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2018 respectively (NSE). Continuous positive growth in the conglomerates industry in Nigeria 

will surely help to increase the value of investments in this field which mean that an increase in

investment value will lead to an increase in value of the firm. 

 
Firm value is an economics measure reflecting the market value of business. This can be seen from 

the ability of the company to pay dividend to shareholders. If the dividend paid is high then the 

share price tends to be high so that the firm value is also high. However, if the dividend paid is 

small, then the price of company stock is also low. Thus, large dividends will increase the firm 

value (Harjito & Martono, 2010). Dividend payments are part of the company's monitoring. 

Companies tend to pay bigger dividends if insiders have a lower share proportion.  

 
Paying dividends to shareholders will reduce the sources of funds controlled by managers, thereby 

reducing managers' powers and making dividend payouts similar to the monitoring of the market 

capital that occurs when companies acquire new capital (Rozeff, 1982). Pandey (2015) concluded 

that dividend policy is a decision by the financial manager whether the firm should distribute all 

profit or retain them or to distribute a portion and retain the balance. Moreover, it has been 

discovered that dividend policy of a firm always have short term or long term effect on the market 

price of its shares. It is quite difficult to clearly identify the effects of payout on firm's valuation 

since the valuation of a firm is a reflection of so many factors such that the long run effect of 

payout is quite difficult to separate (Odum, et al., 2019).  

 
Bird in the hand theory suggests that there is a relationship between dividend policy and firm value, 

where the firm value will be maximized by the high dividend payout ratio, as investors assume 

that dividend risk is not as big as the risk of increase in capital value (Gordon & Lintner, 1956). 

Investors prefer profits in the form of dividends rather than the expected returns from capital 

appreciation. According to MM’s dividend irrelevance hypothesis which suggests that a 

company’s policy on dividends decision does not affect the firm’s value if at all there is 

information symmetry in the market (Stulz, 2000). The stock market perception or reality is that 

any alteration in a firm’s policy on dividends is of great value to the market. The valuation of a 

firm also considers the effect of dividend alterations on future liquidity, future payouts or earnings. 
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The study conducted by Alonso, et al., (2005) established that dividend policy affects firm value. 

Amidu (2007) established that dividend pay-out ratio had a positive effect on firm value. Qureshi 

(2007) showed that adequate dividend policy can achieve the goal of maximizing corporate value. 

Ghosh and Ghosh (2008) found that dividend policy is positively related to company value. 

Different results are shown by Kapoor (2006) that dividend is not significantly related to company 

value. Lintner (1956) argues that firm dividend policy is dependent partly on the present profits of 

a firm and partly on the previous years’ payouts. The author also observed that significant shifts 

in profits from current payout ratios are the most crucial factors influencing the payout policy of a 

company. 

 
The result of empirical study on dividend policy to firm value still gives gap to be reviewed and 

to cover the gap, it is necessary to mediate the variables with profitability, since dividends are paid 

from profit realized from the business in a given period. The companies with high profitability 

level give a signal to shareholder that the companies are generating high returns and this will 

encourage them in investing their resources into the business. The greater the profit the greater the 

company ability to pay its dividends and this has an impact on the increase in firm value. With a 

high profitability ratio owned by a company, it will attract investors to invest in the company.  

 
Information to the market or investors about the circumstances and prospects of the company can 

be seen from the dividend policy. Company dividend policy becomes a means to provide 

information to the market or investors regarding the company's financial circumstances. Signaling 

theory states that the increase of dividend payments by companies to investors is considered as 

good news because it indicates conditions and prospects of the company in good circumstances, 

resulting in positive reactions by investors. Fauzi and Suhadak (2015) concluded that dividend 

policy has a significant and positive effect on profitability. Companies that are able to increase 

their profits will have the opportunity to expand. Expansion is an active action to expand and 

enlarge the company.  

 
One important indicator for investors in assessing the prospects of the company in the future is to 

see how far the growth of company profitability (Tandelilin, 2001). High profitability reflects the 

ability of companies in generating high profits for shareholders. The greater the profits derived the 
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greater the company value. With a high profitability ratio, a company will attract investors to invest 

in the company. Chowdhury, et al., (2010) and Rizqia, Siti and Sumiati (2013) concluded that 

profitability has a positive effect on company value. 

