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ABBREVIATIONS AND ACRONYMS

DPS - Dividend per Share

NSE - Nairobi Securities Exchange
PASW - Predictive Analytic Software
MAAR - Market Adjusted Abnormal Return
CAR - Cumulative Abnormal Returns
ABSTRACT

The study sought to determine the nature of redatigpp between Dividend per Share and Share Priem@s,
and the rate at which Share Prices reflect Dividdndouncement information for stocks traded atNagrobi
Securities Exchange. The target population wathalb7 companies listed at the Nairobi SecuritieshBnge as

at 3F' December, 2010. Purposive sampling was used &xtsalsample of four companies. The event study
methodology was used to determine the effect ofd@ivd Announcement on Share Prices. Market Adjusted
Abnormal Returns (MAAR) and Cumulative Abnormal &es (CAR) around the event day were calculated
using the Market Adjusted Abnormal Return modelcdelary data was obtained from Nairobi Securities
Exchange. Correlation and t-statistic were usedaita analysis.The study found negative relationbeipveen
Dividend Announcements and Share Price changesritpanies quoted at Nairobi Securities Exchange. The
study establishes the basis for the companies’ ganant to formulate their dividend policy and gisovides
information to investors to make right judgmentiiterpreting dividend announced by companies queted
Nairobi Securities Exchange.
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1.0 INTRODUCTION

Shareholders’ wealth is represented in the markeé pf the company’s common stock, which, in tusthe
function of the company’s investment, financing aslididend decision. Management’'s primary goal is
shareholders wealth maximization, which translatés maximizing the value of the company as meabime
the price of the company’s common stock (AzhagaRtiga, 2008). Earnings are divided into two parts —
retained earnings and dividend. The retained egsnifi the business may be reinvested and treatadsaarce
of long-term funds. Dividend is a distribution ofpartion of a company's earnings, decided by thaerdof
directors, to its shareholders. According to R&¥gsterfield,and Jeffe (2002), the dividend are esped as
shillings per share (dividend per share), as péagenof market price (dividend yield) or as a petage of
earnings per share (dividend payout ratio).

Although many companies pay out part of their eagsiin form of dividend, there are conflicting dpims
regarding the impact of dividend on the valuatiénhe firm(Khan & Jain, 2007).0One school of thouglginst
dividend payment argues that the dividends ardeiwemt. The argument put forward under this schafol
thought isthat dividend is often subjected to higtexation than capital gains. Megginson and Sr(2008)
argue that growing companies normally pay loweiiddimd and reinvest more of their free cash flowsém
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projects and expansion, thus providing higher edgippreciation. These companies attract investorthe
higher tax brackets who are keen on minimizing bbaxden and who have no pressing needs for cash. The
second argument is based on the belief that atfiahreinvests funds (rather than paying them sudigidend)
increases the value of the firm as a whole. Aceaydo Clark (2006), retained earnings are incorgarinto the
price of shares. If a company chooses to retainiegs rather than distribute, the Share Price asesrdingly.
According to the proponents of the no dividend g@glia company's alternatives to paying out excast @as
dividend may include undertaking more projects,urepasing the company's own shares, acquiring new
companies and profitable assets, and reinvestindinancial assets. Payment of dividend foregoessehe
opportunities.

The second school of thought argues those higlleliv payouts is important for investors becausilein
provides certainty about the company’s financialldveing and are also attractive for investors logkto
secure current income. Companies that have a lamglsig history of stable dividend payouts would be
negatively affected by lower or no dividend disttibns; these companies would be positively afigdby
increasing dividend payouts or making additionalquéis of the same dividend. Furthermore, companitsut

a dividend history are generally viewed favorablyew they declare new dividend. The firm’'s managesid
much prefer to be able to increase their compadiyglend rate from time to time. A rising dividemdte is
generally viewed by the market as a sign of prageesl tends to enhance the firm’s stock price (Béag).

The relationship between security prices and infdiom made available to the market has been exquldiy the
efficient market theory. The theory states thatliglypavailable information is always fully reflesd in Share
Prices. Any new information of economic value thalbsequently becomes publicly available is instedasly
impounded in an unbiased manner (Gajewski, 1999).

