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Abstract
This study examines the determinants of markeggtien to dividend initiation announcements in Gdaim
particular, it considered the magnitude of abnormealirns during the days that surround announcesmeint
dividend initiation. This study expects to revdss factors that determine abnormal returns on then@ Stock
Exchange. This is accomplished by measuring theratal returns before, during and after dividendiation
announcements. Using an event study approachréasth us: the firm’s earning changes, earningtiity,
dividend vyield, firm’s age, institutional sharehiolg, firm’s size, market-to-book ratio, investmenportunities
available to the firm and the industry of the fiame analyzed to ascertain if the abnormal retudeendent on
them. The results suggest that older firm and fiimghe manufacturing industry experience stronged
positive investors’ reaction than younger firms dindhs in the other industries. The results alseeeded that
investors react negatively to firms that have \gabilvestment opportunities but decide to initiateid&nd
payment.
Keywords: Determinants, dividend initiation, abnormal retyr8SE

1.0 Introduction

Over fifty years ago, John Lintner undertook thajouresearch on corporate dividend decision reggrdin
payment. Subsequently, a lot of literature has ldg@esl seeking to explain the market reactions taddnd
initiation announcements. The phrase, “dividendzfgizby Black (1976) has been used by many reseasdh
an attempt to explain the myth behind dividend bataThe theoretical and empirical work of Modayhi &
Miller (1961) had initially thrown the issue of dilend policy into controversy, which has led tatadf scrutiny.
Under their perfect capital market assumption, Mbui & Miller (1961) argued that any amount of dlend
paid should, in no way affect the firm’s value be tshare price of a company. They further addetithieavalue
of the firm’s shares was the present value of theam of future cash flows from current assets futdre
growth opportunities. This assumption is true ifyaihe issue of securities to raise funds is famliced.

In recent past however, a new area in the liteeatoainly dividend initiation literature has emerghdt sought
to explain the main causes of the market reactiosuth unique events as it is usually the firstdgind in the
firm’s corporate history. As a result, a great defalvork has been done in the area of the marlaattian to
dividend initiation announcement together with tinformation content of dividend hypothesis. Signgli
hypothesis states that dividend initiation convieyghe market information about the future prospeétthe firm.
However, previous works did agree on one commoultrésat the message from such announcements signal
good prospect.

Studies on dividend initiation have not been giattention in Ghana over the years despite its itapoe in
unraveling stock price behavior. This resulted #digient literature in understanding stock marledation to
dividend initiation announcement in Ghana. Thoulgis firea is widely studied in the developed markets
Europe and the Americas, for instance, Healy & Ral€988), Jin (2000), Asquith and Mullins (1983)da
Schultz (2004)); the same cannot be said of GhBrevious studies that have attempted work on tbekst
market in Ghana include: Amidu & Abor (2006), Ami(R007), Bokpin & Abor, (2010). However, these stsd
only looked at dividend payout ratios and how tlediqy as a whole affect firms performance. They dut
focus on the determinants of the market reactiomitédend initiation announcement. This study ha® t
objectives which include: To examine the sharegpcisanges following dividend initiation announcetreamd to
explore the determinants of market reaction toddimd initiations announcement. The study is expetde
contribute to the understanding of the signalingdikiesis literature in Ghana. This study largelofeed the
work of Schultz (2004), Jin (2000) and Norton (2088 they have tried to explain the market readiosuch
events.

2.0 The Signaling Theory

In a world where information about the future praspof a firm is costly, dividend initiations arensidered an
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important alternative source of information for éstors Ayse and Elif (2010). The information contiéreory

suggests that managers can communicate informetiotvestors about their optimism of the firm’s gpect in
the future through dividend announcement Aharorg &wary (1980), Asquith and Mullins (1983), Heahda
Palepu (1988) and Norton (2008). Since managensdsmost of their time in analyzing the firm's marhance,
they are by default having deeper understandingutabee firm’s investment opportunities, operaticanrsd

limitations. That understanding may influence tragcisions and actions that presuppose that angidedy

managers to initiate dividend payment reflect theéw that the firm's future earnings, cash flowsdeother
opportunities will likely be favorable.

