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ABSTRACT

This study examines the effect of the lifecycle theory on the dividend policy of listed
manufacturing firms in Nigeria for the period of five (5) years spanning from 2015 to
2019. The study used a sample of twenty-four listed firms and Logistic regression was
employed in the analysis of the data. The results of the study reveals that lifecycle
have a positive relationship on the propensity to pay dividend in Nigeria. Based on the
findings, it is recommended that the management should consider the lifecycle of their
firms when making dividend decision and financing decision.

Keywords: Lifecycle theory, Dividend Policy, Retained Earnings to Equity, Retain
Earnings to Asset and Firm Size.

1. INTRODUCTION

Lifecycle of dividend is grasped as the magnitude to which a firm is self-financing or
reliant on external capital. Deangelo proxy the lifecycle variable as earned and
contributed capital mix. Deangelo, Deangelo and Stulz (2006), assessed life-cycle by
evaluating firms with relatively high retained earnings in proportion to total equity or
total asset, these firms are more likely to pay dividend. Firms with low retained
earnings to total equity or total assets tend to be in their capital infusion stage where
as firms with high retained earnings to total equity or retained earnings to total assets
tend to be more mature with ample cumulative profits that make them largely self-
financing hence good candidate to pay dividends. The definition looks at the life-cycle
variable from financing perspective, this implies that, a firm life-cycle stage is
determined by its earned or contributed capital mix. Similarly, Baker (2009), opined
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that firm life cycle of dividends is based on the notion that as a firm matures, its ability
to generate cash overtakes its ability to find profitable investment opportunities.
Eventually, the optimal choice is for the firm to distribute its free cash flow to
shareholders in the form of dividends. Miletic (2015), posits that young firms’ face a
relatively large investment opportunities set and there is no sufficient profit to be able
to meet all its financing needs and as a result the firm will conserve cash by forgoing
dividend payment to shareholders. Over time, after a period of growth, the firm
reaches the maturity stage in its life cycle. At this point, the firm’s investment
opportunities set is diminished, its growth and profitability have flattened, systemic
risk have declined, and the firm generates more cash internally eventually, the firm
begins to distribute dividends to shareholders. The above definitions are in
consonance as they all give a clear indication of a firm life cycle, for the purpose of
this study, the life-cycle variable will be proxy as retained earnings to total equity
because it gives a clear indication of the life cycle stage of a firm.

The complexities tied to dividend policy rendered it like a puzzle and such description
dates back to the pioneering works of Lintner (1956), Miller and Modigliani (1958)
and Gordon (1959). Black (1976), opined that “the harder we look at the dividend
picture, the more it seems like a puzzle, with pieces that do not fit together”.

Since the work of Black (1976), dividend policy has been a complex area in corporate
finance and many academic publications came on board to tackle the challenge.
Notable among these scholars of recent past are Aivazian, Booth and Cleary (2003),
they emphasize that the dividend puzzle still has so many questions that are yet to be
answered. Consequently, it can be said that dividend policy is one of the challenging
subject that financial experts are still struggling to unravel.

Dividend policy remain one of the greatest enigmas of modern finance despite many
years of investigation there is no consensus on the variables that actually influence on
dividend policy. Notwithstanding the many years of studying, dividend policy
remains challenging. To resolve the dividend puzzle, Chiang, Frankfurter, Kosedag
and Wood (2006), opine that the cardinal interest of academic research must turn
toward learning about the basis on which dividend policy is built upon. Hence it is
paramount to carry out a study on the determinants of propensity to pay dividend.

Research on the propensity to pay dividend have been conducted by scholars such as
Chen, Lin and Yong (2011), Tangjitprom(2013), Kim and Seo (2014), Alber and
Alhabtour (2017) among others. However, little attention is paid to the subject in
Nigeria. The need to undertake this study in Nigeria stems from the fact that there are
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specific institutional factors and financial structures of every country therefore every
country has different and unique factors that determine its dividend policy.

The main objective of this study is to assess lifecycle theory on the propensity to pay
dividends of listed manufacturing firms in Nigeria. However, the specific objectives
of this study is to determine the effect of retained earnings to total equity on propensity
to pay dividend of listed manufacturing firms in Nigeria and to examine the effect of
retained earnings to total asset on dividend policy of listed manufacturing firms in
Nigeria.

