
 

Vidhyayana - ISSN 2454-8596 
An International Multidisciplinary Peer-Reviewed E-Journal 

www.vidhyayanaejournal.org 
Indexed in: Crossref, ROAD & Google Scholar 

Volume 9, Special Issue 1, October 2023 
National Conference on 
Research Area of Multidisciplinary Project Contemporary Era 

Page No. 848 

 

82 

A Review Study on Relationship between Dividend Policy and Share 

Prices of Indian Companies 

 

Mehul Khengar 

Ph.D. Scholar, Department of Commerce, Surendranagar University Wadhwan City 

 

Abstract: 

The relationship between a company's dividend policy and its share prices is a subject of 

enduring interest for investors, financial analysts, and researchers. This review study delves 

into this relationship within the specific context of Indian companies, aiming to provide a 

comprehensive overview of the existing literature, theories, and empirical evidence on how 

dividend policy influences share prices in the Indian corporate landscape. The research 

encompasses an extensive analysis of peer-reviewed journals, academic papers, and empirical 

studies that have explored the intricacies of dividend policy and its potential impact on the 

valuation and behavior of shares in the Indian stock market. The study takes into account a 

broad range of factors such as corporate governance, investor preferences, regulatory 

framework, and macroeconomic conditions to understand the dynamics at play. Key findings 

from the review indicate that the relationship between dividend policy and share prices is 

complex and multifaceted. Indian companies exhibit a diverse range of dividend practices, 

influenced by various internal and external factors. This review study contributes to the 

existing body of knowledge by providing a comprehensive overview of the relationship 

between dividend policy and share prices in the context of Indian companies. 

Key Words: Dividend Policy, Stock Prices, Dividend Announcements 



Vidhyayana - ISSN 2454-8596 
An International Multidisciplinary Peer-Reviewed E-Journal

www.vidhyayanaejournal.org
Indexed in: Crossref, ROAD & Google Scholar

Volume 9, Special Issue 1, October 2023 
National Conference on 
Research Area of Multidisciplinary Project Contemporary Era 

Page No. 849 

INTRODUCTION

The dividend policy is a fundamental aspect of corporate finance and has a substantial impact 

on a company's relationship with its shareholders. Indian companies, which operate in a 

dynamic and diverse economic environment, exhibit a range of dividend practices. Some 

prioritize regular and generous dividend payments, while others favor retaining earnings for 

growth and expansion. This study seeks to explore the intricacies of the relationship between 

dividend policy and share prices within the Indian corporate landscape. 

The relationship between dividend policy and share prices is a subject of enduring interest 

among investors and researchers worldwide. However, the dynamics of this relationship can 

vary significantly from one market to another, influenced by unique cultural, regulatory, and 

economic factors. In the context of India, where financial markets have witnessed  substantial 

growth and diversification, understanding how dividend policy affects share prices is a 

crucial endeavor.

Dividend policy is a critical aspect of corporate finance that revolves around the decision-

making process regarding the distribution of a company's earnings to its shareholders. This 

policy outlines how profits are allocated between dividends, which are periodic payments to 

shareholders, and retained earnings, which are reinvested in the company for growth and 

expansion. Dividend policy plays a fundamental role in shaping a company's relationship 

with its investors, financial stability, and long-term growth prospects. 

Key Components of Dividend Policy:

Dividend Payout Ratio: The dividend payout ratio is a crucial element of dividend

policy, indicating the percentage of earnings paid out as dividends to shareholders. A

higher payout ratio means a larger proportion of profits is distributed as dividends,

while a lower ratio signifies that more earnings are retained.

Stability and Consistency: The stability and consistency of dividend payments are

significant considerations. Companies must decide whether to maintain a constant

dividend amount, increase it regularly, or pay special dividends on an irregular basis.
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 Dividend Yield: The dividend yield is the ratio of annual dividends per share to the 

share's current market price. It helps investors gauge the return on their investment 

based on dividend income. 

Dividend Timing: Companies determine the frequency of dividend payments, whether 

they will be paid annually, semi-annually, quarterly, or monthly. This choice influences 

the cash flow for investors. 

 Dividend Policy Theories: Various theories guide dividend policy decisions, including 

the Dividend Irrelevance Theory, Bird-in-Hand Theory, Tax Preference Theory, and 

signaling theory. 

Factors Influencing Dividend Policy: 

 Profitability: A company's profitability significantly affects its ability to pay dividends. 

Higher profits provide more room for dividend distribution. 

 Growth Opportunities: Companies with attractive growth prospects may choose to 

retain earnings for reinvestment rather than pay dividends. 

 Tax Considerations: Tax laws can influence dividend policy. Investors may have tax 

preferences for dividend income versus capital gains. 

 Market Conditions: Economic conditions and market trends can impact dividend policy 

decisions. Companies may adjust dividend payments in response to changing market 

dynamics. 

 Shareholder Expectations: Companies consider the expectations of their shareholders. If 

investors expect dividends, companies are more likely to pay them. 

Dividend policy is a strategic aspect of corporate finance that requires careful consideration 

of various factors. Companies must strike a balance between rewarding shareholders through 

dividends and retaining earnings for growth and investment. The choice of dividend policy 

impacts the relationship with investors, financial stability, and long-term prospects for growth 

and profitability. 
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LITERATURE REVIEW 

A comprehensive literature review reveals that the relationship between dividend policy and 

share prices is multifaceted and contingent on various factors. Some studies suggest that 

companies paying dividends tend to attract income-oriented investors, leading to increased 

demand for their shares and, subsequently, higher share prices. Conversely, companies 

retaining earnings for reinvestment may be perceived as having growth potential, attracting 

growth-oriented investors and influencing share prices positively. 

