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Abstract

The main motive of this research is to explore the link between the internal factors of the firms
which affect the payout policy. The study conducted on a comparative basis, where it is identified
the dependent variable an event or fact and internal factors which affect the payout policy are
considered as predictor variables namely, Collateral Level, Firms profitability, Efficiency of the
Firms, Net assets growth, Firm Solvency, and Capital mixture. This study utilized secondary data
and obtained data from four listed manufacturing companies in Pakistan from 2010 to 2021. There
IS a negative significant link between Collateral Level, Leverage, and payout policy. Growth in
net assets, current ratio, and return on assets negatively linked to the payout policy link are non-
significant. Efficiency shows a positive significant link with the Payout Policy. And Inventory

turnover ratio has non-significant positive impacts on payout policy.

Keywords: Payout Policy, Collateral Level, Firm Solvency, Firm Efficiency, Growth in Net Assets,
Profitability, and Capital Mixture.
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Introduction

There are some primary goals of the firms, the first is to maximize shareholder wealth, and the
second is to manage current cash flow. The dividend policy is for shareholders who invest to
maximize their wealth so the wealth maximization is solely dependent on the firm financial
performance. There is a theoretical background of dividend policy that specifies payout
measures. The financial performance of the firms can be measured by profitability ratios like
Returns on Assets, Return on Owner's Equity, and Return on Debt. As Gordon (1963) mentioned
that Honda (2022) states that financial backers are significantly keener to the normal pay of
profits than the normal pay from capital increases. Moreover, the part of the profit yield is not
exactly the capital increase part in the normal complete income condition. Moreover, in the
current year earnings are the fixed element, while additions in the capital is unsure. Lei et al.,
(2022) added that, the organization looks to build the worth of the organization through the
installment of profits and keeps the proprietor's value development by holding the benefit
accessible to the investors into held profit. The organization looks for an ideal profit strategy that
boosts corporate worth. Najam et al., (2022) stated that the ideal profit strategy of the firm is
profit strategy, and they also said that profit strategy can make harmony among current and
future profits development that can increase the firm's stock cost. The profit strategy of the firms
is the executive's strategy to decide the benefit accessible to investors, which is paid to investors
as profits or is held in request to back future ventures. On the off chance that the administration
chooses to deliver profits, the measure of benefit being held is diminished, so the wellspring of
inner subsidizing will likewise be decreased. Whalen & Whalen (2020) argued that, nonetheless,
if the executives choose not to deliver profits, they will build financing from interior subsidizing
sources. Practically speaking, firms will more often than not deliver profits with somewhat stable
sums or they increment the sum consistently (Rehan & Khan, 2018). Osterwalder et al., (2020)
added that, financial backers will generally incline toward stable profits and see profit increments
as a decent sign that organizations have great possibilities as well as the other way around. This
makes the organization more joyful to take the protected way that doesn't bring down the profit
payout. The expanding profit (greater) by the organization will be considered as a positive sign
for financial backers to the future improvement of the organization as well as the other way
around, though if the profit of the firm declines or even ended, it is considered as a negative sign
for credit providers those help in finance for the future improvement of the Firm. "The reality
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that market capital punishes dividend cutbacks with significant stock price declines,"(Struckellet
al., 2022; Tabb, 2021). Dividend policy means how much percentage of firm earnings is
distributed to the shareholders. The distribution of earnings is determined by two main aspects,
one is how much-portion of profits is to be distrusted among shareowners and the second is, how
much-portion of the profit firms retain or invest for future projects, which can be beneficial for
the firm(Rahman, 2019). Pinto et al., (2019) added that, firms are responsible to balance both of
the decisions either to pay or reinvest. Managers are responsible for both decisions; they decide
based on current and future projects. Companies carry out many activities to earn a profit and are
solely responsible for distributing the earnings to shareholders or investing in the growth of the
company. The authority of distribution of earnings is in the hands of Board of Directors Board of
Directors distribute the funds according to the corporate ability to the shareowners and also
consider the firm's future aspirations. There are some laws and regulations for the dividend
policy, and they differ from country to country.

