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ABSTRACT

This research goes further than simply investigating the relationship between dividend and stock
return volatility. This is because the research was carried out to investigate how the growth in
dividend atYects risk on the stock market, in this case the Nairobi Stock Exchange. Specifically
the research endeavored to find out whether there is a causal relationship between annual
dividend growth rate and risk The return values were calculated for every Wednesday in the
period of study. The annual standard deviation of these values of return was then calculated to
estimate the values of risk. Dividend growth values for each firm were then calculated by finding
the rate of change from the dividend of one year for a company to the next. The values of risk

and dividend growth per company were then paired on annual basis and a regression conducted

to establish the relationship

After analysis the research found evidence of the relationship between dividend growth and risk
not being linear as indicated by low values of R3and values of T and F Statistics that were less
than critical. This study established that there is a weak negative relationship between risk and
annual dividend growth as a majority of the companies analyzed recorded a negative coefficient
of the independent variable. This meant that when firms increase their dividend the prices of
their shares not only increase but also stabilize. The stability reduces risk. On the contrary when
firms reduce the rates at which their dividends grow (in effect sometimes reducing the dividend),

the result is increased volatility in the market of its stocks.

It was concluded from the results that the relationship between risk and dividend growth is not
linear. This was based on the fact that the T-Values and F-values were less than critical values.
Further the distribution of the variables was not normal, the explanation power of the dividend
growth to the wvariation in risk was weak meaning either there is no relationship, or the
relationship is non-linear Within this context of there not being a linear relationship between
risk and annual dividend growth evidence suggested that companies paying high levels of
dividend annually had lower levels of risk while those that had low levels of dividend showed

comparatively higher levels of risk.
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CHAPTER ONE

INTRODUCTION

11 Background of the Study

Because of the way the stock market works, the bids people make for stock purchases are traded
against the number of shares available at any one lime. If everyone knows that something good
has just happened at some company, for instance a fabulous new product or high dividend, they
feel optimistic about the company's prospects, and will be willing to pay more for a share in that
company. Because buying and selling of stock goes on quickly due to the current IT changes at
the NSE (NSE, 2011), shareholders' and potential shareholders' beliefs and emotions are
transmitted almost immediately to the market, affecting the price ofthe stock much faster. When
something bad befalls a company, investors (often and quickly) want to return their shares in

exchange for cash in the hope of avoiding sinking with the ship (NSE, 2011).

A lot of things can affect how the public perceives a corporation. One of the things that stock
traders rely on is information especially when they believe that not everyone knows about the
new information. They therefore react by wanting to get in. or get out before everyone else does
depending on whether the information is about a loss or a gain (Dionne & Ouederni, 2010). Any
indicator of information about a company is interpreted in some way-accurately or inaccurately
leading to variations in the prices of stocks. One such indicator of information is the dividend
(Myers. 1984). Every time dividends are announced they stimulate feelings of optimism,
overconfidence, anchoring etc. while lack of dividend (or reduction in dividend) creates feelings

of loss, regret and wanting to jump out (Kahneman &Tversky, 1979).

With this in context, both the management and the public are careful about which kind of signal
is given and how each is interpreted (Myers, 1984) Dividends are part of such signals and
therefore their nature in terms of growth rate causes variation in stock prices. This research
intends to establish the nature of the relationship between dividend growth rates and return risk

Risk is assumed to be dependent on growth rate (Dionne & Ouederni, 2010).



In this study the key terms to be used will be Efficient Market Hypothesis (EMH), risk, dividend
growth and return The EMH is an idea partly developed by Fama (1965). It states that it is
impossible to beat the market because prices already incorporate and reflect all relevant
information ie. past, public and private (Fama, 1965). There are three forms of market
efficiency the weak in which prices rely on past information; the semi strong in which prices
rely on past and publicly available information; and the strong in which all information is
incorporated in the asset price (Fama, 1965). In an efficient market, like stock exchanges are
believed to be, it is pointless to search for undervalued stocks or try to predict trends in the

market through fundamental analysis or technical analysis (Fama, 1965).

Risk is the quantifiable variability in expected returns from an investment as measured by the
standard deviation in return (Markowitz, 1952). Dividend is a distribution of a portion of a
company's earnings, decided by the board of directors, to a class of its shareholders
(Investopedia, 2011). The dividend is most often quoted in terms of Kenya Shillings per share
received (dividends per share). It can also be quoted in terms of a percentage of the current
market price, referred to as dividend yield (NSE, 2011). Dividend growth is the annualized

percentage rate of growth that a particular stock's dividend undergoes over a period of time
(Investopedia, 2011).

Return refers to the gain or loss on a security in a given period The return consists of
the income and the capital gains relative on an investment, usually quoted as a percentage
(Modigliani & Miller, 1961). The dividend growth rate is used in the dividend discount model,
which is a security pricing model that assumes that a stock's price is determined by the estimated
future dividends, discounted by the excess of internal growth over the firm's estimated dividend
growth rate A history of strong dividend growth could mean that future dividend growth is

likely, which can signal long-term profitability for a given company (Investopedia, 2011).

Various models have been put in place to explain the relationship between stock price volatility
and dividend pay-outs (but a lot is yet to be done on bow dividend growth affects return risk).
The theories include Gordon’s Dividend Capitalization Model, the Signaling Theory of
Modigliani and Miller, the Prospect Theory of Kahneman and Tversky, the Clientele Effect
Theory, and the Agency Theory of Jensen and Meckling. The theories take different approaches

in the explanation of how stock prices react to dividend policy of firms. The Dividend
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Capitalization Mode! assumes that dividend policv ofthe firm is relevant and that investors put a
positive premium on current dividends (McClure, 2011). Consequently investors would pay a
higher price for shares on which current dividends are paid as opposed to those firms that do not.
The Signaling Theory posits that changes in dividend policy convey information about changes

in future cash flows (Dionne & Ouederni. 2010) and therefore any changes in dividend policy

will draw a reaction from stock prices.

The Prospect Theory uses the behavioral approach to explain how investors irrationally react to
information. Under this theory the investors have traits that make them respond to dividend
policies in an irrational manner (Kahneman & Tversky. 1979) The Clientele Effect Theory
explains how the varied characteristics of the shareholders determine how they react to the policy
ofdividends in a firm - some clients will want more dividends others will not want dividend thus
affecting the stock prices (Investopcdia, 2011). Agency theory explains the nature reaction to
dividend policy within the context of the firm being a nexus of stakeholders with principal-agent

relation, the asymmetry of information and discord of interests causing conflict (Jensen &
Meckling, 1976).

Generally there is a positive relation linking expected dividend growth to expected returns (Mele,
2005) This means that when investors expect an increase in dividend growth then they expect
higher returns and therefore exert upward influence on asset prices and stock prices drop when
investors expect a drop in dividend (Nishat & Irfan, 2003). When there is an investor friendly
environment therefore, for instance an increase in dividend growth the prediction is that there
should be lower risk in returns. However, when dividend growth falls there is expected an
increase in risk (Lombardo & Pagano. 2000). Despite being stated that dividend growth affects

risk, it is not clear whether the relationship is linear or non-linear (Lombardo & Pagano, 2000).

The firms to be studied are those listed on the NSE. According to The Nairobi Stock Exchange
(2011), the NSE in Kenya was formed in 1954 as a voluntary organization of stockbrokers. The
Nairobi Stock Exchange is now one of the most active securities markets in Africa. The cite
acknowledges that NSE developed from the efforts of Francis Drummond in 1951, who was an
Estate Agent, who had approached Sir Ernest Vasey (at that time the Finance Minister of
Kenya), and impressed upon him the idea of setting up a stock exchange in East Africa. The two,

together approached London Stock Exchange officials in. July of 1953 and as a result the Nairobi
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Stock Exchange was set up as an overseas stock exchange attached fo the London Stock
Exchange (NSE, 2011)

In 1954, the NSE was registered under the Societies Act as a voluntary association of
stockbrokers. Africans and Asians were not permitted to trade, until after the attainment of
independence in 1963. In 1988 the first privatization through the NSE was realized, and the
successftil sale of a 20% government stake in Kenya Commercial Bank was done (NSE, 2011).
Febaiary 18, 1994 recorded the highest 20-Share Index in NSE history (NSE, 2011). More
improvements took place on the NSE which had moved to more spacious premises at the Nation

Centre in July 1994, set up a computerized delivery and settlement system (DASS), the number

of stockbrokers increased with the licensing of 8 new brokers (NSE, 2011).

According to the NSE (2011), the securities are divided into Main investments market Segment
(MIMS) made up of firms in the Agricultural sector. Commercial and Services sector, the
Industrial and allied sector, the Finance and Investment sector. Alternative investment markets
segment (AIMS). The fifth segment (not relevant to this study) deals with Fixed Income
Securities like bonds (NSE, 2011). The NSE is subordinate to the Capital Market Authority
(CMA). Among other things the Capital Market Authority is charged with the role of protecting
investor interests (NSE, 2011).

Part IV ofthe Nairobi Stock Exchange (2011) Listing Manual sets out issuers’ continuous listing
obligations including disclosures on periodical financial information and general disclosures to
ensure that the investors and shareholders have access to information on the issuer. The type of
information includes information on annual dividends. Given the dividend information and the
history of a firm's dividends, the investors may have a reaction that may result in price variation

and therefore risk in returns of the stock market (Rimbey & Officer. 1992).

12 Statement of the Problem

Jhe publication of the “Capital Structure Puzzle” by Myers (1984) discussed the idea of the
intormation-laden nature of dividend countering ihe Modigliani-Miller proposition of dividend
irrelevance  Litzenberger & Ramaswamy (1982) also agreed that there is a non-linear
relationship between return and expected dividend providing evidence that dividend causes

variation in asset prices, and therefore returns, as people react to the perceived information
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contained in the dividend announcement. Woolridge, (1983) argued that a negative change on

dividend has a reducing effect on common stock prices while a positive change has an increasing
effect.

Jensen & Meckling (1976) defined agency relationship as a contract under which one or more
persons (the principals) engage another person (the agent) to perform some service on their
behalf which involves delegating some decision making authority to the agent. If both parties to
the relationship are utility maximizers, there is good reason to believe that the agent will not
always act in the best interests of the principal (Jensen & Meckling, 1976). They further posit
that the principal can limit divergences from his interest by establishing appropriate incentives

for the agent and by incurring monitoring costs designed to limit the aberrant activities of the
agent.

Agency theory therefore is mainly concerned with resolving two problems that can occur in
agency relationships The first is the agency problem that arises when (a) the desires or goals of
the principal and agent conflict and (b) it is difficult or expensive for the principle to verify what
the agent is actually doing. The problem here is that the principal cannot verify that the agent has
behaved appropriately. The second is the problem ofrisk sharing that arises when the principal
and agent have different attitudes towards risk. The problem here is that the principal and the
agent may prefer different actions because of the different risk preferences. Some of these
agency issues manifest in the dividend policy. The question is whether it is possible to get a
model that can be used as a mechanism of deciding between the management and the

shareholders as concerns dividend (Jensen & Meckling, 1976).