The signaling theory suggests a number of poss#alsons that may explain the investor’s reactiogivmend
initiation announcement. These include: the firegsning changes, earning volatility, dividend yjdldn’s age,
institutional shareholding, firm's size, marketkoek ratio outlook, investment opportunities aval¢ato the
firm and the firm’s industry. It appears on thefaoe that the above mentioned factors could determi
investors’ reaction leading to abnormal returnsyéeer, if this conjecture is factual then one womndged to do
an empirical analysis to ascertain its certaintye Work of Schultz (2004), Dyl & Weigand (1998), Aim (2007)
suggest that these factors could influence the rabaloreturns. Are they factors applicable to inwestof the
stock exchange of Ghana? This research work igfitver intended to bring to light whether the afoeationed
factors motivate the investors reaction to dividaritiation announcement on the Ghana Stock Exchang

Extant literature on the market reaction to dividiénitiation announcement shows that earning chsuogelld
affect investors’ behavior towards firms’ divideirdtiation news. Schultz (2004) and Jin (2000) argliat the
variable Earning Changes (ECHG) could determineestars’ reaction to dividend initiation announcemen
leading to abnormal. Earning changes has dual agtenOn one hand, Jin (2000) argued that it isrgaly
related to cumulative abnormal returns and thisltesas supported by Schultz (2004). On the otlzerdh he
got evidence to show that if investors are inforroéthe firm’s positive earnings, they will likehgact strongly
by purchasing more stocks anytime the firm annosidégdend initiation.

3.0 The Determinant of Abnormal Returns

Earning Volatility (EVOL) has been espoused in matydies to represent the level of the firm's riBkl &
Weigand (1998), Marsh & Merton (1987), and SchiR904) have all used the volatility level of thenfi
earnings to unravel the firm’s exposure to riske@fically, Dyl et al. (1998) argued that the decision of the firm
to initiate dividend payment is enough to convepiimation to the investor that the firm is stabtel aherefore,
the risk level is minimal. Again, it indicates titae management does not expect any high risk expas the
near future.

Dividend Yield (DY) is one of the factors some r@shers have argued to be a determining tool fapabal
returns. The works that have attempted to explanntarket reaction to dividend announcement usivigehd
yield include: Asquith & Mullins (1983), Jin (20Q0Mikhail et al. (2003), Schultz, (2004) and Amidu (2007).
These authors advanced the argument that high&tedid will be a good signal to the outside invesidris
means the higher the dividend yield prior to dividenitiation announcement the better the signahtestors
that the firm is performing well and this will makevestors within the dividend yield preferencediet to react
positively. In addition to that, Amidu (2007) usk clientele effect argument to advance the watdeding that
if majority of the firm’s shares are held by peoplelow marginal tax bracket, and decide to invieshigh
yielding stocks, anytime they get the news of divid initiation announcement, they will respond tiesiy
leading to abnormal returns. However, if the sharesheld by those in the higher tax bracket, @sponse will
be expected to be negative.

Smith & Watts (1992) explained firm’'s age as howddhe firm has gone public. They added that thegdo the
existence of the firm on the stock exchange theenlikely investors will anticipate its dividend fi@tion. This
is because older firms usually have good ratinghftbe rating companies. Rajan and Zingale (199§yssted
that older firms can borrow from the capital mar&etbetter terms than their short-lived counterfiaris. The
argument here is that the market is expected tot rlawly to older firm's dividend initiation becse they
expect the firm to have reached stabilization stagerefore, its dividend initiation will not suipe investors.
By contrast, younger firms may want to considemgtoas an option in order to lay a strong foundatefore
they can consider the decision of dividend initiati



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) (LI ]
Vol4, No.11, 2013 ST