Muriuki (2010) carried out a study on the relatioipsbetween dividend policies and Share Pricesdonpanies
qguoted at the NSE. He found an inverse relationbkipveen Share Prices and dividend for firms wihiatie
constant dividend payout ratio, constant dividead ghare plus extra and residual dividend polioy.Hdwever
found positive relationship between dividend and@r8hPrice when he used constant amount per shase as
measure of dividend. Mbaka (2010) conducted anirgzapstudy on the dividend signaling theory atENSn

his study, he found a direct relationship betwemiddnd and Share Prices. The studies presentatioting
results regarding the nature of relationship betn@idend Announcementand Share Price changes.

From the reviewed literature, no research has Watket Adjusted Abnormal Return Model to measure
Abnormal Returns in Nairobi Securities ExchangeridaAdjusted Abnormal Return Model avoids the esyo
bias and extra computation associated with estgagecurity betas.This research therefore sougfihdioout
the nature of relationship between Dividend Ann@mentand Share Price movement for companies gated
the Nairobi Securities Exchange using Market AgjdsAbnormal Return Model so as to provide inforomatio
the investors and stock analysts on how dividemt®ancement affect Share Prices which they catouseake
more informed investment decisions.

2.0 REVIEW OF RELEVANT LITERATURE

2.1 Dividend Payment

Dividend distributions to shareholders may be ie thrm of cash dividend, stock dividend, and proper
dividend. Cash dividend is the most common andllyspaid quarterly or biannually. Stock dividendwolve

the authorization and issuance of new stocks tstiegi shareholders on a pro rata basis as a repéatteor or a
supplement to cash dividend (Schneeman, 2010). ifieithod reduces the value per share even though the
company’s assets, profits and total value are antdtl. Property dividend refers to when corponatieclare
dividend that is payable by property other tharhcas

From the investor's perspective, dividends are feiaé since they represent a regular income stream
(Sheflin&Statman, 1984). On the other hand, frormaggerial perspective, dividend can be seen as ladoo
mitigate agency problem by digesting extra freehdémwns (Jensen, 1986), or to signal to the mathat good
quality firm can afford to pay dividend (Bhatacharg979).

2.2 Market Efficiency

According to Aga and Kocaman (2008), market efficie is the degree and speed with which stock prices
reflect information about the firm and the facttimat affect the firm’s value. The primary concegpt &fficient
market hypothesis is that stock prices accuratedyquickly reflect all available information in dua way that

no one can earn abnormal return (Hadi, 2006). Atingrto Malkiel (2005), the efficient market hypetis is
associated with the idea of a “random walk,” whigl term loosely used in the finance literatureftaracterize

a price series where all subsequent price chamgeegent random departures from previous prices.Iddic of

the random walk idea is that if the flow of infortiea is unimpeded and information is immediatelffeeted in
stock prices, then tomorrow’s price changes reslently tomorrow’s news and is independent of thieepr
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changes today. The random walk theory assertptit movements does not follow any patterns ordseand
that past price movements cannot be used to priedlice price movements.

2.3 Dividend Theories

The theories explaining dividend policy are diverg@ut they all relate to whether dividend paynsdmve any
relevance to maximizing the shareholders wealtha(&®f 2009). Some theoriesargue that dividends are
irrelevant while others argue dividends are relévan

2.3.1 Dividend Irrelevance Theory

The most significant proponents of this theory lider and Modigilian(1961). They assume a perfeapital
market where, under this condition, distributionddfidend or otherwise has the same impact on bb&ders
wealth. The shareholders are therefore indiffebattveen payment or nonpayment of dividends. Acogrdd
Besley and Brigham (2008), dividend policy is ienednt because the firms value should be deternmigeitie
basic earning power and business risk of the fifinm’s value is therefore determined by basic eayrpower
of the firm, in which case value depends on thenme produced, and not how the income is split betwe
dividend and and retained earnings (and hence bjowt

Proponents of dividend irreleance theory contemd ithwvestors care only about the total returns tieegive, not
whether they receive those returns in form of dimd, capital gains or both. If the theory of divide
irerelevance holds, then it means there existeptional dividend policy because dividend policy sloet affect
the value of the firm (Besley & Brigham, 2008). Bardt and Brigham (2011) argue that a sharehokentake
his own dividend policy. They say that in case enpany does not pay dividend, a shareholder cartectes
own dividend by selling some of his stocks at aigadquivalent to the amount of dividend the compaayld
have paid him. Conversely, if a company pays adriglividend than an investor desires, the investoruse the
unwanted dividend to buy additional shares of agany’s stock.Competition for such arbitrage opyties,
it is argued, would eliminate any dividend premiandiscount and maintain dividend policy irrelevariBaker
&Wurgler, 2004).