Mbaka (2010) sought to establish if there is any relationship between announcement of dividends
and share prices on the NSE The study found out that among the 20 firms that were used to
calculate the NSE 20 share index, those firms that had announced dividend reduction showed a
price fall while those that announced dividend increase showed price increase (Mbaka, 2010).
This research did not explain whether or not there is any relationship between growth oi
dividend and risk. Ngunjiri (2010) conducted a study to determine the relationship between
dividend payment policies and stock volatility. The sampled 40 quoted companies studied by
Ngunjiri showed that earnings and firm size had a significant effect on a firm’s stock prices.
Earlier, Kalui (2004) had analyzed factors that caused stock price volatility for quoted firms and
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found out that payment ratio, llrm size, earnings volatility and asset growth cause stock price
volatility. Mulvva (2006) examined whether the signaling efficiency of dividend changes the
future profitability of quoted companies at the NSE. The study established that the relationship
existed in the first year of dividend payment but this relationship was insignificant in subsequent

years. The issue of how dividend growth rate relates to risk is left out by these studies yet stock
prices are sensitive to changes in dividend growth

Dividend growth indicates that the value of dividend paid to ordinary shareholders is bound to
increase or decrease at some future date. This in effect raises optimism or despair among the
investor towards the returns expected from holding investments in such firms. Those who
currently hold shares in firms with increasing dividend (rates greater than one ) will be more
reluctant to sell their shares while those who may wish to have more shares in such firms will
want to buy. The increase in the demand for shares of firms with dividend growth causes a

variation (actually a rise) in the price of the shares.

On the contrary, if the growth in dividend is depressing (with rates less than one or sometimes
negative) in the view of the investor, for example, a drop in dividend growth rate is expected,
there is likely to be a tendency to have the supply of the shares of the firm in question to increase
while their demand to reduce. This instability can cause the prices of the shares to fall. This
behavior shown between the changes in growth rates of dividend and the reaction to these
changes in the stocks market needs to be investigated. The important questions that this research

therefore seeks to answer are: is there a relationship between dividend growth rate and risk? If

there is, is it linear? If it is linear is it a significantly linear relationship?

1.3  Objectives of the Study

1 To determine the annual dividend growth rates for the quoted public companies
listed at the Nairobi stock exchange.

2. To determine the annual risks of the returns on the shares of the quoted public

companies listed at the Nairobi stock exchange.



3. To establish whether the relationship between dividend growth and risk in the

returns on the shares of a quoted public company on the NSE is linear or non
linear.

14  Significance (Value) of the Study

The findings of this research are important in various ways. The management of firms will know
that not only does declared dividends affect stock price risk but that they can use a regression
analysis of the growth of dividend to assess the effect of the size of the change (growth) in the
risk. This will enable the management of the organization be able to forecast the level of
dividend needed at a given rate of market volatility by simply predicting the dividend growth
rate and multiplying it by the preceding dividend value. This method will also enable to set
profitability targets that can be matched with the dividend level Further the targets can be used

as a measure of the performance of the management.

Investors will be able to look at the past dividends, ascertain the growth rate of a firm and be able
to determine which firms are more risky, which ones are not and make investment decisions
accordingly. In line with risk-return trade-off, the investors will be able to use the model to
determine which levels of dividend from the firm will be able to fairly compensate investors who
bear more risk caused by the volatility in dividends. This model will provide a standard upon
which information asymmetry management can be based. Given that the data about dividends
and stock prices will be public information, investors can conduct their own analysis and come
up with expected levels of dividend. This then provides fair ground to the*investors to question

the performance of the management based on dividend pay-out.

Agency issues that may arise can be controlled as a result of the stakeholders having similar
basis upon which to demand pay-out. This in turn may be a good control measure to control how
much is paid out in dividend vis-a-vis how much is retained in the firm. During time oi
abundance of profitability there will be no temptation to pay out larger dividend but the extra can
be saved to pay out for future limes when profits dwindle This actually is a plausible dividend
smoothing out policy based on level of risk. Further scholars will be able to use this research as
evidence of there being either a linear or non linear relationship to advance the arguments of the

nature of interaction between risk and growth.



CHAPTER TWO
LITERATURE REVIEW
21 Introduction

In this chapter two things are discussed Fart one discusses Gordon’s Dividend Model, the
Signaling Theoiy, the Prospect Theory, Clientele Effect Theory and the Agency Theory which
make the main theories behind this research The second part looks at risk (variation in return),

dividend growth rate and the empirical work that is related to this researen.

The chapter takes a look at the model of Gordon that relates the price of an asset, the dividend,
required return and the growth rate. It also looks at the prospect theory that explains investor
irrationalities with respect to risk and return; the signaling theory that asserts the information-
laden nature of dividend and how they cause investor reaction; the clientele effect theory that
explains how the nature of investors can cause variation in price due to attitude towards a firm

change in dividend policy; and the agency theory that provides an explanation based on the

principal-agent relationship

2.2  Review of Theories
221 Gordon's Dividend Capitalization Model

Gordon's theory contends that dividends are relevant and that dividend policy of a firm affects its
value (Articlesbook, 2011). This model assumes that the firm is an all equity firm so that no
external financing is used and investment programmes are financed exclusively by retained
earnings. Also that return on investment and Cost of equity are constant. Further the firm has
perpetual life; the retention ratio is constant once decided upon making the growth rate constant.

The model also assumes cost ofequity is greater than dividend growth rate (articlesbook, 2011).

This model assumes that dividend policy of the firm is relevant and that investors put a positive
premium on current dividends (McClure, 2011). This model further assumes that investors are
risk averse and they put a premium on a certain return and discount uncertain returns, investors
are rational and are therefore expected to prefer current dividend (articlesbook, 2011). They

would discount future dividends and the retained earnings are evaluated risky promise (McClure,



2011). In case the earnings are retained, the market price of the shares would be adversely
affected (McClure, 2011). Consequently investors would be willing to pay a higher price for
shares on which current dividends are paid. The dividends declared and in effect dividend
growth contribution to risk (articlesbook, 2011).

2.2.2 Signaling Theory of Modigliani and .Miller (1961).

Signaling theory states that changes in dividend policy convey information about changes in
future cash flows (Dionne & Ouederni, 2010) Dionne & Ouederni (2010) go on to say dividend
signaling suggests a positive relation between information asymmetry and dividend policy. In
other words, they say, the higher the asymmetric information level, the higher is the sensitivity of
the dividend to future prospects of the firm. There are disagreements about the nature of the sign
and the significance of the effect of information asymmetry on dividend policy (Dionne &
Ouederni, 2010). According to signaling theory, dividends affect share prices as they
communicate information about the firm in the context of information asymmetry between

management and investors (Rimbey & Officer, 1992)

2.2.3 Prospect Theory of Kahnenian and Tversky (1979)

Kahneman and Tversky (1979) proposed a descriptive theory called Prospect Theory to explain
decision making under conditions of uncertainty. This theory focuses on how people choose
among alternatives based on psychological evidence (Han & Hsu, 2004). Kahneman and
Tversky (1979) found empirically that people underweight outcomes that are merely probable in
comparison with outcomes that are obtained with certainty; also that people generally dismiss
components that arc common to all prospects under consideration. Under prospect theory, they
say, value is assigned to gains and losses rather than to final assets. Consequently, when firms set
dividends, the investors are likely to react in a manner to push up the prices of some shares while

pulling down the prices of others due to psychological and indeed irrational reasons (Kahneman
and Tversky, 1979).

According to Phung (2011) irrational issues like January Effect (the phenomenon in which the
average monthly return for small firms is consistently higher in January than any other month of
the year), the winner’s curse (a tendency for the winning bid in an auction setting to exceed the

intrinsic value of the item purchased), and the Equity Premium Puzzle (myopic loss aversion,
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where investors are overly preoccupied by the negative effects of losses in comparison to
equivalent amount of gains take a very short-term view on an investment). Such and more such

irrationalities cause variations in stock prices therefore having an effect on stock market risk
(Phung, 2011).

224 Clientele Effect Theory

The Free Dictionary (2011) defines Clientele effect as the theory that a company's stock price
will move according to the demands and goals of investors in reaction to a tax, dividend or any
other policy change affecting the company The clientele effect assumes that investors are
attracted to different company policies and that when a company's policy changes, investors will

adjust their stock holdings accordingly (The Free Dictionary, 2011)). As a result any adjustment
causes the stock price to move (Investopedia, 2011).

According to Clientele Effect theory' if a company that currently pays a high dividend (attracting
certain clientele whose investment goal is to obtain stock with a high dividend payout) made a
decision to decrease its dividend, this will cause such clientele to sell their stock and move to
another company that pays a higher dividend (The Free Dictionary, 2011)). As a result, the
company's share price will decline. However the same company might attract investors who are
more interested in growth benefits (Investopedia, 2011).

2.25 Agency Theory (Jensen & Meckling, 1976)

Agency theory is about the relationship between the principle and the agent (Jensen &
Meckling). According to them the principal in agency theories represents someone who
delegates while the agent represents someone to whom authority is delegated. When a
shareholder delegates authority to management, the shareholder is the principal and the

management is the agent Agency theory is mainly about the unharmonious relationship between
agents and principles (Jensen & Meckling).

Agency loss is the difference between the conseouences of delegation for the principal and the
best possible consequence and it provides a common metric for their distinctions (Eisenhardt,
1989). Eisenhardt. (1989) argues that agency loss is zero when the agent takes actions that are

entirely consistent with the principal’s interests. As the agent’s actions diverge from the
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principal’s interests, agency loss increases When the agent does things that are bad for the
principal, agency loss is high. One area where agency issues arise is in the payment of dividend

and how it compensates the risk borne by shareholders (Eisenhardt. 1989).

23 Empirical Literature Review

Risk is generally return volatility, or the degree of ups and downs of returns. It is the day-to-day
potential for an investor to experience losses from fluctuations in securities prices. But there is
more to risk volatility. Risk and long-term reward are generally related. Risk is the chance that
your actual return will be less than expected. Risk is a complex multidimensional concept that
manifests itself in many ways. Risk is omnipresent and includes things like stock market crashes,
bankruptcies, currency devaluations, changes in sentiment, inflation and interest rates etc. in the
context of this study risk is the variation in the return on investors’ stocks. The return is the sum

of asset price changes (.capital gams) and the dividend (Modigiiam & Miller, 1901).

Firms are generally reluctant to change dividends and for this reason dividends are considered
sticky because the variability in dividends is significantly lower than the variability in (say)
earnings or cash flows. The unwillingness to change dividends is accentuated when firms have
to reduce dividends and, empirically, increases in dividends outnumber cuts in dividends
by at least a five-to-one margin in most periods. As a consequence of this reluctance to cut
dividends, firms will often refuse to increase dividends even when earnings go up, because
they are uncertain about their capacity to maintain these higher dividends. This leads to a lag
between earnings increases and dividend increases. Similarly, firms frequently keep dividends
unchanged in the face of declining earnings. The main reason is that dividends are information
laden and could trigger negative sentiment. The change in dividend can be expressed as dividend
growth rate from a period to another, while the effect expressed in terms of return variation

capturing variation in both stock prices and dividend change (Grullon & Swaminathan, 2002)

Dividends experience a significant decline (increase) in their systematic risk. Dividend
increasing firms also experience a decline in profitability in the years after the dividend change
and there is no evidence that firms that pay more dividends increase their investments in future
projects, the announcement-period (positive) market reaction to a dividend increase is

significantly related to the subsequent decline in systematic risk These findings suggest that
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dividend increases may be an important element of a firm’s long-term transition from growth
phase to a more mature phase. Inthe long run, dividend-increasing firms with the largest decline
in systematic risk also experience the largest increase in price over the next three years,
suggesting that the market reaction to dividend changes may not incorporate the full extent of the

decline in the cost of capital associated with dividend changes (Grullon & Swaminathan, 2002).

