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ABSTRACT

Indian Pharmaceutical Industry is among the top six global pharmaceutical producers in the world and is the largest provider

of generic drugs globally. This study seeks to understand about the Pharmaceutical Industry along with the impact of Dividend

payout ratio on financial performance of selected firms in Pharmaceutical Industry and for the same top 10 firms under the

Pharmaceutical industry have been selected. Return on Equity (ROE), Current Ratio (CR) and Return on Asset (ROA) have

been taken as proxies for the performance of Indian Pharmaceutical companies for collecting data for 5 years from 2014 to

2018 and Dividend per share has been taken as proxy for Dividend Payout Ratio. The data for all the given proxy variables has

been collected from the secondary sources - companies website, financial publications etc. Correlation and Simple Regression

Technique have been employed for the purpose of data analysis. The results of the study have been concluded under the heading

results and discussion and the same is being supported by available literature.
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INTRODUCTION

The Pharmaceutical Industry in India is the largest provider of
generic drugs globally and is among the top six global
pharmaceutical producers in the world. Pharmaceutical
companies may deal in generic or brand medications and
medical devices; also, they are subject to a variety of laws and
regulations that govern the patenting, testing, safety, efficacy
and marketing of drugs. Indian vaccines are exported to 150
countries and produces 40-70 per cent of the WHO demand
and 90 per cent of measles vaccine. Presently over 80 per cent
of the antiretroviral drugs used globally to combat AIDS
(Acquired Immune Deficiency Syndrome) are supplied by
Indian pharmaceutical firms.

On the other hand, the Dividend Payout Ratio is the ratio of
the total amount of dividends paid out to shareholders relative
to the net income of the company. It is the percentage of
earnings paid to shareholders in dividends. The amount that is
not paid to shareholders is retained by the company to pay off
debt or to reinvest in core operations.

The study is about analyzing the impact of Dividend Payout
Ratio on the financial performance of Pharmaceutical industry.
As dividend payout ratio provides an indication of how much
money a company is returning to shareholders versus how much
it is keeping on hand, thus analyzing an impact on firm’s
profitability, investment and earnings per share would help in
interpreting the financial performance of the firms in the Indian
Pharmaceutical Sector.

LITERATURE REVIEW

Narang (2018) undertook the study with the objective of
investigating the influence of dividend policy on firm’s
performance and shareholders’ wealth. The sample of 20 firms
was picked up for the study which were listed in NSE and the
period under consideration was from 2012-2017. The statistical
technique correlation and regression analysis method were
employed for analyzing the collected data. The results of his
study concluded that the dividend policy measures are not
significantly correlated with earnings per share, price earnings
ratio and dividend payout as dividend policy, return on equity
and return on assets as firm performance measures.

Ganesh & Suresh (2018) studied the pattern of dividend payout
ratio of the 250 companies that are listed in National Stock
Exchange of India. 30 companies each were selected from
various category of capitalization such as large cap,mid cap
and small cap during the period of 2014-2015, 2015-2016 and
the financial parameters such as Corporate tax, profitability,
Sales growth, Debt to equity ratio & Cash flow position were
analyzed. The statistical technique correlation and regression
analysis method were employed for analyzing the collected
data and the results revealed that there is a positive relationship
between Profitability and both standard & adjusted dividend
payout. Even though relationship between some determinants
and dividend payout are not the same for all three sectors.

However, it was found that the significant relationship is found
only in same determinants for all the three sectors of India.

Thirumagal & Vasantha (2018) analysed the impact of dividend
payout on shareholders wealth for five important industries in
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India viz, Automobile, Infrastructure & Construction, Energy,
Information Technology and Pharmaceutical industry. This was
executed by using 15 years data from the year 2001 to 2015.
The methodology applied under study was panel data regression
and paired t test. The results concluded that dividend payout
had a significant negative impact on shareholders wealth for
majority of the industries, that means, payment of more
dividend would reduce the shareholders wealth. The results
further revealed that the announcement of dividend impact the
closing share price of the companies and they noticed a
significant difference in share price between pre and post
dividend announcement.

