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 The present study has been carried out with the aim determine the effect of dividend 
yield on stocks in pharmaceutical companies accepted in Tehran Stock Exchange. The 
study population was selected as number 31 pharmaceutical companies. Required 
accounting information has been extracted from the financial statements of listed 
companies on the Stock Exchange for the period 2006 to 2011. It also was used to 
check the assumptions of regression testing. The results show that there is no impact on 

 the dividend yield of the stock in pharmaceutical companies. 
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INTRODUCTION 
 
Dividend methods is one of the most important issues in financial management because dividends represent 

cash payments to major companies and is one of the most important choices and decisions facing managers [1]. 
The manager must decide how much of the profit is divided, and how much investment will be in retained 
earnings reinvested in the firm [2]. Despite the fact that pay dividends directly to shareholders will benefit from 
it, will affect the company's ability to accumulate profits in order to take advantage of growth opportunities [3]. 
Moreover, this method in stock-market has information content and information contained on it for its 
shareholders. Depending on the preferences of each investor, who buys shares of dividend manner it considers 
appropriate. The amount of dividend proposed by the board of directors usually contains information concerning 
expectations about future profitability [3]. 

Profit division method is one of those cases where the method is also affected by agency conflicts [4]. In 
general, there are two different views regarding the relationship between dividends and agency conflicts. At first 
glance, the dividend reduction solutions agency conflicts between managers and shareholders, and the second 
approach the dividend is an alternative to agency problems [5]. Among the main groups are users of financial 
information, shareholders and investors. Dividend policy as one of the most influential information in the capital 
market, it is important for investors because most investors using its own decisions are taken. On the other hand, 
it depends on what kind of business the company is specified in terms of growth (growing company, a typical 
company, now descending) different approaches has benefited from dividends and dividend effects on stock 
returns (dividends and stock price changes) can vary. This is the real significance of corporate managers to use 
data on corporate governance process and market assessment of their performance. Therefore, a portion of the 
interest and ability of corporate managers is focus on an issue that is referred to as dividend policy [6]. 
Companies who choose the way of cash dividends to its dividend, it is containing information for shareholders 
and positive impact on the stock price of the company quickly. Also, if companies decide on dividend stock 
form, this decision will have a negative impact on the stock price [7]. Available data on pharmaceutical industry 
argues that these industries are largely behind its development plans and the industry is relatively old and 
industry executives seem to benefit most from the procedure for the payment of cash dividends. 
 
Dividend: 

In general, investment decisions, shareholders and management prefer a Policy so that it can maximize the 
market value of the shares or the company [1]. The value of shares depends on company profit because it is used 
to pay dividends or reinvest in productive assets that will benefit education in the coming years [2]. If 
profitability is the result of companies operating company may take action to avoid dividend or dividend to the 
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shareholders of reasons. In these cases, companies have become annual net profit to retained earnings. Among 
the reasons for the lack of dividend in cash shortages or stock companies are going to invest in the company's 
future plans. In general, dividends are three different forms which include cash dividends, stock dividends or 
cash dividends or bonus. 

 
Stock returns: 

The ratio of total income (loss) from investments in a given period, which was used to obtain capital at the 
beginning of this income, is called return on equity. Stock returns include changes in the capital (stock price) 
cash benefit. To calculate the rate of return on common stock, the common stock price at the end of the year will 
be deducted from the price in the first year and then it is added to the dividends received then the sum is divided 
by the share price in the first period (arrested in 1371). Real return per ordinary share is determined according to 
the following: 
A) Fluctuations in share prices during the investment period 
B) Cash dividends per share 
C) The benefits resulting from stock options 
D) A share dividend or bonus shares 

