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ABSTRACT

This study evaluates the determinants for dividend payout ratio for growth of listed firms’ at Dare es Salaam Stock Exchange (DSE) for the period of 2008 to 2018 in Tanzania. The main objective of the study was to examine the determinants for dividend payout ratio for listed firms at DSE with three specific objectives namely: to examine the effect of profitability on dividend payout of the firm; and to assess the impact of liquidity and financial leverage on dividend payout of the firm. The study was guided by three theories of which are Dividend Irrelevance Theory, Bird –in-the Hand Theory and Tax Preference Theory. The research design is time series data which the analysis was carried out using Ordinary Least Square (OLS) approach. The finding results shows that, estimated profitability and liquidity were significant determinant dividends pay out for the firm in Tanzania and were positive parameter coefficients, indicate that profitability and liquidity increases the dividend payout also. On the other hands, the study found that, sales growth is a significant determinant of dividend payout and noted that, sales growth has a negative parameter coefficient which depicts that as growth of the firm’s increases the dividend payout decreases. Moreover, the study found that, firm size is not a significant determinant of dividend payout and in terms of parameter coefficient it can be seen that, it has a positive parameter coefficient. The study concludes that, profitability, liquidity, sales growth are statistically significant determinants of dividend payout ratio of the listed firm at DSE. The study recommend that the policymakers should ensure that, profitability, liquidity, sales growth to be taken into account when comes to policies review and formulation. 
Key words: Stock Exchange Rate, Dividend Payout Ratio, Profitability, Liquidity.
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CHAPTER ONE

INTRODUCTION

1.1 Introduction
In this Chapter represent background of the study, statement of the problem, objectives of the study, research questions, significance of the study, scope of the study and limitation of the study.
1.2 Background to the Study
Dividend payout has always been a debatable subject in corporate finance. Many researchers in the past have suggested theoretical models explaining the factors that managers need to consider when making decisions concerning dividends (Dhanani, 2005). Due to the difficult business setting, firms took completely different actions so as to manage the crisis and one of the actions was to regulate the dividend payouts to shareholders, since it is believed to absorb the shock. Usually managers attempt to keep a stable-growing dividend and managers are not in need to decrease the dividends since it is usually understood as a negative signal.  Throughout the crisis the trend of stable dividends was abandoned and some firms drastically reduced their dividend payouts whereas others at constant time raised the dividends (Abu, 2012). 

According to Lintner (2001) dividend decision is very important to the investors and firms. It is the choice of company’s management that determines what proportion of the earnings ought to be invested and which percentage should be given to investors in form of dividends. In making this decision the management ought to put into consideration the availability of investment opportunities that will increase future returns and if such opportunities do not seem to be attainable the management ought to distribute the earnings to shareholders (Miller & Modigliani, 1961).The traditional perspective of the dividend decision states that at a specific time the quantity cash flow paid now as dividend is additionally valuable than the reserved cash. 
The traditional perspective argues that paying early dividends might not make changes to the corporation risk level, however it will make changes on the perception of the investors concerning the corporation’s risk level. Hence, dividends are additionally valuable than reserved earnings (Aivazian, Booth & Cleary, 2003). In imperfect market investors prefer firms with a dividend pattern similar to their consumption pattern. That is the explanation why many firms follow an even dividend policy and their management take into account the reduction in dividend as a weakness signal. Therefore the next dividend would solely be declared if the firm will be able to manage it in later.  
Further, whether to distribute profit as cash dividend or cash be passed on to shareholders by repurchasing some shares and how smooth or stable the dividend distribution should be (Amidu and Abor, 2006). These all issues are addressed in dividend payout policy of the company guided with the National Policy of respective country. It includes consistent dividend payout signals to the shareholders the well-being and prosperous future prospect of the company. The dividend can be used by the firms to attract investors who prefer to have consistent return in the form of dividend on their investment while a stock price of the firm depends on the dividend payout decision. Reduction or omission of dividend by consistent dividend paying firms will have undesirable effect on the firm’s stock price. On the contrary, dividend increase or additional dividend announcements will have positive effect on the share price of these firms. Dividend policy is also useful to stock analysts for valuation. 
Dividend policy is one of the most widely addressed and a controversial issue in modern corporate finance literature and still is a puzzle (Zameer, Rasool, Iqbal, and Arshad, 2013). According to Allen and others, Dividend Policy is one of the top ten unresolved issues in corporate finance literature (Allen, Brealey, Mohanty, and Myers, 2012). Further, as stated by Black (1976) “the harder we look at dividends picture, the more it seems like a puzzle, with pieces that just don’t fit together”. Corporations have diverse dividend policies due to different rules, regulations, taxation policies and capital markets in different counties. Latest empirical studies suggested that, corporation not only formulate different dividend policy at different time-periods but also are not same across countries and between developed and emerging economies (Adaoglu, 2000; Aivazian, Booth, and Cleary, 2003; Pandey, 2001). 
According to corporate finance, shareholder’s wealth maximization is the main goal of the firm. To achieve this goal financial managers have to formulate an effective investment, financing and distribution decisions (dividend policy). Miller and Modigliani (1961) assumed a perfect capital market where dividend policy is irrelevant in determining the firm value. Nevertheless, another group of researchers disagreed with (M and M) assumptions and argued that these assumptions do not hold in real world imperfect capital market. Gordon (1963) suggested that, Bird-in-Hand Theory with the assumptions that investors prefer dividend yield to capital gain. They stated that most of the investors are risk averters and they prefer cash in hand in the form of dividend as compare to future capital gains. Hence, high dividend paying corporations will have high firm value. According to Theory of Tax-Preference, investors will prefer capital gain to dividend due to negative tax effect on dividend. The above debate has resulted into an ample financial literature; nevertheless, the main issue seems to be unresolved and static at the same point where called it “Puzzle” (Black, 1976)
The Dar es Salaam Stock Exchange (DSE) is a body corporate incorporated in September 1996. Even though the DSE was incorporated in September 1996, the actual trading activities of the stock market started on 15th April 1998 having two years of being prepared. TOL limited (formerly Tanzania Oxygen Limited) was the first company to start operating in the market. The deployment of the Central Depository System and Listing of the first corporate debt started in 1999. The listing of Treasury bonds occurred in 2002, while the cross listing of the first foreign company and listing of the first airline company occurred in 2004.

Moreover, the deployment of Automated Trading System linked with a new three tier Central Depository started in 2006. The market listed the first commercial bank in 2008 and the first mining company was listed in 2011. The Dar es Salaam Stock Exchange experience the launching of the second tier market: EGM- Enterprise Growth Market in 2013, the same year the market listed the first EGM Company (DSE, 2015). Currently, the Dar es Salaam Stock Exchange (DSE) is the only formal trading place for securities in Tanzania. Seventeen (27) companies are listed. Tanzania Oxygen Limited (TOL), Tanzania Breweries Limited (TBL), Tanzania  Tea Packers  Limited (TATEPA), Swiss port Tanzania Limited (Swiss Port), Tanzania Portland Cement Company Limited (TWIGA), Maendeleo Bank Plc. (MBP), TOLIA Investment PLC (TICL), Dar es Salaam Community Bank (DCB), 
Others includes National Microfinance Bank (NMB), Tanga Cement Company (SIMBA), East African Breweries (EABL), Kenya Airways (KA), Jubilee Holdings Limited (JHL),  Kenya  Commercial Bank Limited  (KCB),  CRDB Bank Limited  (CRDB), National Media Group (NMG), Precision Air Limited (PAL), Swala Oil and Gas (SWALA),  ACACIA, National Investment Company Limited (NICO), Mufindi Community Bank (MUCOB), Uchumi Supermarkets Ltd (USL), Tanzania Portland Cement Company Ltd (TPCC), Vodacom Tanzania Limited (VODACOM), Yetu Microfinance Bank (YETU), Mwalimu Commercial Bank PLC (MCB), Mkombozi Commercial Bank Plc (MKCB).

 Treasury and corporate bonds are also listed at the Dar es Salaam Stock Exchange (DSE) among other (DSE, 2019 In terms of DSE Policy, the company to be listed at DSE should make sure that, quarterly and annual financial report published to the public and shareholders so as to be aware of the business and for decision making. Therefore, this study aims at finding out the determinants of dividend payout ratio for listed firms at DSE Tanzania.  

1.3 Statement of the Problem  
Brealey et al (2010) listed dividends issue as one of the top ten important unresolved issues in the field of advanced corporate finance. Kisuguru (2013) examined the determinants of dividend payout policy for manufacturing companies listed at DSE in Tanzania. The results showed that only profitability has a significant relationship with dividend payout. Other variables such as Liquidity, growth, and leverage showed negative relationship with dividend payout while firm size found to have positive relationship. 
Also in terms of dividend payout, some firms may pay fewer dividends than others although they operate under the same business environment culture, tax policies and other regulations (Kisuguru, 2013). These confirm that there is no unified picture regarding dividend payout policy and therefore remain one of the most debated issues within the field of economics and corporate finance. Despite of many researchers conducted by financial economists, the issue of dividend policy determinants still remains unresolved. In Tanzania particularly, context researches on knowledge for determinants of dividend payout is still limited. It is from all the above views regarding dividend payout, this research aim at examining the determinants of firm dividend payout by taking the case of TCC and TBL. The results may offer further insights on what significant factors are supposed to be considered on deciding dividend payments.
1.4 Research Objectives

1.4.1 General Objectives
The main purpose of this study is to examine the determinants for dividend payout ratio for listed firms at DSE: The case of Tanzania Cigarette Company and Tanzania Breweries Limited.
1.4.2 Specific Objectives 

i. To examine the effect of profitability on dividend payout of the firm;
ii. To assess the impact of liquidity and financial leverage on dividend payout of the firm
iii. To determine how sales growth, firm size and investment opportunity impact dividend payout of the firm.
1.5 Hypothesis of the Study 
H1: Profitability has no significant relationship with dividend payout of the firms; 

H2: Liquidity and financial leverage have no significant relationship with dividend payout of the firms; and 

H3: Sales growth, firm size and investment opportunity have no significant relationship with dividend payout of the firm. 
1.6 Significance of the Study

The outcome of this study will add value to the body of knowledge on the way dividend payout is related to the growth and development of the business entities in term of capital and expansion of investments. From a policy point of view, the findings of this paper are intended to contribute to examine the constraints on dividend payout and the development of the firms as the means of attracting more shareholders. As we understand the most of policies formulated by the Government in this regard the Policies like the National Investment Policy, National Micro-Finance Policy and others policies guiding Financial Sector, the Policy Makers will employ the findings of this study to review the Sectoral Sector. 
Therefore, the outcome of the study will help to guide the Policy Makers in formulating and reviewing strategies for Financial Sector development in Tanzania. The stakeholders like Ministry of Finance and Economic Planning, Ministry of Industry and Trade, Ministry of Works, Ministry of Communication, Science and Technology,, Tanzania Revenue Authority, Bank of Tanzania and others are the key Beneficial’s of the results of the study. Further, the study is important since examine the determinants for dividend payout ratio of the firm and therefore it come out with different factors influencing firm dividend payout. 
1.7 Scope of the Study
The study examines the determinants of dividend payout ratio through the use of financial statements of Tanzania Cigarette Company (TCC) and Tanzania Breweries Limited (TBL). The study uses data from financial statements with the scope ranging from 2008-2018. This covered ten yearly observations for each company panel data and this scope was chosen so as to ensure current published data through DSE are obtained for this research purpose. The researcher chosen TCC and TBL since was the first companies to join the Stock Market in Tanzania and is among the best performing companies in their area of specification. This helped the researcher to get what is needed for his study. The two selected companies are the Giant Companies registered during the period of time. Further, in this period is where a few companies were registered so to get a good representative and make easy to employ the relationship and comparison for the development of the DSE in Tanzania the two selected companies meets the researcher requirements.
1.8 Limitations of the Study
The main limitation was the choice of research design of a case study. The findings of a case study cannot be appropriately generalized to all companies in the country. Other limitations were financial and time constraints; the financial and inadequate time hindered the researcher from conducting the study successfully. Despite the above limitations, the researcher tried to overcome them by finding out extra resources of funds from friends to cover the deficit. Furthermore, the researcher managed to conduct the study despite the limited time by making effective follow up to the respondents who did not return the questionnaires on time.

