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Abstract  This study investigates the possible impact of dividend policy on the value and performance of firms in 
developing economies. The data sample for this study is drawn from 81 firms listed on the Nigeria Stock Exchange during the 
period 2001 to 2010. The study employed the panel data regression model to analyze the data and to investigate the possible 
link among the variables identified. The result of the investigation provides empirical evidence to support the view that 
dividend policy is relevant in explaining the value and performance of firms in developing economies, especially listed firms 
on the Nigeria Stock Exchange. The findings revealed a significant positive impact of dividend payout on the performance of 
firms, measured as return on assets and return on equity. Also, the analysis revealed that firm’s dividend policy has a 
significant positive correlation with the firm’s profitability, proxied by return on assets. The finding confirms the proposition 
that dividend policy is an important determinant of firm performance. The study suggests policies that may help to improve 
the value and performance of the firm while contributing to shareholders’ wealth maximization. 
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1. Introduction  
In a world of significant agency problems between the 

principal and the agent, those entrusted with the affairs of the 
organization are repeatedly faced with the decisions to 
enhance the value of the firm. Appreciably, such decisions 
bother on investment in the assets, financing structure and 
dividend policy of the organization. Of these three 
fundamental responsibilities, dividend decision has 
remained a major factor to appraise the activities of the agent. 
In principal-agent relationship, the agent is contracted to 
represent the interest of the shareholders while protecting 
and promoting the interest of other stakeholders. 

The dividend policy of the firm has remained one of the 
most contentious, but interesting issues in corporate finance. 
The relative merits of dividend policy on the performance of 
firms are important both from the firm and stakeholders’ 
perspectives. In examining this issue, the question is whether 
the dividend policy of a firm actually impacts on its 
economic value and performance, particularly in developing 
nations. The theoretical literature in this area, particularly in 
developing nations, is sparse in its predictions thereby 
lacking a unified view on the real consequence of dividend  
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policy on the performance of firms. Opinion from scholars 
ranges from the position that dividend policy has no real 
impact on the value and performance of the firm to the 
position that the dividend policy of a firm does impact on the 
value and performance of that firm.  

Modigliani-Miller (1958) opined that in a world of 
efficient market condition, absence of taxes, transaction 
costs and asymmetric information, the value of the firm is 
not a function of the dividend policy and the debt structure of 
the firm. In order words, the value of a firm is unaffected by 
how that firm is financed. To them, the dividend policy of a 
firm is seen as not influencing the performance of the firm 
and the maximization of shareholders’ wealth. On the other 
hand, Gordon, 1961 and 1963; Pandy, 2005, posits that the 
value and the performance of a firm is a function of the 
dividend policy and other variables like the way the firm is 
being finance. In a related study, Petit (1972) conducted a 
research in the United States of America and reported that 
an upward or downward movement in dividend payout of a 
firm generally have positive or negative influence on the 
stock market price of that firm. Supporting the impact of 
dividend policy on the value of a firm further, Asquith and 
Mullins (1983) reported that, firm’s dividend policy have a 
significant positive impact on its shareholders’ wealth. 

In this study, we assume that the dividend policy of an 
organization would have an impact on its performance and, 
in turn, the wealth of shareholders. Dividend policy is 
especially critical in imposing discipline and providing fresh 
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leadership when the corporation is performing sub-optimally 
and thus unable to guarantee the basic objective of 
maximizing shareholders’ wealth (Al-Malkawi, 2007). 

Since Adam Smith (1776) raised the issue of governance 
of publicly traded corporations, there has been a significant 
amount of research in finance about the relationship of 
stakeholders and contextual variables. One important 
contextual variable is the dividend policy. Several scholars 
have attempted to examine dividend policy from different 
perspectives, especially since Lintner (1956) examined the 
interrelations among incomes, dividends, retained earnings 
and taxes. Dividend policy has continued to engage the 
attention of researchers and corporate executives. Twenty 
years after, Black (1976) observed that, “the harder we look 
at the dividend picture, the more it seems like a puzzle, with 
pieces that don’t fit together”. Over the years, research 
interest in dividend policy has not waned; instead, it has 
remained a source of concern for researchers, investors, and 
business leaders, especially in the face of the recent global 
economic turbulence.  

In the modern corporation, dividends can play a useful 
role to mitigate the impact of conflict resulting from the 
principal-agent relationship. Furthermore, high dividend 
payout helps to guarantee reduced funds available for 
consumption by the agent. This is significant to compensate 
stakeholders in accordance of priority claims on firms’ assets. 
In order words, in the event that the organization is not 
having any immediate positive investment opportunity, the 
agent is compelled to pay out any available excess liquidity 
as dividend. And any additional investment opportunities 
would requires the agent to seek extra fund from the capital 
and debt markets. In this instance, firms’ dividend policy can 
affects the value of the firm by ensuring that the activities of 
the agent are monitored by the regulatory bodies such as the 
Security and Exchange Commission in order to ensure that 
only profitable investments activities are undertaken by the 
agent. As documented by Easterbrook (1984), this action of 
monitoring the activities of the agent by the capital market 
might assist to reduce any agency costs associated to 
investments in less rewarding ventures, Park (2009).  

