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ABSTRACT 

 

The main objective of the study was to establish the determinants of dividend 

policies of companies listed at DSE. Specifically, the study aimed to identify factors 

that influence dividend policy among listed companies, explore the statistical 

relationship between determinants of dividend policy and investigate the impact of 

dividend policy on listed companies. 

 

The study focused on five companies listed at DSE namely; SWISSPORT, TOL, 

TBL, TCC and Simba Cement. The scope of the study was limited to 8 years from 

2005 to 2012. The data used from the audited financial reports of listed companies. 

The variables of the study were; dividend payout (dependent variable) and profit 

after tax, shareholders fund, liquidity and financial leverage (independent variable). 

 

The findings of the study showed that profit after tax (PAT), shareholders fund 

(SHF), liquidity (LIQ) and financial leverage (LEV) are determinants of dividend 

payout or dividend policies of companies listed with DSE. The correlation result 

reveals that liquidity (LIQ) and financial leverage (LEV) are the main determinants 

of dividend policy. 

 

The study found a negative and positive relationship between profit after tax, 

liquidity and shareholders’ funds. The higher the profit after tax, the higher the 

dividend payout. This shows that companies with higher profit after tax tend to 

payout higher dividends. The study also found a negative relationship between 

leverage and dividend policy. 

 

The study concludes that the dividend policies and of companies listed at the DSE is 

determined by the amount of profit after tax, liquidity shareholders’ fund financial 

leverage of the company. The study recommends that listed company should adopt 

dividend policy based on their current financial circumstances, especially, based on 

their current liquidity positions, and not based on profit after tax.  
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CHAPTER ONE 

 

INTRODUCTION AND PROBLEM SETTING 

 

1.0 Introduction 

This study aimed to examine the determinants of dividend policy among companies 

listed at the Dar es Salaam Stock Exchange (DSE). Specifically, the study aims to 

identify factors that influence dividend policy among listed companies, explore the 

statistical relationship between determinants of dividend policy and investigate the 

impact of dividend policy on the performance of listed companies. 

 

1.1 Background to the Problem 

According to Caporale et al (2004), capital markets facilitate the trading of 

instruments with maturity period of more than one year such as bonds, debentures, 

stocks and collaterals are traded. Taking the example of developed economies, 

capital markets are the principal means through which companies raise capital to 

expand their operations.  

 

Dar es Salaam Stock Exchange (DSE) was incorporated in September 1996 as a 

company limited by guarantee without a share capital. The formation of the DSE 

followed the establishment of the Capital Markets and Securities Authority (CMSA) 

by the Capital Markets and Securities Act, 1994. DSE initially began its operations 

as an Over-The-Counter (OTC) stock market.  

 

DSE is made up of players such as agents, dealers, stockbrokers and listed 

companies. Until December, 2012, the number of companies listed at DSE was 22. 

Some of the companies listed with DSE include SWISSPORT, Tanzania Oxygen 

Limited (TOL), Tanzania Breweries Limited (TBL), Tanzania Cigarette Company 

(TCC), Simba Cement and Tanzania Tea Packers (TATEPA). 

 

The dividend policy of a company relates to the decisions regarding the distribution 

of profits in the form of dividends and retention of profits for further use in the 
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business. The dividend policy outlines the framework within which dividends are to 

be managed covering details of whether to pay or not, what frequency, the modes 

and types or combinations and indeed the scheduling of events. 

 

There is considerable debate on how dividend policy affects firm value. Some 

researchers believe that dividends increase shareholder wealth (Gordon, 1959), 

others believe that dividends are irrelevant (Miller and Scholes, 1978), and still 

others believe that dividends decrease shareholder wealth (Litzenberger and 

Ramaswamy, 1979). The dividend policy of a firm is a significant aspect of corporate 

management. 

 

Dividend policy of a company has potential implications for share prices, the 

financing of internal growth (through retentions), the size of the equity base within 

the firm (through retentions) and hence the gearing (leverage) ratio. Porta, et al., 

(2000a), suggested that dividend policy variations across countries are explained by 

differences in their legal systems. 

 

They found that firms in countries with better shareholder protections (Common 

Law) made higher dividends payout than those in civil law countries. In mature 

markets such as the UK, dividends have a stronger impact on share values than 

retained earnings. A study conducted by Aivazian, et al., (2003) showed a positive 

relationship between profitability and the ratio of dividends to total assets. 

 

The dividend policy of firms is one of the most important research topics in the 

finance literature for most of the last four decades since the publication of the 

seminal paper on the irrelevance of dividend policy by Modigliani and Miller (1961). 

The dividend policy of a company relates to the decisions regarding the distribution 

of profits in the form of dividends and retention of profits for further use in the 

business. 

 

The two objectives of dividend policy, distribution of dividends and retention of 

earnings for growth are in conflict. Black, (1976), in his study described issues on 
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dividends as a puzzle “The harder we look at the dividend picture, the more it seems 

like a puzzle, with the pieces that just don’t fit together. What should the corporation 

do about dividend policy? We don’t know”.  

 

According to Baker, Veit and Powell (2002), dividend policy remains one of the 

more puzzling issues in corporate Finance. Dividends are payments made by a 

corporation to its shareholders from its corporate profits. When a corporation earns a 

profit or surplus, that money can be put to two uses: it can either be re-invested in the 

business, or it can be distributed to shareholders.  

 

The distribution of dividends in any firm is usually governed by a policy either in 

writing or otherwise. Dividend policy outlines the framework within which dividends 

are to be managed covering details of whether to pay or not, what frequency, the 

modes and types or combinations and indeed the scheduling of events. There is 

considerable debate on how dividend policy affects firm value (Farida, 1993). 

 

Some researchers believe that dividends increase shareholder wealth (Gordon, 1959), 

others believe that dividends are irrelevant (Miller and Scholes, 1978), and still 

others believe that dividends decrease shareholder wealth (Litzenberger and 

Ramaswamy, 1979). However, other researchers (Cornell and Shapiro, 1987; 

Peterson and Benesh, 1983) suggest that there are interactions between investment 

and financing decisions.  

 

Fama and French (2001) conducted a stud which provides empirical evidence that on 

average the relative number of dividend paying firms has been decreasing over the 

last decades. Dividend decision is a major corporate decision in the sense that the 

company has to decide whether to distribute the profits to the shareholders or retain 

them in the business for overall growth.  

 

There is an inverse relationship between retained earnings and cash dividends, larger 

retentions, lesser dividends and vice versa. Theoretical models are developed around 

the underlying logic that over the long term, share price is the present value of 

http://en.wikipedia.org/wiki/Corporation
http://en.wikipedia.org/wiki/Shareholder
http://en.wikipedia.org/wiki/Profit_%28accounting%29
http://findarticles.com/p/articles/mi_qa5385/is_200905/ai_n32128018/?lc=int_mb_1001
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expected dividends. All these theories advocate the “bird-in-the-hand theory” in that 

it is safer to have cash now than a risky promise (Fama and French, 2001). 

 

Miller and Modigliani (1961), insinuates the theory to be a fallacy, while Black, 

(1976) refer the relationship as a dividend puzzle. The final nail on the bird-in-the 

hand model is hammered by Fama, (Nov 1999), in his article in the Economist, that 

paying dividends is a signal that there is nothing better to do with the money. Many 

theories fail to support the MM irrelevance proposition.  

 

According to Peterson, et al., (1983), market imperfections are the cause of these 

interdependencies. Most studies show a positive empirical connection between a 

measure of dividends and share value, unfortunately inconsistent with the MM 

theory. The investor rationality premise has been challenged in many a fore but the 

puzzle is yet to be resolved with the advent of behavioral finance into the subject of 

dividends. 

 

1.2 Statement of the Problem 

The background to the problem to this study is that while various companies listed 

with Dares Salaam Stock Exchange offer dividends to their shareholders, the 

dividend policies of these companies vary based on various factors which determine 

the amount of dividends offered by the companies. Those factors are known as 

determinants of dividend policy. 

 

There are conflicting theories on determinants of dividend policy among companies 

listed in stock markets. It is not yet clear what determines the dividend policy. While 

Baker et al., (2002) and other researchers argue that dividend policy is significantly 

affected by investment opportunities available Naila (2007) and others argue that the 

most significant determinant of dividend policy is company’s profitability. 

 

In Tanzania, issues of dividend policy are discussed by listed companies during their 

Annual General Meetings (AGMs). The decision to declare dividends lies with the 

Directors but approval is sanctioned at the AGM or at an extraordinary general 
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meeting. However, it is not clear as to what factors determine the decisions made on 

dividend policy. Hence there is a knowledge gap on the subject matter.  

 

Some of the studies conducted on dividend policy include a study conducted by Al–

Malkawi (2007) on determinants of corporate dividend policy in Jordan, a study 

conducted by Bali (2003) on dividend policies in Nigeria, a study conducted by 

Black and Scholes (1974) on effects of dividend policy on stock prices and a study 

conducted by Njuguna (2006) on determinants of dividend payout among listed 

companies in Kenya. 

 

However, while many studies have been conducted on companies listed in at the Dar 

es Salam Stock Exchange, most of the studies have focused on challenges facing 

DSE, effectiveness of DSE, impact of listing a company at DSE, requirements of 

listing a company with DSE, etc. No studies have been conducted on determinants of 

dividend policy for companies listed with DSE. Hence, there is a knowledge gap on 

the factors that influence the dividend policy among listed companies. 

 

1.3 Objectives of the Study 

 

1.3.1  General Objective 

(i.) The general objective of the study was to examine determinants of 

dividend policy among companies listed at the Dar es Salaam Stock 

Exchange (DSE).  

 

1.3.2  Specific Objectives 

(i.) To identify factors that influence dividend policy among listed 

companies 

(ii.) To explore statistical relationship between determinants of dividend 

policy 

(iii.) To investigate the impact of dividend policy on listed companies. 
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1.4 Research Questions 

1.4.1 General Research Question 

(i.) What are the determinants of dividend policy among companies listed 

at the DSE? 

 

1.4.2 Specific Research Questions 

(i.) What are the factors that influence dividend policy among listed 

companies? 

(ii.) What is the statistical relationship between determinants of dividend 

policy? 

(iii.) What is the impact of dividend policy on listed companies? 

 

1.5 Significance of the Study 

This study will be of importance to various stakeholder groupings and to business 

scholarship. First, it will help managers to identify the dividend policy their company 

uses and how their decisions affect such policies. Shareholders too stand to gain from 

the study. It is important for them to know how their company determines its 

dividend policy and how the policies affect their wealth.  

 

Investors will be enlightened on the possibility of being misled by information 

presented by managers to seduce them to invest their funds in various 

companies.Lastly, this study will make an important input to theory. Its results will 

add to the Dividend Policy Theory. Since to the best of researcher’s knowledge there 

is no study on determinants of dividend policy of listed companies in Tanzania. 

 

The findings of the study will also serve as a stepping stone for future researchers on 

the same or similar topics by providing them with a source of empirical literature 

review. Successful completion of the study will also help the researcher to partially 

fulfill the requirements for the award of a Master’s of Science degree in Accounting 

and Finance offered by Mzumbe University. 
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1.6 Scope of the Study 

The scope of the study will be limited to only five companies listed at DSE namely; 

SWISSPORT, Tanzania Oxygen Limited (TOL), Tanzania Breweries Limited 

(TBL), Tanzania Cigarette Company (TCC) and Simba Cement. Also, the timeframe 

of the study will be limited to a period of eight years (2006-2013). 

 

1.7 Limitations of the Study 

During the study, the researcher faced the limitation of time constraint due to the fact 

that the study had to be completed within the almanac of the university. Also, the 

researcher faced the limitation of lack of disclosure among members of staff of listed 

companies on the determinants of dividend policy. Also, the researcher faced the 

limitation of lack of sufficient local empirical literature review on the topic. 

 

Also, within this timeline Dar es Salaam Stock Exchange has seen an increase in 

share prices and an increase in the market index and this has been followed by the 

world financial crisis and the drop in the market index through the years of 2005-

2012; due to lack of liquidity. As a result, during the ten years of 2007-2010, many 

companies generally prefer to go to the Stock Market to gain funds.  

 

Another limitation of the study is that there is lack of local empirical literature on the 

determinants of dividend policy. As a result, the researcher had to rely mostly on 

literature from abroad. Literature from abroad on the determinants of dividend policy 

may not give a true picture on the situation on the ground because micro and macro 

economic conditions differ from country to country. 

