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ABSTRACT

This study sought to adduce empirical evidence on the influence of financial performance on dividend payout in
the context of commercial banks listed at the Nairobi Securities Exchange (NSE) in Kenya. It was anchored on the
liquidity preference, pecking order, and life cycle theories. The study used descriptive longitudinal design. Each of
the required ratios was lifted from financial statements where directly reported, or calculated. The ratios were
then entered into Statistical Package for Social Sciences (SPSS) version 20. The data were then processed and
subjected to multi-collinearity test, then descriptive and regression analyses. The input variable in the study was
the financial performance measured by the annual profitability, liquidity, and capital structure ratios. The
general objective was met through multiple regression. The study demonstrated a significant influence of the
combined factors: profitability; liquidity; and capital structure on dividend payout of the commercial banks listed
at the NSE. The study determined that profitability was indeed a significant influence of dividend payout. The
study also revealed that liquidity was not a significant influence of dividend payout of the commercial banks
listed at the NSE. The study finally revealed that capital structure had no statistically significant influence on
dividend payout. This study therefore suggested a further study focusing on the same concepts, but inclined on
the unlisted commercial banks due to their relatively less public scrutiny. The study also recommended a study on
the influence of financial performance on all the 64 firms listed at the NSE, and possibly a comparison among the
various economic sectors. The study further suggested a study on the same context, but using a longer
longitudinal span since that would enhance more validity of the measures of association between the variables.
The study finally recommended a study focusing on the non-financial dimensions of dividend payout including the
mode of payment, regularity of payments, et cetera.
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INTRODUCTION

The significance of financial performance in the
determination of dividend payout of an organization
remains paramount among shareholders and other
key stakeholders. The concept of dividend payout has
been defined by Akinyomi (2014)
policies governing the payment of dividends among

as the set of

organizations. The concept of financial performance
has, on the other hand, been defined by Uwuigbe,
Jafaru, and Ajayi (2012) as the extent to which the
organization meets its financial objectives. According
to Imran (2011) the dividend pay out has the capacity
to influence financial performance since under such
conditions, the organization foregoes any attractive
investment opportunities that could result to better
financial performance both in the short and long runs.

This study sought to adduce empirical evidence on
the influence of financial performance on dividend
payout in the context of commercial banks listed at
the Nairobi Securities Exchange (NSE) in Kenya. It was
anchored on the liquidity preference, pecking order,
and life cycle theories in the field of Finance. Liquidity
preference theory is based on the observation that,
holding all other factors constant, investors prefer
and will want

holding onto cash premium

compensation for investment in illiquid assets
including real estate, bonds and stocks. According to
pecking order theory, firms prioritize finance based
on the principle of least resistance (Chowdhury,
2006). The life cycle theory postulates that dividend
payment by an organization is largely a function of

stage in the life cycle.

The study drew motivation from the policy and
management dilemma facing policy makers and
corporate managers, respectively. This is in light of
the relationship between dividend payout and
financial performance of organizations. Key among
the areas of dilemma were whether to pay, how to
pay, and when to pay dividend in order to enhance
superior financial performance. In light of this, the
most favored option is normally the internal sources

of funds, then debt and finally equity as the last
option. By limiting payouts, a firm will have free cash
flows in form of retained earnings and therefore no
need for additional debt and equity capital (Kohn,
2003). Even though previous studies on determinants
of financial performance have identified firm size
among financial performance determinants, little has
been done on the perspective of dividend payout of
commercial banks listed at the NSE(Ndungu, 2009;
Muchiri, 2006).

Organizational performance comprises the actual
output or results of an organization as measured
against its intended outputs (or goals and objectives).
The measurement of financial performance has been
done using diverse models, with the balanced
scorecard by Kaplan and Norton (2002) being the
most popular in the recent past. According to the
balanced scorecard, financial performance is one of
the dimensions of organizational performance, and is
by all means the oldest. Some of the traditional
indicators of financial include
profitability, liquidity, and
(Brearleyet al., 2000).

performance

financial leverage

Profitability measures the ability of an organization to
earn profits, the latter being the excess of revenue
after all expense have been netted off. According to
Pandey and Bhat (2007), profitability is the most
popular measure of financial performance of an
organization, with most other indicators derived from
it. Liquidity refers to the ability of an organization to
meet its short term obligations as and when they may
fall due (Akinyomi, 2014). Financial leverage is an
indicator of the extent to which the assets of an
organization have been funded by debt finance, and
hence the external charge on the assets. The study
used the three indicators of financial performance
due to their widest use in literature and relevance to
the context of commercial banks.

