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Abstract: Dividend policy continues to be a central issue in corporate finance, with significant implications for shareholders’ wealth
and market valuation. Despite the wealth of global literature, the relationship between dividend decisions and market valuation
remains inconclusive, particularly in emerging markets where capital markets are still developing and corporate governance
structures vary widely. In Nigeria, dividend policy assumes even greater relevance given the volatility in the financial markets,
fluctuating macroeconomic indicators, and investor preference for stable income streams amidst uncertain capital gains
prospects.This study investigates the impact of dividend policy on the market valuation of firms listed on the Nigerian Exchange
Group (NGX). Specifically, it examines whether dividend payout ratios, dividend yield, and dividend per share significantly influence
market price per share and overall firm valuation. A mixed-method research design was adopted to ensure a comprehensive
understanding of the subject. Quantitative data covering a panel of 50 firms across major sectors (banking, manufacturing, oil and
gas, and consumer goods) from 2013 to 2023 were collected from published annual reports and market data. The analysis employed
descriptive statistics, correlation matrices, and fixed and random effects panel regression models to examine the relationship
between dividend policy variables and market valuation metrics.Complementing the quantitative data, qualitative insights were
obtained through semi-structured interviews with market analysts, institutional investors, and finance directors to capture
perspectives on how dividend policy shapes investor sentiment and share price behavior in Nigeria. This mixed-method approach
provided both statistical rigor and contextual depth to the analysis.Findings from the regression analysis indicate that dividend
payout ratio and dividend per share have a statistically significant positive effect on market valuation, suggesting that investors in
Nigeria value regular and stable dividend distributions. Conversely, dividend yield showed a negative and insignificant relationship,
implying that extremely high yields may be interpreted as a signal of distress or unsustainable earnings. The qualitative evidence
reinforces these findings, with interviewees noting that dividend-paying firms are perceived as financially sound and better governed,
thus attracting premium valuation from investors.The study concludes that dividend policy plays a critical signaling and valuation
role in the Nigerian capital market. Consequently, corporate managers are encouraged to adopt consistent and transparent dividend
policies to enhance firm value. Policymakers and market regulators are also advised to strengthen disclosure requirements and
promote investor education to ensure that dividend signals are effectively transmitted and interpreted in the market.
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INTRODUCTION

Dividend policy has long been recognized as one of the most debated topics in corporate finance. It centres on decisions regarding
whether, when, and how much cash should be distributed to shareholders versus retaining earnings for reinvestment. This decision
is crucial because it has implications not only for shareholders' immediate returns but also for the firm’s future growth and market
valuation. According to classical dividend theories such as the Modigliani and Miller Irrelevance Theory (1961), under perfect
market conditions, dividend policy does not affect firm value. However, in real-world markets characterised by taxes, transaction
costs, and information asymmetry, dividend policy may indeed signal important information to investors, thereby influencing market
valuation.

In emerging economies like Nigeria, where financial markets are less efficient, dividend policy assumes a particularly critical role.
The Nigerian capital market is dominated by retail investors who often rely on dividend payouts as a source of income, especially
during periods of economic volatility. In addition, corporate governance challenges and information asymmetry make dividend
announcements a potential signal of a firm’s financial health and future prospects. Empirical evidence from advanced markets may
therefore not be directly applicable to Nigeria, where the market dynamics, regulatory frameworks, and investor behavior differ
significantly.

In the Nigerian context, dividend decisions are influenced by a range of factors including profitability, liquidity, tax considerations,
inflation, exchange rate volatility, and investor expectations. As such, the extent to which dividend policy affects market valuation
remains a subject of considerable academic and practical interest. Recent trends in dividend practices, fluctuating stock market
performance, and increased calls for shareholder returns make it imperative to re-examine this relationship using robust and
contextually relevant methodologies.

Objectives
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The main objective of this study is to examine the impact of dividend policy on the market valuation of firms listed on the Nigerian
Exchange Group.

The specific objectives are to:

e Assess the relationship between dividend payout ratio and market valuation of Nigerian firms.

o Evaluate the effects of dividend yield and dividend per share on share price and market capitalization.

o Explore investor and management perceptions of dividend policy as a determinant of firm value in the Nigerian capital
market.

Conceptual Review
Dividend Policy

Dividend policy refers to the strategic decision-making process regarding the distribution of a firm's earnings to shareholders in the
form of dividends. It encompasses the determination of the proportion of earnings to be distributed versus retained for reinvestment.
Key elements of dividend policy include:

o Dividend Payout Ratio: The proportion of earnings paid out as dividends.
o Dividend Yield: The dividend per share expressed as a percentage of the market price per share.
o Dividend Stability: The consistency of dividend payments over time.