Empirical studies of wide classes of securities have mainly focused on and confirmed that there
is a relationship between risk and return (Malkiel, 1982). It is generally assumed that the level of
return is higher for investors who also invest in more risky assets within the context of risk
aversion (Malkiel, 1982). The first model to simplify the relationship between risk and return on
the stock market was the Capital Asset Pricing Model by Sharpe (1964), Lintner (1965), and
Mossin (1966). This model divided risk into systematic (that cannot be diversified) and the non-
systematic risk (that can be diversified away) (Sharpe. 1964). The CAPM. based on the works of
Markowitz (1952) asserts that the relation between an asset’s risk and return is linear and
positive with the return for assets with no risk estimated by the risk free rate and the gradient of
the linear relation being the rate at which bearing of an extra unit of risk is rewarded by the asset
market (Sharpe, 1964). The market docs not reward unsystematic risk as it can simply be
managed away through diversification as their source is company specific (Malkiel, 1982).The

riskiness of an asset is measured by the standard deviation of the returns (Markowitz, 1952)

Sharpe (1964) acknowledges that the issue of risk has pervaded the older methods of analysis of
investments under conditions of risk and into the positive approaches that analyze investments
under conditions of uncertainty. Since Markowitz (1952) formalized the portfolio theory and
used the mean-variance criterion to discuss risk and hence diversification, there have been a
constellation of risk measurement proxies and approaches. These methods of risk measurement
arc what Sharpe (1964) referred to as mere assertions. Since Markowitz (1952) much of the

definition ofrisk is anchored upon variance, the causes of the variance notwithstanding.

Tania (1965) added to the empirical analysis of risk by developing the Efficient Market
Hypothesis (EMU) to provide the base for a scientific approach to risk and return. Under the
EMH return observation were assumed to be random and normally distributed around the mean
return thus providing thrust to the CAPM (Sharpe, 1964). The deficiencies cited in the CAPM

and EMH led to more research into the issue of risk and to other models rivaling both the EMH
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and the CAPM. Behavioral Finance (Kahneman & Tversky, 1979), Intertemporal CAPM

(Myers, 1973), Arbitrage Pricing Theory (Ross, 1976), Adaptive Market Hypothesis (Lo, 2005)
are a few of such models.

The Adaptive Market Hypothesis, by Lo (2004), attempts to reconcile economic theories based
on the EMH with those based on behavioral economics, by applying the principles
ofevolution (competition, adaptation and natural selection) to financial interactions: Under this
approach, the EMH can coexist with Behavioral models. Lo asserts that much of what
behaviorists cite as counterexamples to economic rationality are, in fact, consistent with an
evolutionary model of individuals adapting to a changing environment using simple heuristics
(Lo, 2004). This hypothesis unites the EMH and the Behavioral finance hypothesis into one
market environment with the irrationalities contributing significantly to risk (Lo, 2004). Higher

risk is a measure of the market being informationally inefficient (Lo, 2004).

The sources of risk in asset returns are widely varied. Some are purely random according to the
Efficient Market Hypothesis (EMH) formally presented by (Fama, 1965), while others are
systematic and based on human irrationalities as discussed by behavioral finance theorists like
Kahneman and Tversky (1979). From whichever source of risk, the semi-strong form of market
efficiency (Fama, 1964) posits that the information made public is embodied quickly in the
prices of the stocks of such firms in effect causing a variation in the price. One such piece of
information made public by the management of a company is the level of dividend. Dividend is
believed to provide information about the future prospects of the company according to signaling
theory (Myers, 1984). Myers declares that, “We know stock prices respond to unanticipated

dividend changes, so it is clear that dividends have information content,” (Myers, 1984, pp ).

According to Stock Market Investing for Beginneis (2008), Dividend Yield.equals Dividends per
Share / Share Price This yield is part of the earnings made if the share is sold after some period
and should therefore be added to the percentage price change to get the total return on the stock.
Finance Terms (2011) confirms that an investor can calculate the dividend adjusted return by
first computing the raw return on the underlying stock (i.e. the current closing price, minus the
previous closing price ), plus any dividends on ex-dividend dates, then, divide the raw return by

the previous closing stock price this is expressed as
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Inthis formula, R is the dividend adjusted return, is the dividend earned during the period in
question, Fa is the previous closing price, Pi is the current closing price. Usually the return with
dividend is more than return without dividend and many firms adjust dividend upward as

dividends provide information about future prospects (Myers, 1984). Reduction of dividend is
usually avoided (Myers, 1984).

Ross (1977) represented a form of signaling theoiy shows the relevance of dividends. Under the
Ross scenario, investors interpret signals from management and adjust the value of the firm
accordingly. Further, through a disciplinary mechanism that holds management accountable for
its actions, the market is capable of discerning whether such signals are valid (Ross 1977).
Although signaling theory necessarily predicts a uniform share price response to news of
initiations or omissions, the evidence to date suggests a consistent tendency for some firms'

share prices to respond opposite the predicted response (Ross 1977).

Krainer (1971) posits that for some time there has been disagreement among financial
economists as to the effect of dividend policy on the valuation of a firm under conditions of
uncertainty. On one side of the debate Miller and Modigliani argue that the capitalization rate on
shares is independent of the dividend policy of the firm (Krainer, 1971). On the other hand
Gordon and others, reject this proposition and present theories of valuation where share prices

and capitalization rates are very much dependent upon the dividend policies of firms (Krainer,
ty / 1).

Participants on both sides of the debate, continues Krainer (1971), however, seem to agree that
the day for comparing the logical structure ofconlending models is over and that our efforts now
should be directed towards empirically testing the contending models against the data. With
respect to dividend policy attempts at empirical verification seemed to suiter trom at least two
shortcomings: first, the possibility that the assumptions underlying the statistical techniques used
might not be met; and second, the possibility that many of the relevant variables are not directly

observable, and consequently imperfect proxy variables are used in the statistical experiment

(Kramer, iy/1).

14



The announcements of cash dividends signal information to investors that include the company’s
efficiency such as the profitability, liquidity and investment opportunity (Hansen, Kumar &
Shome. 1994; Miller, 1999; Black. Ketcham & Schweitzer, 1995; DcAngclo & DeAngelo, 1990;
Alii, Khan & Ramirez, 1993). According to Gonedes (1978) and Watts (1973, 1976), unexpected
dividends do not influence the stock markets. Managers usually establish a stable cash dividend
policy to avoid sending negative information to investors (Dewenter & Warthcr, 1998; Nadler,
1977, Escherich, 2000). Companies with an unstable cash flow pay a greater proportion of cash

dividends than companies with stable cash flow (Etradley, Capozza & Sequin, 1998).

The announcement of cash dividends signals information to investors that include the company’s
efficiency such as the profitability, liquidity and investment opportunity (Juma'h & Pacheco,
2008). Unexpected dividends do not influence the stock markets opportunity (Juma'h & Pacheco,
2008). Managers usually establish a stable cash dividend policy to avoid sending negative
information to investors (Juma'h & Pacheco, 2008). Companies with an unstable cash flow pay a

greater proportion of cash dividends than companies with stable cash flow (Bradley, Capozza &
Sequin, 1998).

Asymmetry of information exists on the future of the company’s profits and the effects of the
announcement of cash dividend policy (Juma'h & Pacheco, 2008). The investors’ reaction to
changes in cash dividends influences companies to be caution to increase cash dividends except
that the increase will remain for longer term (Lintner, 1956). It is assumed that companies with
unstable profits pay little cash dividends to maintain cash dividends constant, to minimize the

cost of external financing and to signal positive information to investors (Lintner, 1956).

In a study, Collins & Kemsley (2000) sought to explain why investors often reward firms for
paying fully taxable dividends rather than allowing them to realize profits through tax-favored
capital gains. In the resulting publication they assert that potentially important expenses for many
shareholders are proprietary-level capital gains and dividend taxes. In their study, Collins &
Kemsley (2000) accounted for these shareholder-level taxes by adding them .to a residual-income
equity valuation model and empirically examining the resulting properties. They found that
capital gains and dividend taxes have substantial, distinct effects on the valuation of retained and

current earnings, as well as on dividends (Collins & Kemsley, 2000). These findings suggested
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that proprietary-level taxes drive wedges between entity-level accounting variables and firm
value (Collins & Kemsley, 2000). Accounting foi these taxes removes the valuation wedges and

helps bridge the gap from entity-level accounting measures to shareholder-level valuation
(Collins & Kemsley, 2000).

Both capital gains and dividend taxes reduce investors' implicit valuation of the reinvested
portion of current earnings (Collins & Kemsley, 2000). Dividend taxes reduce the valuation of
the portion of earnings distributed as dividends, but capital gains taxes do not (Collins &
Kemsley, 2000). Further, dividend taxes reduce the valuation of existing retained-earnings
equity, but again, capital gains taxes do not (Collins & Kemsley, 2000). Capital gains taxes are
not expected to reduce the valuation of existing retained-earnings equity because buyers
implicitly pay for the accumulated equity when they purchase stock (Collins & Kemsley, 2000).
By paying for the accumulated equity, buyers esiablish the tax basis necessary to protect them
from future taxes upon eventual sale of the purchased equity (Collins & Kemsley, 2000).
Litzenberger & Ramaswamy (1982) acknowledge that there is a positive and non-linear

relationship between common stock returns ard expected dividend yield based solely on

information that would have been available to the investor ex-ante.

Woolridge (1983) delved into the discussion of ‘he effect of unexpected dividend changes on
wealth transfer Woolridge (1983) argued that a positive unexpected change in dividend causes a
positive change on wealth transfer in common stocks, but a negative effect on preferred stock
and debt Such a change signals positively on common stocks, preferred stocks and debt
(Woolridge, 1983). On the contrary, a negative change on dividend has a negative effect on
common stocks, but a positive effect on both preferred stocks and debt (Woolridge, 1983). A
negative change in dividend had negative effect on the signaling and therefore negatively
affecting common stocks, preferred stocks and debt (Woolridge, 1983). Woolridge, (1983)
attributes this to the presence of information asymmetries between managers and investors
causing securities to sell at prices other than their true values in effect causes a variation on stock

prices.

The analysis of the clientele effect of the dividend is associated to a market imperfection, the

existence of taxes, and is related to the discussion on the relevance of dividend distributions
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(Borges, 2011) Because there are economic agents with difTerent fiscal framings, this can mean

that some will prefer dividends, while others will prefer capital gains (Borges, 2011).

Hussainey, Mgbame & Chijoke-Mgbame (2010) conducted a study to examine the relationship
between dividend policy and share price changes in the UK stock market. This was done for a
period of 10 years (1998 through 2007) It was based on a sample of publicly quoted companies
in the UK. It also examined the relationship between stock price volatility and other variables
such as size, growth, earnings volatility and debt. In the study the relationship between ordinary
stock price volatility and dividend policy was analyzed utilizing multiple least square
regressions The regression model basically related price volatility with the two main measures

ofdividend policy - dividend yield and dividend payout ratio.

