International Journal of Sales &
Marketing Management (IJSMM) A International Academy of Science,

ISSN (P): 2319-4898; ISSN (E): 2319-4901 ‘ ¢ ) Engineering and Technology
(\éﬂkg’EI'?sue 5, Aug-Sep 2019; 25-36 IASET Connecting Researchers; Nurturing Innovations

THE EFFECT OF DIVIDEND POLICY ON VALUE OF BANKS IN  NIGERIA

Onyeiwu Charles& Obi Stanley I kenna

Research Scholar, University of Lagos, Nigeria

ABSTRACT

This study investigated the effect dividend pdiay on the value of banks in Nigeria. The invesibgeentailed examining
the books of six publicly quoted banks in Nigeoiad period of ten years covering 2008 to 2017 .aAg) regression was
conducted and the finding revealed that dividenlicgaepresented as dividend per share has a p&s#ind significant

impact on the value of bank represented by markiet per share but earning per share and dividemeldyhave a

significant but negative effect on share priceslitherefore recommended that banks should conslidétend policy as
very crucial to their continuous survival and th&lyould strive to improve on their earnings. Thowgining per share
indicated a negative relationship with market pringhis study yet dividend may be difficult if imapossible to pay where

there is no earning
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INTRODUCTION

Banks are very important agents of economic transdtion of an economy as they play critical roletle saving-
investment process through improving the opponutit save. Banks mobilize scarce funds from thelasrunits and
channel it to the deficit units and catalyze ecoiogrowth by multiplying the mobilized funds thrdugheir credit
creation process. The continuous viability of alb&nvery important because its stock in tradeni@@eonomies means of
payment. Preserving the banking system is tantatrtoysrotecting the payment system. Therefore, gowent, investors
as well as depositor are interested in the sunava continuous prosperity of the bank. The inteoéghe investor or
shareholder is as a result of his capital investrirethe bank. The shareholder of a bank is veryartant because he is
the entrepreneur who risks his capital to estalitighbank and his capital is not only necessarsnéet the regulatory
requirement but is also expected to be adequatbgorb losses from bad loans. The shareholderergftre a major
stakeholder in the bank and should be encouragekeép his investment in the bank through adequeterr on
investment, attractive dividend payment and mogtairtantly the appreciation of his investment thioeghancement of
the value of investment. The objective of a busirgteuld be to maximize shareholders wealth argdighieflected in the
appreciation of the market price of stocks. Soamalder should be interested in the performandbeo§tocks in the bank.
The Nigerian experience with bank failures is géitewn. From the commencement of banking operationnd 1892 up
to 1951 was known as free banking era and was desized by massive failure of indigenous banks #weddominance
of expatriate banks. The establishment of the @elank of Nigeria in 1959 and the promulgationtled CBN Act of
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26 Onyeiwu Charles& Obi Stanley Ikenna

1969 brought sanity to the banking system. Agaiomf 1986 when the Structural Adjustment ProgramRpAvas
introduced in Nigeria to the banking reform of 20@B6en Central Bank of Nigeria introduced major fioial reforms
including recapitalization of the banks, there vdiferent spades of banking sector distress andk Haitures. It is
therefore trite that investors in the banking seate alive to their responsibility and be readytotect their investment,
ensure the stability and growth of such investmiiig. known that consistent improvement in theeprdf bank stock is an
indication of good performance by management andthaestor who notices decline in the value of hack should be

alert and if the trend continues should be readivtest to save his scare resources.

Since inadequate capitalization is considered drtbeofactors that affect bank distress, constaqrovement in market
price of stock would attract more capital to thelband therefore government and shareholders siikeld be interested
in the factors that influence the share price afkisain Nigeria. This study therefore is aimed aamaining the main

determinants of market value of Nigerian banks.