CHAPTER TWO
LITERATURE REVIEW

2.1 Chapter Overview
The objective of this Chapter is to review the literature on dividend payout. This Chapter includes definition of key terms, theoretical literature review, empirical literature review, research gap and conceptual framework of the study.
2.2 Definitions of Key Terms
2.2.1 Stock Market
The stock market refers to the collection of markets and exchanges where regular activities of buying, selling and issuance of shares of publicly-held companies take place (Oxford 2010).
2.2.2 Dividend
Dividend is simply the money that a company pays out to its shareholders from the profit it has made (Droughty, 2000). The payments of dividend can be made in cash or by issuing of additional shares as in script dividend. Davies and Pain (2000) however defined it as the amount payable to shareholders from profit or distributable reserves. Also Pandey (2004) defined dividends as the earnings distributed to shareholders. Companies that are listed in the stock exchange are usually obligated to pay out dividends on a quarterly or semiannual basis. The semiannual or quarterly payment is referred to as the interim dividend while the final payment which is usually paid at the end of financial year of the company is known as final dividend. Dividends are normally paid after the corporate tax has been deducted and it depends on the willingness of the corporate management to distribute their surplus from net income to shareholders or to retain it for re-investment in other profitable projects.
2.2.3 Stock Exchange
A stock exchange is a structured marketplace, licensed by a relevant regulatory body, where ownership stakes (shares) in companies are listed and traded. Listing occurs in the so called ‘primary market’, where a portion of a company’s shares are ready available to the public (Droughty, 2000). The company often uses the listing to raise funds through issuing new equity shares. Investors can then buy and sell these listed shares in the so called ‘secondary market’. While listing in the primary market may result in a flow of funds from investors to the firm. The activity in both the primary and secondary market occurs within a framework of laws, rules and regulations, aimed at ensuring the existence of fair, transparent and orderly markets.
2.2.4 Payout Ratio
The Dividend Payout Ratio is the ratio of the total amount of dividends paid out to shareholders relative to the net income of the company. This is a percentage of earnings paid to shareholders in dividends. Therefore, the dividend payout ratio is the segment of net income a firm pays to its shareholders in dividends. However, the part of earnings not paid to investors is left for investment to provide for future earnings growth. Investors seeking high current income and limited capital growth prefer companies with a high dividend payout ratio. Though, investors seeking capital growth may prefer a lower payout ratio because capital gains are taxed at a lower rate (Lee, 2009). 
2.3 Theoretical Literature Review
A theory is an assumption about the nature of reality concerned with the development of systematic construction of knowledge of the social world aiming at proposing and analyzing sets of relations existing between numbers of variables when certain regularities and continuities can be demonstrated via empirical enquiry. The study was guided by three theories of which are Dividend Irrelevance Theory, Bird –in-the Hand Theory and Tax Preference Theory.
2.3.1 Dividend Irrelevance Theory
The research conducted by Miller and Modigliani (1961) declared irrelevant dividend theorem. The Dividend Irrelevance Theorem was widely known as MM theorem and suggested that, the dividend policy does not affect either firms capital cost or its stock price. Therefore, if the dividend policy has no substantial effects on firm’s value then it is irrelevant. It was explained that, in the presence of conditions for perfect market, it’s possible for investors to create dividends of their own without any cost. Investors can sell out their shares to simply get their dividend as they want. In the same way if it happens investors to get paid with dividends that they don’t want, they can simply buy additional shares within the firm using that dividend. 
In such a reason, if it is possible for investors to form the dividend policy of their own any extra cost incurring therefore, the dividend theory is not relevant. In terms of MM theories, challenges have been put forward regarding the irrelevancy. This is due to the reasons of assumptions basing on perfect market which has no any sign of imperfections. The base of the assumption was that, managers and investor are equal and possesses same information regarding the company future financial position including earnings and dividends. However, in the real sense different investors have different information and views on firm’s future earnings and uncertainty. Though, managers have perfect information about future firm’s status and its earnings than public shareholders. Therefore, in reality these assumptions do not hold. For example, companies pay corporate taxes and there are many imperfections which provides arbitrage opportunities. Due to that, various theories have been developed with the relaxation of MM assumptions. 
Further, theories had with the main objectives to explain why companies pay dividends have been developed following shortcoming of MM Theory. For instance, Black (1976) argued that, there may be infinite reasons of paying dividends and posed the question, “If dividends are irrelevant, why corporations pay dividends” and why investors’ pay attention to dividends”. According to the researcher dividends may simply represent the return to the investor who faces a particular level of risk when investing in a company and thus companies pay dividends as a means of rewarding existing shareholders but the main argument was that, dividends were paid so that the company is seen as a worthwhile investment.
2.3.2 Bird –in-the Hand Theory 

Bird in the hand theory criticized the Modigliani and Miller paper. According to this theory investors prefer dividends to retained earnings because dividends considered certain than retained earnings. This proposed by Gordon (1963) and Lintner (1956). If all other factors remain equal, investors prefer dividends to capital gain because they perceive dividends to be certain cash flows as opposed to capital gains in the future which is uncertain. The name bird in hand is the umbrella term for all studies argues that, dividends are positively correlated with the company’s value, hence company value act as a motivating factor for the payment of dividends. It is based on an expression “a bird in the hand is worth more than two in the bush”. When expressed in financial terms the theory says that, investors are more willing to invest in stocks that retain earnings and pay dividends in the future. They also argue that, the combined value of dividends and capital gains diminish when dividend payout ratio increases. When the firm increases its payout ratio, investors become concerned that the firm’s future capital gains will diminish; since the retained earnings that the firm re-invests into the business is reduced. 
Moreover, when making dividend payouts, the firm gets a higher rating from rating agencies as compared to the firm not making any dividend payout. With a better rating the firm will be able to raise finance more easily from capital market since credit institutions will be willing to give loans the firm since the payout of dividends shows that the firm has the ability to meet its obligations. Furthermore, in some cases the firm will be able to borrows at preferential rates and enjoy better facilities. Gordon (1963) further argues that firm making dividends payouts tend to have an increase in the value of the firm.
2.3.3 Tax Preference Theory
Taxation is the one of the critical factor that affects the value of the firm and future expected profits. For instance, discounted expected after tax cash flows can be used as a determinant of the market value of the firm in this respect differential tax treatment of capital gains relatively to the dividends can influence the after tax returns of investors and in turn affect the willingness of investors to receive dividends (demand for dividends). Brennan (1970) was the first to investigate the relationship between dividend yields and risk adjusted returns on the context of Taxation. He proved that using the Capital Asset Pricing Model (CAPM), and found that the pre-tax excess return on a security is positively and linearly related with the dividend returns and systematic risk of the security. The tax disadvantages of dividends faced by investors in general is compensated by higher pre tax returns. These finding were further supported by Litzenberger and Ramaswamy (1979), who argued the same on tax excess return on a security as a positively and linearly related with the dividend returns. Therefore, tax preference theory suggests that investors will prefer dividends payout to capital gains when tax rate in dividends is lower and vice versa.
2.3.4 Reflections on the Development of the DSE

DSE was assimilated in 19th September 1996 under Cap 212 as a private company limited by guarantee (Cap, 212; DSE, 2011). It was followed by enactment of the capital market and Securities Act 1994, which is the industry regulatory body reputable with the mandate of endorsing an orderly, fairly and efficient capital market in Tanzania (DSE, 2011). As of January 2017, their 24 listed companies where by 18 companies are domestic and six are cross listed companies. 
According to Annual Report from DSE (2016), the total market capitalization of Tanzania as of December 2016 was TZS 21 Trillion.  The DSE is ruled by the Capital Market and Security Authority (CMSA) which is the government institution established to stimulate and control security business in the country. The DSE All Share Index (DSEI), which comprises all listed companies at DSE, has risen to 2,479.78 points on 1st July, 2016, compared to 1588.45 on the equivalent date in 2013. This represents an increase of 56 percent (DSE 2016). Operationalization of the DSE has contributed significantly towards public enlightenment which has caused a few Tanzanian to invest in listed companies as a result of this change.  It is the DSE’s goal that Tanzanian appreciated and eventually adopts a thrift culture that, flourishes an equity ownership in successful business concern (DSE 2008).
2.3.5 Operations and Performance

Worldwide, the capital market has played noteworthy roles in national economic growth and development. One intermediate in the market that operates as an assembling point for the overall activities is the stock exchange market. It is a common notion that without a functional stock exchange market, the capital market may be very illiquid and incapable to attract investment. This is so because the stock exchange market is the one which provides liquidity promote efficiency in capital formation and allocation (Block and Hirts, 2002). 

The stock exchange market essentially provides liquidity by enabling firm to raise funds through the sale of securities with comparative ease and speed. As a result the stock exchange market is able to impact investment and economic growth. The large stock exchange market lower the cost of mobilizing savings, facilitating  investment in the most productive technologies  (Mohtadi and Agarwal, 2004).
Moreover, stock exchange market contributes on the way to economic growth is toward global risk diversification. As explained by Obstfeld (1994), Devereux and Smith (1994), Smith and Paul (1992) ‘’Stock market provide a vehicle for diversifying of risk. These means shows that, the greater risk diversification can influence growth by shifting investment into high return projects. Savers are usually risk averse and reform from investing in risking investment project yielding profitable return. According to DSE and CMSA (2010), the stock exchange market enables denationalization and wider ownership of resources for the public. The DSE has assisted and continued to facilitate the privatization of some State owned Institutions and organization which were under the control of the government whose share have been sold by the government through DSE.
2.3.6 Dividend Policy Issues

