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FACTORS AFFECTING DIVIDEND PAYOUT:
EMPIRICAL INVESTIGATION FROM CEMENT SECTOR
OF PAKISTAN

Dividend policy/payout (DP) is one the areas of finance where extensive research has been con-
ducted to find out the determinants that why firms pay the dividend and what motivates them to share
their earnings with shareholders. This situation is termed as a puzzle by researchers. To solve this puzzle,
researchers have outlined various financial and non-financial factors. This research is carried out to find
the effect of financial factors viz. size, profitability, risk, leverage, and liquidity over the DP of the firms
listed on Pakistan Stock Exchange (PSX) in the cement sector. Firms involved in the manufacturing of ce-
ment are selected and other firms of the sector are excluded. Data for ten years i.e. from 2009 to 2018
has been extracted from the published annual financial statements of the firms. To verify the relationship
between dependent and independent variables, the bivariate correlation has been applied and to find
the best-fit regression model, backward multiple regression has been applied. According to the findings
from backward multiple regression, profitability and liquidity are the factors that influence the dividend
payouts of the firm positively and significantly. Whereas, size, risk, and leverage have failed to show
their significance over the dividend payment of the sector.

Key words: Dividend policy, dividend payout, dividend payout ratio, firm size.
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AMBHAEHA TOAeMiHe acep eTeTiH chakTopAap:
MoKiCTaHHbIH, LLEMEHT CEKTOPbIH SMIMMUPUKAABIK, TAAAQY

AVBUAEHATEPAI TeAey casicaTbl — OYA mpmanap He cebenTi AMBUAEHATEP TOAENTIHIH >KoHe
rpma TabbICbiH akLMOHEPAEPMeEH OeAicy cebenTepiH aHbikTayFa GaFbITTaAFaH aykbIMAbI 3epTTeyAep
JKYPri3iAreH Kap>Kbl CaraAapbiHbiH 6ipi. 3epTTeylirep OyA >karaanAbl OM>kymbak, Aer aTanabl. bya
KYMMSIHBI LLeLLy YLLiH 3epTTeyLliAep TYPAI KapKbIAbIK, KHE Kap>KbIAbIK, eMeC (haKTOPAapAbI aHbIKTayAQ.
byA 3epTTey NakicTtaH Kop 6MpP>KaCbIHAQA TIPKEATEH LLIEMEHT CEKTOPbIHAAFbI KOMIMaHMSIAAPAbIH TOAEHIeH
AVBUAEHATEPIMEH CaAbICTbIPFAHAQ, Kap>kKbl (hakTOPAAPbIHbIH 8CepiH, aTamn anTKaHAQ: KOAEMI, KipiCTiAiri,
TOyeKeAAEpi, AeBEePeAXXi XoHe OTIMAIAIKTI Gararayfa apHaaraH. Tek LEeMEeHT eHAIpeTiH durpmanap
TaHAQM aAbIHAbBI, CEKTOPAAFbl 6acka (hMpMarap aAbiHbIM TAaCTaAAbl. 3epTTEY YLUIH OH >KbIAAbIK, SFHU
2009 >xbiapaH 2018 biAFa AeNiHT, (MPMarApPAbIH YKapUSAQHFAH >KbIAABIK, KAP>KbIAbIK, ecernTepiHeH
aAblHFaH AepekTep MaiAaAaHbIAAbL.  ToyeAaAi >KeHe TayeACi3 alHbIMAAbIAAPAbIH  apacbiHAAFbI
6aAQHbICTbl 3epTTey YLIiH eKi OALIEMAl KOPPeAsiumMsl nariAaAaHbIAAbI, CaraAbl PErpeccms MOAEAIH
KYPY YLWiH KenTiK Kepi perpeccms KOAAaHbIAABI. KenTik Kepi perpeccusHbiH HOTUXKECIHAE KipiCTIAIK
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>KOHE 6TIMAIAIK KOMMaHUSIHbIH AUBUAEHATEPIH TOAEYTe OH ocep eTeTiH (pbakTopAap ekeHi aHbIKTaAAbI.
AN, KOAEM, TOYEKEA >XOHEe AeBepeAX CEeKTOpAA AMBUAEHATED TOAeyre KapaFaHAa MaHbI3Abl eMec
K03(hprumeHTTEP BOAbIM WHLIKTHI.

