends to be negatively related to stock price volatility.
Surprisingly, the price-stabilising role of foreign investors is more profound (at 1% significance) in
the fixed effects model (column (5)) while the state plays its price-stabilising role significantly only
in the OLS and random effects models (columns (4) and (6)). It is critical to observe that the
marginal reduction in the significance of estimates is trivial across the models following the
inclusion of ownership variables. It should also be noted that the results remain unchanged
when we include interaction terms of dividend policy with ownership structure in the fixed effects
and random effects models.6 This also affirms that ownership structure has not driven the relation
between, at least, dividend yield and price volatility.

As discussed methodologically, there may be an endogeneity issue in our empirical approach.
A potential source of endogeneity is related to the linkage between ownership structure and price
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volatility. As stock price should reflect the effectiveness of corporate governance mechanisms that
address agency conflicts, the endogeneity problem here may derive from the potentially endo-
genous association of ownership structure (including ownership level/concentration and institu-
tional holdings by foreign investors and the state) with firm performance/market valuation or
riskiness of corporate performance (see Charfeddine & Elmarzougui, 2010; Tran & Le, 2017, in
press). As explained earlier, for example, the relation between share volatility and foreign owner-
ship may be in mutual causation. In other words, the significant effect of foreign ownership in
column (5) of Table 5 observations may be biased due to the reverse causality source of endo-
geneity. We, thus, employ the dynamic panel regression via the system GMM estimator to address
the endogeneity issue. The results are presented in Table 6. It is clear that estimated patterns are
robust to whether ownership variables and industry dummies are included. GMM-type post-
estimation tests suggest the validity of used instrument variables and the non-existence
of second-order serial correlation in first-differenced errors. This implies that the results of the
GMM estimator should be used for final inference.

Results in the last two columns of Table 6 show that foreign investors have not played
a stabilising role in the Vietnamese stock market during 2008–2015. This is a complementary
finding compared to Vo (2015) who finds a stabilising effect of foreign investors on the HOSE
during 2006–2012. A critical note is that Vo (2015) does not consider the effect of the 2008 global
financial crisis. Based on our finding, we argue that foreign investors have no longer played
a significant stabilising role in Vietnam, an emerging market, after the crisis. For state ownership,
its estimated coefficients have become insignificantly positive. In other words, the role of the
government in stabilising the volatility of SOEs’ stock prices is inconclusive.

Controlling the endogeneity problem inevitably depreciates the explanatory power of the control
variables. The controls including earnings volatility (E-VOL), financial leverage (DEBT), and firm
growth (GROWTH) now appear to be insignificant. The sign of earnings volatility is even reversed.
The signs of long-term debt and firm growth remain positive, albeit insignificant statistically. The
negative effect of firm size on price volatility becomes weaker, especially when controlling industry
effects. The less significance of regressors when including industry dummies has been observed
previously (e.g., Hussainey et al., 2011). In fact, the negative influence of firm size on price
fluctuation has been found in many prior studies for both developed and developing countries
(e.g., Rashid & Rahman, 2008; Hashemijoo et al., 2012; Hooi et al., 2015; Hussainey et al., 2011;
Jahfer & Mulafara, 2016; Profilet & Bacon, 2013). It is plausible that price volatility is negatively
associated with firm size. One reason is that larger firms whose activities are more diversified are
more inspected by market investors, thus stock prices of these firms tend to be more informed and
less volatile.

