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Executive Summary


According to Modigliani and Miller announcement of dividends have no effect on stock prices in a perfect world with no taxes and bankruptcy cost. However, in the practical world, the declaration of dividends is often causes changes in stock prices. Previous studies show conflicting proof on the connection between dividend announcements and the stock performance. This study attempts to examine the reaction of the share price to dividend announcements and information efficiency of companies listed on the Dhaka Stock Exchange. The event study methodology is used with a 41-day event period, 10 days before the dividend declaration date and 30 days after the declaration date, with day 0 as the announcement date. 21 commercial banks and 21 pharmaceutical and chemical companies are selected as samples which are listed on the Dhaka Stock Exchange. The analysis is conducted for a period of five years (from 2013 to 2017). For calculating abnormal returns expected returns were subtracted from daily returns. The average cumulative returns are calculated by adding up abnormal daily returns of pre and post announcement period. A chart of the cumulative average abnormal returns for the positive and negative dividend declaration are plotted to demonstrate the trend of the abnormal returns over the event period. Both positive and negative cumulative average abnormal returns are observed in pre and post announcement period. The chart for the cumulative average abnormal returns fluctuated over the entire event period. This study discovered an inverse relationship between dividend announcement and stock prices as stock prices decrease at several points over the event period even though dividend has increase. News of dividend decrease also causes a raise in stock price at several points over the event period. Thus, the first hypothesis, that dividend increase announcement causes a raise in share prices is inaccurate. Similarly, the second hypothesis, that dividend decrease announcement causes a reduction of share prices, is inaccurate.  The study also supports the third hypothesis that is inefficiency of Bangladesh stock market. This led to a conclusion that, dividend announcements do not provide any significant impact on stock price performance. If real and symmetrical information appears on the market and the companies stop the leakages of dividend information before the date of the declaration, the declaration of the dividends may influence stock prices.
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CHAPTER 1
 
Introduction

1.1 Background of the Report:
Corporate finance refers that a financial manager needs to concentrate on two vital decisions related to financing and investment. Decision related to investment deals with real assets that are acquired by the firm to run a smooth and successful business operation. On the other hand financing is concerned with source of fund to finance those assets. Financial manager needs to take third important decisions when the company starts to generate profits. The question arises on whether the firm should distribute the profits among shareholders or should reinvest into the company. The major goal of a company should maximize the value of the shareholder’s wealth. In the question of paying out the profits financial manager must consider the fact that whether it will really create any value for the stockholders or not. According to Bishop (2000) financial managers should consider the effect on the share prices due to their decisions related to profits. A dividend refers to the allocation of hard cash among stockholders in proportion to equity they are pursuing. Although disbursement of dividend generates flow of cash to stockholders it reduces the investment options to the stockholders.

The policy of dividend is the key factor that influences the market value of the firm and, accordingly, the wellbeing of their stockholders. Many scholars tried to find the connection between the firm value and announcement of dividend payments. Most researches of the response of the firm’s market value to changes in the dividend payments are associated to developed markets such as USA, Germany, UK, Denmark, and others. Although in the mid of the preceding century, Miller and Modigliani (1961) revealed that at an ideal stock market the share prices are not influenced by financial decisions. In reality, the capital market is not ideal and therefore management decisions must consider such factors as institutional constraints, tax load, information asymmetry and other operation costs. In the ideal world still market prices of shares influenced by dividend announcement. Previous studies demonstrate diverse proof regarding the connection between announcement of dividend and stock returns. According to Gordon (1959), Stevens and Jose (1992) and other studies, stock returns have a considerable positive connection with the dividend declaration. Other researchers revealed that there is an inverse connection between announcement of dividend and returns on stock. This report explores the impacts of dividend declaration on Bangladeshi firms which are listed on the DSE. This paper investigates whether the stock prices are increasing at the response to the raise in the payment of dividend and vice versa, the decline in dividend payments grounds the reduction of stock prices or not.





1.1.1 Dividend Announcement:  
According to Grooves dividend is the commonly known and simply understandable company action. A dividend is an allocation of hard cash to stockholders in percentage to their equity investment. Companies are not bound to announce a dividend amount of dividend may vary company to company. Normally, a firm announces an interim dividend along with a final dividend. Company’s half year declaration of the profits is referred as an interim dividend while a declaration of full year’s profits is referred as final dividend. The significance of dividends usually differs from one firm to another. Moreover cultural differences affect the dividend policy that differs from one nation to another. 

The quantity of dividend given by a firm relies on the stage of life cycle they are in. A firm can do one of the three things when it is generating profits including distribute proceeds as dividends, reinvest the profit in the company through expansion, share repurchases or liability diminution or both. Dividends must be permitted by a firm’s Board of Directors whenever they are paid. There are 3 vital dates throughout the procedure of dividend announcement including declaration date, record date and lastly the date of payment. On Declaration date Board of Directors declare their aim to disburse the dividend. On declaration date firm generate accountability on their books and thus they owe the money to the stockholders. Moreover BOD declares the date of record and payment on that day. The record date recognized as the ex-dividend, is the day in which the stockholders are permitted to the forthcoming dividend payment. This means that only the stockholders on or before the ex-dividend will get the dividend disbursement. If you bought any stock later than the ex-dividend date then you are not allowed to any payments of dividend. On date of payment, dividends are given to the shareholders of the firm.


1.1.2 Returns on Stock: 
If a share market is proficient in operation then there is slight or no resistance in the trading procedure. Prices and volumes information of precedent transactions are broadly obtainable along with both accurate and timely sensitive information. Efficient Market theory (Fama, 1970) refers that a proficient operation of share market is likely to be informational and externally competent. Changes in prices are only anticipated to outcome from the appearance of latest information. semi-strong efficient market reflects most of the information into  stock prices. Stock value performance is extensively accepted and best measure of evaluating whether firms are generating value for stockholders or not. This may be anticipated that competent companies achieve better than incompetent companies and this reality will be visible in market prices. The event studies inspect the returns on stock to find out the effect of an individual event on stock prices. Most event studies have found that share prices adjust earlier than declaration of a particular event. The strong form of efficient market refers that stock prices reveal all public and private information. 