LITERATURE REVIEW
CONCEPTUAL REVIEW

The market value of bank is very important becausepresents the wealth of shareholders and amyttiat increases the
market value as represented by the price per shamry important to investors as it would helprthgrow their wealth.
Incorporate finance, it is agreed that good managemand investment that offers positive net presatte would
positively impact firm value but the debate on dfiect of dividend payment and corporate earnings@mpany value is
still not conclusive. In financial literature, & believed that the effect dividend payment wowdehon share value would
depend on who constitute majority shareholderghdfy are majorly the ‘senior citizens’, then theg dkely to demand
current income and dividend payment would be vewydrtant to them and not paying dividend may fonsestors to sell
shares to raise cash and this may negatively ingfane price and company value. However, if majasftthe investors
are the young and upwardly mobile, then investoosild/ prefer deferment of current dividend and prefapital gain
which would arise from reinvesting the retainech&egs on positive net present value projects. énddse of earnings, it is
rational to believe that improved earnings showdehpositive impact on firm value as more earnimg&e more money
available for both dividend payment and retentionflirther investment on viable projects. Therefahés study aims at
ascertaining the actual impact dividend payment@nrgorate earnings have on company’s value. Assalt; the model
of this study has been formulated in such a wayttlemarket value of bank share represented bieharice of share is
a dependent variable while dividend payment repiteskeby dividend per share and earnings represdytesrnings per

share constitute the independent variable as $padéif the methodology.

THEORETICAL REVIEW

There are two opposing schools of thoughts on dividtheories: those who propose that dividendlevaat and those

who argue that dividend is not relevant. Such tiesdnclude Walter's model, Gordon’s model and M &hbdel.

WALTER’S MODEL

Walter (1956) proposition is that the dividend &wimportant in the determination of the markdtieaof stock and this
notion is reflected in his valuation model whererhade the price of share to be a function of dnitipayment and the

capital gain.
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Walter (1956) is one of the proponents of divideekkvancy theory. He explained that firms have ¢ijele of
boom and boost and the decision to pay dividencenidp on the firm's growth stage. He delineated difimto three
namely; growth firms, normal firms and decliningris and each of these firms would choose diffed@rilend policies
as their choice of dividend policy would affect tredue of the firm. Take for instance growth compaerferring to a firm
whose internal rate of return exceeds the costpital, it would choose to defer dividend paymenttat would put the
firm in a position to acquire more investments withsitive net present value which would enhancev#tige of shares. On
the other if the firm is a declining firm meaningm whose internal rate of return is less than dbst of capital more

dividends would be advisable as shareholders mary &gosition to use their cash more profitabgrtithe firm.

P = DIV+(r/k)(EPS-DIV)............... Q)

K

Where, P = market price of share

DIV = Dividend per share

EPS = earnings per share

R = internal rate of return

K = firm’s cost of capital
GORDON’'S MODEL

Gordon (1959) position is that dividend paymentng of the important variables affecting the vadfi¢he firm. For him
the market value of a share is the sum of the diseal indefinite dividend streams. However, he meglevestment
assumption of the retained earnings which wouldiltaa growth (g) of both income and dividend. Thesulted to a

model (2) of share price determination.
Po= EPS (1-by)... (2)
K-br
Where, B= Present Market Price
EPS= earnings per share in year 1
B = Retained earnings or retention ratio
K = Cost of Capital for the Firm assumed to beegjlity financed.
R = Firm’s internal rate of return
MODIGLIANI AND MILLER THEORY

Modigliani and Miller (1961), on the contrary arktbe view that with the assumption of perfect nedrklividend policy is
irrelevant to the current market price of sharevidi@nd payment is like moving around one’s asset #hat does not
diminish the value of the asset. They explain thating a firm’'s share confers ownership of compargssets to the
shareholder. Not paying dividend does not makestiaeholder poorer because he could easily sellopdnis shares in

the capital market to acquire another form of ags#te form of cash. If the company pays dividéydselling new shares
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in the market, he losses a portion of his assetserrompany to the new investors but he has elgumvasset in his pocket
in form of cash. In either way he is not disadvgethand the firm value would not change. Again Mbdni and Miller
demonstrated through a mathematical model thaigtindlue model (3) below reflects that current p(eg is a function of
dividend (O) one year hence and future price)(R could be transformed into model (5) where ¢herent price was in no

way influenced by dividend.

