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Abstract: This paper reports the empirical findings of a questionnaire survey about corporate dividend 
policy addressed to finance directors of foreign listed companies listed on Karachi stock exchange. We 
survey 60 foreign listed companies and the questionnaire is asked from their finance directors like 
earlier studies (for example, Brav et al., 2005 in the US and Dhanani, 2005 in the UK) in order to 
visualize their view and understanding about the dividend decision. Our survey resulted into some very 
important points to be noted. The dividend decision is influenced by market price of share, dividend 
growth and smoothening of dividend. The firms give importance to the dividend as it was in past and 
the growth is considered at time of declaration of dividend. The alternative of dividend is investment 
consideration and the firms always issue dividend to attract the retail investors at top priority. Rather 
than reducing dividends, the firms would raise new funds to undertake investments. The dividend 
decision is influenced by the competitor policy and the fear of signaling of shortage of profitable 
investment. The results demonstrate that foreign listed companies are more concerned with dividend 
policy. 
 
Key words: Cash Dividends, Signaling Hypothesis. 

 
INTRODUCTION 

 
Dividend is the cash payment which is paid to the residual owner. Miller and Modigliani (MM) developed a 

theory which proved that the dividend policy is irrelevant to value of share in both perfect and efficient capital 
markets. The investors create their own portfolio on the bases of capital gain rather than the receipt from the 
company. This theory is criticized by many researchers. The new theory has been developed by Baker and 
Wurgler (BW) (2004), which is called “catering theory of dividends”. They constructed a simple theoretical 
model. Firstly, they suggested that some investors have unacquainted and conceivably time-varying demand for 
dividend-paying stocks. Secondly, the arbitrage is unable to thwart this demand from lashing apart the prices of 
dividend payers and non-payers. Thirdly, the managers realistically accommodate to investor demand which 
means that they pay dividends when the investors set high prices on payers and vice versa.  

The dividend policy is a serious cause of concerned in corporate finance and corporate governance. In 
literature, many empirical studies have been conducted in order to address the dimensional aspects of dividend 
policy in different countries. The dividend behavior has been explained in different terms by different authors 
according to their finding, but an acceptable view is yet to be found (Black, 1976; Allen and Michaely, 2003 and 
Brealey and Myers, 2005). The dividend’s receipt is the most basic element to satisfy an investor. The different 
authors are also focusing their attention as to when the judiciary intervenes into the dividend policy of the 
company in order to protect the investors. Some authors are in belief that judiciary has no room to involve in 
this issue. The senior management is more concerned in retaining their employment position. 

The dividend policy targets the capital market directly. This is the main headache of the corporate 
governance. The researchers provided empirical evidences pointing out there by the determinants of the 
dividend policy in their respective researches. The most effective policy is the smooth dividend policy that 
influences the shareholders. Many studies prove that the smooth dividend policy is the most suitable for the 
corporations. The dividend policy of the companies varies with respect to their economic condition and 
environment. Even the same companies have different dividend policies with respect to their economy and 
corporate culture. Pakistan is a developing country and the main concerned for the economic growth. The other 
reason for analyzing the dividend is the development of the stock market in Pakistan. The firms prefer to adopt a 
stable dividend policy during the high growth even. It is very important to find out the determinant of the 
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dividend policy for the in development of a country like Pakistan. Sometimes, the dividend also creates agency 
problem if the shareholders are not satisfied.  

The foreign listed companies are the major component of stock market in Pakistan. These companies have 
serious impact on our stock market because of their reliable capital structure. They are also expected to follow 
the rules of corporate governance due to their international exposure. The dividend policy of the foreign listed 
companies is considered a burning issue due to the four reasons. Firstly, the foreign companies are influencing 
the capital market. Secondly, they follow efficiently, the corporate governance. Thirdly their share price is more 
stable as compared to the local companies. Fourthly, the dividend is also suffering a lot at the hands of double 
taxation in Pakistan affecting thereby the payout ratio.  
 