1.1.3 The Impact of Dividend Announcement on Stock Returns:
In theory, the stock becomes less lucrative to investors if a firm decrease the dividend pays on its stock. As a result the price of the share will reduce. The market response very promptly to dividend information, similarly a clue of a dividend decrease can reduce the stock price. When dividends increase, the stock seems more lucrative to investors. The augmented demand will cause sellers to increase the price to get more profits. Stockholders generally consider growing dividends as a signal of a company's good health.


Miller and Modigliani found that investors can influence their performance on a stock despite of the stock dividend. This means that the declaration of dividends has no influence on stock prices. Therefore based on various hypotheses, stockholders should be indifferent to whether companies are paying dividends or not. If an investor holding stocks that pays dividends and he has no current use of cash, he will just reinvest it in the value. Similarly, if an investor in an investment that does not pay dividends and he needs more cash than the dividend, he will just sell a portion of his shares to fulfill his current liquidity needs. The theory of the bird in hand, has found that dividends are linked to the determination of the worth of the company. They said that if a company does not disburse dividends, future market value of that firm will be affected tremendously by uncertainty about the possibility of investors making capital gains. Gordon stated that the dividends that the company should pay, the projected yearly growth rate of the dividends and the existing price of the company's shares affect the worth of the company.

According to researchers, dividends should affect the value of the company. The walter model argues that when dividends are allocated to shareholders, the shareholder reinvests them further to obtain higher profits. From an analytical point of view, dividends are directly connected to share prices. Empirically, the dividend announcement seems to carry significant information to investors. This research paper will try to discover whether dividend announcement has an effect on share prices or not the.


1.1.4 The Capital Market of Bangladesh:
Efficiency is the main thought in the process of financial growth within a system of free enterprise. The government of Bangladesh is currently ready for liberalization and privatization. A well-organized capital market is of the utmost significance in this process. The capital market of Bangladesh is in its initial phase and the problems of the business units are narrow.
The stock market is a fundamental organization in a country's economic system. The scholarships are recognized by the administration and operate inside the scope of the stock exchange rule and the related laws and regulations. Currently Bangladesh has only two stock market, one located in Dhaka named Dhaka Stock Exchange (DSE) and the other one located in Chittagong entitled Chittagong Stock Exchange (CSE). Under the SEC Acts of 1993 the Securities and Exchange Commission (SEC) was established as a prime regulatory agency that oversees the actions of the whole capital market. It includes the issue of capital, monitoring shares issue and the functioning of share markets, including the regulation markets of portfolio. The SEC is moreover tasked with protecting investors' interest in accelerating the process of industrialization. New procedures have taken to make stronger the role and capability of the SEC. 
The total 223 issues are listed on the Dhaka Stock Exchange of which 203 stocks, 9 mutual funds 11 bonds. The total 131 companies listed on the Chittagong Stock Exchange with 9 mutual funds and 4 bonds. The public sector actor in the capital market is Investment Corporation of Bangladesh (ICB). Both were automated in 1998.


1.1.5  Features of the Dhaka Stock Exchange:

Share and Capital: Currently 5 to 10 million stocks are  ​​listed on the Dhaka Stock Exchange. Quantity of share is 99.2%; bond holds 0.20% and mutual funds holds 0.55%. These statistics show that DSE is totally enclosed by equities. The value of total issued capital approximately 28150 million (taka). The value of a standard company is 215 million (Taka). However, there are some large firms listed on DSE who have thousand million (taka) worthy issued capital. Among them Shine Pukur Holdings Ltd. has 2522 million, Rupall Bank  retain 1255 million, Rahima Food Corporation retains 2000 million and Monno Fabrics holds 1150 million (Taka). In addition, some small firms are also listed on the DSE who have less than five million (taka) worthy issued capital. . Among them Monno Staflers holds 4million, Hill Plantation Ltd. retains 1.5 million, The Engineers holds 2 million (Taka).

Market Capitalization: in 1976, market capitalization of the DSE was just worth one hundred and forty six million taka and it grew steadily until 1989 but decreased slightly between 1990 to1991. In 1992 Market capitalization returned to its previous stage and continued up to 1995. In addition, time between 1996 -1997 was very significant. Market capitalization improved by approximately 230% in 1996. However, a dramatic decline was observed in 1997 which was almost 60%. In on average, total GDP includes around 5% worth of market capitalization.

Turnover of the shares: The turnover of the shares on the Dhaka Stock Exchange has changed considerably in recent time. The trade quantity of Dhaka Stock Exchange was not very significant up to 1993.It increased quickly in 1994 which was almost 635% but in 1995 it was virtually unchanged. Volume of trade increased once more in 1996 which was 555%. Volume of DSE stock market in 1997 was 98,292,060 shares. Moreover, in the 1997-98 period the volume decreased by 18%, while the value decreased by 64%. In the 1996-97 periods, the turnover of the DSE worth 35415 million in taka and the similar has decreased in 12616 million in taka. During 1997 to 1998, daily revenue decreased in value which is almost 60%, as of tk. 120 million in 1996 to 97 toward tk. 49 million in 1997to1998. In addition, due to the opening of computerized online commerce, turnover on a daily basis experienced a crucial augmentation and stopped at 555 million (taka) in 1998.

1.2 Research Problem:

In 1976 Black compared dividend to a puzzle in his study and till now this puzzle remains unsolved. In general, stockholders expect returns from their share market investments in the form of dividends allocated by the related firms. Therefore, investors pursue a huge interest on the return of stock. Several studies have revealed that the dividend declaration of a particular firm affects the share price of that company. However, in 1961 Miller and Modigliani stated that the value of firms is not influenced by the dividend policy which is tax free.

In a competent market, stock prices fully reproduce all the information accessible to the public. It eliminates the chance of obtaining excessive earnings from the available information. Throughout the negotiation of shares, investors must deal with false information generated by the operators of the noise of speculation and disinformation. The announcement of the dividend is considered as the source of new information. In 1970, Fama stated that investors have a tendency to overreact to new dividend related information. According to Gordon; 1963 and Lintner; 1962 have found that dividends have a major impact in realizing the market value of a company. In 1963, Walter conducted a research which argues that the policy of dividend has a significant impact in realizing the market value of a company.

