Chapter One
Introduction
1.1 Background to the Study

The need to operate as a profitable going-concern continue to make man XX»

meeting agenda because of its socio-economic implications to the manage invterms
of competency reporting, the shareholders in terms of earnings nvestment
government in terms of revenue collection and the society at | eover for listed

organisations the achievement of profitable going conce %S is subject to making
certain critical decisions about internal organlsauo@és as it affects the value of a
unit of share been traded. Hence, given the ley obal economic disruptions and its
multiplier effect on investment and sh. rice volatility it becomes imperative that

listed organisations deplore approg@yintemal organisation capacities in knowledge

and in policies to ensure it co@o thrive as a business entity.
As an investment Vehia\»%ﬁ/c‘ks are the most popular compared to other options such
as bonds and m@ :13. High stock volatility means that prices rise and fall rapidly,
resulting in, a Targe difference between the lowest price and the benefits of stock
inve@ such as capital gains and dividends, and the risk of experiencing capital
@s, ankruptcy, asset liquidity, delisting, suspension and other things. The interplay
between supply and demand is what causes stock price fluctuations. Both an increase in
stock prices and a reduction in stock prices are encouraged by a high number of
requests. Stock prices will rise or fall depending on the level of demand, and this trend

will continue for a long period of time?.



It is not unusual for stock prices to fluctuate in a capital market. Leverage, company
earnings, dividend yield, trading activity in the stock market, interest rate movements,
and other macroeconomic variables are all factors that affect stock prices®. Volatility in
stock prices is a risk indicator that shows how quickly the price of a stock changes ov%

a specific period of time?. A share price volatility is the rate of change in its pri

specific time period, and the more its volatility, the greater the chance o iderable

gain or loss*. Share price volatility is a risk encountered by investmb old ordinary

N
shares. , Q

Investment risk averse investors are concerned about t@%ﬁlity of their investments
as a gauge of the level of risk they face*. An inv &s rimary concern when making
an investment is minimizing the amount of risk, théy take on in order to maximize their
return. As a matter of fact, firms are c@)u of the fact that the nature and knowledge

of this, stock price Volatil% as essential to firms as it is to investors>.

of investors can have an impac g;e)long—term value of a company's stock. Because
S

An increase in stc%nqr et volatility due to the transmission of the coronavirus has
been attribute@.is epidemic. There was an increase in share price volatility due to
corona@ e petroleum and natural gas industry (increased by 3.92) as well as the
r , hotel, and lodging industry (increased by 2.42), while industrial food
duction (increased by 0.70) and industry beer and liquor (up 0.71) had the lowest

O

risk, according to research °.

During the coronavirus epidemic, share prices fluctuate on both ends of the spectrum,

rising and falling. There was a rise in petroleum and natural gas industry share prices



due to the significant decline in crude oil prices in March 2020, which resulted in crude
oil producers deciding to limit oil output and thus lower natural gas production,
according to prior study’. Natural gas prices rise as a result, and investors' expectations

for future cash flows from gas producers rise as well. \

There was a significant increase in mortality and a decrease in population h@%’a

direct result of the coronavirus pandemic, which led to positive stock pri tility in
the medical, pharmaceutical, and health care industries. During th%:&c there was
a surge in the delivery of food and foodstuffs which ar%fﬂ% profiting from an
enhanced market. The software and technology indu@’s also made significant
strides forward during the past few years’. Rest ?&Qs and hotels have a high risk of
stock price volatility due to the coronavirug p ic since these businesses are social
and the community limits social acti)@at this time, especially some policies of the

federal government. enforcing lgcu&rns or requesting that people stay at home to

avoid the spread of the co%

Economic and ﬁn@l.c ises and currency changes, as well as political and security
concerns, hav ted in an inconsistent growth rate for manufacturing organizations
in Afrig&gs)a result, the consumer goods manufacturing industry's organizational

eﬁ@ess has been hindered.

QQN restrictions on 41 import items from access to forex through the official exchange
window, poor road infrastructure, inadequate power supply, high electricity tariffs and
double tax regime, high cost of funding, and a high inflation rate further contributed to

an increase in the cost of running manufacturing operations, resulting in a negative



impact on organisational performance'®. There are still many issues that need to be
addressed, but the recent regime changes in 2019 have not helped, and the country's
level of insecurity is alarming (the country scored 8.597 out of 10 in the global
terrorism index 2019, which indicates that acts of terrorism are a significant concern f
the country)'®. According to extant literature, these occurrences in Nigeri
environment have an impact on the performance of manufacturing %s in
Nigeria and thus on their ability to share profits to shareholders g & 1gh level of

uncertainty 2131415,

CBN report GDP 2019 data, suggested that the ma@ﬂing sector's Purchasing

Managers Index fell from 61.10% in December 57.7% in the third quarter of

2019, further supporting claim in extan rature!>'%15, The decline in the

manufacturing sector's Purchasing M ﬁlndex (PMI) occurred between December

2018 and September 2019. D ig.ﬁw fact that the economy has emerged from

recession and is beginmin recover, little has changed. Note that these

macroeconomic eve tsﬂte)e been documented as contingent factors that have the
4%9.

potential to affect the dividend policy of listed organizations and

conseqlie{toe price of these organizations' unit of share'>

years, the question of whether a company's dividend policy affects its share

@ce volatility has sparked significant debate. Some argue that dividend policy has an
Qirnpact on a company's stock price, which in turn has an impact on its shareholders'
wealth®. Some scholars believe that dividend policy has an effect on stock prices, while

789,

others believe that dividend policy has no bearing on a company's market value

Both schools of thought are correct. The dividend policy choice is one of the most
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critical in any company in order to ensure efficient development and the achievement of

goals.

There has been a significant deal of dispute among finance researchers since the 1950s
over corporate dividend policy and how it affects the value of a company®. One o t%
top ten most difficult issues in finance is the choice to pay a dividend. One 0®Er
areas of decision making in finance is the allocation of dividends or pr cisions
on dividends are critical because they influence how much mo;&ig\ istributed to
shareholders and how much money is preserved for investr% irectors recommend

that a portion of a company's net earnings be paid t&@lders in accordance with

their shareholdings in the company?. \

The corporation must determine the best\level of dividend distribution in order to
maximize shareholder returns while &g its dividend policy. Value to retain against
Payable Value is a trade-off%en comparing these objectives’. The company's
financial structure is bols%??the retention, while the profitability of shareholders is
reflected in the W}gn. Due to the above-mentioned grounds, the "dividend
puzzle" has b@%beled by "Black" as an unsolvable conundrum. Many competing
factors Qibé taken into consideration while trying to figure out the best payout

policysldentifying the critical elements is straightforward, but understanding how they

:@ract is tough, and no simple solution exists>.
Several dividend theories have been put up to explain how dividend decisions are made

and whether or not they affect a company's worth. There are three ways to go about this.

Assuming all other factors are equal, the first theory holds that increasing a company's



share price and value by paying out higher cash dividends will enhance the share price
and value of the company. Another opinion is that a high dividend pay-out is
undesirable because it lowers the value of a company's stock when dividends are taxed
more highly than capital gains. Dividend pay-out policies have no bearing on.a

company's stock price, according to the middle ground position, which @
emain

opposite tack. That's because while investment and borrowing po@

'\

unchanged, a firm's overall cash flows remain constant regardless Sﬁy nt policy*.
For shareholders, customers, employees, regulators, and &&emment, dividend

policy is still one of the most significant aspects in ﬁna@ﬁnagement. Investors can

reasons to invest is to reap the benefits of a, diwi

they will feel more confident in the p@

Dividends can only be paid 07@ to a particular percentage of the company's total
assets because of regulat%ki»rms and Allied Matters Act (CAMA), which controls
the operation of r%&terp companies in Nigeria, is one of the possible limits on the
distribution ogs. According to Section 379(2) of the CAMA, the annual general
meetingﬂg odify the amount of the proposed dividends. Nigeria's dividend policy
is Qd to ensure that the government's finances are available to continue to invest

Q@ssets, so that enterprises can continue to function on the growing concern principle®.

Different aspects in an organization impact how much a company's shareholders
receive dividends as compensation for their risk and investment®. Every company in

every field has a dividend distribution policy or pattern, and this is plainly a financial



signal for the company. As a result, demand for the firm's stock should be influenced
by the company's dividend policy®. An organization's valuation, and hence its share
price appreciation, is highly influenced by its dividend policy’. As a result, the

volatility of stock prices is exacerbated by frequent dividend revisions. \

Debate and competing interpretations remain over the precise drivers of diVid?@Ey,

but an in-depth examination of its determinants and more importantly I}%\& uences
share price volatility is needed. For this reason, this study log@@\t ow volatile
Nigerian listed manufacturing companies' stock prices are 1 é;%bn to several aspects

of their dividend policies, including as the pay-out ratio@ﬁ, asset growth, earnings,

and sizes of the companies themselves. Hence, study examined the interactions

between dividend policy and share pric& tility of listed consumer and industrial

goods manufacturing companies in Nlé{
1.2 Statement of the Pr

Dividend policies are c@b a company's long-term viability, and they have been the
subject of long- ing* debates in the business world and among finance scholars.
Debate ove end policy is one of the most hotly disputed topics in finance. The
wort company and the wealth of its shareholders are said to be directly impacted

b ividend policy of the corporation, according to research>41€,

QEarlier scholars such as Miller and Rock emphasize the informational value of dividend
pay-outs, which gives investors positive signals about the firm's future earnings.
Dividend pay-out decisions are unusual in that they are linked to other management

decisions such as capital planning, capital structure, mergers and acquisitions, and asset



pricing in a real-world setting. It is a business policy that has long been of interest to
researchers, particularly in the developed economy environment, because of the

importance of this company strategy.

Baskin offered a fundamental theory linking dividend policy to market volatility 'n?»
well-known study of US public-listed companies!’. Baskin claims that diVid@ﬂd
to lower a company's stock price in a developed economy scenaﬁk% dition,
according to Baskin, dividends are a measure of market conﬁ% 1'131 a company's

performance, not just a flow of information into the market %two considerations

suggest that dividend policy can have a major impa<f<%ﬁ company's stock price

volatility. \

Stock markets in developing countries [like Nigeria, on the other hand, exhibit a
different set of behaviors than thei %ped counterparts. As a result, the financial
markets in developing nationsmaller, less efficient, and viewed as more volatile

and riskier than the capita‘% ts in more established economies'®!’.

Despite the fact t d globalization has brought economies closer together over the
last two de veloping markets have been described as not being fully integrated
insid al financial markets!®. However, the stock market's contribution to wealth

c%n and the ability of its liquidity to guide economic growth should not be

Q derstated in the quest for true economic growth!81%:20,

Studying stock markets in developing nations has therefore remained a contemporary
topic for academics. Many empirical studies have used Baskin's hypothesis, both in

developed markets and in emerging markets>*71%1° According to some studies, there



are significant positive relationships, majority suggested a negative relationship, and

others posited a negligible relationships®67-18:19.20,

The contextual and methodological differences between studies may account for the
discrepancies in findings. In order to better comprehend the impact of dividend poli i%
on stock market volatility, scholars have argued and recommended that @W—

specific analyses are necessary to overcome industry heterogeneity in di‘%ﬁ@)olicies

as it affects share price volatility within emerging economies like %erig\.

This study examined the functional link between diViden%Uicy and stock price
volatility (SPV) in Nigeria, an emerging economy,{inlight of the aforementioned
scholarly recommendations!’. This study was ¢ \pd in an industry-specific context

by focussing on the manufacturing firms %u r and industrial goods manufacturing

sectors) in Nigeria. (;\&

1.3 Aim andObj ectlves?» Study

The aim of this study is amine the functional relationship between dividend policy
and share prlce@t ty of selected listed manufacturing companies in Nigeria. The

specific objectives of the study are to;

i rrnine the relationship between dividend pay-out ratio and share price
Q volatility in selected listed manufacturing companies in Nigeria.

ii. examine the extent of the relationship between dividend yield and share price
volatility in selected listed manufacturing companies in Nigeria.

iii.examine if asset growth rate has relationship with share price volatility selected

listed manufacturing companies in Nigeria.
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iv.ascertain the relationship between earnings and share price volatility in selected
listed manufacturing companies in Nigeria.

v. determine the relationship between firm size and share price volatility in selected
listed manufacturing companies in Nigeria.

vi.investigate the firm-specific effect of dividend policy determinants (dj XY»
pay-out ratio, dividend yield, asset growth rate, earnings, and firm s@ hare

price volatility in selected listed manufacturing companies 1n‘¥er1

S
S
&

i. How does dividend pay-out ratio r%t are price volatility in selected listed

manufacturing companies in @

ii. What is the relat10nsh1een dividend yield and share price volatility in

selected listed manu‘%; ng companies in Nigeria?

iii. What is the &&mp between asset growth and share price volatility in

selected @manufacturmg companies in Nigeria?

iv. Ir@ ays does earnings relate to share price volatility in selected listed

1.4 Research Questions

The study addressed the following research questi

ufacturing companies in Nigeria?
Q. How does firm size relate to share price volatility in selected listed manufacturing
Q companies in Nigeria?
vi. What is the firm-specific effect of dividend policy determinants (dividend pay-out
ratio, dividend yield, asset growth rate, earnings, and firm size) on share price

volatility in selected listed manufacturing companies in Nigeria?
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1.5 Hypotheses
The following hypotheses formulated were tested.

Hol: There is no significant relationship between dividend pay-out ratio and share

price volatility in selected listed manufacturing companies in Nigeria. \; 14

Ho2: Dividend yield has no significant relationship with share pric@ﬁy in

selected listed manufacturing companies in Nigeria. ‘%

'\
Ho3: Asset Growth Rate has no significant association wéﬂ(\&&;e price volatility in

selected listed manufacturing companies in N%%'

Ho4: There is no significant relationship betwe rnings and share price volatility

in selected listed manufacturing & es in Nigeria.

Ho5: There is no significant assé%‘;%of between firm size and share price volatility

in selected listed mqn@:ring companies in Nigeria.

1.6 Significance &1} tudy

This study is %s.e benefit to the following stakeholders; management of listed
manufactur irms, investors, government, academia, and the society. Specifically, it
offi <<t@(gic information to the management of listed consumer and industrial goods

@n acturers on the need and appropriateness of timely dividend policies. Also, it can
Qenhance investors’ capacity when selecting and building their investment portfolios

depending on their dividend pay-out preferences. More so, it provides investors with

information about the predictability of returns in the securities market.
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Also, the research is significant to as it can enhance policy makers and the
government’s regulatory agencies in formulating dividend pay-out policies and
guidelines on best practices that can protect and encourage investments thus creating a

vibrant local market. The society equally benefits from organisations that are profitable

as this guaranty job creation and income generation to the society. @
1.7 Scope of the Study ‘%@3

The study is focused on the dividend policy as it relates to s ﬁ(;grme volatility in
selected listed manufacturing companies in Nigeria. Specii%y the study examined
how dividend policy determinants such as dividend @%&Iﬁo, dividend yield, asset
growth rate, earning and firm size relate to an it affects share price volatility of

selected listed consumer and industrial g%m facturers in Nigeria.

The universal population of this stu@}psist of all the listed manufacturing companies
in Nigeria. According to th: @ian Stock Exchange, there are forty-six (46) listed
manufacturing compan@ﬁgeria as at 20207, These total manufacturing companies
include 21-consu 00ds companies, 14-industrial goods companies, 6-conglomerate

companies, gricultural companies. Nevertheless, the target population covered

10 lis@mumer and industrial goods manufacturing companies in Nigeria.

@%nsideration of the listed consumer and industrial goods manufacturers bothers on
che need to fulfil the recommendation of extant literature that it is imperative for future
studies to consider an industry-specific analysis. The listed consumer and industrial
goods manufacturers considered include; NASCON Allied Industries PLC, Guinness

NIG PLC, PZ Cussons Nigeria PLC, Nigerian Breweries PLC, Honeywell Flour Mill

12



PLC, Lafarge Africa PLC, CAP PLC, Beta glass PLC, Unilever Nigeria PLC, and
Okumu Oil Palm PLC. The financial statement as the source of secondary data for this

study covered a period of 10 years (2011 to 2020).
1.8 Operationalization of Research Variables \?»

The variables in this study are classified into two — dependent and i &QH
variables. The dependent variable share price volatility (Y) is measuv@\e variable
without sub-measures (this align with extant literature). T ‘é&e(ﬁctor variable;
dividend policy (X) is measured by dividend pay-out ratio, @nd yield, asset growth,

earnings, and firm size. The functional operational @Earrymg these variables is

displayed in the mathematical model below: @\

Y =1(X)
Y = Dependent variable: Share Prlci_glanhty (SPV)

= Independent VarlablesQF?end Policy (DP)

The independent Va%le Dividend Policy (DP) is measured as:
N
x1 = divide@)@d (DY),
X%@%ld pay-out ratio (DPR),
Q% asset growth (AGR)
x4 = earnings (EV),
x5 = firm size (FS)

The dependent variable is share price volatility

13



Y = Share price volatility (SPV)

Resulting from the Baskin’s model are;

SPVii=ADY, DPR, FS, AGR, EV)

The mathematical representation is specified as follows; %\}
3

SPVit= B0 + B1DYi + P2DPRy + P3FSit BAAGRy + EVi + etit \Q§

Where; (6 N
SPVi. = Share Price Volatility @

DY = Dividend Yield

DPR;; = Dividend Pay-out Ratio @

FS;; = Firm Size Q)\
AGRj; = Asset Growth Rate \Q
EVi:= Earnings VKﬁli %

Etit = Error teIQQ

B0 = Censtant term

S

Q 1.9 Operational Definition of Terms

= Parameter to be estimated

Asset Growth: This is the annual change in the book value of total assets of a

company
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Dividend: This is a distribution of profits earned by a company from business

activities to its shareholders

Dividend Pay-out: This is expressed as a percentage, is a financial ratio

(dividend/price) that shows how much a company pays out in dividends year rel%

to its share price. &

Dividend Policy: This the policy a company uses to structure its div@\pay—out to

the shareholders. (6 "
Dividend Yield: This is the amount of money a compan@areholders for owing

a share of its shock divided by its current stock pri@

Earnings: These are benefits attributable to @ny’s for been in operation

Firm Size: This is the increase in ﬁéz\&e of operation

Share Price Volatility: This@w rate at which the price of a stock increases or

decreases over a perio@

15



Endnotes

2R., Siti, R.D., Putri, V., Noekent, & A.N., Waliuddin. "Dividend Policy and Stock Price
Volatility: A Study on Indonesian Manufacturing Companies.” Management Analysis
Journal //, No. 1, 2022: 1-7.

3A., Esen, M.B., Karan, & B., Pirgaip. "Is the Effect of Dividend Policy on the Volatility
of Stock Prices Stable? An Empirical Study on European Countries.” Spanish Journal
of Finance and Accounting6, No.4, 2022: 1-21.

“W.U., Rehman, Dr., R. Ishrat, Dr., G. Abbas, & M., Abbas. "The Impact of Rividend
Policy on Share Price Volatility in the Context of Textile Sector of Pakistaz=" Indian
Journal of Economics and Business 20, No. 4, 2021.

> S., Umamaheswari, C. K. Suresh, & S., Sampathkumar. "An Empirical Study on Effect
of Financial Accounting Indicators Towards Stock Market Pgicey Volatility. "World
Review of Science, Technology and Sustainable Development\8, No. 1 2022: 99-106.

8A., Laura, A., Chari, N.A., Greenland, & K., Peter Schott. Yggregate and Firm-Level
Stock Returns During Pandemics, in Real Time. Ne.\w26950. National Bureau of
Economic Research, 2020: 1-33.

%E., International. Business Dynamics in Wigeria. Retrieved from Euromonitor
International Passport website: Error! Hyperlink reference not valid., 2018.

100.B., Abiodun, O., Grace Makinde, & HY, Babatunde Akinlabi. "Entry Mode Strategy,
Firm-Level Capability, Environmentql Turbulence, and Organisational Performance: A
Moderated Analysis.” Managementand Economics Review 5, No. 2, 2020: 278-290.

HUCBN. Foreign Exchange/Restriction: Milk Importation is not Banned — CBN 2019.
Retrieved from https://www.channelstv.com/2019/07/27/fx-restriction-milk-
importation-is-not-bannéd:

2Manufacturing ASsociation of Nigeria. Recession and Manufacturing Sector. Retrieved
from https://wwwistimnewsonline.com/recession-and-the-manufacturing-sector/ 2017.

BBManufagtuting) Association of Nigeria. Manufacturing Sector Report. Retrieved from
Retrieyed ftom NBS website 2019: http://www.nbs.org.ng.

B Akinkoye & 1., Akinadewo. Retained Earnings and Firm Market Value: Nigeria
Experience. The Business and Management Review 9. No. 3. 2018:482-496.

1’0., Abiodun, A., Tolulope, O., Elizabeth, & O., Olubukola. "Firm Specific Capability
Organizational Structure and New Product Performance of Fast-Moving Consumer
Goods Manufacturers in Emerging Economy.".Sustainable Business and Society in
Emerging Economies3, No. 1, 2021:1-11.

M., Aminu-Kano, J., Ojo & J., Okpanachi. Dividend Payout Pattern: Nigeria Deposit
Money Banks in Perspective. European Journal of Accounting, Auditing and
Finance Research3. No.10, 2015:58-66.

16


https://www.channelstv.com/2019/07/27/fx-restriction-milk-importation-is-not-banned
https://www.channelstv.com/2019/07/27/fx-restriction-milk-importation-is-not-banned
http://www.nbs.org.ng

17B., Jonathan. "Dividend Policy and the Volatility of Common Stocks." Journal of
portfolio Management /5, No. 3, 1989: 19-25.

8B., Geert, & R., Campbell Harvey. "Emerging Equity Markets in a Globalizing
World." SSRN 2344817, 2017: 1-25.

YL.T., Nikiforos, & A., Papastamou. "Dynamic Interactions between Stock Markets and
the Real Economy: Evidence from Emerging Markets." International Journal %

Emerging Markets 11, No.4, 2016: 715-746. \
20K., Muthondu Samuel, & T., Olweny. "Relationship Between Dividend P@ﬁd

Stock Price Volatility Among Listed Commercial Banks In Kenya. Inte onal
Journal of Social Science and Information Technology 7, No. 2, 2021 :

21S., Hooi, M., Albaity & A., Ibrahimy. Dividend Policy and Shaie Price Volatility.
Investment management and Financial Innovation. /2. No. 1, 76-234.

22www.reuters.com ¢ :\

Zhttps://ngxgroup.com

Chapter Two

17



Literature Review

The literature for this study considered conceptual, empirical, and theoretical reviews.
This becomes vital as it helps the researcher understand and examine what has been

done in existing studies given the variables under study. The chapter is presented u@»
the following headings: 6@'
2.1 Conceptual Review ‘%\

A conceptual review of the variables addressed in this stuc@@omitance with
extant literatures becomes germane for deepening the un@mg of these variables.
The variables studied were; Share price volatilit %e}dependent variable, while
dividend policy is the independent variable and‘it easured by dividend pay-out ratio,

dividend yield, asset growth, earnings, a size.

2.1.1 Share Price Volatility (_)\

Historical volatility ofte@d to as actual volatility or realized volatility is the
measure of a shara&%&vement based on historical prices and it is used to measure
how active a @grice is over time'. This suggest that share price volatility measures
the fluc t&j in the share price and more specifically it is measured by taking the

dai %:entage price changes in a stock and calculating the average over a specific

@e frame. This is the current volatility of a stock and it is estimated by its option price.

In other words, the implied stock price volatility is that level of volatility that will
calculate a fair value that is equal to the current trading option price!. When looking at

an option to determine its implied volatility, there are four things to take into account.
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These include the strike price, the expiration date, the current stock price and the stock
dividends. Implied volatility describes how much volatility that options traders think

the stock will have in the future.

Volatility is a statistical measure of the dispersion of returns for a given securit %
market index. Volatility can either be measured by using the standard del%%br
variance between returns from that same security or market index>. @ words,
volatility refers to the amount of uncertainty or risk about the %0{ changes in a

security’s value. A higher volatility means that a security’e@ can potentially be

ns t@'price of the security can
change dramatically over a short time period. \Q

spread out over a larger range of values. This mea

A lower volatility means that a security, s\ valte’ does not fluctuate dramatically, but
changes in value at a steady pace @period of time. Stock price volatility does
contain meaningful inforrnatioQusmesses with stable cash flows and solid growth
prospects tend to have V@ stock price volatilities. Business with unstable cash

flow and serious WHS about the future tend to have high stock price volatilities.

Size may a %tility. Larger firms tend to be more diversified (both geographically
as w across industries), and thus insulated from the vicissitudes of individual
rﬂ%s. Furthermore, it is sometimes noted that institutional investors find it
Q ensive to research companies that provide a limited outlet for investment funds.
Less research means less public information, which could cause investors to react
rationally to new events. Moreover, there may be fewer market participants with the

necessary knowledge for arbitraging price fluctuations.
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Markets in small stocks therefore may be subject to illiquidity and high volatility*. Size
is a consequential control because it may influence choice of dividend policy. Without
controlling for size, there might be a spurious relationship. Volatility is the standard

deviation of a stock’s annualized returns over a given period and shows the range |

which its price may increase or decrease. @
If the price of a stock fluctuates rapidly in a short period, hitting new h‘i%?\ggows, it

is said to have high volatility®. If the stock prices moves higher Wg\r more slowly,
or stays relatively stable, it is said to have low volatility. His%(\%latility is calculated
using a series of past market prices, while implied Vo% ooks at expected future

volatility, using the market price of a market-trad rivative like an option.

Share price volatility is used to define the risk common stock, whereby, the greater
the volatility of a common stock, %eater its risk*. Volatility is defined as the
variation or deviation of an %’s returns from their mean®. From an investor’s
viewpoint, understanding@rice volatility is crucial. Stocks that move by larger
margins can be morg profitable on the upside, but they also carry greater risk of loss.
According to @vdem portfolio theory, investors are rational and risk averse — they
want to&g-rfsk unless they are compensated for taking such risk>. Investors usually
c st risky investments as they offer more certainty in returns as opposed to

@estments with higher risk®.