Works in recent past by Amidu & Abor (2006) and Ami(2007) have all argued that agency cost could be
reduced by institutional holding of firm’'s sharésrms by nature are more willing to release infotiora to
institutions compared to individual owners. If tfien's shares are held by majority of individuatyidend
initiation will be the best to mitigate agency pibs. Because the shareholders will tend to belitee
management will not have excess cash to investnjordiitable projects. This was argument was earlier
advanced by Easterbrook (1984). However, the sayas dot hold for a firm whose majority shares aziel by
institutions. Therefore, Schultz (2004) argued thatbenefit of agency cost reduction may be s a firm

that has large institutional holding. This led J&000) to conclude that large institutional holdiresult in
greater availability of information about the firfihis suggests that smaller institutional sharehglavill lead

to stronger reaction to dividend initiation annoament from investors and the reverse is true.

Existing literature suggests that firm's size mayibversely related to the probability of bankrypkerri &
Jones (1979), Titman & Wessels (1988) and Rajanirales (1995). Therefore, large firms will be wig to
release a lot of information to the public and tit further reduce agency conflict with sharehalsl Atiase
(1985) and Schultz (2004) used firm size to deteenthe accessibility of information. Large-cap f&'mividend
initiation announcements are more likely to eleclow market reaction compared to their smallemeerparts.
Bajaj & Vijh (1990) showed that smaller firms exititstronger market reaction to dividend initiation
announcements than larger firms. Large firms tendet more diversified and their cash flows are nregpilar
and less volatile. Therefore, investors may nagurprised if they initiate dividend payment.

Signaling theory suggests a “reputation effectifrmarket-to-book ratio factor. A firm with high MT&ignals
to the market that the firm has good internal dqyatianagement which gives the investor more confideas
against a firm with low MTB. It is proposed thafiam with high MTB will likely meet a stronger ingors’
reaction than the one with low MTB. High markethoek ratio could be one of the signals to investbet
there exists strong internal management quality.

Investment opportunity (INV) available to the firould be regarded as another determinant of maeketion
to dividend initiation. Smith & Watts (1992) argthet dividend initiation information can be effetiin dealing
with corporate free cash flow problems. When thengany has good prospects for growth but decides to
announce dividend initiation, investors may becaheptical of the firm’s intentions and actions.

Extant literature in the work of Smith and Watt 929 revealed that the industry type could alsoalimvestors’
perception about their decision to buy the firmreBaor not. One such good example is the preciceisim
extractive industry. We see the precious metal @nigs in the mining and extractive industry expegiieg high
patronage during economic meltdowns. This is bexamwgestors normally consider those metals as b#&ua
asset that can store the value of their investmeétds example, during the 2008 world economic sighe
precious metal such as gold price hit record hig$19224.53 per ounce in 2010 from a bottom lov$871.30
per ounce in 2008.” Sourcemww.\WorldGoldCouncil

4.0 Methodology
The study used stock price to calculate the abnloretarns and the financial statement for the deiieaints of
the abnormal returns. The data collected was basedformation from 1990-2010. The following crigemwere
used to select the firms for the study:

* The firm must have initiated dividend payment.

» The firm must have dividend initiation declaratideite and that date must be available.

« The company must have at least 150-day tradingegtréces before and at least 10-day trading share

prices after the dividend initiation was announced.

The traditional event study methodology by Browd &varner (1985) was used. The market model was tased
estimate the abnormal return. This model assumaisthie return on a security can be estimated utfing
relationship between the individual security’s ratand the return on the market index. Under theketanodel
assumption, the expected retu(R;) for security i on day t is calculated as follows
4.1 Model Estimation
E(Rn) 0; + BiRny t&i - e EQN(D)

Ri; = the expected rate of return on the share pI’ICfH’mfI on day t. Ry = the rate of return on the market
portfolio of stocks of (GSE) on dayd.= the intercept ternfi = the systematic risk of stock i, agd = the error
term, withe(ei) = 0. The study used 140 days observations béfierevent window to estimate the betas. From
that estimation, the research used estimates bf dahormal returns (AR) for thdfirm using the equation
below:
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AR =Ry — ((li + ﬁiRmt) ....................................................... Eqn (2)

AR;; = abnormal return of firm i surrounding the anncement date, R = actual return of firm i surrounding
the announcement date~ the intercept ternfy = the systematic risk of stock i,R= the rate of return on the
market portfolio of stocks of (GSE) on day t. THmarmal returns (AR represent the returns earned by the
firm after subtracting the expected return fromalb&ual return.

