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Factors Affecting Dividend Payout: Evidence From Listed Non-Financial Firms of 
Karachi Stock Exchange 

Mahira Rafique1 
Abstract 
This paper is an effort to reveal the insight dynamics for determination of 
Dividend Payout with reference to Non Financial Firms listed in the KSE100 
Index. In light of prior literature, key explanatory variables were identified to 
disclose their relationship and effect on determination of dividend payout. These 
variables are Earnings, Firm Size, Growth, Profitability, Corporate Tax & 
Financial Leverage. Through observation, 53 such companies were identified 
from the listed non financial firms in the Karachi Stock Exchange that have been 
paying out dividend consistently for the past 6 years (2005-2010). Hence, one 
complete business cycle has been encompassed in the study under reader’s view. 
These 53 companies represent 11 sectors. Multivariate Regression Analysis was 
identified as the most appropriate tool for econometric analysis of the data. The 
descriptive statistics revealed the data to be normal. Whereas when the 
assumptions needed to be fulfilled for OLS were tested, the data was found to be 
homoskedastic and free of autocorrelation. Multi-collinearity was partially 
found only with respect to Earnings & Profitability variables. Hence, 
Regression was run in isolation, once with earnings and once with profitability 
along with testing the two together in a third regression test. Regression Results 
of all three regressions were consistent. Results revealed that Corporate Tax and 
Firm’s Size had significant relationship with Dividend Payout. Rests of the four 
explanatory variables were found to be insignificant in context of Pakistani 
markets. Since Dividend is an unsolved puzzle, thus there is implication for 
future research. Many other variables that have significance in context of 
Pakistan and past literature can be added to this regression to increase the 
explanatory power of the model. 
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INTRODUCTION: 
Dividend policy has been analyzed for many decades, but no universally accepted explanation for 
companies’ observed dividend behavior has been established. Brealey and Myers (2005) described 
dividend policy as one of the top ten most difficult unsolved problems in financial economics. This 
description is consistent with Black (1976) who stated that “The harder we look at the dividend picture, 
the more it seems like a puzzle, with pieces that don’t fit together”. 
What might be important to mention, is that researchers have primarily focused on developed markets, 
while little attention has been paid to dividend policy in emerging markets. As a result, this field is not 
well established in the financial literature. Dividend policy in emerging markets is often very different in 
its nature, characteristics, and efficiency, from that of developed markets. This particular study takes into 
account the non financial listed companies on Karachi Stock Exchange to check if the possible 
determinants identified in the theoretical and empirical literature hold in a developing stock exchange or 
the determinants of Dividend Payout are more puzzling. 
There is an increasing interest in analyzing the dividend behavior of the firms after the introduction of 
Code of Corporate Governance by SECP in 2002 in Pakistan but many issues in this area are uncovered. 
In particular, the factors involve for determination of dividend policies in Pakistan, which is central issue 
of this area needs in depth research. It is in this perspective this study aims to make contribution in the 
literature on dividend policy. 
In particular, the case of the developing countries has some interesting characteristics that make the study 
appropriate in terms of policy recommendations for other emerging countries like Pakistan. The stock 
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exchanges in Pakistan are more volatile and entail a certain degree of information asymmetry, in addition 
to an expectation that high agency costs will be incurred. 
 