In the finance literature, the dynamics of dividend policy 
has been analyzed for years. But, scholars in this field have 
presented different views to explain the dynamics of 
dividend policy over time and across cultural settings, Black, 
(1976); Samuel and Edward, (2011). The controversy around 
dividend policy has also been researched in Nigeria since the 
work of John Lintner (1956). As documented, Uzoaga and 
Alozienwa (1974) highlighted the pattern of dividend policy 
in Nigeria firm, especially during the indigenization decree 
programme of 1969 to 1972 and concluded that the dividend 
policy of a Nigerian firm is influenced by fear and 
resentment as against the conventional factors such as share 
pricing policy, to change in dividend policy. However, 
Inanga (1975) and Soyode (1975) had since challenged and 
criticized Uzoaga and Alozieuwa’s study for its failure to 
empirically test the contribution of conventional factors to 
dynamics in dividend of firms. 

In the same vein, Inanga (1975) and Soyode (1975) also 
failed in their bid to empirically investigate to what extent 
Lintner’s model on dividend policy could be used to explain 
the dividend policy of firms in Nigeria. Since the works of 
Inanga (1975) and Soyode (1975), a number of studies on 
dividend policy in Nigeria such as, Oyejide (1976), Izedonmi 
and Eriki (1996) and Adelegan (2003), have focused 
attention on the test of Lintner’s model as modified by 
Brittain (1964). Analyzing a sample size of 19 firms for the 
period 1968 to 1976, Oyejide (1976) found empirical 
evidence to support the Lintner’s model of dividend policy in 
Nigeria. Other recent studies in Nigeria such as Izedonmi 
and Eriki (1996), using data from 1984 to 1989 and 
Adelegan (2003) using data from 1984 to 1997 tested the 
modified Lintner’s morel and Their results are both 
consistent with the findings of Oyejide (1976).  

Theoretical agency models of dividends to ensure optimal 
contractual relationship between investors and corporate 
insiders are still sketchy.  These models are expectedly to 
allow for a range of feasible financing instruments that 
would reduce agency problems while promoting return on 
investment. Instead, different models, such as Fluck (1998), 
Myers (1998), capture different aspects of the problem. 
Moreover, more studies are still being conducted to deal with 
the issues of choice between debt and equity in addressing 
agency problems, the choice between dividends and share 
repurchases, and the relationship between dividends and new 
share issues. This study examines how dividend policy could 
be used to mitigate agency problems that may have adverse 
effects on the firm. As stated above, dividend payment 
serves as a mechanism to compel the agent to approach both 
debt and capital market for finance to any profitable 
investment. This helps to reduce agency costs while 
curtailing the activities of the agent by the institutions. 

Against the backdrop of shareholders’ wealth 
maximization and agency theory, the objective of this study 
is to develop a further understanding of dividend policy in 
Nigeria, through empirical analysis of the relationship 
between corporate dividend policy and its effect on the 
performance of firms, especially at this instance of the 
present economic reforms in Nigeria. In addition, the study 
seeks to provide an extension of the currently available tests 
in corporate dividend policy through choosing large samples 
of listed firms in an emerging market. And to make insightful 
recommendations on how the significance of dividend policy 
in Nigeria can be optimized to increase stakeholders’ 
confidence and boost the maximization of wealth.  

Listed companies in Nigeria provide a unique opportunity 
for the study of this issue since they allow both quantitative 
and qualitative analysis of the variables in the study. 
Although listed companies represent only a small subset of 
Nigeria enterprises, they are however playing a pivotal role 
in steering the economic growth resulting to the present 
growth rate in the GDP in recent years. The balance of this 
paper is structured as follows. After the introductory section, 
the next section is the review of relevant literature. While 
section three introduce the data and research methodology, 
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section four focused on the analysis of data and discussion of 
findings. Finally, the last section presents the conclusion of 
the study.  

2. Literature Review 
Technically, the dividend policy of the firm relates to 

various decisions on payment of dividend, which remain a 
major aspect of the strategic decision of the firm. Essentially, 
it involves the determination of how earnings generated 
would be shared between payments to stockholders and 
reinvestments in projects that would yield positive net 
present value for the firm. In dividend policy decision, 
management needs to decide the amount, ratio and pattern of 
distributions to shareholders over time. As documented in 
the literature, the debate on dividend policy has basically 
focused on the irrelevance and relevance of dividend policy 
to the value of the firm (Modigliani and Miller, 1958, 1961; 
Gordon, 1961, 1963; Pandy, 2005). The basic theorem as put 
forward by Modigliani-Miller (1958) states that, in the 
absence of taxes, transaction costs, and asymmetric 
information, and under the condition of an efficient market, 
the value of a firm is unaffected by how that firm is financed. 
To Modigliani-Miller, it does not matter what the structure of 
a firm's dividend policy might be. Neither does it matter if 
the firm raised its capital by the issuance of stock or sale of 
debt.  