 
Studies in this area seem to have mixed result, mostly foreign based and of the few conducted in 

Nigeria (Adefila, et al., 2013; Mukora, 2014; Egbeonu & Edori, 2016; Nwamaka & Ezeabasili 

2017; Williams & Duro, 2017; Anazonwu, et al., 2018 and Odum, et al., 2019) none of these 

studies focused on listed conglomerates companies in Nigeria and covers period of eleven years 

(2009-2019). Based on this, there is a gap for re-examination of the effect of dividend policy on 

firm value with profitability as a mediation variable. This research is expected to be one of the 

empirical study materials regarding profitability as a mediator influencing dividend policy on firm 

value of listed conglomerates companies in Nigeria. 

 
The rest of the paper is prearranged in the following sections. Section 2 concentrated on conceptual 

and empirical literature reviewed of related studies on the subject matter and hypotheses 

development while section 3 explains methodology aspect. Section 4 presents and discusses the 

empirical results of the study followed by conclusion and recommendation in section 5. 

 
Review of Empirical Studies 

Several studies have been conducted on the area of dividend policy. Moreover, a number of studies 

were also conducted on value of the firms. Nevertheless, most of these studies focus on the 

relationship between dividend policy and firm value or determinant of dividend policy while some 

focus on determinant of firm value. This study, to the best of the researchers’ knowledge, is unique 

as it is on the aspects not widely covered by other scholars. Dividend smoothing is sensitive to 

financing and investing decisions of the firm although firms are generally free to choose the 

amount of divided they pay to ordinary shareholders which may affect the firm value positive or 

otherwise. Miller and Modigliani (1961) studied the effects of dividend policy on share price. They 

showed that given a perfect capital market, a firm’s dividend policy will not affect its value. Miller 

and Modigliani (1961) further concluded that if investors needed cash for any reason(s), they can 

essentially create their own homemade dividend policy by selling their current shares and used it

to solve the problems. 
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Barman (2008) conducted a survey designed to examine impact of dividend policy on firm value 

in South Africa. The study consisted of 42 listed companies in South Africa which adopted 

principle of birds in hand theory of dividend during the previous financial year 2007 precisely. 

According to his findings, managements are of the view that optimal policy strike a balance 

between dividend payment and the growth of a firm, about half of managers interviewed are neutral 

when asked if they think dividends policy has an impact on firm value. It appears that management 

do view dividend policy as being important, however majority of the managers do not think 

dividend policy have an effect on the intrinsic value of shares. 

 
Suleman (2011) studies the effect of dividend policy and company value of manufacturing industry 

in Pakistan. The study covered five (5) years (2005–2009) of data extracted from companies using 

ordinary least regression analysis for the study. The results showed that dividend policy positive 

significant impact on firm value. In the same vein, Gitau (2011) examined the influence of 

dividend paid on share price of firms listed at the Nigeria Stock Exchange and the result showed a 

weak direct correlation between the payout ratio of dividends and market stock prices. Erasmus 

(2012) conducted a quantitative study on a sample of 291 South African companies listed on the 

Johannesburg Securities Exchange (JSE) from 1990-2010. The study examined the impact of 

dividend yield and stability on share returns of sampled size. In conclusion, the result found that 

dividend yield affect share returns for the period. 

 
Merekefu and Ouma (2012) investigated the relationship between dividend pay-out and firm 

performance. The sample size for the study was based on 41 companies listed on the Nairobi 

Securities Exchange from 2002-2010 that meet the criteria from the total population. The study 

employed regression analysis to determine the relationship. Results disclosed that dividend policy 

is relevant and affects the firm performance and hence its value. 

 
In Nigeria, the study conducted by Adediran and Alade (2013) on relationship between dividend 

policy and corporate performance. The study used data obtained from secondary sources from 

annual reports of 25 companies listed on the Nigerian Stock Exchange. The study used multiple 

regression analysis for the study. The result showed that dividend policy has a positive relationship 

with company value. This finding is consistent with that of Barman (2008), Suleman (2011), 
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Erasmus (2012) and Merekefu and Ouma (2012) which thus suggest that dividend policy affect 

financial performance and thus, have an effect on the firm value. 

 
Others studies concluded in Nigeria supported the above findings are; Fodio (2009), Okafor and 

Mgbame (2011), Amuche (2014), Machael and Benson (2014) and Osegbue, et al.,  (2014) on 

dividend policy in Nigeria whose concluded that dividend policy has positive impact on the value 

of Nigerian firms. Attah-Botchwey (2014) concluded that, as the dividend pay-out ratio of 

companies increase, the share price also increases due to the pressure on the share. It is 

recommended that firms should regularly pay dividend as it will cause an increase in the stock 

market prices, whereas profit retention by firms will result in a decrease in the value of the stock 

market prices (Sharif, Ali & Jan, 2015). 