11-day returns were collected for each dividentaition announcement to examine the impact. 5-dejan
before and after the dividend initiations were seey to capture the entire impact of the dividaritiation
announcement. Day t = O is the day the news oflividend initiation is published at the Ghana St&sichange.
For each of the

11-days average return was calculated as:

N
1
AAR = EZﬂm

AAR = average abnormal return; N = number of fiimghe sample; i=1=thd"ifirm;

The average abnormal returns were cumulated dweetent window that gives us the cumulative ababrm
returns as shown below:

CAR = cumulative abnormal returns; n=the numbettafs in the event window;

n
CAR =ZAAR e
I=1

The t-statistic was computed for as = AARIN..........c..covevveennn. Eqgn (5)

Whereé = the standard deviation of the abnormal retuiddR=average abnormal return;

N=number of firms in the sample. To insight intee tdeterminants of the cumulative abnormal rettina,
following regression was run to determine thesemeihants that influence the abnormal returns.

CAR = By + BiECHG + B,EVOL + BsDY - BAGE - BsINSH - BeSIZE + B;MTB - BgINV + IND +

CAR = Cumulative Abnormal Returns, ECHG = Earnirttp@ges, EVOL = Earnings Volatility, DY = Dividend
Yield, AGE = Firm's Age, INSH = Institutional Holdg of Shares, SIZE = Firm’s Size, MTB = Market-Book
Ratio, INV = Investment Opportunities Availatitethe firm, IND = Firm’s Industry ang = Error Term.

4.2 Determinants of Abnormal ReturnsVariable Measurement Procedure

ECHG; = dummy variable taking on a value of 1 if annuainings during the period immediately preceding the
announcement are an increase over earnings dinéngpime period the previous year, and 0 otherwise;

EVOL; = standard deviation of earnings-per-share (baBi§ Excluding extra-ordinary items) over the 2 years
prior to the dividend announcement;

DYit = dividend yield calculated as the initial divideachount divided by closing share price 6 days pgndhe
dividend announcement;

AGE; = the number of calendar years the firm i werltliglby listing on the stock exchange.

INSH; = percentage of firm i's stock held by institutiofisanks, investment firms, insurance, group,
endowments’ fund & money managers);

SIZE; = the natural log of the market value of equitycukated as the stock price 2-days prior to tividdnd
announcement multiplied by shares of common stat&tanding;

MTB; = the market-to-book ratio, with the numerator aldted as the closing market price 2-days befoge th
announcement multiplied by outstanding common shared the denominator as the value of shareholders’
equity less the book value of preferred stock, pgieferred taxes and investment tax credits on dltembe sheet;
INV; = is the investment opportunities available tanfir at time t. It is measured as the percentagsatis
growth. The dividend initiation year sales minus fitevious year’s sales divided by the previeer'g sales;
IND;; = dummy variable taking on a value of 1 if a fiomlongs to the manufacturing industry, and 0 otferw

¢ = the disturbance term, assumed to be 0.

