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 The paper investigated the effect of dividend policy on firms’ value of eight 

Nigerian food and beverages companies between 2008 and 2016. Fixed 

effect was employed as data analytical tools. Result indicates that dividend 

yield, dividend payout ratio and leverage have no significant negative effect 

on firms’ value. On the other hand, dividend per share, earnings per share 

and firm size were found to exert significant positive effect on firms’ value. 

This implies that dividend announcement and amount involved will 

increase firms’ value. It is therefore recommended that firms should adopt 

dividend policy that will translate to higher firms’ value 
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1. Introduction 

Business primarily exists to create and maximize wealth of its shareholders who 

contribute a substantial part of capital needed in running its business affairs by 

subscribing to its shares. Share capital is one of the veritable means of raising companies’ 

capital and most public companies rely on it for financing their operations following the 

emergence of joint stock companies. Shareholders’ wealth maximization is reflected in 

the per unit value of ordinary share capital and dividend paid to shareholders with respect 

to each unit of share owned by them. 
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Market price per share is the monetary worth of each unit of share of an entity 

for a given period of time. Determining the price of stocks has been of significant 

concern to capital market mostly in the developing countries like Nigeria where share 

prices hardly reflect investors’ expectations about price changes and market price 

reaction to market fundamentals like earnings per share, dividend per share and net 

asset per share is unpredictable (Jeroh and Edesiri, 2017). Firms’ value plays a 

significant role in the determination of a firm financial performance and position and 

such value is also very important and relevant for decision involving business 

acquisition or merger when estimating the amount of purchase consideration to be 

paid (Rajhans and Kaur, 2013).  

The emergence of Joint Stock Company has made dividend policy an important 

issue and one of the most discussed in finance literature as shareholders are particular 

about what they stand for to benefit for investing their financial resources in a 

company. Divided is part of residual earnings of a company that is distributed to 

shareholders as a reward for investing their financial resources in a company. 

Dividend policy is one of the main measures of shareholders’ wealth maximization as 

it is significantly anchored on three fundamental decisions which are: investment 

decision, financing decision and dividend decision. Dividend policy is a policy that 

determines the proportion of earnings to be distributed as dividend and the percentage 

to be retained to expand the business; therefore companies ration residual earnings 

between dividend distribution and retention. Ever since the work of Miller and 

Modigliani (1961) on dividend irrelevance hypothesis, discussions on dividend policy 

and how it affects market price per share have received novel and sophisticated 

attentions from scholars in the field of finance, management and economics, thereby 

suggesting lots of theoretical and empirical postulations and studies.  

Theoretically, dividend payment is expected to have significant inverse 

relationship with market price per share as it is expected that shareholders will prefer 

growth in the market price of shares as against payment of dividend, thereby 

preferring companies that retain substantial part of earnings for future investment 

opportunities (Miller and Modigliani, 1961). However, in reality, this proposition by 

Miller and Modigliani (1961) is opened to criticism that investors have heterogeneous 

expectations; some prefer companies that pay regular dividend while others prefer 

capital gain and as such, prefer  companies that retain substantial part of their  

earnings for future  growth in earnings and market value. Firms’ dividend policies 

according to Duke, Nneji and Nkamare (2015) aim at determining the dividend 

payout ratio that will increase the market price per share of investors as there is 

substitution effect between dividend payout ratio and retention ratio.  
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Studies conducted in Nigeria on dividend policy by scholars like Nwaobia, Alu 

and Olurin, 2017, Egbeonu, Edori and Edori, 2016, Simon-Oke and Ologunwa (2016), 

Alayemi, 2013, Ilaboya and Aggreh, 2013 and Ehikioya, 2015 have produced mixed 

and conflicting empirical outcomes. This inconsistency might have been due to diffe-

rent proxies used to capture dividend policy. Apart from this, most of the literature 

has not used unique combination of dividend policy proxies considered by this study. 

To this extent, this study focuses on dividend policy and firms’ value of eight selected 

quoted food and beverages companies in Nigeria for a ten year’s period: 2008-2017.  