o = T (3)
1+K

V=nPy-n(D1 + P1)............ (4)
(1 +K)

V=nPy=(n+m)R- 1, + Xy ... . ©)

(1+K)

Where, B = Current price share
V = Value of the firm
K = Capitalization rate for firm in that risk ckas
D, = Dividend per share in period 1
P, = Market price per share at period 1
N = Number of shares outstanding
| = Amount of investment
X = Net profit
EMPIRICAL REVIEW

This study has examined various studies acrossemnsato determine the effect of dividend policy bae value of the firms
and there is preponderant evident that dividendcpdias positive impact on stock price. Such stdieclude that
conducted by Noor etal (2017) in Pakistan covedrgeriod between 2006 and 2015 and others are Adalnconducted
in Sweden between 2007 and 2017, Akran (2017) adaduat Istanbul between 2007 and 2015, Geetha(204l7)
conducted in India between 2004 and 2013, Sorii&R0n Romania between 2001 and 2011 and Ozuomb&r)2
conducted in Nigeria between 1995 and 2015.

However, there are few researchers who found tivédeshd policy has negative impact on firm valuelsas
Brahmaiah etal (2017) conducted in India and Kehiethl (2017) conducted in Nigeria.

Some other studies maintain that dividend polidipfe unstable pattern and so it would be difficitdetermine
the impact of dividend policy on firm value. Su¢hdy include that of Waseem etal (2011) conduateimman banking
sector and that of Abdulkadir (2014) in Kenya foe period between 2002 and 2010.

However most of these studies have followed thg loeld believe in finance that pay-out ratio artémgon ratio

represent dividend policy and could be used toiptdide impact of dividend policy on share pricesbfires. But this study
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prefers to use dividend payment represented byeind per share as what affects the demand forsthickctly and more
potent in affecting stock price. This is becauseédeind policy is company policy implemented by mgemaent and has no
direct interaction with the market where prices @egermined but the decision of the shareholder iwltssatisfied with

dividend received impacts the market directly.
METHODOLOGY

The study considered Six (6) banks for the periotiloyears from 2008 to 2017; this is becausetiiésannual report and

daily official list that are readily available fpresent assessment.

The method of data collection employed is basiclaiyn secondary source which was collected fromudwents
in which the data have been processed, that is fimancial statements and daily official list betselected companies for
the relevant years under review. In line with thetimdological sequencing comprising of researcigdepopulation and
sample size, data collection, model specificati@rjables description and estimation techniques slieigment focuses on
the empirical analysis and discussion of the madghblished earlier. The estimation process inwbe descriptive
statistics, the correlation coefficient for testofilticollinearity, panel data regression involvingusman decision test and
a robust test for endogeneity with the use of paiyelamic estimation of generalized moments (GMM}hod. These
technigues were employed in evaluating the impédivadends policy on firms’ value in Nigeria. Ecometric analytical
process has been utilized to evaluate the reldtiprisetween firms’ value as the endogenous variahtkthe exogenous

variables of dividend policy comprising of dividepdr share, earnings per share and dividend yield.
MODEL SPECIFICATION

The model adopted in this study is based on cdivelaoefficient for test of multicollinearity, pahdata regression
involving fixed effect, random effect, hausman demi test and a robust test for endogeneity with ike of panel
dynamic estimation of generalized moments (GMM)hudtin order to establish the relationships amdwegviariables of

dividend policy and firm's value in Nigeria.

The proxy for firm’s value which is the dependeatiable in this study is the market price per sHaeS),
while dividend per share (DPS), earnings per sflBRS) and dividend yield (DY) are the independeartables. Market
price per share was selected as study dependeableabased on the premise that it is a strongrahétant of the market

value of a firm’s share.

The various independent variables used in the maldeldetermine and dictate how the shareholdeepess the

value of the share.

The study adapted the model in the research caoigdy Kehinde, Uwalomwa, Olubukola, Osariemen and
Sylvester (2017).