 
Furthermore, Egbeonu, et al., (2016) investigated the effect of dividend policy on the value of 

firms as reflected on share holder’s wealth maximization. The data employed was extracted from 

five years summary audited financial reports of the sampled size from Nigeria stock exchange 

using multiple OLS regression. The result of the study revealed that dividend per share is 

significant and inversely related to share value of the firm while earning per share is both positive 

and significant to share value of firms. Gathuma (2017) examined the effect of dividend policy on 

firm value for firm listed on Nairobi Securities Exchange. The study used secondary data that was 

extracted from the sampled size using multiple regression analysis to test the hypotheses. The 

study findings that divided pay-out ratio affect value of the firm.  

 
Monoarfa (2018) examined the role of profitability in mediating the effect of dividend policy and 

company size on company value of consumer goods companies in Indonesia Stock Exchange 

(IDX). The population of the study consist all consumer goods companies in Indonesia Stock 

Exchange from 2014 to 2016 which amounted to 45 companies. The result showed that dividend 

policy has negative effect on company value. Moreover, profitability cannot mediate the effect of 

dividend policy on company value. 

 
Odum, et al., (2019) study the impact of dividend payout ratio on the value of firm of listed 

breweries and beverages companies on Nigerian stock exchange. The study covered the period of 
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ten (10) years from 2007-2016. The study employed Panel Ordinary Least Square Regression 

Techniques in analyzing the collated data. The study found that dividend pay-out ratio, profitability 

ratio and leverage ratio positively and significantly impact on the value of the firm.  

 
In summary, the literature reviewed as shown out above reveals that many studies that have been 

done have only added to the already existing the nature of the relationship between dividend policy 

and firm value (share prices and financial performance). The studies failed to investigate the 

relationship between the two variables with specific reference to local listed companies since they 

operate in different macro and micro environments. The majority of researchers concluded that 

dividend policy affect firm value also assumed that dividend distribution is what shareholders 

prefer which is not always so. Furthermore, it can also be observed that most of the studies were

done in the developed markets and more studies needed to have been done in the emerging 

markets. Most of these studies also failed to mediate this effect on firm value expect Monoarfa 

(2018) who mediate the effect of profitability on the relationship between dividend policy and 

company size on company value of consumer goods companies in Indonesia. This research served 

to bring out a clear view whether the profitability as mediating variable can change the impact of 

dividend policy on firm value of conglomerate companies in Nigeria. The study covered period of 

twelve years (2009-2020) is deemed adequate to support well thought out findings and capture any 

details that may have changed with passage of time. 

 
Several theories relating to dividend policy has been propounded to give explanation on how the 

dividend decisions are being undertaken and whether it has an influence on the value of the firm. 

There are three different approaches in this regard. On the right, there is a conservative group that 

believes that an increase in dividend payout increases the value of the firm. On the left, there is a 

radical group that believes a higher dividend payout reduces the value of the firm. And, at the 

center, there is a middle of the road party, founded in 1961 by Miller and Modigliani which claims 

that the payout policy makes no difference (Brealey, et al., 2017). 

 

Research Methodology 
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In accordance with the subject matter and research objective, this research used historical time 

series data to examine the mediating effect of profitability on relationship between dividend policy 

and value of listed conglomerate companies in Nigeria as at 31st December, 2019. The population 

of this study consists of all six conglomerate companies namely; A.G. Leventis Nigeria Plc., 

Chellarams Plc., John Holt Plc., SCOA Nigeria Plc., Transnational Corporation of Nigeria Plc., 

and UAC Nigeria Plc listed on Nigerian Stock Exchange from 2009 to 2019. Saturated sampling 

technique was adopted because all members of the population were used as a sample size 

(Sugiyono, 2006). The type of data used in this study was secondary data, all the data and their 

computations are source from annual report of conglomerate companies as obtained from the 

Nigerian Stock Exchange website.  

 
Dependent Variable 

The dependent variable is the firm value proxied by; average share price in order to determine the 

market value among firms in the Nigerian conglomerate companies. This is in line with previous 

studies (Osegbue, et al., 2014; Gathuma, 2017; Monoarfa, 2018; Odum, et al., 2019). 

 
Independent Variable 

Dividend policy is proxied by dividend pay-out ratio which is measured as the total ordinary 

dividend paid divided by number of ordinary shares as used by Egbeonu, et al., (2016), Gathuma 

(2017), Monoarfa (2018) and Odum, et al., (2019). 