Importance of Dividend Policy: 

The dividend policy is a major cause of concerned for the companies due to some reasons. The researchers 
found that firm uses this instrument as a financial indictor to the investors regarding the stability and growth 
projection of the firm. Secondly, it is also used as the determinant of capital structure. Another theory has been 
established which indicates that a company will pay dividends only if it does not have profitable investment 
opportunities, i.e., positive net present value projects. This theory is named as residual dividend theory. 

There are some other factors which also influence the dividend policy of the firm. Firstly, the company use 
dividend as a tool to control agency problems or rigorous insider information. Secondly, the dividend also 
impacts the stock prices positively. Thirdly, the institutional investors are also attracted by using dividend tool. 
Fourthly, aggregate dividends paid narrate to the size of the institutional sector. With the growth of institutional 
sector, companies can attract the investors even by paying lower dividend. 

 
Review of Literature: 

The dividend has been reviewed by many researchers since a time. Gordon and Shapiro (1956) pointed out 
three positions relating to dividend. Firstly, the dividend adds to the value of the firm and lessens the intensity of 
the risk taken by the investors regarding their cash flows. Secondly, the dividend is an indicator of future growth 
that influences the future prices. On the other side, the dividend impacts negatively due to heavy taxes and 
transaction cost. If the income tax rates are higher than capital gain, the payment of dividend is irrational. 
Sometime, the firm pays dividend and enhance its capital structure by equity financing, it decreases the wealth 
of shareholder specifically the long term investors. Thirdly, if a firm foregoes dividend and reinvests its cash 
flow, it seriously impacts the investor’s daily consumption in the short run, but in the long run, the NPV will 
benefit the investors due to their capital reinvestment by the firm.  

DeAngelo et al., (2002) pointed out that some firms just pay the substantial dividends to grasp the market 
even it harms them and sometime causes their failure. It is known as “dividend controversy” and unsolved 
problem in finance (Brealey and Myers, 2002).  

Lintner’s (1956) showed that along with the investment decisions, to preserve the dividend level always 
remains the precedence of the manager’s payout policy. Dividend policy is considered as secondary issue which 
needs to be addressed by the managers after the investment and liquidity needs have been fulfilled. In another 
study, Gwilym et al., (2004) concluded that despite of decrease in number of dividend payer in UK, the 
aggregate real dividend paid by the industrials increased between 1979 and 2000 which was consistent with the 
findings of Benito and Young (2001). 

Partington, (1984) conducted a study on the dividend policy of the firms. They found that 59% of the firms 
used the explicit target payout ratio. These firms share out nearly half of the firm's profits towards dividends. 
Conversely, almost 33% firms alter their objective significantly during 1965 to 1980. Collins et al., (1996) 
stated that the alteration in the dividend payoffs is in response to the changes in the insider holdings. This policy 
is adopted by the regulated firms and is more reliable than that in the unregulated firms. In another study, Healy 
and Palepu (1988) concluded that dividends payments have positive earnings changes and omission of dividend 
payments results in negative earnings changes. Furthermore, they also documented that earning changes are 
positively associated with dividend announcement returns and stock prices.  

Allen et al., (1998) concluded that the institutional investors are paying fewer taxes than the individual 
investors. It brings the dividend clientele effects. This is the basic reason for the presence of dividends, as the 
institutions have definite benefit in monitoring the firms. Dividend declaration is considered as an indicator of 
future prospect of a firm (Best and Best, 2000). The results recommended that earnings forecast revises the 
recognized dividend announcements made earlier are driven away mainly by the earnings shock. The dividends 
emerge to play a corroborative role in the most influenced way. 