Legal Legislation: Country-to-country legal rules and legislations are differed, and affected by
economic policies. There are four rules which are based on the distribution of earnings, 1% is the
weak capital rule, 2" is the Net profit rule, 3rd is the insolvency rule, and 4th the tax rule. Firms

are bound by these four rules when they set the dividend policy (Nakabayashi, 2019).

Availability of profitable opportunities: Another aspect of the distribution of earnings is the
availability of profitable opportunities. If the firm has not any profitable opportunity then it
distributes its earnings to its shareholders, but on another hand, if the firm has any profitable

investment opportunity then it invests its earned funds to grow the firm (Long & Cui, 2019).

Shareholder’s preferences: The main element of the Payout Policy are the shareowners. Firm

with a smaller number of shareowners, shareowners enjoy more percentage of the earnings. So,
the shareholders want to retain the money to make secure the financial needs of the firm as the

firm do not issue new shares. If the firm issue new shares, then new shareowners will be

entertained by their investment portion in the form of Cash-dividends (Kanakriyah, 2020).

Capital-market Influences on Shareholders: Dividend policy is also influenced by other firms
which are providing more to their share capitals. The capital market is also the main tenant that is
considered in the dividend policy if there are more suppliers in the capital market then the firm

has the advantage of a lower percentage of the dividend and more money to retain. But if the
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capital market has fewer lenders then it has to do efforts and attract shareholders ( Winrsih et al.,
2021).

Problem Statement

Shaikh et al., (2022) mentioned that, from 2010 to 2021 manufacturing companies in Pakistan
showed higher variability in their payout policy. So the author wants to determine the internal
factors which contribute to the variability of payout policy. Variables that are considered to study
for testing the effect on Payout Policy include Asset-growth, Collateral-Level, Current-Ratio,
Return-On-Assets, Debt to Equity, and Firm efficiency.

Literature Review

Assets can be used as loan collateral, organizations which has more assets those assets can be
used as collateral shows hand full agency problems among the credit providers and the
shareowners of the company(Mac & Lucey, 2010). Assets that are used as collateral help to
reduce the conflicts in the organization known as an agency problem, it is expected that the
collateral level of the firm impacts the corporation payout policy (Klien et al., 2021). The
collateral level of the firm is positively linked to the strategy of distribution of the earnings of the
corporation ( Li & Singal 2019). Firms that have higher collateral levels, allow paying a higher
percentage of the dividend payments. And those firms showed lower agency conflicts among
shareowners and debt providers. Higher collateral level results in an as higher level of protection
of the money of debt providers, so the debt providers easily accept that case. This lowers the cost
of serving as a mediator between shareholders and creditors. That was totally inverse to the
research conducted by who identified no statistically significant link between the collateral level
of the firm and the Payout policy (Wahjudi, 2020).

H1: Payout policy is influenced negatively by collateralizable assets (firms with more

collateralizable assets will pay out fewer dividends).

Business managers utilize earnings to support internal investment opportunities, a larger increase
in total assets will result in a reduced dividend payout to shareholders. The ability of a business
to enhance or maintain its position through time is referred to as corporate growth (Surasmi et
al., 2019). The firm's total assets reflect its growth: the more assets it has, the better its operating
performance and earnings would be. Profit has a positive relationship with corporate growth

since it may be used to identify whether or not a company is growing rapidly or having a
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setback. The firm's growth rate affects the Payout Policy since a company with a high growth
rate prefers to invest its earnings, resulting in a lower share of profit utilized for dividend
payments. Nugraha et al., (2020) & Hashmi et al., (2020) claimed that the size of a company has
no bearing on Payout Policy. Firm expansion has a negative and considerable impact on Payout
Policy (Monoarfa, 2018).

H2: The Payout policy is influenced negatively by net asset growth (firms with lower net asset

growth pay out greater dividends).

One of the measures that illustrate how well a corporation can meet its current liabilities with its
current assets is the liquidity ratio ( Husna & Satria, (2019). A high level of liquidity might
indicate positive firm performance since a high level of liquidity makes it simpler for the
company to meet its dividend payment requirement. The capacity of firms to pay dividends to
shareholders is proportional to their level of liquidity (Markonah et al., 2020). The amount of
liquidity a company has a favorable influence on dividend payments: A firm which had more
liquidity it has, shows a higher company's capacity to pay dividends (Hongli et al., 2019). A
company's liquidity is an essential aspect to examine before deciding how much dividends to pay
to shareholders (Dirman 2020).