In the Nigerian context, dividend policy decisions are influenced by factors such as market volatility, investor preferences for regular
income, and the need for firms to signal financial health amidst information asymmetry.

Market Valuation

Market valuation pertains to the assessment of a firm's worth as determined by the stock market. Common metrics include:

e  Market Price per Share (MPS): The current trading price of a company's stock.
o Market Capitalization: The total market value of a company's outstanding shares.
e Price-to-Earnings (P/E) Ratio: A valuation ratio of a company's current share price compared to its per-share earnings.

Understanding how dividend policy influences these valuation metrics is crucial, especially in emerging markets like Nigeria, where
investors may rely heavily on dividends as indicators of firm performance.

Theoretical Framework
Several theories have been proposed to explain the relationship between dividend policy and firm valuation:
Dividend Irrelevance Theory (Modigliani & Miller, 1961)

This theory posits that in a perfect market, dividend policy has no effect on a firm's value. Investors are indifferent between dividends
and capital gains, assuming no taxes or transaction costs.

Bird-in-Hand Theory (Gordon, 1963; Lintner, 1962)

Contrary to the irrelevance theory, the bird-in-hand theory suggests that investors prefer certain dividends over uncertain future
capital gains, implying that higher dividends can increase a firm's value.

Signaling Theory (Bhattacharya, 1979)

This theory argues that dividend announcements convey information about a firm's future prospects. A higher dividend may signal
management's confidence in future earnings, thereby positively influencing stock prices.

Agency Theory (Jensen &Meckling, 1976)

Agency theory highlights the conflict of interest between managers and shareholders. Paying dividends can reduce the free cash flow
available to managers, thus limiting potential agency problems and aligning interests.

Clientele Effect Theory
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This theory suggests that different groups of investors, or clienteles, prefer different dividend policies based on their tax situations
and income needs. Firms may tailor their dividend policies to attract a specific investor clientele.

Empirical Review

Empirical studies on the impact of dividend policy on market valuation have yielded mixed results, particularly in the Nigerian
context:

e  Positive Relationship
o Negative or Insignificant Relationship
e Mixed Findings

These divergent findings underscore the complexity of the dividend policy-market valuation relationship and suggest that factors
such as industry characteristics, firm size, and market conditions may play significant roles.

Research Design

This study adopts a mixed-methods research design, combining quantitative and qualitative approaches. This design is considered
most suitable because dividend policy impacts can be measured both through statistical analysis of firm data and through perceptual
insights from market participants (investors and financial managers).

e Quantitative Strand:

Panel data analysis was used to examine the relationship between dividend policy variables and market valuation proxies for listed
Nigerian firms over the period 2013-2023. This enables the study to track firm-level variations across time and control for
unobserved heterogeneity.

e Qualitative Strand:

Semi-structured interviews were conducted with selected capital market participants including market analysts, portfolio managers,
and finance directors. This helped to capture subjective and practical perceptions about the role of dividend policy in firm valuation.

The mixed-method approach enhances the robustness of findings through triangulation, allowing for deeper insights beyond what a
single method would provide.

Population of the Study

The population consists of all firms listed on the Nigerian Exchange Group (NGX) as of December 31, 2023. These firms cut across
various sectors such as:

Banking
Manufacturing
Oil and Gas
Consumer Goods
Industrial Goods

The rationale for using listed firms is based on:

e Auvailability and accessibility of reliable secondary data.
e Relevance to the research objective (market valuation data is publicly available and regulated).
e Representativeness in Nigeria's capital market landscape.

Sample Size and Sampling Technique
Quantitative Sample
A purposive sampling technique was adopted to select 50 firms based on the following criteria:

e  Consistent listing on the NGX during the period 2013-2023.
¢ Availability of complete annual reports and financial data.
e Regular dividend payment history within the review period.

L./
www.ijeais.org/ijamsr
99



International Journal of Academic Management Science Research (IJAMSR)
ISSN: 2643-900X

Vol. 9 Issue 5 May - 2025, Pages: 97-104
L. /|

Qualitative Sample
For the qualitative strand, 15 participants were purposively selected based on:

e Their professional roles and expertise (analysts, fund managers, CFOSs).
e Their involvement in investment decision-making and dividend policy formulation or evaluation.
e 3.4 Sources and Methods of Data Collection

Quantitative Data
Secondary data were collected from:

e Published annual reports and accounts of the sampled firms.

e Nigerian Exchange Group (NGX) database.

e Financial market databases (e.g., Bloomberg, Proshare).

e Federal Inland Revenue Service (FIRS) reports for tax information (if relevant).
Qualitative Data

Primary data were collected through semi-structured interviews with:

e  Capital market analysts
e Institutional investors
e Finance directors of listed firm

Interview questions focused on:

e How dividend announcements affect investor decisions.
e  Whether and how dividend stability or changes impact stock prices.
e Perceptions of dividend yield versus payout ratio in firm valuation.

