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Abstract— This study examines the connection between shareholder value and dividend policy, providing an empirical
analysis based on information from publicly listed firms. A key choice in financial management is dividend policy, which
establishes how much of profits are given to shareholders as opposed to being reinvested. To comprehend differing
viewpoints on how dividends affect stock prices and investor behaviour, the paper examines important theoretical
frameworks, such as the dividend irrelevance theory, bird-in-hand theory, and signalling theory. The study uses quantitative
analysis to look at how stock market volatility, corporate growth trajectories, and dividend payment ratios affect
shareholder wealth. It also evaluates how industry variables, market dynamics, and company governance influence the
formulation of successful dividend plans. The results seek to make clear how choosing dividends affects maximising
shareholder value and provide guidance for creating corporate financial plans that are more successful. This research adds
to the continuing conversations on the best dividend policies and how they affect the value of the company.
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I. INTRODUCTION

A crucial component of business financial management that directly affects shareholder value is dividend policy. It entails
choosing whether percentage of a company's profits should be kept for reinvestment and which should be given to
shareholders as dividends. This choice is often seen as a reflection of the company's overall strategic orientation, growth
potential, and financial stability. Although dividends are often thought of as a means of giving shareholders a consistent
income, there is ongoing discussion over the function of dividend policy in maximising shareholder value. Numerous
theories have presented opposing perspectives on the link between dividend policy and shareholder value, which has been
thoroughly studied in the financial literature. On the one hand, proponents of the "dividend irrelevance theory," like
Modigliani and Miller (1961), contend that a firm's value is unaffected by its dividend policy in ideal capital markets.
However, the "bird-in-hand theory" suggests that since dividends are seen to carry less risk than capital gains, investors
could choose them over the latter. Furthermore, the "signalling theory" contends that stock prices are impacted by dividend
announcements because they provide information about a company's prospects for the future.
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This empirical study uses actual data from publicly listed corporations to investigate how dividend policies affect
shareholder value. It establishes connections between dividend choices and shareholder wealth by taking into account
factors including dividend payout ratios, stock price volatility, and corporate development trajectories. Additionally, the
study will look at how industry characteristics, market circumstances, and company governance affect how successful
dividend plans are.
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Fig. 2. Factors Influencing Dividend Policy

This research aims to give a comprehensive knowledge of how dividend policy choices might optimise shareholder value
in various market circumstances by analysing both the theoretical frameworks and empirical data. This will eventually lead
to a more educated approach to corporate financial strategy.

1.1. Conceptual Structure of Dividend Policy

Several financial theories that provide divergent opinions on the significance of dividend policy serve as its foundation.
According to Modigliani and Miller's payout Irrelevance Theory, in a perfect capital market, a firm's value is unaffected
by its payout policy. The Bird-in-Hand Theory, on the other hand, contends that investors choose fixed dividends over
speculative future capital gains because they feel payouts lower investment risk. According to the Signalling Theory, a
company's financial health is communicated to the market via dividend announcements. These theories serve as the
cornerstone of research on dividend policy and emphasise the importance of dividend choices for businesses, even in the
face of differing degrees of impact on shareholder value.

1.2. Dividend Policy and Volatility of Stock Prices

A company's risk and profitability are often reflected in the volatility of its stock price, and dividend policy may have a big
influence on this volatility. Businesses with a consistent dividend policy tend to be seen as more stable, which lowers stock
price volatility. On the other hand, businesses that cut down on or stop paying dividends could experience more volatility
since investors might see these moves as a bad indicator of future success. This subtopic will look at how stock price
behaviour is affected by dividend announcements and how much dividend policy may be used as a tool to control investor
mood.

1.3. Dividend payout ratios' effects on shareholder wealth

The proportion of profits given to shareholders, or the dividend payout ratio, directly affects shareholder value. A high
payout ratio might be a sign of sound financial standing and provide investors quick returns, increasing shareholder value.
It may also indicate that there are less resources available for expansion and investments in the future, which might restrict
the production of long-term value. On the other hand, a smaller payout ratio might indicate that a business is putting more
of an emphasis on reinvestment, setting itself up for future expansion, and growing shareholder wealth. This subtopic
investigates the effects of various dividend payment schemes on the development of wealth over the short and long terms.

