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ABSTRACT

This research investigates the impact of profit strategy on the financial performance of
companies and shareholder wealth. A sample of 51 firms listed in the PSX database was
examined during the period 2006-2015 using a typical steady effect model. Relapse analysis
reveals a positive association between profit strategy and important financial metrics, including
profit per share, share price, and return on equity. The findings support monetary theories like
clientele effect, free cash flow hypothesis, and the bird-in-hand hypothesis, underscoring the
manner in which profit payments affect speculator confidence and firm value. In addition, the
results reconcile with the signaling hypothesis to reveal that profit strategy is an important
indicator of a firm's monetary health. The consideration finishes up that a well-designed profit
arrangement enhances shareholder wealth and corporate value, highlighting its importance in
financial decision-making. These pieces of information provide valuable recommendations for
financial experts, corporate managers, and policymakers in developing persuasive profit
strategies.

Keywords: Dividend Policy, Shareholder Wealth, Financial Performance, Earnings Per Share,
Share Price, Return on Equity, Clientele Effect, Free Cash Flow

I. INTRODUCTION (EPS), share price (SP), and return on value

(ROE), using a sample of 51 firms from the

Dividend arrangement 1is a significant

monetary choice that impacts a company's
budgetary execution and shareholder riches. It
decides the parcel of benefits dispersed to
shareholders as profits whereas holding the
remaining profit for reinvestment. A well-
structured profit approach can improve
speculator certainty, increment stock costs, and
move forward in general corporate valuation.
This consider refers to examining the impact
of profit strategy on related

implementation indicators like profit per share

money

PSX account between 2006 and 2015.

Various budgeting hypotheses explain the
prominence of profit arrangement. The client
impact suggests financial experts prefer profit
strategies that can adapt with their money
related motives. The free cash stream proposal
suggests that installments of benefits reduce
excess reducing clashes in the
workplaces. The bird-in-hand proposal argues
that financiers prefer to invest in gains rather
than expectant capital gain because they have

money,
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confidence. Further, the signaling theory
establishes that profit payments signal a firm's
financial stability and future growth
opportunities.

This research employs a standard consistent
effect display to measure the impact of profit
arrangement on  corporate  performance.
Regress analysis is carried out to determine
whether profit per share (DPS) and profit
abdicate (DY) primarily influence EPS, SP,
and ROE. The findings provide experimental
evidence testifying to the positive association
among profit arrangement and shareholder
wealth, emphasizing its role in corporate fiscal
strategy. Knowledge from the research will
benefit investors, financial researchers, and
company managers in taking informed profit
arrangement decisions to boost shareholder
value.
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Fig 1: Architecture

I1. RELATED WORK

Dividend policy is a crucial financial decision
that affects a company’s valuation, shareholder
wealth, and market performance. The
following studies have examined various
aspects of dividend policy, including its effect
on stock prices, corporate performance, and
financial stability.

The Effect of Dividend Policy on Share
Price

Al-Hasan, Asaduzzaman, and Karim (2023)
performed an evaluative study on the effect of
dividend policies on share prices. The results
dividend
policies have a positive effect on investor

show that consistent and stable

confidence, which in turn increases share
prices. The research also indicates that
investors favor companies with stable dividend
patterns since uncertainty in dividend
payments can lead to stock price volatility.

The Effect of Starting Dividend Payments
on Shareholders' Wealth

Asquith and Mullins (2023) investigated the
effects of companies starting to pay dividends
for the first time. They discovered that firms
that begin paying dividends have a positive
stock price reaction, with share prices rising as
a result of investor perception of financial
health. Their study is consistent with the
dividend signaling hypothesis, which proposes
that starting to pay dividends signals good
financial health and future profitability.

Dividend

Performance
Adediran and Alade (2022) examined the
dividend policy and corporate performance
nexus in Nigeria. They concluded that
dividend payout ratios significantly affect the
profitability of companies, with those that
maintain dividend payments being able to
attract more investors and enhance financial

Policy and Corporate

performance. They also pointed out, though,
that overpayment of dividends may reduce the
reinvestment possibilities of a firm, hence
possibly impacting long-term growth.

