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ABSTRACT

Corporate dividend policy has been an area of concern in financial literature for quite a
long time. Substantial research has been carried out on dividend policy leading to the emergence
of various theories. Majority of this research has been carried out with respect to developed
countries. There are only a limited number of empirical investigations on the dividend policy of
companies in emerging economies such as India. ldentifying and understanding the key factors
that motivate the managers to distribute dividends is important for investors. The study analyses
the determinants of dividend policy of manufacturing companies in India using panel data.
Financial leverage, profitability, and firm size determine the dividend policy of the firm. Growth
of the firm has an effect on dividend policy in the short run. To best of the knowledge, no study
has done on this topic using Panel ARDL in Indian context.

Keywords: Dividend Payout Ratio, Firm Fundamentals, Panel Autoregressive Distributed Lag
Analysis
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INTRODUCTION

Corporate dividend policy has been an area of concern in financial literature for a long
period of time. Lintner’s (1956) classic work initiated the discussion on dividend. However,
despite extensive research, dividend continues to be a “puzzle with pieces that just don't fit
together”’(Black, 1996). A vast amount of research has been carried out on dividend policy and
various theories such as theory of dividend irrelevance, signaling theory, agency cost theory, and
bird in the hand theory have emerged to answer the different questions relating to dividend
policy. In 1961, the focus of research on corporate dividend policy shifted dramatically with the
publication of a seminal paper by Miller and Modigliani. They postulated the theory of dividend
irrelevance and argued that ... given a firm’s investment policy, the dividend pay-out policy it
chooses to follow will affect neither the current price of its shares nor the total returns to
shareholders”. The irrelevance theory is based on the following assumptions: (1) Dividends and
capital gains suffer the same rate of income tax, (2) buying and selling securities do not involve
any transaction and floatation costs, (3) all the market participants have free and equal access to
information, (4) there are no agency costs and (5) all market participants are price takers(Miller
& Modigliani, 1961).Subsequent studies (for example, Black and Scholes 1974; Merton and
Myron 1982; Miller 1986, Bernstein 1996) mostly supported the dividend irrelevance
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hypothesis. However, managers, analysts, and investors are concerned and spend more time
towards dividend policy, which indicates that there is relevance (Dennis and Stepanyan, 2009).
This belief motivated the researchers to understand the relevance of dividend policy by relaxing
perfect market assumptions of irrelevance theory, namely taxes, agency problems, and
information signalling, among others.

Signalling theory asserts that a firm will generally ensure that an increase in its dividends
will occur only when such an increase is sure to be associated with a higher level of future cash
flows. Investors in such a firm will carefully consider the firm’s competence to measure the
possibility that the future cash flow will be high. A firm can maintain a good level of credibility
by shunning any unanticipated changes in its dividend payments. An increase in dividends acts
as a signal to the shareholders that the firm will be able to generate high future cash flows.
Pettit(1972) put forward the suggestion that capital markets consider dividend announcements as
information for evaluating share price. Later studies (e.g. Bhattacharya (1979); John and
Williams (1985); and Miller and Rock (1985) support this view. Asquith and Mullins (1983)
examined the reaction of the market to dividend announcements. They used a sample of 168
firms that initiated dividends. They found that the magnitude of the initial dividends was
significantly and positively related to the abnormal returns on the announcement day. Their
results indicate that the level of the dividend changes has a significant impact on share returns.
Healy and Palepu(1988) have approached the dividend policy under the realistic assumption of
an imperfect capital market where information asymmetry definitely exists. They supported the
view that dividend disbursements signal future earnings improvements.