10
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5.0 Empirical results

The empirical analysis of the market's reactiondigidend initiation announcement on the Ghana Stock
Exchange starts with an examination of the abnonmairns in Table 5.1.1 below. This explains they wa
investors reacted to each of the firm’s dividenitidation announcement. Because dividend initiai®osually a
deliberate action designed, to disseminate priosigee information, this section attempts to exaenhow the
market instantaneously incorporated and adjusteck gprices before, during and after the dividenitiaition
information. If the Ghana Stock Exchange was a s#rong informational efficient market, the stoakcps will
undoubtedly adjust instantaneously to dividendaitign information and the prices reflect the reahtiment of
the investors. On the other hand, semi-strong fefficient market implies that analysts cannot psélicly
available information to gain any significant pri@évantage that could lead to abnormal returnthitnsection,
we examined if: a) Trading results were associatgd important released information of dividendtiaiion
announcement, b) if there is any unusual returocsted with trading before and after dividend iation
declaration.

5.1 Correcting for thin trading on the Ghana StockExchange

When there is thin trading of stocks, the OLS -inestes of the market model betas could be affecidih
trading of stocks can cut or reduce the measureeletion with the market index and consequenté wrong
estimate of the betas. Peter-Jan (2001) and BemdnWarner (1985) lamented that thinly traded staghpear
to have downwards bias betas while actively trastedks have upwards bias betas estimates. Sti&8P)
argued that these bias betas could make certaiorimah returns to be misleading and even make the te
statistics inaccurate. It was observed therefametigjority of the firms that constituted the sagnfalr this study
experienced thin trading. Therefore, correction wesle to take care of the under-and-over estiniatassing
the market model. In doing so, we opted for the &ildn and Steele (1997) Model. The estimation eflibta
using O’Hanloret al. (1997) procedure consists of the aggregation refetiestimated beta coefficients. We lead
one and lag one market return variablgs= by + by + b,y where by b,y and h; represent O’Hanlon and
Steele (1997) Model use to lead one and lag ondanaeturn variable respectively for the correcbedas.
These aggregated estimated betas were then useglcudate for the expected returns. This was tdlkena
comparisons between the abnormal returns usingntirket model betas and the O’Hanlon and Steele7(199
Model estimated betas to see if there could beimpyovement. Brown and Warner (1985) got improveslits
after correcting for the thin trading effect usiihg new estimated betas. The results in this dhadyalso shown
an improvement after the thin trading correctiorslagwn in table 5.1.1.

11
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TABLE 5.1.1: ABNORMAL RETURNS FOR 29 SAMPLE FIRMSURROUNDING THE DIVIDEND
INITIATION DATE USING O'HANLON & STEELE (1997) MODE. TO CORRECT THIN TRADING AND
COMPARED WITH THE ABNORMAL RETURNS USING THE MARKETMODEL ON THE GHANA
STOCK EXCHANGE.

MARKET MODEL(n=29) (O'HANLON & STEELE 1997) MODEL (n=29)
DAY AR% t-test  +ve:-ve ZAR% t-test +ve:-ve Z

-5 | -0.68| -1.6397 10:19| -1.6713 -0.94 -2.02211 | 10:19 -1.6713
-4 | 044| 0.9970] 13:16 -0.5571 1.13 1.3719 15:14 18%x

-3 | -0.15| -0.7145 14:15 -0.1857  -1.04 -1.4014 54:1 -0.1857
-2 | -0.04| -0.1593 13:1p -0.5571 -2.21 -1.94034 115: 0.1857
-1 ] 0.25| 0.8464| 12:1y -0.9285 0.01y 0.0456 11:18 1.2999
0 | 0.57| 0.8406] 10:19 -1.6713 3.81 2.4919 | 13:16 -0.5571
+1| 0.60| 1.0174 13:16 -0.5571 2.81 2.0860*4 14:15 -0.1857
+2| 0.95| 1.6210 13:16 -0.5571 2.10 1.9341* 14:15 0.1857
+3| 0.55| 0.5261 10:19 -1.6713 0.24 0.2313 11:18 .29499

+4 | -0.25| 1.0778] 14:15 -0.1857  0.00y 0.0178 15:15 -0.1857
+5| 0.53| -0.7157 14:15 -0.1897 -0.74 -0.9657 13:16 -0.5571

The symbols ***, ** and * denote statistical sigicdince at 1%, 5% and 10% level respectively, ughtgil test.
The z-statistic for percentage positive is a prajpmal test for percentage positive (or negativid)is shows how
many of the sample firnmecorded positive versus negative.

