CHAPTER ONE
INTRODUCTION

1.1 Background to the Study

The primary objective of financial management is to maximize firms’ value to the owners
and the stakeholders (Priya & Mohanasundari, 2016: 59). Managers achieve this through
the three corporate financial decisions on investment, financing and dividend payment.
Seyedkkhosroshahi, Sabaei and Vatankhah (2013), opined that “Investment” determines
how the firm could allocate its resources; “financing” defines the combination of the
required resources for investment and; “Dividend” answers the question of how much

should be paid to shareholders.

Dividend distribution by a corporate firm is a fundamental obligation to shareholders and
therefore ranks as one of the most important of all corporate financial policies (Uwuigbe,
Jafaru & Ajayi, 2012). Company’s ability to consistently pay out increased dividend over
time conveys information about the management’s assessment of the firm’s future
prospects. Dividend decisions, therefore, send strong signals to the market about firm’s
fundamentals. The investigation towards revealing the key determinants of dividend policy
has been on over the years but still remains a puzzle. Research works on this subject have
no doubt increased our understanding of the concept of dividend policy and its constituents
but the puzzle still persists (Black, 1976). This could be the justification for the position
taken by a school of thought that researchers have merely contributed to the multiple
paradoxes of corporate dividend policy, thereby adding more pieces to an enlarged puzzle
rather than finding the final matching piece that would provide a more precise and

complete understanding of the determinants of dividend policy.

In early corporate finance practice, dividend policy referred to a corporation’s choice of

whether to pay its shareholders a cash dividend or to retain its earnings. It addressed the



frequency of such payments (whether annually, semi-annually or quarterly) and how much
the company should if it decides to pay. Dividend policy, in today’s corporations, has
progressed beyond this scope to include such issues as whether to distribute cash via share
repurchase or through specially-designated rather than regular dividends. Other issues
considered are how to balance the preferences of highly taxed and relatively ‘untaxed’
investors; how to maintain, and improve the value of its shares and stocks in the market,

etc.

Despite the increased interest in dividend decisions and the noted progression, the vital
questions asked today by corporate managers are about the very same ones asked in the
1950s. Lintner (1959), identified these questions as (1) whether firms should maintain its
current level dividend payments or change it? (2) Whether investors would prefer stable
dividend payouts to those that fluctuate with firms’ earnings? (3) Whether dividend policy
should favour older or young investors? The dividend policy of companies has thus been a
common subject of research for more than half a century and it has been related to several

vital corporate matters ranging from agency problems to share valuation.

In the earliest works on dividend matters, Miller and Modigliani (1961) posited that
investors should be indifferent to whether or not they receive dividends now or capital
appreciation in the future. This idea is known as the Dividend Irrelevance Theory.
According to them, an increase in current dividends must lead to a reduction in the terminal
value of the existing shares because the dividend stream on the existing shares must be
diverted to attract outside capital from which higher future dividends are paid. This theory
has been grossly criticised for the assumption that markets are frictionless and does not
carry transaction costs. These arguments have given rise to varying explanations on how

dividend policy can affect firm value by other theorists.



The position of Proshare (2016) as cited in Inyiama and Ubesie (2016: 1) seems to support
the relevance proponents of dividend policy that dividend-paying stocks, for many
investors, have come to make a lot of sense in Nigeria given the traditional belief that
making returns on investment is the essence of engaging in any investment or business
venture. It further emphasized that many investors think of dividend-paying companies as
having low-return investment opportunities compared to high-flying small capitalised
companies whose volatility can be exciting; thus representing dividend-paying stocks as
more mature and predictable. In Nigeria where capital gains are one of the items that enjoy
tax exemptions (Capital Gains Tax Act Cap. 354 LFN, 1990, as amended, 2004), and
dividend incurs 10% tax rate at the source, one would think that investors may disregard

dividend-paying firms for the non-paying firms.

In a quest to understand the workings of the quoted firms in the financial and non-financial
sectors of Nigeria, the researcher observed a number of heterogeneity from preliminary
descriptive analyses. Among these observations is glaring discrepancy in their dividend
payment pattern wherein greater proportion (53%) of the financial firms pay dividend from
corporate reserve and yet greater proportion (58%) also are non-dividend paying firms as
compared to 32% and 37% payment dividend payment from reserve and non-dividend
paying policy, respectively. This understanding according to authors will boost the
robustness of the findings following that this form of unique industry factors could
influence results on the dividend-performance nexus (Rashid & Rahman, 2008; Khan,

2010).

Contextually, understanding the possible effect of dividend policies of Nigerian firms
becomes pertinent. The core interest is to understand the signals that dividend decisions of
management send to the users of its financial statements. The study did not intend to

explain the factors that determine dividend policies but rather the aftereffects of these



dividend policies. In an imperfect market like Nigeria, where insider information may exist,
it is difficult to monitor firm operations and decisions from outside. A study has to be
carried out to assist investors to capitalise on available information on a firm’s dividend
policy, as a signal to make feasible investment decisions through the stock market. The
study aims to help investors understand how the stock market reacts to a firm’s dividend
policies (shareholder’s wealth, stock price volatility and stock liquidity) as well as the
dividend effect on firm profitability. Thus the study endeavoured to explain whether
investors can use the aftereffects of published dividend decisions to maximise
shareholder’s wealth, minimise stock market riskiness, target share trading in the stock

market; as well as the after effects of the published dividend decisions on firm profitability.

1.2 Statement of the Problem
The argument on whether or not to pay a dividend has remained conflicting in the extant

literature. Dividend policy has remained conflicting ideas all over the world, so much so
that it has become a puzzle such that "the harder we look at the dividends picture, the more
it seems like a puzzle, with pieces that just do not fit together" (Black, 1976).
Understanding the effect of dividend policy on firm performance indicators (including
shareholders wealth, stock price volatility, firm profitability and stock market liquidity) is
important for the planning of portfolios especially to the management and investors.
However, some researchers believe that dividend policies are irrelevant in determining firm
performance while others believe that dividend policies are relevant and greatly affect the
firm performance indicators. For instances, Miller and Modigliani (1961) believed that only
the basic earning power and business risk can determine a firm’s value, and thus posited
that dividend policies are irrelevant in determining the firm performance. On the other
hand, empirical studies by llaboya and Aggreh (2013), Abiola (2014), Wodung

(2014),Garba (2014), Oyinlola, Oyinlola and Adeniran (2014), Duke, Ikenna and Nkamare



(2015), Simon-Oke and Ologunwa (2016), Osundina, Jayeoba and Olayinka (2016), Eniola
and Akinselure (2016), and Omoregie and Eromosele (2016) argue that dividend policies

are relevant and significantly influence the performance of firms.

More so, empirical studies in Nigeria have shown divergent and conflicting findings on the
effect of dividend policy variables (dividend per share, dividend payout ratio, and dividend
yield) on various firm performance measures such as shareholder wealth, stock price
volatility, firm profitability and stock market liquidity, respectively. For instance, on
dividend per share, studies from Adeleke and Obademi (2013), Garba (2014), Ordu,
Enekwe & Anyanwaokoro (2014), Ojeme,Mamidu and Ojo (2015), Sulaiman and Migiro
(2015), Omoregie and Eromosele (2016)), Simon-Oke and Ologunwa (2016) posited
significant positive effect on shareholder wealth while Ezejiofor, Echekoba, Nwaolisa,
Adigwe and Onyali (2014), Ordu, et al (2014), Alayemi (2013) reported that it has no
effect. The dividend payout ratio had significant positive effects from Oyinlola et al (2014)
but no effect from Anike (2014) while dividend yield showed a significant positive effect
from Duke, et al (2015) but the significant negative effect from Anike (2014). On dividend
policy nexus with stock market price volatility (riskiness of firms share price), divergence
still exists in Nigeria. Dividend per share showed significant positive effect in the work of
Osundina, et al (2016) but no effect in Egbeonu, Paul-Ekwere& Ubani, (2016); dividend
yield was reported to have significant positive effect by Ilaboya et al (2013); significant
negative effect in Okafor, Mgbame & Chijoke-Mgbame (2011) and Wodung (2014), but
no effect in Egbeonu, et al (2016) whereas dividend payout ratio was more divergent with
significant positive effect (Ajayi and Seyingbo, 2015 and Egbeonu, et al, 2016), significant
negative effect (Wodung, 2014); no effects (llaboya et al, 2013), and yet mixed findings
(Okafor, et al 2011) dividend yield were positive in some years and negative in other years.

More so, dividend policy and firm profitability were also divergent in empirical studies in



Nigeria. More of the studies showed a significant positive effect (Ashamu, Abiola and
Badmus, 2008; Ebiringa, Okoroegbe and Obi, 2014; Enekwe, Nweze and Agu, 2015;
Ehikioya, 2015; Abdul and Muhibudeen, 2015; Kajola and Adewumi, 2016 and
Osamwonyi and Lola-Ebueku, 2016), yet Akani and Sweneme (2016) reported that
dividend payout had no effect while Turakpe and Fiiwe (2017) showed contradicting result
among firms in the baking industry in Nigeria. Though dividend policy variables showed
agreeable negative effects on stock liquidity, no known study to this thesis exists in
Nigeria. With these array of different arguments in this issue, further research should be

undergone in order to have a better understanding in this area.

Despite the conflicting results on dividend policy effects in Nigeria, Pradhan (2014) has
given clue that all change on share prices may not be associated with dividend policy
variables. It supposes that the mix-ups in empirical results in Nigeria could be that these
studies only captured the time variances arising from an only boom or bear trend
perspectives. Any study that uses a wider time frame covering periods of economic boom
and periods of economic crises/recession could produce a more reliable cause-effect model

of dividend policy in the Nigerian context.

The complexity of dividend decision may affect investors’ confidence when they cannot
lay hands on reliable strategies for monitoring their investment. Lack of parameters for
understanding dividend policy and firm performance nexus could hamper stock trading in
Nigeria and affect market efficiency and economic growth. There is, therefore, the need for
models to explain the dividend effects on share prices, stock volatility, liquidity, and firm
profitability. It is against this background that this study is hypothesised in order to
provide further insight into the effect of dividend policy on the performance of quoted

firms in Nigeria.



1.3 Objectives of the Study

The broad objective of the study is to examine the effect of dividend policy on the
performance of quoted firms in Nigeria. The specific objectives are to:

1. Access the effect of dividend policy on shareholders’ wealth.

2. Determine the effect of dividend policy on firms’ stock market price volatility.

3. Access the effect of dividend policy on firms’ stock market liquidity.

4. Ascertain the effect of dividend policy on firms’ profitability.

1.4 Research Questions

The following research questions posed, were answered by this study:

1. To what extent does dividend policy affect shareholders’ wealth in Nigeria?

2. To what extent does dividend policy determine firms’ stock market price volatility in
Nigeria?

3. What is the effect of dividend policy on firms’ stock market liquidity?

4. To what degree does dividend policy affect firms’ profitability in Nigeria?

1.5 Statement of Hypotheses

The following null hypotheses guided the study at 0.05 level of significance:

Hol: Dividend policy does not have a significant effect on shareholders’ wealth.

Ho2: Dividend policy does not have a significant effect on firms’ stock market price
volatility.

Ho3: Dividend policy does not have a significant effect on firms’ stock liquidity.

Ho4: Dividend policy does not have a significant effect on firms’ profitability.

1.6 Significance of the Study
All the stakeholders quoted corporate firms stand to benefit from this study. They include
but not limited to the government and policymakers, the stock exchange, management of

firms, shareholders and investors alike, as well as academia and students.



1. Government and policymakers: The government of Nigeria will be enlightened on
the variables relating to dividend taxes. The knowledge of the effect of dividend policies
will assist in determining the appropriate amount of tax to pay for dividends paid out and
their effects on stock market activities and firm operations.

2. The Nigerian Stock Exchange: The Nigerian Stock Exchange is the financial and
economic institution that facilitates investment in corporate firms by maintaining investor
confidence and market liquidity. The literature embodied in this study could give the
awareness and updated information that can assist the stock exchange in playing this role.
3. The Management of quoted firms: In Nigeria, the corporate sector is facing stiff
competition and harsh business environment due to the economic recession in the recent
time. Firms that understand the after-effects of their dividend decisions can use it to

improve business prospects.

As the outcome of this study can enable the management of quoted companies to determine
the effect of their dividend policies, this will enable them to make prudent decisions
regarding dividend payment. Thus, the information from this study could form the basis for
the formulation of dividend decisions by management especially finance managers of listed
companies whose main objective is to maximize the shareholder’s wealth. The study will
thus assist in making strategic investment decisions which would maximize shareholder’s
wealth, improve profitability, checkmates stock price volatility and volume of trading on its
shares.

4. Financial Consultants: The findings of the study will assist financial consultants to
offer proper financial advice to their clients. The outcome of this study can assist them to
determine the optimal dividend policy where the shareholders’ wealth can be maximized at

low stock price risk.



