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Dividend policy is a critical determinant of a firm’s financial performance because it influences investor attraction, resource allocation, and reinvestment decisions. Non-financial companies listed on the Nairobi Securities Exchange play a significant role in Kenya’s economy; however, their dividend payments have often been inconsistent due to volatile market conditions and economic constraints affecting profitability. This study examined the relationship between dividend policy indicators Dividend Payout Ratio (DPR), Dividend Yield (DY), Dividend Coverage Ratio (DCR), and Dividend Changes (DC) and the earnings capacity of non-financial firms listed on the exchange. The analysis was grounded in the Dividend Irrelevance Theory, Signalling Theory, and Agency Theory to explain how dividend practices influence firm profitability. A descriptive research design was adopted, covering a five-year period and utilizing financial and market data from selected non-financial firms. Data were obtained from audited annual reports and the exchange database, and were verified through multiple checks to ensure reliability and accuracy. Analytical results were presented using tables, graphs, and summary statistics. The findings revealed that all four dividend policy variables positively and significantly influenced firm profitability. Firms with balanced dividend payout ratios recorded higher returns on assets, suggesting that consistent dividend yields strengthen market confidence and enhance firm performance. Similarly, higher dividend coverage ratios signaled financial stability, while positive dividend changes improved investor perception and overall corporate performance. The study recommends that corporate managers adopt sustainable dividend strategies that balance shareholder returns with reinvestment needs. Regulators should strengthen guidelines to ensure transparent dividend practices, while investors should consider dividend indicators when making investment decisions. Overall, the study contributes to understanding dividend policy dynamics in emerging markets and provides practical insights for improving profitability and competitiveness among non-financial firms in Kenya.	Comment by joseph madugba: study	Comment by joseph madugba: Ex-Post-Facto: is better because historical data is employed for both variables in the study.	Comment by joseph madugba: Dividend strategy was not tested hence should not be part of the recommendations
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1.0 INTRODUCTION
Profitability is widely regarded as one of the most critical indicators of business success because it reflects the financial health and long-term sustainability of a firm. Consistent profitability enables firms to maximize shareholder wealth, reinvest earnings for growth, and maintain resilience during economic uncertainties. In an increasingly competitive and volatile global business environment, companies must adopt sound financial management practices to maintain profitability and operational stability. One important financial management practice is dividend policy, which determines how firms distribute profits to shareholders while retaining sufficient earnings for reinvestment. Dividend policy is particularly significant in non-financial firms, which operate across diverse sectors such as manufacturing, energy, agriculture, telecommunications, and services.	Comment by joseph madugba: source
Traditionally, dividend policy has been viewed primarily as a mechanism for distributing profits to shareholders. However, contemporary financial perspectives recognize dividend policy as a strategic decision that can influence a firm’s ability to retain earnings for investment, attract and maintain investors, and shape market valuation. These outcomes ultimately influence a firm’s profitability and long-term growth prospects. Firms that distribute excessive dividends may limit internal financing opportunities for expansion, while firms that retain too much earnings may reduce investor confidence and market attractiveness. Consequently, the balance between dividend payments and earnings retention has become a critical managerial decision affecting corporate profitability.	Comment by joseph madugba: no citation
Globally, the profitability of non-financial firms has exhibited significant fluctuations due to macroeconomic conditions, regulatory environments, and market dynamics. According to the Organisation for Economic Co-operation and Development (OECD, 2023), non-financial corporations in advanced economies have experienced varying profitability trends influenced by inflationary pressures, economic cycles, and regulatory changes. In the United States, for instance, the non-financial corporate sector recorded a strong recovery following the COVID-19 pandemic, with an average net profit margin of approximately 12% in 2022, driven by improved operational efficiencies and revenue growth (S&P Global, 2023).
In contrast, non-financial firms in emerging markets have faced numerous challenges affecting profitability. These include inflation, currency depreciation, supply chain disruptions, and volatile commodity prices. The World Bank (2023) reports that firms in regions such as Latin America and parts of Asia experienced profitability pressures due to macroeconomic instability and disruptions in global trade systems. Such conditions make financial policy decisions, including dividend policies, increasingly important for maintaining financial performance and investor confidence.
Across Africa, the profitability of non-financial firms has also shown mixed performance patterns, largely shaped by economic volatility, regulatory changes, and exchange rate fluctuations. According to the African Development Bank (2022), certain sectors such as consumer goods and manufacturing have demonstrated relatively stable profitability levels, while industries like energy and industrials have faced higher operational costs and fluctuating returns. For example, non-financial firms listed on the Johannesburg Stock Exchange in South Africa recorded an average return on equity (ROE) of approximately 14.3% in 2022, although profitability varied considerably across sectors (PwC, 2023). Similarly, the Central Bank of Nigeria (2022) reported that the average profitability margin among non-financial firms in Nigeria was about 8.5%, with sectors such as telecommunications and consumer goods outperforming other industries.