This study assessed lifecycle theory on the propensity to pay dividend of listed
manufacturing firms in Nigeria. The study covers the period of five years (2015 to 2019).

This study helps both investors and managers of corporation to understand the significant
factors that influences dividend policy. The outcome of the study will provide investors with
useful information to guide their investment decisions. Policy makers will benefit from the
outcome of the study because it will” enable them to come up with informed policies and
also it will provide a basis of measuring the implication of such policies. The finding of this
study will contribute to knowledge, also it is an addition to existing body of literatures on
lifecycle theory both in emerging and developed economies of the world.

2. LITERATURE REVIEW

Mueller (1972), propounded the life cycle theory of a firm. He built the works of Knight
(1921) and Schumpeter (1939), and tracked down the inference of the life cycle theory of
firm to the dividend policy. The underlying premise of this theory is that firms generally
follow a life-cycle trajectory from origin to maturity that is associated with a shrinking
investment opportunities set or declining growth rate, and decreasing cost of raising external
capital. The optimal dividend policy is derived from a trade-off between the costs and
benefits of raising capital for new investments. As the firm becomes more mature the optimal
dividend increases. The empirical evidence generally supports the theory, in that dividend
payment propensity is related to life-cycle characteristics stating clearly that dividend payers
are mature firms, with a high ratio of earned to contribute capital, while young, high-growth
firms do not pay dividends. (DeAngelo, DeAngelo & Stulz, 2006). Small and newly
established firms will be constrained from paying dividend because of they retain profit for
further expansion. As firms get to the maturity stage, it opportunities begin to decline and at
this point, it begins to think of paying out dividend to its shareholders. The more matured a
firm is, the higher its prospects of paying higher dividend. The highly profitable firm are at
the matured stage and this will give them the ample opportunities to pay out dividend
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to newly established or small firms and this will give them edge when it comes to paying
dividend. The life cycle variable is underpinned by the life-cycle theory.

Fama and French (2001), conduct a study on the dividend payment behavior of publicly
traded U.S. firms. They investigated the patterns and determinants of pay-out policy
covering the period of 1926— 1999. They divided their sampled population into two strata
which are dividend paying firms and non-dividend paying firms. The results point of this
study points to the fact that life cycle plays a major role in the decision to pay cash dividends.
Specifically, result shows that firms with high retained earnings are sufficient to cover their
capital investments. On the other hand, firms that have never paid dividends are small and
not as profitable as dividend paying firms, these firms have many investment opportunities
that require external financing because their capital spending is far greater than their
earnings. Thus, dividend-paying firms have the characteristics of mature firms, while firms
that have never paid dividends have the characteristics of young, fast-growing firms. In
summary, the result shows a significant relationship between the overall patterns of dividend
payment and life cycle.

DeAngelo, DeAngelo and Stulz (2006), conduct a study on the dividend policy and the
earned/contributed capital mix: a test of the life-cycle theory. They attempt to explicitly test
the life cycle theory of dividends by analysing the relationship between dividend payment
propensity and the mix of earned and contributed capital. They measure the mix of earned
and contributed capital by the ratio of retained earnings to total equity and of retained
earnings to total assets of the firm. They restrict the population to non-financial and
industrial firm, the study covered the period from 1972-2002. The logit regression was
used as the tool of analysis. The result showed a positive relationship between the proportion
of dividend-paying firms and life cycle.

Al-Malkawi (2007), examine the factors influencing corporate dividend decision of
Jordanian firms. He examined the determinants of corporate dividend decisions of publicly
listed companies in Jordan as a case study of an emerging market. The analysis is based on
15-year unbalanced panel data with 1137 firm-year observations covering the period 1989-
2003. The study develops five research hypotheses and used the general-to-specific
modelling approach to choose between the competing hypotheses. The study estimates the
determinants for a given firm to pay dividends to its shareholders using probit technique.
The study also brought to light that larger, profitable, and mature firms with few investment
opportunities are much more likely to pay dividends.

