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Abstract

Dividend signaling theory is prominent among financial theory. Prior research test the

signaling of dividend by using the percent of dividend changes from previous paid dividend as a

signaling tool. Mostly, they do not found that dividend change signal the earning changes as

predicted by the theory. In this paper, we test the dividend signaling theory by using the different

between actual paid dividend and forecasted dividend as a signaling tool and test whether this

signal relate to the company performance in the next period. We employ the forecasted dividend

from I/B/E/S database and cover the period of 1994 to 2004. Regression analysis results show

that dividend signal as a difference between actual and forecasted dividend can have a significant

explanatory power to the changes in performance of the firm as measured by changes in the

earning per share. We also show that price react favorably to the dividend announcement in this

market. Further, the price is also reacted accordingly to the direction of dividend surprise. For

example, if the dividend payment is greater than the forecast dividend price will be significantly

increased and if the dividend payment is lower than the forecasted dividend payment, stock price

is significantly decrease. Our results, therefore, support our complete dividend-signaling

hypothesis. We discover the asymmetric of dividend signaling which argue that the positive

dividend signal is more impact to the market relative to the negative dividend signaling.

Keywords; dividend policy, signaling theory, dividend forecasted, I/B/E/S
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