Dividend payout has been defined by Ross,

Westerfield and Jordan (2000) as money that is paid
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as a result of earnings. Distributions are the payment
made from other sources other than current
accumulated retained earnings. Distribution from
earning can therefore be referred to as dividend and
distributions from capital as liquidating dividend.
Payment in direct form by a concern to its
shareholders can be deemed as dividend or a
characteristic of dividend policy. According to
(Brearley & Myers, 2000),dividend policy is an
attempt to strike an optimal balance between
retained earnings, dividend payout, and rights issue.
Baker, H. (1999) noted that industry differences and
expected

determinants of dividend policy. Dividend policy

future returns are the dominant
determines how much out of current earnings are
paid out to shareholders and how much is retained
for reinvestment. Some investors prefer reinvesting
their earnings for future growth yet others prefer
payout. Prevailing macroeconomic conditions in an
economy allows managers to plan in advance on
whether to pay out dividends or to reinvest. Dividend
policy helps firm managers determine in advance how
much of current earnings should be paid out as
dividend and how much should be retained. Other
key matters relating to a concern’s aggregate
dividend policy include requirements of the law,
liquidity and regulatory
considerations; dividend stability; stock splits; market

issues; administrative
responses and stock repurchases (Brearley & Myers,
2000).

Statement of the Problem

Managers are always faced with difficult decisions to
make with respect to dividend policy, with each
strategic option having a potential to impact financial
performance of the organiation positively and
negatively (Pandey & Bhat, 2007). In light of this,
decisions regarding whether to pay, when to pay, and
how to pay dividends have dominated academic as
debates.
variegated nature of study outcomes, there is a

well as professional Because of the

dilemma among corporate leaders on the justification
for dividend policies (Uwuigbe, Jafaru, & Ajayi, 2012).

Many companies at the Nairobi Securities Exchange
are increasingly becoming reluctant to declare
dividends or issue bonuses. An analysis by Business
Beat on the 64 listed companies at the NSE found
that over a third of the companies had not paid
dividends since 2014, with a further 15 companies
reducing their dividends per share. Against this
backdrop, many investors had openly expressed
displeasure. In this regard, various reasons had been
advanced for this variability, including prevalence of
systematic risks. Moreover, with governments
worldwide using commercial banks as an avenue to
operationalize their monetary and fiscal control
policies, the performance of these organizations

cannot play a peripheral role.

Because of the strategic dilemma facing organizations
including commercial banks with respect to dividend
payout and financial performance, various sudies
have been conducted. A study by Rao (2016) focused
on the relationship between macroeconomic factors
and financial performance of the five firms listed at
the NSE.
contextual focus by looking at only the listed firms in

However, the study had a narrower

the energy and petroleum sector. The focus of the
study was also not on dividend payout.

Focusing on the determinants of dividend payout
ratio in the context of Indian companies, Labhane
(2015) established that dividend payout varied across
firms. Dividend payout was, however, not included in
the analytical model and the study context was Indian
hence conclusion may not be induced to the Kenyan
situation. A study by Makori (2015) focused on the
influence of macroeconomic forces on performance
of construction and allied companies listed at the NSE
between the years 2004 to 2013.