2. Theoretical Review 

The bird in hand theory is the product of theoretical advancement by Litner in 

1962 and Myron Gordon in 1963). The theory is premised on the risk-averse attitude 

of the investors and this attitude reflects in their preference for immediate dividend as 

against capital gain arising from appreciations in the value of their shares. Thus, with 

the proposition that a bird in hand is better than two in the bush, shareholders 

therefore prefer to settle for immediate risk free dividend as against the higher returns 

inform of capital gains that is surrounded with risk and uncertainty. The dividend 

irrelevance theory was developed by Miller and Modigliani (1961). The theory is 

premised on the fact that the share price of a firm is not dependent on its company 

dividend policy and that the dividend decision is a passive residual. They argued in 

favour of firm’s value being determined by its investment and financing decision 

within an optimal capital structure (optimal mixture of debt and equity). This implies 

that all firms can universally adopt the same dividend policy since dividend is 

irrelevant in valuing a company. Firms do not have to be competitive in dividend 

distribution in an attempt to increase their value. Under this theory, the dividend is 

regarded as a residual concept as retention ratio for project of positive net present 

value is given priority, and dividend is only paid when adequate provision has been 

made to finance these projects. Thus firms may decide to retain all earnings for 

investment purposes or distribute everything. Shareholders are indifferent as to 

whether they receive the expected return on their investment in the form of dividends 

or in the form of an appreciation of share value. This theory also has its deficiency as 

investors have heterogeneous expectations; some shareholders prefer regular dividend 

payment while some prefer capital gains arising from share appreciation. Firms not 

giving preference to dividend may therefore make shareholders prefer regular 

dividend payment to withdrawing their investment if their expectations are not met. 

The pecking order theory of capital structure is based on finance hierarchy 

which centres on the convenience with which each source of capital can be raised. 
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Myers and Majluf (1984) asserts that firms should first use internal finance (retained 

earnings) in financing their operations, but when retained earnings are not sufficient 

to finance all the projects with positive NPV, they should issue debt and consider 

equity as a finance source of last resort when the debt cannot be issued to finance the 

finance deficit in internal finance or when it is not advisable to do that. This theory, 

therefore, has implication on the dividend policy of firms which subsequently affect 

firms’ value.  It implies that firms for retained earnings in financing their operations 

make the retention ratio to be high which in turn reduces dividend payout ratio. The 

implication of this theory is that retention ratio has potential to increase firms’ value. 

The signaling theory was postulated by arising from the dissatisfaction 

expressed by some scholars with the dividend irrelevance theory of Millar and 

Modigliani (1961). The theory proffers a pragmatic view on how share price reacts to 

increase or decrease in dividend by stating that increase in dividend translates to 

increase in the share price and vice versa. The theory then opines that dividend 

payment is capable of increasing market price per shares which will translate to 

improvement in the shareholders’ wealth. The increase in payment of dividend 

therefore signals the future earnings prospect of the company as companies that pays 

higher dividend are perceived by the shareholders to be capable of earning  higher 

returns in the future; this positive earnings prospect in effect translates to increase in 

the share price. In contrast, reduction in dividend payment is perceived as a negative 

signal about future earnings potential which then lowers market value per share.  

In determining the effect of dividend policy on firms’ value in developed and 

developing countries, several empirical investigations have been conducted. Parts of 

those studies conducted are reviewed below.  

Nwamaka and Ezeabasili (2017) conducted an empirical investigation on the 

effect of dividend policy on firms’ value of Nigerian quoted companies. In achieving 

this, the study explored the data of selected listed companies by gathering data for 

twenty years that span from 1995-2015. The study adopted an ex post facto research 

design. The study found that dividend policy is of significant relevance in the deter-

mination of firms’ value in the Nigerian quoted companies. In the same direction, a 

study by Ozuomba (2017) which focused on financial and non-financial sectors of the 

Nigerian listed companies using secondary and primary sources of data on the samp-

led companies, found that dividend policy is relevant in the determination of firms’ 

value in Nigeria.   