 
Mediating Variable 

Profitability was used as mediating variable as used by Monoarfa (2018). It is proxied by Return

on Assets (ROA) which is measured by dividing profit before interest and tax by total assets. 

Profitability represents a firm’s primary source of fund generation. Companies suffering from 

losses are unlikely to pay dividends due to deficiency of funds or risk that involved, thus,

profitability is expected to mediate the relationship between dividend policy and firm value.  

Control Variables 

Leverage was used as one of control variables as used by Erasmus (2012), Machael and Benson 

(2014), Gathuma (2017) and Monoarfa (2018). Leverage is measure as total debts divided by total 

assets. This is consistent with Merekefu and Ouma (2012), Gathuma (2017) and Monoarfa (2018). 
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Finally, firm age was also used as control variable which is in line with studies of et al., (2012), 

Gathuma (2017) and Monoarfa (2018). Age is proxied as the number of years passed since 

companies incorporated. This is consistent with Amuche (2014), Machael and Benson (2014) and 

Monoarfa (2018). 

 
Analysis of Econometric Parameters 

To establish whether profitability mediates the relationship between dividend policy and firm 

value, this study used the regression approach that was adopted by Baron and Kenny (1986). Their 

report suggests steps to test for mediation effect. The first step is to regress the dependent variable 

on explanatory variables. The second step is to regress the explanatory and mediating variable 

dependent variable. The study suggests the following: 

(i) that the explanatory variable, in the relationships, is expected to show statistical 

significance in the first model and statistical insignificance in the second model; 

(ii)  that the mediating variable is expected to show statistical significance in the second model. 

 
However, Zhao, et al., (2010) suggests that significant relationship between the variables is not 

necessary when trying to establish mediation, because significant relationship only represents the 

total effect of the sum of direct and indirect effects of the relationships between all the variables, 

including the mediating variable. The study suggests that mediation is only established where a 

significant indirect effect exists. This study therefore adopted the following models of multiple 

regression to establish the presence or otherwise of the mediating effect of profitability on the 

relationship between dividend policy and firm value. 

 
Multiple Regressions 

Multiple regressions, using panel data was used to determine the existence of significant indirect 

effect in the relationship between the mediator and the independent variables on dependent 

variable of the study.  

Models 

To examine the mediation model, the model of Mathieu and Taylor (2006) has been applied. The 

suggested relationship for the first assumption is as follows:  

SPit = α + β1DPOit-1 + β2FAGEit+1 + β3LEVit+1 + ε …………………..………......………Model 1  
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ROAit = α + β1DPOit-1 + β2FAGEit+1 + β3LEVit+1 + ε …………………..………...………Model 2  

The first model evaluates the impact of explanatory variables on the dependent variable (SP) while 

in second model; the dependent variable is profitability (ROA) in order to determine the impact of 

mediator on explanatory variables.   

SPit = α + β1DPOit -3 + β2FAGEit -2 +β3LEVit -2 + β4ROAit-1 + ε ……………………….....Model 3  

In the third model profitability plays the role of mediating variable in the relationship between 

dividend policy and firm value. This model shows the mediation effect of profitability (path D) as 

well as the impact of profitability (path B) on firm value.  

Where α is a constant and (β1:β4) are the parameters for the explanatory variables. The subscript 

(i) refers to the firm number and the subscript (t) denotes the time period. 

ROA = Return on Assets 

SP = Share Price 

DPO = Dividend Pay-Out 

FAGE = Firm Age 

LEV = Leverage 

ԑ = Error term

Based on Mathieu and Taylor’s model (2006), there are some requirements to have the mediation 

effect. 1. Path C and A must be significant. 2. If path B is significant, there is a partial or full 

mediation effect and if path B is insignificant, then there is no mediation effect (Fig. 1).  

                                                                          

                                                               C   (Model 1) 

 

                                                                                 (Model 3)     B                                                     

 

 

                                                                                   A  (Model 2)                                                          

Firm Value 

Profitability 

Dividend Pay-Out  

Firm Age 

Leverage 
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Fig. 1: Research Framework 

 

Results and Discussion 

Based on the analysis from the data extracted from the annual reports, accounts sampled companies 

as well as daily share price of company available online Nigerian Stock Exchange database. It

discusses the descriptive statistics, correlation matrix and regressions results. 

 
Table 1: Descriptive Statistics 

Variable Obs. Mean Std. Dev. Min. Max. 