Usually are used different models to calculate the expected return on the share. Financial investigators have 
recommended specific models for specific conditions. In most studies, the response was less than expected or 
excessive use of market adjusted return model and the market model. Stock returns can be influenced by many 
factors. The first group is factors that could affect dividend payments and benefits. Some of these factors are as 
follows: 
- Dividend and firm performance 
- Tax cuts 
- Capacity and market goods produced 
- Economic circumstances prevailing in the country 
- Dependence on exchange rate 
- The size of the company. 
The second group includes factors that affect the stock price. Some of these factors are briefly presented below: 
- The economic future (expectations of shareholders). 
- Quality combination 
- Ability to variability in cash equities, inflation, income distribution, and amount of shares of stock pricing. 
- Other factors that may affect the profits and benefits paid and the stock price, can be pointed to cultural 
factors, political, economic, technical and technological [8]. 
 
The relationship between stock returns and dividend approach: 

Way of dividend is one of the most controversial financial issues. Share of profit of a very important aspect 
that deserves attention, on the one hand it is impacting upon investments on companies and it makes reducing 
internal resources and increased need foreign funds on the other hand, there are many shareholders want cash 
dividend, hence, shareholder wealth maximization objective should always be to strike a balance between the 
interest in his various lucrative investment opportunities. Therefore, dividend decisions will be taken by the 
directors, it is very sensitive and important [7]: The impact on the stock price and the dividend practices of 
companies, there are two views. The view is perfect and the view that the market believes that the market is 
incomplete. In this view, there are two different and it is based on such models, Walter, is an effective method 
of corporate dividend on shares of that company in view of such models, Miller is not affiliated shareholder 
value through profit sharing. Gordon has been studied in the model affect the normal growth of the company 
and of the profit split method [3]. 
 
Objective: 

The purpose of this article is determining the effect of dividend yield on stocks in pharmaceutical 
companies accepted in Tehran Stock Exchange. 
 
Research hypotheses: 

Hypothesis 1: There is a significant relationship between cash dividend and stock returns in the methods of 
pharmaceutical companies. 

Hypothesis 2: There is a significant relationship between cash dividend and earnings per share in the way 
pharmaceutical companies. 

Hypothesis 3: There is a significant relationship between cash dividends and stock prices in the way 
pharmaceutical companies. 
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MATERIAL AND METHOD 

 
The aim of the present study is the kind of applied research. On the other hand, due to the nature of the 

research are the most descriptive terms or non-experimental methods of the event. To collect the required data 
was used to test the hypotheses of this research field. In this research, pharmaceutical companies listed in 
Tehran Stock Exchange, have been selected as the target population. If necessary accounting information from 
financial companies listed on the exchange were obtained for the period 1385 to 1390. This is due to the choice 
of paying more attention to stock market investors and financial analysts, information availability and 
transparency of corporate accounting information. To determine the population distribution (normal or 
abnormal) using the Kolmogorov - Smirnov tests were considered significant at the 0.05 area. Regression testing 
is used to evaluate each of the assumptions. 
 
Results: 
Descriptive statistical: 

For the study of general information and basis for estimating model parameters, a detailed analysis and 
understanding of the population under study descriptive statistics of the variables that need to be familiar. It is 
presented in Table 1 descriptive statistics for the study variables respectively. 
 
Table 1: The results of descriptive statistics for the pharmaceutical industry 

Variables Symbol Number Min Max Mean S.D Variance 
Rate of return on assets ROA 155 -4.60 42.67 16.6097 10.97568 120.465 
Rate of return on equity ROE 155 -20.53 129.37 40.7358 24.27851 589.446 
Profit Income 155 -19.78 54.49 13.3371 15.97381 255.163 
Earnings per share EPS 155 -76.00 966.00 2.9177 304.64348 9.281 
Stock dividends CD 155 2.00 418.00 63.3548 83.05562 6.898 
Stock returns R 155 -56.42 770.42 1.0652 138.23889 1.911 
Stock Price Changes P 155 -54.96 159.68 67.8668 38.44604 1.478 

 
As can be seen , the variable return assets (ROA) has a mean of 16.60, the highest number in the range 