The separation of ownership from management in corporate organizations gives rise to
the agency problem. One of assumptions of Miller and Modigliani is that the interests of
managers and shareholders do not conflict. However, in the real world, the goals of a firm’s
owners do conflict with those of a firm’s managers. As a result, managers conduct themselves in
a way that may prove costly to shareholders. Distributing dividends could be used as a tool to
align the interests of shareholders with those of managers. Such distributions decrease the
discretionary funds available with managers and thus mitigate the agency problems ( Rozeff,
1982; Easterbrook, 1984; M. Jensen, 1986; and Alli et al., 1993). Earlier studies have dealt with
the effect of agency costs on dividend policy. They have concluded that firmstend to distribute
higher dividends in order to restrict the ability of managers to overinvest by reducing the
available free cash flow for overinvestment(Jensen, 1986). The bird-in-hand theory asserts that
dividends are relevant. The crux of this theory is that any enhancement in dividend payments
could entail an increase in the value of a firm. In other words, a higher current dividend reduces
uncertainty about future cash flow signalling reduced cost of capital and thus enhanced value of
the share of the firm. Gordon(1959)observed that retained earnings have a lower impact on share
price than dividends. The findings of Fisher(1961); and Walter(1963) support this argument.
However, Baker, Powell and Veit (2002) reach an opposite conclusion. They surveyed managers
of NASDAQ firms to assess their view on dividend policy issues. Out of 186 respondents, 54.9
percent disagreed with the statement, “Investors generally prefer cash dividends today to
uncertain future price appreciation”. Therefore, they conclude, “...this finding does not provide
support for the bird-in-the-hand explanation for why companies pay dividends” (p.278).

It is clear from these theories that dividends are relevant and can be predicable in many
ways. Therefore, identifying and understanding the key factors that motivate the managers to
distribute dividends is important for investors. These factor are grouped into three categories
namely, firm characteristics, market characteristics and substitutions of payouts (Dennis and

2 1528-2635-21-2-114



Academy of Accounting and Financial Studies Journal Volume 21, Number 2, 2017

Stepanyan, 2009). The extant literature suggests that firm characteristics such as profitability,
growth opportunities, size, leverage, maturity, and aspects of the firms’ corporate governance,
among others. Among these characteristics, size, earnings, and growth are the major reasons for
paying lower dividends by US firms (Fama and French 2001). Since fundamental characteristics
varies across the firms and over time in systematic ways, determinants of dividends are expected
to vary across the firms and over time. Majority of this research has been carried out with respect
to developed countries, mostly the UK and the USA. There are only a limited number of
empirical investigations on the dividend policy of companies in emerging economies like India.
For instance, Mahapatra and Sahu (1993) found that cash flow and net-earnings were the major
determinant of dividend, but current earnings were perceived as an important factor (Bhat and
Pandey, 1994). Narasimhan and Vijayalaksmi (2002) opined that insider ownership did not
influence on dividend behavior of Indian firms.

Nonetheless, there is no conclusive evidence on what fundamental characteristics that
determines the dividend policy of Indian firms. Further, this study tries to examine whether
determinants holds long or short run relationship towards dividend policy. Thus, this study
analyses the determinants of dividend policy of firms in India using ARDL method. The reason
for using this method is that the firm characteristics have a lagged effect on dividend policy. For
instance, the growth opportunities in future have an effect on today’s dividend policy. Moreover,
the use of this method permits to consider the firm-specific heterogeneity. Therefore, this study
used ARDL method, which is a cointegration technique introduced by Pesaran and Shin (1995)
Pesaran, Shin and Smith (1997).

The study contributes in two ways: this study adds to the extant literature by investigating

various factors as the determinants of dividend policy of Indian firms, manufacturing firms in
particular, in turn that helps the investors in predicting the dividend paying firms. Thereby
investors who wish to have a regular income on their investments make decisions accordingly.
Secondly, findings of this study would be useful to the mangers to concentrate and
maintain/enhance their financial position to retain as well as attract the potential investors.
Finally, no studies have investigated using these variables in the context of determinants of
dividend policy using ARDL method in Indian context.
The rest of the paper is organized as follows: The next section discusses the literature review on
the determinants of dividend policy. The third section deals with methodology followed to find
the determinants of dividend policy. The fourth section describes the results. The last section
summarizes the findings and implications of those findings.

LITERATURE REVIEW

Prior to 1961, the commonly held view was that investors preferred high dividend
payouts to low payouts (Graham and Dodd, 1951). The only question was determining the
relative importance of dividends and capital gains in valuing a security (Gordon, 1959). In 1961,
the focus of research on corporate dividend policy shifted dramatically with the publication of a
seminal paper by Miller and Modigliani. This section reviews of the eariler studes who have
investigated about the determinants of dividend policy. Shefrin and Statman(1984a) argued that
the first step in solving the puzzle of dividends is to identify the factors that have an impact on
dividend policy. Ho (2003)made a comparative study of Australia and Japan and investigated the
determinants of dividends. The study covered the period of 1992-2001. The sample consisted of
332 companies from the Japanese and the Australian capital markets. He concluded that the
dividend payout ratio of Japanese companies was lower than that of the Australian companies.
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He used the signaling, agency and transaction cost theories to explain the results achieved. He
concluded that the size of the firms significantly affects dividend in Australia while in Japan
dividend is significantly affected by risk and liquidity. He found that the more liquid the
Japanese firms were, the higher were the dividends that they were able to pay but the higher the
level of risk the company faced, the lower was the dividend paid. They observed that companies
with high profitability pay high dividend because they experience good cash flow and liquidity.
On the other hand, companies with high market to book ratio pay low dividend because they are
in the high growth stage with many investment opportunities and they would need funds for
investment.