SP 66 19.4617     13.1966 0.6622 69.725 

DPO 66 0.1328      0.1708 0.0082 0.7206 

FAGE 66 42 21.4784 4 71 

LEV 66 0.4087 0.1597 0.0670 0.7022 

ROA 66 0.0688 0.1198 -0.2287 0.3143 

Source: Computed by the Authors from the Annual Reports and Accounts as well as Daily Share 

Price on Nigerian Stock Exchange database of the Sampled Companies using STATA Version 

14.0 

 

Table 1 presents the descriptive statistics for each variables used in the study, that is, SP, DPO, 

FAGE, LEV and ROA. It could be seen in the table that the number of observations is sixty-six 

(66) because a sample of six (6) conglomerate companies represented the samples size from 2009 

to 2019. Table shows that the share price of the conglomerate companies in Nigeria has a total 

means score of 19.46 of simple average share price. This indicates that on average listed 

conglomerate companies value their shares on N19.46 using simple average share price. The 

standard deviation of 13.20 discloses a significant variation of simple average share price with 

minimum value of 0.66 and maximum value of 69.73. Furthermore, the analysis from the table 

reveals that, the dividend payout is on average 0.1328, indicating that each N1.00 of earnings 

generated by management of conglomerate companies, 0.13K of dividend were paid to 

shareholders. The standard deviation of 0.1708 discloses a significant variation of dividend payout 

with minimum value of 0.0082 and maximum value of 0.7206. 

 
The average age of the conglomerate companies is 42 years with a standard deviation of 21 years 

while minimum and maximum values is 4 and 71 respectively. This shows that, some of the 
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conglomerate companies are incorporated in Nigeria in 2004 while some was incorporated as far 

as 1947, and this gives an insights as to whether being incorporated earlier will result in affecting 

firm value or otherwise. Leverage of the sampled conglomerate companies on the other hand, 

stands at an average of 41%, with minimum and maximum values are 0.07% and 70% respectively. 

The standard deviation of 16% suggests that, there is no wide dispersion of the leverage ratio 

among the sampled conglomerate companies. It is also noteworthy that, some conglomerate 

companies have total debts to total assets ratio as low as 0.07%. 

 
Finally, the return on assets indicates a total mean score of 0.0688. This implies that the listed 

conglomerate companies have an average of 7% as high level of assets with a minimum of -0.2287 

and maximum of 0.3143. The standard deviation of 0.1198 signifies a considerable level of

dispersion in level returns on assets among the conglomerate companies. 

 

Table 2: Correlation Matrix  

Variables SP DPO FAGE LEV ROA VIF 

SP 1.0000      

DPO 0.2682 1.0000    1.02 

FAGE 0.2559 -0.0748 1.0000   1.10 

LEV 0.0909 -0.0404 0.1187 1.0000  1.12 

ROA 0.0852 -0.2284 0.2584 -0.0337 1.0000 1.05 

Source: STATA Version 14.0 Results 

 

Table 2 shows the correlation coefficients on the relationship between the variables. The maximum 

and minimum values of the coefficients are 1 and -1 respectively. Table 2 indicates diagonally 

correlation coefficients of 1, which signifies that variable has a perfect positive linear relationship 

with itself. Furthermore, the coefficients of the relationship among the explanatory variables are 

weak. All the variables are positively related to the dependent variable. I addition, the results of 

variance inflation factor is also attached to Table 2 with the view to assessing the presence or 

otherwise of Collinearity between the variables. It is noticeable from the Table 2 that the values 

fall between 1.02 and 1.12. Thus, there is no Collinearity between the variables. 

 
Regression Results 
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The regression analysis was used to examine the mediating effect of profitability on the 

relationship between dividend policies and firm value of conglomerate companies in Nigeria. The 

determinants of firm value are estimated using panel data methodology. The regression results 

show the summary of the ordinary least square (OLS) for the three models estimation techniques 

are presented. Table 3 presents the OLS regression results of the Models. 