Thus, the model is captured in a schematic forfiolésvs:

Y 2 B(X0, X2, X8, XY oeeeeeeeeeeeeeeeeeee e e 1
MPS = f(DPS, EPS, DY) .ottt e 2
Yi = Bot BIDPS + BoEPS + BaDYit + 6t v 3
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Where
MPS = Market Price Per Share
DPS = Dividend Per Share
EPS = Earnings Per Share
DY = Dividend Yield
B1, B2, p3= Parameters to be estimated
é = Stochastic Error Term
ANALYSIS AND DISCUSSIONSOF RESULT

This section will further provide the empirical oatme necessary in realizing the objectives stadelice in the course of
this study. Both descriptive and econometric analygas conducted accordingly. The descriptive deatl statistical
properties of the variables while the econometrialgsis focuses on the validation of the hypothesisg inferential

statistical measures.

DESCRIPTIVE ANALYSIS

Table 1: Summary Statistics

DPS EPS DY
Mean 0.590667 0.850333 0.062667
Median 0.475000 1.255000 0.060000
Maximum 2.700000 8.740000 0.170000
Minimum 0.000000 -21.18000 0.000000
Std. Dev. 0.585207 3.835294 0.046755
Skewness 1.299708 -3.832672 0.073763
Kurtosis 4.687061 21.92083 2.009157
Jarque-Bera 24.00786 1041.888 2.508835
Probability 0.000006 0.000000 0.285242
Sum 35.44000 51.02000 3.760000
Sum Sq. Dev. 20.20557 867.8592 0.128973
Observations 60 60 60

Source: Author’'s computation with E-views version 10, 2019

The summary statistics for the study in (table thpwes the average score of dividend per share (DPS),
earnings per share (EPS), and dividend yield (D¥P&91, 0.850 and 0.062 with earnings per shané#ng the
highest average growth. This further affirmed bgithmedian and maximum scores of 0.475, 1.26, 0&&D 2.70,
8.740 and 0.170 for the DPS, EPS and DY respegtividie standard deviation of 0.585, 3.835 and O.odifcates
the highest variability is associated with earnpey share. The skewness values 1.300, -3.833 &7d dndicate that
the variables with the exception of earnings pesrshwere negatively skewed with relatively low amelgative
values. The kurtosis values of 4.687, 21.921 af@2 were individually associated with DPS, EPD &nd Thus,
all the variables except dividend vyield revealedtésis value above 3.0 which indicates mostly hdgviations
among the data set. This was also supported byldhgue-Bera normal distribution values 24.008, 1883 and
2.507 with their respective probabilities as degicin table 1.
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Table 2: Correlation Coefficient

Variables DPS EPS DY
DPS 1.000000 0.162052 0.602670
EPS 0.162052 1.000000 -0.088637
DY 0.602670 -0.088637 1.000000

Source: Author’'s computation with E-views version 10, 2019

The result of the correlation matrix in table 2 @abshows the highest correlation coefficient of03.etween
dividend per share and dividends yield againstltbech mark of 0.8 which is assumed to be a highklle¥ inter-
correlation among the independent variables. Aatation coefficient of 0.162 was found between 8 EPS while an
inverse coefficient -0.087 is observable between &Y EPS. Hence, it can be concluded there existigmificant

evidence of multicolinearity among the model exagenvariables.
ECONOMETRIC ANALYSIS

This section deals with empirical aspect of theadatalysis and discussion of the panel regresssultremanating from

the estimated study model as specified in the ptevsection.
Fixed Effect Estimates

Table 3: Dependent Variable: MPS

Variable Coefficient | Std. Error t-Statistic Prob.
C 7.970136 0.454047 17.55356 0.0000
DPS 10.54997 1.022416 10.31866 0.0000
EPS -0.133745 0.065198 -2.051378 0.0454
DY -74.21682 8.286078 -8.956810 0.000D

Weighted Statistics

R-squared 0.855229
Adjusted R-squared 0.832520
F-statistic 37.66015 Durbin-Watson stat 1.969316
Prob (F-statistic) 0.000000 |

Source: Author’'s computation with E-views version 10, 2019

The fixed effect result in table 3 revealed R-sqdaof 0.8552 which implies that 85.52 percent & thtal
variations in bank’s market price per was accouetaly the changes in the independent variables atiiested R-squared
result (0.8325) which is sensitive to marginal ables of the model shows that 83.25 percent otctiages in market
price per share were due to the fluctuations initldependent variables of the model. The F-stati@v.66; P-value <

0.01) signifies the model global significance giekcent level while the evidence from the Durbint¥da statistic (1.96)

revealed the absence of serial correlation in thdehestimates.