5. Shareholders and investors: This study would also help potential investors to make
informed investment decisions. The potential investors within the three categories of
investors identified by clientele theory (dividend preference, capital gain preference, and
indifferent investors) would be able to find a potentially suitable firm that practices

dividend policies that maximize shareholder’s wealth at low stock price risk.

The findings of this study would also provide an insight to shareholders on the logic how
firms’ returns are distributed and its effects on the stock market activities and corporate
financial positions of listed firms which is useful in appraising the efficiency of the
management in decision making.

6. Academia and students: The study would be helpful to researchers and academics
who may wish to use the findings of this study as a basis for further research on the effect
of dividend policies on related firms and stock market variables. However, the models

developed in this study can be replicated in a similar study.

1.7 Scope of the Study

The scope of this study is restricted to firms quoted on the Nigerian Stock Exchange
(NSE). There are currently 173 quoted companies on the Nigerian Stock Exchange
(“Nigerian Stock Exchange”, 2017). This study selected 60 quoted companies from all the
twelve sectors that have data on the needed variables for a period of eleven years starting
from 2006 to 2016. This period may have captured a complete business cycle of the
boom/peak/decline for the Nigeria economy in relation to the stock market activities. This
idea is borrowed from Nicol (2013) to cover the two basic bear and bull reactions in a stock

market.

Considering that there is a high disparity in the operating environments of financial and

non-financial service sectors, the study was grouped into this two in line with the work of
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Joshi (2015). Thus the study sought to capture the concerns of the financial services sector

and the non-financial services sector, respectively.

1.8 Limitations of the Study

A number of limiting factors are identified. However, efforts were made to reduce the
effects on the findings of the study. One of the limitations is on the variables used to
measure dividend policy. A comprehensive study should have used a combination of cash,
share and share re-purchase as seen in Salih (2010). In this study, only the cash dividend
was considered. It is believed that this may not have a huge effect on the result following
the proposition of the Bird-in-the-Hand proponents: that only the cash dividend drives the
reactions of investors in dividend decision of firms. Hence, the result of this study should

be understood from the cash dividend perspective only.

The essence of this study is to explain the effect of dividend policy on the financial
performance of corporate firms in Nigeria. The scope had been limited to 60 firms within a
time period of 11 years (from 2006 to 2016). The findings of this study are expected to
apply on an all-time frame - even before and after these periods. Despite the sample taken,
of all the 173 quoted firms, the results of this study were generalised on all the firms quoted
on the Nigerian stock exchange. Even so, the sample size can be adjudged a sound

representative and hence the inferences can be generalised on, at least, the Nigerian firms.
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CHAPTER TWO
REVIEW OF RELATED LITERATURE

2.1 Conceptual Review

The conceptual framework of this study aims to explain all the key concepts that form the
bedrock of the main and specific objectives of the study. These are the concept of dividend,
dividend policy, shareholders wealth, stock market volatility, stock market liquidity, and
firm profitability. At the end of this section of Chapter Two, the diagram linking all the

variables employed in the study was developed.

2.1.1 Dividend
A dividend is generally that part of the firm’s profit that is shared among the shareholders.

From its simple to complex definitions offered by many authors, the dividend has remained

one concept that has a universal definition.

In a simple form, Pandey (2005) defined dividend as the earnings distributed to
shareholders. It can also be defined as distributions of a company’s profit distributable to
its shareholders (Yusuf, 2015). Dividends can be defined as the distribution of earnings
(past or present) in real assets among the shareholders of a firm in proportion to their
ownership (Kapoor, 2009). It is also defined as the return that accrues to shareholders as a
result of the money invested in acquiring the stock of a given company (Eriki & Okafor,
2002). These definitions point to the fact that dividend is part of the profit of the firm. It is
shared with the owners of the firm. Thus, Emekekwue (2008) noted that payment of
dividend puts disposable income in the hands of shareholders. These are the ordinary
shareholders who normally bear the risk of the business survival. That is why, dividend
payment are distributions typically made after the tax and mandatory payments in case of a

creditor of the firm (Kazman, et al, 1998). Thus, shareholders usually do not have the right
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to receive this dividend until the management of the company passes a resolution declaring

the dividend.

Following from the above, some authors in their definitions noted that dividend is paid in
compensation for the risk of investment. Dividends are the compensation paid to
shareholders for bearing risk on their investments (Shamsi, 2000). Again, it is for the
benefit of shareholders in return for their risk and investment (Uwuigbe, et al, 2012;
Ajanthan, 2013). Supporting the above views, Khan, Nadeem, Islam, Salman and Gill
(2016) holds that dividend is the rewards which are usually distributed to shareholders for
the time and risks undertaken in doing investment with a firm. According to Rahman
(2015), a dividend is given as extra returns in addition to capital gains. These definitions
explain that part of the reason for dividend is to compensate shareholders for the risk of

investment in time and resources.

From the point of view of the pattern of payment, King’wara (2015) noted that it is a pro
rata distribution profit to shareholders that is declared by the company’s board of directors.
Furthermore, other authors supported that dividend is distributed equally among the
shareholders (Zameer, Rasool, Igbal, & Arshad, 2013). Shukla (2011) noted that it is a unit
share of the profit of a company paid to the shareholders. These definitions acknowledged
that the decision for payment of dividend is normally taken by the management and is paid

in proportion of the shares owned.

In another dimension, a dividend can also be a form of retained earnings kept in the
business for self-financing in preference to sourcing fresh equity capital which may cause
ownership dilution (Shodhganga, 2018). This means that dividends are not only cash paid

out to shareholders.
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A dividend can be broadly classified into two parameters;
I. The source of dividend and

ii. The medium of payment.

In terms of source, dividends are mainly declared out of capital or profit. Payments of a
capital dividend are only applicable in special circumstances and are often subjected to
strict legal requirement (Shukla, 2011). The dividend paid out from profit is normally on
the present year net profit, before retained earnings. However, the dividend that is paid

from capital usually comes from a part of the profit retained.

Dividend according to the medium of payment can be classified into dividend given in cash
or by means of capitalisation of shares (Bonus Share). Authors have recognised three
specific classifications of dividend payment as cash, script/stock and property/share
repurchase/Stock splits (Pandey, 2011, Emekekwue, 2008; Moyer, et al., 1995 cited in
Rahman, 2015). A cash dividend is distributed in monetary form as cash usually through
funds transfer or dividend warrant, in form of return on investment (Sullivan, 2003 as cited
in Egbeonu, et al., 2016). When cash is used in paying dividend, such dividends are said to
have benefited from the limited fund available to the firm and therefore, such funds,
however, must be compared with the possible alternative needs of the firm, which could be

more beneficial, before implementing the decision to pay the dividend (Shukla, 2011).

The stock dividend also called script issues are an issue of additional shares to shareholders
(Rahman, 2015). It is a bonus stock usually issued on a pro-rata basis (D’Souza, 1999). The
use of stock dividends implies that the company issues new stocks to existing shareholders
in proportion of their existing shares (Zameer, et al., 2013). Finally, the share repurchase is
usually paid at the time of liquidation of the firm as a means to transferring the property of

the firm back to the original owners.
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In general terms, this study sees dividend as the part of company profit given to the
shareholders as the reward for their investment risk. For the purpose of this study, a
dividend is specifically defined as a cash payment to the holders of a company stock from
the profits made from operations as the compensation for the shareholder’s delayed

consumption.

2.1.2 Dividend Policy

Firms have to deliberate on the dividend decisions. The decision on whether to pay, how
much to pay and the periodicity of dividend payment is called dividend policy. It is
normally decided upon and declared by a company after considering various critical factors
as type and desires of shareholders, need for future expansion, nature and type of business,
the age of a company, current profitability, liquidity position etc. (Rahman, 2015). The
consideration also involves whether to pay in cash or stock. The desire for lower
transaction cost may favour stock dividends (DeBondt & Thaler, 1995) while the need for

ready cash favours payment of cash dividend.

This analogy boils down to the idea that the decision to pay a dividend is concerned with
the division of net profit after taxes between payments to shareholders and retention for
reinvestment on behalf of the shareholders (Kempner, 1980). Pandey (2011) noted that
"dividend policy is a decision by the financial manager on whether the firm should

distribute all profit or retain them or to distribute a portion and retain the balance.

Dividend policy is the payout policy which managers pursue in deciding the size and
pattern of cash distribution to shareholders over time (Davis, 2006). According to Kapoor
(2009) dividend policy connotes the payout policy, which managers pursue in deciding the
size and pattern of cash distribution to shareholders over time. Booth and Cleary (2010)

define Dividend Policy as a well-planned decision by the management which involves
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deciding the percentages of profit to be distributed and the part to be retained to fulfil its

internal needs.

Dividend policy decisions have been identified as one of the primary element of corporate
finance policy (Uwuigbe, et al., 2012). Thus, it is the guiding principle for determining the
portion of a company’s net profit after taxes to be paid out to the residual shareholders as
dividend during a particular financial year; the purpose of a dividend policy is to maximize
shareholders’ wealth, by which is dependent on both current dividend and capital gains

(Nwude, 2003).

Dividend policy has broadened in scope to now covers not only the issues of the firm’s
choice of whether to pay its shareholders a cash dividend or to retain its earnings; but
extends to address the frequency of paying its shareholders a cash dividend or to retain its
earnings (whether annually, semi-annually or quarterly), whether to distribute cash via
share repurchase or through specially-designated rather than regular dividends, how to
balance the preferences of highly taxed and relatively untaxed investors, how to maintain,
and improve, the value of its shares and stocks in the market (Okafor, et al., 2011;

Kenyoru, Kundu & Kibiwott, 2013).

This connotes that dividend policy now implies that managers have to weigh the cost and
benefits of its decisions regarding company declared profit. In firms where the investment
policy is fixed, a certain amount of fund must be provided periodically for investment. In
this case, there is always a trade-off between profit distribution as cash dividend or bonus
shares and capitalization (Paramasivan & Subramanian, 2009). The corporate dividend
decisions could be that, either the company holds back profit to finance capital spending on
growth and expansion, repay debt, or putting out the bonds, if any, and the remaining cash

dividend distribution, or to increase the proportion of cash dividends and capital
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expenditure deficit financing by issuing new shares or foreign borrowing (Alslehat &

Altahtamouni, 2014).

It is not permissible to conclude that all profit-making firms must pay a dividend (Mishra &
Narender, 1996). In such a case, Sarwar (2013) suggested two forms of a dividend policy
that firms can adopt: a) Managed dividend policy or b) Residual dividend policy. The
residual dividend policy applies where the firms consider dividend payment only when it
has satisfied all investment decisions. This requires that the amount of dividend is simply
the cash left after the firm makes desirable investments using Net Present Value (NPV) rule

(Alslehat & Altahtamouni, 2014).

In the managed dividend policy, managers only pay a dividend when it is in the best
interest of the firm. According to Sarwar (2013), “If the manager believes dividend policy
IS important to their investors and it has a positive effect on share price value, they will
adopt managed dividend policy”. The amount of dividend is usually very variable and it
may be zero most of the times. Thus firms normally establish a threshold such that
whenever the retained earnings cross this threshold, firms start to pay the dividend (Radner
& Shepp, 1996). The best dividend policy is one that increases the firm’s share price,
facilitates liquidity, reduces risk and thus leads to the maximization of shareholders’

wealth.

Managers adopt the dividend policies that suit the stage of life cycle they find themselves.
Firms at the early stage of its establishment might be at its growth state requiring capital
injection, while old firms might have stabilised and reach its peak in growth. The early
stage firm needing capital would best prefer dividend policy that encourages more retention

of profit than old firms. The diagram in Figure 1 shows that high dividend payment firms
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retain only a small proportion of its profit while business with capital gain policy retains a

large proportion of its profit for investment.

A business with A business with
a high dividend policy a capital growth policy

nfits

Total|Profits &

\_,

Portion of the Retained profit Retained profit Portion of the
profits returned {used to plough (used to plough profits returned to
to the shareholders back into the back into the the shareholders
in dividends business) business) in dividends

Figure 1: The diagram of a business with a high dividend policy Vs. business with a
capital growth policy
Source: Lindeman (2016:14)

On a general note, companies can use one or more of the following policies for the
distribution of profits: Distribution policy of a fixed percentage of the profits; Regular
dividend policy; Reduced with bonus distribution policy; or the policy of the remaining

profit (Alslehat & Altahtamouni, 2014).