 
Table 3 Regression Results of the Model 

 SP ROA SP 

Variables Coef. Std. 
Error 

P>|t|      Coef. Std. 
Error 

P>|t|      Coef. Std. 
Error 

P>|t|      

DPO 23.861 9.606 0.016 -0.149 0.058 0.001 15.526 9.879 0.012 
FAGE 0.175 0.077 0.026 0.001 0.0007 0.041 0.160 0.080 0.050 
LEV 6.199 10.320 0550 -0.054 0.090 0.551 6.804 10.385 0.515 
ROA       11.170 14.565 0.446 
Constant 6.390 5.499 0.250 0.051 0.048 0.285 5.811 5.569 0.301 

R2 0.1535 0.1158 0.1615 
Adj R2 0.1125 0.0731 0.1066 
Pro>F 0.0002 0.0028 0.0275 

Source: Computed by the Authors from the Annual Reports and Accounts as well as Daily Share 

Price on Nigerian Stock Exchange database of the Sampled Companies using STATA Version 

14.0, * P < 0.1; ** P < 0.05; *** P < 0.001. Indicate 10%, 5% and 1% level of significant. 

 

The Impact of Dividend Policy on Firm Value 

The OLS regression result in Table 3 shows the cumulative R2 (0.1535) which is the multiple 

coefficient of determination gives the percentage of the total variation in the dependent variable 

explained by the explanatory variable. Hence, it signifies that 15% of the total variation in firm 

value of conglomerate companies is Nigeria is influence by the dividend policy, firm age and 

financial leverage. The remaining variation, that is, 85% is determined by variables not capture in 

the model.   

 
The results obtained shows that dividend policy has a positive and statistically significant influence 

on the firm value with coefficient of 23.861 and P-value of 0.016. This result shows that the 

increase of dividend pay-out ratio can increase firm value N23.86. The dividend payout to 

shareholders is considered to be a positive signal to other investors who may want to invest in the 

company because investors prefer a definite return on their investment. Companies that distribute 
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dividends will attract investors to invest. With so many investors buying shares it will raise the

share price so it is able to increase value of the firm. 

 
These findings are supported by the Bird in the Hand Theory proposed by Gordon and Lintner 

(1956), suggesting that there is a relationship between dividend policy and firm value, where the 

firm value will be maximized by a high dividend payout ratio, as investors assume that the dividend 

risk is not risk increase in capital value. Investors prefer profits in the form of dividends rather

than the expected returns from capital appreciation. The results of this study support the study 

conducted by Adediran and Alade (2013), Osegbue, et al., (2014), Egbeonu and Edori (2016) and 

Monoarfa (2018) and Odum, et al., (2019) who concluded that that dividend change company 

value. Mohammed (2007) and Merekefu and Ouma (2012) found that dividend policy had a 

positive effect on company value seen from financial performance (ROA). Muhammad, et al., 

(2007) concluded that an adequate distribution of dividend to the shareholders can help companies 

to achieve the goal of maximizing firm value.  

 
The Impact of Dividend Policy on Profitability 

The OLS regression result in Table 3 shows that cumulative R-Squared (R2) is 0.1158, which 

implies that the explanatory variables accounts for about 12% changes in profitability of listed 

conglomerate companies in Nigeria. Therefore, the remaining variation, that is, 88% is determined 

by variables not capture in the model. 

 
Furthermore, the results of inferential statistical analysis show that dividend policy has negative 

significant impact on profitability coefficient of -0.149 and P-value of 0.001. This result shows 

that the increase in dividend pay-out decreases the Return on Assets (ROA) by 0.15K. This result 

can be explained that dividend policy is a decision to determine how much dividend should be 

distributed to shareholders. This policy stems from how management's treatment of corporate 

profits generated part of the net income after taxes were distributed to investors in the form of 

dividends and partly reinvested into the company in the form of retained earnings. Retained 

earnings are one of the most important sources of funds to finance asset growth, while dividends 

are cash flows paid to investors. Companies always want growth for one-party companies and can 

also pay dividends to investors. On the other hand, but these two goals are always at odds. It is 
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said to be contradictory because the higher the dividend payout ratio (DPR) set by a company, the 

less profit the company will need to be reinvested in the company. This findings is in line with the 

result of Ajanthan (2013), Amuche (2014), Machael and Benson (2014) and Osegbue, et al., (2014) 

concluded that dividend payout affect profitability. 

 
The Impact of Dividend policy on Firm Value through Profitability 

From the Table 3 OLS result shows the cumulative R2 (0.1615) which is the multiple coefficient 

of determination gives the percentage of the total variation in the dependent variable explained by 

the explanatory and mediating variables. Hence, it signifies that 16% of the total variation in firm 

value of conglomerate companies in Nigeria is affect dividend policy on firm value through 

profitability. The remaining variation, that is, 84% is determined by variables not capture in the 

model.   