\

Also, share price volatility reflects the degree of variation of a share over a certain
period of time. It is measured by calculating the standard deviation of yearly returns

over a certain period of time®. Therefore, volatility simply shows the range between
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share increases and decreases. Share prices fluctuating rapidly in a short period of time
leads to a high volatility. On the other hand, share prices that fluctuate slowly over a

long period of time are a sign of low volatility?>.

Share price volatility is an important instrument and variable because of its effe&%
the markets. Since volatility measures the risk a certain security contains, inv%%ﬁn
draw far-reaching conclusions based on the volatility alone. One coul k hat the
lower the volatility of a certain security, the better. Since low Volw‘%means less
risk. And investors are always searching for the highest pOSQLD(gMumS with the least
risk. @'
q

Share price volatility can be used as a signal t formation about the quality of a
business. Low volatility is a signal that a ‘busihess generates stable cash flows. For a

business to generate stable and cm@%wash flows, it very likely has a competitive

advantage. As a result, low sto@ice volatility often signals stability and competitive

advantage. \%)Z

The prices of so ocks are highly volatile. The unpredictability makes the stock a
riskier inve 7/ As a result, investors want a higher return for the increased risk.
Compahies with highly volatile stocks need to grow profitably. They must show a
d@c increase in earnings and stock prices over time, or pay very high dividends.
anre price volatility has different measures. The two main measures are explained

below.

Amongst the many factors that can drive stock price volatility include political and

economic factors. By implication, governments play a major role in regulating
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industries and can impact an economy when they make decisions on trade agreements,
legislation and policy’. Everything from speeches to elections can cause reactions
among investors, which influences stock prices. Moreover, economic data also plays a
role in determining share price volatility, as when the economy is doing well, invest s
tend to react positively. Monthly jobs reports, inflation data, consumer spendin @
and quarterly GDP calculations can all impact market performance®. %t if

these miss market expectations, markets may become more VOlatﬂi{
'\

Industry-sector factor is another driver of share price vol &peciﬁc events can

cause volatility within a particular industry and sector@bil sector, for example, a

major weather event in an important oil-producin %{1 an cause oil prices to increase.

As a result, the stock price of oil distributi % companies may rise, as they would
av

be expected to benefit, while those tﬁ\&

fall’. Similarly, more governm % tion in a specific industry could result in stock

prices falling, due to incr@m

earnings growth ‘{
Also, the corr@werformance plays a critical role in driving share price volatility®.

This is Jﬂ&e) positive news, such as a strong earnings report or a new product that is

high oil costs within their business may

pliance and employee costs that may impact future

wowihg ¢onsumers, can make investors feel good about the business. If many investors
‘@ to buy it, this increased demand can help to raise the stock price. In contrast, a
Qproduct recall, data breach or bad executive behaviour can all hurt a stock price, as
investors sell off their stocks®. Depending on how large the company is, this positive or

negative performance can also have an impact on the broader market.
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2.1.2 Dividend Policy

The term "dividend" refers to the portion of a company's net profits that is given to the
company's shareholders’. It is also referred to as the portion of a company's profit that
is split among its shareholders. Another name for this is shareholder profit sharg\%
other words, dividends are paid to shareholders out of the revenue profits pm% y

the company in the normal course of business operations®. These pr‘(%@e from

customer purchases. 4{ "
When a business realizes a profit, it essentially has two oEti%\er how it can put that

money to use: either it can reinvest the money or it c@ ute it to the shareholders®.
The first option is to keep the profits within the y so that they can be invested in

the growth or improvement of some aspéct 0f the business internally. The second

possible course of action is for the@f%ny to distribute the profit it has made to its

shareholders. Q

If the company decides@ue this course of action, it has two additional options for

how it can do so:; r it can pay out the profit it has made to its shareholders or it can
divide the tween itself and its shareholders. Either the corporation can pay
divid r they can buy back their outstanding stocks!®. Both options are available to

tlﬂ%npany. Dividends are payments that are given by a company to its shareholders.
ngever, the payments can take several forms, and the two most popular forms of

dividends are cash dividends and stock dividends.

This research focuses on dividends, which are payments that are made by a company to

its shareholders. The majority of people, when discussing dividends, refer to cash
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dividends, which, as their name suggests, are financial distributions made to
shareholders in the form of cash!®. However, dividends are not necessarily distributed

in the form of cash; stock dividends are another form of payment that can be made to

shareholders. \

A stock dividend is comparable to a stock split in that the number of existin %ﬁ)f

a company's equity increases despite the fact that the value of the compf%» ts does
of

not change!!. It is crucial to point out that even though the bo@ { irectors of a
company typically makes the decision about the dividend p @he company, there
are several exceptions to this norm. Companies opera@!ertain countries, such as

Chile and Brazil, are required by law to distribute at Ieast a certain percentage of their

profits to its shareholders.

The lenders, who are also known R&holders, have the ability to insert covenants
into the bond contract. These c@ants specify that a corporation is required to pay the
lenders (bondholders) b increasing the dividend payments'!. This is another
exception. With t%%gions that were just mentioned, the decision regarding a
company's di@ is typically made by the board of directors on the day when the
diViden& ared. A problem with the record date is that if a trade is made one day
be Q%- record date, time will not allow the trade to be revealed on the stockholder
@, and the new shareholder will not receive dividends. These occurs a couple of days
Qafter the declaration date, when the transfer books for stocks are closed at the record
date. Investors who owned stocks at this date will receive dividends!’?. However, a
drawback of the record date is that investors who owned stocks at this date will receive

dividends. Because of this, brokerage houses have altered the right of ownership up
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until two days before the date of record. These two days are now known as the ex-
dividend date, and any investors who buy shares after the ex-dividend date will not be

eligible for dividends®.

The payment of a dividend may take many different forms, including cash for exaﬁ%
1

The pay-out of dividends in the form of cash is referred to as a cash diVidﬁ‘% S
common practice for a dividend to be paid out in cash when a corporation-issues a
dividend payment. When a cash dividend is distributed, the %‘lﬁom of the
statement of financial position are that the cash account a %res account of the
firm will be lowered. As a result, the total assets and ne@'of the company will also

decrease. A business that pays out dividends in t X of cash must ensure that it has

adequate cash on hand to fulfil all of its obljgatio

The distribution of dividends to res@%hareholders of a company in the form of the
issuance of additional shares oﬁompany is referred to as a stock dividend. It entails
adding the amount of the@y's share premium or reserves to the company's share
capital, as well as,&sir}g the amount of share capital by the same amount that was
added from t@prves account. Because the corporation does not lose any cash, its
liquidit&giﬁtained.
[’F%areholders have an advantage in that they receive a dividend, which they are able
Qgconvert into cash whenever they wish to sell their share; however, the shareholders
have a disadvantage in that as the number of equity shares increases, the share price can
fall if the retained earnings do not yield a satisfactory rate of return®. This is especially

true in situations where there is massive off-loading of shares by shareholders in the
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capital market. Each shareholder receives a stock dividend in the amount that is

proportional to the number of shares that they already own in the company.

In addition, dividends can be given out in the form of stock or shares. A share split
involves either halving the current share price or multiplying the existing numb

shares by a factor of two®. A stock split has the effect of halving the current "p@é"
or nominal price of shares while simultaneously increasing the E(% ber of

'\
a stock split in order to bring the price of the company's s %Wn and encourage

outstanding shares by a factor of two. The management of a comg&ca decide to do
higher trading activity on the stock exchange. A stock @és not have any effect on
either side of the balance sheet in terms of th ntity of Naira; however, it does
modify the figure and book entry of the n% of shares that are outstanding as well as
the par value'’. In a similar vein, a\'\%r ¢ stock split is a financial strategy that

involves consolidating the nomi ue of an existing share issue and a matching

decrease in the number of sha at are currently in existence. A reverse stock split is

an example of this.‘{\)

In addition, th@%;\isition of a business's existing shares by the company itself for the
purposq,{ housing in the stock treasury can be accomplished through the use of a

stoC g.\rchase option. It's possible that the point of stock repurchase is to reduce the

ber of outstanding shares in order to boost the earnings per share (EPS) of the
Qshares that are still in circulation, which will then lead to an increase in the market price
per share (MPPS), and consequently, in overall capital gains for shareholders. The

dividends in cash have been replaced by the capital gains®. In addition, a corporation
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may decide to pay out what is known as an "extra dividend," which is a one-time

dividend in addition to the normal dividends paid out by the business.

Instead of striving to maintain a consistent level of high dividend payments, businesses
that experience varying levels of profitability distribute more dividends to shareho{
when the level of those profits justifies it. In addition, scrip dividends are a@%‘fts
that a dividend payment will be made at a specified time in the future: ﬁ\ mpany
has made the decision to pay the dividend at some point in the fuﬂ%r‘a't\% than at the
current time'®. The scrip that was distributed to sharehold@othing more than a
specialized sort of promissory note or notes payable. but not least, property

dividends are dividends that are paid out in ass &%r than cash that belong to the

firm. For instance, a company might provide ockholders free samples of its own
product or shares in another company%%(mns.
O
In Nigeria, the payment of di wﬁ% is governed by the laws that are now in effect,
however these laws are %?t»to change at any time. According to what has been
pointed out, secti%% of the Companies and Allied Matters Act (CAMA) 2004
now states tha@%der for a company to declare dividends in respect of a year or other
period & eral meeting, the directors must first recommend that the shareholders
a he dividends'. The corporation is required to make regular payments to its
@reholders in the form of interim dividends, which are calculated based on how much
che directors believe the company's profits warrant. The general meeting will have the
authority to announce the amount of dividend that has been recommended by the board

of directors, but it will not have the authority to raise the amount that has been

suggested. A statement to that effect must be included in the relevant annual return in
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the event that the suggestion of the directors of a company with regard to the
declaration of a dividend is amended in accordance with the provisions of subsection (3)

of this section by the company in general meeting.

Only the profits that are considered to be distributable by the firm can be used to %
S

dividends to the company's shareholders, as stipulated by the requiremen% s

Decree. According to the provisions of Section 380, a corporation ‘% tted to
distribute dividends from the following types of profits, provi that”it is able to

'\
satisfy its obligations when they come due'. Realized pr@a fixed asset sold,
revenue Reserves, and realized profit on a fixed asse s%ﬁowever, in cases where
more than one asset is sold, the net realized profi @sets sold. Profit resulting from

the use of the company's property, despite the fact)that it is a long-term asset.

In Nigeria, dividends are frequently, {x&ut in two stages: the first stage is known as
the interim dividend, and the s stage is known as the final dividend. According to
the release, the payment v@ made to all of the investors who were registered on a

specific "recorded;date.” Following this delay of two weeks, dividend checks are

mailed out to @olders.

The chite made by management regarding the proportion of a company's profits to be
dl‘%ﬂ ed to shareholders in the form of dividends as opposed to being saved for use in
QQ pursuit of additional business possibilities is referred to as the dividend policy.
Regarding the connection between dividend payments and the value of a company's
shares, there are generally speaking three different schools of thought!'®. According to

the dividend irrelevance school of thinking, dividend policy has no impact on stock
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price; as a result, the value of the company will not be altered in a perfect capital
market'?!7. The second school of thought contends that dividends are detrimental to the

typical stockholder due to the tax disadvantages that will ultimately result in the stock's

value being reduced!”. \

Last but not least, the bird-in-the-hand school of thought contends that divi@'@
beneficial and will result in an increase in the wealth of shareholders a t result
of the influence that payouts have on stock price!®. In addition t e;iee theories,
there is a fourth one known as the signalling theory. Thi %descrlbes how the
increments of dividend pay-out convey positive 51 e markets regarding a
company's future earnings, which then translates ward movements in the share
price (vice versa)'’. According to the agency“¢ost hypothesis, dividend payments help
to reduce the costs that are incurre @xt{h managers in their relationship with the
shareholders'8. The payment 0%'\/1 ds demonstrates that the manager is committed

to maximizing the inves@&

invest those funds KM that are either risky or unprofitable.

nd available to the shareholders without having to

The diVidend@Qy has a high pay-out percentage because dividends carry a lower
level 0& mpared to the predicted capital gains from investments in retained
earni Since investors are presumed to be rational, it stands to reason that they
@uld prefer to avoid risk, which is shorthand for the probability that they would not
Qreceive a return on their investments!®. The decision of whether a company will
distribute the profits it has made to its shareholders in the form of dividends or whether

it will retain those profits in the form of retained earnings in order to support

investment in the future is known as the dividend policy?.
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Dividends are payments that will be provided to shareholders by the corporation, either
in the form of capital or cash. These payments can take any form. This is decided upon
by the company's board of directors, which results in the establishment of the
company's dividend policy. Investors use dividend payments as a factor in their

decision-making process about investments?’. Investors prefer dividend polic@

high dividends due to the fact that it carries a lower level of risk com@ o the

'\

predicted capital gains from investments in retained proﬁts.lice investors are
presumed to be rational, it stands to reason that they would p to avoid risk, which

is shorthand for the probability that they would @%Ve a return on their
investments2’. \q

Dividends are payments that will be prov@holders by the corporation, either
e

in the form of capital or cash. These A\&n S can take any form. This is decided upon

by the company's board of cters, which results in the establishment of the

company's dividend policy!!¥Nvestors use dividend payments as a factor in their

decision-making pﬁfwut investments.

The literature@pance has a lot to say about dividend payments, and it is all very

intrigui& e dividend pay-out ratio, often known as the DPR, and the dividend

yi Q used as proxies for the dividend policy (DY). The dividend pay-out ratio
:®icates the percentage of a company's net income that is allocated to the payment of

dividends to shareholders and other investors.

It is possible for dividend payments to be made either all at once at the end of the fiscal

year (final) or in instalments throughout the year in addition to the one payment that is

30



made at the end of the year (interim and final)?!. The date when the dividend is declared
is referred to as the "declaration date," and it is the date on which the Board of
Directors makes the decision to pay a dividend. The date that shares transfer books are
to be closed is known as the record date. The shareholders who are entitled to receiye
dividend payments are identified, and only registered shareholders can recei @
payments. The date of payment refers to the date on which dividend che@ailed
out. The date at which the dividend will be forfeited: In most cases, it occurs two days

'\
before to the date on which registration is to take place (NSE)! It is the day on which

the prices of stocks are modified (marked down). @ ;Tl?not be eligible for a
dividend payment for any shares that you purchase\ r after this date. The price of a

share will typically drop to the same level asthe djvidend pay-out (or the value of the

dividend that remains after deduction o@

One of the benefits of paying divi egs)is that investors are more likely to be interested
in a business that has a his aying steady dividends'”. This ensures that they have
a consistent source Qf e}mﬂgs, regardless of what the price of the share on the market
may be. In a %h.ere is the Bird-in-hand Fallacy theory, which contends that
shareholders, value the certainty of dividend payments more than the prospect of bigger
capit %s in the foreseeable future’*. Additionally, the stability of the funds
@%ﬁd by investors; investors choose companies that have a history of paying
dividends because this demonstrates positively the company's dependability. This gives

investors’ confidence in the company's ability to generate consistent profits, which in

turn makes the business an attractive investment option.
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In addition to this, investors who have their money in companies that pay dividends do
not have to sell their shares in order to take part in the growth of the stock. They do not
sell the stock, but they still receive the financial benefits®. Temporary Excess Cash - A
mature company may not have appealing avenues to reinvest the cash, or it may ha

fewer expenses linked to R&D and expansion. Either of these factors may re ®
efer it

company having temporary excess cash. In a situation like this one, 1nve®

'\

when a company distributes the surplus cash so that they can re;&it e money for
higher profits elsewhere. In other words, investors want the ¢ ation to disperse the

cash. Information Signaling: The act of a firm annou@ payment of dividends

sends a powerful message to the market regardin pects of the company in the

years to come’. In addition, businesses shoul the most of the additional publicity

opportunities presented to them during }@giod.

If a dividend-paying corporation-i ga}ﬂle to pay dividends for a certain length of time,

it may result in loss of o mers who preferred regular dividends as a form of
payment for their divide . Other potential negative effects of providing dividends
include the fo @ "l:hese shareholders might decide to unload their shares in the
near future\Additionally, the amount of a company's retained earnings that is reduced

wh nds are distributed is as follows: If the organization does not have adequate
@%1 hand, it may face increased debt obligations as well as unanticipated expenses.
an addition, the payment of dividends leads to a decrease in a company's available
capital, which might hinder the expansion of the business. Because of this, the
corporation will have fewer funds available for investments in the expansion of the

business. Lastly, the payment of dividends necessitates a significant amount of record-
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keeping on the part of the corporation. The corporation is obligated to make certain that

the dividend is paid to the correct shareholder of each share.

The existing body of literature on dividends identifies a number of different dividend
models in an effort to comprehend how dividends function within a variety of s u%
settings®*!172!, The following types of traditional models are included in this %
Graham and DL Dodd are the ones who provide it. The relationship be;t% tvidends
and the stock market is given significant weight in this model, \%1 Rlaces a strong
focus on this connection. According to this concept, the v &fhe stock responds
favorably to an increase in the dividend amount, whe@"feacts unfavourably to a
decrease in the dividend amount. Through the le ‘<$he multiplier effect, this model
determines the nature of the connection that exists) between the current market price and
dividends. The price-to-earnings ratio %10) is directly related to the dividend pay-

out ratio (DPR), which means %gﬂucrease in the DPR will result in an increase in

the P/E ratio and vice Ver%v
The traditional dlgydel has a number of inherent limitations, one of which is
that P/E ratios@%ot directly related to dividend pay-out ratios'®. This is not the case
for a co@ hose pay-out is low but whose earnings are increasing, which is one of
t Qions in which the model is inaccurate. In addition, it does not hold true for
@inesses that have a large pay-out but a poor growth rate in percentage terms. There
Qcould be a small number of investors who choose dividends over the possibility of
higher capital gains, and there could also be a small number of investors who choose

lower tax rates on capital gains.
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The dividend policy that was presented by James E. Walter Model Walter believes that
dividends are important, and that they do in fact affect the price of the share?’. Within
the context of this model, he investigated the connection that exists between the
company's internal rate of return (r) and its cost of capital (K), with the goal of arr1V1

at a dividend policy that maximizes the wealth of the shareholders. The ass

that the Walter's model is predicated on are as follows: first, the compang\% es all

'\

investment through retained earnings; that is, debt or new equity is not 1ssued; second,
the company's internal rate of return (r), and its cost of cap1ta1 ) aonstant third, all

earnings are either distributed as dividends or remves% ally immediately; and

fourth, beginning earnings and dividends never cha@

It is possible to alter the values of the ea share (E) and the divided per share
(D) in the model in order to determ1 reSults; however, any given values of E and
D are assumed to remain co rever in order to determine a given value;

additionally, the company has ry long or infinite life. According to Walter's model,
the market price I:KWS equal to the sum of the present value of two different

sources of inc These two sources of income are the present value of an infinite

stream of ¢ nt d1V1dends also known as D/K, and the present value of an infinite

stre @ stream gains.

@e model created by Walter is extremely helpful when it comes to illustrating the
Qconsequences of dividend policy on an all-equity company under varying hypotheses
regarding the rate of return. However, because to the oversimplification of the model, it
is possible to arrive at results that are not correct in general, despite the fact that these

findings are correct for Walter's model, and this has resulted in objections from the
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existing literature?® To begin, Walter's model for the valuation of shares combines the
dividend policy of the company with the investment policy of the company. When such
a circumstance arises, either the company's dividend policy or its investment policy, or
both of them, will not be optimal. The model presupposes that the retained earnings %
the company are the only source of funding for the firm's investment opportur@
that no external financing, such as debt or equity, is used for this purpos& only

mﬁhis optimal
'\

way for the owners' wealth to reach its full potential is for them &

investment. &
o

The theory that Walter developed is predicated on th@ﬁat r is unchanging. As
more investment takes place, the actuality becom: ﬂ%signiﬁcant. This represents the
notion that the investments with the highest potential profits are made first, followed by
the investments with the lowest poteq'\ rofits. The company ought to make its move
at the point where r equals k. It is.abundantly evident that this is a flawed policy and an
attempt to maximize the 1 the owners. A company's cost of capital, also known
as the discount rate K,xig/hot fixed; rather, it fluctuates in a manner that is directly
proportional t @ef of risk that the company faces. As a result, the relationship
between h@

Thé@e ce of risk on the worth of the company is eliminated from Walter's model

Q@

The hypothesis developed by Modigliani and Miller is another well-known model that

of capital and the present value of the company's income is inverse.

king the assumption that the discount rate, K, will remain unchanged.

attempts to explain dividends®*. The dividend policy of a company is seen to be
meaningless by Modigliani and Miller's (M-M) theory since it does not have an impact

on the wealth of the shareholders. They contend that the worth of the company is based
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on the company's earnings, which are the product of the investment policy of the

company.

Therefore, the dividend decision of the company, as well as the division of earnings
between dividends and retained earnings, are of no consequence in assessing the val

of the company when the investment decision of the company is stated?’. 'I@M
hypothesis of irrelevance relies on the following set of assumptions in or nction.
These assumptions include that the company operates in a ﬂawles%)‘i';a%narket, that
there are no taxes, that the company has a stable investmen @m, and that there is
no risk of uncertainty. That is, investors are able to ma]@fate projections regarding
future prices and dividends, and a single disc ﬁ%ﬂe is suitable for all types of
securities across the board and at any point in'ti . Therefore, r equals K times Kt for
every t. According to the M — M ass %5, the discount rate will be equivalent to r,
and r will be the same for all s g&s a consequence of this, the price of each share
needs to adjust so that the Qte) eturn, which is made up of the rates of dividends and
capital gains, will b ecNent to the discount rate and will be the same for all shares.

4& :

This is necess@ nSure that the rate of return on each share is consistent.

Similar ogel) dividend models that came before it, M&M's model has its fair share of

detr . M-hypothesis M's does not have any practical relation to the circumstance

t is occurring in the real world as a result of the assumption's unrealistic nature.
QTherefore, it is being criticized on the grounds that the assumption that taxes do not
exist is not even close to being true, and M-M argue that internal and external financing

are equivalent. If there are costs associated with floating new issues, then this cannot be

true.
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The M-M hypothesis states that a shareholder's wealth will remain unchanged
regardless of whether or not the company distributes dividends?>. However, owners
would rather receive dividends than realize capital gains because realizing capital gains
requires selling shares, which comes with related transaction expenses and can be %
inconvenient process. Even under the assumption of absolute certainty, it wo

mistake to presume that the discount rate, denoted by k, should be th%l for a
company regardless of whether it employs external or internal fun addition, the

%

discount rate for both internal and external funding will b e depending on

whether or not investors want to diversify the holdings i ortfohos Last but not
least, M-M contends that even taking into accou ossibility of uncertainty and
abandoning the concept of absolute certain ot change the fact that dividend

policy is useless. On the other hanc}é@t of authors believe that dividends are

significant under times of uncertamQ)\

A dividend policy, whic S@known as a dividend decision, is a choice that a
company makes to establish how much of a company's revenues will be given to
shareholders ‘% much will be kept by the company itself?®. Dividends on
preferen s are often predetermined by the terms of issuance and are not, as a
resul %ct to the discretion of management over dividend policy. However, the
@ of Directors is responsible for determining whether or not the corporation will
Qadhere to its policy regarding the payment of dividends to ordinary shareholders. It is a
well-known truth that the proportion of earnings distributed as dividends to ordinary

shareholders can vary quite a bit from one firm to the next?’. This is something that can

be observed pretty easily.
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The dividend policy of a company is what ultimately decides how much of the
company's earnings are kept by the company (that is, reinvested) and how much is
distributed as cash dividends to shareholders. The term "dividend policy" refers to the
process that management use when determining the amount and timing of ca%
distributions to shareholders throughout the course of an investment period. @:

words, dividend policy refers to the size and pattern of cash distribu@ de to

shareholders?*. ‘{‘%
'\

When it comes to making decisions on dividends, a compa @d always adhere to
the guidelines outlined in its dividend policy. It is %%Ysion of how much of a
company's profits should be distributed as divi stas opposed to keeping those
profits and reinvesting them in the busine the context of the declaration of
dividends, the term "dividend policy"\ rs to the policy or guideline that is followed
by management. A dividend poli il determine the percentage of earnings that will
be distributed as dividends: A pany's dividend policy can be thought of as a set of

criteria it follows ‘K)Nto determine the proportion of its earnings that will be
i

distributed to i];\s%o s shareholders in the form of dividends?’.

The de&% the board of directors about the distribution of a company's retained
earni o its shareholders is referred to as the dividend policy. A financial manager's
@ncipal responsibility is to increase the wealth of the company's stockholders to the
Qgreatest possible extent. On the one hand, the payment of dividends causes an increase
in the price of shares, but on the other hand, it causes a shortage of liquid resources that

can't be used to finance potential initiatives?®. The pay-out of dividends and the amount

of earnings that are kept are inversely related to one another.
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The following are the primary goals of a dividend policy: Maximizing Wealth: There
are various schools of thought that maintain that dividend policy has a substantial
impact on the value of the company. As a result, the company's purpose of increasing
its wealth should be taken into consideration when formulating its policy on d1v1den

The decision to pay dividends is a form of financing and results in cash out @r
n

also leads to a reduction in the amount of cash that is available to b\@ the
financing of profitable projects. The future prospects of the compa ¢ uncertain.
When internal resources are insufficient, a company may b ‘%to seek finance
from other sources. Therefore, the dividend policy need 1%' veloped in such a way
that prospective projects can be financed throu@ ned earnings. This can be

accomplished by designing the dividend poli ch a way.

Stable Rate of Dividend: Changes i@e of return have the potential to have a
negative impact on the market price’efshares. In order to maintain a constant dividend
rate, a company should hel ignificant amount of its earnings. This allows the
company to have su ﬁ01e inances for the payment of dividends even if the company
experlences a trol Level: The issuance of new shares or reliance on external
ﬁnance have the effect of diluting the existing shareholders' level of control
ove pany. As a result, a dividend policy that is more conservative needs to be
%

ed to in order to ensure that the interests of the company's current shareholders are
Qnot jeopardized.