TyiiH ce3aep: AMBUAEHATIK casicaT, AMBUAEHA TOACY, AMBUAEHA TOAEY KOI(DULIMEHTI, (DUPMaHbIH
KOAEMI.
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dakTopbl, BAUSIIOLLME HA BbINAATY AUBUAEHAOB:
3MMNUPUYECKOe UCCAEAOBaHME LLeMEHTHOro cektopa lNMakucrana

[oAMTHKA BbINAQTbI AMBUAEHAOB — 3TO OAHA M3 06AACTel (DMHAHCOB, B KOTOPOW ObIAM MPOBEAEHD!
O6OLIMPHbBIE UCCAEAOBAHMS AAS BbISICHEHMS, NMOYEMY MMEHHO (DMPMbI BbIMAQUUMBAIOT AMBUAEHADI M UTO
Nno6GYy>KAAET UX AEAUTHCSI CBOUMM AOXOAAMM C akLMOHepamu. ICCAeAOBaTEAM HA3bIBAIOT 3TY CUTYaLMIO
rOAOBOAOMKOW. AAsSl TOrO 4TOObl pewmnTb 3Ty 3araAKy, MCCAEAOBATEAM BbIAGAMAM PA3AMYHbIE
bnHaHCOBble M HedUrHaHCOBble (hakTopbl. AaHHOE WCCAEAOBaHME MOCBSLLEHO OLIEHKE BAMSHMS
hMHAHCOBbIX (HAaKTOPOB, KaK: pa3mep, NPUOLIALHOCTb, PUCK, AEBEPEAXK M AMKBUAHOCTb MO CPABHEHMIO
C BbIMNAQYEHHbIMU AMBUAEHAAMM KOMIMAHWIA, 3aperncTpuMpoBaHHbIX Ha [lakucTaHCckon (HOHAOBOM
Grp>Ke B LemMeHTHOM cekTope. OTOMPADTCS TOABKO (hMPMbI, 3aHUMAIOLLMECS TPOM3BOACTBOM LIEMEHTA,
a Apyrve MpMbl CEKTOpa UCKAKYalOTCs. B nccaepaoBaHum GbIAM MCMOAb30BaHbI AQHHbIE 3a AECSITb
A€T, To ecTb ¢ 2009 no 2018 roa, KOTopble ObIAM B3STbl C OMYyOAMKOBAHHbIX €XXEroAHbIX (PUHAHCOBbIX
oT4yeToB hMPM. AAS MPOBEPKM B3aMMOCBS3M MEXAY 3aBUCUMbIMW W HE3ABUCUMbIMU MEePEMEHHbIMU
OblAa MPUYMEHeHa ABYMEpHasi KOPPEeAsLMS, a AASl MOCTPOEHUSI PErPECCHMOHHOM MOAEAM HaMAYULLIEro
COOTBETCTBUS OblAa MpUMEHeHa obpartHas MHoecTBeHHas perpeccusi. COraacHo pesyAbTaTam
0OpaTHOM MHOXECTBEHHOW perpeccuu, MpuObIABHOCTb U AMKBUAHOCTb  SIBASIOTCS  (hakTopamu,
KOTOPbIE MOAOXKUTEABHO M CYLLECTBEHHO BAMSIIOT HA BbIMAATbl AMBUAEHAOB KOMMAHMU. Takxxe caeayeT
OTMETUTb, UTO pa3Mep, PUCK U AeBEPEA>K OKA3aAMCh He 3HAUYMMbIMU KO3 MULIMEHTAMU MO CPABHEHMIO

C BbINAQTOM AVBUAEHAOB B CEKTOPE.

KAloueBble cAOBa: MOAMTMKA AMBMAEHAOB, BbIMAATa AMBUMAEHAOB, KO3(MMUUMEHT BbINAATHI

AVIBUAEHAOB, pasmMep (UpMbl.

Introduction

Dividend payout (DP) is an area of finance
on which extensive empirical research has been
conducted and yet it is ambiguous that what are the
determining factors of DP of the firms (Patra et al.,
2012). Funds generated through retaining profits/
earnings will result in more funds available with
management for financing the projects which have
positive returns as compared to the firm’s hurdle
rate, i.e. positive NPV, and consequently increases
the firm’s value and increases its share value (Miller
& Modigliani, 1961). Earnings retained by the firms
is also a source of low-cost funds as compared to
raising funds from capital markets and obtaining
debts (external financings) (Rozeff, 1982). Whereas
distributing dividends slashes the resources under
control of the managers and resultantly managers
have less power (Jensen, 1986). Having all these
negative factors related to dividend policy and
payout, still, firms pay dividends. It’s a puzzle and
no obvious reason is available that why firms pay
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the dividend (Black, 1976)? There are possibilities
for managers to believe that shareholders pay
the premium for those firms which distribute
their earnings as dividends (Easterbrook, 1984).
Although, Miller & Modigliani (1961) made the
proposition that dividend has no relevance with the
firm or share valuation under the perfect market
assumption. But  Lintner (1962) and Gordon
(1963) argued under imperfect conditions, dividend
policy impacts the share price and dividend policy
is relevant to the value of a firm. If we ignore the
regulatory requirements to pay dividends, then what
are the factors with which we can relate the payment
of dividend and dividend policy?