Gangil &Nathani (2018) investigated the dividend policy of
the FMCG sector which is listed on NSE 100. The data for the
period of 10 years between 2007 and 2016 was studied in order
to analyze the determinants of dividend payout by using factor
analysis and its impact on Dividend payout ratio by using
multiple regressions. Results of factor analysis came out with
5 important factors namely profitability indicators, firm size,
liquidity, growth opportunities and market value and it was
found that growth opportunities and profitability influences
the dividend decision positively and are the main determinants
of dividend policy.

Nusrathunnisa & Duraipandian (2017) discussed the variables
which determine the dividend policy of Indian banks. For this
they took a sample of 21 banks in Indian banking sector for
the period 2006 to 2015and used various statistical tools such
as Mean, Standard Deviation, Coefficient of Variation, and
ANOVA to perform analysis. It was concluded that it is not
possible to propose an optimal dividend policy that can
simultaneously fit all banks due to various factors.

Riya, Sreejith & Ananth (2017) undertook the study for the
purpose of comparison of different industries’ dividend policy
and to find out the impact of those policies on the Indian Capital
Market. For this, they considered the National Stock Exchange
(NSE) India and picked up the data for 15 companies, from 5
different industries, for 10 years from 2007-2016 .The dividend
policy is that impacts the stock market price of the company
as share price is that influence investors to purchase the shares.
The analyses were conducted using the parameter estimates
within AMOS graphics which displayed the standardized
parameter estimates. The regression analysis revealed that the
factors of dividend policy such as Net profit ratio, Gross profit
ratio, Earnings per share, Dividend yield, Dividend, Dividend
pay-out ratio, and Return on equity influence the market price.
In some cases, the research interprets that investors are not
concerned with a company’s dividend policy since they can
sell a portion of their portfolio of equities if they want cash
called the “dividend irrelevance theory”.

Kanwal & Hameed (2017) examined the relationship between
dividend payout ratio and financial performance of the firm.
To locate the association between dividend payout and financial
performance, the five year data (2008 to 2012) of 20 Pakistani

companies listed in Karachi stock exchange has been collected.
The data was collected around net profit after tax, return on
equity and return on asset which were considered as proxy to
measure financial performance (dependent variables) and
Dividend payout Ratio (independent variable). The correlation
analysis and liner regression analysis method was used to find
out the relationship between them. The result of their study
showed that the dividend payout positively influenced the
financial performance of the firms.

Paswan, R.K. (2016) depicted the dividend behavior of the
selected Indian Iron and Steel Companies through his research.
It stated that the dividend policy not only creates value for an
enterprise but also maximize wealth of the shareholders. For
the purpose of the study Dividend Payout Ratio (DPR) was
taken as the dependant variable and Return of Capital
Employed (ROCE), Current Ratio (CR) and Retained Earnings
(RE) have been considered as independent variable. The study
was conducted for a period of ten years from 2004-2014 using
the relevant statistical tools and techniques like Average,
Correlation, ANOVA etc. The study concluded that ROCE has
negative impact on the dividend policy of the sample
companies, which indicates that the more profitable firms pay
less dividends, whereas the liquidity and retained earnings have
positive impact on the dividend payout, which indicate more
liquid firms pay more dividend.

M’rabet & Boujjat (2016) tried to examine the relationship
between dividend policies and financial performance of 44
selected firms which were listed in Morocco stock exchange
and analyzed the data using Panel regression model. The data
was collected for profit after tax (PAT) which was used as proxy
for performance while Dividend Payments (DIVP) as the
independent variable was used to proxy dividend policy. The
Total Asset (TA) were introduced as the control variable.return
on equity and return on asset which were considered as proxy
to measure financial performance (dependent variables) and
Dividend payout Ratio (independent variable). The results
revealed positive significant correlation between PAT and TA
which implied that investments were financed from external
sources with reasonable cost of capital, thereby fostering the
expected corporate performance. The conclusion reported that
Dividend policy is very important factor affecting firm
performance.