The nature of the company, the type of shareholders, and the current financial position
all play a role in determining the dividend policy. The firm's dividend policy can be

broken down into the following categories according to the type of dividend that is
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declared by the company: Regular dividend policy, Stable dividend policy, Irregular

dividend policy, No dividend policy.

The payment of a defined amount of naira as a dividend during each period constitutes
the regular dividend policy. This policy provides the owners with generally pos'ti%
information, thereby minimizing their uncertainty?®. Companies that foldo 1s
practice typically raise their standard dividend payment after it has b @blished
that there has been an increase in earnings. In accordance with %ﬁ)‘%, dividends
almost never experience reductions, which helps to &conﬁdence among

shareholders, maintains the market value of shares, con@: to the continued growth

of the company's goodwill, and ensures that share ﬁ%receive a consistent income.

A consistent dividend policy involves pdyment of a predetermined amount of
dividends on a regular basis. In thi &Sﬁo, the shareholders are assured of receiving
a predetermined amount of mo@)n a monthly basis. There are three categories of it:
Fixed dividends paid o@ach share? When this occurs, a reserve fund is
established in orde%)e.ly a certain amount of dividends in years in which the earnings

of the compal@insufﬁcient. It is appropriate for businesses that have a consistent

revenuq%gx)

@int- Pay-out- Ratio Dividend Policy: When referring to a dividend policy of this
Q d, the use of a constant pay-out ratio is indicated. The dividend pay-out ratio
expresses, in terms of a percentage, the proportion of each naira earned that is paid out
as cash dividends to the company's shareholders. The formula for determining it is to

divide the company's cash dividend per share by the company's earnings per share. The
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problem with a dividend policy that has a constant pay-out ratio is that if a company
experiences a loss in a given period or if its earnings decrease during that period, the
dividends may be small or even non-existent. A constant pay-out ratio dividend policy
establishes that a certain percentage of earnings will be paid to owners in each d1V1de d
period*?. Due to the fact that dividends are frequently considered an indicat

company's future state and status, the stock price of the company may@ tively

impacted as a result. A{
'\

Low-regular-and-extra pay-out policy: Some companies pay, @ed dividend as part
of their low-regular-and-extra payment policy. This is@&nented by an additional
dividend when earnings are higher than usual in a %@ quarter. This policy is known
as a low-regular-and-extra dividend policy. Fhe) company is careful not to raise the

%to the increased distribution as a "extra

expectations of its shareholders by t

dividend." This practice is paﬁ% idespread among businesses that are subject to

cyclical swings in their e %&

each period, the ﬁ@vestors the constant income necessary to build confidence

By establishing a low regular dividend that is paid

tra pay-out lets them to partake in the earnings from a very

. Firms employing this approach must boost the level of the regular

exceller(ﬁ§1
divi %a er verified growth in earnings have been achieved.

@e additional dividend must not become a regular occurrence; otherwise, it will lose
Qall of its significance. When determining the amount of the regular dividend, it is
recommended that one make use of a target dividend-pay-out ratio®°. The benefits of a
stable dividend policy include the following: it helps in giving regular income to

shareholders, it helps in creating confidence among shareholders, it helps stabilize the
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market value of shares, it helps marinate the goodwill of the company, and it helps

create confidence among shareholders.

When it comes to maintaining a healthy relationship with shareholders, boards of
directors, and potential investors, having a sensible dividend policy is absol%

essential. The decisions and policy of a corporation regarding dividends are @Ve

of the company's future and its financial well-being®'. Because of thi‘s,% s to be

planned out in a methodical manner and then put into action. & N
A good dividend strategy would often consist of the follow%hfee steps: first, lower
dividends in the Initial Stage: When the firm is in itm%t ges and does not generate
much profit, it should still offer dividends to i olders, albeit at a reduced rate.
Second, Gradual Increase in Dividends:4 As“the company prosper and grow, the
dividend should be kept on incr:jx%eorrespondingly, to enhance shareholders’
confidence. Last but not least%bi ity is one of the most important qualities that
distinguish an excellent d%%policy. If the business is successful in the market, it

has an obligation 1t®reholders to maintain a consistent rate of return on their

investment g dividends. This results in increased interest from shareholders as

well as (i%
cg@s shares3?.

QQG decision on the company's dividend, which is one of the most significant aspects of

ors, which ultimately contributes to an increase in the market value of the

its financial policy, is not an independent decision. Rather, it is a decision that is made
after taking into consideration the many different features and factors that are

associated to it. The dividend policy of a company can be affected by a number of
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different things*. Academics have, for a number of years now, held the theoretical
belief that the decision about dividends is impacted by a variety of different elements.
This belief is still held today. It is essential to underline that a good or bad dividend
policy is dependent on a number of factors, all of which need to be described in order o
assist in gaining a knowledge of how dividend policy works**. The following is

some of the elements that influence the choice of a company about dividen@

There is a possibility that the law places limits on the number of wﬁthat can be
paid out. Dividends can only be distributed to shareh: s Yfrom a company's
cumulative net realized earnings. Additionally, lo@l‘éemems might include
conditions that must be met in order to protect th N . The number of opportunities
for appropriate investments that are available te_a\)cOmpany may also have an impact on
the amount of earnings that the comp,@des to keep for internal use**. If there are
not enough investment oppo%'t available that have the potential to yield a

satisfactory return, then tl@s capital should be returned to the owners.

Any surplus cash&&ompany does not require in the immediate future can
potentially be@%buted to shareholders in the form of dividends. The size of the
compaty% ngs is another essential factor to consider when formulating a dividend
policysltacts as the launching point for the overall process of formulating the dividend
@icy. This is the case because a corporation has the option of deducting dividend
Qpayments from either the profits of the current year or those of the previous year. So, if
the earnings of a company improve, it will directly influence the dividend declaration

as the latter may also increase. As a result, the amount of the dividend is directly

proportional to the amount of earnings that are currently held by the company?>.
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The Board of Directors is the one that makes the call on whether or not to declare
dividends, but they are also obligated to take into account the preferences of the
shareholders, which vary according to each group's financial standing. The shareholders,
who are economically weak, prefer regular dividend policy while the rich shareholde%

may prefer capital gains as compared to dividends?®. Despite the fact that it is @

challenging for the board to reconcile the competing interests o@ rious
shareholders, the dividend policy still needs to be drafted with thmm ration of the
'\

needs of everyone who has an interest in the matter. &

The nature of the industry in which a company operateQ%ﬁ impact on the dividend

decision. Industries that have stable demand thro ut'the year are more likely to have
stable earnings and, as a result, should have a $table dividend policy3®. A company's age
is also a factor that is taken into con)'\ ation when determining the proportion of its
profits that will be distribute sQ.iMdends. When compared to already existing
companies, which are in a_pos to pay higher dividends due to their greater financial

resources, a new c@vﬁould limit itself to paying lesser dividends in order to save
O

money for ﬁJt@ th and expansion. The dividend policy of a corporation is also
impacted, by, the fax policy of the country in which the firm is based. The amount of a

co <§f)roﬁts that are available to be distributed as dividends is directly impacted

@t tax rate that is in place.

\

Another aspect impacting dividend policy is the threat to lose control. If a corporation
declares high rate of dividend, then there is the risk that a company may suffer liquidity
crunch for which it has to issue new shares, resulting in dilution of control. In light of

this potential risk, a company might decide to reduce the amount of dividends it pays
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out and instead reinvest more of its profits in order to protect itself from any potential
risk®*¢. The amount of a company's dividend is another factor that is influenced by its
liquidity position. In the event that a company does not have adequate cash resources to

pay dividends, the firm may instead choose to issue bonus shares.

\o
Also, business risk is a potential element that may alter dividend policy. Wh@
a high level of risk in the business, the connection between the current flity and
the expected future profitability is less certain. Consequently‘{‘i;ﬂ%ssumed that
enterprises with higher degrees of business risk will have &%dividend payments.
Numerous researchers came to the conclusion that le company's earnings

could cause it to reduce the amount of dividend ﬁ\% out®!11829 This is due to the

fact that the risk of default is signiﬁcantlyi{c sed when earnings are volatile.

In addition, dividend rates recomme &here should be a consistent rate of return on
dividends in order to maintai@bl ity; as a result, the allowable return from the
previous year is given s@gard. Also, the type and size of organization: huge
entities have a si%a.nt capital requirement for expansion, diversification or other
projects. Add@}ly, some companies have enormous capital requirements for their
working@i&l{ whereas other entities have the same requirements for their fixed assets.

s has an effect on the dividend strategy that the company employs®’. Other
Qtors include the following: Financial Strategy of the Company: If the company's plan

is to finance operations through the sale of equity, then the dividends will be

significantly increased.
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On the contrary, if it functions primarily on leveraged capital, the dividend pay-outs
will always be low?!. The Influence of the trade cycle: The corporation is unable to pay
out substantial dividends when there is high inflation or when there are insufficient
funds for the organization to expand its business operations. The company's
profitability in and of itself is the final factor, but it is also an extremely importahtione:
If the company is unable to generate a sufficient amount of profit, it willbe undble to
pay dividends to its sharcholders that are of a satisfactory level, In this study, the
determinants of dividend policy considered include; dividend ‘pay-out ratio, dividend

yield, asset growth, earnings, and firm size.
2.1.2.1 Dividend Pay-Out Ratio

The Dividend Pay-out Ratio (DPR) is the amount of dividends paid to shareholders in
relation to the total amount of net income the company generates®®. In other words, the
dividend pay-out ratio measures the percentage of net income that is distributed
to shareholders in the form of dividends. Often referred to as the “payout ratio”,
the dividend payout ratio is a metric used to measure the total amount of dividends paid
to shareholders in relation to a company’s net earnings*®. Also, when simply put, the
dividend pay-out ratio is the percentage of a company’s earnings that are issued to
compensate shareholders in the form of dividends. Similarly, the dividend payout
ratio is the proportion of a company’s net income that is paid out as dividends as a form

of compensation for common and preferred shareholders.

The dividend pay-out ratio is a financial measure that determines the percentage of

earnings that have been paid out to shareholders as dividends, if any. The ratio is used
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to help investors establish how dividends were paid in the past to predict how dividends
will be paid in the future’®. The result of the calculation allows investors to make

informed investment decisions.

Typically expressed as a percentage, the dividend payout ratio depicts how much of a;
company’s earnings are paid out to shareholders as opposed to being retained and re-
invested into operations — which has significant implications on the type of investors
that are attracted to the stock'®!°. The primary motto of a company is to maximize the
wealth So first, the company takes the money from the shareholders to finance its
ongoing projects/operations. Then when these projects/operations make a profit, it
becomes a duty and obligation for the company to share the profits with its
shareholders. The amount of profit the company shares with the shareholders during a
particular period is called a “dividend.” And the percentage of the dividend that the

company pays (out of the income they make) it’s called the “dividend pay-out ratio™!.

2.1.2.2 Dividend Yield

Dividend yield is a method used to measure the amount of cash flow a shareholder gets
back for each of the money invested in an equity position®’. In other words, it is a
measurement of how much bang for your buck you're getting from dividends. The
dividend yield is essentially the return on investment for a stock without any capital
gains®®. Similarly, dividend yield is a stock's annual dividend payments to shareholders
expressed as a percentage of the stock's current price. This number tells you what you
can expect in future income from a stock based on the price you could buy it for today,

assuming the dividend remains unchanged. Also, dividend yield is the financial ratio
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that measures the quantum of cash dividends paid out to shareholders relative to the
market value per share. It is computed by dividing the dividend per share by the market
price per share and multiplying the result by percentage’®. A company with a high
dividend yield pays a substantial share of its profits in the form of dividends. Dividend
yield of a company is always compared with the average of the industry to which the

company belongs.

Companies distribute a portion of their profits as dividends, while retaining the
remaining portion to reinvest in the business. Dividends are paid out to the shareholders
of a company. Dividend yield measures the quantum of earnings by way of total
dividends that investors make by investing in that company. It is normally expressed as

a percentage. The formula for computing the dividend yield is:

Dividend Yield = Cash Dividend per share / Market Price per share * 100.

High dividend yield stocks are good investment options during volatile times, as these
companies offer good payoff options. They are suitable for risk-averse investors*’. The
caveat is, investors need to check the valuation as well as the dividend-paying track
record of the company*!. Companies with high dividend yield normally do not keep a
substantial portion of profits as retained earnings. Their stocks are called income stocks.
This is in contrast to growth stocks, where the companies retain a major portion of the
profit in the form of retained earnings and invest that to grow the business*?. Dividends
in the hands of investors are tax-free and, hence, investing in high dividend yield stocks
creates an efficient tax-saving asset. Investors also take recourse to dividend stripping

for tax saving. In this process, investors buy stocks just before dividend is declared and
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sell them after the pay-out. By doing so, they earn tax-free dividends. Normally, the
share price gets reduced after the dividend is paid out. By selling the share after the

dividend pay-out, investors incur capital loss and then set off that against capital gains.

It is important to realize that a stock's dividend yield can change over time either in
response to market fluctuations or as a result of dividend increases or decreases by the
issuing company*’. Hence, the yield is not set in stone. It is most useful as a metric to
help determine if a stock trades for a good valuation, to find stocks that meet your

needs for income, and to let you know that a dividend may be in trouble.
2.1.2.3Asset Growth

Asset growth is a prime requirement for a healthy, profitable investment portfolio**.
Similarly, asset growth rate shows how quickly a company has been growing its Assets.
It is calculated as a percentage change in Assets over a given period. This measures
total assets growth - it is used by James Montier as a criterion for a short screen since it

may suggest uncontrolled or managed capital expenditure.

The higher the growth the rate the better, though the figure should not be viewed in
isolation. An increasing Asset value due to, say, excessive borrowing would not be
considered beneficial for Shareholders. As this equation only considers the Asset side
of the Balance Sheet, it does not take into account any corresponding change in
Liabilities. Asset growth is not a complex concept; it simply means the degree to
which an asset increases or decreases in value over time**. Although you can keep
track of asset growth manually with paper, a pencil and a calculator, using a computer

spreadsheet is not only more efficient and accurate, it is also relatively simple.
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Identify investments you want to track “pre-purchase” and/or gather the most current
statements for investments you already own. Open a new workbook in a spreadsheet

program and save the workbook with an appropriate title.
2.1.2.4 Earnings

Earnings refers is that monetary event of asset valves increasing in the organization
because of the physical event of production or sales of products or services of the
organization®. It is seen as the inflows or enhancements of assets of a firm or
settlements of its liabilities during a period from delivery or producing goods, rendering
service or other activities that constitutes the entity’s ongoing major or central
operations*®. In addition, moreover, is described as revenue, that is as an inflow of asset
(almost always cash or accounts receivables) received for products or services provided
to customers?!. Organizational performance is in terms of earnings generation portrayed
by the levels of assets accumulation, wealth created, and the quality services by

customer level of satisfaction and customer complaints*.

Earning generation refers to all the activities a business undertakes to generate revenue
— these activities include (but aren’t limited to) sales and marketing*!. Earning
generation is a critical goal of an organization as it sustains the financial and total
management of the firm. A business has two types of activities: non-revenue-generating
tasks and revenue-generating tasks*’. Earning generation indicates the latter,

specifically; activities that help create income and profitability.

As said earlier, revenue generation is not simply sales and marketing. It also includes

operating plans, strategies, and practices that are designed for increasing revenue*>40,
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This means every part of an organization can contribute to the revenue generation
process. Firms can generate revenue by improve sales’ productivity, improving
marketing campaigns’ performance to reduce customer acquisition costs, identify new
customer segments, and increase ROI, conducting market research to find out
customers’ problems and develop product ideas that help solve those problems,
providing exceptional customer service experience to increase customer satisfaction,

brand loyalty, and retention rates.

Earning generation is the process by which a company markets and sells
services/products to produce income*’. Also, earning generation as the process of
covering operation costs, and expanding services/products to the needed market.
Revenue generation refers to the process of creating sales of products and services, with
the goal of creating income®. For example, a company wants to generate a hundred
thousand euros of revenue this year. Then, the company needs to set up a strategy to
reach this objective. Different tactics exist, according to each business. These tactics
include every department, not only sales and marketing. Indeed, to be competitive, you

have to stand up from your competitors.

Some examples of tactics includes; generate more prospects, increase your conversion
rate (through website, live chat, promotion, etc), develop an ideal customer profile,
implementing best practices to guide the implementation of your revenue strategy,
increase the average price per sale®’. For better revenue generation, organizations
should critically look at customers and other stakeholders in business and establish how
best they are satisfying their needs*. Organizations should continuously improve their

revenue and have an internal control system that is intervened with organizations
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operating activities and it is most effective when controls are built into the
organizations infrastructure in terms of continued improvement on performance
standards as part of the competitive advantage of the organization. In addition, business
can increase their revenue by enhancing their revenue generating activities such as

marketing and other activities that augments the income of the firm*’.
2.1.2.5 Firm Size

In an industry there are firms of varying sizes. The costs of production in these firms of
different sizes vary. Economists are concerned with the best size of a business unit, that
is, a firm in which the average cost of production per unit is the lowest>’.But while
taking decision about the size of a business unit or scale of operations often the various
terms such as the plant or the establishment, the firm and the industry are used in a
confused way. To have clear understanding of the concept of the size of a business unit
it is advisable to keep in mind the differences between these terms, i.e., the plant, the

firm, and the industry.

In spite of the lack of preciseness the following standards are used to measure the size
of a firm: first, is capital invested: this is the amount of capital invested is one measure
of size that can be used to compare the size of like and unlike firms. But as Kimbal and
Kimball point out “the main difficulty of this measure is that accurate data concerning
capitalisation are difficult to obtain’!. Due to the variation in the capital requirements of
different units and their methods of financing this measure is not much reliable.” The
second measure is the value of the products in terms of rupees turned out by a firm.

This measure has the advantage of making all comparisons in terms of a country’s
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currency, which is convenient™. But difficulty arises in case of the fluctuating value of
the product or if the comparison is over two periods of time, one of the rising prices
(boom) and the other of the falling prices (depression), because despite the large
volume of output during depression the value may be small whereas during the boom

period even with relatively small output value may be big>!.

The third measure is the number of wage-earners employed by each firm. This measure
is much used and is advantageous in the comparison of the firms of similar nature32.
However, in case of its application to unlike firms’ results may be misleading. Also, it
can be used only for the firms at the same stage of development because as firms grow
in size all of them may not employ increasing number of workers, some may actually
install more machines for increased production rather than increasing their labour force.
The amount of power used per unit is also “an index of the size and growth” of firms
engaged in manufacturing. However, the amount of power consumed may be more or
less even due to the factors other than the scale of operations of a firm. Therefore, it

may not always prove to be a reliable measure.

2.1.3 Overview of the Nigerian Economy and Manufacturing Sector

The manufacturing sector is widely regarded as the primary driver of economic
expansion and the foundation upon which all other forms of economic development can
be built’. The strength of an economy's output and its capacity to compete well with

other economies are often used as indicators of its success. This means that a country's
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Gross National Product (GNP) rises when its manufacturing sector is robust, while a

poor manufacturing sector spells disaster for any nation.

Nigeria's economy has been growing steadily for a long time, which is typical of most
developing economies. In terms of global economic output, it is currently the 29

largest economy>*. However, the industrial sector's contribution to GDP is @ﬁe

low in this country®. Research suggests that industrialization can 1%& g-term

prosperity, but how has Nigeria's manufacturing sector performf%l(i\ hat has that
meant for the country's economy? Manufacturing's inﬂutné% economic growth
cannot be overstated. It is rare for a country to buil@!onomy without making

investments in manufacturing. Industrializati \g often sparked by a robust

-

However, the status of Nigeria's tﬁ turing sector has been a concern for two
e

manufacturing sector.

decades, and various policies% een implemented by the former and current
political administrations @he industry's funding issues®®. the Nigerian Bank for
Commerce and Indystry {NBCI) was established in 1973, the Nigerian Industrial
Development @(NIDB) came into existence in January 1964, the Small & Medium-
Sized Esterprise Equity Investment Scheme (SMEEIS) was promulgated on January

9 %1, and the National Economic Reconstruction Fund (NERFUND) was

ablished in 19737,

Production in any economy is viewed as an important factor in transforming it into one
that is dynamic, long-term and diverse, as demonstrated by the experiences of countries

like the United States, Britain, China and a few others whose production industries have
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played a significant role in the structural transformation of economies from subsistence,
growth-oriented one. The excellent Nigerian medium-term policy paper (National
Economic and Empowerment Strategy — NEEDS) indicated that the manufacturing
sector had huge potentials for creating jobs, wealth, and alleviating poverty. U51
these metrics, it's possible to gauge the health of the manufacturing industry.

analysis of these variables revealed that the Nigerian manufacturing 1nda@ in an
unconscious state, as its capacity to produce jobs, wealth, eh‘:Klte overty, and

'\
contribute to GDP has decreased over time>®. Q

Nigeria's economic decline has been likened to a D\@Yease diverting attention
away from other economic sectors and onto the 1\(: r10. Due to the huge revenue
created by its natural gas discovery in the e Netherlands' other non-booming
tradable sectors began to lose thelr c etitiveness, resulting in the emergence of the
Dutch plague. The Netherland 1c development slowed dramatically, despite
the huge revenue wmdfa e new finding. A private corporation like the United
Nigerian Textiles PLC L) has not come as a surprise, nor is it surprising that
Nigeria's texti ‘gry has been hit hard. There aren't many businesses left. When
Nigeria’s Qextlle company, United Nigerian Textiles PLC (UNTL), was shut

@& the latest chapter in the country's economic decline™.

country's economic potential can be best gauged by looking at how fast its
Qrnanufacturing sector is expanding. One of the state's most powerful weapons in the
fight against poverty and inequality is the sector. The manufacturing sectors of the
majority of advanced economies are robust enough. Manufacturing challenges in

Nigeria necessitate suitable government and business actions to improve the sector's
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competitiveness®. In some areas, the government and industry must work together in a
well-designed Public-Private partnership manner to make progress. Key performance

indicators (KPIs) for the sector can be monitored if fully implemented.

The following must be taken into consideration: To begin with, the manufactqix%
industry must tap into the country's low-income market, which has a huge po &f@r
growth. Macroeconomic stability is also a prerequisite for maintaining cturing
competitiveness. When it comes to manufacturing competitivene%)‘iiuction and
quality improvement are vital. Indirect taxes in Nigeria are &y cited as the main
culprit. Industrial analysts in India have argued that @‘Ve interest rates and the
availability of credit are stifling industry growth®, Rroductivity can only be increased
through innovation. Technology parks sho sidered by the government. Almost
one percent of GDP is lost due to a \%ower in the manufacturing sector alone,
which relies heavily on transportation-infrastructure including roads, railways, airports,

and ports for the transit of goodSyExamining how these issues have harmed the industry

necessitates consid‘e'ﬁg ollowing:

Inadequate ac@o financing is a serious issue. A recent survey found that 47 percent

of busig%e nked access to financing as one of their most pressing issues®'. ' Low

inye t in modern machinery, information technology, and human capital makes it
ﬁcult for firms to reduce production costs, increase productivity, and improve their
Qcornpetitiveness. Real-estate lending has been abandoned by the banks, who are

frightened to borrow short and lend long - the length of time needed by industries.

56



Manufacturing is seen as a high-risk endeavor by banks; therefore they are more likely
to engage in contract and trade finance, which often provides faster and larger returns.
Since the returns on investments in manufacturing have constantly been lower than the
rates of borrowing, it is considerably riskier to borrow money than it already is.
Additionally, inflation acts as a deterrent to saving and impedes investm x

economic progress®’. Encourages speculation and diverts resources fr ficial

endeavors, as well as the cabal effect among the sector's top pl ye‘rsﬁd financial
‘% "
ho

institutions is worth mentioning. While the sector's cabal keeg@

digit interest rates on loans that are not likely to be re

y right to single-
er investors are stuck
with double-digit interest rates on loans that are ely available. As a result, the

industry's ability to attract new businesses ha everely hampered.

Economies around the world are rapi %ﬁging. Industrialization is currently being
fuelled mostly by advances in t y and new ideas. Economic and social progress
is increasingly being dri new ideas and inventions. Knowledge-intensive
industries are on the, riseNEven the most established sectors have been swept up in the
information re %’s. wave. Industries that were inconceivable only a few short
years a er} already taking shape. Manufacturing has been fundamentally
rev l&ed by the introduction of new processes and techniques, as well as
@to ation. Consequently, the lack of technological advancement in our businesses is a
major problem for us®. Nigeria's manufacturing sector was boosted by the Olusegun
Obasanjo administration's efforts in communications. Due to secondary infrastructural

effects not growing at the same rate as the primary effect, the magnitude of this impact

did not translate into an increase in the sector's global GDP contribution.
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The high cost of raw materials, both domestic and imported, contributes to low capacity
utilization. According to the CBN, Nigeria's industrial capacity utilization in 2010 was
55.5 percent. Since low output quantities need high levels of fixed expenses, Nigerian
firms' competitiveness is already compromised. The level of investor trust in t e

manufacturing industry is a crucial consideration for anyone planning to ®,

product development and production efforts.

Investors and entrepreneurs are known to be the people that sta q‘%‘iﬂesses ina
given industry. An entrepreneur, on the other hand, is som 1s willing to take
on the risks of starting and running a business. Risks th@ﬁth macro environmental
and national insecurity, including kidnappings a ist attacks, must be taken into
consideration when choosing a location for, a any's headquarters and expansion®.
Unlike the post-civil war era, when ﬁral Government encouraged everyone to
invest, live, and do business i gpért of the country, the situation changed when
ethnic unrest, youth agitation, apping, armed robbery, and wilful destruction of life
and property began to roek the sector. With the rise of liberation for minorities and
young, our de % ;scent to the status of Africa's most powerful and sovereign
nation h come a laughingstock. In order for our country to actually be an economic

, we have failed to grasp those concerns of stability and security requires no
%

mise at all.