A dividend policy is the policy a company uses to assembly its dividend payout to shareholders. Some researchers suggest the dividend policy is irrelevant, in theory, because investors can sell a portion of their shares or portfolio if they need funds. This is the dividend irrelevance theory, which concludes that dividend payouts slightly affect a stock's price. It is generally accepted that, dividends policy is an important and widely used tool for the distribution of the value of a company to shareholders. 
According to literature, dividend policy is influenced by certain determinants. Though, these determinants have been a subject of debate among scholars in financial management. Therefore, there are two measures of dividend policy namely, dividend yield and dividend payout are examined over the 2008-2016 period in the Dar es Salaam Stock Exchange (DSE, 2016). Further, three alternatives of profitability namely return on assets ratio, return on equity ratio, and the ratio of earnings per share are applied in separate provisions. Similarly, investment opportunities are measured using the ratio of retained earnings to total assets and market to book value ratio (DSE 2016).
2.3.7 Dividend Payout Issues
Several theories have been documented on the relevance and irrelevance of dividend issues and policy concern. Many authors continue to come up with different findings from their studies on the relevance of dividend payout issues. Miller  (1961)  argued  that, under a certain streamlining  expectations,  the  dividend  decision  does not  affect the  value  of a  firm  and  is,  hence,  unimportant.  So far, traditional wisdom with changed hypotheses advocates that, a properly managed dividend payout issues is vital to shareholders because it can affect share prices and shareholder’s capital and resources.  
This  argument  is based upon two expectations that, there is no tax weakness to an  investor  to  receiving  dividends, and  the  second  is  that,  firms can  raise  funds  in  capital  markets  for  new  investments without bearing noteworthy issuance costs. Furthermore, a lot of studies in various nations have also been conducted in order to designate the relationship among a number of factors and the company’s dividend payouts issues to shareholders. Though many studies have been conducted, the results indicate that, there are some differences between countries regarding which factors that have an impact on dividend payouts. 
Rozeff (2082) conducted a study concerning the determinants of dividends in United States of America (USA) and he found a strong negative relationship between the riskiness and the dividend payouts issues. However, this study was conflicting to the study made by Al Shabibi and Ramesh (2011) in the United Kingdom (UK). The study revealed a positive relationship between the dividend payouts issues and the insecurity of the company.
2.4 Empirical Literature Review  
2.4.1 Studies in World  Glace
Lintner (1956) performed the first empirical evidence of dividend policy whereby interviews were conducted to the sample of 28 selected companies. Through this study it was discovered that, companies possesses a long run target dividend payout ratios and they put more attentions on charges for dividend that absolute levels of dividend. Also he found out that, change in dividend follows the shift of managers smooth earnings which is a log run smooth earning whereby managers hesitate to decide on dividend changes which may be needed to be reversed later. These managers also try to avoid dividend cuts therefore, stabilizing the dividends.
The Partial Adjustment Model was developed by Lintner for the reason of describing the decision process of dividend that illustrated eighty five percent of year after year changes in dividend. Further, Lee (2009) conducted a study titled “Determinants of Dividend Policy in Korean Banking Industry”, in this research panel data of banks in Korea was used starting from 1994-2005. The results of this study showed that, size of the bank and profitability have positive correlation with dividend payout of banks. This study concluded that, since regulators regulate banks through Monitoring and Evaluation their risks are nearby related to dividend payout.
Another study was also made by Al-kuwar (2009) for investigating on determinants of dividend payout policy in countries of Gulf Cooperation Council (GCC). The study was focusing on non-financial institutions listed in GCC country stock exchanges. Panel data was used taking 191 non-financial institutions from the year 1999-2003. The hypothesis amounting to seven regarding the theory of agency cost was researched using Tobit Model Random Effect. It was revealed that, dividends are paid by the firms for the reason of reduction of agency problem and the firms listed in GCC in most cases do not adhere to target long run dividend policy after their dividend policy. The research also concluded that, dividend payout is significantly related to size of the firm, profitability and government ownership but with negative relation to firm leverage. 
Moreover, the study conducted by Gill et al (2010) he found that, dividend payout was correlated to sales growth, profitability, tax and debt-to-equity ratio as investigated the determinants of dividend payout in the United States. The study aimed at extending the study done by Abor and Amidu (2006) and Kapoor and Anil (2008). The research used non-experimental and co-related research methodology design which was quantitative in nature in terms of approach. It was revealed for the whole sample of 266 firms the dividend payout was correlated to sales growth, profitability, tax and debt-to-equity ratio as mentioned above. For the service industry firms the dividend payout ratio is the function of sales growth, profitability, tax and debt-to-equity ratio. For manufacturing industries it was revealed that, dividend payout is the function of tax, market to book ratio and profitability.
Furthermore, on the study for determinants of Dividend Payout Policy done by Imran (2011) for the case of Engineering Sector in Pakistan came with almost the same results as discussed above. The aim of this research was to find out empirically the factors determining the dividend payout policy in the engineering sector of Pakistan for the Karachi Stock Exchange listed firms from the year 1996 to 2008. The study employed panel data with the technique of random and fixed effect and the results depicted that, dividend payout was positively related to profitability, earning per share, firm size and growth of sales but negatively related to cash flow. However, the liquidity has been revealed to be not related to dividend payout in the case of engineering firms in Pakistan. 
On the other hands, Al-Twaijry (2007) did a research focusing on Dividend payout, the case of Kuala Lumur Stock Exchange from 2001-2005. The sample for this research was 300 total number of firms and used Pearson correlation. The purpose was to identify the variables with an expected influence on dividend policy and on payout ratio in an emerging market, factors including net earnings per shares. Cash available per share, book value of the share company size, company age, past dividends and past and future earnings were analyzed. Eight hypotheses were developed and tested from the Kuala Lumpur Stock Exchange. The results   suggested that, current dividend were affected by their pasts and future prospects. Payout ratio were not found to have a strong effect on the company’s future growth but had some significant negative correlation with the company’s leverage. Cash per share and share book value significantly and positively both dividends per share and payout ratio affected.
2.4.2 Empirical Studies in Africa

In most of Sub Saharan Africa (SSA) Countries, the capital markets remain small and less developed. From numerous researches, a number of constraining factors have been identified and comprehensive for most countries. One major constraint is financial repression together with weak and unclear legal framework. Important elements of financial repression include limitations on entry into banking, often combined with dominating public ownership of major financial institutions.  These also include, high reserve requirements on deposits, statutory ceilings on banks’ lending and deposits, quantitative restrictions on credit allocation, restrictions on capital transactions and foreign exchange transactions (Nyagetera, 1997).
The study conducted by Miller (2016) in South Africa argued that, as any possible tax effect is excluded in their assumptions of perfect capital markets, there is no differential in tax treatment between dividends and capital gains. However, in the real world taxes exist and sometimes may have significant effects on dividend policy and consequently on firm value. And there is often a differential in tax treatment between dividends and capital gains. Therefore, an optimal dividend policy considering this differential. Some groups of shareholders such as non-taxable institutions, individuals and other corporate shareholders with low marginal tax rates (in brief, “low-tax clients”) may prefer dividends to capital gains because dividends provide cash flow and, and there is little or no tax advantage from capital gains for them.
On the other hands, Amidu and Abor (2016) investigated the relationship between a number of company selected factors and the dividend payout ratio in Ghana. According to them, the determinant of dividend policy of firms is liquidity, also discussed in terms of firms’ free cash flows and that dividend payments depend more on cash flows than on current earnings. They are keeping explaining that, there exists a positive relationship between cash flow and dividend payout ratio. This is because relatively liquid firms with stable cash flows tend to pay higher dividends as compared to firms with unstable cash flows. Further, the study conducted by Barclay et al. (2017) however; find negative relationship between liquidity and payout ratio suggesting that increase in payout ratio reduces firm’s liquidity level, therefore lowering dividend payments in most companies found in African Countries. Moreover, Ahmed and Javid (2008) confirm the same finding as per Barclay et al, does not find any relationship between liquidity and dividend policy in African perspective.
Gill et.al (2006) conducted a study in the South Africa. They argue that it is beneficial for companies to pay dividends due to a number of reasons; dividends indicate financial wellbeing, attractive for investors and dividends help to maintain the market price of the stock. In their study conducted a sample consisted of 66 randomly selected public companies from different industries in the country. The company selected factors in the study are: profit (EBIT/Total assets), cash flow, tax (corporate profit/net profit), and growth, market to book value and debt to equity ratio. In their study found that, there was a positive relationship between dividends and profit and tax and negative relationship between dividends and growth. However, Gill et.al., (2006) argues that the impact of the profit is industry specific and varies a lot depending in which industry the company is located. However, there were no significant relationship between dividend payments and cash flow, market to book value and debt to equity ratio could be established. This is contrary to previous research which has found a rather strong relationship between cash flow and dividends.
In additional Al-Kuwari (2009) conducted a study among companies listed on Gulf-Cooperation Council stock exchanges (GCC), which includes six countries at the Arabian Peninsula. The sample consists of 191 non-financial companies and data from the period 1999- 2003 was collected. A strong relationship between the companies’ dividend payout ratios and government ownership, size and profit existed. Al-Kuwari (2009) describes the positive relation between government ownership and dividends by uttering that a high degree government ownership makes it easier for a company to attract external funds. Through the external funds the company may pay additional dividends or make additional investments in profitable projects. 
Al-Kuwari (2009) also states that larger firms pay additional dividends in order to reduce agency costs due to the dispersion of the ownership. A strong negative relationship could be established between the companies leverage (debt/equity) and dividend payout ratio. He keeps explaining that, companies with higher leverage face higher transaction costs connected to external financing. But no significant relationship between dividend payout ratios and companies free cash flows, growth and risk (beta) was revealed.
2.4.3 Empirical Studies in Tanzania

As per DSE and CMSA (2010), the stock exchange market facilitates privatization and wider ownership of resources. The DSE has facilitated and continued to facilitate the privatization of some parastatal organization which were under the control of the government whose share have been sold by the government through DSE. Therefore, the stock market provide additional channel to encouraging and mobilizing domestic saving for productive investment and on alternative to bench deposit real estate’s investment and financing of consumption loan. 

Further, Christopoulos and Tsionas (2009) carried out a study on ten developing countries in Africa and Tanzania in particularly, for the period 1970-2009. They investigate the long run relationship between financial depth and economic growth using panel unit root tests and panel co integration analysis. Unlike previous literature, this study combines time series data and cross-sectional data. In their study found that, time-series data yields more reliable data than cross sectional data, because of non-stationarily of data and inability to run causality tests. Furthermore, time series data yield spurious results due to the nature of the data, usually short span or infrequent. However, time series test, in the first instance confirmed that causality runs from financial development to economic growth, and not the other way round, since the DSA and CMSA (2010), stock exchange market, facilitating raising of capital for enterprises.
Moreover, Christopoulos and Tsionas found that, the effect is experienced in the long run, rather than the short run. This can be attributed to the fact that financial markets impact the cost of external finance to the firm, and their effect materializes through facilitating the investment process itself, which does not take place immediately. Also, the unique integrating vector was found between growth, financial development and ancillary variables that is investment share and inflation in most of African Countries and Tanzania in particularly.
Kisuguru (2013) examined the determinants of dividend payout policy for manufacturing companies listed at DSE in Tanzania. The results showed that, profitability has a significant relationship with dividend payout. Also it showed that, other variables examined found to have insignificant relationship with dividend payout. Liquidity, growth, and leverage showed negative relationship with dividend payout while firm size found to have positive relationship. Thus, Kisuguru concluded that, liquidity, leverage, growth and firm size have insignificant influence on dividend payout decision of manufacturing companies listed at DSE. Further, the study show that, profitability was the major determinant of dividend payout policy of manufacturing companies listed at DSE.
Biyan (2012) studied the role of Stock Exchange Market to economic growth in Tanzania and found that both market capitalization and value of share traded contribute a small amount in growth of the economy of Tanzania. The similar study was done in Kenya and the results show that stock market development (measured by trade volume and/or capitalization) has a positive impact on the economic growth in Kenya (Ikikii and Nzomoi, 2013). Therefore, the stock market is associated with economic growth in a way that; it helps investors to diversify their risks by investing in multiple companies. As a result of this, firms are able to raise capital from investors and thus facilitate production which leads to growth. 
On the other hands, study done by Werema (2016) who run a simple correlation coefficient between the real GDP and the market capitalization of 0.14. in his study found that, the market capitalization explains (0.14)2 or 1.96 percent of the variation in the real GDP. These results are unexpected since theoretically, the size of the stock market which is represented by the market capitalization is supposed to affect the GDP. The researcher expected the stock market capitalization to influence the stock market in Tanzania. Surprisingly, the stock market capitalization (market size) as shown by the simple correlation slightly explains the variation in the economic growth of Tanzania. These results suggest that, the stock market in Tanzania is still in its infant stages and thus cannot affect the country’s GDP. Therefore, the results may also shoot from the fact that the time frame of 15 years may not be long enough for results of establishing a stock exchange to be realized.
2.5 Research Gap 

As it seen in literature review determinants of dividend payout policy have been researched and well documented in developed countries and emerging markets such as India, Malaysia, Pakistani and few from African such as Ghana, Nigeria. However, there is very few or no empirical studies in Tanzania context. Therefore, this study aims at filling the existing knowledge gap empirically by investigating the important determinants for dividend payout ratio policy for listed firms at DSE in Tanzania.
2.6 Conceptual Framework

The Conceptual Framework based on statement of the problem stated above and   literature review. Therefore, determinant of dividend payout/Firm Growth in the Stock Market are identified. The independent variable includes; 

i. Profitability

ii. Liquidity

iii. Firm Size

iv. Leverage

v. Sales Growth and

vi. Investment Opportunity

Further, the dependent variable in this study is dividend payout/Firm Growth in Stock Market services.