Their results showed that the correlation between price volatility and dividend yield was negative
(-0.2583) Also the correlation between price volatility and dividend payout was negative (-
0.4446). The overall findings suggested that the higher the payout ratio the less volatile a stock
price would be. That payout ratio was the main determinant of the volatility of stock price.
Among the control variables, it was discovered that size and debt had the highest correlation with
price volatility (Hussainey et al, 2010). This indicated that the dividend paid out had a great

influence on stock prices but the effect of how changes in dividend relate to stock prices was not
investigated

Mbaka (2010) sought to establish if there is any relationship between announcement of dividends
and share prices on the NSE. tie sampled 20 firms that were used to calculate the NSE 20 share
index. This study found a significant difference between abnormal returns before and ailer the
dividend announcement showing that the dividends had an effect on price variation. Those firms
that had announced dividend reduction showed a price fall while those that announced dividend
increase showed price increase (Mbaka, 2010). Beyond this conclusion nothing further is said

concerning dividend growth and risk

Ngunjiri (2010) conducted a study to determine the relationship between dividend payment
policies and stock volatility. The sample of 40 quoted companies showed that earnings and firm
size had a significant effect on a firm’s stock prices. Earlier, Kalui (2004) had analyzed factors

that caused stock Drice volatility for uuoted firms and found out that navment ratio, firm size.
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earnings volatility and asset growth cause stock price volatility. Effect of dividend growth on

asset prices was not analyzed.

Mulwa (2006) examined whether the signaling efficiency of dividend changes on the future
profitability of quoted companies at the NSE. The population consisted of the 48 companies
listed at the NSE for the period 1998 to 2002. Secondary data was obtained from NSE,
Stockbrokers, and KBS & CMA The study established that the relationship existed in the first
year of dividend payment but this relationship was insignificant in subsequent years. This study
gave a hint that a change in dividends caused variation in stock prices without establishing an

empirical nature of this relationship.

24 Conclusions

In this chapter theories behind dividend and risk have been discussed and evidence of research
done on the issue of dividend and risk delved into. There are those who believe dividends are
irrelevant to firm value, there are those who believe in the relevance of dividend to firm value.
Further, there are those who believe unexpected changes in dividends have no effect on firm
value while there are those who believe changes in dividend have an effect. There is clearly a
need to conduct a research analyzing the exact relationship between how changes in dividend

from year to year (explained by dividend growth rite) affects the risk in the return of a stock.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This section discusses the method that were be used in the collection and analysis of data and
presentation of findings. It also discusses hov/ the objectives of the study were met. It
specifically covers issues to do with the research design, definition of the population of study,

how sampling was done, how data was collected and how the data was analyzed.

32 Research Design

This research was a causal study of the Nairob' Slock Exchange to investigate the effect of
dividend growth on risk in the returns to investors. This research used regression as used by
Hussainey et al (2010) in their study of the relationship between dividend policy and share price
changes in the UK stock market. This study by Hussainey et al was done with stock price
volatility as the dependent variable and the divitlend policy as the independent. In this study,

though, dividend growth rate was the independent variable.

3.3 Target Population

The population of this study included all the companies that were listed on the NSE. These are
those in the Main Investment Market Segment (MAIMS); those in the Financial Investment
Market Segment (FIMS); those in the Agriculture and Allied Market Segment (A&AMS) and
those in the Alternative Investment Market Segment (AIMS).

34 Sample

The period between January 1, 2000 and December 31, 2010 was considered for analysis for all
the listed companies at the NSE but only thirty were considered (see table 5 in the appendices)
due to the unavailability of relevant data. Wednesday average prices ot stocks and annual

dividends of companies from January 1, 2000 to December 31, 2010 were used. Wednesday
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average prices were chosen as they suffer less effect from irrationalities like the weekend and

Monday effect making them fairly normal (French 1980).

3.5 Data Collection

Secondary data on annual dividends and Wednesday average stock prices'were collected from
the NSE. All the Wednesday average prices for all companies from January 1, 2000 to December
31 2010 were collected This lead to an expected 28520 price observations (51 companies* 10
years*52 weeks in a year) and 561 dividend observations (51 companies* 1dividend per year*| 1
years). The number of stocks traded on each Wednesday for each of the 51 companies was also
captured leading to 28520 observations. This data was collected from NSE databank. The data

was captured, organized and analyzed in MS EXCEL 07 format.

3.6 Data Analysis

Inthe analysis of this data the first task was to establish the time series data on annual dividend
growth rate and this will be done by the single period Gordon dividend growth model:
Or .
= -1 .

ot =4 ()
Where 9x is the current dividend growth rate, Or js the current dividend and °r-i the dividend
ofthe last year. This was done for each company for 10 year though 22 companies had data for a
less number of years Those that generated less than three annual dividend growth rates were
dropped from analysis. The next task was generating annual risk for each company. This was
done by first calculating weekly dividends per firm by taking [(dividend declared) m(52 weeks)].
The weekly rate of return was calculated by the Modigliani & Miller (1961) model.

n _ Dn ’Pn+\ P»

00
Rn~ I\ P7x

Where is the current return, Dn is the current dividend, p n is the current stock price and
/V i the price one period later. The annual risk in return for every firm was calculated by
vetting the standard deviation of returns giving 10 results per firm (Markowitz, 1952). The

formula below was used to calculate risk:
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Riskjf =

Where is the risk of company / in y e a r w<» is the weight of the stocks of the year

with respect to the stocks of the company i sold during the week n in year | and

>t=52

£ «l =1
>=1

fini isthe return of firm / in week //; Rit is the weighted average risk of the firm / in the year 1

(Lucev, 2002).

A regression analysis was conducted for each firm and the values of A (constant) and ®

recorded in a table. In the regression ~ (risk) is tie dependent variable while 9 (growth) is the

independent variable the model being
R=A+(B xg)+ e

The value ® for each firm will be tested for its significance ot difference from Zero using T-test

a 95% confidence level. The relationship was concluded as linear if Bi * 0, ie. if
lcalculated > Tcnt,cal. The normality of the two distributions (risk and dividend growth) used
in the regression was tested by finding the Kurtosis (for peakness) and the skewness. The
coefficient of determination was be used to test how much of the variation in lisk was
explained by variation in dividend growth. A value of 1 > 50 % indicated a strong level ol
explanation. The significance of the regression was tested by use of the I-test. If
Fcalculated > Fcritical then the regression was significant. Otherwise it was not. The existence
mof a linear relationship was concluded if Bi * ®, 1 > AN &a,id Tcalculated > “critical.

(Lucey, 2002).
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CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS OF FINDINGS

41 Introduction

This chapter discusses the findings of the research. The objective of this research was to find out
whether the relationship between risk as the dependent variable and dividend growth as the
independent variable is linear or not. The chapter therefore discusses how the two variables were
operationalized, it provides a statistical description ofthe distribution of the data on the variables
and how the variables correlated. Further the regression analysis findings are presented. An

interpretation of the results is presented in the last subtitle of this chapter.

42 Presentation and analysis of Findings
421 Risk and Dividend Growth Rate

The annual dividend growth rates gt, were computed tram the data collected tor each ot the

companies for which there was data on the dividends declared between 2001 and 2010 (see
Table 2 in the appendix). This was done by applying the Gordon single period dividend growth
model. The values of the dividend growth for each company quoted on the NSE were paired with
corresponding annual risk values (see fable 6 in the appendix) of the firm in order to allow an
analysis to establish whether the relationship between them was linear. This analysis was done
on thirty companies for which data was available to enable such an analysis. Twenty-two
companies were disqualified for they had no data on dividend or had only given one oi two
dividend during the study period; other companies had been listed during the period of study and
therefore had deficient data. The regressed linear models relating annual company dividend

growth rates with their risk values were established.
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422 Descriptive Analysis.

Descriptive statistics of the variables were calculated to provide an insight into their nature.
Specifically arithmetic mean, variance, skewness, kurtosis, maximum and minimum values of
each of the variables for the thirty companies analyzed were calculated and the findings tabulated
into Table 1 in the appendix. The highest level of growth in dividend was 10 times which was
achieved by Mumias sugar Co. Ltd when it increased dividend from Sh. 0.1 in 2003 to Sh 1.1 in
2004 while the lowest growth rate was -0.9 achieved by Kapchorwa Tea co. Ltd when it reduced

dividend from Sh. 5 in 2007 to Sh 0.5 in 2008 Car & General (K) Ltd never changed its
dividend ofSh. 0.67 since 2004.

A total of thirteen companies had negative skewness in growth rate of dividend with East
African Breweries Ltd being the most negatively skewed (with -2.2410) while Diamond Trust
Bank Kenya Ltd was the least negatively skewed (-0.1303) Mumias Sugar Co. Ltd had the
highest level of positive skewness (3.0789) while Pan Africa Insurance Holdings Ltd had the
least skewness in dividend growth rate Equity Bank Ltd and KenGen Ltd were the only
companies to record negative skewness in risk (-0.4518 and -0.5598 respectively). On the
contrary, Limuru Tea Co. Ltd was the most positively skewed in risk (3.1226) while B.O.C
Kenya Ltd was the least positively skewed in risk (0.1602).

Thirteen companies recorded kurtosis of more than three with Mumias sugar Co. Ltd, isation
Media Group and |PS Eastern Africa (Serena) Ltd recording kurtosis of 9.6271, 8.3353 and
9 0000 respectively in dividend growth rates. A total of nine companies recorded a kurtosis level
of more than three in risk with Barclays Bank Ltd, East African Breweries Ltd and Limuru Tea

Co. Ltd recording 7.8355, 7.6003 and 9.8118 respectively.

Only seven companies British American Tobacco Kenya Ltd. Diamond Trust Bank Kenya Ltd,
Jubilee Holdings Ltd, KenGen Ltd, Pan Africa Insurance Holdings Ltd, Sasini Ltd, and
Scangroup Ltd had skewness in dividend growth of about zero while only eight companies had
skewness in return risk of about zero. Jubilee Holdings Ltd had both skewness and kurtosis of
about zero (-0 4534 and 0.3444 respectively) meaning it had the most normal distribution in risk.
British American Tobacco (K Ltd), Diamond Trust Bank Kenya Ltd and Jubilee Holdings Ltd

had the most normal distribution in dividend growth rate.

23



423 Correlation.

For each of the thirty companies the Pearson Correlation coefficients were calculated and the
findings tabulated into Table 3 in the appendix. Seventeen companies showed a negative
correlation between risk and annual dividend growth rate. East African Breweries Ltd and NIC
Bank Ltd recorded the strongest negative correlation (they recorded correlation of -0.9518 and -
0.6553 respectively). Twelve companies had a positive correlation with the strongest recorded by
Nation Media Group (0.7153) and Scangroup Ltd (0.7949). Only one company, Car & General
(K) Itd. had a correlation coefficient of zero though a total of twenty one companies recorded a
correlation coefficient of less than an absolute value of 0.5. This indicates that there is a weak

co-movement between dividend growth rate and return risk.

424 Regression analysis

With the data on annual risk and annual dividend growth rate, regression analysis for each ofthe
thirty companies were conducted with risk as the dependent variable and annual dividend growth
rate as the independent variable. The key results recorded were the coefficient of the annual

dividend growth rate gt, the P-Value of the coefficient, the coefficient of determination R2 and

the F-Value. The results are presented in Table 4 in the appendix.

Out of the thirty companies nineteen had a negative coefficient of the independent variable with
TPS Eastern Africa (Serena) Ltd recording the highest value (-0.2839) while Jubilee holdings
Ltd recorded the most gentle negative slope (-0.0042) The remaining eleven companies had
positive slopes out of which the highest value was recorded by Total Kenya Ltd (with a slope ol
0.2582) with the lowest being recorded by Bamburi cement Ltd (0.0013). In effect the
coefficients ranged between 0.2582 and -0.2839.