 
To tests the nature of indirect effects of profitability on the relationship between dividend policy 

and firm value of the listed conglomerate companies in Nigeria. The result of bootstrap standard 

errors and confidence interval are presented in Table 4 below: 

 

 

 

 

Table 4: Result of Indirect Effect (dividend policy, profitability and firm value) 

S/No Path Observed 

Coefficient 

Bootstrap 

Std. Err. 

Z P(z) 

1 DPO ---> ROA --->SP 0 no path Nil Nil 

 

Table 4.5 presents the mediation procedures describes using bootstrapping standard errors and 

confidence interval to test the significance of the indirect effect of profitability on the relationship 

between dividend policy and firm value of the listed conglomerate companies in Nigeria. The 

result demonstrates that dividend policy do not significantly affect firm value through the 

profitability. The bootstrapping standard errors and confidence interval test showed that there is 

no path this mean there is no mediation. This implies that profitability do not plays the role of 
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mediator variable in the relationship between dividend policy and firm value of the listed 

conglomerate companies in Nigeria. It means dividend policy directly affects the firm value. This 

result shows that dividend policy is a very important decision in the company. This policy will 

involve two parties with different interests which may create conflict: the first party, the 

shareholders and the second party, the management of the company itself. The company's 

management has two alternative treatments on profit after tax. The two alternatives are whether to 

distribute dividend to shareholders or reinvested the profit as retained earnings. 

 
The amount of dividends distributed by companies can affect share prices because investors prefer 

returns that are derived from dividends compared to capital gains. In other words, investors prefer 

profits in the form of dividends rather (Bird in the hand theory) than the expected returns from 

rising capital values. Companies that distributed dividends constantly and tend to increase will 

provide a positive sentiment to investors and this affect value of the firm. 

 
Conclusion and Recommendation  

The aim of this study was to establish whether or not a relationship exists between dividend policy 

and firm value of listed conglomerate companies in Nigeria. And to see whether there is mediating 

effect of profitability in the relationship between dividend policy and firm value. From the 

regression results, the study concluded that there is a significant positive relationship between 

dividend policy and firm value of listed conglomerate companies in Nigeria. Also, the researchers 

confirmed that profitability cannot mediate the effect of dividend policy on firm value using 

Mathieu and Taylor (2006) model. The study therefore recommends that the management of 

conglomerate companies in Nigeria to provide input for investors and prospective investors by 

adopt bird in the hand theory when taken decisions on dividend because distributed dividends 

constantly tend to motivate investors. 
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Abstract 
The paper analysed the effect of financial system stability, financial system vulnerability on private 
investment in Nigeria using time series data extracted from the Central Bank of Nigeria statistical 
bulletin and the World Development Indicator for the period spanning 2008-2019. Data were 
analsyed using the Ordinary Least Square (OLS) multiple regression technique supplemented with 
pre-estimation test statistics such as the Augmented Dickey-Fuller(ADF) to check the presence of 
unit root, hence non-stationarity; Phillips-Perron (PP) to identify unspecified autocorrelation and 
heteroscedasticity in the disturbance process of the test model; Error Correction Model(ECM) 
and Johansen Co-integration to establish equilibrium as well as short and long run relationships 
among variables respectively.  The ADF and PP tests showed that all the data except private 
investment (PI) were stationary at first difference. The Johansen Co-integration tests for both 
models indicating the existence a long run relationship between financial system stability and 
private investment in Nigeria, and financial system vulnerability and private investment in Nigeria. 
The ECM results indicated a deviation from the variables in the long run equilibrium, while private 
investment provided adjustment to restore the long run relationship by correcting the 
disequilibrium at 71.2 and 32.0 percent for Model 1 and 2 respectively. Generally, paper provided 
evidence of a long run relationship between financial system stability, financial system 
vulnerability and private investment in Nigeria. Consequently, the paper recommended a robust 
monetary and regulatory framework that guarantees capital adequacy for deposit money banks; 
prevents financial system vulnerability and promotes private investment in Nigeria. 
 
1.0 Introduction 

The global economic system depends on the mechanism of financial system to achieve sustainable 

economic growth and development. A robust financial system ensures sufficient liquidity, smooth 

financial intermediation and efficient flow of funds across the economy, ultimately promotes 

investment. A collection of markets, institutions, laws, regulations and techniques through which 

bonds, stocks, and other securities are traded, interest rates are determined and financial services 

are provided and delivered across the world is known as financial system (Peter & Milton, 2006). 