Partington (1985) conducted a study to highlight the relationship among, the dividend, the investment, and 
the financial decisions. He pointed out that frequent prototype of retort indicates that the firms like to rearrange 
the dividends and investments. If the internal funds are not enough to handle the situation of shortfall, the firm 
usually financed through debt. When the internal funds are fail to cope with the situation the shortfall, 
resultantly will be financed usually through debt.  
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Iqbal and Rehman (2003) found that the theory of sending signals of dividends poorly failed to present 
some information on the dividend cuts and the omissions from the firms that launched operational actions in 
order to improve performance. Many studies concluded that rise in order future earning is due to cuts and 
omissions of today dividend. Brav et al., (2005) conducted a study to find out the determinants of dividend 
policy. They found that managers were willing to cut dividend in order to smoothen it in the long run to create a 
relative relation between dividend payout and long run earning. The managers are also reluctant to repurchase 
the share of their own firm when the stock looked to be undervalued in order to increase their EPS. They believe 
that the individual retail investors always prefer the dividend without considering the tax disadvantage. The 
executives in the opposite campground are in firm believed that the institutional investors allow no dissimilarity 
between the dividends and the repurchases 

Chetty et al., (2005) conducted a study to find out the effects of the capital gains and tax at source (dividend 
tax rate) on the surplus returns around announcements of the dividend increases and to ex-dividend days for the 
United States corporations. They found that when tax rate was cut from 2002 to 2004, the ex-dividend day 
premium duly increased at the time. They pointed out that the dividends provide a part of information to predict 
future growth of the firm. Secondly, the dividends never signal the desire of management to give up the agency 
cost. Sometime the dividend leads to miss-forecasting the prices of equity. 

Roger et al., (1996) pointed out that the changes in the dividends can be considered as signaling devices. 
This result is as per signaling theory. According to signaling theory, the unpredicted dividend fluctuations are 
followed by the abnormal stock price returns. According to this theory, when managers decide to overturn the 
dividend, abnormal returns can be found and the investors vary their opinion of the firm's future cash flows. 
Their study examined the market reaction when the highly regulated firms increased their dividend in large 
amount as compared to less rate-regulated firms. They selected the insurance industry because it consists of two 
types of insurer groups i.e. highly regulated firms and less rate-regulated firms. The property and the liability 
insurers are highly regulated than the life and the health insurers. There is a significant positive relationship 
between abnormal returns and nature of insurer. However they found that abnormal returns for the less rate-
regulated firms during the dividend boost declaration period significantly are larger than those of the more rate-
regulated firms. There is a significant positive relationship between dividend changes and future changes in the 
profitability and the earnings (Grullon et al., 2005).  

Brunarski et al., (2005) pointed out that the dividends cause a reduction in agency costs. Dividend being a 
mechanism for reducing agency cost, they found no evidence that the dividend increase shrink the agency costs 
as measured by the poison pills or the outside block holdings. Liljeblom and Pasternacks (2006) conducted a 
study to find out determinants of the share repurchases and the dividends in Finland. They concluded that the 
higher foreign ownership is a determinant of the share repurchases and suggested for it to have been explained 
by the different tax treatment of both the foreign and the domestic investors.  

Desai et al., (2006) concluded a study on U .S. multinational firms. They concluded that three factors 
significantly influence the profit repatriations. These are tax considerations, domestic financing and investment 
requirements and agency problems in the firms. The dividend repatriations were shockingly constant and 
resembled the dividend costs to the outside shareholders. Though, the tax payments were influential but not the 
critical one. The affiliates whose organizational forms have contradictory tax treatments, nevertheless, featured 
the parallel repatriation polices; such firms incurred preventable tax penalties by the repatriating profits and the 
investing fresh equity concurrently.  

Armitage and, Partington (2006) conducted a research to find out the determinants of the market value of 
the share in the United Kingdom. They stated that the previous studies that applied the ex-dividend day method 
provided more noisy and biased determinants of dividend policy. They estimated the value of dividend from the 
shares prices that are similar keep for dividend entitlements, and thus are traded parallel (at the same unit of 
time).  