For the past many decades, researchers are
trying to solve this puzzle. Lintner (1956) was
declared by researchers as the first person who
tried to uncover the hidden facts about the dividend
policy. According to his findings, management tries
to smooth the dividend over the years and ties the
dividend with long-term sustainable profitability of
the firm. His model links the dividend payment to
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long-term target ratio and profitability of the firm.

Several empirical studies have been conducted
to gauge the determinants of dividend policy in
Pakistan and which model fits the most e.g. Nishat &
Bilgrami (1994) performed the very first empirical
analysis of firms listed on Karachi Stock Exchange
to find the determinants; Haleem & Javid (2011)
conducted a study on textile, cement, chemicals,
and energy sector; Ahmed & Javid (2008), and Arif
& Akbarshah (2013) analyzed the non-financial
sector; Asif, Rasool, & Kamal (2011) analyzed
the effect of leverage on DP whereas Imran (2011)
performed an empirical study on the firms listed in
the engineering sector. Ali Khan & Ahmad (2017)
analyzed empirically the determinants of DP of
Pharmaceuticals firms listed on PSX.

This study aims to add to the existing body
of knowledge the significant determinants which
influences the DP and dividend policy of Pakistani
Firms listed on PSX under the sector of Cement. As
per the authors’ knowledge, no attempt was made in
this sector for determining the factors.

The objective of this study is to find out the
impact of selected factors, chalked out from the
available literature, on the DP decisions taken by
Cement Sector firms listed on PSX.

The study will empirically analyze the impact
of Firm Size, Profitability, Risk, Leverage, and
Liquidity over DP decisions of the Cement firms
listed on PSX.

Following hypotheses are constructed to find the
impact of the firm’s size, profitability, risk, leverage,
and liquidity of the firm over DP.

HI: Size of the firm does not have any impact
on DP.

H2: Profitability of the firm does not have any
impact on DP.

H3: Risk of future cash flows to the shareholders
does not have any impact on DP.

H4: Leverage of the firm does not have any
impact on DP.

H5: Liquidity of the firm does not have any
impact on DP.

Literature review

Lintner (1956) was among the predecessors
who worked to find out that what are the factors
that induce the firms to pay the dividend? In order
to uncover this dividend mystery, he conducted a
survey of senior managers of US firms who were
responsible for making the dividend decision. He
wanted to learn from their perception and beliefs
that what factors influence their dividend policy

decisions (Baker et al., 2001). After a review of
academic and non-academic literature and corporate
financial policies, Lintner came up with fifteen
factors and characteristics that might have an impact
on the dividend policy of the firms. He selected 28
firms and this sample was not statistically selected,
but rather purposefully selected to encircle a wide
variety of firms with various situations and different
characteristics. He interviewed the manager and
found that changes in dividend follow only those
patterns of changes in earnings that are sustainable
over long-run. He found that managers tended to
avoid making changes in dividend rates that could
be reversed in the coming years. Managers believe
that shareholders prefer a stable rate of dividend
and pay a premium for stability and steady growth.
According to his findings, managers avoid dividend
cuts and try to smooth the dividend over the long-
term. He concluded that firms set a long-term
dividend payout ratio (DPR) or target ratio and
make a regular partial adjustment in the payout ratio
in order to catch-up the target ratio. According to his
findings, for maintaining target DPR management
plans in advance to coupe its liquidity shortages at the
time making dividend payments. He found that the
firms with ample investment opportunities consider
making investments in projects if they have enough
funds available after paying the dividend. If the
firms decide to go on leverage, they will reexamine
the projects with respect to their cost of debt. He
developed a mathematical model and incorporates
the findings of his survey in it. His work has been
considered a seminal work and established the basis
on which modern understanding of dividend policy
is built (Brav et al., 2005).

Researchers have positively correlated the size
and profitability of the firm with the dividend payout
policy and suggest that larger firms pay dividends
regularly. Fama & French (2001) conducted a study
to find out which firms pay dividends and found
that larger firms with more profitability pay more
dividends than those firms which are smaller in size
and have less profitability.

Crutchley & Hansen (1989) conducted an
analysis to test the impact of agency costs. He
argues that firm size negatively associated with
managerial ownership. He founds that larger firms’
managers more rely on debts and dividends because
their liquidity cost and flotation cost are lower and
economical for them.

