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Abstract:

The issue of dividend policy, despite availability of extensive literature is stillinconclusive.

Therefore determining the different financial characteristics of firms’ dividend policy is

the objective of this research. For this study, the sample data of 82 firms of non-financial

sector from 2014 to 2024 was compiled from the annualpublished reports available on

the official website of state bank of Pakistan. Therefore different statistical analyses were

performed based on correlation, Panelunit root test, Pooled OLS, Fixed and Random effect

Models of regression through Eviews 12. The result of fixed effect model provided an

important insight of market free float and stock trading volume those addressing a gap in

existing literature. The findings indicate that market free float positively influences the firm

dividend policy at a 1% significance level. This is because the higher liquidity and stable

payoutattract investors. Conversely, the stock trading volume negatively affects dividend

policy because the shareholders may prefer lower-taxed capital gains over dividends.

Key words: Dividend policy, market free float, stock trading volume, signaling andbirds in

hands theory.

Introduction

The dividend policy refers to the set of decisions made by the company's management and

board of directors to determine how much of the company's earnings should bedistributed

to its shareholders in the form of dividends. It involves determining whether the company

should retain earnings for reinvestment or distribute them to shareholders (V. Barros,

Verga Matos et al., 2021). Several factors can influence a company's dividend policy. These

factors can vary depending on the company's financial solvency, industry, growth prospects,

and the preferences of its shareholders
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(Jafari-Sadeghi, 2022). Here are some common factors that can affect dividend policy such as

profitability, growth opportunities, financial stability, tax considerations, shareholders’

preferences, and economic conditions (Alzamora-Ruiz, 2021 ).

The theory of relevance or irrelevance of dividend policy has been debated among

researchers and practitioners for many years about whether the dividend policy is relevant

or irrelevant to the firm and investors’ value (Jacob, 2023). Researchers such as (L. Almeida,

Tavares, F., & Pereira, E, 2022) supported the view of dividend relevance that if the firm

pays the dividend this gives a signal to the investors that the firm is confident to earn its

stable and growing future profits and has more growth opportunities thus attract

investors and increase the company stock price. A company’s dividend policy can attract a

certain clientele effects of investors, if a company consistently pays high dividends, it may

attract income- oriented investors. On the other hand, if it retains most of its earnings, it

may appealmore to growth-oriented investors (Chang, 2022; Jacob, 2023; Kumar, 2016).

The dividend irrelevance theory was proposed by economists such as (J Lintner,

1956) and (Miller, 1961) who argued that dividend policy is irrelevant and has no

significant effect on stock price and overall firm value. According to this view, investors don't

care if they receive dividends or capital gains because the investors can create their

desired cash flows by selling shares if they require cash. Dividend policy is closely tied to

the capital structure of the company because when a company pays out a significant portion

of its earnings as dividends, it reduces the equity andfunds available for reinvestment in the

business. This might lead the firm to rely more on debt financing to fund its growth and

investment opportunities, potentially increasing its leverage and altering its capital structure

(N. Lee, Lee, J, 2019).

In addition, the dividend policy can influence a company's investment orcapital

budgeting decisions. Because when a company decides to retain earnings inplace of

paying them out as dividends, it increases the funds available for internalinvestments,

capital expenditures, research and development, and other growthinitiatives,

conversely, a company with a more dividend payout ratio may have lessretained earnings

for investments, thus need funds for capital budgeting can shapethe dividend policy

(V. Barros, Matos, P.V., Sarmento, J.M., Vieira, P.R 2021).

Furthermore, the dividend policy can also affect a company's financing decisions. If

more dividends are paid by organizations consistently, the firm mightthen raise external

funds through debt and equity issuance, because when a company
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pays out a significant portion of its earnings as dividends, it reduces the funds available for

internal financing. This may lead the company to rely more on externalsources of financing.

On the other hand, a lower dividend payout ratio can indicatethat the company is retaining

earnings to fund the future growth, which may make it more attractive to potential investors

(Khan, 2020).