As a proxy for dividend policy, the effect of dividend payout on price volatility has not been found
in our study for Vietnamese equities. Once again, the coefficients of D-PAYOUT in all columns of
Table 6 are not significant. Especially, the sign of D-PAYOUT that is ambiguous in the previous
estimation approaches tends to be negative in the GMM approach. This negative relation, albeit
insignificant, should be consistent with the prediction by the dividend policies. For example, Baskin
(1989) suggests that the adverse impact of payout ratio reflects the rate of return and information
effects. That is, a higher dividend payout ratio in a firm can be realised as fewer growth opportu-
nities available for the firm, and the firm’s stock price should be less volatile because of its higher
sensitivity to varying estimates of return rates or as a consequence of the firm’s managers raising
the target payout ratio to signal market investors for a positive prospect of the firm. Such an
argument has been supported by some recent studies in both developed and emerging countries
such as Allen and Rachim (1996), Rashid and Rahman (2008), Lashgari and Ahmadi (2014), and
Hooi et al. (2015). However, our current research is in line with the negative insignificance detected
by Baskin (1989), Hussainey et al. (2011), Hashemijoo et al. (2012), and Shah and Noreen (2016).
Compared to the previous studies, the result is more intact because the correlation coefficient
between D-YIELD and D-PAYOUT in our Vietnamese sample is just 0.34 (Table 3).
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Themost important result in Table 6 is that the estimate of dividend yield remains significant across
all GMM models. The estimated coefficients of D-YIELD are significant at the 5% level. The adverse
effect of dividend yield on price volatility is clear theoretically and empirically in the literature (e.g.,
Baskin, 1989; Hashemijoo et al., 2012; Hooi et al., 2015; Hussainey et al., 2011; Profilet & Bacon, 2013;
Shah & Noreen, 2016; Zainudin et al., 2018). However, our research is the first that confirm this well-
established relation using the advanced econometric approach (i.e., dynamic system GMM) to deal
with potential problems of endogeneity. This is important because the sources of endogeneity that
might exist in the research landscape of the dividend-risk relation could bias estimates fromOLS, fixed
effects and random effects models (Suwanhirunkul & Masih, 2018). Our methodological approach
should be useful in consolidating the empirical evidence of the dividend policy-price volatility relation,
especially in the context of emergingmarkets. In fact, the empirical evidence in emergingmarkets has
been ambiguous so far (e.g., for a typical case of mixed results, see Malaysian findings by Hashemijoo
et al., 2012; Hooi et al., 2015; Zainudin et al., 2018; Zakaria et al., 2012).

Our finding of the negative relation between dividend yield and price volatility is obviously in line
with Baskin’s (1989) theoretical framework. It supports the influential argument that dividend yield
as a proxy for dividend policy is a dominant determinant of stock price risk via several mechan-
isms. In other words, our evidence from an emerging market is consistent with the predictions
about duration, arbitrage, and information effects as suggested by some dividend theories. The
return rate effect could also matter despite the fact that dividend payout has no significant
influence on price volatility. It is possible to conclude that share price volatility in the emerging
stock market of Vietnam is strongly associated with dividend yield. Managers may adopt dividend
policy in terms of setting eyes on dividend yield behaviours as a useful device for stabilising stock
price fluctuation. Specifically, firms with higher dividend yields tend to have their share prices more
stable. Our further results also indicate that, while the price-stabilising effect of foreign (and state)
involvement has no longer been significant after the crisis, ownership identities have also not
mediated the relation between dividend yield and price volatility anymore after the crisis.7

5. Conclusion
Stock price volatility is a risk characteristic of emerging markets. Theoretical and empirical studies
show that corporate managers can use dividend policy to tailor stock market fluctuation. Evidence
in emerging markets emphasises the role of foreign investors as a stabiliser of the domestic stock
markets. However, the impact of dividend policy and ownership structure on price variation has not
been jointly examined in the context of emerging markets. Using an extensive sample of
Vietnamese listed firms, we investigate the price-stabilising effects of dividend policy, foreign
and state ownership.

We find that dividend yield is an attribute of Vietnamese share volatility in a manner that firms
providing higher dividend yields tend to be less risky in terms of price oscillation. Different from
empirical evidence in developed markets (Allen & Rachim, 1996; Hussainey et al., 2011), price
volatility in an emerging market like Vietnam is not influenced by dividend payout but dividend
yield. The evidenced negative relation between dividend yield and price variation is similar to the
basic finding of Baskin (1989), which is consistent with all theoretical hypotheses. It should be
understood that managers in emerging markets also use dividend policy to influence the firm’s
stock risk. This implies an adaptive dividend policy for corporate management and risk diversifica-
tion strategies for market investors as well as provides practical implications for policymakers in
emerging markets.

This research particularly has policy implications for the Vietnamese government. Our evidence
shows that foreign and state involvements in emerging market companies after the global
financial crisis have no longer helped stabilise the stock price volatility. Also, ownership identities
have not moderated the relation between dividend policy and stock price risk. This means that, in
the period of economic recovery, more foreign holding in local companies may not lead to more
fluctuation in stock prices. Thus, the government should open the domestic financial market to
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attract more foreign investors rather than setting the foreign ownership ceiling. Moreover, as the
involvement of the state in local enterprises does not give rise to the instability of share prices, the
government should continue its policy of divesting state capital from the local corporations in
order to boost its process of privatisation.
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Notes
1. Constitution of the Socialist Republic of Vietnam (1992,

2013)).
2. A dynamic approach to the empirical model means

including the lagged dependent variable, P-VOLit-1, as
a regressor.