Redding (1997) presented a model which
positively tested the relationship between the DP
and size of the firm. He found that firms with large
size have more liquidity to pay dividends. Size of
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firm, profitability, and liquidity all the factors which
affect the DP. Larger firms have more easy access to
capital and debt markets. Therefore, they can afford
to pay dividends regularly because they can easily
cover their liquidity and investment requirements
through easy access to the markets.

Al-Twaijry (2007) performed a statistical
analysis of firms listed over Kuala Lumpur Stock
Exchange in order to find the variables which affect
the DP. His findings suggest that the leverage of the
firms is negatively associated with DPs whereas
size has no significant effect on DP. As per his
findings, net earnings of the firms have a less strong
association with DP. He also discovered that cash
per share (liquidity) has a positive effect of dividend
per share and DPR.

Jabbouri (2016) conducted a study to identify
the factors affecting DP in the Middle East and
North African Countries. He revealed that DP
has a significant and positive association with the
firm’s size, current profits, and liquidity. Among the
negatively correlated factors, leverage, free cash
flow and the state of the economy country contribute
their part. However, future profits and the pattern of
past dividend fell short of showing any impact.

Mehta (2012) performed an empirical analysis
of firms (except bank and investment concerns)
listed over the Abu Dhabi Stock Exchange in order
to find out the variables the play role in determining
the dividend policy. His investigations revealed
that the size of the firm has a significantly positive
impact on the DP whereas risk has a significant
negative impact over the DP. Profitability, leverage,
and liquidity are among ineffective factors that
demonstrate no significance over the policy. In order
to evaluate the impact of risk, the author used price
to earnings ratio (PE ratio).

Aivazian, Booth, & Cleary (2003) conducted an
empirical study to compare the sample firms from
eight emerging markets with 99 firms in the United
States. The study reveals the firms in the US and
the emerging markets, profitability has a positive
significant effect over the dividend policy, however,
the leverage has a negative significant effect and risk
has an insignificant impact on the dividend policy.

Kania & Bacon (2005) in his study reveals that
profitability, risk, liquidity, and leverage all are
negatively correlated with DP whereas profitability
growth has a positive association.

Moradi, Salehi, & Honarmand (2010) concluded
from their research conducted over all listed firms
of Tehran Stock Exchange that firms with high
leverage have a significant and positive relationship
between leverage and dividend policy whereas firms
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with lower debt to equity ratio have a significant and
negative relationship between and dividend policy.
The author also revealed that profitability has a
direct and significant relationship with DPs. Beta
and price earning ratio have significant negative
relationships with dividend policy. While the size of
the firm has no impact on DP.

Patra et al. (2012) performed a study to find
the determinants of dividend policy adopted by the
firms listed on the Athens Stock Exchange (ASE).
Their study disclosed that the DP decision of the
firms in Athens is positively affected by firm size,
profitability and liquidity whereas investment
opportunities, leverage, and business risk impacts
negatively.

In a study conducted by Khan, Ali, Batool, &
Ali (2017) to find the major indicators of dividend
policy of private commercial banks of Pakistan, the
authors found that banks with healthy profits and
high leverage pays less dividend.

Tahir & Mushtaq (2016) studies the firms of
the oil and gas sector listed over the Karachi Stock
Exchange (KSE) to find the determinants of DP
of these firms. Their study revealed that financial
leverage has a negative significant impact on the DP
along with business risk and ownership structure.
According to their findings, firms in governmental
control pay less dividend as compared to private
sector firms. Profitability, sales growth, and firm
size contribute positively while deciding the DPR.
Liquidity and investment opportunities found as less
significant factors.

M.N.Khan, Naecem, & Salman (2016) performed
an empirical study over the firms in the textile sector
of Pakistan listed over PSX. Their study revealed
that higher profitability firms pay fewer dividends.
Leverage also has a negative relationship with DP.
Similar is the case with liquidity whereas firms’ size
and risk have no impact on the DPR.

Ahmed & Javid (2009) conducted an empirical
analysis of non-financial firms listed over KSE to
find that the firms follow stable DPR and the factors
affecting DP. They match the behaviour of Pakistani
firms with the findings of Lintner (1956) and they
found that the firms’ behaviour do not match the
Lintner’s finding and firms do not smooth dividends.
Their finding suggests that firms with higher
profitability, higher insider shareholding, and higher
market liquidity pay more dividends whereas larger
firm size and higher investment opportunities impact
adversely while drafting the policy. The growth of
the firms found to be neutral while deciding DP.

Ali Khan & Ahmad (2017) conducted empirical
research to reveal the factors affecting the DP of the
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firms listed on PSX in the pharmaceuticals sector.
Their study uncovers that profitability and audit
type i.e. audit performed by the big four firms will
have a positive and significant impact on the DP
whereas growth opportunities, risk and liquidity
significantly also impact the DP but in a negative
manner. However, leverage, taxation, and the size
of the firm failed to show any significance over the
DP.