Volume 13Issue11Nov 2024

ISSN 2456 — 5083

Page 232



International Journal for Innovative

€ngineering and Management Research

PEER REVIEWED OPEN ACCESS INTERNATIONAL JOURNAL

www.ijiemr.org

The Savings-Investment Valuation of
Corporations

Gordon (2022) examined the relationship
between dividends, savings, and firm
valuation. His findings validate the Gordon
Growth Model (Dividend Discount Model),
where companies that have greater dividend
payments are considered safer and more
valuable. He believed that dividend payments
provide a reference point for evaluating a
to make sustainable

company's capacity

profits.

The Influence of Retained and Distributed
Profits on Future Profitability and Equity
Returns

Khan, Zulfiqar, and Shah (2022) examined the

correlation  between retained  earnings,
distributed  earnings  (dividends),  and
profitability in the future. The research

concluded that companies that balance retained
and distributed earnings perform better than
those that over-distribute dividends or retain
excess capital. The evidence confirms the
trade-off theory, which states that companies
have to maximize between distributing profits
to shareholders and investing in business
growth.

I11. RESEARCH METHODOLOGY
This research adopts a quantitative research
strategy to analyze the influence of dividend
policy on financial performance and
shareholder wealth.

The study is grounded on panel data obtained
from 51 PSX index listed companies spanning
a decade (2006-2015). Secondary data have

been used by the study sourced from financial
stock market data bases, and
releases to

statements,
company

performance indicators including dividend per
share (DPS), dividend yield (DY), earnings per
share (EPS), share price (SP), and return on
equity (ROE). To establish the most fitting
model for analyzing data, the research
performs a redundant fixed effect test to test
the common constant model and the fixed

examine financial

effect model. The Breusch-Pagan test is also
used to choose between the random effect
model and the common constant model. From
the results, the common constant model is
most fitting for this analysis. Regression
analysis is subsequently conducted to evaluate
the correlation between dividend policy and
financial performance. Independent variables
DPS and DY are tested to quantify their effect
on the dependent variables: EPS, SP, and
ROE. The F-statistic and R? values are applied
to determine model significance and
explanatory power.

The research adopts a rigorous methodology
by strictly ensuring data quality, consistency,
and reliability in the form of intensive
validation practices. Through using this
empirical technique, the investigation seeks to
arrive at a valid understanding of dividend
policy's role in affecting financial performance
of a firm and achieving shareholder wealth
maximization.

Colrlripone Details

Research Quantitative, empirical
Type study

Data 51 PSX-listed firms (2006-
Source 2015)

Sampling Purposive sampling
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Method
Variables DPS, Dividend Yield, EPS,
Share Price, ROE
Model Common constant model
Used
Tests Fixed effect test, Breusch-
Applied Pagan test, Regression
U::iftware STATA / EViews / Python
Analyze dividend policy’s
Objective | impact on firm performance
& shareholder wealth

Table 1:summarizing the Research
Methodology

IV. IMPLEMENTATION
The Implementation of this research entailed a
systematic method of data collection, analysis,
and interpretation to analyze the effect of
dividend policy on financial performance and
shareholder wealth. A sample of 51 PSX-
listed firms from 2006 to 2015 was chosen to
ensure a thorough analysis of various
industries and financial structures. The
research used a standard constant model in the
analysis of how dividend per share, dividend
yield, earnings per share, share price, and
return on equity affect each other. Statistical
tests such as the redundant fixed effect test
and Breusch-Pagan test were used to validate
the most appropriate model for the analysis.
Regression analysis was subsequently used to
determine relationships between dividend
policy and financial variables, and findings
confirmed a positive relationship between firm
value and dividend payment. Findings were
consistent with prevailing financial theories,
including the clientele effect, free cash flow
hypothesis, bird-in-hand theory, and signaling

hypothesis, upholding their application in
business decision-making.