THEORETICAL LITERATURE 
During the last fifty years the several theoretical and empirical studies are done leading to the mainly 
three outcomes: the increase (decrease) in dividend payout affect the market value of the firm or the 
dividend policy of the firm does not affect the firm value at all. However, we can say that empirical 
evidence on the determinants of dividend policy is unfortunately very mixed. Furthermore there are 
numerous theories on why and when the firms pay dividends. Dividend policy has been the subject of 
considerable debate since Miller and Modigliani (1961) illustrated that under certain assumptions, 
dividends were irrelevant and had no influence on a firm’s share price. Miller and Modigliani (1961) 
suggest that in perfect markets, dividend do not affect firms’ value. Shareholders are not concerned to 
receiving their cash flows as dividend or in shape of capital gain, as far as firms don’t change the 
investment policies. In this type of situation firm’s dividend payout ratio affect their residual free cash 
flows and the result is when the free cash flow is positive firms decide to pay dividend and if negative 
firm’s decide to issue shares. They also conclude that change in dividend may be conveying the 
information to the market about firm’s future earnings. Since then, financial researchers and practitioners 
have disagreed with Miller and Modigliani’s proposition and have argued that they based their 
proposition on perfect capital market assumptions, assumptions that do not exist in the real world. Those 
in conflict with Miller and Modigliani’s ideas introduced competing theories and hypotheses to provide 
empirical evidence to illustrate that when the capital market is imperfect, dividends do matter. For 
instance, the bird in the hand theory (predating Miller and Modigliani’s paper) explains that investors 
prefer dividends (certain) to retained earnings (less certain): therefore, firms should set a large dividend 
payout ratio to maximize firm share price (Gordon, 1956; Lintner, 1956; Fisher, 1961; Walter, 1963; 
Brigham and Gordon, 1968). Gordon and Walter (1963) present the bird in the hand theory which says 
that investors always prefer cash in hand rather than a future promise of capital gain due to minimizing 
risk 
In the early 1970s and 1980s, several studies introduced tax preference theory (Brennan, 1970; Elton and 
Gruber, 1970; Litzenberger and Ramaswamy, 1979; Litzenberger and Ramaswamy, ; Kalay, 1982; John 
and Williams, 1985; Poterba and Summers, 1984; Miller and Rock, 1985; Ambarish et al., 1987). This 
theory suggests that dividends are subject to a higher tax cut than capital gains. This theory further 
argues that dividends are taxed directly, while capital gains tax is not realized until a stock is sold. 
Therefore, for tax-related reasons, investors prefer the retention of a firm’s profit over the distribution of 
cash dividends. The advantage of capital gains treatment, however, may lead investors to favour a low 
dividend payout, as opposed to a high payout. The agency theory of Jensen and Meckling (1976) is 
based on the conflict between managers and shareholder and the percentage of equity controlled by 
insider ownership should influence the dividend policy. Miller and Scholes (1978) find that the effect of 
tax preferences on clientele and conclude different tax rates on dividends and capital gain lead to 
different clientele. In the early 1980s, signalling theory was analyzed. It revealed that information 
asymmetry between managers and outside shareholders allows managers to use dividends as a tool to 
signal private information about a firm’s performance to outsiders (Aharony and Swary, 1980; Asquith 
and Mullins, 1986; Kalay and Loewenstein, 1985; Healy and Palepu, 1988). The explanation regarding the 
signalling theory given by Bhattacharya (1980) and John Williams (1985) dividends allay information 
asymmetric between managers and shareholders by delivering inside information of firm future 
prospects. Easterbrook (1984) gives further explanation regarding agency cost problem and says that 
there are two forms of agency costs; one is the cost monitoring and other is cost of risk aversion on the 
part of directors or managers. 
Another explanation for dividend policy is based on the transaction cost and residual theory. This theory 
indicates that firms incurring large transaction costs will be required to reduce dividend payouts to avoid 
the costs of external financing (Mueller, 1967; Higgins, 1972; Crutchley and Hansen, 1989; Alli et al., 1993; 
Holder et al., 1998). A different explanation, which received little consideration prior to the 1980s, relates 
dividend policy to the effect of agency costs (La Porta et al., 2000). Agency costs, in this case, are costs 
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incurred in monitoring company management to prevent inappropriate behaviour. Large dividend 
payouts reduce internal cash flows, forcing managers to seek external financing, and thereby, making 
them liable to capital suppliers, thus, reducing agency costs (Rozeff, 1982; Easterbrook, 1984; Lloyd, 1985; 
Crutchley and Hansen, 1989; Dempsey and Laber, 1992; Alli et al., 1993; Moh’d et al., 1995; Glen et al., 
1995; Holder et al., 1998; Saxena, 1999). 
Life Cycle Theory explanation given by the Lease et al. (2000) and Fama and French (2001) is that the 
firms should follow a life cycle and reflect management’s assessment of the importance of market 
imperfection and factors including taxes to equity holders, agency cost asymmetric information, floating 
cost and transaction costs Catering theory given by Baker and Wurgler (2004) suggest that the managers 
in order to give incentives to the investor according to their needs and wants and in this way cater the 
investors by paying smooth dividends when the investors put stock price premium on payers and by not 
paying when investors prefer non payers. 
 
RATIONALE OF THE STUDY 

The equity market of Pakistan is one of the twenty promising emerging market identified by IFC in 1991. 
After slow down in the late 1990s, the market re-emerged again in recent years. During the years 2002 to 
2004 it has been regarded as the best performing emerging market [The International Magazine Business 
Week]. and the problem is level of corporate governance in Pakistan is weak as compared to other 
developing countries like India, Indonesia and developed countries like United States of America. In 
Pakistan’s context the future earnings of the firms has been used for signal of dividends and controlling 
growth , firm size, cash balance , retained earnings, market capitalization. The present study will discover 
the factors involve for determination of dividend policies in Pakistan. In Pakistan there are few firms 
which are paying dividend consistently. What are the factors which are influencing or determining the 
dividend policy in Pakistan?  
The directors of Pakistani listed firms misused the corporate assets for their own interest at the cost of 
outside investor. The study aims to highlight some determinants that may influence the dividend payout 
policies.  
 
VARIABLE MEASUREMENT IN LIGHT OF EMPIRICAL LITERATURE 

This section will review the framework of dividend policy and discuss several studies that tested 
dividend policy in different markets. This section formulates seven expected signs (hypotheses) to further 
examine the factors, which may affect corporate dividend policy. This section also explains the 
appropriate proxy variables used to measure the factors affecting dividend payouts. 
As regards the empirical literature the roots of the literature on determinants of dividend policy is related 
to Lintner (1956) seminal work. After this work the model is extended by the Fama and Babiak (1968). A 
number of factors have been identified in previous empirical studies to influence the dividend payout 
ratios of firms including profitability, risk, cash flow, agency cost, and growth (see Higgins, 1981; Rozeff, 
1982; Lloyd et al., 1985; Pruitt and Gitman, 1991; Jensen et al., 1992; Alli et al., 1993; Collins et al., 1996; 
D’Souza, 1999). D’Souza (1999) finds negatively relationship between agency cost and market risk with 
dividends payout. However, the result does not support the negative relationship between dividend 
payout policies and investment opportunities. DeAngelo et al. (2004) document highly significant 
association between the decision to pay dividends and the ratio of earned equity to total equity 
controlling for size of the firm, profitability, growth, leverage, cash balance and history of dividends. 
Baker et al. (2007) reports that Canadian dividend paying firms are significantly larger and more 
profitable, having greater cash flows, ownership structure and some growth opportunities. 
 