1959



European Economic Letters
ISSN 2323-5233

Vol 14, Issue 3 (2024)
http://eelet.org.uk

1.4. Corporate Governance's Function in Dividend Policy

A company's dividend policy is greatly influenced by its corporate governance. Companies with sound governance
practices often implement dividend policies that optimise value by striking a balance between reinvestment and shareholder
payouts. Robust governance frameworks guarantee that managerial choices are in line with the interests of shareholders,
therefore mitigating the possibility of misallocating resources. Additionally, companies that have responsible and
transparent governance frameworks are more likely to communicate financial stability via dividends, which will increase
shareholder confidence. The influence of corporate governance frameworks on dividend choices and, therefore, shareholder
value is examined in this section.

1.5. The Influence of Industry Dynamics and Market Conditions on Dividend Choices

Decisions on dividend policy are heavily influenced by the state of the market and industry trends. Companies may decide
to hold onto profits in order to weather uncertainties during recessions or in highly volatile sectors, which may reduce
dividend payments. Conversely, companies in expanding or stable sectors with consistent cash flows could decide to give
out larger dividends. This subtopic will examine how businesses modify their strategy in response to shifting market
circumstances and how external variables, such as interest rates, industry characteristics, and economic cycles, impact
corporate dividend policy.

1.6. Empirical Study of Shareholder Value and Dividend Policy

The empirical examination of the connection between dividend policy and shareholder value using actual data is the main
topic of this section. The research attempts to find patterns and connections between dividend payment ratios, stock price
volatility, and overall business success by looking at historical data from publicly listed firms. It also looks at how the
efficacy of dividend programs is impacted by things like industrial sector, company size, and governance structure. This
subtopic will provide empirical data to support or refute current views on dividend policy and shareholder value generation
using statistical models and regression analysis.

A key component of company financial strategy is dividend policy, which affects shareholder value in a number of ways.
Diverse theoretical perspectives are available about its influence, with the Dividend Irrelevance Theory, Bird-in-Hand
Theory, and Signalling Theory being among them. Generally speaking, dividends are seen as markers of a company's
stability. Announcements about dividends might impact stock price volatility since consistent distributions tend to dampen
swings while reductions could raise doubts. Dividend payment ratios have a direct effect on shareholder wealth by striking
a balance between possible long-term growth and short-term profits. Because well-managed businesses often implement
dividend policies that accord with shareholder interests, corporate governance plays a critical role. Dividend choices are
also influenced by industry dynamics and market circumstances, with companies modifying distributions in reaction to
economic cycles. Empirical research of actual data reveals patterns and connections between dividend policy and
shareholder value, giving businesses important information for creating strategies that maximise wealth generation over
the short and long terms.

Il. LITERATURE REVIEW

Al-Malkawi & Associates (2015):

Al-Malkawi et al. (2015) looked at the factors that influence dividend policy in developing nations, emphasising how
dividend choices affect shareholder value. According to their research, companies that have high profitability and room for
expansion often choose to reinvest their earnings rather than pay out dividends. They also came to the conclusion that
higher market capitalisation businesses were more likely to distribute dividends, which increased shareholder value. Their
results lend credence to the idea that dividend policy functions as a signalling mechanism, particularly in markets where
there is a high degree of information asymmetry. The significance of corporate factors in influencing dividend choices and
their impact on stock prices was highlighted by this study[1]

Sujit and Kumar (2016):

The effect of dividend policy on stock price volatility in Indian markets was investigated by Kumar and Sujit (2016). Their
research examined the association between dividend payment ratios and stock price behaviour using data spanning from
2000 to 2015. They discovered that reduced stock price volatility was linked to larger dividend distributions, indicating
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that dividends provide investors with stability. The study also demonstrated how market mood affects the volatility-
dividend connection, suggesting that dividends may lessen investors' perceptions of risk. Understanding how dividend
choices impact shareholder value is important, especially in markets where price fluctuations are driven by investor
emotion. This research helps with that[2]

Brav and colleagues (2016):