The T-Values were used to test the significance of the coefficients for each company. The T-
Values from the data were compared with critical T-values having the same degrees of freedom.
Only two companies Nation Media Group and Ictal Kenya Ltd had their 1-value greatei than
the critical The remaining twenty eight companies had their I-values less than the critical. All

T-values were greater than 0.05 except East African Breweries Ltd which had 0.0003
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The coefficients of determination were calculated to determine the level to which the
independent variable explained the variation in the dependent variable Only one company, East
African Breweries Ltd. had a strong coefficient of determination standing at 0.9060 (90.60 %).
The rest had values of R* less than 0.5 which was weak. The F-values had results showing that
only East African Breweries Ltd had a value more than the corresponding F critical. The F-value
for East African Breweries Ltd was 57.84 which is higher than the critical value of 5.9874

indicating that the relationship between annual risk and annual dividend growth rate was
significantly linear.

43 Summary and Interpretation of Findings

Of the thirty companies analyzed nineteen had a negative coefficient of the independent term
with only eleven recording a positive coefficient. Eighteen out of the nineteen companies also
had a negative correlation between dividend growth and risk. The meaning is that when the
dividend of a company increases at higher rate the volatility in return is reduced while a
reduction in dividend growth generates higher volatility for most companies. For all the
companies analyzed the main source of variation in return was from stock price changes. The
weekly value of dividend was equally distributed for the fifty-two weeks in a year giving a
constant term, but the stock prices kept varying. This means that stock prices stabilize as the

growth rate of dividend increases while they become more volatile as the dividend growth rate

reduces.

Assets in a highly volatile market are generally not desirable. They are majorly avoided by many
investors and give poor rating to firms that have such levels of volatility. Based on the negative
nature of the Pearson correlations and the negative nature ot the coefficients it means that firms
with poor dividend growth are the ones again with higher levels of volatility. The companies that
have achieved the highest negative gradients were East African Breweries Ltd (-0.1518), NIC
Bank Ltd (-0.1498), TPS Eastern Africa (Serena) Ltd (-0 2839). Two of them, East African
Breweries Ltd and NIC Bank Ltd. recorded strong correlation between risk and dividend growth
(-0 9518 and -0.6553 respectively). The highest risk levels of these companies were 18.22 % and

1902 % respectively which were among the high levels of risk.
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On the contrary those with low levels of correlation like Bamburi Cement Ltd (0.0296), City
Trust Ltd (-0.0903), Diamond Trust Bank Kenya Lid (-0.0811) and Kenya Airways Ltd (0.0964)
also had low coefficients as Bamburi Cement Ltd had 0.00134, City Trust Ltd had -0.0186,
Diamond Trust Bank Kenya Ltd had -0.0168 and Kenya Airways Ltd had 0.0036 which are
generally low when compared with firms like Pan Africa Insurance Holdings Ltd (0.2571), Total
Kenya Ltd (0.2582) and TPS Eastern Africa (Serena) Ltd (-0.2839) whose gradients were higher
and with higher levels of average risk 0f0.0829. 0.1062 and 0.0630 respectively.

Those companies with higher dividend history tend to have low gradients and coefficients. As a
result the values of firms that pay higher dividend showed low average risk. Table 7A shows a
history of the companies that have a record of not only paying dividends annually, but paid
comparatively handsome amounts (Carbacid Investments Ltd and East African Breweries Ltd
once paid Ksh. 23.10 and Ksh 18 respectively) between 2001 and 2010. Table 7B shows the
correlation, coefficients and average risk values of the same companies. With an exception of
East African Breweries Ltd and Nation Media Group and B.O.C Kenya Ltd, all the rest had low
correlations. All the companies had comparatively low coefficients coupled with low level ol

average risk.

The tables 7C and 7D are made from a few selected companies with a history of low dividends
between 2001 and 2010. Companies in this category paid as little as Ksh. 0.10 Cents (or
sometimes nothing at all). Contrary to the companies identified in tables 7A and 7B these
companies recorded higher coefficient of annual dividend growth rates and higher levels ot
average risk (generally above those ot companies in lables 7A and 7B). lhe resulting
conclusion is that much as the analysis showed a weak relationship between risk and dividend
growth rate, firms with higher values of dividend lecorded even weaker results unlike funis that

paid lower dividends.

The fact that there is a weak linear relationship between return and dividend growth indicates
that dividend growth is not a strong driver of niarfet volatility. |his could mean that investment
for dividend is not very important as much of tie return variation comes from the sale and
purchase of stock. This simply demonstrates the insensitivity of the investors to dividend in firms
but it cannot be argued based on this research how this insensitivity arises. It is not clear from

this research whether this is attributable to the efficiency of the market or whether the investors
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are simply unresponsive to the changes in dividend (Is it from the market inefficiency or is it the

nature of the investors themselves?).

This raises questions poking at the theory that dividend are information iaden. Variation in
dividend is one such signal that should draw market reaction but this study showed weak
relationship an indication that variation in risk is not a strong driver of market risk. But dividends
in themselves are. This is shown by the high prices of the stock of companies like Nation Media
group, Standard Chartered Bank and others like L.imuru Tea Co. Ltd. Beyond this the market

seems not to care much about variations in dividenc as long as there is a dividend.
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CHAPTER FIVE
SUMMARY CONCLUSIONS AND RECOMMENDATIONS

51 Summary

Every investor is interested in the behavior of return to the amounts of money held out in
investments. Those who decide to hold shares of listed firms in their investment form the
clientele of the company and will be very much interested in any information relating to the
company in reference. Either all or a section of this clientele will be keen on the dividend trends
as one key factor to determine whether they will still want to hold or sell their stocks. Those who
are more inclined towards dividend are likely to sell out their share possibly at a profit and invest
in other firms that have better records of dividend. In consequence this instability affects the

prices of stocks on the market affecting the volatility of returns.

Given that dividend is not uniform throughout the years for most firms, and due to the fact that
dividend decisions affect investor and hence rislc, this research sought to find out how the
investors respond to the variation in dividend as captured by growth. Dividend growth shows the
expected direction of future dividend and this is expected to have an effect on the market.
Specifically it was to find out the nature (if there i») between investor sentiments as captured by

the market and pair it with an expected future dividend (in the next one year).

The investigation started with the collection ct historical data on annual dividends and
Wednesday stock prices (with their corresponding turnover) for the NSE. |hese data would
enable the calculation of return using the Modigliani and Miller model for each Wednesday for
each company. The Wednesday returns were weighted by the number of stpeks sold during the
year to find the standard deviation which operationalized risk for each company in a yeai. The
annual dividend growth rates per company wen; generated using the Gordon single period
growth model. The paired result per company made it possible to carry out a linear regression
analysis Companies whose values of dividend growth and risk could not enable regression were

dropped leaving thirty out of the possible fifty-two companies.
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The results indicated that the distributions of the variables were not normal in the sense that they
were either leptokurtic or platykurtic and were eithcr negatively or positively skewed at the same
time Regression assumes normal distribution of variables. The coefficients in nineteen out of the
thirty firms analyzed were negative an indication that risk level negatively varied with dividend

growth rate The coefficients of determination, T-values and the F-values indicated non-linear
relationship.

5.2 Conclusions

This study established that there is a weak negative relationship between risk and annual
dividend growth as a majority of the companies analyzed recorded a negative coefficient of the
independent variable. This means that when firm increase their dividend the prices of their shares
not only increase but also stabilize. The stability reduces risk. On the contrary when firms reduce

the rates at which their dividends grow' (in effect sometimes reducing the dividend), the result is
increased volatility in the market of its stocks.

It is concluded from the results that the relationship between risk and dividend growth is not
linear. This is based on the fact that the T-Values and F-values failed the regressions. Further the
distribution of the variables was not normal, the explanation power of the dividend growth to the

variation in risk was weak meaning either there is no relationship, or the relationship is non-
linear.

The weak nature of the regression results indicates the insensitivity of the market to dividends.
Indeed sonic companies like Marshalls (E.A) Ltd have never changed their dividend from 67
Kenyan cents giving a growth rate of 0.00 % yet there has been variation in return ol its shaies

on the market. This argument is supported b> the low values of the Pearson correlation

coefficient despite being negative.

A closer look at the nature of the regression results indicated a difference between firms that paid
low or no dividends and those that paid high dividends. Ihe firms that paid higher dividends
were found to have higher coefficient values and also showed comparatively lower levels of
average risk On the other hand firms that paid low or no dividends recorded higher coefficients
coupled with comparatively higher levels of average risk. This indicates that though the

relationship between risk and return is not simply linear (according to these findings) there is a
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higher reaction of risk to dividend growth among firms with poor dividend figure. Further, given
that much of variation in return conies from markel prices then it can be argued that not only the
low figures of dividend, but also the weak growth prospects drive the market price volatility and
hence risk. Firms that paid higher dividends have lower variation in return an indication that the

investors are more satisfied with the dividend figure more than investors in the firms paying low
dividends.

53 Policy Recommendations

This study utilized the regression model to study the relationship between dividend growth and
risk of stocks of listed firms. This study established that the relationship is not linear but weakly
negative as demonstrated by the negative coefficients and the negative correlations This study
therefore can provide an insight into what firms could do with dividend and select a policy
without necessarily fearing serious market upsets. For instance selecting a policy with a constant
dividend growth rate may at some point be stressful to the company especially when there are no
earnings to sustain such a policy. As has been found from the results of the study there may not
be a direct causal relationship between changes in dividend and market risk (at least not in the
linear manner) All a firm may need to do is have a policy that may avoid dividend reduction

within the brackets of good corporate governance as reducing dividend is undesirable.

Though both the management and the public are cireful about which kind of signal is given and
how each is interpreted (Myers, 1984), dividends are part of such signals and theretore their
nature in terms of growth rate causes variation in stock prices. The study gets support to this
argument up to a limit by companies like Limuru lea Co Ltd selling for up to Ksh. 400 in 2006.
EA Cables Ltd paid a dividend of Ksh. 5 in 2006 its share price raised to Ksh 586 on 16h
August the same year When the price of a share of East African Breweries Ltd sold for Ksh. 552
in October 2006, the dividend that year had been Ksh. 18. Kapchorwa lea Co. Ltd had been
paying low dividends of Ksh. 0.5 when its price varied about Ksh. 100, but the price shot up to
Ksh 4UU on Wednesday 28:h march ZUO/ tne year in which the dividend had increased to Ksh. 6.
Firms like Mumias Sugar Ltd are known to pay low dividends and as a result their shares are
cheap (with an all time high Wednesday price of Ksh. 64.50 on 12 December 2006) sometimes
falling to a low of Ksh. 2.20 in 2002. However this is the farthest the signaling theory goes
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according to the findings of this research. Variation in dividend seems not to have an effect on

risk

54 Limitations of the Study

The strength of the findings of this research is weakened by the nature of the data. Twenty-two
companies were disqualified from analysis due to the fact that data was not enough to provide
enough numbers of observations to enable regression. Further the data is historical which raises

the question of whether the results are applicable in any other time and circumstances other than
the sample period and population.

The data covers a period of ten years from 2001 to 2010 and only thirty of the firms listed on the
NSE Despite the period being long enough the research has not delved into the periods before
2001 and further the results are time and NSE specific. This in itself raises the question of the

generalizability of the findings across time, across all the firms listed on the NSE, and across
other stock markets.

The variable used to operationalize risk is weak as it may not be able to capture risk in its
entirety. According to the EMH of Fama (1965) security prices should be able to properly
measure market sentiment and information value in an efficient market. It is not possible to tell
through this research whether the NSE was an efficient market during the period of study and
how this assumption affected stock pricing in response to information (like on dividend). In fact

the issue is simply whether stock prices capture investor sentiment accurately on the NSE.

