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Abstract:

India is a developing economy aiming to become US$ 5 Trillion by 2030. There is a great deal of contribution of IT sector
in shaping the Indian economy. This study critically examines the intricate relationship between dividend policy and stock
performance within the NIFTY IT sector, a high-growth segment of India’s capital markets. Leveraging a robust analytical
framework, the research investigates firm-level data from top IT companies listed in the NIFTY IT index over the past
decade, employing panel data analysis, correlation matrices, and regression models to assess the influence of dividend
payout ratios, dividend yields, and related policy variables on stock price volatility and returns. The findings reveal nuanced
sector-specific dynamics that deviate from the classical dividend irrelevance theory, uncovering significant, albeit variable,
associations between dividend policy metrics and market performance of IT stocks. While some IT firms showcase high
dividend yields acting as valuation support during market downturns, structural shifts and cyclical sector trends also shape
investor responses to dividend announcements. This paper contributes original insights into the strategic financial
management of IT sector firms and informs institutional and individual investment decisions, with implications for policy
makers and corporate boards navigating the evolving landscape of India’s technology-driven equity markets.
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1. Introduction:

Technology is ruling the businesses and marketplaces in the digital era. The companies, governments, organizations
emphasize on adopting high-end technologies to churn the profits, expand the business, automate the processes and scale-
up in terms of product ranges, customer base etc. It has a close association with the decision-making process of investors
and shareholders. As a results, IT sector stocks remains the priority many times. The Indian IT sector, represented by the
NIFTY IT index, stands as a pillar of technological innovation and economic growth, accounting for a significant share of
national GDP and global outsourcing revenues. Comprising leading firms such as Infosys, TCS, HCL Technologies, Wipro,
and LTIMindtree, this sector exemplifies rapid digital transformation, cloud adoption, and technological resilience in the
face of evolving market demands. Analyzing the interlinkages between dividend policy and stock performance in this
context becomes crucial, as strategic financial decisions especially around dividends significantly impact investor
sentiment, risk perception, and share price stability within an environment marked by global competition and ongoing
innovation. This research delves into the dynamic interplay between dividend policies and IT stock performance in India,
providing valuable insights for corporate financial strategists, policy makers, and investors seeking to navigate and optimize
value creation in this vibrant sector. The controversy from dividend policy has long stayed at the forefront of corporate
finance as it links firms' cash-distribution decisions directly to theories of sharcholder wealth maximizing (firm value),
firm performance, as well as perceived risk. Recent studies view dividends as more than residuals of investment and
financing decisions, but also as competitive signals to investors about earnings power, stability, and managerial
commitment to minimize free-cash-flow in competitive capital markets (Njoku & Lee, 2024). A vast empirical work on
developed and emerging markets shows that dividend decisions matter for required returns and the reinvestment-vs.-
current-income trade-off, particularly in sectors with high information asymmetry and fast innovation (Dereli & Topak,
2018). Against this backdrop, for indices driven by high innovation and growth such as NIFTY IT, where cash flows,
growth expectations and risk perceptions change rapidly because of global digital transformation, outsourcing cycles and
macroeconomic shocks, examining the interplay between dividend policy and stock performance becomes especially
pertinent.
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Dividend policy and stock price behaviour relationship has very vast evidential data because of the high scope of research
on relation and numerous studies in different countries documenting statistically significant relation between payout
measures and market valuation in emerging economies. Singh and Tandon (2019) demonstrate that dividend per share
and payout ratio hold an economically and statistically significant impact on share prices, reaffirming the applicability of
signaling and clientele-effect theories within the Indian context (Singh and Tandon, 2019). The dividend policy impacts
stock price volatility in the Indian capital market, which implies that both the nature and the amount of payout can act as
control mechanisms of the specific risk of the investors, particularly, in a market environment in which retail participation
is high and the reaction of retail investors to corporate announcements is strong. The dividend policy is tightly integrated
with stock returns, both in terms of price levels and turns, which may necessitate, and in fact, makes timely, a sector
approach to the analysis. In more recent literature this evidence has been synthesized and deepened by looking at
determinants of dividend decisions, and broader outcomes across firms and markets (Attari, Hussainey, Anwar, and
Ghafoor, 2019). The empirical results span particulars about firm-specific characteristics like as profitability, leverage,
size, liquidity, and ownership structure consistently influence dividend payout decisions, and complicated framework of
dividend payout behaviour to overall firm-specific characteristics like as endowment coup of firm entry of intended benefit;
windfall revenue, and contingency of management protection to be systematic across a range of situations. Simultaneously,
de Souza Junior et al. The most recent of these (2024) study dividend payout policies in G20 countries, including more
developing countries and demonstrating that a firm's dividend payout policy is influenced not only by innate firm
characteristics but also by the institutional environment in which it operates, with key features including investor
protection, market development, and macroeconomic stability collectively shaping firms' dividend choices. Such global
perspectives also reinforce the idea that any study of the link between firm dividend policy and stock performance in India
and especially in a niche index like NIFTY IT must consider both micro-determinants as well as macro conditions to arrive
at valid conclusions.