In Kenya, the profitability of non-financial firms has also fluctuated due to changing economic conditions, taxation policies, and regulatory frameworks. According to the Capital Markets Authority (CMA, 2023), the average net profit margin of non-financial companies listed on the Nairobi Securities Exchange declined from 10.5% in the previous year to 9.1% in 2022. This decline was largely attributed to inflationary pressures, increased taxation, and higher operational costs. While sectors such as telecommunications and fast-moving consumer goods remained relatively profitable, industries including manufacturing and agribusiness experienced significant profitability constraints due to rising input costs and currency depreciation (CMA, 2023). At the same time, firms face complex decisions regarding dividend policies. Some firms prefer to retain earnings to cushion against financial volatility and support reinvestment, while others prioritize shareholder payouts even when profitability declines. These decisions raise important questions regarding the extent to which dividend policy metrics influence financial performance within the non-financial sector (CMA, 2023).
Existing financial literature has extensively examined the relationship between dividend policy and corporate profitability, although findings remain inconclusive. Studies such as Al-Malkawi et al. (2022) and Chen et al. (2021) suggest that dividend payments serve as signals of corporate stability and can influence investor perceptions and market valuation. However, other scholars argue that excessive dividend payments may restrict internal financing for investment, thereby reducing future profitability (Aivazian et al., 2020). Research by Badu and Appiah (2022) further highlights the dilemma faced by firms in emerging markets, where managers must balance investor expectations for dividends with the need to retain capital for reinvestment amid dynamic market conditions and regulatory requirements.
While some scholars advocate for higher dividend payments to enhance shareholder confidence (Abdulkadir & Abubakar, 2023), others emphasize that earnings retention may promote long-term profitability and firm growth (Nguyen et al., 2022). These contrasting perspectives demonstrate the complexity of dividend policy decisions and indicate the need for further empirical research, particularly within developing economies where institutional and market conditions differ from those in developed countries.
In Kenya, several studies have investigated determinants of profitability among listed firms, focusing on factors such as capital structure, firm size, and corporate governance. For instance, Mureithi and Waweru (2020) found that high borrowing levels among firms listed on the Nairobi Securities Exchange were associated with reduced profitability. Similarly, Kamau and Kariuki (2021) emphasized the role of effective board governance in improving corporate financial performance. Despite these contributions, relatively few studies have specifically examined the relationship between dividend policy metrics and profitability among non-financial firms in Kenya. Most existing studies focus primarily on financial institutions or analyze the broader financial market rather than concentrating on dividend policy within non-financial corporations.
Consequently, non-financial firms listed on the Nairobi Securities Exchange continue to operate under persistent economic and regulatory pressures that affect profitability. Rising corporate taxes, inflation, exchange rate volatility, and changing market conditions have reduced profit margins for many companies. At the same time, firms must decide whether to distribute earnings to shareholders or retain them for reinvestment, creating a complex financial management challenge. Understanding how dividend policy metrics influence profitability within this sector is therefore essential for improving corporate financial strategies and investor decision-making (CMA, 2023).
Given these gaps in the literature, this study aims to provide empirical evidence on the relationship between dividend policy metrics and profitability among non-financial firms listed on the Nairobi Securities Exchange. While dividend policy has been widely studied in different contexts globally and regionally, limited research has explored the specific interaction between payout policies and profitability within Kenya’s non-financial corporate sector. Addressing this gap is important for policymakers, corporate managers, and investors seeking to design dividend strategies that support profitability, financial sustainability, and long-term corporate growth.
1.1 Research Problem
The relationship between dividend policy and firm profitability remains a subject of ongoing debate, particularly among non-financial firms listed on the Nairobi Securities Exchange (NSE). Dividend payments are theoretically expected to signal financial stability and managerial confidence, thereby improving firm performance. However, recent evidence from the NSE suggests a contrary trend. According to the 2022 annual report of the Nairobi Securities Exchange, the average Return on Assets (ROA) of non-financial firms that increased dividend payouts declined from 6.5% in 2018 to 5.2% in 2022. In contrast, firms that maintained or reduced dividend payouts recorded a higher average ROA of 8.7%, as reported by the Capital Markets Authority (2023). These findings raise concerns about whether higher dividend payments necessarily enhance profitability and asset efficiency.
The trend also highlights potential strategic trade-offs between distributing profits to shareholders and reinvesting earnings for long-term growth. Excessive dividend payments may limit firms’ capacity to finance productive investments, potentially weakening future profitability. This situation poses challenges for investors seeking stable returns, managers balancing shareholder expectations with sustainable growth, and policymakers promoting dividend policies as indicators of corporate strength. Although previous studies have examined dividend policy and firm performance, notable gaps remain. Some studies focused mainly on stock market performance or market valuation rather than internal profitability indicators such as ROA, while others used cross-sectional designs and did not isolate non-financial firms. This study therefore seeks to examine how dividend policy measures influence profitability among non-financial firms listed on the Nairobi Securities Exchange. 
1.2 Research Objective
This study was guided by the following general objective to: analyze the effect of dividend policy metrics on the profitability of non-financial firms listed on the NSE in Kenya.
Specific Objectives were to; 
i. Examine the effect of dividend payout ratio (DPR) on the profitability of the non-financial firms listed on the NSE, Kenya.	Comment by joseph madugba: state your measure of profitability. You ought not to bring profitability in the objective, research questions and hypothesis rather its measure like NPM, GPM etc
ii. Determine the effect of dividend yields (DY) on the profitability of the non-financial firms listed on the NSE, Kenya.
iii. Investigate the effect of dividend coverage ratio (DCR) on the profitability of the non-financial firms listed on the NSE, Kenya.
iv. Analyze the effect of dividend changes (DC) on the profitability of the non-financial firms listed on the NSE, Kenya.