According to Koller (2010), higher Dividend Annowrentare not necessarily good news for investdisy T
can also signal that companies have parmanentlgrlduture investment opportunities. They could hkera
declining Share Prices if the stock market had etqubthe company to continue to invest stronglyatuable
growth opportunities. Mankiw (2009) says althouditese retained earnings are not paid out as dividend
stockholders benefit from them nontheless. Becaet®ned earnings increase the amount of capitalffitm
owns, they tend to increase the future earningstizerdby, the value of the firm’s stock. Biermaf1@) argues
that, because of other factors affecting the sfwade, as well as tax consideration, the declin€liare Price is
not exactly equal to the amount of dividend paid.

2.3.2 Dividend Relevance Theories

Gordon (1959) in his “bird in hand” theoryconterilat dividend policy affects the value of the firde argues
that high dividend payout is important for investdrecause dividend provide certainty about the emyip
financial well-being and is also attractive for @stors looking to secure current income. Accordinbgim, the
market value of a share is equal to the presenevai an infinite future stream of dividend.Wal(&963) argues
that the choice of dividend policies almost alwaffects the value of the firm. According to himettividend
policy should be determined solely by the profiiapbf investments. If the firm has an abundanterofitable
investment opportunities, there should be no castlehd, for the earnings is the source of fundsunoh a case.
In the reverse case, all earnings should be dig&ibto shareholders in the form of dividend beeanusthis
case, the funds are not needed for financing. Besid Brigham (2010) argues that if the intenthaf manager
is to maximise the value of the firm, then investehould prefer that the firm pay dividend onladceptable
capital budgeting opportunities do exist.

The agency dividend theory argues that the pergigdéstribution of cash to shareholders discipliries
managers and reduces agency cost. Agency appréarifies some novel issues by considering the pralct
scenario of the conflict between managers and a@eitsihareholders (Baker, 2009). According to théoth, the
funds remaining after financing all the positivet peesent value projects cause conflict of intefestiveen
managers and shareholders. This theory argue# thahagers paid all the earnings as dividend, thegy will
be required to raise additional debt and equityitahfo finance the future projects. When the mamagbtain
capital through external borrowings, then they margjage in activities which maximize the firm’sweal This
makes the managers to be self regulating and thverabt necessary for shareholders to incur ageosty

The signalling theory of dividend contends thatidwd should be paid. According to signalling theaf
financial managers believe that dividend matter aatdconsistently in accordance with that convittithey
could influence the relationship between the stegkie and dividend policy (Keown, 1998). Sinceidind
anticipate future earnings, it is not surprisihgttannouncement of dividend cuts are usually tdyeimvestors
as bad news (stock price typically falls) and thiaidend increases are good news (stock price)ris&ben
dividend change unexpectedly, the stock pricebmamce back and fourth as investors struggle arpnét the
significance of the change (Brealey & Myers, 2002)e market generally views reduction of dividemdadlure
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to declare dividend as evidence of a problem affithe and a failure on the part of management. film's
managers would much prefer to be able to increfasie tompany’s dividend rate from time to time. i8img
dividend rate is generally viewed by the markea asgn of progress and tends to enhance the fstotk price
(Ben, 2006).The debate as to whether the divideadedevant or irrelevant has continued to recelivergent
views. The study explored whether the dividendratevant or not for companies quoted at the NSHruing

out if dividend annoncement has an effect on SRaice.

2.4 Dividend Policies

According to Banerjee (2008), dividend policy i thlan of action adopted by the board of Directmira
company whenever a dividend decision is made. #n flias to choose between distributing profits to
shareholders and re-investing them back into thenkess. The ultimate choice would, however, depanthe
effect of the decision on the maximization of tladue of the firm or that of its shares (Banerje3Q8).

