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ABSTRACT

Since Modigliani and Miller have written their irrelevance
proposal in 1961, a fierce battle has started between three
schools of thoughts and never stopped up to todate. And as Bah-
rain is one of the world’s nost important financial centers, it
is found inappropriate for the country to remain far from such
heated financial debate. Therefore this project is carried out in
the Bahraini market to explore the most important determinants of
the dividend policies of ths Bahraini publicly held companies.
The result of the study has a striking similarity to the result
contained in Lintner’s behavioral model. Specifically 1t has
revealed that the managers of the Bahraini publicly held com-
panies believe that the dividend policy affect the value of the
firms, and that the said policy is determined by certaln deter-
minants. -
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CHAPTERTI

INTRODUCTTION




1.1: INTRODUCTION

The purpose of this chapter i: to give the reader an idea on the
construction of the study. It also conveys the motivation which
stands behind undertaking tha study, 1its purpose, methodology

used, scope,limitation and the structure.

1.2 Motivation Behind Choosing The Topic:

Since 1961, when Franco Modigliani and Merton Miller wrote
their classical proposition "Dividend Irrelevance” (hereafter
referred to as MM Proposal), a Tierce battle had started between
three opposing schools of thoughts, and continued until today.
The first school of thought believes that positive dividends af-
fact the value of the firm positively; and this kind of thinking
is supported by Graham and Dodd, 1951 (Brealy and Myers, 1988),
Gordon(1963) {(Archer And D’ambrosio,l1976) and John Lintner
(1956). The second school beliesves that dividends are neutral
and have no effect on the value of the firm (this thinking is
based on certain assumptions, the details of which will be given-
at a later stage), and this school of thought is the one which
has triggered the battle, and lead by Modigliani & Miller. The
third school of thought bel leves in the existence of a negative
correlation between dividends and the value of the firm§. In

N

other words this school thinks that the value of the company’s




shares decreases with any increase in the dividend payout, mainly
because the dividend income is treated as ordinary income, and is
therefore taxed more heavily than capital gains. This school of
thought is supported by Farrar and Selwyn, Brennan, M.J.
(Abdulla,1990). The said battle between the three schools has be-
come too filerce, as the argunent of each of them is vaery powerful
to the extent that they have led one of the famous figures in the
finance field (Fisher Black) to write an article, in 1976 i.e.
after the elapse of fifteen yvears since the start of the debate

to tell us with alas that the dividend is still a puzzle. and we

don’t know what the individual investor should do about dividend

in his portfolio or what a corporation should do about its

dividend policy (Jensen & Smith, 1984). Since Bahrain is one of

the world’s financial centers,it should not remain outside the
circle of the said debate. rnd as the scene of the Bahraini
market - at least to the besit of our knowledge - has not wit-
nessed any research project cn the said topic, it is decided to
carry out this project, with the aim of discovering the most im-
portant determinants of “he dividend pqlicy in the Bahraini
publicly held companies. Nor-existence of taxes in Bahrain is
another motivator. This is bccause of the fact that most of the
challenges made to MM proposasl ( as will be seen at a later

stage) were made through the tax argument .
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1.3: Purpose OFf The Study:

To find out the most important determinants of dividend policy in
Bahraini Publicly Held Companies. To accomplish the above objec-
tive, the following null hypothesis will be tested:

There 1is no significant differences in the perceptions of the
determinants of dividend policies amongst the managers of the
different groups of Bahraini publicly held companies as clas-

sified by Bahrain Stock Exchange.

l1.4: Scope Of The Study:

The study covers all the Bahraini publicly held companies regis-
tered on Bahrain Stock Exchange as at 17/6/1991. The companies
as at the stated date were thirty, mixed of financial and non
financial firms.

1.5: Research Data:

The data through which this study is made have been gathered

through two sources, primary and secondary.

The primary Data Source:




1=~ Hand Delivery Questionralres: Responses of 19 executives
were collected through gquest.onnaires delivered personally to the
secretaries of general managoers.

2~ Personal Interviews: The researchsr has interviewed eight
exaecutives of eight companies, two of those executives were mem-
bers in the board of directors of two firms and the rest were
amongst the top managements of the remaining six firms.

(3~ Annual reports of few o7 the commercial Banks.

The Secondary Data Source:

1-  Some of Bahrain Stock Exchange Periodical Reports.
2= Published and Unpublished Materials: These include text

books, periodicals and a PHD. thesis (Abdulla,l1990).
1.6: Methodology:

- The responses were to be obtained from peoples whose time is
very valuable. At the same time the nature of the inguiry
dictates that they consult others before giving their responses.
Therefore the questionnaire technigue is used for collection of
data.

-  The hand delivery system was used to make sure that the ques-
tionnaires are received by the right persons.

- For the purpose of detecting the false responses, the qaéstion—

naire was separated into two parts, the second one is used as a




cross reference for checking the accuracy of the responses given
in the first part.

-  Comparing the responses civen by the respondents against the
actiom$ they took in the real world is another device used to
detect the false responses.

- The questionnaire resemblss to some extent the questionnaire
made by Baker, et al, 1984,

- Due to the lack of information on the distribution and
variance of the populationh from which the samples are drawn, the
"H’ or Kruskal Wallis test, as it is also called, is employed for
testing the above hypothesis.

- Due to the inability tc reject the null hypothesis, the
analysis and interpretations are made on the assumption of non-
existence of significant differences in the perceptions of
determinants of dividend poli:ies amongst the participants of the
stated groups of companies, and on the basis of the classifica-
tion stated above. 0On the strength of this assumption the
analysis and interpretations are made on the means of the

rasponses given by the universe.

1.7: Significance 0Of The Study:

- As this study is the first one carried out in Bahrain on the
dividehd policy, it can serve to help the researchers in under-
taking similar studies in this country in the future.

-~ The comparison between the result of this study and abdulla’s

1990, is expected to make it possible to compare between the per-




ceptions of the Bahraini & Kuwaiti managers of Bahraini and
Kuwaiti publicly held companies, about issues relating to

dividend policy.

1.8: Limitation Of The Study:

- Despite the immense effort put for achieving a 100% response
rate, due to non cooperation of some of the axecutives, only a
90% response rate is reached to. This leaves a chance for the ex-
istence of non response bias.

-  The financial data obtaired from Bahrain Stock Exchange (BSE)
, Wwhich have been used to help in interpreting the findings
cover a period of five years and on twenty three companies only.
- . As the decision on dividaend policy of each firm is taken by
more than one person, the completion of the auestionnaire by one
person only, is seen as another limitation.

= The small size of the samule in each class.

- The limitation imposed on the employment of ’H’ test (For more
details read the caution made on the result of the test in page

37).

1.9: The Structure 0Of The Study:

- For the purpose of giving a foundation which enables to corre-

late the empirical part of the project with the theoretical part,




chapter two is made to give a brief survey of existing literature
on dividend policy.

- Chapter three takes care of the findings, analysis and inter-
pretation of the findings. after giving the introduction of the
chapter, the hypothesis and its result have been given. After
conveying the result of the hypothesis, a summary on the major
determinants of the dividend policy in Bahraini publicly held
companies, found as a result of the study is made. After this
and before the start of.the analysis, the reliability of the

respondents’ responses were tasted.

- Chapter four ends the study by giving the conclusion.

-




CHAPTER II

BRIEF SURVEY OF EXISTING LITERATURE

ON DIVIDEND POLICY DEBATE

P




Introduction: In this chapter we will shed some light on issues
concerning the meaning and importance of dividend policy,
mechanism, legal aspects and forms of dividend payment, possible
determinants of dividend policy, the three main schools of
thought of dividend policy and their debate concerning dividend
policy and the value of the “irm. The purpose behind this chap-
ter is to help in formulating the hypothesis, which will be

tested in the following chapter.

2.1) PROCEDURAL ASPECTS AND MANAGERIAL AND LEGAL DETERMINANTS OF

DIVIDEND POLICY:

2.1.1) Importance And Meaning Of Dividend Policy:

Dividend policy is an issue which has stolen a big portion
of the time of academics. since MM’S seminal proposal of 1961,
the researches on this toplc have never stopped. The main goal
of the academic researches i1s to find the relationship between
the corporation’s dividend ncolicy and thé price of its stock.
But despite the fact that almost three decades have now elapsed
since the academic community started their rigorous efforts for
the discovery of the said relationship, they are still far from
reaching a consensus on the issue. The academic community are

still dispersed between those who believe in a positive cqﬁrela*

LO




tion between the dividend payout and the value of the firm, those
who believe 1in the non existence of a relationship between any
dividend policy and the value of the firm, once the firm’s deci-
sion on its investment is made, and those who believe in a nega-
tive relationship between ths dividend payout and the value of
the firm. But does the issie of dividend deserve the time and
effort dedicated and which will be dedicated to it b v t he
various researchers? The reply is ves, as the knowledge of
whether the divideand pol}oy affect the value of the firm or no
Wwill benefit the companies. If the dividend policy is known to
have an effect, the management of the firm will follow policies
which result in maximizing =he value of the firm. If i1t has no
effect, the management will stop wasting its time in formulating

and Tollowing certain dividerd policy.

What Is Meant By Dividend Policy: According to Brealey and
Myears (1988), dividend policy is a trade-off between retaining
garnings on the one hand, and paying out cash and issuing new

shares on the other.

2.1.2) Some Legal Aspects Of Dividend Payments:

The law, taking into corsideration both of the shareholders’
and creditors’ interests, hag put some provisions, with the aim
of safeguarding the intereste of both parties. Below areg Some

N

agxanples:
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1 - Restrictions imposed on payment of dividends, when the pay-
ment is expected to lead to a capital impairment. In Bahrain the
capital is defined as the nominal value of shares (Ministry Of

Commerce, Art.103, P.28).

1

© - In some places, the payment of cash dividend is prohibited,
if the company is in a state cf insolvency. (1)

The following provisions are imposed on Bahraini publicly held
companies by the commercial companies law s(Ministry OFf Commerce
& Agriculture, Art. 189, p.54..

1- Each vyear 10% of the net profit must be transferred to a
legal reserve account. This transfer can be stopped when the
legal reserve reach 25% of the capital, unless the articles of
association demand a higher percentage. This reserve shall not be
distributed among the owners of the company. However, it can be

used to ensure that dividends of at least 5% of the paid up capi-

(1) Insolvency in the legal sense occurs when the liabilities of
a company exceed its assets. In technical sense insolvency
simply means the inability of a company to meet the repayment of
its debts when they fall due “or repayment. (Horne, J. V.

C.,1986).
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tal, are paid to the shareholders, when the profits do not allow
the payment of this minimum rate.
2= Profits realized from the sales of fixed assets shall not be

distributed but should be transferred to a reserve account.

In addition, some protective covenants concerning dividend

payments can be included into the bond indentures and loan agree-

ments.

2.1.3) Forms Of Dividend Pavments:

The dividend can take the form of cash or stock. In addi-

tion to these forms the stock repurchase is used as an alterna-

tive to cash dividend.

2.2) Dividend Policy And Value:

The Competing Schools Of Thoughts:

As stated earlier under motivation which stood behind making
this study, the battle is stml} fierce between the three schools
of thoughts. In this chapter the reader will be taken inside the
campuses of the three schools, in order to read some of the argu-

ments made in favour and aga:nst each of them.
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2.2.1.:"The Bird In The Hand School Of Thought:

This school of thought believes that the increase in the
dividend payout has a positive impact on the value of the firm.
In other words the current prices of the shares, other things
being equal, will rise with ths increase in dividend payout.
Graham and Dodd (Hess,1981), M. J. Gordon (Archer & Other,1976)
J.Lintner and Michael S.Rozeff are amongst the proponents of this
school of thought. Graham & Dodd, in 1951, wrote "7The con-
srdered and continuous wverdic: of Lthe stock markel is owverwhelm-
ingly In Favour of liberal dividends as opposed to niggardly
ones. The common -stock Investor must take this Judgement inlo ac-
count In the valuatbtion ofF stock For purchase. It Is now becoming
a standard practice ro evaluale common stock by applying one mul-
tiplier Lo that portion of the sarnings paild oul In dividends and
a much smaller multiplier to the undistributed
balance”. (Hess, 1981,p.310 & 321).