In 2008, Dhar and Chhaochharia conducted a study which explored very significant positive average abnormal return. Uddin and Chaudhary (2003) conducted a study to identify the reaction of stock price to the dividend announcement in DSE stock Market and this study discovered that dividend announcement do not affect stock prices. In 2004, Betook did not found any significant relation between dividend announcement and stock price in his study. But in 2006, Mulwa revealed that at least there is a relationship between stock price and dividend announcement in the year in which dividend are announced. This research tries to find the answer of   subsequent question; does dividends announcement affect the stock price of companies which are listed in the Dhaka Stock Exchange?

1.3 Research Objective: 
To examine the stock price reaction to subsequent dividend announcement of companies listed on the Dhaka Stock Exchange. 


1.4 Value of this Study:
This report will be helpful for investors, business executives and academics. This report will aid investors to choose most profitable stock in which they should invest. This study will also assist you to identify stock price reaction to dividend announcement. Thus you can easily understand when you should buy or sell the stock for maximizing your profit. The administrators of companies would get benefits from this study since it will help them to determine the value of a company through the knowledge how the dividend declaration influence the profitability of the shares. They can also know if they should announce dividends or reinvest profits in the company. For academics, this document will be added to the field of finance and, hopefully, will serve as motivation to conduct research in other countries or even to explore other factors that influence the value of a company.


1.5 Limitations of the Study:

· The sample consists of 61 companies used in this study is relatively small considering the Dhaka Stock Exchange. Indeed, a number of firms listed on the DSE did not made constant dividend announcements.

· The time considered is pretty small, so the tendency plotted in the chart might not be adequate to symbolize years that are not included in this study.

· The past data were used in this study therefore this might not be a satisfactory depiction of what might occur in the future since economic factors are changeable. 










CHAPTER 2
Literature Review

2.1 Introduction: 
Researchers have carried out numerous researches to explore the connection between dividend declaration and prices of the stock. This chapter is an overview of theoretical aspects of study topic. Experiential study and theories on stock dividend and share buy-backs will not be analyzed in this section, as this report is primarily dividends oriented which is in the form of cash.

 2.2 Theoretical Review:

2.2.1 Information-Signaling Hypothesis
“The initiator of the relevance theory of dividend were Litner; 1956 and Gordon; 1959 who presented the informative article on dividends. They found a dividend policy directly affect the value of a firm. Firm’s future income is a prime determinant of policy associated with dividend. If managements are separate from stockholders in an organization then naturally the management has more access to company information than stockholders. Therefore shareholders usually consider the dividend declaration as an indicator of a company's potential success. Although an increase in dividend payments may indicates that the firm reached to the stage of maturity and its growth opportunity is very low. Reduction in dividend could provide a signal to the market that the companies have no profitable project; even though the company has sufficient profit for reinvestment. Reduction of dividend causes a reduction in the prices of stocks and a raise in dividend causes the stock price go up. Therefore, the information gap presented between management and the investors can lead the investors determine a firm’s value which is quite dissimilar from intrinsic value of that firm. According to Lipson et al; 1998 "the management announce dividend only when they are assured that they could be supported by firm’s profit in future. According to Pettit; 1972, Fama et al; 1969 and Venkatesh; 1989 reduction of dividend causes a reduction in the prices of stocks and a raise in dividend causes the stock price go up” (Golden Dela Doe – Bansah, 2015)


If the investors, for example, predict a decrease in the payments of dividend and a real reduction greater than expected, share prices will decrease. Lintner (1956) opposed the theory of the relevance of dividends by Modigliani and Miller (1961). They argued that value of a stockholders’ investment is strongly influenced by a company's profits that reflect the company's policy of investment and not by the quantity of dividends allocated to stockholders. In 1974, Black & Scholes discovered that actually there is no relation exists between the dividend announcemet and the share price. They confirmed the Modigliani and Miller irrelevance theory of dividends and also explained that the dividend policy did not affect stock prices” (Golden Dela Doe – Bansah, 2015)



2.2.2 Dividend Irrelevance Theory 
In 1958, Modigliani and Miller have begun the theory of irrelevance about dividends and have stated that shareholders will be indifferent toward dividend announcement. However, the scholars rely on different hypotheses about ideal markets that include costs of taxes and bankruptcy. This theory assume that if the amount of dividend is too high compare to an investor's predilection, then company will pay the dividend in the form of shares. On the contrary, if the shareholders believe that the amount of dividend is pretty low, he would sell a fraction of the company's shares to reproduce the most favorable dividend policy for the shareholders. Consequently, a shareholder would be indifferent toward dividend announcement and dividend policy of a firm, as they can determine the optimal dividend yield through the repurchase and sale of specific shares.


2.2.3 Bird in Hand Theory
Gordon's Bird in Hand (1962) theorem stated that external investors prefer a privileged policy of dividend. Nowadays they desire a higher abnormal return from a stock investment even though the investment of the firm is questionable. According to Al-Malkawi, announcement of dividend is valued differently in the world of ambiguity and information unevenness. In 2011, Adefila et al stated in their theorem of bird in hand that investors would value more a company which pays more dividend than the firm that pays lower amount of dividend. Since cash flow from an investment is uncertain investors are more likely to prefer dividend compared to undistributed profits. Although this topic was extensively denounced and did not get practical support, the prime ideas include following facts:
· These shareholders pay taxes at a top rate while a capital gain is obtained from the trade of a stock.
·  Furthermore, dividends act as an indication of projected flows of cash.

In spite of the tax inconvenience of dividends payments, a company continues to announce dividends to provide an optimistic indication regarding the company's future success. Whereas several shareholders prefer to have capital gains to reduce the tax impact, others may want dividends due to the immediate liquidity needs. 