>

Another important issue facing the manufacturing sector in Sub-Saharan Africa is the
overburdened and deteriorating infrastructure, particularly in Nigeria®. It is necessary
to have motorable highways to transport raw materials and completed items to and from

factories and commodity markets. Manufacturing is negatively impacted by the current
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status of our roads and railways. Our deteriorating infrastructure continues to elude us
despite the large amounts of money set aside each year for such endeavors as roads and
bridges. Due to this, many firms relying on road transportation for raw materials are
forced to close their doors due to delays in receiving their raw supplies. The Laga%
Benin Expressway is worth mentioning. In Nigeria's network of roadways that e

the country's economic centers, there are similar issues. \Q}

S

Competition in today's manufacturing sector is flooded with b%etl\lical and non-
ethical entrants to the market place for their products. gx&ne most successful
companies face new and unanticipated obstacles, ac%i&v to the assumption that
product marketing challenges are common. When4lte eConomy was thriving, traditional
approaches to corporate management might\hay€ worked, but they are no longer
adequate to satistfy the demands of a@n market. Competition in the marketplace
necessitates the development Q\vé company concepts. Only by cutting costs
ruthlessly and accepting pro argins close to zero can manufacturing companies
prosper in these gro ing&;éas‘”. Unfortunately, Nigerians in positions of authority tend
to be the big Q‘ﬁu;ners of imported goods and services, even if many of these

@of the quality standards set by Nigerian-made products. Table water,

imports(i h
fla @ it juices, to name just a few, are still widely used, allowing foreign nations

gain economic and employment advantages, while our markets are ceded to them.

\

In Nigeria, the manufacturing sector faces numerous power challenges. It is imperative
that you have your own "candle" in order to conduct business in Nigeria today. The
impact of a lack of power is a low use of capacity. With the utilization of alternate

power sources in Nigeria today, the current ozone depletion and climate change
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campaigns are severely hampered. Because the costs of petroleum products, which
drive the alternative power options available to manufacturers, are so amorphous, there
is no room for competitive pricing. Consequently, locally produced goods are priced
out of the market and imported goods take their place. The low GDP contribution of t%

manufacturing sector has been attributed to a inefficient power infrastructure“@,

As it relates to the manufacturing sector, Nigeria's tax regimes are lopside , in the
writer's opinion, unjust and unhealthy for real growth of the econg%l%i incentives to
investment and a perception of systematic injustice are c @y many taxes and
levies on manufacturers. There is nothing more frustra% annoying than local and
state government officials who come up at the @turer’s gate on a regular basis
demanding immediate payment of taxes and levigs that they don't supply any services
or have any useful use for. Unfortu %othing is done when something like this

occurs. This tax is considered a i —gaoy most Nigerians. Government coffers receive

only a fraction of the mo ed because unscrupulous cronies, who have no idea
how to run or eviia a manufacturing company, siphon it off into their own
pockets. :Q

Above all elseyNigerians must uphold the highest standards of decency and openness in

th@ings. The level of corruption in Nigeria serves as a sobering reminder that
@en morals are ignored, economic calamity can result. Corruption has been shown to
Qhave a negative influence on the economy. Taking money and not putting it to good use
is a loss to the country. Criminals who are in positions of power and trust undermine

our hopes and aspirations since they frequently cross the borders of this wonderful

nation to hide their loots with no assurances of return. When the offenders die or leave
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the country, the loot is transferred to the national treasury of the new country. The
lessons of Libya can be learned. Currently, there are many unclaimed stock dividends
and inactive accounts in our financial institutions totaling trillions of naira that are
either unclearly owned by their owners or were abandoned to banks by the%

individuals after they passed away and kept their secrets secret till the end. Q%'\

It's possible to wonder where this money came from. It's disheartening @( about
how much Nigeria's heedless leaders have wasted the continen%ou ces. Corrupt
practices have a long-term detrimental effect on the econon@hole, as well as on
the economy's long-term dynamic efficiency, because tlie erate negative economy-
wide externalities. Culprits favor inefficient pr ﬁ&e , skew public allocations of
scarce public resources, and induce leak income from government coffers to

private hands that, if available for nding of the industrial sector, would have

supplied ample incentive. Q
With little consideration @»long-term impact on Nigeria's economy, import bans

are frequently im%er.lt d and then withdrawn without respect for the impact they
have on the as a whole$”%8, The current list of prohibited imports covers
roughlx,% “five (25) categories of commodities, which have a negative impact on

t Qeconomy. Even worse is the flip-flop in policy attitudes about import bans.
@ide from that, few of our manufacturing firms have the tenacity necessary to face
Qdown obstacles. When it comes to thriving in a variety of business situations,
aggressive techniques including marketing assertiveness, risk propensity, financial
leverage, product innovation, decision-making speed, and other metrics of business

aggressiveness are necessary but lacking.
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In most African businessmen, delayed gratification isn't even an option. It is possible to
categorize these methods into four broad categories: prospector, defense, analyst, and
reactor. The prospector is willing to use any method, including risk-taking, in order to
get an advantage. The defender is willing to take a few chances in order to maintain %
current position. Analysts will keep an eye out for chances but will not take any, @:
defend their positions with aggression. There are times when external fa%s ake it

'\
compelled by external factors, it does not respond. The Nigeri hnique has been the

difficult for a person to survive. It does not have any kind of proac‘t%;%l}nless it is

least successful of the four strategies (Government as m@, ers inclusive).

Nigeria has a wealth of natural resources that @ tapped for additional value.
Agricultural crops and minerals abound ughout the country. Converting raw
materials into finished goods can add %nt value to the country's large reserves of
raw materials. Making these ﬁ%gni) adds value to the domestic economy. Creating
products that are useful: 's?bssible that this is the most significant advantage of
having production in Nigeria. Manufacturing is one of the only sectors that can provide
a large numb@j% .for the country's unemployed youth, along with agriculture®.
Nigeria's r@;n the global economy is restricted compared to other countries with
rob %trial industries. Our current dependency on oil earnings has hampered our

%)

be exported from the country's manufacturing sector. The Nigeria economy will realize

to participate in a wide range of global trade. There are numerous things that can

greater value if manufactured products are exported instead of exporting raw materials

unprocessed.

2.2 Theoretical Review
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In this study, the dividend irrelevance theory, the “bird in hand” theory signalling
theory and agency theory were reviewed because of the need to offer theoretical
explains and understanding for the aim of this study which is to investigate the

interaction between dividend policy and share price volatility. \

2.2.1 Dividend Irrelevance Theory Qg%'

A firm’s value is determined by the earning power and risk of its in‘a@nt and the
decision to distribute earnings as dividends or retain them in uSiness does not
affect the value of the firm®. The theory also states that %}ors do not have any
preference between current dividends and possiblle& ital gains. Since the theory
explains dividend policy as an irrelevant fact the market value of the company,

shareholders are unconcerned between thé\ two-types of dividends®. Investors simply

aim for high returns either in the fo@&ividends or in the form of retained earnings

by the company. Q

Accordingly, the exist@sion of retained earnings between new investment and
dividends does n ect the value of the firm. It is the investment pattern and earnings

of the com Q ich influence the share price and thus the value of the company. The

theor@esed on the following seven principles®!:

Qﬁestors rational behaviour and the existence of perfect capital markets, 2. Free
Qinformation available for investors, 3. Transaction costs and time lag do not exist. 4.
Securities are divisible. 5. No taxes. 6. Perfectly efficient capital markets. And 7.

Investment decisions are taken strictly, and profits are therefore known with certainty.
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The theory has been criticized for assuming a “perfect market” —situation, in which
there are no taxes and no market imperfections*. The dividend irrelevance theory

asserts that dividend policy has no effect on share price.

In 1961, Franco Modigliani and Merton Miller presented one of the most influe t%

dividend theories and even though it was generated for more than 50 years aff%%ﬂll

seen as one of the most respected theories. When the theory was present article
“Dividend policy, growth and the valuation of shares” it provid%rl\e benchmark
and changed the view that both practitioners and academ@%ﬂowards dividends.
Before the publication of Modigliani-Miller‘s dividend i ance theory the general
view was that dividends were highly correlated to %ue of the stock *2. As the name
of the theory suggests, it states that under perfect\capital markets the dividend policy is
independent to the value of firm and j\es ot matter whether the company have high

or low dividend pay-outs. Thre@ ia’ define a perfect capital market:

Perfect capital market - @igle actor on the market is large enough to affect the
market price of a s@ty nd everyone has access to the same costless information, i.e.,
no actor has @rmation advantage. Another important assumption is that there are

no tran tig%osts or taxes and all actors can therefore operate on the market under

th@conditions.

Qgtional behaviour - it simply states that all actors on the market prefer more wealth to
less. It also assumes that it does not matter whether the actors receive the increase in

wealth in the form of capital gains from the stocks or dividend payments.
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Perfect certainties - all actors on the market have the same information and know the
return of every security in the future. Therefore, it is possible to make the assumption

that there only exists one type of security which Modigliani and Miller refer to as

stocks. \

In respect to the assumptions discussed above, the dividend payment %ﬁe
irrelevant for the shareholders. Because in order to pay dividends, the ¢ has to
issue new shares in order to raise the needed capital. As the new %(S'\a e issued, the
price of the stocks will drop in equal proportions to the @ payments and the
decrease in stock price and the dividend payments \A@'ﬁel each other out®. For
example, if the company pays a dividend of 10Kebb, the shareholders receive 10 Kobo
for each of the shares owned. But at the sa ime the stock price will decrease 10
Kobo since more shares are issued\ﬁr to raise capital, the shareholders are

therefore equally well off no m%ge)dividend payments.

Modigliani and Miller al@e that, if a company does not pay dividends but the

shareholder prefer%)ée)nt dividend, he can sell 2 percent of his stocks and earns
dividend. Thite is of course also true, if the company pays a higher dividend

than thehareholder prefers, he can use the surplus dividends to buy additional stocks*?.

The Q) arguments discussed above are the underlying assumption of the irrelevance
@)othesis and according to these arguments shareholders should be indifferent
Qbetween capital gains and dividends. This in turn contributes to that the shareholders
are unwilling to pay a higher price for dividend paying stocks which in turns make the

question of dividends irrelevant.
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In order to explain the irrelevance of dividends, use a number of formulas in order to

conclude that the firm value at time t is equal to**:

v)= 1 [X(t) - I(t) + V(t+1)]

1+P(t) \?"

V(t) = Value at time(t)

P(t) = Stock price at time(t) ‘%
‘{ "
X(t) = Total net profit at time(t) &

I(t) = Investments or increase of physical holding at @'

Since dividends do not appear directly amon \;guments in the formula and all
arguments are independent to diVidend&1 cates that the value of the firm is
independent of the dividend policie ‘{ésp formula above it can be seen that the only
factors that affect the ﬁrms’@.\e are the stock price, the total net profit, the
investments and the Valu% ¢ firm in the future which today is known, given the
perfect market ass&pt%g The main argument in favour of the dividend irrelevance
theory states @der a perfect market environment there are no kinds of financial
illusion& ly “real” factors can affect the value of the firm. With real factors
Modi i and Miller refer to the earning power of the firm’s assets, investments
@icy and the company’s business risk. Consequently, the chosen dividend pay-out
onlicy does not affect either the current value of a company’s stock or the shareholder’s

total return.
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The discussions above show, that under perfect capital market the company’s dividend
pay-out policies do not affect the value of a company. A lot of research has been

conducted in order to test the validity of Modigliani and Miller’s propositions and the

N

propositions have both been supported and rejected by various academics. ?»
A study supported the results of Modigliani and Miller and stated that comp@'@

able to adjust dividend payments in accordance with the preferences nduced
investors and for this reason there are no relationship between%d% ds and stock
returns®. Another prominent research made also suppor%%ropositions in the
dividend irrelevance theory and they state that even tl@fﬁe tax rate for dividends
and capital gains are different under the US tax ?ﬁ%the dividends do not affect the

value of the company?>.

This research seeks to test the effeQ“i&%’widend policy on share price volatility. The
study is aimed to determine i@e 1s a significant relationship between a dividend
policy and share price Vo\@}ince Modigliani and Miller state that dividend policy
does not have an ig%t on share price volatility, it is therefore seen as necessary to test
the relationsh@;n though it was disregarded that capital markets are perfect which

is an iw assumption in the theory of Modigliani and Miller, it is still imperative

t(@e theory on listed consumer and industrial goods manufacturing firms in
Q@eria.

2.2.2 The “Bird in Hand” Theory
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The name “bird in hand” is the umbrella term for all studies that argues that dividends
are positively correlated to the company’s value. It is based on the expression that “a
bird in the hand is worth more than two in the bush”. Expressed in financial terms the
theory says that investors are more willing to invest in stocks that pay current divide%
rather than to invest in stocks that retain earnings and pay dividends in the fut

is due to the high degree of uncertainty related to capital gains and d1V1deu& n the
future. Current dividends are more predictable than capital gains, ‘iz: stock price

is determined by market forces and not by the managers 1\?& igher degree of

uncertainty. ®'

The bird in hand theory proposes that a relatio @mst between firms’ value and
dividend pay-out. It states that dividends i s 1i8ky than capital gains since they are
fer dividends to capital gains®. Firms should

more certain. Investors would therefo

therefore set a high dividend p%%no and offer a high dividend yield to maximize

stock prices>®. The bird—t@h

The theory argues ‘th\rélat investor value dividends more than capital gains when

d theory states that dividends are relevant.

making decisi@ated to stock. Dividend pay-out decision cannot change the present
value Q payment to shareholders, but it can affect the temporal pattern of
. If investors view future dividend payments riskier than current payments,
y will prefer a bird at hand than two in the bush. Indeed, paying out some cash today
O

reduces the risk of future payoff uncertainty.

The “Bird in Hand” theory also argues that outside shareholders prefer a high dividend

policy. They prefer a dividend today to a highly uncertain capital gain from a

68



questionable future investment. Several studies demonstrate that this model fails if it is
posited in a complete and perfect market with investors who behave according to
notions of rational behaviour®®. The bird-in-the-hand theory states that dividends are
relevant to determining of the value of the firm. In a popular stock valuation model, t%
determinants of the value of a firm’s cost of equity financing are the dividends ‘%,
X

is expected to pay to perpetuity, the expected annual growth rate of diviﬂ the

'\
increase stock value. This theory is based on the logic that whdt s available at present

firm’s current stock price. Dividend payments reduce investor un‘csin and thereby
is preferable to what may be available in the future%%s would prefer a sure
dividend now rather than a promised dividend i ture (even if the promised

dividend is larger). Hence this theory asserts¢that dividend policy is relevant and does

affect the share price of a firm. @
Dividend model is based on the%gd)\g assumptions:

1. The company is all e@ianced and no external financing is used. The company
finances all invegﬁ&lt. 1th retained earnings.

2. Internal rate@.\m cost of capital and the retention ratio is constant.

3. The C@% has an eternal life.

FF%Qerlying assumptions of Gordon’s model is based on the idea of what is
anilable today compared to what may be available in the future®®. It is based on the
logic that the more distant the future is, the higher the uncertainty regarding capital
gains and future dividends. Even though the capital gains in the future may provide a

higher return than the current dividends, there is no guarantee that the investor will
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accumulate a higher return due to the high degree of uncertainty'+*. Since the length of
the time and the level of risk are correlated, investors are unwilling to invest in

companies where the time until the dividend payments are far away.

An investor would therefore be willing to pay a higher price for firms that pay cu&%
dividends. For companies who do not pay current dividends, the investor WO%%’ a
higher discount rate in order to discount the earnings and the value of t x panies
should therefore be lower than the companies who pay cq@%dends. By
implication, this indicates that the discount rate becomes hig &e earnings retained
in the company increases. The opposite is of course% e, companies who pay
current dividends have a lower level of retained %gs which contributes to lower

discount rate which in turn contributes to i er\value of the firm®’.

The main arguments towards the b@ nd theory is based on that most companies
are conservative in their ﬁna@ policy and the dividend payments are therefore
based on an optimal pa @o. The principal factor that contributes to deviations
from the optimal %&io is due changes in the company’s profit, and if the profit
increases the dividend pay-out should increase in the same proportions but uncertainty
regardi@iﬁlz profits also has an impact on the company’s dividends. If the estimated
11

future is higher than the current risk, the company may decrease the dividend

Q@r-out ratio in order to hedge to decreasing future profits.

The bird in hand theory has been subject to a large amount of criticism and opponents
to the theory states that it excludes important factors. Critics argues against the theory

and says that increases in current dividends do not decrease the riskiness of the
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company; it does in fact work in the opposite direction. Because if an increase in
dividend payments is made the managers have to issue new stocks in order to raise the
needed capital®'-%*. Therefore, a dividend payment just transfers the risk from the old to
the new shareholders but even though the theory contains some limitation. A stu%
argues that there are still many individual investors and financial institut@g
e the

consider that dividends are important and it is therefore of importance f@x

theory even though it has some limitations. A{

N
As was stated in the section above, the bird in hand theory is %@sing view towards
Modigliani and Miller’s dividend irrelevance theory an@g among other things that
companies with higher profits pay higher dividen %s shareholders. Since this view
is the opposite view compared to Modigliani jahd Miller’s, it was thought to be
interesting to test whether companie@ higher profit pay higher dividends to its
shareholders. Subsequent part Qpésearch 1s going to test the correlation between
various companies select%&md the dividend pay-out ratio. Hence, investigated
whether Modigliani aner’s dividend irrelevance theory or the bird in hand theory

is best suitable isteéd Nigerian consumer and industrial goods manufacturing firms.

2.2.3 Si a&é Theory

[’F%gnalling theory of dividends has its origins in Lintner’s studies who revealed that
Q price of a company’s stocks usually changes when the dividend payments changes?®?.
Even though Modigliani and Miller argued in favour of the dividend irrelevance they
also stated that in the real world disregarding the perfect capital markets, dividend

provides a “information content” which may affect the market price of the stock. Many

71



researchers have thereafter been developing the signalling theory and today it is seen as

one of the most influential dividend theories.

One of the most acknowledged studies regarding signalling theories which states that
dividends may function as a signal of expected future cash flows. An increase 11]t\%
dividends indicates that the managers expect higher cash flows in the futu@ﬁe
research is based on the assumptions that outside investors have imperfi ation
regarding the company’s future cash flows and capital gains,%l‘% important
assumption is that dividends are taxed at a higher rate co «:%3\'0 capital gains. As
argued, under these circumstances even though there is@ﬁadvantage for dividends,
companies would choose to pay dividends i Xe to send positive signals to

shareholders and outside investors?>.

A study states that a company’s s &f information such as accounting data and
future prospect reports are not @letely reliable?¢. These kinds of information do not
fully represent a compan@table business opportunities in the future. Given that
outside investors %ir.n erfect information regarding the firm’s profit opportunities,
the company @,ﬁnd other ways in order to convince outside investors about future
cash ﬂ& profits. Therefore, favourable signals such as increasing dividends
provi positive sign to outside investors. Although dividends have a higher tax rate
pared to capital gains, investors are willing to pay a higher tax rate for dividends in
Qexchange for the positive signal dividends send regarding that the value of the stocks.
But this research has chosen to exclude all consideration regarding taxes. As a result of
the signalling capability, dividends may be able to transform inefficient markets to

perfect markets with full information efficiency.
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The signalling hypothesis was further developed and stated that there is a high degree
of information asymmetry between managers and outside investors. They further state
that almost any company is able to pay small dividends to its shareholders regardless of

whether its future outlooks are positive or negative. Consequently, if the dividend

payments should be seen as a signal for profitable future business oppoﬂug‘@

dividend has to be large enough so that only companies with profitable fi pects

'\
the signals and pay the same number of dividends in order@ false signals to

investors. &D

A lot of research has been conducted in order to @he signalling theory applies in

can afford to pay it. Otherwise, companies with poor future prosge% d just copy
n

the real world and there exist different opihions” regarding the applicability of the
signalling theory. They argue that ar;\ ease of dividend payments tends to increase
the shareholders’ wealth. Asquith™and Mullins also state that dividends contain
information which is not avai in other sources of information such as accounting

data. But the signalling t cannot be seen as applicable in all situations and a lot of

researchers ha@n various drawbacks with the theory. As we mentioned above, the
scholar s atQt’ha increases in dividend payments can be seen as a signal of higher cash

flo %& future®’. This research is going to test the relationship between companies’
@%ﬂ pay-out ratio and various factors and one is the growth. Therefore,
Qinvestigation will be directed to whether dividends provide a signal of higher growth.
Since there is no unified picture whether dividends and growth are related to each other,

it was thought to be interesting to investigate the relationship on Nigerian consumer and

industrial goods manufacturing firms
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2.2.4 Agency Theory

The agency theory is one of the respected dividend theories and it has been extensively
debated among various scholars. One of the most influential studies regarding agency
costs was presented by**. The study provided a new view of the agency problem 3?»
most studies concerning agency costs use Jensen and Meckling’s resea@’
benchmark. They define the agency cost as a cost that arises betwee n01pals
‘%delegate the

(stockholders) and the agents (management). Where the principa %

agents with a certain power to maximize the wealth of the pri

that only stocks and bonds can be used as claims tow@'& company. Hence, only

shareholders and creditors can be seen as princi 3&& nsen and Meckling presented

They further state

prominent research regarding agency cosm%; they provided a clear definition of what
the agency cost is. But they did no a thorough corroboration regarding the

effect of agency cost on divi % icies and many scholars have been trying to

develop the theory. %?\
Easterbrook preseﬁxﬁer study regarding agency costs and his result supports the
findings mad@Rozeff and Jensen. Easterbrook conducted an investigation of
whethe@ d payments can be used in order to minimize the agency costs between
m@ and investors. Easterbrook states that two factors affect the agency costs in a
Q pany, monitoring costs and the risk aversion preferences of managers. The
Qrnonitoring cost refers to the costs incurred by the shareholders in order to supervise the
managers and prevent them from following their own personal agendas instead of
maximizing the value of the shareholders’ equity. The second source of agency costs is

the risk aversion preferences of managers. The problem arises because most
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shareholders have diversified portfolios and they are therefore only interested in
systematic risk which cannot be eliminated through diversification'*. In contrast to
shareholders, managers usually have a large amount of their personal wealth connected
to the company. Therefore, if the company is unprofitable or even goes bankrupt, the
managers’ personal wealth becomes heavily affected. The managers will as a X
more risk averse compared to the shareholders and they may reject potenu’&m value

'\

project due to their risk aversion preferences®. According to Eiﬁ)r , these two
sources of agency cost can be reduced by paying dividends to s@o ders.

However, Easterbrook further states that dividends a@ﬂuless in themselves and
companies should therefore only pay dividends rder to reduce agency conflicts.
Dividends should be affected by unexpectedi\chariges in profits and profitability has
therefore been incorporated among th&%}yi\y selected factors that are going to use in
the research'®. The main prothigl.b)at the principal’s interest and that of agent are
never exactly the same, s?he

pursue his own in:eis:%?tead of those of the principal. It means that the agent will
en

always tend I_\Q

aggrandizement and prestige instead of returning it to shareholders. Jensen argues that

agent, who is the decision-maker, tends always to
the free cash flow available to fulfil his need for self-

ty costs arise as the free cash flow increases. Because the shareholders have to
@r se the supervision in order to prevent the managers from engaging in excessive

Qspending or unprofitable investments.

Overall\, given the theories reviewed (dividend irrelevance theory, the “bird in hand”
theory, the signalling theory and the agency theory) concerning the aim of this study

which is to investigate the interaction between dividend policy and share price volatility,
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this study therefore adopts the “bird in hand” theory and the signalling theory given that
they complement one another to explain a dividend policy that encourage the payment
of dividend to shareholders now as against in the future is more valuable to
shareholders than those promising to pay dividend in the future and that this behaviour
provide signal to existing shareholders and intending investors about the V%@

company. Moreover, this event has the capacity to affect a firm share 1@ d the

resultant share price volatility. It is on the strength of this discusi&nth this study is

'\
underpinned by the “bird in hand” theory and the signalling tha@

2.3 Review of Empirical Studies @'

This subsection centres on the position oﬂ@; studies carried out in another

context, which relates to the aim of this S%

2.3.1 Dividend Policy and Shan@% Volatility
Many studies have tried @w;lcally document the relationship between dividend

policy and share price \N@t} ty. The summary of the findings of some of these studies

are discussed bel%

Numerc‘;%:wlrch has gone to considerable lengths to investigate this topic because it

is open question whether or not the dividend policy of a company has an effect
@t e price of the company's stock®®!!. According to the findings of a comprehensive
Qanalysis that was conducted in US companies, there is a predominately negative link
between share price volatility and dividend yields®®. The inference that may be drawn

from these findings is that companies with higher dividend yield are connected with

76



reduced risk. Both studies found comparable findings in their research on about the

relevance of dividend policy and share price volatility.

In addition, their findings indicate that a company's financial leverage as well as profits
volatility are positively associated with share price volatility®®. There have also K%
investigations into the applicability of similar studies to the context of % g
markets. There have been a number of investigations into this topic e been
carried out in Pakistan, for instance. Similar study within the c%&he Karachi
Stock Exchange averred that dividend yield has a positive r 4;x%nip with stock price
volatility, while dividend pay-out ratio has the oppo@ﬁgaﬁve relationship with
stock price volatility?®. While this is happening; @ted study finds that there are

significant negative connections between the two)metrics of dividend policy (dividend

pay-out and DY) and share price vola fS{l

Another study findings show%gtre)re is a statistically significant positive effect
regarding the dividend %hd the share price volatility?>. However, since Hamid
looked at ﬁnanci%aﬁ%ations whereas Shah and Noreen analyzed other types of
businesses, it @;ible that this is why their findings were different from those of the
other tw0 gtedps. In the context of Jordanian industrial enterprises, another study
e the impact of dividend policy on share price volatility for Jordanian industrial
@'ns using data of public listed industrial firms from 2000 to 2011°%. The findings are
Qin line with those of previous research, increases in dividend yield and dividend pay-out

have a tendency to minimize share price volatility®>. In a similar vein, another study

looked at the situation in Iran and found that there was a substantial inverse association
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between SPV and the dividend policy behaviour of companies that were listed on the

Tehran Stock Exchange®.

In the context of Malaysia, a number of research that investigate the connection
between dividend policy and SPV have also been carried out. A scholar studie t%
relationship between SPV and the dividend policy of consumer products com

are listed on the Bursa Malaysia stock exchange. This confirms the findi revious
research by showing that dividend yield and dividend pay- ‘§a negative
correlation with SPV?3. In addition to dividend yield, the '@the firm is another
significant factor that substantially correlates to the a@()f volatility in the share

prices of Malaysian consumer product compames9 .

