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Abstract 

The dividend is the reward of shareholders of an organization in exchange for time and risk. For maximizing 

shareholder’s wealth, optimum dividend payout ratio is essential. The prime objective of this paper is to identify 

impulse of dividend payment decision of listed pharmaceutical companies in Dhaka Stock Exchange of Bangladesh. 

Dividend payment decision is the dependent variable and profitability, firm’s size, financial leverage, growth, and 

agency costs are taken as explanatory variables in this study. Collected secondary data are analyzed by econometrics 

software Eviews 8 through least square method. Formulated multiple regression models show value of R-square (R2
) 

is 0.604817. R-square (R2
) value indicates explanatory variables explain 60.48% variation of the dependent variable. 

The study also reveals that profitability and agency cost positively influence the dividend payment decision and 

firm’s size, financial leverage, growth negatively impact on the dividend payment decision of selected 

pharmaceutical companies. Among explanatory variables, profitability is not statistically significant at 5% significant 

level whereas firm’s size, financial leverage, growth and agency cost are found statistically significant at 5% 

significant level. So this paper finds that listed pharmaceutical companies in Dhaka Stock Exchange must consider 

firm’s size, financial leverage, growth and agency cost in their dividend payment decision. 
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1. Introduction 

Corporate finance is a vast area of study where a financial manager has to take three major business decisions of an 

organization like financing decision, investment decision, and dividend decision. A firm or corporation becomes 

successful if financial executive takes these decisions prudently. Successful Corporation generates net income or 

profit after deducting all kinds of expenses. The company utilizes this profit or net income for various purposes like 

acquired new assets, repayment of outstanding debt, repurchase of outstanding common stock as well as distribution 

among shareholders. When a corporation decides to distribute their profit to shareholders, it is called dividend. A 

dividend is that portion of net income which a firm distributes among their shareholders as a return for their shares. 

That is, the dividend is the reward of the shareholders for investing their funds in the corporation. Dividend indicates 

the distribution of firm’s earnings among shareholders (Pandey, 2004). Every company has a separate policy 

regarding the distribution of profit. The dividend policy of a corporation relays on many factors and current 

condition of that organization during dividend distribution as well as the industry where the organization 

incorporated. The goal of dividend policy is to satisfy the shareholders by maximizing their market value of an 

investment in the firm (Arnold 2008). Dividend decision seems to be a puzzle when it observes in a logical point of 

view (Black 1976). A financial executive has to take dividend decision prudently for minimizing corporation’s 

upcoming expenses that will improve business performance and thereby ensure wealth maximization of shareholders. 

Dividend decision becomes corporate debate issue after giving presentation of a seminar paper by Miller and 

Modigliani in 1961. In this article, they represent that firm’s value does not rely on dividend decision in a perfect 

capital market. (M&M 1961) There is another school of thoughts who believes that dividend payment decision 

influence the market value of the corporation (Lintner & John 1956, Gordon & Myron 1959 and Walter 1963). 

Manufacturing sector plays a pivotal role in the development of Bangladesh economy through different export 

commodities in various foreign countries. In Bangladesh manufacturing sector comprises many industries like 

cement industry, steel industry, garment industry, food & beverage industry, the pharmaceutical industry, ceramic 
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industry, etc. Among these sectors, the pharmaceutical industry is one of the most crucial export-oriented sectors that 

contribute to developing Bangladesh economy. In manufacturing sector pharmaceutical industry is the second largest 

thrust sector after ready-made garment industries that export more than 125 countries after satisfying 98 percent of 

our country’s local demand. Export value of pharmaceutical products is almost $82.11 million during the fiscal year 

2015-2016 (Bangladesh export promotion Bureau, 2015-2016). In the fiscal year, 2015-2016 market size of the 

pharmaceutical industry is Tk. 15,600 core. For that reason financial managers of the pharmaceutical industry have 

to take dividend decision carefully; otherwise, firms are not able to produce their pharmaceutical products in time to 

satisfy our local demand and export due to lack of sufficient funds or capital. Like any other industry, in 

pharmaceutical industry financial managers must also consider many factors that significantly influence the dividend 

distribution decision of the companies. If financial managers are not considered these factors, their dividend decision 

will not ensure the firm’s wealth maximization goal. Though there are many research studies, have done for 

determining the factors affecting dividend decision of various industries in Bangladesh but there is no specific 

published research study for identifying the factors affecting dividend decisions of the pharmaceutical industry in 

Bangladesh. For that reason, this study is the researcher’s little initiative to full fill this gap in the pharmaceutical 

industry of Bangladesh. That is, the prime objective of this paper is to find out the impulse of dividend payment 

decision of listed pharmaceutical companies in Dhaka stock exchange of Bangladesh.  