Risk

Profitability Leverage

Dividend |
|

Firm size Payout

Liquidity

Figure 1 — Factors effecting Dividend Payout
Note — compiled by authors

From the above literature, it is evident that
widespread empirical work has been done in the
area of DP by academics in different regions of the
world and covered different types of firms. From the
literature, it is outlined that the profitability, growth
opportunities, firm size, leverage, risk, liquidity,
ownership structures are the common factors which

Table 1 — Independent and Dependent Variables

impact the DP of the firms. However, their impact is
not absolute in all over the world and in all sectors
but varies with legal and institutional frameworks
and regional and industrial attributes.

From the literature, it is also apparent that
several studies have been performed in Pakistan to
ascertain the determinants of DP but to the best of
our knowledge, no study has been carried out to find
the factors of the firms listed in the cement sector of
PSX. Therefore, to fill this gap this study attempts
to analyze the impact of firm size, profitability, risk,
liquidity, and leverage on the DPR of the cement
sector of PSX.

Methodology

The study is performed by using the secondary
data extracted from the financial statements of the
cement sector firms available over their websites.
Selected financial information of 10 years, i.e.
from 2009 to 2018 has been compiled from these
statements for achieving study objectives.

From the available empirical literature, the
following independent variables have been selected
to find their impact on the firms’ DP:

Variables of the Research

Firms listed on the PSX in Cement sector and
producing cement are included in this study. Firms
that are defaulter or whose trading is suspended are
not considered. Firms whose ten years of data is not
available are excluded from the analysis. Firms that
do not produce cement are also not included in the
analysis.

Independent variable Symbol Formula
Firm Size NLTA Natural Log of Total Asset
Profitability ROA Net Earnings / Total Asset
Risk PER Market Price per Share / Earning per share
Leverage LEV (Short-Term Liabilities + Long-Term Liabilities) / Total Assets
Liquidity CR Current Assets / Current Liabilities
Dependent Variables Symbol Formula
Dividend Payout Ratio DPR Cash Dividend / Net Earning *100
Source: Financial Management by
Brigham, 13th edition
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Sample and Sampling Technique

The study is conducted on 15 firms of the cement
sector listed on PSX. There are 21 firms listed in this
sector out of these, two are in defaulter segment, one
is ready-mix concrete firm, one is involved in real
estate business, and remaining 17 firms are cement
manufacturer. Out of these seventeen firms, one firm
has acquired the other firm of the sector due to which
both firms are not included in the sample (Table 2). As
the acquisition of the firm results in a drastic change
in the value of assets, liabilities, and profits in the year
of acquisition and this may distort our analysis. The

Table 2 — Cement Sector Firms in PSX

reason for choosing the cement sector for this study
is that cement is among the sectors which are going
through a robust growth phase. There are 24 units
operating in the country right now with an installed
annual capacity of almost 49.4 million tons and
next few year 23.4 million tons annual capacity will
be added by 50% of the firms. The profitability is
exceptional of this industry. Average gross profit to
sales ratio for the last five years is around 33% which
is more than double as compared to the manufacturing
sector’s overall average (SBP 3rd Quarterly Review
2017-18, 2018).

S.no PSX Symbol Firm title
Cement Manufacturers (Sample)

1 ACPL Attock Cement Pak Ltd

2 CHCC Cherat Cement Co. Ltd

3 DCL Dewan Cement Limited

4 DGKC D.G. Khan Cement Company Limited
5 DNCC Dandot Cement Co. Ltd

6 FLYNG Flying Cement Co.Ltd Ltd

7 FECTEC Fecto Cement Co.Ltd

8 FCCL Fauji Cement Co.Ltd

9 GWCL Gharibwal Cement Co.Ltd
10 KOHC Kohat Cement Co.Ltd

11 LUCK Lucky Cement Limited

12 MLCF Maple Leaf Cement Factory Ltd
13 POWER Power Cement Ltd

14 PIOC Pioneer Cement Ltd

15 THCCL Thatta Cement Co.Ltd

Defaulter Firm
16 ZELP Zeal Pak Cement Factory Ltd
17 DBCI Dadabhoy Cement Industries Ltd
Ready-Mix Concrete Firm
18 SMCPL Safe-Mix Concrete Ltd
Real Estate Firm
19 JvDC Jevandon Corporation Ltd
Merged Firm

20 BWCL Bestway Cement Ltd.
21 LPCL Larfarge Pakistan Cement Ltd

Source: Pakistan Stock Exchange
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Results and discussion

Descriptive Analysis

From the below Table 3, it is evident that the
data is not normally distributed, hence the null
hypothesis that the data is normally distributed is
rejected. Detailed analysis is given below:

Dividend Payout

DPR has a mean of 19.112% with standard
deviation (SD) 23.663%. This indicates that the
firms under discussion pay 19.10% of their earnings
as dividend and retain 80.90% of their earnings on
average. The SD indicates that the DPR varies at
+4.552% across the sector on average.