Three commonly used dividend policies are Congpagbut-ratio, Constant/Regular dividend policy, &ogv-
regular and extra-dividend policy. Constant-PayRatio Dividend Policy refers to the payment of ataie
percentage of earnings to owners over every divigeriod. With this policy the amount of divideridctuates

in direct proportion to earnings.Constant/Regulavidend Policy refers to payment of a fixed amouwfit
dividend in each period (Besley & Brigham, 2008xcArding to Pandey (2005), those investors who have
dividend as the only source of their income mayfgereonstant dividend policy. This policy does agtord
much change in Share Prices and may in the longhalp to stabilize the market price of the sharBisT
however does not imply that dividend per share dawdver be increased. If a company reaches neuslefe
earnings and expects to maintain them, the annvialethd per share may be increased. Low-RegularEadich
Dividend Policy refers to payment of a low regutividend supplemented by further dividend when egs
are sufficient. This type of policy enables a comp# pay constant amount of dividend regularlyhaiit
default and allows a great deal of flexibility feapplementing the income of shareholders when regsrare
higher than usual (Pandey, 2005).

2.5 Measures of Dividend

According to Rosset al (2002), the dividend is expressed as shillings gieare (dividend per share), as
percentage of market price (dividend yield), oraagercentage of earnings per share (dividend payatiai).
Torous,Walkanov and Yan (2004), report that thadéind-price ratio (dividend yield) does not preditbck
return. Lawellen (2004), reports strong evidenaepf@dictability of Share Price from dividend yieldampbell
and Yogo ( 2006) as well found that the dividenitgrratio predicts stocks returns. Arnott and Gliff (2003)
found future earnings tend to be greater when otirdividend payout is greater. In their study Ataatl
Clifford (2003) tested payout ratios against eagaiper share of stocks over 10 year periods betd846 and
2001. They found existence of high correlation leetw increasing earnings per share and increasiyaupa
ratios over this period of time. Obviously, agdstors see a company tending to pay dividend; #neymore
willing to invest in the company (Arnott & Clifforcd2003).

2.6 Studies on Reaction of Share Prices to DividerRayments

There have been a significant number of empirieatst showing that dividend change announcements are
positively associated with share returns in thesdsyrrounding the dividend change announcementer8eev
studies (Pettit, 1976; Aharony&Swary, 1980; Bendsbpwn& Pinkerton, 1984; Dhillon& Johnson, 1994;
Lippert, Nixon &Pilotte 2000) found that a dividestiange announcement conveys information to théehar
Similar results were obtained by Lee and Ryan (2@@02) when theyanalysed dividend initiations and
omissions. Travlos, Trigeorsgis andVafeas (200Blysed the market of Cyprus whileGurgul, Madjos# an
Mastel (2003) analysed the Austrian market findialgo support for the dividend information content
hypothesis.

Azhagaiah and Priya (2008) conducted a study onirtipact of dividend policy on shareholders’ wedlth
chemical companies in India. Their study renderthér credence on the positive link between divitipolicy
and wealth creation. They found that in the longrrwealth of shareholders of dividend paying cheanic
companies had increased significantly when compsodtiat of the dividend non-paying counterparthjolv
further shows the impact of dividend policy on vikalreation. Pourheydari (2008) on his study anticing

of dividend and book value in equity valuation rar found dividend have large information contemd ¢hus,
have very important role in stock valuation.

Nevertheless, some of the studies have not sughexteence for a positive relation between dividehenges
and the market reaction. Studies done by Lang atmriberger (1989),Benartzi, Michaely and Thale39()

for the American market, Conroy, Eades and HaR@90) for the Japanese market, Chen, Firth and(&a0R)

for the Chinese market,and Abeyratna and Power22fad the United Kingdom (UK), found no evidenceao
significant relationship between dividend chang@camcements and Share Price reaction surroundiag th
announcement day. Asamoah (2010) while carryingaon@search on the impact of Dividend Announcenrento
Share Price behavior in Ghana found that Dividemihduncementdid not have any impact on Share Price
behavior. Studying the effect of the earnings ameements on the stock prices on the companies djabtide
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NSE Mohammed (2010) found that nobody can bengadihfevents like earnings, dividend, stock splitsl an
mergers when market is semi strong.

Mbaka (2010) conducted an empirical study on thiddnd signaling theory at NSE using Dividend pbai®

as measure dividend. In his study, he found thaté&Rrices increased for companies which announcegase

in dividend while Share Prices decreased for comggawhich announced decreased dividend. Comparitas w
no change in dividend were found to have mixed treas towards Dividend Announcement. Mohammed
(2010) tested the relationship between dividend gbare and firms value from 2005 to 2009. He fothat
announcement of the dividend of the firms liste®NSE do not play an important role in determinatdrirms
value in all industries. Although he found Dividepdr Share to be demonstrating stronger impact aogdpto
Retained Earnings per Share on firms value, ingugise there were a mixed results with some indesstr
showing stronger Retained Earnings per Share cardgarDividend per Share.

