
y 
AR 

T 0 0 
OTED CO 

By 

F RIDA BD 

A , A AGE E, T RESE RCH PROJECT SUB HTTED IN P RTIAL FULFILME T OF 
THE REQUIRE BNTS FOR THE DEGREE OF MASTER OF BUSI ESS ND 
AD I ISTRATIO , F CULTY OF CO MERCE, U IVERSITY OF AIROBI. 

July 1993 



ABLE OF CO TE TS 

age 

Declare ion i 

Ackno ledge en s ii 

Abstract iii 

1.0 CHAPTER 0 £; I 'TROD CTIO' 1 

1.1 BACKGRO D 1 

1.2 s a e ent of be proble 

1.3 Objectives of be s udy 

1.4 Importance of he study 5 

2.0 CHAPTER TWO: Li era ure review 6 

3.0 CHAPTER THREE: Research Design 21 

3.1 h Population 21 

3.2 Data collection procedure 21 

3.3 Da a Anal •sis ')') _ .... 
3.3.1 odel fi ness 23 

3.3.2 Evaluation of ap ness of the model 24 

4.0 CHAPTER FOR: Data analysis and findings 26 

4.1 Discussion of regression results 

4.2 Analysis of residuals 32 

4.3 Discussion of corrected results 36 

.0 CHAPTER FIVE: Conclusions, limita ions and 

recommendation for further research 38 

5.1 Conclusions 38 

5.2 Limitations of the s udy 39 

5.3 Recommendations for further research 41 

List of Appendices 42 

Bibliography 



(j) 
DECLARATIO ' 

This proj c ism origin·l work and ba. not ben submi t d for a 

degree in any o her unjversi 

Sign d 
t-&_14L 

-----~-~--------------
FARIDA ABDT I. 

Da 
,., y~ N O'J \ ~"tt-

----~-----------------

This proj ct has been submitted for examination with my approval 

as b uni rsi y su ervisor. 

Signed 
lr. f.M IAITRUIIA 

Lee urer Departm n of Ac oun ing. 

Oat _tt~ ~~-- l[\-



( 1i) 

ACKNOWLK DGEM NT 

I would like to x nd my sincere grati ude to all indi idual 

who directly or indi ectly contributed to the eventual compl tion 

of his project. 

Prominent a oog th m is my sup rvi ·or M.M'Mait.hulia whos 

guidance , keen int r· s and tire! ss effort was crucial to he 

compl ion of this proj c . I would 1 ik o hank Mr. Mwarania 

who helped me to concep ualize an idea into a project. 

J also feel highly indebt d to my paren s especially my fa h r 

whose financial and moral support contribu ed largely to th 

volu ion and comple ion of his projec . 



(" i i ) 

ABSTRACT 

Divid nds ar 

s riously 

r por an cuns i dera on for any i ndh iduul 

l g investing iu a com any. An in esto1· 

i nves s in a co vau n he hop of c iving some form of 

financial gain, whic would be in th fo m of dividends. ll is 

this factor hlch makes dividends ry impot·tant nod hus t h 

ultimate objec ive of any dividend policy pursued by the firm 

should be he maximization of its sharehold r 

This study inv s igates the variables th 

wi h the aim of identify"ng thos which d 

we all h. 

d termine divider d.· 

ermine dividends 

among companies quo ed on the airobi S ock Exchange. 

A sample of ihir y six companies is us d to bring out the 

relationship between dividends and certain variables namely: 

profits, liquidi y, inves ments working capital and cashflows. 

A regress ion of d i idends agaios t the five va r iab 1 es indicate 

tha liquidi y and working capital are v ry impor ant ariables 

in the determina ion of dividends among 

companies . 

ublic]y quoted 

Cer ain companies rev al d he presenc of multicollinearity 

which was corrected by dropping collinear variabl s but the 

presence of liquidi y and working capital was s ill s roog . It is 

sad to note however that some companies do not take into account 

any of these five very important factors in 

dividends . 

he de ermination of 



1. 0 Ch pt r on I TRODUCTIO 

1.1 BACKGROUND 

The er di\ id nd wh n used its lf is generall 

und rs ood o ean a distri u ion of c sh y a company o i s 

s ockholders . Dividends can be i ewed as b nefi s derived fro 

inve ing in a par icul ar co pany. They are usually 

di ribu ed in many o her forms. For example:-

1. Prop rty dividends- Th s are payable in assets or prop rty 

oth r than cash. They are usually paid as ecurities of o her 

co panies. 

2 . Scrip dividends- T h s are paid in no of a par ic ular 

corporation. The notes bear interest and when a definite due dat 

is sta ed are also n go iable . 

3. Bond dividends- Thes are similar to scrip dividends except 

that the obligation a sumes a longer maturjty date. 

4. Stock dividends- In relative importance stock d'v'• ~nds rank 

nex to cash dividends. 

Dividends are usually stated as a speci1ic amount per 

ca ital as for example a dividend of Ksh. 1 per share. 

Miller (1981) argu d that o speak of a firms 

shar of 

dividend 

policy i s an incomplete s ntence,i 's lik he old bit about the 

sound of one hand c l epping, or a one s i d d coi n. If a f irm pays 

ou a dividend which is a use of funds, something else in the 

~ources and uses statement also has to change. He argued ha if 

one held constant the firms capi al budget- its investment 

~rending - then paying out more dividends jus means one will have 

to raise more funds from bank loans or outside flotations of 

bonds and stocks. Given Miller's argument then a firm's choice of 

1 



dividend po lCY g n s inves m n 

cho~ce of financing stra egy. The 1ssu 

whe her h fir- chooses o fi nanc t 

po)icy i~ hus reall a 

addr ssed h e is r all 

row h b relying mo r · 

heavily on 

those funds 

ex ernal ources of funds(and 

in higher dividends) or by 

aying back some of 

c:-u ing back tho 

dividends and rely1n mor heavily on in ernal funds. 

A firm s d cisi ons about. di id nds a1 e of en mixed up wi h 

other financing and inv stment decisions. Some fi ms pay low 

dividends ecause management is op i is ic about the firms fu ur 

and wishes o r ain ea nings for expans1on. In this case he 

dividend is a by-product of he firms cap i al budge in · decision. 

Ano her firm might f1nance capital exp ndi ures largely by 

borrowing, his rel ases cash for divid nds. Jn this case h 

fjrm' s dividend is a by roduct of the borrowing d cision. The! 

followi ng defini ion by Br aley and Myers (1988) seeks to isolate 

divide nd policy from other problems of financial managemen l: t h y 

define dividend policy a the trade-off b w n retain d 

earnings on lh one hand aod paying ou cash and issuing new 

shares on he o h II 

Miller and Modi iliani (1961) also cau jon .lud nts of 

finance not o confuse dividend policy with inv stment policy or 

wi h any other aspects of he firm that can obviously affect 

market value independently of dividend pol1cy. To avoid this kind 

of confusion, MM chose o narrowly define divid nd policy choice 

wi hin a given firm as the choice from among alternati e 

( stochastic) cash payout sequences bat are cons is ent with a 

iven ( stochastic ) sequence of net casb flows for the firm. Since 

1e cash flows are affected by such things as investment policy 

2 



and axe., th ' s en rall • i plies ha 'al rna iv " d i vidend 

polici es i n th sense are such ha h equ nee of changes in 

on al rnat i to anoth r c ash payou s invo l ved in swi ching fro 

are a l way financ d by a identical 

dollar amoun of quity financing. 

se u nee of changes in th 

A firm can also use its earnings to pay dividends to ils 

stockhold . rs, or it can use the funds for o h pu~poses, such as 

retirem n 

deci de on 

of d bt or financing new investm .nts. Management must 

he amount or propor ion of arnings o pay out as 

d i v i dends and the a ount to retain for the in rnal operations of 

the fir . The lon run dividend policy of the firm can affect ils 

finan ci ng progra and capital budget and is therefore an 

importan cons ' d ra ion for a financial manag r. Th importance of 

dividend policy has been aptly described by W ston and Brigham 

( 1981 ) .......... dividend policy determines the x nt of internal 

financ i ng by the firm. The finance manag r decid s whether to 

release corpora arning from the control of the enterprise or 

not. Because divid ~ nd policy may affect such areas as the finance 

struc ture, h flow of 1 i quid funds, corporate 1 iqui d · y, s ock 

p ri ces and inv s or satisfaction, it is clearly an important 

a spec of finan ci al managem nt." 

Dividend polic which 1s the decision to pay ou earnings as 

d i idends or o retain and inves them in he flrm has three key 

elemeuts: -

1. The frac ion of earnings to be paid out on average over ime 

or the targ payout policy decision. 

2. The firm has to decide whether it wants to maintain a constan 

dividend growth or to vary its dividend payments from year to 

3 



yard p_nding on its in ernal n ds tor h 

flows. 

3. The amoun 

Se era 1 

o pay as curr nl d " id nd~. 

tudi s have focused on th se 

funds on i s cueh 

hre. le en s, for 

example, John Lin ner (] 956 ) , wh r he ob r d tha ' ...... wit 

be excep ion of wo companies wh1ch sought a rela ively fix d 

percen age payout onsideration of wha 

at any given time turned firsl and fo 

divid nds should b pa)d 

e mos in every cas , on 

the question of just bow large lh chan in dividends paymen s 

should b only af er managemen had sa isfi d i self that a 

change in the existing dividend continu d lo b a central bench 

mark for the roblem in managements' eyes." 

1.2 Statement of the problem 

Most of h studies on dividends hav centered around the 

firm. This study se ks lo examin divid nd ehav:iour of firms 

quoted on the airob i Stock Exchange in gen ral. The s udy wi 11 

also examine the rela )onsbip b twe n dividends and other 

par am ers,namely, 

investmen , casbflows, 

prof1is, liquidi y, working capital, 

and current net incom·. A bri f definition 

of the above t rms is given below: -

1. Corporate liquidity- Liquidity wil] b defined in terms 

of he amoun of short-t rm deposits, cash and bank borrowings. 

2. Working capi ial- This is the excess of current assets 

over current liabilities. The relative a oun of working capital 

is an indication of short-term financial strength. 
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3. In e • nt - lnv ~ ment ill defined in r s of 

w plant and quipru nt expendi ures]. capital ex endi u 

4. Cash flo Profi s minus lax s but includ:in 

dep eciatton allowances. 

5. Curren 

depreciation. 

net inco e - Gros ( rofi s minus .ax 

1.3 Objec ives of th s udy 

and 

The objec iv of this study is o iden ify those fac ors 

which are mos imporlan in the det rmination of di idend among 

kenyan firms. 

1.4 laportance of he s udy 

l. Researchers- R searchers who wish o study the ar· a of 

dividends further will b made awar of h relationship be we n 

dividends and he oth~r parameters for example cash-flows and 

profits . 

2. In estors - lnv s ors would b mad aware of wha ac uall 

determines dividends - If they favor high dividends hey may jsb 

to analyze the more important factors fur h r and choos thos 

favorable factors id ntified. 

3. The publlc - Th general pub 1 i may wish o r ad h 

s udy to further thelr knowledge in th ar a of dividends. 

5 



2.0 Cb p r two - Li ratur r vi w 

One of he earli s udi s to be don . Ln lh ar a of 

d1. idends is a s udy Y Jc,hn I.i ntn r ( 195 ) . Af er a car ful 

review of both aced ic and non-academic litera ure o corpora 

fin an c 1. a 1 p o 1 i c i s , J. i ner ade a 1 ist of fift en read1 ly 

observable fac ors and cha acteristics 

or mi gb b expect d to hav - an importan 

payments and pol icy. H se 1 ected twenty 

co mp nies for de ail d investigation. 

hat a p p are d t o r· e f J c 

bearing on di idend 

eight well establish d 

H found som common 

features in the dividend policies of the twen y e1gbt compani s 

sel c ed . Wi h th possibl~ exception of wo c mpanies which 

sought a re la t i vel y fixed percentage payou , consideration of 

wba di idends should b paid at any given im urned first and 

foremost, in every cas , on the question of wh ther the existing 

rate of payment should b changed. H s udied companies for a 

per i od of s ven years that is 1947-1953. Tb re would be serious 

considera ion of the second ques ion of jus how larg he chang 

in dividend paymen s should be only after management had 

sa isf:i d its lf tha a change in the existing ral 

posi ively d sirable. 

would be 

Th depend en varia 1 in the dec:ision making proc ss 

according to Lintner's study is the change in the existing rat , 

no the amoun of the newly es ablished ra e as such. The belief 

on the part of many manag ments that most s ockholders prefer a 

reasonably stable rate and hat the marke pu s a premium on 

stabili y or gradual grow h rate were strong enough that most 

managements sought to avoid making changes in heir dividends 

rates that might have to be reversed within a year or so. Thus 
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an reason which would ad manag m nt o decide .o chan e an 

exis ing rat would b~ an im or an consider s 1orl t h 

d erminat ion of h amount of chang . Som fac or which m 

this co nsiderat1on are curren ne arnings, liquidity posi ion, 

grow h prospec s of a particular 'nd ustry,d b 0 b 

discharged,avera ge cyclical mov nts of inv stt ent 

oppor uniti s, wor ing capi ~1 r quir men s and sp d 0 f 

adjustments of om i iv companies. The mos importan of th se 

factors was earnings. I was such an impot· ant factor hat in 

cases where managem nt lacking a signal from earnings had simpl 

not sough ou or rough out other p r in n da a wh1ch might 

hav favored a divid nd change. Lin n developed a model which 

included onl two of h observed factors, ha is, past divid nd~ 

and current earnings. Th model is ou lin_d below:-

Dt = net dividends in year t. 