H3: Payout policy is influenced by liquidity in a positive manner (firms with better liquidity will

pay out more dividends).

The capacity of a corporation to meet both present and long-term financial obligations is referred
to as the leverage of the firm (Shaikh et al., 2022). The greater the financial leverage ratio firm,
the greater the firm's responsibility to meet, and the lower the leverage ratio, the better the
company's capacity to meet its funding needs with its own resources. Due to the considerable
commitments that must be met, the company's earnings will be reduced, reducing the dividend
payment. The more debt financing for the firm, the lower the dividend rate for the shareowners.
Dang et al., (2021 added that, the company's high level of debt has a negative impact on Payout
Policy: dividend payout would be reduced. On the other hand, Lee & Ande (2022) mentioned
that debt policy of the firm, they claimed, had no bearing on DPR. The debt-to-equity ratio
(DER) is a measure of a company's leverage (debt utilization) in relation to its total shareholders'
equity Santa et al., 2022). This percentage reflects the amount of money spent on debt repayment

and the greater this ratio, the more responsibility the business has to bear in this regard
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(Ningsih& Sari, 2019). The lower this percentage, the more likely the corporation is to meet its
obligations (Wahjudi 2020).

H4: Leverage has a negative impact on payout policy (firms with less debt in a mixture pay out

greater dividends).

The profitability ratio determines how much money a firm makes or how successful its
operations are over a certain time period( Husain & Sunardi, 2020). Taouab&Issor (2019)
explored that dividends are paid by a corporation from the total amount of its net earnings;
hence, dividends are paid when the company makes a profit. Rajput & Jhunjhunwala (2019)
explored their research and observed that the profitability of the company is the main aspect in
earnings distribution among the shareowners, and profitability is the key aspect that indicates

how much the firm is capable to pay the dividend payments.

H5: Profitability influences payout policy in a positive way (firms with higher profits pay out
higher dividends).

Long et al., (2020) added that, changes in efficiency is reflected in changes in stock prices.
Changes in the company's efficiency will be reflected in the stock price, resulting in a positive
influence on the stock price (He at al., 2020). As for firm success, if the most valuable predictor
aspect for the dividends payment distribution, payout policy, and profitability are intimately
intertwined. The dividend distribution is made from the company's earnings after it has paid its
obligations, which may include interest payments or taxes payments. Higher firms' net earnings
result in higher dividend payment (Giese et al., 2019). Kadim et al., (2020) added that, the
Payout Policy is determined by current earnings and dividends from the preceding year. This is
consistent with Rahayu & Saifi (2019), which discovered that profitability metrics had a

significant positive impact on Payout Policy.

H6: Payout Policy is influenced by efficiency in a positive manner (Firms with higher efficiency

pay higher dividends).
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Conceptual framework

Figure 1

Conceptual Model

Collateral Level

Current Ratio

Growth in Assets Dividend Payout Ratio

Debt to Equity Ratio

Return on Assets

Inventory Turnover Ratio

Research Methodology

Research is conducted as a comparative study of influenced Variables that are also called
dependent as independent variables influence the dependent variable. In this study, the author
wants to interpret the behaviors of the firm's internal variables like Collateral level
(Collateralizable Assets), Growth in Net Assets, Liquidity (Current Ratio), Financial Leverage of
the firm (Debt to Equity), Profitability (Return on Assets), and Firm Efficiency (Inventory
Turnover Ratio) those have on influenced variable. The author wants to examine internal factors
and their impacts on the dependent variable through quantitative analysis. Secondary Data was
used for analysis and data collection from four manufacturer companies in Pakistan including
Millat Tractors, Unilever, Packages Ltd, ENGRO Ltd from the year 2010-2019.There are many
manufacturing companies in Pakistan authors chose four of them in which, and the author found
higher variability in their payout policy. And selected six internal factors which affect the payout
policy (Abbasi et al., 2022).