The remaining part of this paper arranges as follows: section-2 literature review, section-3 research methodology and 

description of the variables employed in the study, section-4 discussion of empirical results as well as the section-5 

conclusion. 

2. Literature Review 

There are ten unresolved issues in the literature of corporate finance whereas dividend decision is one of them 

(Brealey and Myers, 2010). Pay or not to pay dividend assists a firm to achieve their primary goal of wealth 

maximization. The company has to consider many factors in case of distributing a dividend. Over the decades there 

are various studies on the determinants of dividend decision. Some of these literatures are outlined below for 

identifying the variables and developing the hypothesis of this study.  

At first partial adjustment model of dividends was investigated by the Lintner (1956). He envisaged that change in 

earnings was most pivotal determinants of a company’s dividend decision. Lintner also tested his propositions and 

revealed that the partial adjustment model forecasted dividend payment more perfectly than naive models. Materially 

the result of the investigation disclosed that model described 85% of the changes in dividends for sample companies. 

Dividend becomes a matter of debate in corporate finance after the publication of a paper on dividend irrelevance 

theory in 1961 by Miller and Modigliani. Higgins (1972) studied the corporate dividend – savings decision. In this 

study, Higgins suggested that firm’s fund requirement is one of the crucial factors affecting dividend decision. Debt 

financing is another factor of dividend payout ratio suggested by Higgins. McCabe (1979) examined the empirical 

affinity between investment and financing for a new look. In this paper, McCabe suggests new long-term debt 

negatively impact the amount of dividend paid. In this study, McCabe considered agency cost is also a determinant 

of dividend policy. Rozeff (1982) study on growth, beta and agency cost as determinants of firm’s dividend payout 

ratios. The percentage of equity impound by insiders, the growth of realized & expected future revenue of the firm, 

beta coefficients of the company as well as the number of common stockholders significantly related with dividend 

payout ratios by a model of a cross-sectional test. The output of the study refers that investment policy influences 

dividend policy. Pruitt & Gitman (1991) examined financial managers of the 1,000 large scale US firms about 

interrelationship among investment, financing and dividend decisions in their firms. They found that payment of 

dividend influenced by present and previous year’s earnings, the year to year volatility of earnings and extension in 

revenues. The study also suggested that earlier year earnings also influence on current dividends. Cahit Adaoglu 

(2000) revealed in his research that profitability or earning is the prime determinants of dividend payment decision in 

turkey. Kumar (2003) examined corporate governance and dividend payout in India. He found that positive 

relationship between dividends and earnings trend & past investment as well as negative relationship between 

debt-equity ratios to dividend payout policy in India. Similar study done by Booth et al (2003) where result 

suggested that profitability, size, debt, risk along with tangibility & growth impact on the dividend policy of the firm. 

Kania & Bacon (2005) surveyed 10,000 publicly traded corporations where they considered factors motivating the 

corporate dividend decision. The result of the study revealed that profitability, growth, risk and liquidity significantly 

impact on the dividend payout ratio. Amidu and Abor (2006) performed a study on the determinants of dividend 

payout ratios in Ghana within 6-year periods. The result of the study showed that there was a statistically significant 

positive relationship between dividend payout ratio and earnings, cash flow & tax as well as a substantial adverse 

relation between dividend payout ratio and risk, institutional ownership, development, and market value to the book 
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value ratio. Anil and Kapoor (2008) investigate the determinants of dividend payout ratios on Indian information 

technology sector. They discovered that profitability has always been envisaged as a critical determinant of dividend 

payout ratio, whereas some other factors impact on the dividend payment decisions of an organization such as size, 

cash flows, market to book value ratio, corporate tax, and growth of sales. They showed that there is positive tie up 

between dividend payout ratios and profits, size and cash flows as well as an adverse interconnection between 

dividend payout ratios and corporate taxes. Gill et al. (2010) conduct a research work on determinants of dividend 

payout ratios: Evidence from the United States. In this study, they explored that sample corporation's dividend 

payout ratio is linearly tie-up with the margin of profit, debt-equity ratio and tax. Dividend payout ratios of sample 

firms in the services industry are collinear with the margin of profit, sales growth together with debt to equity ratio. 