RESULT
The research attempted to measure the effect
of dividend policy on shareholder wealth and
financial performance for 51 PSX listed
companies over the period of 2006-2015. The
common constant effect model was used in the
regression analysis, which was determined to
be the most appropriate following fixed effect
tests. The results establish a statistically
significant link
performance, dividend policy, and shareholder

between financial

wealth.

Dividend Policy and Financial Performance
The findings show a positive relationship
between dividend per share (DPS), dividend
yield (DY), and return on equity (ROE):

DY-B = 0.104, p = 0.00
DPS-B = 0.006, p = 0.00

Both DPS and DY significantly affect
financial performance at a 5% significance
level. Increased dividend payout is associated
with better corporate performance, validating
the bird-in-hand theory and free cash flow
hypothesis.
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Fig 2: Impact of divident policy on financial
performance

Dividend Policy and Shareholder Wealth

A positive established
between dividend policy, share price, and
earnings per share (EPS):

correlation was

DY-p = 0.69, p = 0.00
DPS-B = 0.041, p = 0.03

Likewise, EPS is also affected significantly by
dividend payments:

DY-p =0.26, p=0.000

DPS-p =0.18, p = 0.000
This that greater dividends’
enhance investor confidence, increase stock
prices, and improve EPS, supporting the
signaling hypothesis and the clientele effect®
theory.

establishes

Regression Model Results ¢

The results of the regression analysis for share
price (SP), EPS, and ROE are given below:

www.ijiemr.org

‘ value ‘ 001 ‘ 0 ‘

Table 2:Regression Model Results

0.40
0.35 0.329
0.30 1
0.25 1

0.20 4

R2 Value

0.15 A

0.10 1

0.05 A

0.00 -

sp EPS ROE
Regression Models

Fig 3: Model Fit -R? Values for Different
Financial Metrics

The dividend policy captures 32.8% of
the wvariance in EPS, establishing its
significant influence on shareholder wealth.

The dividend policy captures 5.7% of the
variance in share prices, affirming its impact
on market perception.

The dividend payout policy accounts for
13.8% of differences in ROE, emphasizing its
contribution to profitability.

Discussion of Findings

Higher-dividend companies have higher
share prices and EPS, validating the signaling
hypothesis of dividends.

The negative influence on retained
garnings indicates that companies paying out

more dividends retain less internal funds to be
reinvested.

In general, dividend payments are a useful
fiscal instrument for the purpose of raising
investor  confidence, more investment

Share Earning Returnen
Metr . s Per .
e Price Share Equity
P ROE
P | (Eps) (ROE)
[ J
R? g 0.057 0.3288 0.1380
Adju 0.053
sted R? | 7 0.3259 0.1342
F- »
statisti 13.98 111.72 36.51
c
p- 0.000 0.00000 0.000000

attraction, and enhancing corporate valuation.
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CONCLUSION
This study investigated the effects of dividend

policy on company financial performance and-

wealth of shareholders based on data collected
from 51 listed companies on the PSX from
2006 to 2015. The study utilized a common

constant model and regression analysis to-

analyze the connection between dividend
policy and major financial metrics such as
earnings per share (EPS), share price, and

return on equity (ROE). The results confirmed

a positive and statistically significant
relationship between dividend payment and
wealth, which that

shareholder implies

companies paying greater dividends are likel}5 :

to achieve better financial performance and
investor confidence. The research corroborates
economic theories like clientele effect, free
cash flow hypothesis, and bird-in-hand theory,
supporting the fact that dividends are signals

of a firm's financial well-being. The ﬁndingé'

also corroborate the signaling hypothesis,
implying that dividend policies are able to
drive investor attitudes and market valuation.
Overall, the study underlines the significance
of an effectively designed dividend policy in
maximizing corporate value and shareholders'

wealth. The study has useful implications fof

corporate
policymakers  in
dividend policies.

managers, investors, and

structuring  successful
Subsequent studies can
effects and

investigate  industry-level

exogenous economic conditions on dividend"

policy choices.
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