On the other hand, within the context of ‘constriction businesses that were listed on
Bursa Malaysia contradictory res & reported. According to their findings, a
favourable relationship exists b@en share price volatility and dividend pay-out ratio
for companies involved in@stwction and material industries®®. In the meantime, a
recent study whic%}éable data set consisting of 319 companies registered on the
Kuala Lumpu@k Exchange found that dividend yield and dividend pay-out have a
significafit bearing on the degree to which stock prices are volatile, and this link has a
n onnotation”’. Based on the analysis of the relevant literature, it is abundantly

@vious that the evidence pertaining to the influence of dividend policy on share price

QVolatility is inconclusive, particularly in circumstances that are industry-specific.

Scholars stressed that the relevance of this association between dividend policy and

share price volatility is still up for discussion. Consequently, academics and stock

market traders have shown an interest in the relationship between dividend policy and
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stock price behaviour; yet, despite the abundance of academic papers written on the

topic, the field is still an open and unsolved question.

Another scholar conducted an analysis of a panel-data set that included banks from 52
different nations?. They discovered that banks are likely to pay greater dividen %
countries that have an efficient structure for protecting minority shareholders. @o
presented research that demonstrates the association between bank (1% olicies
and creditor rights tends to be the opposite of what it is bet eeg\ non-financial
companies and creditor rights. A related study conducted@ered evidence of a
connection between dividend policies and the leva®3k—taking that financial
institutions are willing to undertake*. This is de @ted by the fact that banks may
reduce dividend payments in order to bolst @pital resources, which would then
make it possible for the institutions t éfake a greater level of risk. As a result of
the fact that dividends have an CQQ)\ the deposit insurance premiums that banks are
required to pay, it is possible se dividends to transfer risk from the corporation to

the deposit insurer@e propensity of banks to pay dividends and the chance that

they will enga@su behaviour may be influenced by the regulatory regimes under
erate

which t\l}{QJ 2115,
The Q}rs Modigliani and Miller investigated the effects of dividend policy on share
Q@ces and argued that share prices move independently of dividend policy®®. Their
argument was based on the premise that shareholders have the ability to sell shares if
they would like to extract higher cash payments, and they have the ability to re-invest

dividends if they prefer lower cash positions. Modigliani and Miller's research was

published in the journal The American Economic Review. Although it is possible to
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cite empirical evidence suggesting that the impact of dividend announcements on share
prices may be of a relatively minor nature, the assumptions that are inherent in the
Modigliani-Miller framework have been criticized on a variety of grounds®®. For
example, the theory ignores potential conflicts of interest on the part of manageme%
which may lead one to conclude that shareholders would rather have bigger §%’

payments in order to decrease the proportion of funds that are under Ka ent's

control®12%, ‘%
‘{ "

In a similar vein, the Modigliani-Miller framework does @e into account the
transaction costs that are incurred whenever sharehold@thange shares in order to
re-invest dividends or to withdraw additional cash\For* example, retail investors may
choose bigger dividends if they want to mipithize the transaction costs they experience

when selling stocks to liquidate capjé\&

equities in order to realize capitﬁ s°'. A cash pay-out, on the other hand, is a "bird

These costs are incurred when selling

in hand," hence market p c%x s may value increased dividend payments more than

anticipated future Ac%i:}\gz}ms, given that the latter are always subject to uncertainty
bi

but the former @

Anothe@showed a positive association between the dividend pay-out ratio and

in hand"!%,

s@e volatility in the context of the Sri Lankan stock market'’!. However,
Q trary outcome was found in'%!. The study findings suggest that there was a negative
Qrelationship between the two variables. In the latter market, finance scholars discovered
a correlation between dividend yield and share price volatility, which was determined
to be a positive connection'®21192, Within the context of the Nigeria Stock Exchange, it

was discovered that there was no substantial correlation between dividend policies and
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share price volatility. A study that focused on listed firms found a substantial inverse
association between the share price volatility and the two proxies for dividend policy,

which were the pay-out ratio and the dividend yield.

Also, another study was conducted research to evaluate the association between s a‘?»
price volatility and two primary indicators of dividend policy: dividend yield@'y—
out, in addition to control variables including size, earnings volatility, Qe, debt,
and growth!®. According to the findings of this investigation, igg\i icant inverse
correlation exists between share price volatility and diVideQi(%(é&, dividend pay-out,
and the size of the company. Within the context of Kar@'b’ck Exchange in Pakistan
it was found that share price volatility has a po '@lationship with the size of the

firm and leverage as well as an inverse §li nship with dividend yield and pay-out
ratio!®. They also found that share pg\ olatility is related to dividend yield and pay-

out ratio in a negative way. A%ﬁ dy conducted on the share market of Pakistan

reveals a similar relations@r ce volatility with pay-out ratio'%.

However, in cont%o e earlier study, this study reveals a positive relationship
\
between sharvolatility and dividend yield. In spite of the fact that the outcomes

of thesq%e are not as conclusive as those found in the case of developed markets,

it @tial information for determining how developing markets behave!'%6,

Q other investigated the relationship between stock price volatility and two main
measurements of dividend policy in addition to other variables such as size, growth,
earnings volatility, and debt based on a sample of publicly quoted companies in the UK

107

for a period of ten years'®’. Their research was conducted using data from those
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companies'®. According to the findings of this study, a positive association exists
between dividend yield and stock price changes, whereas a negative association exists

between dividend pay-out ratio and stock price changes'%.

In addition, the findings of this research indicated that factors such as a compg&
earnings, size, rate of growth, and debt can explain variations in its stock pr%%!er
controlling for earnings volatility, assets growth, firm size, and‘l% for a
continuous period of 5 years, another scholar attempted to study th@e&t that dividend
policy has on the stock price volatility of 75 financial fi «;\%t are listed on the
Karachi Stock Exchange!®. According to the findings @(esearch conducted, there
is a statistically significant inverse connection %\ price volatility and dividend
yield as well as dividend pay-out. Accc&@e findings of the study, dividend

policy is a significant factor in dete '6&3 are prices.

On the other hand, contrary A@ngs was recorded in the literature''’. The study
investigated the stock pri@t\ﬂﬂy by focusing on non-financial companies that were
traded on the Karg@S‘Eo Exchange between the years 2001 and 2011. Their study
included 35 @t companies. According to the findings of the study, there is an
inverse a¢latitonship between price volatility and dividend yield as well as earnings per

shar t has been found that price volatility has a positive relationship with the size
firms as well as the growth in their assets. The research also came to the conclusion
chat there is no connection between the fluctuation in stock prices and the earnings
volatility of companies in Pakistan. Also, another scholar made an effort to investigate

the influence that dividend policy has on the volatile share prices that occur on the

Tehran Stock Exchange. According to the findings, the dividend pay-out ratio was
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shown to have a significantly negative influence, whilst the asset growth rate was found

to have a significantly favourable effect on the stock price's volatility!!2.

According to the findings of this study, the effects of the variables leverage, earnings
volatility, and firm size on stock price volatility were found to be insigniﬁcar&%
similar analysis was carried out using a sample of 53 businesses that were lis@ﬁe
main market of Bursa Amman in the Jordanian Stock Market between s 2001
and 2013'3, According to the findings of this research, a large%at'i\ e association
existed between dividend payout and share price volatility, &h a very moderate
positive relationship existed between dividend ywld@hare price volatility. A
significant positive relationship is discovered bet &K e share price volatility and the

size of the company. Furthermore, amo {h ctor variables, dividend payout and
n

stock dividend have the greatest mﬂu@

A related study attempted to e@e the influence of dividend policy on market price

e share price volatility.

of share in the context of %hesh using a sample of 28 firms for the period of 2005-
2009. Their rese%ﬁzc sed on the period of time in Bangladesh. The research
concluded th %ndings over the effect of dividend policy on market price support
the rele& ory of dividend policy such as Walter's model and Gordon's model. The
st Q:overed that the effect of dividend pay-out is more significant on market price

@n the effect of dividend retention''*

\

A related study analyze the dividend policies of 77 Jordanian industrial companies that
were listed on the Amman Stock Exchange during a period of 12 years'!'®. This was

done with the intention of exploring the influence that dividend policy has on the
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volatility of share prices. The results showed a significant negative effect of the
dividend policy, dividend yield, and dividend pay-out on the share price volatility. This
indicates that as Jordanian industrial firms increase their dividend yield and/or dividend

pay-out, stock prices tend to stabilize, as price volatility falls, and as a result, the shage

price risks fall. Q%'\

The results also showed a significant negative effect of the dividend p wdividend
yield, and dividend pay-out on the share price volatility'?°. In %0{1, the findings
demonstrated that the dividend policy has an effect on the &&latility and that the
managers of Jordanian industrial firms have the abilit;@‘(uence the share price of
their companies by modifying the dividend poli A&a ay that is appropriate for the
types of investors they seek to attract. In ition, the findings of the study indicated
that duration effect theory and signalli %fy play an important role in the process of
determining the share price VOI% the Jordanian Equity Market. In their study, the

researcher used a sampl@&

Exchange betweer& s 2006 and 2011 in order to investigate the impact that
dend

companies that were listed on the Karachi Stock
dividend yield pay-out ratio, earnings per share, return on equity, and profit
after tax h@n the price of stocks'?!. According to the findings, dividend yield as

we @dend pay-out ratio have a significant influence on the price of a stock. The
@%ﬂ pay-out ratio has a positive relationship with stock price, while the dividend
Qyield has a negative relationship with stock price'?. Given that the dividend yield has a
negative relationship with stock price, these findings go against the dividend

irrelevance theory.
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Return on equity shows a positive but insignificant impact on stock price, while profit
after tax and earnings per share have a significant positive impact on stock price. In
conclusion, this research offered fresh perspectives that decision-makers in Karachi
might use to enhance the functioning of the Karachi Stock Exchange. Another scho%
conducted research on the industry sector determinants of dividend policy as w t
effect of dividend policy on share prices of 12 companies that were listed® hana

Stock Exchange (GSE) between the years 2006 and 2011. Accor 'ng‘%e findings,
'\
r

the primary factors that determine dividend policies for publixf& ed companies on
the GSE are a firm's size, its return on equity, and its pr @ taxes!??. However, the
dividend pay-out across the various markets is affe@y a wide variety of factors that
are unique to each market. When determini ther or not to pay a dividend, the
amount of a company's profit after ta@ne of the primary factors that it always
takes into account. The majority of ¢ompanies that are listed on GSE, on the other hand,

exhibited a statistically ins@ant and weak relation between the amount of

dividends they pay out 4ud the price of their shares.

During the C $l;andemic, the volatility of share prices is both increasing and
decreasi Ql’lﬁ 1s because volatility can occur in either direction. Study from Oil and

Ga @p nies support the finding that the petroleum and natural gas industry
@%nced an increase in share prices”. This increase was due to the drastic drop in
chude oil prices in March 2020, which caused crude oil producers to decide to reduce
oil production, and as a result, they automatically reduced natural gas production. The
study also supports the finding that an increase in share prices occurred in the

petroleum and natural gas industry®?. This unquestionably has a constructive effect on
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the current price of natural gas on the market and raises investors' expectations for

natural gas producers' potential future cash flows.

In addition, the medical, pharmaceutical, and health care industries were the ones that
saw positive stock price volatility during the COVID-19 pandemic'?*. This is bec&%
almost every nation was witnessing an increase in mortality and a decline in @%‘Gn
health as a direct result of the virus. The distribution of food and foodst ich are
currently benefiting from increased demand, is another industry %sa an increase

'\
during the pandemic and contributed to the overall increase. Eﬁ%ﬁ iness of developing

@(ogress 124 On the other

software and other technologies has also made signi
% tourism, entertainment, and

hand, industries such as restaurants, hotels, 1

transportation have a high risk related to stock ptice volatility because of the COVID-
10 pandemic. This is due to the fact t %s types of industries are social, and during
a pandemic the community t SCG reduce social activities, particularly certain
government policies. Putti lace lockdowns and requesting that people remain

inside their homes &M stop the spread of the COVID-19 virus!?38:4%125,

Despite a subs@,l drop in March 2020 owing to the COVID-19 pandemic, the number
of StOCl?%IgBC)ﬁOHS has begun to grow again due to various discounted prices, indicating

that 1 market development is increasing dramatically year after year'°,

diny Nigerian businesses, particularly those in the manufacturing sector, have had to
contend with the ripple effects of the economic recession (in 2016 and one induced by
the COVID-19 in 2020), economic recovery policies from the Federal government and

the CBN, and this has negatively affected their performance in terms of profit earned
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and its distribution to shareholders'®. Between 2016 and 2020, Nigeria's macro-
environment had two big events that resulted in economic hardship for individuals,
businesses, and the government. In the first place, the financial crisis of 2015 and 2016

resulted in a large number of firms being unable to operate, resulting in a loss of jobs,.a

decrease in the value of stock shareholders, and a decrease in financial sector r@r Y
Second, just five years after the credit crunch, the COVID-19 epi and its

accompanying implications emerged as a major issue. As a res%f'\t ese two key
occurrences, the purchasing power of the Naira was erod@ as a result, salary
earners (in both the public and private sector) have thei@fcome drained to a record
low '!. As a result of the dollar's rise, it became i @gly difficult for manufacturers
to obtain and produce raw materials costs tively; as a result, 272 manufacturing

& additional source of worry for Nigeria's

plants shut down between 2015 and &

government is the spread of %&Y ID-19 pandemic and the resulting impact on

global oil output, pricing, %d)%enue creation'?,

In examining the %@X{dp between dividend policy and stock price volatility in

Malaysia, thrdred and nineteen companies listed on the Kuala Lumpur stock

exchang% selected and analysed over a period of eleven years. The regression

resu vealed that dividend yield, dividend pay-out ratio and size are negatively

ted to stock price volatility while earnings volatility and long-term debt are
onsitively related and statistically significant to stock price volatility in Malaysia

market®.
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In Jordan, a study examined the influence of dividend policy and share price volatility
for Jordanian industrial firms. Seventy-seven firms were selected and analysed over a
period of twelve years. Multiple least square regression model was adopted in analysing
data. Regression results revealed that dividend yield and dividend pay-out ratio haye

significant negative effect on share price volatility®’. Q%'\

The Pakistani market was examined to determine the relationship bet ividend
policy and share price volatility in Pakistani stock market. Crosg&:ig);% regression
analysis was carried out. The regression results showed t &S@sitive relationship
exists between dividend yield and share price Volatili®é a negative relationship
exists between dividend pay-out and share pri «Q ility. A negative relationship

exists between control variables (size and garhings’volatility) and share price volatility

while a positive relationship exists l\(&ee long term debt, growth and share price

volatility'!. Q
Five hundred and nine@%ms were selected and analysed over a period of three

years to examine wl?t onship between dividend policy and stock price volatility in

the U. S. equi@gital market. Ordinary least square regression analysis was adopted

in analy% a. It was found that dividend yield, size, financial leverage and growth

hay tive relationship with stock price volatility while dividend pay-out ratio has
@igniﬁcant positive relationship with stock price volatility?”. The results of this study
Qrevealed control variables which included firm size, long term debt and growth in asset
have an insignificant impact on share price volatility. In Kenya, the relationship
between dividend policy and share price volatility in Kenya was investigated. Thirty

firms listed on the Nairobi securities exchange were selected and analysed over a period
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of five years. Multiple linear regression analysis was carried out. It was found that an
insignificant negative relationship exists between dividend policy and share price

volatility*.

Ordinary least square regression analysis was adopted in analysing the relatioqh&
between dividend policy and stock price volatility in the U. S. equity capita@ét.
Five hundred and ninety-nine firms were selected and analysed over 2‘1% f three
years. It was found that dividend yield, size, financial levera%ng\ growth have

negative relationship with stock price volatility while de:' @ pay-out ratio has

insignificant positive relationship with stock price V(j&@'

In investigating the relationship between divi \icy and share price volatility in
Kenya, thirty firms listed on the Nairobi sgéurities exchange were selected and analysed
over a period of five years. Multip @ regression analysis was carried out. It was
found that an insignificant ne@e relationship exists between dividend policy and
share price volatility. Co%kzriables which included firm size, long term debt and

growth in asset we%lsq und to have insignificant impact on share price volatility'®.

The relatio %%ween dividend policy and share price volatility in Iran with hundred
firms li on the Tehran stock exchange were selected and analysed over a period of
sﬂ%rs. Multiple least square regression analysis was adopted in analysing data. It
Q s found that dividend pay-out ratio and dividend yield is negatively related to share
price volatility. Dividend pay-out ratio was also suggested as the main determinant of
volatility of stock price’’. Multiple least square regression analysis was carried out to

investigate the relationship between dividend policy and stock price volatility of

89



Jordanian firms listed on the Amman stock exchange. Forty firms were selected and
analysed over a period of ten years. The regression result revealed that both dividend

yield and dividend pay-out ratio have negative relationship with stock price volatility*’.

The study examined the impact of dividend policy on share price volatilit %
Malaysian construction and material companies listed on the Kuala Lurn% k
exchange. Seventy-seven firms were selected and analysed over a peri IX years.
Least square regression analysis was carried out. The empirica@l}\s showed that
there is a significant positive relationship between divide &ut ratio and share
price volatility while an insignificant negative relations@'&' found between dividend
yield and share price volatility. Among the contro @168 only firm size and leverage
showed high correlation with share pric latrlity while investment growth and

earnings volatility have no signiﬁcantf\ enCe on share price volatility?*.

G

Fifty-three firms were selected analysed over a period of thirteen years to examine
the relationship between@d policy and share price volatility with a focus on
companies from fg%%r)s listed on the Jordanian stock market. Multiple regression
analysis was d in analysing data. The results of this study showed that a
signiﬁc&gg&ive relationship exists between dividend pay-out ratio and share price
vola while an insignificant positive relationship was found between dividend yield
Q share price volatility. A significant positive relationship was found between size

and share price volatility?>.

Multiple regression was employed to analyse the relationship between dividend policies

and financial performances of the companies operating in Istanbul Stock Exchange.
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The study used data of 172 companies outside of financial sector from 2008-2011. The

results of analysis showed that dividend payments had influence on firms’

performances. Also, there was a positive and statistically meaningful relationship

between the dividend per share rate within groups and market-based performance

indicator (Tobin’s q) while there was a statistically insignificant relationship

accounting-based performance indicators (ROA & ROE) and dividend S rate.
=

The study concluded that dividend polices of firms are &ﬂu jal on their

performance®’. Q )

A sample of 51 firms was drawn and the regressio%@und out that dividend

policy proxied by dividend per share and divi N ield had positively significant

impact on shareholders’ wealth and firm pe ce. The study established the impact
N

of dividend policy on shareholders’ d firm performance in Pakistan between

2006-2015. This study suppor%guﬂend relevance theory, signalling effect theory,

bird in hand theory and cl@e

This study unfold@}e)lationship between dividend policy and share of 6 listed

fect theory®!.

companies in@pbi Stock Exchange (NSE), Kenya. Data were collected using
questiog%ir hich were analysed using multiple regression analysis. The data

a show that taking all other independent variables at zero, a unit increase in
@ntele effect will lead to a 45.3% increase in share price; a unit increase in tax
Qincentives will lead to a 20.5% increase in share price; a unit increase in free cash flow
will lead to a 29.5% increase in share price. This infers that clientele effect contribute
more to share price followed by the free cash flow. Clientele effect, free cash flow, and

tax incentives have positive significant effect on stock price*®.
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In examining the effect of cash and stock dividends on stock prices of 25 selected
chemical and pharmaceutical firms quoted on the Karachi Stock Exchange, Pakistan
from 2001-2010. The panel data were analysed based the fixed and random effect
estimation techniques while also controlling for earnings per share, retention ratlo a

return on equity. The study shows that while cash dividend, retention ratio a @4
e and

on equity have positive and significant impact on stock prices, earnlng

'\

stock dividend on other hand exert a negative and insignificant in‘1$1 n the firms’
stock prices*. The panel data was employed in using the Q@ry least square and

Capital Asset Pricing Model (CAPM) to explain the relati ip’between cash dividend
announcement and its effect on companies’ stocks the Dhaka Stock Exchange
from 2006 to 2010. The result shows th dividend payments are the only

significant factors affecting all prices @ays around the events. The study shows

statistically significant above av%'% stock market return after cash dividend

announcement>?, ?\D

In examining the e feN signalling, bird in the hand, and catering of 372 listed
companies in es a Stock Exchange from 2010 to 2012. The data were analysed
using in dent samples t-test, analysis of variance model, and analysis of covariate
study further conducted further analysis using data reduction method and
@%mlal logistic regression for the purpose of confirming the characteristics of
dividend payers based on general financial factors. The result revealed that dividend
has significant effect to stock price, and similarly stock price also has significant effect
to dividend. The study by implication fit for signalling effect, bird in the hand effect,

and catering effect which is dominated by dividend payers who are paying dividend
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continuously. Furthermore, this study shows that the most common characteristics for
dividend payers who paying dividend continuously compared to other dividend payers
includes larger number of shares, larger fixed assets, largest total debt, largest total

assets, largest retained earnings, largest revenue, and largest net income>!. \

This study evaluated the effect of dividend policy on market price of sh% 8
companies from four sectors in Bangladesh covering the period from 2009.
Using correlation and multiple regression models, the results sh%h%t the effect of
dividend payout is more on market price than retention. C’.%(%S‘mdings support the
relevant theory of dividend policy as postulated by \b%%cmd Gordon*2. In another
study carried examined how dividend policy, returh, on*equity, earning per share, and
profit after tax affect stock prices of 63 companies listed on Karachi stock Exchange
from 2006 to 2011. The panel data W{ nalysed based on ordinary least square. They
found out that dividend yield %Qéative effect on stock price while dividend pay-

out ratio has positively {l&%ﬂﬂ

t
t, variables such as profit after tax and earnings per share

theory. They also E)ilté\ﬂ)a

have significa sittVe impact on stock price while return on equity shows positive

ip on stock price supporting dividend irrelevance

insignit:i{r@pact on stock price®.

Thi investigated whether there is relationship between dividend policy and stock

@ces of 45 non-financial companies listed on Karachi Stock Prices in Pakistan from
Q2001 to 2012. The panel data were analysed based on fixed and random effect tests;

random effect results was focused after applying Hausman’s test. The results revealed

that dividend pay-out ratio has a significant positive relationship with share prices. This

is supported by the Bird in hand theory which suggested that owners give preference to
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a cash of estimated dividends over a likely cash of capital gains. Profit after tax, earning
per share and Return on Equity are the three control variables used in this study. Profit
after tax has insignificant relationship to stock prices; earnings per share have positive

significant relationship to Stock prices while there is negative significant relationshi

between Return on equity and Share prices>*. Q%'\

Results of this study was aimed at finding the effect of tax rate and divide licy on
the stock price, the effect of tax rate on the stock price, the effect %V;gi nd policy on
the stock price, and the effect of tax rate on the dividend po '@ng a secondary data
involving fourteen (14) firms, such as an annual ﬁnanc@ﬂ of PT. Telekomunikasi
Indonesia, Tbk during the period of 2001-2014. T @ collected were analysed using
path analysis, the results indicated that the tax“sate and dividend policy had a significant
positive effect on the stock price fg\%( 76.8%. The tax rate had a significant
positive effect on the stock prhﬁ)(%out 32.6%, on the other hand, dividend policy

had a significant positive f% the stock price for about 17.5%, while the tax rate

had a significant pj)fngect on the dividend policy for about 31.3%. it can however

be deduced t positive relationship exists between tax rate, dividend policy and

stock p;i{@
Thi y examined the trend in dividend policy and the predictions regarding the
@ount of dividends pay-out by listed non-financial firms in 13 African countries from
Q1994-201 1. The panel data analysed shows that dividend paying firms are more
profitable with a larger firm size, greater investment opportunity, and higher retention
of earnings and with less financial leverage than firm that do not pay dividends. The

results show that in countries where the GDP per capita is low firms are more likely to
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pay dividends. The study also shows that dividend pay-out, profitability, and
investment opportunities have positive significant relationship on firm size. While,
dividend pay-out, financial leverage, corruption has a significant negative relationship

on gross domestic product per capita. The study further found that the dividend trends

were very low and stable>®. Q%'\

This study aimed to investigate the relationship between dividend pa x d firm
performance using 41 companies listed in Nairobi Securities Ex%ﬁ)m 2002 to
2010. With the help of Net profit after tax as the depende @le and independent
variables being actual dividends paid, total assets and ‘Qe%'e, the regression analyses

showed a strong positive relationship between divi ay-out and firm performance?’.

The influence of dividend policy on the %tl of shares of stock in Nigerian banks
was the subject of research conduc@%”. The findings indicated that the retention

ratio had a significantly negati fluence on share price, whilst dividend yield had a

significantly favourable e@he market value of the company.

According to the ings of the study, financial institutions ought to make certain that
they have @ d policy that is both optimal and robust!’. It is important to keep
accur cords of shareholders at all times in order to prevent the accidental or
in‘l%onal misuse of dividend warrants that have not been claimed. The government
QQJst to set up a group that will help deal with unclaimed dividends and also make
certain that the circumstances that lead to such occurrences are eliminated as much as
possible. In the same vein, studies carried out research on 22 firms that had been listed

on the Nigerian Stock Exchange. According to the findings, both the distribution of
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dividends and the retention of earnings play a substantial role in determining the market
price of each company's share. Joshi examined the impact of dividends on stock price
in the context of Nepal selecting 117 companies from the banking sector and 46 from

the nonbanking sector that were listed on the Nepal Stock Exchange for the ﬁs%

The study suggested that Nigerian listed firms should adopt an optim;a% ff between
dividend payment and retained earnings that would increase thg&rg\holders’ wealth in
terms of cash and/or stock dividend with capital appreciatio @cording to the findings
of this study, the effect of dividends is signiﬁcantly@ﬂoticeable than the effect of
retained earnings. The payment of a dividend & nsiderable impact on the market

stock price in both the financial and non—ﬁ& ial\s€ctors.