In case of the manufacturing sector, they perceived that dividend payout ratio is related to profit margin, tax as well 

as markets to book ratio. Rizvi and Khare (2011) study on the determinants of dividend payout ratios of the Indian 

banking sector. They found that dividend payout ratios have a significant positive tie-up with EPS and significant 

adverse relationship with the stock beta. The study also revealed that insignificant correlation with cash flows from 

operations, debt-equity ratio and tax to earnings before tax ratio. Mehta A (2012) impart in his empirical analysis that 

firm’s size and profitability are the significant ingredients of dividend decision of UAE companies over the study 

period. Musiega et al (2013) study on the determinants of dividend payout policy among 30 registered non-financial 

firms on Nairobi Securities Exchange for the periods of five years (2007 -2011). The result of the study shows that 

dividend payout policy positively correlated with return on equity, today’s earnings and firm’s growth whereas size 

and business risk consider as moderating variables increase the precision of significant variables from 95% to 99% 

among significant assessors of dividend payout policy. Nnadi et al (2013) survey the listed firms in the 29 stock 

exchanges in Africa subject to existing theoretical literature on the dividend policy. Findings of the study show that 

dividend policy determinants of African businesses are similar to those in most of economically developed countries. 

In African firms, agency cost is a specific important determinant of dividend policy. Nuhu E et al. (2014) outlined in 

their study that financial performance; debt financing, board size as well as the corporate tax are prime factors 

affecting dividend payout ratios where only board size is consistent in both financial and non-financial firms in 

Ghana. Jozwiak B.K. (2015) found in a study that dividend policy of Polish Listed Companies affected by 

profitability, liquidity, size, leverage of the firm. Abdulkadir R.I. et al. (2016) divulged in their investigation that 

behavior of the dividend payment of Nigerian dominated by the perception of shareholders, stock market behavior, 

profitability, interest rate, leverage, investment opportunities and prior dividend. Yusof Y. (2016) reveals in her study 

that earnings, firm size and investment have a significant positive impact on dividend policy of listed public 

companies in Malaysia whereas debt and large shareholders have a significant adverse influence. Banerjee, S. (2017) 

outline that liquidity, age, earning of each share as well as price to earnings ratio are statistically significant 

components of dividend payout ratio. Cristea, C, and Cristea, M (2017) demonstrated in a study that corporate 

financial performance & liquidity positively related with dividend policy whereas economic condition growth, firm’s 

size as well as financial leverage adversely associated with corporate dividend policy. Khan F.A. & Ahmad N. (2017) 

revealed in their study that audit type liquidity, growth opportunities & profitability are statistically significant 

determinants as well as taxation, risk; firm size & leverage are statistically insignificant determinants of dividend 

payout of Pharmaceutical Companies of Pakistan Stock Exchange (PSX). There are some other factors like level of 

market capitalization, age & growth of companies and profitability effect on the dividend policy of listed African 

firms. Identified variables from the above literature for this study given below: 
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Following are hypotheses developed from above literature review of the previous study:  

H1: Return on assets (ROA) influence on the selected pharmaceutical companies’ dividend payment decision (DPD).  

H2: Size of selected pharmaceutical companies’ (size) influence on the dividend payment decision (DPD).  

H3: Annual growth rate (growth) of sample pharmaceutical companies’ impact on the dividend payment decision 

(DPD).  

H4: Debt financing (DF) influence on the selected pharmaceutical companies’ dividend payment decision (DPD).  

H5: Agency cost of sample pharmaceutical companies’ (agency cost) impact on their dividend payment decision 

(DPD). 

3. Research Methodology 

Research methodology specifies how research will conduct on particular topics. The methodology consists of 

research design, sampling, data collection, and model specification as well as data analysis. Research design 

specifies the method of collecting and analyzing required data. This research is a causality study that represents a 

cause-effect tie-up between dependent variable and independent variables. That is, this type of research explores how 

explanatory variables influence on the dependent variable. Sampling is a way of collecting data from a target 

population. In this study, a purposive sampling technique is employed to select the sample. Here target population is 

the pharmaceutical industry of Bangladesh where a sample is selected that includes all the enlisted pharmaceutical 

companies in Dhaka stock exchange. There are eleven (11) enlisted pharmaceutical companies in Dhaka stock 

exchange but this study covers only nine (9) corporations whereas remaining two pharmaceutical companies (Central 

Pharmaceuticals Limited & Beacon Pharmaceuticals Limited) excluded due to inadequate data. These two 

companies do not distribute the dividend during the study period (2010 to 2016) which is the key issue of this paper. 