Ishikawa (2011), conduct a study on the empirical analysis on the dividend life-cycle theory
of firms in japan. The study aims to shed light on the characteristic of the dividend policy of
Japanese firms by verifying the dividend life-cycle theory. The study covers the period from
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2002 to 2005. The study made use of the logit regression. The result revealed that in Japan,
growing firms choose further dividend increases compared to mature firms, and that such
dividend increases by the growing firms are appreciated by the market more than those by
the mature firms.

Hallberg and Helmrich (2012). Assess the propensity to pay dividends and did a test on the
Life Cycle Theory. The data was gotten from firms listed on the Nasdag-OMX Stockholm
Stock Exchange. Unvariate and multivariate analysis was carried out. The study made use
of LPM-regressions. The findings of the study is consistent with the life cycle theory. The
findings are consistent with the life cycle theory.

Ihejirika and Prince (2012), examine the empirical analysis on the propensity to pay or not
to pay dividends and also carried out a test of the life cycle theory in Nigeria. The study
covers a period of nine (9) years that is from 2000-2008. They used maximum likelihood
(ML) binary logit to undertake the analysis. The result shows a negative significant
relationship between life cycle and the propensity to pay dividends.

Mileti¢ (2015), examined the applicability of the firm life cycle theory of dividends on
Croatian capital market. The purpose of this study is to investigate the influence of
determinants of the life cycle theory of dividends on company dividend decision in the
Croatian stock market. The basic population from which the sample is taken are companies
listed on Zagreb Stock Exchange from the year 2003-2011. Linear panel model with random
effects and discriminant analysis is used to investigate the applicability of the firm life cycle
theory of dividends. Linear panel model is used to identify the determinants of the firm life
cycle theory of dividends that are statistically significant and can be applicable on Croatian
companies. The result shows the consistency of the life cycle theory.

Moghanloo and Farzinfar (2015), conduct a study on life-cycle and free cash flow theory on
companies listed in Tehran stock exchange. The population of this study consist of
companies listed in Tehran Stock Exchange for a period of five (5) years that is from 2007-
2011. This study made use of the ex-post facto research design. The most important reason
for choosing this target population was because of the quality of the information together
with the ease of access to financial information and other information required for the study.
The study data was collected from Tehran Stock Exchange databases. The multi variable
regression result shows that between the life cycle and free cash flow there is a direct
relationship. Free cash flow is dependent on the life cycle.

A publication of Department of Accounting, Umaru Musa Yaradua University, Katsina  [<{¢¢)



Text ISSN: 2795-3831
UMYU Journal of Accounting and Finance Research VOL. 2 NO. 2 December, 2021 E-ISSN: 2795-3823

3. METHODOLOGY
The study used secondary data extracted from the financial statements of twenty-four listed
manufacturing firms in Nigeria for the period of five years (2015 to 2019).

Propensity to pay which is the dependent variable is a binary variable that takes the
value 1 if a firm did pay dividends in a given year and O otherwise (Chen, Lin & Yong-
cheol, 2011). The independent variable which is lifecycle has two proxies and is
captured as the ratio of retained earnings to total equity and the ratio of retained
earnings to total asset (DeAngelo, DeAngelo & Stulz, 2006). Firm size which is the
control variable is measured as the natural logarithm of total assets (Ishag, Amin &
Khan, 2018).

The study made use of two models in order to capture the basic proxies for lifecycle
theory (DeAngelo, DeAngelo & Stulz, 2006) and the model of this study is presented
below which depicts the relationships between the lifecycle theory and the propensity
to pay dividend.

The basic model derived for the study, is stated as:
PDIVit= a0 + al LIFCYT1jt + a2FSZit + gjt ---------------====mmmmmmmmmmmmmmem- (1)
PDIVit= 00 + al LIFCYT2it + a2FSZit + gjt =-----=-=-======mmmmmmmmmmcmmmmmae (2

PDIV = Propensity to pay dividends of firm i in year t

LIFCYT1= Retained Earnings to Total Equity of firm i in year t

LIFCYT2= Retained Earnings to Total Asset of firmiin year t

FSZ =Firm Size of firmiin year t

And a0 is the intercept, while al, and a2 are the coefficients/estimators. it is the Residual
or error term.

This study conducted the Hosmer and Lemeshow robustness test of the goodness of fit which
was used to know if the logistic regression model is fit and well specified. This test is a
fundamental test of logistic regression.