Pt = ne profits. 

ot = unexplain d random error. 

a, bl, b 2 ........ cons ants. 

The simplest rationul for the a ov model s that di jdend. 

dep nd di ectly on curr nt net income but are also constrained 

y pas dividends b caus of reluc anc 0 cu di idends or 0 

raise them to hjgher 1 vels which may not be maintained. 

Lintner's model could exp}ajn twenty six ou of he twenty igh 

companies studied. 

Although Lintn r's findings have be n supported by 

subsequent empirical work by Fama and Babiak (1968), Peti 

(1 972 ) , and Watts (1973), he has also received a lot of criticism. 
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OS of th cr c have s ress d h aggrega i ve charac r of 

the odel and i s failure to ex lain h a t ' g e t p a y o u atio 

i self. In his discussion of the model, Tarshis (1956) also 

c ommented that the" abili y of this r lativel}' si ple 

formulation o "ex lain" dividends o r a very long ime span 

during which ev ryt ing else in the conom} changed was a ground 

for suspicion of th resul s ra her han satisfaction.' 

Another study which has examined aggregate divid nd 

ebaviour is a sludy by Brittain (1966) . The focus of this stud 

was on two features of the tax structur - depreciation allowances 

and individual incom tax ra es and heir impact on dh•idends. 

Brittain introduced the two tax variables as well as other 

explanatory variables such as working capital and investments 

Be suggested the hypothesis that cash flows (net earnings 

including depreciation ) may influence dividends more strongly 

than either tax returns profits or company estimates based on 

unchanging deprec i a tl on formulas . 

flows 1s that firms may think 

The rationale for using cash 

of d preciation as a purely 

accounting charge no af1ecliog their abil1ty o pay, thus cash 

flows then becomes a sou ce of funds to be allocated between 

dividends and reten ions wi bout taking account of depreciatjon. 

The rationale for in 1 uding individual tax rates to payou L 

ratios is that the 1 atter variable wi 11 t nd to vary invers ly 

witb differeot1al betw en ax ra es on ordinary income and 

capi al gains. The b hav ioural rationale underlying this 

hypothesis is tha be payout ratio adopted by a board of directors 

is subject to either of the following two i nfluences. One is that 

personal tax-saving possib ilities of high income earners may be 

8 



recognised and d· tl pursu d by th boards and s condl h 

preference of high inco e (capi 1 gains preferring ) 

sbarehold rs as xpres d in be capi al arket by heir rela i 

demand fo securiti s wi h differeo payout ra ios may move board 

of directors o 1 payou lag when 

found tha he combinad influence of 

ax rat. s r1s rit ain 

cia ion allowances and 

ax rates increased t.h predictive a ili y of Li ntner's mode l 

from 0.712 to 0.819. 

Brit ain then incl ud ed investmen variables such as new 

plant and equipment expenditures iu th model bu obtained 

negative results. Th e ffects of corporate liquidi y and working 

capital were also considered, the latter variable appears to have 

a positive ( bu sta isticall' marginal ) influence on dividends. 

One o her factor which appears to be correlated with dividends is 

the change i n sales specially the two year change suggested by 

Darling (1957) . Ris argument was that this variable would give an 

indication of anticipat d working capital needs. The sales change 

has a oega ive influenc on dividends. 

Studies by Fama and Babiak (1968) have applied Lintner's 

model to data for indiv1.dual firms. The two researchers used a 

sample of 412 flrms fo,~ he period 1947 - 1964 . They adjusted 

Lintner's model to read as follows:-

0i t = 8 1+ Bli0 i' t -l +B 21Eit+ B3iAit+Uit 

Di t = dividends per share paid by firm i during year t. 

Eit = profits per shar 

Ait = depreciation per shar 

uit = random disturbanc erm. 

They divided the sample into two and used half the firms to 

9 



es heir model and th other o validat it. Th~ fc und 

lagged dividends aud curr nt profi s to b i portant variable in 

expl aining dividend chao es. Thus heir findings ar in to al 

uppor of Lintner's findings. On th o her band, they found 

adding depreciation to the net profit variabl does not increas 

he predictive ability of the model, contrary to Britain's 

findings. 

Several studi s hav looked at the r la ionsbip be ween 

dividends and other parame ers for example, external financing, 

inves tmen , retained income, value of the firm etc. For exampl , 

lhe effect of a firm's dividend policy on the current pric of 

its shares is a mat r of considerable importance, no only to 

be corporate officials who must seek the policy but to investors 

planning portfolios and th economists seeking to understand and 

appraise the functioning of the capi al markets. Miller and 

Modigiliaoi (1961) a tempted to explain wh lher companies with 

generous distribution policies consistently sell out at a pr mium 

over those with niggardly payouts and if th reverse is rue 

und r what conditions. Assuming an ideal economy characterized by 

perfect capital markets, rational behaviour and perf cl 

certainity , they found the current value of the firm to be 

independen of current dividend dec is ion. MM also es abl ished 

that in a perfect capi al market optimal investmen decisions by 

a fir are independen of bow such decisions are financed. In 

this case then, there should be no correlation between dividends 

and investment decisions. They defined perfec markets as a 

situation where no buyer or seller of securities is large enough 

for his transactions to have an appreciable impact on tbe then 

10 



ruling pric 

Drhy es and Ku 1. (1967 ) propos a world in which becaus of 

capital arkets imperf c ion, in ernal funds are a cheap sourc 

of financing of h fir ban new securi y issues and hat 

d i vidends and inve t ents are competing us s for limited ~nt rnal 

funds . Moreover they hypothesize that firms not only allow 

investmen decisions t.o affect dividend decisions but that th 

desire to pay r asonable dividends causes investmen decisions to 

be affected by dividend decisions. Thus according o Drhymes and 

Kutz, there should be a high correla io b ween dividends and 

investments. 

Drhymes and Kutz ( 1967 ) used a sampl of 181 firms 0 

examine the relations between investmen , dividend and external 

f i nance behaviour of firms . They obtained data from balanc 

sheets and income statements of individual firms appearing in 

various i su s of Moody's manual. They stratj fied the sample 

through reclassification of firms into several industrial 

c lassifica ions e . g. ransport, retail and trade stores, alcohol, 

t obacco and food, rubber petroleum and chemical, machine tools, 

a gricultural equipmen , electrical equipmen and appliances, 

b uilding mater1als and equipments, textil s, pulp and paper 

products, minin~ and st l. They also classifi d the firms 

according to size. They developed three equations and used 

simultaneous equations technics to solve the equa ions. The 

equations are outlined below:-

D = g l { I' EFI, xl X2 •. .. .•. XD) .. ·•• 1 

I = g2 ( D, RFI, xl , x2 ..... .. xu ) ... .. 2 

EFI = g 3 { D, I' Xl , x2 •.•..••• XD ) .. " .. 3 

11 



Equa ion one is th dividend qua ion. EFl repr sen s ne 

ex ernal finance obtained by borrowing, I 1s inves tm n in fixed 

asse s, D is com11on dividend 

predetermined variables may also include profits, d preciation, 

sales, long-term debt outstanding etc. From the dividend equa ion 

it is reasonable o suppose that dividend disbursals will d pend 

on the rate of profi of he firm, i s investm n plans and 

external finance . The rationale for this last variable would be 

that ex ernal finance will enable th firm to carry out its 

planned dividend disbureals even when the rate of profi is low 

and inves men programs extensive . 

Equa ion two is the investment equa ion. Since dividend 

disbursals and investment outlays represent competing demands on 

the resources available to the firm, i would be quite plausible 

to suppose hat the investllent activities of the firm wi 11 b 

affected by its dividend activities. 

Equation three is the external finance equation. One would 

expect to have this variable depend positively on inv stment, 

nega ively on the mark interest ra . e and nega ively on 

depreciation and profits. The relationsh1p of external finance t.o 

dividends is not very clear-cut. Thus i is possible t.o argue 

that essentially because of budgetary constraint, more dividends 

other things being equal mean more borrowing. 

The main findings of Drhymes and Kutz are as follows:-

1 . Strong interdependence is evident between the investment and 

dividend decisions. 

2. There is compelling evidence to suggest that in estimating the 

12 



structu one ough o us full informa ion m thods. 

The other study which bas att mp ed to xa in he 

relation hip be w en dividends end other variabl s like 

inves t ents, lagged profi s tc . 1.s a 

used th argumen forwa ded by Mille 

t udy by Fame (1974) . He 

and Modigi 1 ian i, D rhymes 

and Ku z to examine empirically the xtent to which h dividend 

and investment decisions of individual firms are interr lated. 

Thus using t be ode ls ba d on imperf ct capi al mark s, Fama 

tested the proposi ion tha there is a complete in erdependence 

between h dividend and investment d cisions of individua 

firms. H used annual financial statem nt informa ion on 298 

major industrial firms for the period 1946-68 as reported on 

compus at tapes of the standard statis ics corporation for a 23 

year period. The estimat d dividend nd investment regressions 

are of th general form 

Dit = 8IiDi, t-l+ 3 2ipit+ 03iPi,t-l+ 

34iGit+ 85iNt +ei t· · ···· · · · · · · ··· · · ·· · · · · · 1 

K·t = al·K· l ~ ~' 

a3 . G . t + 84 . G . I t -1 l ~ ~ ~ 

Where the subscrip s refer to firm i and year t and the variables 

are measured as 

Kit = et plant and equipment . 

Qit = Sales change measured in inventories . 

Pit = Available for common = Net income - pr ferr d 

dividends. 

Git = Depreciation. 

-10 Nt = Gross national product* 10 

13 



quat1on one which is the di id nd quation uses he lagged 

profit term suggest d by be results repor ed by Fame and Babiak 

(1968 . I also i ncl ud s he deprecia ion 1 men in line with 

the "cashflow" divid nd model of Brittain and the "internal 

funds invest en mod 1 of Drhymes and Kutz. 

The initial task by Fama was to judge he power of various 

versions of the dividend and inves ment regressions (1-3) by 

co paring cross-sec ion distributions of predic ion errors. H 

found out that the two variable Lintn r mod 1 (1956) does be t r 

than all the other dividend models. Thus depreciation, lagg d 

profi s and GNP do not in general help o explain the dividend 

decisions of individual firms. Even in th investment models, GN 

and depreciation do not see to be sys emetically important in 

explainin g changes in capital stock. He also found no systemati 

evidence of int rd pendence in the y ar by year dividend and 

investment decisions by firms. This finding is in complet 

contradiction to th r sul ts of Drhym s and Kutz. He also found 

last period's dividend and last period's capital stock also 

important in explaining this period's investment. 

Higgins (1972) s eked to derive and test a model of th 

dividend-saving decision for a sharehold r of a wealth maximizing 

firm. He started working from the assumption that capital gains 

are superior to divid nds as a source of shareholder incom and 

that the optimal strategy for the shareholder wealth maximization 

en erprise is obviously to maximize share price appreciation 

relative to dividends. The implications of this assumption for 

the company's dividend. inves m n and financing policies are 

several. One of the implications is that a company should 

14 



establish a dividend policy which minimizes the use of x 1 

e uity financing, because a dividend p yment financed r 

directly or indirectly with new equity capital bas the eff of 

substituting dividends for c pital gains. In o her 

words,dividends should be treated as a residual to be distributed 

if and only if, internal funds and accompanying borrowings ar ~ 

sufficient to finance all the firms investment ne ds. 

dditionally the m ximization of share price appreciation implies 

that the company's investment decisions should be indepeod nt of 

its dividends and in particular investments promising yields in 

excess of the company's hurdle rate should not be forgone in 

favour of dividend payments. 

