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ABSTRACT

This study analyzed the relationship that exists between dividend payout and sales growth. The study adopted a
descriptive research design. Thirty financial statements of listed companies was analyzed. The research also
advanced the work of previous scholars and academicians. Based on this research the results showed that there
was a negative relationship between dividend payout and sales growth. This study recommended that firm
managers should plan on the proportion of profits that should be retained versus the portion that will be
distributed as dividends to stockholders. Managers are also rated on financial performance hence the findings of
this study would be of great benefit to them and would also act as a guide to setting reliable corporate dividend
policies.
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INTRODUCTION

Brealy, Myers & Marcus (2007), isolated payout policy from other problems of financial management by asking a
question on the effect of a change in payout policy given the firm’s capital budgeting and borrowing decisions. If
a firm proposes to increase its dividend, the cash to finance that dividend has to come from somewhere. Fixing the
firm’s investment outlays and borrowing leaves only one possible source which is to issue stock. If a firm decides
to reduce its dividend it will have extra cash. If investment outlays and borrowing are fixed repurchasing stock is
the only one possible way that this cash can be used. The payout policy therefore involves a tradeoff between
higher or lower cash dividends and the issue and repurchase of stock. There exist three opposing point views with
payout policy. On one side there is a group that believes high dividends increase value. On the other side there is a
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group that believes high dividends bring high taxes and therefore reduce firm value and in the third party believes
payout policy makes no difference.

According to Amidu & Abor (2006) a negative relationship is expected to exist between sales growth, market-to-
book value and dividend payout. Growth in sales and market-to-book values represent firm’s future prospects and
investment opportunities. Growing firms require more funds in order to finance their growth and therefore would
typically retain greater proportion of their earnings by paying low dividend. Also, firms with higher market-to-
book value tend to have good investment opportunities and thus would retain more funds and record lower
dividend payout ratios.

Research Problem
A negative association is expected between dividends pay out and sales growth. This relationship between
dividend payout and its determinants has been studied empirically in Kenya.

Adedeji (1998) tested whether the pecking order hypothesis explained the dividend payout ratios of firms in the
United Kingdom (UK). The evidence indicated that financial leverage had a positive interaction with dividend
payout ratio but no significant interaction with investment. He also observed that irrecoverable advance tax had a
positive, albeit weak influence on dividend payout ratio and overseas profit had a negative influence on the ratio.

Nissim & Ziv (2001) investigated the relationship between dividend changes and future profitability, measured in
terms of either future earnings or future abnormal earnings. They found out that dividend changes provided
information about the level of profitability in subsequent years, incremental to market and accounting data. They
also found out that dividend changes were positively related to earnings changes in each of the two years after the
dividend change.

Arnott & Asness (2003) investigated the relationship between payout and future earnings growth in the United
States (US) market. They found out that the historical evidence strongly suggested that expected future earnings
growth was fastest when current payout ratios were high and slowest when payout ratios were low. Farsio, Geary
& Moser (2004) examined the relation between dividends and earnings. Their study revealed that there was no
significant relation between dividend policy and earnings in long run. They recommended that different
possibilities of relationship between future earnings and dividend should be analyzed. The theoretically expected
relationship between dividend payout and sales growth were very clear but the empirical findings showed mixed
results. This study tested the relationship between dividend payout and sales growth of the thirty firms listed on
the Nairobi Securities Exchange as at 31% December 2013.

Research Objective
The objective of this study was to test the relationship between dividend payout and sales growth of stocks listed
in the Nairobi Securities Exchange.

LITERATURE REVIEW

Clientele Effect Theory

This theory developed by MM (1961) argues that a firm attracts shareholders whose preferences in respect to
payment of dividends correspond to the pattern of payment adopted by the firm itself. Some shareholders desire
stable dividends as a source of income while others may prefer a capital gain. For example retirees and the poor
generally prefer cash income, so they may want the firm to pay out higher percentage of its earnings. Such
investors are often in low or zero brackets, so taxes are of no concern.
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On the other hand, investors in their peak earning years might prefer re-investment, because they have less need
for current investment income and would simply reinvest dividends received after paying income taxes on their
dividends. Investors who want current investment income should own shares in high dividend payout firms, while
investors with no need for current investment income should own shares in low dividend payout firms. Therefore
dividend policy adopted by the firm in the past should be maintained into the future as it serves a preferred
clientele.

