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ABSTRACT 
 The research aimed at investigating the key influences on dividend policy in 

Zimbabwe’s services sector using mainly descriptive survey design. The survey also aimed at 

establishing if the views of management today are consistent with those by Lintner (1956). 

Data was collected using documentary review and questionnaires. A sample of 100 company 

executives from services firms listed on the Zimbabwe Stock Exchange was used. The firms 

in the services sector were grouped into five categories. A total of 20 managers were chosen 

from each category/ industry. It is almost six decades later, but the findings of this survey 

indicate that the views of Zimbabwean managers are consistent with those by Lintner (1956). 

Managers are still conservative in the way they set dividends in order to avoid having to cut 

them in the future. Maintaining a smooth dividend stream from year to year; avoiding 

dividend cuts; maintaining consistence with historic dividend policy; stability of future 

earnings; and availability of good investment opportunities for the firm; are the widely agreed 

factors that influence dividend policy in Zimbabwean firms. The paper recommends 

managers to formulate their dividend policies in full view and estimation of future earnings to 

avoid dividend cuts tomorrow when they cannot sustain the prevailing dividend levels. 

Management need to handle this dividend puzzle with care as investors may develop a 

negative image of the firm and destroy huge amounts of firm value. The researchers 

recommend that further research be done to establish the dividend policies pursued by firms 

with high leverage in their capital structures. There is also need to find out the exact effect of 

dividend policy on firm value in a developing economy. 
 

KEYWORDS: Dividend Smoothening, Dividend Preference, Future Earnings, Dividend 

Cuts, Historic Dividends, Dividend Announcement, Residual Income  
 

INTRODUCTION 

 The dividend decision is widely regarded as one of the most important financial 

decisions to be taken from a strategic point of view. The dividend decision, which is 

determined by a firm’s dividend policy, affects the level of equity retained in a firm (Lease, 
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John, Kalay, and Sarig, 1999). The more cash that a firm pays out in the form of dividends, 

the less funds it has available to finance future attractive investment opportunities and the 

greater the probability that it will have to issue new shares to raise more capital. Lintner’s 

1956 classic survey which interviewed a sample of corporate executives found that these 

executives were reluctant to reduce regular dividend rates once established (Fracassi, 2008). 

The announcement of cash dividends reflects the companies’ investment plans. When a 

company has investment opportunities then there is no need to pay cash dividends, and the 

announcement of cash dividends may reflect that the company has less investment 

opportunities (Baker, 1989; Brook et. al., 1998; Baker & Wurgler, 2002; Pan, 2001). 

Brealey and Myres (2002) list dividends as one of the ten unresolved issues in finance. The 

question; “Which factors are considered most important in dividend policy formulation?” is 

still an unanswered question and hence also remains a controversial issue in finance. Worse 

still it is a gray area in developing economies especially in Zimbabwe were such issues have 

not received adequate attention from financial scholars. Some firms in Zimbabwe have a long 

established history of paying dividends to stockholders, whilst others do not pay dividends at 

all. Those firms that pay vary in their payout ratios and patterns. As it stands it is not clear as 

to the exact factors that these firms take into account to come up with their dividend policies. 

Moreover, it’s not clear whether it is the firm’s specific characteristics that influence dividend 

policy being pursued or other influences. Researchers such as Campbell (2003); Fama and 

Babiak (1968); Bernstein, (2005); have all attempted to examine why corporations make such 

payments in developed economies (and why shareholders demand them) and such issues have 

been at the heart of numerous modern finance studies. This paper sought to cover the 

knowledge gap concerning developing economies. 

 

Research Questions 

1. What are the managerial perceptions concerning investors’ dividend preference? Are they 

still the same as those found by Lintner (1956)’s survey? How do Zimbabwean views 

compare to US perceptions? 