Augmented Dickey-Fuller test (A ﬁm test and ordinary least square regression
analysis were carried out to ine the impact of dividend policy on share price
valuation in Nigerian ba@vas found that dividend yield has significant positive

effect on share p%%ﬁtion while retention ratio was found to have significant

negative effec@bare price valuation.

The r of this study revealed firm size to have a significant positive relationship with
sh%prlce volatility while asset growth rate was found to have insignificant positive
Q ationship with share price volatility. The study examined the relationship between
dividend policy and share price volatility in Nigeria. Twenty-six firms listed on the Nigeria
stock exchange were selected and analysed over a period of eight years. Pooled ordinary

least square regression analysis was carried out. It was found that dividend yield exerts
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positive influence on share price volatility while dividend pay-out has negative

insignificant influence on share price volatility''°,

The impact of dividend policy on stock prices of quoted firms in Nigeria. Twenty-two
firms quoted on the Nigeria stock exchange were selected across fifteen sub sectors aﬂ?»
analysed over a period of five years. Correlation analysis and panel ordir@!st
square regression analysis was carried out to test research hypotheses: ositive
significant relationship was found between dividend per share and %%e A strong
relationship was found between retained earnings per share a@l et price per share®®,
Seventy-seven firms were selected and analysed ov iod of twelve years to
determine the influence of dividend policy an ?‘l{é‘prlce volatility for Jordanian
industrial firms. Multiple least square regressi dels were adopted in analysing data.
>

Regression results revealed that di yield and dividend pay-out ratio have

significant negative effect on s%&c@ volatility's.

ADF unit test and ordina%k?square regression analysis was carried out to examine

the impact of divimp.o cy on share price valuation in Nigerian banks. It was found

that dividend@ has significant positive effect on share price valuation while
retentio@ as found to have significant negative effect on share price valuation'®.

Twe gix firms listed on the Nigeria stock exchange were selected and analysed over
eriod of eight years to examine the relationship between dividend policy and share
Qprice volatility in Nigeria. Pooled ordinary least square regression analysis was carried
out. It was found that dividend yield exerts positive influence on share price volatility
while dividend pay-out has negative insignificant influence on share price volatility.

Firm size was found to have a significant positive relationship with share price
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volatility while asset growth rate was found to have insignificant positive relationship

with share price volatility?.

Correlation analysis and panel ordinary least square regression analysis was carried out
to test research hypotheses. The study examined the impact of dividend policy on s 0%
prices of quoted firms in Nigeria. Twenty-two firms quoted on the Ni e@fk
exchange were selected across fifteen sub sectors and analysed over % of five

years. A positive significant relationship was found between di%ld'\ er share and

stock price. A strong relationship was found between retai@ings per share and

market price per share!”. @'

A study investigated the impact of proﬁtabili@ price volatility of Nigeria listed
d

manufacturing firms. Five firms were se% analysed over a period of ten years.
Ordinary least square regression a %Nas carried out. It was found that earnings
yield, dividend yield and divid%oer share have a significant relationship with stock

price volatility. But it wa@z that return on asset has no significant relationship with

stock price Volatilij&.\)

This study @éated the determinants of dividends policy in the Nigerian stock

exch arket spanning over 2006-2011. A total of 50 listed firms in the Nigerian
sﬁ%xchange market were selected and analysed for the study using the judgmental
Q pling technique. Using regression analysis, findings showed that there is a
significant positive relationship between firms’ financial performance and size of firms

on the dividend pay-outs decisions of listed firms in Nigeria'.
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The sample of this study was drawn from 81 firms listed on the Nigeria Stock
Exchange spanning 2001 to 2010 to investigate the impact of dividend policy on the
value and performance of firms in developing economies. The study employed panel
regression model to analyse the data. The findings revealed a significant positi%

impact of dividend pay-out on the performance of firms, measured as return e
i

and return on equity. The finding confirms the proposition that dividen is an

important determinant of firm performance!'!. ‘{‘%

'\
This study examined the relationship between dividend p Qolicy and financial
performance of 25 non-financial firms listed on the Ni@ﬁtock Exchange between
2004 - 2013. Panel data methodology was e «qu and pooled Ordinary Least

Squares (OLS) was used to estimate the R ividend Pay-out ratio. Regression

result reveals a positive and signiﬁc@a ionship between dividend pay-out policy

and firm performance*. Q
This study assessed the re@p between dividend policy and financial performance

of oil and gas co%ﬁ.e in Nigeria from 2005 and 2014. Pearson correlation and
multiple regre@;were used for the data analysis. The study found out that dividend
pay-ou& gnificant positive relationship with the financial performance of the oil
a companies. Also, dividend pay-out squared has a significant negative
tionship with the financial performance of the companies. The study concluded that
S

dividend pay-out of oil and gas companies have an optimal level beyond which the

relationship tends to be negative®®.

2.4 Conceptual Framework
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Researcher’s Model, 2022

Q‘his conceptual framework summarized the study; dividend policy and share price
volatility of listed consumer and industrial goods manufacturing companies in Nigeria.
The independent variable dividend policy is measured by; dividend pay-out ratio,

dividend yield, asset growth, earnings, firm size. The dependent variable is share
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price volatility. This study considered as dividend yield, dividend pay-out ratio,
earnings, firm size and asset growth rate proxies for Dividend Policy (independent
variable) to assess the relationship that exists between them and Volatility in Share
Prices of Manufacturing Companies which was proxied using the Baskin’s Modgl.
N

Therefore, the six hypotheses were linked as follows: dividend pay-out r 1%_’
@éhare

share price volatility; dividend yield and share price volatility; asset grO\

'\

price volatility; earnings and share price volatility; firm size and ‘s%;%e volatility;
lated hypotheses

and dividend policy and share price volatility. Overall, the
were subjected to a statistical test to determine the @of results, conclusion,

and possible recommendations for this study. q

2.5 Summary of Literature Review
The significance of dividend policy i %ate structure cannot be overstated, as the
source of a company's cash is a (g.bfactor in its ability to continue operations, and it
has been a topic of controyers extended periods. Dividend policy is perhaps one of
the most hotly cont sthics among finance scholars. According to the research,
dividend polic ‘&ir.ect effect on the firm's worth and shareholders' wealth?7:13.7689,
Earlier s h@ emphasize that dividend pay-outs have an informational component
tha ﬁvestors with positive indications regarding the firm's future earnings*!-62:194,
Q%:tice, dividend pay-out decisions are unique and interdependent with other
management decisions such as capital planning, capital structure, mergers, and asset
pricing. Given the significance of this corporate policy, scholars will continue to be

interested in the impact of dividend decisions on stock prices for decades, particularly

in the setting of developed economies.

101



Baskin offered a fundamental theory linking dividend policy to market volatility in a
landmark analysis of publicly traded US companies®. In the context of industrialized
economies, Baskin suggests that dividends tend to depress the fair value of a company's
stock. Baskin emphasizes further that dividend is not only a flow of information into
the market, but also an indication of market confidence in the firm's performan %n
the basis of these two considerations, dividend policy may have a substanlﬁ\i ct on

'\

the volatility of a company's stock price. However, stock market%fm ging nations
such as Nigeria behave differently than their counterparts in i trialized economies.

This is due to the fact that capital markets in developin@%are smaller in size, less

efficient, and considered riskier and more e” than those in developed

markets!27:128.129 @

While rapid globalization over the ﬁ&w decades has brought economies closer

together, emerging markets @ fully integrated into global capital markets,

according to some®!. Non e%}, the significance of stock markets to the expansion of

the real economy &ﬁl}q}ot be minimized due to their substantial contribution to
. .

wealth creati

liquidit¥<(93. )
The Q

, studies on the stock markets of rising nations have remained of great interest

their power to influence economic growth through their

scholars in the discipline. Baskin's theory has been applied in a large number of

\

empirical studies involving both mature and emerging markets'>¢”#!, Some studies find

2,4,67,87,90’ and

significant positive associations, significant negative relationships
negligible relationships®?>. The contextual differences between each study provide a

logical explanation for the disparate results. In order to understand the impact of
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dividend policies on stock market volatility, particularly in the setting of emerging
economies, scholars have indicated and advocated that sector-specific analyses are
necessary to overcome industry differences in dividend policies. In light of the
foregoing gap in literature, this study investigated the functional link between divide%

policy and stock price volatility in a developing economy, Nigeria, in accord@‘

the recommendation of the existing literature about the need for future ‘tesearch to

address this gap*?%%8, A&
e
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Chapter Three
Methodology

This chapter describes the methodology, data sources and model specifications
used in the study. It also focuses on data analysis techniques, econometrics arx\?\

statistical standards. This is a very important chapter because it has@t
impact on the quality of any research work. ‘%\
‘{ '\

3.1 Research Design &
This study adopted the Ex post facto research desi@%&mine the effect of
nuf:

dividend policy on share price volatility of sele@n

Nigeria. Been a quantitative secondary dat ysis, the Ex post facto design

acturing companies in

allow the use of panel and cross—sg@ data, that is, pre-existing data set to
establish the interaction between, the ihdependent, the dependent and the control

variable in a study. More@ use of the Ex post facto design is premised on

scholars who have “wsed¥it to achieve similar objective in different research

context from jQ y1:2:3:4,
3.2 &u;ation and Sample Size

,@ziversal population of this study consists of all the listed manufacturing
Qcompanies in Nigeria. According to the Nigerian Stock Exchange, there are forty-
Q six (46) listed manufacturing companies in Nigeria as at December 2020. These
total manufacturing companies include 21-consumer goods companies, 14-
industrial goods companies, 6-conglomerate companies, and 5-agricultural
companies. However, the target population include ten manufacturing companies
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listed on the stock exchange; NASCON Allied Industries PLC, Guinness NIG
PLC, PZ Cussons Nigeria PLC, Nigerian Breweries PLC, Honeywell Flour Mill
PLC, Lafarge Africa PLC, CAP PLC, Beta glass PLC, Unilever Nigeria PLC, and
Okumu Oil Palm PLC. The choice of these manufacturing companies was
informed by the issues of share price volatility as it relates to dividend polic@\?»
listed consumer and industrial goods manufacturers. More so, earli@ars
have recommended the need for industry-specific research as pﬁ% finding

closure for the interaction between dividend policy and shar@o?atility“@

33 Source of Data @;

The study made used of secondary data. \Qary data is the data already
collected in some other context than the p t study. It provides the necessary
background information, builds i ﬁgity for the research report and helps to

provide objective data as the subjective data source in the case of

questionnaire data. As @he credibility and reliability of secondary data this
study made use secx&ary data obtained from the firm’s audited annual reports

of the ten % consumer and industrial goods manufacturers over a period of

10 ysq 011-2020).
:@Jdel Specification

Q . Two models were analysed vis-a-vis, the panel data model as well as the firm

specific models adopted for each firm study.
Panel Data Model Specification

The panel model specification adopted for this study is given as follows:
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Where: g is the intercept,

AGR is the asset growth rate %%'
DPR is the dividend pay-out ratio ;\Q)

DY is the dividend yield (6 "
LNFSIZE is the log of firm size %C?\

LNEV is the log of earnings volatility \QQ)

Time Series Firm Specific Model Specificati

Table 3.1 Data Definitions and Measurement
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S/N  Variables  Definition Type Measurement
1 SPV Share Price Dependent Where HP — Highest
Volatility Price for the period and
HP —LP 2 Z’
HP —LP y
LP is the | ice for
the period:
2 DY Dividend Independent Divi Per Share
Yiel P
ield &%@Wrice Per Share
3 DPR Dividend Independ& Dividend Per Share
Pay-out
ratio Earnings Per Share
4 AGR Asset %p dent /\ Total Assets
Growth (&
Rate :\ Total Assets
5 FS Firm Si Independent Number  of  ordinary
shares multiplied by price
@ per share
6 EV ngs Independent Standard  deviation of
Volatility earnings for the most

4
)

recent preceding five
years for each year

Mhor s Computation (2022)
3.5 N%o; of Data Analysis

Q Data collected was tested using descriptive and inferential statistics to address

the objectives of the study. The descriptive offered understanding of the basic

characteristics of the data with respect to mean, standard deviation and shows

the data is normally distributed. The inferential statistic was used to test the
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hypotheses formulated. Hence, to analyze the hypotheses formulated, this study
employed the Pooled Ordinary Least Square (POLS), Fixed and Random
Effects Regression Models. The panel data collected for 10 consumer and
industrial goods manufacturers sampled for this study between the periods 2012
to 2020 were analyzed using Fixed and Random Effect Models, while Haus%\?»
test was used to select the best model. The rationale behind rand ts
model is that, unlike the fixed effects model, the variation acrf)%ntities is

assumed to be random and uncorrelated with the pre@ '%ndependent
variables included in the model. @

Similarly, firm-specific quarterly data fro ﬁZ to 2020 were analysed

independently using the Dynamic Ordi st Square (DOLS) technique of

estimation, and robustness check @ted with the Fully Modified Ordinary

Least Square method (FMOLS). DOLS outperforms both the OLS and the

FMOLS estimators i it®”’samples in terms of unbiased estimation. The
53

DOLS estimator a@t\}

an additional advantage in controlling the endogeneity
in the mod@%hgmentaﬁon with the lead and lagged differences of the

regressor press the endogenous feedback®. Thus, the DOLS estimation
@%& provides a robust correction of endogeneity in the explanatory

ariables’.

QQ

118



Endnotes

K., Sumathi, R., Hasan Ebrahim, & W.M., Wan Mohammad. "Dividend Policy and
Stock Price Volatility in Indian Capital Market." Entrepreneurship and Sustainability
Issues 7, no. 2, 2019: 862-879

D., Ngoc Hung, T., Binh Minh & T., Manh Dung. “Impact of Dividend Policy on
Variation of Stock Prices: Empirical Study of Vietnam”. Journal of Economics an&
Development?/, no. 2, 2019:96-106

*H., Kashif, K., Muhammad Usman & G., Wasim. “Juxtaposition of Micro a
Dynamics of Dividend Policy on Stock Price Volatility in Financia
Pakistan:(Comparative Analysis through Common, Fixed, Random and

Journal of Accounting, Finance and Auditing Studies 3, no. 1, 2017:64-79:
'\
“T., Morrison & L., Fiiwe James. “Dividend Policy and Corp Performance: A

Multiple Model Analysis”.Equatorial Journal of Finance an gement Sciences
2,n0.1,2017: 1-16

’B., Nambukara-Gamage, & S., Terrina Peries. "Th % of Dividend Policy on
Shareholder Wealth: A Study on the Retailing I try of Australia.” Review of
Integrative Business and Economics Research 2020: 38-50.

6C., Jahangir, A., Mohd Shamim, T., Moh

Impact on Performance of Indian Informqﬂoyn

Journal of Finance and Accounting t}, 2019:36-42

TA., Ayodeji Temitope, A., Motu intu & O., Oluwatoyosi Tolulope. “Dividend

Policy and Financial Performanced Study of Quoted Manufacturing Firms in Nigeria
n%!\)

# Mohd. “Dividend Policy and Its
chnology Companies”. International

and Kenya”. South Asian J f Social Studies and Economics 3. No.3, 2019:1-
8

SR., Bellal Hossain Q;.A m. “The Impact of Dividend Policy on Stock Price: A
Study of Fuel, PéWerYand Cement Industry in Bangladesh”.IOSR Journal of

Economics an @tce 8.2017:84-91.
og\\, & ]

°A., Antdni ., Tovar Jalles. "Measuring the Success of Fiscal
Consoli@g. " Applied Financial Economics 22, no. 13, 2012: 1053-1061.

QQ%

119



Chapter Four
Results and Discussion of Findings

In this chapter, results of the study are presented. Thus, in order to ensure that the panel
and time series data used for this analysis are in good structure, the estimation begia\?\

with the descriptive analysis, correlation analysis, unit root/stationary test and t%%

integration analyses of the time series data. These processes enable the ‘@r to

carry out some predetermined operations, where applicable, on the%hkes, so as to

minimize estimation errors and achieve the unbiased estimator @% odels’ analyses.

4.1. Preliminary Tests @

Some preliminary tests were carried out to ensu tability of results.

4.1.1. Descriptive Statistics @

The information presented in ta.l below presents the descriptive statistics for the
variables included in the m%ao examine the dividend policy of listed manufacturing
companies in Nigeria&ewe reports the mean, maximum, minimum, standard deviation,

Skewness, Kurto@ Jarque-Bera of the series observations.

S
Q
QQ%
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Table 4.1: Descriptive Statistics

SPV AGR DPR DY FSIZE EV
Mean 0.453 -0.134 0.415 0.053 768.3 1.960
Median 0.337 -0.067 0.367 0.041 746.4 1.001 \Yw
Maximum 1.294 0.995 0.785 0.560 910.9 %
Minimum 0.156 -2.855 0.019 0.001 657.7 942

Standard 0.308 0.633 0.837 0.061 &% o 2240
Deviation C@
\é}’
Source: Author’s Computation (2022) @

From the observation of information in desCriptive statistics in Table 4.1, the share
price volatility (SPV) mean for the za@le manufacturing firms was 0.453. This
implies that on the average, th@xg\gés in share prices of the listed manufacturing
firms within the years in c@eration converges to 0.453. The standard deviation
was 0.308 which a p&) 0 disperse a little from its mean value. The maximum
value of 1.294%plies that there was at least a listed firm whose share prices

converg@ '294 within the years in consideration.

yield measures the ratio of company’s dividend to the market share price.

idend yield (DYD) results showed an average value of approximately 0.053 with

Q a standard deviation of 0.061 which appears to disperse a little from its mean value.
The mean value of 0.041 indicates that the companies’ dividend worth an average of

about 4.10% of market share prices within the years in consideration. The maximum
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value of 0.560 implies that there was at least a period when the amount being paid

out as dividend by a listed firm worth 56% of share prices.

Dividend pay-out ratio shows a mean value of 0.415 which indicates that the
dividend pay-out from earnings for the study period was about 42%, hence ab%t»
58% of the earnings was retained for future or investment purposes. Th d

deviation was 0.837 which is higher than the mean and suggests @nd pay-

out ratio did not cluster around the mean. The maximum val &5 indicates

that there was at least a year when as high as 78.5% of e&vas paid as dividend

by one of the listed manufacturing companies.

More so, the asset growth rate which mf§ he rate at which the listed firms
acquire more assets with the rate at which\assets appreciates or depreciates within
the years in consideration show Q} an value of -0.134 indicating that the firm’s

assets decrease at the rate 4 annually. The standard deviation was 0.633

which is higher than %k’in and suggests that asset growth rate did not cluster
around the mea Mammum value of 0.955 indicates that there was at least a
year when@%set growth rates of one the of firms was 95.5% within the years in
con&g_@n.
:%Qermore, the firm size which was measured by the number of ordinary shares
Q multiplied by price per share has a mean value of 768.3 million indicating that on the
average, the ordinary shares value of the listed firms within the years in
consideration was about 768.3 million. The standard deviation was 68.8 million

which appears to have a little dispersion from its mean value. The maximum value
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of 910.9 million indicates that there was at least a year when one of the firm’s

ordinary share value worth 910.9 million.

Additionally, earnings volatility which was measured by the standard deviation of

five years earnings appears to have a mean value of 1.96 million indicating that
the average, the changes in earnings of the sampled firms converges to 1.

within the years in consideration. The standard deviation was 2.@1 which

was higher than the mean and suggests that the size of the earn &of e listed firms
'\

was highly volatile within the years in consideration. T A{ imum value of 81.4

million indicates that there was at least a year whe% e listed firms’ earnings
converges at 81.4 million. \

4.2 Presentation of Test of Hypoth @

Table 4.2 Correlation MatruC\):\Stre relationship between dividend policy

measures and share pr@olatlllty for listed consumer and industrial

goods manufactur'{) s in Nigeria

« L
Variables :\ SPV AGR DPR DY FSIZE EV
(\{
Share pricéwolatility 1
%&mwth 0.041%* 1
ividend pay-out ratio  0.020** 0.083** 1
Dividend yield 0.146%* -0.13%*  0.129%* 1
Firm size -0.483**  -0.76**  -0.057** -0.401** 1
Earnings Volatility 0.199%** -0.009**  0.500%*  0.465**  0.029** 1

**Correlation is significant at the 0.01 level (2-tailed)
Source: Author’s Computation (2022) via Eview
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The result of the correlation analysis in table 4.2 has dual implications. First, it
shows the correlation between the individual measure of the independent
variables on the dependent variable hence addressing/presenting the result of
hypotheses one to five. The second implication is that it helps to reveal presenqx?»
or absence of multicollinearity in the estimated model for the analysis@
hypothesis which examined the effect of dividend policy on rice

volatility of consumer and industrial goods manufacturing co@i@\s n Nigeria.
From the result in Table 4.2, the following findings ar& @ed

Hol: There is no significant relationship be W@/idend pay-out ratio and

share price volatility in selecte@ manufacturing companies in

Nigeria. (6
Dividend Pay-out Ratio @ Price Volatility
As indicated in Tabl@re was a positive relationship between share price
volatility and Vi@ pay-out ratio based on coefficient of correlation (r) =
0.020. Tl@e, higher dividend pay-out ratio will lead to higher share price

vol 'lig)l‘he association between share price volatility and dividend pay-out

% showed a weak positive correlation with a correlation coefficient of

Q approximately 2.00%.

Q

Ho2: Dividend yield has no significant relationship with share price volatility

in selected listed manufacturing companies in Nigeria.

Dividend Yield and Share Price Volatility
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The analysis from the Table 4.2 indicates a positive relationship between share

price volatility and dividend yield based on coefficient of correlation (r) = 0.146.

Therefore, higher dividend yield would lead to higher share price volatility and

vice versa. The association between share price volatility and dividend yield

showed a weak positive correlation with a correlation coefﬁcient@»
&

Ho3: Asset Growth Rate has no significant association @re price

approximately 14.6%.

.\
volatility in selected listed manufacturing compae@\f igeria.
Asset Growth Rate and Share Price Volatilit)@k

As indicated in Table 4.2 above, there \iegative relationship between
share price volatility and Asset growﬁ%e ased on coefficient of correlation (r)
= 0.041. Therefore, reductionQ\)@ et growth rate will lead to higher share
price volatility. The ass001 between share price volatility and Asset growth

rate showed a wea itive correlation with a correlation coefficient of

approximateh%)%.

Ho4: @15 no significant relationship between earnings and share price

Q(&Volatility in selected listed manufacturing companies in Nigeria.

Q arnings Volatility and Share Price Volatility

: As indicated in Table 4.2 above, there was a positive relationship between share
price volatility and earnings volatility based on coefficient of correlation (r) =
0.199. Therefore, increase in earnings volatility will lead to lower share price

volatility. The association between share price volatility and firm earnings
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volatility showed weak positive correlation with a correlation coefficient of

approximately 19.9%.

Ho5: There is no significant association between firm size and share price

volatility in selected listed manufacturing companies in Nigeria. \?»

Firm Size and Share Price Volatility @k

As indicated in Table 4.2 above, there was a negative relatio Xetween
share price volatility and Firm size based on coefficient Q@xplﬁtion (r) = -

0.483. Therefore, increase in firm size will lead to 1 %\lre price volatility.

The association between share price Volatility@}m size showed a fairly

strong negative correlation with a con@befﬁcient of approximately -

48.30%.

The second implication of the @in Table 4.2 suggested that since there was
no issue of high-correlati glong the independent variables that is the model
adopted does not @ulti—collinearity problem. Thus, the selected variables

are properlysuited for conducting the regression estimations required to analyse

the Var@ll hypothesis.
‘@ the various null hypothesis, the study did aggregate and firm-specific

Q nalysis. For the aggregated analysis, the effect of dividend policy on share
Q price volatility was done using the panel data collected for 10 consumer and
indutrial goods manufacturers sampled for this study between the periods 2011

to 2020 were analyzed using Fixed and Random Effect Models, while Hausman

test was used to select the best model. The rationale behind random effects
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model is that, unlike the fixed effects model, the variation across entities is
assumed to be random and uncorrelated with the predictor or independent
variables included in the model. The panel analysis is presented in Table 4.3 and
it shows the results for the three estimation techniques employed in the study.
However, POLS has a deficiency of heterogeneity and as such the coefﬁci@
of this approach could be biased. Therefore, results of the fixed and r m

effects are reported and the Hausman test is used in comparing the‘%ators.

Panel Analysis
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Table 4.3. Regression result on the effect of dividend policy on share price

volatility
Variables Pooled OLS Fixed Effect Random Effect
C 2.827%** 0.454%** 0.463%**
(0.000) (0.000) (0.000)
AGR 0.005 -1.305%* 22,3607 \?’
(0.875) (0.011) (0.000 %
DY -1.458%** -4.7794%** Q
(0.004) (0.000) (6%
DPR -0.006%* 11.206%%* 62'481
(0.021) (0.001) %\ (0.144)
LFSIZE -0.279%** -1.834 %’ -3.879
(0.000) (0,@% (0.958)
LNEV 0.119%** @5*** 5.353
(0.000) (6 (0.000) (0.675)
R? 0. 74 \ 0.76 0.73
2.164 4.359
Observations %%L 122 122
Model POLS Fixed Random
Depende iable: share price volatility, *** ** and * indicate significance at
1%, 59 0% respectively

Table 4.4 : Hausman Test
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Chi square: 2.791 Prob: 0.651

Source: Author’s Computation (2022)

The Hausman test probability (0.651> 0.05) value shows that the random effect
estimator is more efficient than the fixed effect estimator and as such th&%
hypothesis is not rejected. The random effect results presented in table-4* eals
negative and significant influence of asset growth rate and divide@ on share
price volatility for all the 10 firms studied. This means that it increase in asset
growth rate and dividend yield will reduce share price @ﬁhty by 2.36 units and
8.37 units respectively. Other variables such &' idend payout ratio, earnings

volatility and firm size have no significant i0nship with share price volatility.