Since, accord"ng to Biggins dividend paying firms should no 

mploy external equity financing, the only source of equity 

capital available to the firm is retained earnings. Consequently 

a fixed relationship should exist between the optimal amount of 

net new borrowings p r period and the amount of earnings 

retained. To test the propositions sugg sted above, Higgins used 

data for the years 1961, 1963 and 1965 from eight industries. Th 

i ndustries selected for their diversity and size were forest 

products, brewers, pap r I chemicals. cem n 1 s tee 1, aerospace 1 nd 

department stores. 

Riggins used four cross section mu 1 tlp1e regression tests 

and found a oega ive correlation between investments an 

dividends. He also found dividends to be independent of size. 

Industry dummy variables were added to the regress ion equations 

and contrary to Drhymes and Kutz (196 7 ), Riggins results sug~ st 

that for the most part of the results industry variables -e 
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f ' P.S u L 1 f man g 

was fnuncl l ha I 

p u p , . n l ' R j 11 f t p c• i n ~ f tJ t- It' p c. t s h r I I w R • I I. 

o t pun i P. \ i l II s u 1 p I u a !'I , p n j d h i g h c· r cl i v i d f' 11 d s 

anci host' w i h d f i c~ i l A p a i cl 1 >"' . t· d i v i d P n tl s s l h c mponies 

t> I lo nn o l'm 1 pnvuul. 

Th n her stud wh i c~ h has xami n _ I h relaLinuship h lw ~n 

tliviciPiltl. atld 0 het prunm . l I'S LR A sl. ttfly hy Ro?. rr ( l9fHl) whf"l'f" 

he l t lnJl \ d 0 fj 00 IIJ l_ l f \ hf' WAS S 01 idPn if' finnn .inl 

• h a ,. ~ ~ I • r i s i c s h I ,~ I uu· I y d i s I in~ 11 i s h . d c· n m p a 11 i. A p Fly i n g h i g h 

di vi f'ncls ft· om lhos wh i c·h had b SPI1 I pay out smallPr po lions 

rnings. If I h WAS tlP. I'US h f) gb o find ou ·r of lhPir· 

h •· e wf' some distinguishing hnr f' IC'!ri. s whi h influ nc . d 

m a n g m 11 c: h o · P. u f d i v i d 11 rl p o 1 i c y . II s d multipl r· gr· .sa ion 

to d sf'ajh h lalionship h . tw . n div'dends nncl lht· 

i n P. pen n I v a r· i a b 1 ~ n Am 1 y : P. x e r n a I f i n an • i n g , f i n n ,, i. a 1 

lE"v ref, nrul agPn ·y I . . 

As s11 roga es for l JAnsa ion oAts of a company's tPqui_n>td 

ex e nal fjn ncing, R<J7.1 rr us rl WQ VIH'tRhles lhf' gr·owlh t' B P. of 

th om ny's r venu . s ov r r·v y A f' iod 1971J 7 ), rtn 

valu . lin 9 forP st. nf lh• gt·ow h of ~ tPv nue ovrt th ttl'>< 

fiv yt~ a t' R ( I 79 - I 98'1 ) . Th nsoning b hinci the chuic of lhPs 

v r· bl s is thal if nmpany's p st 1!1 owl.h has be . 11 r· pitl, lhe 

g n alinn of jn eased lr.s hn p o ably r uired s bst nti 1 

new IIV~'~R m nla. lu Atll:: h A c: ese a c m ny would nd to r· . a j n 

funds ll 0 Pr to AVUJ XIPI" IIAI finnn inf, wi h i R nll nclttlll 

co s s, h nee a comp ny' e pay ou ,. a l o wo u l on VP age 

If> 



n ~ i v lnl 1 In hc• lh pn.l nnd prcclitl d ~ owlh in v .nu 

An turnl lll ' lll~lllr lot r 11111111' i II'. VI i~ I h c•ontpnn 's 

incl x "I c• n f f j c i r 1l 
11 

{ l h c n V fl I 0(' 0 f r·ur p ny's l 

1 uulhly s o k IUtiiS h w i I r· u I ' n s ) . Com n i . s w i t h 

hi gh ,. 

l ' vi end 

n aliv 

I in , n n rl r i n n c-i 

you s o r· clur~~ ·os 0 

o r tinn h . wen clivi 

Rhould be PX cc~l- d. 

will also llOOS w l 

x I 1'1 r·n n . P All lh A 

n oncl a company s p l s 

S v .r 1 st rrli . R, fo xornplc>, l?oz ff (1902), h vP. f u cl 

loss Ill he r·ol f highPt dividen s t o I' rlu . P he 1 i . i 

i n v sso in L d i I h ou s. dP hnr hol t 's loss of c on t 

V I en cl c. i ion. TherPf h he 

n .. 1 

1 portion of 

st k own d by u l i d s, l hP h j gh 

X p . I 

I h . t. n Y OA S 

nd h s h high t I h . v <>f rlividPud Roz f f 

( 1 9B h JH' <: nl ~ of a o . k h trl by inaid S A 

n . n ive e r ,. h• 1 vel nf g l1 . y cos s 0 f u 

c wnr. sh · p. Co•r n i A with g p liun of insilP wn r hip 

low r· divid . ncl (Ayont n ios nud vi . versa. ld h v 

Th su] s of Rnz ff' st list.ir.nl gr ssinns prnvirlP 

s r· ong s por fo h. hy Olhpsjc; nttHiP Atli 1 1 h is, 1) h 

OR cJ V iAhl W . l . Alronf!ly d ( in h p di cl 

1 i r P. c: i n ) w i h cJ i v i cl . n d p y c u l r· to. Hi her· p and fn r· _ s 

grow h t • t. s , h · h I" p r 

w e ll s rongly s o 

h v 

t.i n 1n id own rship,anrl hi h 

d wi h w _,. cii vi cl . nd payout 1· 

xamin I h r " lot ·onship S v r· 1 s 

mpany's divid ncl y ,, u n d l h i n • I t y i s i n . S d i 

n ion earl' R z ff (l 86} nd !Iiggins (1972) fun nn 

. 1 'ouship b wen divid nds and h P. i ll c1 u 9 t• y . no her s u y 
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wh I • It •.ltrll t•• ,.,. . ...... II •luol\ I ' 'II ,. I I ' 111<1 

II ur. 'lito ;1111 hnt ' I!IP!l I i fill<'" ··I , I I I :; I"" . '" I I •;• I hr ,,,. 

i II , I II •; l I , .. II IIIII ' • I . : II I i I i I • . . . Ill I I II II J' II • • I II II ~~ ' Ill •I 

IIIII" ,. I I , i II I , • I v i • '" 

IIIIIIIUI!''I !I : tt ' l o•;:; IIH"I'' I l"f'll I\ f'j I Ill.. 'll~r•y ''""'" t n•;J. : 11111 11 i I Ill'~ 
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"fJ I i I' \ ' • 'I' h I. y I' II i I I',, I II r i " d a II • """~·II ,. ,. f· · · · l ·~ 1'11111 I" I,. I" 

lc · 'nl11• ( I 117'1 fi• • ltf>fll lit " ' Ill' "I II " " I( II I ~· 

1 '"' IIHI V l1nv,. PI'' i •lt•cl ••v i dt•llc ' ro I hn I ;1 1 111111• ltV 

i 1111' II I I " It I d f I '. I Ill i II !Ill I I :1 I I It • .., ,, '<l1111Jl II• 

I It,. 'i ,. 1 ., !l: I I ··d I It,. I lilt; ;ll, l'fl I tl iII H lo VIII tlll'l 11 • I 11 •1 I 1 i n I 

''""" IIIII 
I II:• I I 111 • l I II Ill I II j II I! , I •· I i I ,. , 

I 11 1 i I rl i 11 I' n 11 rl I" • I 1 • 1 I • • 11111 

I". I " II ' I :I I hnu J' j I Ill '1 II •• I,., I 1 i ,. n ., I' I' I i ,, II , . I.:~ 

:1 P. 1 i I' 11 I I 11 1 n "'I" 1'1111'111, h , ... v , • t " ~~ , .... q 
" II " 

I. I " i II rl 'I ;. I I II 

I'' ! I'.!! iIi l ' ;tl i 1111'< 

lo n I ., I llu• •:lurJj, .. , llll'tllioll•'tl ~•ho•r• h:tvt• I"'''" dnu1• i11 lh•· 

11.:·.1\ . "' I ... , ... :. I"" i ··~ ltn VI· •• :1111 i "''" I"'' t il I'll II r 

,, i v i d p ll d ~ I I II Ill 'I 1{ .. ,,\'1111 t • ,.... ' c: f' '• f • I i , t • , 
() II ,, nf II•' 111< 1 ' ' 

I ' UIIIJ' l ' t•Jt I'll':; r: a"'""' ''' l<r•• n11,i :1 

j 111111111 It' lllld 

o h I •1 i II " d 

111 tplul rod .-omp:llll '"~ I''" •: ltf'd . 1o r: I t r I " • n 11 I I n I It i <; !. I 11 rl v 1 r: I It n I 

hP nt:ljnt tf, lrotmi11:n1lq of divid• nrl t•ol ir \' in 

I !) 1111 rl I " I I. , • ,. ;1 , • I I I I r: I II I' ,. Ill I) •• I i111pn 1 1:11tl. 'I' ll,. l' i1'll i•: 
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1 r• :1 1 v '' H • II · n l . u n II ' 1 v " tl I It n I I h ,~ f n 1 " i I{ 11 ( • n 11 I 1 n I I " d u m p on y ' !l 

ha mor·. lih r 1 tlivid nd pnlieie lh n luc ·A IIy r.crtlrollPd onP::J. 

T h i s ~ 11 J v s e k ~ I 11 ~ I n I i s I i f' rd l y fl!'l • • r I i n K nt ft" .in ' ~ f i n cl i 11 ~. 

ncl n . l de for ex mplf whPih . r llt t• ts nuy Pia ionshi 

h lw ~11 diviriP.nll nd liquidity and if II rP is d~l<~ in I o wh 

ex . nl I iq deli y cl l lntin . "' divi Pnrl ol icy, 

1osl of IIJ(. ntlH tudir-s 111 t.h 11 1 fl o f cl i v i c> n d s h 11 v r. 

x mine d I he .l al ionsltit he (ri _,.of 

sha1· s or h e valu of I h f i 1 m . 1' h 1 r• i s s I i l 1 fl J u I o f 

r.o n ove t sy as o whe h d i v ide n d s a f f c· v a I u or no On vf" y 

i n l. e s t i n g s u y w h i h l n s Lt· i d l o s , 1 v P- t h i s p u 7. 7. 1 i s a 

n l ll e G i i z e n U I. i I i s ' ll m pan y by L n g J n r . ( 19 7 8) . S inc: 

ornpany h s h d two clnss . s of mmon L k wh i h 

11 rPs pe r, I. X f'p di.vid n payou 

l dy 

L956 

e 

On . vi. l.ua.lly id nl i . l in 

lass pays only sln k i vi n d s an cl l h . o lit class p ys on y 

r.as h dividends ATIO I h _ o por· e r. h t· I r· t· P. q u r e s hnt 

d) vi.d nds p . r shnr orl t lte wo c- 1 ass s bP of uival n v l u . . 

Th s th pri r.e cltvid nrl histoa·y '>f hP. r.i izP.ns IJliJi ies shnt· s 

ptnvi IPs H vi \>1 of lite f!ff'Pcls uf I I r 1 11 11 I i v " p u y u I p o I i c· i A • II 

e ex minalion of lhjs hi ory Ott l LP. that if a11y hinf, 

kel over r. laitns lo ual amounts o r pil I gains. 