2.2.4 Efficient Market Hypothesis
According to Fama; 1970 a perfect market would offer trustworthy indication for resource distribution. It means that a company can choose between investments in production and that shareholders can decide between stocks that symbolize the possession of a firm with the assumption that all accessible information will be reflected in stock price. The stock market is competent if it represents all the accessible information immediately. The legality of EMH is an issue of debate still now among economists and financial managers, in spite of development in feature, model data and sophisticate statistical study. The idea of EMH is that stock price will change randomly according to new information in an efficient market. Thus a stock market could be referred as more efficient if the market is fully impulsive and pursue a random walk. (Lo, 2007).

· Weak-form Hypotheses: The weak form of EMH means that share prices fully reflect all accessible information while it appears to market, For example, past data of prices, quantity and short-term gain. Commercial market statistics is accessible and free of charge to everyone. This implies that stock price will fully reflects all publicly available information if the validity of the source of information could be assured. According to Bodie Kane and Marcus in Weak-form market technical analysis is useless andargued that a market is weak form efficient if it only reflects past statistical information. 

· Semistrong-form Hypothesis: The semi-strong form of EMH means that share prices "fully reflect" the entire the information accessible to the public. In addition, all the information about the products, the quality of management, the budgets, the patents and the forecasts of benefits of a company are accessible to all. The semi-strong form takes into account all the basic information available to the investors. In accordance of semi strong market hypothesis not every incite of technical analysis is useful, According to Fama; 1970 stated that the semi-strong market indicates whether stock price really reflect publicly available information or not.


· Strong-form Hypothesis: refers that available information are fully reflected in the price of stock. It retains information to general investors, but some exclusive information is available just to company people. According to Bodie et al the strong form of hypothesis is excessive and impractical. In addition, this form of EMH checks whether management or a specific investor groups availing the monopolistic entrance to stock information on the price of the securities.



2.2.5 Financial Market Anomalies

An anomaly refers to odd or abnormal fact. The expression anomaly means scientific and technological problems. George & Elton (2001) defined it as an irregularity or deviation from the common or natural order or an exceptional condition. Anomaly is a generic term and applicable for any basic new information, a new and unanticipated occurrence or a shock in comparison to any assumption, model or theory. The anomaly is the sign of incompetent markets. a number of anomalies take place only one time and fade away, while others happen regularly or constantly. In  1986, Tversky and Kahneman defined market anomalies as "an anomaly is a deviation from the paradigms currently admitted which is too widespread to be ignored, too systematic to be discarded as a random error and too fundamental to be accommodated by relaxing the normative system ". Whereas in typical financial theory, the monetary market abnormality refers a condition in which the behavior of the shares or a collection of shares deviates from the idea of EMH.

According Silver; 2011 actions that cannot be narrated via EMH are named monetary market anomaly).Some of the main causes, for which market anomalies occur, are structural factors such as unfair competition, lack of market transparency, regulatory actions, etc. Behavioral economics presents another explanation in the form of behavioral distortions (cognitive distortion, emotional distortion, reflexive bias), conservatism (people are reluctant to new information and rely heavily on old beliefs) or excessive trust (investors overestimate their abilities and make irrational decisions). Market anomalies can be correlated to the calendar (they appear periodically in certain calendar events), fundamental and technical (they appear when they are managed by technical analysis).


2.2.6 Agency cost and the free cash flow theory
The cost of the agency is the cost of conflict of interest between the shareholders and the administration (See Ross et al, 2008). This occurs when the management acts alone and not as representative of the shareholders who own the company. This might be direct or not direct, although this theory is quite different from the hypothesis Of Modigliani and Miller. This theory suggests that the managers are ideal representative of the Stockholders and that there was no disagreement of benefits between them. However, this fact is doubtful because the owner of the company is separate from the administration. Managements are required to perform certain actions that might be expensive for stockholders including making unbeneficial investments which generate unnecessary returns and unreasonably high administrative payment. Such expenses are carried by the investors. As a result, stockholders of companies who have a surplus of free liquidity might need a lofty dividend. The cost of the agency can also be borne by shareholders and bondholders, while shareholders require more dividends, while bondholders require fewer dividends for shareholders when signing a debt pact that guarantees the availability of liquidity for the payment of your debt. Easterbrook (1984) also identified two agency costs; the cost of executive supervision and the cost of risk aversion by managers.
2.2.7 The Clientele Effect
The researchers said that shareholders would be fascinated to firms that make policies for dividend which is best for their wellbeing. Researchers argued that choice of investors for dividends depends on some particular factors including business expenses, rate of tax and monetary requirements.
Many investors prefer dividend rather than gains from capital. On the Other hand some investors for whom dividend is not a regular resource of earnings would have preference of capital gains. When the priority depends on tax policy and business expenses related with the trade of stocks, shareholders are fascinated to the alternative with the lowest amount tax and the business expense. Brennan and Thakor (1990) showed in their investigation that, despite the preferential tax treatment of capital gains for individual investors, most shareholders can sustain a cash dividend payment for small distributions. The preference for dividends or capital gains will induce investors to invest in companies whose dividend policies meet their requirements.
Pettit (1977) conducted a study on the magnitude of the effect of transaction costs and taxes on investor portfolios in the United States. By studying the portfolios of 914 investors, their findings strengthened the customer effect theory. He stated that there is a positive relationship between the age of investors and the dividend yield of their portfolios, while investor income was negatively correlated with dividend yield. Their results confirmed the effect of the customers induced by the tax. Eckbo and Verma (1994) and Short et al (2002) also achieved similar results in their study. As a result, companies tend to create a shareholder base satisfied with their dividend policies. This implies that a significant change in a company's dividend policy will affect the price of its shares. This is reflected in the work of Dennis et al (1994), Bajaj and Vijh (1990), Litzenberber and Ramaswamy (1982), whose results demonstrate that changes in dividends have a major effect on stock prices.