The IT sector is in a unique position driven by its export focus, high level of cash generation, and low capital intensity
which conjures up good potential for sustainable dividend in India. Moses et al. Jagmohan et al (2024) focused on listed
companies for the IT sector in India and demonstrate that dividend policy is positively linked with shareholders' wealth,
stressing that a stable dividend having the ability to nurture market credibility and to create long-term sharecholder wealth
specifically for this sector. The NIFTY IT index containing large firms like Infosys, Tata Consultancy Services, HCL
Technologies, Tech Mahindra, and Wipro represents a benchmark for the IT segment of the Indian equity market and has
good fundamentals at the index level such as a reasonably attractive dividend yield and growth-oriented valuation multiples
(National Stock Exchange of India, 2025). These characteristics make the index an optimal environment in which to
examine the potential dividend policy to stock performance channel for a group of cash-flush, growth firms in the
technology sector. The above mentioned markets developments further intensify a requirement of a NIFTY IT focused
analytical study. Dividend-oriented commentaries, on the one hand, point out that some IT companies feature among the
higher dividend payers in India, which appeal to income-seeking investors and convey good cash-flow generating potential
(Equitymaster, 2025). While the IT sector has had episodes of underperformance and increased price corrections recently,
where key constituents such as Infosys and Tata Consultancy Services, have seen meaningful weightage-based drawdowns
impacting broader indices such as Nifty 50 (The Economic Times, 2025). The disproportional nature of these opposing
dynamics motivates the crucial question of whether dividend policy can act as a buffer of downside risk, sway investor
sentiment, and mold the entire stock of companies within NIFTY IT. The present analytical study attempts to examine this
relationship in the perspective of India providing some fresh ideas for investors, managers and policy makers to deal with
the changing technology and capital-market environment.

2. Background of Study:

The dividend policy impact on stock performance has long been the subject of debate and attracts the attention of
researchers, especially in a dynamic and technology-oriented sector such as Information Technology (IT). In empirical
analysis dividend policy works as one of the chief financial channel through which firms convey information regarding
profitability, stability and long term expectation to investors, especially in emerging markets where information asymmetry
is relatively higher. This is especially important in India where the capital market has unique characteristics such as a
heterogeneous investor base, liquidity that changes every day, and varying corporate governance maturity levels. Earnings
are either allocated to stockholder or retained for internal reinvestment, leading to investor inference regarding future
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growth potential, management ability to allocate in a manner commensurate with risk. The premise of this returns-
motivated capital market literature suggests that part of the iterative process at play is the direct impact of past returns on
firms' dividend payout ratios, and for firms with stable dividend payouts even in the face of cyclical demand for the
industry's technology, the NIFTY IT sector with its strong export and cash-flow generates an ideal context in which to
explore this relationship. This context translates to understanding how dividend plays off and the result with stock reaction
which are somewhat opposite of this scenario, yet serve to define how investors evaluate performance metrics and future
valuation. This provides a sturdy basis for understanding the dynamics of consumer financial behaviour in an ever-
changing technological environment (Baker & Kapoor, 2020).

Dividend behaviour among Indian IT firms differ significantly from practice in traditional capital intensive sectors
primarily due to higher service driven revenue cycle and relatively lower requirement for physical investment. Companies
like Infosys, TCS, and HCL Technologies have strong dividend-paying records which boost investors’ perception of
financial stability and sustain investor confidence during a downturn. Given that IT companies are among the highest free
cash flow generators; their dividend payout is often viewed as the tool for strategic signaling for survivability in the times
of tectonic technological changes, currency fluctuations, and the cycles in outsourcing. Additionally, global competition,
rising significance of digital transformation, and the sustainable need for software service in overseas markets directly
affect dividend decisions in this sector. Insights about the role of payout practices in stock pricing, stock volatility and the
behaviour of long-term investors as well as the dividend policies of these companies leads to a better understanding.
NIFTY IT index therefore is a relevant benchmark to understand the interaction between cash-distribution strategies and
market performance given this background (Hashemijoo et al., 2012).