Hausman Test

Table 4: Correlated Random Effects-Hausman Test

Test Summary Chi-Sq. Statistic| Chi-Sq. d.f. Prob.
Cross-section random 5.412350 3 0.1440
Cross-Section Random Effects Test Comparisons

Variable Fixed Random Var(Diff.) Prob.
DPS 9.957944 11.646362 0.78088[ 0.0560
EPS -0.128387 -0.101857 0.001180 0.4399
DY -68.678624 -77.506262 25.596063 0.081(

Source: Author’'s computation with E-views version 10, 2019
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Since this study involved a panel data analysisfitted and random effect regression was carriedfouthe
model estimation. The fixed effect regression eaté®s are consistent and assumes there exist dicgighicorrelation
between the parameter estimates and the idiosymaabr terms of the model while the random effestimates are
efficient assuming non-systematic and significambrein model estimate. In order to determine betwéhe fixed and
random effect results the hausman test is condunt@@dble 4. The hausman null hypothesis assurmeeslisence of any
significance serial correlation between the mod&tingates and the idiosyncratic error terms whike afternative
hypothesis assumes a significant systemic coroelatience a significant hausman test indicatepteference of a fixed
effect regression estimates, otherwise an effigi@miom effect regression estimated is preferred.

Given the result of the hausman test in this stwttjch appears to be insignificant, hence the randdiect
regression result is also interpreted and prefdoethis study.

Random Effect Estimates

Table 5: Dependent Variable: MPS

Variable Coefficient | Std. Error t-Statistic Prob.
C 7.501554 0.515450 14.55342 0.0000
DPS 11.64636 0.875392 13.30416 0.0000
EPS -0.101857, 0.063130 -1.613459 0.1123
DY -77.50626 8.778486 -8.829115 0.0000
Weighted Statistics

R-squared 0.828982

Adjusted R-squared 0.819820

F-statistic 90.48334 Durbin-Watson stat 1.749758
Prob(F-statistic) 0.000000

Source: Author’'s computation with E-views version 10, 2019

The analysis of the random effect outcome in T&hIR-squared of 0.8290 suggests that 82.9 peréehe dotal
variations in market share are traceable to thegdan the included explanatory variables in thelehoThe result of the
adjusted R-squared (0.8198) shows that 81.98 peof¢he variations in the phenomenon under ingasitbn were jointly
explained by DPS, EPS and DY. The F-statistics4@0p-value < 0.01) shows the model overall statissignificance at
1 percent level. The non-existence serial cor@tatias further established with Durbin Watson stiatiat 1.75.

GENERALIZED MOMENTS RESULTS

Generalized Moments Coefficients

Table 6: Dependent Variable: MPS

Source: Author’'s computation with E-views version 10, 2019

Impact Factor (JCC): 5.5242

Variable Coefficient | Std. Error | T-Statistic Prob.
C 7.589943 0.953226 7.962375 0.000(Q
DPS 13.77822 5.283320 2.607872 0.0136
EPS -0.260995 0.12584( -2.074023 0.0460
DY -100.4629 43.99609| -2.283451 0.0290

Weighted Statistics

R-squared 0.785532 Mean dependent var 14.38%80
Adjusted R-squared 0.733539 S.D. dependent var 1440
S.E. of regression 3.217034 Sum squared resid 241.5
Durbin-Watson stat 2.088967 J-statistic 2.654852
Instrument rank 10 Prob(J-statistic) 0.103234
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The result established the nature of the statistidations between market per share (MPS) as épentent
variable and dividends per share (DPS), earninglpare (EPS) and Dividends yield (DY) as the indepeat variables.