Table 3 — Descriptive Statistics

Size

Size of the firm has a mean of 10.099 and SD is
0.447 indicates that the firms’ size does not vary too
much in the sector.

Profitability

The profitability of the firm has a mean value
of 0.06 and SD 0.097 indicates that the industry’s
average return is 6% over their total assets with a
variation of 9.7%.

Risk

With mean value 20.472 and SD 170.426
indicates that the firms have 20 times more market
price than their earnings, have huge variations of
170 times more market price over earnings.

Mean Std. Dev. Skewness Kurtosis Jarque-Bera (JB) | Probability
Dividend Payout Ratio 19.112 23.663 0.992 3.037 24.605 0.000
Size 10.099 0.447 0.084 2.180 4377 0.112
Profitability 0.060 0.097 -0.442 2.826 5.068 0.079
Risk 20.472 170.426 12.021 146.347 132040.60 0.000
Leverage 0.525 0.302 2.038 8.281 278.110 0.000
Liquidity 1.389 1.486 4.073 30.333 5084.057 0.000
Leverage To outline the relationship and its significance

Leverage has a mean value of 0.525 and SD
value of 0.302 depicting that the average 52.50
assets of the firms are financed through debt with
deviation from mean is 30.20%.

Liquidity

Liquidity has a mean value of 1.389 and SD
value of 1.486 meaning that the firms have 1.389
times more current assets than current liabilities
with an average variation of 1.486 times.

Inferential Analysis

Bivariate Correlation

Table 4 — Bivariate Correlation

between independent and dependent variables, a
bivariate correlation test is performed. It also finds
out multicollinearity between independent variables.
Since data is not normal, therefore, Spearman's rho
correlation is performed, which is a non-parametric
correlation. The test was performed in order to
determine whether any correlation exists between
DPR and firm size, profitability, risk, leverage and/or
liquidity. It also investigates the relationship between
the explanatory variables (for results see Table 4). A
two-tailed test of significance indicates that:

Correlations
Dividend

Payout Size Profitability Risk Leverage Liquidity
Ratio

CPearlSO.“ 1 2717 739" 299" -.668" 681"

Dividend orrelation
Payout Ratio | Sig. (2-tailed) .001 .000 .000 .000 .000
N 150 150 150 150 150 150
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Continuation of table 4

Cgfr::ﬁ,n 2717 1 241" 340 -354™ 304™
Size Sig. (2-tailed) 001 1000 1000 .000 .000
N 150 150 150 150 150 150
Cgf;rlzl‘;n 739" 241" 1 338" ~750" 736"
Profitability ["gio ™ > tailed) 000 000 000 000 000
N 150 150 150 150 150 150
cgfrirlz(::m 299 340" 338" 1 -391" 417"
Risk Sig. (2-tailed) 000 000 000 .000 .000
N 150 150 150 150 150 150
Cgfraer;‘t’l‘:m -.668" -354 -750°" -391" 1 -779°
Leverage "o " (2-tailed) 000 000 000 000 .000
N 150 150 150 150 150 150
Cgf;r;‘:(‘m 681" 304" 736" 417" 779" 1
Liquidity o3 2 tailed) .000 .000 .000 .000 .000
N 150 150 150 150 150 150
**_ Correlation is significant at the 0.01 level (2-tailed)
1. There is a positive and significant of multicollinearity exist among the independent

relationship between DPR and profitability.

2. There is a negative significant relationship
between DPR and leverage.

3. Liquidity shows a strong and significant
positive relationship with DPR.

4. Whereas the size and risk of firms do not
have any strong association with DPR.

Further, it is evident from the results that there is
a correlation between independent variables:

1. Profitability is negatively and significantly
correlated with leverage and positively significant
correlation with liquidity.

2. Leverage has a negative and significant
correlation with liquidity.

This means that the data has a multicollinearity
problem and this need to be investigated using linear
regression.

Linear Regression for Verifying Multicollinearity

variables.