3. For the main analysis in this paper, as suggested by the
editor, we use the specification with a maximum of eight
variables (i.e., Equation (2)). We would like to thank the
editor and an anonysmous reviewer for raising this issue
regarding the interactive approach. Our obtained results
in Appendix B show that the interactive terms have little
explanatory power for price volatility.

4. A negative value of payout implies a negative net profit
(thus, negative EPS) in a given year.

5. Accordingly, the OLS and random effects models in
Table 5 exclude industry dummies in order to ensure
comparability.

6. These results are not tabulated and available upon
request.

7. Untabulated results from the dynamic system GMM esti-
mation using interaction terms of dividend policy and
ownership structure show that the estimated coefficients
of interaction terms are insignificant at all. Based on the
period of 2008–2015, this finding may be partly comple-
mentary to the evidence of Vo (2016) for HOSE-listed
firms during 2006–2012. In fact, Vo (2016) finds that
dividend policy affects the stablising effect of institutional
investors. However, the effect of the 2008 global financial
crisis is not considered in Vo (2016).
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Appendix A. Industry classification

Industries in the sample, based on the industry classification system by Thomson Reuters

Appendix B. Empirical specification with interaction terms
We further examine the moderating of ownership structure on the relation between dividend
policy and stock price volatility by adding interaction terms between dividend yield/payout and
foreign/state ownership to specification (2) so that we obtain:

P� VOLit ¼ c þ b1 � D� YIELDit þ b2 � PAYOUTit þ b3 � FOREIGNit þ b4
� STATEit þ b5 � D� YIELDit � FOREIGNit þ b6 � D� YIELDit

� STATEit þ b7 � D� PAYOUTit � FOREIGNit þ b8 � D� PAYOUTit
� STATEit þ b9 � E� VOLit þ b10 � SIZEit þ b11 � DEBTit þ b12 � GROWTHit þ uit

(3)

For the robustness’s sake, we then replace the level ownership variables (FOREIGN and STATE) with
the dummy ownership variables (FOREIGN_dum and STATE_dum). The obtained results should be
the same.

Table B1 represents empirical results from the interaction approach, that is, using interaction
terms of dividend policy (dividend yield and payout ratio) and ownership structure (foreign and
state ownership). Generally, our results in column (2) of Table B1 show no moderating effect of
ownership structure, in terms of both foreign and state ownership, on the relation between
dividend policy and price volatility (in fact, the significant volatility-reducing effect of dividend
yield rather than dividend payout ratio). A similar conclusion can reach when we use dummy
variables of foreign/state ownership to replace its level variables in the specification (column (4)),
or only replace ownership levels in the interaction terms with ownership dummies (column (5)).
Simple OLS estimates in Table B1 have so far confirmed the directly significant price-stabilising
effect of state ownership as well as the weak significance of the effect by foreign ownership.
Estimated patterns for control variables remain unchanged, with systematically persistent insig-
nificance of the coefficient of GROWTH.

Industry Frequency (No. of
firm-years)

Percentage in total
sample

Accumulated
Percentage

Energy 210 7.06 7.06

Basic materials 523 17.57 24.63

Industrials 841 28.26 52.89

Consumer cyclicals 455 15.29 68.18

Consumer non-cyclicals 334 11.22 79.4

Financials 314 10.55 89.95

Healthcare 88 2.96 92.91

Technology 100 3.36 96.27

Utilities 111 3.73 100

Total sample 2,976 100
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Appendix C. Variance inflation factors (VIFs)
We report VIFs which are obtained after running multiple regressions based on specifications (1)
and (2) (section 3.1), and specification (3) (Appendix B) in Table C1. It is observable that there no
case indicative of serious multicollinearity requiring correction (i.e., when a value of VIF exceeds
10). In other words, the variance of every estimated regression coefficient in each model is not
inflated at all. Even in the models with interaction terms (columns (3) and (5)), the VIFs for the
interaction between D-YIELD and STATE are the highest values, 4.06 and 4.68 respectively, but still
in the undamaged range of multicollinearity.
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