Though there are 63 observations within selected Pharmaceutical companies, this article includes 61 observations. 

Remaining two observations are not incorporated due to unavailability of data. In this article dividend payment 

decision (DPD) is the proxy for selected firm’s dividend decision which is also dependent variable. Profitability, 

firm’s size, financial leverage; growth and agency cost are explanatory variables for chosen companies in this article. 

Whereas return on asset is considered as a proxy of profitability, log asset is taken as a proxy of firm’s size; debt 

financing is the proxy of financial leverage, annual sales growth is the proxy of firm's growth and administrative & 

selling expense is the proxy of agency cost. To assess the impact of identified independent variables on dependent 

variable researcher collects secondary data from Dhaka stock exchange and audited annual reports as well as 

financial statements of the selected Pharmaceutical companies. Collected data are coded, categorized, edited as well 

as organized in MS Excel for analysis. The least square method is used for analyzing secondary data where entire 

data set satisfies most of the assumptions of the multiple-regression model. Accumulated data set transfers from Ms 

excel to Eviews 8 for analysis that determines the influence of independent variables (return on assets, firm size, 

growth, leverage, corporate tax and agency cost) over the dependent variable (dividend payment decision). 
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Developed hypothesis test at 5% significant level. To trace the effect of independent variables on dependent variable 

following multiple regression models is deployed. 

DPD i, t = β1 + β2 ROA+ β3 Size+ β4 Growth+ β5 DF+ β6 Agency Cost + e i, t  

Here, DPD = Dividend payment decision, ROA = Return on assets, Growth= annual sales growth of the company, 

DF=Debt financing, Agency cost= cost required to employees of the firm.  

4. Analysis and Discussion 

The Goodness of fit of the model 

 

Above table shows model summary where the value of the R-square (R
2
) is 0.604817. R-square (R

2
) is the 

co-efficient of determination that explains the variability of a dependent variable due to independent or explanatory 

variables. In this study, the dependent variable is dividend payment decision whereas independent variables are 

profitability, firm size, firm’s growth, debt financing, corporate tax and agency cost. Here the value of the R-square 

(R
2
) is 0.604817indicates 60.48% variation in the dependent variable, i.e., dividend payment decision explained by 

the independent or explanatory variables, i.e., profitability, firm size, firm’s growth, debt financing, corporate tax and 

agency cost. The unexplained portion (39.52%) exists in other factors that include in the error term of the 

econometric model. Adjusted R-square (R
2
) value is 0.568891which is consistent with the value of r-square (R

2
) 

0.604817. That is, there is little difference between the values of R-square (R2
) and adjusted R-square (R2

) which 

emphasis on the acceptability of the model. Here it is also said that all include explanatory variables in the model are 

relevant to explain the variation of the dependent variable. F-statistic Value is 16.83521which are statistically 

significant at 5% significant level that indicates goodness of fit of the model. 

Multiple regression models 

DPD i, t = 109.54+ 0.06 ROA - 8.09 Size - 0.65 DF - 0.61 Growth + 1.16Agency Cost 

(Se)   (31.47)   (0.33)     (2.99)    (0.20)    (0.24)         (0.20) 

R
2
= 0.604817 

Within multiple regression models, dividend payment decision of selected pharmaceutical companies is the 

dependent variables and profitability, size, debt financing, annual growth, corporate tax rate as well as agency cost of 

selected pharmaceutical firms are explanatory variables. The developed hypothesis of these multiple regression 

models tested through t-test statistic at a 5% significant level. The model shows that profitability which is indicated 

by ROA positively influence the dividend payment decision of selected companies which is concurrent with the 

study of Cahit Adagolu (2000), Kumar (2003), Booth et al. (2003). That is if profit increases one percent (1%) 

dividend payment also increase 0.33% which refers more profitable firms declared more dividends for their 

shareholders. Though profitability influence positively dividend payment decision but this is not statistically 

significant at 5% level of selected companies for the study period which indicates hypothesis -1 may be rejected. 

Firm’s size negatively influences of the dividend payment decision of sample companies which is statistically 

significant at 5% level which related to Booth et al. (2003), Anil and Kapoor (2008). Dividend payment reduces by 

8.09% due to one percent (1%) increases in firm's size. That is, dividend payment decreases due to enhancing firm's 

size. Financial leverage which is indicated by DF adversely influences the dividend declaration decision of the 

selected companies for the study periods which concurs with the study of McCabe (1979), Kumar (2003), Booth et al. 