However, Share repurchase by the company is often considered with the dividend

policy because the firms use surplus cash to buy back the company shares from the open

market, to return cash to shareholders instead of increasing dividend payments and thus

reducing their free cash flows (Ammar Hussain 2022). This happens when the firms with

strong cash flows and cash reserves but the smaller companies with limited financial

resources may need to be more cautious about using their available capital for buybacks due

to their chances of growth and investment opportunities (Schepens, 2018).

Whereas the decision to pay regular or irregular dividends depends on several factors,

including the company's financial performance, cash flow position, capital requirements,

growth prospects, and shareholder expectations (Dongmin Kong, 2023). Companies with

stable and consistent earnings may be more inclined to payregular dividends to maintain

investor confidence and attract income-oriented shareholders (Sindhu, 2020).

However, companies having a significant growth or on investment phases may opt

for irregular dividend payments (Zia, 2017) therefore retain earnings for reinvestment or

to manage cash flow fluctuations. But the firm may decide to pay agrowing dividend when

it has a strong financial position, consistent profitability, and positive cash flow trends

(Sindhu, 2020). In this situation, the corporations aim to signal their financial health,

future prospects, and show commitment for the rewarding shareholders, whereas the firm

may opt for a constant dividend when it wants to maintain a stable payout to

shareholders, regardless of fluctuations in earnings or cash flow (Zarah J, 2019). This

approach is commonly observed in companies that prioritize stability, reinvestment

opportunities, or a consistentdividend yield.

However the dividend policy issue got attention through different theories such as

the bird in hand theory, (J. Lintner, 1962) and (Gordon, 1963) the dividend relevance or

irrelevance model (Miller, 1961), and the residual theory of dividend policy. Literature

regarding dividend policy is concentrated on the financial aspect of
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the companies in which the decision of dividend payout is related to the role of taxation.

Another aspect of the literature about dividend policy is concerned with the stock prices. But,

the debate of dividend policy, literature relative to the types of shareholders and stock

trading volume is much inconclusive and inadequate (Victor Barros, 2021). Therefore this

research has filled this gap also. Further, to evaluate the company’s dividend payout policy

through the stock market ownership, taxation and the firm’s own determinants of financial

characteristics is the primary objective of this research through.

Problem Statement

An effective dividend policy can help firms to maximize the wealth of shareholders.

Dividend policy can be a driving force to attract potential shareholders to buy the stocks.

This has triggered the stream of studies struggling to identify the factors thatdetermine the

dividend policy. However, the evidences of these studies are inconclusive and their

validity in Pakistan is not confirmed. Therefore this study isintended to investigate what

determinants explain the dividend policy of firms operating in Pakistan.

Research Gap

Despite the sufficient literature available regarding the dividend policy. But yet there is a

sufficient gap using the novel variables. Those so far have not been brought into

consideration (Maqsudi, Rachmawati et al., 2022)..

Use ofNovel Variables

The literature around the globe also got less attention regarding the stability of dividend

policy which is affected by stock trading volume. The work for suppose (Al- Yahyaee, Pham et

al., 2020) and (Chazi, Boubakri et al., 2021) their research was done on the dividend policy

during the tax-free environment in South Korea without keeping in view of the stock

trading volume. Specifically, the dividend income is made from venture capital firms,

investment funds, and transmission line projects or businesses located in certain economic

zones in Pakistan. Those that were established on or after July 1, 2015, are not taxed for ten

years (BOI, 2020-21).On the other side, the studies regarding the types of firms'

stockholders about dividend policy is much limited (Victor Barros, 2021). Therefore the

emphasis on the proportion of the shares outstanding in free float in our study is another

value addition in the literature. Keeping in view the ownership determinants, mainly
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owned by individual investors. That is expected in our analysis to be the factor that most

significantly determinesthe dividend policy.