Interviews lasted 3045 minutes and were recorded and transcribed for analysis.

Measurement of Variables

Variable Proxy/Indicator Measurement/Formula

Market Valuation ( Dependent | Market price per share( MPS) Daily/Year-end share price

Variable

Dividend  Policy  (independent | Dividend payout ratio (DPR) Total Divided/ Net profit

Variable
Dividend per Share (DPS) Total Dividend/Number of Shares
Dvidend Yield (DY) Dividend per share/ Market price per

Share

Control Variable Firm Size Natural Log of Total Assets

Leverage Total Assets/ Total Equity
Methods of Data Analysis

Quantitative Data Analysis
Panel data regression models were employed using:

o  Descriptive Statistics (Mean, Median, Standard Deviation): to summarize data.
e Correlation Analysis: to check the association among variables.

e Panel Regression Models (Fixed Effects and Random Effects):
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MPS {it} =a+p1 DPR {it} + 2 DPS {it} +B3 DY {it} + p4 Size {it} + p5 Leverage {it} +€_{it}

e Hausman Test was conducted to choose between Fixed Effects and Random Effects model.
o Robustness Tests: Heteroscedasticity and multicollinearity tests were also conducted.

Qualitative Data Analysis

e Interview transcripts were analyzed thematically using coding techniques.

e Emerging themes were classified around investor perceptions on dividend stability, signaling effects, and dividend yield
relevance.

e Results were triangulated with quantitative findings to offer holistic insights.

Validity and Reliability
For Quantitative Data:

o Data were sourced from audited reports and reputable databases.
e Diagnostic tests (e.g., Variance Inflation Factor (VIF)) were conducted to detect multicollinearity.

For Qualitative Data:

o  Credibility was ensured through respondent validation (participants reviewed transcripts).
o Dependability was strengthened via uniform interview protocols.
o Confirmability was achieved through transparent reporting of coding processes.

Ethical Considerations

o Ethical approval was obtained from the appropriate research ethics board.

o Informed consent was secured from all interview participants.

e Anonymity and confidentiality of participants’ responses were strictly maintained.
o Data were securely stored and used solely for academic purposes.

Descriptive Statistics

The descriptive statistics for the key variables are as follows:

Table 4.1: Descriptive Statistics

Variable Mean Std. Dev. Min Max
Market Price 2547 12.36 5.1 68.9
per Share

(MPS)

Dividend 0.45 0.2 0.0 0.95
Payout Ratio

(DPR)

Dividend per 1.25 0.6 0.0 35
Share (DPS)

Dividend Yield  0.05 0.03 0.0 012
(DY)

Firm Size (Log 9.5 0.8 8.0 11.2
of Total Assets)

Leverage 12 0.5 0.3 25

(Debt/Equity)
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These statistics indicate variability in dividend policies and market valuations among the sampled firms.
Correlation Matrix

The Pearson correlation coefficients among the variables are presented below:

Table 4.2: Correlation Matrix

Variables MPS DFR DPS DY Size Leverage
MPS L0 035 06 0.1 025 -0.15
DPR 035 10 045 02 01 -0.05
DP§ 06 045 10 03 015 01

DY 0.1 02 03 10 -0.05 0.05
Size 025 01 0.15 -0.05 10 0.3
Leverage -0.15 0.05 -0.1 0.05 0.3 10

The correlation matrix suggests a moderate positive relationship between DPS and MPS, while DY has a weak negative correlation
with MPS.

Panel Regression Analysis

The study employed panel data regression analysis to examine the impact of dividend policy on market valuation. The model is
specified as:

MPS {it} = B0 + BIDPR{it} + B2 DPS{it} + P3DY {it} + p4 Size{it} + P35 Leverage{it} + €{it}

Regression Results:

Tahle 4.3: Panel Regression Results

Yariahle Coefficieat Sed. Erroe 1 Seatistic P-Value
Constiat 32 A 148 {1013
PR 35 0 183 (1005
Dps 42 15 18 (1006
0T 120 a0 24 0017
Size 18 08 225 (1025
Leverage 9 ih 15 (1135

Model Summary:

R-squared: 0.68
Adjusted R-squared: 0.65
F-statistic: 22.50
Prob(F-statistic): 0.000

Interpretation:

e DPR and DPS: Both have positive and statistically significant effects on MPS, indicating that higher dividend payouts and
per-share dividends are associated with higher market valuations.

e DY: Exhibits a negative and significant relationship with MPS, suggesting that higher dividend yields may be perceived as
signals of risk or financial distress.
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e Size: Positively influences MPS, implying that larger firms tend to have higher market valuations.
e Leverage: Shows a negative but statistically insignificant effect on MPS.