(2003). There are two ways of financing one is debt financing which indicates financial leverage, and other is equity 

financing. The dividend is the expense of equity financing for issuing companies which decrease due to rising 

interest expense debt financing. If financial leverage or debt financing increase one percent (1%) selected companies 

dividend payment reduces 0.65% that is statistically significant at 5% level. Annual growth of the firm adversely 

impacts on the dividend decision of the chosen companies which is significant at 5% level. The adverse impact of 

yearly growth on dividend payment is related to Booth et al. (2003), Kania and Bacon (2005), Anil and Kapoor 

(2008), Musiega et al. (2013) study. Due to increasing operational volume selected companies required more funds 

for that reason pays less dividend. One percent (1%) positive changes in firm's growth in If the annual growth of the 

selected companies increases one percent (1%) dividend payment decrease (1%). Another independent variable 

influence dividend decision of selected pharmaceutical companies is agency cost which consistent with the study of 

R-squared Adjusted R-squared F-statistic Prob(F-statistic) Durbin-Watson 

0.604817 0.568891 16.83521 0.000000 0.905466 
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McCabe (1979), Nnadi et al. (2013). Agency cost is required a firm for minimizing agency conflict within the firm. 

Here dividend decision is positively affected by agency cost which is statistically significant at 5% significant level 

of the selected pharmaceutical companies for the period's study cover. Dividend payment increases 1.16% due to 1% 

changes in agency cost. From the above discussion, it is said that hypothesis-1 is rejected at 5% significant level 

whereas remaining hypothesis such as hypothesis-2, hypothesis-3, hypothesis-4, and hypothesis-5 accepted at 5% 

significant level. That is, firm’s size, financial leverage, annual growth and agency cost are statistically significant 

determinants, and profitability is insignificant of dividend payment decision of selected pharmaceutical companies 

listed on Dhaka stock exchange. 

5. Conclusion 

Dividend becomes a matter of debate among financial executive in the corporate world until researchers come to the 

same platform. Ever firm’s must take dividend decision prudentially to maximize their shareholder's wealth. The 

prime concern of this research paper is to find out the impulse of dividend payment decision of listed pharmaceutical 

companies in Dhaka stock exchange that occupy more than 60% of the total market share of the pharmaceutical 

industries in Bangladesh. The study reveals that firm’s size, financial leverage, annual growth and agency cost are 

statistically significant explanatory variables of dividend decision of selected pharmaceutical companies in our 

country whereas profitability is a statistically insignificant explanatory variable that also influences on dividend 

decision. Through some study like Booth et al (2003), Amidu and Abor (2006), Nuhu E et al. (2014), Abdulkadir R.I. 

et al. (2016), Cristea, C, and Cristea, M (2017), Khan F.A. & Ahmad N. (2017) consider liquidity, Corporate tax, 

ownership structure also influence on dividend payment decisions. Due to unavailability of data and auto-correlation, 

these explanatory variables eliminated from the model used in this study. The study shows that dividend payment 

decision is positively affected by profitability and agency cost which concurred with the study of McCabe (1979), 

Nnadi et al. (2013) Cahit Adagolu(2000), Kumar(2003), Booth et al. (2003). That is if agency cost increases agency 

conflict will reduce that lead to more profit for the firm. More profitable companies pay more dividends for their 

shareholders. On the other hand, firm’s size, financial leverage, and annual growth negatively influence the dividend 

decision of selected pharmaceutical companies. These findings of the study are consistent with Booth et al. (2003), 

Kania and Bacon (2005), Anil and Kapoor (2008), Musiega et al. (2013), Abdulkadir R.I. et al. (2016). So this study 

suggests that listed pharmaceutical companies in Dhaka stock exchange must have to consider firm’s size, financial 

leverage, annual growth and agency cost in case of making their dividend decision. Through profitability also impact 

on dividend decision, but this one is not statistically significant for this study. This paper will help policymakers, 

financial executive and other stakeholders to take their dividend decision more precisely. This article also contributes 

to enriching current literature of dividend decision as well as becomes a guideline to enhance the existing study. In 

future the researchers may extend this study: 

• Covering non-listed pharmaceutical companies in Bangladesh 

• Covering more unexplained explanatory variables such liquidity, ownership, corporate governance etc. 
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