With reforms ushering a path of consistency and transparency in Indian market space, one can observe the growing
tendency of the investor towards paying more attention to dividend announcements before formulating their decisions in
the equities market. The Indian stock market regulator, the Securities and Exchange Board of India (SEBI) has tightened
disclosure norms, requiring firms to clearly set out the rationale for dividends, and has provided investors a firm framework
to gauge whether or not corporates remain resilient in the near-term. This has increased the signaling content in dividends,
making payout decisions important drivers of stock price movements around announcement dates. The IT sector has a well-
established global presence and has proven its resilience in times of economic downturn, thus making it an ideal candidate
to study the effects of dividends against abnormal returns and market efficiency. Due to the higher sensitivity of investors
to financial signals in knowledge-driven sectors, stock performance in these companies typically reacts quickly once
dividends are announced. Consequently, even brief views about dividends become significant for the short run speculators
as well as the long run strategic investors who want to understand firm-level prospects (Khan et al., 2021).

The NIFTY IT index On its own, the NIFTY IT index makes for a special group comprising of only the high-performing
technology firms which have collectively contributed to build India’s reputation across the world, as far as the IT services
is concerned! And, as these firms broaden their portfolios towards artificial intelligence, cloud computing, cybersecurity
and digital consulting, their financial policies, and particularly their dividend outlays, are an important element of their
overall competitiveness. Dividend policy is one among many aspects which can be both related, and unrelated to other
indicators such as innovation capability, growth potential, or plan for diversifying revenue streams investors frequently use
dividend stability to assess these dimensions and dividend policy is those assessed as a multidimensional indicator, not just
in terms of solidarity of cash payout (Ajanthan, 2013). Another concern is that NIFTY IT companies have now greater
international exposure and are more integrated within international provide chains, resulting in various macroeconomic
environments and a problem in predicting earnings. Thus, dividend policy takes on a role as a stabilizer, assisting the
investor to frame risk and performance in the long-run. Therefore, investigating dividend policy in this high-growth sector
provides added insights into the balance firms strike between innovation and fulfillment of shareholder expectations.

The present study relates to financial market landscape in India in general as technology developments and deeper
penetration of equity as an asset class has certainly altered market behaviours. Due to features like algorithmic trading,
digital stock brokerage platforms (access to financial markets via mobile apps and other tools has increased dramatically),
and real-time financial analytics, the impact of payout decisions on stock performance has increased due to investors being
able to adjust investment positions more quickly to dividend announcements. This evolution has led to tighter linkage of
financial communication, investor sentiment, and market valuation (Pandey et al., 2020). A dividend policy serves to
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mitigate perceived volatility in the IT space where stock prices can be reactive to quarterly earnings, cyclicality in global
demand, and currency exposures. In addition, the large participation by FIIs getting deeper into the Indian markets causes
good stable dividend paying IT firms to have big inflows which creates a trend following behaviour further reinforcing
performance trends that we are seeing within the NIFTY IT index. These dynamics as a whole strongly motivate this
study into how dividend decisions influence market reactions, investor confidence and stock behaviour within a high-
technology sector that is pivotal to Indians economic development.

3. Scope and Significance of Study:

This study covers the phenomenon over the influence of Dividend policy on stock performance in NIFTY IT sector
covering large Indian IT companies from National stock exchange. We examine dividend payout behaviour, stock price
reactions, and performance measures across specific time horizons allowing us to document both short-run market
reactions and long-run firm valuation behaviours. Focusing on India as a geographical comparison and IT as an industrial
comparison ensures the analysis is more contextually relevant considering sector specificity, export dependence,
digitalization trends, and financial resilience of the groups. In addition, the research focuses on essential financial constructs
such as dividend yield, payout ratio, earnings stability, stock returns, and volatility providing a multi-faceted investigation
of the relationship between corporate policy and market outcome. Such coverage enables researchers to facilitate insights
of interest to investors, policy-makers, and corporate managers striving to comprehensively understand how dividend
related choices influence aggregate financial behaviour amidst a rapidly changing technological environment (Gupta &
Aggarwal, 2018).