Taking a careful look at the results in table 5.aldove, they are similar to previous studies resthiat
experienced thin trading. The abnormal return oy @ is 0.57% and 3.81% for the thin traded ancttveected
beta results respectively. The t-tests are 0.8406224919 for the thin traded results and corretiigdied results
respectively. It has shown some level of improveiradter the correction using O’Hanlon and Steel@9{)
procedure. On day +1, using the market modelatiormal return is 0.60% whereas 2.81% was recdated
the corrected traded results using estimated Hetas O’Hanlon and Steele (1997) procedure. The ltgsu
improved again in day +2 when abnormal returnseiased to 0.95% with the non corrected betas restite
that of the corrected beta results dropped maigital2.10%. After day +2, abnormal returns fronttbthinly
traded stocks’ results and thinly traded correeteormal returns gradually reduced to a minimaglley 0.55%
and 0.24% respectively. This is a signal indicatimgt investors on the Ghana Stock Exchange ayesestsitive
to dividend initiation news. However, it shows tifaere was no information leak since the resultsiinte 5.1.1
above shows that the returns prior to the divideitétion news were small.

12
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TABLE 5.1.2: INDUSTRY ANALYSIS OF CUMULATIVE ABNORNAL RETURNS USING THE
O’HANLON AND STEELE (1997) BETA CORRECTION ESTIMATE

DAY | MANUF IND.(n=8) FIN SERV SERV.(n=11) OTHER(n=10)

CAR% Z t-STAT CAR% Z t-STAT CAR% Z t-STAT

-5+5 | 13.2580| 2.121 2.1082* | -0.1775 | -0.302 | -0.0226| 4.6049 1.265 0.5643

-2+2 | 11.0839| 2.121 | 2.7827**| 0.9803 | -0.302| 0.1544 | 9.0138 | 0.633 1.4945

-1+1 | 9.7162 | 0.707 | 2.3959**| 4.0827 | -0.905| 1.0743| 6.9926 | 0.633 1.7875

0+3 | 10.9135| 1414 | 2.5635*| 7.1869 | -0.905| 1.1072| 9.3574 | 0.633 1.6415

-1+4 | 11.6109 | 1.414 | 2.5302*| 7.5417 | -0.905| 1.0783| 8.4777 | 0.633 1.2771

-4+1 | 109731 ] 2.121 2.0329* | -1.9924 | -1.508 | -0.3719| 6.5124 | 1.265 1.2812

The symbols ***, ** and * denote statistical sigicdince at 1%, 5% and 10% level respectively, ughtail test.
The z-statistic for percentage positive is a projpmal test for percentage positive (or negativid)is shows how
many of the sample firms recorded positive versgmtive

Table 5.1.2 gives a clear analysis of the cumuagiffect of industry analysis using the correctethtestimates

to calculate for the cumulative abnormal returnayD5 to +5 registered CAR 013.2580% for the
manufacturing industry, while0.1775% CAR for the financial service industry and 4.604986 the other
industries. However, the days of interest wereo-5+%, -2 to +2 and -1 to +1. With that, -2 to +Dels a
remarkable difference among the three industridee Manufacturing sector realized cumulative abnbrma
returns (CAR) of 11.0839%vhich were larger than the cumulative abnormal returnthefother industries that
registered 9.0138%They also performed better than the financial senindustry that recorded cumulative
abnormal returns of 0.9803%. Again, day -1 to Hlbfeed in an order when it recorded 9.7162%, 4.082@nd
6.9926%for manufacturing, financial service and the otimetustries respectively. On day 0 to +3, 10.9135%,
7.1869% and 9.3574% were registered as CARs fothite® industries. The manufacturing industry rdedr
11.6109% and 10.9731% for day -1 to +4 and dayo-41t respectively. 7.5417% and -1.9924% CARs were
documented for the financial service industry ory da to +4 and -4 to +1 respectively. Observing the
cumulative abnormal returns, the firms in the manoturing industry did well follow by the other irgtties and
financial service industry.