Independent Variables 
Intervene Variable       
Dependent variable
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Figure 2.1: Conceptual Framework 

Source: Authors own |Construction, 2020
2.6.1 Description Measurement of Variables
In the Figure 2.1; have summarized the conceptual framework of this study. The main concept is the Payout Dividend as the independent variable which affected by the several factors as discussed in the literature review above.
2.6.1.1 Dependent Variable
Independent variables are factors which make a base for the payment of dividends to the shareholders of a company or the business entities. The presence of these variables in a logical manner without interruptions (Other factors remain constant) leads to determine for dividend payout ratio for listed firms at DSE. Therefore, this means that, the Profitability, Liquidity, financial leverage, Sales growth, firm size and investment opportunity have a significant relationship with dividend payout of the firm.
2.6.1.2  Independent Variables

The dependent variable in the model was regarded as an outcome of causal relation and improper management of profitability, liquidity, financial leverage, sales growth, firm size and investment opportunity. These are factors which has a positive relationship dividend payout ratio which is dependent variable. 
2.6.1.3 Description and Measurement of Independent Variables
2.6.1.4 Firm Size

The firm size was measured by number of divided, when firms pay dividends they limit their cash available for investments. The firm size of the company has are one of the common factor used as a determinant of dividend payout ratio.   A number of scholars have contended that, the firm size is one of the factors that have the major effect on the dividend payout ratio (Holder et.al 1998) and (Hedensted & Raaballe 2006). Most of these studies concluded that, that the firm size is a significant factor, for determining the dividend payout ratio in most of the company. For instance, the study conducted by Lloyd et.al (1985) and Holder et.al (1998) used the natural logarithm of sales as a measurement of the size while Daunfeldt et al. (2009) used the logarithm of the number of employees in order to measure the size. For our case to measure the size of the company in DSE in term of the market value of the given organization.
2.6.1.5 Profitability

Profit is one of the commonly used profitability ratios to measure the degree to which a company or a business activity makes money. It denotes what percentage of sales has turned into profits. Profit is the single most significant factor in a company’s financial statement and it has been widely used in previous studies to determine the company’s dividend payout ratio (Amidu & Abor 2006) (Hedensted & Raaballe 2006) and (Anil & Kapoor 2008). Furthermost prior studies have found a positive relationship between profit and the company’s dividend payouts ratio. For our case to measure the profitability of the firm in DSE based in the Return on Equity (ROE) of the given firm in consideration. According to AlKuwari (2009) argued that, Return on Equity (ROE) is one of the best measurements of the company’s profit since it reveal the capacity of generating cash internally.
2.6.1.6 Sales Growth

Sales growth is among the aforementioned variable/factor used in many studies as a determinant of dividend payout ratio of the company. A number of studies have determined that, there exist an adverse relationship between the sales growth rate of the company and the dividend payout ratio (Rozeff 1982) (Lloyd et.al 1985) (Holder et.al 1998). The majority of the previous studies have used growth in sales in order to measure the growth rate of the firm. In our case we are going to follow the same approach and we will use the sales growth for the purpose to measure the growth rate of the company and its relationship with dividend payout ratio. 

Growth=     Sales (S1)-Sales (S0)

                   Sales (S0)                       

2.6.1.7 Leverage

This is simply the level of debt in relation to the level of equity in the firm’s balance sheet. Even though leverage is one of the key indicators of a firm’s financial strength it is not a usually used factor in order to test the relationship with the dividend payout ratio. Though, leverage look like is an imperative factor for determining dividend payout ratio of the firm. However, the study conducted by Al Shabibi & Ramesh (2011) in UK and they found no significant relationship between the leverage and the companies dividend payouts ratio. Though, this is contrary to the study made by Al-Kuwari (2009) who found a strong negative relationship between leverage and the dividend payout ratio. 
Previous studies that have included leverage have not provided a uniform picture of whether leverage has an impact on the company’s dividend payouts. Ever since there is no integrated picture concerning the impact of leverage on the company’s dividend payouts ratio, it is of major significance to examination the correlation on the DSE. For our case the researcher will employ one commonly used measurement of debt ratio which is the expressed total debt/total assets. Thus, debt ratio reveals the extensive portrait of company’s liabilities. Therefore, the debt to equity ratio employed to measure of leverage. Thus, as per study leverage is significant factor for determinant of dividend payout ratio of the firm in DSE. 
2.6.1.8 Liquidity

Liquidity involves the trade-off between the price at which an asset can be sold, and how quickly it can be sold. In a liquid market, the tradeoff is slight; one can sell hastily without having to accept a significantly lower price. In a comparatively illiquid market, an asset must be discounted in order to sell quickly. Therefore, there are a lot of study has been conducted in order to test the relationship between the company’s liquidity position and the dividend payout ratio. Equally cash flow and free cash flow are regularly used in these types of studies and there exist different opinions regarding which of the two measurements to apply.
For the purpose of this study the researcher uses a free cash flow since it reveals the amount of liquidity that, is available for shareholders and creditors after all expenses has been paid that are easily converted into cash. The study conducted by Amidu & Abor (2006), Gill, et.al, (2006) and Anil & Kapoor (2008) in their studies, state that liquidity is a major determining factor of the company’s dividend payout ratio. 

Liquidity=Current Ratio (Current Assets/Current Liabilities

2.6.1.9 Investment Opportunity

The assets and projects that produce a return greater than the minimum acceptable hurdle rate refers to investment. The difficulty rate should be higher for riskier projects and should reflect the financing mix used owners’ funds (equity) or borrowed money (debt). For the purpose of this study the researcher, measures investment opportunity based on measured on cash flows generated and the timing of these cash flows; they should also consider both positive and negative side effects of these projects. When making investment, financing and dividend decisions, the firm finance is single-minded about the ultimate objective, which is assumed to be maximizing the value of the business and the relationship with dividend payout ratio.

CHAPTER THREE

RESEARCH METHODOLOGY
3.1 Overview
This is an essential part of the research activity which intends to show research procedures, plans and techniques that employed during the whole process of data collection and processing. This section clarifies the methodology and the model used, sample size and the data analysis methods. It also explains about research design, data sources for secondary and primary data, data types, sample size, sampling design, data analysis methods and analytical framework. Therefore, this is the general overview of research methodology that used in study where the mechanism used to accomplish this study is illustrated. 

Research methodology is a way to systematically solve the research problem. It may be understood as a science of studying how research is done scientifically. In it we study the various steps that are generally adopted by a researcher in studying his research problem along with the logic behind them (Kothari, 2004). A scientific methodology is a system of explicit rules and procedures upon which research is based and against which claims for knowledge are evaluated (Nachmias and Frankfort, 2007). The research methodology is a heart of research comprising research design, data collection and administrating instruments, source of information, contextualization of finding and recommendation (Fellows & Liu, 1998).
3.2 Research Design
Kothari (2004) defines a research design as the arrangement of conditions for collection and analysis of data in a manner that aims to combine relevance to the research purpose with economy in procedure. It is a conceptual structure within which research is to be conducted and it constitutes of the blueprint for the collection, measurement and analysis of data. The research design facilitates research to be as efficient as possible yielding maximum information. In other words the function of research design is to provide for the collection of relevant evidence with minimal expenditure of effort, time and money (Kumar, 2008). The study adopts a case study design employing secondary panel data from the chosen firms listed at DSE.
3.3 Study Population and Sample 

Krishnaswami (2002) defines population as the target group to be studied in a particular place while sample is a part of the population. Population therefore, is the total collection of elements about which one wishes to get information. Samples are used in researches rather than the whole population because of cost in term of funds, time and materials that can be involved in surveying the whole population. 
The population being studied must be defined before beginning a research. This requires the researcher to define the characteristic of individuals who will be selected for the study group and control group. The study’s populations may or may not represent the population of interest. The population of interest is called the targeted population. The targeted population is the larger group of individuals to whom we wish to apply the results of the research. It is important to appreciate whether the study’s population actually reflects the target population (Riegelman, 2005). The population of this study is all listed firms at DSE in Tanzania.
3.4 Data Types 
The main type of data is secondary data which are the panel data quantitative in nature obtained from firms and DSE annual publications from 2008 to 2018. However, in some cases the researcher employs primary data.
3.4.1 Primary Data
Kothari (2004) define the primary data as those which are collected afresh and for the first time, and thus happen to be original in character. These are original sources from which the researcher directly collects data that have not been previously collected. Primary data sources are first-hand information collected through methods such as observation, interviewing, mail and questionnaires (Krishnaswami, 2002).
3.4.2 Secondary Data 

Kothari (2004) define the secondary data as those which have already been collected by someone else and which have already been passed through the statistical process. Also Krishnaswami (2002) defines secondary data as source which have been collected and compiled for another purpose. It consists of readily available documents and already compiled statistical statements and reports whose data may be used by researchers for their studies. The secondary data were collected from Registered Companies at DSE, Bank of Tanzania, Tanzania Revenues Authority (TRA), Ministry of Finance and Planning, Ministry of Industry and Trade, from the internet and historical documents, and other sources of published information (Kothari, 2004).
3.5 Data Collection Methods

The task of data collection begins after a research problem has been defined and research design/plan chalk out. While deciding about the method of data collection to be used for the study, the researcher should keep in mind two types of data which are primary data and secondary data (Kothari, 2004). According to Krishnaswami (2002) data are facts, figures and other relevant materials, past and present that serve as bases for the study and analysis. Further states that data may be classified into primary and secondary sources. Therefore, in this case secondary data was collected from DSE, TCC and TBL through their reports and publications. Mention span of years considered as panel data
3.6 Data Sources

Secondary data was collected directly from DSE, TCC and TBL through their reports and publications.
3.7 Sample Size

Sample size refers to the number of items to be selected from the universe to constitute a sample (Kothari, 2004). Two firms namely TCC and TBL taken as a sample from the population of listed firms at DSE in Tanzania and took a scope of time interval from 2008-2018. This is ten years for each company as panel data. During the period under review, the stock market started to grow relatively more rapidly in Tanzania than in previous years, therefore, attracted the researcher to examine the trends in the specific period of time. 
3.8 Sampling Design
Sample design is a finite plan for obtaining a sample from a sampling frame. It refers to the technique or the procedure the researcher would adopt in selecting some sampling units from which inferences about the population is drawn. Sampling design is determined before any data are collected (Kothari, 2004). According to Thompson and Seber (1996), the sample design is a fundamental part of data collection for scientifically based decision making. A well-developed sampling design plays a critical role in ensuring that data are sufficient to draw the conclusions needed. 
Sample designs are basically of two types, non-probability sampling and probability sampling. Non probability sampling techniques include relying on available subjects, purposive or judgmental sampling, Snowball sampling and quota sampling (Babbie, 2010). Probability sampling is also known as ‘random sampling’ or ‘chance sampling’. Under this sampling design, every item of the universe has an equal chance of inclusion in the sample (Kothari, 2004). This study employed purposive sampling since, TBL and TCC are chosen purposely to represent firms listed at DSE in Tanzania. The two selected companies normally offer dividends to its shareholders. 
3.9 Testing for Assumptions
The study apply the OLS Regression and GARCH (1, 1) Model for statistical analysis requires non violation of its assumptions. The STATA econometrics software package has been used in running the regression. OLS is used to test the degree and type of sample data by estimating the true population relationship among endogenous and exogenous variable(s). The OLS is applied so as to minimize the sum of squared errors from the data. Wooldridge (2009 pg. 370) described the following classical linear Model assumptions.
3.9.1 Linear in Parameters

The classical Linear Regression Time Series Model assumes that ‘The stochastic process follow the linear model (i.e Linear in parameters).
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This implies that the model must have linear coefficients. 
3.9.2 Perfect Collinearity

This assumption requires that, the independent variable not to be constant- there must be at least some variation in the sample used. Also, there should not be perfect linear combination between dependent and independent variables. 