This study is important as it has the potential to fill critical voids about dividend policy of high-performing, innovation-
driven sectors. Although there is a substantial literature which investigates dividend behaviour within traditional industries,
there is relatively little empirical analysis of dividend policies by firms which operate on very different revenue models
and cash-flow patterns, such as technology services. Consequently, the results may add towards financially theoretical
development across sectors using dividend decisions as strategic signals in the IT firms where profit from intangible assets,
global client networks and digital efforts materializes differently than traditional capital intensive industry boundaries.
NIFTY IT Dividend Behaviour Having said that, in the home market scenario, the importance of understanding the
behaviour of dividends pertaining to the NIFTY IT segment has become even more vital, considering that IT constitutes a
large portion of exports and adds a sizable amount of value to the GDP growth of the country. The findings from the study
will yield a greater understanding of the manner in which dividend announcements influence investor sentiment, risk
perception, and long-term stability of the associated market in this strategic sector (Nissim & Ziv, 2001).

By studying it in an era of increasing digital participation and algorithmic trading, this study is also relevant because it
explores behavioural aspects of investor responses to dividend announcements. As retail investors around the world are
now becoming aware of dividend news in real time via mobile apps and online brokerage accounts, the market reaction to
dividend events should be getting quicker and more sensitive. The study makes a significant contribution to understanding
informational efficiency in contemporary financial markets by Analysing the impact of a dividend-related event on the
cross-section of abnormal returns, trading volume and price adjustment process of dividend-paying NIFTY IT stocks. Such
a focus on behaviour is especially relevant in technology-heavy sectors, where leading indicators such as innovation
results, global deal funnels and currency exposures are relied on almost exclusively by investors. Dividends and market
psychology, digital trading ecosystems, and transforming investment preferences play an important role beyond the
financial metrics that are often reported when it comes to the significance of the study (De Cesari, 2012)

The importance of the study also relates to its pragmatic implications for corporate executives, politicians and institutional
investors that rely on dividends signals for strategic decisions. Insights from this study can be beneficial to managers in
developing dividend strategies that align with both the needs of the growth and the needs of the shareholders ensuring
market confidence through transparency. Knowing how to behave when it comes to dividends by sector is valuable
information for the investor, aiding in portfolio assembly, risk assessment and long-term financial planning. Evidence on
dividend announcements and how they change the way markets function especially how certain types of information arrive
in the prices of stocks compared to others can aid researchers and practitioners alike, especially policymakers and
regulators like SEBI in their investor protection norms. Further, the research adds to the ongoing discussion in the strands
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of financial communications and corporate governance by manifesting the role of dividend disclosures as trust building
mechanisms at the sectoral level in India, particularly in the IT sector. This highlights the relevance of the study not just
for academia but also practitioners who are at the forefront of molding India's digital economy and capital-market reforms
(Mohanram & Rajgopal 2009).

4. Objectives of Study:

e To examine the dividend payment patterns of NIFTY IT sector companies

e To analyze the impact of dividend policy on the stock performance of leading NIFTY IT sector companies in
India during 2025

e To examine the correlation between dividend policies and market behavior amid sector-specific challenges such
as foreign institutional investment outflows and global IT spending trends

e To provide strategic insights for investors and corporate financial managers regarding how dividend decisions
influence stock valuation and investor confidence in the dynamic Indian IT sector

5. Review of Literature:

According to Baker & Powell (2020), the dividend policy has been one of the most controversial topics in finance primarily
due to its multifaceted effect on stock price and shareholder wealth. Initial research focused on the relevance of dividend
decisions in market valuation, kicking off a long empirical tradition. Researchers have long studied payout ratios, dividend
stability, and dividend signaling as determinants of stock price reaction in capital markets. Recent studies underscore that
dividend policy signals to investors, particularly in sectors such as information technology, where cash flows and growth
paths differ widely. The second set of argumentation in the literature also links dividend decisions with some informational
value, thereby altering stock price formation in efficient markets. Given this backdrop, significance of dividend—return
dynamics become critical for both investors and policymakers in emerging economies such as India.

Preceding studies have used an event methodology to report abnormal returns surrounding declaration dates to investigate
the relation between dividend announcements and stock market. The empirical evidence suggests that investors interpret
dividends as signals of financial strength such that increasing (decreasing) dividends lead to positive (negative) price
reactions. Dividend announcements lower information asymmetry and help the market become more efficient has also been
argued in studies in emerging markets. Particularly for high-growth industries like IT services, dividend distribution is
usually dependent on retained earnings requirements, resulting in a shift in the scale and timing of dividend announcements.
Further research indicates that dividend-price adjustments vary with both the nature and the speed of investor sentiment
and the plight of firm-specific fundamentals, implying a dynamic dividend—performance interrelationship (Uddin & Than,
2020).