 

Another limitation of this study is that the dataset involved a small number of listed 

companies. The small number of companies involved in the study may not give a 

true picture of the situation on the ground. According to Kothari (2002), the 

reliability of a particular dataset normally depends on the size of the sample. This 

study used a small sample due to the small number of companies listed at DSE 
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Another limitation of this study is that the study mostly relied on secondary data 

collected from the annual reports of listed companies. Due to time and financial 

constraints, the researcher was not able to conduct interviews with respondents from 

each of the companies involved in this study so they could explain the determinants 

of the dividend policies of their listed companies. This is perceived as a limitation. 

 

1.8 Delimitation of the Study 

To overcome the limitation of time, the researcher conducted the study by involving 

only five companies and covering a period of only eight years. To overcome the 

limitation of lack of disclosure, the researcher based the study mostly on secondary 

data mainly annual reports of the companies involved. To overcome the challenge of 

lack of local empirical literature, the researcher used literature from other countries. 

 

Another limitation of this study was that the study used a short timeframe (2005-

2012). The shorter time frame poses a limitation because it may not give a true 

picture of the factors that influence dividend policy due to the fact that there are 

listed companies which may delay the issue of dividends. This is more prevalent 

among recently listed companies. 

 

Also, the other limitation is that within the timeframe in which the study was 

conducted (2005-2012), the world experienced a global financial crisis that among 

other things affected the amount of liquidity available within the DSE and the ability 

of listed companies to service their debts. Since liquidity and leverage affect 

dividend policies, the findings of the study may be nullified. 

 

1.9 Organization of the Report 

This dissertation is made up of five chapters. The first chapter offers the background 

of the study, statement of the problem, objectives of the study, research questions, 

significance of the study and limitations of the study. The second chapter offers 

literature review, the third chapter provides the methodology of the study, the fourth 

chapter is findings of the study while the fifth chapter offers conclusion.  
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.0  Introduction 

This chapter provides both, theoretical and empirical literature review on 

determinants of dividend policy. In the literature review, various theories related to 

determinants of dividend policy are explained and their applicability to this study are 

discussed. Also, various empirical studies on determinants of dividend policy are 

reviewed. The conceptual framework of the study follows this. 

 

2.1  Definition of Key Terms 

The term dividend when used by itself is generally understood to mean a distribution 

of cash by a company to its shareholders (Farida, 1993). The author also defines 

dividend policy as the policy used by a listed company to make decisions on the 

amount of dividends to be paid to stakeholders. Dividends are always paid to 

shareholders at the end of the financial year once the financial statements of the 

company are released. 

 

Murray (2001) defines a stock exchange as a market that deals with the selling, 

buying and exchange of securities or stocks issued by listed companies for the 

purpose of raising capital. Gilson and Black (1991) define a stock exchange as a 

securities exchange or bourse is a corporation or organization, which provides 

“trading” facilities for stock brokers and traders to trade stocks and other securities.  

 

2.2  Theoretical Literature Review 

2.2.1  Theoretical Assumptions 

Theories dealing with the dividend puzzle can be grouped into two distinct 

categories: Those based on the implicit assumptions of symmetric information, and 

those based on the explicit assumptions of asymmetric information. The symmetric 

information setting is led by the seminal work by Lintner, (2006). According to 

Lintner’s model, current dividends are predicated upon past dividends. 
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Theories based on the supposition of asymmetric information include agency, 

pecking order, and most profoundly, dividend-signaling theories. Agency theory 

explanations of dividend policy build on the works of Easterbrook, (1984) and 

Jensen, (1986). The pecking order contends that management will select from the 

least expensive sources of funds to the most expensive to finance its planned 

activities. 

 

The pecking order is consistent with the observable behaviour, but the agency cost 

theory is not as it posits the paying out all free cash flows (operating cash flow less 

capital expenditure) as dividends. Signaling theory as first proposed by Bhattacharya, 

(1979 and 1980), asserts that “good” firms are able to signal their expected fortunes 

via the disbursement of dividends. 

 

At the core of these models are the notions of market imperfection and tax impetus 

my affect dividend policy. Payment of dividends reduces conflicts of excess free 

cash flow. Shareholders are better off with the cash than being in suboptimal 

investments. Irrespective of the classification, the true submission is that the ultimate 

dividend policy requires a certain degree of trade off. 

 

2.2.2  Symmetric Information Models 

The researchers on these theoretical models agree on the impact of tax on the 

corporate dividend policy and develop their models on tax-adjustment or tax 

avoidance. The tax adjustment divides the investors into dividend tax clienteles as is 

proposed in the seminal work of MM, (1961). In later works, however, Modigliani, 

(1982), finds that the clientele effect has nominal impact.  

 

Investors with differing tax liabilities will have diverging preferences as to the 

optimal firm investment/dividend policy. Differences are minimized by the 

segregation of investors into clienteles. The model by Farrar, et al., (1967), submits 

that the preferred payment is the one with the least tax liability. Hence no dividends 

should be paid if the tax burden is to be increased.  
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Miller, et al., (1978) proposes shareholders could purchase stocks, receive dividends 

and then simultaneously borrow funds to invest in tax-free senior securities. The 

interest charges on the loan are used to offset the tax liability and consequently do 

not increase the investor’s taxable income. The firm’s value is independent of its 

dividend policy because of investor indifference between capital gains and dividends.  

 

Share price changes during the period surrounding the ex dividend date to determine 

whether the tax on dividends is priced. This theory is inspired by the early works of 

Campbell, et al., (1955), who posits that the share price tends to decline less on the 

ex-date than the amount of the dividend payment. Nevertheless, the dividend/price 

decline differential is not so pronounced by Durand, et al., (1960).  

 

2.2.3  Clientele Effect Hypothesis 

The clientele effect is the tendency of a firm to attract the type of investor who likes 

its dividend (payout) policy. The existence of clienteles supports the dividend 

irrelevance theory. Investors are attracted to types of stocks that match their 

consumptions/savings preferences. That is, if dividend income is taxed at a higher 

rate than capital gains, investors may prefer non-dividend paying stocks. 

 

Tax impacts various types of investors differently; hence some investors may be 

attracted to firms that have different dividend policies appropriate because of their 

particular tax circumstances. This affiliation causes the tax clientele effect, stocks 

with low payouts should attract investors in high tax brackets, leaving high payout 

stocks to investors in low tax brackets (Durand, et al., 1960). 

 

Because of the relative tax disadvantage of dividends compared to capital gains, 

investors require a higher before-tax risk adjusted return on stocks with higher 

dividend yields- Brennan, (1970). Morgan et al., (1998), oppose this theory. In 

Tanzania dividend income is taxed at source at a rate of 5% and is a final tax, but 

capital gains are not taxed (Durand, et al., 1960). 
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A study by Pettit (1977) finds that older and poorer investors are more likely to hold 

stocks than the younger and wealthier investors are. Black et al., (1974) in their study 

of the clientele effects find no significant statistical relationship between dividend 

yields and total returns. Litzenberger et al., (1979) contests these results by finding a 

strong positive relationship between total returns and dividend yields.  

 

The presence of transaction costs may create certain clienteles. For example, to avoid 

the transaction costs associated with selling stocks, small investors who rely on 

dividend incomes to satisfy their liquidity needs may prefer to invest in steady and 

high dividend paying stocks. Similarly, wealthy investors who are not relying on 

dividend income may be attracted to low-payout stocks.  

 

Shiller (1986) in his study on determinants of dividend policies argues that dividend 

policy is influenced by the same fads and fashions that affect stock prices. He further 

argues that until the inclusion of modern financial theories and behavioral and 

psychological influences is made in the models that seek to explain the corporate 

dividend, the theories will remain both inconclusive and inconsistent. 

 

2.2.4  Dividend Irrelevance Theory 

This theory purports that a firm’s dividend policy has no effect on either its value or 

its cost of capital. Investors are indifferent to dividends and capital gains. MM, 

(1961), demonstrates under the assumptions of a rational investor and a perfect 

capital market, the market value of the firm is independent of its dividend policy. 

Dividend is indeed irrelevant.  

 

Under their assumptions, the value of the firm is determined solely by its earnings 

power and investment decisions. Investment decisions are independent of financing 

decisions such as debt or dividends because in perfect capital markets, the value of a 

firm is affected only by its investment decision. In addition, both the financing 

decision and dividend policy are irrelevant in determining the firm’s value.  
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Empirical support for the dividend irrelevance theory is limited as the real world is 

full of irrationality and the markets are neither perfect nor efficient. Baker, et al., 

(2000), in their research through interviews of the corporate decision managers, finds 

that the “factors” influencing dividend decisions are consistent with the findings of a 

study conducted by Lintner (2006). 

 

That is, the level of current and expected future earnings and pattern of continuity are 

the most important determinants of dividend policy. In their empirical analysis, 

Frankfurter, et al., (2003), conclude that dividend payments are significantly related 

to earnings, free cash flows, beta (a measure of how volatile the price of a security is, 

compared to overall market) and firm size. 

 

2.2.5  Bird –in-the-Hand Theory 

The theory asserts that in a world of uncertainty and information asymmetry 

dividends are valued differently to retained earnings (capital gains). Because of 

uncertainty of future cash flow, investors often tend to prefer dividends to retained 

earnings. Higher payout ratio reduce the required rate of return (cost of capital), and 

hence increase the value of the firm.  

 

Models for the “bird-in-the-hand” work on the implicit assumption that there are two 

opportunity rates (marginal rates of investment): one for the firm and another one for 

the investors. If the firm’s opportunity rate is higher than that of the investors’, then 

the firm should retain 100% of its earning. If the investors’ opportunity rate is higher 

than the firm’s is, 100% of the earning should be paid out as dividends. 

 

MM, (1961) however dismisses the theory as a fallacy and so does Bhattacharya, 

(1979) by arguing that the riskiness of a firm is determined by its cash flow and not 

by consistency of dividend payout. The Enron scandal and other corporate abuses 

shook investor confidence- Julio, et al., (2004). Promoters of the signaling theory 

would argue the change in dividend policy is a signal to increased dividend payouts 

in the future.  
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Some authors argue that the payment of dividends is lack of nothing better to do with 

its funds. Forbes, et al., (1998), examining the connection between share price and 

dividend amount on the New York Stock Exchange (NYSE) finds that although 

predominantly low priced shares do not pay dividends during the 1970s and 1980s, 

the pattern changes, with more firms beginning to pay dividends by end of 1993.  

 

Duff McDonald of IPO.com writes, “Only 8% of high technology firms pay 

dividends compared to 50% of nontechnology firms”. Intel Computers started paying 

dividends about 20 years ago but they are appealing against the law that requires 

institutional investors to invest in firms that pay regular dividends.The contradictions 

are as many as the supportive evidence.  

 

2.2.6  Asymmetric Information Models 

The market prices are influenced by information from the corporate world but the 

market imperfection of asymmetric information forms the basis of what explains 

corporate dividend policy. The models are premised on the information asymmetries 

between managers and owners. However, interests of insiders and the shareholders 

are aligned by the agency cost theory through dividend policy.  

 

Miller and Modigliani (1961) argue that the share price is independent of dividend 

policy; the value of a share reflects both the future cash flow streams and growth 

opportunities. The author acknowledges that dividend changes influence stock prices 

and attributes this phenomenon to the “information content of dividends”. Signaling 

hypothesis says that investors regard dividend changes of earning forecasts.  

 

Managers (insiders) have more private information about the current performance, 

and future fortunes of the firm than the outside investors do and direct information to 

the market by profit dividing submits Bhattacharya, (1979), Miller et al., (1985), 

John et al., (1985) . Dividend growth is a clear signal of confidence in increasing 

value (risk reduction and steady cash flow).  
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Dividend decline leads to decrease in value through both the signal itself and through 

loss of credibility, high risk information and lowered perception of management 

quality. This endorses the fact that a change in dividend is a clear signal to the 

market-Barker, (1999). Regardless of the precise information contained in the 

dividend signal the signaling hypothesis is valid. 

 

A stock price change, resulting from a change in dividend payout because of the 

information content of dividends, represents differences in the private information 

known by corporate managers and the information available to the public. Only 

unexpected change on the dividend levels and the release of new information should 

affect stock prices under perfect market assumptions (Allen et al., 1995). 

 

In 1977, Leland, et al., suggests that the higher the equity stake held by manager 

entrepreneur reduces the informational asymmetries. Hence, firms with strong 

concentration of ownership or control, the dividend policy may be less informative to 

the market. Reluctance on the part of managers to reduce dividends is a necessary 

condition for dividend use as a credible signal. 

