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Overview

Aims and Scope h
African Development Review is a professional journal devoted to the study and analysis of development policy

in Africa. Published four times a year for the African Development Bank, the Review emphasizes policy ﬁ

relevance of research findings, rather than purely theoretical and quantitative issues.

The African Development Bank is a regional multilateral development finance institution, the members of
which are all of the 53 countries in Africa and 25 countries from Asia, Europe, North and South America. The
purpose of the Bank is to further the economic development and social progress of African countries,
individually and collectively. To this end, the Bank promotes the investment of public and private capital for
development, primarily by providing loans and grants for projects and programs that contribute to poverty
reduction and broadly based development in Africa.

The review contains:

 High quality articles analyzing recent critical issues relating to Africa's economic and social
development;

e Empirical analyses and case studies either of single countries, or of comparative nature, which shed
light on development policy choices; and

e Book reviews, conference reports and comments on Review articles.

It covers, amongst others, the following subjects:

e Macroeconomic Policies (Fiscal, Monetary and Exchange Rate Policy);

e Economic and Structural Reforms including Issues of Financial Sector Reforms;
e Sectoral Issues on Agriculture, Energy, Mining and Industry;

e Issues of Building Infrastructure and Human Resource Capacity,

e Private Sector Development;

 Regional and International Concerns such as Debt, Trade, Capital Flows, Regional Integration, South-
South Cooperation and Globalization; and

e Socioeconomic Issues of Income Distribution and Poverty Alleviation.
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Dividend Payment Behaviour and its Determinants: The Nigerian Evidence
Rihanat Idowu Abdulkadir, Nur Adiana Hiau Abdullah and Woei-Chyuan Wong®

Abstract: This paper offers new evidence on the existence of disappearing dividend phenomenon in the Nigerian stock
market and as to how clientele, catering and life-cycle theories of dividend affect firms’ dividend paying behaviour. We did not
find conclusive evidence to suggest that dividend payments had become second order of importance in firms’ payout policies
during 2003-2012 because we only observed a downward trend in dividend payments during 2010-2012. Logistic regression of
a probability to pay or not to pay dividend and a panel regression of the size of dividend payment show that clientele theory
stands out as compared to catering and life-cycle theories. Firms in our sample shape their dividend policies in line with
the preference of foreign investers who have less preference for dividend over capital gain due to dividend taxes imposed on
these shareholders. This underlines the importance of foreign investors on firms’ corporate decisions given the fact they owned
more than half of the total shares traded on the Nigerian Stock Exchange. Other determinants that affect the propensity to pay are
profitability, investment opportunities, leverage, cash flow, crisis, stock market performance, past dividend and interest rate with
signs that are consistent with the prediction of traditional dividend theories.

1. Introduction

Stock markets play a fundamental role in the financial intermediation process, which leads to achieving financial stability in an
economy (Emenuga, 1997; Twerefou and Nimo, 2005). Firms listed on stock markets return profits to shareholders in the form of
dividends and share repurchase. However, a recent stream of literature pioneered by Fama and French (2001) holds that
dividends are disappearing as there is a significant reduction in the number of firms paying dividends. This evidence is
inconclusive as some other studies (Ap Gwilym et al., 2004; DeAngelo et al., 2004) argue that dividend patterns arc changing but
not disappearing. Different explanations on the reduction in dividend payments have been offered in the developed market.
However, the issue remains largely unexplored in the emerging markets, particularly the African region.

Apart from the arguments on the propensity to pay or not to pay dividends, there is also a rapidly growing literature on the role
of ownership structure on firm’s dividend policy. However, despite the significant increase worldwide in the holdings of foreign
investors reported by Ferreira et al. (2010), foreign ownership has not received much attention in the literature on dividend policy
like other ownership types. Thus, this study is driven by the dearth of literature on the disappearing dividends phenomenon and
what drives it in an emerging market setting as well as foreign ownership effects on dividend payout decisions. The Nigerian
stock market provides an ideal laboratory for studying payout policies in the African region because besides being the second

" Jargest stock exchange in Africa in terms of market capitalization, it is also the leading exchange in West Africa.
~ Prevalence of non-payment of dividend has been reported in the Nigerian stock market as the leading financial information
service (Proshare, 2013) stated that 43 out of 200 companies listed on the Nigerian Stock Exchange (NSE) have not paid
dividends in the last five years. However, no empirical explanation exists on this issue. Similarly, the significant presence of
foreign investors on the NSE stimulates the interest to observe foreign ownership effects on corporate payout decisions. The
market was liberalized in 1995 in order to increase free flow of foreign capital into the country. The percentage of foreign
investors’ shareholdings increased over the years to 61.4 per cent as at the end of 2012. Dividend legislation in the Nigerian
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