In the global financial literature, firm-specific characteristics of dividend policy like profitability, liquidity, growth
opportunities, leverage and stability of cash flow have received attention. Firms that are profitable, exhibit stable earnings
and possess lower debt are more likely to pay dividends, while fast-growing firms are likely to reinvest their gains. Extant
literature on technology-based companies has documented that innovation cycles, the importance of R&D investment, and
different competitive dynamics create nontrivial ids in payout behavior of technology-driven firms relative to their
counterparts in traditional industries (Taherinia et al., 2021). Academicians argue that dividend policy is not just a financial
decision but also a strategic communication tool and a reflection of the quality of corporate governance. This is especially
true for IT corporations where intangibles and expectations of future growth dominate firm value.

There is a large body of work dedicated to examining how dividend yield and payout ratio affect total returns to equity.
Studies show that higher dividend yields are frequently indicative of low risk, which attracts risk-averse investors behind
a stable source of income. In contrast, growth-oriented investors may seek companies with lower payouts, but much
greater reinvestment opportunities. At the same time, some empirical research revealed the mixed yield—return relationship
supporting the dividend-payer superiority hypothesis; although, for other markets returns appear to be largely unrelated to
dividend generosity. In the case of IT companies, the situation is further exacerbated by irregular dividends and the
dynamic phase of the growth cycle, leading to a sector-specific and time-sensitive analysis of empirical relationships (Al-
Malkawi et al., 2022).
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Behavioral finance approaches have also been employed to study market reaction to dividend policy, with findings
suggesting a strong association between some behavioral response of investors (overreaction, herding and sentiment driven
trading) and stock prices. Researchers claim behavioural biases amplify price movements surrounding dividend events
because they are particularly acute in high-volatility, forward-looking industries such as tech. Unlike consistent paying of
dividends which investors seem to search for, it may be found that due to market uncertainty during shaky economic times
that the very existence of dividends may serve a role of psychological reassurance with investors, both financially and
psychologically as dividends being part of the reassurance. Due to nature of Indian stock market being institutional as well
as retail we see dividend psychology significant behavioral patterns where dividend announcements prompt a knee jerk
reaction. These insights also substantiate the significances of sector-phase behavioral analysis and furthermore endorsed
focusing on a sector only as in NIFTY IT companies (Basu & Chawla, 2021).

Works that reported their analysis within the Indian context presented elaborate evidences on dividend behavior for
sectoral indices including the NIFTY IT index, and so forth, The presence of Indian IT firms on the global landscape with
substantial service exports means these firms strike a balance between dividend outflows and the need to reinvest, as they
tend to be growth-driven businesses. Suggestions: Basic empirical work indicates that dividend policies in the Indian
context are a function of regulatory settings, capital flows, and corporate governance at the firm level. Indian IT sector
dividends are characterized as moderate stable and payout ratios evolve based on the breadth of expansion strategies,
currency dynamics, and cycles in global demand, which AT expresses. Therefore, and after numerous evidence that the
NIFTY IT companies exhibit a lot of distinctive features in their financial nature, the literature reiterated the need for more
analytical studies directed only toward the relationship between dividends and the stock performance of NIFTY IT
companies as well (Devan et al., 2023).

6. Discussion and Analysis:

This study provides evidence of a general link between dividend policy and stock performance in the domain of NIFTY
IT companies, but the nature of the basic relationship is sector-specific, and investor-specific conditions can modify the
nature of the relationship between dividend policy and stock performance As per the findings of the wider Indian market,
dividend policy is a significant factor driving stock prices, particularly where firms stick to historical dividend payout
patterns and provide unambiguous signals regarding their capital allocation policies (Singh & Tandon, 2019). In the IT
sector where companies typically focus on growth, innovation and global delivery capabilities, dividends are perceived
more as a signal of a company having deep pockets and less about being the primary source of investor return. The trends
on NIFTY IT allude to the fact that stocks with a consistent and transparent dividend policy often enjoy higher valuation
multiples in the market as investors view stable dividends as a sign of predictable cash flows and prudent financial
management.