 

According to Kalay (1980), managers are reluctant to cut dividends because they 

believe that it hurts a firm’s reputation. Managers, too, do not increase dividends 

unless the new level of dividends can be sustained at least in the near future, 

submitted Lintner, (2006). Inconsistencies in the results can be traced to differences 

in data, sample period, methods of analysis and model misspecification.  

 

Ambarish, et al., (1987), submits that prudent corporate managers use dividends as a 

signal as it has lower costs than alternatives (e.g. advertising or public relations 

campaigns). If the least profitable firms pay zero dividends, the dividends and 

earning relation will be linear. Signaling hypothesis is supported by Nissim, et al., 

(2001) and by Bali, (2003), and it is rejected by Conroy, et al., (2000), among others. 

Other theorists who argue against the signaling effect see the dividend as increasing 

shareholder tax liabilities and constraining the firm’s liquidity. The model by Kumar, 

(1998), implies that although dividends increases (decreases) signal important 



16 

positive information about the firm’s prospects, dividends are poor predictor of 

corporate earnings because of the smoothing process applied by managers. 

 

Sung, et al., (1995), states that although dividend changes and stock price 

movements show contemporaneous causality, the relationship is stronger over a 

long-term horizon due to the effects of extraneous factors. An interesting empirical 

study by De Angelo, et al., (1992), finds increased earnings following dividend 

decreases.  

 

2.2.7  Agency Theory 

The theory is premised on the separation of ownership and control. Managers may 

conduct business in accordance to their own self-interest that may not necessarily be 

beneficial to the shareholders. For example, managers may spend lavishly on 

perquisites or over-invest to enlarge the size of their firms beyond the optimal size 

(Miller and Modigliani, 1961). 

 

The agency costs thesis, posits that the excess cash flow under management control 

can be reduced through dividend payments hence forcing the management into 

capital markets thus putting them under scrutiny of the capital suppliers. Lenders 

prefer firms accumulate cash than pay dividends. Indeed, leverage has special clauses 

to sanction retention or payments beyond a certain thresholds (Miller and 

Modigliani, 1961). 

 

2.2.8  The Free Cash Flow Hypothesis 

This is just a minor variant of the agency argument. All else being equal, firms pay 

dividends from cash flows that cannot be reinvested in positive net present value 

projects (free cash flows). Prudent corporate managers working in their shareholders’ 

best interest should invest in all profitable opportunities. However, management and 

owner separation affords managers the temptations to consume surplus funds.  

Berle, et al., (1932), are the first to recognize the inefficient use of funds by 

management in excess of profitable investment opportunities. In 1986, Jensen coins 

the free cash flow hypothesis by combining the agency theory with the market 
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information asymmetries. The funds remaining after financing all positive net present 

value projects cause conflicts of interest between managers and shareholders.  

 

Dividends and debt interest payments decrease the free cash flow that managers 

otherwise use to investment in marginal net present value projects and perquisite 

consumptions. Barber, et al., (1992) opines that the free cash flow hypothesis and the 

signaling are complementary rather than competing. Neither the information content 

hypothesis, nor the agency cost theory sufficiently explains dividend policy.  

 

The free cash flow, a variant of the agency theory explain the corporate dividend 

policy more adequately than either of the theories singly, Frankfurter, et al., (2003). 

The pecking order hypothesis of Myers, et al., (1984), directly contradicts the free 

cash flow hypothesis. The optimal dividend policy is that which strikes a balance 

between the current dividends and growth that maximizes the firm’s stock price. 

 

2.2.9  Pecking Order Theory 

The theory as developed by Myers, et al., (1984); states that companies prioritize 

their sources of financing (from internal financing to equity) according to the law of 

least effort, or of least resistance, preferring to raise equity as a financing of means of 

last resort. Hence, internal funds are used first, and when that is depleted, debt is 

issued, and when it is not sensible to issue more debt, equity is issued. 

 

The theory maintains that firms adhere to a hierarchy of financing sources and prefer 

to issue debt than equity, if internal finance is insufficient. The theory lays out the 

linkages between the firm’s capital structure, dividend and investment policies. The 

theory suggests that firms prefer to use internal equity to pay dividends and finance 

new investments. It ranks internal equity at the top of the pecking order. 

 

Donaldson (1961) suggests that internal equity is preferred because firms want to 

avoid flotation costs which usually accompany external finance. Raising debt is also 

cheaper than external equity funding. Myers (1984) disagrees with the notion of 
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floatation costs and argues that the net benefits of debt financing in terms of tax 

shield and risk of financial distress are likely to outweigh floatation costs.  

 

The sale of new shares is not in the interest of existing shareholders because it 

usually leads to decrease in the market price, dilution of control and decrease in 

earnings per share of the existing shares, as evidenced by Masulis, et al., (1986). 

Firms relate their profitability and growth opportunities to their long term target 

dividend payout ratios in order to minimize the need for external finance.  

 

The pecking order may be changed by various other arrangements like the level of 

interest rate and government interventions in situations of financial crises. The tax 

system may encourage firms to use more or less debt before internal equity. The 

theory is supported as is opposed widely, Issues of the firm size and preference of 

equity over debt in view of various costs such as floatation, information, etc. 

 

Many researchers support the agency explanations for why firms pay dividends – 

Rozeff, (1982), Easterbrook, (1984), Lloyd et al., (1985), Jensen et al., (1992), and 

Holder, et al., (1998). A study by Al-Malkawi, (2007) on determinants of dividend 

policies among companies listed in stock exchanges in Jordan demonstrated that 

dividends are influenced by financial performance. 

 

2.2.10  Types of Dividend Policy 

2.2.10.1Constant or Fixed Policy 

The Company pays out a fixed amount of its profit after tax as dividend. Thus, the 

company maintains a fixed payout ratio of dividend. A company may as a matter of 

policy, decide to constantly payout sixty percent of its after tax profit as dividend to 

its shareholders and retaining the remaining fraction. This type of policy allows the 

shareholders the opportunity to clearly know the amount of dividend to expect. 

 

However as noted in the theory postulated by Watson and Head (2004), the policy 

could be traumatic to companies experiencing a volatile or fluctuating profit earning. 

This is because of the uncertainty of its profit. Progressive policy: Payments of 
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dividend is on a steady increase usually in line with inflation. This could result in 

increasing dividend in money terms. 

 

2.2.10.2 Residual Policy 

Dividends are just what is left after the company determines the retained profits 

required for the future investment. This policy gives preference to its positive NPV 

(Net Present Value) projects and paying out dividends if there are still left over funds 

available. Dividend becomes a circumstantial payment only paid when the 

investment policy is satisfied. 

 

2.2.10.3 Zero Dividend Policy 

This policy is common in newly formed companies that rather require capital to 

execute its projects. All the profit is thus retained for expansion of the business. 

Investors who prefer capital gains to dividends because of taxation will naturally be 

lured by this kind of policy. This type of policy is easy to operate and avoids all the 

costs associated with payment of dividends (Watson and Head, 2004). 

 

2.2.11  Factors Determining Dividend Policy 

2.2.11.1The Theory of Signal 

Within the framework of problems of asymmetry of information existing in the heart 

of the company, the theory of signals defines dividend policy as a signaling 

mechanism through which internal shareholders, within management, reveal their 

incentives and private information to external shareholders. This information may 

modify the value of share if the announcement of dividends. 

 

In those countries where the dividend paid are more sensitive to profits earned and 

less to dividend paid the previous year – due to the effect of institutional factors of 

the financial system which follows a market model, therefore, the decision as to 

dividends is used less as a mechanism to transmit information to capital markets 

(Watson and Head, 2004). 
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2.2.11.2 The Free Cash Flow Theory 

The starting point for this theory, which proposes an argument based on agency costs 

that relate dividends paid by the company to its investment opportunity, is that 

managers cannot be controlled perfectly so they can seek to satisfy their own 

interests instead of the interest of shareholders. Managers, once they have satisfied 

the entire obligation contracted by the company. 

 

The use of dividend policy as a way of reducing free cash flow is conditioned by the 

existence of alternatives for the control of managers’ behaviour. Companies with big 

investment opportunities have less resources for dividends since flow which remain 

free are necessary for the financing of future investment projects. In countries whose 

financial system is oriented to the market. 

 

2.3  Empirical Literature Review 

2.3.1  Local Studies 

A number of studies have been conducted in Tanzania on the determinants of 

dividend payout and the relationship that exist among them. Saidi (2006) conducted a 

study on the determinants of dividend policy for companies listed with DSE and 

concluded that firm’s dividend decision is significantly affected by the investments 

made by the company. The larger the amount spent by the company on investments, 

the lower the amount of dividends paid out to shareholders. 

 

Another study was conducted by Naila (2007) who found that the most important 

factor in determining dividend policy issues is the company’s current and future 

profitability. In her study, the author concluded that, current and future profitability 

are key determinants of a firm’s dividend policy. The study further found conflicting 

results on whether variables profits and cash flows affected dividends or not.  

 

A study conducted by Njuguma (2006) also found that dividend policy is also 

influenced by other factors such as; firm’s age, size and profitability and state 

ownership (controlling shareholder) affects the amount of dividends positively and 

are the same as those found in developed capital markets. The study also found that 
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there is a negative linear relationship between the level of dividends and the level of 

concentration of control.  

 

Another study was conducted by Ayub (2003) who investigated the long-term return 

behaviour of dividend-changing firms listed with DSE and concluded that about 23 

percent additional profit is only transformed into dividend while the remaining profit 

of about 77% are utilized for additional investment. The higher retention shows that 

firms adopt a self-financing way for growth and expansion. 

 

Ayub(2003) finds that a large number of shares held by the board lead to high 

dividends or low retention, which leads to low reserves funds. He concluded that if a 

company has a large concentrated ownership then chances of dividend would be 

higher, because dividend will go into the pockets of directors and that the dividend 

payment will be low if a large amount is paid as dividend to outsiders.  

 

Minja (2012) also conducted a study on the pattern of dividend policy pursued by 

firms listed with DSE particularly since and during the period of indigenization and 

participation programme defined in the decree.  The study covered 22 companies, 

years of dividend action (13 companies for four years). The study found significant 

evidence that dividend policy of a listed company is influenced by profitability. 

 

2.3.2  Studies From Abroad 

A study conducted by Rozeff(1982) and Easterbrook, (1984) found that concentrated 

holdings can mitigate the need for costly dividends to reduce agency costs. Rozeff 

(1982) finds support for the role of dividends in resolving agency costs in minority-

manager-controlled firms. His analysis shows a negative relationship between 

dividends payout and the percentage of dividends issued to stakeholders. 

 

The study also found that dividends and control concentrations are substitute 

monitoring mechanisms. Widely dispersed shareholding can give rise to severe 

agency costs; higher dividend payout can also reduce agency costs, by increasing the 

likelihood that the firm has to raise outside financing and, in turn, be subject to 
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scrutiny of the capital markets for new funds thus reducing the risk of suboptimal 

investment.  

 

Another study was conducted by Bhattacharyya et al (2004) who performed an 

analysis of managerial compensation and dividend payout in US firms over the 

period 1992-2001, and found that executive compensation is positively associated 

with earnings retention and negatively related to dividend payout. The study also 

found that the market-to-book ratio and capital expenditures are negatively 

associated withdividend. 

 

Jose (2001) conducted a study using data from between 1991- 1998 of 484 European 

banks belonging to 22 countries found a positive relationship between earnings and 

dividends such that an increase in profit enables higher payments. In market oriented 

countries, financial entities will try to increase their market presence through their 

dividend policy in order to have a good company reputation. 

 

In this case, the good reputation the company seeks is with its creditors to ensure the 

attainment of debt in the future. It will therefore fulfill the restrictions to dividends 

proposed by the debt contracts - principally in market oriented countries or by legal 

regulation more common to bank oriented countries. He didn't find a significant 

dependence between growth opportunities and dividends. 

 

Based on a series of interviews made in the mid-1950s with 28 managers working in 

different companies, Lintner (2008) identified fifteen variables concerning these 

companies’ dividend policies, the determinants of their policies and stability of their 

dividends.  Actually Lintner stated that the stability of dividends is the main concern 

of companies. 

 

Among the several models they tested, the two which were found to provide the best 

fit were Lintner’s partial adjustment model and a similar model which included 

different measures as explanatory variables, such as a lagged earnings term or 
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excluded the constant term.  They concluded that the American firms do smooth their 

dividends. 