42.67 and SD 10.97 that due to the large amount of deviation data research in the pharmaceutical industry, the 
dispersion is high. Return on equity (ROE) is the mean of 40.73 and the maximum value of this variable, 129.37 
and the lowest is 20.53 and standard deviation is equal to 24.27. According to company statistics, the 
pharmaceutical industry has an efficiency results are scattered because there's a huge difference between the 
lowest and highest values and a large standard deviation of this variable confirms. The pharmaceutical industry 
has an average of dividends divided 63.35 is the lowest and highest, respectively 2 and 418. Given that this 
study could be used to compare the means, it is necessary first to determine whether the normal distribution of 
the test variables. Data normality test results are given in Table 2. 

 
Table 2: Normality test of data distribution 

  ROA ROE Income CD EPS R P 
Normal 
Parametersa 

Mean 15.6411 12.7532 15.8381 66.1892 2.8035 60.6251 89.6065 
Std. Deviation 1.0752 1.49917 2.01735 8.9093 2.80160 4.10489 1.32654 

Most Extreme 
Differences 

Absolute .130 .424 .157 .236 .138 .102 .227 
Positive .130 .339 .147 .230 .138 .084 .227 
Negative -.077 -.424 -.157 -.236 -.132 -.102 -.165 

Kolmogorov-Smirnov Z .793 2.579 .955 1.433 .838 .619 1.383 
Asymp. Sig. (2-tailed) .555 .067 .321 .043 .484 .838 .074 

 
Kolmogorov-Smirnov test is significant for more than 5% for all variables except dividends these variables 

are therefore a normal distribution. Based on these results, to analyze data and test hypotheses using parametric 
tests except dividends division. To test the variable cash dividend division (CD) was used to separate two 
sample nonparametric tests (Mann-Whitney U). Assumptions used in the present study are to assess the 
following regression model: 

 
Ri = α0+ α1CDi + α2ROAi + α3EPSi+ α4ROEi+ eit 

 
Where, R is Stock return (including dividends and share prices), CD is Stock dividends, SD is Share of 

profits, ROA is Rate of return on assets, EPS is Earnings per share, ROE is Rate of return on equity and €I is 
error.   

 
Test Results of research hypotheses: 



203                                                    Jamali Maryam and Vedadi Ahmad, 2014 
Advances in Environmental Biology, 8(1) January 2014, Pages: 200-206 

Hypothesis 1: There was a significant relationship between stock returns and dividend approach companies 
in the pharmaceutical industry 
Assumption of independence of errors between: 

Used to test the independence of the errors of each test Watson cameras. According to the Durbin - Watson 
achieved (2.496), so it is between 1.5 and 2.5, so it is accepted assumption of independence of errors. 

 
Table 3: The results of Model summarized 

Model Correlation 
Coefficient 

Coefficient of 
determination 

Adjusted coefficient of 
determination 

Standard error of 
estimate 

Durbin- Watson 

2 .411a .169 .003 38.38968 2.496 
 
Correlation coefficient is 0.41, which indicates a good correlation between the independent variables and 

the dependent variable. The coefficient of determination obtained by standard is 0.16. Thus, only %16 of the 
variation in stock returns in the pharmaceutical industry companies from the independent variables of the 
model. 

 
Investigating the existence of a linear relationship between the independent variables and the dependent 
variable: 

Significance level of the F test is less than %5 (0.028). This is confirmed by assuming a linear relationship 
between the dependent and independent variables, and therefore the research model, and can be used from 
linear regression analysis assumptions. 

 
Table 4: Analysis of Variance  

Model Sum of squares Degrees of 
freedom 

Mean-square F Significant 

1 Regression 7498.755 5 1499.751 1.018 .028a 
Remaining 36844.179 25 1473.767   
Total 44342.934 30    

 
The estimated model coefficients are significant review of research: 

It is observed that the estimated coefficient for the variable dividend (CD) is equal to 0.159, so given the 
significant column (0.118), which is more than 5% error level is adopted in this study, there is not confirmed 
any relationship between the level of confidence of 95% profit split method and the pharmaceutical industry 
stock returns. 