In the present economic rearrangement and reforms both 
at the public and private sectors as occasioned by the 
dynamics in the environment, the significant influence of 
dividend policies on performance has continued to gain 
attention with divergent views. A number of studies on 
dividend policy of the firms have produced both theoretical 
and empirical works, especially since Modigliani and Miller 
(1961) documented the dividend irrelevance theory in their 
seminar paper. Prior to Modigliani-Miller’s theory on 
dividend policy, Lintner (1956) developed and empirically 
tested the partial-adjustment model to investigate the factors 
that may influence firm’s dividend policy decisions. In that 
study, Lintner documented the influence of possible changes 
in earnings and dividend rates as significant to dividend 
policy decisions. He therefore concluded that managers 
tended to follow a smooth pattern of dividend policy on the 
short run since this would be appealing to investors who look 
forward to derive returns for their investment. 

Supporting the Litner’s view on dividend policy, Fama 
and Babiak (1968) examined other models of dividend 
policy and concluded that managers prefer stable and 
sustainable dividend policy decisions. Other empirical 
studies such as Darling (1957); Oyedeji (1976) and Adelegan 
(2003) tested the modified version of Litner’s model and 
affirmed support for managers’ preference for stable and 
sustainable dividend policy decisions, at least on the short 
run.  

The investigation on the determinants of dividend policy 
has equally been carried out using the behavioural approach, 
which tends to rely on the survey of corporate managers in 

order to determine factors that influence firm’s dividend 
policy. As reported in Baker et al. (1985), Baker and 
Farrelly (1988) and Mainoma (2001), factors such as the 
level of past and present earnings and the previous pattern of 
dividend policy may play significant roles in deciding firm’s 
dividend policy decisions. These factors may be given 
different levels of importance by different managers at 
different times in other to enhance the value of the firm, 
(Baker and Powell, 1999).  

Investigating the dividend policy further, Rozeff (1982) 
evolved an alternative model to analyse the determinants of 
dividend policy. In this model, Rozeff identified other 
variables that might also influence the dividend policy of the 
firm. Variables such as average revenue growth rate, 
percentage of shares held by insiders and the number of 
ordinary shareholders were related to the level of dividend 
payout ratio and found to influence the dividend policy 
decisions. However, Demsey and Laber (1992) tested Rozeff 
model on another seven-year period and confirmed the 
robustness of Rozeff model on dividend policy. Similarly, 
Casey and Dickens (2000) examined this model in their Tax 
Reform Act (TRA) model and confirmed consistency with 
the results of Demsey and Laber (1992). 

In the decision around dividend policy, management 
usually contends with several factors in order to optimize the 
potentials of such policy to maximize shareholders’ return on 
investment. For instance, investigating the elements that 
shape dividend policies of firms quoted in Argentina Stock 
Exchange for the period 1996 to 2002, Beabczuk (2004) 
reported that while larger and profitable firms without any 
viable investment opportunities pay something more to 
shareholders in return for their investment, firms with higher 
degree of risk and less chances to borrow tend to pay 
something less as dividend to investors. In a related study, 
Kale and Thomas (1990) posits that a firm’s pattern of 
dividend policy tend to follow a stable future cash flows. 
Apart from factors such as liquidity position, inflation, 
interest rate, investment, future growth consideration and 
legal requirements, dividend policy of a firm may be 
influenced too by the nature of ownership structure and the 
overall level of corporate governance enshrined in that firm. 
This is evident in a study by Kouki and Guizani (2009) who 
found managerial ownership to have a significant level of 
influence on dividend payout.  

Similarly, Rozeff, (1982) examined the link between 
dividend policies and variables such as beta rate, growth rate, 
and management ownership ratio. The study which 
evaluated 1000 firms in 64 different industries in the US 
revealed an upward and downward relationship between the 
payment of dividend and the number of shareholders. The 
results of Rozeff’s study showed dividend payment in a 
reverse function of future growth in sales, beta rate, and 
ownership ratio. In an apparent swift reaction to the effects 
of the remarkable reduction in dividend from 52.8% to 20% 
between 1973 and 1999 amongst US corporations, Fama and 
French (2001), examined the possible reasons for this 
decline in dividend in firms listed in the New York Stock 

 



248  Benjamin I. Ehikioya:  An Empirical Investigation of the Impact of Dividend Policy on the Performance   
of Firms in Developing Economies: Evidence from Listed Firms in Nigeria 

Exchange. And they found that while larger firms pay higher 
dividends to their investors, smaller firms with investments 
opportunities pays lower dividends. Also, the results of their 
study indicates that factors such as the size of the firm, 
investment opportunities and profitability plays significant 
roles in dividend policy decisions. This result is consistent 
with the views of Oyedeji, (1976), who reported that not until 
firms attain their maturity growth stage, dividends payment 
is not a likely decision.   