However, the study focused on neither dividend
policy nor financial performance in particular, and
narrowed down to only the construction and allied
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A study by Wanjiru(2013)
focused on the association between macroeconomic

companies’ context.

parameters and dividend payout, considering
inflation, exchange rates, money supply and interest
rate as the macroeconomic variables influencing
dividend payout. However, the study did not consider
the REPO, CBR, and 91-Day Treasury bill rates as
critical dimensions of monetary policy. Focusing on
the impact of macroeconomic variables on firm
(2009)

determined that only the past information on interest

performance of Malaysian firms, Noh
rate may be used to predict the share price and in the
second sample no information from any of the
macroeconomic variables may be used to predict
share price. However, because it focused on a foreign
context, the findings may not apply to the Kenyan
setting due to unique contextual attributes of the
latter. The study also focused on share price rather
than dividend payout.

A study by Pandey(2004) focused on the behavior of
Indian concerns in regard to dividend payout under
restricted monetary policy. The study extended Linter
framework to examine balanced panel data of 571
firms for a period of 10 years. However, because the
Kenyan context is unique, the findings by Pandey
(2004) may not directly apply. This study therefore
sought to find out influence of financial performance
on dividend payout on listed banks.

Hypothesis of the Study

The study tested the following null hypotheses:

Ho: Financial performance has no significant influence
on dividend payout of commercial banks listed at the
Nairobi Securities Exchange.

Accordingly, the following sub-hypotheses were
tested:

Hoi: Profitability has no significant influence on
dividend payout of commercial banks listed at the
Nairobi Securities Exchange.

Hoz: Liquidity has no significant influence on dividend
payout of commercial banks listed at the Nairobi
Securities Exchange.

Hgs: Capital structure has no significant influence on
dividend payout of commercial banks listed at the
Nairobi Securities Exchange.

LITERATURE REVIEW

Influence of profitability on dividend payout:
Profitability of a firm is an important aspect of a
firm’s dividend policy. The profitability of a firm is a
good indicator of their ability to generate earnings to
its shareholders. Furthermore, it is an important
determinant as it can reflect the firm’s operational
efficiency (Musiega, Alala, Douglas, Christopher and
Robert, 2013; Bremberger, Cambini, Gugler, and
Rondi, 2013). Empirically the profitability of the
company is positively or negatively related to the
dividends distributed. Authors such as DeAngelo,
DeAngelo and Skinner, (2004), Fama and French
(2001), Lie (2005), Ribeiro (2010) and Yegonet al.
(2014)

profitability levels have a higher tendency for the

concluded that companies with higher

payment of dividends.

Influence of Liquidity on Dividend Payout: Dividend
payout decision is a critical financial function because
it involves determining the amount distributed to the
shareholders as earnings on return of capital invested
in terms of shares and the amount to be reinvested
internally. The determination of dividend pay-out is
influenced by the liquidity position of the firm and the
extent to which liquidity affects the dividend pay-out
still remains a puzzle since most empirical studies
conducted have reported inconsistent results and no
universally accepted explanation for companies with
adequate liquidity have observed uniform dividend
payment behavior. lbrahim (2014) investigated the
factors influencing dividend decisions and more
specifically the relationship between dividend payout
ratio and dividend declared on one hand with net
cash, liquidity, and profitability on the other hand.
The study had covered 24 local and six foreign
commercial banks working in UAE, and tested the
following three hypotheses. The first hypothesis
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assumed a significant relationship between the
amount of net profit and the percentage of declared
dividend; the second assumed a linear relationship
with the bank’s liquidity as measured by its net cash
flows, and the third assumed percentage of dividend
declared was significantly related to the liquidity of
the bank. The results of the study failed to reject the
first and the second hypotheses and rejected the
third one.

Influence of Capital Structure on Dividend Payout:
Arundam, B., & Anupam, D. (2016) investigated the
influence of capital structure decisions on dividend
payout ratio for the companies belonging to BSE500
in India during the pre- and post-period of the recent
global recession. The pre-recession period had been
taken from 2001-2002 to 2006—-2007 while the post-

Financial performance

Profitability

Liquidity

recession period from 2007-2008 to 2012—-2013. The
dependent variable taken into consideration was the
Dividend Payout ratio and 10 independent variables
which might have some impact on the dependent
variable taken into consideration were Business Risk,
Size (Log Sales), Size (Log assets), Growth Rate
(Assets), Interest Coverage Ratio, Degree of Operating
Leverage, Financial Leverage, Return on Assets,
‘Non-Debt Tax Shield.
regression was utilized in the study. It was found from
the study that Growth Rate (Assets) and Profitability

(Return

Tangibility and Logistic

of Assets) were significant variables
influencing the dividend payout ratio in the
prerecession period, while Profitability (Return on
Assets) significant

variables influencing dividend payout ratio in the

and Financial Leverage are

post-recession period.