Muriuki (2010) carried out a study on the relatioipsbetween dividend policies and Share Pricesdonpanies
qguoted at the NSE. He found an inverse relationbeigveen Share Prices and dividend when using aainst
payout ratio, constant dividend per share plusaeatrd residual dividend policy. He however founditie
relationship between dividend and Share Price wierused constant amount per share as to représent t
dividend.

Bittok (2004) evaluated the effect of dividend pglon the value of the firms quoted at the NSEaf@eriod of
six years from 1998 to 2003. The findings were thate is a relationship between the dividend payatio and
the value of the firm. Ngunjiri (2010) tested thedationship between the dividend payment policied stock
price volatility for companies quoted at the NSEHa period covering 1998 and 2008. Using dividgietd and
dividend payout ratio as measures for the dividemdound that dividend payment decisions of a camp@done

do not affect prices in companies quoted in theyl@ermarket.

Rioba (2003) evaluated the predictability of ordinatock returns at the NSE in Kenya. In a samfld(®
randomly selected companies, he found that shom tthanges in stock prices may well be influencgd b
“investor psychology.” He concluded that the preatidity evidence for ordinary shares in the NSEvesak and
not definitive. Munyao (2010) tested for investorationality for companies quoted at NSE and fotimak
investors overreact to news and are thus irrational

The empirical studies give divergent view as to tivbe dividends have any impact on firms’ value.haligh
Frankfurter and Wood (2002), after examining sommgieical studies, concluded that the choice ofrtrethod

of analysis and sample period does not signifigaatfect the studies’ results, the study obsentet in all
reviewed literature; only Uddin used Market Adjusteturn Model to measure Abnormal Return. Mosthef
studies carried in NSE support that Dividend Anrmamenthas an effect on Share Prices. However,hhey
reported divergent views on whether the relatigméhpositive or negative.

2.7 Shareholders’ Preferences

According to Megginson and Smart (2008), investres attracted to different company policies, anémthe
company policy changes, investors adjust theirkstuldings accordingly. As a result of this adjusiy the
stock price moves. A company's stock price movesraing to the demands and goals of investorsaotien

to a tax, dividend or other policy change affectig@ company. Because there are economic agenis wit
different fiscal framings, this can mean that s@nefer dividend, while others prefer capital gajhkegginson

& Smart, 2008). Dividends in most countries areethrore than the capital gains. Therefore, it isequossible
that some investors would prefer high-payout whilleers may prefer low-payout companies (Pandey5R00
Miller and Modigliani (1961) hypothesize that subbterogeneity leads to what they termed as “divdden
clientele effect” where investors naturally sotbiequity holding classes based on their divideagbpt ratios.
Black and Scholes (1974) also assert that the fikmswing that there are investors for several sypledividend
yields, would adjust their dividend policies as essary to satisfy the demand. In relation to diwitipayout,
Brennan (1974) states that for a given risk letle, investors demand higher returns on stocks tiigher
expected dividend yields, due to the higher taxatid dividend relative to capital gains. Unlike idiend
income, capital gains are not taxable in KenyadBgeP006).

2.8 Stock Prices

Stock prices are driven by three types of facteonomic factors, market related factors and fipmesfic
factors (Madura, 2010).

2.8.1 Economic Factors

An increase in economic growth is expected to imeeethe demand for products and services producéchis
and therefore increase a firm's cash flows and at@u. Participants in stock market monitor ecormomi
indicators such as employment, gross domestic ptodetail sales, and personal income because these
indicators may signal information about economiovgh and therefore affect cash flows. Unexpected
favourable information about economy tends to caufs/ourable revision of a firm's expected cashficand
therefore places upward pressure on firm’s valueces government’'s fiscal and monitory policies effe
economic growth, they are also continually monitiodgy investors (Madura, 2010). Another prominent
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economic force driving stock market prices is iaegtrrates. Lower interest rates can make sharese mo
attractive for two reasons. Lower interest ratdp heost economic growth making firms more profigatAlso
lower interest rates make shares relatively mdradaive than saving money in a bank or holdingdsonf bond
yields fall, it may encourage investors to switctioi shares which give a relatively better dividedd
unanticipated rapid rise in inflation would probaldause a fall in stock markets. A rise in inflativould
probably lead to a greater chance of higher interess. This reduces growth and profitability. kig inflation
may also encourage investors to move into moratiofi proof investments.