TABLE 5.1.3: SUMMARY STATISTICS OF THE REGRESSINGERULTS

ECHG EVOL | DY AGE INSH SIZE MTB INV IND
Mean 46.80 0.83 0.09 2.12 37.57 1.48 5.21 036 20.
Median 8.36 1.00 0.04 2.08 50.30 1.58 1.89 041 001.
Maximum 293.80 1.00 0.75 3.00 100.0(¢ 2.0/ 37.97 790, 1.00
Minimum 0.00 0.00 0.00 0.69 0.00 -0.36 0.01 -0.52 0.00
Std. Dev. 74.31 0.38 0.17 0.73 35.00 0.46 9.24 20{3 051
Observations 29.00 29.0( 29.00 29.00 29.0p 29|00 9.002 | 29.00 29.00

Summary statistics from the Regression resultskaogvn in table 5.1.3. The robust analysis ranismwork was
the OLS regression, thus we report results of th& @anel regression. The cumulative abnormal (CAR)
regressed against the nine explanatory variablaesd variables include earning changes (ECHG),ireprn
volatility (EVOL), dividend yield (DY), firm's aggAGE), institutional holding of shares (INSH), filsnsize
(SIZE), market-to-book ratio (MTB), investment oppmities available to the firm (INV) and industitye firm
belongs to (IND).

13
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TABLE 5.1.4 THE DETERMINANTS OF MARKET REACTION LEBING TO ABNORMAL RETURNS.

Variable Coefficient Std Error t-statistic Prob
ECHG -0.03199 0.0375 -0.85315 0.4042
EVOL 4.637266 6.354964 0.729708 0.4745

DY 0.941636 14.62078 0.064404 0.9493
LAGE 11.49744 4.452832 2.58205** 0.0183
INSH 0.034593 0.072032 0.480245 0.6365
LSIZE 6.0386 6.297913 0.958826 0.3497

INV -16.2856 7.856592 -2.07286** 0.052

IND 8.795539 4.900557 1.794804* 0.0886
MTB -0.02102 0.257101 -0.08176 0.9357

C -33.6102 18.18618 -1.84812 0.0802
Adjusted R-squared 0.301712 Mean dependent var 320B
S. E. of regression 10.87489 F-statistic 2.344232
Log likelihood -104.225 Prob(F-statistic) 0.056493
Durbin-Watson stat 1.991715

The symbols ***, ** and * denote statistical sigicdince at 1%, 5% and 10% level respectively, ughtgil test.
The z-statistic for percentage positive is a prajpmal test for percentage positive (or negativid)is shows how
many of the sample firms recorded positive verggstive.

CUMULATIVEABNORMAL RETURNS AND FIRM’S AGE.

The results in this study revealed that there g Hevel anticipation of dividend initiation by iestors; it is
actually met with stronger market reaction. Theseevexpected given that firms in the stock exchaysgeerally
did not experience frequent trading. This resufeag with the results of Schultz J. (2004) and(2000) who
documented that the investors’ expectation of @imil initiation by consideration of the firm’'s ageutd
influence the magnitude of their reaction. The ¢adlbove shows a strong relationship between fiags and
cumulative abnormal returns (CAR) with a correspogd-statistic of 2.58205. In addition, existiritetature
such as the work of Smith & Watts (1992) argue thider firms are more likely to initiate dividenéyment.
They argue that because older firms sometimes réaath maturity level in growth and investment ppests,
they have to consider dividend initiation as aniapt Therefore, dividend initiation announcemerminir such
firms may not come as a surprise to investors. §dree does not seem to be applicable at the Ghach St
Exchange. Because the work done by Smith and {&882) did indicate that firm's age could be negsi
related to its cumulative abnormal returns. Howg¥iem's age on the Ghana Stock Exchange is pagitiv
related to cumulative abnormal returns. By impimat the older the firm at the Ghana Stock Exchaitige
stronger its dividend initiation will be respondes] by investors. One of the possible reasons cbeldhat
though the news may not be surprising because theyd have anticipated it, however, they have more
confidence in older firms than younger ones. Thibpbly conformed to the argument put up by Ferdahes
(1979), Titman & Wessels (1988) and Rajan and Aewyq1995) that older and larger firms have more
credibility in the eyes of the investor than younged smaller firms.