In their seminal works, Modigliani and Miller (1958, 1961) 
postulated that in a perfect world with no asymmetric 
information, no taxes and no transaction costs, dividend 
policy is irrelevant in determining the cost of capital or firm 
value. Essentially, the postulation here is that since the firm’s 
investment opportunities, future net cash flows, cost of 
capital and overall company assets are not influenced by 
dividend policy decisions. Modigliani and Miller (1961) 
opined that the value of the firm is largely affected only by 
the investment and financing policies of the firm. However, 
analysing dividend policy further using Danish corporations, 
Raablle and Hedensted (2008) reported that dividend-paying 
firms tend to have high return on equity and larger firm size. 
Furthermore, Zhou and Ruland (2006) conducted a study on 
the relationship between payout and future earnings growth. 
They analysed a large sample of companies for over 50 years 
period, and revealed that high dividend payout firms tend not 
to experience weak, but strong future growth in earnings.   

The information signalling effect of dividend policy can 
be seen to mean a two edge sword. On the one hand and as 
noted by Brennan (1970), healthy dividend payout indicates 
that firms are generating real earnings from their 
performance. Samuel and Edward (2011) affirmed this fact 
in a study done in Ghana, which revealed dividend payout to 
have a positive relationship with the performance of banks in 
Ghana. The authors found that banks in Ghana pay dividend 
to their shareholders in order to increase profitability. In this 
instance, management could be seen as paying out dividends 
to shareholders as a way to signal good performance and be 
perceived in good faith. On the other hand, it is also 
important to note that non-payment of dividends may be seen 
by shareholders and other stakeholders as signalling adverse 
effect of economic activities of the firm on its performance, 
Rozeff, (1982); Jensen, (1986); Bhattacharya (1979); John 
and Williams (1985). 

3. Methodology 
This study adopts the panel data regression model to gain 

the maximum possible observations to examine the impact of 
dividend policy on the performance of firms listed on the 
Nigeria Stock Exchange (NSE) for the period 2001 – 2010. 
These periods witnessed some levels of political stability and 
bank consolidation in Nigeria. The bank consolidation 
exercise impacted on other sectors considered in this study. 
During the consolidation exercise, the banks were 
encouraged to go into mergers and acquisition arrangements 
in order to take advantage of economic of scale to support 

businesses in Nigeria. In addition, the banks were 
encouraged to inject fresh funds to boost their capital base, 
not only aimed at increasing stakeholders confidence, but to 
be able to support huge capital projects that will translate into 
meaningful economic growth and development. Expectedly, 
this exercise was meant to lead to increased productivity and 
higher returns for the shareholders of firms in Nigeria, 
Aregbeyen and Olufemi (2011).  

As at December 2010, the NSE had grown to 217 listed 
firms with a total market capitalization of N9.92 trillion, 
from different sectors of the economy. These sectors 
according to NSE classifications are agriculture, computer 
and office equipment, healthcare, chemical and paint, 
banking, building materials, construction, food beverages 
and tobacco, emerging markets/second tier securities, 
industrial/domestic products, packaging, insurance, 
petroleum (marketing), publishing, textiles, automobile and 
tyre, breweries and conglomerates. 

The sample selection is based on a number of criteria 
previously employed in similar studies such as Adelegan 
(2003). For instance, in this study, we considered firms with 
records of dividend payment, debts, assets and liabilities 
during the period under review. In this study, we eliminated 
firms without records of financial and market activities 
sufficient to estimate data for the model specified to examine 
the link between dividend policy and performance. The final 
sample for this study consists of 81 firms listed on the NSE 
with information necessary and sufficient to investigate the 
impact of dividend policy on the performance of firms in 
developing economies, evidence from Nigeria. The large 
sample size employed to this study from a single country in 
sub-Saharan Africa provides us with the opportunity to 
investigate the subject matter and make necessary 
recommendations to stakeholders. 

Essentially, the study relied heavily on data sourced from 
the NSE fact books for the period 2001 to 2010 and the 
annual reports and accounts of firms in the sample. Publicly 
available information such as corporate performance, 
dividend policy and firm specific characteristics from the 
regulatory authorities, the media and periodicals from quoted 
firms were also considered. To analyse the data collected and 
make necessary recommendations to policy makers, the 
study employed the panel data analysis structured on the 
Ordinary Least Squares (OLS) regression method. This is to 
enable us gain maximum possible observations that would 
ordinarily be hindered due to inequality in the observations 
resulting from penalty suffered by firms due to delisting, 
mergers and acquisition and other possible factors numerous 
to mention. Apart from the processes in place where firms 
can willingly delist itself due to restructuring and any other 
factors, the NSE also exercises its regulatory authority by 
sanctioning firms that fails to comply with the post-listing 
requirements. The OLS regression model to determine the 
correlation between dividend policy and firm performance is 
thus given as:   