2.0 LITERATURE REVIEW  
Theoretical Literature
The theoretical review examines major perspectives explaining the relationship between dividend policy and profitability, including dividend signaling theory, Gordon’s Growth Model, residual dividend theory, agency theory, and the dynamic theory of profit. These frameworks explain how firms determine dividend payouts, how investors interpret dividend decisions, and how such decisions relate to firm performance and long-term profitability. Together they provide a conceptual basis for understanding why companies distribute earnings to shareholders and how dividend policy may influence firm value, investor expectations, and managerial behaviour.
Dividend signaling theory proposes that dividend announcements communicate private information about a firm’s future prospects. Developed by Ross (1977) and later expanded by Bhattacharya (1979) and John and Williams (1985), the theory argues that managers deliberately adjust dividends to signal expectations about future earnings. Because managers possess superior information about company performance, investors interpret dividend increases as evidence of strong future profitability, while dividend reductions may indicate financial difficulty or declining earnings.
The theory is grounded in information asymmetry, where corporate insiders know more about the firm than external investors. In such circumstances, dividend policy becomes a credible communication mechanism. Investors respond to dividend changes by revising expectations about future cash flows and firm value. Empirical studies often support this argument. For instance, Asquith and Mullins (1983) observed that stock prices tend to rise following dividend increases, suggesting that markets interpret such actions as positive signals. However, other scholars argue that dividends may not always convey new information when firms already release detailed financial reports.
Dividend signaling theory also implies that higher dividend payout ratios reflect management confidence in sustainable earnings. Firms distributing a larger share of profits demonstrate expectations of continued profitability and stable cash flows. Conversely, low payouts may lead investors to question the firm’s future prospects. Despite its influence, scholars note that dividend decisions are also shaped by taxation, agency costs, and broader market conditions. Therefore, signaling represents only one explanation of corporate dividend behaviour.
The Gordon Growth Model, introduced by Gordon and Shapiro in 1956, provides a framework for valuing dividend-paying firms. The model states that the current market price of a stock equals the present value of all expected future dividends growing at a constant rate. Investors discount these dividends using the required rate of return. According to the model, stock value increases when expected dividends or growth rates rise and decreases when investors demand higher returns.
Because of its simplicity, the model is widely applied to firms with stable dividend policies. It highlights the importance of dividend yield, defined as annual dividend divided by market price, in assessing shareholder returns. Higher expected dividend income relative to share price generally leads to higher estimated firm value. Nevertheless, the model assumes constant growth and a required return greater than the growth rate, assumptions that may not hold for rapidly changing firms. Consequently, later valuation approaches such as multi-stage dividend discount models were developed to accommodate variable growth patterns.
Residual dividend theory, associated with Modigliani and Miller (1958), argues that dividend policy is secondary to investment decisions. Firms should first finance all profitable projects with positive net present value and distribute dividends only from remaining earnings. Under this view, shareholder wealth is maximized when firms prioritize value-creating investments rather than maintaining fixed dividend payments.

