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Abstract:

Dividend behavior is a widely discussed topic, empirical studies by foreign
scholars to develop a number of different dividend theories attempt to explain the
factors that affect dividend policy. However, the level of dividend behavior involves
very wide issues that make the dividend policy is still controversial. Addressing this
issue, Marsh and Merton (1987) proposed the aggregate dividend behavior of the
market model to prove that any dividend theory from the individual perspective of the
overall market theory cannot explain the systematic behavior of dividends.

In this paper, we employ a model of the aggregate dividend behavior to
investigate the dividend behavior of Taiwan Stock Market. We follow Marsh and
Merton's process of aggregate dividend to study the aggregate dividend behavior of
Taiwan Stock Market. To estimate empirical equation, we use annua data from
dividend and price series for TWSE TAIEX over 1987 to 2010. Furthermore we
employ the data of Electronics Sub-Index and Finance Sub-Index to discuss the
different dividend behavior between these two industries. The empirical results show
that dividend policy of Taiwan's enterprises follow Marsh and Merton's model of
aggregate dividend behavior, showing that the deviation from the normal growth rate
of real dividend changes and unexpected nature of the previous year's share price with
interest rates are highly positive correlated; and with the previous year's dividend
payout ratio are negatively correlated, indicating that past price movements can
significantly explain the sum of the dividend of change.

Keywords: Aggregate Dividend, Permanent Earnings, Adjustment Hypothesis.
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