Amidu and Abor (2006)empirically investigated the determinants of dividends for twenty
companies listed on the Ghana Stock Exchange. Their study indicated that cash flow, growth,
profitability and investment opportunities determine dividend policy. Ahmed and
Javid,(2008)analyzed the data on 320 companies listed in the Karachi Stock Exchange covering a
period of six years (2001-2006). They observed that there is a positive relationship between
dividend payout and profitability and a negative relationship between dividend payout and size
of the firm. Their results supported the signaling theory since highly profitable firms pay high
dividends to signal the managers’ confidence about the likelihood of company’s profitability and
liquidity in the future. In addition, companies of smaller size pay higher dividends to signal
information and this reduces the information asymmetry between the managers and investors.
Furthermore, Denis and Osobov(2008)investigated the determinants of dividends in a
comparative study that used data from six countries (Germany, UK, USA, Japan, France and
Canada) . The study covered the period from 1994 to 2002. They found that dividend policy is
affected by such variables as size, growth and profitability.

METHODOLOGY
Data

The study analyses the determinants of dividend policy of manufacturing companies in
India. The data were collected from Ace Equity; the leading corporate financial database in India
maintained by Accord Fintech, which is extensively used by academic researchers as well as
practitioners in India. The study used panel data to understand the determinants of dividends. A
finite sampling frame of 262 manufacturing companies that are constituents of NSE 500 Index
was selected for the study. To be part of sample companies, the company must have paid
dividends each year during the period from 1999-00 to 2014-15. The study identified 87
companies meeting the said criteria, which includes 1392 data points.

Variable Descriptions
Dividend Pay-out Ratio

This empirical research uses the dividend pay-out ratio (calculated by dividend over net
income) to investigate the factors, which influence dividend decisions. DPR is the dependent
variable of this study.
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Profitability

Signalling theory predicts a positive relationship between dividend and profitability. This
has been well documented by different researchers such as Faccio et al.(2001) and Goergenet.al.
(2005).The main argument of signalling theory is that highly profitable firms pay high dividends
to signal the managers’ confidence about the likelihood of company’s profitability and liquidity
in the future. We use return on assets (ROA) as a proxy for profitability following Abor and
Amidu (2006).

Size

Many empirical studies show that size is an important determinant of a firm’s dividend
pay-out policy and is positively related to dividend pay-out ratio. Large firms are highly
diversified and have stable cash flows. Therefore, they will be more willing to pay high
dividends. Empirical investigations by Adedeji (1998),Charitou and Vafeas( 1998), and Ooi
(2009)confirm this proposition. Denis and Osobov (2008), Barclay et.al. (2003), Fama and
French (2001) concluded that size affects the dividend in a positive and significant way and they
related this to the competitive advantage of large firms compared to small ones. This study uses
the natural logarithm of total assets as a proxy for size .The use of the natural logarithm corrects
for scale effects by treating as equal the same percentage variation rather than the same
numerical variation (Eddy & Seifert, 1988;Ghosh & Woolridge, 1988)

Leverage

Signaling theory predicts a positive association between leverage and dividend decisions
since highly leveraged firms tend to keep paying dividends despite the compulsion to service
their loans in order to signal their financial health. However, many empirical studies have
concluded that dividend is negatively affected by leverage (Faccio et al., 2001; and Gugler &
Yurtoglu, 2003). It is argued that highly levered companies try their best to maintain the internal
cash flow by not paying existing cash to their shareholders in order to be able to meet the firm’s
financial obligations and protect the creditors. Therefore, a negative relationship is expected
between leverage and dividend decisions. This study employs the total debt to total assets ratio to
investigate if leverage has an effect on dividend.