The theory assumes perfect capital markets characterized by no taxes, no transaction costs, and equal information between managers and investors. Within such conditions, dividend payments do not affect firm value. However, empirical evidence suggests that managers often prefer stable dividend patterns. Lintner’s classic study showed that companies adjust dividends gradually because managers fear negative investor reactions to dividend reductions. Agency theory further challenges the residual perspective by suggesting that managers may retain earnings for personal objectives instead of shareholder interests.
Agency theory, developed by Jensen and Meckling (1976), examines conflicts of interest between shareholders and managers. Because managers control corporate resources but do not fully own the firm, they may pursue personal goals such as job security, prestige, or expansion rather than maximizing shareholder wealth. These conflicts create agency costs associated with monitoring management, designing incentive contracts, and implementing governance mechanisms.
Dividend policy can reduce agency problems by limiting the amount of free cash flow available to managers. Higher dividends return excess funds to shareholders and restrict managerial discretion over internal resources. Conversely, dividend reductions may raise concerns that managers intend to retain earnings for inefficient investments. Therefore, dividend changes provide signals that help investors monitor managerial behaviour and evaluate whether corporate decisions align with shareholder interests. The dynamic theory of profit, proposed by Clark in 1908, explains profitability as a result of economic change. Unlike static theories that assume equilibrium, this perspective recognizes that innovation, technological progress, and shifting consumer demand constantly reshape markets. Firms that anticipate change, adopt new technologies, and invest in productive opportunities can earn above-normal profits. Conversely, organizations that fail to adapt risk declining returns and reduced competitiveness as their assets and capabilities become outdated.
2.1 Empirical Review
The empirical literature on dividend policy and profitability highlights several indicators including dividend payout ratio, dividend yield, dividend coverage ratio and dividend changes. Prior studies across different countries provide mixed but largely positive evidence on the relationship between dividend decisions and firm performance.
Empirical evidence on dividend payout ratio (DPR) suggests that dividend distribution policies can influence firm profitability. Gholamzadeh and Poursaeedi (2022) examined 105 companies listed on the Iranian stock exchange between 2010–2019. Using panel data regression and fixed-effects models, the study established a significant positive relationship between DPR and financial performance. The authors further indicated that growth opportunities, firm size, leverage and liquidity also affect performance. However, the study did not consider broader macroeconomic conditions.
Similarly, research on retail firms listed on the Nigerian Stock Exchange reported mixed findings regarding dividend payouts. Using explanatory statistics, correlation and multivariate regression, the authors analysed seven firms that conducted initial public offerings between 2010–2019. Results indicated a positive association between dividend payout ratios and several financial indicators. Nevertheless, firms distributing larger dividends tended to record lower net profit margins because higher payouts reduce retained earnings. The limited sample size restricts generalisation of the findings.
Within Kenya, Kibet and Kiptum (2021) analysed firms listed on the Nairobi Securities Exchange using secondary panel data. Their exploratory study employed descriptive statistics and panel regression techniques. Findings revealed a strong positive relationship between dividend payout and financial performance. Firms with higher dividend payouts generally reported improved profitability and attracted more investors, while larger firm size strengthened this relationship. These findings suggest that consistent dividend policies may enhance firm value.
Related evidence by Zattoni et al. (2019) examined 1,048 Japanese firms using the Tokyo Stock Exchange Corporate Governance Index together with ROA and Tobin’s Q. Panel analysis showed that stronger governance structures are associated with improved profitability and market valuation. However, the study focused mainly on large firms, limiting insights on smaller organisations. Dividend yield has also been widely examined as a determinant of profitability. Abu-Aljuyily and Ahmad (2022) analysed 32 firms listed on the Amman Stock Exchange between 2014–2019. Multiple regression results indicated a strong positive relationship between dividend yield and profitability measured using ROA and ROE. The study concluded that companies with higher dividend yields are more likely to exhibit stronger financial performance, although the relatively small sample restricts generalisation.
Sultana and Rimi (2021) analysed 110 firms listed on the Dhaka Stock Exchange between 2014–2019. Their findings revealed a positive relationship between dividend yield and key indicators including ROA, ROE and earnings per share. The authors argued that consistent dividend payments signal financial strength and improve investor confidence. However, comparative studies across other developing economies are necessary to strengthen these conclusions. In Kenya, Gitau et al. (2020) examined 50 firms listed on the Nairobi Securities Exchange between 2012–2018. Using panel regression analysis, the study established that higher dividend yield significantly increases ROA and ROE. The findings suggest that profitable firms are more capable of distributing dividends. Nevertheless, the study did not control for firm size or financial leverage, which may influence profitability.