2.2.8 Insider Trading
The use of privileged information is based on the assumption that dividends pursue informative elements. An internal broker who gets preliminary news about a firm's guiding principle related to dividend before the general investors or public receive that news. Therefore, they are capable of skip losses or make risk free profit through that news. For instance, if the broker receives the news prior to the public announcement, that the company will reduce the payment of itheir dividend to the stockholders, insider traders may sell their stocks prior to the announcement and in this way they are capable of skipping the loss of the stocks. The use of inside information to ensure fairness in the market has been rejected, since everybody might not obtain information related to stock price in identical time. According to Sivakumar and Waymire there are some laws including manager or executive if a company cannot buy or sell their share instantly prior to public announcement which might stop the management act as insider trader. Park et al ;1995 and Cheng et al; 2005 conducted studies on the use of privileged information and several outcome exposed insider information in several stock markets, while few exposed in other way.
2.3 Empirical Reviews:

Researchers have conducted several experimental researches to discover relationship between dividend declarations and stock prices or returns in diverse conditions. Though, the result of these researches tends to deviate company to company and one stock market to another. This research is likely to include mutually diverse home and global stocks exchange.
2.3.1 International Studies 
“In 1980, Aharony and Swaryinvestigate conducted a study to examine how dividend declaration affects the stock prices in New York Securities Exchange (NSE). The scholars choose 149 manufacturing companies as sample and split them into 3 subgroups, whose amount of dividends are constant that means there is no raise or reduction in dividends.Moreover, In 1980 Aharony and Swary argue that one of the greatest difficulties in investigation is that effects of the the declaration of earnings and the declaration of dividends are often closely harmonized. In order to make a distinction between the effects, authors split the groups into 2 categories in which the gain announcement follows the dividend announcement. The authors conclude that the companies that increased their dividends over the previous year have had an abnormal positive performance in the twenty days surrounding the day of the announcement of the dividend. On the contrary, companies that have reduced their dividends since last year have had an abnormal negative performance during the identical time of days. For companies whichb has constant dividend, any unusual returns were found in the same window.” (MUKORA, 2014)

In 1997, Benartzi, Michaely and Thaler conducted study to determinez whether future or past are reflected in dividend change or not. The researchers found an impact on firm’s revenue due to dividend announcement. This study considers 1025 companies and 186 observations of years of activity as sample. The researchers stated that the firms that raise their dividends have a major augment in profits in the immediate before and after the dividend announced year. Though the researchers receive partial support in the fact that is a raise in dividends causes an unexpected growth of profits in the future. Furthermore, the increase in dividends tends to have no impact on future profits. On the contrary, companies that have reduced their dividends have recorded a decrease in profits in the years -1 and 0, but show a large raise in profits in year 1. Although the researcher did not find any proof that a raise in dividends help to earn more abnormal return in the next year. Benartzi et al. stated that a adjustment in the dividend points more to the earlier period than to the upcoming period.

In 2004, Koch and Sun discovered the relationship between dividends announcement and contemporary fluctuation in income in the New York stock market. He considered 6395 yearly annotations and 1,682 companies. They stated that the response of the share price to the declaration of dividend is connected with information of previous earnings and discover important experiential proof to support their argument. In case of positive and negative dividend news the scholars discover a positive change in the stock price in the date of dividend declaration. On the other hand, if a adjustments in dividend is opposite of previous earnings information, or if a company make a pessimistic publication of previous earnings, the market response is pessimistic on the date of dividend declaration. The scholars stated that shareholders have a tendency to utilize a dividend fluctuation as the determinant of past profitability of that stock.

In 1990, Bajaj and Vijh investigate the response of stock prices to dividend declaration in the New York Stock Exchange with a dividend customer model. They consider 54,058 annotations as sample. The scholars found experiential proof that the dividend announcement affects the stock prices which is very important for high yield shares. They found that low yield stocks retain -0.63 and -053 increases or decrease in the stock price subsequently and high-yield shares retain 1.54% -2.57% 053 increase or decrease in the stock price subsequently. In addition, they stated that their outcomes of the study made it hard to examine the importance of information carried by a dividend declaration, as the yield of dividend considerably influence the share prices.


2.3.2 Local Studies
(Mollah, 2001) In his study tried to observe the share price response to the dividends declaration in rising market like DSE. He considered dividend news which is in the form of cash in the Dhaka Stock Exchange and took 153 listed non-financial firms from 1988 to 1997 as sample. Results of that study documented that there do not exist any major relationship between dividend declarations and share prices of firms which are listed on DSE. On the other hand, outcome of this study refuse the theory of dividend signaling which explain that dividend announcements do not carry any information content that can influence the stock price in DSE. 

Based on the 137 DSE listed companies declaring dividends during October 2001 
and September 2002, we found that investors do not benefit from dividend 
announcement. Over the period starting from 30 days prior to dividend announcement to 
30 days after the announcement of dividend payment, investors incurred losses upto 
19.52 percent of stock value. Although this loss of value is partially compensated by the 
current dividend yield, investors in Bangladesh seemed to have no net gain due to 
dividend payments. The evidence from DSE tends to support Miller and Modigliani 
(1961) hypothesis of dividend irrelevancy.
Based on the 137 DSE listed companies declaring dividends during October 2001 
and September 2002, we found that investors do not benefit from dividend 
announcement. Over the period starting from 30 days prior to dividend announcement to 
30 days after the announcement of dividend payment, investors incurred losses upto 
19.52 percent of stock value. Although this loss of value is partially compensated by the 
current dividend yield, investors in Bangladesh seemed to have no net gain due to 
dividend payments. The evidence from DSE tends to support Miller and Modigliani 
(1961) hypothesis of dividend irrelevancy.
Based on the 137 DSE listed companies declaring dividends during October 2001 
and September 2002, we found that investors do not benefit from dividend 
announcement. Over the period starting from 30 days
(Uddin M. H., 2011) Based on the 137 companies listed on the DSE which declared dividends in October 2001 and September 2002, we found that investors do not benefit from the announcement of dividends. During the 30-day period prior to the dividend announcement up to 30 days after the dividend payment announcement, investors suffered losses of up to 19.52 percent of the value of the shares. Although this loss in value is partially offset by the current dividend yield, investors in Bangladesh appear to have no net income due to dividend payments. The DSE tests tend to support the hypothesis of irrelevance of the dividends of Miller and Modigliani (1961).
(Hossain, 2006) A very strong evidence of sensitivity of dividend declaration on the market was found through the regression analysis. The regression coefficients were statistically significant in most of the models. Also the sensitivity is found prominent on the day after or the day before the declaration rather than the declaration day. These findings also justify that information leakage is evident before the dividend announcement, and dividend announcement carries some significant information content, which conforms the findings of Pettit (1972).
(Uddin M. N., 2014), studied the effect of the declaration of dividends on security price of commercial banks which are listed on the DSE. Both value of the AER on the date the dividends are announced and value of the entire AER are statistically insignificant for the period starting thirty days prior to the announcement of the dividend and thirty days later than the Dividends declaration. The results showed that the dividend announcement did not affect the share price of commercial banks which are listed on the DSE.