2. What are the key influences of dividend policy in Zimbabwe? Which factors are most 

valued in dividend policy determination? 
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LITERATURE REVIEW 

A dividend is a periodic cash distribution from the profits of the firm to its shareholders 

(Brealey and Myres, 2002). Mac Laney (2006) concurs with Brealey and Myres (2002) by 

defining dividend as payments made by business to their shareholders. The dividend policy 

decision relates much of current earnings to pay out as dividends rather than retain for 

reinvestment in the firm. DeAngelo and DeAngelo (2004) observed that the amount of 

dividends paid by industrial firms actually increased significantly in the US both in nominal 

and real terms over the period 1978-2000.  

 

Forms of dividend payments 

Damodaran (2006) identified four forms of dividend payments.  Cash dividends are paid out 

in the form of a cheque or electronic transfers. Such dividends are a form of investment 

income and are usually taxable to the recipient in the year they are paid. This is the most 

common method of sharing corporate profits with the shareholders of the company (Ross, 

Westerfield, Jaffe, and Jordan, 2009). Controversies among empirical studies related to cash 

dividend policy exist. Although the cash dividends decision affect the structure of capital 

(Gordon, 1959), the relation between cash dividend announcements and share prices is not 

obvious (Juma’h et al (2008); Bernstein, 1996; Black, 1976; Dempsey, Laber & Rozeff, 

1993; Holder, Langrehr & Hexter, 1998; Brealey & Myers, 2002; Van Horne, 2001). 

Through cash dividend policy managers reduce principle-agent relationship costs (Ross, 

1973; Jensen & Meckling, 1976; Rozeff, 1982; Easterbrook, 1984; Jensen, 1986). The 

announcement of cash dividends reflects the companies’ investment plans. When a company 

has investment opportunities then there is no need to pay cash dividends, and the 

announcement of cash dividends may reflect that the company has less investment 

opportunities (Baker, 1989; Brook et. al., 1998; Baker & Wurgler, 2002; Pan, 2001). 

 Stock dividends are paid out in the form of additional stock shares of the issuing 

corporation, or other corporation (such as its subsidiary corporation). They are usually issued 

in proportion to shares owned. If this payment involves the issue of new shares, this is very 

similar to a stock split in that it increases the total number of shares outstanding while 

lowering the price of each share and does not change the market capitalization or the total 

value of the shares held (Ross et al, 2009). Damodaran (2006) also identified the dividend in-

kind (also called dividends in specie). They are paid out in the form of assets from the issuing 

corporation or another corporation, such as a subsidiary corporation. These are not common 
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in Zimbabwe. The last form he identified can be used in structured finance. Financial assets 

with known market value can be distributed as dividends; warrants are sometimes distributed 

in this way.  

 

Factors in influencing dividend policy 

 Fama and French (2001) suggested three characteristics that affect the decision to pay 

dividends: the yield, the investment opportunity and the company’s size. They studied the 

incidence of the companies that pay dividends during the period from the year 1926 to the 

year 1999, with special interest in the period (1972-1999). The proportion of companies that 

paid dividends diminished greatly after the year 1978, of 6.5% to 2.08% in the year 1999. 

According to Juma’h and Pacheco (2008) financial risk is another factor that influence 

companies not adopt cash dividends. DeAngelo and DeAngelo (1990) found that one third 

part of the companies studied that showing financial risk does not reduce dividends. These 

companies confront transaction costs and require other sources of financing to replace money 

assigned for cash dividends (Holder et. al., 1998).  

 The size of the company is an important factor to explain cash dividends. Larger-sized 

companies tend to have an easier access to capital markets. This is by reducing the 

dependency on funds generated internally and allows payment of higher rate of dividends 

(Holder et. al., 1998; Vogt, 1994). A controversy about the relation between the company’s 

size and cash dividend announcements exists. Mozes and Rapaccioli (1995) argue that the 

company’s size is independent of the decision of dividends payments. However, Bajaj and 

Vijh (1990) argue that the effects in the share price due to changes in dividends are more 

significant for smaller sized companies. According to Gaver and Gaver (1993), the yield and 

payment of dividends is positively related to the size of the company. Dyl and Weigand 

(1998) found that the company’s risk is significantly smaller immediately after the 

declaration of initial dividends. The change in risk is more pronouncing in larger sized 

companies than in smaller sized companies.  

