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Abstract — It means that the managements desire stable divided policy. The regression coefficients of
operating profit have positive values in most of the cases and found statistically significant for eight years
out of sixteen years of the study. This indicates that there was a positive relationship between profit after

tax and dividend paid, which support the hypothesis. The regression coefficients of interest paid have
negative values in most of the years and were also found statistically significant for six years out of

sixteen years of the study.
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INTRODUCTION

Dividend decision of a firm is one of the important
areas of a company’s financial decision making. This
decision has always been a subject of interest to
financial analysts, academicians and researchers, for
a long time. In fact, the questions of “why do
companies pay dividends” and “why do investors pay
attention to dividends” have puzzled both
academicians and corporate managers for many
years. Dividend decisions involve ‘deciding how
much dividend should be paid (payout ratio) and in
what form should it be paid to the shareholders’. The
underlying objective of all financial decisions is to
maximize shareholders wealth. So, it may be safely
said that dividend policy of a firm should be geared
keeping this direction in view as it may influence
value of a firm. The dividend decision is taken in the
light of the investment opportunities available. To
resolve the dividend puzzle, many researchers and
other finance experts have developed and
empirically tested various models to explain dividend
behaviour.

The growing concern needs finances for its
development and expansion in any form, which, may
come by way of share capital, borrowings, or self-
financing. The dexterity of management lies more in
the management of earnings than in the procurement
of capital. The efficient use of capital is not only
depends upon the acquisition of capital in proper
amounts at the right time but also on the careful
formulation of internal financial policies and constant
vigilance in their administration. The raising of capital
may not entail so much of foresight and prudence as
the effective utilization of the available resources.

Defective administration of income, inadequate
provision for depreciation and ill-planned resources
likely to be the results of an absence of scientific
internal financial control and may lead to
liquidation. Earning is one of the important
ingredients of business success and it needs
constant and intelligent handling by the
management. Earnings refer to a company’s
reported profits i.e., profits after all expenses
including depreciation, interest and taxes have
been deducted. Management of earnings means
how these earnings are utilized i.e., how much is
paid to the shareholders in the form of dividends
and how much is retained and ploughed back in
the business.

MULTIPLE REGRESSION MODEL

In order to establish the relationship between
company characteristic and Dividend policy
multiple regression model has been used wherein
dividend payment has been used as dependent
variable and company characteristics as operating
profit (EBIT), debt equity ratio, company size
(measured by market capitalization), growth
opportunity (in terms of total assets), interest paid,
current ratio and lagged dividend have been
considered as independent variables.
Mathematically,

DIV;= o, BEBIT,, . B,DE;.. BsIP. BiCS; + PsGTA;. fCR;, +f,LD;, +&

Where;

EBIT= Operating profit, DE= Debt Equity Ratio, IP=
Interest Paid, CS= Company Size, GTA= Growth
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Rate in Total Assets, CR= Current Ratio ( Short
term Liquidity) and LD= Legged Dividend

EMPIRICAL RESULTS

Table 1.1 displays that in the overall analysis of
sample companies, the lagged dividend and
company size was the most important determinants
of dividend decision as the regression coefficient of
lagged dividend and company size are found to be
the highest in most of the years under study and also
found statistically significant for fifteen and thirteen
years respectively The regression coefficient of
lagged dividend, and company size have a positive
sign in most of the years under study period.

This suggests that there was a positive relationship
between dividend payment and lagged dividend and
company size, which supports the hypothesis. It
means companies, which were large in size pay
more dividend then the smaller ones. The regression
coefficients of operating profit have positive sign
during most of the years under study period and
were also found statistically significant for seven
years out of sixteen years of study. This suggests
that there was a positive relationship between
operating profit and dividend payment.

Table 1.1

Relationship between Company characteristics
and Dividend Payments in overall analysis

| Regression Coefficients ___Model Summary
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*&** Statistically significant at 1% and 5% level respectively (Values in Brackets are t values)
“DW= Durbin Watson test

Prowess Database (CMIE)

The regression coefficients of interest payment have
negative values during most of the years and were
found statistically significant for twelve years out of
sixteen years of study. This suggests that there was
a negative relationship between dividend payment
and interest paid by the companies. It means
companies having more burden of interest payment
show a tendency to pay fewer dividends. Likewise in
case of debt equity ratio regression coefficients have

negative values during most of the years under
study, which suggests that there was a negative
relationship between debt equity ratio and dividend
payment. It means levered firms pay fewer
dividends then the unlevered ones. The regression
coefficients of current ratio have negative sign during
most of the years. This suggests that there was a
negative relationship between current ratio and
dividend payment, which was contrary to the
hypothesis.

The above analysis was also supported by the value
of coefficients of determinants r®> which ranges
between 0.59 and 0.99. This indicates that the
independent variables have been causing more
than seventy per cent of the variation in dividend
paid by the companies under study. The F values
also indicate that independent variables are the
important determinants of current dividend. The
Durbin Watson test which has been applied to
examine the existence of autocorrelation in the
cross sectional data series reveals the absence of
autocorrelation in each year of the study as its
values are near 2. Hence, the results of the model
give reliable estimates.

Thus, above analysis tends to confirm that the
lagged dividend and company size were the most
important determinants of the dividend followed by
company size and interest payment. The current
ratio was found to be the least important
determinant of dividend payment as it gives the
least value of regression coefficients during most of
the years of the study. As mentioned earlier,
lagged dividend in Lintner Model represents the
desire of management for a stable dividend policy.
It is important to note from Table 1.1 that the
lagged dividend has been emerged as a highly
significant determinant of dividend in case of more
than ninety percent of the time.