 
Table 5: Coefficients of the model variables 

Ri = α0+ α1CDi + α2ROAi + α3EPSi+ α4ROEi+ eit 
Variables Non-standardized coefficients Standardized 

coefficients 
T Significant Co linearity Statistics 

B Std. Error Beta Tolerance VIF 
1 (Constant) 91.450 18.431  4.962 .000   

ROA -2.001 1.074 -.571 -1.863 .074 .354 2.829 
ROE .496 .472 .313 1.051 .303 .374 2.673 
EPS -.007 .025 -.057 -.282 .780 .816 1.226 
CD .159 .098 -.344 -1.621 .118 .739 1.354 

 
Check multi co linearity of independent variables: 

VIF values for most variables are values greater than 0.2 and smaller than 10, so no multi co linearity 
between the independent variables of the regression model, and there are no restrictions on the use of multiple 
regression model based on the observations. 

 
Hypothesis 2: There is a significant relationship between the method of dividend and earnings per share of 

companies in the pharmaceutical industry. 
 

Assumption of independence of errors between: 
Used to test the independence of the errors of each test Watson cameras. 
The amount of 1.433 is between 1.5 and 2.5 and is accepted assumption of independence of errors 
 

Table 6: Summary Model 
Model Correlation 

Coefficient 
Coefficient of 
determination 

Adjusted coefficient of 
determination 

Standard error of 
estimate 

Durbin- Watson 

2 .380a .145 -.026 16.18286 1.433 
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Correlation coefficient is 0.380, which indicates that it is a good correlation between the independent 
variables and the dependent variable. According to the standard coefficient of 0.14, only 14% of companies in 
the pharmaceutical industry is changing in favor of the independent variables of the model. 
Investigating the existence of a linear relationship between the independent variables and the dependent 
variable: 

Significance level of the F test is less than 5% (0.030). This is confirmed by assuming a linear relationship 
between the independent and dependent variables and hence the research model and can be used from linear 
regression analysis assumptions. 

 
Table 7: Analysis of Variance  

Model Sum of squares Degrees of 
freedom 

Mean-square F Significant 

 Regression 1107.755 5 221.551 .846 .030a 
Remaining 6547.120 25 261.885   
Total 7654.875 30    

 
Investigating the estimated model coefficients are significant review of research in the above table:  

It can be seen that the estimated coefficient for the variable dividend (CD) equal to 0.048, so according to 
the chart, it is significant 0.021 in this study, the number is less than 5% acceptable error level. It is thus a 
significant relationship between the level of confidence of 95% and profits by way of dividend pharmaceutical 
industry. 

 
Table 8: Coefficients of the model variables 

Incomei = α0+ α1CDi + α2ROAi + α3EPSi+ α4ROEi+ eit 
Variables Non-standardized 

coefficients 
Standardized 
coefficients 

T Significant Co linearity Statistics 

B Std. Error Beta Tolerance VIF 
1 (Constant) 11.841 7.769  1.524 .140   

ROA -.183 .453 -.125 -.403 .069 .354 2.829 
ROE .039 .199 .059 .195 .047 .374 2.673 
EPS .009 .011 .168 .820 .040 .816 1.226 
CD .048 .041 .247 1.150 .021 .739 1.354 

 
According to the above table, the estimated coefficients are significant for all variables except ROA, which 

is significantly more than 5%. 
 

Check multi co linearity of independent variables: 
The multi co linearity of independent variables is observed for most variables, the VIF values are greater 

than 0.2 and smaller than 10. Therefore, there is no multi co linearity between the independent variables of the 
regression model and the use of multiple regression analysis, there is no restriction on the observations. 