 

The same conclusion was also reached by McDonald et.al. (1975) who used cross- 

sectional data for 75 French firms over six years (1962-1968) and concluded that 

Lintner’s partial adjustment model can explain dividend decisions.  In 1985, Baker 

et.al.In their effort to test Lintner’s conclusions, conducted a survey of 562 

companies listed on the New York Stock Exchange (NYSE).  

 

Leithnerand Zimmermann (1993) enlarged the scope of dividend policy research 

outside the USA to cover different statutory frameworks such as the UK, France, 

West Germany, and Switzerland. They concluded that companies pursue smooth 

dividend policies.  In India as well, companies were found to prioritise stability in 

distributing dividends and the study’s findings were in line with Lintner’s. 

 

DewenterandWarther (1998) conducted a comparison between two different markets 

over the period 1982-1993 by also using a partial adjustment model.  The US firms 

were found to be less willing to follow a volatile approach in their dividend policy in 

contrast with their Japanese counterparts and were more willing to smooth dividends 

than in the period investigated by Fama and Babiak during 1946-1964.   

 

In addition, Baker and Powell (1999) found that managers' perspectives regarding the 

setting of dividend payments were in line at that time with those views reported by 

managers interviewed by Lintner (1956).  They interviewed 603 Chief Financial 

Officers in companies listed on the NYSE and concluded that 90% of participants 

believed that dividends do affect firm value and profitability. 

 

Contrary to the great deal of evidence supporting the smoothness of dividends, 

Adaoglu (2000) investigated data for the firms listed on the Istanbul Stock Exchange 

(ISE) during 1985-1997 the commercial and industrial firms were found to follow 

unstable dividend policies especially after 1995 when regulations in Turkey allowed 

the companies to choose whether or not to pay a dividend. 
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Before 1995 it was mandatory for listed companies to pay at least 50% of earnings as 

a dividend to their shareholders.  The result of Adaoglu (2000) confirmed the 

argument raised by Glen et.al.  (1995)that more empirical studies need to be 

conducted in emerging markets in order to understand better the dividend behaviour 

followed by their companies.   

 

In a comparative study for eight emerging markets and the US over a ten year period, 

Aivazian et.al.  (2001) also found that less stable dividend policies were followed by 

the emerging market firms in comparison to the US market companies.  They argued 

that the main reason for the different dividend behaviour between the emerging 

market and the US was the different financial systems which existed.   

 

In a survey that included 34 firms from Portugal, Benzinho (2004) investigated the 

dividend behaviour of the Portuguese companies over thirteen years (1990-2002) 

using panel data regression.  He concluded that managers in Portugal do smooth their 

dividends and that the profitability of the firm is an essential element in this decision.  

He argued that his results are in line with Lintner’s findings. 

 

In addition, during the ten years (1984-1993), Goergen et.al. (2005) investigated 221 

German commercial and industrial firms using the partial adjustment model.  They 

concluded that the German firms follow a smooth dividend policy but they do not 

adjust their dividends to their target ratio at the same rate as American firms which 

were reported in Lintner (1956).   

 

In addition, Aivazian et.al. (2006) conducted a study on data for American firms 

listed on the NYSE and concluded that companies which raised debt in the public 

bond market did count the smoothness of their dividends as part of the optimal 

choices which they made. Companies which raise debt in the public bond market 

have a superior motivation to smooth their dividends. 

 

Ben Naceur et.al. (2007) investigated the dividend behavior of firms in the Tunisian 

market during the seven years of 1996-2002. Their sample included 48 listed 
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companies on the TSE (Tunisian Stock Exchange).  They found that Tunisian 

companies do smooth their dividends and the profitability variable was a significant 

variable in affecting the dividend behavior.   

 

This suggests that highly profitable Tunisian companies smooth their dividend to a 

greater extent than the low profitably firms.  Furthermore, the dividend behavior of 

Omani firms has been empirically investigated during the period of 1989 to 2004 by 

Al-Yahyaee et.al. (2010). They found that the Omani companies do smooth their 

dividends although this contradicted their expectations.   

 

Many empirical studies have investigated the determinants of dividends in different 

markets using different samples and different estimation techniques.  The irrelevance 

argument raised by Miller and Modigliani 1961 suggests that dividends have no 

impact on the value of firms.  However, many researchers have challenged this 

argument and shown that dividends do affect the value of a company. 

 

The arguments of these subsequent researches is based on the fact that if the M and 

M irrelevance hypothesis is true then why do firms pay dividends and what are the 

reasons that make the shareholders and investors want the dividends.  Some of those 

researchers, such as Shefrin and Statman (1985) used mental accounting and the 

prospect theory to explain the reasons that make investors interested in dividends.   

 

In addition, in 1997 ShefrinandStatman argued that the first step in solving the 

puzzle of dividends is to identify the factors that affect the manager’s decisions when 

deciding their firm’s dividend policy.  Since the price of a share is the present value 

of its future dividends from the intrinsic model then as a consequence dividends 

affect share price and influence the value of the firm. 

 

Ho (2003) has investigated the determinants of dividends in a comparative study 

between Australia and Japan during the period of 1992-2001.  The sample used in the 

analysis included 332 companies from the Japanese and the Australian capital 
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markets.  He concluded that the Japanese companies pay a lower dividend payout 

ratio than the Australian companies.   

 

He referred to three main theories in explaining the results achieved; these are the 

signaling, agency and transaction cost theories.  He concluded that dividend is 

significantly and positively affected by the size of the firms in Australia while in 

Japan dividend is significantly affected by risk and liquidity.  Ho (2003) found that 

the more liquid the Japanese firms were the more dividends they pay. 

 

Abor and Amidu (2006) empirically investigated the determinants of dividends for 

twenty companies listed on the Ghana Stock Exchange (GSE).  They concluded that 

in Ghana, dividend policy is determined by cash flow, growth, profitability and 

investment opportunities.  They argued that the higher the profitability of the 

company the more the dividend paid. 

 

This is because highly profitable companies experience better cash flows than low 

profitability companies. On the other hand, they found that the higher the market to 

book ratio the lower the dividend since the company would be in the growth stage of 

its life cycle with many investment opportunities; so the managers would reduce or 

cut dividends to make the growth of the company possible. 

 

Ahmed and Javid (2009) confirmed the results achieved by Abor and Amidu (2006) 

but in a different market- Pakistan.  Their sample included 320 companies listed in 

the Pakistani market – the Karachi Stock Exchange (KSE) -over the six years (2001-

2006).  They concluded that there is a positive relation between dividend policy and 

profitability but a negative relation with the size of the firm. 

 

Their results supported the signaling theory since more profitable firms pay high 

dividends to signal the managers’ confidence about the future of the company’s 

profitability and liquidity.  In addition, small size companies pay more dividends to 

signal more information about their firms and this reduces the information 

asymmetry between the managers and investors.     
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Furthermore, the determinants of dividends have been investigated in a comparative 

study done by Denis and Osobov (2008) using data from 6 countries (Germany, UK, 

USA, Japan, France and Canada) that covered the period of 1994 till 2002.  They 

found that dividend policy is affected by many variables that have been documented 

in literature such as size, growth and profitability.   

 

In Tunisia, Ben Naceur et.al. (2007), investigated the determinants of dividends for 

48 companies listed on the Tunisian Stock Exchange (TSE) and found that the 

determinants of dividends for the Tunisian firms were in line with the published 

factors for companies from the developed countries.  Profitable companies have 

more cash flow than unprofitable firms and this allows them to pay more dividends.   

 

Besides firms with rapid growth pay more dividends to signal confidence in the 

future of the company and this make investor’s think positively about buying the 

shares of this company.  Reddy (2002), used two main theories -the signaling theory 

and the trade off theory- to explain the determinants of dividends in India during the 

period 1990-2001.   

 

He investigated data for companies listed on Bombay Stock Exchange (BSE) and 

compared the results to the American companies listed on the NYSE.  He concluded 

that large size, profitable and rapidly growing companies are more likely to pay 

dividends than small size, unprofitable and slow growth firms.  He concluded that 

companies use dividends to reduce the agency problem. 

 

Moreover, Nazir, et.al. (2010) empirically investigated the determinants of dividend 

policy in the Pakistani market using both the fixed and random effects techniques.  

Their sample included 73 companies listed on the Karachi Stock Exchange (KSE) 

during the five years of 2003-2008.  They concluded that the main determinants of 

dividend policy in Pakistan are the same as those reported by Ahmed and Javid. 

 

In a study that investigated 266 manufacturing and services companies in the USA in 

2007, Gill et.al. (2010) concluded that the sample firms’ dividend policies were 
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determined by leverage, tax, growth and profitability.  They found that the dividend 

policies of the manufacturing companies were affected by the tax, profitability and 

growth but the dividend policies were affected by the tax variable.   

 

Furthermore, Agyei and Marfo-Yiadom (2011) used the random and fixed effect 

technique to examine the determinants of dividend policy in Ghanaian banks during 

1999-2003.  They found that the variables that have impact on the dividend policy of 

banks in Ghana are profitability, leverage, growth and agebut leverage and 

profitability affect the dividend policy positively.   

 

Al-Ajmi and Abo Hussain (2011) used panel data for 54 listed companies on the 

Saudi Stock Market (SSM) to investigate dividend policy and covered the period of 

1990-2006.  They concluded that Al-Zakat is a major and significant determinant of 

dividend policy in Saudi Arabia.  In addition, the life cycle of the firm, cash flow and 

profitability are the other significant determinants of dividend policy.   

 

In a more recent empirical study that examined the dividend policy of 44 listed 

companies on the Abu Dhabi Stock Exchange of the United Arab of Emirates (UAE) 

market during the five years of 2005-2009 a comprehensive analysis was undertaken.  

Mehta (2012) investigated the determinants of dividend policy in the UAE for 

different sectors such as energy, real estate, telecommunications and construction. 

 

Mehta (2012) included different variables to investigate the determinants of the 

dividend policy decision such as the risk, profitability, leverage, size and liquidity of 

the company.  He used OLS regression to estimate the relationship and found that 

size and profitability were the most important determinants of dividend policy in 

UAE. 

 

The effect of dividend announcements on share prices has been well documented 

within the literature.  One of the first studies investigating the relationship between 

share prices and dividend changes was the one of Pettit (1972) who used as a sample 
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of 1,000 dividend announcements of 625 companies listed on the New York Stock 

Exchange. 

 

The author used data from two periods; monthly from January 1964- June 1968 and 

daily from 1967-1969.  The second time period was used for the analysis of the 

observed changes on abnormal returns during the announcement of dividends, while 

the dividend announcements were categorized into seven groups.  The results 

indicated that there was a significant effect on the dividend announcement day. 

 

Asquith and Mullins (1983) also investigated the effect of dividend announcements 

on share prices.  More specifically, they investigated the announcement of dividend 

initiation on the share prices; their argument is based on the idea that the effect of a 

dividend announcement on share prices can be examined by studying abnormal 

returns around the announcement of the dividend initiation.   

 

The dataset included 168 companies and the time period included data from 1963 to 

1980.  Their sample focused on companies that announced the payment of dividends 

for the first time as well as the companies who started paying dividends again after 

stopping their dividend payments for at least ten years.  The results indicated a 

positive relationship between the share price and the dividend announcement. 

 

The research of Asquith and Mullins (1983) was expanded on by Healy and Palepu 

(1988) who included in their dataset announcements of dividend omissions.  Their 

sample was separated into two categories; one for announcements of dividend 

omissions and one for the announcements of dividend initiations.  The dividend 

omission announcements included 172 companies that decided not to pay dividends. 

On the other hand, the category of dividend initiation announcements included 131 

companies that either decided to pay dividends after 10 years of their last dividend 

payments or companies that decided to pay dividends for the first time.   The results 

were in line with Asquith and Mullins’s (1983) findings revealing a positive and 

significant relationship between dividend announcements and share prices.   
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The effect of dividend announcements on share prices was also investigated by 

Aharony and Swary (1980) who conducted a study using as their sample 3500 

dividend announcements over a time period of 15 years.  Their dataset included not 

only dividend cut announcements but also news of neutral and positive changes in 

dividends.   

 

As a result their sample was separated into three categories; the first category 

included dividend decreasing announcements, the second neutral announcements 

while the third one included dividend increasing announcements.  The event period 

included 51 days around the date of the dividend announcement while the market 

model was used for the estimation of the cumulative abnormal returns.   

 

The results of the study revealed that the companies that had announced a decrease in 

their dividend payment experienced negative abnormal returns, while those 

companies that had announced an increase in their dividends experienced positive 

abnormal returns.  The results were line with the information content of dividend 

hypothesis.   