The investigation of the dividend policy and shareholders’ wealth maximization 

was the prime objective of the study by Omodero and Amah (2017). It adopted the 

cross-survey research design by gathering data from the annual reports and accounts 
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of Guinness plc and Nigerian brewery plc. The result from the regression reveals that 

dividend policy is positively insignificant while the reverse was the case for Nigerian 

brewery. The implication of the findings is that dividend does not matter in the valua-

tion of companies in Guinness Nigeria plc while it matters for companies in the Nige-

rian brewery. Duke et al. (2015) attempted to carry out a study on the effect of divi-

dend policy on share price valuation in the Nigerian banking sector. The study extrac-

ted quarterly data from the annual reports and accounts of the sampled two banks. A 

unit root test was conducted so as to test the level of stationery. The result of the ADF 

revealed that the variables are stationery at first difference. The result of the ordinary 

least square revealed that dividend yield has significant positive effect on market pri-

ce per share while the significant positive impact of retention ratio was found to be 

negative in the two sampled banks.  

In India, the study of earnings per share and price earnings ratio was conducted 

by Kumar (2017). The sample comprised of eight auto companies, data were obtained 

from annual reports and accounts of the sampled companies from 2012-2016. The 

result of the regression analysis conducted revealed that earnings per share and price 

earnings ratio individually exert significant positive effect on market price per share 

and also found to exert strong significant positive effect on market price per share. 

The result of the study by Enow and Brijlal (2016) which sampled fourteen listed 

companies for set of data that spanned from 2009-2013 revealed that earnings per 

share and price earnings ratio exert significant influence on market price per share 

while dividend per share was found not to significantly influence market price per 

share.  

The determination of factors that influence dividend policy was the direction of 

an empirical investigation by Nadeem, Bashir and Usman (2018). The study obtained 

secondary data from the annual reports and accounts of the sampled banks in Pakistan 

from 2005 to 2015. The result of the panel regression reveals the existence of a signi-

ficant positive effect of dividend policy determinants like profitability, investment 

opportunities and last year dividend, while growth and loan deposit ratio were found 

to exert significant negative effect on dividend policy.  

The empirical investigation by Nirmala, Sanju and Ramachandran (2011) on de-

terminants of share price in India revealed that dividend, profitability, price-earnings 

ratio and leverage are the significant factors that drive share price. This finding im-

plies that increase in dividend, profitability; price-earnings ratio and leverage have 

contagious positive and significant effect on market price per share. Market price per 

share can therefore be improved by the mix of these variables. The investigation of 

the effect of macroeconomic variables like foreign exchange, foreign direct invest-
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ment and interest rate was done by Aurangzeb (2012) in Asian countries with specific 

focus on Pakistan, India and Sri Lanka. The study obtained data on these variables 

from 1997 to 2010. The findings from the regression analysis revealed that exchange 

rate and foreign direct investment exerts significant positive effect on share price 

while interest rate has a significant negative relationship with share prices.  

3. Methodology and Data  

3.1. Research design and source of data 

Ex post facto research design was used by the study. The justification for this is 

premised on the source of data which is secondary. Necessary historical data for the 

study were obtained from the annual reports and financial statements of the sampled 

companies under food and beverages sub-sector. The data were obtained from the 

websites of the sampled companies as well as the Nigerian Stock Exchange Fact 

Book.  

3.2. Population, sample and sampling technique 

The population of the study consists of all the listed 15 food and beverages 

companies out of which 9 were purposefully selected. These companies represent –

almost 53% of the entire population. 

3.3. Data Analysis Instrument 

The study used panel data analysis and multiple regression analysis in line with 

some prior studies like Nadeem et al., (2018), Omodero and Amah (2017) and Enow 

and Brijlal (2016).  