Dependent Variable 
Dividend Payout Ratio 
Payout ratio is calculated by dividing the total dividend to net profit of every stock. We have calculated 
net profit and dividends of each company individually for every year in order to control the problem of 
extreme values in individual year that lead the results to low or negative net income. Most of the 
previous studies employed dividend payout ratios as a determinant of dividend in lieu of dividend per 
share and dividend yield ( Rozeff, 1982; Lloyd,1985; Jensen et al., 1992; Dempsey and Laber, 1992; Alli et 
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al., 1993; Moh’d et al., 1995; Holder et al., 1998; Chen et al., 1999; Saxena, 1999; Mollah et al., 2002; Manos, 
2002; Travlos, 2002). The dividend payout ratio is also used in this research, rather than dividend per 
share and dividend yield, for two reasons. Firstly, the dividend payout ratio takes into consideration both 
dividend payout and dividend retention. Secondly, dividend per share and dividend yield was 
considered unsuitable, because neither takes into account the dividend paid in relation to the income 
level. 
Independent variables 
Current or Anticipated Earnings 
The empirical analysis by Adaoglu (2000) shows that the firms listed on Istanbul Stock Exchange follow 
unstable cash dividend policy and the main factor for determining the amount of dividend is earning of 
the firms. Eriotis (2005) reports that the Greek firms distribute dividend each year according to their 
target payout ratio, which is determined by distributed earnings and size of these firms. In investigating 
the determinants of dividend policy of Tunisian stock Exchange Naceur et al. (2006) find that the high 
profitable firms with more stable earnings can manage the larger cash flows and because of this they pay 
larger dividends. Moreover, the firms with fast growth distribute the larger dividends so as attract to 
investors. Baker et al. (1985) also find that a major determinant of dividend payment was the anticipated 
level of future earnings. Alli et al. (1993) reveal that dividend payments depend more on cash flows, 
which reflect the company’s ability to pay dividends, than on current earnings, which are less heavily 
influenced by accounting practices. They claim current earnings do not really reflect the firm’s ability to 
pay dividends. The proxy used for earnings is the ratio of company’s operating earnings before interest 
and tax (EBIT) to total assets. 
 
Hypothesis 1 
Dividend Payout is positively associated with current or anticipated earnings. 
 

i. Corporate Tax 
Omet (2004) comes to the same conclusion in case of firms listed on Amman Securities Market and 
further the tax imposition on dividend does not have the significant impact on the dividend behaviour of 
the listed firms. In Indian case Reddy (2006) show that the dividends paying firms are more profitable, 
large in size, and growing. The corporate tax or tax preference theory doesn’t appear to hold true in 
Indian context. Corporate tax has been taken as an explanatory variable with the expected negative 
association with dividend payout by Anil and Kapoor (2008) in their study on IT sector of India and 
found it to be insignificant, consistent with Reddy’s conclusion. It would be interesting to note the effect 
of corporate tax in Pakistan 
. 
Hypothesis 2 
Dividend Payout is negatively associated with corporate tax. 
 

ii. Growth Opportunities 
Higgins (1972) shows that payout ratio is negatively related to a firm’s need for funds to finance growth 
opportunities. D’Souza (1999) however shows a positive but insignificant relationship in the case of 
growth. Rozeff (1982), Lloyd et al. (1985), and Collins et al. (1996) all show a significantly negative 
relationship between historical sales growth and dividend payout. Higgins (1981) indicates a direct link 
between growth and financing needs: rapidly growing firms have external financing needs because 
working capital needs normally exceed the incremental cash flows from new sales.  Growth rate is 
measured as the growth rate of sales ( Rozeff, 1982; Lloyd et al., 1985; Jensen et al., 1992; Alli et al., 1993; 
Moh’d et al., 1995; Holder et al., 1998; Chen etal., 1999; Sexsena, 1999; Manos, 2002; Travlos, 2002). Thus, 
growth rate has been identified in this study by Annual Sales Growth. Overall literature portrays a 
negative as well as a positive relationship between the dependent variable and sales growth. 
 