The reason which stands behind the preference of the liberal
dividends according to M.J.Gordon is the risk aversion of inves-
tors. And as running a corporation entails a risk element, a
delay of the payment of dividend, increases the magnitude of un-
certainty. Therefore the investor increases the rate of discount
for each delay in payment of dividend (Archer & other,1976). The
above argument shows an ingenuity when it is read for the first
time, but as the reader takes some time to collect his thoughts
and focus a bit more on the sbove reasoning, he will easily dis-
cover that MJG has confounded the dividend policy with investment

policy. In fact when M.J.G. sosoke about the increase of th& un-

certainty as the payment of dividends goes far in the future, he

14




was spesaking about the uncertainty of future earnings, which are
of course affected by the invastment decision, which ought to be
fixed and already decided on according to MMs. proposal. So in
summary, what the “Bird In Tha Hand ’~ says,is that investors do
discount the future earnings of the company, which are affected
by variables like operating and financial risk, and do not dis-
count the dividends, which arz simply one of the means through
which the retained earnings can be distributed. John Lintner, an
old proponent of this school nas come with an idea which he
called target ratio of dividends to current earnings, and the
idea that the stockholder is antitled to a fair share of earn-
ings. The idea of the target ratio will enable the company to
stabilize the dividend payout, and to avoid any adverse stock-
holder reaction caused by erratic changes.(Lintner,1956). There
is no doubt that this pioneer is a respected writer, and his
model has proved its ability to work in so many studies carried
out by other researchers, liksz Fama and. Babiak(1976)( Archer &
Other, 1976) and Baker, et al (1984) ( Baker et al,1984).
However, as we said earlier the battle between the conflicting
schools is fierce, and even this respected writer has not
remained safe. However Woolridge and Ghosh argued that dividend
cuts don’t always signal bad news. In circumstances where the
companies need funds for growth expansion, the cuts in dividends,
may signal good news inst@ad of bad news if managemsnt communi-
cated the market with the right message. M.Rozeff, anoth@?

proponent of this school, has argued that companies axperiencing

15




or sxpecting to experience growth, companies with high betas, and
companies with high percentace owned by insiders are expected to
have low dividend payout . Rozeff has gone to the extent of
saying about his model “one of the poltential uses of Lhis model,
then, Is Lo ascertailn whelbher the dividend payoul ralio oFf an in-
divicual company Is In 1ine wilth Che current market practice”
(Stern & Chew,1986,p.325). Sc what Rozeff is telling us in effect
is that the companies have means through which they can check
whether their dividend policy is in line with the market norms.
In fact he also claimed that there is an optimal dividend policy,
and described it as the ane rhich can perfectly balance the
agency and the transactions cost, and thus put the combination

of the two cost to its minimum (Stern & Chew, 1986). This is ex-
actly opposite to what MM have claimed when they sald that once

the firm has decided on its investment policy, one dividend

policy will be as good as ths other.

2.2.2 Some Of The Empirical Studies Which Have Substantiated "The

Bird In The Hand Argument’:

One of the classic studies is the one which has been made by
John Lintner in 195& (Lintner, 1956). The study was made on the
dividend policies of 28 American companies, through individual
interviews with corporate maragers. Most of the managers inter-
viewed by Lintner have seen the problem as the decision on the
oroportion of income which they should pay as dividend rather
than deciding on what proportion should be retained. The rest of
the important results given by the study is the perceptidh that

the shareholders is entitled to a falir share of the firm earn-
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ings. The shareholders prefer to receive a steady progression in
dividends and most of the corporations use long term payout ratio
or ideal ratio of dividend to current earnings. This ratio serves
to ensure avolidance of erratic changes, which result in adverse
reaction by investors. According to the study most of the com-
panies move slowly toward the full adjustment through an adjust-
ment rate. In good years whare the earnings are high the com-
panles normally make the ratio small, especially when they are
close to the target payout ratio. In bad years they increase the
ratio,especially if they are far from the target ratio. In sum-
mary the companies try to maks: dividends steady as this is
highly valued by shareholders. The following example will serve
to illustrate what is stated above:

Suppose a company has set its dividend pavout ratio at 80%. Sup-
pose further that the company at the end of its first fiscal year
has made a profit of Bd.100. If this company is following the
dividend policy followed by the majority, it will not distribute
Bd.80 in dividend, but it will rather distribute a smaller per-
centage, say 60% i.e. Bd.&é0. If in the following year the com-
pany has made a profit of Bd. 120, 1t will not be expected to
change the 60% ratio. But if the company has continued making
growth in its profit or at least continued to make the same
profit for relatively a long »eriod which gives the confidence
that it will not be forced to cut the dividend; i1t will be ex-
pected to increase the ratio through a partial adjustment ?éte

which gives a fraction of the extra profits realized to the

17




stockholders. If the average growth in the profit over the as-~
sumad period was 50% per annum for example, the company may
change the ratio from 60% to 75%. It will also try to maintain
the new ratio for a further ralatively long period unless the
company 1s forced to do a change by a compelling reason. The
remaining fund from the earnings’ growth which is not utilized
for investment purpose is left in the company as a cushion for
increasing the ratio when the profits decline, whenever possible.
Rozeff made a premise that stockholders wish management to dis-
tribute only the fund which is not used for capital investment,
as this will minimize the costs associated with outside financ-
ing. But on the other hand the high dividends reduce the agency
costs which arise from the separation of the firm ownership and
control. From this premise he thought that the optimal dividend
policy is the one which minimizes the total cost arising from
the two offsetting considerations, namely the agency costs and
the transaction costs. Rozetf chose a sample of 1000 companies
which represent 64 industries to study how companies set their
dividends payout ratios. Using the technique of"” multiple regres-
sion analysis’, and surrogates to represent the agency and the
transactions costs, he examired the average payout ratio of the
sald companies over the pericd 1974-~1980. The result obtained was
consonant with his belief of the existence of an optimal dividend

policy which conserve the shareholder wealth(Stern & Chew;@986).
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Asquith and Mullins(1983) have made another study, on the effect
of initiating dividend payment on stockholders’ wealth on 168
companies, covering the period from January 1954 to December
1980. The firms were a mixture of those who initiated dividend
after a ten year interval or paid the dividend for the first
time. They found that initiating dividends increases stock-
holders’” wealth, and the subsequent dividend increases may have
more positive impact on the shareholders’ wealth. According to
the writers the announcement of dividends conveys information
above those which are conveyazd through other announcement. At the
and of their conclusion they stated "The resull of this resesarch
may be a seolubion o the dividend puzzle. In conclusion we Can
say that iniltiating a dividend policy does maller, probably as an
information source, and Lhal the markel reaction Is sirong and
posttive’(Jensen & Smith,1984,p.658). It can be seen that the
writers have made the information effect as a possible cause for
the strong and positive reaction of the market. Therefore it is
not difficult to imagine ths market’s reaction in cases where it

discovers that it has been decelived and the management only

wanted to manipulate the prices of the firm.

The above school has also received a support from a study con-
ducted by (Kennedy and Scott, 1984). The study which covered the
period from 1967 -1976, was nade on the dividend policy of large
banks in USA.Its purpose was to add to the limited information
avallable on dividend behavior of large banks and to identify the

most important factors which influence the large banks’ dividend

e

N
decision. Each vyear of the ajsove is represented by a sample of
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50% of the number contained by the bank compustat tapes in that
vear, and the observations remaining were held back for testing
the model;s classification e’ficliency. The size of the sample of
gach vear varied from 60 banks in 1967 to 122 in 1976. The study
employved twenty variables which measure financial and geographic
characteristics (like liquidity, leverage,geographic
location...etc.) of the individual banks. These variables were
made the independent variablas and the dependent one was a four
vaear average of the dividend payout ratio. The study ussed the
technigue of multiple discrininant analysis (MDA) for its
analysis. Using the said tecinigue the study performed a dis-
criminant analysis for each of the ten years stated earlier. 1In
addition to the individual analyeis of each year, the study
carried out a pooled analysis which contained the entire period
of 1967-1976. According to the article, the study has achieved a
reasonable success in determining whether an individual bank had
a high, medium, or low dividand payout ratio relative to other
banks and it has reached to 3 conclusion that bank dividend
policy is influenced by certain financial and geographic factors
and the inference of the dividend pavout group to which a large
bank would most likely belong is possible. The writers have ended
their article with a great confidence in the existence of optimal
dividend policies. Furthermore, they seemed to be sure that they
have developed a classification functions which have the ability
to determine the probable croup of an individual bank. Read the

Following “wsing these funciions, an analysi can,wilh & Tew wvari-
ables, designate a bank as bslonging to elther the high, low, or
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medium, dividend payvout group. Periodic updatbing of the dis-—
eriminant function can provide Fhe bank s management with a use-
ful tool in formulating actual! oividend policy. Management should
be able Lo defend why 1ts chosen policy 1s other than that pre-
dicted by the model. Such a process is valuable In confirming the
soundness of a specllfic dividend policy™( Kennady & Scott,
1984,P.37). "confirming the soundness of a specific dividend

policy” !'! This last sentence reveals that the writers are paying

complete ignorance to what MM.say. Isn’t it 72

2.2.3: The School Of Irrelevanrce:-

This school of thought believes that in perfect market, and
once the firm fixed its investment policy, the dividend policy
does not affect the value of ihe firm, for the dividend in this
case is one of the means through which the firm can distribute
its earnings. The school arguns by saying that once the invest-
ment policy is decided on, the money which will be used for
dividend payout has to come from somewhere, either through is-
suance of debt or equity. We should remember that the money which
will come through the new issue is exactly equal to the amount
which has been paid as dividend, and therefore the value of the
firm remain the same. All what will happen is that the stakes
in the firm of some of the o0l stockholders Wwill be diluted by
the same amount which has been bought by the new stockholders.

But neither of the two parties is better off. The old SharQ4
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holders have given up some of their ctake to the new
shareholders, and have received oxactly the fair value in cash,
and the new shareholders have received shares which have a market
value exactly cquivalent to the cash they have paid. The above
was the main argument of MM(1961), which represents a revolution
on the strong classical belief of the relevancy of dividend

policy.

2.2.4: Some of the Empirical Studies Substantiating The Ir-

relevance School:

Since MM have proposed their dividend irrelevancy in 1961, until
the end of the first half of 1970s,their proposal has remained
without any empirical suppo-t |, despite the fact that its logi=-
cal argument has gained a stiong acceptance in the academic
field. In 1974, irrelevance proposal received the first empiri-
cal support, through the empirical study made by Fisher Black and
Myron Scholes, which has been bred through a strong skepticism
about the logic of the tax argument, which emerged in the early
1970s, and imposed a strong challenge on the MMs proposal Black
& Scholes have seen the tax argument to be vulnerable to its own’
reductio ad absurdum’, and i.e.if the tax argument which says
that high payout has a negat ve impact on the share prices due to
tax effect is correct, all the companies would be %xpgpted to

stop paying dividends. Why then a big majority of companies is
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found to pay dividend? This has led Black & Scholes to assume
that the dividend must be zble to give the investors a benefit
which offset the negative tax< effect.

With this in minds they conciuded their empirical study, which is
regarded as the first rigorcus empirical study on dividends and
stock prices(Hess,1981). Black and Scholes studied the effect of
the dividend policy on the vilus of the shares, through examining
the behavior of the expected or real returns, instead of testing

the effect through the price earning ratios (P/E). This is be-
cause when the price of a cvompany’s shares is increased due to
the increase in dividend, thair expected or real returns decline.
The study classified all the common stocks on the New York Stock
Exchange into 25 intermediate portfolio, for each of the years
from 1931 to 1966. The classification was made on the basis of
both dividend vield and_risk . This classification was made

through two steps:

First: The stocks were divided into five different groups on the
basis of their dividend yield, ranging from highest to lowest:
and the second was the division of each of the five groups into

five subgroups on the basis »f their beta or risk. This method of
classification enabled Black & Scholes to hold the risk element
of the securities constant, and to allow only the dividend yield
ta vary. In fact Black & Scholes, through the above cla@sifica*

tion & subclassification could manage to hit two birds with one




stone, as they managed to hold the risk constant in each in-
dividual portfolio, and at the same time managed to see whether
the dividend yield had a difierent effect on stocks at different
level of risk, through allcocwing the risk to vary between one
group of portfolio and another. The result was the inability to
show that differences in dividend vield lead to differences in
stock returns, which implies that they were unable to show that
the dividend policy affectse the value of the firm. (Jensen &
Smith, 1984). ]

J.R Woolridge and C. Ghosh ( Stern & Chew, 1986),have made
another study, the result of which has substantiated the proposal
of MM. It was carried out for the purpose of studying the reac-
tion of the stock market, reocorted by the Wall Street Journal,
to the announcement of dividend cuts made by NYSE~ listed firms.
Its sample contained 408 dividend cuts and omissions made over
the period 1971-1982. The sample was divided into three
categories:

1- Those dividend cuts which are accompanied by a simultaneous
announcement of a decline in sarnings or loss.

2-  Those dividend cuts which come after a prior announcement of
loss or earnings decline.

3-  Those dividend cuts which are accompanied either by a simul-
taneous (or immediately pricr) announcement of higher earnings
and/or a statement of significant future investment or growth op-

portunities. The study has also included companies which,cut or

N
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omitted dividends and at the same time issued share dividends,

and or repurchased some of their stocks.

The results of their studies azre:

1~ Generally, the market reacts very negatively to the dividend
cut announcement, even if those announcements are accompanied by
statements stating the need for funds to undertake profitable in-

vestment opportunities.

V]
:

After a short time, the firms which cut the dividend, on
average perform at least as well as the market, but those firms
which appeared to have used the dividend cut to finance future
growth, outperformed the market significantly. After one vear
from the announcement, even those which cut the dividend due td
poar earnings outperformed the market

Z- Other Signaling means such as shares repurchase, and stock
dividends when simultaneously made with announcement of dividend
cut, appear to offset much of the negative market reaction caused
by the cuts or omission of cash dividend.