2.8.2 Firm Specific Factors

According to Madura (2010), a firm’s stock priceaiected not only by macroeconomic and market it
but also by firm-specific conditions. Some firme &xposed within their own industry than to generanomic
conditions, so participants monitor industry sd@@scasts, entry in to the industry by new compeditand price
movements of the industry’s products. Stock mageaticipants may focus on the announcements, agroth
characteristics that may cause a revision in tipeebed cash flows to be generated by the firm.

2.8.3 Market Related Factors

These factors include investor sentiment and makemaly effect. Investors’ sentiments represemtgtneral
mood of investors in the stock market. Since stegkiations reflect expectations, in some periods stock
market performance is not highly correlated witlisgrg economic conditions. For, example, even tfothe
economy is weak, stock prices may rise if most stwmes expect the economy to improve in the nearréut
(Madura, 2010).

2.9 Market Anomalies

According to Zacks (2011),financial markets, andesatefer to situations when a security or groupeasfurities
performs contrary to the notion of efficient masketvhere security prices are said to reflect akilable
information at any point in time. The anomalieslddae due to announcements made by companies & beu
due to calendar effect.

2.9.1 Calendar Effects

Anomalies that are linked to a particular time eatled calendar effects. According to Fabozzi (J(@fine of
the most popular calendar effects include the weelaffect, the turn-of-the-month effect, the tufrtiee-year
effect and the January effect. The weekend effestiibes the tendency of stock prices to decreadéomdays,
meaning that closing prices on Monday are lowen ttlasing prices on the previous Friday. For someown
reason, returns on Mondays have been consistantlgrithan every other day of the week. The turthef
month effect refers to the tendency of stock pricegse on the last trading day of the month amfirst few
trading days of the next month. The turn-of-theryeféect describes a pattern of increased tradoignre and
higher stock prices in the last week of Decembdrtha first two weeks of January.

Amid the turn-of-the-year market optimism, thereig class of securities that consistently outperéathe rest.
Small-company stocks outperform the market androfisset classes during the first two to three wexks
January. Numerous studies show persuasive evidbatatock returns are high in January and smalisfido
better than large firms early in the year (Stro2@)9). This phenomenon is referred to as the Jareffect.
Occasionally, the turn-of-the-year effect and thenuary effect may be addressed as the same trend,
because much of the January effect can be attdbuste¢he returns of small-company stocks. Givert tha
prices of the shares have been found to be chamgiddferent periods of the year, month or wedle study
held constant all other anomalies apart from Dir@dl&nnouncementanomaly.

2.9.2 Announcements Effects

Not all anomalies are related to the time of wemknth or year. Some are linked to the announcemg&nt
information regarding stock splits, bonus issusltdres, earnings, and merger and acquisitionsglzamges in
management, capital structure, and regulatory p@ipps, 2009). After announcements, stock prieastrand
often continue to move in the same direction deedty the announcement. For example, if a poséamings
surprise is announced, the stock price may immelgiahove higher. Short-term price drift occurs wistock
price movements related to the announcement cantiong after the announcement. Short-term pricé dri
occurs because information may not be immediatflgated in the stock's price. When companies anc®@a
merger or acquisition, the value of the companyngeicquired tends to rise while the value of thdalinig firm
tends to fall. Merger arbitrage plays on potentigdpricing after the announcement of a merger quisition.
Different announcement have therefore been fourbthaving some impact on the prices of sharessiudy
investigated if the announcement of dividend hasiampact on the price of shares for companies qLintédNSE
and excluded the companies which had other majoowrcement during the observation period.

3.0 DATA AND METHODOLOGY

The population of interest was all the 57 compaties were quoted at the NSE as at' 8kcember, 2010.
Companies that were listed at NSE later than thie dould not have enough time to prepare accoantgunce
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dividend and avail their reports to NSE where dates collected. The companies were categorized fimgo
major segments as shown in Table 1.

Table 7
Segments of Companiesi@ted at the NSE by 3December of Year 2010
Sector Number of Companies
Agricultural 5
Commercial and services 12
Finance and investment 15
Industrial and allied 17
Alternative market segment 8
Total 57

Source: NSE handbook 2011

Purposive sampling was used. The companies thathadulfillment of announcing dividend for five es in
the period of observation were considered in thepsa. Companies which had other major events IHares
split, bonus issue or special dividend during thedaw period were excluded from the sample.Outhef 57
companies, 14 did not announce the dividend, 3 wetdisted by year 2006, 3 announced interim andl f
dividend in different days, 8 announced bonus @i or right issue, 5 announced stock splits, 3anced
special dividend, 1 was suspended and 16 did ne¢ Bafficient information required by the study.pd
companies met the preset criteria

The study employed secondary data relating to drdividend per share, daily closing prices, and N®Eshare
index during the window period. The daily closinmicp per share and the NSE 20 share index wereated for
30 days before the day of announcement, 30 dagstaft announcement and on the announcement day.
The study used two measures for dependent varéblesed by Uddin (2003) in a study oneffects ofidzind
Announcementon shareholders' value, market adjaiedrmal return (MAAR) and daily cumulative abnaim
returns (CAR). The study used NSE 20 Share Inderdasure average market price. The t statisticsusad
for making inferences while the Predictive AnalgtiSoftware (PASW) was used as an aid for analysis.
statistics for MAAR and CAR at 95% confidence lewals calculated.

Model Specification

Market adjusted returns were calculated as follows

Y Y e S Equation (1)

Where,

MAAR is the market adjusted abnormal return forusieg i over timet.

R;:is the timet return on security, calculated as

R = % ..................................................................... Equation (2)
Where,
Ris the market closing price of stockn dayt
R. is the market closing price of stockn day;..

RIS the timet return on the NSE 20 share index calculated as
R it= L e e, Equation (3)

Tg—q

Where,
I;is the market index on day
I,_,is the market index on
MAAR shows the change in individual stock’'s valugedto the Dividend Announcement. As the percentage
change in the market index is deducted, the rereaigives us the portion of the price changes whidpecific
to that particular stock resulting from Dividend Mauncement. MAAR is calculated over a window petisdd
by Uddin (2003) starting from 30 days before to &ys after the Dividend Announcementday.The second
measure used is cumulative abnormal returns (CARgEiwmeasures the investor’s total returns oveeriog
starting from well before the announcement of divid to well after announcement day. It was caledlais:

CAR = YEEF30MAAR, vt e e e e e e Equation (4)
Where,
CAR; Is Cumulative abnormal returns at time t
L=+30 MAAR, Is the sum of market adjusted abnormal return fdayt=-30 to t=+30
Graphs were used to show the trend of MAAR and @AfRIn the window period and t-statistic used how
the significance of MAAR and CAR. Significance wasted using Brown and Warner (1985) model asvialo

MAAR .
tMAAR —m Equatlon (5)
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While the t values to test the significance of @&R was calculated using the following formula

CAR .
= W ....................................................................... Equation (6)

Where

tis the calculated t values

o(MAAR)is the Standard deviation of Market Adjusted AbnalrReturn.
n is the number of earnings announcement in th@leaom day t.
o(CAR)is the Standard deviation of Cumulative AbnormatuRe

dis the total number of days that MAAR is cumulativ

4.0 ANALYSIS AND RESULTS

4.1 Effects of Dividend Announcementon Share Pricé@nges

Figure 1 is a graph showing trend of CAR before aftdr Dividend Announcementday. MAAR is calculated
over a period starting from —30 day to +30 daytietato the Dividend Announcementday (day 0).
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Figurel.Graphical Representation of MAAR for the 61 DaysBwWVindow