The best option or decision is called the optimum dividend policy. The optimal dividend
policy of a firm is usually determined based on the desires of the investor for capital gains
as opposed to income, their willingness to forgo dividend now for future returns, and their
perception of the risk associated with postponement of returns. Due consideration of all

these variables is factored into the decision that results in optimal dividend policy of firms.
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2.1.3 Shareholder’s wealth

The term “shareholder’s wealth” refers to the value of shareholder’s investment in a firm. It
is the measure of the worth of the firm. It is determined by those variables that can
influence the opinion of investors and shareholders on the worth of the firm. Thus,
shareholder wealth is measured by the share price of ordinary shares. Also, the earnings of

the firm, as well as the assets, inform the firm value.

According to Priya and Azhagaiah (2008:181), sharcholders’ value is represented in the
market price of the company’s common stock, which, in turn, is a function of the
company’s investment, financing and dividend decisions. More so, shareholders wealth can
be defined as “the present value of the expected future returns to the owners of the firm, as
measured by the market value of the shareholders’” common stock holdings
(http://www.swlearning.com/pdfs/  chapter/032416470X_1.PDF). The most widely
accepted objective of the firm is to maximize the value of the firm for its owners, that is, to
maximize shareholder wealth. The price of the stock is used to measure the primary goal of

maximising shareholders’ wealth (Priya & Azhagaiah, 2008).

2.1.4 Stock market price volatility

Stock market price volatility is the “ups and downs in the stock prices during a time
period” (Sadiq, Ahmad & Anjum, 2013). It describes the variation of the changes in a firms
share price. This is usually measured using the standard deviation of changes in stock
prices (Profilet & Bacon, 2013). According to Wodung (2014:12), “the issue of stock
volatility is not that volatility exists, but that the volatility varies, hence the question as to
why there is volatility of volatility”. This gives rise to volatility clustering which according
to llaboya and Aggreh (2013), occurs in a financial markets, when a high return (positive or
negative) is more likely to be followed by another high return, or when a low return

(positive or negative) is more likely to be followed by another low return. Illaboya and
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Aggreh further explain that volatility-clustering is a natural result of a price formation
process when there are heterogeneous beliefs across traders; thus it is not the result of an
autocorrelated news-generation process around public information such as macroeconomic

news releases or firms’ earnings releases.

The presence of volatility of volatility of what could be called volatility clustering gives
rise to risk. In the opinion of Christina (2016), the risk of share price changes is the cause
of stock market volatility. Following from this, llaboya and Aggreh (2013) noted that stock
return volatility represented the variability of stock price changes which can be used as a

measure of the risk faced by investors.

The volatility of the ordinary stock is the systematic risk faced by investors who possess
ordinary stock investments (Guo, 2002). It is a measure used to define risk and represents
the rate of change in the price of a security over a given time. Usually, the greater the
volatility, the greater the chances of a gain or loss in investment in a short period of time as
it is a measure related to the variance of a security’s price. Thus, if a stock is said to be
volatile, its price would greatly vary over time, and it is more difficult to say in certainty
what its future price will be. In other words, the lesser the volatility of a given stock, the

greater its attraction to investors (Criss, 1995 cited in Okafor, et al., 2011).

Investors are by nature risk-averse and therefore, the volatility of their investments is of
importance to them as it is a measure of the level of risk they are exposed to (Okafor &
Mgbame, 2011). Kamuti (2013) explains that the volatility of the stock is a measure of
uncertainty about the returns provided by the stock, and it is generally not observable. A
market is said to be volatile if the past prices of stocks reflect in the future stock prices.

Thus, to be able to input the estimates of the volatility of an underlying asset, one can only
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observe the stock return series. Therefore, in the financial market; volatility is often

referred to as the standard deviation or variance.

Rajni and Mahendra (2007) highlighted a couple of negative implications of stock price
volatility amongst which includes that it affects consumers spending. A fall in stock prices
will weaken consumer confidence. Stock price volatility may also affect business
investments, and economic growth directly. Similarly, a rise in stock price volatility can
often be interpreted as a rise in equity and thus a shift of funds to less risky assets. This
move has been known to lead to a rise in the cost of funds to firms and, thus new firms
(new entrants) might bear this effect as investors turn to the purchase of stocks in mainly

well-known firms (Osundina, et al., 2016).

Most often, stock market price volatility tends to rise when new information is released into
the market, though the extent to which it influences price changes is a function of the
relevance of that new information as well as the degree to which the news surprise
investors (Black, 1976; Rajni & Mahendra, 2007; Ajao and Wemambu, 2012; Osundina, et
al., 2016). Stock market price volatility, as a result, is a good indicator for capturing the
market trends as an increase or decrease in volatility results from changes in investor’s

reaction in the marketplace.

In an ideal efficient market, all information about a firm’s asset fundamentals and growth
opportunities should be properly reflected in its share price. Thus, the volatility of a firm’s
stock returns is expected to be a reflection of the volatilities of all aspects of the firm’s
future prospects, capturing the overall uncertainty relevant to the firm’s investment

decisions (Qingwei, 2012).
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2.1.5 Stock liquidity

Liquidity is used to refer to the ability of investors to buy and sell securities easily. Levine
(1997) sees liquidity as the ease and speed with which capital market agents can convert
assets into purchasing power at an agreed price. Stock liquidity can further be described as
the ease of selling the stock immediately after purchasing it, without lowering the price or
incurring transaction costs, because “investors will come if they can leave” (Levine, 1996).
Liquidity refers to the ability to trade large volumes quickly, at low cost, and without
moving the price (Griffin, 2010). According to Ghodrati and Fini (2014), liquidity is
trading shares at a low cost without influencing the price within the shortest possible time.
These definitions connote that concept of stock liquidity entails the ability to sell off one's
shares at shortest possible time period without losing value in terms of transaction cost or

causing changes in prices.

The definitions have explained that liquidity allows the trading of large volumes of stock
quickly, at low cost, and without moving the price. Liquidity will tend to affect the
attractiveness of a stock to investors as most investors are also interested in the availability
of channels to change investment decisions at will. Thus, investors may require higher
expected returns on assets whose returns are sensitive to liquidity. In the local market,
liquidity is also an important driver of returns in emerging markets (Bakaert & Lundblad,
2007). Stock market liquidity reacts to market anticipation such that it deteriorates before
(after) anticipated (unanticipated) announcements (Graham, Koski & Loewenstein, 2006).
This is applicable to emerging markets in the sense that emerging markets and economies
are normally viewed as more volatile than other developed markets such as the United
States, with economics and/or political news leading to large swings in liquidity (Griffin,

2010).
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Some authors have used liquidity and turnover ratio interchangeably. Al-Faki (2006), for
instance, opines that stock market liquidity is also denoted by the turnover ratio of the
market. In the words of Baker and Stein (2004), they suggest that turnover, or more
generally, liquidity can serve as sentiment index; thus representing measures of investor’s
sentiment. It is an important indicator of stock market development because it signifies
how the market helps in improving the allocation of capital and thus enhancing the
prospects of long-term economic growth. This is possible through the ability of the
investors to quickly and cheaply alter their portfolio thereby reducing the riskiness of their
investment and facilitating investments in projects that are more profitable though with a

long gestation period.

Demirgiic-Kunt and Levine (1996) identified two main reasons why liquidity is important
in the characterization of the stock market. The first is that liquidity relates to the riskiness
of the investment. An investment is deemed to be less risky where investors are able to
alter their portfolios quickly and cheaply. While the second, and theoretically too, is that
allocation of capital is more efficient and as such a liquid market enhances long-term
economic growth. Added to the above is that liquidity affects the attractiveness of a stock
to investors. Osinubi (1998) cited in Osinubi (2001) pointed out that liquidity of the stock
market facilitates profitable interaction between the stock market and the money market in
that shares become easily acceptable as collateral for bank lending thereby boosting credit
and investment. The fact that trading friction is pervasive in financial markets leads one to
believe that the more liquid a stock is the better and that investors do, indeed, have a

dividend preference based on the liquidity of the stock (Banerjee, Gatchev & Spindt, 2005).

Thus, one of the very crucial concerns that an investor considers when taking investment
decision on a certain stock is the stock liquidity (Alnaif, 2015). Depending on the depth

and extent of market development in any financial market, investors take into consideration
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asset liquidity as one of the primary issues in investment because easy and early access to
financial investment is important to investors (Ghodrati & Fini, 2014). It is mostly the risk
of non-liquidity of assets that prevent investors from investment in Stock Exchange. Hence,
the less liquid, the fewer investors’ interest in purchasing shares. For this reason, liquidity
is one of the positive characteristics of competitive markets. It serves as the basis for
sustainability and an important factor for the study of efficiency and maturity of future

markets (Yahyazadehfar & Larimi, 2008).

Two main indices of liquidity often used in the performance and rating of the stock market
are total value traded ratio and turnover ratio. Total value traded ratio is the total value of
shares traded on the Stock Market Exchange divided by Gross Domestic Product (GDP). It
measures trading of equities as a share of national output. Normally, it should positively
reflect liquidity on an economy-wide basis. Total value traded measures the investors’
ability to trade economically significant positions on a stock market. On the other hand,
turnover ratio is the value of total shares divided by capitalization. High turnover reflects
low transaction costs. Turnover is an indicator of the liquidity of assets traded within a
market. This study uses turnover ratio as a proxy for liquidity following that liquidity in the

context of this study is the shares traded, and not on the national economy as a whole.

2.1.6 Firm Profitability
Eljelly (2004) defines profitability as the potential for a venture to be financially

successful. Thus, it is one of the measures of the financial performance of firms.
Profitability analysis focuses on the relationship between revenues and expenses and on the
level of profits relative to the size of investment in the business. Thus it has been described
as a qualitative measure of the input-output relationship of management and management
efficiency in maximizing investor Return on Investment, Return on Assets, Return on

Capital Employed and Earnings per share (Akani & Sweneme, 2016). Four useful measures
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of profitability are the rate of return on assets (ROA), the rate of return on equity (ROE),
operating profit margin and net income or earnings per share (Hansen & Mowen, 2005).
These are regarded as market-based indicators of financial performance that captures the

company’s internal efficiency (Orlitzky, Schmidt & Rynes, 2003).

However, profitability is the operational concern of every profit-making organization. It
constitutes the short and long-run management planning and operating strategies. Firms’
profitability can be appraised at the macro and micro level (Aburime, 2008). At the micro
level, profitability is determined prices of goods and cost of production. At the macro-level,
of which this study is concerned, firms profit is a critical function of management, the
composition of assets, capital structure, ownership structure and dividend policy (Farsio et

al, 2004, as cited in Akani & Sweneme, 2016).

2.2 Theoretical Framework

The study anchored on three theories of dividend policy including the Miller and
Modigliani Theory of Dividend Irrelevance, Gordon’s (1962) theory of “The bird-in-the-
hand” and Lintner’s (1956) Signalling Effect Theory (information content theory). Thus the
theoretical framework of the study hinges on these theories as they relate to the

Shareholders wealth, stock market volatility, stock market liquidity and firm profitability.

2.2.1 Miller & Modigliani (MM) Theory

This theory is used as a framework to explain the shareholders’ wealth and dividend policy
nexus. The theory posits that the dividends policy does not affect the shareholders' wealth.
The MM theory was the brainchild of Franco Modigliani and Merton Miller in 1961. They
said that dividend policy is irrelevant and had no influence on a firm’s share price as only
the basic earning power and business risk can determine a firm’s value. Thus splitting the
firm’s earnings between dividends and retained earnings does not have an effect on its

value. This means that firm’s value can only improve by quality investment policies and
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not by whether the earnings are reinvested or distributed to the shareholders. Following this
proposition, investors need to maintain their own cash inflows regardless of whether the
stocks pay dividends or not. This suggests that, if the investors know the investment
decision that is considered by the firm there would be no need for them to consider

dividend policy in their investment analysis (Panigrahi & Zainuddin, 2015).

The MM theory equally argued that dividend and capital gain are two main ways that can
contribute profits of a firm to shareholders. When a firm chooses to distribute its profits as
dividends to its shareholders, then the stock price will be reduced automatically by the

amount of a dividend per share on the ex-dividend date (Lashgari & Ahmadi, 2014).

The MM theory applies only to a unique situation under the assumptions that there is no
transaction or flotation cost and no influence of investors on the market value of the share.
Further to these assumptions is that there is no existence of taxes, as seen in the assumption
relation to investment policy; and that financial leverage has no effect on the cost of
capital; investors and managers have the same information about prospects; the distribution
of income has no effect on the cost of equity, and capital budgeting policy is independent

of its dividend policy (Panigrahi & Zainuddin, 2015).

The assumptions made by the MM theory do not have a strong logical backing and has
faced strong criticisms. Among the loopholes is the assumption of no transaction cost and
no taxes which is not possible in the real economic world. On this basis, it is believed that
this theory will not work in the real world of market imperfection. Thus the bird-in-the-
hand theory has been developed by Gordon in the year 1962, to show that dividend policy

can affect shareholder value.
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2.2.2 Bird-in-the-Hand Theory

The theoretical framework of the shareholder wealth and dividend policy nexus is also
hinged on the Gordon’s (1962) theory of the “The bird-in-the-hand” which posits that
investors prefer dividends (certain) to retained earnings since the stock price risk declines
as dividends increased. The theory also explains the sub-objective two of the study (the

stock market volatility and dividend policy nexus).