The above results support tle notion that the market does not
have a preference for dividerd per se over capital gains, which

is originally proposed by MM,

P

25




2.2.5: The Anti-Dividend School:

The Anti-Dividend or Tax Argument School Of Thought was the bhig-
gest challenge to MM proposal. This school of thought is but-
tressed on what at the surface seems to be strong and convinecing
argument, which says that the fact that most of the individuals
are taxed more heavily on dividend income than capital income,
makes them averse to dividerd, and as a result the high pavout
stocks sell at a discount relative to their counter part of low
payout stocks, when other things are held equal. According to
this school investors demand more pre-tax returns to compensate
their losses through taxes. This school of thought has gained a
wide acceptance amongst the academic community in 1970’s, and as
already said has imposed a big challenge on MM. irrelevanéaJ
This school is supported by Farrar, and Selwyn (1967), Brennan
(1970)and Litzenberger & Ramaswamy (1980 a, 1980 b, and 1982) and
others (Abdulla, 1990). However, it can be easily seen that this
school of thought is bearing a reason for its defeat or to say it
differently it is vulnerable to its own" reductio ad absurdum",
which is: If the cash dividend is associated with a negative ef-
fect on stock prices, why a high majority of the companies pay
dividends. Or to say it in arother way, 1if the companies can
increase the value of thei- stocks, and in turn make their
stockholders better off, by zimply non- payment of dividend, why

they do not stop it? These logical questions, as mention@d gar-




lier, have disseminated skep-:icism around the argument and the

results obtained by the suppcrters of this school.

2.2.6. The Empirical Studies:

In 1979 Litzenberger And Ramaswamy made a study on dividend and
stock returns, after criticizing the stated study of Black &
Scholes. They claimed that the said study has reached to a dis-
torted result due to loss of sfficiency through their statistical
method which was not capable to detect the effect of dividend tax
on stock prices, and due to .ts inability to di$tiﬁguish batween
ex - dividend and non ex dividend during the development of its
proxies for the expected dividend vield.

The study of Litzenberger and Ramaswamy , 1979 (Hess,1981), like
that of Black & Scholes, usad a modified form of the CAPM, but
while the modification made by Black & Scholes, was for taking
care of the effect of dividerd vield on returns, the modification
made by Litzenberger and Ramsswamy was for taking care of measur-
ing the implied difference in effective tax rates caused by dif-
ferent dividend yields. The cample of their study was the same to
that of Black & $Scholes, as it has contained all of the NYSE
stocks, but the coverage wis wider, as it covered the period
from, 1936-1977. They found that the average dividend tax effect,
was 23%,approximately, a percentage which cannot be attributed to
chance alone. This has an implication that a dollar of dividend

worths only 77 cents, of capital gains , while the study of Black




& Scholes (1974) came with a result which gives a dollar of capi-

tal gains a dollar of dividerds.

The wvalidity of this study was challenged by another study made
by Miller and Scholes in 1961. According to Miller and Scholes,
the strong positive correlation between vield and returns which
has been interpreted by Litzenberger and Ramaswamy(1979) as a
negative tax effect of dividends on stock prices, could be the
effect of "information", .communicated by dividend announcement.
This is because Miller and Scholes(1981) found that in nearly a
third of the ex-dividend mcnths included in the Litzenberger-
Ramaswamy study, a dividend was declared and paid in the same
time, and they have found a strong evidence which shows that an-
nouncemaent of unanticipated dividend changes are accompanied by
strong price reactions, and therefore any extraordinary change in
share price can not be attributed solely to the tax effect of the
dividend paid. Miller and Scholes in their study which has
repeated the Litzenberger - Ramaswamy regressions,after removing
all the cases where the dividend was declared and paid in the
same month, found the estimate of the differential tax rate be-
tween dividends and capital c¢ains under 4%, compared to about 23%

found by Litzenberger and Rarmaswamy (Hess,1981).

However, (Litzenberger and Ramaswamy,1982), reached to a conclu

sion which substantiated the result of their previous stuydy. "7The
conclusion of the pressnt study 1s Chalt these significant vields
effects cannol be pinned Lo the information content in the prior
kriowledge that the Firm will declare a dividend of unkniown
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maghitude. ”

2.3: Possible Determinants Of Dividend Policy:

The following factors are seen by some writers to have im-

pact on dividend policy:

1= Investors’ preferences for current dividends or capital gain
caused by the ’Bird in the hand effect’ (Horne, 1986).

2 Cost associated with the issuance of common stock
(Horne, 1986).

I—  Taxes (Horne, 1986).

4-  Profitable investments: The firms decision on dividend is
affected by the availability of attractive investment projects
(Rozeff, 1982).

5w Profitability:The previous and the expected profits affect
the dividend payout (Brealy R Myers,l1988).

6- Dividends’ Stability: investors attach a value to stability.
ALl other things being the same, the stocks of the company that
pays a stable dividends are sxpected to be sold higher than the
prices of those of its counter parts which have no stability in
dividend (Horne, 1986&).

7 Liguidity: Needless to say that when the company is 11li-

guld, it will not be in a position to pay dividend (Hornagi?Bé).
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8-  Ability to Borrow : If 3 company doesn’t have this ability,
it will restrict the payment o% dividends, as this will be the
only source of finance opened to the company (Horne, 1986).

9- Control: when a firm pay a big amount as dividends, it may
need to approach the capital market for a new egquity. If the ex-
isting shareholders are unwilling or do not have the ability to
subscribe , the ability of the old shareholders to control the
company will be weakened. Theorefore, the existing shareholders
may prefer to finance the new investment from the retained earn-
ings and receive low dividend payout (Horne, 1986).

10~ Number of stockholders: The knowledge of the stockholders’
desire for dividends by the management is a function of the num-
bers of the stockholders. In fact according to Rozeff there is a
negative correlation betweer the number of the stockholders and

the knowledge of the desire ‘Rozeff,1982).

11- The Phase Of The Investmant Opportunities: A company may face
an environment rich of profitable investment opportunities. But
those opportunities might be distributed in the following manner:
opening a branch in area "X" after 7 vears, doing an extension to
its main office after 9 vears and buying the project of one of

the competitors after 10 vears. In this situation the company may
not be in a position to retzin the profits in the company as the
return on them are expected to be too low, for the company has
no profitable investment urtil after a passage of a lqﬁg time

(Horne, 1986).
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12- Restriction Imposed Throigh Bond Indentures And Loan Agree-
ment To Safeguard The Interests OFf Creditors (Horne, 1986).

13- Personal Incentives of Exacutives: For Qfampl@ it is expected
that the executive will try “o restrict the payment of dividend,
when that executive receives an option plan, as he or she will
expect the price of the stock option to go up through non pay-
ment or payment of low dividends, as the said stock options in
general are not dividend protected (Lambert et al,1989).

l4- Signaling Effect: Paying a dividend normally conveys good
news to the market (Horne,1986).

15~ Agency Considerations  According to Jensen & Meckling the
separation of ownership of tre firm has resulted in the existence
of the agency cost. This iz because of the divergence of the
manager/agent interest and the owner/ shareholder interest. And
in order to reduce the divergence, the shareholders/owners expend
some  resources on monitoring the behavior of the agent through
the board of directors and through inviting auditors to audit the
firms accounts. Motivating the mangers through more perquisites
are another way for reducing the divergence. The managers inter-
est conflict with the interest of the creditors as well, and the
alleviation of the conflict is made through bonding. All of these
cost are agency cost borne by the firm. The agency cost is the
difference between the market value of the firm when it is wholly
owned by the management and between its value when it is less
than wholly owned by the then. (Jensen & Smith 1984). Easterbrook

has viewed the managers as risk averters, and their risk aversion
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according to him is another source of agency cost (Easterbrook,
1984). According to Rozeff Stern & Chew, 1986) and Easterbrook
(1984), the agency cost is reduced through the dividend payout,
as it is expected that the firm which pays dividend may enter
the capital market for a new issue of capital,and in this case
the managers are monitored through underwriters and other
monitors including the presasnt stockholders. |

lé~  The belief that dividerd policy affect the value of the en-
terprise (Baker, et al, 1984).

17-  Managements’ belief that the stockholders attach a high
value to the continuity of dividend (Baker, et al, 1984).

18- Pattern of past dividends (Lintner,1956).

Before ending up this part of the project and going to another
one, we would like to give the following comments:

The list of the determinants given above may not be exhaustive,
but in our opinion it contains the ones which have the biggest
impact on any dividend policy, as they have been obtained from
up-to-date & leading books and articles on the topic. However,
the reason which stands behind the inclusion of some of the above
list of determinants is the satisfaction of the context, and our
questionnaire will not contain all of them. Some of the deter-
minants like taxes, and may be option plans, are not applicable
to the Bahraini market.

The number given against each determinant does not give a
priority to any determinant over the others, but has been given

only for the sake of refererce in the case of need.
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Conclusion: The relationship between the corporation’s dividend
policy and the price of its s:ock is still seems to be one of the
mysteries, despite the huge rumbers of the resgarch studies made
with the aim of discovering it, and despite the fact that more

than three decades, since the start of the effort to s0lve this

puzzle have elapsed.
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CHAPTER III

PRESENTATION AND ANALYSIS OF RESEARCH DATA
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3.1 Introduction: This chapter will contain the result of test-
ing the hypothesis that therz is no significant differences in
the perceptions of the determinants of dividend policies amongst
the managers of the different groups of Bahraini publicly held
companies, as classified by B3E, the findings and the interpreta-

tions thereto.

3.2 The Effect Of The Industry’s Characteristics On Dividend

Policy: The effect of the industry’s characteristics on dividend
policy has received extensive investigation from various
researchers, but a consensug on it is not reached to as yet. Ac-
cording to Abdulla, Dhyrymes and Kurz (1964), Shapherd and Scott
(1975), McCabe (1979) and Michar (1979) found a significant cor-
relation between the characteristic of the firm and its dividend
policy (Abdulla,l1990). Rozeff, however, found that the payout
ratio of a company could not be explained by its industry type.
Also Abdulla had found little evidence which could support the
axistence of an optimal dividend policy dictated by the type of
the industry. It should be noted however, that Abdulla has cau-
tioned the reader that the result of his test might have been in-
fluenced by the small numbers of firms in sach sector, and by the
classifications of the companies listed in Kuwailti Stock Exchange
(Abdulla, 1990).

The hypothesis emploved under this survey is the non-existence of
significant differences in the perceptions of determin&gts of

dividend policies amongst the managers of the different groups of
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Bahraini publicly held companies on the hasis of BSE’s clas-
sification. The test of this hypothesis is made through the H’
or "Kruskal Wallis test” as it is also called. (Refer to the
methodology for reason of employing this type of test). Due to
the small size of firms available under each classification ( For
example under the industrial sector there are only three com-
panies and under hotels sector only three companies, including
National Hotels and Bahrain Tourism Companies), the test has
covered four classifications only, viz: Commercial banks, off-
shore banks and investments companies, insurance and the service
sectors, as the number of the firms under each of these sectors
is reasonable for inclusion in the test. This classification 1is
extracted from the classification made by BSE. The responses of
the managers of the four groups of industry give some indication
on the existence of industry’s effect. For example the expected
1evel of future earnings is viewed by offshore banks & investment
companies and by the service sector to have the greatest impact
on dividend policy. The same determinant has been viewed by the
commercial banks to engage rank number two after the pattern of
past earnings. However, the insurance sector has placed i1t under
rank number nine. Also the pattern of past earnings 1s seen as
the most important determinant of divided policy by the commer-
cial banks. Offshore banks & investment, insurance and the serv-
ices sectors viewed it to have ranks number five, sleven and
three respectively. (Refer to table 3" in appendix ’A’Efor the

factors seen by each of the vour sectors to be the major deter—




minants of dividend policy). However, when the person
scrutinizes the responses carefully, he will have the impression
that there i1is a high likelihood that there are no significant
differences in the responsses of the managers of the various
groups. Therefore it has besn decided to test the responses. The
later impression is substantiated as the "H® test result, as can
be sean from table “4° locataed in appendix *A°, proved that the

null hypothesis at a significance level of 5% can not be
rejected. Therefore, It is concluded that the sample of the
population of this study has one responses’ mean. Based on this
conclusion, the analysis will be restricted to the responses of
the universe, and a separate analysis for each individual sector
will not be made. But befuore moving to the next section, the
readers’ attention is drawn to the fact that the result of ’H’
test obtained under this project, might have been influenced by

the following:

1~ The small size of some of our samples.

2-  The classification made by BSE, as it seems that it has been
mads on ad hoc basis.

Z- The number in each cell is less than five.

4 The fact that Abdulla has an evidence to support the exis-

tence of industry’s effect (Abdulla, 1992).

-2
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Z.3- Major Determinants Of Dividend Policy In Bahraini Publicly

Held Companies:

The study has revealed that the major factors which determine the
dividend policy in the Bahraini publicly held companies have a
striking similarity to those contained by Lintner’s behavioral
model, which he developed ir 1956. The most important factor in
determining the dividend policy of the Bahraini publicly held
Firms is the expected level of future earnings. The Second im-
portant determinant 1s the nanagement’s concern about the con-
tinuity of the dividend paymant. The third, fourth, sixth* and
seventh determinants are liguidity, availability of profitable
inV@stment, stability of dividend payment, pattern of past earn-
ings and the informational effect of dividend respectively. The
eighth rank of importance in the dividend policy has been shared
by pattern of past dividend, legal requirements to pay dividend
and the desire of managemen: to maintain or increase the stock
price. The study has revealed the ranks of some other factors.
Those ranks will be conveyed to the reader at a later stage.
However before ending up this summary and starting interpreting

the findings we would like tc satisfy a possible query in the

* Rank four is shared by availability of profitable investment

and stability of dividend. vg\
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mind of the reader: How to make sure that the responses recelved
reflect the truth and do not contain false responses? The reply
to this gquery 1s that fhe accuracy of the responses is seen
through the second set of the statements contained in the ques-

tionnaire.