Growth Prospects

According to the pecking order theory, companies who have good growth opportunities
use the internal funding sources to finance investments. They either pay low dividends or avoid
payment of dividends to obviate the need for costly external financing. Several studies have
found that dividends are lower in companies with high growth opportunities in comparison to
companies with lower growth opportunities( Rozeff,1982; Dempsey & Laber, 1992; Jensen et
al., 1992)

This study uses the market to book ratio of equity as a proxy for growth opportunities for
two reasons: Firstly, if a company’s market value is greater than its book value of equity then
shareholders expect growth and secondly to facilitate comparability with other empirical papers.
The market to book ratio of assets has not been used because of the difficulty of getting the
market value of assets.
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Research Model

Dividend Pay-out ratio (DPR) is described as a function of four independent variables
namely, profitability, financial leverage, growth prospectus, and size. The other firm
characteristics, namely, incentive compensation, insider stock holding, firm maturity were not
considered, because non-availability information for majority of the companies. Table 1 outlines
the variables used, the definition of each variable and the expected impact on the dividend pay-
out policy based on the discussion above:

Table 1
VARIABLES, THEIR DEFINITIONS AND EXPECTED SIGNS
Variable Definition Symbols | Sign of Expected
Profitability Return on Assets ROA Positive
Size Natural logarithm of Total Assets Size Positive
Financial Leverage Total debt to Total assets FL Negative
Growth Prospects Market to Book ratio MB Negative

Panel Unit Root Test (PURT)

It is important to test the variables for stationarity before performing panel data
cointegration analysis. Panel unit root test was conducted to verify the stationarity of the
variables used in this study. The objective of performing PURT is to avoid spurious regression
problems. The study used three tests namely Levin-Lin-Chu (LLC) test by Levin et al. (2002),
Im-Pesaran-Shin (IPS) [first generation test by Im et al. (2003) and second generation test by
Pesaran (2005)], and Fisher - Augmented Dickey-Fuller (ADF) test by Maddala and Wu (1999).

Fisher’s ADF test pools the p-values from unit root tests for each company. This method
IS a non-parametric in nature and hence it follows chi-square distribution with 2n degrees of
freedom (note that ‘n’ is number of firms). The t-test value is calculated as follows:

0=-23" loge (a4) ....... (1)

where, q; is the p-value from the ADF unit root test for unit i.

LLC test assumes a common unit process across the firms and stationary variables are
expected to have significantly negative coefficients. However, ADF and IPS tests assume
individual unit process across firms and stationary variables are expected to have significant
coefficients. Levin-Lin-Chu (LLC) test by Levin et al. (2002) is based on the following general
equation

Yit=0iYit1 T PXit + €t -...... (2) =1,....N; t=1,....,T

Where ej; is a stationary process and X;j; denotes deterministic component. This test
assumes the residuals to be independently and identically distributed having mean zero and
variance g2 with o; = o for all i. The null hypothesis can be stated as Ho: o = 1, suggesting all the
series in the panel have a unit root, whereas the alternative hypothesis Hi: a < 1 suggests that all
the series in the panel are stationary. The LLC test permits heterogeneity in the intercept term. In
contrast, Im-Pesaran-Shin (IPS) test permits for heterogeneity in both intercept and slope terms
for the cross sectional units. The IPS test can be specified as
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AYi= 0+ BiYips + X2 VjAYjej + + At + ej-----(3)

where a; and A;t are unit specific fixed and time effects, respectively. The null hypothesis
states the presence of unit root while alternate hypothesis suggests stationarity in the panel. The
IPS test is like testing unit root for all cross section units. The Fisher- Augmented Dickey-Fuller
test by Maddala and Wu (1999) use same null and alternate hypothesis as IPS test. The main
advantage of this test is that it can be applied with any unit root test on a single time series and it
does not require panel to be balanced as in the case of IPS test. As stated, this study employed
three different types of PURT.