The study also proceeded to employ the generalzechent’s (GMM) estimation to account for the isafe
endogeneity and enhance the robustness of the restiglates. The result of the GMM estimate is asgmted in table 6,
above the empirical evidence from the generalizednents’ estimate revealed a significant relatiomdfetween DPD,
EPS, DY and MPS. The R-squared (0.8755) indicdiats87.55 percent of the market price per shateebanks stocks
were jointly explained by the changes in the exglary variables while the adjusted R-squared pes/evidence of 73.35
percent in that respect. The Durbin Watson re@u@i§) suggests absence of serial correlation whéel-statistic (2.655;

p-value = 0.103) justifies the model global sigrafice as well as the adequacy of the instrumeatalhles.

Evidently from the fixed effect result dividend psrare shows a significant and positive impact amkb market
per share at 1 percent significant level. One imgitease in the banks dividend per share increthgeshare value of the
banks by 10.55 units. This shows that increaseairk® dividend per share will result in a correspogdncrease in the

market value of the shares. Hence, dividend peestauld be regarded as a significant determinBbaoks share value.

However, earnings per share and dividend yieldcetgi a retarded effect on market price per shatheobanks. The
detailed analysis of the result shows that deghigebanks earning per share and dividend yieldetisea decline in the
market value of share by 0.133 and 74.22 units.

The outcome of the regression coefficient of dividi@er share in random effect regression reveakgraficant
positive relationship with market per share. Furthealysis of the result shows that a unit risalividend per share
significantly increased market price per sharehefthanks by 11.65 naira. This further aligns wité earlier result from
the fixed effect estimates. Detailed analysis &f #arning per share and dividend yield suggesis\atse relationship
with the market value of the bank’s shares. It ddug observed that the performance of earningsipene and dividend
yield revealed a significant decline in market pryger share by 0.10 and 77.51. This result furtieafirmed the earlier

result as presented in the fixed effect estimates.

As evidenced from the generalized moments resdt,esstimated coefficient of dividends per sharécatds a
significant direct relationship with stocks marketlues at percent significance level. Specificallyunit increase in
dividend per share improved the market price by Z3aira. This implies that the more investor reegidividends from
their investment in banks stocks the more theynapéivated to invest in such business which invdyiabcreases the

market price of the banks stock.

Conversely, it is obvious that earnings per shadendt support the market value of the banks stitckuggests
no significant contribution to market price per haut rather inhibits it performance by 26 kobo gleare. In the same
vein dividend yield appears to have resulted t@egrage of 100 naira loss in market price amongsémepled banks in
this study. This result further supports the fimgdlny Kehinde et al (2017) which shows that dividgrald and retention
ratio exert a significant inverse effect on marggte per share of Nigerian banks. It is observabéa dividends yield

policy of the banks had a more adverse effect orfk@aalue of stocks compared to earnings per share
CONCLUSIONS AND RECOMMENDATIONS

Dividends per share had a significant positive iotgan the market price of the common stock whilmiegs per share

and dividend yield revealed a significant negatiationship with the market price of the commaorckt The outcome of
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this study further confirms the assertion in earsiidies (Ozuma and Ezeabasi, 2017; Simon-OkeOdogunwa (2016)
that have proven that dividend policy have a sigaift effect on the performance of Nigerian firriidis shows that

dividend policy is a significant determinant of timarket value of public limited companies in Nigeri

On the contrary, the evidence from this study iwvaiance with the study by Egbeonu and Edori (2046
quoted firms in the Nigerian stock exchange whiffliraed that dividend per share exhibits a negatiationship with
share price in the stock market. Conversely, Kehiatial (2017) who conducted investigation on diwid policy and
share price of banks in Nigeria discovered thahiegs per share were significantly and positivadjated with market
price per share. The differences in these studigsomes could be explained by the differences iopscand

methodological approach to the investigation ofghenomenon under study.

Based on the findings from the study, it's thusgasied that banks should consider dividend payrasrndrucial to its
continuous survival and they have to strive to iower their earnings. Though earning per share itelica negative
relationship with market price in this study yetidend may be difficult to be paid if not impos&hkhere there are no

earnings.
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