PERFit = α + β1DPRit + β2DPOLICYit+ β3FSIZEit    
+ β4TLEVit + β5FCCGit + β6FAGEit + β7INDDUMit + εit 
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In the above equation, α represents the intercept, β the 
regression coefficients and εit is the error term. The 
dependent variable is performance measured as return on 
assets (ROAit) and return on equity (ROEit) respectively. 
While ROA is measured as the percentage of net income to 
total assets, ROE is measured as a percentage of net income 
to common equity. The study utilized firm dividend payout 
ratio (DPRit) and dividend policy (DPOLICYit) as 
independent variables. Dividend payout ratio is measured as 
dividend per share divided by earnings per share. The firm 
dividend policy is measured as dummy variable taking the 
value of 1 if the firm maintains dividend policy, otherwise 
zero (0). The control variables that might also influence firm 
performance are the firm size (FSIZEit) which represents the 
total assets owned by the firm and measured as the natural 
logarithm of total assets; total leverage (TLEVit), measured 
as the ratio of total debt to total asset; firms code of corporate 
governance (FCCGit), which is measured as dummy variable 
taking the value of 1 if the firm maintains code of corporate 
governance policy, otherwise zero (0), firm age (FAGEit), 
defined as the number of years since its incorporation and 
calculated as observation year less incorporation year. 
Finally, the industry dummies (INDDit), measured as dummy 
variable taking the value of 1 if the firm belongs to a 
particular industry, 0 otherwise. 

The interrelationship between dividend policy (payout) 
and firm performance is one area in finance literature that is 
so much debatable both in developed and developing 
countries. Although a lot of research work has been done in 
this area of corporate finance, there is still relatively no clear 
consensus to the pattern of firm’s dividend behaviour on the 
value and performance of the firm, Uzoaga and Aloizieuwa 
(1974). On the one hand, the pattern of a firm’s dividend 
policy in its strategic decision is believed to have some 
degree of influence on the performance of that firm. On the 
other hand, firm’s performance is important to determine the 
dividend payout ratio to shareholders, Adelegan (2003); 
Aregbeyen and Olufemi (2011). Consequently, this study 
hypothesized the existence of significant positive 
relationship between dividend payout and firm performance, 
measured as ROA and ROE. It is believed that dividend 
policy (payout ratio) is relevant to explaining the levels of 
performance of publicly quoted firms in Nigeria.  

4. Discussion of Findings 
The summarized descriptive statistics of the explained and 

explanatory variables as presented in Table 1 below for the 
period 2001 to 2010, revealed the following observations. 
First, the dividend payout ratio is reported to have a mean 
(median) value of 0.3218 (0.2552) and standard deviation of 
0.3053. This shows that firms listed on the Nigeria Stock 
Exchange for the period under review pays only 32% of their 
total earnings as dividends to shareholders. It means 
therefore that 68% of their earnings are retained for future 
investment in profitable ventures. The mean (median) of 

dividend policy is 89% (54%), indicating that on the average, 
over 89% of sampled firms in the Nigeria Stock Exchange 
have a dividend policy to pay dividend to respective 
shareholders. In other words, more than 89% of listed firms 
have a dividend policy programme to make return to 
shareholders.  

Table 1.  Descriptive Statistical Analysis of Variables (2001-2010) 

Variable Mean Mini Std Dev Media Maxi 

DPR 0.3218 0.000 0.3053 0.2552 0.4403 

ROA 0.2640 -2.0400 0.3420 0.0526 0.7201 

ROE 0.4207 -0.4309 0.4952 0.3742 1.4025 

FSIZE 51.2860 7.2879 7.1501 49.041 56.6185 

TLEV 0.4344 7.0504 0.4262 0.5504 0.0582 

DPOLICY 0.8901 0.0000 0.5123 0.5433 1.0000 

FCCG 0.8247 0.0000 1.0007 0.5865 1.0000 

FAGE 22.4247 5.0000 12.100 20.486 42.0000 

INDDUM 0.6141 0.0000 0.3173 0.4033 1.0000 

Dividend payout ratio (DPR); Return on assets (ROA); return on equity (ROE); 
firm size (FSIZE); total leverage (TLEV); dividend policy (DPOLICY); firms 
code of corporate governance (FCCG); firm age (FAGE) and industry dummies 
(INDD) 

Furthermore, it can be seen too from the Table above that a 
large proportion of Nigeria firms in the sample study have 
corporate governance policy in place that guide the 
operations and activities of the firm. The result of the data 
analysis for this study and as reported in table 1, revealed that 
Nigeria listed firms on the average have grown in size from a 
minimum of 7.2879 in 2001 to a maximum value of 56.6185 
in 2010 with an average value of 51.2860. This growth may 
be a reflection on the assets, market share and network that is 
yet to translate into huge profitability, to retain part of it for 
productive investment and the reminder distributed as payout 
to investors. A look at the computation of performance 
indices represented as return on assets and return on equity, 
shows that most firms in Nigeria are growing though at a 
slow rate. This is evident in the mean (median) value of 
Return on Assets, measured as the percentage of net income 
to total assets of sampled firms as 0.2640 (0.0526). The 
average (median) Return on Equity is 42.07% (37.42%). 