Literature Review

The literature will also address the issues regarding the firm dividend policy keepingin view

the financial characteristics of firms such as the size, growth and investmentopportunities,

profitability, and so on. Finally, this research also covers the discussion regarding some novel

variables. Such as market free float, stock trading volume.

Dividend Policy and Taxation

The majority of literature regarding different researchers such as (Brav, 2020; Elton, 2018;

Michaely, 2017; J. Poterba, & Summers, L, 2019) advocating the case that the dividend

policy of the organization is affected by the choice of whether companies should restore

worth to the stockholders via dividends or stock buybacks(Simshauser, 2023),(Chetty,

2020). Taxes, however, are a major factor in this choice (Pérez-González, 2018). Due to the

disparities in the dividends and stock buyback are taxed, the investors usually prefer to

benefit from the buyback option at the fairmarket value (J. Poterba, 2019). This option is

offered by the firms to the investors at the time of companies having more reserve (Black,

2019). And thus addresses the issues relative to the taxes and dividends.

This decision is also influenced by the company's having sort of stockholders and in

terms of liquidity. Therefore the different owners will have different priorities (Neugebauer,

Shachat et al., 2023). When taxes on dividends and capital gains (the taxation over

repurchase) are equal, the investor typically favors dividends (Dahlquist, 2018). Investors,

who like capital gains, typically favor buybacks when tax rates are high (Elton, 2018).

This is due to the limited exemptions and benefits associated with capital gain. Similarly

to this, investors prefer to favor biggerdividends. If either their taxes or tax brackets are

decreased. This happens when (J.Poterba, & Summers, L, 2019), firms frequently vary their

dividend payouts according totaxation changes.

Dividend Policy and Market

The stock price of a corporation is affected by the declaration of the dividends (Seida, 2020).

Those firms pay the dividend have higher abnormal stock return than companies that

don't pay it (Anderson, 2020; Dewenter, 1988). The tax-induced clientele effect also exists

in the share market. This refers to a phenomenon where investors' behavior in the stock

market is influenced by changes in tax policies (Lewellen, 1978). Similarly, it is claimed

by both (KyungLee, 2022) and (Kasozi, 2023) that the dividend clientele effect has a major

impact on the selection of investors' investment in a newly established firm (Akbar, 2022).

However, some investors view stock repurchases by firms to be more flexible than dividend
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(WenyunYao, 2020).

Dividend Policy and Firm Determinants

A firm dividend policy is influenced by its unique characteristics. Like that the business

with higher growth opportunities frequently cut the dividend (La Porta, 2000). Due to

maintaining its growth which needs more capital inputs (L. Almeida,Tavares, F., & Pereira,

E, 2022). As a result, managers and investors who support astrategy for greater progress in

a company would typically be somewhat sensitive towards dividend.

Farinha (2020) discovered a conflict between dividend and firm size. Because the

smaller, high-growth companies often reinvest their earnings back into the business.

These companies typically prioritize reinvestment for future growth opportunities over

distributing dividends. Therefore, smaller firms hardly pay dividend compared the larger,

big established firms. In many cases, larger, well- established companies tend to pay

regular dividends (Akbar, 2022). Because these companies often generate stable cash

flows and have a history of consistent profitability, allowing them to allocate a portion

of their income as dividends. Therefore larger the firm, the more likely it is to have the

financial capacity to pay dividends.

Dividend Policy and Firm Investment

The nexus between dividend policy and investment is greatly explored in the literature.

The study of (Deng, 2023) and (Wang, 2019) proposed that the company investment and

dividend policy in big-IT firms is much more complicated in terms of the different opinions.

Their result found that the big IT product companies in China support the dividend policy

besides Taiwan. Because these high-tech firms need enough fund to finance their

innovation and R&D activities. Which reduces the cash holdings of such companies and

has an impact on dividend payments (Brown & Peterson, 2011).

Market Free Float and Dividend Policy.