The financial intermediary role ensures that funds are transferred from surplus-saving units 
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(savers) to deficit-saving units (borrowers) for the purchase of goods and services, increase of 

national savings and investments in new equipment and facilities to promote global economic 

growth and development with multiplier effect on the standard of living of the citizenry. The 

stability of a financial system is measured in terms of its capacity to mobilize savings; create wealth 

by adding the values of all individual assets held over-time, provide liquidity by means of 

converting securities into cash without a significant loss in face value; provide credit to finance 

consumption and investment expenditures; provide payment platforms and risk protection to 

businesses, consumers and governments against life, health, property and income losses. A stable 

financial system provides the basis for rational decision making about the allocation of real 

resources through time and therefore improve the climate for savings and investments (Crockett, 

1997). It exhibits profound resilience over fluctuations in asset prices that result from dynamic

demand and supply conditions, as well as substantial increases in uncertainties (Orlowski, 2008).  

Schinasi, (2004), argued that a stable financial enhances economic performance in many 

dimensions, whereas an unstable financial system is fragile and vulnerable to shocks and impedes 

economic performance. An unstable financial system often triggers financial crisis with dire 

implications for savings and investments in the economy. See also for instance, Okafor, Onwumere 

and Chijindu (2006), Odhiambo (2011), Obafemi, Oburata & Amoke (2016) and Atseye, Nedozi

and Obasam (2017). The quest for a robust financial system that would engender increased savings 

mobilization for investments necessitated financial sector reforms in Nigeria. These reforms 

involve the processes of financial innovations, globalization and deregulation of the financial 

systems of developed, emerging and developing markets especially the Nigerian financial system 

which is characterized by frequent changes in the structure, growth, political instability and 

financial crisis (Ogieva & Chijuka, 2019). 

 
Following the Global Economic and Financial Meltdown (GEFC) in 2008/2009, there have been 

renewed academic and professional interests in the reforms that have taken place at the institutional 

and organizational levels and the financial supervision and regulation that have occurred at the 

systemic, regional and national levels. It is on record that one of the major causes of the global 

economic and financial crisis which affected banks stability in every economy was the 

proliferation of credit risk in terms of growth of loans that are non-performing and the increase in 
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their share to total gross loans (Howlett & Lejano, 2013; Howlett, Mukherjee, & Woo, 2015). The 

global financial crisis exposed the vulnerabilities of financial systems across the world as a result 

of globalization which has shrunk the domain of financial transactions, increased technological 

innovations and universal integration of domestic financial institutions thereby, increasing the 

level and scope of systemic risks in financial systems of the world (Blake, Keller, Moynihan, 

Elliot, Blac & Wyman, 2017). Particularly, the financial meltdown had adverse consequence on 

the Nigerian economy and therefore the financial sector. After the recapitalization exercise in 

2005, it was believed that the Nigerian financial sector, particularly the banking sector appeared 

stable to withstand external shocks and sound to absorb risks of bank distress. This perception was 

however eroded by the aftermath of the global financial crisis. The creation of an extremely 

vulnerable Nigerian financial system, aggravated by the global financial meltdown was attributed 

to: macroeconomic instability, growth in domestic bank credit, rising inflation, poor institutional 

framework, insufficient liquidity, inadequate capital and increased non-performing loans, failures 

in banks’ corporate governance, inadequate disclosures and transparency about the financial 

position of banks; critical gaps in prudential guidelines and uneven supervision and enforcement 

(Mihaljek, 2012; Herrmann & Winkler, 2008).

 
In spite of the reforms and macro-prudential policy initiated by the CBN to ensure that the Nigerian 

financial system is stable, available data show that stability in the financial system has been 

impaired in recent times with decline in some key financial soundness ratios. For example, capital 

adequacy ratio witnessed a decline from 17.7% in 2015 to 14.8% in 2016, and also dropped to 

10.2% in 2017. Similarly, liquidity ratio also decreased at end march to 34.2% in 2017 from 42.0% 

at end-June 2016, and although still above the benchmark of 30.0%. Further, asset quality of banks 

experienced a retrogressive decline with the value of Non-Performing Loans (NPLs) tripled from 

4.86% in 2015 to 14.81% of total loans in 2017, making Nigeria one the weakest performer 

compared to other countries (CBN, 2020; CEIC, 2020). The deteriorating financial indicators

decline appeared to have adverse effect on investment activity. For instance, low capital adequacy 

ratio, would give an indication of an increased likelihood of banks becoming insolvent. Thereby 

increasing the risk associated with investment since investment financing is no longer guaranteed, 

this in turn slows down investment activity, productivity and growth; an increasingly illiquid 


