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Executive Summary 

 

This empirical study explores the intricate relationship between dividend policy and stock valuation, 

employing regression analysis, descriptive analysis, compounded annual growth rate (CAGR), the 

Walter Model, and the Gordon Growth Model. The study examines various dividend policies, 

including stable, constant payout ratio, residual, and no dividend policies, to understand their impact 

on stock prices. 

 

Descriptive analysis ensures data accuracy, providing a clear summary of key financial metrics. 

Regression analysis uncovers a positive relationship between consistent dividend payouts and 

higher stock valuations, indicating that stable dividends enhance investor confidence and perceived 

financial stability. The study also calculates CAGR to assess the growth rate of dividends and stock 

prices over time, demonstrating the long-term effects of different dividend policies. 

 

The Walter Model and Gordon Growth Model are utilized to value stocks based on dividend 

payments. The Walter Model considers the return on investment and the cost of equity, while the 

Gordon Growth Model calculates the present value of expected future dividends with a constant 

growth rate. These models highlight the significance of dividends in determining intrinsic stock 

value. 

 

Findings indicate that companies with stable dividend policies tend to have higher stock valuations, 

attracting income-focused investors. Firms with high growth potential often reinvest earnings rather 

than distribute dividends, leading to valuations based on future growth prospects.  

Overall, the study confirms that dividend policy is crucial in stock valuation, influencing investor 

perceptions and market behavior. The results underscore the importance of dividend strategies in 

analyzing and forecasting stock prices, providing valuable insights for investors, policymakers, and 

market participants. Detailed methodology and results are available in the full research report. 
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