Similarly, Mungai and Wambua (2020) reported that dividend yield positively predicts firm performance among NSE-listed companies. Their panel analysis showed that higher dividend yield improves both ROA and ROE, suggesting that dividend policy can indicate financial stability. However, the authors cautioned that correlation does not necessarily imply causation. Using financial data from 1,331 Chinese listed firms between 2010–2017, Fawzi and Zhang (2020) applied panel regression models incorporating firm size, leverage, industry and growth. The results indicated that dividend yield positively affects ROA, ROE and earnings per share, although no significant effect was observed on the price-earnings ratio. Abdallah (2018) similarly found that dividend yield improves profitability among firms listed on the Tunisian Stock Exchange. Nevertheless, sectoral and macroeconomic differences were not fully considered.
Another dimension of dividend policy is the dividend coverage ratio (DCR), which measures the ability of earnings to cover dividend payments. Chen, Chen and Wang (2021) analysed 1,003 Chinese publicly listed firms between 2015–2019. Regression analysis demonstrated that higher DCR significantly improves ROA and ROE, particularly among state-owned enterprises. Devi and Venu (2021) produced similar evidence from 50 Indian firms listed on the National Stock Exchange between 2015–2019, showing that firms with stronger dividend coverage ratios exhibit greater financial stability.
In Kenya, Gakahu and Karanja (2021) examined 20 firms listed on the securities exchange using descriptive analysis and regression techniques. Their results confirmed that dividend coverage significantly influences revenue growth and financial stability. Likewise, Shahzad, Ashfaq and Bashir (2019) analysed non-financial firms on the Pakistan Stock Exchange between 2012–2016. The study found a positive association between DCR and both ROA and ROE, indicating that stronger coverage supports profitability. Dividend changes also signal corporate performance. Jiang, Li and Wang (2020) found that Chinese firms adjusting dividends experienced improved profitability and reduced agency costs. Studies in Denmark and Kenya likewise show dividend increases correspond with stronger ROA and ROE.
3.0 RESEARCH METHODOLOGY
The study adopted a descriptive research design to examine the relationship between dividend policy and firm profitability among non-financial firms listed on the Nairobi Securities Exchange (NSE). A research design provides a logical structure that links research questions with the methods used to address them (Maxwell, 2012). The descriptive design was considered appropriate because it enables systematic description and analysis of trends, patterns, and relationships without manipulating study variables. Using this approach, the study analyzed historical financial data to assess how dividend policy indicators influence firm performance. The design also facilitated the collection and analysis of secondary data from financial statements and market reports covering the period 2019–2023.
The target population comprised 46 non-financial firms that remained listed on the NSE as of December 2023. According to Cooper and Schindler (2011), a population represents the complete set of elements from which research conclusions are drawn. The study considered firm data covering January 1, 2019 to December 31, 2023. Due to the relatively small population size, a census approach was employed in which all firms were included in the analysis. A census involves the systematic examination of every element in the population and enhances accuracy by eliminating sampling error (Kothari, 2004). Consequently, the study utilized data from all 46 firms to provide a comprehensive representation of dividend policy practices and profitability trends.
The study employed a panel data regression model to evaluate the effect of dividend policy on profitability. Return on Assets (ROA) served as the dependent variable and was calculated by dividing net income by total assets. The independent variables included dividend payout ratio, dividend yield, dividend coverage ratio, and dividend change. The dividend payout ratio was measured as dividends divided by net earnings after tax, while dividend coverage ratio represented net income relative to dividends paid. Dividend change was determined by comparing dividend per share in the current period with that of the previous year. The regression model incorporated coefficients β0–β4 and an error term to capture unexplained variation.
The study relied exclusively on secondary data obtained from NSE publications, audited annual reports, and company disclosures. Financial statements provided information on profitability indicators such as ROA, while dividend-related data were extracted from income statements and official corporate announcements. Additional verification was conducted using firms’ official websites and credible financial databases. The five-year observation period enabled the analysis of changes in dividend policy and profitability under varying economic conditions. Data analysis employed panel regression techniques because panel datasets combine cross-sectional and time-series dimensions, improving estimation efficiency and reliability of results. Model fitness was assessed using the coefficient of determination (R²) and the F-test, while correlation analysis examined relationships among variables at a 95 percent confidence level. Findings were presented using tables, graphs, and charts. Several diagnostic tests were conducted to ensure robustness of the regression results. Stationarity was examined using the Fisher-type panel unit root test, confirming that all variables were stationary at the 5 percent significance level. The Hausman specification test supported the use of the random-effects estimator. Additional tests confirmed normality of residuals and absence of heteroscedasticity, autocorrelation, and multicollinearity. Ethical standards guided the use of secondary financial.