Regression Equation as under:

DPR = Bo +ﬂ1CL + ﬁzGTOWth"‘ BgCR + B4DER + ﬂsROA + B6ITR + g

Where:

DPR: Dividend Payout Ratio

CL: Collateral Level (Collateralizable Assets)
CR: Current-Ratio

Growth: Growth in Assets
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DER: Debt-to-Equity Ratio
ITR: Inventory turnover ratio
ROA: Return-on-Assets
Research Analysis and Discussions
Table 1

Correlations

DPR CL GROW CR DER ROA ITR
TH

DPR Pearson 1 -538" -.014 -.063 -.387" -.145 .549™

Correlation

Sig. (2-tailed) .000 933 .698 .014 373 .000

N 40 40 40 40 40 40 40
CL Pearson -.538™ 1 .106 -.205 .254 -.208 -.313"

Correlation

Sig. (2-tailed) .000 515 .203 113 197 .049

N 40 40 40 40 40 40 40
GROW Pearson -.014 .106 1 -.054 .050 .015 -.039
TH Correlation

Sig. (2-tailed) 933 515 740 759 .928 .809

N 40 40 40 40 40 40 40
CR Pearson -.063 -.205 -.054 1 -058 | -.449™ .356"

Correlation

Sig. (2-tailed) .698 .203 740 124 .004 .024

N 40 40 40 40 40 40 40
DER Pearson -.387" .254 .050 -.058 1 -136 | -.458™

Correlation

Sig. (2-tailed) .014 113 .759 724 403 .003

N 40 40 40 40 40 40 40
ROA Pearson -.145 -.208 015 | -.449™ -.136 1 | -539™

Correlation

Sig. (2-tailed) 373 197 .928 .004 403 .000

N 40 40 40 40 40 40 40
ITR Pearson 549" -.313" -.039 356" | -.458™ | -539™ 1

Correlation

Sig. (2-tailed) .000 .049 .809 .024 .003 .000

N 40 40 40 40 40 40 40

**_ Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

e The collateral level shows a correlation= of -0.538 and a P value= of 0.000 which means,
the collateral level of the firm impacts negatively on the payout policy, and the p-value

shows that is a significant link between the variables Rahayu&Saifi (2019).
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e Growth in net assets shows a correlation= of -0.014 which means its impacts negatively
but P value =0.933 which is > 0.05, which means there is a non-significant relationship
among these variables Rahman (2019).

e The current Ratio shows a correlation with payout policy=-0.063 which means the
current ratio impacts the payout policy in an unfavorable manner but the P value = 0.698
which is > 0.05 means, that refers there is a non-significant link between these variables
Santa et al., (2022).

e The debt to Equity Ratio shows a correlation = -0.387 which means, the higher leverage
of the firms negatively impacts the payout policy and P Value = 0.014 which is < 0.05.
This means that the relationship is significant in this case Rehan et al., (2018).

e Return on Assets shows a correlation = -0.145 that means when firms earn more from
their assets that impact the firm's payout policy in a negative way, but P Value=0.373
which is > 0.05 it means that the link between these variables is not statistically
significant Shaikh et al., (2022).

e The inventory turnover Ratio shows a correlation = 0.549 which means the higher
efficiency of the firms positively impacts the payout policy and the P value=0.000 that is
< 0.05 and 0.01 refers that there is a significant link between these variablesAzmal et al.,
(2019).

Table 2

Model Summary

Model R R Square Adjusted R Std. The error
Square in the
Estimate
1 77 .603 531 .8267109

a. Predictors: (Constant), ITR, GROWTH, CL, CR, DER, ROA

Table 2 shows that Adjusted R Square = 0.531 means that 53.1 percent of changes in the Payout
Policy are accounted for by predictor variables, and 57.3 percent are influenced by other factors

that are outside of the model.
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Table3
ANOVA
Model Sum of Squares Df Mean Square F Sig.
1 Regression 34.263 6 5.710 8.355 .000°
Residual 22.554 33 .683
Total 56.816 39

a. Dependent Variable: DPR

b. Predictors: (Constant), ITR, GROWTH, CL, CR, DER, ROA

Table 3 shows that F value = 8.355 which is > 1 which means that predictor variables have an

impact on payout policy, and P Value= 0.00 which is < 0.05 and 0.01 which refers to it

statistically significant model Ho is rejected, and impacts are discovered by the model.

Table 4

Coefficients?