The results of the regression analysis between the 
dependent and the independent variables are reported in table 
2 below. As depicted in the table, the adjusted R2 of 76% and 
84% for firm’s return on assets and return on equity, 
respectively are explained by the variables in the model. 
Consistent with the proposition of the study that dividend 
policy has influence on the value and performance of the 
firm, the results of this investigation showed a positive 
correlation between firm performances measured as return 
on assets and dividend payout. The strong relationship was 
shown by the p value of 0% and a positive coefficient of 
0.006. What this then means, therefore, is that dividend 
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policy in the form of payout ratio remains a significant factor 
that continued to affect firm performance in Nigeria.  

Furthermore, these results, which are at 1% and 5% level 
of significance, indicate that firm’s dividend policy matters 
and influences the performance of firms listed in Nigeria 
Stock Exchange. This is partly because dividend payment 
can serves as signalling the good standing of the firm, thus 
motivating investors to invest in such firm. By this token, 
dividend-paying firms are able to raise the needed capital to 
finance any productive venture. This result also indicates 
that the payment of dividend can serve to provide the general 
public with relevant information about the activities of the 
firm. This is because as quoted firm, one of the regulatory 
requirements is to render periodic returns about the activities 
of the firm to the regulatory authorities like Security and 
Exchange Commission. These findings in this study supports 
the earlier views of Bhattacharya (1979), John and Williams 
(1985) on the information content or signalling theory of 
dividend policy. 

As evident in this investigation (see table 2), firms with 
programme of dividend policy, that is, the decision to pay 
dividend from favourable business activities are seen by 
investors to have improved system that would enhance 
performance measured as return on assets. The statistically 
significant and positive relationship between profitability 
and dividend policy may be a sign of good corporate 

governance system in place. Which means, dividend policy 
compel managers to approach the markets for any additional 
funds, which gives the institutions the opportunity to ensure 
there is good governance system in place to guarantee return 
on investment. The entrenchment of good corporate 
governance serves as a means of monitoring and controlling 
the activities of the managers. This way, the shareholders are 
able to compel the managers to deploy the available 
resources into profitable ventures. Expectedly, these 
investments are to be managed by the agent in order to 
ensure good return on investment to the shareholders. This 
result also attests to the fact that when a firm has a policy to 
pay dividends, perhaps due to the active nature of the 
corporate governance in place, its profitability may be 
influenced by such decisions or policy.  

The influence of other firm-specific characteristics on firm 
performance was analysed too. These include firm size, 
leverage, and industry domain. While the results of this study 
indicate that firm size and leverage are significant in the 
determination of firm performance, age of the firm does not 
appear to be a significant factor in firm performance in 
Nigeria. The positive association between firm size and 
return on assets on the one hand and, between firm leverage 
and return on assets, on the other hand, is perhaps, an 
indication that the larger the firm, the more its capacity to 
undertake huge investment.   

Table 2.  Summary of the Results of Regression Analysis (pooled) 

Explanatory 
variables 

ROA ROE 

Model (1) Model (2) Model (3) Model (4) 

DPR 
0.006 

(0.000)* 
0.0169 
(0.000) 

0.0124 
(0.016)* 

0.001 
(0.060)** 

FSIZE 
0.396 

(0.0045)** 
0.458 

(0.000)** 
0.408 

(0.000)** 
0.001 

(0.010)* 

TLEV 
0.033 

(0.0015)* 
- 

0.019 
(0.007) 

- 

FCCG 
0.0035 

(0.01300) 
-0.001 

(0.0014) 
-0.001 

(0.30111) 
- 

FAGE 
0.001 

(0.0307) 
-0.001 
(0.214) 

-0.001 
(0.001) 

- 

DPOLICY 
0.0019 

(0.0022)* 
- 

0.017 
(0.039) 

0.0496 
(0.000)** 

INDDUM 
-0.3950 

(0.0019)** 
- 

0.099 
(0.006) 

0.651 
(0.000) 

Intercept 
0.112 

(0.013) 
0.172 

(0.000) 
0.042 

(0.005) 
0.341 

(0.008) 

R- Squared 0.7619 0.82438 0.8438 0.8211 

Adjusted R-squared 0.6811 0.7474 0.7271 0.7640 

F-statistics 22.196 33.869 12.018 24.769 

* Dividend payout ratio (DPR); Return on assets (ROA); return on equity (ROE); firm size (FSIZE); total leverage 
(TLEV); dividend policy (DPOLICY); firms code of corporate governance (FCCG); firm age (FAGE) and industry 
dummies (INDD). *The values in parentheses are p-values; ***, **, and *denotes 10%, 5%, and 1% levels of 
significance respectively 
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Furthermore, to validate the results of these findings, the 
explanatory variables such as dividend payout ratio, firm 
size total leverage dividend policy, firm’s code of corporate 
governance firm age and industry dummies were analysed 
against performance variable measured as return on equity. 
In other words, we analysed return on equity against 
independent variables. As indicated in table 2 above, the 
results of the analysis revealed a significant positive 
relationship between dividend payout ratio and return on 
equity. Again, the result indicates a positive correlation 
between dividend policy and return on equity. However, this 
result is not significant, particularly when some explanatory 
variables such as the debt, code of corporate governance and 
age of the firms were dropped from the model. The 
non-significant relationship between firm size and return on 
equity may be an indication that return on equity is affected 
by variables other than firm size. The statistically significant 
association between industry dummy and performance 
variables is a strong indication that the industry domain may 
have an influence on return on investment. 