CUMULATIVE ABNORMAL RETURNS AND INVESTMENT OPPORTIHS

An investment opportunity (INV) available to thenfi is another determinant that could make investwreact
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immediately to the news of dividend initiation. $tmand Watts (1992) documented that dividend imitiacan
be effective in dealing with corporate free casiwflproblems. They further added that companies Vet
investment opportunities can limit management temqm from overinvesting in unprofitable projecty b
initiating and paying out dividend to shareholdteosn the earnings. By contrast, high-growth firmisiwiots of
investment opportunities will be expected to beaicklnt in initiating dividend payment because tiheaye
profitable uses for the capital. Previous worksehatiown that initiating dividend payment also meamse
frequent trips to the capital market to raise miorels Easterbrook (1984). This negative relatiomdigtween
cumulative abnormal returns and the firm’s invesimepportunity was expected. It is again confirnied
previous studies including that of Rozeff (1982pyd et al(1985) and Collingt al.(1996). Their results have
all shown significantly negative relationship beémeinvestors’ reaction and high growth firm’'s dierdi
initiation.

CUMULATIVE ABNORMAL RETURN AND FIRM'S INDUSTRY

Extant literature argues that the type of the irindustry could be a determining factor to ineestresponse
when it initiates dividend payment. For instancefiren in the mining industry will experience a difent
response from investors to that of a firm in theaficial service industry. This is because precietals do well
during economic meltdowns as store of value foesters than products from other industries. Is trk, the
results appear to conform to the expected mod#idriterature. It is positively related to cumidatabnormal
return. By implication this means that any timdrenfon Ghana Stock Exchange initiates dividend paytnin
the manufacturing industry, investors respond duitdading to positive abnormal return. The indystnalysis
in this study had shown that investors respondidpito a firm's dividend initiation if the firm behgs to the
manufacturing industry compared to firms in othedustries. That could be one of the reasons whyntthestry
is positively related to cumulative abnormal retu(@AR). The results conform to previous work bjoEs et al
(2007).

6. 0 Conclusion

Building on the general methodology developed bguith and Mullins (1983), Brown and Warner (198&0)d
Schultz (2004), an event study was conducted tdyzmahe five — day abnormal returns and other even
windows, emanated from the various firms’ dividdéndiation declaration on the stock exchange. Téason
behind this analysis was to measure the magnitndespeed of investors’ reaction to corporate evsuth as
dividend initiation announcements. Drawing from l@e (2004), industry based analysis was madecertam
if firms in different industries stock prices readtdifferently to dividend initiation announcemen®n this
analysis, the firms on the stock exchange usedhierstudy were divided into three different indiest which
included: a) manufacturing industry, b) financiehsce industry and c) the other industries. Wénesed an
ordinary least square regression to ascertain #terminants of the abnormal returns using the \atig
independent variables: earning changes, earningfibtyl dividend vyield, firm’'s age, firm’'s sizenstitutional
holding of firm's shares, investment opportunit@silable to the firm and industry the firm belorResults
from this regression indicate a better significametationship for the firm’'s age, investment oppoities
available to the firm and the firm’s industry. Thesults indicated that investors on the stock exglawill
demand more of older firm's shares and sharesrwisfin the manufacturing industry than younger §iramd
firms in the other industries respectively leadtagprice rise. The results as well suggested tinastors will
likely dump a firm’s shares if that firm has vialgeojects to invest but decides to initiate dividgrayment by
pushing the price down.
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