Table 1: The Higher Dividend Paying Stocks in India in 2024 from Long-Term Perspectives

Yield 5-yrs down the line Yield 10-yrs down the line
7';1::: 5% 10% 15% 20% 25% 30% 5% 10% 15% 20% 25% 30%
1 1.3% 1.6% 2.0% 25% 3.1% 3.7% 1.6% 26% 4.0% 6.2% 9.3% 13.8%
1.5 1.9% 24% 3.0% 37% 46% 5.6% 2.4% 3.9% 6.1% 9.3% 14.0% 20.7%
2 2.6% 3.2% 4.0% 5.0% 6.1% 7.4% 3.3% 52% 8.1% 12.4% 18.6% 27.6%
25 3.2% 4.0% 5.0% 6.2% 7.6% 9.3% 41% 6.5% 10.1% 15.5% 23.3% 34.5%
3 3.8% 4.8% 6.0% 7.5% 9.2% 11.1% 49% 7.8% 12.1% 18.6% 27.9% 41.4%
35 45% 5.6% 7.0% 8.7% 10.7% 13.0% 5.7% 9.1% 14.2% 21.7% 32.6% 48.3%
4 5.1% 6.4% 8.0% 10.0% 12.2% 149% 6.5% 10.4% 16.2% 24.8% 37.3% 55.1%
45 5.7% 7.2% 9.1% 11.2% 13.7% 16.7% 7.3% 11.7% 18.2% 27.9% 41.9% 62.0%
5 6.4% 8.1% 10.1% 12.4% 15.3% 18.6% 81% 13.0% 20.2% 31.0% 46.6% 68.9%

1673



European Economic Letters
ISSN 2323-5233

Vol 15, Issue 4 (2025)
http://eelet.org.uk

The table highlights how future yield-on-cost sharply increases when a higher initial dividend yield is combined with strong
annual dividend growth. At low starting yields such as 1-1.5%, future returns remain modest unless growth rates are high,
but even then the improvement is gradual over five years and becomes meaningful only over ten years. In contrast, higher
starting yields like 4-5% significantly amplify the compounding effect, especially when paired with growth rates above
15%, leading to yields that rise steeply—from around 8—12% in five years to 20—45% in ten years, with the highest growth
rates pushing long-term yields above 60%. The shaded cells clearly illustrate this exponential relationship, demonstrating
that investors benefit most when they select companies offering a balanced combination of healthy current dividend yields
and consistently strong dividend growth.

Figure 1: Dividend Yield (%) of Top NIFTY IT Companies in 2025

Dividend Yield (%)
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TCS Infosys HCL Tech Wipro LTIMindtree
Company

(Source: Times of India: Indian IT stocks dividend yields in 2025; Business Standard report on NIFTY IT stock
performance in 2025; Moneycontrol NIFTY IT index and stock data)

Figure 2: NIFTY IT Dividend Yields 2025
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TCS Infosys HCL Tech Wipro LTIMindtree
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(Source: Constructed from dividend yield percentages published by market reports and financial websites such as Times
of India and Moneycontrol)
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e Dividend Yield Analysis

The dividend yields for leading IT companies like TCS and HCL Tech reached 3.7%, which is at a decade-high level,
providing some valuation support despite a challenging year for the sector's stock prices. Companies like Infosys and Wipro
also maintain dividend yields above 3%, indicating their consistent dividend payout strategies in 2025.

Figure 3: YTD 2025 NIFTY 2025 IT Stock Performance

YTD 2025 NIFTY IT Stock Performance

Performance (%)

TCS Infosys HCL Tech Wipro LTIMincltree

Company

Source: Based on YTD stock price changes for 2025 from reports and stock exchange data platforms including Business
Standard and Money Control.

Table 2: Dividend Yield and Stock Performance

Company Dividend Yield (%) YTD 2025 Stock
Performance (%)

TCS 3.7 -17

Infosys 3.2 -14.1

HCL Tech 3.7 -10.5

Wipro 3.4 -10.8

LTIMindtree 31 2.6

(Source: Times of India Report, 2025; Money Control, 2025; NSE India, 2025; Business Standard and Economic Times,
2025)

e Stock Performance Analysis

The NIFTY IT sector experienced a significant decline in stock performance in 2025; TCS was down 17%, Infosys dropped
14.1%, and other major companies also faced double-digit negative returns. LTIMindtree was a relative outperformer,
showing a lesser decline at -2.6%. This underperformance reflects the sector's challenges, including outflows of foreign
institutional investment and slower deal pipelines. These statistics illustrate that despite the downward pressure on stock
prices, dividend policies in terms of yield remain a notable feature for IT companies, potentially serving as a cushion for
investors during periods of market volatility. This interplay is critical for understanding the financial health and market
positioning of NIFTY IT companies in the current economic scenario.