Amidu and Aborá (2006) found the determinants of dividend payout ratio. They included the sample of all 
listed companies in Ghana. They applied Least Square Model in order to estimate the regression analysis. They 
used the institutional holding and sales growth and the market-to-book value as the proxies for the agency cost 
and investment opportunity respectively. They found a negative relationship among the firm growth, 
institutional shareholding, and dividend payout ratio and market-to-book value of the share of each firm. On the 
other hand, they found a positive significant relationship among dividend payout ratios and profitability of the 
firm, the cash flows and tax payment by each firm.  
 
Need for the Present Study: 

A brief scrutiny of the review literature in the previous sub-section reveals that a number of studies 
investing the dividends behavior of the companies abroad have been conducted. To the researchers no study on 
the determinants of the dividend policy (regarding primary data) of the corporate sector in Pakistan has been 
made to the present day. 
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From the review of the literature, it has been observed that there exists a general agreement on the set of 
factors influencing the dividend policy. Different authors have used different combinations of the variables to 
explain the dividend behavior. Besides, there are different approaches to the decision involving the distributing 
versus, the retention of the net profit after the taxes. Again, the factors influencing the corporate dividend policy 
may vary substantially from country to country because of the inconsistency or, the variation in legal, the tax 
and the accounting policy among the countries. In view of these facts, the present study aims at identifying the 
factors/ variables significantly that influence the corporate dividend policy in Pakistan. 
 
Data and Methodology: 

This paper focuses on the primary data because no research has been conducted which is based on primary 
data as per the knowledge of the author. This paper highlights the view point of the finance directors in the light 
of their interviews and the questionnaire. The questionnaire was designed according to the Pakistani context in 
order to find out the most reliable, user friendly and informative results. The questionnaire includes different 
parts in order to obtain the view of the finance directors. The questionnaire was collected directly where it was 
possible and email was sent to the different foreign listed companies in Pakistan. The data for 60 firms was 
collected.  

The research contains a number of limitations. The total size of the questionnaire remained very limited. 
Second, most of the respondents did not pay due attention to the real questions. So it might not state the real 
response sought by the survey. Third the survey length was inconsistent with the expectations of the 
respondents. It was the biggest hindrance in asking more questions. Fourth big issue as suggested by Baker et 
al., (1985) remained the dividend policy, as it is not decided by finance directors only. Fifthly, out of 105 
foreign listed companies in Pakistan, only 60 responses were received and collected. We use the best practice to 
avoid the biasness in the question.  
 
Survey Result: 

The survey was conducted through the closed end questions answered by the foreign based companies 
listed at Karachi Stock Exchange in Pakistan. The tests are analyzed with the help of an excel sheet. The 
explanations are given in different stages as under. 
 
(1). Up To What Extent the Following Measures Affect the Dividend Policy of Your Company: 
A1 A temporary change in the earnings. 
A2 Market price of your share 
A3  Likely stability of the future earnings 
A4 Having extra cash relative to your desired cash holding. 
A5 Maintaining consistency with historic dividend policy.  
A6 We try to avoid reducing the dividend per share 
A7 The Company considers the level of dividend paid in the recent years. 
A8 we try to maintain a smooth dividend stream from year to year. 
A9 We consider the change or growth in dividend per share. 
A10 A sustainable change in the earnings 
A11 We are reluctant to make the dividend changes that might be reversed in the future 
 
Table 1: 

Variables 
Strongly 

disagree (1) 
Disagree (2) 

Neither agree 
nor disagree 3) 

Agree (4) 
Strongly agree 

(5) 
Weighted 
Average 

A8 1 2 1 32 24 17.07 
A9 1 3 1 34 21 16.73 
A2 2 3 1 31 23 16.67 

A10 2 3 3 32 20 16.33 
A3 2 5 2 30 21 16.20 

A11 2 6 3 29 20 15.93 
A7 4 5 2 30 19 15.67 
A5 3 6 6 27 18 15.40 
A6 7 18 5 17 13 12.73 
A4 10 26 11 9 4 10.07 
A1 16 25 9 6 4 9.13 