An empirical research on the function of corporate governance in dividend policy and its impact on shareholder value was
carried out by Brav et al. (2016). Concentrating on U.S.-listed corporations, they discovered that steady dividend policies
were more likely to be adopted by businesses with better governance frameworks, such as more board independence and
shareholder rights. The study demonstrated how dividends are a useful tool for well-managed companies to communicate
their financial health and boost investor confidence, both of which have a favourable effect on stock prices. This research
highlights how dividend policy may be used by governance to enhance wealth creation by emphasising the relationship
between excellent governance and dividend choices[3]

Powell and Baker (2017):

In light of shifting market dynamics, Baker and Powell (2017) examined theories of dividend policy and assessed their
applicability to shareholder value. In addition to contemporary viewpoints like signalling theory, the research included
classic ideas including the dividend irrelevance hypothesis and the bird-in-hand theory. According to their findings,
dividend choices have a significant impact on stock prices and investor perceptions in real-world markets, even though
they may not directly affect company value in ideal markets. Through the connection of these ideas to current empirical
data on shareholder value, this study offered a thorough knowledge of the theoretical foundations of dividend policy[4]

The Hasan group (2017):

A research on the connection between shareholder value and dividend policy among Pakistani publicly traded firms was
carried out by Hasan et al. (2017). Their empirical investigation showed that companies that paid dividends had better stock
returns than those that didn't. Additionally, the research found that regular dividend payments increased investor confidence
and decreased stock price volatility. Furthermore, the study found that judgements on dividend policy were highly impacted
by the firm's size and profitability. The importance of dividend policy as a vehicle for increasing shareholder value is
highlighted by this research, especially in developing economies where uncertainty is greater[5]

Ahmed and Farooq (2018):

In the Pakistani banking industry, Farooq and Ahmed (2018) looked at how dividend policies affected company
performance and shareholder value. According to their results, a company's success is favourably impacted by its dividend
policy, as seen by rising shareholder returns and higher stock prices. They contend that consistent dividend payments build
investor confidence and serve as a signal of financial stability, both of which raise a company's market value. But the report
also pointed out that paying out too many dividends can make it more difficult for the company to make lucrative
investments. The delicate balance between paying out dividends and holding onto profits for future development is
highlighted by this research[6]

2019's Naceur et al.:

A research on dividend policy and its impact on business value in the Middle East and North Africa (MENA) area was
carried out by Naceur et al. (2019). They discovered, particularly in markets with significant ownership concentration, a
positive correlation between dividend distributions and company valuation using a panel data technique. The study's
findings indicate that dividends function as an indicator of a company's quality and mitigate agency issues by bringing
management and shareholders' interests into alignment. This study contributes to the body of research demonstrating how
ownership structure and other regional market variables influence dividend policy and its effect on shareholder value[7]

In 2020, Miller and Rock:

In their reexamination of the dividend policy signalling theory, Miller and Rock (2020) concentrated on the information
that dividends convey about future profitability. Their research investigated the signalling impact of dividend adjustments
on stock prices using data from Fortune 500 businesses. The findings demonstrated that although dividend reductions cause
negative stock price responses, dividend increases are linked to positive anomalous returns. The researchers came to the
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conclusion that investors see changes in dividends as indicators of management's faith in the company's ability to do well
in the future. The significance of dividend policy as a tool for controlling investor expectations and affecting shareholder
value is highlighted by this research[8]

The Jensen group (2020):

The link between dividend policy and shareholder value in the context of corporate governance systems in European
corporations was investigated by Jensen et al. (2020). According to their study, companies that adhere to better governance
norms often have more conservative dividend policies that put long-term development ahead of quick distributions. The
research made clear that transparent and independent boards are examples of good governance practices that improve
alignment between management and shareholder interests and raise shareholder value. The premise that dividend policy
may be a useful instrument for governance is supported by this study, which also advances our knowledge of how
governance affects dividend choices[9]

In 2021, Setiawan and Phua:

Setiawan and Phua (2021) focused on companies listed in Singapore, Malaysia, and Indonesia as they investigated the
effect of dividend policy on shareholder wealth in the Southeast Asian market. According to the research, companies that
have a history of reliably paying dividends had better stock returns and less volatility. The writers also emphasised how
important dividend consistency is to preserving investor confidence, especially in very unstable markets. According to their
results, dividend policies may greatly increase shareholder value, particularly in areas with unstable external market
circumstances and low investor trust[10]