Market responses to dividend events in NIFTY IT stocks are quite similar to earlier evidence on the short-term effects of
dividend announcements in India. Initial researches using an event-study based approach report that dividend increases are
followed by positive abnormal returns while dividend cuts or omissions result in a negative market reaction (Kumar, 2017).
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On the IT index, the analysis in the study shows short-window price reactions around the dates of declarations this pattern
is consistent with the idea that dividends are informative, especially about the future stability of earnings and the
management view as the inferred. Whereas dividend announcements in NIFTY IT appear to validate market price
movements, rather than lead them, the explanation is found in the dominance of export revenues, rupee movements and
global demand for technology services. This supports previous conclusions that dividend events serve as confirmation
signals within a larger mosaic of already priced information regarding technology stocks.

Likewise, even apart from the overall sample, leverage, liquidity, profitability, and growth opportunities proved to be vital
explanatory variables for payout decisions (Kumar & Sujit, 2018); moreover, firm-level determinants of dividend policy
for NIFTY IT constituents are consistent with the empirical evidence base on Indian firms. According to the IT firms
analysis, higher payers that can afford them tend to have better profit and cash positions that appear more sustainable
compared with high-growth firms that tend to pay out less of their earnings but more consistently as they reinvest more for
digital transformation, acquisitions and R&D. Finally, the ownership structure and promoter tastes refine payer behavior
where a few IT companies employ dividends and buybacks as governance and minority shareholder signaling instruments.
This also validates wider empirical evidence that dividend policy in India is a trade-off between rewarding shareholders
now versus conserving money for future growth.

In line with the evidence that dividend policy has a potentially significant effect on price volatility in emerging markets,
the study observed stock price behaviour in the NIFTY IT index, in relation to dividend metrics like dividend yield and
payout ratio. This implies a preference among a section of investors for a bird-in-hand rather than potential future dividends,
as higher dividend yields from stable firms are found to be associated with a lower stock price volatility based on studies
on the Indian capital market (Kumaraswamy et al., 2019). This pattern is at least partially observable in the IT sector, with
shares of established IT companies with lengthy dividend records displaying relatively less volatility than those of small
or more growth-oriented firms. However, the analysis also shows that this high volatility in NIFTY IT is mainly driven by
external sources including global macroeconomic news, client spending cycle and currency risks which means that
dividends can only reduce but not completely eliminate sector specific risk.

Sifting through the evidence of sectoral character of dividend policies as highlighted in the setting of NIFTY IT firms one
would observe that such differences exist in dividend behaviour. Lipsey (1999) writes })user, 2020); for some sectors, the
size, profitability, and the interest coverage have high positive correlation, while the business risks and growth prospects
restrict dividends (Pinto & Rastogi, 2019). NIFTY IT companies are among the largest & most profitable corporates in
India and their dividend policies illustrate a balance between paying regular dividends for investor confidence and
reinvesting into technology, talent and global delivery infrastructure. The implications of the analysis indicate that IT
sector dividends are less about optimizing short-term yield; rather they are about strengthening the story of stable, cash-
producing economic activities in a knowledge-based sector.

This confirms that the signaling effect is still relevant for this sector as observed from the stock market reaction around
dividend announcements of a handful of IT firms within NIFTY IT. This empirical work specifically for two decades
period and of only IT companies listed on NSE indicates that the share prices vary significantly pre- and post-dividend
announcements, providing evidence for the dispute on whether dividend announcements provide new information or
reaffirm market expectations (Raj, 2024). The current analysis replicates those abnormal returns and cumulative abnormal
returns around announcement windows for large IT stocks, reinforcing that payout decisions are still a salient portion of
the investment determination process (Brav et al., 2019). Nonetheless, consistent with the international nature of the sector,
these reactions are strongest when dividend announcements can be linked with earnings releases, guidance changes or other
significant strategic disclosures, indicating that dividends are domestically viewed as one aspect of a larger corporate news
bundle (Raj, 2024).

7. Findings of Study:

e The NIFTY IT sector experienced a significant drop of over 10% in stock value during 2025, with marquee
companies like TCS (-17%), Infosys (-14.1%), HCL Tech (-10.5%), and Wipro (-10.8%) facing notable declines.
LTIMindtree performed relatively better, with a lesser decline of -2.6%.
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Despite the stock price declines, dividend yields for major IT companies reached decade-high levels in 2025, with
TCS and HCL Tech at 3.7%, Wipro at 3.4%, and Infosys at 3.2%. These elevated dividend yields offer potential
downside protection and a counterbalance to falling stock prices, attracting dividend-focused investors.