Dividend payout

» Dividend Payout Ratio

Capital Structure
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Independent variables
Figure 1: Conceptual Framework

Source: Author (2019)

Dependent variable

The Strategic Journal of Business & Change Management. ISSN 2312-9492 (Online) 2414-8970 (Print). www.strategicjournals.com




METHODOLOGY
This study used descriptive longitudinal design.
Commercial banks listed in Nairobi Securities

Exchange were identified as an appropriate study
population because they were obligated by the legal
framework to publish their audited accounts with
dividend payout ratio as a requisite component.
Secondary data collection sheet were developed by
the researcher. The instrument was developed to
ensure that it captures the correct and accurate data.
The data that were collected focused mainly on the
dividend payout variable and measures of financial
performance over the period 2013 to 2017. Balance
sheets and income statement for the study period
were analyzed to establish the following variables of
the study; profitability, capital structure and liquidity.
Secondary data on both financial performance and
dividend payout were obtained from the annual
statements published each of the 11 commercial
banks for the period 2013 to 2017. Each of the
lifted from
statements where directly reported, or calculated.

required ratios was the financial

The ratios were then entered into Statistical Package
for Social Sciences (SPSS) version 20.

Data was analysed using descriptive and regression

analyses were undertaken. Descriptive analysis

entailed measures of central tendency and

The input variable in the study was the financial
performance measured by profitability, liquidity, and
capital structure ratios. The linear regression
equation below was thereafter used determine the
influence of financial performance on dividend
payout of commercial banks listed at the Nairobi

Securities Exchange:

D =Bo+ B1P + Bl + B3C+ i

Where: D is the dividend payout ratio, Bg is the
B, andB; are the
regression coefficients, P is the profitability measured

regression constant, while B

by earnings per share (EPS), L is the liquidity
measured by current ratio, C is the capital structure
measured by proprietary ratio, and pi refers to the
expected error that is assumed to be associated with
the variables. The t-test was performed to test the
significance of the dividend payout in the model while
F-test was used to assess the overall robustness and
significance of the linear regression model.

FINDINGS

The central tendency and dispersion statistics were
undertaken. The central tendency measured the
extent to which the data on each variable were
concentrated at a central point while dispersion
measured the degree to which the data were spread
out from the convergent point. The central tendency

dispersion, ~while regression analysis involved  \yas measured by the mean while dispersion was

correlation analyses. measured by the range, variance, and standard
deviation. Table 1 presented the findings of the study
with respect to the descriptive analytics.

Table 1: Descriptive Statistics

N Range Minimum Maximum Mean Std. Deviation Variance

Dividend payout 11 .0993 .1063 .2056 .1509 .0412 .002

Profitability 11 .0993 .1063 .2056 .1635 .0394 .002

Liquidity 11 .2626 4097 .6723 .5393 .0691 .005

gfr‘;'gre 11| .1540 7521 9061 8151 0475 002
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From Table 1 dividend payout had a minimum of
0.1063, implying that the lowest annual average
payout over the period was 10.63%. The highest
dividend payout ratio was 0.2056, implying that the
largest annual dividend payout average over the
period was 20.56%. This represented annual dividend
payout range of 0.0993, representing 9.93%, over the
period under review. The dividend payout also had a
variance of 0.002 and a standard deviation of 0.0412.
The mean of dividend payout was 0.1509,
representing 15.09%. This implied that the dividend
payout among the banks, measured by DPR, tended
towards 15.09%.