Firm-Specific Analysis 4{
S

In addition to the aggregated ®51s a disaggregated analysis that is firm-
specific analysis was do nderstand how each of the listed consumer and
industrial goods manufacturers in Nigeria respond to the effect of dividend
policy on t e price volatility. The firm-specific quarterly data from 2012
to 202@\@ generated using EViews and analysed independently using the
@&40 Ordinary Least Square (DOLS) technique of estimation, and
‘%bustness check conducted with the Fully Modified Ordinary Least Square
Q method (FMOLS). DOLS outperforms both the OLS and the FMOLS estimators
in finite samples in terms of unbiased estimation. The DOLS estimator also has
an additional advantage in controlling the endogeneity in the model, as

augmentation with the lead and lagged differences of the regressor suppress the
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endogenous feedback!®. Thus, the DOLS estimation method provides a robust

correction of endogeneity in the explanatory variables!'!.
Effect of Dividend Policy on Share price volatility for PZ

In estimating the effect of dividend policy on share price volatility for PZ, tl&Y»
first task is to examine the unit root in the stochastic time series. This i
in order to ensure that the variables are estimated in their statio;‘% s to

avoid spurious result. To do this, the Augmented Dickey-Fu ARF) unit root

tests is used. The essence of this is to test the null hypot@»o unit root or non-

stationary stochastic process. To reject this, th @Yatistic must be more

negative than the critical values 5% sign@vels respectively.

Table 4.5: ADF Unit root test result
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Variable ADF Test ADF Test Statistic at Decision value
Statistic at level first difference (I1)

(To)
Asset growth -1.185 -6.565 I(1)
Dividend  pay- -1.444 -6.962 I(1) \?V
out ratio %

Dividend yield <§)
11.368 -7.064 ‘%

Firm size

-1.548 -6.981 (6 " 1I(1)
Share price \
volatility -1.156 —6.987% I(1)
Earning -1.185 —Q&) I(1)

Critical Values

1% -3.621 @ -3.627
5% - Q) -2.946

10% @09 2611

A

Source: Au@émputation (2022)

Tab QS)S own reports unit root test for all variables using Augmented

‘@e - Fuller test. All variables are integrated of order 1(1).
Q Co-integration test

The Engle and Granger test for cointegration is employed to examine if the

variables are co-integrated. Result is presented below:

Table 4.6: Cointegration Test Result
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Variables ADF Critical value

SPV (Residual) -3.902 2.943

Source: Author’s Computation (2022)

The cointegration test is carried out on the residual and it shows the presena@j

cointegration (long run relationship among the variables examined),g\@ at

‘{ "
Table 4.7. Dynamic Ordinary Least Square Res % the effect of
Dividend Policy on Share Price Volatility of PZ Q\'

<
Variables Coefficient Std @Qy T-stat Probability

N

Constant 43.946 @7’1 3.749 0.003 %%

Asset Growth -0.93 ‘k 0.501 -1.963 0.047*

Dividend yield -Q}Z 5.493 -2.569 0.025%*

Dividend pay-out ratio 9)447 0.400 -1.116 0.286
L-Firm size \%} -1.868 1.112 -1.679 0.119

L-Earnings & . -0.993 0.779 -1.275 0.226
R?= O.@ >
Adjdste =0.80%*

‘§pendent Variable: Share price volatility ***, ** and * indicate significance at 1%,

Q 5% and 10% respectively.
Source: Author’s Computation (2022)

the ADF test statistic is greater than the 5% critical value.

The Dynamic OLS result in table 4.7 for PZ reveals a negatively significant
functional relationship between asset growth rate and share price volatility. A

unit increase in asset growth rate will reduce share price volatility by 0.933
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units. Similarly, dividend yield exerts a significantly negative influence on share
price volatility for PZ Industries. A unit increase in dividend yield will reduce
share price volatility by 14 units. Other variables are reported insignificant for

the company.

Table 4.8. Fully Modified Ordinary Least Square method result %%\.'
effect of Dividend Policy on Share Price Volatility of PZ ‘%\@

Variables Coefficient Std error (T&t «  Probability
A\

Constant 41.523 6.913 @.’006 0.000%**

. % -3.379 0.002%**:*
@744 -5.049 0.000%**

Dividend yield -13.857 ‘k
Dividend pay-out ratio —@ 0.219 -1.689 0.102

Asset Growth -0.905

L-Firm size @.708 0.575 2973 0.006%**

o
R —O.91Q

@s@ R2 = (.89%*

%)‘ependent Variable: Share price volatility ***, ** and * indicate significance at 1%,
Q 5% and 10% respectively.

Source: Author’s Computation (2022)

L-Earnings -0.922 0.399 -2.309 0.028%*

The FMOLS table is used as a robustness check for the DOLS result. The
results corroborate the DOLS findings as a negative and significant relationship

is also reported for asset growth rate and dividend yield. However, The FMOLS
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results discovers that firm size and earnings volatility have negative and
significant effects on share price volatility. An increase in firm size and earning
volatility will reduce share price volatility by 1.708 and 0.922 percent

respectively.

Effect of Dividend Policy on Share Price Volatility for Okomu Oil Pa%%\

Company Plc

In estimating the effect of dividend policy on share price Vo%y.‘for Okomu,

the stationary properties of the data is tested using ADF %{igt)%s below:
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Table 4.9: ADF Unit Root Test Result
Source: Author’s Computation (2022)

Variable ADF Test Statistic ADF Test Statistic at Decision value
at level (Io) first difference (I1)
Asset growth -2.193 -5.819 I(1)

Dividend pay-out -2.488 -7.730 I( ]%\:

ratio

Dividend yield 2.527 -6.964 @

Firm size -1.942 -6.845 ‘% I(1)
@ "
Share price -1.156 6.98@% 1(1)

volatility
Earning -1.444 Q I(1)
Critical Values ®\

1% -3.62@ 3.627

5% -2.

10% -2.609 2611
A%

Table 4.9 shows r% »f unit root test for all our variables using Augmented

Dickey- Fu@ All variables are integrated of order 1(1).
Co-int@n

test

%Engle and Granger test for cointegration is employed to examine the variables

Q are co-integrated. Result is presented in table 4.10:
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Table 4.10: Cointegration Test Result

Variables ADF Critical value

SPV (Residual) -3.642 -2.943

A E\
Source: Author’s Computation (2022) @&
The cointegration test is carried out on the residual and it show‘ssﬁ\g&ence of

cointegration, given that the ADF test statistic is greater than ‘[h{’h itical value.
'\

S

136



Table 4.11 Dynamic Ordinary Least Square Result for the effect of Dividend

Policy on Share Price Volatility of Okomu

Variables Coefficient Std error T-stat Probability

Constant 1.716 2.163 0.793 0.443:\; i
Asset Growth  0.337 0.267 1.263 ‘@

Dividend yield -5.065 5.807 -0.87 «  0.400

Dividend pay- 0.367 0.401 @ 0.379
out ratio \

L-Firm size 1.598 0. 4.088 0.001 ***

L-Earnings -0.015 Q:\%O@ -0.213 0.835

D
&5

R? 0.96%**

Adjusted R* 0.89

e
Depende ‘Sy'table: Share price volatility ***, ** and * indicate significance at 1%,
5% and 1 espectively.

.@’: Author’s computation (2022)
=

r Okomu, DOLS results show that firm size exerts a positively significant

Q influence on share price volatility. A percentage increase in firm size is seen to
increase share price volatility by 0.016 percent, while conforming with apriori

expectations. However, other dividend policy variables like asset growth rate,
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dividend yield, dividend pay-out ratio, earnings volatility are reported to have

insignificant effects on share price volatility for Okomu.

Table 4.12. Fully Modified Ordinary Least Square method result for the

PN\

Variables Coefficient  Std error T-stat P@ ility

Constant 1.653 1.114 1.484 %49

.\

Asset Growth 0.314 0.130 @&& 0.023**

effect of Dividend Policy on Share Price Volatility of Okomu

Dividend yield -4.175 2.688\%;—1.553 0.131

Dividend pay-out ratio  0.312 1 1.674 0.105

L-Firm size 1.6(;\& 0.194 8.312 0.000%**

L-Earnings ?-» 0 0.032 -0.621 0.539
R270.94** %
Adjusted R 0.93**

)
Depéndent Variable: Share price volatility ***, ** and * indicate significance at 1%,
3% and 10% respectively.
@urce: Author’s computation (2022)
: The FMOLS result used as a robustness check corroborates the DOLS by reporting
a positively significant influence of firm size on share price volatility for Okomu. A

percentage increase in firm size is seen to increase share price volatility by 0.016

percent. Moreover, the FMOLS analysis also shows a positive effect of asset
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growth rate on share price volatility for Okomu, with a unit increase in asset growth

rate leading to an increase in share price volatility by 0.31 units.

Effect of Dividend Policy on Share price volatility for NASCON

In estimating the effect of dividend policy on share price volatility for Nasco:\t‘%»

stationary properties of the data is tested using ADF statistics below: @k

Table 4.13: ADF Unit root test result

N\

Variable ADF Test ADF

Statistic at level fir

® <

S Q&tistic at Decision value
nce (I1)

Asset growth -0.857 \ 7 -6.588 1(1)
Dividend pay-out ratio -2.33 -5.357
I(1)
Dividend yield @27 -4.522 I(1)
Firm size Q -1.340 -5.684 I(1)
Share price Volatility%z -1.185 -5.797 I(1)
Earning &\) -1.151 -5.761 1(1)
Critica S
1(&& :3.621 3.627
‘%w -2.943 -2.946
10% -2.609 2,611

QQ

price volatility ***, ** and * indicate significance at 1%, 5% and 10% respectively.

Source: Author’s Computation (2022)
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Table 4.13 reports unit root test for all our variables using Augmented Dickey-

Fuller test. All variables are integrated of order 1(1).
4.4.2.2. Co-integration test

The Engle and Granger test for cointegration is employed to examine the mri@»

are co-integrated. Result is presented below: @&
Table 4.14: Cointegration test result ‘%\
AA b

Variables ADF Cr@aﬁe

SPV (Residual) 23.961 {2??943
S

Source: Author’s computation (2022) @y

The cointegration test is carried Q@he residual and it shows the presence of

cointegration, given that the A@ statistic is greater than the 5% critical value.

Y
AS!
4 -
&Q

%Q

QQ

140



Table 4.15. Dynamic Ordinary Least Square Result for the effect of Dividend

Policy on Share Price Volatility of NASCON

Variables Coefficient  Std error T-stat Probability

A
Constant -1.128 25.077 -0.045 0.443 \\ZV

Asset Growth -0.397 0.293 1.352 ‘@)
Dividend yield 10.813 24.541 0.58@ N 0.625
o

Dividend pay-out ratio -0.373 1.155 % 0.752
L-Firm size 1.812 4.4 Q 0.408 0.690
L-Earnings -0.019 03 -0.027 0.979

e ose Q\&
Adjusted R* ~0.67** Q

KX

Dependent Variable&re}’ﬁce volatility ***, ** and * indicate significance at 1%, 5%

and 10% respectively:

Source: Autht) putation (2022)

For NA@\; all the indicators of dividend policy have no significant relationship with
S g%e volatility as reported from the DOLS analysis except for Dividend yield which

@mﬁcant relationship at 10.813.
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Table 4.16: Fully Modified Ordinary Least Square method result for the effect

of Dividend Policy on Share Price Volatility of NASCON

J

Variables Coefficient Std error T-stat Probability

Constant -12.633 12.966 -0.974 0.338

Asset Growth -0.301 0.167 -1.796 00\%

Dividend yield 22.083 11.494 1.921 %5 *
@ i

Dividend pay-out -0.906 0.614 -1 .475¢\ 0.151

ratio @%7

L-Firm size 3.713 2.305 611 0.118

L-Earnings -0.267 0.3%@ -0.696 0.492

R2=0.74%* Q)

Adjusted R2=0.63** {QZ ’
RS

Dependent Variabﬁﬁ&ré price volatility ***, ** and * indicate significance at 1%, 5%

and 10% respec@
Source: Auth@r’s Computation (2022)

N

FMOLS analysis is used as a robustness check for the DOLS conducted for

ASCON. The results deviate from the DOLS results by establishing a negatively

: significant influence of asset growth rate on share price volatility for NASCON.

This means that a unit increase in asset growth rate will increase share price

volatility by 0.301 units for NASCON. Conversely, a negatively significant
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relationship was detected between dividend yield and share price volatility, as a unit

increase in dividend yield will increase share price volatility by 22 units.

Effect of Dividend Policy on Share Price Volatility for Guinness

In estimating the effect of dividend policy on share price volatility for Guinnesq@»

stationary properties of the data is tested using ADF statistics below:

Table 4.17: ADF Unit root test result

Variable

level (Io)

Asset growth
Dividend pay-out
ratio

Dividend yield

Firm size

Share price volatility

QQ 10%

-0.683 (1)

-2.664 -5.014 1(1)
<
-2.41Q) 5.669 I(1)

(Q?mos -5.786 I(1)

-1.185 -5.797 I(1)
-1.983 4515 I(1)
-3.621 -3.627
-2.943 -2.946
-2.609 2611

Source: Author’s Computation (2022)
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Table 4.17 reports unit root test for all our variables using Augmented Dickey- Fuller test.

All variables are integrated of order 1(1).
Co-integration test

The Engle and Granger test for cointegration is employed to examine the variables a®

integrated. Result is presented below:

Table 4.18: Cointegration test result ‘%
/\4 b
Variables ADF \ itical value

SPV (Residual) -5.945

Source: Author’s computation (2022) @

The cointegration test is carried Q@khe residual and it shows the presence of

cointegration, given that the AIQ}I statistic is greater than the 5% critical value.
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Table 4.19.Dynamic Ordinary Least Square Result for the effect of Dividend

Policy on Share Price Volatility of Guiness

Variables

Coefficient Std error T-stat Probability

Constant

Asset Growth

Dividend yield

Dividend  pay-out

ratio

L-Firm size

L-Earnings

R? =0.87**

Adjusted R>=0.67%**

RN

A\
21.681 5.502 3.940 o.oa@»
0.548 0.279 -1.962 \éﬁm*

-88.835 46.485 1.911
@ "
2.107 0.868 ri%g

-1.052 0.458 \ -2.293 0.041**

0.017 (@é 0.126 0.902

S
»

0.032%*

Dependent Variabﬁs&ré price volatility ***, ** and * indicate significance at 1%, 5%

and 10% respec@
Source: Auth@r’s Computation (2022)

N

The esult for Guiness is presented above. Asset growth rate and dividend payout

re seen to exert significantly positive effects on share price volatility. A unit increase

1l asset growth rate and dividend payout ratio will increase share price volatility by 0.548

and 2.107 units respectively. Conversely, dividend yield and firm size have negative effect

on share price volatility. A unit increase in dividend yield will reduce share price volatility

by 88.8 units. In the same vein, a percentage increase in firm size will reduce share price
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volatility by 0.011 percent. Earning volatility has no significant relationship with share

price volatility for the firm.

Table 4.20:Fully Modified Ordinary Least Square method result for the effect of

Dividend Policy on Share Price Volatility of Guiness

Variables Coefficient Std error T-stat P@;

Constant 22.659 2.896 7.822 00***

‘{ '\
Asset Growth 0.487 0.202 2.40%‘\& 0.022%%*

Dividend yield -99.647 24.369 @ 0.000%**

Dividend pay-out 2.101 0

499
ratio (6
L-Firm size 1,175 Q&ss -4.547 0.000%*%

L-Earnings 0.027 @ 0.073 0.372 0.712

R2 =0.75%* &
Adjusted R* @

Dep%&@\zariable: Share price volatility ***, ** and * indicate significance at 1%, 5%

4.203 0.000%***

an respectively.

@ce: Author’s Computation (2022)
The FMOLS results corroborates the DOLS results. Asset growth rate and dividend pay

out ratio are seen to exert significantly positive effects on share price volatility. A unit
increase in asset growth rate and dividend pay-out ratio will increase share price

volatility by 0.487 and 2.101 units respectively. Conversely, dividend yield and firm size
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have negative effect on share price volatility. A unit increase in dividend yield will
reduce share price volatility by 99.6 units. In the same vein, a percentage increase in

firm size will reduce share price volatility by 0.012 percent. However, earning volatility

N

Effect of Dividend Policy on Share price volatility for Honeywell ®

has no significant relationship with share price volatility.

In estimating the effect of dividend policy on share price volatility fo\&lrm, the

stationary properties of the data is tested using ADF statistics be(l{{ N

Table 4.21: ADF Unit root test result %%\'

A
Variable ADF Test Statistic at W\Test Statistic at Decision
level (Io) t difference (I1) value
A
Asset growth -2.450.{ ~ -5.657 (1)
Dividend pay-out ratio gﬁz& -5.575 I(1)
Dividend yield Q -5.698 I(1)
1.441 -5.771 I(1)

Firm size @-
Share price volatility \) -2.905 -6.744 I(1)

Earning @ : -1.800 -5.699 I(1)
Critical V@

9 -3.621 -3.627

‘% 5% -2.943 -2.946
QQ 10% -2.609 2611

Source: Author’s Computation (2022)

Table 4.21 reports unit root test for all our variables using Augmented Dickey- Fuller test.

All variables are integrated of order 1(1).
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Co-integration test

The Engle and Granger test for cointegration is employed to examine the variables are co-

integrated. Result is presented below:

Table 4.22: Cointegration test result

Variables ADF Criticalvalu g;

SPV (Residual) -3.788 @_.3@\

Source: Author’s computation (2022) \Q\g)

The cointegration test is carried out 0 1dual and it shows the presence of

cointegration, given that the ADF 1st1c is greater than the 5% critical value.
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Table 4.23.Dynamic Ordinary Least Square Result for the effect of Dividend Policy

on Share Price Volatility of Honeywell

Variables Coefficient Std error T-stat Probability
Constant 23.927 8.755 2.733 o&%‘

Asset Growth 0.672 0.793 0.848

&.413
Dividend yield 1,132 4.209 -0.2@ 50792

Dividend  pay-out 1.245 1.999 %%@ 0.545
ratio @

L-Firm size -2.748 1.172 \ -2.345 0.037#*

L-Earnings 0.660 @ 0.737 0.475

R? =0.85%* @V
Adjusted R 0.63** \)
A Y
Dependent Varia Share price volatility ***, ** and * indicate significance at 1%, 5%

and 10% respi) y
Source: hors/Computation (2022)

The‘@hown in table 4.23 indicates a negatively significant influence of firmsize on

price volatility. A percentage increase in firm size is seen to reduce share price

volatility by 0.025 percent. However, other dividend policy indicators do not exert

significant influence on share price volatility for the firm.
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Table 4.24:Fully Modified Ordinary Least Square method result for the effect of

Dividend Policy on Share Price Volatility of Honeywell

Variables Coefficient Std error T-stat Probability

Constant 24.289 5.137 4.728

O&
Asset Growth 0.686 0.439 1.561 @9

Dividend yield -1.163 2.595 &k o 0.657

Dividend pay-out ratio 1.562 1.185 %:}3 19 0.198

NS

L-Firm size -3.073 . -4.584 0.001 ***

L-Earnings o.w@ 0.496 1.621 0.116

R2? =0.76** %@

Adjusted R* =0.72%*

and 10% re y.
Source& s Computation (2022)

Dependent Va? @ﬁare price volatility ***, ** and * indicate significance at 1%, 5%

F%L; corroborates DOLS findings by establishing a negative and significant effect
Q firm size on share price volatility for Guiness. A percentage increase in firm size will

increase share price volatility by 0.031 percent.
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Effect of Dividend Policy on Share price volatility for Lafarge

In estimating the effect of dividend policy on share price volatility for the firm, the

stationary properties of the data is tested using ADF statistics below:

Table 4.25: ADF Unit root test result \?\

Variable ADF Test Statistic ADF Test sion
at level (Io) Statistic at fir: \ value
difference (I1)
é\ S

Asset growth -1.702 -&
Dividend pay-out ratio -1.042 @:3 52 I(1)
Dividend yield -1.431 @ -7.957 I(1)

Firm size -2.17® -5.433 1(1)
Share price volatility (é‘ -3.458 I(1)

927
Earning 923 -3.008 I(1)

Critical Values %z
1% &\) 3.621 3.627
5% Q -2.943 -2.946

-2.609 -2.611

0
Source: @‘;\r’s Computation (2022)

able 4.25 reports unit root test for all our variables using Augmented Dickey-

Q Fuller test. All variables are integrated of order 1(1).

Co-integration test
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The Engle and Granger test for cointegration is employed to examine the variables

are co-integrated. Result is presented below:

Table 4.26: Cointegration test result

Variables ADF

Critical value \?\
N

SPV (Residual) -3.961

-2.943 &\)

Source: Author’s computation (2022)

The cointegration test is carried out on the residual a

Ny
é “
@ ows the presence of

cointegration, given that the ADF test statistic is@ an the 5% critical value.

Table 4.27.Dynamic Ordinary Least S

esult for the effect of Dividend

Policy on Share Price Volatility of L (3
A
taglor

Variables Coefficient % T-stat Probability
Constant 0.679 Q\J6.81 1 0.099 0.922
Asset Growth 0. 12@” 0.098 1.268 0.229
Dividend yield &M 9.424 0.536 0.601
Dividend (@ -0.003 0.005 -0.599 0.560

ratio (

L-Firr&e 0.819 0.817 1.002 0.335
I‘J%nings 0.342 0.111 3.076 0.009%***

Q R? 0.89%**

Adjusted R? 0.71%*

Dependent Variable: Share price volatility ***, ** and * indicate significance at 1%, 5%

and 10% respectively.
Source: Author’s Computation (2022)
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The DOLS result for Lafarge shows that only earnings volatility significantly
influences share price volatility. A percentage increase in earnings volatility will
increase share price volatility by 0.003 percent. However, other indicators of

dividend policy do not significantly influence share price volatility for the firm.

Table 4.28. Fully Modified Ordinary Least Square method result for @t
of Dividend Policy on Share Price Volatility of Lafarge ‘%\@

Variables Coefficient  Std error Aiﬂitaq Probability

L
0 0.035

Constant 0.133 3.8 @j} 0.972

Asset Growth 0.145 4@4 2.257 0.032%*
Dividend yield 7.65%@5.170 1.479 0.149
Dividend pay-out ratio Q:& 0.003 -0.868 0.392

L-Firm size ®: 0.886 0.441 2.008 0.054*

L-Earnings &\) 0.336 0.075 4.443 0.000%**

R2= O.@
&s d R> =0.79**

@nﬁent Variable: Share price volatility ***, ** and * indicate significance at 1%, 5%
10% respectively.

Source: Author’s Computation (2022)

The FMOLS also corroborates the DOLS findings for Lafarge by establishing a

positive and significant relationship between earnings volatility and share price

153



volatility for Lafarge. A percentage increase in earnings volatility will increase
share price volatility by 0.003 percent. However, the FMOLS analysis also
establishes a positive and significant relationship between asset growth rate and

share price volatility as well as firm size and share price volatility for Lafarge. A

unit increase in asset growth rate will increase share price volatility by 0’1@

while a percentage increase in firm size will increase share price VolaQ 0.008

percent. ‘%

‘k "
Effect of Dividend Policy on Share price volatility for U‘?\iﬁ&yer Nigeria PLC

In estimating the effect of dividend policy on sh %’Volatility for the firm, the

stationary properties of the data is tested @g statistics below:
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Table 4.29: ADF Unit root test result

Variable ADF Test Statistic at ADF Test Statistic at Decision value
level (Io) first difference (1)
Asset growth -0.929 -4.552 Q 1)
Dividend pay-out ratio -1.872 -5.908 %\
Dividend yield -1.840 -6.569 ,%\ I(1)
Firm size -1.932 -7.8 o I(1)
Share price volatility -1.653 CM I(1)
Earning -0.996 @% I(1)
CRITICAL VALUES @
1% i‘? -3.627
50, \ -2.946
10% ;5.609 -2.611

5&

Source: Author’s Con&th{ (2022)

Table ’?orts unit root test for all our variables

using Augmented Dickey-

Fuiﬁxtest. All variables are integrated of order 1(1).

Q‘%b-integration test

The Engle and Granger test for cointegration is employed to examine if the

variables are co-integrated. Result is presented below:
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Table 4.30: Cointegration test result

Variables ADF Critical value
SPV (Residual) -4.322 -2.943

A E\
Source: Author’s computation (2022) %\’)

The cointegration test is carried out on the residual and it show‘s&ence of
%

cointegration, given that the ADF test statistic is greater than % itical value.
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Table 4.31. Dynamic Ordinary Least Square Result for the effect of Dividend Policy

on Share Price Volatility of Unilever Nigeria PLC

Variables Coefficient Std error T-stat Probability

Constant -7.846 10.871 -0.722 0.484 \?»
Q-

&

S

Dividend yield 17.381 7.561 2.299 ‘{'\ 0.040%**

&
Dividend pay-out -0.055 0.397 @ 0.891
ratio QQ)

L-Firm size 3.192 1.412 \ 2.261 0.043**

&

Asset Growth -0.125 0.216 -0.578

L-Earnings -0.359 :‘0x -4.442 0.000%**

R? 0.89% %?*

Adjusted R? 0.72%* \)

Dependent Variable! hare price volatility ***, ** and * indicate significance at 1%, 5%
and 10% resp .