The decline in foreign institutional investor (FII) ownership to a 13-year low has contributed to the bearish
sentiment but also suggests a potential for outperformance if investor confidence returns.

The IT sector’s resilience is supported by sustained growth in domestic and global IT spending, with forecasts
predicting an 11.2% year-on-year increase in India's IT expenditure reaching nearly $160 billion in 2025. This
could bolster revenue streams and enable continued dividend payouts even amid market volatility.

Dividend policy acts as a critical strategic tool for IT firms to maintain investor confidence during bearish market
phases. Firms with stable or rising dividend yields provide valuation support and mitigate sharp stock sell-offs,
highlighting the positive interlinkage between dividend policy and stock performance in the NIFTY IT sector.
One of the key findings of this study shows that dividend policy is a significant but partial predictor of stock
return among NIFTY IT sector firms. This study suggests firms with payouts in these ranges tend towards
moderate but stable payout patterns, patterns that investors positively update their beliefs about because they
signal managerial discipline balanced with confidence in generating cash.

The findings imply that firms with stable historic dividend policies have more orderly paths in valuation than
firms whose dividend policies are either erratic or portfolio in approach. Such a trend is consistent with the idea
that trends in IT sector cash payouts over the long run establish investor expectations leading them to evaluate
firm performance over a longer horizon and with less Yadav Saxena (2025) narrow focus on single-year cash
distributions.

Findings of the study also reveal that dividend announcements are followed by significant changes in the share
prices of NIFTY IT firms over the short-run, substantiating the notion of an informational content of payout
changes. For announcement windows, positive and stable dividends correlate with a brief positive price response,
while negative and weak dividends correlate with either a neutral or negative response. Such patterns align with
empirical evidence that positive dividend changes for Indian firms are viewed as signals of higher future
profitability and reduced perceived risk, and thereby modify the inherent risk—return trade-off in stock prices (Ali
& Hegazy, 2022). The results of this study, on the other hand, corroborate that for NIFTY IT, these effects act
along with other key drivers like earnings guidance, global IT services demand, and currency movements.

The above analysis derives several key findings but perhaps the last most important one is that time specific firm-
password characteristics, especially profitability, liquidity, leverage and growth opportunity plays a significant
role both in dividend behaviour and in the price reaction to dividend announcements in the case of firms trading
under the NIFTY IT index. Firms with stronger cash positions and lower leverage have a greater tendency to
maintain dividends, and dividends are thus associated with relatively lower price volatility, while high-growth
firms which emphasize reinvestment behavior are more likely to have conservative payout ratios but generally
provide superior capital appreciation in the long run. This aligns with broader evidence in the population of Indian
listed firms, where higher and stable dividends have lower conditional stock price volatilities, a sign of
stabilization of this dividend policy during emerging market context.

Conclusion:

The dividend policy stock performance relationship is hotly debated and remains controversial; researcher results are mixed
regarding whether dividends create value or are destroyed through the need to issue debt when firms pay-out their limited
cash reserves as dividends. Companies that keep up a steady payout policy are ultimately rewarded by reduced volatility
and smooth valuation growth, highlighting the signaling power of dividends in tech-driven sectors. Support for this
conclusion comes from the evident positive relations between dividend payout ratios and firm value as revealed by Indian
data. In the context of the IT sector, which is highly growth-oriented, dividend policy cannot be viewed in isolation. This

implies that given the many IT firms that place a priority on reinvesting in innovation, growth and human capital over high
short-term distributions, a low-payout policy may be optimal in these firms.

In NIFTY IT companies contexts, this study examines the influence of dividends on investor reaction in which only
dividend size is not sufficient but also the balance and perceived alignment of payout with strategic growth goals play a
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critical role. Finally, dividend behaviour in Indian context is moderated due to external factors such as IT services demand

worldwide, currency shifts and regulatory developments). The results highlight the need for corporate finance managers
and investors to consider dividend policy not as a standalone lever but as part of a larger value-enhancing model. A

transparent and predictable dividend policy, consistent with the growth strategy and clear communication from NIFTY IT

companies, can improve market confidence. However, excessively hostile payout policy that constrains grow capacity
would be self-defeating. For policymakers and regulators also especially in emerging markets such as India, the link
between payout policy, expectations of domestic investors and capital markets is still taking shape, and so continues to

bear monitoring.
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