4.0 RESULTS AND DISCUSSION
Descriptive Analysis
The descriptive statistics of the study variables are presented in Table 1. The sample comprised 230 observations for each variable. The mean, median, and mode provide measures of central tendency, while standard deviation, variance, and range indicate the dispersion of the data.
Table 1: Descriptive Analysis
	Variable
	Obs
	Mean
	Median
	Mode
	Std. Dev.
	Variance
	Range
	Min
	Max

	ROA
	230
	0.09
	0.08
	0.07
	0.06
	0.0036
	0.26
	-0.05
	0.21

	Dividend Payout Ratio (DPR)
	230
	0.42
	0.40
	0.35
	0.21
	0.0441
	0.85
	0.00
	0.85

	Dividend Yield (DY)
	230
	0.08
	0.07
	0.06
	0.05
	0.0025
	0.18
	0.01
	0.19

	Dividend Coverage Ratio (DCR)
	230
	3.04
	3.10
	3.00
	0.92
	0.8464
	4.60
	1.20
	5.80

	Dividend Changes (DC)
	230
	0.12
	0.11
	0.10
	0.14
	0.0196
	0.80
	 
	 



ROA had an average profitability of 9% with moderate variation (Std. Dev. 0.06). DPR averaged 42%, reflecting medium variability in dividend distribution. DY averaged 8%, showing relatively stable shareholder returns. DCR averaged 3.04, indicating firms could typically cover dividends threefold, though coverage ranged widely. DC demonstrated dynamic dividend adjustments, with mean 12%, reflecting firms’ responsiveness to performance and strategic considerations. Overall, results highlight diverse financial strategies and performance levels among sampled firms.
Diagnostic Tests
Prior to conducting regression estimation, several diagnostic tests were undertaken to ensure the panel data satisfied essential econometric assumptions, enhancing the reliability, validity, and efficiency of the model estimates. The diagnostic procedures included Panel Unit Root Test, Hausman Specification Test, Normality Test, Heteroscedasticity Test, Autocorrelation Test, and Multicollinearity Test. These tests ensure that regression results are not spurious and that model assumptions are met.
Panel Unit Root Analysis
Stationarity of variables was examined to prevent spurious regression, as non-stationary data can yield biased estimates and invalid conclusions (Baltagi, 2021). Stationarity implies that the statistical properties of a series mean, variance, and autocorrelation remain constant over time. The study employed the Fisher-type Augmented Dickey-Fuller (ADF) test, suitable for both balanced and unbalanced panels, which aggregates p-values from individual unit root tests across cross-sectional units. This method accommodates heterogeneity across entities (Maddala & Wu, 1999).
Table 2: Fisher-Type Panel Unit Root Test Results
	Variable
	Fisher ADF Statistic
	p-value
	Stationarity Decision

	Return on Assets (ROA)
	78.623
	0.000
	Stationary

	Dividend Payout Ratio (DPR)
	64.218
	0.001
	Stationary

	Dividend Yield (DY)
	69.437
	0.003
	Stationary

	Dividend Coverage Ratio (DCR)
	73.015
	0.002
	Stationary

	Dividend Changes (DC)
	82.791
	0.000
	Stationary


Source: Research Data (2025)
All variables were found to be stationary, satisfying the panel regression requirement.
Hausman Specification Test
The Hausman test determined the preferred estimator between Fixed Effects (FE) and Random Effects (RE). FE assumes correlation between unobserved firm-specific characteristics and explanatory variables, while RE assumes independence. Rejection of the null hypothesis supports FE, whereas failure to reject supports RE (Gujarati & Porter, 2020).
Table 3: Hausman Specification Test Results
	Model
	Chi-Square Statistic
	p-value
	Decision
	Preferred Model

	DPR
	3.216
	0.416
	Fail to Reject H₀
	Random Effects

	DY
	2.981
	0.387
	Fail to Reject H₀
	Random Effects

	DCR
	3.451
	0.432
	Fail to Reject H₀
	Random Effects

	DC
	3.138
	0.405
	Fail to Reject H₀
	Random Effects


Source: Research Data (2025)
All p-values exceeded 0.05, indicating the RE model is appropriate. It accounts for time-invariant heterogeneity across firms and shocks specific to periods, providing consistent and efficient estimates.
Normality Check
The Shapiro–Wilk test assessed whether residuals were normally distributed, a prerequisite for valid t- and F-tests. Graphical assessments, including Q-Q plots and histograms, supported the statistical results.
Table 4: Shapiro–Wilk Normality Test Results
	Test Statistic
	p-value
	Decision