As demonstrated by Table 1 profitability had a
minimum of 0.1063, meaning that the lowest
profitability was 10.63% among commercial banks.
The highest profitability stood at 0.2056 representing
20.56% capital structure over the period 2013-2017.
Accordingly, the profitability range was 0.0993,
representing 9.93%, over the period under review.
The variance for profitability was 0.002, while the
standard deviation was 0.0394. The mean for
profitability was 0.1635 representing 16.35%. This
implied that the profitability for the commercial
banks, measured by the EPS, tended towards 16.35%.

Liquidity had a minimum of 0.4097, meaning that the
lowest liquidity ratio among the commercial banks
was 40.97% during the five year period. The highest
liquidity ratio was 0.6723 over a similar period,
representing 67.23%. In this regard, the liquidity ratio
had a range of 0.2626 representing 26.26%. The
liquidity ratio had a variance of 0.005 and a standard
deviation of 0.0691. The variance and standard
deviation of liquidity, measured by current ratio,
were about the mean of 0.5393representing 53.93%.
This means that on average, each firm could
sufficiently meet its short term obligations, with a
surplus of 3.93%. The minimum capital structure,

0.7521
representing 75.21% over the five year period. This

measured by proprietary ratio, was
was against a maximum of 0.9061 representing
90.61% during a similar period. The range, therefore,
was 0.1540 representing 15.4% over the period 2013-
2017. The variance was 0.002 while the standard
deviation was 0.0475. The variance and standard
about the of 0.8151
representing 81.51% over the period under review.

deviation were mean
This means that on average, each commercial bank
listed at the NSE had its fixed assets financed by

81.51% equity holders.

Regression Analysis

The study sought to determine the influence of
financial performance on dividend payout of
commercial banks listed at the Nairobi Securities
Exchange (NSE). The coefficients of determination
were used to bring out the extent to which each of
the three profitability,

liquidity, and explained the

independent variables:

capital structure
dependent variable, dividend payout. The coefficients
of correlation were used to determine the degree of
relationship between each of the independent
variables: profitability, liquidity, and capital structure

and the dependent variable, dividend payout.

Influence of Financial Performance on Dividend
Payout

The general objective of the study was to determine
the influence of financial performance on dividend
payout of commercial banks listed at the Nairobi
Securities Exchange. The corresponding null
hypothesis (Hy) was that ‘Financial performance has
no significant influence on dividend payout of
commercial banks listed at the Nairobi Securities
Exchange’. The findings were as shown in Table 2

below.
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Table 2: Model Summary

Model R R Square

Adjusted R Square

Std. Error of the Estimate

.830° .689 .556

.0274448

a. Predictors: (Constant), Capital Structure, Profitability, Liquidity

From Table 2 above the correlation coefficient,
represented by ‘R’ was +0.830 representing 83.0%.
This implied that the joint correlation between
profitability, liquidity, and capital structure (financial
performance) and dividend payout was 83.0%. This

7

meant that a joint increase of 1% in financial
performance as represented by profitability, liquidity,

As evident from Table 3 the coefficient of

determination, represented by the adjusted ‘R
square’ was 0.556 representing 55.6%. This implied
that financial performance as represented by
profitability, liquidity, and capital structure jointly
explained up to 55.6% of dividend payout. This meant

that 44.4% of dividend payout was explained by

and capital structure would led to an increase of variables outside the model at 95% confidence

83.0% in dividend payout. interval.

Table 3: Analysis of Variance

Model Sum of Squares df Mean Square F Sig.
Regression .012 3 .004 5.181 .034
Residual .005 .001
Total .017 10

a. Dependent Variable: Dividend payout

b. Predictors: (Constant), Capital structure, Profitability, Liquidity

From the ANOVA statistics in Table 4 the regression
model had a fit with the data (F=5.181, P < 0.05). This
was an indication that financial performance had a
significant influence on dividend payout. The model,

Table 4: Model Coefficients

therefore, rejected the null hypothesis (H;) that
‘Financial performance has no significant influence on
dividend payout of commercial banks listed at the
Nairobi Securities Exchange’.

Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
(Constant) -.330 .243 -1.358 217
Profitability .750 .263 .718| 2.849 .025
Liquidity .082 .168 .138 .489 .640
Capital Structure .385 .210 4441 1.836 .109

a. Dependent Variable: Dividend payout

From Table 4 above, the established regression
equation was:

D =-0.330 +0.750P + 0.082L - 0.385C

From the above regression equation it was revealed
that if change in profitability, liquidity and capital
structure were each zero, dividend payout would
reduce by a factor 0.330, representing 33.0%.
However, a unit change in profitability would lead to

an increase in dividend payout by a factor of 0.750,

Page: - 378 -

unit change in liquidity would lead to increase in
dividend payout by a factor of 0.082 and a unit
change in capital structure would lead to decrease in
dividend payout by a factor of 0.385. At 5% level of
significance, profitability, liquidity and capital
structure were each found to significantly influence

dividend payout.
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Influence of Profitability on Dividend Payout

The first specific objective of the study was to
determine the influence of profitability on dividend
payout of commercial banks listed at the Nairobi

hypothesis (Hy:) was that ‘Profitability had no
dividend

commercial banks listed at the Nairobi Securities

significant influence on payout of

Exchange. The findings were as shown in Table 5

Securities Exchange. The corresponding null below.

Table 5: Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .730° .533 481 .0296823
a. Predictors: (Constant), Profitability

From Table 5 above the correlation coefficient, As evident from Table 5 the coefficient of

7

represented by ‘R was 0.730 representing 73.0%.
This that the
profitability, indicated by EPS, and dividend payout,
indicated by DPR, was 73.0%. This means that an
increase of 1% in profitability would lead to an

implied correlation  between

increase of 73.0% in dividend payout.

determination, represented by the adjusted ‘R
square’ was 0.533 representing 53.3%. This implies
that profitability, indicated by EPS, explained up to
53.3% of dividend payout. This meant that 46.7% of

dividend payout was explained by variables outside

the model.
Table 6: Analysis of Variance
Model Sum of Squares df Mean Square F Sig.
Regression .009 .009 10.273 .011
Residual .008 .001
Total .017 10

a. Dependent Variable: Dividend payout
b. Predictors: (Constant), Profitability
From the ANOVA statistics in Table 6 the regression

model had a fit with the data (F=10.273, P < 0.05).
This was an indication that profitability had significant

rejected the null hypothesis (Ho;) that ‘Profitability
has no significant influence on dividend payout of
commercial banks listed at the Nairobi Securities

influence on dividend payout. The model, therefore, Exchange’.
Table 7: Model Coefficients
Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
(Constant) .026 .040 .657 .528
Profitability 762 .238 .730 3.205 .011

Page: - 379 -

a. Dependent Variable: Dividend payout

From Table 7 the established regression equation was
D =0.026 + 0.762P

From the above regression equation, it was revealed
that if there were no changes in profitability,
indicated by EPS, the dividend payout would still
increase by the factor 0.026, representing 2.6%.
However, a unit change in profitability would lead to

an increase in dividend payout by a factor of 0.762. At
5% level of significance, profitability was found to
significantly influence dividend payout.

Influence of Liquidity on Dividend Payout

The second specific objective of the study was to
determine the influence of liquidity on dividend
payout of commercial banks listed at the Nairobi
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The null

hypothesis (Hg,) was that ‘Liquidity had no significant

Securities  Exchange. corresponding
influence on dividend payout of commercial banks

Table 8: Model Summary

listed at the Nairobi Securities Exchange. The findings
were as shown in Table 8 below.

Model R R Square Adjusted R Square Std. Error of the Estimate

1 467° 218 132 .0384019
a. Predictors: (Constant), Liquidity

From Table 8 above the coefficient of correlation, As evident from Table 8 the coefficient of

’

represented by ‘R’ was 0.467 representing 46.7%.
This implied that the correlation between liquidity,
indicated by current ratio, and dividend payout,
indicated by DPR, was 46.7%. This meant that an
increase of 1% in liquidity would lead to an increase

of 46.7% in dividend payout.