5. Conclusions and Recommendations 
This study investigated the impact of dividend policy on 

the performance of firms listed on the Nigeria Stock 
Exchange. Principally, the study used a sample of 81 listed 
firms for the period 2001 to 2010. Data collected from the 
NSE fact books, the annual reports and accounts of listed 
firms and those from the regulatory authorities were 
analysed using the Ordinary Least Squares regression model. 
The study of dividend policy of firms in Nigeria is of 
significance, especially now that the country is yarning for 
both rapid and sustainable economic growth and 
development  

The study provides evidence that dividend policy is 
relevant to the performance of firms listed on the Nigeria 
Stock Exchange. The study confirmed the positive impact of 
dividend policy (payout) on the performance of firms, 
measured as return on assets. The study also found evidence 
that larger firms tend to payout dividend following the 
positive link between dividend policy and firm size.  

Furthermore, the results of the robust check using return 
on equity as a performance measure is consistent with the 
results of the analysis using return on assets. This, therefore, 
indicates the relevance of dividend policy to the value and 
performance of firms in Nigeria. Consequently, it is essential 
for those entrusted with the affairs of the firm to allocate 
adequate time and other resources in the design and 
implementation of a robust dividend policy. Undoubtedly, 
this measure would help not only to motivate investors, but 
would serve as a monitoring and control mechanism in the 
system, enhance firm performance and by extension 
improved on shareholders wealth maximization. 

This study and the analysis of the identified variables have 
really produced some interesting results important to further 
our understanding of the subject matter. The findings of this 

study may assist policy makers on dividend policy decision. 
Nevertheless, for the purpose of research, it is also important 
to expand the frontier of this study by choosing a larger 
sample size with additional variables. Finally, factors such as 
ownership structure, board composition, and effect of tax on 
dividend policy might be a fruitful avenue for further 
empirical investigation. 

ACKNOWLEDGEMENTS  
I wish to acknowledge the Nigeria Stock Exchange for 

data necessary for analysis. Special thanks to the anonymous 
reviewer for his/her constructive comments. 

 

REFERENCES 
[1] Adelegan, O. (2003). The impact of growth prospect, 

leverage and firm size on dividend policy of corporate firms 
in Nigeria, African Development Review. 15(1): 35-41. 

[2] Al-Malkawi, H. (2007). Determinants of corporate dividend 
policy in Jordan: An application of the Tobit Model, Journal 
of Economic and Administrative Sciences. 23(2): 44-70. 

[3] Aregbeyen, O. and Olufemi J. (2011). “The Impact of 
Recapitalization and Consolidation on Banks Costs of Equity 
in Nigeria” International Business Management, Medwell 
Journals, Volume 5 No. 3. 

[4] Asquith, P., and Mullins, D. (1983). The impact of initiating 
dividend payments on shareholders' wealth. Journal of 
Business 56: 77-96. 

[5] Baker, H. K., and Farrelly, G. E. (1988). Dividend Achievers: 
A Behavioral Look, Akron Business and Economics Review 
19(1): 115. 

[6] Baker, H. K., and Powell, G. E. (1999). How corporate 
managers view dividend policy, Quarterly Journal of 
Business and Economics 38(2): 665. 

[7] Beabczuk, R. (2004). Explaining dividend policies in 
Argentina, document de Trabajo, 50. 

[8] Bhattacharya, S. (1979). Imperfect information, dividend 
policy, and the “bird-in-hand” fallacy, Bell Journal of 
Economics 10: 259-270. 

[9] Black, F. (1976). The dividend puzzle, Journal of Portfolio 
Management (winter), 5-8. 

[10] Brennan, M. (1970). Taxes, market valuation, and corporate 
financial policy, National Tax Journal, 23: 417-427 

[11] Brittain JA (1964): “The tax Structure and Corporate 
Dividend Policy,” American Economic Review 54(3): 272. 

[12] Casey, K. M., and Dickens, R. N. (2000). Effects of tax and 
regulatory changes on commercial Bank dividend policy, 
Quarterly Review Economics and Finance 40(2): 9 - 33. 

[13] Darling, P. G. (1957). The influence of expectation and 
liquidity on dividend policy, Journal of Political Economy 
60(3): 209. 

 



252  Benjamin I. Ehikioya:  An Empirical Investigation of the Impact of Dividend Policy on the Performance   
of Firms in Developing Economies: Evidence from Listed Firms in Nigeria 

[14] Demsey, S. J., and Laber, G. (1992). Effect of Agency and 
Transaction Costs on Dividend Payout Ratios: Further 
Evidence of the Agency-transaction Costs Hypothesis, 
Journal of Financial Research. 15: 317. 