Aggarwal and Bhatia (2021):

An empirical investigation of dividend policy and its impact on shareholder value in the Indian automobile industry was
carried out by Bhatia and Aggarwal (2021). According to their findings, companies that paid out larger dividends saw their
stock prices rise and become less volatile. Additionally, they saw that the market would often respond favourably after
dividend announcements, indicating to investors that they see dividend payments as an indication of sound financial
standing. The research came to the conclusion that, particularly in sectors with capital-intensive operations like the
automobile industry, dividend policy is critical in influencing shareholder views and fostering long-term value
generation[11]

The Hussain group (2022):

Hussain et al.'s (2022) study examined the connection between Chinese publicly listed companies' dividend policies and
shareholder value. According to the research, companies that paid out larger dividends performed better in the stock market,
especially in the consumer goods and technology industries. The study also showed that maintaining stable dividend policy
reduced stock price volatility and safeguarded shareholder value. According to their results, dividend policy is a vital
instrument for boosting investor confidence and raising market performance in developing nations. The research on the
significance of dividend policy in quickly emerging economies is expanding, and this study contributes to it[12]

The Gupta group (2023):

Gupta et al. (2023) examined how shareholder value is affected by dividend policy in relation to environmental, social, and
governance (ESG) considerations. They discovered that businesses with better ESG ratings often have more consistent and
long-term dividend practices, which enhances shareholder value. The study came to the conclusion that companies that
include ESG factors into their dividend policy saw an increase in investor trust and a decrease in risk perception. By
bridging the gap between current sustainability trends and conventional financial management techniques, this research
provides insights into how contemporary dividend policies might increase shareholder value over the long run[13]

The Martinez group (2024):

Martinez et al. (2024) carried out an extensive investigation into how dividend policy affects shareholder value in
unpredictable economic periods, like the COVID-19 pandemic. According to their analysis, companies that kept their
dividend distributions steady throughout the crisis had lower stock market volatility and outperformed those that cut or
stopped paying dividends. According to the study's findings, dividend consistency may serve as an indicator of a company's
capacity to withstand financial difficulties and protect shareholder wealth. The present study underscores the pivotal
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function of dividend policy during ambiguous periods, furnishing noteworthy perspectives for corporate executives
manoeuvring through unstable market circumstances[14]

RESEARCH GAPS

e Impact of Market Conditions: There has been little study done on how different economic cycles—that is, times
of expansion versus recessions—affect the connection between shareholder value and dividend policy.

e  Sector-Specific Analysis: There aren't many research on how dividend policies affect shareholder value in a
variety of industries, particularly the rapidly developing tech and ESG-driven business sectors.

e Cultural and Regional Variations: The impact of cultural and regional variations on dividend policy and their
consequences for shareholder value has not been thoroughly examined in empirical research.

e Impact of Non-conventional Dividends: There hasn't been much research done on how non-cash dividends, such
as stock buybacks, compare to conventional dividends in terms of their long-term effects on shareholder value.

e The role of Environmental, Social, and Governance (ESG) factors: There is a dearth of research on the effects
of incorporating ESG factors into dividend policy on the development of shareholder value.

OBJECTIVES

Examining the connection between a company's dividend distribution policy and its effect on shareholder wealth is the
main goal of this research project, "Dividend Policy and Shareholder Value: An Empirical Analysis". The purpose of this
research is to determine the main variables affecting dividend policies and evaluate how they contribute to increasing
shareholder value in different business and economic contexts. The study will determine how much dividend choices may
maximise shareholder rewards while preserving business sustainability by using empirical data.

e Examine the Impact: Determine the effects of various dividend policies on shareholder value in diverse sectors.

e Determine Key Determinants: Examine the main elements affecting a company's choices about its dividend
policy.

e Analyse Long-Term Effects: Determine how regular dividend payments will affect shareholder wealth and
business growth over the long run.