According to dividend signaling theory, firms opt for dividend distribution policy toshow

their financial health and future prospects to investors. This attract the higher free float

thus can enhance the credibility and signaling effect of dividend payments
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(KyungLee, 2022). Simultaneously this can lead to a positive stock price reaction from the

market (Harakeh, 2020). However, firms with a smaller free float may face liquidity

constraints, particularly if a significant portion of shares is held by controlling

shareholders or strategic investors. In such cases, the firm's ability to pay dividends may be

limited due to the concentration of ownership. Conversely, firmswith higher free float may

have a good approach to the capital market, allowing them to meet their dividend demand

more easily (Denes, 2023).

Research Methodology
This research is innovative regarding previous literature by value adding the use ofnovel

variables using quantitative methodology through Eviews software.

Quantitative Analysis

However, the data analysis for the quantitative has been conducted using software such

as Eviews. Further for loading the graphs, the MS-Visio software was used. Hence all the

data was compiled through the MS Excel of the manufacturing companies. Those listed

on the Pakistan stock exchange (PSX) keeping in view the non-probability convenience

sampling of the panel secondary data from (2014 to 2023). This has been collected from the

annually published reports from the officialwebsite of the State Bank of Pakistan (SBP),

and this research is exploratory in research design.

Analyses of Techniques

However, the initial analysis has also considered the problems related to the normality of

data such as missing data, outliers, and multicollinearity. Further analysis has gone with

the pooled, fixed, or random effect models to consider the appropriateness of models

through the both Breusch Pagan and Hausman tests.
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ProposedResearchModel

Figure 3.1 Proposed Research Model

IndependentVariables Dependent Variable

Variables andHypothesis

The selection of variables for this research is primarily influenced by existing literature on

dividend policy. Consequently, this study aims to examine whether thevariables commonly

employed to analyze dividend policy are applicable in assessing the payout policy of non-

financial sector firms. The study has identified the following independent and dependent

variables for its investigation.

Dividend&Taxation
According to the birds in the hands and tax clientele theories, the way dividends aretaxed

might impact payout policy. If the dividend income is taxed > capital gains or interest

income then the firms perhaps be less inclined to distribute dividends, and investors may

prefer capital gains or interest-bearing investments (Livoreka, 2020) because capital gain is

often taxed at < dividends.

H1 The effective tax rate has an impact on the firm dividend policy.

H2 The firm’s dividend policy might be influenced by Dividend distribution tax

Shares in free float

The "free float" refers to the portion of a company's shares that are available to thegeneral

public including institutional and retail investors for trading in the open market,

excluding closely held shares available with firm inside management and large

institutions with a longer time lockup agreement such as a restricted shares
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because when a company's ownership is largely inclined by majority of shareholders

whether these are general public or insiders, dividend policy may be influenced by their

preferences (Al-Najjar, 2021). Therefore the shareholders who rely on dividend income may

push for higher dividend payouts. Conversely, firms with a diverse andwidely distributed

free float meaning that the shares are owned by a small group of owners may face less

pressure to pay dividends to meet their income needs (Firth, 2016).

H3 The Payout policy is align with the firm’s shares on the free float.

Stock Trading Volume

Trading volume can indirectly affect dividend policy due to tax considerations. For

example, if a significant portion of a company's shareholders prefers capital gain that is taxed

differently than dividends, the firm may not consider to disburse dividends and more

inclined to keep earnings or repurchase shares (Zagonel andTerra, 2018).

H4 Stock trading volume has an impact on the dividend policy.

Size

According to the birds in hand theory and the clientele effect the larger firms usuallypay the

more stable regular dividend thus attracting the income-focused investors. The mature

firms have more retained earnings available according the packing order theory, making it

easier to distribute dividends while still retaining sufficient fundsfor investments (Yemi,

2018).

H5 Firm size has an impact on the dividend policy.

Investment opportunities

The residual dividend model and the packing order theory suggest that the firms prefer to

use the retained earnings for such projects having a positive NPV and finally distribute the

remaining earnings as a dividend (Andaswari, 2022).