The nature of business has an important bearing on the dividend policy, (Damodaran, 2004). 

Industrial units having stability of earnings may formulate a more consistent dividend policy 

than those having an uneven flow of incomes because they can predict easily their savings 

and earnings. Age of the corporation counts much in deciding the dividend policy. According 

to Baker and Powel (1999) in case of uncertain economic and business conditions, the 

management may like to retain whole or large part of earnings to build up reserves to absorb 
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future shocks. On the other hand, in periods of prosperity the management may not be liberal 

in dividend payments because of availability of larger profitable investment opportunities. In 

periods of inflation, the management may retain large portion of earnings to finance 

replacement of obsolete machines. 

Lenders place some contractual restrictions on the dividend payments to protect their interests 

especially when the firm is experiencing liquidity problems. Hence these contractual 

restrictions are considered when coming up with a dividend policy, (Gürtler and Hartmann, 

2003). The theory of tax-preference explains why investors prefer dividends for contributing 

reasons since the capital gains in the U.S. contribute less than normal profit. This implies that 

companies maintain a lower rate of dividends payments to maximize share prices (Fama & 

French, 1998). Investors in low taxation levels prefer shares that pay high dividends when it 

compares to investors in high taxation levels (Brennan, 1970; DeAngelo & Masulis, 1980; Elton 

& Gruber, 1970; Litzenberger & Ramaswamy, 1979; Long, 1978). 

According to Damodaran (2006) in the 1950s, Lintner (1956) studied the way firms set 

dividends and noted three consistent patterns. 

1. Firms set target dividend payout ratios by deciding on the fraction of earnings they are 

willing to pay out as dividends in the long term. 

2. They change dividends to match long-term and sustainable shifts in earnings, but they 

increase dividends only if they feel they can maintain these higher dividends. Because 

firms avoid cutting dividends, dividends lag earnings.  

3. Finally, managers are much more concerned about changes in dividends than about 

levels of dividends.  

Fama and Babiak (1968) identified a lag between earnings and dividends by regressing 

changes in dividends against changes in earnings in both current and prior periods. They 

confirmed Lintner (1956)’s findings that dividend changes tend to follow earnings changes. 

 

Empirical Evidence 

 Lintner (1956) conducted a ground breaking and classic study surveying corporate 

Chief Executive Officers (CEO) and Chief Financial Officers (CFOs) of 28 US firms and 

found that dividend policy is an active decision variable because managers believe that stable 

dividends lessen negative investor reactions. The study also found out that dividend payment 

pattern of a firm is influenced by the current year earnings and previous year dividends. 

Surveys of CFOs by Baker et al (1985;1988) confirm the Lintner (1956) results. They found 

that managerial views of dividend policy were essentially unchanged 30 years after Lintner’s 
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study. Dividends are paid because shareholders expect continued dividend growth and 

managers believe investors want to receive dividends. Managers believe that dividend 

payments are necessary to maintain or increase share price and to attract new investors. 

Dividend payout policy is determined using criteria including sustainability, current firm 

profitability, future cash flow expectations, and industry norms. 

Baker, Farrelly and Edelman (1985) survey 318 New York Stock Exchange (NYSE) firms to 

investigate the managers’ perception about the factors influencing dividend policy and 

concluded that the major determinants of dividend payments are anticipated level of future 

earnings and the pattern of past dividends. The results show that managers are concerned 

primarily with the signalling implications of dividends, though they also recognize the role of 

a residual policy for future investment opportunities. Moreover, as early as the 1970s, 

Harkins and Walsh (1971) found that shareholder dividend desires and management need of 

retained earnings for investment opportunities conflict. Managers consider current and 

expected earnings, dividend payment history, dividend level stability, cash flows and 

investment opportunities, and shareholder desires in their determination of the payout level. 