 

The relationship between share prices and dividend announcements was also 

examined by Impson and Karafiath (1992).  They aimed to examine the different 

responses of shares prices to changes in the dividend payout ratio.  The used as a 

sample 116 announcements of dividends from companies listed on the New York 

Stock Exchange over a 16 year period.   

 

The sample included companies that had announced at least a 20% change in their 

dividend payment.  They hypothesized that abnormal returns and payout ratios would 

be negatively correlated, while abnormal return and dividend announcements would 

be positively correlated; there were more negative returns than positive returns due to 

the percentages of positive and negative payout ratio changes respectively.   

 

The sample was separated into two categories: negative and positive payout changes.  

The results showed that irrespective of the changes in the dividend payout ratio there 
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was no significant effect of the dividend announcement on the companies’ share 

price.  On the contrary, the effect of a negative announcement of dividends was 

found to be statistically significant and negatively related to the abnormal return. 

 

The relationship between dividend announcements and share price changes was also 

investigated by Impson (1997) who did not find any significant relationship between 

the share price and the announcement of a positive dividend change.  In a later study 

therefore, he included only negative announcements of dividends in his sample.  His 

sample included share prices from both regulated and unregulated entities.   

 

The total number of the negative dividend announcements used were 600 over 20 

years from companies listed on the New York Stock Exchange.  The sample was 

divided into two groups: public companies and unregulated companies.  For the 

group of public companies, there were 48 dividend decreasing announcements and 

18 omission announcements. 

 

Two different regressions were run in order to compare the results for the two 

groups.  The results revealed a negative relationship between omissions or 

announcements of dividend cut and abnormal returns in both public and unregulated 

companies. Yet, the effect was weaker for unregulated companies than public 

companies. 

 

Lonie et.al. (1996) used 620 dividend announcements from UK companies for a 6 

month period to identify the effect of the announcements on the share prices of UK 

companies. They concluded that there is a significant impact of the dividend 

announcement on the abnormal returns for the announcement day and one day prior 

to the announcement.   

 

In addition, the findings showed that those listed companies that announced an 

increase in their dividend payment or decided not to change their dividend payment 

experienced positive abnormal returns, while all those listed companies that 
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announced a decrease in their dividends experienced negative abnormal returns 

(Lonie et.al, 1996). 

 

McCluskey et.al. (2007) used 674 dividend announcements for 50 Irish firms over a 

time period of 16 years (1987-2001).  The event window used was 41 days around 

the day of the announcement.  The results showed that Irish companies experienced 

positive abnormal return on the dividend announcement day.  The results reveal that 

companies that announced an increase dividends experienced positive returns. 

 

Travloset.al (2001) also examined the relationship of dividend announcements and 

share prices in the Cypriot market, using the market model.  The time period under 

investigation was 1985-1995 and they managed to collect the data for 31 companies.  

The results revealed that the companies experienced positive abnormal returns on the 

day of the dividend news but they were found to be insignificant.   

 

Ali and Chowdhury (2010) also revealed an insignificant relationship between the 

share price changes and dividend announcements for Bangladeshi companies.  They 

applied the standard OLS event study methodology for 25 listed banks in DSE.  The 

insignificant relationship uncovered was attributed to the fact that the Dhaka Stock 

Exchange (DSE) was inefficient during the period they investigated. 

 

An insignificant relationship between dividend announcements and share prices was 

also found by Khan (2011) who investigated the Pakistani market and used the 

market model.  The time period included 5 years (2005-2009).  The total number of 

the dividend announcements used was 639.  Khan (2011) also interviewed 23 firm 

executives as a means of investigating the above mentioned effect. 

 

The results revealed an insignificant relationship between share price changes and 

dividend announcements.  The insignificance was attributed to the fact that managers 

focus more on the company’s liquidity and earnings than the dividend payment. In 

addition, Zuguang and Ahmed (2010) used 218 dividend announcements of Chinese 

companies listed on the Shanghai Stock Exchange. 
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The aim was to investigate whether the dividend announcements have an impact on 

share prices covering the period from January 2005 till December 2009.  The 

companies used belong to the 180 index which includes companies that have the 

biggest size and greatest liquidity in the Chinese market.  They used three models to 

capture the effect of dividend announcements. 

 

The study found that the dividend announcement and share prices were significantly 

and positively related.  The results also showed that before the announcement day 

did not affect significantly the share price of the Chinese companies irrespective of 

the model used.  They concluded therefore, that there was no leakage of information 

in the Shanghai Stock Exchange and that this market was effective supervision.   

 

In a comparative study conducted by by Karim (2010) between the New York Stock 

Exchange (NYSE) and the London Stock Exchange (LSE), he investigated the 

impact of 189 dividend announcements of LSE shares and 213 dividend 

announcements of NYSE equities on share prices.  He used the standard OLS event 

study as a methodology covering the recession years between 2006 till 2008. 

 

The results showed an insignificant relationship between dividend announcements 

and share prices in the NYSE but a significant one in the LSE.Irum et.al. (2012) 

investigated four sectors of Pakistan using data from 2005 to 2010.  More 

specifically, they examined companies listed on the Karachi Stock Exchange using 

an event window of 21 days. 

 

The data included 18 dividend announcements from the oil and gas sector, 17 

dividend announcements from fertilizer sector, 27 from oil and gas marketing sector 

and 11 from the refineries sector, while the time period included the years 2005 to 

2010.  Normally, dividend increase is perceived as a good signal regarding the future 

of a company which in turns increases the share price of the company.   
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2.4  Conceptual Framework 

The conceptual framework shows that factors that influence dividend policy and their 

impact of dividend policy on the performance of listed companies. According to the 

conceptual framework, the dependent variables are Dividend Payout (DPO) and 

dividend policy while independent variables are; Profit After Tax (PAT), 

Shareholders Fund (SHF), Liquidity (LIQ) and Leverage (LEV). 

 

Figure 2.1:  Conceptual Framework 

Independent variables                          Dependent variables 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Research Findings, 2014 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.0  Introduction 

The chapter shows the research methodologies that were used by the researcher. This 

chapter explains the research design that will be used by the researcher, how data 

was collected and analyzed to obtain the results. The chapter also discusses the 

variables of the study, model as well as the statistical techniques that were applied. 

Different measures, which quantify variables that were used in the model, are also 

included in this section. 

 

3.1  Research Design 

The research design was both qualitative and quantitative in its approach. The 

qualitative approach adopts descriptive and inductive forms of research. Statistical 

models are used in analyzing data obtained in the study. The method of analysis was 

correlation as it employs statistical tools in analyzing data obtained for the study. 

Data was obtained from the financial statements of selected companies. 

 

In considering a descriptive research, well-detailed information on the nature of the 

problem was carried out. In this case, dividend payout, profit after tax, shareholders 

fund, liquidity, risk and financial leverage will be analysed. The analysis involved 

application of econometrics models involving various variables such as; dividend, 

profit after tax, shareholders fund, liquidity and leverage. 

 

3.2 Area of the Study 

The study was conducted in Dar es Salaam at the premises of Dar es Salaam Stock 

Exchange. The researcher also visited the offices of the listed companies involved in 

this study where she obtained the financial records and annual reports of the 

companies from the year 2005 to the year 2012. The researcher also visited the 

offices of Capital Markets Security Authority (CMSA). 
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3.3  Population and Sample of the Study 

The population of study comprised of all companies listed within DSE. Currently, 

DSE has 18 companies that are listed. From among the population, the researcher 

selected a sample of five companies that have been listed between 2005 throughout 

to 2012. Purposive sampling technique was used to select respondents among 

members of staff of listed companies under this study. 

 

Purposive sampling technique was also used to select listed companies. Purposive 

sampling was used because it enabled the researcher to select companies based on 

specific criteria. The following criteria were used to select companies; 

(i.) Companies with regular annual report and account for the study period 

(ii.) Companies with positive earnings throughout the period of the study 

(iii.) Companies with dividend payout history throughout the period of the study 

(iv.) Companies with more than ten years of incorporation 

(v.) Companies with eight years or more of listing at DSE. 

 

The reason behind using the above mentioned criteria is that it provided the 

researcher with the variables to be regressed to ascertain the significance of the 

determinants of dividend policy. The criteria also provided the researcher with 

reliability and validity of the data used for the regression analysis. In the study, five 

companies were selected namely; 

(i.) SWISSPORT 

(ii.) Tanzania Oxygen Limited (TOL) 

(iii.) Tanzania Breweries Limited (TBL) 

(iv.) Tanzania Cigarette Company (TCC) 

(v.) Simba Cement 

 

3.4  Sources of Data 

During the study, data was collected from both, primary and secondary sources. 
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3.4.1 Primary Sources of Data 

Primary data was collected from respondents through the use of questionnaires and 

interviews that were conducted with respondents. The researcher used questionnaires 

to collect data from the representatives of listed companies on determinants of 

dividend policies of listed companies. The researcher also used interviews to collect 

data from members of staff of DSE and listed companies. 

 

3.4.2  Secondary Sources of Data 

The main source of secondary data for the study was audited financial statement of 

the sampled companies from 2005 to 2012. The data was collected from annual 

reports of the companies as well as proceedings from Annual General Meetings 

(AGMs) of the companies. The data collected from financial reports during the study 

will be presented by using tables. 

 

3.5 Data Collection Methods 

During the study both primary and secondary data collection techniques were used. 

Primary data collection methods that were used during the study include observation, 

questionnaires and interviews. Secondary data collection method that was used to 

collect data is documentary review. 

 

3.5.1  Observation 

The study visited the premises of Dar es Salaam Stock Exchange and observed day-

to-day activities at the stock market. The data was recorded by writing a brief 

account of what was observed. Observation enabled the researcher to witness the 

phenomenon she is studying. Observation enabled the researcher to get first hand 

information from her own judgment. 

 

3.5.2  Interview 

An interview is a data collection method which involves a set of question 

administered through oral or verbal communication or is a face to face discussion 

between the study and the interviewee respondent. There are two types of interviews, 
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namely structured and unstructured interviews. Both types of interviews were 

conducted with respondents. 

 

3.5.3  Documentation 

Documentation method was used to enable the study to pass through various 

documents such as; books, magazine, newspapers, Television, journals and reports. 

This secondary data collection method is useful for collecting information in 

numerical form. Documentation is also very useful because most of the data obtained 

using this method is already analysed. 

 

3.6 Data Analysis Techniques 

The researcher used regression analysis to establish the relation between dependent 

and independent variables. Specifically, regression analysis was used to show the 

relationship between Dividend Payout (dependent variable) and Profit after Tax, 

Dividend Payout and shareholders fund, Dividend Payout and Liquidity, Dividend 

Payout and Financial leverage (independent variables). 

 

The statistical software used in this study was STATA, which was used in analyzing 

the data collected.  Using STATA helped the researcher in the analyses, since it can 

be counted one of the best software’s available nowadays for statistical purposes.  In 

our study, we investigated several methods of testing data and others showing how to 

meet regression assumptions.   

 

The researcher used STATA to test for the existence of any particular observation 

that it is significantly different from all other observations; these are known as 

unusual influential data (outliers) and make a huge difference in the results of a 

regression analysis. Furthermore, the researcher tested homoscedasticity, linearity, 

multi-collinareaty and normality of residuals.   
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CHAPTER FOUR 

 

PRESENTATION AND DISCUSSION OF DINDINGS 

 

4.0  Introduction 

In this chapter comprises of presentation and analysis of data collected during the 

study. The data obtained were fitted into the equations by using regression method 

and the relationship between dependent and the independent variables were 

generated.  

 

4.1  Dependent and Independent Variables 

Table 4.1 presents the mean data of the sampled companies used for the regression 

analysis. In the model used, profit after tax (PAT), shareholders fund (SHF), liquidity 

(LIQ), and financial leverage (LEV) are independent variables while dividend payout 

(DPO) is the dependent variable for the five regression equations.Where: 

 

The year 2011 has the highest figure of 4955.4 followed by the year 2010 with a 

figure of 4133.6. The year with a least figure was the year 2005 with a figure of 

978.6.The profit after tax variable figures show that the year 2012 has the highest 

figure of 25935.0 followed by the year 2011 with a figure of 13979.4. The year with 

a least figure was the year 2005 with a figure of 2810.6. 