Qualitative Data Analysis

Semi-structured interviews were conducted with 15 stakeholders, including financial analysts, institutional investors, and corporate
finance managers. Thematic analysis of the interview transcripts revealed the following key insights:

Dividend Policy as a Signal of Financial Health

Participants consistently indicated that regular and stable dividend payments are perceived as indicators of a firm's financial stability
and profitability. One analyst stated:

"Consistent dividends reassure investors about the company's performance and future prospects.”
Investor Preference for Dividend Stability

Investors expressed a preference for firms with stable dividend policies, viewing them as less risky and more reliable. A portfolio
manager noted:

"We favor companies that maintain steady dividends, as it reflects prudent financial management.”
Dividend Yield Interpretations

High dividend vyields were often interpreted cautiously. Some investors viewed exceptionally high yields as potential red flags,
possibly indicating underlying financial issues.

Integration of Quantitative and Qualitative Findings
The convergence of quantitative and qualitative findings strengthens the study's conclusions:

e Positive Impact of DPR and DPS: Both statistical analysis and stakeholder perceptions confirm that higher dividend payouts
and per-share dividends enhance market valuation.

o Negative Perception of High DY: The negative statistical relationship between DY and MPS aligns with investor caution
regarding high dividend yields, as revealed in interviews.

o Importance of Firm Size: Larger firms tend to have higher market valuations, corroborated by both regression results and
investor confidence in well-established companies.

Summary of Findings

This study examined the relationship between dividend policy and market valuation of firms in Nigeria using a mixed-method
approach. Quantitative analysis of panel data covering 50 firms across key sectors for the period 2013-2023 was complemented with
qualitative insights derived from semi-structured interviews with market participants.

The major findings are summarized as follows:

e Dividend Payout Ratio (DPR) and Dividend Per Share (DPS) were found to have significant positive effects on Market
Price Per Share (MPS). This suggests that firms that pay higher dividends tend to enjoy higher market valuation, confirming
the relevance of dividend policy in signaling financial health and stability.

o Dividend Yield (DY) exhibited a negative and statistically significant relationship with MPS. Qualitative responses
confirmed that very high dividend yields are sometimes perceived by investors as signals of distress or unsustainable
earnings.

e Firm Size positively affected market valuation, indicating that larger firms are valued higher in the Nigerian market due to
their perceived stability and lower risk profiles.

e Leverage had an insignificant negative relationship with market valuation, suggesting that dividend decisions and market
value are more influenced by payout characteristics than capital structure in this context.

The qualitative strand of the study reinforced the quantitative results, revealing that investors and analysts regard dividend policy as
an important signal of managerial confidence and firm performance, especially in the relatively inefficient Nigerian capital market.

Conclusion
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The empirical and perceptual evidence from this study supports the assertion that dividend policy significantly influences the market
valuation of Nigerian firms. In line with signaling theory, dividend payments appear to serve as credible signals of firm profitability
and sustainability, which are interpreted positively by market participants and reflected in higher market valuations.

Conversely, the findings also suggest that investors are cautious of unusually high dividend yields, which may indicate potential
financial distress. This dual perception underscores the importance of maintaining a consistent and transparent dividend policy that
reflects a firm's genuine financial performance and prospects.

The study therefore concludes that dividend policy is not irrelevant in emerging markets like Nigeria, contrary to Modigliani and
Miller’s irrelevance proposition. Rather, it plays a crucial role in influencing investor perceptions, share price behaviour, and overall
firm valuation.

Recommendations
Based on the findings, the following recommendations are made for various stakeholders:

e Firms should adopt and communicate clear, consistent, and sustainable dividend policies that align with their earnings and
cash flow realities.

o Dividend decisions should be strategically integrated into overall corporate financial management to balance between
rewarding shareholders and sustaining long-term growth.

o  Market regulators such as the Nigerian Exchange Group (NGX) and Securities and Exchange Commission (SEC) should
continue to enforce high standards of disclosure regarding dividend policies and earnings.

e Investor education programs should be strengthened to enhance understanding of dividend signals and promote informed
investment decisions.
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