Panel ARDL

PMGE/ARDL model proposes an intermediate coefficient that allows the equality of
coefficients between companies in the long-term and difference in coefficients between groups in
the short-term (Pesaran et al., 2001). The advantage of the PMGE is that it allows the short-term
dynamic coefficients to differ from company to company, but it constrains the long-term
coefficients to be the same. In addition, this model shows the adjustment dynamism between
short and long-term. Therefore, the long-term relationship between DPR and the fundamentals of
a firm is expected to be same for all companies while short-term coefficients are expected to be
company-specific. This method also assumes that error terms are not serially correlated and
independent variables follow independently identically distributed. The optimal lag length is
chosen based on the lowest value of Akaike Information criteria (AIC) (Akaike, 1973). The
optimal lag length of this study is 1 for all the variables. Following is the panel ARDL model
used in the study

DPth a; + Z BijDPRi,t-j + Z?:lo 611- FI—i,t—j + Z}Zo eij MBi,t—j + Z};O Yij ROA“_J. + Zjnzlio }\ij
SIZEjj+ex e 4)

Where no of cross sections i ranges from 1 to 87 and time t ranges from 1 to 16, a;
denotes the group specific effect and ej; denotes error term. As suggested by Pesaran et al (1999),
equation-4 is re-parameterized in to following error correction equation:

ADPth_ o t+ BI DPthl + 8| FI—lt + 9| MBlt + i ROA|t+ 7\4 SIZE|t+ Zpl ! 'j* ADPRi,t—j +
S 8 FLitg + 30 05 MBigj + Xl vi ROA 1 + i) A" SIZE 1 + iy -w-enmroeoeemeoeceees (5)

Equation 5 is the main equation of interest and is estimated by pooled mean group
estimator where d;, 6;, 7, 4 and Bij, 6i;s 0i7, vij, A;; are the long run and short run
coefficients respectively. Also,

= -(1- Z]p=11 Bij); 6i* = Z 81]5 eI - Z] 0 e1]5 YI - Zjllzo Yi]'5 }\rl Zml }\ """"" (6)

If PURT indicates that some variables are stationary at their level and others are
stationary at their first difference, the study should use panel ARDL approach instead of static or
panel cointegration test (Asteriou and Monastiriotis, 2004). In addition, this approach allows, not
only variables of mixed level of integration, to estimate both short as well as long term
relationship among the series along with error correction coefficient.
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RESULTS

Table 2 reports the summary statistics of all the variables for all the companies over the
sample period. The mean dividend payout ratio of manufacturing companies is 29.01percentages
over the sample period. It indicates that firms retain around 71 per cent of their profit for meeting
their growth. The minimum financial leverage is zero and maximum 1.59. The level of leverages
communicates that the firms use the less amount of borrowed capital, which reduces the earning
per share of firms. On an average, MB ratio and ROA are 2.19 times and 1.23% respectively.
The average size of the companies is 9.84 during the sample period.

Table 2
SUMMARY STATISTICS OF VARIABLES
DPR FL MB ROA Size
Mean 29.01 0.23 2.19 1.23 9.84
Median 25.96 0.22 1.19 1.08 9.59
Maximum 132.99 1.59 74.87 4.02 15.19
Minimum 01.44 0.00 0.005 0.15 6.65
Std. Dev. 16.18 0.18 3.39 0.65 1.57
Observations 1392 1392 1392 1392 1392

The results of PURT are given in Table 3. DPR, FL, and ROA are stationary at their level
while MB and Size are stationary at their first difference. If all the variables are stationary at
their level, fixed effect or random effect model is used. On the other hand, if all the variables are
stationary at their first difference, Panel Fully Modified OLS or Panel Dynamic OLS is
estimated. In addition to theoretical proposition stated in the introduction section, if some
variables are stationary at their level and some variables are stationary at their first differences,
Autoregressive Distributed Lag Models are estimated (Pesaran, Shin and Smith 1999). The
PURT resulti.e. (1 (0) and I (1)) suggests that standard OLS cannot be used. Since the constant is
changing with time, OLS estimates are likely to give high t-values and R? value leading to a
spurious regression. To avoid such a problem, a model that incorporates | (0) and I (1) in the
same equation is required. Therefore, this study used Pooled Mean Group Estimation
(PMGE)/ARDL introduced by Pesaran et al (2001).