 

The shareholders fund figures show that the year 2012 has the highest figure of 

170525.4 followed by the year 2011 with a figure of 84617.0. The year with a least 

figure was the year 2005 with a figure of 9920.6.The liquidity figures also show that 

the year 2012 has the highest figure of 115017.4 followed by the year 2011 with a 
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figure of 73036.2. The leverage figures show that the year 2012 has the highest 

figure of 17111.2 followed by the year 2011 with a figure of 16259.8.  

 

Table 4.1:  Dependent and Independent Variables in the Regression Model 

Source: Research Findings, 2014 

 

4.2 Relationship between Profit after Tax and Dividend Policy 

Table 4.2.1 presents the descriptive statistics of dividend Payout and profit after tax. 

 

Table 4.2.1: Descriptive Statistics 

Source: Research findings (2014) 

 

The result in Table 4.2.1 shows that on average listed companies pay out TShs2.88 

billion as dividend, while the profit after tax have a mean of TShs9.07 billion. 

 

 

 

YEAR Dependent    

 Variable      

 DPO PAT SHF LIQ LEV DUM 

2005 978.6 2810.6 9920.6 32845.8 0.0 0 

2006 1458.8 3001.8 14910.4 37549.0 0.0 0 

2007 1887.6 5017.8 18026.6 43757.4 384.2 0 

2008 2629.8 5828.4 24022.4 50531.6 705.0 0 

2009 3320.4 6492.4 33023.8 63607.4 1381.8 0 

2010 4133.6 9569.6 55766.2 71942.8 2074.4 1 

2011 4955.4 13979.4 84617.0 73036.2 16259.8 1 

2012 3681.6 25935.0 170525.4 115017.4 17111.2 1 

       

 N  Minimum Maximum Mean Std. Deviation 

Dividend payout  8 978.60 4955.40 2.8807E3 1383.468 

Profit after tax  8 2810.60 25935.00 9.0794E3 7730.780 

Valid N (list wise)  8     
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4.2.2  Correlation Analysis 

 

Table 4.2.2: Correlation Matrix of Dividend Payout and Profit after Tax 

 DPO PAT 

DPO                           Person Correlation 

                                   Sig (2 tailed) 

                                   N 

1 

- 

8 

0.649*** 

0.082 

8 

PAT                           Pearson correlation 

                                   Sig (2-tailed) 

                                   N 

0.649*** 

0.082 

8 

1 

- 

8 

Source: Research findings, 2014 

 

*, ** and *** mean correlation is significant at 1%, 5% and 10% level (2-tailed). 

The result in table 4.2.2 indicates that there is a positive relationship between 

dividend payout and profit after tax. The correlation coefficient is 64.9% and it is 

statistically significant at 10% level of significance. 

 

4.2.3  Regression Analysis 

Table 4.2.3 shows regression matrix.  

 

Table 4.2.3: Model Summaryb: Profit after Tax on Dividend Payout 

Model R R Square Adjusted Std error of the Durbin- 

   R Square Estimate Watson 

      

1 0.824a 0.679 0.550 928.079 1.320 

      

Source: Research findings, 2014 

 

The result from table 4.2.3 indicates that the value of the coefficient of correlation 

(R) is 0.824. This shows a strong positive correlation. The coefficient of 

determination (R2) stood at 0.679. This indicates that only 67.9% of the total 

variation of dividend payout is accounted for by profit after tax, while theremaining 

32.1% is accounted for by other variables.  

 

The adjusted R2 of 0.550compliments the high explanatory power of the R2.The 

standard error of estimate is 928.079. This is low compared to standard deviation of 
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the mean of the dependent variable 1383.468. The Durbin-Watson (DW) statistics is 

1.320. From the Durbin-Watson table, with 5 of the percent level of significance. 

 

Whereby, n = 8 observations and kI = 2 independent variables, the significance 

points of dL and du are:dL = 0.56, du = 1.78. This shows that there is inconclusive 

evidence regarding the presence or absence of positive first order serial correlation. 

That means, it is not clear on whether or not there is a positive or negative 

relationship between profit after tax and dividend payout.  

 

4.2.4  Regression Coefficients 

Table 4.2.4 shows regression coefficients.  

 

Table 4.2.4:  Regression Coefficients 

     Standardized     

Model Unstandardized Coefficients Coefficients   Co linearity Statistics 

     

T Sig t 

  

 B  Std Error Beta Tolerance VIF 

(Constant) 2067.764   540.230  3.828 0.012   

PAT -0.003   0.075 -0.015 -0.037 0.972 0.369 2.709 

DUM 2234.430  1115.593 0.836 2.003 0.102 0.369  

        

Source: Research findings, 2014 

 

In table 4.2.4, the unstandardized coefficients show the coefficients (B) and the 

standard error. The intercept shows a positive relationship between profit after tax 

and dividend payout. The coefficient for profit after tax shows a negative relationship  

(-0.003) with dividend payout. This doesn’t conform to the a priori expectation. It is 

also not in line with the findings of Jose (2001). 

 

The standard error of the constant is 540.23 and it is less than 1033.88, which is half 

the numerical value of the parameter estimate of 2067.764. This implies that the 

estimate for the constant is statistically significant. The standard error of profit after 
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tax is 0.075 and it is greater than -0.0015, which is half the numerical value of the 

parameter estimate of -0.003.  

 

This shows that the estimatefor profit after tax is statistically insignificant. The 

standard error of the dummy variable is 1115.59 and it is less than 1117.22, which is 

half the numerical value of the parameter estimate of 2234.43. This implies that the 

estimate for the dummy variable is statistically significant.The standard coefficients 

indicate that the values of the variable have been converted to scale for ease.  

 

The beta value gives the contribution or relevance of each of the independent 

variables. The highest beta figure is 0.836 which indicates that the dummy variable 

has a strong correlation with dividend payout rather than profit after tax, which has a 

less beta value of -0.015.The t statistics for the constant is 3.828; the significance is 

0.012. 

 

This is less than 10% significance level (1.2% < 10%) and greater than 90% 

confidence interval (98.8% > 90%). It means that it is significant. The t statistics for 

the coefficient of profit after tax is -0.037 and the significance is 0.972. This is 

greater than 10% significance level (97.2% > 10%) and less than 90% confidence 

interval (2.83% < 90%).  

 

This indicates that it is not significant. The dummy variable has 2.003 as its t value 

with a significance of 0.102. This is greater than 10% significance level (10.2% > 

10%) and less than 90% confidence interval (89.8 < 90%), indicating that it is not 

significant.The tolerance is the percentage of the variance in a given predictor that 

cannot be explained by the other predictors.  
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4.2.5 Test of the Overall Significance of the Regression 

Table 4.2.5 presents the analysis of variance of themodel under study. 

 

Table 4.2.5:  Analysis of Variance (ANOVA) 

Model Sum of Squares df  Mean Square F Sig. 

       

1. Regression 9091242.321  2 4545621.161 5.277 0.059a 

Residual 4306655.514  5 861331.103   

Total 1.340E7  7    

       

Source: Research findings, 2014 

a. Predictors: (Constant), Dummy, Profit after tax  

b. Dependent Variable: Dividend Payout  

 

Testing the overall significance of the regression implies testing the null hypothesis 

against the alternative hypothesis. If the null hypothesis is true that all the true 

parameters are zero, there is no linear relationship between the dependent and 

independent variables. In this study the F value is 5.277 with a significance of 

0.059which is less than 10% (5.9% < 10%). It is therefore, concluded that a linear 

relationship exist between the endogenous and the exogenous variables of the model. 

Based on the research findings, the first null hypothesis which states that company 

performance as measured by profit after tax has no significant effect on the dividend 

payout is rejected. 

 

4.3  Relationship between Shareholders Fund on Dividend Payout 

This subsection analyses the impact of shareholders fund on the dividend payout.  

 

4.3.1  Descriptive Analysis 

Table 4.3.1 presents the descriptive statistics of dividend Payout and shareholders 

fund. 
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Table 4.3.1:  Descriptive Statistics: Shareholders Fund on Dividend Payout 

 N  Minimum Maximum Mean Std. Deviation 

Dividend payout  8 978.60 4955.40 2.8807E3 1383.468 

Shareholders fund  8 9920.60 1.71E5 5.1352E4 54203.726 

Valid n (listwise)  8     

       

Source: Research findings, 2014 

 

The result in table 4.3.1 shows that the dividend payout of the sampled companies 

during the study period ranges from TShs 978 million to TShs4.95 billion. The 

shareholders fund lies between TShs 9.92 billion and TShs171 billion. The result 

also indicates that on average the companies pay out TShs2.88 billion as dividend, 

while the shareholders fund have a mean of TShs51.3 billion.  

 

This suggests that there has been a significant increase in shareholders fund during 

the study period. That means, the larger the size of shareholder funds, the larger the 

amount of dividend payout to stakeholders and vice versa. This serves as an 

incentive for listed companies to sell more shares so as to increase the amount of 

shareholder funds available which translates into larger dividend payouts. 

 

4.3.2  Correlation Analysis 

Table 4.3.2 shows correlation matrix of the relationship between dividend Payout 

and shareholders fund. 
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Table 4.3.2:  Correlation Matrix 

  DPO  SHF 

DPO Person Correlation  1 0.633*** 

 Sig (2 tailed)  . 0.092 

 N  8 8 

     

SHF Pearson correlation  0.633*** 1 

 Sig (2-tailed)  0.092 . 

 N  8 8 

     

Source: Research findings, 2014 

*, ** and *** indicate correlation values are significant at 1%, 5% and 10% level. 

The result in table 4.3.2 indicates that there is a positive relationship between 

dividend payout and shareholders fund. The correlation coefficient is 63.3% and it is 

statistically significant at 10% level of significance. 

 

4.3.3  Regression Analysis 

Tables 4.3.3 present the model summary and coefficients. 

 

Table 4.3.3:  Model Summary 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate Durbin-Watson 

      

1 .825a .680 .552 925.80952 1.342 

Source: Research findings, 2014 

a. Predictors: (Constant), Dummy, Shareholders Fund  

b. Dependent Variable: Dividend Pay Out  

 

Table 4.3.3 indicates that the value of the coefficient of correlation (R) is 0.825. This 

shows a strong positive correlation. The coefficient of determination (R2) is 0.680. 

This indicates that only 68% of dividend payout is accounted for by shareholders 
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fund, while the remaining 32% is accounted for by other variables. The adjusted R2 

of 0.552compliments the high explanatory power of the R2.The standard error of the 

estimate is 925.809. This is low compared to the standard deviation of the mean of 

the dependent variable 1383.468. The model is therefore adequate and preferred.The 

Durbin-Watson (DW) statistics is 1.340. From the Durbin-Watson table,with 5 

percent level of significance, n = 8 observations and kI = 2 independent variables, the 

significance points of; dL = 0.56, du = 1.78. The calculated DW statistics of 1.34 lies 

between the lower dL (0.56) and the 

Upper  du (1.78). That is dL< d du ;   0.56 < 1.34 < 1.78. 

 

4.3.4  Regression Coefficients 

 

Table 4.3.4:  Regression Coefficients 

Model 

  Standardized   

Collinearity Statistics Unstandardized Coefficients Coefficients 

    t Sig t B Std Error Beta Tolerance VIF 

(Constant) 2089.548 466.250  4.482 0.007   

SHF -0.002 0.011 -0.068 -0.161 0.878 0.362 2.763 

DUM 2346.304 1123.771 0.878 2.088 0.091 0.362 2.763 

        

Source: Research findings, 2014 

DPOt = 2089.548 – 0.002 SHFt + 2346.304∂t (466.250) (0.011) (1123.771) 

 

In table 4.3.4, the unstandardized coefficients show the coefficients (B) and the 

standard error. The intercept shows a positive relationship with dividend payout. The 

coefficient for shareholders fund shows a negative relationship (-0.002) with 

dividend payout. This doesn’t conform to the a priori expectation. The dummy 

variable has a positive sign and it conforms to the a priori expectation. 

 

The standard error of the constant is 466.25 and it is less than 1044.77, which is half 

the numerical value of the parameter estimate of 2089.548. This implies that the 

estimate for the constant is statistically significant. The standard error of 
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shareholders fund is 0.011 and it is greater than -0.001, which is half the shareholders 

fund is statistically insignificant.  

 

The standard error of the dummy variable is 1123.771 and it is less than 1173.152, 

which is half the numerical value of the parameter estimate of 2346.304. This implies 

that the estimate for the dummy variable is statistically significant.The standard 

coefficients indicate that the values of the variable have been converted to scale for 

ease.  