55 Suggestions for Further Research

This research did confirm that the relationship between risk and dividend growth on the NSE is

not linear. There is therefore an issue of finding out the exact relationship ilany.

The research period is only 10 years between 2001 and 2010 yet the NSE has been in existence
for a longer period of time. What would the results be if the period of study was earlier than
2010? Would the results be the same? What if the study was to cover a longer period of time, say

twenty years? A study can be conducted with respect to the time-related questions raised here.
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The issue of the NSE accurately capturing risk based on return is to be investigated Given that
the NSE (and Kenya as a whole) is not technclogically advanced like the markets in the
developed countries there are grounds to motiva e an investigation to ascertain the level of

etticiency. this will indeed determine whether the risk is properly captured Dy return volatility.

32



References

Alii, K L., Khan, A. Q. & Ramirez, G. G. (1993), Determinants of corporate dividend
policy, a factorial analysis, The Financial Review, 28 (4), 523-547.

Articlesbook (2011), Gordon's Dividend Capitalization Model, retrieved on July 9, 2011,
from http.//www ,articlesbook com

Borges, M. R. (2011), Clientele Effects in Dividends Distributions The Portuguese Case,
retrieved on June 29, 2011 from http://www.univ-

orleans.fr/deg/GDRecomofi/Activ/doclvon/bomes.pdf

Bradley, M, Capozza, D. R. & Sequin, P. J. (1998). Dividend policy and cash-flow
uncertainty, Real Estate Economics, 26 (4), pp. 555-572.

Collins J. H. & Kemsley, D. (2000), Capital gairs and dividend taxes in firm valuation:
evidence of triple taxation, The Accounting Review, 75(4), pp. 405-427

DeAngelo, H. & DeAngelo, L. (1990). Dividend policy and financial distress: An empirical
investigation of troubled NYSE firms. Journal ofFinance, 45, pp. 1415-1431.

Dewenter, K. L. & Warther, V. A. (1998), Dividends asymmetric information, and agency
conflicts: Evidence from a comparison oftbe dividend policies of Japanese and U S.
firms, Journal ofFinance, 53, pp. 879-904.

Dionne, G. & Oucderni, K (2010), Corporate risk management and dividend signaling
theory, CIRPEE, Working Paper 10-08.

Eisenhardt, M. K. (1989). Agency theory: An assessment and review, Academy of
Management Review, 14(1), 57).

Escherich, F. (2000), Deliberating on dividend policy, Directors & Boards, 25 (1), pp. 33-
38.

Finance Terms (2011), What is a Dividend Adjusted Return?, retrieved on June 29, 2011
from http://financeterms.hubpages.com/hub/What-is-a-Dividend-Adiusted-Ret.urn

French, K. R. (1980), Stock returns and the weekend effect. Journal of Financial Economics,
8

Gonedes, N. (1978), Corporate signaling, external accounting and capital market
equilibrium: evidence on dividends income and extraordinary items, Journal of
Accounting Research, Spring, pp. 26-38.

Grullon, G. & Swaminathan, B (2002). Are Dividend Changes a Sign of Firm Maturity? The
Journal ofBusiness

33


http://www.univ-
http://financeterms

Hansen, R. S., Kumar, R. & Shome, D. K (1994), Dividend policy and corporate

monitoring: evidence from the regulated electric industry, Financial Management, 23
(N, 16-22.

Hussainey K., Mghame C O & Chijoke-Mgbame A. M. (2010), Dividend policy and share
price volatility: UK evidence, Journal ofRisk Finance

Investopedia, (2011), Gordon Growth Motlel, retrieved on July 9, 2011 from
nttp f/vwww.investopeaia.convterms/g/goraormrowtnmooet.asp

I Jensen M. C. & Meckling W. H. (1976), Theory of the firm: managerial behavior, agency
costs and ownership structure, Journal of Financial Economics, 3(4), pp. 305-360.

Kahneman, D. & Tversky A. (1979), Prospect theory: an analysis of decision under risk,
Econometrica, 47(2).

Kalui, F. M. (2004), Determinants of stock price vo atility: an empirical investigation of the
NSE, unpublished MBA project IJON

Krainer, R. E. (1971), A pedagogic note on dividend policy, Journal Of Financial And
Quantitative Analysis, 6(4), pp. 1147-1154.

Lintner, J. (1956), Distribution of incomes of corporations among dividends, retained
earnings and taxes, American Economics Review, 46 (2), pp. 97-113.

Lintner, J. (1965), The valuation of risk assets and the selection of risky investments in stock
portfolios and capital budgets. Review ofEconomicsand Statistics, 47(1)

Litzenberger, R. H. & Ramaswamy K. (1982), The effects of dividends on common stock
prices tax effects or information effects? The Journal of Tinance, 33(2)

Lucev T, (2002). Quantitative Techniques, TJ International, UK, sixth edition.

Malkiel, B G. (1982), Risk and return: a new look. University o f Chicago Press

Markowitz, H, M. (1952), Portfolio selection. Journal ofFinance, 7(1).

Mbaka, M (2010), An empirical study into the applicability of dividend signaling theory at

the NSE, Unpublished MBA project IJON

McClure, B. (2011), Digging into the Dividend Discount Model, retrieved on July 9, 2011
from http://www.investopedia.com
Mele A. (2005), Rational stock-market fluctuations, London School ofEconomics

Merton, R. C. (1973), An intertemporal capital asset pricing model, Econometrica, 41(5).

34


http://www.investopedia.com

Miller M. H. & Modigliani F. (1961), Dividend policy, growth, and the valuation of shares,
The Journal ofBusiness, 34(4), pp. 411-433

Mossin, J. (1966). Equilibrium in a capital asset market. Econometrica, 35(4).

Mulwa (2006), An analysis of the relationship between dividend changes & future
profitability of companies quoted at the NSE Unpublished MBA Project (JON.

Myers, S. C. (1984), The capital structure puzzle. National Bureau OfEconomic Research,
Working Paper No. 1393

Nadler, P. S. (1977), Banks confronted with dilemma in deciding dividend policy, American
Banker, November, 1-4.

Ngunjiri, M. (2010). The relationship between dividend distribution policies and stock price
volatility, Unpublished MBA Project (JON.

Ngunjiri, M. (2011), The relationship between dividend payment policies and stock volatility
for companies quoted on the NSE, unpublished MBA project (JON

Nishat M. & Irfan C. M. (2003). Dividend policy and stock price volatility in Pakistan,
Applied Economics Research Centre University o f Karachi.

NSE (2011), History of Organization, reirieved on June 29, 2011 from
http://lwww .nse co ke/about-nse/historv-of-Q! Ranisation_html

Phung A. (2011), Behavioral Finance: Anomalies, retrieved on July 9, 2011 from
httpV/www-investopedia.com

Rimbey, J. N & Officer D T. (1992), Market response to subsequent dividend actions ol
dividend-initiating and -omitting firms. University of Nebraska-/Lincoln College of
Business Administration, 31(1), pp. 3-20

Ross, S. (1977), The determination of financial structure: the incentive- signaling approach.
BellJournal o fEconomics, 8,pp. 23-40.

Ross. S. A. (1976), The arbitrage theory of cap tal asset pricing, Journal of Economic
ineory,

Sharpe, W. F. (1964), Capital asset prices: A theory of market equilibrium under conditions
ofrisk. The Journal ofFinance, 19(3).

Stock Market Investing For Beginners (2008), How to Calculate Dividend Yield, retrieved on
June 29, 2011 from, http://beninnersstockji.iyest.inB blogspot.com/2008/()3

Watts, R (1973), The information contents of dividends. Journal of Business, 46 (2), j)p.
’ 191-211. "

Woolridge J. R. (1983), Dividend changes and security prices. The Journal ofTinance, 38(5)

35



APPENDICES

Table 1 DESCRIPTIVE STATISTICS

COMPANY
1-  AthiRiver Mining
2. B.0.CKenya Ltd
. Hamblin Cement Itd
4, Bitrelay's Bank Ltd
5 BAT(K)Ltd
6. Carand General (K) Ltd
7. farbncid Investments 1td
8. CFC Stanblc Holdings Ltd
9, City Trust Ltd
to.  CMC Holdings Ltd
11. Diamond Trust Bank Kenya Ltd
12, eacaides 1t
13, Lastarrican Breweries Ltd
14, Equity Bank Ltd
15. fiibilre Holdings Ltd

Table 1cont...

risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk

growth

36

Mean
00738

03009
00246
01613
00421
0 5953
00581
4i09%6
00384
00616
01205
00000
00662
08469
00680
00692
00921
00692
00725
C0582
C1021
0 124%
C1327
(6711
C0585
( 0867
(.0931
10917
(0684

(-0980

Sample
Variance
00016

0 1583
00007
01542
0.0004
15467
0.0027
0.114*
00002
02535
00074
00000
00068
5.9094
0.0026
0.2131
0.00*1
02131
0.0013
01624
0.0029
00670
00075
565*2
0.0028
0.1292
0.0022
03225
00014

01117

Knrt

0 2205
-0.0103
-22723
3.0143
16776
5 5663
78333
4)6531
06673
04191
4)3161
#wv/oi
16440
7.3026
44106
3*949
64223
3.8949
4)3115
20970
-0.7813
4)0654
05176
6 4604
7.6003
53519
-2.5844
19939
-0.4534

-0 3908

Skew
092*8
08912
0.1602
15044
1264*
227*5
26880
4)7*03
0 3210
01997
0.8696
#DFV/0I
1.5613
26012
19723
0.9250
2.3293
0.9250
05175
-1 1475
0.1706
4)1303
1.1645
2.5156
2.6461
-224)0
-0.4518
-09349
0 3444

-037*1

Min
00237
-0.2000
00000
4)3103
0.0216
4)2453
C.0l59
-0.7000
0.0166
.0 7353
00230
00000
0.0000
4)8268
0.0184
4)7143
0.0000
«0.7143
0.0211
-0 8478
0.0177
m0354*
00420
-0.6400
0.0189
-0 7500
0.0343
4)8667
00169

-0 4167

Max

01547
1.0000
00575
1.0000
00836
36667
0.1991
02727
0.0642
09231
02750
00000
0 2450
74000
0.1937
10*33
03296
10*33
0.1308
0.5333
0.1850
05000
03129
6 0000
0.2011
0.3111
0 1420
0.5000
0.1353

06000



16.

17.

18

19

20.

21.

22.

23.

24.

25.

26.

27.

28.