Haleem et al (2011) carried out a survey, to examine the perceptions of managers of 

dividend-paying firms listed on Karachi Stock Exchange (KSE) on factors influencing 

dividend policy and other issues relating to dividend policy. Their results showed that the 

most important factors that affect dividend policy are; the level of current earnings, the 

projection about the future state of the economy, the stockholders characteristics, concerns 

about the stock prices, and the need of current stockholders. From a practical perspective, 

there is little discrimination among the top ranked factors. All the surveyed firms formulate 

their dividend policies according to the theoretical model of Lintner (1956). The survey also 

shows that there is no difference in responses about these factors with respect to various titles 

of the respondents such as chief financial officer or Chief Executive Officer. The survey also 

finds strong support for the life cycling theory followed by agency theory, signalling theory 

and the catering theory respectively.  

 Anand (2002) carried out a study to investigate the factors influencing dividend policy 

decisions of Indian companies. Using a survey approach, questionnaires were distributed to 

81 Indian companies. Their results shows that managers of Indian companies do believe that 

dividend decisions are important as they provide a signalling mechanism for the future 

prospects of the firm and thus affect its market value. They do consider the investors’ 

preference for dividends and shareholder profile while designing the dividend policy. They 
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also have a target dividend payout ratio but want to pay stable dividends with growth. 

Therefore, dividend policy does matter to the CFOs and the investors. 

 El-Sady, Hamdy and Alshammari (2009) also carried out a survey by replicating the 

distributed questionnaire of Baker et al. (2007) to study the perception of corporate managers 

of Kuwaiti firms listed in the Kuwait Stock Exchange (KSE) to investigate the main 

determinants that control dividends policies in an emerging market. They found out that the 

most influencing factors of dividends policies of Kuwaiti listed firms to be the management 

perception of the level of current and future earnings, liquidity constraints such as availability 

of cash, availability of positive net present value projects. The study also documents other 

insignificant factors such as signalling to investors and cost of capital. Moreover, their study 

provides a more support to firm life cycle in explaining the dividends policy than to theories 

of bird-in-the-hand, agency cost and the catering explanation. 

From the paper published by Brav at el (2005) only two studies surveyed company 

management to establish their views on issues surrounding the declaration of dividends. The 

twenty four year old survey of 145 Johannesburg Stock Exchange (JSE) listed companies by 

Seneque and Gourley (1983) established that management at that time pursued dividend 

policy as an active variable, and strongly supported the view that continuity of payments and 

stable payout ratios were of great importance. The economic predicaments that had 

surrounded Zimbabwe forced most firms to refocus their dividend policies because the 

dividend decision is an active variable in most firms. 

 Marx (2001) found support for the earlier results by surveying financial directors of 

JSE listed companies. Almost all of the respondents believed that reasons for dividend policy 

changes should be communicated to investors.  Just over 70% agreed that a company should 

avoid making changes in its dividend rates that might have to be reversed in the near future 

and that a company should strive to maintain an uninterrupted record of dividend payment.  

Two-thirds believed that companies should have target dividend pay-outs and periodically 

adjust the payout towards the target, and that managers should be responsive to their 

shareholders’ preferences regarding dividends.  

 

METHODOLOGY 

 Kerlinger (1986) describes research design as a plan and structure of investigation so 

conceived to obtain answers to research questions. The research design therefore refers to the 

planning of the approaches to solve a research problem. The research aimed at investigating 
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the key influences on dividend policy in Zimbabwe’s services sector using mainly descriptive 

survey research design. Data was collected from a sample of company executives. The 

sample size consisted of 100 managers from the services firms. In terms of industry 

representation in the sample, it is generally satisfactory as all industries within the services 

sector are equally represented. The firms in the services sector were grouped into the 

following classes; banking and asset management industry, insurance industry, tourism 

industry, transport, and telecommunications industry. A total of 20 managers were chosen 

from each industry. Since the population under consideration contained well defined groups 

(strata), stratified sampling was chosen because it is a probability method that is superior to 

random sampling as it reduces sampling error. The overall response rate was 88%. Such a 

high response rate was attained due to the strategies implemented in questionnaire 

distribution and soliciting for data. 