 
The Table 1 shows the weighted average of all these variables. For the purpose of explanation, the top three 

variables effects the dividend policy very seriously as the weight average is considered. Therefore, we try to 
maintain a smooth dividend stream from year to year; we consider the change or growth in dividend per share 
and market price of your share. These variables influence the dividend policy of these companies as per the 
survey response. The other three variables which do not influence the decision of dividend policy are a 



Aust. J. Basic & Appl. Sci., 5(12): 2917-2928, 2011 

 

2921 
 

temporary change in the earnings, having extra cash relative to your desired cash holding and we try to avoid 
reducing the dividend per share. Their weighted average suggests that their impacts on dividend policy are equal 
to nothing. The other variables show mix response, so they are considered neither ineffective nor significantly 
effective. 

 

 
Fig. 1: 
 
(2). In The View Of Your Board Of Directors: 

B1: In your company the dividends are as important for the share evaluation as were 15-20 years ago 
B2: The dividends policy is used as tool to influence the credit rating. 

 
Table 2: 

Variables 
Strongly 

disagree (1) 
Disagree 
(2) 

Neither 
agree not 

disagree (3) 

Agree 
(4) 

Strongly 
agree (5) 

Weighted 
Average 

B1 9 15 0 23 13 13.07 
B2 11 28 10 7 4 9.67 

       

 

 
Fig. 2: 
 

Table 2 reflects the views of board of directors in case of dividend importance in comparison to past and the 
credit rating of the company. (B1) factor is dividends are as important for the share valuation as they were 15-20 
years ago” has a strong influence as per weighted average while the (B2) factor “the dividend policy is used as a 
tool to influence the credit rating” has a less weight in the views of the finance directors of the listed companies 
of Pakistan. This result shows the importance of dividend policy is still consistent when compared to past. The 
firms pay their attention to this policy while formulating their dividend payout ratio.  
 
(3). When You Make Your Dividend Decision. Do You Base It On? 

C1 the dividends as a percentage of earnings 
C2 Growth in the dividends per share 
C3 Level of the dividends per share  
C4 Do not consider any of above 
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Table 3: 
Variables Yes (2) No (1) Weighted Average 

C2 50 10 7.33 
C3 35 25 6.33 
C1 33 27 6.20 
C4 10 50 4.67 

 

 
 
Fig. 3: 

 
The dividend policy of the firms is always based on some solid points. According to the survey results, the 

variable of C2, “Growth in dividend per share” is emphatically taken into account while formulating the 
dividend policy as the weighted average suggests. On the other hand, the firms always considered some points 
while formulating dividend policy because the variable C4 responses “Do not consider any of the above” is a 
very minute average while the other variables have neither strong nor too low weighted average. 
 
(4). Is The Target Dividend Framed As? 

D1 A strict goal 
D2 A flexible goal 
D3 A partially flexible goal 
D4. Not a really goal. 

 
Table 4: 

Variables Yes (2) No (1) Weighted Average 
D3 43 17 6.87 
D2 24 36 5.60 
D1 15 45 5.00 
D4 6 54 4.40 

 

 
Fig. 4: 
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Table 4 represents the intensity of the objective of the firm while formulating the policy. is regarding “The 
target dividend frame as” tells that (D3):”A partially flexible goal” is more influential as the weighted average 
shows and (D4):”Not really a goal” has a very little weighted average. Hence the evidence is very strong that it 
is not an important consideration for top level management. The other variables have neither too low nor too 
high values to affect the targeted dividend frame work.  
 