Maharshi &Malik (2015) study focussed on the impact of the
Dividend Policy on the market price of the shares and growth
of Joint Stock Companies in Sensex. For this the sample for
30 companies, who have made dividend policy during 2011-
12 and listed in the BSE, has been taken. The T-test analysis
was used to test significant difference in the average share prices
of companies before and after announcing dividend.The study
resulted that price volatility and dividend yield have strong
positive correlation but price volatility is highly negatively
correlated with growth in assets and growth in assets has impact
on the price volatility for this time period.
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Umamaheshwari (2014) tried to analyze the impact of various
determinants of dividend pay-out ratio on financial performance
of Indian Pharmaceuticals Companies. She stated that dividend
decisions are one of the important aspects of company’s
financial policy and is not an independent decision. Therefore,
it is taken after considering various factors like nature of
industry, desire of shareholders, liquidity position, taxation
policy, etc. The study evaluated the performance of various
pharmaceutical companies and their annual compound growth
rate and concluded that the decsion about Dividend distribution
depends on board decision, dividend payout ratio and several
other factors.

Ramachandran & Packkirisamy (2010) study was based on
the objective to examine the association between the Corporate
Leverage and the Dividend Policy (DP) of firms across
industries (Cement, Chemical and Fertilizer, IT, Oil and Gas,
Pharmaceutical, Shipping, and Textiles) in India in respect of
Size of Corporate Firms. It was conducted on a panel sample
of 73 firms across industries which listed their shares in
National Stock Exchange (NSE) in India for the period 1996–
2007.The purpose of this study was to analyse the determinants
of dividend behaviour of corporate firms explains the dividend
behaviour of quoted firms across industries in India with respect
to size. The study concluded and proved that the DP of small
size, medium size, large size, and overall corporate firms across
industries in India is independent of the level of debt in Capital
Structure.

OBJECTIVES OF THE STUDY

(a) To study the relationship between dividend policy and
the performance of India’s pharmaceutical companies.

(b) To study the impact of dividend policy on the
performance of India’s pharmaceutical companies.

SCOPE OF THE STUDY

The study is limited to analyzing the impact of dividend payout
ratio on financial performance of top Indian Pharmaceutical
companies selected on the basis of their market capitalization.
The period of the study covers 5 years from 2014- 2018. Further
in the study, Return on Equity, Current Ratio and Return on
Assets have been taken as proxy to determine performance of
Pharmaceutical Sector and on the other hand, Dividend per
share is taken as independent variable to study the impact on

the performance of Pharmaceutical sector in India.

HYPOTHESES

H
1
: There is a significant relationship between Dividend per

Share and Return on Equity.

H
2
: There is a significant impact of Dividend per Share on

Return on Equity.

H
3
: There is a significant relationship between Dividend per

Share and Current Ratio.

H
4
: There is a significant impact of Dividend per Share on

Current Ratio.

H
5
: There is a significant relation relationship between

Dividend per Share and Return on Assets.

H
6
: There is a significant impact of Dividend per Share on

Return on Assets.

RESEARCH METHODOLOGY

Methodology for Data Collection

The study relies on secondary sources for the purpose of data
collection. Financial data related to selected Pharmaceutical
Companies is extracted from Balance sheet, annual reports and
other relevant manuals and publications using internet.

Techniques used for Data Analysis

The data collected has been analyzed using correlation and
regression analysis with the help of SPSS tool. Correlation is
the statistical measure used to describe the degree to which
one variable is linearly related to another or the extent to which
two or more variables fluctuate together and Regression is the
technique for determining the statistical relationship between
two or more variables where a change in dependent variable is
associated with or depends on the change in one or more
independent variables. In this study, Return on Equity, Current
Ratio and Return on Assets are taken as the dependent variable
and Dividend Per Share in Pharmaceutical sector is taken as
independent variable.

RESULTS AND DISCUSSION

1) Correlation Analysis – Relationship between Divident
Payout Ratio and Financial performance of
Pharmaceutical sector.

Table 1: Correlation between Dividend per Share and various performance indicators

 
Between  

Dividend per Share and 
Return on Equity 

Between  
Dividend per Share and 

Current Ratio 

Between  
Dividend per Share 

and Return on 
Assets 

Pearson Correlation Coefficient  -0.146 -0.282 0.616 

Sig. (1-tailed)-p value 0.310 0.047 0.000 

N 50 50 50 
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Table 1 clearly shows that Dividend per Share has a high
positive correlation with Return on Assets with degree of
association as 0.616 and weak negative correlation of Dividend
per share with Return on Equity and Current Ratio and the
degree of association is -0.146 and -0.282 respectively.