 Firer et al (2008)’s questionnaire in their South African survey has been replicated in 

this study. Their questionnaire was heavily borrowed from that by Brav et al (2005) which 

has been widely accepted as an instrument based on existing theoretical and empirical work 

in the US. Just like in Firer et al (2008)’s questionnaire, the majority of questions in the 

survey, respondents were asked to state their level of agreement with specific statements 

using a 5 point scale, from strongly agree to strongly disagree. Those factors with the greatest 

numbers of respondents agreeing were considered the most important factors.  

 

FINDINGS 

The responses from the 88 questionnaires were coded and analysed using SPSS. An analysis 

was produced for each factor in a table showing the degrees of agreement. The factors were 

then assigned their respective percentages and ranked before comparing them with 

summaries from the US and SA, as shown in Table 1 below; 
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Table 1: Summary of findings. 
Code Factors Influencing Dividend Policy ZIM 

% 

Rank USA 

% 

SA 

% 

Difference 

With US 

A We consider the level of dividends per share that we have paid 

in recent years 

84.1 2 87 84 -2.9 

B We consider the change or growth in dividends per share 70.5 4 67 71 +3.5 

C We try to avoid reducing dividends per share 78.4 3 94 68 -5.6 

D We try to maintain a smooth dividend stream from year to year 93.2 1 90 66 +3.2 

E We are reluctant to make dividend changes that might have to 

be reversed in the future 

68.2 5 79 55 -10.8 

F We pay dividends to attract investors subject to “prudent man” 

investment restrictions 

33.0 8 42 37  -9 

G The cost of raising external capital is less than the cost of 

cutting dividends 

55.7 6 44 21 +11.7 

H We pay dividends in order to show that our company is strong 

enough to raise costly external capital if needed 

6.8 9 19 11 -12.2 

I We pay dividends to show that our company is strong enough to 

pass up some profitable investments 

5.7 10 9 8 -3.3 

J Attracting institutional investors to purchase our shares 53.4 7 53 53 +0.4 

 
 Factors Influencing Dividend Policy ZIM 

% 

Rank US 

% 

SA Difference 

With US 

A A sustainable change in earnings 70.5 4 67 87 +3.5 

B The availability of good investment opportunities for our 

firm to pursue 

82.9 1 47 87 +35.9 

C Stability of future earnings 82.9 2 71 84 +11.9 

D Maintaining consistency with our historic dividend policy 72.7 3 85 76 -12.3 

E Reducing cash, thereby disciplining our firm to make 

efficient decisions 

30.7 11 13 39 +17.7 

F The influence of our institutional shareholders 47.7 7 53 53 -5.3 

G Floatation costs to issuing additional equity 69.3 5 53 21 +16.3 

H A temporary change in earnings 34 10 10 47 +24 

I Having extra cash/ liquid assets, relative to our cash 

holdings 

51.1 6 8 53 +43.1 

J Attracting retail investors to purchase our shares 39.7 9 30 26 +9.7 

K The dividend policies of competitors or other companies in 

our industry 

47.7 8 46 21 +1.7 

L The possibility that paying dividends indicates to investors 

that we are running low on profitable investments 

18.2 12 39 5 -20.8 
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The findings of this survey show that the most important factors influencing dividend policy 

in Zimbabwe, ranked in terms of their importance, are as follows; 

1. The importance of trying to maintain a smooth dividend stream from year to year is 

somewhat more important to Zimbabwean management than to both the US and 

South African counterparts. 93.2% of the respondents were of this view. This finding 

is slightly higher (3.2%) than the US finding by Brav et al (2005). Firer et al (2008) 

got 66% in South Africa. 

2. Management from the sampled firms considered the level of dividends per share that 

they have paid in recent years. The desire to maintain consistence with historic 

dividend policy is also viewed very important in Zimbabwe. The Zimbabwean rate is 

equal to the South African 84%. Brav et al (2005)’s finding is 3% higher. In a nut 

shell, it can be concluded that historical DPS are equally weighed in both the 

developed and developing economies. 