Table 5 — Linear Regression for Multicollinearity between
leverage and liquidity

Coefficients®
Model Collinearity Statistics
Tolerance VIF
: Leverage 770 1.299
Liquidity 770 1.299

a. Dependent Variable: Profitability

Table 6 — Linear Regression for Multicollinearity between
liquidity and profitability

In order to confirm the multicollinearity identified Cocfficients*
in bivariate correlation among the profitability, Model Collinearity Statistics
leverage, and liquidity; linear regression has been Tolerance VIF
performed. It is evident from the results in Table 5, Liquidity 740 1.351
Table 6 and Table 7 that the value of VIF is in the ! Profitability 740 1351
acceptable limit, i.e. VIF < 10, therefore, no problem a. Dependent Variable: Leverage
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Table 7 — Linear Regression for Multicollinearity between
profitability and Leverage

Coefficients®
Model Collinearity Statistics
Tolerance VIF
| Profitability .389 2.570
Leverage .389 2.570

a. Dependent Variable: Liquidity

Backward Multiple Regression

Backward multiple regression analysis has been
performed to find out which independent variables
best describes the DP of the firm.

Table 8 results suggest that with all independent
variables present in the model the value of adjusted
R square is 0.386, which means that the descriptive
power of the model is 38.60%. After removing
insignificant variables; in this case, these variable
are risk, leverage, size of the firm; the final model
descriptive power increased to 39.10%.

From the Analysis of Variance (ANOVA)
in Table 9, it is evident that the elimination of
insignificant and irrelevant independent variables
has resulted in an increase in the value of ‘F’ from
19.764 to 48.776 with a significance value less than
0.05.

From the analysis of Table 10, it is evident that
model no. 4 is the final model which suggests that if

Table 9 — Anova Table

independent variables were not present then cement
sector firms would be to pay 7.895% of its earnings
as a dividend with a confidence interval of 99.99%.
Whereas every 1% increase in net earnings over
total assets would enhance the dividend payment
by 131.559%. The liquidity of the firms has a
positive impact on the dividend payment and every
1% increase in the current ratio would increase the
dividend payment by 2.410%. Therefore, the final
equation is:

DPR = 7.895 + 131.559(ROA) + 2.410(CR)

Table 8 — Model Summary

Model Summary

. Std. Error
Model R R Square Adjusted of the
R Square .

Estimate

1 .6382 407 .386 18.53639

2 .638° 407 .39 18.47711

3 .635¢ 403 391 18.46485

4 .632¢ 399 391 18.47061

a. Predictors: (Constant), CR,PER,NLTA,ROA,LEV

b. Predictors: (Constant), CR, NLTA,ROA,LEV

c. Predictors: (Constant), CR, NLTA,ROA

d. Predictors: (Constant), CR,ROA

Model Sum of Squares df Mean Square F Sig.
Regression 33953.846 5 6790.769 19.764 .000°
1 Residual 49478.080 144 343.598
Total 83431.926 149
Regression 33928.388 4 8482.097 24.845 .000°
2 Residual 49503.537 145 341.404
Total 83431.926 149
Regression 33653.137 3 11217.712 32.901 .000¢
3 Residual 49778.789 146 340.951
Total 83431.926 149
Regression 33280.924 2 16640.462 48.776 .000°
4 Residual 50151.001 147 341.163
Total 83431.926 149
a. Dependent Variable: DPR
b. Predictors: (Constant), CR, PER, NLTA, ROA, LEV
c. Predictors: (Constant), CR, NLTA, ROA, LEV
d. Predictors: (Constant), CR, NLTA, ROA
e. Predictors: (Constant), CR, ROA
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Table 10 — Coefficients?

M(])gdel Unstandardized Coefficients Sctire“figféiis t e
Std. Error Beta

(Constant) -42.880 41.005 -1.046 297
Firm Size 4.600 3.876 .087 1.187 237
| Profitability 144.323 26.162 .593 5.517 .000
Risk -.002 -.018 -272 786
Leverage 7.297 8.660 .093 .843 401
Liquidity 2.248 1.221 141 1.841 .068
(Constant) -45.208 39.975 -1.131 .260
Firm Size 4.803 3.791 .091 1.267 207
2 Profitability 145.155 25.900 .597 5.605 .000
Leverage 7.659 8.530 .098 .898 371
Liquidity 2.239 1.217 141 1.839 .068
(Constant) -29.666 36.010 -.824 A4ll
Firm Size 3.773 3.611 .071 1.045 .298
: Profitability 128.691 18.279 .529 7.040 .000
Liquidity 2.141 1.211 134 1.767 .079
(Constant) 7.895 2.082 3.792 .000
4 Profitability 131.559 18.077 541 7.278 .000
Liquidity 2410 1.184 151 2.036 .044

a. Dependent Variable: DPR

Hypotheses Assessment Summary

Hypothesis 1

Null hypothesis 1 has been retained with
reference to the above analysis which depicts that
the firm size represented by the natural log of total
assets has no effect on DPR. Firm size is termed
as insignificant because it has t-value of 1.045
with sig value above 0.05 i.e. 0.298 in model 3 of
Table 10. This means that the DP of the cement
industry firms has no impact on the size of the
firms. It conforms with the finding of Al-Twaijry
(2007), Moradi, Salehi, & Honarmand (2010); M.
N. Khan, Naeem, & Salman (2016); and Ali Khan
& Ahmad (2017).