3.4. Variable Description and Development of Hypotheses 

Dependent Variable 

Market price per share is one of the accounting based measures of companies’ 

performance and its worth. It is the per unit price of each outstanding shares of a 

company for a given time period. The value is determined by the Nigerian Stock 

Exchange based on some market fundamentals like the level of demand for the 

company, management of the company, size, and performance and so on. It is an 

important variable of interest to investors, it gives them insight on the probable 

returns on their investment as company that is high valued may generate better returns 

on investment. Some researchers like Enow and Brijlal, 2016, Duke, et al., 2015, 

Aurangzeb, 2012 have adopted it in their studies as proxies for firms’ value. 
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Independent Variables 

Dividend Yield 

Dividend yield is used in determining the value of dividend stock. The ratio 

allows investors to compare different dividend paying companies as to which to 

invest in. Companies with high dividend yield ratio are expected to attract more 

investors which will in turn make the shares of the firm to be favourably valued. This 

was empirically demonstrated in the study conducted by Duke et al., 2015. The 

following null hypothesis is developed: 

H01: Dividend yield has no significant effect on market price per share.  

Dividend Payout ratio  

Companies’ dividend policy determines the proportion of their earnings that will 

be distributed as dividend. The dividend payout ratio is a proportion of the company’s 

earnings that is paid out as dividend to shareholders. Thus, increase in dividend 

payout ratio is expected to affect market price per share High dividend payout ratio 

according to Simon (2009) is considered to be capable of influencing firms’ value 

positively as higher dividend payout ratio makes the shares of the company attractive 

to the shareholders. The null hypothesis is developed below: 

H02: Dividend Payout ratio has no significant effect on market price per share 

Dividend per share 

Every investor desires fair returns on their investment. This expectation is reflec-

ted in their interest for regular dividend payment or capital gain arising from share 

valuation. The ability of an entity to maximize the wealth of the shareholders therefo-

re goes a long a way in determining the level of demand for the entity’s shares which 

in turn affect share price. Ordinary, investors will prefer to buy shares in a company 

that meet up with their expectation of either regular dividend payment or capital gain 

arising from share appreciation Nwaobia et al., 2017Alayemi, 2013. 

H03: Dividend per share has no significant effect on market price per share 

Control Variables 

In order to prevent spurious result, two control variables that are likely to 

influence market price per share have been introduced. The control variables are 

leverage, earnings per share and firm size. 

The study focused on the effect of dividend policy on shareholders’ wealth max-

imisation of Nigerian listed food and beverages companies. The study used an ex post 
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facto research design to gather secondary data from the annual reports and financial 

statements of the sampled listed food and beverages; while purposeful and stratified 

random sampling technique were used to select companies based on their size and 

ensuring that each of the sub-sector is represented so as to avoid sample bias. The 

study conducted descriptive statistics and regression analysis to analyse the data for 

the study.  

3.5. Model specification 

Panel data analysis was used for the study arising from the characteristics of the 

data for the study. The model is specified in equation 1 below in econometric form by 

integrating the dependent and independent variables:  

MPSit = β0 + β1DYDit + β2DPRit + β3DPSit 

+ β4EPSit + β5LVGit + β5FZit + β + ԑit (1) 

Where, all the variables are defined in Table 1. 

3.6. Measurement  

The model for the study is measured below in table 1: 

Table 1 

Measurement of Variables 

Variable  Acronym Measurement Expected effect 
Dependent variables 
Firms’ Value MPS Market Price per share 
Independent variables 

Dividend  Yield DYD 
Dividend per Share  

Market price per Share 
+ 

Dividend Payout Ratio DPR 
Dividend Per Share 

Earnings per Share 
+ 

Dividend per Share DPS 
Dividend per Share 

Number of ordinary shares  
+ 

Earnings per Share EPS 
Net profit after tax 

Number of Ordinary Shares 
+ 

Leverage LVG 
Debt 

Total asset 
- 

Firm Size  FZ Natural logarithm of total asset  + 

 

 



W. A. Sanyaolu, J. Odunayo, A. O. Craig. Dividend Policy and Firms Value: Evidence from 

Quoted Food and Beverages Companies in Nigeria 

141 

4. Results and discussions 

4.1. Descriptive statistics 

Table 2 shows the descriptive statistics for the study’s variables. It shows de-

tailed information on maximum, minimum, mean, median and the standard deviation 

for the dependent and independent variables. The results demonstrated the trend of 

variables; MPS, DYD, DPR, EPS, LVG and LSZ over the period 2008–2017. The 

results revealed that, MPS, DYD, DPR, EPS, LVG and LSZ each ranged between 

minimum values of 1.200 to 1555.9, 0.000 to 0.833, -3.125 to 8.650, 0.000 to 34.000, 

and 16.820 to 42.550, 0.000 to 3.858 and 16.972 to 19.784 respectively. The mean 

values were 152.287, 0.057, 0.167, 4.252, 5.389, 0.221 and 18.225 with standard 

deviation of 274.313, 0.108, 1.150, 6.521, 8.374, 0.464 and 0.150 for MPS, DYD, 

DPR, EPS, LVG and LSZ respectively. 