This theory countered the Miller and Modigliani's theory of dividend irrelevance and
proposed that the dividend policy of firms affects the market value of stocks even in the
perfect capital market (Lashgari & Ahmadi, 2014). Gordon (1962) noted that investors are
concerned about risk and preferred dividends received in the present to the firm’s
promising prospect with a high capital gain in the future. Hence, Gordon indicated that a
change in the firm’s dividend payout ratio would change investors’ risk level when
investing in stocks of the firm (Panigrahi & Zainuddin, 2015). A high dividend paying firm
would reduce the risk or limit uncertainty about future income flows for shareholders, thus

attracting more investors, and vice versa.

The foregoing is possible because investors prefer present dividend instead of future capital
gains because the future situation is uncertain even in a perfect capital market. Many
investors will tend to prefer dividend in hand in order to avoid risk related to future capital
gain. The Gordon's theory further stated that the firm’s dividend payout policy and the
relationship between its rate of return (r) and the cost of capital (k) influences the market
price per share of the company. The dividend yield and the future growth of the dividend
provide the total return of the equity investors. Thus this model insists that dividend yield is
an important measure for the total return to the equity investors than the future growth rate

of the dividends. Future growth and capital gains cannot be estimated with accuracy and
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are not guaranteed at all as it may lose the entire market value of the stock (Panigrahi &

Zainuddin, 2015).

This theory assumed that there is no debt and all the capital structures achieved are from
the equity. This implies that there is no external financing and the capital is financed by
retained earnings. Furthermore, corporate taxes are not accounted for in this model. This
model indicates that the market value of the company's share is the sum total of the present

values of infinite future dividends to be declared.

The Gordon's model can also be used to calculate the cost of equity if the market value is
known and the future dividends can be forecasted. The Gordon's model believes that the
dividend policy impacts the company in various scenarios. If the growth rate of return is
above the cost of capital (CoC), shareholders will be benefited more if the company
reinvests the dividends rather than distributing it. In addition, when the internal rate of
return (IRR) is equal to the cost of the capital (CoC), the reinvestment of the dividends
would not make any difference. This model has therefore been greatly criticized due to the
assumption of constant IRR and CoC, which is not accurate, as it means business risks are

not accounted (Panigrahi & Zainuddin, 2015).

The “bird-in-the-hand” theory is however relevant to a number of the firm performance
issues such as shareholder wealth, stock market volatility, and profitability nexus. Time
value of money is the focal point of the argument. Thus, cash dividend paid today is

expected to worth more than capital gain expected in the future.

2.3.3 Signalling Theory

The Signalling Effect Theory, also known as information content theory posits that
dividend payment carries material information to shareholders and investors in the stock

market about the prospects of its performance. The theory has its origin in Lintner (1956)
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which revealed that the price of a company’s stocks usually changes when the dividend
payments change. It formally came to the limelight following the criticisms of the
Modigliani and Miller (1961) postulations and agreement that investors and management
have asymmetric information. Miller and Modigliani (1961) then suggested that dividend
changes convey material information and that share prices react positively to the
announcements of dividend changes (Al-Qudah & Badawi, 2014). Al-Qudah and Badawi
explained that ‘the signalling hypothesis had further been generalized to include not only
information about share prices but the information content of earnings announcements, and
the association between dividend and earnings changes as well as the future cash flows of

the firms” (pg. 2).

The firm managers have the necessary information about the financial position and costing
which the investors and existing shareholders do not have. The managers relied on this
information to make a financial forecast on the future growth prospects of the firm. This
information can be used for or to the detriment of the shareholders. The shareholders use
external information as a measure of the intents of managers and prospects of the firm.
Thus, the investors and existing shareholders may rely on the external pieces of
information, one of which is the one offered by the dividend payment, as an outlook to the
business prospects of the firm. Hence, dividend policy has information content that serves
as signals. For this reason, the capital market responds quickly to the announcements of
share buybacks as they offer new information that is often called a signal to the
shareholders or investors about a company's future and hence its share price (Panigrahi &

Zainuddin, 2015).

The two important assumptions of the signalling theory are that (1) outside investors have
imperfect information regarding the firm’s future cash flows and capital gains, and that, (2)

dividends are taxed at a higher rate compared to capital gains. Both assumptions are true to



29

the real world: the imperfect capital market system. Thus this theory could be the most
suitable of all the three (3) theories on which this study is based. Bhattacharya (1980)
argued that dividends might function as a signal of expected future cash flows. Under these
assumptions of the imperfect market, even when there is a tax disadvantage for dividends,
firms would prefer dividend payment in order to convey positive signals to investors and

shareholders who do not have first-hand information about the firm.

For these reasons, investors and shareholders use dividend policy as an eye into the affairs
of the firms (Healy, & Palepu, 1988, Murhadi, 2008). They follow dividend policy in
making their investment decisions. For instance, Lindeman (2016: 44-45) would explain
that reduction in firm’s dividend signals that everything is probably not going as planned
and expected financial results were not achieved; as such investors reactions reflect on the
share price, presumably making it decrease in value. On the other hand, increasing and
high dividend payout will signal growth opportunities and as such, shareholders can re-
invest the funds in the high dividend paying firms thereby providing opportunities for
expansion in the future (Duke, et al, 2015). Presumably, this expectation may bring about
the rise in the share price. However, Duke, et al explained that level of dividend payment
(high or low) does not always connote that a firm is doing well or poorly. Duke’s at al
explanation is true especially when firms can go out of their way to pay a dividend from

past years reserves.

According to Oppong (2015:26), the dividend signalling theory has several implications for
the firm. These include: (1) Firms will pay dividends to signal quality to the market; (2)
Firms will be very reluctant to cut their dividend because that will provide a negative
signal; (3) Firms will not increase their dividend unless they feel comfortable that they can
maintain the dividend in the future; (4) as a result, the pattern in dividend payments will be

much smoother than the pattern in earnings or cash flows; (5) As dividend increases are
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associated with positive stock price changes, and dividend cuts associated with negative
stock price changes, firms may forego projects that add value to the firm in order not to
have to cut the dividend. Further to this, Oppong (2015:26) asserted that firms would
normally be reluctant to cut dividends. As investors know this, they would hence interpret
dividend cuts to indicate a serious problem; this makes firms more reluctant to cut
dividends. This theory is therefore of huge significance to this study, as it implies that

dividend policy can be employed to convey information about the cost of investment.

2.3 Empirical Review
Extant literature on the various specific objectives of this study was reviewed. Since this

thesis is an empirical study, the review of empirical studies has been used to establish any

possible gap.

2.3.1 Effect of dividend policy on shareholders wealth
Waithaka, Ngugi, Aiyabei, Itunga and Kirago (2012) employed a survey design to examine

the relationship between dividend policy and share prices. Dividend policy was
disintegrated into clientele effect, tax incentives and free cash flow to form the three sub-
objectives of the study. A random sampling technique was employed to study 35 staff
members from the forty-six listed and trading companies in the Nairobi Stock Exchange
(NSE). The results from the multiple regression analyses conducted revealed that all the
variables of dividend policy have a significant positive effect on share prices. This finding
connotes that higher pre-tax risk-adjusted returns are associated with higher dividend yield
stocks to compensate investors for the tax disadvantages of returns affected by tax
incentives and that investors whose portfolios had low systematic risk preferred high-pay-
out stocks. Also, an increase in firms’ stocks trading volume affected the share price and
investors who wanted current investment income owned shares in high dividend payout

firms; and as well free cash flow caused conflict between management and shareholders
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which in turn affected the share price and that the executive option plan persuaded

management to reduce corporate dividends by an amount that was equal to the option plan.

In Pakistan, Sarwar (2013) employed a six-year panel data from 33 companies quoted in
the sugar industry to examine the impact of dividend policy on shareholder’s wealth
between 2006 and 2011. The descriptive statistics and multiple regression analyses were
employed for data analyses. The variables included dividend per share (DPS), earnings per
share (EPS), Lagged Market Price Ratio (LMPR), Lagged Price Earnings Ratio (LPER)
Price Earnings Ratio (PER) Retained Earnings Ratio (RER) as independent variables and
market price per share (MPS) as the dependent variable. The findings showed that DPS,
EPS and LMPS had a significant positive effect on MPS while LPER had a negative
significant effect. However, PER and RER did no show significant effects on MPS. Noting
further, that 99% variations in MPS are due to the explanatory variables, the study

concluded that dividend policy has a significant effect on shareholders wealth.

Ndung’u (2016) in his project report for the award of Masters in Business Administration
(MBA) carried out a study to determine the effects of dividend policy on market share
prices for firms listed in the Nairobi Stock Exchange of Kenya. Using a sample of 30 firms
out of the 59 quoted firms within a 5-year period from 2007 — 2011, the study employed a
sector-by-sector simple regression models wherein dividend payout ratio was used as the
independent variable while share prices were the dependent variable. The study found that
companies consider several issues before issuing dividends which include dividends paid in
the previous period, the dividends to be given to the preferred shareholder, what the rival
companies pay, the net earnings during the period, the amount in the reserves and the
investment prospects. It also concludes that the share market is positively responsive to the

dividend announcement such that the share market value of dividends improves in the few
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weeks after a high dividends announcement, noting that dividend announcement had a

positive and significant effect on the share price in Kenya.

Using an ex-post facto research design Anike (2014) employed three simple regression
models to examine the impact of dividend yield, earnings yield and payout ratio on stock
prices of Nigeria banks. The variables were obtained from a panel data covering the 5-year
period (2006 to 2010) collated from annual reports of banks and the Nigeria Stock
Exchange daily official list. The Ordinary Least Square Regression Model was used to
estimate the relationship between dividend yield, earnings yield, payout ratio and stock
prices. Average of daily stock prices was adopted as the dependent variable, while the
independent variables included dividend yield (DY), earnings yield (EY) and payout ratio
(POR). The result of this study revealed that dividend yield had negative and earnings yield
had negative and, significant impact; while dividend payout ratio had a negative and non-
significant impact on commercial banks’ stock prices in Nigeria. The study, however,
concluded that the dividend vyield, earnings yield and payout ratio are not factors that
influence stock prices, rather the bank size was found to have a positive and significant

impact on stock prices.

With the notion that management is often in a dilemma on how much a company should
pay its stockholders as a dividend, Mokaya, Nyang’ara and James (2013) carried out a
study to determine the effects of dividend policy on the market share value in the banking
industry in Kenya. Using an explanatory research design covering a proportionate sample
of 100 shareholders drawn from a target population of 47,000 shareholders of National
Bank of Kenya (NBK), the study employed a structured questionnaire for data collection.
While the Pearson’s Moment Correlation was used to test the research hypotheses,
ANOVA was used to further test the working of the postulated model while regression

analysis was applied to test the model in explaining the variable relationships. With a
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response of 68%, the study established that NBK had a dividend policy as confirmed by
91% of the respondents. The results established a strong and positive correlation between
dividend payout and market share value; a positive correlation between dividend growth
rate and market value of shares; and a positive correlation between regularity of dividend
declaration and market share value. The study thus concludes that dividend policy had a

significant effect on the market share value.

Tuigong (2015) noted that share prices of listed firms in the Nairobi Securities Exchange
severely fluctuated making it difficult for investors to make informed investment decisions.
He, therefore, carried out a study to investigate the effect of dividend policy (cash and
share dividend) on the stock prices of firms in Kenya. With the help of volume weighted
average price as dependent variable and cash dividend per share and share dividend per
share as independent variables, the study factored in net assets per share, retained earnings
per share, debt-equity ratio and earnings per share as control variables to create a multiple
regression model used in the data analyses. The data were collected from a sample of 55
companies selected from the 10 economic sectors represented at the Nairobi Securities
Exchange between the period of 2001 and 2011. The results from the Random Generalized
Least Square regression analysis showed that there was a statistically significant positive
relationship between cash dividend and share prices while there was statistically
insignificantly negative relationship between share dividend and share prices. The study

thus confirmed the relevance of dividend policy on the firm’s value.

The empirical study by Jakata and Nyamugure (2013) showed that dividend policy does not
affect share price. Specifically, the study examined the effects of dividend policy on the
share price of firms. The study employed a sample of 10 firms that cut across the six
sectors covering commodities, consumer, financial, manufacturing, property and mining of

the Zimbabwe Stock Exchange (ZSE) between 2003 and 2011. Findings from the Pearson’s
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Correlation Coefficient and linear regression models showed that dividend policy and

earnings per share have no relationship with a share price of a firm.