Hypothesis 3 
Dividend Payout is positively/negatively associated with growth opportunities. 
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iii. Firm Size 

Eriotis (2005) reports that the Greek firms distribute dividend each year according to their target payout 
ratio, which is determined by distributed earnings and size of these firms. Research by Lloyd, Jahera, and 
Page (1985), and Vogt (1994) indicates that firm size plays a role in explaining the dividend-payout ratio 
of firms. They find that larger firms tend to be more mature and thus have easier access to the capital 
markets, which reduces their dependence on internally generated funding and allows for higher 
dividend-payout ratios. The hypothesized relationship between firm size and dividend-payout ratios is 
positive. Firm size (SIZE) is measured as a natural logarithm of total assets. This is due to the fact that 
large firms will pay large dividends to reduce agency costs (Ghosh and Woolridge, 1988; Eddy and 
Seifert, 1988; Redding, 1997).  
Eddy and Seifert (1988), Jensen et al. (1992), Redding (1997), and Fama and French (2000) indicated that 
large firms distribute a higher amount of their net profits as cash dividends, than do small firms. Several 
studies have tested the impact of firm size on the dividend-agency relationship. Lloyd et al. (1985) were 
among the first to modify Rozeff's model by adding “firm size” as an additional variable. They 
considered it an important explanatory variable, as large companies are more likely to increase their 
dividend payouts to decrease agency costs. Their findings support Jensen and Meckling’s (1976) 
argument, that agency costs are associated with firm size. Holder et al. (1998) revealed that larger firms 
have better access to capital markets and find it easier to raise funds at lower costs, allowing them to pay 
higher dividends to shareholders. This demonstrates a positive association between dividend payouts 
and firm size.The positive relationship between dividend payout policy and firm size is also supported 
by a growing number of other studies (, Eddy and Seifert, 1988; Jensen et al., 1992; Redding, 1997; Holder 
et al., 1998; Fama and French, 2000; Manos, 2002; Mollah 2002; Travlos et al., 2002; Al-Malkawi, 2007). Al 
Kuwari (2009) too found a significantly positive relationship between the two. 
 
Hypothesis 4 
Dividend Payout is positively associated with firm size. 
 

iv. Financial Leverage 
A growing number of studies have found that the level of financial leverage negatively affects dividend 
policy (Jensen et al., 1992; Agrawal and Jayaraman, 1994; Crutchley and Hansen, 1989; Faccio et al., 2001; 
Gugler and Yurtoglu, 2003; Al-Malkawi, 2005). Their studies inferred that highly levered firms look 
forward to maintaining their internal cash flow to fulfil duties, instead of distributing available cash to 
shareholders and protect their creditors. 
However, Mollah et al. (2001) examined an emerging market and found a direct relationship between 
financial leverage and debt-burden level that increases transaction costs. Thus, firms with high leverage 
ratios have high transaction costs, and are in a weak position to pay higher dividends to avoid the cost of 
external financing. To analyze the extent to which debt can affect dividend payouts, this study employed 
the financial leverage ratio, or ratio of liabilities (total short-term and longterm debt) to total 
shareholders’ equity. Al Kuwari (2009) too found a significantly negative relationship between the two. 
The proxy used for financial leverage is Debt to Equity Ratio as used in all these studies. 
 
Hypothesis 5 
Dividend Payout is negatively associated with financial leverage. 
 

v. Profitability 
The financial literature documents that a firm’s profitability is a significant and explanatory variable of 
dividend policy (Jensen et al., 1992; Han et al., 1999; Fama and French, 2000). However, there is a 
significant difference between dividend policies in developed and developing countries. This difference 
has been reported by Glen et al. (1995), showing that dividend payout rates in developing countries are 
approximately two-thirds of those in developed countries. Moreover, emerging market corporations do 
not follow a stable dividend policy; dividend payment for a given year is based on firm profitability for 
the same year. Profitability (PROF) is the ratio of net profits to the amount of money that shareholders 
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have put into the company. ROE has been used in several studies as a proxy for firm profitability 
(Aivazian et al., 2003, ap Gwilym et al., 2004.) and is calculated as follows: 
 
PROF = (Net profit/shareholder’s equity)*100 
 
This creates the assumption that the dividend ratio per year is based on firm earnings for the same year. 
Amidu and Abor (2006) find dividend payout policy decision of listed firms in Ghana Stock Exchange is 
influenced by profitability, cash flow position, and growth scenario and investment opportunities of the 
firms. Profits have long been regarded as the primary indicator of a firm’s capacity to pay dividends. 
Pruitt and Gitman (1991), in their study report that, current and past years’ profits are important factors 
in influencing dividend payments. Al Kuwari (2009) too found a significantly positive relationship 
between the two. 
 
Hypothesis 6 
Dividend Payout is positively associated with profitability. 
 
THEORETICAL FRAMEWORK 
To investigate the six variables identified in this study associated with the impact on dividend payout 
ratio of KSE listed companies, this study undertook an empirical testing of a model with the following 
framework: 
 
DIVIDEND PAYOUT = f (EARNINGS, TAX, GROWTH, SIZE, LEV, PROF) 

 
From the empirical literature, the following expected relationship of dividend payout ratio with the 
independent variables has been concluded: 

Insert table 1 & figure 1 here 

 
DATA COLLECTION 

The Data of 53 non financial listed companies was selected for 6 years (2005-2010). The reason for 
selection for 6 years time span was that one business cycle is completed in 5-7 years. The reason to select 
these 53 companies from 11 sectors was consistent dividend payment in the past 6 years. The source of 
data was Balance Sheet Analysis by SBP for 2004-2009 & 2005-2010. Hence the data is totally transparent 
in context of authenticity. Softwares of Eviews 3.1 and Microsoft Excel 2007 were used for data analysis. 
 