Th bov rindinl{ hy l,ong ( L7H ) i!'l inronsist nl wilh l. h P 

hy o hesis ha. inv a ors are 'ndiffp nt o he form ( cas h or 

api al gains f he af er ax r ns on lheir i nv stm nt 

p or f o 1 i o s . 0 u e t c> he d m i 11 a 11 G e o f c~ ash d · vi n ds i is only h 

rel ionship lelw n ash <l .ividrnds And olh parnrnelers whir.h 

w'll be ex min d. 
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3.0 Chap cr Th : R 8 . nr .h Design 

:l. 1 Th popu 1 i n 

'T'h<· o JHI I r l i u 11 11 n d • r s I 11 cl y w fl R m n d u p o f A 1 I c• om p u n i r• 

uot d n lhe ait·obi S o . k Ex lu~ug c1f Oec:emb r 1992. Ft ' Oill 

this popula ion A sample of • ,mp n s whi h have b . n 

co ntinuously quo P.d fot cdgh yeat· s (LBIJ 1991) was dr·awn. This 

1 f n sampl of :lG ·ompAni s. A p 1 d ~f righl years was cho Pn 

b P.C US l:he r sPat· . h r . onsi. ers perlo to e dequ le i.m . 

for any rel lionshi if i exis etwf' n div'cl n an a 

p a t ' arne l e I. o b e cl e c; I. d . T h i s i m peri d h s e n used y 

r sear·h rs su~:h As Hi~l!in s (1972) , Uo?.rff (1906) an K nl, 

Far· elly and Bd . l ( 19115). 'T'his s .tdy was 1 im i ed lo quo cd 

mpan ' es duf' to Ia I< r t•ea.dily availabl dnta f\mong pdva 

• m ani es as we 1 l as k of Lme t: o w il for· he data to be m d 

ava'labl hy h prl.v , compani. s. ( J is l of h compan 8 

sludi d c 11 I P fn lllcl on appPndix l ) 

3.2 Dnl collec ion p o .dur 

Secondary dale w s utilized for h pu pose of this study . 

U n I a wAs P x I r a c I d f ,. > m l II . f i non r i A J I' ern t a r> f L h P om p n n i A 

whi h fall und . lh ~ h ~ . n ample. Th finon rPpot· s of he 

aampl ompanies w ,. btnin d from I h . A . ret.aria of he 

a· r·obi Slo·k l~x han e. The following data w s P.><Lt· 

1 . 1 · qu · d · y 

2 . wot·k'ng cari 

3. api al xp nd' ur 

11. ash rJ ows 

5 . ur nt n t in om 
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:J.3 Untn nn 

n 9 it>ll n I YA is was us d o RI\AlY?.P dAl for 

ompnn m nns of f'Sia l"Ahinf( 

u n i t i v SSOI . i 1\S bef.\o/ Pll veri•hJ S. f impor n t C) 

n u I l. h fl rof!t"f'Asion nnalys·s can nc)l b us siHblish n 

r. aus r 1 ionshipb we . n variabJe Y end 

n inciPp nci nl. vurinhlP X. Confi mntion of cau f' an f f c t 

. 1 iouship b . yond he po\'iP.r r regrn sion n lysis. 

In l his s I udy, I he dependPn v R i R IJ I P. i s hf' div"d<"nd and 

he fiv . "nd.p 11 n v ··abies lic1 "dity , ceshfl.o ws, 

profj s ' inv slmen ::1 and working np i I H. I wh i ·h 

d.efin d. Thus h . regt· ssi.on 

as so iR . i on b . w n divi nds 

m•1l t i 1 , . p g ,. ssion '" c lP. t w j t l 

y. - o +-B 1X·· 1 
J 0 J 

whee : -

Y· is A lypi · aJ v lu . of Y, 
J 

pop l a ion of ; n t•es I . 

on 

and 

r:tk -

J y s is 

thP 

'"" 
f' • 

J 

pt• 

f 

w i l J 

d\ 

r·m: 

h d . p ntl nl v 

h ve b n 1 a r ly 

nnly u nc. o vet· an 

or vnriables. Th 

iabl from h 

13 0 , Bl ..... 13k a e h populn ion p rUnt regr ssio11 co ffici n s. 

X . 
J 

lh ob rv rl values of th in Ppendent 

Xk respe·tivcly. 

On h g ssion .qual:j n has ben obluin d signifi anc 

es s hAv . Lo b . on due rl s 0 s · o id n i fy h o a 1 a r am a t e r· s 

which a most m or· t.an i.n he reg ession model. Normally when 

condu l"og signjfi ~ tiC' . ests the following hypo hesis res 

"o = 131 = o 

HA = 0 1 = 0 
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Th s I u d nl l va lu w i l1 us 1l I 

or . j - t: I. h - II I I h y (l I lH~S j. r r !l l i s e u 0 7. ro 

i 11 j I s ' " )( I (whi h r.o11ld b nny 0 f lh illd p IIU 1l 

v ria 1 s flo s no mnli a signi f i (' nl n I r i u ion lo h 

jlj y ~I. j III H l . h d . penrlPn v or· i a hI - 2 dP.gt·ees of 

fr he 5% I v of confid ll p w i 1 l b us d 0 ob a)n h(' 
• 

r. r· i i.e I. VO)UPA. 

3. 1. 1 Mod 1 F'i t. n sn 

Sine: lhf' l ,j P c. I. i v P. o f reg r· f' a 11 an lysis is for· h 

re r ss'on lin () a ount. for as mu h as poss i b 1 fur o a) 

v a r· i B t. j o n , I h f' !'I 1 m o f a q u fl r e J 0 11 P. I II I. It I" t ' e f. 0 A S i () II m U 

subs n ial in om rison to lhe sum of squar s du l o r or . Two 

me hods l·li 11 b . u ecl o del. rm n mod . l fi IIPSS in Lh is 

r· se r:h: 

1. Co - effie:' . n f rl . e r· m i nation ( 2 ) 

£1 2 i S fl 1' . ] 0 I. i V P m AS U 1· • 0 f l b riegr• of lin ar associa ion 

be we n pt· e<.liclo var· i. blf!s nd ~SPOil v r· i ab J . s. T m asur s 

he p po ion r v o ,. i a I i u n of ob!'IPI" VR l i OilS about I h m .nn I hal 

9 a trib d hP. slima ·ed reg s ion l'ne . Not·m J ty R2 s 

g at r h I) 0 qunl to zr.r· o and 1 s th II or q a1 0 Oil (O> 

r2<l ) ld al 1 y w w 1 i It . hav an l1~ of qu 1 I. 1 b a us 

he n a 1 1 v r· i a i o n s i 11 t h . o b s v a c> 11 w o u 1 d h a v ert . xplai n . d 

by the r g esslon qu ic n. The closer R2 is Lo Ollf' he higher is 

he degr or sso in ]on b twe n pr d'C'tor var bl s and th 

r spouse v riables. 
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2. Annlysi~ nf VRiianc: r> ( uclv) ot ~ I P I 

Anuv prnvtd. H m~lhod of i 11 • l h I h fol lo\o~in~ 

hypo hesis: 

"o u 1 112 - 13 3 ...... ok - 0 

II A ol -: 0 fr t• som J,2,3, .... k. 

r r y II O • I lllX l I· o k x k .... • 4 •••• I . 
Anova Ills t FI t.h I til IPanl on vArinhlP i. siguifieanl. Thnt. iR 

a le on of I h vat· iablPs is di ffl"r' Ptll from ?.ero. The 

c al r. ulal tl vHlu he null 

hypo hes is. The F has o be larger I h 11 h · aJ F- values 

obl a 'ned ftom Lh lnbl s usjng n (k 1 ) dPtrt• . s of r P. nom AL lhP 

9 5% 1 e v l o r sign i fi an'~ 

3 .3 .2 1\vn luut iuu of Apl.ness of h . Mod•l 

The app roal'lt ualysi.s.sho•ld nev . r be simply 

to maximiz R2 o p fo m AOOVB U l h und . lying assumpl. ions of 

t· egre s i u n a 1 y s i s s ltt u I d b e c h e r. k e d i " ,.. I : I,] · h i 11 g t h e 

suitability (aplnP.ss) of lhe rRlru] gr ssion quAl ion. S m . 

of the 

ddr ss 

00111100 pt lPms in r gressi 11 nalysis nd whic•h wi I I. I P 

in this es~fJJ h inc]u · -

L • Au o co r r· P L I. i '' n 

This prob1 rn or: r. wh n observntion Y at rli ff nL poinls 

of observAttoll x At' P (:or· rpl ted \vi th Ac~ h o h r. Thus Lhe 

ass urn I. i c n o v ( Y i V j) - r· n v ( R j , E j) - 0 f r fl I l ll · - ,; 

i s v i o J a _ d • I f n u o n ,. 1 P. l ion is preRen 

ana ysis ·s nffp d am ng o I h r hjngs. F'or P nmple onfid n 

inle val!'! and hf' es of hypothe s · n v c, I v i n g h r> ,. 'I' o r F' 



.. j • ' I i I II I i '. II :. : I f '. II ! ' I u II '~ '. I I . , I I " II II " 11 •• I '. II 'l ' o; 'I II II I f ••• 

V:ll irllll'f' Ulltl Ifill" lllf' lltJI ••f ril'il'rtl. II I H , . f) I I ,. I " I i fill , "II h l' 

tl ,, l ,, ,. I '"" ' ", . CHI~ h I h " • 1 s i !':; " r , ,. ~ i c111 T IIi . (. I \II I I• " f) II' 

lh l flliHh lhr 1!11 1 h i 11 h1 'l I !~ r n • I a I i •1 I i • · . 

2 . t 11 I I j ' I I i 11,. a t• i y 

.,. h (' ,. I 0 II I Ill n r m II I I i r I I i II(' n I i I v u , . I II I :c:; \.t" (' n ;t II j ~ h 

•·n rt· lalic)IJ PXi~l~ IPI\""''" lhP lwu ut· mnl ' P l'l ' ttli•lnt• vnr · iuldt>. 

tu I I i r•ol I i nf'n 1 i I !'l vr•r ~lv aff,.. t h r.s . ~1 itnnlnt .... l'hr• inh t' f!lll 

i II ~ I n I i I i I y () r m II I I i I' f1 I I i II(> 1'\ I ' i I ,. I I .. , . I • d 11 I m I' 1 , . i •, '· 

I' 1 '"" !' fl rn p I c· I u 

p t ' o h I tn o f tn u \ t i t · u I i n (' n 1 i I y ('an h P , . o 1 1 r I r• d h y ;HI tl i n ~ 111 n 1 ,. 

ul1. "' vn t. i 1111. poinl::; lo lit•~ c· ollinc'<ll VIII 'I' It in I ,. r~tl •1 In 

A I' v f' I I y () r I h (' r () I I' f' I H I i () II • 'I' h r ,.,. 0 h I (• Ill w i I h I " i 

I'll I ttl i r> n i ~ I It ll I m n I ' I' p" i 11 I s may n n I h 1 n v i I n h I • . 'I' h 1 n I l11• r 

so I ul i n n i r. I n •I u n r· o 1 n1 n ,. " r. u 1 I i 11 r. n 1 v H 1 i n h I P A , I h I' 1 h y 

I h • VA r· i . h i I i t 

or lhl' I ' PIItAinin~ v rinl I A. 
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4.0 Chnp ou JJ a I. a Ann 1 y i !'; on rl •• i n d i n gs 

summ y I) t eg r . ~ions on in virlu 1 tc> p ni ~s shi)Wll 

below · -

Coy s c 0 To.os· N-2 r : comtnen 

Code Sign'fic n vari blf's djus . d:ra io: 
----------- : 

2 Agricu - !All variables are 0. :410.5: g()od 

ltu e signific nt • ----- :---------:--- ----- ------------ :- ---- :-----:--------: 
12 

" !All v ia l s are 
si gni fi . ant 

0. R 8 13 j c 
low 

:pow r 
-----:--------- :------- ---------------- :--------:--- -:--------

20 II 

! All vn in 
:signifi an 

profi tR 

s are 
xcept 0.6l88 3.3 t·ej c L 

ow pow 

-----: ---------:-- ------------------ -------- :----- :-------
2r.:: 

26 

1 
" 

s are si.gni 
xccp \'/Orking 

. npll al 
--:--------- :---------------------

" :profi s 1iqu· 
· gnifie·n 

----:---------: ---
28 " p ofi s only 

s i (.n j f i · n 
re 

0. 92 177 good 

0.9119 27.3: g od 

0.!174 53.3: good 

r 

-----:---------: __ .... -- ------------ ---- : ---:--------: 
l : r·n nee 

: inv st ­
: m n 

ol] vnri bl s a 
insignific nl. 