In Pakistan, Gul, Sajid, Razzaq, Igbal and Khan (2012) examined the influence of dividend
policy on shareholder’s wealth of 75 companies listed in Karachi Stock Exchange, for the
duration of six years from 2005 to 2010 using multiple regression and stepwise regression.
The study proxied shareholder’s wealth as a dependent variable which is measured as
market price per share, whereas the explanatory variable dividend policy is measured as
dividend per share, lagged price earnings ratio, retained earnings and lagged market value
of equity. The result from regression analyses indicated that dividend policy lagged price
earnings ratio, and lagged market value of equity had a significant effect on the wealth of
shareholders. However, retained earnings are found to have an insignificant influence on

the market value of equity (wealth of shareholders).

Using the textile sector in Pakistan, Alim, Ali, Ali, Khattak and Qureshi (2014) examined
the impact of dividend policy on shareholder wealth during the period of 2001 to 2010. The
study developed a model taking the market price per share as dependent variable whereas
dividend per share, dividend payout, earning per share, price earning, lagged value of
market price and lagged value of price earning were used as independent variables.
Analyses from a sample of fifty textile listed companies in the Karachi Stock Exchange
with statistical tools: mean, standard deviation and multiple regression models, indicated
that all the independent variables used in the study have a direct relationship with the
market price per share. Specifically, the findings reveal that the dividend policy of the firm

has a positive impact on the stock price of the firm.

In Ghana, Attah-Botchwey (2014) employed a survey design to investigate the impact of

dividend payment and its relationship on the share price for companies listed on the
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country’s stock exchange. A structured questionnaire used for data collection was
administered on sixty (60) respondents randomly selected from six companies from a total
of the 36 companies listed on the Ghana Stock Exchange. Results from frequency
distributions found that as the dividend of companies increase, the share price also rises due
to the pressure on the share. The study thus posits that under normal circumstance, firms
with higher dividend payment always experience rising share price as a result of higher

demand of shares; and firms with lower dividend meets with decreasing share price.

In the context of Nepal, Joshi (2015) examines the impact of dividends on the stock price.
The study had employed current market stock price taken as a dependent variable and four
other variables namely Dividend per Share (DPS), Retained Earnings per Share (REPS),
Lagged Price Earnings Ratio (P/E ratio) and Lagged Market Price per Share (MPS) as the
explanatory variables. Three models were developed where the first model employed the
only dividend and retained earning while the second and third models factored in lagged
market prices and lagged price earnings ratio respectively. The panel data obtained from
the population of 210 companies listed from 2005 to 2010 were divided into two groups of
the banking sector (117) and non-banking sector (46). The regression results from each of
the three models showed that the coefficient of dividends is higher than the coefficient of
other variables in all sectors. This shows that the impact of dividends is more pronounced

than that of retained earnings.

In UK, Salih (2010) in his thesis empirically explored the relationship between dividend
type (cash dividend, share dividend and share repurchase), earnings (EPS) and investment
policy (retained earnings per share) with the market value of a company using annual and
semi-annual data for 362 companies in different UK sectors by adopting Panel Data for the

period extending from 1998 to 2007 (twenty periods), where the fixed-effect (within)
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regression model. Among other findings, the results show that there is a relationship

between dividend policy and the market value of a company.

In another UK study, Chenchehene and Mensah (2015) sought to find out the effect of
dividend policy on shareholders wealth among 25 firms from the retail industry in the UK
from 2004 to 2008. The study adopted the fixed effect estimation technique for data
analyses where share price was taken as a function of earnings, profitability, firm size,
leverage and investment. The results from the three models analysed indicated that firm
size, current dividend payout and current investment do not have a much significant effect
on shareholders wealth. However, variables such as earnings, profitability, share price,
leverage, investment and previous year dividend payout have a significant effect on
shareholders wealth. Thus the study posited that dividend policy has a positive effect on

shareholders wealth.

In the Iranian context, Alireza (2013) carried out a study to determine the effect of dividend
policies on stock price using a panel data from 165 quoted companies randomly selected
from Tehran Stock Exchange during the five-year period spanning 2007 to 2011. The
results derived from the Kolmogorov-Smirnov test showed that that the independent
variables (dividend per share and earnings per share), as well as the dependent variable
(stock price), had a normal distribution. Further analyses from least square regression
analyses indicated that there is a linear relationship between dividend policy and stock

price.

From the Nigerian perspective, Ozuomba, Anichebe and Okoye (2016) examine how
shareholders wealth is affected by dividend policies. The study involved a sample of 120 of

questionnaires distributed to finance managers, chief accountants, directors of 10 quoted
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companies in the Nigeria stock exchange. The data were analysed using ANOVA. The

findings showed that Dividend policies influence the wealth of shareholders.

In another study from Nigeria, Ojeme, et al (2015) examines empirically, the implications
of adopted dividend policies on the value of shareholders’ wealth and the extent to which
dividend policy affects the market value of shares in quoted banks between 2007 and 2010.
The results from correlation analyses showed that payment of a dividend by quoted banks
is relevant to their market value and the amount paid as dividend affects the value of their

share.

Oyinlola and Ajeigbe (2014) examined the impact of dividend policy on the stock prices of
quoted firms in Nigeria. The study used an annual panel data obtained from 22 companies
listed on the Nigerian Stock Exchange (NSE) from 2009 to 2013. Regression analysis,
Correlation analysis and Granger Causality Test were used to test research hypothesis on
110 observations and the findings reveal that both dividend payout and retained earnings

are significantly relevant in the market price per share of the companies.

Still, in Nigeria, Duke, et al (2015) investigated the impact of dividend policy on share
price valuation on two selected banks operating in the Nigerian economy (GTBank and
United Bank for Africa) with eleven year period covering 2003 to 2013. With market price
as the dependent variable while dividend yield and retention ratio included in the
independent variables; the analyses were performed using the ADF Unit Root Test and the
ordinary least squares test. The results indicated that dividend yield had a significantly
positive effect on share price while retention ratio was found to have a significantly

negative effect on it.

Nicol (2013) carried out a research thesis in South Africa to investigate how the size of

cash dividend payments, measured in dividend yield (DY), influence share value,
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especially during bull and bear markets respectively, using a sample of listed and delisted
shares for the period 1995 to 2010. The study considered all the firms that were listed on
the Johannesburg Stock Exchange (JSE) during the period under review. They included
both firms that were listed at the end as well as firms that delisted making up the 291 firms
that provided the 22,927 monthly observations for the study. Dividend-investing strategies
were constructed using non-dividend paying (Portfolio one) and dividend-paying firms
(Portfolio two). Portfolio one and two were then further deconstructed into four groups
based on monthly DY rankings. The findings from the OLS regression analyses performed
indicated that the level of DY appears to influence returns positively. Further results
revealed that during bear markets no significant difference in abnormal risk-adjusted
returns existed for the portfolios and four groups, however, in bull markets, the return for
Portfolio two (especially the high dividend-investing firms), was more than double the

result for the non-dividend payers.

Another Kenyan study from Luvembe, Njangiru and Mungami (2014) modelled capital
structure, corporate earnings, dividend payout ratio and capital market investments as a
function of market value, establish the effects of dividend payout on the market value of
banks listed on the Nairobi Stock Exchange (NSE). The study involved the 10 listed banks
in Kenya as at December 2010. Both secondary and primary data were used for the study
with the secondary data obtained from Nairobi Securities Exchange covering the period
between 2006 and 2010 while the primary data was collected from senior finance officials
through an interview schedule. Results obtained from both descriptive statistics and OLS
regression analyses revealed a significant and positive relationship between market value
and capital structure, corporate earnings, dividend payout ratio and capital market
investments in most of the years. It, therefore, concludes that the dividend policy adopted

has a significant impact on the market value of banks.
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With a sample of twenty-five companies listed at Karachi Stock Exchange (KSE-100)
Index within the period of 2001 to 2010, Khan (2012) carried out a study to further explain
the effect of dividend announcements on stock prices using the chemical and
pharmaceutical industry of Pakistan. The results, based on Fixed and Random Effect
Model, revealed that Cash Dividend, Retention Ratio and Return on Equity has significant
positive relation with stock market prices and significantly explains the variations in the
stock prices of chemical and pharmaceutical sector of Pakistan while Earnings per Share

and Stock Dividends have negative insignificant relation with stock prices.

Rane and Raju (2016) employed the event study methodology to examine share price
reactions on dividend announcement. Using a random sampling technique, the study
selected 57 most actively traded healthcare companies listed in Bombay Stock Exchange
during the year 2001 to 2016. The results revealed that stock price reaction to dividend
announcement is statistically significant. The results from the t-test value on Average
Abnormal Return (AAR) for portfolio shows that for most of the days during the post-
announcement event window they are statistically insignificant at 5% level. However, the
ANOVA result indicated a sufficient evidence of price sensitive information during
dividend announcement. The study, therefore, posits that dividend announcement contains

price sensitive information.

With a sample of 30 firms quoted in the textile, cement and chemical sector of the Karachi
Stock Exchange of Pakistan, Ansar, Butt and Shah (2015) examined the relationship
between shareholders wealth and dividend policy for a time period spanning five years
from 2007 to 2011. Shareholders wealth was measured by the market price of shares as a
function of dividend per share, retained earnings, lagged price and return on equity. Results

from multiple regression revealed that there is a strong relationship between shareholders
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wealth and dividend policy. The study thus concluded that shareholders wealth in Pakistan

is increased by dividend policy.

In the context of Pakistan, Igbal, Waseem and Asad (2014) examined the impact of
dividend policy on shareholders’ wealth using a sample of thirty-five companies randomly
selected from three sectors of Textile, Sugar and Chemical for a period of six years from
2006 to 2011. Simple OLS technique for analysis is used to derive the results of the study.
The findings showed that the dividend policy of the firm has a significant positive impact
on shareholders wealth. Similarly, the firm’s growth rate also has a significant positive
impact on shareholders’ wealth. Firm’s size has a significant positive impact on
shareholders wealth; indicating that large domain of operations of a business makes it more
capable to exploit maximum opportunities and in position to earn a greater amount of
return due to greater growth prospects so it ultimately places greater value to shares of

large size companies.

Still, in the Pakistani context, Rehman (2015) carried out an empirical study to examine the
impact of dividend policy. Based on financial data collected from all listed firms in KSE-
100 Index for the period of 15 years, the study developed a multistage model that regressed
dividend per share, retained earnings per share and capital gains as a function of market
price per share. The data were analysed using correlation, multistage regression and
Granger causality tests. Findings revealed that market price per share has a strong
significant positive relationship with dividend per share and also has a strong significant
causal relationship. Further results showed that there was no relationship found to exist
between market price per share and capital gain. The study tends to posit that Pakistani
markets investors prefer dividend instead of capital gain because of the uncertainty of
future prices and it can also be concluded that the dividend policy is relevant to the

stockholders’ wealth.
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In the context of Sri Lanka, Kumaresan (2014) carried out an empirical study to find out
the impact of dividend policy on shareholders’ wealth of top ten listed companies under
hotel and travel sector between 2008 and 2012. The study used earnings per share as a
proxy for a shareholder’s wealth. The explanatory variables included the dividend payout
ratio, dividend per share, retention ratio and return on equity. The analyses were performed
using correlation, regression and descriptive statistics and showed that dividend policy has
a significant impact on shareholders' wealth. Findings revealed that there is a positive
relationship between return on equity, dividend per share and dividend payout ratio and
shareholders’ wealth, while retention ratio had a negative relationship with shareholders’

wealth.

Azhagaiah and Gejalakshmi (2015) analysed the relationship between dividend policy and
shareholders’ wealth using thirteen out of the sixteen Fast Moving Consumer Goods
(FMCG) sector firms listed on National Stock Exchange (NSE) of India. The study
employed earnings per share as a dependent variable while dividends per share and retained
earnings per share were the independent variables. The econometric data analyses tools
involved descriptive statistics, Augmented Dickey-Fuller Test (ADF), White -
Heteroskedasticity Test, Auto-Correlation, Breuch-Godfrey Serial correlation LM test,
Lagrange Multiplier (LM) for Autoregressive conditional heteroskedasticity (ARCH-LM),
Johansen Cointegration and VAR Granger causality test/Block Exogeneity Wald Test. The
results showed that there is a long-run relationship between dividend per share as well as
retained earnings per share and earnings per share. Further results indicated a significant
causality between dividend per share and earnings per share; retained earnings per share
and earnings per share; retained earnings per share and dividend per share; and earnings per
share and retained earnings per share. The study thus concludes that dividend policy had a

significant effect on shareholders wealth.



42

With the help of descriptive data gathered within the period of five years period from 2008
to 2012, Igbal, Ahmad, Ullah and Abbas (2014) provided empirical evidence of the effect
of a change in the dividend on the stock price using the banking sector of Pakistan. The
descriptive statistics and regression analysis revealed that dividend has a positive

regression with the earning per share and negative regression dividend with the stock price.