 

The beta value gives the contribution or relevance of each of the independent 

variables. The highest beta is figure 0.878 which indicates that the dummy variable 

has a strong correlation with dividend payout rather than shareholders fund, which 

has a less beta value of -0.068.The t statistics for the constant is 4.482; the 

significance is 0.007.  

 

This is less than 10% significance level (0.7% < 10%) and greater than 90% 

confidence interval (99.3% > 90%). It means that it is significant. The t statistics for 

the coefficient of shareholders fund is -0.161 and the significance is 0.878. This is 

greater than 10% significance level (87.8% > 10%) and less than 90% confidence 

interval (12.2% < 90%). This indicates that it is not significant.  

 

4.3.5 Test of the Overall Significance of the Regression 

Table 4.5 presents the analysis of variance of the model under study. 

 

Table 4.3.5:  Analysis of Variance (ANOVA) 

Model Sum of Squares df  Mean Square F Sig. 

1. Regression 9112281.460  2 4556140.730 5.316 0.058a 

Residual 4285616.375  5 857123.275   

Total 1.340E7  7    

Source: Research findings, 2014 

a. Predictors: (Constant), Dummy, Shareholders Fund  

b. Dependent Variable: Dividend Payout  
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The overall significance of the regression is tested using F Statistic. The F value is 

5.316 with a significance of 0.058, which is less than 10% (5.8% < 10%). This 

means that the variation explained by the model is not due to chance. Thus the 

regression is significant. Based on the findings, it is concluded that there is a 

significantly positive relationship between shareholders fund and dividend payout. 

 

4.4  Relationship between Liquidity and Dividend Payout 

 

4.4.1  Descriptive Analysis 

 

Table 4.14:  Descriptive Statistics 

 N  Minimum Maximum Mean Std. Deviation 

Dividend payout  8 978.60 4955.40 2.8807E3 1383.468 

Liquidity  8 32845.80 1.15E5 6.1036E4 26562.018 

Valid n (list wise)  8     

       

Source: Research findings, 2014 

 

The result in table 4.4.1 shows that the dividend payout of the sampled companies 

during the study period ranges from TShs978 million to TShs4.95 billion. The 

liquidity lies between TShs32.84 billion and TShs115 billion. The result also 

indicates that on average the companies pay out TSh2.88 billion as dividend, while 

the liquidity has a mean of TShs61.03 billion. 

 

This suggests that there has been a significant increase in the amount of cash and 

bank balances owned by the listed companies during the study period. That means, 

the larger the amount of cash balance and bank balance owned by companies, the 

larger the amount of dividend payout to stakeholders. This serves as an incentive for 

stakeholders to buy shares from companies with higher cash and bank balances. 

 

4.4.2  Correlation Analysis 

Table 4.4.2 illustrates the correlation matrix of dividend Payout and liquidity 

(amount of cash and bank balance) of a listed company.  
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Table 4.4.2: Correlation Matrix 

Source: Research findings, 2014 

** indicate correlation values are significant at 1%, 5% and 10% level (2-tailed). 

 

The result in table 4.4.2 indicates that there is a strong positive relationship between 

dividend payout and liquidity. The correlation coefficient is 73.8% and it is 

statistically significant at 5% level of significance. These findings mean that the 

higher the amount of cash and bank balance held by a listed company, the higher the 

amount of dividend payouts, and vice versa.  

 

4.4.3  Regression Analysis 

A table 4.4.3 presents the model summary on the relationship between liquidity and 

dividend payout. 

 

Table 4.16: Model Summary 

Model R R Square Adjusted Std error of the Durbin- 

   R Square Estimate Watson 

      

1 0.834a 0.696 0.574 902.641 1.425 

      

Source: Research findings, 2014 

a. Predictors: (Constant), Dummy, Liquidity  

b. Dependent Variable: Dividend Payout  

 

 

  DPO  LIQ 

DPO Person Correlation  1 0.738** 

 Sig (2 tailed)  . 0.037 

 N  8 8 

     

LIQ Pearson correlation  0.738** 1 

 Sig (2-tailed)  0.037 . 

 N  8 8 
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The result from table 4.4.3 indicates that the value of the coefficient of correlation 

(R) is 0.834. This shows a strong positive correlation. The coefficient of 

determination (R2) stood at 0.696. This indicates that only 69.6% of the total 

variation of dividend payout is accounted for by liquidity, while the remaining30.4% 

is accounted for by other variables.  

 

The adjusted R2 of 0.574 compliments the high power of the R2.The standard error 

of the estimate is 902.641. This is low compared to the standard deviation of the 

mean of the dependent variable 1383.468. The model is therefore adequate and 

preferred. The DW statistics is 1.425. From the Durbin-Watson table, with 5 percent 

level of significance, n = 8 observations and kI = 2 independent variables, the 

significance points of dL and du are: dL = 0.56, du = 1.78.  

 

This shows that there is inconclusive evidence regarding the presence or absence of 

positive first order serial correlation. The calculated DW statistics of 1.43 lies 

between the lower dL (0.56) and the upper du (1.78). 

 

4.4.4  Regression Coefficients 

Table 4.4.4 shows regression coefficients. 

 

Table 4.4.4: Regression Coefficient 

   Standardized      

Model 

Unstandardized 

Coefficients Coefficients   Collinearity Statistics  

    

t Sig t 

   

 B Std Error Beta Tolerance VIF  

(Constant) 1532.373 1055.497  1.452 0.206    

LIQ 0.011 0.021 0.220 0.536 0.615 0.362 2.766  

DUM 1732.402 1096.247 0.648 1.580 0.175 0.362 2.766  

         

Source: Research findings, 2014 

DPOt = 1532.373 + 0.011LIQt + 1732.402∂t (1055.497) (0.021) (1096.247)  
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In table 4.4.4, the unstandardized coefficients show the coefficients and the standard 

error. The findings show a significantly positive relationship between liquidity and 

dividend payout. The coefficient for liquidity shows a positive relationship (0.011) 

with dividend payout. The standard error of the constant is 1055.497 and this implies 

that the estimate for the constant is statistically insignificant. 

 

The standard error of liquidity is 0.021 and it is greater than 0.006, which is half the 

numerical value of the parameter estimate of -0.01. This shows that the estimate for 

liquidity is statistically insignificant. The standard error of the dummy variable is 

1096.247 and it is greater than 866.201, which is half the numerical value of the 

estimate of 1732.402.  

 

This implies that the estimate for the dummy variable is statistically insignificant. 

The standard coefficients indicate that the values of the variable have been converted 

to scale for ease. The highest beta is figure 0.648 which indicates that the dummy 

variable has a strong correlation with dividend payout rather than liquidity, which 

has a less beta value of 0.220. 

 

The t statistics for the constant is 1.452; the significance is 0.206. This is greater than 

10% significance level (20.6% > 10%) and less than 90% confidence interval (79.4% 

< 90%). It means that it is not significant. The t statistics for the coefficient of 

liquidity is 0.536 and the significance is 0.615. This is greater than 10% significance 

level (61.5% > 10%) and less than 90% confidence interval (38.5% < 90%).  

 

This indicates that it is not significant. The dummy variable has 1.580 as its t value 

with a significance of 0.175. This is greater than 10% significance level (17.5% > 

10%) and less than 90% confidence interval (82.5 < 90%), indicating that it is not 

significant.The tolerance is the percentage of the variance in a given predictor that 

cannot be explained by the other predictors.  

 

4.4.5 Test of the Overall Significance of the Regression 

Table 4.4.5 presents the analysis of variance of the model under study. 
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Table 4.4.5:  Analysis of Variance (ANOVA) 

Model Sum of Squares df  Mean Square F Sig. 

1. Regression 9324091.526  2 4662045.763 5.722 0.051a 

Residual 4073806.309  5 814761.262   

Total 1.340E7  7    

Source: Research findings, 2014 

a. Predictors: (Constant), Dummy, Liquidity  

b. Dependent Variable: Dividend Payout  

 

Testing the overall significance of the regression implies testing the null hypothesis 

against the alternative hypothesis. If the null hypothesis is true that all the true 

parameters are zero, there is no linear relationship between the dependent and 

independent variables. The overall significance of the regression is tested using F 

Statistic.  

 

In this study the F value is 5.72 with a significance of 0.051, which is less than 10% 

(5.1% < 10%). This means that the variation explained by the model is not due to 

chance. Thus the regression is significant. It is therefore, concluded that there is a 

significantly positive linear relationship between liquidity and dividend payout. This 

means the higher the level of liquidity, the higher the dividend payout. 

 

4.5 Relationship between Financial Leverage and Dividend Payout 

This subsection analyses the relationship between financial leverage and dividend 

payout of listed companies. 

 

4.5.1 Descriptive Analysis 

Table 4.5.1 presents the descriptive statistics of dividend Payout and financial 

leverage represented by long term borrowing. 
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Table 4.5.1:  Descriptive Statistics 

 N  Minimum Maximum Mean Std. Deviation 

Dividend payout 8 978.60 4955.40 2.8807E3 1383.468 

Financial leverage 8 0.00 17111.20 4.7396E3 7409.692 

Valid n (listwise) 8     

       

Source: Research findings, 2014 

 

The result in table 4.5.1 shows that the dividend payout of the sampled companies 

during the study period ranges from Tshs million to TShs4.95 billion. The long term 

borrowing (financial leverage) lies between TShs0.00 billion and TShs17.11 billion. 

The result also indicates that on average the company’s pay out TShs2.88 billion as 

dividend, while the long term borrowing averages at TShs4.73 billion. 

 

The result in table 4.5.1 shows that the listed companies are less reliant on financial 

leverage (such as loans from financial institutions) since the amount of long term 

loans they have taken is rather small compared to their levels of liquidity. This means 

that the listed companies under study are in a rather good position financially for the 

time period covered by this study. 

 

4.5.2 Correlation Analysis 

Table 4.5.2 illustrates the correlation matrix of dividend the Payout and financial 

leverage of listed companies under study. 

 

Table 4.5.2:  Correlation Matrix 

 DPO LEV 

DPO Person Correlation  1 0.698*** 

 Sig (2 tailed)  . 0.054 

 N  8 8 

LEV Pearson correlation  0.698*** 1 

 Sig (2-tailed)  0.054 . 

 N  8 8 

Source: Research findings (2014) 

*, ** and *** indicate correlation is significant at 1%, 5% and 10% level (2-tailed). 
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The result in table 4.5.2 indicates that there is a positive relationship between 

dividend payout and financial leverage of listed companies. The correlation 

coefficient is 69.8% and it is statistically significant at 10% level of significance. 

These findings mean dividends paid out are determined by the financial leverage of 

the company. The less indebted the company is, the higher the dividend payout.  

 

4.5.3 Regression Analysis 

Table 4.5.3 presents the regression model on the relationship between dividend 

payout and financial leverage.  

 

Table 4.5.3:  Model Summary 

Model R R Square Adjusted Std error of the Durbin- 

   R Square Estimate Watson 

      

1 0.827a 0.684 0.558 919.780 1.092 

      

Source: Research findings (2014) 

a. Predictors: (Constant), Dummy, Financial Leverage  

b. Dependent Variable: Dividend Payout  

 

The result from table 4.5.3 indicates that the value of the coefficient of correlation 

(R) is 0.827. This shows a strong positive correlation between financial leverage and 

dividend payout. The coefficient of determination (R2) stood at 0.684. This indicates 

that only 68.4% of the total variation of dividend payout is accounted for by financial 

leverage, while the remaining 31.6 is accounted for by other variables.  

 

The adjusted R2 of 0.558compliments the high power of the R2.The standard error of 

the estimate is 919.780. The model is therefore adequate and preferred. The Durbin-

Watson (DW) statistics is 1.092. From the Durbin-Watson table, with 5 percent level 

of significance, n = 8 observations and kI = 2 independent variables, the significance 

points of dL and du are:dL = 0.56, du = 1.78.  
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4.5.4  Regression Coefficients 

Table 4.5.4 shows regression coefficients. 

 

Table 4.5.4:  Regression Coefficients 

    Standardized     

Model Unstandardized Coefficients  Coefficients   Collinearity Statistics 

     

t Sig t 

  

 B Std Error  Beta Tolerance VIF 

(Constant) 2043.551 413.079   4.947 0.004   

LEV 0.023 0.077  0.125 0.303 0.774 0.375 2.669 

DUM 1938.638 1097.297  0.725 1.767 0.138 0.375 2.669 

         

Source: Research findings (2014) 

Dependent Variable; Dividend payout  

The regression equation is given as follows; 

DPOt = Ψo + Ψ1LEVt + Ψ2∂t + ℮t 

DPOt = 2043.551 + 0.023 LEVt + 1938.638∂t (413.079) (0.077) (1097.297) 

 

The findings in Table 4.5.4 show a positive relationship between financial leverage 

and dividend payout. The coefficient for financial leverage shows a positive 

relationship (0.023) with the coefficient of dividend payout. These findings confirm 

the positive relationship between the variables which means that the better the 

financial leverage position of a listed company, the higher the dividend payout. 