30

Kapchorwa Tea Co. Ltd

KeuOn Ltd

Kenya Airway* Ltd

Kenya Commercial Dank Lid

IJmuni Tea Co. Ltd

M anilas Sugar Ltd

Nation Media group

NIC Bank Ltd

Pan Africa Insurance Holdings Ltd

Rea Vipingn Plantations Ltd

f

Sasini Ltd

Scangroup Ltd

Standard Chartered Hank Ltd

Total Kenya Ltd

TPS Eastern Africa (Serena) Ltd

risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growth
risk
growUi
risk
growth
risk
growth
nsk
growth
risk
growth
risk

growth

37

0<>813
17233
011689
00270
09730
00848
0«)907
0 >922
0.0136
0 »548
00886
0.1795
0 )574
0.1704
01013
4)0373
0 1829
0 7956
00803
0 2604
00733
00367
00834
4 0938
00443
01165
01062
11.0162
00630

00152

00087

120699

0.0007

0.1040

0.0004

0.3182

00026

0.4361

00014

26260

00024

10.4135

00013

0.7837

00045

00871

0.0023

00083

00003

04830

00018

0.2468

0.0037

00398

0.0005

00799

0.0103

0.0828

00022

00021

04007

04265

-0.0287

1 5764

16928

49096

4,2351

05594

9 8118

34612

-0.7553

96271

2 1443

8.3353

-0 2832

2.3285

-1.3424

-2.1084

-1.1167

0 5683

-0.0158

12654

44383

-1 5178

-1.3093

2.1752

5.4332

3.7248

44871

9.0000

10280
12446
05598
03198
1.1087
1.8782
1.9179
-0.7726
3.1226
17902
0.3010
30789
14745
27783
09702
16330
0.2746
0.1972
0.6956
0.6851
08748
02090
20753
-0.2393
02186
-1.1681
22298
4)6691
19319

3.0000

00000
-0.9000
0.0301
4)4444
00428
-0 5833
00465
-0.8833
00000
*0 6667
00116
-0 8592
0.0214
-04762
0.0257
-0 7037
0.0255
0.0003
00634
-0.7500
00214
-0 8333
00436
-03333
0.0166
-0.4941
0.0310
-0.6000
0.0158

00000

02741

90000

00985

0 4545

0.1183

1.5000

0.2177

1.0000

0 1180

4.0000

0.1600

100000

0 1407

2.7076

02160

0.2500

0.1552

0 2000

0.1113

1.5000

0.1528

10000

0.1903

0.1250

0.0790

04783

0.3677

04706

0.1795

0.1364



Table 2 VALUES FOR ANNUAL DIVIDENDS AND DIVIDEND GROWTH RATES

\tiu Rixtr Mining

ROC KenyaLid

BimboH Cement Ltd

Barclay Bank Ltd

RAT (K) ud
oo ad General (K) Ud

Carbadd Investments Ud
I?:?StanbmmkﬁngsUd
; City Tnoe Ud

CMC Holdings Ltd

Diamond Trust +an« Kenva Ltd
“EA( able* Lid

e— L. African Brcatiiw I-ld
I“Equity Hank Ud

Inbtler Holdings Ltd

Key: D=annual dividend, G=annual growth rate in dividend

o O O 6060 OO0 Oo O

® O6 U o O o6

& O o °©

O o

(o)

2001

0.2000
1.0000
35500
0 2254
0.7500
3.6667
14000
4)357
7.9000

-0177

27500
74000
06700
00000
20000
00000
07500
00000
04000
05000
1.1000
-0 091
9.0000

0.2778

30000

-0.417

2002

0.4000
0 2500
4.3500
0.0000
3.5000
-0.200
9.000
0.2222
6 5000

0.9231

23.100
-0 827
0.6700
0.2537
2.0000
0.1250
0.7500
03333
06000
0 1667
10000
-0.500
11.500

0.3043

17500

0.2*37

2003

0.5000
-0.2000
4.3500
-0.3103
2.8000
1.1*75
11.000
0.2727
12.500

00400

4.0000
-0.4375
0.8400
0.0000
22500
0.0000
1.0000
00000
0 7000
0.0000
0 5000
60000
15.000

02000

Z2500

01111

2004
Qo

0.1.750

3.0000

6. 250
-0 135
14 000
(x4\00
13.000
0308
0.6700
O'woo
11500
13667
0 <400
O'WoO
2.1500
0.2222
1.KWO
0 HXY)
0 7000
0 KY
35000
04286
R’.000

-0.750

25000

06000

2005

0.7500
00000
6.0000
00000
53000
412453
14000
-0.7000
9 0000
0.3333
0.6700
0.0000
60000
41.5000
08400
10833
27500
0.1273
1.0000
05000
0.7000
047.86
50000
-0.5000
45000

031U

40000

0.0625

2006

0.7500
03333
6.0000
0.0000
40000
0 5000
42000
-0.4881
12 000
0.4167
0.6700
0.0000
30000
0.6667
1.7500
-07143
3.1000
0.2097
1.5000
0 5333
1.0000
04000
25000
-0 6400
5.9000
0.3051
20000
00000
4 2500

02353

2007
10000
0.2500
6.0000
03750
60000
0.0000
2.1500
00000
17.000
-0.7353
0.6700
0.0000
5.0000
1.0000
05000
0.0000
37500
-0.8667
23000
4)8478
1.4000
0.0000
0.9000
00000
7.7000
00455
20000
0.5000
52500

-03810

2008

12500
0.2000
8.2500
0.0000
60000
0.5833
21500
0.1628
4.5000

*0.0000
06700
00000

10000
0.0000
05000
00000
0.5000
1.0000
0.3500
02857
1.4000
0.1071

00000

80500
00000
30000

4)8667
32500

0.3846

2009
15000
00000

0.0000

9.5000
0.0000

2.5000
00000

0.6700
0.0000
10000
-0.5000
0.5000
0.0000
1.0000
3.0000
0.4500
4)2222
1.5500
-0.3548

00000

00000

04000
00000
45000

00000

2010

0.6700
0.0000

50000

40000
00000
0.3500
00000
1.0000
0.0000

0.0000

00000

00000

00000



Table 2 cont...

fapdwrwa Tea Co. Ltd

KenCen I»d

Kenya Airways Ltd

ken)a ( ommercial Hank

Ltd

l.imara Tea Co. Ud

Mumias Sugar I.td

>ation Media group

MCBank I.td

Paa Africa Insurance

Holdings Ltd

R*a Vipingo Plantations I/td

Saw Ltd

‘cangroup Ltd

s<andard Chartered Itanh

ud

Total Kenya Ltd

n*S FjNfcrn Africa (Scrcua)

Ltd

o 25000
G -0.800
D

G

o 12500
¢ -00400
D  ooo000
G

o 0.0000
G

o 0.7100
¢ 08592
p 19500
¢ 02103
D 16000
G 0.2500
p  0.0000
G

o 00000
G .

o 10000
c  -0.3000
D

G

o 62500
G 0.3200
n 0.0000
G

o 11000
0.0000

0.5000
6.5000

12000

-0.5833

00000

0.0000

0 1000
0.0000
2.3600
2.7076
2.0000
0 1250
0.0000

00000

05000
0.0000

8.2500

0.0303

1.7000
04706
1.1000

00000

37500

0.5000
0.0000

3.0000
4.0000
0 1000
10.0000
87500
0.0000
2.2500
0.0667
0.0000

0.3000
0.3333
05000
1.0000

8.5000
04941

2.5000
00000
1.1000
0.0000

3.75(0
0.3353

0.S0i0
150(0

1.00(0
1.00K)

15.0(0

-0 66 >7

1.1000
036:1s
87500
0374
240i.

0.04.7
10000

0.20*10

0400
1.000
1.00 %
0.00 %

4.3000
03372

2.5000
0.0c00
1.1000
0.1364
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5.0000
-0.9000

1.2500

0dnx

2.0000
1.0000

5.0000
1.0000
15000
0.1667
12.0000
0.0833
2.5000
0.0800
1.2000

0.2000

0.8000
00000
10000
0.2000

5.7500
04783

2.5000
0.0000
1.2500
0.0000

0.5000
9.0000
05500
04545
1.7500

0.0000

4.0000

0.5000

10.000
0.5000
1.7500

-0:1429

13.0000
0.0000
2.7000

0.7037

1.4400
01111

0.8000
0.0000
1.2000
0.0000
08000

0.1250
85000

0.1765

25000
0,0000
1.2500
0.0000

5.0000

-0.9000

0.80w
01250
1.7500
0.0000
6.0000

-0.8833

5,0000
1.0000
15000

0.7333

13.0000

0.1923

0.8000

0.3750

1.6000

00000

0.8000
0.0000
12000
0.0000

0.9000

-01667

10.0000

0.0000

25000
0.0000
1.2500
0.0000

0.5000
4.0000
0.9000

-04444

1.7500

0.4286

0.7000

0.4286

10.000

-0.2500

0.4000
0.0000
10 5000

-0.4762

0.5000

00000

1.6000

0.0625

0.8000

-0.7500

1.2000

-0.8333

0.7500

-03333

10.0000

0.2000

2.5000

-06000

12500

00000

2.5000
2.0000
05000
0.0000
1.0000
0.0000
1.0000

00000

7.5000
0.0000
0.4000
0.0000
5.5000
0.0000
0.5000
0.0000
17000

0.0000

0.2000
15000
0.2000
0.5000
0.5000
0.0000
12.0000

0.0000

10000
0.0000

1.2500

0.0000

7.5000
0.0000
05000
00000
1.0000
0.0000
1.0000

0.0000

0.0000

0.4000
0.0000
55000
0.0000
0.0000

00000

0.5000
0.0000
03000
0.0000

0.0000

0.0000

0.0000

0.0000



i «blc 3: VALUES OF PEARSON CORRELATION BETWEEN ANNUAL RISK AND
vNNUAL DIVIDEND GROWTH RATE

COMPANY CORRELATION
1 Athi River Mining -0.26378
2  B.O.CKenya Ltd 05411
3 Bamburi Cement Ltd 0.0296
4. Barclays Bank Ltd -0.1786
5 BAT(K)Ltd . 04443
6.  Carand General (K) Ltd 0.0000
7. Corbucid Investments Ltd -0.2595
8  CFC Stanbic Moldings Ltd -0.2446
9. City Trust Ltd -0.0903
10. CMC Holdings Lt -0.2865
11.  Diamond Trust Bank Kenyi Ltd -0.0811
12 E.A.Cablcs Ltd 0.2887
13, East African Breweries Lic -0.9518
14.  Equity Bank Ltd -0.2084
15 Jubilee Holdings Ltd 0.2824
16. Kapchorwa Tea Co. Ltd 0.3545
17. KcenOen Ltd 05154
18.  Kenya Airways Ltd 0.0964
19. Kenya Commercial Bank 1td 0534.3
20. LimuruTea Co. Ltd -0.3784
21.  Mumias Sugar Co. Lid 05281
22.  Nation Media Group 07153
23. NIC Bank Ltd -0.6553
24. Pan Africa Insurance Holdings 04011
25. Rea Vipingo Plantations Ltd -0.3081
26. Sasini Ltd -0.1224
27.  Semigroup Ltd 0.7949
28. Standard Chartered Bank 1-d -0.2866
29. Total Kenya Ltd 0.6678
30. TPS Eastern Africa (Screra) Ltd -0.2172
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Table 4. REGRESSION RESULTS

COMPANY

1 Athi River Mining

2 B.O.CKenyaLtd

3 Bamburi Cement Ltd

4. Barclays Bank Ltd

5. BAT(K) Ltd

6. Car and General (K) Ltd

7. Carbacid Investments Ltd

8  CFC Stanbic Holdings Ltd

9 City Trust Kenya Ltd

10. CMC Holdings Ltd

11 Diamond Trust Bank Kenya Ltd
12 E.ACables Ltd
13 East African Breweries Ltd
14, Equity Bank Ltd
15, Jubilee Holdings Ltd
16. Kapchorwa Tea Co. Lid
17.  KenGen Ltd
18 Kenya Airways Ltd
19 Kenya Commercial Bank Ltd
20. LimuruTea Co. Ltd

21.  Muinias Sugar Co. Ltd
22. Nution Media Group
23, NICBank Ltd
24  Pan Africa Insurance Ifoldings
25  Rea Vipingo Plantations Ltd
26 Sasuii Ltd