Bawa and Kau (2013) aimed at verifying the impact of dividend policy on shareholders’
wealth for firms in the Indian Information Technology Sector during the period of 2006 to
2010. The proxy for dividend policy included in the study was dividend per share, retained
earnings per share, lagged price earnings ratio and lagged market price per share while
market price per share was used as dependent variable. Panel data methodology was
applied on the variables to know the impact of dividend policy on the market value of
equity as well as whether there is the difference on the effect of dividend policies of the
dividend-paying and non-dividend-paying firms on their shareholders' wealth. The results
show that in the long run wealth of shareholders of dividend-paying IT companies has

increased significantly as compared to non-dividend paying IT companies.

With the help of the Fixed Effect Model, Omoregie and Eromosele (2016) examined the
effects of dividend policy on shareholders’ wealth from a panel data of ten (10) quoted
banks in Nigeria covering 2010 to 2014. The findings revealed a dividend per share and
retained earnings had a positive and robust significant relationship with shareholders’
wealth; while earnings per share exerted a robust negative significant effect on
shareholders’ wealth. The study then concluded that the dividend policy of a firm has an
impact on its shareholders’ wealth as supported by the Dividend Relevance theory which
explains that dividend policy has a significant effect on shareholders’ wealth as well as

firms’ value.
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Ezejiofor, et al (2014) assessed the impact of dividend policy on shareholder’s wealth for
firms quoted on the Nigerian Stock Exchange between 2006 and 2012. Using earnings per
share as a proxy for shareholders’ wealth, the explanatory variable is dividend per share,
with firms’ investment as a control variable. With data from five blue-chip firms, the
correlation and regression analyses were employed for data analyses. The results from the
coefficient of regression indicated that dividend per share had an insignificant positive
effect on earnings per share while firms’ investment insignificantly negatively affected
earnings per share. Thus, the findings imply that dividend policy does not have a

significant effect on shareholders wealth.

Using a 61-day event window, Mukora (2014) carried out a study to investigate the effect
of dividend announcement on stock returns of firms listed at the Nairobi Securities
Exchange. The time frame was divided into 30 days before the dividend announcement
date, 30 days after the announcement date and day O (zero) as the dividend announcement
date, and observed on a sample of five commercial banks within a period of five years. The
variables included were abnormal returns and the cumulative average returns. The graph of
the event window showed that the average abnormal returns were negative before the
announcement date and positive after the announcement date and equally fluctuated for all
the days; while the cumulative average abnormal returns sloped downwards before the
announcement date and sloped upwards after the announcement date for the periods under
study. The graph for the average abnormal returns fluctuated over all the years. The test of
significance was conducted for both the average abnormal returns and the cumulative
average abnormal returns. The null hypothesis that dividend announcement does not have
an effect of stock returns of firms listed at the Nairobi Securities Exchange was rejected.
This led to a conclusion that dividend announcement had a positive effect on stock returns

for firms listed at the Nairobi Securities Exchange. The results of the t-test showed
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significant difference indicating that dividend announcement has a positive effect on stock
returns of firms. The study thus concluded that the Nairobi Securities Exchange market

reacts to new information such as the dividend announcement.

Sharif, Ali and Jan (2015) investigate the effect of dividend policy on stock prices using 45
non-financial companies listed on KSE-100 index that have earned profits and paid a
dividend for a 12-year period from 2001 to 2012. With the help of pooled regression, fixed
and random effect tests, the random effect regression result supported Housman test,
showing that dividend per share and retention ratio had an insignificant relationship with
share market prices, whereas dividend payout ratio has a significant positive relationship
with share prices thereby supporting the Bird in hand theory. This implies that owners give

preference to a dollar of estimated dividends over a likely dollar of capital gains.

In Kenya, Kibet, Jagongo and Ndede (2016) used a sample of 55 listed firms in the Nairobi
Securities Exchange covering five-year time series from 2001 to 2011. The objectives
examined the effect of dividend policy (cash and share dividend) on the stock prices using
equity Market Price as the dependent variable and cash dividend and share dividend as the
independent variables. A panel result obtained from Ordinary Least Square regression
indicated a positive relationship between cash dividend and share prices, and the

insignificant negative relationship between share dividend and share prices.

Studies from Bangladesh were also reviewed. One of them is from Al-Hasan,
Asaduzzaman and Karim (2013) that evaluated the effect of dividend policy on the market
price of share among 28 companies in Bangladesh. The data covered 7 companies selected
from each industry of the four industries —Automobile, Cement, Textile and Pharmacy, for
the period of 2005 to 2009, employing descriptive statistics, correlation and multiple

regression models for data analyses. The study used Dividend per share (DPS), Retained
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earnings per share (REPS) as independent variables, while the market price per share was
the dependent variable. The result indicated that highly dividend paying industries have

more market price per share (MPPS) than low dividend paying industries.

Another study from Bangladesh, Al Masum (2014), posed the question: do dividend policy
decisions affect a firm’s stock price? He then examined the relationship between dividend
declaration practice and shares market price among thirty commercial banks listed in the
Dhaka Stock Exchange (DSE) for the period of five years from 2007 to 2011. The study
employed a panel data approach in data collection and least square regression for data
analyses. After controlling for variables Earnings per Share, Return on Equity, Retention
Ratio, the results showed that dividend policy has a positive relation with Stock Prices and
significantly explain the variations in the market prices of shares, while the Dividend Yield
and Profit after Tax has negative, insignificant relation with stock prices. However, overall

results indicated that Dividend Policy has a significant positive effect on Stock Prices.

Another Nigerian study from Ordu, et al (2014) investigated the effect of dividend
payment on the market prices of shares in Nigeria using three indicators of dividend
policies, namely, dividend per share, dividend yield and dividend payout ratio. The study
employed panel data from 17 quoted firms covering 2000 to 2011. Three panel regression
models were developed wherein dividend policy variables were the explanatory variable in
each model while market price per shares was the dependent variable. The result from
panel ordinary least squares techniques (OLS) indicated that a rise in dividend per share
brings about an increase in the market price per share of quoted firms; that dividend yield
does not have a significant positive effect on the market prices of shares of quoted firms in
Nigeria; that there exists a direct relationship between market prices per share and dividend

payout ratio of selected firms on the NSE. Thus it was concluded dividend decisions are
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significant in explaining the observed differences in share market prices of quoted firms in

Nigeria.

Similar to Ordu, et al (2014), a study by Adeleke and Obademi (2013) also showed that a
positive relationship exists between the dividend policy mechanisms (DPS, PAYR, and
EPS) and market price per share. The study, in essence, investigated the impact of dividend
policy mechanisms on shareholder’s value using 13 firms quoted on the Nigerian Stock
Exchange (NSE) from the banking and oil industries from 2008 to 2012. The variables
included dividend pay-out, dividend per share and earnings per share as the independent
variables and Market price per share as the dependent variable analysed using panel

methodology that is based on OLS estimation.

De Wet and Mpinda (2013) examined the impact of dividend payments on shareholders’
wealth in South Africa. The study employed 46 firms listed on the Johannesburg Securities
Exchange (JSE) for the period 1995 to 2010. With dividend yield and earnings per share as
independent variables and market price per share is the dependent variable, the study
analysed the data using the Vector Error Correction Model (VECM), Panel Least Squares
Method. The result indicated that dividend yield is positively related to market price per

share.

Pradhan (2014) used an event methodology to investigate the effect of dividend
announcement on the share price of firms quoted in India spanning three years from 2009
to 2011. The Independent sample T-test is employed to compare price before and after the
dividend announcement. The correlation between share price and Sensex is also analysed to
discover whether a change in price is due to the change in the index. The change in price is
also compared with the amount of dividend. The study result shows that there is a rise in

price after result but that rise in price is mainly due to market conditions rather than a
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dividend. The increase or decrease in share price is not reflecting the amount of dividend.

The CAR is positive in the long run after dividend announcement.

Garba (2014) investigated the impact of dividend per share on common stock returns of the
Manufacturing firms listed on the Nigerian Stock Exchange covering a thirteen year time
period from 1991 to 2003. Using a common stock returns calculated on weekly basis and
annualized using geometric means as dependent variables and actual dividend per share
obtained from the annual reports and accounts of the sampled firms, multiple regression
was used to find out the relationship between the dependent variable and the independent
variable, while Pearson Moment Correlation was used in assessing the magnitude and
direction of the relationships between the variables. The results revealed that there is a high

correlation, and dividend per share has a significant impact on the common stock returns.

In another Pakistan study, from Aamir and Shah (2011), an event study was used to
examine the impact of dividend announcement on stock prices using events of 26
announcements from firms in the cement and oil and gas sectors of Pakistan. These events
were obtained from spotted periods of announcements between 2004 and 2008. The results
from mean and t-statistics analyses revealed that dividend announcement depicts positive
impact on share prices of the firms at the time of announcement as well as immediately

after the announcements.

In the context of Oman, Bilal and Jamil (2015) examined the influence of dividend policy
on stock prices of 28 industrial sector companies listed on Muscat Securities Market
(MSM) during five year period of 2009 to 2013. A panel data approach was used to
examine and explain the effect of dividend policy on stock market prices using five
determinants dividend vyield, retention ratio, earnings per share, return on shareholders’

equity and net profit after tax. The finding from the fixed and random effect models
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revealed a significant positive relationship between earnings per share, return on equity and
stock price; whereas dividend yield and retention ratio are positively associated with the
stock price but their influence was not statistically significant. Lastly, Profit after Tax has a
negative relation with Stock Price and its impact is also not significant. The study

concludes that in Omani, companies’ dividend policy impacts the stock prices.

In the Nigerian context, Alayemi (2013) carried out a study to examine the relationship
between dividend payment and share price spanning 2005 to 2009 for firms in the food and
beverage sector of the Nigerian Stock Exchange. The dividend policy measures included
in the study are dividend payment and earnings after tax while the share prices as measured
by the share market prices. Results from multiple regression analysed showed that dividend
payment had an insignificant positive effect on share price whereas profitability had a

significant negative effect on share price and dividend payment.

In the context of Indonesia, Waworuntu and Claudy (2017) carried out a study to
investigate the relationship between dividend policy and share price. Data were collected
from the Indonesia Stock Exchange (IDX) for a sample of twenty firms making up a
hundred observations from Kompas 100 Index spanning 2010 to 2014. The dividend policy
was measured using the dividend payout ratios and dividend yield, with growth, firm’s size
and debt as the control variables. The results stepwise multiple regression analysis showed
that dividend payout ratios and firm’s size have a significant positive relationship with the
share prices, whereas debt has a significant negative relationship to the share price. More
so, it was observed that dividend yield and growth variables are of insignificant

contribution to the share price.

Dada and Awoyemi (2015) examined the impact of dividend policy on share pricing of

guoted companies in Nigeria. A structured Likert-type questionnaire was designed for data
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collection. Findings from the chi-square analyses revealed that a balance between dividend

payout and retained earnings would enhance the share price of a firm.

Another study in Indonesia by Yustisiana (2017) examined the relationship between
dividend policy and shareholder’s wealth from 37 quoted mining companies in the country
from 2011 to 2013. Dividend per share and return on equity were the independent variables
while the dependent variable is shareholder’s wealth measured as market price per share.
The effect of the investment opportunity was measured as fixed asset growth as a
moderating variable. The result from multiple regression analysis revealed that dividend
policy has significant influence to shareholder’s wealth, while investment opportunity, as a
moderating variable, is proven to strengthen the relationship between dividend policy and

shareholder’s wealth.

In the context of India, Nusrathunnisa and Duraipandian (2015) empirically examined the
impact of dividend policy on shareholder’s wealth in 10 listed banks out of the 12 Bank
Nifty index constituent banks. The twelve-year data spanning 2003 to 2014 was analysed
using descriptive statistics and multiple regression analysis. The study employed dividend
per share (DPS), earnings per share (EPS), price earnings ratio (PER), retained earnings
ratio (RR), lagged market price per share (LMPS), lagged price earnings ratio (LPER) as
explanatory variables and market price per share (MPS) as response variable. The
methodology involved both year-wise and firm-specific analysis was performed using
multiple regression technique. The coefficient of determination shows that in year wise
analysis, lagged market price per share (LMPS) and in bank wise analysis price-earnings
ratio (PER) variables are highly influential on MPS. Further analysed showed that only
EPS, PER and DPS are significant in the jointly significant relationship with shareholder

wealth and dividend policy.
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Thirumagal and Vasantha (2016) examined the impact of dividend policy on shareholders
wealth using ten companies listed in NIFTY Pharma of NSE coving fifteen-year time
period from 2001 to 2015. Market price per share is used to measure shareholders wealth
while the independent variables are the Price Earnings Ratio (PER), Dividend Per Share
(DPS), Earnings Per Share (EPS), Total Assets (TA) and, Cash and Bank Balance by Total
Assets (CABBBYTA) were used by representing Dividend, Risk, Earnings, Firm Size and
Liquidity of the companies. The Descriptive statistics and Normality test (Jarque Bera) test
found that the data were normally distributed. The conditions for regression viz., Breusch-
Pagan-Godfrey Heteroskedasticity Test, Breusch-Godfrey Serial Correlation LM Test, VIF
for Multicollinearity, Augmented Dickey-Fuller test for unit root was used and found that
the data were homogenous, free from autocorrelation, multicollinearity and unit root.
Regression results show that the dividend, risk and liquidity of the companies impact
shareholders wealth. Size and Earnings of the companies were insignificant with the

shareholders' wealth.