 

The standard error of financial leverage is 0.077 and it is greater than 0.0115, which 

is half the numerical value of the parameter estimate of 0.023. This shows that 

financial leverage is statistically insignificant. The standard error of the dummy 

variable is 1097.297 and it is greater than 969.319, which is half the numerical value 

of the estimate of 1938.638. This implies the dummy variable is statistically 

insignificant. 
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The standard coefficients indicate that the values of the variable have been converted 

to scale for ease. The beta value gives the contribution or relevance of each of the 

independent variables. The highest beta is figure 0.7256 which indicates that the 

dummy variable has a strong correlation with dividend payout rather than financial 

leverage, which has a less beta value of 0.125. 

 

The t statistics for the constant is 4.947; the significance is 0.004. This is less than 

10% significance level (0.4% < 10%) and greater than 90% confidence interval 

(99.6% > 90%). It means that it is significant. The t statistics for financial leverage is 

0.303 and the significance is 0.774. This is greater than 10% significance level 

(77.4% > 10%) and less than 90% confidence interval (22.6% < 90%).  

 

This indicates that it is not significant. The dummy variable has 1.767 as its t value 

with a significance of 0.138. This is greater than 10% significance level (13.8% > 

10%) and less than 90% confidence interval (86.2 < 90%), indicating that it is not 

significant. The above findings once again indicate that there is a significantly 

positive relationship between financial leverage and dividend payout. 

 

4.6  Summary 

This chapter presents regression result on the determinants of dividend payout or 

dividend policies of the selected companies listed with DSE. Data was presented and 

analyzed by using descriptive statistics, correlation matrix and regression. The 

hypotheses of the study were tested by using the F statistics. All the four null 

hypotheses were rejected and the alternate accepted.  

 

Determinants of Dividend Policy 

The findings of the study show that profit after tax (PAT), shareholders fund (SHF), 

liquidity (LIQ) and financial leverage (LEV) are determinants of dividend payout or 

dividend policies of companies listed with DSE. The correlation result reveals that 

liquidity (LIQ) and financial leverage (LEV) are the main determinants of dividend 

payout of the listed companies under study. 
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The impact of these factors on dividend policy is a very important subject for the 

supervision and regulation of capital markets. The findings of the study show that 

dividend policy is sensitive to variations in other factors. These findings are similar 

to explanations of the Dividend Irrelevance Theory was introduced in 1961 by Miller 

and Modigliani. 

 

The findings of the study also suggest that no listed firm can affect the dividend 

payout by selecting a particular amount to pay as dividend. There are other factors 

that determine dividend policy. Therefore, paying dividends is determined by other 

factors namely profit after tax, shareholder’s fund, liquidity and financial leverage of 

the listed company. 

 

Relationship between Determinants of Dividend Policy 

The study found a negative and positive relationship between the various 

determinants of dividend policy. For instance, profit after tax was found to be 

positively related to dividend payout. The higher the profit after tax, the higher the 

dividend payout. This shows that companies with higher profit after tax tend to 

payout higher dividends. 

 

The study found that in terms of corporate profitability of listed companies, there is a 

significant impact between a firm’s profitability and its dividend policy in the 

companies listed with DSE. High profitable firms smooth their dividend faster than 

low profitable ones; because high profitable firms are in a better cash flow than low 

profitable ones.   

 

On the other hand, leverage was found to have a negative relationship with dividend 

payout. The higher the amount of leverage, the lower the amount of dividends paid 

out. These findings show that the more a company takes dept to finance it’s 

activities, the lower the amount of dividends the company will pay to it’s 

stakeholders and vice versa.  

 



59 

Also, the dividend payout was found to be positively related to liquidity condition of 

the listed company. The higher the level of liquidity of the company, the higher the 

amount the company will pay to the shareholders. The findings of the study show 

that high liquidity companies tend to have higher dividend payout amounts and vice 

versa. 

 

The findings of the study are in line with the findings of a study conducted by 

Heckman (1979) to investigate the determinants of dividend policy among listed 

companies. Heckman’s (1979) simultaneous two-step model which investigates the 

dividend decisions and explicitly distinguishes the difference between these two 

decisions. 

 

Results of the study showed that the firms listed with DSE indicated that growth, 

size, profitability and leverage were significant factors in impacting those dividend 

decisions, which would not contradict the internationally available evidence.  It was 

found that profitability and size are positively connected to dividend decisions, while 

empirical results show a negative correlation between the dividend and leverage. 

 

An interesting result was the insignificance of a firm’s ownership structure in 

impacting corporate dividend policy.  Also, while the findings of the study showed 

various factors that influence dividend policy is not influenced by age of the 

company, type of business in which the company is involved of share price of the 

listed company.  
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CHAPTER FIVE 

 

SUMMARY, CONCLUSION AND RECOMMENDATION 

 

5.0  Introduction 

 

5.1 Summary of findings in relation to research questions 

The purpose of this study was to establish the determinants of dividend policies of 

companies listed at DSE. The scope of the study was a period of eight (8) years 

(2005 – 2012). The study involved five companies namely; SWISSPORT, Tanzania 

Oxygen Limited (TOL), Tanzania Breweries Limited (TBL), Tanzania Cigarette 

Company (TCC) and Simba Cement. 

 

The data used from the audited financial reports of listed companies was; dividend 

payout, profit after tax, shareholders fund, liquidity (cash and bank balances) and 

financial leverage (long term borrowing). The dividend payout was the dependent 

variable while profit after tax, shareholders fund, liquidity and financial leverage 

were independent variables. 

 

The analytical technique used was the descriptive, correlation and regression 

analysis. The regression results provided the estimate for the model. The estimate 

was used to establish the relationship between the dependent and independent 

variables. F – test was used to test hypotheses of the study which was to find out the 

determinants of if dividend policy. 

 

The findings of the study revealed that all the four independent variables have 

significant effect on the dividend payout of listed companies. Therefore the five null 

hypotheses stated were rejected in favour of all the alternate hypotheses. The 

findings showed that higher the profit after tax, liquidity and shareholder’s funds 

means higher dividend payout while lower leverage means higher dividend payout.  
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5.2 Conclusions 

From the findings of the study, the researcher concludes that the dividend policies 

and consequently dividend payouts of companies listed at the DSE is determined by 

the amount of profit after tax earned by the companies, the level of liquidity of the 

companies, the amount of stakeholder’s funds raised by the company and the level of 

financial leverage of the company.  

 

Among these four determinants of dividend policy, liquidity position of the company 

is the most significant determinant of dividend policy.  Since liquidity of a company 

depends on how it manages it’s investments, companies with better investment 

policies have better liquidity and are hence more likely to offer higher levels of 

dividend payouts.  

 

Thus, the dividend policy of listed companies depends on their financial positions. 

Although profit after tax is among the determinants of dividend policies of listed 

companies, it does not always translate to higher dividend payouts. This is because 

sometimes a company can make modest profit but is may also be heavily indebted at 

the same time which forces the company to avoid paying dividends.  

 

This has been observed in various companies listed at DSE such as TBL which paid 

dividends after up to five years. This is because dividend paid out does not 

consistently vary with the profit after tax of the companies. Thus, changes in profit 

do not necessarily warrant increase in dividend. On the other hand, shareholders fund 

has a significant impact on the dividend payout of companies.  

 

5.3 Recommendations 

The study makes the following recommendations; 

Listed company should adopt dividend policy based on their current financial 

circumstances, especially, based on their current liquidity positions, and not based on 

profit after tax. This will help them to maintain a healthy financial position which 

will guarantee higher dividend payouts in the future. The companies should try their 

best to improve their liquidity through adopting better working capital practices. 
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DSE should conduct frequent training to shareholders of various companies listed at 

DSE so as to help them make sound financial decisions with regard to which 

companies to buy shares from. The more shareholders become aware of dividend 

policies of listed companies, the more they will be able to make sound investment 

decisions and not be misled by financial statements of listed companies. 

 

5.4  Areas for Further Studies 

Te researcher recommends that further research could be done in dividend policy 

using samples from more companies using a longer timeframe. Moreover, further 

research may conducted by narrowing down the study to include companies in 

similar categories such as banks. Conducting a comparative study on two similar 

companies will give a true picture of the determinants of dividend policy. 
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APPENDICES 

 

Appendix 1:  Schedule of Activities 

S/no Activities Time frame Start date  End date  

1. Proposal writting and 

submission 

Seven weeks 10/02/2014 22/03/2014 

2. Aproval of research 

proposal 

One week  24/03/2014 29/03/2014 

3. Data collection Ten weeks 1/04/2014 6/06/2014 

4. Data process and analyis Three weeks 9/06/2014 28/06/2014 

5. Report writing  Three weeks 1/7/2014 19/7/2014 

6. Submission of the 1st 

draft 

One week 21/7/2014 26/7/2014 
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Appendix 2:  Budget 

Items Amount TZS 

Stationary and Printing 

• 4 reams of photocopy and printing papers @ 

TZS 8,000/- 

• Writing, printing, photocopy and binding 1000 

pages @ TZS 50 

 

32,000 

 

500,000 

 

 

 

532,000 

Internet Services 

• Browsing for downloads 10 times x 4 months 

@ TZS 1200 

• Printing the downloads – est. at TZS 

 

 

48,000 

50,000 

 

 

 

98,000 

Field Survey Expenses: 

• Transport and other cost 

 

680,000 

 

680,000 

Data analysis and reporting costs: 

• Data processing and analysis 

• Secretarial services 

• Report production and editing 

 

350,000 

440,000 

450,000 

 

 

 

1,240,000 

Total  2,550,000 

Contingency: 10% of total  255,000 

GRAND TOTAL  2,805,000 
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Appendix 3:  Questionnaire 

This questionnaire has been prepared by a student of Mzumbe University pursuing a 

Masters degree in Accounting and Finance for the purpose of collecting data for a 

research study titled: “Determinants of Dividend Policy for Companies Listed with 

Dar es Salaam Stock Exchange (DSE); Case Study of Selected Companies”. Your 

participation in this research study is highly valued in order to make it successful. 

Assurance is given that information will be handled confidentially.  

 

Questions: 

1. Gender 

(i.) University degree      (            ) 

(ii.) High school or diploma     (            ) 

(iii.) Secondary education      (            ) 

(iv.) Primary education       (            ) 

 

2. For how long have you working at DSE? 

(i.) 1-5 years       (            ) 

(ii.) 6-10 years       (            ) 

(iii.) 11-15 years       (            ) 

(iv.) More than 15 years      (            ) 

 

3. What is your level of awareness on dividend policy?  

(i.) Strongly aware       (            ) 

(ii.) Aware        (            ) 

(iii.) Partially aware       (            ) 

(iv.) Not aware       (            ) 

 

4. What are the factors which influence dividend policies of companies listed 

with DSE?  

______________________________________________________________ 

______________________________________________________________

______________________________________________________________ 
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5. What is the relationship between the factors in Question 5 and dividend 

policy? 

______________________________________________________________ 

______________________________________________________________

______________________________________________________________ 

______________________________________________________________ 

 

6. What is the impact on dividend policy on the performance of listed 

companies? 

______________________________________________________________ 

______________________________________________________________

______________________________________________________________ 

______________________________________________________________ 

 

7. In your opinion, what are the challenges faced by listed companies to 

implement their dividend policies? 

______________________________________________________________ 

______________________________________________________________

______________________________________________________________ 

______________________________________________________________ 

 

8. In your opinion, what measures should be taken by listed companies to 

improve their dividend policies? 

______________________________________________________________ 

______________________________________________________________

______________________________________________________________ 

______________________________________________________________ 

 

 

 

Thank You for Participation 
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Appendix 4:  Interview Guide 

1. What are the factors which influence dividend policies of companies listed 

with DSE?  

2. What is the relationship between the factors in Question 1 and dividend 

policy? 

3. What is the impact on dividend policy on the performance of listed 

companies? 

4. In your opinion, what are the challenges faced by listed companies to 

implement their dividend policies? 

5. In your opinion, what measures should be taken by listed companies to 

improve their dividend policies? 

 

 

 

 

 

Thank You for Participation 