Empirical Review

Amidu & Abor (2006) in examined the determinants of dividend payout ratios of listed firms in Ghana for a six
year period 1998-2003. A sample of 20 firms out of 29 firms was selected for analysis. They used panel data
methodology that is panel regression. Dividend payout ratio was the dependent variable and the independent
variables were profitability, cash, institutional holdings of equity stock, risk (variability in profit), tax, growth in
sales and market-to-book value. They found statistically significant and positive relationship between dividend
payout ratio and profitability, cash flow and tax. The results also showed a negative association between dividend
payout and risk, institutional holding, growth and market-to-book value.

Mbuki (2010) studied factors that determine dividend payout ratio among Savings and Credit Cooperative
Societies (SACCO) in Kenya. The data was collected in September 2010. Out of 5,000 registered SACCO’s in
Kenya, a sample of 25 SACCO’s was selected and the mode of selection was based on the fact that the 25
SACCO’s have their headquarters in Nairobi. The results were analyzed using regression method. Dividend
payout ratio was the dependent variable while the independent variables included profitability, sales growth, cash
flow, size and risk. The study established that SACCQO’s profitability, growth opportunity, cash flow and size
variables positively influenced dividend payout ratio, while risk variable negatively influenced dividend payout
ratio.

Kibet (2012) conducted a study on the effect of liquidity on dividend payout by companies listed at the Nairobi
Securities Exchange for a five year period (2007-2011). He sampled 34 companies out of the 57 listed. Firms
under finance and investment sector were not considered because they did not have a uniform debt and assets
structure like other firms quoted in other sectors. He used multivariate regression analysis where dividend payout
was the dependent variable while liquidity, leverage, profitability, cash flow, corporate tax, sales growth and
earnings per share were the independent variables. He found a positive relationship between dividend payout and
leverage, profitability, corporate tax, sales growth, industry and earnings per share. He also found a negative
association between dividends pay out and cash flow.

METHODOLOGY

The proposed study used descriptive research design. Cooper & Schindler (2011) defines descriptive research
design as a research design concerned with finding out who, what, where, or how of the research. The population
of the proposed study consisted of the thirty stocks listed in the NSE as at 31% December 2013. Financial
statements were analyzed for a period of five years that is from year 2008 to year 2012 for thirty listed companies
(Excluding banks and insurance companies). All variables were calculated as follows;

Sales Growth (GROW) = Growth in sales for firm I.

GROW = (Current sales — Previous sales)
Previous sales
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RESULTS
Linear regression was done to try and bring out clearly the relationship between dividend payout and sales
growth, that is, whether it has a positive or negative relationship to the dividend payout.

Standard co-efficient for the financial performance variable for the 5 years was above 0.10 and hence this showed
that it was significantly related either positively or negatively to the dependent variable, that is, dividend payout.

Correlation co-efficient which showed the relationship between the study variable was conducted. From the
findings there was a strong relationship between the study variables.

From the regression output, it was revealed that sales growth to a standardized co-efficient of a constant zero, the
payout ratio of the firms listed at NSE would stand at 26. 1643, a unit increase in growth would lead to a
decreased in dividend payout by a factor of 1.9385. This showed that dividend payout had a negative relationship
on sales growth. The study found that there was a negative relationship between dividend payout and sales
growth.

CONCLUSION AND RECOMMENDATIONS

The study revealed that sales growth is statistically significant in influencing the dividend payout ratio negatively.
The study found that there was a negative relationship between dividend payout and sales growth. This can be
explained by the fact that growth in sales represents firm’s future prospects and investment opportunities.
Growing firms require more funds in order to finance their growth and therefore would typically retain greater
proportion of their earnings by paying low dividend. Managers should take keen interest on sales growth since it
has a significant effect/impact on dividend payout. This study can be repeated with a wider population of study by
including the Banks and Insurance Companies across all countries in East Africa, African and European
Continents. This paper further recommended that this study can be done on different economies to make the
findings relevant to all various countries with different economic levels.

Suggestions for Further Study

A similar study to be done in other firms not listed in NSE. The same study can be done on Banking and
Insurance Companies. It can also be done in other Companies with different economies level. The study can be
done in other countries.
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