(Huda, 2016) In his study tried to examine the efficiency level of DSE in compare to conditions of weak-form market hypothesis. He conducted both parametric and non-parametric tests for gathering proof that random walk behavior is exist in DSE.  Outcome of numerical analysis were sufficient enough to say that DSE does not pursue the features of weak form efficient market hypothesis.


















CHAPTER 3
Research Methodology


3.1 Introduction:

This section provides an overview of the study method applied to achieve the purpose of this research. This section includes the methods of research, required population, and system of choosing sample, process of data compilation and statistical analysis process. Furthermore, this section will emphasize the market model which is applied to analytical part of this study. The following statistical data are required for this research:

• Final dividends publication dates of the every company.
• Closing prices of the stocks on the date of final dividend declaration for every company.
• DSEX Index



3.2 Research Design:
A descriptive design applied in this study. It could be also called particularly the Event Study Methodology. According to Campbell, Lo and MacKinlay this study method is conventional for studying important events that might grounds actions associated with abnormal returns. The event study methodology is helpful since it exmine the relationship between dividend announcement and stock price using both actual and anomalous returns. This study is based on a event period which include 10 days prior to announcement date and 30 days behind the original announcement date.

   Event Window






                            -10               -5                   0                +5                                         +30          
                                                                 (Event day)    


  Pre-Event window

Post-Event window


Figure No. 3.1




3.3 Population 

Total 61 DSE listed companies are used as population in this study. The firms which are listed on DSE are categorized into 22 sectors including Bank, Cement ,Ceramics Sector, Corporate Bond, Debenture, Engineering, Financial Institutions, Food & Allied, Fuel & Power, Insurance, IT Sector, Jute, Miscellaneous, Mutual Funds, Paper & Printing, Pharmaceuticals & Chemicals, Services & Real Estate, Tannery Industries, Telecommunication, Textile, Travel & Leisure, Bond. However, only Bank (30 companies) and Pharmaceuticals & Chemicals sector (31 Companies) are considered as population in this study.


3.4 Sample:  

The sample includes 21 chosen commercial banks and 21 selected Pharmaceuticals & Chemicals companies in Bangladesh who are listed on the DSE. A time frame is considered for this study purpose which is in between 2013 and 2015.Theis sample incorporated; ABBANK, ALARABANK, BANKASIA, BRACBANK , CITYBANK , DUTCHBANGL , DHAKABANK, EBL , EXIMBANK,  FIRSTSBANK, IFIC, ISLAMIBANK,MERCANBANK , MTB, NCCBANK, PREMIERBAN , RUPALIBANK, SOUTHEASTB, STANDBANKL, TRUSTBANK, UCB (Bank);  ACI, ACIFORMULA, ACMELAB, ACTIVEFINE, ADVENT, AFCAGRO, BEACONPHAR, BXPHARMA,  BXSYNTH, CENTRALPHL , FARCHEM,  GHCLJMISMDL,  IBNSINA, IBP,  KEYACOSMET, KOHINOOR,ORIONPHARM , PHARMAID RENATA, SALVOCHEM (Pharmaceuticals & Chemicals)


3.5 Data Collection:

Two sets of secondary data were used in this study. Closing stock prices are considered as the first set of data which are accustomed daily during the event window considered for this study. The second set of data is publication date of dividend announcement. The both sets of data were collected from the DSE.


3.6 Data Analysis: 

This research considered an event period of 41 days start from 10 days before the announcement date and 30 days behind in relation to the day of dividend declaration (0 -days). This study will try to find out the effect of dividends announcement to the stock price. The market model will be used in this study which is adopted by Njuru in 2007.




3.7 Analytical Model:
 
The first step of analytical procedure includes calculating stock returns (Rit) and market returns (Rmt) for each share. To use the market model this study calculates the daily returns of the sample of companies using the closing prices of stock.

Stock returns:

Rit = LN (Pt / Pt-1)

Where,

Rit = Rate of return of the company i on day t

LN = Natural logarithm

Pt = closing price of the share on day t (current date)

Pt-1= closing price of day t-1 (previous trading date)

Theoretically, return from a stock also includes the dividend received. Daily stock prices are considered for the calculation of the stock performance in this study. It will not seriously change the outcome. The cause is that throughout the 41-day assessment period only one dividend announcement might take place or there might be a rarest possible payment of the dividend. Researchers usually use the market model for determining the market returns. Market return could be calculated by using the following formula:


Market returns: 

The daily returns on the market portfolio were calculated as the simple average of the daily returns all the stocks traded in the DSE on that day. 
Calculation of Abnormal Returns (ARs):

Daily abnormal returns for the event window were then calculated using the formulae: 

ARit = Rit – E (Rit), t = (-10,-11……+30),
 Where,
ARit = the day t abnormal return of stock i for the event period 

Rit = the day t actual return on stock i for the event period 

E (Rit) = the day t expected return on stock i for the event window.
The expected return is taken to be equal to the market portfolio return of that day.


Calculation of Average Abnormal Returns (AARs) 

The further step of this calculation is computing the average abnormal returns (AAR) for the stocks which are considered as sample in this study. This implies that for getting a representative measurement we have to calculate AAR since there are numerous sample events. Therefore a summarization and average of all the abnormal returns of each day are required for calculating the AAR. Formula for computation of AAR is given below:


AARt = Avg (ARit) = (1 / N) ∑ ARit

Where,

AARt = average abnormal return of day t
N = the amount of dividend declaration made by the sample firms




Cumulative Average Abnormal Returns (CAARs):

In situations where dividend announcement information is leaked before the day it is officially announced, stock prices can begin to react to information before the announcement date. Therefore, a better indicator of the impact of the announcement on stock prices will be the accumulated abnormal return, different from the average abnormal return (Bodie et al. 2008). This is calculated by adding the AARs from the beginning to the end of the event window.

CAARt = Σ AARt (where t = -10 to +30)

CAAR could be positive or negative. The hypotheses the study tests are as follows:
H0: AARit = 0           CAARit= 0
H1: AARit ≠ 0           CAARit≠ 0
If the markets are efficient, the CAAR before the announcement should be zero and on the announcement day it should be positive (negative) for dividing increasing (decreasing) companies. 



4.  Empirical Results 
Entire Sample of this study was divided into 2 categories on the basis of whether dividends were increasing or decreasing over the previous years. Dividend increases by at least 5% are take and as "good" and dividend decreases at least by 5% are taken as "bad" news. 

The study results are presented below in Table No. 1. Table No. 1 displays Cumulative Average Abnormal Return (CAAR) for the entire sample irrespective of dividend increases of decreases, for the sample of dividend increased and dividend decreases. 

           
     Table No. 1



	CAAR for overall Portfolio level
	
CAAR for dividend increase
	
CAAR for dividend decrease

	Day
	CAAR
	CAAR
	CCAR

	-10
	-0.001639
	0.000577
	-0.00038

	-9
	-0.005949
	-0.00222
	-0.0058

	-8
	-0.002419
	9.69E-05
	-0.0041

	-7
	0.0054221
	0.008476
	0.003015

	-6
	0.0030895
	0.007826
	-0.00143

	-5
	-0.002127
	0.002629
	-0.00688

	-4
	-0.004586
	-0.00966
	-0.00164

	-3
	-0.003006
	-0.00407
	-0.00451

	-2
	-0.000757
	0.009522
	-0.01254

	-1
	-0.001902
	0.001915
	-0.00498

	0
	-0.005473
	0.004342
	-0.01595

	1
	-0.005231
	0.005349
	-0.02059

	2
	0.0088578
	0.005847
	0.009457

	3
	0.0016006
	-0.00684
	0.009036

	4
	-0.007695
	-0.0187
	0.003985

	5
	0.0038698
	0.002598
	0.008392

	6
	0.0031844
	0.008525
	0.000504

	7
	0.0059978
	0.004184
	0.009969

	8
	0.0060531
	0.004449
	0.009338

	9
	-0.0032
	-0.00176
	-0.00494

	10
	0.0044233
	0.011107
	-0.00366

	11
	0.0106565
	0.018498
	0.001814

	12
	0.0034582
	-0.00183
	0.006965

	13
	-0.002074
	-0.00256
	-0.004

	14
	0.0127197
	0.007375
	0.017488

	15
	-0.003817
	-0.00921
	-0.00138

	16
	-0.003679
	0.006655
	-0.01831

	17
	0.0027393
	0.010821
	-0.00629

	18
	-0.000152
	-0.0145
	0.014324

	19
	-0.003041
	-0.00814
	0.002225

	20
	-0.009176
	-0.00682
	-0.01116

	21
	-0.005305
	-0.00954
	-0.00098

	22
	0.004722
	-0.00217
	0.011152

	23
	0.0016313
	-0.00148
	0.000961

	24
	-0.000385
	-0.00111
	-0.00319

	25
	-0.004317
	0.003711
	-0.0107

	26
	-0.002299
	-0.00078
	-0.00157

	27
	0.0025873
	-0.00308
	0.009002

	28
	0.002632
	0.00211
	0.005099

	29
	0.0043044
	0.00447
	0.006904

	30
	-0.000329
	0.001489
	-0.00055


Source: Research Findings





4.1 Stock Prices Reaction on Dividend Announcements at Overall Portfolio Level: 

Among the entire sample of dividend declaration, 30 positive responses and 30 negative responses were found during the event period. A Window period starting from day –10 to day +30 relative to dividend announcement day (0-day) shows the daily cumulative average abnormal returns (CAAR) of dividend-paying DSE stocks for the sample of Dividend at portfolio level are presented in Chart 4.1. In Chart 4.1 cumulative average abnormal returns are plotted on vertical axis and days of estimated event period are plotted on the horizontal axis. 
Chart No. 4.1


Source: Research Findings


Result of the analysis plotted in Chart 4.1 shows that the average abnormal return (CAAR) on the event day or original date of dividend declaration is -0.005473.It implies that the news of dividend payment were instantly reflected in the stock prices in the DSE. Moreover, from the chart we can see that the CAAR of days -5, -4 and -1 are -0.002127, -0.004586, and -0.001902 correspondingly. This scenario demonstrates that stock market responses prior than the actual declaration of dividend. As a result, there might be a leakage of information concerning to final dividend declarations. Throughout the periods (day 1 to 30), CAAR on the 2nd, 11th, and the 14th day are +0.0088578, +0.0106565 and +0.0127197 correspondingly. This indicates that the market reacts even a few days after the announcement of dividend is made. This analysis agrees with the assumption that a positive dividend announcement might be there. Dividend announcement may affect the stock price. It implies that dividend declaration carry vital information content. But a sever fluctuation of stock prices over the window period is observed in Chart 4.1. This might be the consequence of any additional news rather than dividend news. This is how stock prices are influenced by some outer factors including social, political and financial variables or activities done by the broker, agent and the managers of a firm.



4.2 Stock reaction on final dividend announcements at Dividend directional base:

This report investigates the probability that the stock price may be affected by the both positive and negative dividend news. The direction of the dividend is determined through a comparison to prior period declaration. Dividend increase is determined through 5% increment of dividend in comparison to prior period declaration. Similarly, dividend decrease is determined through a 5% reduction in dividend in comparison to prior period declaration of dividend.