Table 2 

Summary of Descriptive Statistics 

Variable Mean Minimum Maximum 
   Standard 
Deviation 

Skewness Kurtosis 

MPS  152.287 1.200 1555.9  274.313 3.271 13.997 

DYD 0.057 0.000 0.833 0.108 5.472 36.914 
DPR 0.617 -3.125 8.650 1.150 3.718 32.603 

DPS 4.252 0.0000 34.000 6.521 2.576 9.933 
EPS 5.389 -16.820 42.550 8.374 1.997 8.809 

LVG 0.221 0.0000 3.858 0.464 6.276 48.782 

LSZ 18.225 16.972 19.763 0.784  0.150 2.066 

Source: Authors’ computation, 2019. 

 

4.2. Correlation  

Table 3 below depicts the association between the variables of the study.  Apart 

from dividend yield that is negatively signed, all other variables(dividend pay-out 

ratio, dividend per share, earnings per share, leverage and size) conform to a priori 

expectation as there coefficients are positive. Also, there is absence of existence of 

serious problem of multicollinearity, as the Pairwise correlation coefficient for any of 

the variables does not to exceed 0.80 (Gujarati, 2003). 
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Table 3 

Correlation Matrix 

Variables MPS DYD DPR DPS EPS LVG LSZ 

MPS  1.000          

DYD -0.123 1.000       

DPR  0.082 0.356 1.000     

DPS  0.793 -0.018  0.267 1.000    

EPS  0.784 -0.094 0.096  0.801 1.000   

LVG  0.026 -0.085 -0.049 0.023  0.044 1.000  

LSZ 0.208  0.003 -0.037 0.163  0.145 -0.139 1.000 

Source: Authors’ computation, 2019. 

Table 4 

Regression Results 

 Fixed Effects Random Effects 

Variable t-stat Prob t-stat Prob 

Constant -1.268  -1.269 0.209 

DYD -1.001 0.387 -1.002 0.320 

DPR -2.003 0.078 -2.003 0.0489 

DPS 7.097 0.000 7.097 0.000 

EPS  4.792 0.000 4.792 0.000 

LVG -0.120 0.668 -0.120 0.905 

LSZ 3.212 0.020 1.271 0.208 

R
2
 0.891  0.869  

Adjusted R
2
 0.869  0.858  

F-stat 41.293  80.68  

Prob (F-stat) 0.000  0.000  

Durbin-Watson stat 1.373  1.220  

Hausman Chi-Square 6    

Prob (Hausman Chi-Square) 0.0441    

Observations 80  80  

Source: Authors’ computation, 2019. 

 

5. Discussion 

From the results, fixed effect is chosen to test the hypotheses of the study since 

the probability of Hausman test is significant at 5% level of significance.The fixed 

effect model in table 5, F-statistic values for the model is significant at 1% level (prob 

value = 0.000). It implies that the model as a whole is fit. The Durbin-Watson values 
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of 1.373 is within the acceptable threshold of 1 to 3 (Gujarati, 2003, Asaeed, 2005 and 

Gujarati and Porter, 2009) and it means that the model has no serial problem of 

autocorrelation. 

The effect of dividend yield on firms’ value is negative and insignificant at 5% 

level. This shows that the proportion of dividend to firms’ value is so low to 

significantly influence firms’ share price. This result contradicts empirical outcome 

by Duke, et al., (2015). The null hypothesis 1 is therefore accepted. Thus, dividend 

yield is not an important determinant of firms’ value in Nigerian food and beverages 

companies.  