Table 3
RESULTS OF PANEL UNIT ROOT TESTS
Fisher ADF LLC IPS
Variable
Intercept | Intercept and Trend | Intercept | Intercept and Trend Intercept Intercept and Trend
DPR 449.63* 372.62* -13.27* -13.87* -11.09* -08.55*
FL 380.76* 382.00* -26.90* -34.37* -12.82* -12.65*
ROA 259.16* 249.67* -6.82* -8.71* -4.09* -4.14*
MB 186.86 204.06 0.75 -4.23* 2.26 -0.92
D(MB) | 827.86* 577.38* -28.51* -21.42* -23.78* -16.69*
Size 124.24 149.33 -8.74* -1.91** 5.26 01.84
D(size) | 503.58* 407.54* -17.59* -18.06* -13.72* -10.42*

*Significant @ 1 per cent level; **Significant @ 5 percent level
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The existence of cointegration confirms the presence of error correction mechanism
among the variables (see table 4). Lag length of all the variables are one (ARDL 1,1,1,1,1). Table
4 shows that FL and ROA are positively related to DPR and significant at 5 per cent and 1 per
cent level respectively, while change in size which is an indicator of the growth of a firm is
negatively related to DPR and significant at 1 per cent level in the long-run equation. It means
that in the long run FL and ROA has a positive impact on DPR while the growth of a firm has
negative impact. The short-run equation indicates that error correction mechanism is significant
which indicates that the companies are following a stable DPR policy as if there is any deviation
from that stable DPR, an error correcting mechanism will pull it back to that stable level.
Further, in short-run, change in ROA, and MB is negatively related to DPR and is statistically
significant at 5 per cent level. The finding of positive relationship of DPR with profitability in
the long run is similar to the conclusion of Fama and French (2001) and DeAngelo, DeAngelo,
and Stulz (2006). Although profitable firms can affordable to pay cash dividend in the long run,
the negative relationship between DPR and ROA in short run confirms the presence correction
mechanism of dividend policy. Firms strive hard to attract the potential investors by paying more
dividend, which needs to be brought it down to the stable and achievable in the long run. The
finding of positive association of financial leverage (FL) with DPR is similar to the findings of
Smith and Watts (1992) and Gaver and Gaver (1993). However, the finding of negative
relationship of growth prospects (MB)with DPR in the short-run is in line with Smith and Watts
(1992), Gaver and Gaver (1993), and Fama and French (2001), which confirms that firms have
higher growth opportunities. Finally, the negative relationship of firm size with DPR in the long
run is in contrast to the findings of Smith and Watts (1992),Gaver and Gaver(1993),Fama and
French (2001),DeAngelo, DeAngelo, and Stulz (2006), and Denis and Osobov (2008). This
implies that firms are not reached the level of empire building inside a firm.

Table 4
RESULTS OF PANEL ARDL

Variable Coefficient ‘ Std. Error t-Statistic Prob.*

Long Run Equation
DPR(-1) -0.151126 7.950359 -0.019009 0.9848
FL 9.057171 3.828804 2.365535 0.0183
ROA 13.82191 1.007014 13.72563 0.0000
D(MB) 5.294314 6.426783 0.823789 0.4103
D(SIZE) -7.971567 0.000000 NA 0.0000

Short Run Equation
COINTEQO1 -0.278618 0.042098 -6.618357 0.0000
D(DPR(-1)) -0.099823 0.045435 -2.197036 0.0283
D(FL) 12.70206 26.95970 0.471150 0.6377
D(ROA) -8.228708 4.175260 -1.970825 0.0491
D(MB,2) -1.163614 0.314917 -3.694984 0.0002
D(SIZE,2) -7.238210 6.168418 -1.173431 0.2410
C 1.101517 0.808001 1.363262 0.1732

CONCLUSION

India is an important investment destination for global investors. The ability of firms to
pay dividends increases the confidence of investors and provides a fillip to the capital markets.
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So, it is essential to understand the determinants of dividend payout. The extant literature
indicates that this is an unresolved puzzle. However, researchers are trying to solve the puzzle by
using advanced techniques. As a part of this endeavor, this study investigates the influence of
firm’s fundamentals on the dividend payout of manufacturing companies in India using panel
ARDL methodology. There are four dynamic factors, namely financial leverage, profitability,
growth prospects, and firm size that are used to understand the dividend payout. Except growth
prospects, all other variables under study exhibit a statistically significant relationship with
dividend payout in the long run. This indicates that dividend policy of companies depends on
leverage, profitability, and firm size. However, market-to-book ratio shows a negative
relationship with dividend payout in the short-run, which is statistically significant. This
indicates that growth has an effect on dividend payout only in the short run. Therefore, managers
could increase their leverage to meet the growth opportunities and paying dividends as well. By
increasing leverage, firm’s earning per share would be increased and thereby value of the firm.
This study could be extended to non-manufacturing firms. Further, this study could be extended
to understand the effect of non-fundamentals such as market characteristics, and substitution of
pay-out on dividend payout.
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