3.9.3 Zero Conditional Mean

This assumption state that, for each time t, the mean (expected value) of error term ([image: image13.png]


given any value of independent x for all time, periods must be equal to zero.

Mathematically it can be presented as:
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The assumption implies that the error at time t ([image: image17.png]


) is not correlated with each explanatory variable in every time period. Wooldridge (2009). In relation to this study this assumption is also not violated.
3.9.4 Homoskedastisticity

According to this assumption, given conditional on x, the variance of error term (...) for all time t is constant. 

Mathematically:  Var ([image: image19.png]
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If this assumption does not hold, then the error terms are said to be heteroscedasticity. Therefore it is very important to conduct post diagnostic test to determine if the model suffers from heteroscedasticity. Below are the hypothesis to be tested.
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 : No heteroscedasticity in the residuals
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:  There is heteroscedasticity in the residuals
3.9.5 No Serial Correlation

The assumption states that, given the conditional on X, the errors terms in two different time periods are uncorrelated with one another.

Mathematically: Corr ([image: image29.png]
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The null and alternative hypotheses to be tested are:
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 : There is no serial correlation in residuals
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:  There is serial correlation in the residuals
3.9.6 Residuals are Normally Distributed

According to this assumption, the error ([image: image39.png]


 are independent of X and are independently and identically distributed as normal (0,[image: image41.png]


) Wooldridge (2009 p. 351). The following null and alternative hypotheses will be tested. 
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 : Residual are normally distributed

[image: image45.png]


: Residuals are not normally distributed
3.10 Data Analysis Method

The data analysis method are panel data analysis where by variables tested on their significance influence on dividend payout.
3.11 Model Specification

The formula/model specification of the study is described and shown below:
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Whereby; 

FG= Dividend Payout/Firm Growth

Pro = Profit 

SG= Sales Growth

FS =Firm Size

LQ= Liquidity 

Firm Growth/Dividend Payout: In this model, dependent variable is a Firm Growth denoted as;

 FGjt is a firm growth at Dar es Salaam Stock Exchange (DSE) found in Dar es Salaam Region for the period of 2008 to 2018. Dependent variable FGjt is the Firm Growth j from Stock Exchange i.
As shown in the Specification Model above, unstandardized coefficients indicate how the dependent variable varies with each independent variable when other independent variables are kept constant. Thus, the unstandardized coefficient (β) for the profit variable is leads to an increase in dividend payout to stakeholders when other factors remain constant. Likewise the unstandardized coefficient (β) for the sales growth, firm size and liquidity leads to a unit change in dividend payout to shareholders if other factors remain constant.

Profitability (Pro): Profitability (Pro) in the model, this is denoted as Proij is the profitability of the company j and dividend Payout i. The level of profitability of the company determines the amount of dividend payout (Wilson et al., 2003). This is said to be positive significant fact in dividend payout among the shareholders.
Sales Growth (SG): Sales Growth (SG) in the model, this denoted as SGij is the sales growth of the company j and dividend Payout i. The level of sales growth of the company determines the amount of dividend payout. This expected to be positive significantly to dividend payout among the shareholders of the company in the study.
Firm Size (FS): Firm sales expected to have positive relationship of the company payout dividend. Firm Size (FS) in the model, this denoted as FSij is the firm size of the company j and dividend Payout i. The level of firm size of the company determines the amount of dividend payout. This expected to be positive significantly to dividend payout among the shareholders of the company in the study.

Liquidity (LQ): Liquidity is a critical aspect of enhancing investment in Stock Exchange Market and performance of the company. Liquidity (LQ) in the model, this is denoted as LQij is the liquidity of the company j and dividend Payout i. The level of liquidity of the company determines the amount of dividend payout. This is said to be positive significant fact in dividend payout among the shareholders.

Tobit Model: In addition to the multiple regression analysis, we have also applied the Tobit model which is a type of censored regression model. The main difference between the ordinary multiple regression and the Tobit regression is that the Tobit model takes censoring and truncation into consideration. Censoring refers to the case when data in the dependent variable is lost while the independent variables not are subject to any loss in data (Amemiya, 1985 p.364). Truncation refers to the case when data is lost in both the independent and dependent variable. However in this study the Tobit model is applied in order to get an alternative view to the multiple regression analysis in which we excluded all negative observations in dependent variable (dividend payout firm). 
The exclusion of the negative dividend payout ratios may have created some kind of bias and we therefore applied the Tobit model in order to get an alternative point of view. In the Tobit model all negative dividend payout ratios is censored and transformed to zero instead of being excluded from the sample. By applying the Tobit model we strive to exclude any kind of bias which may have been created in the multiple regression analysis. The combination of the Tobit and the multiple regression has previously been applied in similar studies and we therefore think that the models are applicable for this study (Daunfeldt et.al 2009).

The Tobit model is a development of the Probit model and it was created by James Tobit in 1958. The equation for the structural Tobit model is the same as the equation applied in the multiple regression analysis:

    1 if the event takes place (an individual uses dividend payout)

   Yi =

    0 otherwise
Equation expressing as:

y*i= βi xi + εi
Where: y*i is variable showing the dividend payout gowth,

xi‘ is a vector of variables related to the individual dividend payout

β is a vector of parameters and

εi error term

Y = 1 if y*i> 0 i.e (xi ‘β + εi)>0 and

Y = 1 if y*i< 0 i.e (xi ‘β + εi) <0

The values 0 and 1 are used in order to allow the definition of probability of occurrence of an event as a mathematical expectation of the variable Y. This study aims to establish the relationship between the independent variables and the outcome variables for differences models;

3.12 Analytical Empirical Model

Below is the analytical model for the study of determinants of dividend pay-out for firms listed at DSE as following;
3.12.1 Testing of Unit Root, Stationarity and Hypotheses

3.12.1.1 Augmented Dickey Fuller Test
Augmented Dickey–Fuller test (ADF), tests the null hypothesis that a unit root is present in a time series sample. The ADF consist of estimating the regression coefficient of Pt on Pt-1. If this coefficient is significantly below 1, it means that the process is mean in its nature, if it is close to 1, the process is a random walk (Geman, 2007). ADF statistic, used in the test, is a negative number. The more negative it is, the stronger the rejection of the hypothesis that there is a unit roots at some level of confidence. Given an equation 
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Change of Yt can be expressed by
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If Yt has a random walk with drift, the equation will be 
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If Yt has a random walk with drift around a stochastic trend, the equation will be 
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According to Gujarati (2004), ADF test was improved by using three different forms of the DF test. The Test for ADF is a combination of equations 3 – 5 above, which form the following Augmented Dickey Fuller Equation by adding the lagged values of the dependent variables:
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ADF test produce the null hypothesis against the alternative hypothesis. If the test statistic is less than the critical value, the null hypothesis is rejected and alternative hypothesis is accepted so, which means the unit root does not exist we conclude that the series are stationary.
3.12.1.2 Phillips Perron Test for Stationarity

Phillips and Perron’s test statistics is like Dickey–Fuller statistics except that have been made vigorous to serial correlation by using the Newey–West (1987) heteroskedasticity and autocorrelation consistent covariance matrix estimator. Under PP the null hypothesis that ρ = 0, the PP Zt and Z(rho) statistics have the same asymptotic distributions as the ADF t-statistic but have normalized bias statistics. Advantages of the PP tests over the ADF are (i) PP tests are robust to general forms of heteroskedasticity in the error term ut, and (ii) user does not have to specify a lag length for the test regression.
3.12.1.3 KPSS Test for Stationarity

KPSS test, is different from other test like PP, ADF and DF-GLS tests, they test a unit root test, Kwiatkowski – Phillips – Schmidt – Shin (KPSS) test of stationarity of the panel data. The panel is expressed as the sum of deterministic trend, random walk, and stationary error, and the test is the Lagrange multiplier test of the hypothesis that the random walk has zero variance. KPSS type tests are intended to complement unit root tests, such as the Dickey–Fuller tests. By testing both the unit root hypothesis and the stationarity hypothesis, one can distinguish series that appear to be stationary, series that appear to have a unit root, and series for which the data (or the tests) are not sufficiently informative to be sure whether they are stationary or integrated.

In KPSS (Kwiatkowski et al., 1992), the null hypothesis states that the series is stationary, whereas ADF (Dickey and Fuller, 1979), say the data have a unit root. In some cases they may offer different results. Brooks (2008), also said KPSS only differ in terms of testing hypothesis in stationarity while the other measure against unit roots. The equation for KPSS is: 
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Where the null hypothesis is H0: k=0 which says trend stationary and H1: k≠0, denote that it is integrated. KPSS F-Statistics is given by the following formula:
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In order to measure the stationarity, three tests are used altogether just to confirm that the stationarity data were obtained after first differencing of data. Where H0: [image: image79.png]


≥0, that there is unit root (panel are not stationary) and H1: [image: image81.png]


≤0, that there is no unit root (Series are stationary).

3.12.1.4 Vector Error Correction Modeling

In time series models, integrated series are usually based on application of VAR to ﬁrst diﬀerences. However, diﬀerencing eliminates valuable information about the relationship among integrated series, and then Vector Error Correction model (VECM) is required. We can say that the VECM is equivalent to model in first differences with only one difference: the addition of a vector of co integrating residuals (Marseet, 2015). Therefore, the VECM is represented as follows:
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are expected to capture the short-term dynamics of the model. 
For that reason, inferences regarding the causality between LGDP and LOPV can be made as follows: LOPV causes LGDP if either (δ) is statistically significant (the long-run causality) or the [image: image101.png]sy



are jointly significant (short-run causality). Likewise, LGDP causes LOPV if[image: image103.png]
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 which implies no long-run equilibrium relationship between LGDP and LOPV (Liu, 2009). When we study co integration we do find a co integration relationship (which is the long run relationship) sometimes to model the short run relationship between the variables in question we represent by a Vector Error Correction Mode.
3.12.1.5 Granger Causality Test

Granger causality is explained as the relationship between cause and effect. Basically, the term causality suggests a cause and effect relationship between two sets of variables, say, GDP and stock exchange. Granger causality test is assessing by regressing each variable on lagged values of it and the others, there must be causation in at least one direction. Using the variables of this study, using an example of causality say GDP on stock exchange, the equation can be written as:
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Granger-causality test is used to determine the direction of the relationship between the variables. Granger causality is a way to investigate causality between two variables in a time series. The method is a probabilistic account of causality; it uses empirical data sets to find patterns of correlation. We will use the Granger causality to test if the variable causality is uni directional or bidirectional.
CHAPTER FOUR

PRESENTATION OF FINDINGS
4.1 Chapter Overview

This chapter presents empirical results on the determinants of dividend payout of        commercial banks listed at DSE that was analyzed through SPSS basing on panel data for three commercial banks from 2008-2018. It presents the multiple linear regression analysis test results between Dividend Payout which is the dependent variable and the independent variables of the designed model for this study. However this chapter includes tests for Ordinary Least Square assumptions, results interpretation and summary of key authors’ findings. 
4.2 Descriptive Statistics Analysis

Use cross tabs of variables against value determined from analysis (mean, number, max, min, SD, skewness and kurtosis. In the descriptive analysis, the main focus was on the presence of tests employed in the investigation of the research variables. Hence, Normality test were employed to obtain results of the statistics descriptive in terms of Minimum, Maximum, average, Media, and Standard deviation. 
Also, with this aspect variables were then transformed through logarithmic operators which normally eliminate the non-stationary variables. When discussing the relationship between two variables, it is important to know through which channels they relate to each other, as mentioned in the theories and previous studies  which have shown the availability of association among inflation, FDII, OPEN and gross domestic product (IMF, 2018).