3.3.1: Testing The Accuracy 0Of Responses Through The Second Part

0f The Questionnaire:

The following will serve to Zllustrate what is stated above:

Exhibit 1:
Level of importance: 0= No importance 1= 8Slight importance
2=z Modesrate importance 3= Great importance 4= Maximum impor-
tance.
Determinant (D)% _Level OF
Number Determinant Importance
14 The informational effect of the
dividend. 2.33%
1 Expected level of future sarnings. 2.851
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2 Pattern of past earnings. 2.407

3 Availability of profitable investment. 2.481
15 The desire. of management to maintain
or increase the stock price. 2.259
7 Stability of dividend payment. 2.481
12 The status of the dispersion of the
stockholders. 0.962
5 Pattern of past dividends. 2.259
S Concern about the continuity of
dividend payment. 2.740
4 Cost of issuirg new stock. 0.888
Source: Primary. Data collected through questionnaire. v




Exhibit 2:

Level of importance: -3z Strongly disagree -2= Moderately dis-

agree

2= Moderately agree 3= Strongly agree.

P.S. Number

3

Perceptior Statement

The price of common stock is affected

by the dividenc payout.

A Tirm should have a target ratio of
dividend/earnings and adjust its
dividend payout periodically toward

the said target.

The investors should be informed about
the reasons of any change in the

dividend policy.

The dividend arnouncements are used by
the market for assessing the value of

the shares,

Slightly disagree 0= No opinion 1= 8lightly agree

Importance

1.888

1.185

1.925

1.814

<
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Dividend payments serve to give signals

about the future prospects of the firm. 1.888
A firm should not make changes in its
dividend rates if it is not almost sure

that it will not be forced to reverse

them in a year or so. 0.814

The firm chose to reduce or suspend the
payment of gividend if this can avoid

them approachirg the market for issuing

new equity, as the cost of issuance is

high. 0.296
A firm should struggle to‘ratain uninterrupted

record or dividend payment. 0.925

The importance attached to dividend
increases as the dispersion of the

stockholders ircreases. -0.250

Primary. Data collected through questionnaire.

* The number is the serial number given in the questionnaire.

From now onward we will refer to any statement given in the first

part of the questionnaire by ‘D’ which stands for determinant,

followed by the respective number, and to any statement in part

two by P.S. which stands for perception’s statement, follqwed by
"

the respective number also.
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As an example, 1t can be sezn from exhibit (1) that determinant
number 14 (D14) has been viewed by the respondents to have a
moderate importance. A glance on the level of importance given
to each of statements number 4,5 and 8 (P.S. 4, 5, and 8), which
have also dealt with the informational effect of dividend, will
show us that each statement has received almost a moderate agree-
ment or to say it differentiy a moderate importance. This is a
good indicator that the responses given by the respondents to D14
are true. D15 in exhibit 1 and P.S.1 in exhibit 2 can serve as
another example as each of them has received a moderate impor-
tance almost, while both arse made in the same connection. D.12
in exhibit 1 and P.S. 13 in exhibit 2, which are made to examine
the importance attached to the dispersion of the stockholders,
can serve as another example, as the importance attached to each
of them was a slight one alnost. Also D& and P.s.12 are almost
in conformity as through each of them the continuity of dividend
is found important, althougn Dé was given a moderate importance

while P.S.12 was given a slight importance.

The conformity shown through the above comparison can serve to
indicate that the responses of the respondents reflect the true
picture of their opinions. However, there is another way through
which the credibility of the responses can be examined, and that
way is the verification of the responses through comparing‘tham

with what have taken place in reality. Therefore in order to
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gain more trust or otherwize in the responses, all or some of
them ( as whether the comparison will be made on all or on some
will depend on the data available to us), will be compared with

what have taken place in the real world.

3.4: Testing The Accuracy Of Responses Through The Practical Ac-

tions:

Expected Level Of Future Earnings:

As already stated earlier,the above factor has been viewed, as
the most important determinant of the dividend policy. The data
avallable for this study do not enable a Judgment with a 100%
confidence on whether the management responses made under the
above heading is true or no. However, the following table, which
has the aggregate figures cof the net profits, DPR and EPS of 23
companies, can be emploved to indicate whether the responses made
under the above heading conforms with the action taken in the

real world or no.

X
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Exiik

Table Showing The Net Profits, Dividend Payout Ratio And Earnings

Per Share Of 23 Publicly Heid Companies Over The Period 1985-

1989:
Year Profit (Bd.000) Dividend Payout Earnings Per Share
Ratio (DPR) (EPS)

1985 2622.870 . 0.411 0.222

1986 1925.913 1.020 0.144

1987 424 . 609 0.450 0.041

1988 2913.087 0.455 0.189

1989 3115.000 0.618 0.159

Courtesy of Bahrain Stock Exchange.

From the above exhibit it seems that the relatively low DPR. made
in 1985, is in conformity with the regsponse obtained about the
importance of the future profits, as it can be seen that the
profit has witnessed a decline in 1986&. In fact 1986 was ex-—
pected to be a difficult year as can be seen from the following
"We expect the Bahrain sconomy to carry on developing moderately

albeit, a_ period of austerity and retrenchment is imminent. "

Alahli Commercial Ban!® (1985:5). The same report has also stated
that (Moderate cutput growth and low inflation in the industrial
countries was forecast for 1936 while most developing coun§kie$

might hope for some acceleration in growth).
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1986 s DPR:

The high ratio of dividend pavout distributed in 1986, coupled
with a large decline made in the profit in 1987 will give a
strong impression of the existence of a contradiction between the
response given by respondents under the expected level of future
sarnings, and the action they have taken in reality. But when
the person looks more deeply he may change his impression. This
is because the response given by the respondents under the impor-
tance of the expected level of future earnings, should not be
translated in isolation, but should be correlated with the other
responses. It should for example be correlated to their response
to P.5.3 which is related to the target ratio of
dividend/earnings, and for which they attach a slight importance.
Therefore so long the firms are keeping a target payout ratio and
are moving to that ratio grazdually, the person will be led to as-
sume that in 1985, (taking into consideration the magnitude of
the profit they made) the ratio they have distributed was below
the target ratio, and therefore the significant increase in the
ratio of 1986, might have been financed from the 1985°s un-
distributed cash. We should also correlate their response about
the level of future earnings to their response to D3, which is
related to the availability of profitable investment, which has
been characterized to have & moderate importance. 1987 w§$

expected to be a year of uncertainty, as can be noticed from the
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following: " Particularly so in Fhe Face of the bank’s sxpandgding
risk assels portfollio In an sconcmic environment currently more
orone Lo business Fallure.” ( Chairman Report, Grindlays Bahrain
Bank (GBB) Annual Report And Account, 1986:5). The chairman of
National Bank Of Bahrain (IBB) has also expected the sconomic
conditions to continue to be difficult in 1987 (NBB,1986).

And it is clear from exhibit 3 that 1987 was not a good year and
this means that the profitable investments were rare. Therefore,
the increase in the DPR.of 1986 can be justified, for the firms
could not invest the cash in profitable investment and under such

circumstances it would be wise to repay them to the stockholders.

Therefore, the contradiction which was appearing at the surface

has got no real existence, and again the action taken by the

respondents in respect of the agbove DPR. seems to conform with

their responses.

1987’ s DPR:

The above ratio like the pr-evious one may pave the way for a
wrong impression, if the exaniner has looked to it from the sur-
face, as the ratio was relatively small, while 1988 has witnessed
a significant rise in the profits. Therefore, again a care must
be exercised before drawing any conclusion, especially when
already deduced up to now, that the responses of the respondents
saem to conform with their actions. S0 why the managemgnt have

“
acted the way they had. There is a possible reason that they ex-
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pected 1988 to be a bad vear, although the events have made out
of 1t, as can be seen from zhe profit result given in exhibit 3
above, a good year. Their pessimistic expectations, if they were
in existence, can be easily Justified, as during that year the
war between Iran and Irag bhas witnessed its darkest period, al-
though the cease fire was reached to at a later stage during the

vear. So if this was the case, while it is coupled by the fact

of the existence of the possibility that the firm has reached to

its optimum target ratio.by the end of 1986, and therefore it had

no spare cash to sustain a high ratio in 1987, it can be seen

again that the actions of the respondents conform with their

responses. The assumption that 1988 was expected to be a good

vyear 1s another scenario which can Justify the action taken by

the management. This is because under this scenario the manage-

ment might have saved the cash for the purpose of investment, for

1988 was a promising yvear, and that is why they have distributed

the relatively small ratio in 1987.

1988 ° s DPR:

It can easily be seen from the ratio of the above yvsar that most
probably the action taken by the respondents conformg with their
responses. This is because the ratio has witnessed a slight in
crease over that of the previous vear to reflect the small rise
witnessed by the profit over that of the last vear. EH@ com-

munity by the end of 1988 has expected 1989 to be a ysar of
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growth. This fact leads to s belief that it is most likely that
the firms must have left the extra cash undistributed for the
purpose of investing it in profitable investments which would
have prevailed in 1989, Tre fTollowing will serve as a an in-
dicator that the community was expecting 1989 to be a good vear.

According to the chairman of GBB, greater economic activity was
expected to take place in 1939. In 1988 which has witnessed the
announcement of cease fire batween Iragq & Iran, "major construc-
tion contracts which included the new headguarters of Batelco and
extension of Bahrain Defense Force Hospital were commenced or an-
nounced” ( GBB.Reports & Accounts, 1988:6). Also the chairman of
the board of directors of Bank 0Of Bahrain & XKuwait (BBK) has ex-
pected the economic activity to expand in 1989 (BBK, 1988).
Another scenario is also possible. Exhibit 1 above shows that the
respondents have attached a moderate importance to D2, i.e. the
pattern of past earnings. find a glance on the past earnings in
exhibit 3 can show us that the pattern shows a wide fluctuations.

This fact dictates on the management to exercise caution before

they increase the DPR.

1989°s DPR:

Again the DPR. of the above vear indicates that most probably the
action of the firms” managemant conforms with their responses.

This is because the business community was expecting 1990 to be a
good year, and therefore the DPR. of 1989 was high in compparison

to that of 1988, The chairnan of the board of directors of BBK
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has expected the impact of the positive trends and upward indica-
tions appeared in the economy during 1988 to be more apparent in
1990 and beyond (BBK 1989). However there is a possibility that
some of the readers might nct be convinced by the above

Justification and they may ask  why the management has increased
the ratio significantly? Wny they have not made just a small
rise, and used the extra cash for the abundant profitable invest-
ment, as this was the argumert used for the Justification of the

management action of the .previous year? The reply to this, is

that there is a high probability that the management has saved

enough cash_from the vear before. when they distributed a rela-

tively small DPR. while the profit had witnessed a_significant

increase. In 1989 the profit has witnessed only a moderate in-

cregse.

P
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Concern_About Continuity Of Dividend Payment:

Table Showing Average Earnings Per Share(Average EPS), Number Of
Companies That Paid Dividend aAnd Their Percentage To The Total

Number Of Companies, For The Period 1985-1989:

Years Average Number OFf Companies Total Number % age Of
EPS Paid Dividend Of Companiesx
(1) (2) (1) To (2)
1985 0.222 16 23 70
1986 0.144 18 23 78
1987 0.041 15 23 65
1988 0.189 17 23 74
1989 0.159 18 2%, 8
Average Yearly Percentage T 4.

Courtesy 0Of Bahrain Stock Exchange.* Data Available on 23 com-

panies only out of 30.

The above table stands to indicate that the response given by the
management about the importance of the continuity of the dividend

payment corresponds with their action in reality, as_even in the

dark years when the earnings have fallen considerably ., the

average percentages of the companies which have paid dividend to

those who have not paid., have never fallen below 65%. It has




also been seen that the management use the DPR_technigque upon

taking the decision _on the distributed dividends., and this is

another indicator which indicates that the responses of the

management under the concern of the continuity of dividend con-

form with their actions., as without the existence of the ratio,

it will not be possible to maintain the continuity.

Stability Of Dividend Payment:

The following table will serve to indicate whether the responses
given by the respondents undar stability of dividend correspond

with their action in the real world.

Table Showing The Mean(M)., Standard Deviation(STD) And Coeffi-

cient Of Variation (Cov) Of Earnings Per Share (EPS), Dividend

per Share (DPS) And Dividend Payout Ratio (DPR):

Years 1985 1986 1987 1988 1989 M STD COoV.
EPS 0.222 0.144 0.041 0.189 0.159 0.151 0.061 0.403
DPS 0.114 0.106 0.114 0.105 0.177 0.123 0.027 0.219
DPR 0.411 1.020 0.450 0.455 0.618 0.590 0.226 0.383

Courtesy Of Bahrain Stock Exchange.