	0.972
	0.186
	Residuals are normally distributed


Source: Research Data (2025)
The p-value of 0.186 exceeds 0.05, confirming normality of residuals.
Heteroscedasticity Evaluation
The Breusch–Pagan test evaluated constant error variance.
Table 5: Breusch–Pagan Test for Heteroscedasticity
	Chi-Square Statistic
	p-value
	Decision

	7.842
	0.254
	Homoscedasticity assumed


Source: Research Data (2025)
The p-value > 0.05 confirmed homoscedasticity, ensuring valid standard errors.
Autocorrelation Detection
The Durbin–Watson (DW) test detected serial correlation among residuals.
Table 6: Durbin–Watson Test Results
	Model
	DW Statistic
	Decision

	Random Effects Model
	1.984
	No autocorrelation detected


Source: Research Data (2025)
The DW statistic near 2 indicates residual independence.
Multicollinearity Test
Variance Inflation Factor (VIF) assessed multicollinearity among predictors.
Table 7: Multicollinearity Test Results (VIF)
	Variable
	VIF
	1/VIF

	DPR
	1.84
	0.544

	DY
	1.72
	0.581

	DCR
	1.69
	0.592

	DC
	1.21
	0.826


Source: Research Data (2025)
VIF values below 10 and tolerance values above 0.1 indicate low multicollinearity, confirming that explanatory variables independently contribute to explaining firm profitability.

Correlation Analysis
To assess the direction and strength of the linear relationship between dividend policy indicators and profitability (ROA) of non-financial companies listed on the NSE, a Pearson correlation analysis was conducted, as it reliably evaluates linear relationships between continuous variables (Kothari, 2014). Correlation values range from -1 to +1, with values near +1 indicating strong positive relationships, values near -1 indicating strong negative relationships, and values near 0 showing weak or no linear association.
Table 7 indicates that all independent variables are positively correlated with ROA, suggesting that better dividend policy practices are associated with higher profitability. Specifically, Dividend Payout Ratio (DPR, r = 0.516) and Dividend Yield (DY, r = 0.437) show moderate positive correlations, implying that companies paying larger dividends or yielding higher returns per share tend to be more profitable. Dividend Coverage Ratio (DCR, r = 0.321) and Dividend Changes (DC, r = 0.418) also correlate positively but less strongly, indicating that steady dividend growth and strong coverage enhance financial stability.
Inter-variable correlations among DPR, DY, DCR, and DC remain below 0.70, confirming the absence of serious multicollinearity and supporting their simultaneous inclusion in the regression model. These results demonstrate that each dividend metric contributes unique information to explaining profitability.
Table 8: Correlation Matrix
	Variable
	ROA
	DPR
	DY
	DCR
	DC

	ROA
	1.000
	
	
	
	

	DPR
	0.516
	1.000
	
	
	

	DY
	0.437
	0.584
	1.000
	
	

	DCR
	0.321
	0.293
	0.276
	1.000
	

	DC
	0.418
	0.251
	0.339
	0.187
	1.000

	Source: Research Data (2025)
	
	
	
	
	


Hypotheses Testing
Table 9:  Hypothesis Testing and Interpretation
	Hypothesis
	Findings
	Interpretation

	H01: Dividend Yield (DY) and Profitability
	Regression results show a positive and significant relationship (β = 0.213, p = 0.024).	Comment by joseph madugba: show the regression result (output) from the software because what you presented above is correlation
	Companies with higher dividend yields demonstrate greater profitability. High DY signals adequate cash flows to compensate shareholders, attracting investment and encouraging managerial efficiency. This aligns with Fama and French (2001), who note DY as an indicator of financial strength, and Smith (2024), who emphasizes its role in boosting investor confidence. Overemphasis may hinder growth opportunities (Jensen, 1986). In the NSE context, stable dividends positively impact firm performance.

	H02: DY and Profitability Confirmation
	Findings mirror H01 with the same coefficient and significance.
	Reinforces that dividend yield is not merely a returns metric but a strategic tool influencing firm performance. Economically, high DY enhances investor confidence and operational scrutiny, promoting efficiency. Evidence confirms prior studies (Fama & French, 2001; Smith, 2024) while cautioning against overreliance on dividends (Jensen, 1986). Stable payouts are particularly beneficial in the Kenyan NSE.