4.2.1 Dividend Increase:

This sub sample has made 30 increments in dividends payments throughout the estimated event period. A Window period starting from day –10 to day +30 relative to dividend announcement day (0-day)   shows the daily cumulative average abnormal returns (CAAR) of dividend-paying DSE stocks for the sample of Dividend Increase at portfolio level are presented in Chart 4.2. The study results plotted in Chart 4.2 shows that Cumulative average abnormal return (CAAR) on the date of dividend declaration is 0.004342. But study of the cumulative average abnormal return express that the "good" news (raise in dividends) has also a pessimistic influence on the response of the stock prices.




Chart No. 4.2



      Source: Research Findings




From the chart 4.2 we can see that the CAAR of days -3, and -4 are -0.00407 and -0.00966 correspondingly. This scenario demonstrates that stock market responses before than the actual declaration of dividend. As a result, there might be a leakage of information concerning to final dividend declarations. During the period of post announcement (day +1 to +30), CAAR on day 6, 11 and 17 are +0.008525, +0.018498 and +0.010821 correspondingly. It implies that the market responses a number of days after the original date of announcement. But he chart demonstrates that there are also several downbeats CAAR during the entire event period. As a result firm's stock price fall down at many points during the period of post announcement. Stock price severely fluctuated both positively and negatively over the entire event window. It also could be seen that when companies increase dividend (t = 0), share prices decreased at several points over the both pre and post declaration period of final dividend announcement. This is how we can say that the first hypothesis “the information of dividend increase causes a rise in share prices” is inaccurate. 



4.2.2 Dividend Decrease:

A window period starting from day –10 to day +30 relative to dividend announcement day (0-day)   shows the daily cumulative average abnormal returns (CAAR) of dividend-paying DSE stocks for the sample of Dividend Decrease at portfolio level are presented in Chart 4.3. Analysis plotted in Chart 4.3 show a negative Cumulative average abnormal return (CAAR) on dividend announcement day that is 0.01595. In addition, it shows that CAAR of days -5, -2, and -1 are -0.00688, -0.01254 and -0.00498 respectively.


Chart No. 4.3


Source: Research Findings




It implies that market responses before the announcement date. But throughout the period of post announcement (day +1 to +30), reverse reaction was also observed on several points. For example, CAAR of days 2, 14 and 18 are +0.009457, +0.017488, + 0.014324 respectively. This result shows that the market response a few days after the original date of dividend announcement. This analysis shows that CAAR fluctuates both positively and negatively during the entire event period. It indicates that probably there are occurring some other events along with the news of dividend declaration during the entire event period. The study result agreed with dividends irrelevance theory established by Miller and Modigliani (1961) and the theory of residual dividend policy. According to theories when Companies are incapable to make gainful capital investments only then they pay dividends. Thus, analysis of stock price reaction to the dividend announcements refers that shareholders of Bangladeshi companies may priorities of future income from investments than the cash flows from current dividends. So, a conclusion might be drawn that announcement of dividend decrease causes a reduction of share prices is incorrect. Thus the second hypothesis is incorrect.



4.3 Capital Market Efficiency: Inefficient stock Market

Efficient market theory refers that an inefficient stock market does not always correctly reflect its accurate value. The efficient market hypothesis (EMH) argues that an efficient stock market always correctly reflect its accurate value. For instance, Stock price fully reflects all publicly available information related to stock. On the other hand, Stock price does not fully reflect all publicly available information related to stock. As a result investors get scope to make abnormal return.
This study shows that this stock market response before the announcement date and after the announcement date. Therefore, this study reveals that there is no patterns in the the pre-announcement and post-announcement CAARs. The results are thus consistent with the inefficiency of the capital market in Bangladesh. According to many empirical studies, dividend declarations have no significant effect on the stock prices of a rising market like DSE.  Because there is insider’s trade in the market and the information used to be adjusted with the share prices before dividend announcement. As a result good news about dividend also becomes an unfruitful device in such markets. The Dhaka Stock Exchange listed companies follow steady dividend policy; so, they have a little capacity to adjust the profitability to the dividend payments. As a result, dividend announcement carry a lesser amount of information and dividend announcement turn out as less informative to indicate the profitability of the firm.


This stock market is noise and driven by rumor still now. As a result the information trader gets very little scope to make profitable investment decision. General investors usually misguided since they are insider and noise trader who create panic every now and then. Under these conditions, dividends are less efficient and have little value for the market. There exists, no doubt, an information gap between the shareholders and the insiders, which leads to market inefficiency. Thus, the third hypothesis, that the stock market of Bangladesh is inefficient, might be correct.
























CHAPTER 5

Summary OF Findings and Conclusion 

Recent capital market conditions that make prospective investors unwilling, as well as information on dividend payments, are frequently leaked some days before the announcement. Therefore, the declaration of dividends usually does not carry fruitful message to the market. This study discovered that most often the market response to the dividend announcement looks contrary to kind of the news, that is, a raise in dividends badly affects stock prices and decrease the trade value of the firm. On the other hand reduction in dividend increases the stock prices. These results are related to Modigliani and Miller's theory of the irrelevance of dividends, which entails that the company prefers first to implement profitable investment projects. The dividend payment indicates the nonexistence of such projects. Therefore, investors think paying dividends more as proof that the firm has no gainful investment projects, than as proof of its steadiness and investment attractiveness. 

Furthermore, asymmetric information appears in the market due to the use of privileged information and, since people with privileged information carry private information, outsiders prefer to follow the path of the people with inside information to buy and sell shares. Therefore, shareholders are always misguided because of asymmetric information and, therefore, even positive information on dividends becomes a fruitless device in the market. As speculation and market manipulation prevail, speculators play their role in the short-term market. However, it is understandable that people with privileged information, brokers and exchange staffs are the main speculators of the market and seek short-term gains in the market that make the announcement of dividends useless.
In the end, dividend announcements do not provide any significant impact on stock price performance. If real and symmetrical information appears on the market and the insider employees of the companies stop the leakages of dividend information before the date of the declaration, the declaration of the dividends may influence stock prices.
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The Stock price reaction at the "bad" news
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