The above table lends some support to the respondents as if indi-

cates that what they said in respect of the importance of the
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stability of dividend payment has found its way to reality
through their actions. This can be seen from the coefficient of

variation which measures the relative variation. The least coef-

ficient of variation has been given to the dividend per share,

and this testifies that it is the most consistent variable be-

tween the three. The second least has been given to the dividend

payout ratio, and this means that this variable comes next after
DPS. in terms of stability. The largest coefficient of variation
is given to earnings per share to reflect its inconsistency in

comparison to the other two variables.

The verification of the response $ade by the management about the
importance of the above determinant ends the process of examining
whether the responses made by the management to the importance
attached to each determinant, conform with their actions taken in
the real world. During the process, responses made in respect of
expected level of future e=sarnings, dividand payout ratio,
availability of profitable investment, concern about the con-
tinuity of dividend payment, stability of dividend and pattern of
past earnings were verified. The pattern of past dividend has
also indirectly been verified through the verification of the
DRPR., for the decision on the DPR. requires by necessity paying
consideration to pattern of past dividend. The data available can
not support the verification of the rest of the management’s

responses. However., it car be said that the result of the

above verification of the responses gives a strong indication
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that the responses given by the management correspond to their

actions in reality, as the six determinants we have verified are

amongst the first eight most important factors of the firm’s

dividend policy, whilst the rest of the responses were checked

against the statements contained in the second part of the ques-

tionnaire., and indicators on the conformity have been seen

through the usage of that technique as well.
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3.5: Analysis And Interpretation :

Expected Level Of Future Earnings:

Expected level of future earnings is a factor usually viewed to
pvlace a high impact on the dividend policy. In order to inves-
tigate this notion, the respondents were asked to rank the fol-
lowing statement according to its level of importance in the

dividend policy. Expected Level 0Of Future Earnings”. As men-
tioned previously, the above factor is found to be the most

important determinant of the dividend policy of the Bahraini
publicly held companies. This finding corresponds with the find-
ing of Baker et al, as according to them they found that the an-
ticipated level of firm’s future earnings was the most important
factor of the firm’s dividend policy (Baker et al, 1984). It
seems that it also corresponds with the finding of Lintner, as
according to him, the management they interviewed had believed in
general that, unless there were other compelling reasons to do
otherwise, the management fiduciary responsibilities and stan-
dards of fairness call for the distribution of part of any sub-
stantial increase 1in earnings to the shareholders in
dividends. (Lintner,195&,p.100). He also found that "the major

3

changes in earnings or levels of earnings out of line’ with
existing dividend rates were generally seen to be the most impor-
tant determinants of the company’s dividend decisions”

(Lintner,195%&,p. 101). Although Lintner had not specifically
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mentioned the expected level of future earnings per se as one of
the determinants, it can be believed that he made it as a part
Of whole of the companies sarnings, as most probably a decline
in the expected earnings will be one of the major items which
conetitute the " Compelling reasons” which according to him are
the only reasons which can justify the management actions in not
distributing part of any substantial increase in earnings to the
shareholders in dividends. However, Brealy and Myers have seen
managers to take future prospects into account when they set the
dividend payment (Brealy And Myers, 1988). In fact the manage-
ment response under the above factor is consistent with their
responses given under the importance of concern about the con-
tinuity of dividend payment and stability of dividend as they
have attached almost high ard moderate importance respectively to

@ach of these two factors as will be seen later.

Concern About The Continuity Of Dividend Payment:

The study has also revealed that the continuity in dividend pay-
ment comes second in importance in the chain of the dividend
policy determinants. This finding is in line with the finding of
Baker et al, as their statement "A Ffirm should strive to maintain
an uninterrupted record of divicend payment” has received a

strong agreement, and it has been given rank number 2 by one sec-

tor of their respondents and it has received rank numberv3 from

each of the other sectors (Baker et al, 1984, p. 81). Our find-
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ing also corresponds with Lintner’s belief. YA prudent
forssighted management will always oo Its besl o plan ahead in
all aspects of FTinancial policy Lo awvoid getbing Into such uncom-
Ffortable situalions where dividends have to be oul substantially
below Chose which Uhe company’s previcous praciice would lead
stockholders Lo expect on the basis of current earnings. Stock-
holder reaclions iIn such situalions have been suflfficiently
wvigorous and effective In enough companiss that the Tear oF such
& reaction Is an effective ~ burer under the saddle’ (o all
managements, Including Lhoss which have never been in such offF-
Floulty themselwves.” (Lintner, 1956,p.101). Needless to say that
although the statement qguoted has spoken about substantial

dividend cuts, the omission of dividend is certainly implied, as
if the stock holders’ reactions to the cut are vigorous and ef-

fective, they will naturally be more vigorous and more effective

under situations which witness dividend omission. In fact the

above finding is in conformity with the finding found by Abdulla
through his study which he made on companies listed on Kuwalt
Stock Exchange(KS8E), as according to him 72.1% of the

participants 1n the study " believe rhalb avolding changes In
theilr dividend payments thal may be reversed later s one of the

prime consideration in the board of Jdirectors’ deliberatbions
prioe Lo thelr dividesnd decisions” (Abdulla, 1990, p.111).

Liguidity:

The study has shown that licuidity comes under the third level of
importance in connection with the effect on the firm’s dividend
rolicy. This finding is strikingly similar to the finding of
Baker st al, as their study has revealed that the availability of
cash was a third factor viswed as important in determining

dividend policy (Baker et zl, 1984). Some may argue by saving

that availability of cash is not a counterpart of liquidﬁty, as a
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Firm might be viewed as liquid, although it may not have a
present cash. This statement is true, but it should be remembered
that the said company will not be viewed as liguid, unless it has
some other Ffinancial assets, which have the characteristic of
sasy conversion into cash with a negligible cost, and in this
case, the case 1s bolled down to a éituation in which the company
has a ready cash. This finding has also a support from Abdulla,
who found that 83.7% of his respondents believe that the cash
flow is an important factor in determining the dividend payment’s
level (Abdulla, 1990). In fact even Lintner has implicitly at-
tached a high importance to cash through his finding that com-
panies generally have target payout ratios and they move toward
those ratios through periodical adjustment rates ( Lintner,
1956). This is because, that this finding implies that any need
for cash is taken into consideration in advance, before moving
to the optimum ratio through the raté of adjustment. Van Horne
also views the cash as an important consideration ( Horne, 1986).
As a matter of fFfact it would have been surprising if the
responsas of the management did not pay a high value for li-
gquidity, as it would be difficult to imagine how a company can
pay cash dividend if it is illiquid. It is expscted that some-
body may argue by saying that it can borrow and pay dividend. It
should however be remembered that it will be difficult for the
illiguid firm to find a lendsr. In fact the firm in this case
will be wvulnerable to bankruptcy or liguidation, as gom&:bf the

unpaid creditors may sue it to demand their rights.
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Availability Of Profitable Investment:

Aamongst the findings, we found that the above factor comes fourth
in importance in determining the dividend policy. This finding

is in conformity with that of Rozeff, as he found that companies
who experience or expect to sxpsrience growth pay lower dividend

payout ratios. In fact he viewed this finding as a support to

"the view that investment- policy influences dividend

policy” " (Stern & Chew, 1986, p.326). Rozeff found that ~ 4 company
forecasting an annual growlh rate oFf 7% can be expected Lo have &
payoul ratio eleven percentage points higher than a company wibh
arn expected growth rate of 20 percent " ( Stern & Chew, 1986,
p.325). The finding is again in conformity with the previous
finding of Lintner, the periodically adjusted dividend pavout
ratio. If the conformity is not obvious, consider the following
example: Suppose that a company pays Bd.3 for each share in
dividend on income almost stable at Bd.é& for each share. Suppose
further that the earnings of the sald company 1is increased to
Bd.9 per share and has reached to a reasonable stability at the
new level. In this case if the firm see good opportunities for
profitable investment, holding other things equal, the company is
not expected to make full adjustment in 1ts dividend rate i.e.
the firm is not expected to pay Bd.4.5 in order to reach to its
optimum payout ratio, on the assumption that Bd.3 was the optimum
payout ratio. Most probably under these circumstances the firm

may make a partial adjustment like paying Bd.4 or Bd.4.25 For ex-

ample. Part of the cash saved as a result of the gap between the
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new payout ratio and the old or optimum ratio will be used for
investment purposes and the second part will be used for helping
the company to pay some dividends during the bad years, when

profits do not allow payment of dividends.

Stability Of Dividend Payment:

According to the participants in the survey the stability of
dividend payment comes Ffourth in the ranks of dividend policy
determinants, sharing the rank with the availability of
profitable investment. The relatively high importance attached
to this factor is consistent with Lintner’s findings, as accord-
ing to him many management believe that the majority of stock-
holders prefer a reasonably stable rate of dividend payment and
the market pays a premium on stability or gradual growth. The
management principal device to reach to a reasonably consistent
pattern of dividend is the dividend payout ratio (Lintner, 1956).
The responses of the managenent under the above determinant is
also in conformity with the result of Abdulla’s seminal study
made in the Gulf, as he found that maintaining a stability of
dividend either through stabilizing the rate of dividend per
share or through maintaining a percentage of the firm’s paid in
capital is an important consideration which affect the dividend
decision of many of the KSE’s listed companies (Abdulla, 1990).

ha)
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Pattern Of Past Earnings:

Most of the findings disclosaed so far leads the person to expect
the management to believe that the above factor is one of the im-
portant determinants, and that is what has happened,as they
viewed it to engage rank number six in the hierarchy of the im-
portant determinants of dividend policy. Again, this finding is
in line with Lintner’s finding, as according to him the pattern
of past earnings enters as important factor in deciding on the
firm target payout ratio. “among the more Imporiant facltors which
had more or less consclously and ratbtionally entered into Lhese
standard were: Lhe growlh prospects of Lhe Ifndustry ... and In-
ternal Ffund Flows, Judged by past sxperience ...  (Lintner,
1956,p. 104). It will not be difficult to imagine the importance

of the pattern of past earnings once we take into consideration

that the pattern of past earnings is one of the most important

indicators of the future earrnings, which has been found by Baker
et al and by this study, as the most important determinant of
dividend policy. Fama & Babiak have also , like Lintner, found
the pattern of past earnings an important determinant, through
their finding that managers take decisions to increase dividend
only when they become reasonably sure that they can keep the
dividend permanently at the new level (Archer & D’ambrosio,

1976). Consult the following table:

<
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Direction Of Recent

Earnings Changes Proportion Of Companies
Current Previous 2 years Increasing Maintain- Reducing
Year Year Earlier Dividend, % ing Dividend

Dividend, , %

Percent
+ + + 81 8 11
+ + - 67 15 18
+ - + - 58 17 25
- + + 54 15 32
+ - - 49 18 34
- + - 45 19 36
- - + 35 17 48
- - - 25 25 50
Source: Fama, E.F. And Babiak, " Dividend Policy: An Empirical

Analysis,” Journal 0Of The American Statistical Association, 63:

1132-1161 (December 1968), p.1134, in (Brealy, & Myers, 1988).

The Informational Effect Of Dividend:

The study has revealed that the above factor is of a moderate im-
portance, and comes under rank seven, 1in the hierarchy of the
main determinants of the firm dividend policy. This finding cor-
responds with the finding of Baker et al, as they found that
respondents have agreéd relatively strongly that dividand payout

affects common stock prices { Baker & QOthers, 1984). This find-
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ing also corresponds to the belief of Miller, M. H. & K. Rock, és
according to them there is an asymmetry in information available
to insiders -~ the management - and the outsiders i.e. the inves-
tors, and therefore the dividend can be used as a mean for send-
ing signals about the firm’s prospect (Miller & Rock, 1985).% In
fact our above finding is also supported by finding found by in-
vaestigators amongst the strongest proponents of MM proposal,
namely Black & Scholes. Thess two writers believe that a change
in dividend make some indications about the probable future

course of the firm’s earnings.

* It Miller & Rock can prova bevond any doubt the existence of
asymmetry in information betresen the two parties, they can render
the belief of the irrelevance school redundant, as perfect
market, which implies non asymmetry in information is the main

buttress on which MM proposal is buillt.

o
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However they have also found that if the new expectation they
have made as a result of the change in the dividend policy proved
to be wrong, the effect of ths information disappears* (Jensen &
Smith, 1984). The finding does also have a support from the
Finding of Abdulla (1990), asz he found that the management uses

the dividend payment as a signaling tool.

* Qur study did not approve or disapprove this second finding,
and it has been stated in herz because non stating it will dis

tort the findings of Black & 3choles.