	H03: Dividend Coverage Ratio (DCR) and Profitability
	Positive significant effect observed (β = 0.162, p = 0.040).	Comment by joseph madugba: where is this result 
	Companies with higher DCR comfortably meet dividend obligations while retaining reinvestment capacity, enhancing financial stability and reducing perceived risk. This supports Lintner (1956) on consistent dividends and Mwangi et al. (2023) on financial management, whereas low DCR may undermine investor trust (Adelegan, 2019). Adequate DCR is crucial for NSE-listed firms’ profitability.

	H04: Dividend Change (DC) and Profitability
	Positive significant influence observed (β = 0.118, p = 0.042).
	Companies that adjust dividends moderately or maintain stability signal confidence in current and future earnings, preserving investor trust and long-term financial stability. Aligns with Xheng (2023) and Fama & French (2001). Mismanaged dividend changes, however, can deter investors (Jensen, 1986). Strategic dividend adjustment reinforces profitability in NSE-listed non-financial firms.



5.0 CONCLUSIONS 
The study concludes that dividend policy plays a critical role in determining the profitability of non-financial firms listed at the Nairobi Securities Exchange (NSE). Findings indicate that dividend payout ratio significantly influences firm profitability because balanced payout strategies allow firms to satisfy shareholder expectations while retaining sufficient earnings for reinvestment. Such balance prevents excessive distribution that could undermine future growth and investor loyalty, thereby enabling firms to sustain competitiveness and long-term profitability.
Dividend yield was also found to be a key indicator of firm performance. Firms maintaining relatively high dividend yields attracted stronger investor confidence, enhanced market reputation, and improved stock performance, which collectively contributed to higher profitability. Consequently, dividend yield functions as an important signal of firm stability and attractiveness in capital markets. In addition, the dividend coverage ratio was shown to reflect financial prudence and sustainability. Firms with higher coverage ratios demonstrated a stronger capacity to distribute dividends without jeopardizing future investments, indicating financial strength and stable profitability. Conversely, low coverage ratios suggested excessive dividend commitments that may expose firms to liquidity constraints and limited growth opportunities. The study further established that dividend changes directly influence profitability. Dividend increases were associated with improved investor sentiment and market confidence, while reductions or omissions often generated negative perceptions and financial pressure. Overall, well-managed dividend policies characterized by balanced payouts and sustainability. 
6.0 RECOMMENDATIONS
To Management of Listed Firms: Managers of non-financial firms listed on the NSE should balance dividend payouts with reinvestment in the business. Maintaining moderate payout ratios ensures shareholder returns while preserving internal capital for expansion, innovation, and debt management. Extreme payouts limit financial flexibility and can reduce competitiveness, whereas overly conservative payouts may alienate investors. Managers should monitor dividend yield as an indicator of firm performance and market appeal. Consistent or gradually increasing dividends enhance investor loyalty, lower financing costs, and strengthen profitability. Healthy dividend covers ratios demonstrate the firm’s capacity to sustain payouts without compromising growth opportunities, reassuring investors of long-term viability. Dividend adjustments should be gradual, as sudden cuts or omissions erode investor confidence and negatively affect share prices. Phased, strategic dividend management signals financial health and supports profitability.
To Regulators (CMA and NSE): Regulators should provide clear guidelines encouraging transparent, consistent, and sustainable dividend practices. Policies on payout ratios, coverage, and yields should reflect financial strength and industry specifics, reducing opportunistic or misleading announcements. Periodic monitoring and standardized disclosure of dividend strategies, payout ratios, and coverage ratios can detect risky practices early and enhance transparency, promoting investor confidence and fair securities pricing. Investor education through workshops, webinars, and guidelines improves market efficiency by enabling informed decisions based on dividend metrics.
To Policymakers: Policymakers should foster a stable business environment with predictable regulations and accessible finance to enable firms to sustain dividends. Dividend taxation should balance government revenue needs with incentives for consistent, sustainable payouts. Transparent governance and reporting requirements strengthen market integrity, allowing investors and regulators to monitor corporate dividend performance effectively. 
To Investors: Investors should assess dividend payout levels, yield, and coverage ratios to gauge firm health and sustainability. Interpreting dividend trends provides insight into management confidence and potential financial difficulties. A long-term investment approach, considering both dividends and capital gains, ensures informed decision-making and participation in financially disciplined, growth-oriented firms.
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