4. RESULTS AND DISCUSSIONS
This section presents the analysis of the results obtained from the data collected for the study.
The section begins with the descriptive statistics of the data presented in Table 2 as follows;
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Table 4.1 Descriptive Statistics
Variables  Mean SD Min Max OBS

PDIV 0.6917 0.4637 0 1 120
LIFCYT1  0.4618 0.2018 0.1929 0.8463 120
LIFCYT2  0.5710 0.2075 0.1019 0.7987 120
FSZ 16.3737 1.3055 13.8739 18.9856 120

Source: STATA OUTPUT (Appendix)

The table above presents the descriptive statistics of the data for the variables of the study.
The data set indicated above contained a total of 120 observations. The independent variable
(lifecycle) was measured against the dependent variable (propensity to pay dividend).

The dependent variable is a dichotomous variable which has a minimum and a
maximum value of 0 and 1 respectively. The mean value of the propensity to pay
dividend is 0.6917 and the standard deviation is0.4637. The mean value of 0.6917
signifies that the average record of propensity to pay dividend across the firms during
the periods of the study is 69%.

Life cycle measured as the ratio of retained earnings to total equity have an average
value of 46% as indicated by the mean value of 0.4618, indicating that the average
level of retained earnings to total equity across the sampled firms is approximately
46%. The standard deviation of Life cycle is 0.2018 indicates that there is no much
dispersion from the mean value which can be interpreted that the firms have a similar
ratio of retained earnings to total equity. The minimum and maximum ratio are
0.1929 and 0.8463 respectively.

The other measure of life cycle which is the ratio of retained earnings to total assets
have a mean value of 0.5710, indicating that the average level of retained earnings to
total assets across the sampled firms is approximately 57%. The standard deviation
of 0.2075 suggests that there is a similar proportion of retained earnings to total assets
among the sample firms. The minimum and maximum value are 1.6495 and 3.1089
respectively. The minimum value of -1.6495 pertain to Champion Breweries Plc in
year 2014 that have a high negative retained earning value of approximately (- 9.7
billion) when compared to the equity value of approximately ¥ 5.9 billion. The
maximum value of 3.1089 pertain to Champion Breweries Plc in year 2011 that have
a high negative retained earning value of approximately (- 6.3 billion) which is 3.1
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times greater than its equity value, when compared to the equity value of
approximately (- 2.0 billion).

Firm size which is a control variable is majorly considered to reflect in a firm asset
have a mean value of 16.3737 this indicate the average level of total assets across the
sampled firms. The standard deviation of firm size is 1.3055 suggesting that the total
assets among the firms sampled is not widely disperse and with a maximum value of
18.9850 and minimum value of 13.8739.

4.2  Correlation Results
In this section, the correlation coefficients of the variables of the study are presented
in Table 3 as follows;
Table 4.2 Correlation Matrix (MODEL 1)
PDIV LIFCYT1 FSz

Variables

PDIV 1.0000

LIFCYT1 0.2687 1.0000

FSZ 0.2469 -0.2338 1.0000

Table 4.3 Correlation Matrix (MODEL 2)

Variables PDIV LIFCYT2 FSz
PDIV 1.0000

LIFCYT2 0.4161 1.0000

FSz 0.2469 -0.1338 1.0000

Source: STATA OUTPUT (Appendix)

The result in table 4.2 show that the correlation coefficient of the variables. The
correlation matrix table of model 1 shows a positive association between lifecycle
(LIFCYT1) and propensity to pay dividend with a coefficient of 0.2687. This
relationship suggests that lifecycle influences the propensity to pay dividends
positively. Similarly, the results from the table indicate that, there is a positive
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association between the control variable which is firm size (FSZ) and propensity to
pay dividend (PDIV) from the correlation coefficient of 0.2469.

Moreso, table 4.3 reveals the correlation coefficient result of model 2 which shows a
positive association between lifecycle (LIFCYT2) and propensity to pay dividend
with a coefficient of 0.4161. This relationship suggests that lifecycle influences the
propensity to pay dividends positively.