Dividend payout ratio was found to have indirect effect on firms’ value but is in-

significant. The implication of this finding is that as companies pay more proportion 

of their earnings as dividend to shareholders, firms’ value tends to be low. The logical 

conclusion that one can make from this is that high dividend payout ratio takes a toll 

on retention ratio which reduces internal funds required to finance investment oppor-

tunities available. This in effect increases cost of capital as companies may settle for 

external source of finance like debt and issue of new shares. This in turn reduces pro-

fitability and firms’ value. This result aligns with the studies conducted by (Nwaobia 

et al., 2017). The null hypothesis 2 is also accepted. Thus dividend payout ratio has 

no significant negative effect on firms’ value of quoted food and beverages companies 

in Nigeria. 

Findings relating to dividend per share on firms’ value show that dividend directly 

and significantly influence firms’ value. This shows that dividend announcement and 

the amount of announced dividend is a fundamental determinant of firms’ value. The 

logical conclusion that can be made from this is that, as companies announce much 

dividend, it signals to the investors and different players in the market that the company 

is doing fine as dividend is paid out of earnings. This in effect increases patronage for 

the entity’s shares and it also makes the shares to be highly valued by stock exchange. 

Studies by Nadeemet al., (2018), Nwamaka and Ezeabasili (2017), Ozuomba (2017), 

Nirmala et al., (2011) are in line with the result of this study.  The null hypothesis 3 is 

therefore rejected. Thus, dividend per share has significant positive effect on firms’ 

value of quoted food and beverages companies in Nigeria. 

Earnings per share positively and significantly affect firms’ value. This means 

that more earnings signal good performance of an entity to different stakeholders 

which make them place high value on the shares. The outcome is in line with prior 

studies by Enow and Brijlal (2016).  

Leverage is another control variable used in this study. Leverage ratio shows the 

proportion of debt that a company utilize in the entirety of its capital structure to 
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finance its operations. Findings from this shows that leverage negatively influence 

firms value but was found no to be significant. This is in contrast with empirical 

investigation by (Adenugba, Ige and Kesinro, 2016).  

Lastly, firm size exerts significant positive effect on firms’ value. This implies 

that larger firms attract higher valuation on the stock exchange. This is in conformity 

with a priori expectation of the study. Study by Yuliza, 2018,Isik, Unal and Unal 

(2017) is in line with this finding. 

Table 5 

Post Estimation Test 

Serial Correlation Test 

Breusch-Pagan LM Pesaran scaled LM Pesaran CD 

 Stat =34.38598 Stat=-0.2157 Stat = 0.048 

Prob< chi2 = 0.1885 Pr=0.829 Prob =0.962 

Source: Authors’ computation, 2019. 

 

The result of post estimation revealed that there is no serial correlation and serial 

dependence among the variables since the probabilities of Breusch-Pagan LM, Pesa-

ran scaled LM and Pesaran CD are all not significant at 5% level of significance.  

6. Conclusion and Recommendations  

The empirical findings show that even though all the independent variables were 

found to affect market price per share differently, jointly they exert significant posi-

tive effect on market price per share when pooled together. This suggests that food 

and beverages companies need to adopt robust dividend policy in an attempt to in-

crease market price per share. The results of the study are constituent with Nadeem, et 

al., (2018), Nwamaka and Ezeabasili (2017), Ozuomba (2017), Nirmalaet al., (2011) 

who found significant positive effect of dividend policy on shareholder’s wealth max-

imisation. Arising from the findings, it was recommended that food and beverages 

companies should always focus significant attention on timely declaration of suffi-

cient dividend to shareholders as it has the potential to positively influence firms’ 

value.  
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Appendix One: 

Table 1 

List of sampled food and beverages companies 

S/N Name of Company 
1 Unilever Nigeria Plc. 
2 Nestle Nigeria Plc. 
3 Dangote Sugar Plc. 
4 Cadbury Nigeria Plc. 
5 Flour Mills Nigeria Plc. 
6 Seven-up Bottling Company 
7 Nigerian Breweries  
8 Guinness Nigeria Plc  

Source: Authors’ compilation (2019). 