Model

1 (Constant)
CL
GROWTH
CR
DER
ROA
ITR
a. Dependent Variable: DPR

Unstandardized Coefficients

B Std. Error

3.871 .862
-2.765 .663
231 514
-.864 .257
-.320 219
-2.165 1.102
454 391

Standardized
Coefficients

Beta

-.586
.050
-.441
-.213
-.373
.226

4.491
-4.169
449
-3.359
-1.461
-1.965
1.160

Sig.

.000
.000
.656
.002
154
.058
.255

Table 4 shows P-Value for CL (Collateral Assets) = 0.000 which is < 0.05 which means that H,,

is rejected and H, is accepted. Collateral Assets have a negative impact on a firm's payout policy.

Whereas the T-Value of CL=-4.169 means Collateral Assets have a negative impact on the
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firm's payout policy Kumar & Vergara, (2020); Wahjudi (2020);Nurdani&Rahmawati, (2020).
The P-Value for Growth (Growth in net Assets) = 0.656 which is > 0.05 which means thatH, is
accepted. Data collected from 2010 to 2021 of selected four manufacturing firms shows that
there is no significant impact of firms' growth in net assets on payout policy. But whereas T-
Value of Growth = 0.449 its means that growth in net assets has a very weak positive and non-
significant impact on the firm’s payout policy Micheli et al., (2019); Salehi et al., (2022); Al-
Hroot et al., (2017).P-Value for CR (Current Ratio) = 0.002 is < 0.05 which means that the
Current ratio of the selected manufacturing firms has a significant impact on payout policy and
H; is accepted. Whereas T-Value for CR = -3.359 it means that the firm's Current Ratio has a
negative significant impact on Payout Policy Sondakh (2019); Kadim et al., (2020); Sari
&Sedana (2020). P-Value for DER (Debt to Equity Ratio)= 0.154 which is > 0.05 which means
that firm's Leverage ratio has no significant impact on the Payout Policy and H, is accepted.
Whereas T-Value for DER= -1.461 it means that the firm's leverage ratio has a negative non-
significant impact on payout policy Shaikh et al., (2022); Odum et al., (2019); Wahjudi (2020).P-
Value for ROA (Return on Assets) = 0.058 is = 0.05 which means that Firms profitability has a
significant impact on the firm's payout policy and Hs is accepted. Whereas T-Value for ROA =-
1.965 it means that firm profitability contributed by their Assets has a negative significant impact
on payout policy Aprilyani et al., (2019); Husain &Sunardi, (2020); Endri&Fathony, (2020).P-
Value for ITR (Inventory Turnover Ratio) = 0.255> 0.05 means that the firm's efficiency has not
had any impact on payouts of the firms and H,is accepted. Whereas T- Value for ITR=1.160 it
means that the firm's efficiency has a positive but no-significant impact on payout policyHusain,
T., &Sunardi, (2020); Afifa et al., (2022); Rehman et al., (2021).

Conclusions and Recommendations

The main motive to conduct the study is to identify the impacts of Profitability, leverage,
Collateral level, Growth, and Firms Efficiency on the Payout Policy of four listed manufacturing
companies in Pakistan during the period of 2010 to 2021. The results show that there is a
negative significant link between Collateral Level and payout policy (Wahjudi, 2020). The
Second variable, Growth in net assets negatively linked to the payout policy link is a non-
significant impact ( Micheli et al., 2019). Further firms' Current ratio shows negative and non-

significant with payout policy. Firms' leverage shows a negative and significant link with the
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Payout Policy ( Sondakh, 2019). Another predictor variable Return on assets shows a negative
but non-significant link with the payout Policy. Firms' efficiency shows a positive significant
link with Payout Policy. And by the view of T- Value Collateral Level of the firms negatively
impacts the payout policy ( Aprilyani et al., 2019). Growth in net assets has a positive and non-
significant impact on payout policy. The current ratio impacts the payout policy in a negative
way. Debt to equity ratio impacts negatively payout policy but the impact is non-significant.
Return on assets impacts the payout policy in a negative manner and non-significantly (Shaikh et
al., (2022). Inventory turnover ratio has non-significant positive impacts on payout policy (Afifa
et al., 2022). The theory written in this study can be used as material for advanced research. And

further research can be done by adding extra internal and external variables for further research.
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