However, the p value between Dividend per Share and Return
on Equity is 0.310 which is more than 0.05 Monga (2018),

Singh (2018) whereas; it is .047 and .000 between Dividend

per Share and Current Ratio and between Dividend per Share
and Return on Assets respectively. Therefore, we conclude that
there is a statistically significant relationship between Dividend
Payout Ratio and Current Ratio as well as between Dividend
Payout Ratio and Return on Assets. Hence, Accept H

3
 and H

5
.

2) Regression Analysis – Impact of Divident Payout Ratio
on Financial performance of Pharmaceutical sector.

Table 2 (a): Model Summary (DPS and ROE)

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 0.146 0.021 0.001 10.095 

Table 2 (b): Coefficients (DPS and ROE)

Unstandardized Coefficients Model 

B Std. Error 

t Sig. 

(Constant) 20.941 2.048 10.227 0.000 
1 DIVIDEND PER 

SHARE 
-0.148 0.144 -1.025 0.310 

Table 2 (a) depicts that only 2.1% of variability in dependent variable (ROE) is explained by independent variable (DPS).

Since the sig.-p value (=.310) for DPS is > 0.05, thus the null hypothesis is accepted and we conclude that Dividend Payout Ratio
does not have any significant impact on Return on Equity (ROE) of Pharmaceutical sector.

Based on Table 2 (a) , the equation for the regression line can be formed as :

ROE = 20.941-.148 (DPS)

Table 3 (a): Model Summary (DPS and CR)

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 0.282 0.080  0.060 0.632 

Table 3 (b): Coefficients (DPS and CR)

Unstandardized Coefficients Model 

B Std. Error 

t Sig. 

(Constant) 1.719 0.128 13.414 0.000 
1 DIVIDEND PER 

SHARE 
-0.018 0.009 -2.038 0.047 

Similarly, Table 3 (a) depicts that only 8% of variability in dependent variable (CR) is explained by independent variable (DPS).

Since the sig.-p value (=0.047) for FDI is < 0.05, thus the alternate hypothesis is accepted and we conclude that Dividend Payout
Ratio has a significant impact on Current Ratio (CR) of Pharmaceutical sector.

Extracting values from Table 3 (b), the equation for the regression line can be formed as:

CR = 1.719-0.018(DPS)

Table 4 (a): Model Summary (DPS and ROA)

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 0.616 0.380 0.367 214.214 
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Table 4 (b): Coefficients (DPS and ROA)

Unstandardized Coefficients Model 

B Std. Error 

t Sig. 

(Constant) 122.648 43.449 2.823 0.007 
1 DIVIDEND PER 

SHARE 
16.590 3.062 5.419 0.000 

Table 4 (a) depicts that 38% of variability in dependent variable (ROA) is explained by independent variable (DPS).

Since the sig.-p value (=0.000) for DPS is < 0.05, thus the alternate hypothesis is accepted and we conclude that Dividend payout
ratio has a significant impact on the Return on Asset (ROA) of Pharmaceutical sector.

Based on Table 4 (b), the equation for the regression line can be formed as:

ROA = 122.648+16.590 (DPS)

FINDINGS

The findings of the study with repect to Impact of Dividend Payout Ratio on Firm’s Financial Performance in Pharmaceutical
Sector can be summarized as follows:

Table 5 : Result Summary

S.No. Results Testing of Hypothesis 

1. Dividend per share has a high positive correlation with Return on Assets. Accept H5. 

2. Dividend per share further shows weak negative correlation of Dividend per 
share with Return on Equity. 

Reject H1. 

3. And again weak negative correlation with Current Ratio. Reject H3. 

4. Regression results reveal that Dividend Payout Ratio does not have any 
significant impact on Return on Equity (ROE). 

Reject H2. 

5. Dividend Payout Ratio has a significant impact on Current Ratio (CR). Accept H4. 

6. Dividend payout ratio has a significant impact on the Return on Asset (ROA). Accept H6. 

CONCLUSION

The research work concludes that Dividend payout ratio has a
great impact on the performance of Pharmaceutical sector both
in short run and long run as the results reveal a significant
impact of dividend payout ratio both on Current Ratio and
Return on Assets. However, there seems to be no relation
between Dividend Payout ratio and Return on Equity as per
the study. This conclusion is consistent with the findings of
other studies conducted in the past with respect to finding the
impact of dividend payput ratio on firm’s performance.
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