----- :--------- :----
7 " 11 vn inolc-s nr 

insi nific nt 

-----:--------- :--- ---------: 
ll " liquidity only is 

signifi nnl 
----:--------- :----
23 

3 

" 11 signi firnni f'X 

\<1 rldng c npilnl 
--:- -------:--

" ll v 
sign i 

ri blP.s 
i<-anl 

pt 

-----:-

0. 7 Rll 7.4 ba 
low 

pow"r 
-:----- :-------

0.9 8 1111.5: good 

--- :-
0.941 23.3 : good 

I 
- t --------

0. 995 299 good 

O.!H328 : 81 . 3: good 

-----:---------! --- - : ---
35 II non ar si~nifi ant 0.065 . 97!bA 

26 

-



--:---------! 
co y ! s .c •>r 

I 
I 

T 
., 

0,05' 11 .. 
t,nlf1cant 

·------: ------
a 1 i ah l 

~ r · n 

. inv 
:n 

p · f n l ~.. I i q u- : 
ignifi . an 

-----:--------
! indu i 
: a) & 

li d 

alI nr~ sif!ni ficanl 
xr.P.p inv~s~m ~~~ s 

----: - ----- -- : --

R 

tO 

13 

l 5 

17 

1 9 

2 9 

30 

II 

II 

II 

" 

II 

II 

---- :-

]lqujdily only 
sign i f i , n 

s 

11 vaeirhl s ar 
signifi .nt 

11 vnr bles nr 
1gnj fil"ant. 

non of h 
signif' 

variables 
ant 

non of th vudnbl s 
nr signific.n 

!Not'ki ng 
y, i nv 

apital 
tmf n l a 

liquidi 
t? sjgni 

! f l I' AI) 

:c sh flow!'l,profils,h•ork 
!intcpi ol i[!nifi an 

- : --------- :-

I __ , 

tt 

" 
, 

:n n 
• l' 

-- !---

of h varinbJ s 
signifj ant 

----
" 

" 

-

I -----:---------:----- -- ' 
" " 

:--------- :---- -- ---
5 II J.iqticii y 

:--
18 

, non of I IH' vari. bles 

. . -• 
' 

f 
i () : 

. 
0.!17U . (,: !{noel 

0. !Hl!l !()742 

o. g:w 19.7 

. 
--- t 

0 .. !l . I 431 

-----
0.997 ()71J 

: ----- : 
0 . Ill l 1 . 2: 

0 

0.9FI) 30.2: 

0. 91111 

o. n 1 1 7.0 

0.506 

0.699 '1.2t:: 

0. 311. J . 75: 

0.9r-7 

0 0. 

--. : 
f{ o CJCI 

·-
good 

--------
goorl 

good 

bact lnw: 
pow r 

--------
ad low 
rower 

good 

good 

r~j <'t 
mod0l 

II 

II 

II 

lfO I) 

ad 

- : 

: c om m r _ i - : w o r I< i n g . r i 
!al&se vi y ~inv~slm nl 

,ljl)uidi - : 0. 10 
J(' 

lf.25 : r j r. 

:ces. sjgnifir.onl 
:--------- :--

14 n o n e f) f I. h . v r i b 1 P. s 

- :--------- :-
I , .. II 

!--------- :---
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ro , 

r:nciP: 
~ r. I ,, t !l i r, n i I j c.. n t v:. r· 1 • h l1 :; 

21 

•) •) 

<.. '· 

2 1 

27 

: ' · o 1111 "'r ~ i A l : non,. o h,. v a i · b I r .. , 

: :; " v i c-: t' s : n 1 c !-l i g 11 i f i •. 11 I . 

------- - -- : ---
" 

" 

- : --
" 

" 

- :------

A l I • 1 ,. !> i If II j f i (', 11 I 
r~pt p1·nfil.s. 

Wc>l l{ing cnpi tal 
T. i q i ti i t r 

: --

- :-
.I 

---- :--

" 

s i gn i f i c., n I 

r 1~ :; i J! 11 i f i t! a 11 I 
p f. Is 

~ny r . p ~s nt9 comp . nv. 

-- ~ 

' -I 

rdju 

0.27!i 

(), C)t)C) 

o.!17n 

0.!)2 

0. R!l3 

r a I : ' ,, nt r> n 
in 

•) r••• ,P•t•l 

lf)f-'l :Gon cl 

I •>c '·. c;nnd 
I 
I f 

17.16 : Clof)rl 

:l' " 

I : ~ t•ejf·r. 

---- :- ·-- : 

Nf)lt: t-ln.dcl l t· mc: tl as !{nod nt·f'! those 
::111 d rn (· r p n 1 r> r, i v n t h • r. i I i · n 1 F 
T h ~ f u I 1 •. s I I t s 0 r h ~ a 11 n I y s j s r. n n p 

with hi1,h r1 2 JIPic;. lllnf!~ S 
vnl I(' ul 19.3. 

f Hnd in njlpf'ndix 2. 

11 • 1 0 i :; c: "I': s i on o f r C' ff P s ~; i o " 

bulnl ions hov hI i II I! I II I S ~~ V P t· n 1 i.mpot Lanl nhAc; r· vnl iQns. 

'l' hr dal n fi t.in~ II' A IIII.: c· att h e· dl"!~c;r ilt~d :!: r,nnd i11 lhl• IH' Il .• P 

I It a I l !11 m o tit~ I • h v hi f. h tH ' d i c•l i v 1 ~ b i I t y \·d I h \~r ; nlv nnr out 

11 I I h r I h i r· I • . I of 

drlt:'rllliu t:io11 of al OV o.no. 'fhi::; 
') 
<. implir~'> ltnl !10 nf I hr• 

v~t·i n t l OO!'; hav*' bt I'll ·p lainPtl h}• l "~ vn i . ld (•'-;. lompnn i r!r; , . i I h 

I 
2 uf OVf'r 0.90 pI' ~rnt. 0 of hr rompnnit . . 11 n d ,_ t· !::lllcly. 

1' \i ,, II I y - f j V I' f he ,., 111p n nir .. ~ hn v~ n c;o _ ffic: iPII nf .J, lf'I ' OJiual ion 

nf ove r· O.RO. Thiq 

'I'h F sl nr; m nlinnrd t•nJliror· (':'In <J1sn hr- 111-1r.d to t. _s l 

Th~ F' - lt. :>l. c. nn h _ UA d ~() ·~ onfinn Lhr. . xinl.c nr 



I i II sh i I" t. I ,,. •11 I h•· d r•,.ncl• n I v 11 i ah J ncl n I I l IH 

111l e n v . a· i hl•. s cn11 irl r· r•cl c; c 11ec; ivr• l I 11 l h i 5 c: :1 :'tt I Ia ~ 

r r i i r. n 1 ~· h . , foun 1 CJ. 10 a l ( v of r.onf icl ncr-. 

L II P t . II m 0 d (. 1 S \'I l' found In hP. VP.r·y f i I 1 h"n e:-<nm i nP.ci from 

1,~" n rnl p r·sp ctiv i .. '"i lh 11 lhP va i.hlt• .. nl n r· • • 

signifir.nnr.,.. "'' ,. , •: otTied n tt for· 1 I I. h "· v a r i n h I 1 ~ 

s ludi d u ing hP. slucl nt t P s I HI I hf' C)l)• P.V o r 

S l g n i fj r. llC . I'll b 11 - 2 fit~I'IPS off Pdom (2. 17). 

f o und to hi"' signifi ant in Llo~<·1vP C'"nrnp<tn· s, r:n.hflows in lw lvr• 

C'"O mp n i s, 1-10rk ing a p i n J i 11 s c v P n e <' n t' o 111 p n 11 i ~ ~ , I i q u i d i l y i n 

I we n t y r om p n n i. e s a n cl i n v e ~ I m <' n t s i n . I C!vcn cnmpnn iPS. Th<· 

r. o m p a 11 P. s '" r e g t· o up~ d i n u f on,. 5 e r I or·!'" . 1' h 1 • g r o u in f! t; n' 

ho s ~ d by the daily NPw~pn P.rs. Th followinJ! ~roup resull 

,., ,.. ,. bs rv : -

Af,ri cuI t.ur 

T h i s s c t or has ,. i r. h I m n i n f ' om n i r :· w i I h o 11 I ron s i rl P ,. i n f. I IH• 

~u b si cii riP.s. A I I) I 

, . 0 f f i r. i n of d t tmJn 

C) f S i X I' 111 Jl • 11 i t' ::1 h D tf 

I i o n o f F1 }, o v c• 0 . fl lj 0 . 

1110 d 1 s 

Fo ,,,. 

1-lillt :l 

n f h t• 

t; c>mp n i e s ha F-ratio ~ur,~esting ovcr·all filu ns. Th mod~ls ju 

I. h i s s P C": o r p e r f o r m v ,. y w,. 1 1 ,., It n s u b j ,. e I e cl . o h e I ~> s I o f 

si )fnificanr. Th 1-10 mpnnies 1o1ilh r·2 of uver· 0.98 h::~rl :1Jl 

I h 

Th 

v ial>l s 

o th r wo 

AS 

mo 

W I~ 1 1 . In one of 

ann 

hr>in(! Pi~nifif· nnl ond 

l~ with t
2 nf ov . t 

,..,ilh v ry high Jt' - valtu•s. 

o.no clid no pC'r form vr•t· y 

h ·~ "' ( r- o 111 p a n y 2 15 ) n n 1 y I ,., « v a r i a b 1 • s IH~ r I' 

com an 2R only p ofit!;; wPrC' ~i~11ifirn11l s if!nifir n 

a l hough h r· n I n s i 11 d i c n I e o v e r· • I I f i I 11 «. s s . Th s~ INn 

,. om p n n i s w r P. · tl r- n ~ i f i cHI f Cl r f u ,. I IH! ,. i n v P , I j r. n I i o n , I h ~ s " I I s 

,., jJJ bP is tss , J in seC":I i1>n -1.3.(pJ!.:lG). Ouf' cnmpany Nilh an ,. 2 



o f o. rw on no una . cptnhJ,. r n I i o h. d I I 'l I i hI r!'l t.r inr, 

s igni l n • l\ indic tio11 l h•rl he v :1 , . j . h l 9 i ,t f' II i fi rl by lh~ 

r s e ar h r play a s · {! n i f i c· o n rnl~ i n hr• 0 minn .ion of 

divi ~ n :Is in this s . c-lo·. fi:v n hP. c rn ny ''~ i I h :.1 I o'" ,.2 of 

0.6108 had f ur variahl r ns ver signifi n11l. Ov tnll, lh 

model in Lhis ser or w~r v~ry imp . • s. iv _ IiI h mosl I r h 

fa lor ploy'ng an impnt tnnt niP. 

Finance nd Tnves mnnl. 

Th's sec or cu •nllv hns lhir e'n rnmpnui s li.led ''' lh . 

ai t·obi S o k xch ngP ( SE). to al of~ v . 11 rompaniP.. IH. r· 

s udi cl undC'r th"s s rlor. Sh< nut of !Ia St>V n mode) hr:td 

e of'ff i · ien of det~ min. I i 11 nf nve 0. Rfi. rivr rut nf lh SIVP.Il 

c ompfHl i as sed h r I s L r t) r o v <" r n I 1 m o cl r I l'i I. n s !'l • 0 f I he• 

five fiL - rnod ls twc rf t•rn d vc. r·y well '"hPn !Hd jPc h d o I.IH• 

s o f s · g n · f i o n (' P • A J I he vn l<lhlrs w r 'foun I o b f' 

signi fican The o h ,. h r· t> 111 o d to J ~ w h 1 h hAd JH\ s s d I It C' F' - s L 

p rfo med v ry poorly with on of the-m {Compan 7) n inf! no 

c icJ n ifiPd a!" ~i ni firan nci Y• i I h rl an 2 f 0 .. 60. 