3. The Zimbabwean and South African surveyed figures are much higher than those of 

the US on the availability of good investment opportunities for the firm to pursue. The 

83% is a good indicator that managers in the developing economies place greater 

emphasis on reinvestment of the funds before distribution.  

4. 82.9% of the sampled managers consider the stability of future earnings in their 

dividend policies. More interesting on this factor is that, the emphasis on the same 

factor in both developed and developing economies is the same. Stability of future 

earnings is critical because dividends are paid out of earnings. If the earnings are not 

stable then its difficulty to make promises on what you are not sure of. These 

respondents indicated that their firms are reluctant to make dividend changes that 

might have to be reversed in the future. The Zimbabwean figure is 11.1% higher than 

the US figure. 

5. One of the objectives of this survey was to establish the level of conservatism of 

management when considering dividend policy. 78% of managers in Zimbabwe’s 

dividend paying firms in the services sector also try to avoid reducing dividends per 
share. The US figure from Brav et al (2005)’s survey is 16% higher than Zimbabwe’s figure. 

6. Ranked sixth at 70.5% is the number of surveyed managers who consider the change 

or growth in dividends per share. Firer et al (2008)’s figure is the same as the 

Zimbabwean figure. The US figure by Brav et al (2005) is 4% lower than 

Zimbabwean figure.  
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Harkins and Walsh (1971)’s findings tally with what this research found out. They found out 

that management considers current and expected earnings, dividend payment history, 

dividend level stability, cash flows and investment opportunities, and shareholder desires in 

their determination of the payout level. The factors they suggested to be the ones determining 

dividend policy are consistent with this research’s findings. Also in support of these findings, 

are Baker et al. (2001) who based their research on a survey of NASDAQ listed firms to test 

twenty-two different factors that might influence the dividend policy. The analysis of their 

survey questionnaires showed that the most important determinants of dividend strategies are: 

(a) The pattern of past dividends. 

(b) Stability of earnings, 

(c) Current and expected future earnings. 

 Also consistent with the findings of this survey are El-Sady et al (2009)’s survey 

findings. They also carried out a survey by replicating the distributed questionnaire of Baker 

et al. (2007) to study the perception of corporate managers of Kuwaiti firms listed in the 

Kuwait Stock Exchange (KSE) to investigate the main determinants that control dividends 

policies in an emerging market. They found out that the most influential factors of dividend 

policies of Kuwaiti listed firms to be the management perception of the level of current and 

future earnings, liquidity constraints such as availability of cash, availability of positive net 

present value projects. The study also documents other insignificant factors such as signalling 

to investors and cost of capital. 

According to Damodaran (2006) in the 1950s, Lintner (1956) studied the way firms set 

dividends and noted three consistent patterns. Firms set target dividend payout ratios by 

deciding on the fraction of earnings they are willing to pay out as dividends in the long term. 

Moreover, they change dividends to match long-term and sustainable shifts in earnings, but 

they increase dividends only if they feel they can maintain these higher dividends. Because 

firms avoid cutting dividends, dividends lag earnings. Finally, managers are much more 

concerned about changes in dividends than about levels of dividends.  

Factors left out as not good enough factors influencing dividend policy including the 

following factors; 

i. Having extra cash/ liquid assets, relative to our cash holdings. This is also consistent 

with Damodaran (2006)’s view, who argued that having surplus cash is a wrong reason 

for paying dividends. 

ii. Attracting retail investors to buying the company’s shares. 
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iii. The possibility that paying dividends indicates to investors that we are running low on 

profitable investments. 

iv. Paying dividends to show that the firm is strong enough to pass up some profitable 

investments.  

v. Reducing cash, thereby disciplining the firm to make efficient decisions. 