Source: Au (E)\@ﬁomputation (2022)

The result for Unilever Nigeria PLC reveals a significantly positive relationship

b@e dividend yield and share price volatility as well as between firm size and share
ch volatility. A unit increase in dividend yield will increase share price volatility by
17.38 units while a percentage increase in firm size will increase share price volatility by
0.032 percent. Conversely, there is evidence of a significantly negative relationship

between earnings volatility and share price volatility for Unilever. A percentage increase in
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earnings volatility will reduce share price volatility 0.003 percent. Other dividend policy
indicators remain insignificant.
Table 4.32.Fully Modified Ordinary Least Square method result for the effect of

Dividend Policy on Share Price Volatility of Unilever Nigeria PLC

Variables Coefficient Std error T-stat %@

Constant -10.391 6.996 -1.485 \%zf

Asset Growth -0.108 0.152 -0 * 0.485
Dividend yield 19.355 5.046 @6 0.000%***
Dividend pay-out ratio -0.051 0.228 % -0.226 0.823

L-Firm size 3.555 @\ 3.834 0.000%%*

L-Earnings -0.385 Q 062 -6.249 0.000%**
R2-0.85%* Q)

Adjusted R>~0.81%* \<§)’

Dependent Varlabl are prlce volatility ***, ** and * indicate significance at 1%, 5%
and 10% respec®
Source: Auth mputation (2022)

@/IOLS result corroborates the DOLS result for Unilever by revealing a

gnificantly positive relationship between dividend yield and share price volatility

Q as well as between firm size and share price volatility. A unit increase in dividend
yield will increase share price volatility by 19.355 units while a percentage increase

in firm size will increase share price volatility by 0.032 percent. Conversely, there

is evidence of a significantly negative relationship between earnings volatility and
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share price volatility for Unilever. A percentage increase in earnings volatility will

reduce share price volatility 0.003 percent. Other dividend policy indicators remain

insignificant.
Effect of Dividend Policy on Share price volatility for Beta Glass \?’
In estimating the effect of dividend policy on share price volatility for t ; the

stationary properties of the data is tested using ADF statistics belov@

Table 4.33: ADF Unit root test result é "

2N

Variable ADF Test Statistic \@B‘F Test Statistic Decision
level (Io) Q t first difference value
N

Asset growth 1%.7\:‘ -5.997 I(1)
Dividend pay-out ratio ‘Ax

0.967 -7.922 I(1)

Dividend yield Q)\ -1.078 -7.086 1(1)

-1.415 -6.541 (1)

Firm size Q
Share price Volatilit3® -1.616 -6.695 I(1)

Eamin%\) -1.917 -5.657 I(1)

Cri@fnes

Q(& 1% 3.621 -3.627
Q‘% 5% 2.943 -2.946

Q 10% -2.609 2611

Source: Author’s Computation (2022)

Table 4.33 reports unit root test for all our variables using Augmented Dickey-

Fuller test. All variables are integrated of order 1(1).
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Co-integration test

The Engle and Granger test for cointegration is employed to examine the variables

are co-integrated. Result is presented below:

Table 4.34: Cointegration test result

Variables ADF Critical Val\e g

SPV (Residual) -3.832 - & N
'\
A

Source: Author’s computation (2022) %\'y

The cointegration test is carried out on the residu@ it shows the presence of

cointegration, given that the ADF test statistic is @1 an the 5% critical value.
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Table 4.35. Dynamic Ordinary Least Square Result for the effect of Dividend Policy

on Share Price Volatility of Beta Glass

Variables Coefficient Std error T-stat Probability

Constant 7.055 3.748 1.882 0.09®
\Qgg)sg

Dividend yield 21.819 12.021 1&& 0.095

Asset Growth 0.371 0.388 0.955

e
Dividend pay-out ratio -6.017 2.706 @223 0.046

L-Firm size 0.721 0.6 Q 1.069 0.306

L-Earnings 0.062 ‘k 0 0.628 0.541
R? = 0.90%* Q:\&

Adjusted R? = 0.74%* Q
N

Dependent Variable: Shares@‘vyolatility *Fx %% and * indicate significance at 1%, 5%
and 10% respectively.
Source: Author’s Co%[a.ti n (2022)

The DOI@%\JH for Nigerian Breweries shows there is a significantly positive
rel@ ip between asset growth rate and share price volatility. A unit increase in
Q growth rate will increase share price volatility by 0.48 units for Nigerian
Breweries. Similarly, there is also a significantly positive relationship between
Q dividend yield and share price volatility for the firm. A unit increase in dividend
yield will increase share price volatility by 306.94 units. Conversely, there is
evidence of a significantly negative relationship between dividend payout ratio and
share price volatility for Nigerian breweries. A unit increase in dividend payout

161



ratio will reduce share price volatility by 10.359 units. Other dividend policy

indicators remain insignificant.

Table 4.36. Fully Modified Ordinary Least Square method result for the effect

of Dividend Policy on Share Price Volatility of Beta Glass

~N

Variables Coefficient Std error T-stat Pr ﬁ@;
<8
Constant 5.779 2.467 2.343 L 026%*
Asset Growth 0.263 0.217 1.212 @ 0 0.235
Dividend yield 25.807 6.430 0.000%**
Dividend pay-out -6.708 1.442 @ 653 0.000%**
ratio @\
L-Firm size 0.946 2.237 0.033%*
L-Earnings 0.029 @ 0.506 0.616
R2-0.82%*

Adjusted R> =0.79** %
Ao

P

Dependent Variable&rg rice volatility *** ** and * indicate significance at 1%, 5%

and 10% resp&;@y

Source@)r’s Computation (2022)

e FMOLS being used as robustness check for the DOLS result, corroborates the

Q findings earlier established for Nigerian Breweries shows. There is a significantly

positive relationship between asset growth rate and share price volatility. A unit

increase in asset growth rate will increase share price volatility by 0.47 units for

Nigerian Breweries. Similarly, there is also a significantly positive relationship
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between dividend yield and share price volatility for the firm. A unit increase in
dividend yield will increase share price volatility by 306.96 units. Conversely, there
is evidence of a significantly negative relationship between dividend payout ratio
and share price volatility for Nigerian breweries. A unit increase in dividend payout

ratio will reduce share price volatility by 10.359 units. Other diVidend@a}

indicators remain insignificant. @

Effect of Dividend Policy on Share price volatility for CAI& E

'\
In estimating the effect of dividend policy on share pric%\v(*SaHlity for the firm, the

stationary properties of the data is tested using M@&t’ics below:
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Table 4.37: ADF Unit root test result

Variable ADF Test Statistic at ADF Test Statistic at Decision
level (Io) first difference (I1) value
Asset growth -0.559 -5.771 I(1)
Dividend pay-out ratio -2.147 -5.658 1

Dividend yield -0.931 -6.421 %%‘l(l)

Firm size 2733 -5.706 ‘%@5 (1)

Share price volatility -1.185 I(1)

- 7
'\
Earning -1.764 6%( I(1)
Critical Values @'

1% -3.62@\ 3.627
5% 2,043 12,946

10%

Source: Author’s Computati%%\f

Table 4.37 re@%s nit root test for all our variables using Augmented Dickey-

Fuller @vaﬁables are integrated of order 1(1).

%Q
QQ
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Co-integration test

The Engle and Granger test for cointegration is employed to examine the variables

are co-integrated. Result is presented below:

Table 4.38: Cointegration test result

N
&

Variables ADF Critical valu
SPV (Residual) -5.767 -2.943
‘k "
AL
Source: Author’s computation (2022) %\'y

The cointegration test is carried out on the res&@aﬁd it shows the presence of

cointegration, given that the ADF test statistic ts:greater than the 5% critical value.
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Table 4.39. Dynamic Ordinary Least Square Result for the effect of Dividend Policy

on Share Price Volatility of CAP PLC

Variables Coefficient Std error T-stat Probability

Constant -24.108 18.296 -1.317 0.212 :\?»
Asset Growth -0.486 0.271 -1.797 ‘é&@)

Dividend yield 36.915 15.769 2.341 (6 o 0.037**

Dividend pay-out -10.114 3.559 - 2\3 0.015**
ratio

L-Firm size 5.438 2.555 &.128 0.055*

L-Earnings 0.083 @ 0.548 0.593

R?70.87** ?\D
Adjusted R =0.67%* \i@

A
Dependent Vari@?&ré price volatility ***  ** and * indicate significance at 1%, 5%

and 10% respec
Source: Authfr

mputation (2022)
'@%@LS result for CAP Plc shows there is a significantly negative relationship
%ween asset growth rate and share price volatility as well as between dividend pay
Q out ratio and share price volatility. A unit increase in asset growth rate and dividend
payout ratio will reduce share price volatility by 0.486 and 10.114 units respectively

for CAP Plc. Conversely, there is a significantly positive relationship between

dividend yield and share price volatility as well as firm size and share price
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volatility for the firm. A unit increase in dividend yield will increase share price
volatility by 36.915 units. Similarly, a percentage increase in firm size will increase

share price volatility by 0.054 percent.

Table 4.40. Fully Modified Ordinary Least Square method result for the effect%

Dividend Policy on Share Price Volatility of CAP PLC %
Variables Coefficient Std error T-stat ‘%f\ bility
Constant -29.352 10.571 -2. 776 .\ 0.009%#*x*
Asset Growth -0.447 0.147 @' 0.005%**
Dividend yield 38.479 8.119 0.000%**
Dividend pay-out -10.227 2.2‘9& -4.448 0.000%**
ratio

L-Firm size 6.155 Q«)@g 4.155 0.000%%**

L-Earnings 0.093®: 0.086 1.089 0.285

R2 0.77%* @

Adjusted R* 0.

Depende&\a%le. Share price volatility ***, ** and * indicate significance at 1%, 5%

and,@spectively.
@ce: Author’s Computation (2022)

The FMOLS being used as robustness check for the DOLS result, corroborates the
findings earlier established. There is a significantly negative relationship between

asset growth rate and share price volatility as well as between dividend payout ratio
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and share price volatility. A unit increase in asset growth rate and dividend payout
ratio will reduce share price volatility by 0.447 and 10.227 units respectively for
CAP Plc. Conversely, there is a significantly positive relationship between dividend
yield and share price volatility as well as firm size and share price volatility for the
firm. A unit increase in dividend yield will increase share price volatility b)@

units. Similarly, a percentage increase in firm size will increa@) price

volatility by 0.061 percent. ‘%
%'\
Effect of Dividend Policy on Share price volatility fO@ reweries

In estimating the effect of dividend policy on sh %’Volatility for the firm, the

stationary properties of the data is tested @g statistics below:
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Table 4.41: ADF Unit root test result

ADF Test Statistic ADF Test Statistic Decision
at level (Io) at first difference value

(I)

Asset growth -0.883 -5.753 I%
Dividend pay-out ratio -2.015 -5.151 @'
Dividend yield -0.659 -9.580 ‘§ (1)

Variable

Firm size -1.297 -5.702 I(1)
Share price volatility -1.842 -6?@ " I(1)

Earning -1.821 @x 1(1)
CRITICAL VALUES @

1% -3. @ -3.627

5% ésii 22.946
10% @.609 2611

N
N

Source: Author’s Com%tioﬁ (2022)

Table @DOVG reports unit root test for all our variables using Augmented

@%}p Fuller test. All variables are integrated of order 1(1).

o-integration test

QQ

The Engle and Granger test for cointegration is employed to examine the variables

are co-integrated. Result is presented below:
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Table 4.42: Cointegration test result

Variables ADF Critical value
SPV (Residual) -4.641 -2.943

A E\
Source: Author’s computation (2022) %\’)

The cointegration test is carried out on the residual and it show‘s&ence of
%

cointegration, given that the ADF test statistic is greater than % itical value.
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Table 4.43 Dynamic Ordinary Least Square Result for the effect of Dividend Policy

on Share Price Volatility of Nigeria Breweries

Variables Coefficient Std error T-stat

Probability

Constant 7.055 3.748 1.882

Asset Growth 0.371 0.388 0.955 @

Dividend yield 21.819 12.021 llg
.\

Dividend pay-out ratio -6.017 2.706 %(\&2.223
L-Firm size 0.721 0.6@ 1.069

L-Earnings 0.062 @ 0.098 0.629
R2=10.90** Q
Adjusted R* ~0.74%** \Q)z

)

&8

N\

0.095*
0.046**

0.306

0.541

Dependent Variable%re 5rice volatility ***, ** and * indicate significance at 1%, 5%

and 10% resp&j@!
Source@gl\pr’s Computation (2022)

he DOLS result for Nigeria Breweries shows there is a significantly positive

Q relationship between dividend yield and share price volatility. A unit increase in

dividend yield will increase share price volatility by 21.82 units for Nigeria

Breweries. However, there is significantly negative relationship between dividend

payout and share price volatility for the firm. A unit increase in dividend
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will reduce share price volatility by 6.02 units. Other dividend policy indicators

remain insignificant.

Table 4.44. Fully Modified Ordinary Least Square method result for the effect

of Dividend Policy on Share Price Volatility of Nigeria Breweries ?»
QN
Variables Coefficient Std error T-stat P{Qﬁ@y
AN

Constant 5.779 2.467 2.343 @Qﬁ**
Asset Growth 0.263 0.217 1.212 é 0.235

%C:) 0.000%**
Dividend pay-out 25.807 6.430 @4013 0.000%**

ratio

Dividend yield -6.708 1.442

L-Firm size 0.948 \ 2.237 0.033**
L-Earnings 0.029 @: 0.058 0.506 0.616
R = 0.82%* &\)
Adjusted R~ 0. 79

Dependent V@é Share price volatility ***, ** and * indicate significance at 1%, 5%

and ectively.

@ce: Author’s Computation (2022)

The FMOLS being used as robustness check for the DOLS result, corroborates the
findings earlier established for Beta glass. There is a significantly positive

relationship between dividend yield and share price volatility. A unit increase in

172



dividend yield will increase share price volatility by 25.81 units for Nigeria Breweries.
Similarly, the FMOLS result establishes a positive relationship between firm size and
share price volatility. A percentage increase in firm size will increase share price

volatility by 0.009 percent. However, there is a significantly negative relationship

between dividend payout and share price volatility for the firm. A unit inc@»

dividend payout will reduce share price volatility by 6.71 units. Other q'\\@%olicy

indicators remain insignificant. ‘%
@ i

S

The findings from this study on the relationship b dividend policy and share

4.3 Discussion of Findings

price volatility as to the \

The results of first hypothesis which‘.%mmed the relationship between dividend
pay-out ratio and share price V@ ity of selected listed consumer and industrial
goods manufacturing compa in Nigeria established that dividend pay-out ratio has
a positive and signiﬁ% elationship with share price volatility for the selected listed
consumer and iq%tnial goods manufacturing companies in Nigeria. Nevertheless,
the stren I@%{e relationship is very weak. Therefore, we failed to accept the null
hyp sis,"iol, and concluded that there is significant weak-positive relationship
n dividend pay-out ratio and share price volatility. Therefore, increase in
Qdividend pay-out ratio by the listed manufacturing companies will highly likely have
similar resultant changes in share prices volatility. This result is in consonance with a
study whose study found a positive relationship between dividend pay-out share and

share prices!. However, the study is in variant with other studies whose findings

revealed a negative relationship?.
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The results of second hypothesis which examined the relationship between dividend
yield and share price volatility of selected listed consumer and industrial goods
manufacturing companies in Nigeria established that dividend yield has a positive and
significant relationship with share price volatility for the selected listed consumer and
industrial goods manufacturing companies in Nigeria. However, the strengt N

relationship is very weak. Therefore, we failed to accept the null hypot @, and
concluded that there is a significant weak-positive relationshi @en dividend
yield and share price volatility. Therefore, an increase exper'eﬁe%d'i\vidend yield by
the listed manufacturing companies will have similar ra%' changes in share prices
volatility. This result is in consonance with studi s%rﬁd a positive and significant
relationship between dividend yield and rices®>. However, the study is in
variant with other studies whose fin revealed a negative relationship between

dividend yield and share price Vc@i)

The results of third hyp h@hich examined the relationship between asset growth
and share price Vﬁl%%{; of selected listed consumer and industrial goods
manufacturin@ﬂpa}lies in Nigeria established that asset growth has a positive and
significait rétationship with share price volatility for the selected listed consumer and
in@%} goods manufacturing companies in Nigeria. Though, the strength of the
relationship is very weak. Therefore, we failed to accept the null hypothesis, Ho3, and
Q concluded that there is a significant weak-positive relationship between asset growth
and share price volatility. Therefore, an increase experience in the rate of asset
growth by the listed manufacturing companies will have similar resultant changes in

share prices volatility. This result is in consonance with studies that found a positive
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and significant relationship between asset growth and share prices volatility’.
However, the study is in variant with other studies whose findings revealed a negative

relationship between dividend yield and share price volatility®’

The results of forth hypothesis which examined the relationship between earnings a%»
share price volatility of selected listed consumer and industrial goods man

companies in Nigeria established that earnings have a positive, wea A@mﬁcant
relationship with share price volatility for the selected listed co %’ld industrial
goods manufacturing companies in Nigeria. Therefore, Wéé!@d to accept the null
hypothesis, Ho4, and concluded that there is a 51gn eak-positive relationship
between earnings and share price Volatility. ore an increase in business
earnings by the listed manufacturing compani ill have similar resultant increase in
share prices volatility. This result f@ppoﬁ in extant literature as some studies
found a positive and mgmﬁcantQ}onshlp between asset growth and share prices

volatility’. However, is in variant with other studies whose findings

revealed a negatlve re t sh1p between earnings and share price volatility*”:,

The results tﬁypothesis which examined the relationship between firm size and
share rlgd)olatility of selected listed consumer and industrial goods manufacturing

ies in Nigeria posited that firm size have a negative and significant
Q%mnshlp with share price volatility for the selected listed consumer and industrial
goods manufacturing companies in Nigeria. However, the strength of the relationship

is averagely strong. Therefore, we failed to accept the null hypothesis, Ho5, and
concluded that there is a significant but negative relationship between firm size and

share price volatility. Therefore, an increase in firm size the listed of manufacturing
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companies will have similar resultant decrease in share prices volatility. This result is
in consonance with some studies whose findings revealed a negative and significant

relationship®. However, this result is in variant to other studies®*’
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Chapter Five
Conclusion
5.1 Summary of Findings

This study examined the extent at which the volatility in share prices o
manufacturing firms is influenced by various dividend pohcw@) isted
manufacturing firms in Nigeria. Dividend Yield (DY), Dividend Pa?@a‘uo (DPR),
Asset Growth Rate (AGR), Firm Size (FSIZE) and Eamirigi;ga'ﬂity (EV) were
used to capture various dividend policy variables whi %& Price Volatility was
used to represent changes in share prices within t%% under consideration.
Various literatures were reviewed rangin mpirical literature to theoretical
literature. In terms of geographlcal ,_the study focused essentially on 10
randomly selected manufacturm{?zﬁl in Nigeria which include NASCON Allied
Industries PLC, Guinness N@LC PZ Cussons Nigeria PLC, Nigerian Breweries
PLC, Honeywell Flo @LC, Lafarge Africa PLC, CAP PLC, Beta glass PLC,
Unilever nger LC and Okumu Oil Palm PLC. Relevant economic data for the
purpose o @g!search were sourced from the annual financial statements published
by t led manufacturing firms for a period spanning through 2011 to 2021.
ry Least Square and correlation, Fixed Effect Model and Random Effect
QModel were carried out to examine the relationship between dividend policy and
share price volatility of the listed consumer and industrial goods manufacturing firms
in Nigeria. However, before the models were estimated, the statistical properties of
each of these variables were highlighted using descriptive statistics. The Hausman

Test was conducted to know the appropriate model to be used which shows that the

178



null hypothesis of hausman can be rejected and therefore the random effect Model

was adopted.

1.

The results of first objective established that dividend pay-out ratio has a positive
and significant relationship with share price volatility for the selected lis%

consumer and industrial goods manufacturing companies in Nigeria. Ne Ss,

the strength of the relationship is very weak. Therefore, we faileti%% the null

hypothesis, Ho1, and concluded that there is significant relationship between dividend
pay-out ratio and share price volatility. The result implie@incr';ase in dividend
pay-out ratio by the listed manufacturing companie ake the changes in share
prices to high or increase thereby making ces to be highly volatile and
unstable. This result is in consonance wi at of Anas and Yusufi whose study

found a positive relationship be dividend pay-out share and share prices.

However, the study is in Va®ith that of Zhara and Ahmadi2 whose findings

revealed a negative rela@.

The results of se@tjective established that dividend yield has a positive and
signiﬁcan‘%ﬁ&)ﬁship with share price volatility for the selected listed consumer
and @)@ial goods manufacturing companies in Nigeria. Therefore, the null
&;hesis, Hoz,is rejected, and it was concluded that there is a significant
elationship between dividend yield and share price volatility. Therefore, increase in
dividend yield by the listed manufacturing companies will make the changes in share
prices to increase thereby making share prices to be relatively stable. This result is in
consonance with that of Ahmad and Murtaza3 and Anas and Yusufi whose study
found a positive and significant relationship between dividend yield and share prices.

However, the study is in variant with that of Zaimudin, et al4 whose findings revealed
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a negative relationship between dividend yield and share price volatility. The results
of third objective established that asset growth has a positive and significant
relationship with share price volatility for the selected listed consumer and

industrial goods manufacturing companies in Nigeria. Though, the strength of the

relationship is very weak. %\'

The results of third objective established that asset growth has é@lve and

.\
goods manufacturing companies in Nigeria. Tho@e strength of the

relationship is very weak. ®

The results of forth objective establishe xhét earnings have a positive and

significant relationship with share price volatility for the sel‘eiiﬁd consumer-

insignificant relationship with share ‘price volatility for the selected listed
consumer and industrial good ufacturing companies in Nigeria. To this end,
we cannot reject he nu esis, Hos,and assert that there is no significant

relationship betwee &ﬂgs volatility and share price volatility. Therefore, increase

(decrease) ir&;lwolatility would probably not affect share price volatility. This
result is @m nance with that of Lashgari and Ahmadi2 whose finding reveals an

insig@? t relationship between earnings volatility and share prices volatility.

%e results of fifth objective posited that firm size have a negative and significant

relationship with share price volatility for the selected listed manufacturing
companies in Nigeria. To this end, the null hypothesis, Hos, is rejected and assert
that there is significant relationship between firm size and share price volatility. This

result is in consonance with that of Zaimudin, et al4 whose findings revealed a
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negative and significant relationship. However, this result is in variant to that of

Lashgari and Ahmadi2
5.2 Conclusion

Dividend policy of an organization is vital in enhancing the profitability, %
investment position. This is because dividends are important to the shareh%%{nd
this is what they look for when they want to invest in a firm as they s earnings
potential of that firm. Good dividend pay-outs do indicata\\&lt,\companies are
generating real earnings and they are not giving a false pi%:\%the reality. Since the
1950’s, there has been a great debate by finance about corporate dividend
policy issues and on how it can impact a fi \@ e. Dividend decision has been
considered as one of the top ten co issues in finance’. Dividend or profit
allocation decision is one of the fo %)n areas in finance. Dividend decisions are
important because they dete 'ghat funds flow to investors and what funds are
retained by the firm for/i %ﬂnent. Dividend is basically the benefit of shareholders

in return for ri&h\p\restment and this is determined by different factors in an
ar

organizatio@

4
changj gQa_l;e in the stock price over a determined period. The issue of whether

policy has a relationship with share price volatility has been a topic of
\)

between dividend policy and share price volatility of listed consumer and industrial

price volatility is a benchmark for measuring risk which indicate

ntense debate for many years.

This study was embarked on in order to investigate the relationship that exists

goods manufacturing firms in Nigeria. The study employed dividend pay-out ratio
(DPR), dividend yield (DY), asset growth rate (AGR) and earnings volatility as
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proxies for measuring dividend policy, and share price volatility (SPV) as a measure
for evaluating the changes in share prices. The results indicated that there was
positive relationship between dividend policy proxies (dividend pay-out, dividend
yield, earnings volatility, asset growth rate) and share price volatility. Meanwhile,

firm size was found to have negative relationship with share price volatility. %\,

5.3 Contribution to Knowledge ‘§

The study through its findings made important contribution t(@e‘}ge in the
following ways: %\v

Based on the conceptual review done, this stug&%:)rs immense contribution to
knowledge conceptually in several ways. T Xy identified and filled conceptual
gaps in literature regarding the need& a study that investigate the functional
relationship between dividend @gy and share price volatility with particular
reference to industry-speci@ntext. This study was done within the context of

listed consumer and % ial goods manufacturing companies in Nigeria.

The outcome is study is in line with the “bird in hand” theory and the signalling

theory v@)@rovided the theoretical underpinnings for this study. These theories
wm@cted to guide these study variables because their perspectives are tied to the

‘%\s of the study and the variables under investigation. The empirical outcome of
Qgthis study contributes to the existing literature and empirical findings in the area of
investment management and equally served as a reference material for future

researchers.
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In term of practical implication of the finding of this study, the need to establish how
dividend policy affects volatility of share prices cannot be overemphasized. The
findings of this study provide strategic information for managers of listed companies

investigated on the need to formulate appropriate dividend policies.

Additionally, the study offer great help to investors when selecting and b&g@wr

investment portfolios depending on their dividend pay-out preferen@e indings

.\
securities market. The study as well aid investment offic rS@ncial advisors while

also help provide investors with information about the predicta‘b'&/ ofrreturns in the
managing investors’ portfolios in terms of selecting sion or selling off some
securities deemed not preferable for a given i l&s preference. On the final note,
the research findings will be helpful icy makers and the government’s

regulatory agencies in formulating @l@ﬂd pay-out policies and guidelines on best

practices that will protect and @age investments thus creating a vibrant local

market. @
54 Recom elmﬂ)ons

\
Based on tings of this study, the following recommendations should be given

consi re&% by firms in determining the relationship between dividend policy and

‘@rice volatility.

Q : i.  Companies should consider all the factors that affect dividend policy when
formulating one, in order to have an optimal policy that satisfies its

shareholders and other interested third party.
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ii.  This study discovered that effective dividend per share could improve share
prices. Therefore, it is recommended that companies should declare
appropriate dividend in order to encourage investors and increase performance
level which could in turn result in increased the company’s stock.

iii.  Directors of corporate organizations should be made to update the r x@&
shareholders including their next-of-kin to avoid a deliberat @on or
undue retention of unclaimed dividend warrants. Due pr‘(%\res for the
recognition and utilization of profit arising from @ nt of unclaimed

dividend should be affected and properly acc%%

5.4 Areas for Further Research
This study was limited to the sample 0&0) consumer and industrial goods

manufacturing firms in Nigeria, : also suggests future research that could use
other dependent variables 11 earning market capitalization, changes in market

capitalization to furth@ the relationship between dividend policy and share

price volatility. &\)

Also, fut{)@ can consider other sectors such as banks, insurance, technology,
healtheare, energy, construction, oil and gas to enhance the generalizability of the
:@ of this study. This might provide a useful insight for investors when
Qgconsidering which sector to invest in regard to the influence dividend policy has on
that sector. Likewise the adoption of a change of methods regarding use of primary

data to understand the behavioural aspect of the determinants of dividend policy and
whether they affect organisational performance will present an interesting area of

future studies.
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