Dividend policy and its implications for share prices have been a topic of extensive research 

and debate in the realm of corporate finance. In the context of Indian companies, the interplay 

between dividend decisions and share price dynamics has garnered significant attention. This 

literature review aims to provide an overview of the key findings and insights from previous 

studies, shedding light on the complex relationship between dividend policy and share prices 

in the Indian market. 

One of the seminal works on dividend policy is the Modigliani and Miller (M&M) theorem, 

which suggests that in a perfect and frictionless market, dividend policy should be irrelevant. 

In this theoretical framework, share prices are determined solely by the company's underlying 

business operations and risk. This perspective implies that dividend policy should have no 

direct influence on share prices. However, the empirical reality often deviates from these 

idealized assumptions. Studies based on signaling theory propose that dividend policy can act 

as a signal to investors. Companies that consistently pay dividends are seen as financially 

stable and mature, and this perception can lead to increased demand for their shares, 

potentially driving share prices higher. On the other hand, firms that withhold dividends in 

favor of reinvesting earnings might be signaling growth opportunities, which can also lead to 

higher share prices. 

Empirical studies in the Indian context have presented mixed findings. Some research 

indicates that companies that pay regular dividends tend to have share prices that are less 

volatile and more attractive to income-oriented investors. Such findings support the signaling 

theory perspective. However, there are also studies that suggest that the relationship between 

dividend policy and share prices in India is influenced by other factors, such as firm size, 
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industry, macroeconomic conditions, and investor preferences. The diversity of the Indian 

market, which includes both income-focused and growth-oriented investors, further 

complicates the relationship between dividend policy and share prices. 

Cultural factors play a significant role in shaping dividend policy in Indian companies. The 

Indian cultural emphasis on preserving wealth and family financial security can influence 

firms to prioritize dividend payments to attract income-focused investors. Additionally, 

India's regulatory framework, governed by the Securities and Exchange Board of India 

(SEBI) and the Companies Act, guides dividend distributions and financial disclosures, 

which can impact share prices. Investor preferences, influenced by socio-economic factors 

and cultural norms, can significantly affect how dividend policy influences share prices. For 

example, income-focused investors may be more responsive to dividend payments, while 

growth-oriented investors may be more interested in companies reinvesting earnings. The 

interplay of these preferences can result in varying responses to dividend policy, affecting 

share price volatility. 

The relationship between dividend policy and share prices in Indian companies is a complex 

and multifaceted one. While dividend payments can serve as signals to attract income- 

oriented investors, other factors such as cultural influences, regulatory conditions, and 

investor preferences also shape this relationship. The intricate nature of the Indian market, 

with its diverse investor landscape, underscores the need for a nuanced understanding of how 

dividend policy impacts share prices. 

As this review study will delve further into these dynamics and consider the nuances and 

implications for both investors and corporate decision-makers, it contributes to the evolving 

body of knowledge on dividend policy and share price dynamics in the context of Indian 

companies. Understanding these complexities is crucial for making informed financial 

decisions and effective corporate financial management in the unique and dynamic Indian 

business environment. 
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FACTORS INFLUENCING DIVIDEND POLICY IN INDIA 

Several factors influence dividend policy in Indian companies: 

 Corporate Governance: 

Sound corporate governance practices play a pivotal role in shaping dividend policies. Firms 

with transparent governance structures may be more inclined to pay dividends, promoting 

investor confidence and, consequently, share price appreciation. 

 Investor Preferences: 

The diverse investor landscape in India includes both income-focused and growth-oriented 

investors. The preferences of these investors can significantly affect a company's dividend 

policy and share price dynamics. 

 Regulatory Framework: 

India's regulatory environment, as governed by the Securities and Exchange Board of India 

(SEBI) and the Companies Act, plays a crucial role in shaping dividend practices. Companies 

are bound by regulations that guide dividend distributions and disclosures. 

 Macroeconomic Conditions: 

The economic environment, including inflation, interest rates, and overall market sentiment, 

can impact on a company's dividend policy and, consequently, its share prices. 

DIVIDEND POLICY AND STOCK PRICES: 

Several factors can influence how dividend policy affects stock prices: 

 Investor Sentiment: The sentiment of investors, driven by economic conditions, market 

trends, and other factors, can influence the effect of dividend policy on stock prices. 

 Company Performance: A company's financial health, earnings stability, and growth 

prospects can impact how its dividend policy is perceived by investors. 

 Tax Considerations: Taxation policies and investor tax preferences can alter the 

relationship between dividends and stock prices. 
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The research highlights the complex nature of the relationship between dividend policy and 

share prices in the Indian context. Indian companies follow a spectrum of dividend practices, 

reflecting their unique circumstances, business strategies, and investor profiles. While some 

prioritize dividends to attract income-focused investors, others focus on retained earnings to 

fuel growth. 

CONCLUSION AND IMPLICATIONS: 

The relationship between dividend policy and stock prices is multifaceted and influenced by 

various factors. While theories provide a framework for understanding this relationship, real-

world implications depend on market conditions, company performance, and investor 

sentiment. Recognizing these dynamics is crucial for companies and investors seeking to 

make informed financial decisions in an ever-evolving financial landscape. Understanding 

the relationship between dividend policy and share prices in India is critical for corporate 

management, investors, and financial analysts. Companies must carefully consider the 

implications of their dividend decisions on share prices and investor sentiment. Investors, on 

the other hand, should incorporate an understanding of a company's dividend strategy into 

their investment decisions. 

This review study contributes to the understanding of how dividend policy influences share 

prices in the Indian corporate landscape. The insights gained are invaluable for investors, 

financial analysts, and corporate decision-makers, as they navigate the multifaceted world of 

Indian finance. The complex relationship between dividend policy and share prices 

underscores the importance of a nuanced and adaptable approach in the dynamic Indian 

business environment. 
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