A detail of these companies is given in the appendix later on. 

Insert table 2 here 
 
ECONOMETRIC METHODOLGY & EMPIRICAL RESULTS 
For the analysis of pooled data for six years i.e. 2005 to 2010, the following steps were taken on the data: 

 Descriptive Statistics 

 Tests to check conditions of Regression 

 Multivariate Regression 
 
Descriptive Statistics 

Insert table 3 here 
The descriptive statistics reveals that the data is normally distributed. The data set contained a total of 318 
observations for 53 companies over a period of 6 years for 7 variables. The mean of all 7 variables is very 
much close to their median, hence implying normality. The maximum mean is that of profitability, lowest 
being that of earnings. The maximum and minimum values of all variables have got a reasonable 
difference except for profitability. The standard deviation of profitability is again towards the high side 
whereas the lowest volatility is shown in earnings by only 0.08 S.D. All variables are positively skewed 
except firm size and profitability. Probability of all variables is less than 5%, implying that the variables 
are significant at 95% confidence interval.  



  Business Management Dynamics  
Vol.1, No.11, May 2012, pp.76-92 

   
©Society for Business and Management Dynamics 

 
Tests to check conditions of Regression 
Three econometric problems are being tested here to check for violation of assumptions of regression, 
namely: 

 Heteroskedasticity 

 Autocorrelation 

 Multicollinearity 
 
B.I. Heterokedasticity: 
The condition of classic linear regression model implies that there should be homoskedasticity between 
variables. This means that the spread should be constant and same. Variance of residuals should be 
constant otherwise, the condition for existence of regression, homoskedasticity, would be violated and 
the data would be heteroskedastic. To check for this, white heteroskedasticity test was run for the 
residuals. As the probability is more than 5%, hence it implies absence of heteroskedasticity and the data 
has uniform spread. 

Insert table 4 here 
B.II. Autocorrelation: 
Another basic assumption of regression model says that the covariance between error terms should be 
zero. This means that error term should be random and it should not exhibit any kind of pattern.  

Cov (µt , µs) = 0 
If there exists covariance between the residuals and it is non zero, this phenomenon is called 
autocorrelation. To test for autocorrelation, three methods can be used. We apply all three here. 

 
B.II.i. Graphical Method 

The following graph clearly implies that the residuals show a random behavior. Thus implying absence 
of covariance and hence autocorrelation. 

Insert figure 2 here 
B.II.ii. Durbin Watson Stat 
Durbin Watson Statistics if found closer to 2, implies absence of autocorrelation. The calculated value is 
1.8, which is closer to 2. Hence again proving absence of autocorrelation and the residuals to be random. 

Insert table 5 here 
B.II.iii. ARCH LM Test 

Finally, the ARCH LM test was run and the found value of probability of autocorrelation existence was 
0.89, which is way beyond the significance level of 5%. Hence the covariance between residuals is zero, 
data is normal and absence of autocorrelation problem was found conclusively from all three tests. 

Insert table 6 here 
B.III. Multicollinearity: 
The problem of multicollinearity arises, when there exists a linear relationship between the explanatory 
variables of regression. This results in biased and inconsistent estimates of OLS as well as Beta. T-
statistics are also affected and biased that leads to biased hypothesis testing. Multicollinearity can be 
econometrically explained as: 

               
 

            
Multicollinearity can be detected through 2 methods. One is checking the level of correlation among the 
variables in correlation matrix. While the other is checking for the value to be in tolerable limit through 
variance inflationary function test. Both tests have been done here and interesting and mixed results were 
found. 
 
 
B.III.i. Correlation Matrix 

The correlation matrix below shows that there is reasonable relationship among all the variables. The 
variance-covariance among variables is not too high except for profitability and earnings which is on the 
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higher side (76.66%). This indicates that both these variables represent the same economic phenomenon. 
Both these commove. To avoid the problem of multicollinearity in regression, we can run the regression 
with the two variables to be mutually exclusive. This means testing regression in isolation once with 
profitability and once with earnings so as to get unbiased and consistent results. 

Insert table 7 here 
B.III.ii. Variance Inflationary Function 

The benchmark for tolerable limit is 5. Thus value higher than 5 falls in intolerable limit and hints at the 
existence of multicollinearity. But the VIF for the given variables is well within the benchmark value of 5 
hence implying absence of multicollinearity in the overall model. 

                 
       

 
A) Multivariate Regression 
Since the conditions of regression are being completely fulfilled, so it is an appropriate tool to work with. 
Thus the results that would be achieved through regression can be safely said to be efficient, unbiased 
and consistent.  
In this regard, an attempt was made to develop a multiple regression equation using identified key 
variables. The dividend payout (Y) was used as dependent variable and other variables (x1 ,x2, x3, x4, x5, 
x6) were used as independent variables. On this basis, under mentioned multiple linear regression 
equation was developed. 

                                     
Where: 
Dependent Variable 

Y = Dividend Payout Ratio 
 
Independent Variables 

X1 = Current or Anticipated Earnings 
X2 = Sales Growth 
X3 = Firm Size 
X4 = Financial Leverage 
X5 = Profitability 
X6 = Corporate Tax 
  = Intercept or Regression Constant 
  = Regression Coefficient for x1 
  = Regression Coefficient for x2 
  = Regression Coefficient for x3 

  = Regression Coefficient for x4 
  = Regression Coefficient for x5 
  = Regression Coefficient for x6 

 
The regression coefficients indicate the amount of change in the value of dependent variable for a unit 
change in independent variable.  
Since mixed results were derived for multicollinearity, correlation matrix implying a chance of existence 
of multicollinearity between profitability and earnings and VIF implying absence of any multicollinearity 
in the variables under study. Hence, to be on the safe side, regression was run thrice; once with 
profitability and earnings, both being part of the explanatory variables data set simultaneously, next time 
taking only earnings and excluding profitability from the explanatory variables and lastly including 
profitability in the absence of earnings. All 3 regression results were found to be consistent with the same 
results of significance. These are reported as under: 

Insert table 8, 9 &10 here 
From the regression results above, it can be clearly observed, that out of the 6 explanatory variables under 
study, only Firm’s Size and Corporate Tax were found to be variables having significant impact on 
dividend payout. The probability of both these variables is within 5% benchmark probability level. Hence 
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it can be said with 95% confidence level that these variables play a significant role in determining the 
dividend payout in Pakistan.  The observed values of T-Statistics are also more than the tabulated t-stat 
for both firm’s size and corporate tax, reinforcing the level of significance of probability. Thus if there is 
1% change in firm size, it would determine up to approximately 5% change in dividend payout whereas 
one unit change in corporate tax would determine up to 87-90 units change in the dividend payout policy 
in Pakistan. Interestingly both explanatory variables are found to have positive relationship with the 
dependent variable of dividend payout. 
The results report insignificant relationship of earnings, sales growth, financial leverage and profitability 
with dividend payout decision in Pakistan. 

 The    hovers around 4.5% mark whereas adjusted   around 3% mark for all 3 regression results. This 
shows low explanatory power of the variables in determination of dividend payout in this model. This 
implies addition of more variables to improve the explanatory strength of the model in Pakistani context. 
It is noteworthy to report here that these study was also carried out in panel data analysis under all three 
models of common effect, fixed effect (using industrial dummy) and random effect models and their 
results were found to be consistent with the above mentioned regression results. 
 
CONCLUSION 
This paper is an effort to reveal the insight dynamics for determination of Dividend Payout with 
reference to Non Financial Firms listed in the KSE100 Index. In light of prior literature, key explanatory 
variables were identified to disclose their relationship and effect on determination of dividend payout. 
These variables are Earnings, Firm Size, Growth, Profitability, Corporate Tax & Financial Leverage. 
Through observation, 53 such companies were identified from the listed non financial firms in the 
Karachi Stock Exchange that have been paying out dividend consistently for the past 6 years (2005-2010). 
Hence, one complete business cycle has been encompassed in the study under reader’s view. These 53 
companies represent 11 sectors. Multivariate Regression Analysis was identified as the most appropriate 
tool for econometric analysis of the data. The descriptive statistics revealed the data to be normal. 
Whereas when the assumptions needed to be fulfilled for OLS were tested, the data was found to be 
homoskedastic and free of autocorrelation. Multi-collinearity was partially found only with respect to 
Earnings & Profitability variables. Hence, Regression was run in isolation, once with earnings and once 
with profitability alongwith testing the two together in a third regression test. Regression Results of all 
three regressions were consistent. Results revealed that Corporate Tax and Firm’s Size had significant 
relationship with Dividend Payout. Rest of the four explanatory variables were found to be insignificant 
in context of Pakistani markets. Corporate Tax and Firm Size show positive significant relationship with 
the dependent variable of Dividend Payout. Thus amongst the 6 variables selected from literature, these 2 
were found to be affecting dividend policy matters in context of Pakistan. Significance of Tax is consistent 
with the results of OMETT (2004) & REDDY (2006). Significance of SIZE variable is consistent with the 
works of Eddy and Seifert, 1988; Jensen et al., 1992; Redding, 1997; Holder et al., 1998; Fama and French, 
2000; Manos, 2002; Mollah 2002; Travlos et al., 2002; Al-Malkawi, 2007).  
The implications for shareholders from this study are that, with increase in the assets of the company 
(firm size) they can expect a larger increase in dividend payout announcement for that year. Whereas 
corporate tax is consistent with the dividend payout implying that managers in Pakistan retain their 
dividend payouts, rather increase it even in the presence or increment of corporate tax. Since dividend is 
also directly taxed, so the shareholder should be vigilant in his net proceeds, since a corporate tax is being 
levied on the income of the company yet dividends are being paid out to them which still have to be 
directly taxed (double taxation). 
For the managers, it’s a serious implication that the trend of dividend payout with increase in corporate 
taxation should be discouraged. Since increase in tax means decrease in net income. Managers should be 
focusing more on retained earnings rather than dividend payment with reference to corporate taxation 
since it’s of utmost significance in context of financial health of the firm under their management. 
Since Dividend is an unsolved puzzle, thus there is implication for future research. The explanatory 
power of this model was found low through the econometric results implying further room for future 
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work on this subject. Many other variables that have significance in context of Pakistan and past literature 
can be added to this regression to increase the explanatory power of the model. 