4.3  Regression Results

The results are presented in table 4.4 and 4.5 below.
MODEL 1

Table 4.4 Regression result

Variables Coefficient Z p-
value
LIFCYT1 0.634 3.61  0.000
FSz 0.692 343 0.001
CONS -10.971 -3.33  0.001
R? 0.1565 0.001

Source: Regression Result from Output STATA 13

MODEL 2

Table 4.5 Regression result

Variables Coefficient Z p-
value
LIFCYT2 2.959 4.29 0.000
FSZ 0.685 3.47 0.001
CONS -8.091 -2.67  0.008
R? 0.2442 0.000

Source: Regression Result from Output STATA 13
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As can be seen in table 4.4 above, the independent variables put together as denoted by R?
and the probability value explained the dependent variable to the tune of 15.65% at 1% level
of significance. Additionally, the regression result reveals that life cycle have a coefficient
of 0.634 and a p-value of 0.000. The result implies that the first measure of life cycle as
captured in model 1 has a positive and significant effect on the propensity to pay dividend
of listed manufacturing firms in Nigeria. On this basis the null hypothesis of the study which
states that Retained earnings to total equity have no significant effect on the propensity to
pay dividend of listed manufacturing firms in Nigeria is rejected. This finding is in line with
the life cycle theory also the result is in line with the findings of the previous study such as
DeAngelo, DeAngelo and Stulz (2006), Mileti¢ (2015) among others.

As can be seen in table 4.5 above, the independent variables put together as denoted by R?
and the probability value explained the dependent variable to the tune of 24.42% at 1% level
of significance. Moreover, the regression result reveals that life cycle has a coefficient of
2.959 and a p-value of 0.000. The result implies that the second measure of life cycle as
captured in model 2 has a positive and significant effect on the propensity to pay dividend
of listed manufacturing firms in Nigeria. On this basis the null hypothesis of the study which
states that Retained earnings to total equity have no significant effect on the divided policy
of listed manufacturing firms in Nigeria is rejected. This finding is in line with the life cycle
theory also the result is in line with the findings of the previous study such as Fama and
French (2001), DeAngelo, DeAngelo and Stulz (2006) among others.

The result from both models reveals that the lifecycle theory fits into the Nigerian context
and therefore it can be applied and should be put into consideration when making decisions
regarding dividend policy in Nigeria.

4.4  Goodness of Fit Robustness Test

The Hosmer and Lemeshow goodness of fit results indicates that the model is correctly
specified. The test of the goodness of fit shows a chi square of 17.66 and a P-value of
(0.1710), based on this it itindicates that the goodness of fit for the model is adequate.

5. CONCLUSION AND RECOMMENDATIONS

This study assessed lifecycle theory on the propensity to pay dividend of listed
manufacturing firms in Nigeria. The study has made an immense contribution to literature
by assessing lifecycle theory as it affects the propensity to pay dividend in Nigeria. The
results validate that lifecycle theory is applicable in the Nigerian context. Two measures
were used to test the lifecycle theory and both measures in each of their separate models
statistically have a positive and significant on the Nigerian dividend policy. Based on the
results obtain from the analysis of the study it is therefore concluded that the lifecycle theory
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of dividend has an effect on the propensity to pay dividend policy in Nigeria. It is therefore
recommended that the management should ensure that the lifecycle of their firms be
considered when making financing decisions.

REFERENCES

Aivazian, V., Booth, L., & Cleary, S. (2003). Do Emerging Market Firms Follow
Different Dividend Policies from U.S. Firms? The Journal of Financial
Research. 26(3), 371-387.

Akaike, H. (1974). A new look at the statistical model identification. IEEE
transactions on Automatic Control. 19, 716-723.

Alber, N., &Alhabtour, A. (2017). Determinants of Dividend Policy in Saudi Listed
Companies. SSRN Electronic Journal. 4(11), 20-23.

Al-Malkawi, H. (2007). Determinants of Corporate Dividend Policy in Jordan: An
Application of the Tobit Model. Journal of Economics and Administrative
Sciences. 23(2), 44-70.

Baker, K. (2009). Dividends and dividend policy. Hoboken, New Jersey: John Wiley
& Sons, Inc.

Black, F. (1976). The dividend puzzle. Journal of Portfolio Management. 2(2), 5-8.