<3
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Pattern Of Past Dividend,The bDesire O0f Management To Maintain Or

Increase The Stock Price And L=gal Requirement:

The respondents have made the above three determinants to share
rank number eight of the level of importance. However although
they have been made to engage the said rank, and which may seem
to the reader late 1in the sesguence of the hierarchy, the three
determinants are viewed as important in the dividend policy, as
the welight given to each of them, makes each to have a moderate
importance.* The responses received in connection of pattern of
past dividend is in line with the finding of Lintner, who found

“that many management beliewve that most stock-holders prefer Lo
hawve a reasonably stable rale and that the markel puts a premium

on sltability or gradual growth in rate”(Lintner, 1956, p.99). Ac
caording to the same researchar, companies in their effort to

avold erratic changes in rates use the device of target payout

ratio (Lintner, 1956). It 15 clear that the firms in order to
decide on the salid target ratio, must - if it wants the ratio
to lead to the avoidance of erratic changes in dividend- take

the pattern of past dividend into consideration. Baker et al

found the pattern of past dividend as one of the two most highly
ranked determinants (Baker et al, 1984). The management’s

response 1in respect of the importance of the factor, which has

¥ Moderate importance accordirg to the weighting of the question-
naire = 2, while each of the sald factors has received 2.259.
N

Refer to Table (2) in appendix (a).




resul ted in the start of the battle of the debate of the dividend
policy, specifically the desire of the management to maintain or
increase the stock price alrnost corresponds with the finding of
Abdulla, as he found that his respondents believe that dividend
announcement influences the p»rice of the stock (Abdulla, 1990).
It is also consistent with the finding of Baker et al, as they
have found that this Tactor has come fourth in importance (Baker
et al, 1984). The finding is not consistent with the proposal of
MM, but this does not mean that it can serve to support the
relevance school against the irrelevance school, as the school of
irrelevance has put the existence of a perfect market as a condi-
tion for the crystallization of their proposal, while the market
of Bahrain is not perfect, s can be seen from the existence of
fees, asymmetry in information...etc. The result found in
respect of the legal requirement indicates that most of the Bah-
raini publicly held companies are affected by the law. This is
contrary to the belief of Horne, who believes that legal restric-
tions are unimportant in most dividend decisions, and only some
companies are affected by Lhem. This however, does not con-
stitute a surprise . This iz because of the fact that egach
state has its own law, through which issues relating to the
dividend and issues relating to all of the affairs governed by
the state, are regulated, and therefore it is natural for the
responses on issues made in connection with the law’s impact to

differ Trom one country to another to reflect the effect &F the
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law in each state. In Bahrain the law seems to have a moderate
impact on the dividend decision. This prompts the gquestion of
“why the impact is so heavy in Bahrain?" The reply to this ques-
tion might be sesn in the following: The law requires the firm
to transfer 10% of the net profit in each vear to a legal reserve
account, until the reserve reaches 25% of the capital. The law
also dictates on the companiss to distribute, in the bad vears, a
minimum ratio of 5% of the paid up capital, as long as the legal
reserve account permits -doing so. At the same time it restricts
the companies from distributing the reserve account among the
awners of the company. The companies, however, can use the legal
reserve fund for the distrikbution of the above ratio or even of a
larger one when the profits are low. Among the restrictions im-
posaed by the law on the companies is non permitting the companies
to distribute the profits realized from the sales of fixed as-
sets, and dictating on then to transfer the said profits to a
resaerve account kept for tha purpose of restoring the assets of
the company (Ministry OFf Commerce And Agriculture (M.0.C.& A),
Art.189). The law also does not allow the company to decrease
its capital without the cornsent of the general assembly in ex-
traordinary meeting (M.0.C.& A, Art.12% ). So, from the above,
it can be seen that some of the requirements, especially the
building of reserves and the 5% ratio minioum requirement in
dividend pay, are expected to impos. some impact on the com-
panies. The above might be the reasons or at least someféf the

reasons which led the management of the Bahraini publicly held
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companies to attach the saild lsvel of importance to the legal re-

quirement.

Ability To Borrow:

This factor has engaged rank number eleven in the hierarchy of
importance. Its importance lies between slight and moderate as
its welght or mean is 1.777.% This finding seems somewhat in

line with Lintner’s. T IT Invesiment opporiunities were par-
Cicularly abundant and could nol be Financed with the Fund cur-
rently available afler Jdividead had been Increased in l1ine with
the established policies, Lhe remalning rLnvestment projects which
couldad be underiaken only Ehrough oulside Financing were re-
examined Lo make sure Lhat Chey were sulfficiently desirable as bo
FUsEIFfy the company In having recourse o oubtsice capltal. Ir
s, the necessary capllal was rarsed and Cthe projects were under-
takeny, ¥ not, the projects were abandoned. I'n the companiss
which as a mallier of policy would nol go o the oubside markel
excepl In most exibreme clroums fances, Che caplial budgsl vear by
year was simply cul o Tré the avallable funds” (Lintner, 1956,
0.105 and 106).

Satisfaction Of The Existing Shareholders To Retain The Same

Ability To Control The Organization:

This factor has been seen to have a slight importance and engaged
rank number twelve at a weight of 0.888. This finding seems to be
conflicting with the finding of Micheal Rozeff as he found that

dividend has a positive correlation with the number of outsiders

¥ According to the weighting of the questionnaire slight “impor-

tance * 1 Moderate importance = 2
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who bear the company’s shares ( Stern And Chew, 1986) . This
could mean that the management of the companies listed with BSE.
view one shareholder as good as another,as they may believe on
the belief of Hornme, and thst is the control can work two ways.
The stock holders who in cases when the company enters the capi-
tal market to sell new stock for financing the dividend payment,
can not buy any or enough shares which enable them to retain the
same percentage in the ownership of the company, may prefer to
receive low dividend. On the other hand when the company tries
to satisfy the desire of this type of stockholders through dis-
tributing low dividend, it exposes itself to a take over ri;k,
gspecially when there is an existing company or individual inves-
tors who view the company as a take over target, as in this case

the people seeking the takeovser may make use of the low dividend
for convincing the shareholdzrs that the company is not maximiz-

ing their interest ( Horne, .986).

The Status Of The Dispersion Of The Stockholders:

Rozeff as we have already stated under the previous factor has

fTound that as the dispersion of the stockholders increases, the

dividend pavout ratios incraass. YA tenfold Incresse in the
number ©of & company’s sharcholders from 500 fo 5000 tweically
raises the dividend payou: ralico by six percentage points;
another tenfold Increase, From 5000 Lo 50000 shareholder, would
rarlse the expected payout by ancother six points” (Stern,ARd Chew,
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1986, p. 325). He reasoned the positive correlation between the
dispersion of the stockholdars and the dividend payout by the
reduction of agency cost, through the additional information.
Rozeff assumes that when firms pay dividends to stockholders,
they enter the capital market issuing new securities to finance
existing and new investments. This process benefits the existing
shareholders by putting them in‘ a positive position which
enables them to observe the terms under which the new fund is
ralsead. Through the new ilssue the existing shareholders can
identify the new supplier of funds. There 1s also a strong
likelihood that the new lendors and the new equity suppliers will
not supply the fund, unless they are informed of its uses, and

this will give additional information to the existing

shareholders.

However, managers of BSE’s listed companies didn’t attach any
importance to the above factor, as they gave it a welight of only
0.962, making it to fill rank number thirteen. This belief seems
in consistency with thelr beilief in respect of the importance at-
tached to the concern about the continuity of dividend payment
and to the stability of dividend, as they highly valued these two

factors. Therefore, as lorng as they are highly concerned with

i

stability and continulity of dividend, they are not expected to
corraelate the magnitude of dividend payment with the number of

v,

the shareholders. ¥
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Cost Of Issuing New Stock:

According to Rozeff the transaction costs influence the dividend
payout ratios of the firm ( Stern, And Chew,1986). However, this
study has found that the impact of the abovementioned factorvis
negligible, as it has been g.ven a weight of 0.888 and engaged
rank number fourteen in importance, sharing the rank with the ef-
fect of dividend in reducing the agency cost. This indicates
that the cost of issuing new stock in Bahrain is low. Unfor~
tunately, information on the cost of issuance are not available
for this study, but the following may help in envisaging the mag-
nitude of the said cost:

1 - The middleman’s fee co!lected for his work in connection
with buying and selling of common stock has been set by the Mini-
ster of Commerce & Agriculture at 0.25% of the total value of

any shares’ consignment which has a value of Bd. 10,000 or less.

The minimum fee is Bd. 1/=.

2 - The fee is reduced to 0.125% on any value over Bd.10,000/=.
3 - The fee is collected from each of the consignment parties.

(BSE,1990).
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The Effect Of Dividend In Reducing The Agency Cost:

As already discussed under the analysis of the status of the dis-
persion of the stockholdeirs, Rozeff, believes that dividend
results in reduction of the agency cost. Easterbrook also
believes that agency cost, like monitoring of managers and the
cost resulted from the managers’ risk aversion can be reduced
through the dividend payments (Easterbrook, 1984). For more
details read the agency cost under possible determinants of
dividend policy in page 31. Our finding however has not sup-

ported the beliefs of the two writers. A Justification for the

responses made by the respondents in this connection might be

found in the frustration which invaded Fisher Black when he

thought that stockholders preference of $2 in dividend over $2

invested in assets might be a dood reason for pavying dividends,

but soon realized that the changes in the values of the stock and

bonds, created as a result cf the change in dividend policy are

so small to the extent that they would not be detectable. And

if the impacts are large, the company can negotiate with the

creditors. And if the company agrees‘not to pay any dividend at

all, it can be assumed that creditors will give better credit

terms, and this will eliminate the negative effects caused by the

dividend cut (Jensen & Smith, 1984).
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Conclusion: The above chapter has shown that the null hypothesis
which states that there is no significant differences between the
perceptions of the managers of the various groups of companies as
classified by BSE, could not be rejected. It has also shown that
the perceptions of the participants resembles the perceptions of
those who participated in Lintner’s (1956), Baker’s et al (1984)

and Abdulla’s (1990).

<




CHAPTER IV

CONCLUSTION
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Introduction: This chapte.r aims to summarize the main conclu-
sions derived from the analysis carried out in the preceding

chapter.

4: Conclusions:

The result of the survey has shown a high conformity with
Lintner’s behavioral model, developed by him in 195&. The study
has shown the expected-level of future earnings as the major
determinant of dividend policy with a weight of 2.851, followed
by the concern about the continuity of dividend payment in the
second rank, with a weight of 2.74 and liquidity in the third

rank, with a weight of 2.59%. Each of the said three factors is

viewed to have almost a grea: importance.

This study has attached to each factor contained by the continuum
of availability of profitable investment, stability of dividend,
pattern of past earnings, the informational effect of dividend,
the pattern of past dividends,legal requirements to pay dividend
and the desire of the management to maintain or increase the

stock price a value of moderate importance.

The factors of ability to borrow and the satisfaction of the ex-
isting shareholders to retais the same ability to control the

organization have been viewed to have a slight importancet




The continuum constituted of the status of the dispersion of the
stockholders, the effect of the dividend in reducing the agency

cost and the cost of issuing new stock has been seen outside the

circle of dividend determinants, and has no influence on the

dividend policy.

The study has also given some indication that the shares of the
companies which pay high-dividend - other things equal - command

higher prices than those who pay low divided.

It has also revealed that there are no significant differences

between the opinions of the respondents of the various groups of

companies as classified by BSE., in connection with the deter-

minants of dividend policies. This finding is in line with the

finding of Rozeff, as he found that the industry of a company
does not help in explaining its payout ratio ( Stern & Chew,

1986).

The study has also shown thrhough its theoretical part, that the
researchers are far from reaching to a consensus on the effect of
dividend policy on the value of the shares, despite the passage
of more than three decades since they started their research on

the issue.
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It is important after ending the conclusions to remind the

reader that this study was carried out in a non—-perfect market

and therefore its finding can not be taken as one of the tes-

timonies against MM proposal .
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Distribtion Table

Major Deterninants Of Firms Dividend Policy

Level Of Importance

1- Bxpected Level Of Future Earnings
%age of response
Weight

2- Patlern Of Past earnings.
4age of response
Weight

3= Availability Of Profitable Investpent
Percentage Of Response
Weight

4~ Cost 0f Issuing New Stock
Percentage 0f Response
Height

- Pattern O Past Dividends
Percentage Of Response
Weight

§- Concern About The Continuity Of Dividen:

payment
Percentage Of Response
Waight

7- Stability Of Dividend
Parcentage Of Response
Weight

8- Ligquidity
Percentage Of Response
Waight

9-  Ability Ta Borrow
Percentage Of Response
Height

10- The effect of the dividend in reducing -

agency costs such as cost of monitoring

managers amd the cost associated with r»

the indantures' coverants.
Percentage Of Response
Haight

Table (1)

ing

(79)

0., 4814
0

0 0.1852
00,3704

0.3333
0.9999

0. 1111
0. 1111

0.2962
0.5925

0.3703
1,111

0.1851
0.1851

92 0.2962
85 0.8888

o <=

P
— o

0.2592
0.2592

0. 1481
0.2962

0. 111t
0. 3383

0. 1481
0.1481

0.3333 0.3333
0.6666 !

0.1481
0. 1481

0.1481 0.
0.2962 1.

3703
1

0. 1111
0. 1111

0.2222 0. 4444
0.4444 1.333)

0.3333 0.
0.6666 0

0.0370
0.047

[l 2t

v —
[0

0.1481
0. 1481

0.1851 0.2222
0.3703 0.6666

0.2222 0.2222 0.0740
0,2022 0.4444 0,222

p.1/4

0.3704
1.4816

0.1481
0.5925

0.2222
0.8888

0.1111
04444

0.2962
1.1851

0.1481
0.5925

0.3333
1.3333

0.1481
0.5925

Total Wean

2.851

2.407

2,740

2,481

2.592

1.1

v,

Ny 1

0.§38

R




Table (1)

[1- Satisfaction of the existing shareholders to
retain the same ability to control the
organization,

Percentage Of Nesponse

Height

12- The status of the dispersion of the
stock-holdars.

Parcentage 0O( Response

Waight

13- Legal requirements to pay dividend.
Parcentage Of Response
Yeight

14- The informational effect of the dividend.
Percentage Of Response .
Welght

[5- The desire of the management to maintain or
increase the stock price.

Percentage 0f Response

Weight

Ractars Affecting Firms Dividend Policy
Financial

Level of Inportance

[- The price of the conmon stock is affected
by the dividend payout.

Percentage 0f Response

Weight

2- Decision on the dividend pavout is
' nade after satisfying the firm's
investment and financing regirements.
Percentage 0f Response
Weight

3= & lirm should have a target ratio of
dividend/earnings and adjust its
dividend payout periodically toward
the said target.

Percentage Of Response

Weight

Table (1)

119

0.1851 0,2222 0.3703 0.1481 0.0740 1
00,2222 0.7407 0.4444 0.2962

6655 0.0740 0.2222 0.1481 0 1
0 0,674 0.4444 0.4444 0

0.2962 0.0740 0.1111 0.1111 0.4074 1
0 0.074 0.2222 0,333 1.6296

0.0740 0,2222 0.2222 0.2592 0.2222 1
0 0.2222 0.4444 0.,7777 0.8888

0. L4801 0,1111 0,3333 0.1481 0.2592 !
0 01111 0.6666 0.4444 1,037

-3 -2 -1 0 1 2 3

00,0370 0.0740 0.0740 0.,0370 0.3333 0.444
0 -0.074 -0.074 00,0370 0.6666 1,333

1 1
! !
0.0370 00,0740 00,0740 0.4444 0,370
-0, 111 0-0.074 00,0740 0.8888 1,111

0.0740 0.0740 0,0370 0,0740 0.1481 0.3333 0.553

-0.222 -0,148 -0.037 0 0.1481 0.6666 0,777

P.2/4

Total Mean

1.888

1.888

1,185

»




4- The investors should be informed ahout
the reasons of any change in the
dividend policy.

Percentage 0Of Response

Weight

5- The dividend announcements are used
by the market for assessing the
value of the shares,

Percentage Of Response

Height

G- & change in the existing dividend
payout has more impact than the change
of the actual amount of dividend,

Percentage Of Response

Weight

T- The firn's {inancing decisions should
be independent of its dividend decisions.

Percentage Of Response

¥eight

- Dividend payments serve to give
signals about the future prospects
of the firm,

Percentage Of Response

Weight

f- A firm should not make changes in
its dividend rates if it is not almost
sure that it will not be forced to
reverse them in a yvear or so.

Percentage 0f Response

feight

[0- The firms chose to reduce or
suspend the payment of dividend if
this can avoid them approaching the
markel for issuing new equity, as the
cost of issuance is high,

Percentage 0f fResponse

Yeight

[1- The possibility of paying dividends
increases ae the firm's ability to
barrow increases.

Percentage Of Response

Yeight

Takle (1) {81

10 0
1 0
00,0370
0 -0.074

2.0370 0.1111
-0, 111

011
-0.3

.07

-0.2

014
0.4

11
3

40
22

81

44

-0.222

0.0370
-0.074

0.0740
-0.148

0.1t

!

b—

0.0740
-0.148

0.0370 0.0370 0

-0.037

0

0.0740 0.2222

-0.0M

0

1111 0.0370

-0.111

0.0370
-0.037

0

h
0

0.037¢ 0.1481

0,037

0

0.0740 0.1851

-0.074

0

0.0370 0.1481

-0.037

0

J481 0, 4444
J481 0.8888

.2962 10,2222
2962 0.4444

JA8L0,1851
J14810.3703

0.1481 0.2962
1481 0.5925

0.1851 90,2222
1851 0.4444

1481 0.2962
1481 0.6925

851 0,111
851 0.2222

0,333
1

0.037
0.111
0,370

11

0,444
1,383

0.222
0.666

0.074
0.222

<%
o =

1,925

1.814

0.444

L

1,888

0.814

0,296

A




12- A firm should struggle to retain
uninterrupted record of dividend
payments,

Percentage Of Nesponse

Waight

13- The importance attached to dividend
increases as the dispersion of the
stockholders increages,

Fercentage 0f Response

Waight

[4- Onca the {irm has made its decision on
its investment and financing policy, the
dividend policy has no impact on the
price of its stock.

Percentage Of Response

Weight

5= When a [irm experience or expect fo
exparience growth it reduces its
dividend ar pays none at all.

Percentage Of Regponse

Feight

Table {1)

(8:)

0.0740 0. 1111 0.0740 0.0370 0.2222 6.2222 0.259
-0.222 -0.222 -0.074 00,2222 0.4444 0,777

0.2222 0.0740 0.1481 0. 1111 0
-0.666 -0,148 0,148 00,

0.3333 0.1481 0.1851 0.0740

0. 1111 0,
-1 -0.236 -0.185 0 0.1

11
111

0.3333 0.1431 0.1481 0.0370 0,1481 0.0740 0.111
-1 -6.296 0,148 00,1481 0.1481 0,333

<3
-

P44

0.925

-0.25

'1003

'0181




Major Determinants of Dividend Policy
In Bahraini Publicly Held Compnanies.

Mean Rank
1 - Expected level
off future earnings 2.851 1
2 - Patern of past earnings 2.407 6
3 - Availability of
profitable investment. ; 2.481 4
4 - Cost of issuing new stock. 0.888 14
5 - Pattern of past dividend. 2.259 8
6 - Concern about the continuity 2.74 2
of dividend payment.
7T - Stability Of Dividend. 2.481 4
8 - Liquidity. 2.592 3
9 - Ability to borrow 1.777 11

10 = The effect of the dividend

in reducing the agency cost such as

cost of monitoring managers and the

cost associated with making 0.888 14
the indentures’ covenants.

11 - Satisfaction of the existing
shareholders to retain the same
ability to control the organization. 1.703 12

12 - The status of the dispersion

of the stockholders. 0.962 13
13 - Legal requirements to psv

dividend. 2.259 8
14 - The informational effect

of the dividend. 2.333 7
15 - The desire of the management

to maintain or increase the 2.259 8

stock price.

Table (2) (83)
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Major Determinants of Dividend Policy
According To The Responses Of Commercial
Banks’ Managers

Mean Rank

1 - Expected level

of future earnings 2.4 2
2 - Patern of rast earnings 2.8 1
3 - Availability\of

profitable investment. 2.2 6
4 - Cost of issuing new steck. 1 12
5 - Pattern of rast dividend. 2 8
6 - Concern about the continuity 2.4 2
of dividend payment.

7 - Stability Of Dividend, 2.4 2
8 - Liquidity. 1.6 9
9 - Ability to borrow 0.8 14

10 - The effect of the dividend

in reducing the agency cost such as

cost of monitoring managers and the 0.8 14
cost associated with making

the indentures’ covenants.

11 - Satisfaction of the existing
shareholders to retain the same 1.4 10
ability to control the organization.

12 - The status of the dispersion

of the stockholders. 1 12
13 - Legal Requirements tc pay

dividend. 2.4 2
14 - The informational effect

of the dividend. 2.2 6
15 - The desire of the management

to maintain or increase the 1.4 10 .

P

stock price.

Table (3) P.1/4
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Major Determinants of Dividend Policy

According To Offshore Banks & Investment

Companies Managers

1l - Expected level
of future earnings

2 - Patern of past earnings

3 - Availability of
profitable investment.

4 - Cost of issuing new stock.
5 - Pattern of past divfdené.
6 - Concern about the contiruity

of dividend payment.

7 - Stability Of Dividend.
8 - Liquidity.

9 - Ability to borrow

10 - The effect of the divicend

in reducing the agency cost such as
cost of monitoring managers and the
cost associated with making

the indentures’ covenants.

11 - Satisfaction of the existing
shareholders to retain the came
ability to control the orgarization.

12 - The status of the dispecrsion
of the stockholders.

13 - Legal Requirements to yay
dividend.
14 - The informational effect

of the dividend.

15 - The desire of the managcement
to maintain or increase the

stock price.

Table (3)

Mean

3.5714

2.8572

2.0003

1.5717

2.7143

2.8574

2.8571
3.1429

2.4288

2.0002

1.7143

2.4288

-3

Rank

10

13

15

11

14

12




Major Determinants of Dividind Policy
According To Insurance Comp:nies’

Managers Mean Rank
1 - Expected level

of future earnings 1.5 9
2 - Patern of past earnings 1 11

3 - Availability of

profitable investment. 2.75 2
4 - Cost of issuing new stock. 0.5 15
5 - Pattern of past dividenc. 1.75 7
6 - Concern about the contiyuity

of dividend payment. - 2 4
7 - Stability Of Dividend. 1.5 9
8 - Liquidity. 3 1
9 - Ability to borrow 2 4

10 - The effect of the dividcdend

in reducing the agency cost such as
cost of monitoring managers and the
cost associated with making

the indentures’ covenants. 0.75 13
11 - Satisfaction of the existing

shareholders to retain the <¢ame

ability to control the orgarization. 2 4

12 - The status of the dispocrsion

of the stockholders. 0.75 13
13 - Legal Requirements to 1ay

dividend. 1 11
14 - The informational effect

of the dividend. 1.75 7
15 - The desire of the manasement

to maintain or increase the

stock price. 2.75 2
Table (3) P.3/4
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Major Determinants of Dividend Policy

According To Services Sectors’ Managers
Managers Mean
1 - Expected level

of future earnings 3.2
2 - Patern of past earnings 3
3 - Availability of

rprofitable investment. 2.2
4 - Cost of issuing new stock. 1.2
5 - Pattern of past dividend. 2.8
6 - Concern about the continuity

of dividend payment. 3.2
7 - Stability Of Dividend. 2.8
8 - Liquidity. 2.2
9 - Ability to borrow 1.4
10 - The effect of the dividend

in reducing the agency cost such as

cost of monitoring managers and the

cost associated with making

the indentures’ covenants. 1.4
11 - Satisfaction of the existing
shareholders to retain the same

ability to control the organization. 1.6
12 - The status of the dispersion :
of the stockholders. 1.6
13 - Legal Requirements to pay

dividend. 3
14 - The informational effect

of the dividend. 2.8
15 - The desire of the management

to maintain or increase the

stock price. 1.6
Table (3) P.4/4
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Rank

19

13

13

10

10

10

14




Part One OF The Questicnnaire:

H Test Results. Value of X0.05 for 4-1 degree of freedom
= 7.815 Criterion: Reject the null

Question Number: hypothesis if H > 7.815, otherwise reserve

X d

Jjudgement.

Question Number:

[
[
D
1]

12/(20x21) x ( 5172/5+5072/5+6372/5+4672/5)-3x21

s
"

1-{ (273-2)+(273-2)+(1173-11)3}/(2073~-20)

A/B = 1.1043

N
]
o
i

12/(20x21) x (56.572/5+4872/5+61.572/5+4472/5)-3x21

@
H

1-{ (1073-10)/7980}

A/B=  1.2362

2]
t
>
"

12/(20%x21) x (5172/5+5572/5+5072/5+5472/5)-3%x21
B = 1-{(373-3)+(773-7)}/7980

A/B= 0.10173

EN
f
>
"

12/(20%21) x (53.572/5+457°2/5+6472/54+47.572/5)-3x21
B =1 - {( 33-3)+(12"3-12)}/7980

A/B = 1.56748

9}
I
D
"

12/(20%21) x ( 5272/5+5772/5+5872/5+4372/5)-3x21

w
1]

1-{(473-4)+(973-9)}/7980

A/B = 0.89298

.
12/(20x21) x (48.572/5+5572/5+58.572/5+4872/5)-3x21

& - A=
B = 1- {(873-8)/798¢C}
A/B = 0.4788

TrsLi (4)




5

A = 12/(20%21) % (47.5°2/5+55°2/5+6272/5+45.572/5)~3x21

B = 1 - {( 2°3-2)+(373-3)+(11"3-11)}/7980

A/B = 1.17267

A = 12/(20x21) x ( 57.572/5+4872/5+52°2/5+52.572/5)-3x21

B = 1 - {(3°3-3)+(2°3-2)+(973-9)1/7980

Aa/B = 0.286976

A = 12/(20x21) x ( 63.5°2/5+ 45°2/5+ 47°2/5+ 54.572/5)-3x21
B = 1 - {( 273-2)+ (1073-10)}/7980

A/B = 1.380923

A = 12/(20x21) x (57.572/5+ 52°2/5+ 5472/5+ 46.572/5)-3x21
B = 1- {( 2°3-2)+ (1373-.3)3/7980

a/B = 0.5

A = 12/(20x21) x ( 54.572/5+ 51°2/5+ 537°2/5+ 51.572/5)-3x21
B = 1-{( 2°3-2)+ (973-9):/7980

a/B=  0.04715

See next page for formulax used.
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12/(20%x21) x ( 5072/5+ 5672/5+ 5772/5+ 4772/5)-3x21

i

12 - A

B 1-{( 273-2)+ (1473-14)3}/7980

1

A/B=  0.4011

13 - A = 12/(20%x21) x { 5772/5 + 4472/5+ 6072/5+ 4972/5)-3x21
B = 1-{(1373-13)/7980}
A/8 = 1.26666

14 - A = 12/(20x21) x (6C72/5+ 4972/5+ 5672/5+ 4572/5)-3x21
B = 1-{( 27°3-2) + (&873-8)}/7980
A/B = 0.8363

15 - A = 12/(20%x21) x (&6C72/5+ 4872/5+ 4572/5+ 5772/5)-3x21
B = 1-{( 273-2) + (273-2)+ (773-7)}/7980
A/B = 0.91415

Formula:

*

K 2
H = 12/{n(n+1)} Z.Ri /ni - 3(n+1)
(=]

Aadjustment Formula For Ties:
2 2
3
1%(1- T)/ (N - N)

Ri= Sum of the ranks assigred to ni values of the ith sample.
G= Number of different Group of ties.