(5). During The Past Three Years, The Company Has: 

E1. Both date dividends and purchased shares 
E2. Only purchased shares 
E3. Only paid dividends 
E4. Neither paid dividends nor purchased shares 

 
Table 5: 

Variables Yes (2) No (1) Weighted Average 
E3 37 23 6.47 
E1 26 34 5.73 
E2 9 51 4.60 
E4 7 53 4.47 

 

 
 
Fig. 5: 

 
Table 5 shows the history of the shares and the dividend through weighted average tool the variable 

“E3”only paid dividends” has comparatively more weighted average as compared to other variables. So, the 
foreign companies prefer to pay dividend in order to maintain their position. On the other hand, the variable of 
E4, ”Neither paid dividends nor repurchased shares” has very little weighted average reflecting minor effect in 
this regard. 
 
(6). Of Funds That Could Be Used For Dividends, The Most Likely Alternative Use Should Be To: 

F1 Retain as cash 
F2 invest more 
F3 Merger/acquisition 
F4 Repurchase shares 
F5 Repay debt 
F6 Other 

 
Table 6: 

Variables Yes (2) No (1) Weighted Average 
F2 37 23 6.47 
F5 35 25 6.33 
F3 20 40 5.33 
F1 19 41 5.27 
F4 15 45 5.00 
F6 7 53 4.47 
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Table 6 shows that the company retained earnings are used for different purposes and the weighted average 
shows that F2”invest more”. The repay debt is also closer to this variable. The variable of F6”Others” it means 
that company management does not attach more importance to the other opportunities for investment while the 
remaining variables have an average effect. 

 

 
 
Fig. 6: 
 
(7). Consideration to Investors / Shareholders: 

G1  Personal taxes stockholders pay when receiving dividend 
G2 The influence of Institutional shareholders 
G3 Attracting retail investors to purchase our stock 
G4 Attracting institutional investors to purchase our stock 
G5 We pay dividend to demonstrate value despite dividend taxes  
G6 We consider the market condition with respect to macroeconomic changes. 

 
Table 7: 

Variables 
Strongly 

disagree (1) 
Disagree (2) 

Neither agree 
not disagree (3) 

Agree (4) 
Strongly agree 

(5) 
Weighted 
Average 

G3 5 13 5 24 13 13.80 
G2 7 14 4 21 14 13.40 
G4 6 15 6 25 18 12.98 
G5 8 24 6 14 8 11.33 
G6 12 28 10 7 3 9.40 
G1 11 29 13 6 1 9.13 

 

 
 
Fig. 7: 
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Table 7 shows the consideration of the company while formulating dividend policy with respect to investors 
or shareholder. The weighted average of this table shows that variables (G3):”Attracting retail investors to 
purchase our stock” and variable (G2):”The influence of institutional share holder” are more concerned as 
compared to other variables. The companies prefer to attract the retail and institutional investors in order to 
stabilize their market worth. The surprising results shown by the research is the neglect ion of personal taxes by 
the company even in Pakistan, the dividend is under double taxation. The literature always supports that the tax 
rate influence the dividend policy negatively.  
 
(8). Dividend Decisions In Relation To The Investment Decisions: 

H1 The availability of good investment opportunities 
H2 Merger and acquisitions strategy 
H3 Flotation costs to issuing additional equity 
H4 Dividend decisions are after investment plans are determined 
H5 Rather than reducing dividends, the company would raise new funds to undertake investments. 

 
Table 8: 

Variables 
Strongly 

disagree (1) 
Disagree (2) 

Neither agree 
not disagree (3) 

Agree (4) 
Strongly agree 

(5) 
Weighted 
Average 

H5 3 13 0 27 17 14.80 
H1 5 16 7 20 17 13.20 
H2 9 14 11 18 8 12.13 
H4 10 17 4 19 10 12.13 
H3 15 30 7 8 0 8.53 

 
The companies need to select the most suitable option which is the most beneficial in the long run. The 

companies prefer the variable H5 (Rather than reducing dividends, the company would raise new funds to 
undertake investments). The foreign companies have strong financial position and are in a better posit ion to 
acquire loans from the market even at comparatively lower rate as compared to their counterpart. On the other 
hand, the variable H3 (Flotation cost fee issuing additional equity dividend decisions are taken after the 
investment plans) has the lowest weighted average indicating almost no impact on decisions.  