[15] Easterbrook, F.H., (1984). Two agency-cost explanation of 
dividends. American Economic Review, 174. 

[16] Fama, E. F., and Babiak, H. (1968). Dividend policy: An 
empirical analysis, Journal of the America Statistical 
Association. 6(4): 1132. 

[17] Fama, E. F., and French, K. R. (2001). Disappearing 
dividends: Changing firm characteristics or lower propensity 
to pay? Journal of Financial Economics, 60: 3-43.  

[18] Fluck, Z. (1998). Optimal financial contracts: Debt versus 
outside equity, Review of Financial Studies 11: 383-418. 

[19] Gordon, M. (1961). The investment, financing, and valuation 
of the corporation, Review of Economics and Statistics. 

[20] Gordon, M. J. (1963). Optimal investment and financing 
policy. The Journal of Finance, 18(2): 264 – 272. 

[21] Inanga EL (1975). “Dividend Policy in an Era of 
Indigenization: A Comment,” Nigeria Journal of Economics 
and Social Studies 17(7): 111. 

[22] Inanga E L (1978). “The First Indigenization Decree and the 
Dividend Policy of Nigerian Quoted Companies”, Journal of 
Modern African Studies, Cambridge University Press 16(6): 
197. 

[23] Izedonmi OIF, Eriki PO (1996). “Determinants of Dividend 
Policy in Publicly Quoted Companies,” ICAN News, 
October/ December, 15. 

[24] Jensen, M. C. (1986). Agency costs of free cash flow, 
corporate finance and takeovers. American Economic Review, 
76: 323-329. 

[25] John, K., and Williams, J. (1985). Dividends, dilution, and 
taxes: A signalling equilibrium, Journal of Finance, 40: 
1053-1070. 

[26] Kale, J. R., and Thomas, H. N. (1990). Dividends, uncertainty 
and underwriting costs under asymmetric information, The 
Journal of Financial Research 13: 265-277. 

[27] Kouki, M., and Guizani, M. (2009). Ownership structure and 
dividend policy: Evidence from the Tunisian Stock Market’. 
European Journal of Scientific Research, 25 (1): 42 53. 

[28] Linter, J. (1956). Distribution of incomes of corporations 
among dividends, retained earnings and taxes. American 
Economic Review, 46: 97-113. 

[29] Mainoma MA (2001). “Dividend Policy Effects on the Value 

of Nigerian Firms: An Empirical Analysis,” Unpublished 
Doctoral Dissertation, Ahmadu Bello University, Zaria p.98. 

[30] Modigliani, F., and Miller, M. (1958). The cost of capital, 
corporation finance, and the theory of investment, American 
Economic Review 48: 261-297. 

[31] Modigliani, F., and Miller, M. (1961). Dividend policy, 
growth and the valuation of shares, Journal of Business 34: 
411-433. 

[32] Myers, S. (1998). Outside equity financing, MIT Working 
Paper. 

[33] Nigerian Stock Exchange: Nigeria Stock Exchange fact book, 
various issues. 

[34] Oyejide, T. A. (1976). Company dividend policy in Nigeria: 
An empirical analysis, Nigeria Journal of Economics and 
Social Studies 18(2): 179. 

[35] Pandey, M. I. (2005). Financial Management (9th ed.). Vikas 
publishing House Pvt Limited: New Delhi. 

[36] Park, J.J., (2009). Shareholder compensation as dividend. 
Michigan Law Review, 108: 323-371. Available from 
www.michiganlawreview.org. 

[37] Pettit, R. (1972). Dividend announcements, security 
performance, and capital market efficiency. Journal of 
Finance 27: 993-1008. 

[38] Raaballe, J., and Hedensted, J. S. (2008). Dividend 
determinants in Denmarks, Institute for Økonomi, Aarhus 
Universitet. 

[39] Rozeff, M. (1982). Growth, beta, and agency theory costs as 
determinants of dividend payout ratios, Journal of Financial 
Research, 5: 249-259. 

[40] Samuel, K., and Edward, M. (2011). Dividend policy and 
bank performance in Ghana. International Journal of 
Economics and Finance 3: 4. 

[41] Smith, A. (1776). The Wealth of Nations edited by R.H. 
Campbell and A.S. Skinner, The Glasgow edition of the 
Works and Correspondence of Adam Smith, l(2b): 47. 

[42] Soyode A (1975). “Dividend Policy in an era of 
Indigenization: A Comment” Nigeria Journal of Economics 
Social Studies 17(8): 126. 

[43] Uzoaga WO, Alozieuwa JU (1974). “Dividend Policy in an 
Era of Indigenization,” Nigeria Journal of Economics and. 
Social Studies 16(11): 461. 

[44] Zhou, P., and Ruland, W. (2006). Dividend payout and future 
earnings growth. Financial Analysts Journal, 62(3): 58 – 69. 

 

 


	1. Introduction
	2. Literature Review
	3. Methodology
	4. Discussion of Findings
	5. Conclusions and Recommendations
	ACKNOWLEDGEMENTS