Also in the context of Pakistan, Khan (2010) examined the impact of dividend policy on
shareholders’ wealth in the Textile sector of Pakistan from 2004 to 2008. Multiple
regression method and stepwise regression models were used for data analyses. The
independent variables employed in the study were dividend per share, retained earnings per
share, lagged price earning ratio and lagged market price, while the market price per share
was the dependent variable. The regression result found a significant impact of dividend
policy on shareholders’ wealth in Organic Chemical Companies, while the shareholders’
wealth is not influenced by dividend payout as far as Inorganic Chemical Companies are

concerned.

Ugvdd, Wan and Smrk (2015) adopted a sample of twelve companies listed under the

manufacturing sector of the Colombo Stock Exchange from the year 2006 to 2014, to
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examine the impact of dividend policy of a firm on the market value of stocks in Sri Lanka.
The study adopted the natural log of market capitalisation as the dependent variable while
dividend yield and dividend payout ratio were the independent variables after controlling
for firm size and asset growth of the firm. The study adopted the panel data regression
model for analysis. The results revealed that the dividend yield for the current and previous
years has a negative and insignificant impact on the market value of the firm. Moreover,
the dividend payout ratio of the current year has an insignificant positive impact while the
previous year has an insignificant negative impact on market value. The study concludes
that dividend policy does not have a significant impact on the market value of

manufacturing firms in Sri Lanka.

In the case of Morocco, M’rabet and Boujjat (2016) used a selection of 44 listed firms
quoted on the Casablanca Stock Exchange (CSE) within a five-year period from 2010 to
2014 to examine the relationship between dividend policies and financial performance vis-
a-vis shareholders wealth. The model developed for this purpose regressed actual
dividends paid and a total asset on the market capitalisation of the firms. Results from the
panel regression analyses revealed that dividend paid and total assets have significant
positive effects on market capitalisation (shareholders wealth) of the selected firms in

Morocco.

Simon-Oke and Ologunwa (2016) evaluated the effect of dividend policy on corporate
performance in Nigeria using three randomly selected firms (Unilever Nigeria Plc, First
Bank of Nigeria Plc, and Royal Exchange Assurance Plc) quoted on the Nigeria Stock
Exchange from 2005 to 2015. The study carried out a firm’s specific regression analyses
using the OLS techniques. The dependent variable is the market price per share while the
explanatory variables are earnings per share, retained earnings per share, dividend per share

and return on investment. The findings reveal that dividend per share and return on
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investment had a significant positive effect on market price per share while earnings per
share and retained earnings per share had an insignificant positive effect on market price
per share. The study posited that dividend policy is a function of strong dynamic variables

such as return on investment, earnings per share and dividend per share.

Sulaiman and Migiro (2015) investigated the effect of dividend decision on stock price
using fifteen (15) firms from nine (9) sectors quoted on the Nigerian Stock Exchange for
the period of 2003 to 2012. The stock price was used as dependent variable and firm size,
earning per share and dividend per share used as independent variables. Results from the
panel data regression analysis used for analyses showed that per-share earnings and per
share dividend have a greater positive connection with the stock price. Findings also

showed that the size of companies negatively insignificantly related to stock prices.

From the context of Malawi, Majanga (2015) investigated the association of stock prices
and firm’s dividend among thirteen local firms listed on Malawi Stock Exchange (MSE)
for the period of seven years from 2008 to 2014. The results from correlation analysis were
used for analyzing the data. The stock price was used as the dependent variable, while
dividend payouts, retention ratio, per-share earnings, return on equity and after-tax profit
were the independent variables in the study. Results of the study showed a significant

positive relationship between stock prices and dividends.

Using a panel data from 111 non-financial firms quoted on the KSE in Pakistan, Arslan and
Zaman (2014) investigated the impact of dividend yield and price earnings ratio on stock
returns between 1998 and 2009. With three explanatory variables (Dividend yields ratio,
price earnings ratio and total assets) and stock returns as the dependent variable, the fixed
effect model was employed to discover that price earnings ratio and size of the firm have a

significant positive impact on stock prices, while dividend yield had a significant negative
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effect on stock prices. The findings advocate that investors can apply investment criteria
that employ size of firm and price earnings ratio anomalies to earn an abnormal return,

especially in Pakistan.

Using the residual income model developed by Ohlson (1995), Budagaga (2017)
investigated the impact of dividend payments on the value of firms for a sample of 44 firms
listed on the Istanbul Stock Exchange (ISE) for a period of nine (9) years spanning 2007 to
2015. The study used value per share for the firm as the proxy for firm value and an array
of explanatory variables including book value of equity per share, current residual income
(abnormal earning) per share, and cash dividends per share to measure dividend policy of
the firms. The regression analysed based on the fixed effect model revealed a positive
significant relationship between dividend payments and the value of firms, suggesting that

dividends irrelevance hypothesis is invalid for firms quoted on the ISE.

2.3.2 Effect of dividend policy on firms’ stock market price volatility

A considerable volume of empirical literature on dividend policy and stock market price
volatility nexus could be assessed from the developing economies. Among them is the
work of Lashgari and Ahmadi (2014) which examined the impact of dividend policy on
share price volatility among 51 out of the 470 quoted firms on the Tehran Stock Exchange
of Iran between 2007 and 2012. The results from the unit root test, the Chow test and
Hausman test supported the use of the fixed effects model for data analyses. The multiple
regression analyses revealed that the dividend payout ratio has a significantly negative
effect on stock price volatility and asset growth rate has a significantly positive effect on
stock price volatility. Father results indicated that leverage, earnings volatility and

company size do not have a significant effect on stock price volatility.
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In the context of Malaysia, Hashemijoo, Ardekani and Younesi (2012) examined the
relationship between dividend policy and share price volatility using a sample of 84
consumer goods firms listed in Malaysian stock market between 2005 and 2010. The study
employed dividend yield and dividend payout to measure dividend policy and include size,
earnings volatility, leverage, debt and growth. At first, share price volatility was regressed
on the key dividend policy variables using the multiple least squares regression, and then
variants of models developed were regressed. The results indicated that a significant
negative relationship between share price volatility with two main measurements of
dividend policy (dividend yield and dividend payout). More so, a significant negative
relationship was found between share price volatility and size. The study, however,
concluded that dividend yield and size have the most impact on share price volatility

amongst predictor variables.

In another Malaysian study, Zakaria, Muhammad and Zulkifli (2012) employed the least
square regression method to examine the impact of dividend policy on the share price
volatility of the Malaysian listed construction and material companies covering a period of
six years from 2005 to 2009. The study employed the dividend yield and dividend payout
ratio as measured for dividend policy and debt, firm size, investment growth and earnings’
volatility as control variables. Results from regression analyses showed that there is a
significant positive relationship between the dividend payout ratio of a firm and share price
volatility, whereas dividend yield has an insignificant and negative relationship with the
movement of stock prices. However, among the control variables, only firm size (FZ) and
leverage (LEV) showed high correlation with the changes of the firm share prices. The
larger the size of the company, the greater the company needs to face the volatility of share
prices. The results show no significant influence between investment growth and earnings

volatility on the changes in the firms' share prices.
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With a sample of five textile firms quoted on Karachi Stock Exchange in Pakistan, Ullah,
Saqgib and Usman (2015) investigated the relationship between dividend payout and the
stock price spanning from 2003 to 2008. The stock price was the dependent variable while
the independent variable was the dividend payout ratio with the size of the firm, earnings
volatility and growth as controlled variables. Multiple regression model employed for data

analyses indicated that the dividend payout ratio was significantly affecting the stock price.

Okafor, et al (2011) carried out a study to examine the relationship between dividend
policy and share price changes in the Nigerian stock market. The selected firms include
four banks, two food and beverages and two brewing firms making up eight firms for a
period of eight years from 1998 to 2005. A multiple regression model was employed to
regress dividend yield and dividend payout ratio on share price changes. The findings
showed that dividend yield showed a generally negative impact on share price risk, while
the dividend payout ratio showed negative influences in some years and positive influences
on others. The study supports that dividend policy largely has a negative effect on share

price changes.

In the context of Jordan economy, Al-Shawawreh (2014) examined the relationship
between dividend policy and share price volatility using a sample of 53 companies from
four sectors in Jordanian stock market within a period of thirteen years from 2001 to 2013.
The multivariate model developed to include two main measurements of dividend policy
(dividend yield and payout) and a host of control variables including size, stock repurchase,
and stock dividend. The empirical results of this study showed a significant negative
relationship between share price volatility with dividend payout and a very weak positive
relationship between dividend yield and share price volatility. Moreover, a significant

positive relationship between share price volatility and size is also found. Based on this
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findings, dividend payout and stock dividend, therefore, have the most impact on share

price volatility amongst predictor variables.

Wodung (2014), in his thesis on Accounting and Finance, examined the impact of dividend
policy on stock price volatility in Nigeria using panel data for 11-years period from 2002 to
2012 from thirteen firms. The Ordinary least square (OLS) technique was employed to
regressed dividend yield and payout ratio and a couple of control variables on stock price
volatility. The findings indicated that dividend policy measured (dividend yield and payout
ratio) have a significant negative effect on stock price volatility whereas the control
variables comprising size, and leverage had a significant positive effect on stock price

volatility, and firm growth had an insignificant effect on stock price volatility.

In the Sri Lankan context, Jahfer and Mulafara (2016) carried out a study to examine the
relationship between share price volatility and firm’s dividend policy on the Sri Lankan
stock market using a selection of non-financial companies listed in Colombo stock
exchange for the period five years from 2009 to 2013. The study employed the correlation
and OLS multivariate regression model. At first, the study regressed the relationship
between stock price volatility (SPV) and dividend payout ratio (DPR) and dividend yield
(DY); and then, in another model incorporated size, growth and leverage as the control
variables. The results revealed that there is a significant positive relationship between
stock and the DY of a firm in both models. DPR is insignificant but positively related to the
movement of stock prices. Further, size is significantly negatively related to price volatility,
suggesting that the larger the firm, the less volatile the stock price. Growth is weakly
significantly but positively associated with SPV. Long-term debt is insignificantly related
to price volatility. The study, however, posits that dividend policy is relevant in

determining share price changes in the Colombo Stock Market.
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In the context of Finland, Lindeman (2016) employed correlation analyses to examine the
relationship between dividend policy and share price volatility among 99 firms across the
sectors listed on Helsinki Stock Exchange covering a period of five years from 2010 to
2014. Findings from the Pearson Correlation Coefficient indicated that there is a negative
correlation between dividend policy measures (yield & ratio) and share price volatility in

Finland.

Irandoost, Hassanzadeh, and Salteh (2013) carried out a study to examine the effect of
dividend policy on stock price volatility and investment decisions in Tehran. In the area of
stock price volatility, it employed two types of volatility: short time and long time and then
built two models on which it regressed explanatory variables of dividend policy on. The
dividend policy variable was the dividend payout ratio. Other variables included were firm
growth, financial leverage and firm size. The panel data were collected from 65 firms
quoted on the Tehran Stock Exchange covering 2007 to 2012. With the help of correlation
analysis method and multiple regressions, the findings indi-cated that the dividend policy
has a significant effect on stock price volatility in a short time; and no significant ef-fect

on stock price volatility in a long time.

Using a sample of twenty-six (26) quoted firms across the sectors in the Nigerian Stock
Exchange, llaboya and Aggreh (2013) carried out a study to examine the relationship
between dividend policy and share price volatility between 2004 and 2011. The study
developed a model that captured share price volatility (P.vol) as the dependent variable,
while dividend yield (Dyld) and dividend payout ratio (Payout) was the independent
variable; firm size (size), long-term debt (Debt), earnings volatility (E.vol) and asset
growth rate (AsGRt) were the control variables. The regression analysis was conducted

using the pooled OLS and Panel EGLS. Findings indicated that dividend yield exerts a
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positive and significant influence on share price volatility of firms while dividend payout

exerts a negative and insignificant influence on share price volatility.