 

 
Fig. 8: 
 
(9). Is Your Dividend Decision Affected By? 

J1 Attracting institutional investors because of monitoring function 
J2 Dividend might indicate shortage of profitable investment. 
J3 There are negative consequences to Dividend reductions 
J4 Dividends make stock less risky (v/s retained earnings)  
J5 Dividend policies of competitors in our industry 
J6 The dividends policy is adopted make the firm look better to competitors 
J7 Dividend used to show that firm could bear cost of external financing or passing up 
J8 Dividend decisions convey information about the company to investors 
J9 We pay dividends to demonstrate strength to raise capital if needed 
J10 we pay dividends to show that the firm is strong enough can pass up profitable investments 
J11 To reduce the cash with a view to transfer resources from managers to owners 
J12 The cost of raising capital is lower than the cost of cutting down the dividends  
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Table 9: 

Variables 
Strongly 

disagree (1) 
Disagree (2) 

Neither agree 
not disagree (3) 

Agree (4) 
Strongly agree 

(5) 
Weighted 
Average 

J5 4 6 3 28 19 15.47 
J3 3 5 0 42 10 15.40 
J8 7 20 7 15 11 12.20 
J12 10 19 11 13 7 11.20 
J1 13 21 8 14 4 10.33 
J4 11 27 9 4 9 10.20 
J9 13 24 7 11 5 10.07 
J11 12 22 14 9 3 9.93 
J10 12 27 10 5 6 9.73 
J6 14 25 10 6 5 9.53 
J7 11 31 8 6 4 9.40 

J2 15 25 11 6 
3 
 

9.13 

 
Table 9 shows the variables which influence the divided policy of these companies. For the purpose of 

explanation, the two variables from the top have been selected on the basis of weighted average. The first two 
variables are J5 and J3. The J5 represent dividend policies of competitors in our industry. This variable has the 
most influential impacts on decision making while announcing the dividend policy. The second closest variable 
is J3, “There are negative consequences to Dividend reductions”. This indicates that dividend plays a signaling 
role in the capital market. The firms are in belief that the dividend reduction might damage the net worth of the 
company.  

On the other side of the mirror, there are two variables which do not impact the decisions of the company. 
These are J7 indicating that dividend used to show that firm could bear cost of external financing or passing up 
and J2, “Dividend might indicate shortage of profitable investment”. The above table indicates the seriousness 
and non seriousness of the mentioned variables. There are many variables which have in-between results on the 
basis of which the decision are made but they are comparatively less influential.  

 

 
Fig. 9: 

 
Result and Conclusion: 

The results show the significant impact of dividend growth and smoothing dividend stream from year to 
year on dividend policy of the companies. The management considers the change and growth in dividend per 
share while formulating dividend policy. This factor is considered in order to attract the investor. The investors 
in the market are more concerned with dividend growth because it is assumed as a major indicator of firm 
performance. 

Secondly the smooth dividend also guarantees a firm growth and consistently in performance. The firms 
also maintain the consistent dividend policy in order to gain the investors’ confidence. The long term investors 
are more concerned with dividend rather than capital gain. The firms are more concerned about long term 
investors rather than short term investors. 

The management in these companies is seriously influenced by these two factors while formulating their 
dividend policy. The other two factors which do not influence the decision making are the extra cash holding 
and a temporary change in the earning. The cash holding is not considered significantly because the firm’s 
management keeps such holding for other contingencies. 
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The study proves that the foreign listed companies do not consider temporary change in earning as well. 
These companies have their long term objective and the temporary fluctuation in income have no impacts on 
decision making while formulating their dividend policy. These two factors are insignificant and the 
management is not concerned with these factors. 
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