'l'hr nth r w o h a d t \'1 o ., n <I o n e v r i l I c! • r s p (' r l. · v r 1 y h l• i n g 

significan (Company :w . nd 1 ) . 'l'hc.::;1. rompani.f"'l o g • I ftp r· w i l h 

icl n I if i c-d fot" fur· I hr 1 ittv .s l igu . inn. Ov rall 

-
lif]Ui y s em b h Ill OS jmpot· l.nnl VHri· l Je i len1.ifiC'd iu 

his s C'to . Th(' ol h r vn1· iables id nt i fi d by Lh re~e chPI do 

Ill) s r.1 em . o b P i m p c> ' · I . n 111 tit' 

hnlf f t h c·om ani(•s Wl't' ~ludiPrl. 



fnrl s ial and I 1 i . rl 

Th ab ov c: I () I" c• 11 r· I cnt l y ho n I o I n I () f ~C!V n t e n 

• o m nnies list d lh~ NSF.. our I n c n 111 J1 a 11 i ,., . We• I ' :'" t I tl i ci h 

th res eat· . h P r (R2•'). R i !'!Ia I of I he fc ur· t.• n 1 n111pnnic s h c1 r2 I) 

ovPr RO~. S e v n <' c>Jn "' n i h ... s t • 2 1' h .- rn d I !" w "i h t 

o f o v r 9 0..... , ( 7 Compo n i P::; ) p • 1 f' o nne cl \oJ (' 1 I w h "n ~ 11 h .; r! r. ,. d l o he 

s Tht·e C) I hem h. cl n I I I he 'n r· i . h 1 f n ~ be-ing v ry 

sign· fj n I II 1t I r l <' r· m i 11 n I lOll 
.,, di i dr•nd ~ .,.,,C) hnrl lhrP(' 

V ;:t t • bles as b in ~i,ni f i ,. n 11 ~ • 'rh n I h• t lwo (fi~].J) f:llllllPOOit> 

«<id O Cit [lf'l"fO m ,., C' 1 '" i I h on I , onr vn inbl n •; hrinl'{ ::;ignificrtnl 

h P. y w P. r P '" a 1 I< n d f c 1 f u r· L h t' i n v ' !'! I i ~ ~ I i o 11 • 'l'h comp n 

which perfc emecJ v 

and non of h 'l'hc• ol h . r· s i ---
mo del had v . r p ) C) I r d i r I i v n l,i lil y wi h n on~> of fl I . 

v a r i a 1 es · d n t i f i Nl n ~ ing signific•on l nn indir·n ion thai: thPy 

d I) n 'ons ·ncr I hn!1c v n I ' i :'l h J P.::; i n h d ,, I e ,. 111 i n n n n o f 

cl i vi enos . Thf> res u 1 !> h i s s <"' r t o r c n h r I r 1 111 d a~' fa i , . . 

Commer i a l nn s . rvic s 

The n v s ct 01 c· u n""nllv hns t a 1 n f I h i r· I c r n c om n n i ? 

quot e d on I he NSE. Nine rompnnifS WPt" r ·lurlird h 

( 70%) . Six c: ompani P. hacl me riels \·ti t h r 2 of ov r- !lF%. Ji' ou r· o u I n f 

t h six (' mpnni s the Ji' - est.. ~t od . l ~ in hi ·n tr•f. I'Y 

p . rfo m rl h' ·1 1 wi I h most of hem hnvinf, { l I nc:;t- brer YAr iab l . s 

ing sitnifi -~nt. 1'\oJO mod 1 s fo•· · umpnnv 211 

i cie n l ifiPcJ for ftrthct· inv s i~ lion boc· .- ttsc I he fnr; h 

lhey h d r 2 of 0 .. 5 nd yel company 32 hn nn variabl id nl ifi d 

31 



.s sil{nifir. nt This •; cl r> d rJ t- u n s i ci t· i n ~ I h ar I I ha I 

c·o m nny :l3 hacl an 2 c> r o . fl!1·1 "' i I hnd filii • inni fi nnl 

. ;l ' PS. Thr«!C r.ompnn1 c. s ( 1" 16. 2) ) hAcl IIIHJc I h' i IJI VPIY 

poor results 
'" i h r2 nf ) P!';, lhnn :l 0 -· . In r; n,. 1 nl I c kin$! 

c pi . 1 and liquidity S I . P.lll VI I y i m p o r· I ~ n I v r· i a h I ,.. " i ll I hi"' 

r nl.('gory wj t h It m b ing i d nl iii c1 s s i f,n if i c:nn I in rn o • I or lhf' 

companies. Cor·n~ . tion nr lhP tf"StJlls in this !'II!C; Int• n' r> \ ... il'l be' 

s en in he OI"XI St" lin indi(· l thaI l.h V'lt~inhle. pr- fot· m d . 
ve ty \vell 111 fl l S S I? 1: l 0 t W j l h Ill 0 S of h c· m i d P n t i f i ~" rl as 

!';tf,ni fican varinbl ... 

11.2 od 1 

lo maxirni?. 

t\plll ...... ... . ., ... . 

0 ,. JH• r form 

f'nitlunls 

an ova hill I h(• und rlying 

ass umption f r· P. g ~ "' :-- i «> n a 11 a J y -; i s s h o u I d h ~" r h c- I' k r 1l i n 

~s tal>lishinr; Lit ~uilnb lily (n Jinrr. .) ur lhf' ra l rul led 

r·egress ion . qu (' v j d (! n ·~ "'d r ,. ()Ill t h L n b II J t\ l i ( II !; 0 f L h • 

r· egress i on r s u I 1: s so 111 r c n m pan · P. h;HI VI ry hi f!h ,.2 nrl VP.~ nonP. 

of th var i nl t P~ '"'r idl"'n ificd o~ hrin('.' !':i1,ttifit:nn l nlt.hough 

hP lllO e)s had pnss d I hP. - le~t. Thc f i n;l strop I h . t· SParc~ hr 

look solv 
. 

nf, lhis dt· nNhr~r.k \"as to nn~ly7. the! n~~ i tina I. and 11 

tes for· h I I PSc"n I" I) f aut orot·r lalio11 CIS I Of! I h . 0 I 1·h j 11 \~· son 

sta t is I i A summary of l.hP anal r !=: i !: of I h rr·!" i dunl s plus th 

Durbjn \alsc)l\ -;blir- t 'P sho\"11 brlnw: 
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--- -
(' ( 1lll j1 0 II ~ orlc>: Sr·r· I or ' (' r> r• r I' i r· i c n I uf" : C:rH• I'(' i c• i r•nl ,,. : ll\llhitl Nn I •; ~' '' 

: ~kc '"IH ";S !Kul'lo~i !f'l:tl i "i' if -- -- -
2 : A It I' i c; 11 L l11 t ' r 0. 10 2. :n 711 

I 2 " () . 1 7 I. 7 I :J . II) ( i 
20 II 0 . •11 2.fi I . 1360 
25 " 1 .18 ll., :l ' : • • 21JC) • 
~() " 0.7!1 2.20 . ' r . 7!):1 
2fl .. 0. 1 I 0 I • 7 1 2.0'i(i 

- ··- ----- ---- --
:~,inane P, 

i OVI"\!; I mr~nl 

I II 0.253 2. /i 0 2. q •J 
7 II 0.553 :l . I :t I. 72 

I I II 0.205 2. 17 2. IJ :l 
:! :l " 0.3 2 I. C) , . :w 
: ~ •1 II 0.27 :L !i 2.110 
:l !) " () . 1 1 2.3 ? . :n 
:H· " 0. H :l. 77 :L 1R7 -----

Tncl11slrial 
nnd 

!Al l ied . 
:t II 1. Jor.o ,, . 07 2.1J2 
'I " - 0. :1:1 2 .I I 2.4G 
n " o.7n :!. fl7 2.1!7 

II o.n5 :L!-'J 2.011 
I 0 " I . 211 :l.CJ ~. ()3 
I :3 II 0.70 2.2G 2. ',3 
15 " 0. 12 1 . GO 2.2 1 
17 II 0.32 :l. 07 2.!-3 
LH () . •1 () 1. O'i I . 5 fl 
29 II 0.70 2. 1 2 2, IJ 1 
30 " 0.41 I . fHi 1 . nu 
11 II 0.0!1 :.!. :w 2.70 

r: II I. IJ 2 ·1 . () 'i i' . 1 () 
lA II O.Rf\ .., . 0 ~~ 2. 7 :t 

: C n uu•• r! r ,. i ~ I 
nn cl 

Sf'l'V i I ('~ 

fi " 0.!157 :l.7'i 2 .IJfJ 
I •1 0.272 2. IJ I 2.2!1 
l rl " 0.59 3.:!1 :l. I 73 
2 1 " O.'l7 2. 1 () 2.GO 
22 " 0. I 0 2. :w :l. 10 
2 1 " 0.2!'5 2. 3! 2.1J'> 
2 7 0.0!) 2.61 2 . :t fl 
:n II J • 00!) 2.1J!) 2.R7 
3:1 II 0.02 I • C) fl 2. 110 

- ---·----- -
r " 1 1 ,. Aults of lh~ nnnl Sl!l of r.sidunlfl r• nn he found 1 n npprndix 1 

;~ :J 



r f) 111 t h ~ I a h 11 1 n I i '' 11 ! 11 h ,, v ,.. , i I r· 1 11 h t; ,, n h. I h , • 

I ' I n rl11 ft 1 ~ 1 0"',.. ) f n I I 11 'I 11 , . Ill H I I II I I' , 1\ ., ormnl 

ibulion th(' 

1! 1 ,. f i nt of kur· cs1~ i~ 11.11. llv :L Tit mutlc:ls clu II• ;1 I s I !H• 111 

lo RHff f ,. () ~ 1 I ,, ,. o 1 1 r· 1 n I i n n • ~: ~~ r 11 I r 0 I' ---
(C:u,j;,t·. 1, I. OHI, I h c• 0 11 1 I i n \'1' n ~ -. n 11 s I ,, I i ·~ I i t; fn11nd 

in on oppli. nl. ion, n r. 111 n : 'Hi II In t I"' ' I h c· I t' i !{ II () I I i rr~ r ,., nl (' r 

1tlo · orre1a ion, ('ifll I),. 11 I I~ :1 I i v p • T h los r· l.b 

llff! tiv" t r· i . rH· r· - I n I i n 11 • ·r h e s c I w o f i n d i n I{"' ,. on f'i nn lw I \vn 

h fundament. 1 n"''lumpl inn 

. ~I is fied. This m nns I hnl I hP nhovf! me ttl i IHII d proh 1 ('IllS :u·p no I 

srver ly ff c in~ lhl' p 

r·u!Pd out. 

od 1 n I nP.sc:; rrtn n b 0 ~ f f c· C'l d h y m u II i c· o I 1 i n f' n r i I. y . l n 

c• n ~ e s o f h i g h r· 1 I 1 i 11 P A , . i l it is 

possi. 1 to find onr o1· motP of Lh<' p:trl.ial tdop0 cor frir• i0nl.. 

::tr·p 'ndivinun l1y ·~ .l i . tit.lly insig11iri nnt urt h h<'!s i::; ( f t h 

t s Yl'l r· 2 in .uch. ilualiun~ mny IH• su hi~h, .. n in ex 1'c>~ .• 

f 0. 90. hat. on h ~ h. i !' o f t hI' F' - I .-; I , on nn r:nnvinr:in 1,ly 

t · ,jl'cl the hypnth"si. lhnl nz- fl3 - 0. ln~:if{nif'h·nnl ., lu c>~ , 

\vi th high OVC't·nll 1 2 , nd P I c> '• l i !! c• 11 c' o r t 11 c-\ s i f. 11 ; 1 ~ o r 

Ill ·r.ollin n!'ily. Solvinl{ 

" r y d i f f i c u 1 l · r. t h (' ,. r i "l no s l n L i s I i (' n I I JII ' U v n me- l.helrl 1 o rl 

wi h lhis !'li u ti1n. lo~l c)f lhP :·1 lul inn::; r· r t h t·o 11 g h L r i nd 

c>t·ro s. Fo 1 fl I Jl I (' • () II f' n r t h !; o I n I 1 "11 s !-: un r' P r: t ro rl (' •t 1 i (. r 1-Hl .• 

f,> drop ouP. of Ita~ Polliu•:ar· v:1·inbl•••, lrnm IIH! r·t. f!t ' f-'S!'iou llt()d~l, 



' I I h j q 1 i J~ h n cl I o c· c1 JUt i t i 11 (~ a r; p r• r i I i ,. n I i o 11 h i !~ '' 1 r- n o I' • 

P. I r· Cl I . Ill I I II " h' ft I' 11 :1 I ' r• !'! I :1 t C h d r ''I'!'; n v r 1 i n h I ,. 
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Sum r; ompnn i 

1 lw n t It y m de loss -; . c; o p r· o (' i I ·~ 111 i g h l n n 1 

pni!l rli v idPnd . PVP n 

h 11 :> i f( n i f i c' n 11 I 1-1 It n 

na~er!'; ar consjdc-!r iur, inr· r·r•a •dnr. d iv idrnrf .... 

(V) Inve tm n s 1' lti . v n r i n I L r Iva f I) 111 rl I r h" n i P. n i I i ·an t 

in hirl ~ n . ompnnirf'. J' fr (' I (' ll lol nf c•r~rtlt • nv•t t) 1 wlu•lh1•r 

l ll V I. S 011~ II is 

divide>nd is' conc~r nPd. I i I I ,. I 

( J • R 6 ) h ave b t· o u ff h l r o ,. ~~ . r· d n o tt g r• v i cl c • u c; c II g c :; I j n f! II o 

t'r ln ionship hc-l t-.~r· . n rli idPJHln nud inv ~lmcnl• . . Th • 11\tmbr of 

P.nn rgh for h r . s r ·h . t to mnh any on!';;{JtJ ti v ron Jus ion. 