Figure 1 reveals that MAAR moved above and beloiw thost of the days before announcement day. # wa
however positive in most of the days before Dividlennouncementday. This shows that, before Dividend
Announcementday, investors get prior informatiomticipate that the firm will pay dividends anayrbuy the
stock thus causing rise in prices due to rise imated The MAAR was found to fall at a higher rate two day
before actual Dividend Announcement. This couldabe result of the investors selling their shavggain from
increase in prices and thus increasing the supplghcause fall in Share Prices. MAAR still remainmositive

in most of the days after Dividend Announcementaik the highest increase being observed on day +30
Even though an investor can earn excess returncorr ian excess loss in a single event that is midicent
evidence to verify inefficiency. To overcome thssiperior performance measured by computing the @R
investor earned was used. Figure 3 is a graph&jalesentation of average CAR in days before argr aft
announcement of dividend. CAR is cumulated oveergop of 61 days starting from —30 day to +30 dagtive

to the Dividend Announcementday (day 0).
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Prior to the announcement the impact of CAR shdiaddhigher as days tend towards announcement day. It
should then stabilize after announcement. CAR vessitipe in all the days before Dividend Announceidey.
It was however negative on the Dividend Announceen This can be attributed to the high negativeAR
two days before the event day. CAR continued fglénen after Dividend Announcementday until day@&R
started rising two days after Dividend Announcerfitent day +3 to day +8 before falling again for falays
from day +9 to day +12. From day +13 the CAR rosstiouously except on day +19, +23, and +28. It was
observed that CAR was rising and positive in mdshe days after Dividend Announcement. This wasabise
MAAR was positive in most of the days after DivideAnnouncementday. This shows that, after Dividend
Announcementday, investors associated the Dividemibuncementto good performance of the company and
the shares attracted more investors resultings&oini prices.
4.3.1Correlation between DPS and MAAR
One of the objectives was to determine the relatign between Dividend Announcementand Share Price
changes. The hypothesis was tested using cormelat@lysis. The first correlation was computed eetw
MAAR and DPS to enable determine the nature otimeiahip between the two variables.

Table 2

Correldion between MAAR and Dividendep Share

MAAR DPS
MAAR Pearson Correlation 1 -584
Sig. (2-tailed) . 301
N 5 5
DPS Pearson Correlation -584 1
Sig. (2-tailed) .301 .
N 5 5

* Correlation is significant at the 0.05 level @ied).
Source: Survey Data (2013)
The study found existence of negative correlatiebween and MAAR of -0.584. However, the significanc
value of 0.301 was greater than 5% allowable effbe negative correlation between DPS and MAAR nats
significant at 5% significance level.
4.3.2 Correlation between DPS and CAR
The second correlation was computed between CARD&TS to determine the nature of relationship betwee
the two variables.

Table 3
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Correlatilm between CAR and DividenderShare

CAR DPS

CAR Pearson Correlation 1 -.890(*)
Sig. (2-tailed) . .043

N 5 5

DPS Pearson Correlation -.890(*) 1
Sig. (2-tailed) .043 .

N 5 5

* Correlation is significant at the 0.05 level @hed).

The correlation between dividend and CAR was fotmfle negative and significant at 5% significareeel.
The study found that although correlation betweef™®R and DPS was insignificant, the correlation beea
significant when MAAR was accumulated over the dagd correlated with the DPS. The first hypothess
therefore accepted.The resultswere however indemsiwith the finding of a study carried out by Ntba2010)
who found a direct relationship between dividendl &8hare Prices at the NSE. The observed negative
relationship between dividends and abnormal returnthe event window on the NSE can be explainedhiey
tax clientele effect. In Kenya, unlike dividendsapital gains are not taxed. Shareholders therefoeger
earnings to be retained rather than paid out dsidetid. The negative correlation supports the anrgnt that a
firm that reinvests funds (rather than paying trerhas dividend) increases the value of the firma agole and
consequently increases the market value of théstoc

5.0 CONCLUSIONS OF THE STUDY

The study found out that the Dividend Announceméatsto significant abnormal returns around Dividen
Announcementperiod. This implies that anindividcah be able to profit by acting on the announcergthe
dividend. A test of semi-strong form efficiency (fa, Fisher & Roll, 1969) indicated that investoasimot earn
an above normal return on publicly available infatibon such as historical prices, volume information
accounting statements, annual reports, stock spltvidend Announcements, new issues of stock
announcements, and earnings announcemd@ihis study therefore concluded that NSE is not sstming
efficient. The results were inconsistent to whdtln (2003) found when he carried out a study enBffect of
Dividend Announcementon Shareholders’ Value at Bh&tock Exchange in Bangladesh and found that
investors do not gain value from Dividend Announeem The study found payment of dividend is relévan
since Dividend Announcementcauses significant ceangshare Price both on days before and afterdind
Announcement.
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