Table 4.1: Summary Result for the Descriptive Statistics of the Variables 

	Statistics
	lnFG
	lnPro
	lnSG
	lnFS
	lnLQ

	Mean
	4.831304
	16.21826
	26.55243
	2.175464
	12.3354

	Maximum
	8.48
	37.5
	55.32292
	8.03
	38.5346

	Minimum
	0.14
	3.45
	10.163
	0
	8.624

	Median
	3.08
	18.6
	48.03
	1.95
	28.30

	Standard deviation
	2.297251
	11.27127
	12.55084
	2.363714
	10.33542

	Skewness
	 -0.519738
	0.4678068
	0.829436
	0.7754154 
	0.776623

	Kurtosis
	2.205107
	1.67897
	2.589178
	2.458361
	2.35846

	N
	28
	28
	28
	28
	28


Source: Researcher, 2019
Where

FG= Dividend Payout/Firm Growth

Pro = Profit 

SG= Sales Growth

FS =Firm Size

LQ= Liquidity 

Measures of central tendency are the value that describes the entire set of data as a single measurement. The three primary measures of central tendency are the mean, median, and mode. Measures of dispersion (how data is spread out) are range-difference between the highest and lowest value, variance-how widely observations vary and standard deviation (SD)-a measure how far from observations of the sample average.

Measures of normality are kurtosis-measures the peakness on the flatness of the distribution of the series and include the Mesokurtic: a normal distribution with a Kurtosis of 3, Leptokurtic: positive kurtosis (peaked-curve), higher values and Platykurtic: negative kurtosis (flatted-curve), lower values. Skewness-Measures the degree of the asymmetry of the series or probability distribution of a real-valued random variable about its mean. The skewness value can be Normal skewness: has a 0 skew, distribution is symmetric around its mean, Positive skewness: long right tail, higher values and Negative skewness: long left tail, lower values. Interpretation of the table above note that, the Normal skew: 0, Mesokurtic: Kurtosis of 3.
FG: The results of the variable from the table found that the skewness is -0.519738 means Normal skewness because has a 0 skew and the Kurtosis is 2.205107 means Platykurtic Kurtosis because 2.205017 is less than 3 (2.205017<3).
Pro: The results of the variable from the table found that the skewness is 0.4678068 and is said to be (leptokurtic) means Positive skewness because has a 0 skew, higher values and the Kurtosis is 2.589178 means Platykurtic Kurtosis because 2.589178 is less than 3 (2.589178 ˂3). 
SG: The results of the variable from the table found that the skewness is 0.829436 and is said to be (leptokurtic) means positive skewness because has a 0 skew, has higher values and the Kurtosis is 2.589178 means Platykurtic Kurtosis because 2.246339 is less than 3 (2.263565<3).

FS: The results of the variable from the table found that the skewness is 0.7754154 and is said to be (leptokurtic) means positive skewness because has a 0 skew, has higher values and the Kurtosis is 2.458361 means Platykurtic Kurtosis is less than 3 (2.458361 <3).
LQ: The results of the Liquidity variable from the table found that the skewness is 0.776623 and is said to be (leptokurtic) means positive skewness because has a 0 skew, has higher values and the Kurtosis is 2.35846 means Platykurtic Kurtosis is less than 3 (2.35846 <3).
4.3 Testing for Data Accuracy

4.3.1 Test for Multicollinearity  

Below are the results for the multicollinearity test as performed through SPSS to see if the data for the designed model had no presence of multicollinearity problem. One of the independent variable (Financial Leverage) was made a dependent variable and tested against other independent variables and the results were as follows:- 
Table 4.2: Coefficients for Sales Growth
	Model
	Collinearity Statistics

	
	Tolerance
	VIF

	1
	Liquidity
	.221
	2.927

	
	Firm Size
	.059
	1.038

	
	Profitability
	.095
	2.527


a. Dependent Variable: Sales Growth
From the above Table 4.1, since the VIF of all remained independent variables against the new dependent variable (Financial Leverage) is below the threshold of 3 then the independent variables are not correlated hence having no multicollenearity. Therefore, it can be concluded that, the Linear Regression Model of this study had no multicollinearity problem hence not violating the OLS assumption.  Therefore, VIF for all variables is relatively low and the tolerance is high which point out that, no significant multicollinearity is present among the firms listed at DSE. 
4.3.2 Durbin-Watson Test for Autocorrelation 

The widely known test for autocorrelation is Durbin-Watson Test. The Durbin-Watson Test threshold lies between 0 to 4 meaning that the test result lying from 2 to 4 is that the parameters in the model are negatively auto-correlated and the test result below 2 means that, the parameters in the model are positively correlated.
Table 4.3: Model Summary b
	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson

	1
	.996a
	.992
	.991
	1.040E9
	1.913


a. Predictors: (Constant), Sales Growth, Liquidity, Profitability, Firm Size; and
b. Dependent Variable: Dividend Payout (Firm Growth).
From the above Table it can be noted that, the Durbin-Watson is 1.913 which can be rounded off to 2 therefore, the parameters in the model are not experiencing the autocorrelation problem hence, not violating the OLS assumptions. Therefore, the designed model for this research is best for variables relationship test. Since the value of the Durbin-Watson Statistic falls below the lower bound at a 0.913 significance level (obtained from a table of Durbin-Watson test bounds), there is strong evidence the error terms are positively correlated. This imply that, other factor affecting the dividend payout ratio in DSE listed companies has small impact/minimal affecting the dividend payout ratio.
4.3.3 Test for Heteroscedasticity 

Heteroscedasticity is tested in SPSS by performing a scatter plot of residuals from the variables within the designed model for test. However, if the residuals are scatted then it shows that, there is no heteroscedasticity but if the residuals have a defined shape such as rectangle then there if the presence of heteroscedasticity.
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Figure 4.1: Scatterplot: Dividend Payout

Source: Field Data, 2020

From the Figure 4.1 which were obtained from scatter plot of the SPSS it can be noted that, the residuals have a random shape therefore showing that, there is no heteroscedasticity and the errors are randomly distributed therefore independent random sampling of observations. If the there is no heteroscedasticity the OLS estimators are unbiased and consistent in the presence of heteroscedasticity, but they are not efficient and the estimated standard errors are inconsistent, so test statistics using the standard error are not valid. Since there is no heteroscedasticity on OLS estimator, this implies that the independent variables are the factors of determining dividend payout ratio at DSE listed companies. 
4.3.4 Test for Normality  

The OLS assumption of linear regression also suggests that Error terms should be normally distributed. Below is the graph showing the distributions of the error term in the designed model with the analyzed data
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Figure 4.2: Histogram: Dividend Payout

Source: Field Data, 2020

As it can be seen on the above graph the error terms are normally distributed therefore aligning with the OLS assumption of normal distribution of the error terms. Therefore, by having normal distribution of the error terms as plotted from SPSS it can be concluded that the model was fit to estimate the parameters of the variables and give conclusion of the relationship between variables. A normality test was carried out to examine whether the data employed in the study possessed normality property. As per analysis above, the model was fit to estimate the parameters of the variables which imply that, the dividend payout ratio should be estimated with the parametric statistics suggested with the study at DSE.
4.3.5 Test for Linearity 

In order to test for linearity between the dependent variable and the independent variables the researcher used SPSS to plot the graph of the regression standardized residuals so as to see the residual distribution pattern. Below is the graph showing the distribution pattern of the standardized residuals.
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Figure 4.3: Normal P-P Plot of Regression Standardized Residual 

Source: Field Data, 2020

From the graph above it can be noted that, the standardized residuals have linear distribution therefore showing that, the variables (dependent variable and independent variables) in the model were linearly distributed therefore depicting linearity and aligning with the OLS assumption of the linear regression model. Since in the model were linearly distributed this implies that, the dependent variable is a straight line function of each independent variable, holding the other factors constant. Therefore, all independent variables in the study were determinant of the dividend payout ratio of the listed companies in DSE.
4.4 Regression Analysis Results of the  Determinants of Dividend Payout Ratio
4.4.1 Summary of the Regression Model 
Table 4.4: Model Summary
	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.996a
	.992
	.991
	1.040E9

	a. Predictors: (Constant), Growth, Liquidity, Profitability, Firm Size


In this section, results are presented for the econometric model that is estimated using OLS for the preferable model. Overall results indicate that dividend payout (firm growth) plays an important role in determining firm sales, profitability, firm size and liquidity in the market. The result of the R-squared valued 0.992 is impressive. This implies that 99.2 percent of the factors affecting firm growth were explained by the exogenous variables in the model. The coefficient estimates for all variables were statistically significant with the exception of sales growth whose results show insignificant. 
The goodness of fit of the model as indicated by the R2 value of 0.991 suggests that about 99.1 percent of the variations in firm growth are explained by the specified rest of explanatory variables and the remained 0.9 percent is explained by other variables excluded by the analysis. This includes Information Communication Technology (ICT) and other economic constraints. Therefore, this means that the predictor variables were good in predicting the dividend payout of the Commercial Banks in Tanzania. 
4.4.2 Analysis of Variance (ANOVA) of  Dividend Payout
Table 4.5: ANOVAb
	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	3.135E21
	5
	6.270E20
	579.425
	.000a

	
	Residual
	2.381E19
	22
	1.082E18
	
	

	
	Total
	3.159E21
	27
	
	
	

	a. Predictors: (Constant), Sales Growth, Liquidity, Profitability, Firm Size

	b. Dependent Variable: Dividend Payout (Firm Growth)



The analysis of variance (ANOVA) above shows that, the model was correctly specified as a good predictor of the dependent variable (Dividend Payout) since its p value is 0.000 which is below the significant level of 0.05 therefore the model was significant predictor of the dependent variable.
4.4.3 Linear Regression Analysis Results of Dividend Payout Ratio
Table 4.6: Coefficient 
	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	-6.59
	9.522
	
	-6.922
	.000

	
	Profitability
	1.977
	2.511
	1.372
	7.875
	.001

	
	Liquidity
	1.223
	2.448
	.428
	4.994
	.000

	
	Sales Growth
	-1.162
	4.421
	.097
	2.629
	.015

	
	Firm Size
	.031
	.040
	.095
	.762
	.454

	a. Dependent Variable: Dividend Payout

	
	
	


4.4.4 Profitability and Dividend Payout  

Statistically from the above Table 4.5 it was observed that, profitability has the p value of 0.001. Since this p values are below the significance level of 0.05 it can be concluded that, profitability is significant determinant dividends pay out for the firm in Tanzania. However, it can also be noted from the above Table 4.5 that, profitability has a positive parameter coefficient which entails that, as profitability of the firm increases the dividend payout also increases. Therefore, this implies that, profitability is important factor for determinant of dividend payout ratio of the listed companies in DSE where by the higher the profits the company or firm made the higher the dividend payout ratio to the shareholders.
4.4.5 Liquidity and Dividend Payout  

The Table 4.5 shows that, Liquidity has the p value of 0.000. This presented and concluded that, statistically the liquidity is a significant determinant of dividend payout since its p value is below the significant level of 0.05. However, it can also be noted from the above Table 4.5 that, liquidity has also a positive parameter coefficient which entails that as liquidity of the firm increases the dividend payout also increases.  