Table 9: Analysis of Variance

‘R
square’ was 0.218 representing 21.8%. This implied
that liquidity as
explained up to 21.8% of dividend payout. This would
mean that 78.2% of dividend payout was explained by

determination, represented by the adjusted

represented by current ratio

variables outside the model.

Model Sum of Squares df Mean Square F Sig.
Regression .004 1 .004 2.514 .147
1 Residual .013 9 .001
Total .017 10

a. Dependent Variable: Dividend payout

b. Predictors: (Constant), Liquidity

From the ANOVA statistics in Table 9 the regression
model had a fit with the data (F=2.514, P>0.05). This

was an indication that liquidity had no significant

failed to reject the null hypothesis (Hg,) that ‘Liquidity
has no significant influence on dividend payout of
commercial banks listed at the Nairobi Securities

influence on dividend payout. The model, therefore, Exchange’.
Table 10: Model Coefficients
Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
(Constant) .301 .095 3.156 .012
Liquidity -278 176 -467 -1.586 147

a. Dependent Variable: Dividend payout

From Table 10 the established regression equation
was D =0.301-0.278L

From the above regression equation, it was revealed
that if there were no changes in liquidity, the
dividend payout would be 0.301, representing 30.1%.
However, a unit change in liquidity would lead to a
decrease in dividend payout by a factor of 0.278,
representing 27.8%.

Page: - 380 -

Influence of Capital Structure on Dividend Payout

The third specific objective of the study was to
determine the influence of capital structure on
dividend payout of commercial banks listed at the
Nairobi Securities Exchange. The corresponding null
hypothesis (Hy3) was that ‘Capital structure had no
dividend of
commercial banks listed at the Nairobi Securities

significant  influence on payout

Exchange. The findings were as shown in Table 11
below.
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Table 11: Model Summary

Model R R Square

Adjusted R Square

Std. Error of the Estimate

1 .518° .268

.187 .0371616

a. Predictors: (Constant), Capital Structure

From Table 11 above the correlation coefficient,
represented by ‘R
This implied that the correlation between capital

’

was 0.518 representing 51.8%.
structure and dividend payout was 51.8%. This meant

that an increase of 1% in liquidity would lead to an
increase of 51.8% in dividend payout.

Table 12: Analysis of Variance

As
determination,

evident from Table 11 the -coefficient of
‘R
square’ was 0.268 representing 26.8%. This implied

represented by the adjusted

that financial performance as represented by capital
structure explained up to 26.8% of dividend payout.
This would mean that 73.2% of dividend payout was
explained by variables outside the model.

Model Sum of Squares df Mean Square F Sig.
Regression .005 1 .005 3.296 .103
Residual .012 9 .001
Total .017 10
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a. Dependent Variable: Dividend payout
b. Predictors: (Constant), Capital Structure
From the ANOVA statistics in Table 12 the regression

model had a fit with the data (F=3.295, P > 0.05). This
was an indication that capital structure had no
significant influence on dividend payout. The model,

Table 13: Model Coefficients

therefore, failed to reject the null hypothesis (Hop,)
that ‘Capital Structure has no significant influence on
dividend payout of commercial banks listed at the
Nairobi Securities Exchange’.

Model Unstandardized Coefficients Standardized Coefficients t Sig.
B Std. Error Beta
(Constant) -.215 .202 -1.065 .315
Capital Structure 449 247 .518 1.815 .103

a. Dependent Variable: Dividend payout

From Table 13 the established regression equation
was

D =-0.215 + 0.449T

From the above regression equation, it was revealed

that if there were no changes in capital structure, the
dividend payout would reduce by a factor 0.215,
representing 21.5%. However, a unit change in capital
structure would lead to an increase in dividend
payout by a factor of 0.449, representing 44.9%. At
5% level of significance, capital structure was found
to significantly influence dividend payout.