H6 The Firm’s investment opportunities affect the dividend policy.

Profitability

According to the dividend smoothing theory and the residual dividend model when a firm's

profitability is high and stable, it is more likely to pay regular and increasingdividends to

its shareholders (Amadi, 2022) thus allowing firms to use the additional funds for the

investment.

H7 Firms profitability is significantly aligned with the dividend policy.
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Control

variables

Leverage

If the higher proportion of debt/leverage the firm uses can limit the firm capacity to issue

dividend because the service debt often requires to pay regular interest (Tayachi, Hunjra et al.,

2023) which can consume a significant proportion of the internally available funds.

Liquidity

Companies having more sufficient cash reserves and current assets can maintain a stable

dividend policy because the firm has the resources to meet the dividend obligation

(KANAKRIYAH, 2020). Conversely, firms with low liquid assets may need to be more

cautious with their dividend payouts. Therefore such firms may choose to prioritize

liquidity and retain earnings to ensure they can meet their obligations (Sikveland, 2020).

Inventory Turnover

Inventory turnover measures, how quickly a firm generates its profits by the number of

times sells and replaces its inventory, therefore firms with a high turnover ratio typically

have more funds available to distribute as dividends and making it easier for a firm to pay

dividends (Affandi, Sunarko et al., 2019).

Return on Equity

According to the signaling theory, high ROE can signal the firm’s stability of future

financial performance. Firms with consistently high ROE might use dividends to signal

stability and confidence to sustain profits (Muchtar, Alias et al., 2023). Whereas the

residual, firms should pay as dividends from earnings that remain latter on meeting with

positive (NPV) projects. High ROE signifies profitability, potentially leaving more

earnings for dividends after reinvestment profitability (Yusup, Widyarini et al., 2022).

H8 There may be association among the control variables and the firms’ dividendpolicy.

Table 1 Measurement of Research Variables

Variables Description Source

Dependents Variables

Dividend per share Total Dividend / Share out: (Yusup, Widyarini et al., 2022).

IndependentVariables
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Effective tax rate Income Tax/EBT (Livoreka, 2020)

Dividend distribution

tax

Tax rate on the distributed

profit

(Livoreka, 2020)

Market free float Total shares available in open

market

(Al-Najjar, 2021).

Stock trading volume Number of shares traded (Zagonel andTerra, 2018).

Size Total assets (log) (Yemi, 2018).

Investment

opportunities

Total investment amount (Andaswari, 2022)

Profitability EBT/Sales (Amadi, 2022)

Control Variables

Leverage Debt to Equity = Total

Liabilities /Total Equity

Liquidity Current Ratio = Current

Assets /Liabilities

(Tayachi, Hunjra et al., 2023)

(KANAKRIYAH, 2020)

Inventory Turnover Sales/Inventory (Affandi, Sunarko et al., 2019)

Return on Equity Net income/ Total Equity (Yusup, Widyarini et al., 2022).

Table 2 Distributions of companies by sectors

The companies are listed according to their respective industries in the first column. The years

are represented in columns 2 to 10, relative to the different companies present annually. The

aggregate firms are shown at the last column after excluding those with missing data. While the

last row presents aggregates firms yearly. Trimming and winsorizing at 5 percent were applied,

where necessary, to exclude outliers using Eviews 10.

Economic Group: 2014 2015 2016 2017 2018 2019 2020 2021 2022
2014
to
2022

Textile 5 7 4 5 6 9 10 6 7 32

Cement 4 3 3 9 5 7 7 11 4 15

Food 5 4 6 8 9 13 11 12 13 14

Sugar 6 4 3 5 6 6 15 19 10 21

Total 20 18 16 27 26 35 43 48 34 82
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Table 3 Descriptive statistics

Descriptive statistics of the sample data is considered. As the row one indicates the mean, median,

minimum, maximum std. deviation and Jarque-Bera statistic is also reported showing the data is

normal for further analysis.