4.4.6 Sales Growth and Dividend Payout  

The Table 4.5 above shows that, Sales Growth has the p value of 0.015. This p value statistically concludes that, Sales Growth is a significant determinant of dividend payout since its p value in is below the significant level of 0.05. However, it can also be noted from the above Table 4.5 that, Sales Growth has also a negative parameter coefficient which depicts that as Growth of the firms increases the dividend payout also decreases. Though, further analysis is needed understand and determine which factors can enhance the sales growth of the firm.
4.4.7  Firm size and Dividend Payout  

The above Table 4.5 indicated that, firm size has the p value of 0.454. This p value statistically concludes that, firm size is not a significant determinant of dividend payout since its p value is above the significant level of 0.05. However, in terms of parameter coefficient it can be seen that, it has a positive parameter coefficient which concludes that as a firm size increases the dividend payout also increases. Therefore, even if the firm size is not statistically significant determinant of dividend payout it should not be ignored since it has some positive influence as far as dividend payout is concerned. 
This did not also tally with Uwuigbe et al (2013) who investigated the relationship between the financial performance and dividend payout among listed firms in Nigeria. The study concluded that there is significant positive relationship between firm’s financial performance, size of the firm, board independence and dividend payout. 
4.4.8 Error Correction Term 

The error correction term measures the speed of adjustment of the variables from short run behavior to long run equilibrium. The results in Table 4.5 show that, the variable is negative and significant at 1 percent level. The coefficient is negative which demonstrate the ability of the system to restore its equilibrium position when unexpected shocks are subjected to the system. This variable is typically important especially in business since the sector is subject to various unpredictable risks which need to be handled with care especially when shocks are given to the system. 
4.4.9 The Trend Stock Exchange and Economic Growth
The stock exchange market contributes toward economic growth is toward global risk diversification. As argued by Obstfeld (1994), Devereux and smith (1994) Smith and Paul (1992) ‘’Stock market provide a vehicle for diversifying risk. These way shows that greater risk diversification can influence growth by shifting investment into high return projects. Savers are usually risk averse and reform from investing in risking investment project yielding profitable return.  
According to Ekundayo (2012) argues that a nation requires a lot of local and foreign investment to attain sustainable economic growth development. Thus the establishment of the DSE, marked the beginning of the people in Tanzania indulging in purchase of share as a strategy for investing consequently a need for proper decision making on where to invest and why. It can be added that, the establishment of capital market followed suit of many other change which gave a signal for the need to transform the economy from government driven economy to Private Sector.
Therefore, the Financial Sector reform which was initiated after the structural reform came later when it was realized that, in order to sustain the development in the real sector, there was the need for a strong financial sector for mobilizing financial resources for allocation to the Private Sector for growth. Stock markets are only just a part of the overall financial system (Naceur et al. 2007). They are however important because they provide companies with an alternative source of financing equity as opposed to debt. One major advantage is that it attracts foreign capital and provides valuation for firms. 
Furthermore, the government has provided several fiscal incentives in order to encourage participation in the capital market development. Dividend income for listed companies is taxed at a lower rate of 5 percent. Withholding tax of 15 percent is charged on dividend distributed by companies that are not listed. Likewise, transactions taking place through the DSE are exempted from capital gains tax of 10 percent.  Lower corporate tax for listed companies can encourage more companies to go public (TRA, 2016).
Moreover, Cohn (2012) in his study supporting the view on illiquid contended that, the lack of substantial number of listed companies, is a major cause of the capacity  of daily trading and concomitant  lack of liquidity  with the stock. In additional to small number of the listed  companies, in necessity African stock market  only few stock are actively traded and hence few stock influence the market capitalization and then affect economic growth and development. On the other hands, Macro Economic instability Garcra (2009) claimed that ‘’ general Macro Economic stability may well be significant factor for development of stock market. Yartey and Komia (2017) studying the development of Global Stock Market maintained that stable Macro Economic Environment is crucial for the development of the stock market.
4.5 Test Hypothesis and Results
 As per simple regression model the p-value of 0.001 are below the significance level of 0.05 the null hypothesis value is rejected that, profitability has no significant relationship with dividend payout of the firms. Therefore, profitability is has significant relationship with dividend payout of the firms. The model is statistically significant. On the other hands, the result shows that, liquidity has the p value of 0.000. This concludes statistically that liquidity is a significant determinant of dividend payout since its p value was below the significant level of 0.05. This means that, the null hypothesis is reject which stated that, liquidity and financial leverage have no significant relationship with dividend payout of the firms. 
The liquidity also had a positive parameter coefficient that when liquidity increase the dividend payout ratio increases.  However, it was also be noted that, liquidity had also a positive parameter coefficient which entails that, as liquidity of the listed firms at DSE increases the dividend payout also increases. Furthermore, the result from the findings showed that, Sales Growth has the p value of 0.015. This p value statistically concludes that, Sales Growth is a significant determinant of dividend payout since this p value is below the significant level of 0.05.  This concluded that, the null hypothesis is reject which stated that, Sales growth, have no significant relationship with dividend payout of the firm. 
Table 4.7: Summary of Results for Hypotheses Testing 
	Hypotheses Statement 
	Result  
	Decision
	Hypothetical Relationship

	H1: Profitability has no significant relationship with dividend payout of the firms; 
	(ß = 1.372, p= 0.001). 
	H0; Reject
	Positive

	H2: Liquidity and financial leverage have no significant relationship with dividend payout of the firms;
	(ß = 0.428, p= 0.000). 


	H0; Reject
	Positive

	H3: Sales growth, firm size and investment opportunity have no significant relationship with dividend payout of the firm. 
	(ß = 0.095, p= 0.000). 


	H0; Reject
	Positive


P=0.05
However, firm size is not a significant determinant of dividend payout since its p value is above the significant level of 0.05. Yet, in terms of parameter coefficient it could be seen that, it has a positive parameter coefficient which concludes that, as a firm size increases the dividend payout also increases. Therefore, the findings are not reject the null hypothesis which state that, firm size and investment opportunity have no significant relationship with dividend payout of the firm.

4.6 Discussion on Regression Analysis Results in Relationship with the Available Literature

4.6.1 Profitability and Dividend Payout  

Statistically from the analysis Table 4.5 it was observed that, profitability has the p value of 0.001. Since this p values are below the significance level of 0.05 it can be concluded that profitability is significant determinant dividends pay out for the firms in Tanzania. Though, it was also be noted from the analysis that, profitability has a positive parameter coefficient which entails that as profitability of the firms increases the dividend payout also increases. 
These findings tallies with Kuwar (2009) who studied the determinants of dividend policy of GCC countries and found that, dividend payments are strongly and directly related to government ownership, firm size and firm profit ability but negatively to the leverage ratio. Therefore, it tallies with this study in terms of profitability to be a significant determinant of dividend payout. Also, this study is consistent with other studies done previously such as Amidu and Abor (2006), Lee (2009), Terzungwe and Adekunle (2013) and Yusuph and Muhammed (2015) but inconsistent with Kinfe (2011), Kisuguru (2013), Badu (2013), Maladjian and El Khoury (2014) whose found that, profitability is insignificant determinant dividends pay out in their areas of study.
4.6.2 Liquidity and Dividend Pay out  

The analysis in Table 4.5 showed that, liquidity has the p value of 0.000. This concludes statistically that liquidity is a significant determinant of dividend payout since its p value was below the significant level of 0.05. However, it was also be noted that, liquidity had also a positive parameter coefficient which entails that, as liquidity of the listed firms at DSE increases the dividend payout also increases. 
This finding did not tally with Imran (2011) who conducted a research on Determinants of Dividend Payout Policy a case of Pakistani Engineering Sector. By employing various panel data techniques like fixed and random effects and the results showed that, liquidity of the firm is unrelated to the dividend payout but it is similar with Kinfe (2011), Badu (2013), Terzungwe and Adekunle (2013) and Yusuph and Muhammed (2015) whose found that, liquidity is a significant determinant of dividend payout in their areas of study.
4.6.3 Sales Growth and Dividend Pay out  

After analysis the results showed that, Sales Growth has the p value of 0.015. This p value statistically concludes that, Sales Growth is a significant determinant of dividend payout since this p value is below the significant level of 0.05. However it could also be noted that Sales Growth had also a negative parameter coefficient which depicts that as Sales Growth of the firms’ increases the dividend payout also decreases.   
These findings tally with Imran (2011) who conducted a research on Determinants of dividend payout policy a case of Pakistani Engineering sector. By employing various panel data techniques like fixed and random effects and the results showed that growth is significant determinant of dividend payout, and Maladjian and El Khoury (2014), Musiega (2013), but is contrary to Kinfe (2011), Rozeff (1982), Kisuguru (2013) who’s found that sales growth is insignificant determinant of dividend payout in their studies conducted in different period of time.
4.6.4 Firm size and Dividend Payout  

The analysis in Table 4.5 showed that, firm size had the p value of 0.454. This p value statistically concludes that, firm size is not a significant determinant of dividend payout since its p value is above the significant level of 0.05. However, in terms of parameter coefficient it could be seen that, it has a positive parameter coefficient which concludes that as a firm size increases the dividend payout also increases. Therefore, even if the firm size is not statistically significant determinant of dividend payout it should not be ignored since it has some positive influence as far as dividend payout is concerned. 
These findings did not tally with Imran (2011) who conducted a research on Determinants of dividend payout policy a case of Pakistani Engineering sector. By employing various panel data techniques like fixed and random effects and the results showed that size of the firm was a positive function of dividend payout, KInfe (2011), Yusuph and Muhammed (2015), However it tally with Lee (2009) and Maladjian and El Khoury (2014) whose found that, firm size is not a significant determinant of dividend payout.
4.7 Correlation Analysis

The aim of doing correlation test is to establish the co-movement of variables through carrying correlation analysis of variables and testing the strength of variables. This analysis specifically tests the linear relationship among variables using the correlation matrix.  Table 4.8 summarizes the results of the correlation analysis.
Table 4.8: Correlations Matrix Result of the Variables

	
	Dividend Payout Ratio
	Profitability
	Firm Size
	Leverage
	Liquidity
	Sales Growth
	Investment Opportunity

	Dividend Payout Ratio
	1.000
	
	
	
	
	
	

	Profitability
	0.6370
	1.000
	
	
	
	
	

	 Firm Size
	0.7370
	0.8122
	1.000
	
	
	
	

	Leverage 
	0.6318
	0.4805
	0.7119
	1.000
	
	
	

	Liquidity
	0.5152
	0.4097
	0.5772
	0.8577
	1.000
	
	

	Sales Growth
	0.4289
	0.6273
	0.6983
	0.8898
	0.8716
	1.000
	

	Investment Opportunity
	0.4097
	0.5794
	0.6757
	0.7787
	0.8744
	0.8909
	1.00


Source: Field Data, 2020

i. Profitability
The relationship between profitability of the firm in the DSE and the dividend payout ratio is positive and significant for both business companies under the study. The result present that, profitability is highly correlated with all variables. For instance, profitability are highly correlated with the firm size with 81.2 percent. Further, profitability shows correlated with dividend payout ratio by 63.7 percent.
ii. Firm Size

There is positive relationship which exists between firm size and the dividend payout ratio for both business companies under the study. The result shows that, firm size is highly correlated with all variables under consideration. For case in point, firm size are highly correlated with the leverage with 71.19 percent. Moreover, the firm size shows correlated with dividend payout ratio by 73.3 percent.
iii. Leverage
The relationship between dividend payout ratio and leverage is insignificant and has a negative relationship for companies listed on DSE. This means that, companies with higher leverage pay a lower dividend payout ratio. The result present that, leverage is correlated with all variables under the study. For example, leverage are highly correlated with the dividend payout ratio with 63.18 percent and 85.77 percent correlated with liquidity of the listed companies in DSE. 
iv. Liquidity

There is positive relationship between liquidity of the firms in the DSE and the dividend payout ratio and significant for both business companies under the study. The result shows that, liquidity is highly correlated with all variables. For example, liquidity are highly correlated with the leverage with 85.7 percent. Furthermore, liquidity shows highly correlated with dividend payout ratio by 51.5 percent.
v. Sales Growth
The relationship between sales growth of the companies registered at DSE and the dividend payout ratio is positive and significant for both business companies under the study. The result present that, sales growth of the firms is correlated with all variables. For instance, sales growth are highly correlated with the leverage and liquidity with 88.9 percent and 87.16 percent respectively. Further, sales growth of the firms in DSE show correlated with dividend payout ratio by 42.8 percent and 69.8 percent with firm size.