Hypothesis 2

Profitability, represented by Return On Assets
(ROA), is among the variables that are determinants
of DP of the cement industry. It shows its positive
significance with sig value less than 0.05 and t
value 7.278 in model 4 of Table 10. Therefore, null
hypothesis 2 has been failed to be retained and it is
rejected. It is the most significant factor that impacts
the DP and it is in line with the findings of Redding
(1997), Aivazian, Booth, & Cleary (2003), Kania

ISSN 1563-0358
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& Bacon (2005), Ahmed & Javid (2009), Moradi,
Salehi, & Honarmand (2010), Patra et al. (2012),
Jabbouri (2016), Tahir & Mushtaq (2016), and Ali
Khan & Ahmad (2017).

Hypothesis 3

Null hypothesis 3 has been retained due to
the insignificant nature of the risk associated with
the firm’s future cash flows to its shareholders,
represented by the PE ratio. With t value 0.272 and
sig value 0.786 in model 1 of Table 10 is the first
variable eliminated in backward regression due to
its most irrelevant behaviour. Firms in the cement
industry have no attention towards risk while
considering DPs. This finding is in conformity with
the findings of Aivazian, Booth, & Cleary (2003),
and M. N. Khan, Naeem, & Salman (2016).

Hypothesis 4

Leverage, represented by total debt to total asset,
has failed to show its association with DPR with t
value below 2 and sig value above 0.05 in model 2
of Table 10. Therefore, null hypothesis 4 has been
retained. This can be interpreted as the cement
sector firms’ DP is neutral from the debt position
of the firms. This result is in accordance with the
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results of Ho (2003), Mehta (2012), and Ali Khan &
Ahmad (2017).

Hypothesis 5

Liquidity, represented by the current ratio, is
one of the variables that have a significant positive
impact on the dividend payout policy of the firms
of the cement industry. This means that the null
hypothesis 5 has been rejected with t value more
than 2 and sig value less than 0.05. This is in line
with the findings Ho (2003), Al-Twaijry (2007),
Patra et al. (2012), and Jabbouri (2016).

Conclusion

This research was conducted with the objective
to find the determinants of DP of the firms listed
over PSX in the Cement Sector. Ten-year data of
15 cement firms i.e. 150 firm years were analyzed
to find the determinants. From the literature review,
it is concluded that the dependent variable for this
study is DPR and independent variables include
size, profitability, risk, leverage, and liquidity of
the firm. A bivariate correlation was applied to
determine the relationship between dependent and
independent variables, and check multicollinearity
among independent variables. In order to arrive
at the final equation, backward multiple regression
was used.

From the investigations, it is revealed that
the profitability and liquidity are the factors that
impact significantly and positively the DP of
the sector. Profitability is the factor which has
a high impact over the dependent variable as
compared to liquidity. This implies that the firms
that are more profitable and have more liquidity
pay more dividends as compared to a firm with
less profitability and liquidity constraints. These
variables are 39.10% responsible for explaining
the variable in the dividend payout policy. It
is also revealed that the size of the firm has no

significant association with dividend payments.
Similar is the case with leverage and risk, which
means that the cement sector firms pay dividend
irrespective of their size and debt structure.
Furthermore, the cement sector firms’ DP is not
affected by the firm's share prices variations with
respect to its earnings.

This study will add to the literature about the
detrimental factors that are responsible for the
dividend payout policy of cement sector of PSX.
This will help the investors in making an investment
decision in this sector, which is among the biggest
and capital-intensive sector of the economy and
directly involved in the growth of the country
through fulfilling local demand and generating
foreign exchange through exports.

Limitations

One of the limitations of this study is that it has
only considered a few financial determinants and
performed only on the cement sector of PSX. It has
not taken into account other factors like investment
opportunities, government regulations, and stock
exchange regulations to pay the dividend. Only ten
years of data from 2009 to 2018 has been analyzed.

Recommendations

Future studies may include other factors
as discussed in the limitations i.e. investment
opportunities, government and stock exchange
regulations to pay the dividend, sales growth,
ownership structure. The beta coefficient may be
used to find the impact of risk over DP. Further,
future research may be done on all listed firms in
the PSX to find the determinants of the listed firms
of Pakistan. These results may be compared with
other developed, developing and underdeveloped
countries results.
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