REFERENCES:

George, Roji, and Kumudha, A. (2014), “A Study
on Dividend Policy of Hindustan
Constructions Company Ltd. with special
reference to Linter's Model’, SYNERGY,
ITS Journal of I.T. and Management ,
Vol.4, No.1, pp. 86-95.

Ghassan Omet (2012),“Dividend Policy Behaviour
in the Jordanian Capital Market”,
International Journal of Business, ISSN:
1083-4346, No. 9(3), pp.287-300

Glen, J., Karmokolias, Y., Miller, R. and Shah, S.
(2005), “Corporate Dividend Policy in
Emerging Markets”, Emerging Markets
Quarterly, winter, 1(4), pp5-20.

Gombola, M. and Liu, F. (2007), “The Signaling
Power of Specially Designated Dividends”,

www.ignited.in

Dr. Shrawan Kumar Saini* Naina Vohra**

1657



Journal of Advances and Scholarly Researches in Allied Education

Vol. 16, Issue No. 4, March-2019, ISSN 2230-7540

Journal of Financial and Quantitative
Analysis, Vol. 34, No. 3, pp. 409-423.

Gordon M.J.(1967), “ Dividends Earnings and stock
prices” , Review of Economics and Statistics,
vol.41,pp 211.

Gregory G. Geisler (2008), ‘Equity Security
Investments: Evidence on Tax-Induced
Dividend Clienteles’ Journal of the American
Taxaion Association, Vol. 22, Issue 1,
SSRN: http://ssrn.com/pdf=203008

Gupta K.Shashi and Sharma R. K (2016),

“Management Accounting” 10" edition, Pub.

Kalyani Publishers, New Delhi, pp 21.14 to

21.15.

Gupta Rvinder K. (1997), “Determinants of Corporate
Dividend Policy”, Management Accountant,
Vol.24, No. 6, pp-377 to 378.

Hardin, William G. and Hill, Matthew D(2016), ‘Reit
Dividend Determinants: Excess Dividends
and Capital Markets’ , Real Estate
Economics, Vol. 36, Issue 2, pp. 349-369,
Summer, SSRN: DOI: 10.1111/j.1540-
6229.2008.00216.

Hu, Aidong and Kumar, Praveen(2012),’Managerial
Entrenchment and Payout Policy.’Journal of
Financial and Quantitative Analysis,SSRN:
http://ssrn.com/pdf=483625

Hunt, Willams and Donaldson (1979), “Basic

Business Finance: Text and cases”, Pub.

Richard Irvin Inc. Homeword, lllionsic, pp-

405.

Husam-Aldin Al-Malkawi (2016), ‘Factors Influencing
Corporate Dividend Decision: Evidence from
Jordanian Panel Data’,International Journal
of Business, Vol. 13, No. 2,
SSRN:http://ssrn.com/pdf=1141346.

Jeong, Jinho and Powell, John G(2002), ‘The
Determinants of Dividend  Smoothing
Behaviour’ ,Working Paper Series, JEL
Classifications: G35, SSRN:

http://ssrn.com/pdf=5574.
Joshi. P.C (1978), “Corporate Dividend Policy”
Unpublished Ph. D. Thesis, University of
Bombay, pp-10.

Kale, Jayant R., Kini, Omesh and Payne, Janet D
(2014) ‘On the Dividend Initiation Decisions
of Newly Public Firms’, Working Paper
Series, JEL Classifications: G35, G32, G31,
SSRN: http://ssrn.com/pdf=913909

Karam Pal and Goyal, Puja (2015), “Leading

Determinants of Dividend Policy : A Case

Study of Indian Banking Industry”, Decision,
Vol. 34, No. 2, pp. 61-78.

Kato, K. and U. Lowentein, 2003, “The Ex-dividend—
day Behaviour of Stock Prices: The case of
Japan,” Review of Financial Studies, No.8,

817-847.
Khan M.Y. and Jain P.K. (2011), “Financial
Management: Text and Problems”, 3"

edition, Published by Tata Mc-graw Hill, pp-
14.1t0 14.17.

Khurana, P.K. (1993), “Corporate Dividend Policy in
India”, New Delhi Panchsheel Publishers, p.
269.

Koch, Paul, D. and Shenoy, Catherine (Winter 2007),
“The Information Content of Dividend and
Capital Structure Policies”, Financial
Management, Vol. 28 No.4, pp. 16-35.

Kpoor N.D.(2016), “Elements of Company Law”,
28" edition, pub. Sultan Chand Sons, New
Delhi, pp-267 to 273.

Krishnamurty, K. and Sastry, D.U. (1979), “Some
Aspects of Corporate Behaviour in India”,
Indian Economics Review, October.

Kuchal S.C.(1990), “Financial Management
Analytical and Conceptual Approach,
published by-Chaitanya publishing
house,Allahabad,pp-433.

Kumar S and Singh Man Mohan (1983),

“Determinants of dividend payout”, Indian

journal of Commerce, pp-22.

Kurana P.K. (1993), “Corporate Dividend Policy in
India” published by-Panchsheel publishers,
New Delhi, pp-42 to 43.

Corresponding Author
Naina Vohra*
Research Scholar,

OPJS University,
(India)

Department of Commerce,
Churoo-136119, Rajasthan

nainasharma6902@gmail.com

Dr. Shrawan Kumar Saini* Naina Vohra**

www.ignited.in

1658