:J • Pn>fi t s d ~ ·~ 111 sr>,...m ln h ~ i P,ll i f i c; n II I v :u i n h 1 P. i ll 

lh omm rei al and s r· v i rrs .-.cr· l nr. No ne• o I It < rdn P. < o mpnni s 

~lu cli . d in h i s s "'c 1 o t· i d ... 11 I i f i . cl p r f i l . n n an i m p o r I • n I 

· v n ,. i b l e in t h m i n n I i on o I d i v i rl c•n rl n . W ot I( i 11 f~ c·11 p i t· A 1 ·1 n d 

I i q \d d i )' a r c v f'' r· y i rn p o 1 I r 11 I v ., 1 • j n b l n:; i ll I It i r ::> c. ~~ I c >I" 1-1 j I h t lu. 111 

h ing r ported AS !":if,nifir· nl i11 nll IIH' nitll ' c·o mpnni ~-=; s lndiPd. 

\ I l h v r i b 1 s i cl p ll i r i I d s (' p 01 I () b I ! - i f! II l r i I ' {l ll I i II I h 

t\ ff i r· 11 1 t 11 r f' s . <' 0 h u I I h c> y clo n n l " 1 111 I o 1 r• i n f lu . n I i n I 

xp l nato y var· iabl sin Lhr• riu 111. f' nruJ inv . .-ltnc! n sP.r· lo 1-lh - . 

lh f'Xpla nalory 0111 t of' mont nf thr- vur inhlc•r. wns minim::tl. 

!1 . 2 J. ' ndlo.Li ns ()f lh c n ndy 

The s uly wns r;onsl nin1d rlu I. o (1 i f f j c· 11 1 l y i n o IJ l n j n i n If 

m• , . ., da a poin s. tor cl < I a I' o i n s i n t. r· c. n ::t • ~ I h e . g 1· e c? s o r 

f P.P.do rn and lhus rnorP. rl P.xi hilit h da l.a w s donr> ovr. t· a 

I"~ 1 • i o d o f n i g h t y ,. t • s 1-1 i I h f · v . v . r· i , b 1 ~ !' l h 11 ~ :1 s fa 1 ~ s I lw F 

te-st is concc>rn d th r . \llf"r, only 11 n d"tr ~->o f fr .dom. Th i .~ 



f ~tor ak~s i l VCl clif(irull lu l II t tdt IIIUif' V I I iohJ,.. 1 n hr> 

I) cl f . l h c u . d f!t .r•s of r,, ,-.,J , w i I 1 , .. t. I I I . '"" I !If rnnr·e 

f' ~ s di d lhP hct I ,. lhr! "' d i c· I j V(• rtl i ] i I of lhro mncl11 I . 

So orlels ·~s lH r. 
. 
til i 11 lh~ Finane r. In P!11m •n I fll•r. t 01 

p,, form d very pl)o I y. Unl r om this 

l o r. ont by, bu only sr>v•. n c ompan· ,,.,. 

includ cl i II l.h•· tnml'l" , 

dilfi ult 

n11 I n f Lit 1 l"lr•o 11 t'lllllfllll i ~s 

I It n I ,. I II I " • UHf' u I ' I h r· 

r~asrns foe the poor· p r· fot ·mortr' r of lht; mnd .. l n in lhir. rot•• nr·. 

Stu njes n l h f! n t ' •• n n I' d i v i cl c 11 d .. 11 d i r • 11 I c- !'l 1~ c• 11 r• ,. a I 

dissatisfactio n with I h: pr. t·fr r·ma nt. n f r· (! y, r· '· :~ s i on m o.d e l s 

f>S p eci lly in case r• l h <' , 1 m u f I h • !; I 11 d y i r. I o i dt•n I i I y 

~ignificant vat"ial )es IS ill lh!l~l cssi '"' modf!Js 

!:: ll f f C r f r 0 m V a r i 0 II ": rf l' f i c; i I" 0 r. i S ~~ ll d i 11 m r>,.. I 

sal isf ctory slatislir;, l mr~n!';Ut'r'rl hove hc. Pn id•_!nl i fi . d In ~;ot· r ·e c; l 

those deficj nics. fnt· r•xnmplc: th• mud•!!'; in llti!'l Aludy <::Prm lfl 

b _ s<'verely affpr P.rl by m•tll ic. c>llinPfH'ily Hhic·h lh 

,. i f'cl 0 liminal h y cJ I ' 0 p p l II f! II II(' 0 f t, Jt I o I l i n n 1 v n ,. i ;-. h 1 n . 

Th~ roo p e r f o t• 111 n n c ,. n f h n t> I It P. t• 111 n d ' I s ,~ u 11 1 d h " d 11 c I I) 

h lcroskcdes t icity. 

The researrhct 11 •• r•rl n !'lntnplr• of lhi1· ly !'li r j l'ln!'. wh i r-lt i l'l 

snmple cannot ,. us to ft,n,.rnJi~e o h r·ornpnn i r; 

h{' N<1iroui Slo . k 1\xchnlll!e , I h us t; h P v n ,. i a I I ' s i den L i f i f' d a r f.! 

en a ive sul!g stions of 1}1£' variahlc~ Lhnl. cJ,.Irorminr dividrn s 

nroug K nyan firms. 
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5.3 Recommendations for further rese reb 

For purposes of fur her research more v r1ables whtch 

determine dividends can be iden ified The odels in he financ 

and tnvestment sector may be poor due to thL 1 ck of one or mor 

influ ntial predictor vari bles. Thus o h r v riablPs which 

determ1n~ dividends based on studies don loc lly should be 

id ntified fur her. 

The variables id n ified in this study can be tested on 

co mp nies not quoted on 
I 

the. airobi Stock RKchange. The 

addi ional information thus identified plus the results of this 

s udy can comfor ably be used to make generalizations for firms in 

Kenya. 

Due o the sever shortcomings Jf r gr ssion model G. 

r· e s e a t· c h e r s h a v " t• • c ~ n l y tried to us other models f r 

e.· amp l e , s i m u l tan eo us ·~qua t i on cr. c h n i c s ca n b · 1 sed to . 'p l i 1 

~artous relationships betw~en dividends and var1 bl s sueh a:; 

inv~s ment. 

Divi ends for oth•r ears not used by he r searcher can b_ 

us.d to v lidale the model. ha is he trlentified varianles ~an 

be obtai ned and se • · f t h y can be s .cl o l t rmine di · dends 

d. c 1. u r a t e l y . 
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cotrrJ lENT STN I r RJF 

169.1443?3 7' .141 96 
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- 0 ~ 00075 01 03271 
- (' I 2414 01 10 8 . 00 13 .001-11 

r w[S WITH ISSI NG VALUES WE E'CLU E . 

!'!: 1 1F ~3 PL E IN VA lABLE: RLSI UALS 

Cursor ke~: or a~e Humb~r: 
2L EL SA 'C 4 ECOR 5 6 ~ 

f 30 1993 08:39:00 Pt1 Vi I tt1 1.1 

t . 
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T-• LIJ[ 

8 

( : Tl 

. .. ~ ... . 
· ' '\)2 
8'"' ~ · . • G • •• 

' I '14 . . "·f' 

h ; 1. of 1. . 
9 EVlEW !OQU IT 

Rtr :o;r 

~ ---- -- ----------------------------------------------------------------------
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----------------------------------------------------------------------------
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3 11421.644 
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HODEL FITTIHG RESULTS 

V lA Lt COtHICJ UIT STill>. ERROR T-VALUE PROf:< >I Tl · 

'CQJIST HT -1\84.975559 438.410172 -3.1~· '31 I Jl 5':' 
~51 -0, \)2 545 0. Oi296~ -.3227 I; . 6-4 
X 2 0.47519 o.o 683~ 5.4i2 .0 0. 
X 54 0.247107 0.083276 2.9673 .0203 
X 55 0. 2 5543 1. 754953 .1570 I 87.: 
----------------------------------------------------------------------------
{: Z1ioio bJI TH HI~~ tC VHL _..., iJeP.E EXCLUDif.•.-­

IH31 DUALS PLACED Ill VARIABLE: P.£51 &UALS 

· U.i~ f10 to Oui , Cur.ior ke•-13 r Pa'4'.' llumb~r: 
1HELP 2LABEL 3SAVSC 4 ECO 5 " 7 

j" l lifUT SUN HAY 30 1993 09:07:00 P11 VLRSI OH 1. 
8 

Po ·~~ 1.1 oi 1.1 
9P.EVJ EW <••)LI' T 

f.E',: Oif 

-----------------------------------·----------------------------------------. 
AHALYSIS Of lJAFIAIICE fOR THE HILL i£CRtSSJOtl_ 

--------------------------------------------------------------------·------· 
· OIJ R':E 
N01EL 
rr.r.or. 

··IJII Of SOUARES 
19187~17 

276297.87 

.,; HEAtl S Uil t 
4 4~,6979 

3 92099. 2~ 

PPOB< : f · 

----------------------------------------------------------------------------
OTAL ( CORR . > 19464215 

p-..,i)IIHRED = 0. 985805 
F-SQUARED <ADJ. fOR ,f, ) = 0.96~878 
STIHI. ERROR Of EST, = 303.4 79 

fresi EHTER to continue. 

1 
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________________________ , ____________________________________ _ 
. "V»EL FITTING RESOl. TS 

----------- -----------------------------------------------------------------
RI AB E COEFFICIENT STND. ERROR T-VALUE PROB(>ii 

----------------------------------------~-----------------------------------
4195 .771742 

v.225645 
0.084059 

-0.342482 
-0.001743 

1.066181E4 
0.053487 
0.078636 
0. 215417 
0.027864 

.3936 
4.2187 
1. 0690 

-1.5899 
-.0625 

.7056 

.0039 

.3206 
• 1559 
.9519 

---------------------------------------------------------------------
0 C SES ITH MISSING VALUES WERE EXCLUDED. 

ESIO A S PLACED IN VARIABLE: RESIDUALS 

I 
t 

Use F10 to Quit. Cursor kevs or Paqe Number: 
1 ELP 2LABEL 3SAVSC 4RECORD 5 6 7 

TUE JAN 1 1980 02:03:00 AM VERSION 1.1 
8 

Paqe 1. 1 of 1. 1 
9REVIEW 10QUIT 

REC:OFF 

---------------------------------------------------------------------------
1 

ANALYSIS OF VARIANCE FOR THE FULL REGRESSION 
----------------------------------------------------------------------------

1 SOUR E SUM OF SQUARES OF MEAN SQUARE F-RATIO PROO( >F) 
l t 2. 8792E0009 4 1. 1980EOOOB 6. 7921 EOOOO 7. 3718E-002 
(ERROR 3.1792E0008 3 1.0597E0006 
1 ~-------------------------------~------------------------------------------

0 A CCORR.) 3.1971E0009 7 

1 - AREO : 0. 900559 
-S ARED (ADJ . FOR D. F.)= 0. 76797 
, D. ERROR OF EST. = 10294.4 

' ress ENTER to cont 1 nue. 

2LABEL 3SAVSC 4RECORO 5 6 7 
TUE JAN 1 1980 02:06:00 AM VERSION 1.1 
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REC:OFF 



--- .......... - - ... - .. .. ........ 
•• :..1: ..... !. : . .. .!-::.: 

~.-. :-..: 

: .<!: 1..:.1 - H SSI V 

P E I~ 1A ABLE: RE DU~ S 

1:; ! 
1 ~-<i' ,... --
!(-: 

a ~e Hu ber: 
5 ~ 

·i FH V! t tl ' 

3' -:0. 
4. 233 

- .4 651 
.6779 

-2. ·g 2 
1 

.,, 
' ' "'. t · " .. . 

tHe 
9?E'JI i 

------------------ ------------------------,------------------------------- . 

--------------------------------------------------------------------------·-
: .. F .1 
,. .. ..... I" 

..... ! 