Mean Median Maximum Minimum Std. Dev. Skewness Kurtosis

2.20e-14 -0.000216 0.564944 -0.749927 0.28011 -0.744338 4.329922

Jarque- Bera 3.320707

Probability 0.190072

Table 4 Correlation Matrix

DividendPer
Share

Dividend
Distribution
Tax

Market Free
Float

Stock
Trading
VolumeSize

1

-0.023 1

0.211** -0.011 1

-0. 165**

0.091

-0.021

-0.121*

0.657***

0.765***

1

0.654*** 1

Profitability 0.131 -0.061 0.667*** 0.561*** 0.052 1

Leverage - 0.091 0.053 0.561*** 0.351*** 0.025 0.12* 1

Liquidity 0.031 -0.045 0.345*** 0.673*** 0.352*** 0.065 -0.16** 1

ROE 0.051 -0.134* 0.431*** 0.392*** 0.034 0.753*** 0.16** 0.15** 1

*** Significance at 1 percent, ** Significance at 5 percent; * significance at 10 percent.

Correlation Dividend Dividend Market Stock Size Profitability Leverage Liquidity ROE
Probability Per Distribution Free Trading

Share Tax Float Volume
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The market free float and stock trading volume are the main determinants of dividend policy.It can be

shown after analyzing the significant correlation result in Table 4. While there is no issue regarding

the multi-collinearity is observed.

Table 5 MODLE SUITABILITY: AUGMENTED DICKEY-FULLER - Fisher Chi-square

The suitability of regression model is ensured through the panel unit root test. As Column 1lists the

variable name, while Columns 2 to 4 present the t-statistic, p-value, and integration order.

Variables

At a Levels

t-statistics p- value Integration order

Dividend per share 287.989 0.002 l-0

Effective tax rate 324.024 0.000 l-0

Dividend distribution tax 326.486 0.000 l-0

Market free float 336.240 0.000 l-0

Stock trading volume 220.465 0.000 l-0

Size 259.872 0.000 l-0

Investment opportunities 282.123 0.000 l-0

Leverage 223.312 0.000 l-0

Inventory Turnover 313.684 0.000 l-0

Liquidity 217.564 0.000 l-0

Return on Equity 218.278 0.000 l-0

A panel unit root test is necessary to determine if the data is stationary, ensuring the suitability of

the regression models. The results of the Augmented Dickey-Fuller (ADF) Fisher Chi-square

confirm data stationarity for all variables, with p-values below 5% at the level of 1(0) integration

order, indicating no unit root in the series. Therefore, pooled regression, random effects, and fixed

effects models are the appropriate tests for analyzingthe panel data.

The statistical model used for data analysis is as follows:

DPS = 0i + 1(ETR) + 2(DDT) + 3(MFF) 4(STV) + 5(SIZE) +
6(IO) + 7(Lvg) + 8(Inv_TO) + 9(LQd) + 10(ROA) +

Where
DPS = The Measure of Dividend Per Share of the firm at time ETR
= Effective Tax Rate
DDT = Dividend Distribution TaxMFF =
Market Free Float
STV = Stock Trading Volume
SIZE = Size
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IO = Investment opportunities 0i = the intercept of the equation for firm
Inv_TO = Inventory Turnover 1 1 to 7 = coefficients of variables
LQd = Liquidity = the error term
ROA = Return on Assets = th firm in time

4. Results & Discussions

We employ three panel data regression models based on: Pooled OLS regression, Random Effect, and

Fixed Effect models. The results of these models are presented in Table 6. To determine the appropriate

model among these, the Breusch-Pagan and Hausman tests were performed. Based on the Hausman

testresults shown in Table 7, if the p-value is less than 5 percent, the null hypothesis (indicatingthat

the Random Effect model is appropriate) is rejected. Consequently, this section provides a

detailed analysis of the Pooled Regression, Random Effect, and Fixed Effect models.

Table 6 Results of Regression Analysis

This table shows the outcomes of different regression models. The intercept C is placed tothe top

of variables in first column. Whereas the columns 2 to 7 are showing the coefficients and p-value

results of Polled, Random and fixed effects models respectively.

Variables

Pooled
Regression

Coefficients Prob.

Random

Effect Model

Coefficients Prob.

Fixed Effect

Model

Coefficients Prob.

C 0.825 0.000 0.697 0.016 -0.678 0.140

EffectiveTax rate -0.013 0.883 -0.017 0.891 -0.017 0.050

Dividend
Distrb.Ta
x

0.058 0.118 0.809 0.276 0.023 0.048

Markt.Fre Float 0. 612 0.001 0.311 0.044 0.541 0.044

Stk.Trading
Volume

-0. 665 0.000 -0.292 0.678 -0.292 0.027

Size -0.514 0.010 0.391 0.030 0.391 0.040

Invst: Opt -1.494 0.003 -0.331 0.003 -0.333 0.183

Profitability 0.442 0.004 0.637 0.020 0.637 0.003

Leverage -0.519 0.000 0.085 0.001 0.085 0.063

Liquidity -0.031 0.917 0.106 0.301 0.106 0.032

Invntry TO 0.001 0.978 -0.003 0.903 0.063 0.041

ROE 0.237 0.000 0.546 0.008 2.546 0.048

R-squared 0.263 0.059 0.799

Adjusted R- 0.249 0.041 0.771
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squared

Durbin-Watson
stat

0.536 1.336 1.701
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Table 7. Hausman Test

This table concludes that the result of fixed effect model is better to be considered than therandom

effects. This is because the P – value is less than 5% and rejects the null hypothesisthat the random

effect model is better. Before that we also run the Breusch Pagan test which rejected the Pooled

ordinary least square regression model at the p value of less than 5% confident interval.

Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross Sections Random 39.366549 14 .0003

Since the result of fixed effects model has given most important facts regarding market freefloat and

stock trading volume. Those results have been remained gap so far in the existing literature.

However findings can proved the market free float has a positive strong significant at 1% impact on

firm dividend policy. It is due the majority of individual and institutional investors prefer regular

dividend or because companies with larger free floats tend to have higher liquidity, more stable

stock prices, and a diverse investor base that prefers regular dividends. This finding is consistent

with signaling theory.

Another key finding is that stock trading volume has a significant negative effect on a firm'sdividend

policy. This is because shareholders may prefer capital gains, which are taxed lower than dividends; the

firms in this case withhold dividend distributions.

Conclusion & Future Research

This study includes a sample of data from 82 non-financial firms, covering the period from2014 to

2023, obtained from the annual published reports available on the official website ofthe State Bank of

Pakistan. Various statistical procedures were employed. First, trimming and winsorizing were

performed to remove outliers. To address multi-collinearity issue, the correlation matrix was

considered. Finally, the Jarque-Bera test was applied to check the normality of the data. Further

the panel unit root test was considered to confirm the suitability of regression models. To

determine the different characteristics of dividend policy, pooled OLS regression, as well as fixed and

random effects models was used.

The Result of fixed effects model revealed key insights on market free float and stocktrading

volume, filling a gap in existing literature. The findings show that market free floathas a strong,

significant positive impact (at 1%) on firm dividend policy, because higher liquidity and stable

stock prices attract investors who prefer regular dividends. This aligns with signaling theory.

Another key finding is that stock trading volume significantly negatively impacts a firm's dividend

policy, as shareholders may prefer lower-taxed capital gains over dividends. The relationship

between market free float, stock liquidity, and corporate governance mechanisms could be
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explored to understand how governance practices affect dividend distributions in firms with

higher market free float. Also this study did not examine the payout policies of the sample firms

before and during the COVID-19 pandemic. Therefore, we strongly encourage future researcher to

investigate how thissignificant event influenced changes in firms' dividend policies.
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