 

SUMMARY 

 The survey aimed at investigating the factors influencing dividend policy in 

Zimbabwe and to establish if the views of management today in a developing economy are 

consistent with those by Lintner (1956) in a developed economy. The refined questionnaire 

used by Firer et al (2008) in their South African study was adopted as a benchmark to enable 

views of Zimbabwean managers and their US and SA counterparts to be compared. It is 

almost six decades later, but the findings of this survey indicate that the views of 

Zimbabwean managers are consistent with those by Lintner (1956). Managers are still 

conservative in the way they set dividends inorder to avoid having to cut them in the future. 

Maintaining a smooth dividend stream from year to year; avoiding dividend cuts; maintaining 

consistence with historic dividend policy; stability of future earnings; and availability of good 

investment opportunities for the firm; are the widely agreed factors that influence dividend 

policy in Zimbabwean firms. 

 

RECOMMENDATIONS  

  From this research’s findings, I recommend that firms in Zimbabwe avoid dividend 

cuts. Managers have to formulate their dividend policies in full view and estimation of future 

earnings to avoid dividend cuts tomorrow when they cannot sustain the prevailing dividend 

levels. Investors proved beyond doubt that they penalize dividend cuts. Moreover, in a bid to 

enhance or push-up the market price of the firm’s share, management needs to know that 

dividend payment is one such route. They can just increase their payouts. Management need 
to handle this dividend puzzle with care as investors may develop a negative image about the firm.  

This study has some additional implications for further research. In particular it would be 

more interesting to examine other specific issues about this dividend puzzle. For example 

testing the signaling hypothesis in a developing capital market and comparing the results to 

those of a developed economy. Moreover, there is need to also analyze the exact extent of 

price movements triggered by other factors other than dividends in a hyper-inflationary 
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economy. There is also need to establish the nature and extend of the correlation that exists 

between earnings and payout ratios. 

This research left out other important dividend relevant issues. The researcher recommends 

that further research be done to establish the dividend policies pursued by firms with high 

leverage in their capital structures. There is also need to find out the exact effect of dividend 

policy on firm value. High statistical approaches need to be employed to ascertain the exact 

relationship between a dividend policy pursued and the resulting firm value. Also of interest 

is the need to establish if there is a relationship between a firm’s cash holding levels and 

dividend policy. The interest here would be to find out if firms that hold huge cash reserves 

have a tendency to pay high dividends or not.  
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APPENDIX 
 
Ticking in the most appropriate box, evaluate whether the following factors affect your 

company’s dividend decision. 

(N.B- on the rating scale, 1 being strongly agree and 5 strongly disagree) 

Template A: Questionnaire responses- factors influencing dividend policy 

 1 2 3 4 5 

We consider the level of dividends per share that we have paid in 

recent years 

45 29 9 4 1 

We consider the change or growth in dividends per share 23 39 17 7 2 

We try to avoid reducing dividends per share 67 13 7 1 0 

We try to maintain a smooth dividend stream from year to year 62 21 4 1 0 

We are reluctant to make dividend changes that might have to be 

reversed in the future 

33 27 16 7 7 

We pay dividends to attract investors subject to “prudent man” 

investment restrictions 

12 17 19 27 13 

The cost of raising external capital is less than the cost of cutting 

dividends 

23 26 27 7 5 

We pay dividends in order to show that our company is strong 

enough to raise costly external capital if needed 

1 5 11 45 26 

We pay dividends to show that our company is strong enough to 

pass up some profitable investments 

2 3 7 56 20 

Attracting institutional investors to purchase our shares 23 25 26 12 2 

Source: Survey Data 2011 
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How important are the following factors to your company’s dividend decisions? 

Template B: Questionnaire responses- factors influencing dividend policy 

  Strongly  

agree 

Agree Indifferent Disagree 

A sustainable change in earnings 34 28 20 6 

The availability of good investment 

opportunities for our firm to pursue 

35 38 12 3 

Stability of future earnings 34 39 14 1 

Maintaining consistency with our historic 

dividend policy 

21 43 15 9 

Reducing cash, thereby disciplining our firm to 

make efficient decisions 

11 16 12 49 

The influence of our institutional shareholders 16 26 21 25 

Floatation costs to issuing additional equity 22 39 18 9 

A temporary change in earnings 12 18 18 40 

Having extra cash/ liquid assets, relative to our 

cash holdings 

19 26 13 30 

Attracting retail investors to purchase our shares 14 21 11 42 

The dividend policies of competitors or other 

companies in our industry 

15 27 23 23 

The possibility that paying dividends indicates to 

investors that we are running low on profitable 

investments 

7 9 15 57 

Source: Survey Data 2011 

We try to maintain a smooth dividend stream from year to year 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 61 69.3 69.3 69.3 

Agree 21 23.9 23.9 93.2 

Indifferent 4 4.5 4.5 97.7 

Disagree 1 1.1 1.1 98.9 

Strongly Disagree 1 1.1 1.1 100.0 

Total 88 100.0 100.0  
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We pay dividends to attract investors subject to "prudent man" investment 
restrictions 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 12 13.6 13.6 13.6 

Agree 17 19.3 19.3 33.0 

Indifferent 19 21.6 21.6 54.5 

Disagree 27 30.7 30.7 85.2 

Strongly Disagree 13 14.8 14.8 100.0 

Total 88 100.0 100.0  

 
We pay dividends in order to show that our company is strong enough to raise costly 

external capital if needed 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 1 1.1 1.1 1.1 

Agree 5 5.7 5.7 6.8 

Indifferent 11 12.5 12.5 19.3 

Disagree 46 52.3 52.3 71.6 

Strongly Disagree 25 28.4 28.4 100.0 

Total 88 100.0 100.0  

 
We pay dividends to attract institutional investors to purchase our shares. 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 23 26.1 26.1 26.1 

Agree 24 27.3 27.3 53.4 

Indifferent 26 29.5 29.5 83.0 

Disagree 12 13.6 13.6 96.6 

Strongly Disagree 3 3.4 3.4 100.0 

Total 88 100.0 100.0  
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We consider the level of dividends per share that we have paid in recent years 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 45 51.1 51.1 51.1 

Agree 29 33.0 33.0 84.1 

Indifferent 9 10.2 10.2 94.3 

Disagree 4 4.5 4.5 98.9 

Strongly Disagree 1 1.1 1.1 100.0 

Total 88 100.0 100.0  

 

We consider the change or growth in dividends per share 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 24 27.3 27.3 27.3 

Agree 38 43.2 43.2 70.5 

Indifferent 18 20.5 20.5 90.9 

Disagree 7 8.0 8.0 98.9 

Strongly disagree 1 1.1 1.1 100.0 

Total 88 100.0 100.0  

 
We try to avoid reducing dividends per share 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 65 73.9 73.9 73.9 

Agree 4 4.5 4.5 78.4 

Indifferent 12 13.6 13.6 92.0 

Disagree 6 6.8 6.8 98.9 

Strongly Disagree 1 1.1 1.1 100.0 

Total 88 100.0 100.0  
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We are reluctant to make dividend changes that might have to be reversed in the future 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 34 38.6 38.6 38.6 

Agree 26 29.5 29.5 68.2 

Indifferent 18 20.5 20.5 88.6 

Disagree 4 4.5 4.5 93.2 

Strongly Disagree 6 6.8 6.8 100.0 

Total 88 100.0 100.0  

 
The cost of raising external capital is less than the cost of cutting dividends. 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 26 29.5 29.5 29.5 

Agree 23 26.1 26.1 55.7 

Indifferent 26 29.5 29.5 85.2 

Disagree 11 12.5 12.5 97.7 

Strongly Disagree 2 2.3 2.3 100.0 

Total 88 100.0 100.0  

 
We pay dividends to show that our company is strong enough to pass up some 
profitable investments. 

  
Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Strongly Agree 2 2.3 2.3 2.3 

Agree 3 3.4 3.4 5.7 

Indifferent 7 8.0 8.0 13.6 

Disagree 57 64.8 64.8 78.4 

Disagree 19 21.6 21.6 100.0 

Total 88 100.0 100.0  

 