Insert Appendix & figure 1 here 
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Table 1 

S. No. Variable Description 
Expected 

Relationship/Hypotheses 

DEPENDENT VARIABLE 

 Dividend Payout Ratio 
Dividend / Net 

Profit 
 

INDEPENDENT VARIABLES 

1 
Current or Anticipated 

Earnings 

Earnings before 

Interest & Tax / 

Total Assets 

POSITIVE 

2 Corporate Tax 
Corporate Tax / 

Profit before Tax 
NEGATIVE 

3 
Growth Opportunities: 

Annual Sales Growth 

New Sales - Old 

Sales / Old Sales 
POSITIVE / NEGATIVE 

4 Firm Size 
Natural log (Total 

Assets) 
POSITIVE 

5 Financial Leverage Total Debt / Equity NEGATIVE 

6 Profitability 
Net Profit / Equity * 

100 
POSITIVE 

 

Table 2 

S. No Sector 
Total No. of 

Companies 

No. of Companies 

paying consistent 

dividend (2005-

2010) 

Percentage of 

companies 

paying 

dividend for 6 

years 

1 TEXTILE 164 7 4.27% 

2 FOOD 54 7 12.96% 

3 
CHEMICALS & 

PHARMACEUTICALS 
43 13 30.23% 

4 OTHER MANUFACTURING n.e.s 33 4 12.12% 

5 CEMENT 21 1 4.76% 

6 MINERAL PRODUCTS 8 1 12.5% 

7 
MOTOR VEHICLES, TRAILERS & 

SEMI TRAILERS 
22 8 36.36% 

8 FUEL & ENERGY 8 4 50% 

9 
INFORMATION & 

COMMUNICATION 
13 0 0% 

10 
COKE & REFINED PETROLEUM 

PRODUCTS 
9 6 66.67% 

11 
PAPER, PAPERBOARD & 

PRODUCTS 
9 1 11.11% 

12 ELECTRICAL MACHINERY & 8 1 12.5% 
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APPARATUS 

13 OTHER SERVICES ACTIVITIES 9 0 0% 

 TOTAL 401 53 13.22% 

 
Table 3 

 Dividend 
Payout 

Earnings Sales 
Growth 

Firm Size Financial 
Leverage 

Profitability Corporate 
Tax 

 Mean  0.524254  0.148435  0.190054  15.65449  1.368239  25.52679  0.268948 

 Median  0.400408  0.132355  0.149367  15.58434  1.070000  23.08987  0.294716 

 Maximum  8.094569  0.393224  3.120861  19.24865  6.820000  95.32733  0.857019 

 Minimum -0.402580 -0.191721 -0.731563  9.658610  0.080000 -135.9773 -0.135333 

 Std. Dev.  0.616895  0.080609  0.290749  1.590017  1.197193  20.58159  0.135244 

 Skewness  7.163899  0.578350  3.406002 -0.618875  1.718747 -0.658614  0.080617 

 Kurtosis  78.40579  4.092253  34.92347  4.817425  6.718164  16.21191  4.402696 

 

 Jarque-Bera  78059.97  33.53539  14118.03  64.06457  339.7446  2335.836  26.41458 

 Probability  0.000000  0.000000  0.000000  0.000000  0.000000  0.000000  0.000002 

 

Observations 318 318 318 318 318 318 318 

 
Table 4 

White Heteroskedasticity Test: 

F-statistic 0.422631 Probability 0.995462 

Obs*R-squared 12.03908 Probability 0.994142 

 

Table 5 

Calculated Durbin Stat Durbin Watson Stat Correlation 

1.860287 2 0 

 0 +1 

 4 -1 

 

Table 6 

ARCH Test: 

F-statistic 0.017281 Probability 0.895498 

Obs*R-squared 0.017390 Probability 0.895087 
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Table 7 

 Dividend 
Payout 

Earnings Sales 
Growth 

Firm Size Financial 
Leverage 

Profitability Corporate 
Tax 

Dividend 
Payout 

1.000000 0.078522 -0.031669 0.077867 -0.033379 0.044581 0.160630 

Earnings  1.000000 0.092488 0.204947 -0.306903 0.766609 -0.004556 

Sales Growth   1.000000 0.008620 0.078457 0.143173 0.047463 

Firm Size    1.000000 0.189482 0.220122 -0.250687 

Financial 
Leverage 

    1.000000 -0.016983 -0.112438 

Profitability      1.000000 0.046497 

Corporate 
Tax 

      1.000000 

 
Table 8 

USING BOTH X1 & X5 TOGETHER: 

Variable Coefficient Std. Error t-Statistic Prob. 

C -0.503481 0.378029 -1.331858 0.1839 

X1 0.900233 0.755928 1.190898 0.2346 

X2 -0.090296 0.119244 -0.757241 0.4495 

X3 0.046232 0.023455 1.971065 0.0496 

X4 0.002249 0.033445 0.067257 0.9464 

X5 -0.002243 0.002798 -0.801603 0.4234 

X6 0.898707 0.264045 3.403609 0.0008 

 

R-squared 0.048030 F-statistic 2.615180 

Adjusted R-squared 0.029664 Prob(F-statistic) 0.017324 

S.E. of regression 0.607676 Durbin-Watson stat 1.860287 

 
   Table 9 

USING X1 ONLY: 

Variable Coefficient Std. Error t-Statistic Prob. 