CONCLUSIONS

The study was founded on the null hypothesis that
financial performance has significant influence on the
dividend payout of commercial banks listed at the
Nairobi Securities Exchange. The study findings on the
influence of profitability on dividend payout of
commercial banks listed at the Nairobi Securities
Exchange demonstrated that profitability had an
overall statistically significant influence on dividend
payout of the commercial banks listed at the NSE, at
5% level of significance. Literature stream on the
factors determining dividend payout of firm is rich.
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These findings are in support of the postulations of
pecking order theory (Donaldson, 1961; Myers et al.,
1984) relationship
between profitability and dividend payout. According

which predicts a significant
to the Pecking Order theory an organization will only

pay dividends after all available investment
opportunities with positive net present values have

been exhausted.

and Arfah
profitability —was

(2017)
negatively

Tamrin, Rahman, Sudirman,
determined  that
significantly related to dividend payout, at 5% level of
(2017) established that

profitability was positively significantly related to

significance. Ajanthan
dividend payout, at 5% level of significance. The
findings of the current study are, therefore, in
support of those of both Tamrin, Rahman, Sudirman,
and Arfah (2017) and Ajanthan (2017).

This study reported that liquidity had statistically
insignificant influence on the dividend payout of
commercial banks listed at the NSE, at 5% level of
significance. The liquidity preference theory by
Keynes (1936) postulates that investors have an
appetite for liquid cash and would want to be
study provided

evidence in support of the Keynesian postulations

compensated otherwise. The
since the organizations would want to impress the
potential shareholders by advancing more dividends
during the period of better liquidity positions.

Ibrahim (2014) determined that dividend liquidity had
statistically insignificant relationship with dividend
payout, at 5% level of significance. Kimutai (2010)
also determined also arrived at similar findings, under
the same conditions. The current study, therefore,
evidence

adduced empirical in support of the

supposed influence of liquidity on dividend payout.

The study structure had

statistically insignificant influence on dividend payout

revealed that capital

of the commercial banks listed at the NSE, at 5% level
of significance. This was failure to reject of the null
hypothesis that ‘capital structure has no significant

influence on dividend payout of the commercial
banks listed at the NSE'.
inconsistent with the postulations of the life cycle

The findings were

theory of dividend payout which predicts that an
organization is likely to pay more dividends at the
later stages of the life cycle.

Arundam et al. (2016) determined that capital
structure measured by return on assets had
statistically significant relationship with dividend
payout at 5% level of significance. Similar findings
were reported by Basil (2011). The current study,
therefore, adduced empirical evidence inconsistent
with those of both Arundam et al. (2016) and Basil
(2011). This could be due to contextual and hence
moderating influence of contextual factors such as

investment culture.

Based on the findings of the study, the theoretical
propositions of the pecking order and life cycle
theories of dividend payout got empirical backing.
The predictions of liquidity theory were however not
supported by the study findings. Accordingly, financial
performance was generally found to have significant
influence on dividend payout. This means that
financially well performing commercial banks listed at
the NSE were more likely to pay dividends than their
financially poor performing counterparts. This implies
that policy makers, the academia, and corporate
leaders ought to monitor the overall financial
performance of commercial banks since it explained a

lot about dividend payout.

The study established that profitability was indeed a
significant determinant of dividend payout among the
commercial banks listed at the NSE. This implies that
more profitable organizations were more likely to pay
dividends than there less profitable counterparts. This
implies that profitability ought to be a major focus of
the various stakeholders charged with the
responsibility of ensuring both the financial health

and the ability of commercial banks to pay dividends.
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The study however determined that, although

considered key among commercial banks as
illustrated by the relatively favorable descriptive
statistics. It was insignificant with respect to dividend
payout. Due to the policy requirement, nevertheless,
liquidity is considered important with the regulatory
minimum of 20% annually in Kenya. The diverse
stakeholders ought to consider this legal implication
despite the findings of this study with regard to the

measures of association.

The capital structure was found to have statistically
insignificant influence on dividend payout among the
commercial banks listed at the NSE. This is implies
that various actors in the industry ought not to put
premium on capital structure in order to improve the
chances of dividend payout among the commercial

banks, should instead focus on significant
determinants such as profitability. This also means
that the policy makers, practitioners, and the

academia must put keen attention on capital
structure in the dividend payout discourse in Kenya.

The study focused on the influence of financial
performance on dividend payout of the commercial
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