Chen L., Lin C., & Yong-cheol, K. (2011). Financial Characteristics, Corporate
Governance and the Propensity to Pay Cash Dividends of Chinese Listed
Companies. Cs Canada International Business and Management. 3(1), 176-
188.

Chiang, K., Frankfurter, M., Kosedag, A., & Wood, G. (2006). The perception of
dividends by professional investors. Managerial Finance. 32(1), 60 - 81.

DeAngelo, H., DeAngelo, L., &Stulz, R. (2006). Dividend policy and the
earned/contributed capital mix: a test of lifecycle theory. Journal of Financial
Economics. 72(3), 227-254.

Fama, E., & French, K. (2001). Disappearing dividends: changing firm characteristics
or lower propensity to pay? Journal of Financial Economics. 60 (1), 3-43.

Gordon, M. (1959). Dividends, earnings and stock prices. Review of Economics and
Statistics. 41(2), 99-105.

A publication of Department of Accounting, Umaru Musa Yaradua University, Katsina s ¥#




Text ISSN: 2795-3831
UMYU Journal of Accounting and Finance Research VOL. 2 NO. 2 December, 2021 E-ISSN: 2795-3823

Hallberg, J., &Helmrich, S. (2012). Propensity to Pay Dividends: A Test of the Life Cycle.
Bachelor’s Thesis in Finance submitted to Stockholm School of Economics.
Hosmer, D., and Lemeshow, S. (1989). Applied Logistic Regression. New York, NY:
John Wiley & Sons.

Ihejirika, P., & Prince, N. (2012). An Empirical Analysis of the Propensity to Pay or Not to
Pay Dividends: A Test of the Life Cycle Theory with Nigerian Data. Arabian Journal
of Business and Management Review. 1(12), 74-87.

Ishag, M., Amin, K., & Khan, F. (2018). Factors Determining the Dividend Payout in
the Cement Sector of Pakistan. City University Research Journal. 8(2), 171-
186.

Ishiakawa, H. (2011). Empirical Analysis on the Dividend Life-Cycle Theory Evidence from
Japan. Japanese Accounting Review. 1, 39-60.

Kim, S., &Seo, J. (2014). A Study on Dividend Determinants for Korea's Information
Technology Firms. Asian Academy of Management Journal of Accounting and
Finance. 10(2), 1-12.

Knight, F. H. (1921). Risk, Uncertainty, and Profit. New York: Harper

Lintner, J. (1956). Distribution of incomes of corporations among dividends, retained
earnings and taxes. American Economics Review. 46 (2), 97-113.

Mileti¢, M. (2015). Applicability of the firm Life Cycle Theory of Dividends on
Croatian capital market. The 2015 West East Institute International Academic
Conference Proceedings Prague, Czech Republic. 31-37.

Miller, M., &Modigliani, F. (1958). The cost of capital, corporation finance, and the
theory of investment. American Economic Review. 48(3), 261-297.

Moghanloo, S., &Farzinfar, A. (2015). Life-Cycle and Free Cash Flow: Evidence
from Dividend Policy at Companies listed in Tehran Stock Exchange. Arabian
Journal of Business and Management Review. 3(1), 110-114.

Mueller, C. (1972). A Life Cycle Theory of the Firm. Journal of Industrial Economics,
20(3), 199-219.

Musa, F. (2009). The dividend policy of firms listed on the Nigerian stock exchange: An
empirical analysis. African Journal of Business Management. 3(10), 555-566.

A publication of Department of Accounting, Umaru Musa Yaradua University, Katsina s8N W]




Text ISSN: 2795-3831
UMYU Journal of Accounting and Finance Research VOL. 2 NO. 2 December, 2021 E-ISSN: 2795-3823

Rufus, O. &Soyoye, M. (2014). Determinants of Dividend Payout in the Nigerian
Banking Industry. Proceedings of 9th Annual London Business Research
Conference 4 - 5, Imperial College, London.

Schumpeter, J. (1939). Business Cycles: A Theoretical, Historical, and Statistical
Analysis of the Capitalist Process. London: McGraw-Hill.

Tangjitprom, N. (2013). Propensity to pay dividends and catering incentives in
Thailand. Studies in Economics and Finance. 30(1), 45-55

A publication of Department of Accounting, Umaru Musa Yaradua University, Katsina [ WE:



