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Abstract 

Purpose - Determinants of stock price has remained a heavily investigated issue in 
corporate finance. After the work of Nobel Laureate Modigliani and Miller, much has been 
written on the dividend policy of the firms. The current study is also an attempt in this 
regard, which investigated the determinants of stock prices in Pakistan. 
Methodology - A sample of 83 firms was selected from 10 non-financial sectors of 
Pakistan Stock Exchange (PSE) from 2010 to 2014. Stock Dividend per Share, Retention 
Ratio, Earnings per Share, Net Profit after Tax and Return on Equity were used as 
independent variables to study their effect on stock prices. Interest rate and political 
instability were taken as moderating variables.  
Findings - The results of this study were based on Panel Least Squares model as it has 
a suitable tool to get useful findings. Eviews-7 was used for data analysis. Seven study 
hypotheses were developed out of which four hypotheses were accepted and three 
hypotheses were rejected on the basis of data analysis. It was found that dividend has a 
positive and significant relationship with the stock price, whereas the relationship of 
retention ratio, and Profit after tax was not significant for predicting the stock prices in 
Pakistan. Earnings per share and return on equity have significant relation with stock 
price. However, our overall model is fit as empirical results of Probability value were 
noted as 0.0000 (P<0.05). It was concluded that interest rate plays a moderating role but 
political instability does not have a moderating effect on the relationship between 
determinants of stock prices and market value of stocks in Pakistan. 
Practical Implication – Corporations can easily identify the importance of Impact of 

Dividend, Retention Ratio, Profit after Tax, Earnings Per share, and Return on Equity on 
Stock. 
Originality/Value – Previously many studies are conducted and their findings is similar        

with our study results shows the importance of impact of dividend.  
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1.0 INTRODUCTION  

The factual objective of the corporate entities is to exploit the shareholders’ capital. 

Gitman in 2006 said, Investment in corporate share is a prevalent Investment action by the 

general public. To invest or not in a specific stock, shares prices are used by the financiers 

(investor) as best significant indicators. Their major objective of placing resources into capital 

markets is to increase the normal return at small level of risk. Payment of Dividend is a 

significant part of stock return to stockholders. Dividend payment could give an indicator to the 

experts that the company is conforming to great corporate governance practices (Jo and Pan, 

2009). 

Stock price was very generally used by researchers in the studies for Financial 

Managements and Corporate Finance since the Joint Stock Companies start working. The first 

joint stock company, British East India Company in 1913 company issued stock to public and 

declared first dividend in 1661 (Davis, 1917). It was the start of giving dividends and the rules of 

policy for dividend were also declared. Booth & Cleary in 2010 had explained that dividend 

policy is a most important policy made by the management of a company to make a decision 

that what proportion of the profit after tax was distributed to the shareholders and how much of 

this profit was retained to accomplish the financial requirements of firm (Fama & French, 1992). 

Fama in 1991 focused on dividends as well as the other variables for cash flow like, profit after 

tax, investment, and industrial production to describe stock returns. Baker, Mukherjee and 

Paskelian in 2006 described the behavior of managers of the Norwegian firm, which for 

designing the dividend plan used the survey techniques. The findings of this study indicated that 

stability of earnings, either current or future earnings, existing degree for the financial leverage 

and also the liquidity were the core determinants that company executives considered for 

designing the dividend strategies. 

So, we can say that determinants of stock price has remained a heavily investigated 

issue in corporate finance. After the work of Nobel Laureate Modigliani and Miller, much has 

been written on the dividend policy of the firms. The current study is also an attempt in this 

regard, which investigated the determinants of stock prices in Pakistan. 
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2.0 LITERATURE REVIEW 

Hunjra in 2014 carry outed a study on impact of dividend policy, earning per share, 

return on equity, and profit after tax on stock prices results showed dividend payout ratio and 

dividend yield has important impact on stock price. Dividend yield has negative important impact 

on stock prices and dividend payout ratio has positive important impact on stock prices. These 

results are against the dividend inconsequence theory. 

Pradhan in 2003 explicated the influence of retained earnings and dividend 

disbursement on market price of stock a case study of Nepalese listed corporations. Study show 

result is that dividend disbursement has strong positive connection with market price of stock 

however retained earnings have very weak connection with market price of stock. The results of 

this study also explain that stockholders of Nepalese firms more significance with dividend 

income with compare to capital gains. Pani in 2008 identify  the Dividend Retention Ratio is in 

case of single sector absolutely linked with stock return but statistically it is not important 

association among the dependent variable and independent variables. 

Farazida in 2015 used the retain earning as one element to find the effect on 

shareholders’ wealth of dividend policy.  Result indicated that shareholders’ wealth of Shariah 

and Non-Shariah companies have affect from retain earning. Discovering’s by Oladipupo and 

Okafor in 2011 proof that retained earnings have highly positive association with shareholders’ 

equity. Khan in 2009 study indicated that higher retained earnings are the main cause of higher 

share prices. Al-Troudi and Milhem in 2013 also proven that a connection between retain 

earning per share and closing price of stock is highly important and positive.  

Joshi in 2012 similarly confirmed the connection of retain earning and stock price. On 

the other hand, Bhana in 1992 initiate that there is not any guarantee that shareholders wealth 

increase due to retained earnings. A study conducted by Okafor, Mgbame and Chijoke-Mgbame 

in 2011 dividend yield showed a adverse influence on stock price risk but dividend payout ratio 

also displayed negative impact in few years in the Nigerian Stock Exchange market. 

Adesola & Okwong in 2009 initiate the decision of dividend is depend on the earning of 

firm, earning per share and last year dividend payment but size and growth have not any effect 

on dividend policy. Nazir in 2010 research on the topic of “effect of dividend policy on stock 

prices”. Outcomes of this study presented that dividend yield and dividend payout had 
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significant influence on stock prices of Pakistan stock market. While leverage and size have 

negative effect but growth and Earning had positive significant effect on market prices. 

Hunjra in 2014 carry quoted a study of influence on return on equity, dividend policy, 

Profit after tax and earnings per share on stock prices. The results showed profit after tax and 

earnings per share have significant positive connection to stock price which means that the 

firms with high earning per share and profit after tax has high stock price. Return on equity has 

unimportant positive influence on stock prices. Johannes and Mvita in 2013 conducted a study 

on the impact of dividend disbursements on Shareholders’ capital. Their study was carry out to 

decide the connection between dividend disbursements and market price of stock by groping of 

46 dividend paying companies listed on the Johannesburg Securities Exchange for the period 

sixteen year from 1995 to 2010. They used the panel data analysis and apply random effect 

models they found positive connection dividend with equity shareholders. But three variables 

(market price, dividend per share and earnings per share) were are unsatisfactory. 

Raballe & Hedensted in 2008 a case study of Denmark. The research period was 1988-

2004 they identified the positive connection among Return on Equity, Cash Dividends, Retained 

Earnings, Size of company business and last year Profit. They were not capable to discover any 

connection between Debt Equity Ratio and Dividend Result of Firm. Kumaresan in 2014 shows 

in his work, he used return on equity (ROE) as a factor to determine the shareholders ‘equity. 

He define that return on equity is completely linked with shareholders' equity. Some other 

researches about this also be done by (Thanatawee, 2011). Hadi in 2013 and Al-Masum in 

2014 they described empirically that profitable companies would pay high dividends from 

periodically profits of company. Accordingly all those firms which have high ROE seem to paid 

high dividends to their shareholders and vice versa. Farazida in 2015 they use the return on 

equity as one factor to determine the impact of dividend policy on shareholders’ investment. The 

result showed that the return on equity has an important factor affecting the shareholders’ 

wealth of Shariah and Non-Shariah companies. 

Zahid in 2010 conducted a study on variables which were related to macroeconomics 

and equity market index. He found that impact of inflation and interest rate has negative impact 

on equity market of Pakistan. Salman Khan in 2014 conducts the study on macroeconomics 

variables and its impacts on stock prices. He found that a moderate association between stock 

price and interest rate but contrary in nature. It means that if rate of interest increase, stock 
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prices of companies’ decrease, which give the strength to previous empirical researches, which 

were done by many scholars and researchers in the pas 

 

 

 

 

 

 

 

 

 

 

Figure 1 Conceptual Framework 

 

2.1 Research Hypotheses 
 

H1: Dividend is positively correlated with stock price. 

H2: Retention ratio is negatively correlated with stock price. 

H3: Earnings per Share are positively correlated with stock price. 

H4: Return on Equity is positively correlated with stock price. 

H5: Profit After Tax is positively correlated with stock price.      

H6: Interest Rate has moderating effect on the relationship of (dividend, retention ratio, earning 

per share, profit after tax, return on equity,) and Stock Price.  

H7: Political instability has moderating effect on the relationship of dividend, retention ratio, 

Profit after tax, Earnings per share, return on equity and Stock Price. 

3.0 RESEARCH METHODOLOGY 

3.1 Population and Sample Description 

From 10 non-financial sectors Sample of 83 PSE listed dividend paying companies was 

used to find the effect of different variables on stock price for a period of 5 years from 2010 to 

2014. 
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3.2 Data Collection Method / Procedure 

This research was based on secondary data. Concerning the empirical analysis, Data 

were collected from different resources like PSE web site (www.PSE.com.pk), State Bank of 

Pakistan web site, (www.sbp.org.pk ) Business recorder magazine, and firm’s websites etc. for 

a period of 5 years from 2010 to 2014. 

The sample consists of 10 non-financial sectors listed at Pakistan stock exchange of 

Pakistan like Automobile and Parts, Chemicals, Electricity, Food Producers, General Industrials, 

Household Goods, Personal Goods, Industrial Metals and Mining, Oil and Gas Producers, 

Pharma and Bio Tech. There were stocks prices are taken as average of four quarters of each 

year 31st March, 30th June, 30th September and 31st December respectively. The values of 

interest rates also applying this method. 

3.3 Data Coding and Analysis Techniques 

Panel data approach was used to measure the determinants of stock prices. Market 

Price (stock price) is taken as criterion variable (dependent variable), it was calculated by using 

(1980) Parkinson method of peak values in the place of day end prices or opening prices or 

average of closing prices and opening prices. Retention Ratio, Dividend per Share, Earnings 

per Share, Net Profit after Tax and Return on Equity are used as independent variables to study 

their impact on stock prices (market price). The interest rate and political risk are taken as a 

moderate variables and political risk is also a dummy variable. Results of this study based on 

panel Least Square Model (PLSM) regression model as it appropriate tool to develop useful 

findings. To accept or reject the null hypothesis 5% level of significance used.  

 

 

 

 

 

http://www.kse.com.pk/
http://www.sbp.org.pk/
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4.0 RESULTS AND DISCUSSIONS 

Table 1: Panel Least Squares Model: Dependent variable: Stock Price 

 

Table 1 shows that overall model is significant. The value of R- square is near to 10% 

which explained the stock price with the given independent variables and moderating variable. 

There is total five independent variables Dividend, Retention ratio, Profit after tax, Earning per 

share, Return on equity, and one is Moderated variable that is Interest rate. This result is quite 

different from the values of model where I not check the impact of interest rate. Without 

moderator the value of R- squared is 66% and out of five independent variables three variables 

have significant impact on stock prices and two  

Insignificant impacts on stock prices. The p- Value less than 0.05 (5%) it means is that 

model has a significant impact on stock price. So this result is also proved that interest have a 

moderated impact on the relation of independents variables and constant variable. 

Table 2: Panel Least Squares Model: Dependent variable: Stock Price 

 

Variable Coefficient Std. Error t-Statistic Prob. 

(DIV+RR+PAT+EPS+ROE)*IR 0.027922 0.013895 2.009429 0.0451 

R-squared Adjusted R-squared F-statistic Prob(F-statistic) 

0.009682 0.007284 4.037807 0.045142 

Variable Coefficient Std. Error t-Statistic Prob. 

(DIV+RR+PAT+EPS+ROE)*PR 0.003754 0.00258 1.45639 0.1460 

R-squared 

Adjusted R-squared 

F-statistic 

Prob(F-statistic) 

0.005110 0.002701 2.121064 0.146045 
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Table 2 shows that overall model is not significant. The value of R- square is more than 

5% which explained the stock price with the given independent variables and moderate variable. 

There is total five independent variables Dividend, Retention ratio, Profit after tax, Earning per 

share, Return on equity, and one is Moderated variable that is political instability. This result is 

quite different from the values of table 1 where we not check the impact of political instability. 

Without moderator the value of R- squared is 66% and out of five independent variables three 

variables have significant impact on stock prices and two insignificant impacts on stock prices. 

The p- value 14.60% which is greater than 0.05 (5%) it means is that model has not significant 

impact on stock price. So this result is also proved that political instability has not moderated 

impact on the relation of independents variables and constant variable (Stock price). 

 

Table 3: Panel Least Squares Model: Dependent variable: Stock Price 

 

Table 3 Shows that over all models is significant. The value of R- square is 65.67% 

which explained the stock price with the given independent variables. There is total five 

independent variables out of five variables three variables have significant impact on stock 

prices and two insignificant impact on stock prices. Dividend has a p- value less than 0.05 which 

means it has significant impact on stock price. Its coefficient 1.627489 which show a positive 

relation between dividend and stock price. Retention Ratio has a p- value less than 0.05 which 

is 0.00 that means it has significant impact on stock price. Its coefficient -6.397377 which show 

a negative relation between Retention Ratio and stock price. Third independent variable is Profit 

after Tax it has a p- value greater than 0.05 which is 0.3835 that means it has insignificant 

impact on stock price. Its coefficient 0.000842 which show a positive relation between Profit 

after Tax and stock price. Second last independent variable is earning per share it has a p- 

value less than 0.05 which is 0.0475 that means it has significant impact on stock price. Its 

coefficient 0.298358 which show a positive relation between Earning per share and stock price. 

Its coefficient is 0.298358 which mean that 1 unit increase in Earnings per share causes 

Variable Coefficient Std. Error t-Statistic Prob. 

DIV 1.627489 0.063244 25.73353 0.0000 

RR -6.397377 0.886634 -7.215349 0.0000 

PAT 0.000842 0.000965 0.872376 0.3835 

EPS 0.298358 0.150071 1.988121 0.0475 

ROE -83.10165 64.51164 -1.288165 0.1984 

R-squared Adjusted R-squared F-statistic Prob(F-statistic) 

0.656756 0.652560 156.5146 0.000000 
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0.298358 increases in stock price. The last independent variable is Return on Equity its p- value 

is greater than 0.05 which is 0.1984 its mean that return on equity have insignificant impact on 

stock price. Its coefficient is -83.10165 which show a negative relation between return on equity 

and stock price. 

5.0 CONCLUSION 

The objective of this study was to provide quantitative evidence on the factors that 

determine the stock price movements in Pakistan. Previous studies on the determinants of stock 

price movements in Pakistan have been done on theoretical basis with less quantitative 

empirical evidence to back their conclusions. The findings of this study indicate that monetary 

variables (which includes profit after tax and return on equity) are not determinants of stock 

price in Pakistan during form 2010 to 2014. Furthermore, the results show that dividend, 

retained earnings and earnings per share are major determinant of stock price movements in 

Pakistan. 

The inherent implication of this study is that dividend has a significant impact on stock 

price. Its coefficient 1.627489 which show a positive relation between dividend and stock price. 

Retention Ratio has a P-value more than 0.05 which means it has insignificant impact on stock 

price. Earnings per share it has a p- value less than 0.05 which is 0.0475 that means it has 

significant impact on stock price. Its coefficient 0.298358 which show a positive relation between 

Earning per share and stock price. Its coefficient is 0.298358 which mean that 1 unit increase in 

Earnings per share causes 0.298358 increases in stock price. There is significant relation of 

return on equity with stock rice. The R- squared is 0.04984 and p- value is also 0.0000 so these 

results tells that stock price have effect due to the changing in the return on equity. The Profit 

after Tax which has R- squared is 0.006930 and p- value is also 0.0903 so these results 

revealed that stock prices have not been affected due to the movements in the profit after tax. 

The results of the study proved the effect of interest rate on the relationship between 

determinants of stock prices and market value of stock prices in Pakistan.  Results of the study 

did not support the effect of political instability on the relationship between determinants of stock 

prices and market value of stock prices in Pakistan. 

 



South Asian Journal of Banking and Social Sciences,  

Vol. 02, No.01 (2016), ISSN: 2410-2067 
© Institute of Banking & Finance, BZU Multan 

 
 

102 
 

REFERENCES 

 

1. Adesola, W. A., & Okwong, A. E. (2009). An empirical study of dividend policy of quoted 

companies in Nigeria. Global Journal of Social Sciences,8(1), 85-101. 

2. Akit, F. M., Hamzah, N. H., & Ahmad, N. (2015). Impact of Dividend Policy on the Shareholders’ 

Wealth: Shariah vs Non-Shariah Companies. 

3. Al Troudi, W. (2013). Cash dividends, retained earnings and stock prices: Evidence from 

Jordan. Interdisciplinary Journal of Contemporary Research in Business, 4(12), 585. 

4. Baker, H. K., Mukherjee, T. K., & Paskelian, O. G. (2006). How Norwegian managers view 

dividend policy. Global Finance Journal, 17(1), 155-176. 

5. Bhana, N. (1992). The share price Reaction on the Johannesburg Stock Exchange to Major Shifts 

in Dividend Policy. 

6. Fama, E. F., & French, K. R. (1992). The cross‐section of expected stock returns. the Journal of 

Finance, 47(2), 427-465. 

7. Gitman, Lawrence J. and Zutter, Chad J. (2012). Principles of Managerial Finance. USA: Prentice 

Hall 

8. Gordon, M. J. (1962). The savings investment and valuation of a corporation.The Review of 

Economics and Statistics, 37-51. 

9. Hunjra, A. I., Ijaz, M. S., Chani, M. I., & Mustafa, U. (2014). Impact of Dividend Policy, Earning 

per Share, Return on Equity, Profit after Tax on Stock Prices. 

10. Jo, H., & Pan, C. (2009). Why are firms with entrenched managers more likely to pay 

dividends? Review of Accounting and Finance, 8(1), 87-116. 

11. Joshi, R. (2012). Effects of Dividends on Stock Prices in Nepal. NRB Economic Review, 24(2), 

61-75. 

12. Raballe, J., & Hedensted, J. S. (2008, April 12). Dividend Determinants in Denmark. Retrieved 

from http://papers.ssrn.com. 

13. Khan, M. S. (2014). Macroeconomic Variables & Its Impact on KSE-100 Index. Universal Journal 

of Accounting and Finance, 2(2), 33-39. 

14. Khan, S. H. (2009). Determinants of share price movements in Bangladesh: Dividends and 

retained earnings. Applied Financial Economics, 6, 175-188.Institute of Development Economics, 

Pakistan 

15. Kneeland, G. J., & Davis, K. B. (1917). Commercialized Prostitution in New York City. Century 

Company. Listed in Dhaka Stock Exchange. Global Disclosure of Economics and Business, 3(1). 

16. Masum, A. A. (2014). Dividend Policy and Its Impact on Stock Price–A Study on Commercial 

Banks Listed in Dhaka Stock Exchange. Global Disclosure of Economics and Business, 3(1). 

http://papers.ssrn.com/


South Asian Journal of Banking and Social Sciences,  

Vol. 02, No.01 (2016), ISSN: 2410-2067 
© Institute of Banking & Finance, BZU Multan 

 
 

103 
 

17. Azir, M. S., Nawaz, M. M., Anwar, W., & Ahmed, F. (2010). Determinants of stock price volatility 

in Pakistan stock exchange: The mediating role of corporate dividend policy. International 

Research Journal of Finance and Economics, 55, 100-107. 

18. Okafor, C. A., & Chijoke-Mgbame, A. M. (2011). Dividend policy and share price volatility in 

Nigeria. Jorind, 9(1), 202-210 

19. Oladipupo, A. O., & Okafor, C. A. (2011). Control of Shareholders’ Wealth Maximization in 

Nigeria. Journal of Business Systems Governance and ethics, 6(1), 19-24. 

20. Pani, U. (2008). Dividend Policy and Stock Price Behaviour in Indian Corporate Sector: A panel 

data approach. Indian institute of technology.[Online] Available from: http://ssrn. com/abstract, 

1216171. 

21. Pradhan, R. S. (2003). Effects of dividends on common stock prices: The Nepalese evidence. 

Research in Nepalese Finance, Kathmandu: Buddha Academics. 

22. SH, E., MH, Y., & HADI, A. (2013). The Dividend Payout Policy–A Comparison On Malaysian 

Islamic And Conventional Financial Institutions. Journal of WEI Business and Economics-August, 

2(2). 

23. Thanatawee, Y. (2011). Life-cycle theory and free cash flow hypothesis: Evidence from dividend 

policy in Thailand. International Journal of Financial Research, 2(2). 

 