~TT  Scangroup Ltd
28  Standard Cluirtcred Bank Ltd
29, Total Kenya I.td

“5ba  TPS Eastern Africa (Serena) Lid

Values for Car & General could no! be calcul Red as all g values were zero

degree* of
freedom

7

6

-~

~ oo 0 1

~ 0 0 Ul W oW W I o N O »w 00 ©

o

COKFF

-002744
-0.03524
000134
004669
-001013
-0.06111
001242
-0.01859
007543
0.0168
0.010556
0.13185
-00145
000416
0.010015
4)04672
0003606
0053603
-0.01028
0008021
0022711
-0.14979
0257143
-0.00777
-001053
0095099
-0.0232
0258172

-0.2839
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1-Value

0.7236

-1.576

0.2198

-0 85

09519

-1974

0.4361

-024

-2.212

0.2303

06743

-7605

-03015

0 08389

1102

a 5698

0.2738

161

<0914

1759

2 158

-2.295

1149

<0 8129

-0 3489

1025

-0.7915

2 198

-0 7597

Arviri

1894579
194318
194318
1894579
1894579
1.859548
1.859548
1.894579
1859548
1.859548
2.015048
1.94318
2.919986
1.94318
185954*
2.353363
1859548
2015048
2015048
1859548
1859548
| 894579
2015048
1.894579
1859548
2919986
1.894579
194318

194318

P-Value

04928

0.166

08333

04235

0.3729

0.089

0.6759

08172

0.0626

0.8237

05301

00003

0.7915

09359

03026

0.6087

0.7911

01683

04027

0.1166

00629

00554

03024

04431

07362

0.413

04546

00703

04762

R

0.069596
0.29284
0.007989
0.093553
01146
0.357524
0.026455
0008162
0411463
0006584
0.083348
0906013
0043466
0.001172
0.13175
0097663
0009287
0341463
0143153
0.278878
0368036
0429394
0208988
0086249
0014988
0344532
0.082141
0445958

0087745

K-Value

0 523616

2.484639

0.048322

0 722463

0.906028

3.895352

0.190219

0.057604

4 893897

0.053023

0.454632

37 83846

0090881

0.007038

1213934

0.324699

0.074993

2592589

0 835346

3093828

4.658942

5267663

1.321021

0660734

0.121728

1.051254

0.626441

4 829506

0.577109

559145

5.987

5987

5591

5591

5.318

5.318

5.591

5.318

5.318

6608

5.987

18.5128

5.987

5.318

10.13

5318

6608

6.608

5.318

5.318

5.591

6608

5.591

5.318

18 5128

5591

5.987

5987



Table 5: LIST OF COMPANIES ON THE NSE THAT WERE STUDIED

1 Athi River Mining

2. B.O.C Kenya Ltd

3. Bamburi Cement Ltd

4. Barclays Bank Ltd

5. British American Tobacco Kenya Ltd
6. Car and General (K) Ltd

7. Carbacid Investments Ltd

8. CFC Stanbic Holdings Ltd

0. City Trust Ltd

10. CMC Holdings Ltd

11. Diamond Trust B?nk Kenya Ltd
12.  E.A.Cables Ltd

13. East African Breweries Ltd

14. Equity Bank Ltd

15.  Jubilee Holdings Ltd

16. Kapchorwa Tea Co. Ltd

17. KenGen Ltd

18. Kenya Airways Lid

19. Kenya Commercial Bank Ltd
20. Limuru Tea Co. Ltd

21. Mumias Sugar Co. Ltd

22. Nation Media Grcup

23. NIC Bank Ltd

24. Pan Africa Insurance Holdings Ltd
25. Rea Vipingo Plantations Ltd

26. Sasini Ltd

27. Scangroup Ltd

28  Standard Chartered Bank Ltd
29. Total Kenya Ltd

30. TPS Eastern Africa (Serena) Ltd
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Table 6: VALUES OF ANNUAL RISK

1.

10.

11

12.

13.

14.

15.

16.

17.

18.

19.

COMPANY

Athi RiverMining
a0.Cc Kenya Ltd
Bnmburi Cement Ltd
Barclay* Bank J4d
BAT Kenya
Carand Ceneral (K) Ltd
Carbacid investment* lid
CFC Stanhic Holding* 14d
CITY TRUST
CMC Holdings lid
Diamond Trust Bank Kenya
&A.Cabk* Ud
East African Breweries Ltd
Equity Bank Ltd
Jubilee Holding* Ltd
Kapchorwa
KenGen lid
Kenya Airways Lid

Kenya Commercial Bank IAd

25.

26.

27.

28.

29.

©

30.

limuro Tea

. Mundas SugarC a Ltd

Nation Mrdia Group

NIC Bank Ltd

Pan Africa Insurance lldg
Rea Vlpingo Plantations Ltd
Snsini Ltd

Scangroup Ltd

Standard ( bartered Bank Ltd
I'otal Kenya Ltd

TPS (Serena) 14d

2001

0.0634

0.0389

0.0452

0.0320

0.0320

00487

0.0348

0.1010

0.0797

0.0177

0.3129

0.0189

0.0169

0.0000

0.0577

0.0812

0.0000

0.0116

00714

0.0572

0.1111

0.0649

0.0214

00880

0.1199

00158

2002

0.0237

0.0542

0.0836

00&S0

0.0399

0 2450

0.0504

0.0000

0.0404

0.0503

0.0840

0.0492

0.0219

0.0000

0.0681

0.1291

0.0000

0.0736

0.1407

0.0856

0.0949

0.1008

0.0363

0.0450

0.3677

0.0482

2003

0.1547

0.0S837

0.0616

0.0665

0.0469

0.0230

00699

0.1082

0.0908

0.1283

0.1530

0.2205

0.0589

0.1353

0.0000

0.1183

0.0893

0.0000

0.1600

0.0511

0.2111

0.1078

0.0804

0.0397

0.0599

0.0457

0.1795

2004
0.0955
0.0000
0.034$
0.041f
0.0642
0.181C
0.0421
0.068(
0.3291
0.130$
0.0915
0.1335

0.201:

0.089*1

0.0000

0.068!i
0.0881
0.1180
0.138!
00381
0.089 1
0.025 >
0.065 5

0.1351i

0.0595
0.166*

0.0393

2005

0.1210

0.0403

0.0268

0.0159

0.0393

0.2750

0.0777

0.0184

0.0498

0.0211

0.0893

0.1035

0.0433

0.0800

0.0791

0.0974

0.2177

0.0037

0.0879

0.0596

0.0257

0.1485

0.0841

0.0654

0.0166

0.0566

0.0552

2006

0.0880

0.0000

0.0359

0.1991

0.0249

0.0591

onoon

0.0541

0.0365

0.0647

0.1850

0.2081

0.0378

0.1470

0.1114

0.2741

0.0985

0.0637

0.0543

0.0064

0.0548

0.0346

0.2160

0.1552

0.0987

0.1528

0.1903

0.0239

0.0392

00483

2007

0.0511

0.0000

0.0444

0.0421

0.0488

0.0785

0 0000

0.1937

0.0703

0.0647

0.1126

0.07S8

0.0372

0.1115

0.0755

0.1739

0.0387

0.0428

0.0617

0.0000

01582

0.0384

0.1410

0.0552

0.0634

00840

0.0436

0.0790

0.1153

0.0476

2008

0.0533

0.0000

0.0245

0.0426

0.0316

0.0721

onooo

0.0562

00601

0.0703

00909

0.0700

0.0741

0.1261

0.0558

0.0409

0.0650

0.0641

0.0918

0.0000

0.0746

0.0930

0.0600

0.0296

0.0683

0.0732

0.0495

0.0321

0.0636

0.0858

*

2009

0.0452

0.0017

0.0430

0.04.30

0.0166

0.1921

0.1801

0.0311

0.1226

0.0846

0.0620

0.0732

0.0418

0.0516

0.0538

0.0984

0.0624

0.0740

0.0476

0.0000

0.0788

0.0246

0.0844

0.0339

0.0656

0.0448

0.0673

0.0194

0.0559

0.0858

2010

0.0426

0.0575

0.0216

0.0327

0.0401

0.0823

00487

0.0649

0.0599

0.0401

0.1688

0.0420

0.0233

0.0343

0.0437

0.1471

0.0301

0.0750

0.0465

0.0081

0.0483

0.0214

0.0427

0.0672

0.1113

0.0803

0.0662

0.0390

0.0310

0.0241



Table 7A: COMPANIES PAYING HIGH DIVIHENDS

DIVIDENDS 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
B.0.C Kenya Ltd 3.55 4.35 4.35 3.00 6.00 6.00 6.00 8.25 0.00
Bamburi Cement Ltd 0.75 3.50 2.80 6.13 5.30 4.00 6.00 6.00 9.50
Barclays Bank Ltd 14.00 9.00 11.00 14.00 14.00 4.20 2.15 2.15 2.50

B AT Kenya Ltd 7.90 6.50 12.50 13.00 9.00 12.00 17.00 4.50

Carbacid Investments 2.75 23.10 4.00 2.25 6.00 3.00 5.00 10.00 10.00 5.00
East African Breweries 9.00 11.50 15.00 18.00 4.50 5.90 7.70 8.05 0.00 0.00

Limuru Tea 0.00 0.00 3.00 15.00 5.00 10.00 5.00 10.00 7.50 0.00
Nation Media Group 1.95 2.36 8.75 8.75 12.00 13.00 13.00 10.50 5.50 5.50
Standard Chartered 6.25 5.25 8.50 4.30 5.75 8.50 10.00 10.00 1z.00 0.00

Table 7B: VALUES OF CORRELATION, COEFFICIENTS AND AVERAGE RISK FOR
HIGH DIVIDEND COMPANIES

COMPANY CORRE jATION COEFFICIENT AVERAGE RISK
B.0.C Kenya Ltd 0.5411 -0.0352 0.0246
Bamburi Cement Ltd 0.0296 0.0013 0.0421
Barclays Bank Ltd 0.1786 -0.0467 0.0581
British American Tobacco Kenya Ltd 0.4443 -0.0101 0.0384
Carbacid Investments Ltd 0.2595 -0.0611 0.0662
East African Breweries Ltd 0.9518 -0.1518 0.0585
Limuru Tea 0.3784 -0.0103 0.0136
Nation Media Group 0.7153 0.0227 0.0574
Standard Chartered Bank Ltd 0.2866 -0.0232 0.0443
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Table 7C: COMPANIES PAYING LOW DIVIDENDS

COMPANY 2001 2002 2003 2304 2005 2006 2007 2008 2009 2010
Athi River Mining 020 040 050 040 075 075 100 125 150 -
Car and General (K) Ltd - : . 0.67 067 067 067 067 067 067
CFC Stanbic Holdings Ltd 067 067 084 (18 084 175 050 050 050 -
CMC Holdings Ltd 075 075 100 :00 100 150 230 035 045 035
Mumias Sugar Co. Ltd 071 010 010 :.io 150 175 150 640 040 040

Pan Africa Insurance Holdings 0.00 0.00 0.00 100 120 144 160 160 170 0.00

Table 7D: VALUES OF CORRELATION, COEFFICIENTS AND AVERAGE RISK FOR
LOW DIVIDEND COMPANIES

COMPANY CORRELATION COEFFICIENT AVERAGE RISK
Atlii River Mining -0.2638 -0.0274 . 0.0738
Car and General (K) 0.0000 - 0.1205
CFC Stanbic Holdings Ltd -0.2446 -0.0124 0.0680
CMC Holdings Ltd -0.2865 -0.0754 0.0725
Mumias Sugar Co. Ltd 0.5281 0.0080 0.0886
| Pan Africa Insurance Holdings 0.4011 0.2571 0.0829
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