vi. Investment Opportunity 

The relationship between dividend payout ratio and investment opportunity of the companies in DSE is insignificant and has a positive relationship. This means that, companies with higher investment opportunity is likely pay a high dividend payout ratio. The result present that, investment opportunity is correlated with all variables under the study. For example, investment opportunity  are highly correlated with the sales growth of the firm 89.1 percent and 87.4 percent correlated with liquidity of the listed companies in DSE. Moreover, investment opportunity of the firms in DSE show correlated with dividend payout ratio by 40.9 percent.
Regression Analysis 
Table 4.9: The Model Summary Results
	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Durbin-Watson

	1
	.996a
	.992
	.991
	1.040E9
	1.913


Source: Field Data, 2020
The result of the R-squared valued 0.992 is remarkable. This implies that 99.2 percent of the variations in dividend payout ratio were explained by the exogenous variables in the model. The coefficient estimates for all variables were statistically significant with the exception of leverage whose results show insignificant. The goodness of fit of the model as indicated by the R2 value of 0.991 suggests that about 99.1 percent of the variations in dividend payout ratios  are explained by the specified rest of explanatory variables and the remained 0.9 percent is explained by other variables excluded by the analysis. This includes Information Communication Technology (ICT), taxes, and other economic constraints. There is no indication of serious autocorrelation problem basing on the information given by the Durbin- Watson (D-W) statistic of 1.913 which is close to conventional mark of 2.
4.8 Implications of the Theories

4.8.1 Implication of Dividend Irrelevance Theory

As per Dividend Irrelevance Theory and its assumptions, indicated that, the Dividend Policy does not affect dividend payout since the managers and investors has full information of the market while in real sense this is not true as per criticism modelled. Since, there is no any perfect market which has no sign of imperfections the variable of dividend policy is the key in the study. According to the literature review provided in this study, the input variable dividend policy is important since it help to guide the market because the managers and investors are not having enough information about the market. Therefore, dividend policy is the significant stimuli of dividend payout in stock market. Therefore, these findings are consistent with previous literature on dividend policy.
4.8.2 Implication of Bird –in-the Hand Theory 

The theory suggested that, if all other factors remain equal, investors prefer dividends to capital gain because they perceive dividends to be certain cash flows as opposed to capital gains in the future which is uncertain. As per findings, the study indicated that, dividend payout is important variable which attract more investors being invested in the company which provide dividends than those companies prefer capital gain in future. 
According to theory, when a firm making dividend payouts, it gets a higher rating from rating agencies as compared to the firm not making any dividend payout. Thus, as per Theory, the input variable dividend payout are the important factor the investors is subjected to, and is communicated from a variety of sources to get this information. Therefore, the findings of the study are consistent with Bird –in-the Hand Theory about the important of dividend payout to attract investors in the Stock Market.
4.8.3 Implication of Tax Preference Theory

According to the findings, taxation affects the dividend payout and growth of the firm negatively. This means that, the higher the tax the lower the dividends payout by the firm to its shareholders. As per Theory, taxation is the one of the critical factor that affects the value of the firm and future expected profits. For example, discounted expected after tax cash flows can be used as a determinant of the market value of the firm in this respect differential tax treatment of capital gains relatively to the dividends can influence the after tax returns of investors and in turn affect the willingness of investors to receive dividends (demand for dividends). Therefore, decisions for dividend payout by the firm affected with the taxation rate imposed by the government. Thus, in this study the Theory had successful predicted dividend payout ratio of the firm in the Stock Market.
4.9 Summary of Key Findings  
The key findings of this research is that profitability, liquidity, investment opportunity, sales growth are statistically significant determinants of dividend payout ratio of the listed firm at DSE while firm size is not a statistically significant variable for determining dividend payout. Therefore the three factors stipulated in the linear model are significant and one factor is insignificant.

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Chapter Overview
This chapter provides the summary, conclusion of the study, policy recommendations according to the findings presented in the previous chapter, the recommendations for further researches and limitations of the study.  The overall objective of the study was to examine the determinants for dividend payout ratio for listed firms at DSE: The case of Tanzania Cigarette Company and Tanzania Breweries Limited for the period of 2008 to 2018.
5.2 Summary of the Findings
The findings of this study are summarized here with a view to crystallize the key findings in relation to the research objectives.
5.2.1 Companies Earnings and Dividend Payout Ratio

From the study, it  was  indicated  that  there  is  a  significant  relationship  between  Companies Earnings and Dividend Payout ratio of listed companies (TCC and TBL) in DSM stock exchange, this was explained by Return on equity determining company earnings, Market Price Per share, Earnings stability and Debt ratio which corresponds to lower dividends and Ratio of total debts to total assets corresponds to higher dividends. This is supported by Arnott & Asness (2003) who in their study showed that company earnings are directly linked to high dividend payout. Further Arnott & Asness (2003) stated that basing on free cash flow theory, there is a positive relationship between current dividend payout and company earning. 
Growth of future earnings is increased by discipline and reducing disagreements through choosing investments carefully. Dividend increase is related to future investments  for  a  minimum  of two  years  when  the  dividend  amendment  is  made,  whereas dividend reduction is not related to future investments. They propose that this lack of association is explained by accounting ideology. Additionally Nissim & Ziv (2001) indicated that a company whose dividend payout is high gets high future earnings and on the other hand, firms report low earnings in the past in terms of firm‟s growth. Potential investors and shareholders in a company consider dividends as vital because it shows company earnings to being made in a given period and also future growth.

5.2.2 Firms Growth and Dividend Payout Ratio
From  the study findings it was indicated that there exists a  significant   relationship between growth companies and dividend payout ratio of listed companies in DSM Stock Exchange, the findings  were  captured  in  market  capitalization as  a determinant of firms  growth, dividend turnover plays a role in determining the growth of the firm, diversification of products determines firms growth opportunities, market capitalization expands a company’s dividends, also firms payout ratio determines the amount of dividends to be paid besides dividend payout  ratio increases company’s diversification of products. 
These findings indicated that most of the respondents agreed that growth of company determine dividend payout ratio of listed companies in DSM Stock Exchange. These findings were supported by Myers &Majluf (1984) as cited in Ndungu (2009) who postulated that firms which have high investment opportunities rather pay higher dividends. Nonetheless, Al-Shubiri (2011) noted that dividends have been used to signal the general public about a company’s stability and growth prospects; the dividend policy adopted by a company influences its capital structure specifically the residual dividend policy which requires that a firm pays dividends when investment opportunities with profitability are not available and a company’s stock price is also affected by the dividend pattern. A company will grow from investments as  long  as these are profitable,  will pay  fewer  dividends and  will  instead  pay securities dividends as it will be pre-occupied with retention for ploughing back of such money to finance viable ventures. Further Gill et al. (2010) contradicted this statement as he asserted that investment opportunity is not an important factor influencing dividend payout decisions

5.3 Conclusion  

The conclusion of this study is in accordance with the research objectives. Therefore, the conclusion is in accordance to the results of relationship between independent variables against dependent variable and it is as presented below.
5.4 Effect of Profitability on Dividend Pay out  

As the result seen statistically from the previous chapter it can be concluded that, profitability is significant determinant dividend payout for the listed firms at DSE in Tanzania. Therefore, it is an important factor to be considered when formulating private and public business policies regarding dividend payout in relation to profitability.
5.5 Impact of Liquidity on Dividend Pay out  

In terms of relationship between liquidity and dividend payout it can be concluded that, liquidity is an important determinant therefore it should be considered in policy development regarding firms’ dividend pay out to shareholders.
5.6 Impact of Sales Growth and Dividend Payout  

In terms of Sales Growth of firms it can be concluded that, it is a significant determinant of dividend payout since the results from the previous chapter has revealed it. However, it can also be concluded that, Sales Growth has a negative impact on dividend payout meaning that as Sales Growth of the firm increases the dividend payout also decreases. 
5.7 Impact of Firm Size on Dividend Pay out  

This study concludes that, firm size is not a significant determinant of dividend payout since the results from the previous chapter have shown its insignificance on determining dividend payout. Therefore, during the consideration of factors determining dividend payout this factor can be given less priority in policy formulation of firms regarding dividend payout to their shareholders. 

Generally, this study concludes that with profitability, liquidity, sales growth and firm size are very important factors for firms to determine dividend payout. Therefore, in order to have a good dividend payout policy and retain more customers firms should emphasize on with profitability, liquidity, and sales growth. However, the firms’ policy makers should not ignore the slight influence of firm size on dividend payout in order to ensure that there is a good business environment for firms to operate and ensure dividend pay out to its shareholders.  
5.8 Policy Recommendations
Basing on the study key findings, this study recommends that there is a need of dividend payout policy makers and firms’ key personnel to emphasize on  profitability since it is an important factor which influences dividend pay out to firms shareholders. This help in maintaining the firms’ customers and shareholders. However the firms’ key personnel and directors should make a great emphasis on maintaining the firms’ liquidity so as to ensure the smooth running of business and dividend payout to shareholders. 
Founded on the study findings, the researcher therefore recommends the following:

i. Managers of listed financial institutions in DSM stock Exchange should ensure effective access to information regarding the firm’s future prospects to investors, they should use variations in dividends as a medium to send information about a firm’s future earnings and growth to the financial market, this will help outside investors who may look at dividend announcements as a true   reflection of the an assessment of a firm‟s performance and prospects.

ii. Listed financial institutions in DSM stock  Exchange  should ensure stable dividend policy which will help in ensuring that a firm can continue fulfilling to shareholders what they require which is a steady source of income for some of the shareholders who prefer stable dividends.

iii. Listed financial institutions in DSM stock Exchange should ensure continued payment of dividends to its shareholders and also keep an eye on their earnings for it sends a signal to the public about the wellbeing of the company.

iv. The financial institutions in DSM stock Exchange should stabilize dividend distributions and thus provide consistency in the pattern of dividend action thus help minimize adverse stockholder reactions.

v. Also Sales Growth of the firms is also an important factor to be considered in policy making since it is an important aspect for firms’ dividend payout. Therefore, financial policies should provide a room for investment for sales growth purpose so as to ensure profitability and capability for dividend payout and maintain its shareholders.  
vi. In terms of firms size there can be policies that can take care of firm expansion and size which allows room for financial stability since it is also a factor that influences dividend payout although at a slighter extent. Policies on firm size and expansion are important for consideration in terms of firms’ dividend payout.

5.9 Recommendation for Further Research 

This study calls for further researches on areas of determinants of firms’ profitability, performance and growth. Comparative analysis of companies’ profitability in East Africa (panel data approach) should be employed. This researches also calls for further researches on role of financial markets on economic growth and the role of dividend payout on private investments. The results and the analysis have revealed some additional questions which need to be answered in future studies. More company selected factors than the ones included in the research should have an impact on the dividend payout ratio. It would therefore be interesting to conduct a similar study with different company selected factors. The dependent variable in the study was the dividend payout ratio. 
However, a suggestion for future studies is to replace the dividend payout ratio and instead use the dividend yield as the dependent variable. Most previous studies have also used the dividend payout ratio and it would therefore be interesting to see the impact of a number of company selected factors on the dividend yield. A time period of ten years has been used in the study and for future research, it recommends using a longer time period. It would be interesting to see whether the results from this study are applicable if a study is conducted over a longer period of time or during another time period.

5.10 Limitations of the Study  

Data regarding the two firms as the case study were available through annual publications on the internet and they were required to be downloaded and arranged according to years and variables of interest. The limitation may be the accuracy of computation to the required data for analysis although the research is sure of the accuracy of the computation also the analysis were done through SPSS and therefore, declare that the data and results are reliable for this study report.
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