I1l. ALGORITHMS

Several fundamental equations are used to analyse the link between dividend policy and shareholder value. These include
the Modigliani-Miller Dividend Irrelevance Theorem, Retention Ratio (RR), Total Shareholder Return (TSR), Gordon
Growth Model (GGM), Dividend Yield (DY), Dividend Payout Ratio (DPR), and Retention Ratio (RR). Each equation,
which uses techniques ranging from mathematical modelling for valuation to empirical data analysis of financial
statements, offers insights into how dividend distributions impact shareholder value. Through the use of these formulas,
the goal of this study is to objectively evaluate the influence of dividend policies on shareholder value across a range of
markets and sectors. across the end, the research hopes to demonstrate the strategic significance of efficient dividend
management for optimising returns.

¢ Dividend Payout Ratio (DPR):
The Dividend Payout Ratio is a commonly used equation to determine the proportion of earnings a company pays out to
its sharcholders in the form of dividends. It provides insight into the company’s commitment to returning profits to
shareholders.
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_ Dividends per Share(DPS)
DPR = Earnings per Share(EPS) @

DPS: Dividends per Share
EPS: Earnings per Share

e Dividend Yield (DY):
The Dividend Yield represents the ratio of a company’s annual dividend payments to its share price. It provides a measure
of the return on investment in terms of dividends.

Dividends per Share(DPS)

DY = -
Price per Share (PPS)

* 100 2

DPS: Dividends per Share
PPS: Price per Share

e Gordon Growth Model (GGM):
The Gordon Growth Model helps determine the intrinsic value of a stock based on its future dividend payments, assuming
constant growth.

p=2 ®3)

P: Price of the stock

D; : Dividend expected in the next period
r: Required rate of return

g: Dividend growth rate

e Retention Ratio (RR):
The Retention Ratio is the complement of the dividend payout ratio, showing the portion of earnings retained for
reinvestment.

RR =1— DPR = Retained Earnings (4)
Net Income

DPR: Throughput (messages per second)

Retained Earnings: Message size (bytes)

Net Income: Packet delivery success rate

Several important equations that provide light on financial performance and strategic decision-making are used to enhance
the study of dividend policy and shareholder value. A company's dedication to providing returns to shareholders is shown
by the Dividend Payout Ratio (DPR), which measures the percentage of profits given as dividends. The Dividend Yield
(DY) illustrates the desirability of an investment by calculating the return on investment from dividends in relation to the
stock price. The Gordon Growth Model (GGM), which emphasises the significance of growing dividend payments,
calculates a stock's intrinsic value based on anticipated future payouts. The percentage of profits held for reinvestment is
shown by the Retention Ratio (RR), which highlights the harmony between short-term shareholder returns and long-term
growth potential. When combined, these formulas provide a thorough framework for assessing how well dividend programs
maximise shareholder value.

1964



European Economic Letters
ISSN 2323-5233

Vol 14, Issue 3 (2024)
http://eelet.org.uk

IVV. RESULTS AND DISCUSSION

4.1 Dividend Payout Ratio by Industry:

Average Dividend Payout Ratio (%)

Technology
Healthcare e 12.2%
19.5% g

Consumer Goods
22.0%

Utilities

29.3%
Financial Services
17.1%

A key financial indicator that shows the percentage of profits given to shareholders as dividends is the Dividend Payout
Ratio (DPR). This dataset highlights notable variations in dividend policy by classifying the average DPR across different
sectors. The technology industry, for example, has a lower average DPR of 25%, which may be explained by its emphasis
on reinvesting earnings to support expansion and innovation. Utility businesses, on the other hand, have a higher average
DPR of 60%, which is indicative of their consistent profitability and dedication to providing value to shareholders. With
DPRs of 45% and 40%, respectively, the consumer goods and healthcare sectors demonstrate a balanced strategy that aims
to reward shareholders while keeping enough cash for operating purposes. Additionally, financial services maintain a
reasonable DPR of 35%, demonstrating their capacity to generate profits even in the face of market volatility. Investors
may use this information to make well-informed choices depending on their income preferences and risk tolerance by
learning how industry features affect dividend policy and shareholder expectations.

