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ABSTRACT

In stock market, cash dividend policy directly influences inves—
tors’ income pattern. Institutional investors’ different income pat—
terns inevitably determine that they will behave differently,and then
have different impact on the stability of stock market and price vol—-
ability. For Chinese listed companies, they pay no cash dividend or
low cash dividend. This fact seriously distorts the behavior orienta—
tion of institutional investors’ long-term investment and influences
institutional investors playing a well role on remaining market sta—
ble. In other words, cash dividend policy plays an important modera—
ting role on the relationship between institutional ownership and the
stability of stock market. As a result, this dissertation theoretically
deduces the potential impact of cash dividend policy on the relation—
ship between institutional ownership and the stability of stock mar—
ket,and then use a panel data of Chineses A share listed companies
during year 2005—2009 to empirically examine the moderating
effect of cash dividend policy. Relative to related literature home
and abroad , this dissertation has conducted four aspects of research
work and drawn related findings and innovations as follows.

First, this study points out that cash dividend policies have an
important moderating effect on the role of institutional investor to
stablize the stock market. Different cash dividend policies directly

influence institutional investors’ chosing different income patterns
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and behave differently. Specifically, if listed companies pay cash
dividend , institutional investors can get stable investment income in
the pattern of cash dividend. This may incentive institutional inves—
tors to keep their shares long and then remain the market sta—
ble. While if listed companies do not pay cash dividend , institutional
investors can only get investment income through stock trading in
the way of buying low and selling high. This may distort institutional
investors’ long+term value of the investment behavior, and then
compel institutional investor to take short-term speculation behav—
ior,leading severe market volatility. Based on this view, this paper
divides the listed companies into two categories ( 1. e. , companies
that pay cash dividend and companies that do not pay cash divi-
dend) . The empirical results show that institutional investors’
shareholding has different effects on diffirent kinds of companies. In
particular, institutional investors’ shareholding can only significantly
reduce the first category companies’ stock turnover, stock return
volatility and stock price synchronicity, which are important indica—
tors of stock market stablity. This results reinterpret the internal in—
fluence mechanism and relationship between institutional investor
and stock market stablity, which provide a new reasonable explana—
tion for present confused research conclusions.

Second ,we use stock turnover, stock return volatility and stock
price synchronicity at the same time to measure stock market stabli—
ty in this paper. The empirical reasults are highly consistent for a—
bove three measurements. Past research about stock market stablity
only use one indicator, namely stock return volatility, to measure

stock market stablity. However, in our opinion, stock return volatility
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only reflects one aspect of stock markety stablit. Stock return volatil—
ity is determined by investors’ specific investment behavior, while
stock turnover ratio is better to measure investors’ specific invest—
ment behavior. This is because that stock turnover ratio, as standard—
ized stock trading volume index,can measure the level of activity of
stock trading and thus can reflect the situation of short-term trading
and speculation on the secondary market . Furthermore ,one stock’ s
high stock turnover ratio and high stock return volatility can not
cause severe market volatility. Only when most companies’ stock
are with high stock turnover ratio and high stock return volatility , the
whole market will be not stable. Thus, from the perspective of the
market level, this paper argues that stock price synchronicity is a
more suitable indicator to mearsure stock market stablity. we use
stock turnover, stock return volatility and stock price synchronicity
at the same time to measure stock market stablity in this paper. This
method has imporpant reference value for stuides about stock market
stablity.

Third, this dissertation comprehensively analyses the effect of
the heterogeneity of institutional investor on the stock market stabli—
ty. The results show that different types of institutional investor play
diffierent roles on the stock market stablity. Specially, we find that
institutional investors,such as securities investment funds, social se—
curity funds, insurance companies and government insititutions, can
help reduce stock turnover, stock return volatility and stock price
synchronicity of listed companies that pay cash dividend. However,
there is no evidence that other institutional investors, such as gener—

al legal person, Investment and consulting firm, firm annuity, trust
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company , finance company and commerce bank , can significantly in—
crease stock marekt stablity. These results indicate that because of
the differences in sources of funding,risk tolerance, profit structure,
asset securily requirements, asset liquidity requirements and so on,
different types of institutional investors have different investment be—
havior and play different roles in stock marekt stablity.

Finally, this dissertation introduce the moderating effect of cash
dividend policy into the influence relationship between institutional
ownership and corporate value for the first time, and find that wheth—
er institutional investors can remain stock market stable or not is de—
termined by cash dividend policy. Specifically, institutional investors
do not affect corporate value when listed companies do not pay cash
dividend , while institutional ownership significantly increases corpo—
rate value when listed companies pay cash dividend. These findings
provide empirical support for the positive effect of enforceable cash
dividend payout policy for listed companies in China. Cash dividend
policy adjusts institutional investors’ original distorted income pat—
tern of investment and is beneficial to institutional investors playing
the role of long-term value investment and remaining market stable,
and thereby promoting the healthy and stable development of Chi—
na’ s stock market.

In addition, this dissertation further analyzes the problems that
may reduce our findings’ reliability, such as reverse causality , miss—
ing variables,and main variables measurement. After checking these
potential problems, our hypotheses and conclusions are still well
supported ,and thus our findings in this dissertation are reliable and

robust.
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