C -0.457595 0.373456 -1.225299 0.2214 

X1 0.424172 0.467413 0.907488 0.3648 

X2 -0.097192 0.118865 -0.817670 0.4142 

X3 0.045524 0.023425 1.943381 0.0529 

X4 -0.006976 0.031384 -0.222277 0.8242 

X6 0.870982 0.261620 3.329183 0.0010 

 

R-squared 0.046063 F-statistic 3.013155 

Adjusted R-squared 0.030776 Prob(F-statistic) 0.011328 

S.E. of regression 0.607328 Durbin-Watson stat 1.847085 
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Table 10 

USING X5 ONLY: 

Variable Coefficient Std. Error t-Statistic Prob. 

C -0.466315 0.376991 -1.236940 0.2170 

X2 -0.087072 0.119293 -0.729902 0.4660 

X3 0.050262 0.023225 2.164128 0.0312 

X4 -0.017028 0.029286 -0.581444 0.5614 

X5 0.000375 0.001732 0.216465 0.8288 

X6 0.870104 0.263127 3.306786 0.0011 

 

R-squared 0.043689 F-statistic 2.850747 

Adjusted R-squared 0.028364 Prob(F-statistic) 0.015582 

S.E. of regression 0.608083 Durbin-Watson stat 1.841665 

 
APPENDIX 

Sector No. SECTOR NAME COMPANY NAME 
COMPANY 
No. 

1 Textile Sector Blessed Textiles Ltd. 1.  

  Masood Textile Mills Ltd. 2.  

  Nishat Mills Ltd. 3.  

  Premium Textile Mills Ltd. 4.  

  Reliance Cotton Spinning Mills Ltd. 5.  

  Liberty Mills Ltd. 6.  

  Rupali  Polyester Ltd. 7.  

2 Food Sector Habib Sugar Mills Ltd. 8.  

  Ismail Industries Ltd. 9.  

  Murree Brewery Company Ltd. 10.  

  Nestle Pakistan Ltd. 11.  

  Rafhan Maize Products Co. Ltd. 12.  

  Shezan International Ltd. 13.  

  Unilever Pakistan Ltd. 14.  

3 Chemicals & 
Pharmaceuticals Abbott Laboratories (Pakistan) Ltd. 

15.  

  Boc Pakistan Ltd. 16.  

  Clariant Pakistan Ltd. 17.  

  Colgate - Polmolive (Pakistan) Ltd. 18.  

  Engro Corporation Ltd. (Engro Chemical 
Pakistan Ltd.) 

19.  

  Fauji Fertilizer Bin Qasim Ltd. 20.  

  Fauji Fertilizer Company Ltd. 21.  

  Gatron (Industries) Ltd. 22.  

  Glaxosmithkline (Pakistan) Ltd. 23.  

  ICI Pakistan Ltd. 24.  

  Sanofi Aventis Pakistan Ltd. 25.  

  Sitara Chemical Industries Ltd. 26.  

  Wah Nobel Chemicals Ltd . (Pub.) 27.  

4 Other Manufacturng nes Goodluck Industries Ltd. 28.  

  International Industries Ltd. 29.  

  KSB Pumps Company Ltd. 30.  

  Pakistan Tobacco Company Ltd. 31.  

5 Cement Attock Cement Pakistan Ltd. 32.  
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6 Mineral Products Ghani Glass Ltd. 33.  

7 Motor Vehicles, Trailers & 
Semi-trailers  Agriauto Industries Ltd. 

34.  

  Al-Ghazi Tractors Ltd. 35.  

  Atlas Battery Ltd. 36.  

  Baluchistan Wheels Ltd. 37.  

  Exide Pakistan Ltd. 38.  

  Hinopak Motors Ltd. 39.  

  Indus Motor Company Ltd. 40.  

  Millat Tractors Ltd. 41.  

8 Fuel & Energy Kot Adu Power Co. Ltd. 42.  

  Mari Gas Company Ltd. 43.  

  Oil & Gas Dev. Corp. (OGDC) (Pub.) 44.  

  The Hub Power Company Ltd. 45.  

9 Coke & Refined Petroleum 
Products  Attock  Petroleum Ltd. 

46.  

  National Refinery Ltd. 47.  

  Pakistan Oilfields Ltd. 48.  

  Pakistan Petroleum Ltd. (Pub.) 49.  

  Pakistan State Oil Company Ltd. (Pub.) 50.  

  Shell Pakistan Ltd. 51.  

10 Paper, Paperboard & 
Products  Security Papers Ltd. (Pub) 

52.  

11 Electrical Machinery & 
Apparatus  Siemens (Pakistan) Engineering Co. Ltd. 

53.  
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Fig.2  

 

 
Fig. 3: Line Diagram Showing Relationship between Dividend Payout Ratio with Firm’s Size and 
Corporate Tax in Pakistan from 2005-2010. 

 
 