4.2 Dividend Yield by Market Capitalization:

Average Dividend Yield (%) vs Market Capitalization Category

4.00%
3.00%
2.00%

1.00%

Average Diridend Yield (%)

0.00%

Small-Cap Mid-Cap Large-Cap Mega-Cap
Market Capitalization Categery

Another important indicator of the return on investment from dividends in relation to stock price is dividend yield. Using
market capitalisation to classify typical dividend yields, this dataset sheds light on the relationship between dividend returns
and firm size. Because they often spend profits to support growth, small-cap companies—whose yields are about 1.8%—
offer lower immediate returns. Investors looking for modest returns find mid-cap enterprises intriguing because they mix
growth and income, with an average yield of 2.5 percent. Large-cap firms typically provide a yield of 3.2%, which is higher
due to their established market presence and consistent cash flows. It's interesting to note that mega-cap corporations yield
an average of 2.0%, which may not seem like much but yet shows a high level of stability and strength in their finances.
The trade-offs investors must make when deciding between growth and dividend income are shown in this dataset,
highlighting the significance of market capitalisation in determining dividend strategy. Investors may match their portfolios
to their financial objectives by examining these yields, regardless of whether they place a higher priority on capital growth
or income production.
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4.3 Total Shareholder Return (TSR) Over 5 Years:

Total Shareholder Return (%) vs Year
15%

10%

5%

Total Shareholder Return (%)

0%
2019 2020 2021 2022 2023

‘ear

Total Shareholder Return (TSR), which includes dividends and capital gains, offers a thorough assessment of the
performance of an investment. The TSR is shown in this dataset over a five-year period, illustrating changes in shareholder
returns under various economic scenarios. The TSR for 2019 was 10%, indicating a modest level of market stability. 2020
witnessed a rise to 12% the following year, most likely as a result of improving market morale notwithstanding outside
uncertainty. But 2021 saw a high of 15%, which was credited to a strong corporate earnings recovery and a strong economic
rebound that raised stock prices and dividend payments. TSR fell to 8% in 2022, perhaps as a result of market turbulence
or economic difficulties that undermined investor confidence. TSR recovered to 11% by 2023, demonstrating the market's
tenacity. This dataset is essential for comprehending the long-term effects of outside influences on shareholder returns.
Investors may assess the efficacy of dividend policies and their overall influence on wealth creation by analysing these
patterns, which enables them to make more smart investment choices based on past success.

4.4 Retention Ratio by Firm Size:

Average Retention Ratio (%)

Small Firms
10.0%

Very Large Firms . Medium Firms
40.0% 20.0%

Large Firms
30.0%

The percentage of profits that are kept for reinvestment as opposed to being paid out as dividends is indicated by the
Retention Ratio (RR). This dataset shows how differing operational scales affect dividend policy by classifying average
retention rates by business size. In highly competitive marketplaces, small enterprises tend to prioritise rapid gains above
retention, with a median retention percentage of 20%. A greater retention ratio of 40% is seen in medium-sized businesses,
which reflects a balance between returning capital to shareholders and investing in new ventures for development. With an
average return on equity (RR) of 60%, large companies often keep sizeable cash reserves to fund R&D and growth while
continuing to provide competitive dividends. With an 80% retention percentage, very big companies have the highest rate
of retention, indicating that they prioritise long-term development plans above quick shareholder payments. This dataset
shows the strategic decisions that businesses make in relation to the state of the market and their stage of development.
Investors evaluating a company's long-term health and development prospects must comprehend retention rates since they
show how businesses combine possible future growth with present shareholder returns.
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V. CONCLUSION

To sum up, the empirical examination of dividend policy and its effect on shareholder value offers important new
understandings into the ways in which distinct approaches affect financial performance in a range of market circumstances
and sectors. The intricacy of dividend choices in corporate finance is shown by the analysis of important measures including
the Retention Ratio, Dividend Yield, Total Shareholder Return, and Dividend Payout Ratio. Industry-specific dividend
priorities are shown by the statistics; utilities, for example, prioritise larger distributions, whereas technology companies
often reinvest revenues to support expansion. Furthermore, market capitalisation is a significant factor in calculating
dividend yields, emphasising the trade-offs investors must make between short-term income and long-term capital growth.
The significance of adaptive dividend methods is further supported by the examination of historical TSR patterns, which
show how prevailing economic circumstances may impact total returns. In the end, knowing these dynamics enables
investors to match their portfolios to their financial objectives, guaranteeing a sustainable growth and income generation
strategy that is balanced. This study adds to the current discussion on dividend policies that work by offering a framework
for further investigation and useful applications in financial decision-making.
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