T= No. of ties observation in the tied group of scoors. v

N= Total number of observation.

* Source: Freund & Smith (1986).

** Source: Groebner & Sharnon (1989).
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Figures For Comparison

Firm’s Name/Year 1985

N.P* DPR EPS DPS MPPS
ACB 2301 0.348 0.288 0.1 1.73
AIC 80 0 0.08 0 0.675
BATELCO 26133 0.574 0.437 0.25 2.79
BBK 0 0 0 0 2.15
BCPC 705 0.748 0.1 0.075 1.28
BFMC 646 0.5 0.3 0.15 1.55
BHC 1267 0.669 0.149 0.1 1.45
BIB 619 0.929 0.108 0.1 1.22
B.INTL.B 5306 0.7617 0.029 0.023 0.275
BIC 406_0.222 0.677 0.15 2
BKIC 108 0.657 0.09 0.06 1.575
BLIC -468 0 -0.187 0 1.2
BMB 97 0 0.004 0 0.1
BM&MI 2440 C.885 0.452 0.4 3.5
BSB 2175 0 0.054 0 0.405
BSR&E 380 0.737 0.475 0.35 3.5
BTC 2262 0.158 0.314 0.05 0.7
DPFC 455 0] 0.303 0 0.825
GT&FPCO 994 0.629 0.398 0.25 2.6
INVESTCORP 4544 0.622 0.006 0.004 0.027
NBB 8040 0.522 0.287 0.15 3.77
NI&ECO 3371 G.475 0.843 0.4 4.55
NHC -1535 0 -0.11 0 0.26
Averages 2622.87 0.411 0.222 0.114 1.658
Table (5) See Notes On The Table On P.6
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DY
0.058

0.09

0.059
0.097
0.069
0.082
0.082
0.005
0.038

0.114

0.1
0.071

0.096
0.131

0.04
0.088

0.053
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Firm's Name/Year

ACB

AIC
BATELCO
BBK
BCPC
BFMC
BHC

BIB
B.INTL.B
BIC
BKIC
BLIC
BMB
BM&MI
BSB
BSR&E
BTC
DPFC
GT&FPCO
INVESTCORP
NBB
NI&ECO
NHC

Averages

N.P* DPR
400 8.51
34 0
17618 ©.766
0 0
748 0.705
339 0.634
1090 ©.778
693 0.83
6148 0.772
525 0.229
134 0.672
-577 0 -
1302 0
1943 0.834
1152 0.868
353 0.793
88 4.068
455 0.328
835 1.749
5718 0.495
4370 0.641
2052 0.78
-1124 0

1925.913 1.02
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1986
EPS
0.006
0.034
0.294

0
0.106
0.157
0.128
0.121
0.034
0.438
0.112
0.231
0.005

0.36
0.029
0.441
0.012
0.303
0.334
0.029
0.156
0.513
-0.08

0.144

DPS MPPS
0.05 1.5
0 0.6
0.225 3.05
0 1.21
0.075 1.19
0.1 1.565
0.1 1.5
0.1 1.4
0.026 0.37
0.1 1.9
0.075 1
0 0.35

0 0.11

0.3 3.75
0.025 0.358
0.35 3.5
0.05 0.85
0.1 0.575
0.25 3
0.014 0.032
0.1 2.75
0.4 5

0 0.2
0.106 1.554




Firm’s Name/Year

ACB .
AIC
BATELCO
BBK
BCPC
BFMC
BHC

BIB
B.INTL.B
BIC
BKIC
BLIC
BMB
BM&MI
BSB
BSR&E
BTC
DPFC
GT&FPCO
INVESTCORP
NBB
NI&ECO
NHC

Averages

N.P*
-5555
20

17752

-23442
726
506

1148
686
6476
743
142
-508
-8200
1523
664
-493
358
390
686
10589
4360
1690
-495

424.609

S5O OO D
[0e]
s 0]
-3

NN
o
i)
w

1987
EPS
-0.694
0.02
0.296
~-0.426
0.103
0.235
0.135
0.119
0.009
0.619
0.118
-0.203
-0.015
0.282
0.017
-0.616
0.064
0.131
0.274
0.027
0.156
0.338
-0.035

0.041

94

9 0
7 0
5 0.087
7 0
5 0.065
.5 0.067
1 0.057
4 0.071
6 0.069
9 0.007
1 0.05
0.25 0
0.066 0
0.077
0.37 0

0.2
0.051
0.048
0.096
0.107
0.048
0.073
0.45 0

1.473 0.051
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Firm’s Name/Year

ACB

AIC
BATELCO
BBK
BCPC
BFMC
BHC

BIB
B.INTL.B
BIC
BKIC
BLIC
BMB
BM&MI
BSB
BSR&E
BTC
DPFC
GT&FPCO
INVESTCORP
NBB
NI&ECO
NHC

Averages

N. P
1021
35
19563
1005
721
397
2004
724
5707
1032
194
=215
3782
1865
-2801
458
621
374
823
17407
6810
1731
3740

2913.087

DPR

0

0
0.767

0
0.781
0.542
0,064
0.794
0.809
0.233
0.371

0
0.698
1.013

0
0.611
0.572
0.556
0.759
0.325
0.647
0.924

0

0.455

1988

EPS DPS

0.128 0
0.035 0
0.326 0.25
0.018 0
0.103 0.08
0.185 0.1
0.236 0.15
0.126 0.1
0.008 0.007

0.86 0.2
0.162 0.06
-0.086 0
0.007 0.005
0.345 0.35
-0.14 0
0.573 0.35
0.087 0.05
0.126 0.07
0.329 0.25
0.044 0.014
0.243 0.15
0.346 0.22
0.276 0
0.189 0.105

MPPS
1.075
0.5
3.25
0.695
1.13
1.4
2.1
1.61
0.092
1.9

1
0.17
0.074
3.6
0.79
3.5
0.875
1.45
2.95
0.313
3.1
4.5
0.33

1.583

DY
0
0
0.078
0
0.071
0.071
0.072
0.062
0.07
0.005
0.06
0
0.064
0.097
0
0.1
0.058
0.048
0.085
0.045
0.048
0.071
0

0.048
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Firm’s Name/Year

ACB

AIC
BATELCO
BBK
BCPC
BFMC
BHC

BIB
B.INTL.B
BIC
BKIC
BLIC
BMB
BM&MI
BSB
BSR&E
BTC
DPFC
GT&FPCO
INVESTCORP
NBB
NI&ECO
NHC

Averages

N.P*: ( In Bd. 000)

N.P*

-3984
158
20607
5137
728
321
1503
792
5829
4217
226
-150
3918
2426
1621
612
676
296
8417
19522
8070
1815
248

3115

DPR
0
0
0.728
0
¢.821
0.67
0.677
0.726
0.788
0.703
0,531
0
0.673
0.946
0.617
2.092
0.74
0.802
0,797
0.29
0.694
D.924
0

0.618

Source:Bahrain Stock Exchange.

1989

EPS DPS MPPS
-0.49 0 1.12
0.158 0 0.935
0.343 0.25 3.31
0.093 0 0.84
0.104 0.085 1.02
0.149 0.1 1.41
0.177 0.12 2.05
0.138 0.1 1.5
0.008 0.007 0.092
0.356 0.25 3.3
0.188 0.1 1.55
-0.12 0 0.282
0.007 0.005 0
0.449 0.425 4.15
0.081 0.05 0.79
0.765 1.6 8.15
0.094 0.07 0.94
0.1 0.08 0.93
0.339 0.27 3.07
0.049 0.014 0.282
0.288 0.2 3.27
0.379 0.35 4.505
0.013 0 0.442
0.159 0.177 1.91

96




Abbreviations:

ACB: Alahli Commercial Bank, AiC:Alahlia Insurance Company.
Batelco: Bahrain Telecommunication Company, BBK: Bank Of Bahrain

& Kuwait, BCPC: Bahrain Car Park Company, BFMC: Bahrain Flour Mill
Co., BHC: Bahrain Hotels Companay, BIB: Bahrain Islamic Bank,
B.Intl.B: Bahrain International Bank, BIC: Bahrain Insurance Company
BLIC: Bahrain Light Industries, BKIC: Bahrain & Kuwait Insurance
company, BMB: Bank Of Bahrain % The Middle East, BM&MI: Bahrain
Maritime & Merchantile International, BTC: Bahrain Tourism Company,
DPFC: Dilmon Poultry Farm Company, GT&FPCO: General Trading & Food
Processing Company, Investcorp: Investcorp Bank, NBB: National
Bank Of Bhrain, NI&ECO: National Import & Export Company and NHC:
National Hotels Company. '

N.P: Net Profit DPR: Dividend Payout Ratio EPS: Earning Per
Share DPS: Dividend Per Shar= MPPS: Market Price Per Share
DY: Dividend Yield.

P.6
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Bahraini Publicly Held Companies
Yearly Comparison Of Net Profit
And Dividend Payout (DP)
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Yearly Comparison Of Net Profit
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BAHRAINI PUBLICLY HELD COMPANIES
YEARLY COMPARISON OF DPS, MPPS &
CIVIDEND YIELD
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BAHRAINI PUBLICLY HELD COMPANIES
YEARLY COMPARISON OF DPS, MPPS &
DIVIDEND YIELD
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BAHRAIN TZL.LECOMMUNICATION CO.
YEARLY COMPARISON
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BAHRAIN TELECOMMUNICATION CO.
YEARLY COMPARISON
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Alahli Com. Bank
Yearly Comparlson
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Alahlia Insurance Company
Yearly Comparison
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Dear Sir/Madam,

As partial fulfillment of Master’s Degree requirements at the
University of Bahrain, I have chosen to do a study on the
dividend determinants in the Bahraini publicly held companies
registered in the Bahrairi Stock Exchange as at 31/12/1990. And
as your company is one of the members of the said Stock Exchange,
I Kindly request you to complete the enclosed questionnaire at

your earliest convenience.

Yours sincerely,

Essa Makki Abdulla,
Student No. 876 309
Tel. Res. 326 030

off. 250 805
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Please rank the following statements according to their level of -

importance in the dividend policy:

0= No importance 1= Slight importance 2= Moderate importance

3= Great importance 4= Maximum importance.

Please put your answer in the brackets placed at the end of

each statement:

1- Expected level of future earnings.

2- Pattern of Past earnirgs.

3- Avalilability of profitable investment.

4- Cost of issuing new stock.

5~ Pattern of past dividends.

6- Concern about the continuity of dividend payment.
7- Stability Of Dividend.

8- Liquidity.

NN NN N N AN NN
A A N N N O e N )

9- Ability to borrow.

10- The effect of the dividend in reducing the agency costs
such as cost of monitcring managers and the cost asso-
ciated with making the indentures’ covenants. ( )

11- Satisfaction of the existing shareholders’ desire to

retain the same ability to control the organization. ( )
12- The status of the dispersion of the stock-holders.ﬁ' ( )
13- Legal requirements to pay dividend. ( )
14— The informational effect of the dividend. ( )
15—~ The desire of the management to maintain or increase N

the stock price. { 5
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Please state yvour opinion for each of the following statements:

-3= Strongly disagree -2= Moderately disagree -1= Slightly
disagree 0= No opinion +1= Slightly agree +2= Moderately
agree +3= Strongly agree.
1- The price of the commcn stock is affected by the

dividend payout. (
2—- Decision on the dividend payout'is made after satis-

fying the firm’s investment and financing regirements. (
3- A firm should have a target ratio of dividend/earnings

and adjust its dividend payout periodically toward the

said target. (

4- The investors should be informed aboout the reasons of

any change in the dividend policy. (
5- The dividend announcenrents are used by the market for

assessing the value of the shares. (
66— A change in the existing dividend payout has more

impact than the change of the actual amount of dividend.(
7- The firm’s financing cscisions should be independent of

its dividend decisions. (

P

1I0




Dividend payments serve to give signals about the
future prospects of the firm. (
A firm should not makes changes in its dividend rates

if it is not almost sure that it will not be forced to
reverse them in a yesr or so. (
The firms chose to reduce or suspend the payment of
dividend if this can avoid them approaching the market
for issuing new équity, as the cost of issuance is high.(
The possibility of paying dividends increases as the
firm’s ability to borrow increases. (
A firm should struggle to retain uninterrupted record

of dividend payments. (
The importance attacred to dividend increases as the
dispersion of the stocckholders increases. (
Once the firm has made its decision on its investment
and financing policy, the dividend policy has no

impact on the price of its stock. (
When a firm experience or expect to experience growth

it reduces its dividend or pays none at all. (

IIT
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