E~ t !t' 

SUN Of SOU PES 
~4140992 

~050' -4.9 

F HEAN SIJUARt 
4 'tJ35 ~j 
3 6· J561.f 

F-RATJO 
23 

----------------------------------------------------------------------------
661 1677 

., 

1 

~ ~~? 2LA EL 3 'SC 4RE.OR 5 ~ 
, ,. ... ..... c•u.t •• , no'"' t'\0• '' '" nu 11!) ,..., nu • • 

9f.EVI W 1"(•1; l T D' .. ,., :' 
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~: ~ ~E~ ~A~S~ EE~~rJ ~ .. ; 111 : t 199~ os: 4 :·. r 

---------------------------------------------------------------------------

- ------------------------ ------------ --------------- ~ ---------------------· · 
i-v· UE f? .l t- j I Tl 

--------------------------------------------------------------------------- -
.,. #' ,. ' . · -

..• =· r. • -2.i5~7 
8,7H3 

3 , 42c 

.04~:­

, 01 
'000. 
' OOt ; 

:l •• 
• • • 1'.;.. 

----------------------------------------------------------------------------

: : : : ;·_;A~ P :E HI 'ARABLE: Ri31 UAL 
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---------------------------------------------------------------------------
MODEL F TTl G RESU TS 

----------------------------------------------------------------------------
AR ABLE COEFFICIE T STND. ERROR T-'IALUE PROS(> i -l 

S <\ T -4. 23393E4 3. 826743E4 -1. 1064 .305 
X 52 0. 609592 0.41454 1. 4705 . 1849 

353 - 0 . 21359 0.093334 -2.2884 .0559 
35 - 0 . 00 89 0.038257 -.2062 .c3425 

:t-355 0. 089803 0.035386 2. 5378 .0388 
----------------------------------------------------------------------------

CASES W TH MISSI NG VALU ES WERE EXCLUDED . 
; ., 

es ALS P ACED I VARIABLE : RESIDUALS 

to Quit. Cursor kevs or p~qe Number: 
2LABEL 3SAVSC 4RECORD 5 6 7 

UE JA I 1980 0 I : 46: 00 AM VERS 0 I . I 
8 

Paqe 1. 1 of 1. I 
9REVIEW 100UIT 

REC:OFF 

1:7-----------------------------------------------------------------··--· ----
J., 1 A Al YS IS OF VARIA CE FOR THE FULL REGRESS !ON 
----------------------------------------------------------------------------

t SOURCE 
' lol DE 

ERROR 

SUM OF SQUARES 
1. 1d44EOOIO 
4.6054E0008 

OF MEA SQUARE F-RATIO PROI (>Fi 
4 2.8611E0009 1.863!EOOOI 1.8581!-002 
J I . 5351 E0008 

--------------------------------------··-------------------------------------
T A CCORR . l I. 1905E OO 10 

ARED : 0 . 96 1315 
R-S ARED (ADJ. FOR D.F. ) : 0 . 909734 

· ~TND. ERROR OF EST . : 12390. 1 1: . 
I 

,Press filTER to continue. 
' •• f 

7 

2 BEL 3SAVSC 4RECORO 5 6 7 
UE JA I 1 1980 01 : 4 7: 00 A~ VERS 0 1. 1 
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---------------------------------------------------------------·------------
MODEL FI TI G RESULTS 

----------------------------------------------------------------------------
VARIABLE COEFFICIENT STND. ERROR 

CO STAtT 
X362 
X363 
X354 
X365 

8583 . 030601 
-0. 105611 
0.077802 
0.2 985 

-0.024343 

1058.347242 
0 .017381 
0.013786 
0.017284 
0.011002 

0 CASES WITH MISSING VALUES WERE EXCLUDED. 

RESIDUALS PLACED IN VARIABLE: RESIDUALS 

Use F10 to Quit. Cursor kevs or Paqe Number: 
1HELP 2LABEL 3SAVSC 4RECORD 5 6 7 

PRINT 'fbi:: JOA:N I 19fro- 01:53:\JU -AM VERSION f.1 

T-VALUE PROB(>II 

8. 1098 
-6.0762 
5.6434 

12 . 7 t 98 
-2.2125 

8 

. 0001 

.0005 

.0008 

. JOOO 

. )526 

Paae 1. t of 1. 1 
9REVIE· 10QUIT 

REC:OFF 

ANALYSIS OF VARIANCE FOR THE FULL REGRESSION 

· SOURCE 
MODEL 

' ERROR 

r TOTAL (CORR.) 

SUM OF SQUARES 
3.6035E0008 

2235545.6 

3.6259E0008 

;. R-SQUARED : 0. 993835 
, R-SOUARED (ADJ. FOR D.F.) = 0.985614 
'• STND. ERROR OF EST. = 863.239 

· Press ENTER to continue. 

OF MEAN SQUARE F··RATIO PROB(>F) 
4 9 . 0089E0007 1.2089E0002 1.2058E-003 
3 745181.9 

7 

• 1HELP 2LABEL 3SAVSC 4RECORD 5 6 7 8 9REVIEW. 100UJT 
REC:OFF ~ PRINT TUE JAN 1 1980 01:56:00 AM VERSION 1.1 
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. 1177E0008 
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... 3 9£(008 
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E.:·T . = ·4 .0 

"' I 

: L? ~LAB E SAVS; 4, ECOR • c: " 
IIi? i' SUII 11' f 30 19~ 3 09:2 :00 t1 ','if3' . : 

-:. ~. ~ .. 
-4.:{:;. 
-. :.-t~: 
7 .o~ .. _, 
2. 3 .. ' 

r-r:· 1 o 

123 

. ~ . 
• '.' t '· : 

~:.~ .. ! ! .. 
3 E'll ElJ '· J' -

FE: :Oif 

·-



' --- - . ' '•~!~.~~-·~-------------------------------------------
---------- ---------------------------------- ------- ----.. ... """ .... -

;. I ~ t • ~ 
.. .. . 

- M .. !_ :~ .:: 

--------------------------------------------------------------- -------------
. :t ~7-- ,- - :· 7 

- • I 

E: . E 

'J .: e r ~ Cur .:· r l:e·J II ~ t~-? 

' i:l. E! : : "V: ( I • 5 - ,.~ 

' I_' ';' : :) I • .. .. 't ..... ~. t '. . -.. .... ;:. .. ' .. 
I r.t~ ~r: 

~ 

I 

. ... ~r= : ~· a 

~ -
- I • !,:, .., ... ,." 

~-

' • I 

) 
'.1 

I ·ta. 
c: I c :: 

I <1. ~ 

F3~e 
:? Et.' l w l . 

F[ 

-------------------------------------------------- ------ ------------------ -· 
-------------------------------------------------- ------ -----------· --------

_ IN E ,I ': I • I PF ?< F 

--------------------------------------------------- -·--------------··--------
(( . ~, ) 

. -··-

.. "" ... -- ... ... 
• ' \,...' t·!:.- . .. ' 

·m 1 nu:, 

I -
. '· r,. 
I 1, 11 1 

2 A EL 
Uti HA 

. 
1:• 

., 
I 

:'1 I 
-' I 

!'I IF 

124 



B BL (OGRAPUY 

Archer , Step h e n and D'Ambrossio, A. Ch r1 s.,(eds. ) Th 
Bus·n ss Finance A book of read· d 2 d d tn «>s., n • ., 
Publ i.shing Co., 1976. 

r·y o I 
m i I I 111 

Baker K n , G il R, · r 11y nd R'char B. Rdelm n.' urv .. y •f 

M n gement views on Dividend Policy", Finan i 1 Man ge n 

Vol. 14, No 4, ( W"nt er 1985),pp 135 - 145. 

Brealey, 
Fin 

Richard and Myers, 
n ee , 4th ed ., McGraw 

Stewart, Prin 
Hi l, 199 . 

' plcs of Corpor· at 

Brigham, 
Pr· 

E . and Gapensk i, C. , Finan . · a l Managem n 
LS , 6th d., The Dryd n Pres, 1991 . 

Theo y ncl 

Brittain, John A., "The tax structure nd corp r te divirl . ncl 

policy.," American Econo ·c R v'ew, 54 ( ay, 1964), 
pp 272 - 287. 

Copeland, Thomas an Wes on, J. Fred., Fina ial Th o r 
Publ 1 Corpo[·ate Policy , 3rd 

Company , 1988 . 
Acld'•cn sl1y 

Dhrymes, P. and Kurz, M., " Inv s m n s ' ivid n s, and Ext rnn l 
Finance vior of F i ms. I in R . F rb r ( d ) • 

De term nants Inv st nt B hav our, N w York, Co 1 uml i (\ 
Univ rs i ty Pr. s , 1967. 

F am a, . F . , "T h Empiric a R 1 ions h i s B L w n h D i v i d n d an cl 
Investment D cisions of Firms", A .r·cao Rconom'c Revi e w, 65 
(June 1974) pp . 304 - ~ R. 

Fama, R. F. and Babiak H., " Oiv id n 
Analysis", Journal of" A er·cao 
(D cember 1968), pp. 1132 - 1161. 

Policy: 
t'st'cal 

An Empirical 
Associa 'on, 

Gujarati, R gnar, Stat· stical nflu n e An lys · s By M OS OT 
of Complete Regr ssion Sy te•s , I ns titut 

Economics,Oslo university,Pub ication No.5,1988. 

Higgins, R . C., "The Corporate 
Journ of F'n nc· nd Quant · 

1972). pp. 152 7 - 1541. 
ve 

Saving 
An ys ' s, 

De cision ", 
7, (M rch 



J nsen, Michae and Smith , Clifford Jr.,( ds . ) Th 
Of Corporate Finance, leO aw-Hi 11, 1984 

od rn Th<·u y 

Karanja , James 
Comp an ies 
University 

M. 
in 
of 

'The Divid n Prac 
Kenya" Unpub 1 ished 

is s 
BA 

of Publicly uolcu 
research proje 

airobi , 1987. 

L i n t n e r J o h n , " 0 i s t r i b u t i o n o f I n c om e s f C o r p o t· 
Dividends , Retained Earn · ngs and Tax s ', A r 

Review, 46, ( May 1956) p. 97 - 113. 

Long, John B., Jr., " Effic"ent Portfol 'o Choice wi h 
Tax at ion o f D i v i de n d s and C a p i t a 1 G a i n s , '' 
financial Econo cs, 5 (A ugust 1977) , pp . 25 

ions Among 
an Economic 

iff •nl i· l 
Journal 
53 . 

Marsh, A. Terry and Merton C. Robert, 
Aggregate Stock Market", Journa 

"Dividen 8 h viour for th 
of Business, Vol.l6, No.1, 

1987, pp.l - 41. 

McCab , '.M. "Th Empiri al Relationship B tw n Investm~u t ·1nd 

Financing: A New look" Jou nal Of rinancial And 

Ouant ' lative Ana ysis, 14 ( March 1979) , p . 119 - 135. 

Mille, M rton "C n twlanagement Use Divid~nds To Influ nc . The 

Value Of The Firm? " S minar On Curren Ma o g en 1 s u s 

Paper Presented On De cembe , 17, l 81, Stoc kholm, Swed n. 

Michael A. "Industry Influ n c On Divi nd Polley," a 

Management, 8( utumn, 1979 ) pp. 22 - 26 . 

Miller, M. and Mod igliani F. 
Valuat ·on Of Shares", 
1961 ) pp. 411 - 432. 

"Divid n 
Journ 

Policy , Growth And Th 
Of Bus·ness, 34(0ctober, 

Rozeff, Michael S., "Gr o wth , Be a , and Ag ncy Costs as 

Determ·nants of o·v·d od Payou ratios ," Journ Of 

r·oancial Res arch, 5(F 11 1982) pp. 253 - 282. 

Stern. Joel and Chew, Donald Jr. (eds . ) The Revolut'on In 
Corporate finance, Bas il Blackwell, 1986. 



J-=- , n Cn.:.,.. r. 
Corn rate -;n;:~nr:: 

-;;~h 1" I or 1:.. A i CllS l 0 . 
,~-o·, P. 1e. 

0 (J 

- 1 --

A er1c n Fr.nnom1c RPV1PW, 

:J:o , K.R . . ··cnv, er n o• n-empn- _ pr Jr t 1 Op form nc 
C o1t 1 M rket, Fff1c1~nr. ··· Journ 1 Of F1n no=-. 27 C 
p;::;. 991 - 1 007. 

n Tr 

., , 

- t<; R . 'The Info•m:1r.1 n 
Ru-, ne~s. 46 i · or1 1. 

:onten. f D1v1rl~nd M. 
~~--1 PO. 191-.11 

T'P 011rnr~l nf 

n i= nd Br1oh m F. F1n~nr.e. I 1 ~rl , . 
,,..., .:>n Pr.:.-- :1. 

'1/~c:. on F. _ nd Cooe 1- nrl .e. - ;, Q 

Orvden Press. 1 9. 