Egbeonu, et al, (2016) employed the cointegration model to investigate the relationship
between dividend policy and share price volatility in the Nigerian capital market. The study
covered a sample of 50 firms across all the sectors of the Nigerian Stock Exchange. The
tools of analysed included multiple OLS regression, Granger causality test, Engle-Granger
co-integration techniques and ARCH/GARCH. Findings revealed that dividend per share is
highly significant and positively related to the share price volatility of the firm while
earning per share is also highly significant but negative to share price volatility of firms.
However, the dividend yield and payout ratio have negative but insignificant effects on
stock price volatility. Based on this, the study concluded that dividend per share and
earnings per share are the predominant variables influencing the share price volatility in the

market.

Osundina, et al (2016) examined the impact of accounting information on stock price
volatility of five (5) quoted manufacturing companies in Nigeria for a period of ten years
from 2005 to 2014. The dependent variable was Stock Price Volatility while the variables
of accounting information include Earnings per share, Price-Earnings ratio, Book value per
share, and Dividend per share. The study used Ordinary Least Square method in which the
Hausman test was applied to determine whether to employ the fixed or random effect
model. The results of cross section fixed effect model show that accounting information
has a strong positive significant impact on stock price volatility. Specifically, the results

showed that dividend per share had a significant positive effect on stock price volatility.

Habib, Kiani and Khan (2012) examined the relationship between dividend policy and

share price volatility in Pakistani stock market. The data collected from the non-financial
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firms listed in Karachi Stock Exchange 100 index included stock price volatility were used
as dependent variable. Other variables are two dividend policy measured (dividend vyield
and dividend Payout ratio) and total assets as size, earnings volatility, long-term debt,
growth in assets, and a dummy of industry pattern as control variables. The cross-sectional
regression is used to analyze the relationship of share price with dividend yield and payout
ratio. The results of the dividend yield and share prices are positively related but the payout
ratio is negatively related. The study concluded that dividend policy has an effect on the
share price volatility in Pakistan and thus posited that the signalling effect is relevant in

determining the share price volatility.

Also in Pakistan, Shah and Noreen (2016) investigated the linkage between dividend policy
and stock price volatility of fifty (50) sample firms on Karachi Stock Exchange (KSE) from
non-financial sectors for the period of eight years from 2005 to 2012. After controlling for
firm size, assets growth, long-term debt, earnings volatility and earning per share, the
dividend policy (dividend yield, dividend payout) was regressed on stock price volatility,
the panel estimated generalized least squares methods were used for data analyses. The
findings revealed a significant negative relationship between stock price volatility and

dividend policy (dividend yield, dividend payout).

Ramadan (2013) investigated the influence of the dividend policy on the share price
volatility for 77 Jordanian industrial firms listed at Amman Stock Exchange for a period of
twelve years from 2000 to 2011. Descriptive analysis, correlation analysis and a cross-
sectional time-series multiple least squares regression method was employed for data
analysis. The findings revealed the significant negative effect of the dividend yield and
dividend payout on the share price volatility. The study concluded that the dividend policy
has an impact on price volatility, suggesting that duration effect and signalling theories are

relevant in determining the share price volatility in the Jordanian equity market.
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Kamyabi and Nazemi (2014) studied the relationship between dividend policy and stock
price volatility in Iran. They employed a five-year panel data covering 2008 till 2012 from
73 non-financial firms listed on Tehran stock exchange and analysed the data using the
multivariable regression model. The findings showed that dividend yield, dividend payout
and firm size had a positive and significant relationship with stock price volatility in firms
quoted on the Tehran stock exchange. More so, firm growth had a significant negative
effect on stock price volatility whereas debt and earnings volatility (both positive) did not
have an effect on price volatility. The study concludes that dividend policy has an effect on

stock price volatility in Iran.

Sadiq, et al (2013) carried out a study to analyse the effect of dividend policy on the stock
price volatility of 35 selected non-financial firms listed on Karachi Stock Exchange in Iran.
The data were obtained for a time frame covering 2001 to 2011. The study used dividend
yield as dividend policy measure and size, growth, earning per share and earnings volatility
as control variables. The multiple regression results showed that the price volatility of
stocks has a negative relationship with dividend yield and earnings per share. Further
results identified a positive relationship between price volatility with size and growth in
assets of firms; and no relationship between price volatility and earning volatility of firms

in Pakistan.

In Kenya, Kenyoru, et al (2013) used an array of carried out a study that sought to
determine the impact of dividend policy on share price volatility. They used stock price
volatility as dependent variables and two measure of dividend policy (dividend yield and
dividend payout ratio) as explanatory variables obtained from the actively trading
companies listed in the Nairobi Securities Exchange (NSE) for a period of ten (10) years

from 1999 — 2008. The multiple regression analysis revealed that dividend is the major
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determinants of share price volatility in NSE. It further showed that dividend yield
positively affect share price volatility, while the payout ratio has a negative effect on share

price volatility.

In Pakistan, Javed and Ullah (2014) examine the relationship between price volatility and
the dividend policy of manufacturing firms listed in Karachi Stock Exchange (KSE) using a
sample of 53 manufacturing firms obtained for a period of six (6) years from 2006 to 2011.
The regression model was used to find out the relationship between the dependent variable
(price volatility) as it relates with independent variables such as dividend yield, net income,
dividend payout ratio, Tobin’s Q, return on equity, size and debt equity. The result shows
that dividend yield and firm size show a considerable positive impact on price volatility.
However, dividend payout ratio, Tobin’s Q and net income have a significantly negative

impact on price volatility shows in our study.

In Malaysia, Hooi, Albaity and Ibrahimy (2015) examined the relationship between
dividend policy and share price volatility in the Malaysian market with a sample of 319
companies from Kuala Lumpur Stock Exchange. Results from OLS regression analyses
revealed that dividend yield and dividend payout were negatively and significantly related
to share price volatility. Also, firm size and share price were negatively related. Further,
positive and statistically significant relationships between earning volatility and long-term
debt to price volatility were identified whereas no significant relationship was found
between growth in assets and price volatility. The study concludes that dividend policy has

a significant negative effect on stock price volatility in the Malaysian market.

Profilet and Bacon (2013) employed the financial data of 599 firms taken from the Value
Line Investment Survey Database to examine the impact of financial variables on the

volatility of stock’s price. The study used a given stock’s standard deviation as the
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dependent variable to represent the stock’s volatility. Independent variables tested include
dividend yield, payout ratio, size, leverage, and growth. Results from Ordinary Least
Squares (OLS) Regression revealed that dividend yield, leverage and growth and size
related negatively to the stock’s price volatility. In addition, the payout ratio was found to

have a positive relationship with the stock price volatility.

In India, Anwar, Singh and Jain (2015) used an event window covering a period of ten
years from 1st April 2003 to 31st March 2013 for a sample of 385 companies to examine
the effect of cash dividend announcements on stock returns volatility. The event window
examined was 31 days, that is, 15 days prior to the announcement date to 15 days after the
announcement date along with the announcement day itself. The short-run and long-run
effects were analysed using mean and t-statistics. The results provided strong support for
‘Signalling’ and ‘Risk Information’ hypotheses conveying that the volatility of stock
returns increased post cash dividend announcement due to decline in firm’s risk, but no

significant results were reported for stock returns volatility due to dividend announcements.

Shafai (2012) examined the relationship between dividend policies and share price
volatility using 841 firms listed on the Bursa Malaysia Main Board involving all the sectors
in Malaysia from 2001 to 2010. The study specifically explored the influence of dividend
payout, dividend vyield, size, earnings volatility, long-term debt and growth in assets on
share price changes in the long run. Results from the multivariate regression analysis
showed that dividend yield, dividend payout, size, earnings volatility, long-term debt of all
firms sampled have a significant impact on the dividend policy and share price volatility.

On the other hand, growth in the asset is insignificant with the share price volatility.

With a sample of thirty (30) companies that paid dividends continuously for the five year

period from 2008 to 2012, Onsomu and Onchiri (2014) examined the relationship between
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dividend policy and share price volatility in Kenya. The study employed correlation cross-
sectional descriptive research design to deduce the relationship between dividend policy
(measured by dividend yield and payout ratio) and share price volatility after controlling
for long-term debt, firm size and growth in assets. The study used the multiple linear
regression model, and from the analysis of the basic model, there was no evidence of a
significant relationship between dividend policy and share price volatility. After modifying
the model to include the control variables, the result remained unchanged at 5% level of
significance. None of the control variables used had a significant relationship with share
price volatility. The findings of the basic regression model showed that dividend yield and
payout ratio only accounted for 5.5% of the variations in stock price volatility while from
the modified regression model, it was found that independent variables (dividend yield,
payout ratio, long-term debt, firm size and growth in assets) accounted for 20.8% of the

variations on stock price volatility.

Within the Sri Lankan context, Ugvdd, et al (2015) investigated the impact of dividend
policy of a firm on the volatility of the market value of stocks using a sample of twelve
companies listed under the manufacturing sector of the Colombo Stock Exchange from the
year 2006 to 2014. The study adopted stock price volatility as the dependent variable while,
dividend vyield and dividend payout ratio were the independent variables after controlling
for firm size and asset growth of the firms. The study adopted the panel data regression
model for analysis. The empirical evidence revealed a negative impact of a dividend yield
of the current year on stock price volatility, but this relationship is not statistically
significant. Dividend payout ratio for both current and previous year has shown a positive
insignificant relationship with share price volatility. Further results revealed that share
price volatility has a significant positive relationship with size and insignificant positive

relationship with asset growth.
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Nishat and Irfan (2006) was a study that used a sample of 160 listed companies in Karachi
Stock Exchange to determine the impact of dividend policy on stock price risk in Pakistan
between 1981 and 2000. The empirical estimation is based on a cross-sectional regression
analysis of the relationship between stock price volatility and dividend policy after
controlling for firm size, earnings volatility, leverage and asset growth. The time periods
were divided into eras: 1981 to 1990 for pre-reform and 1991 to 2000 for reform periods;
and a dummy of the industry was used to capture the sectors (industry) effects on the
dividend policy and stock price volatility nexus. Correlation and regression analyses were
applied to obtain results which showed that both dividend policy measures (dividend yield
and payout ratio) have a significant impact on the share price volatility. The relationship is
not reduced much even after controlling for the above-mentioned factors. The study posited
that dividend policy affects stock price volatility and thus supported the arbitrage
realization effect, duration effect and information effect in Pakistan. The responsiveness of
the dividend yield to stock price volatility increased during the reform period (1991-2000).
Whereas payout ratio measure is having a significant impact only at the lower level of
significance. In the overall period, size and leverage have a positive and significant impact
on stock price volatility. The size effect is negative during the pre-reform period (1981-
1990) but positive during the reform period. The earning volatility impact is negative and

significant only during the reform period.

Dewasiri and Banda (2015) carried out a study to investigate the relationship between
dividend policy and stock price volatility in the Sri Lankan context. Based on the Hausman
test results, the cross-section random effect model (CSREM) was chosen for model
estimation, while the Granger causality test was employed to test the short-term
relationship between stock price volatility and dividend policy variables. The results from

CSREM test revealed that there is a significant negative impact from dividend payout, a
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significant positive impact from company size and no evidence of a significant impact from
dividend yield on stock price volatility. Furthermore, Granger causality tests revealed that
there is no short-term impact from dividend payout on stock price volatility. It is also
reported that a unidirectional causality exists from dividend yield to stock price volatility in

any lag level. The study concluded that dividend policy influences stock price volatility.

In Nigeria, Ajayi and Seyingbo (2015) examined the effect of dividend policy on share
price volatility covering two categories of Nigerian banks that declared a dividend and
those that retained their earnings between 2008 and 2013. Three firms were randomly
selected for each category, and panel data analysis was employed for data analyses. The
result for firms that declare dividend shows that there is a positive relationship between
dividend payout ratio, earnings per share, size of the bank and share price volatility, while
there exists a negative relationship between earnings volatility and share price volatility.
Also, the result for the firms that retained their earnings shows that there is a negative
relationship between retained earnings, earnings volatility and share price volatility as well
as a positive relationship between earnings per share, size of the bank and share price
volatility. The study concluded that declaration of dividend by banks causes more volatility
in share price movement while retained earnings cause less volatility in share price

movement of banks in Nigeria.

In the context of Indonesia, Christina (2016) employed data from 330 firms publicly listed
in Indonesia Stock Exchange (IDX) that paid a dividend to its shareholders each year
within period 2012 to 2014, to explore the association between dividend policy and price
volatility. As a proxy for risk, share price changes was used as the dependent variable while
dividend vyield, payout ratio, long-term debt were the explanatory variables. The multiple
regression analyses that used model estimation revealed that a positive relation was found

between dividend yield and share price changes, and a negative relation between dividend
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payout ratio and share price changes. In addition, it is shown that long-term debt also
explains shar