Hypothesis 3: There is a significant relationship between stock price changes and dividend approach 
companies in the pharmaceutical industry. 

 
Assumption of independence of errors between: 

Used to test the independence of the errors of each test Watson cameras. As can be seen the Durbin - 
Watson gained 2.012, so it has to be between 1.5 and 2.5. It is accepted assumption of independence of errors. 

 
Table 9: Summary Model 

Model Correlation 
Coefficient 

Coefficient of 
determination 

Adjusted coefficient of 
determination 

Standard error of 
estimate 

Durbin- Watson 

2 .295a .087 -.095 144.67148 2.012 
 
Correlation coefficient is 0.295, which indicates that it is an average correlation between the independent 

variables and the dependent variable. Amount of standard coefficient is 0.08, only 8% of shares price in the 
pharmaceutical industry is changing in favor of the independent variables of the model. 

 
Investigating the existence of a linear relationship between the independent variables and the dependent 
variable: 

Significance level of the F test is less than 5% (0.029). This is confirmed by assuming a linear relationship 
between the independent and dependent variables and hence the research model and can be used from linear 
regression analysis assumptions. 
 
 
 



205                                                    Jamali Maryam and Vedadi Ahmad, 2014 
Advances in Environmental Biology, 8(1) January 2014, Pages: 200-206 

Table 10: Analysis of Variance 
Model  Sum of squares Degrees of 

freedom 
Mean-square F Significant 

1 Regression 50053.824 5 10010.765 .478 .029a 
Remaining 523245.924 25 20929.837   
Total 573299.747 30    

Investigating the estimated model coefficients are significant review of research in the above table: 
It can be seen that the estimated coefficient for the variable dividend (CD) equal to 0.122, so according to 

the chart, it is not significant in this study, the number is less than 5% acceptable error level. Thus there is not a 
significant relationship between the shares price and profits by way of dividend pharmaceutical industry. 

 
Table 11: Coefficients of the model variables 

∆Pi = α0+ α1CDi + α2ROAi + α3EPSi+ α4ROEi+ eit 
Variables Non-standardized coefficients Standardized 

coefficients 
T Significant Co linearity Statistics 

B Std. Error Beta Tolerance VIF 
1 (Constant) 64.510 69.457  .929 .362   

ROA 3.743 4.047 .297 .925 .364 .354 2.829 
ROE 1.785 1.779 .313 1.003 .325 .374 2.673 
EPS .020 .096 .044 .206 .838 .816 1.226 
CD .122 .370 .073 .329 .745 .739 1.354 

 
Check multi co linearity of independent variables: 

The multi co linearity of independent variables is observed for most variables, the VIF values are greater 
than 0.2 and smaller than 10. Therefore, there is no multi co linearity between the independent variables of the 
regression model and the use of multiple regression analysis, there is no restriction on the observations. 

 
Discussion: 

Regarding the first hypothesis, the relationship between dividends and stock returns, the results indicate 
that this hypothesis is not confirmed. Since dividends received is an important element in the company's 
investment returns managers may accept the company's projects are financed through profits and then distribute 
the remaining or the desired profit sharing, and then use the remainder for reinvestment. If you choose the first, 
it will not be a function of stock returns and dividend the second option suggests that stock returns are a 
function of the interest payment [8]. The present findings are consistent with research Jahankhany [3] has 
concluded, so that the relationship between stocks returns and dividend strategies. This study is also consistent 
with research Gholipour [9] so as to examine the impact of dividend on equity method companies listed on the 
Stock Exchange. The results Gholipour [9], any stock can be output through increased stock prices, dividends 
and bonus shares or stock options. Due to the lack of methods to verify the relationship between cash dividend 
and stock returns in the pharmaceutical companies, it is suggested confounders of the relationship between these 
two variables. 

The study was approved method of the relationship between cash dividends and earnings per share. 
Dividend ratio (D/E) is the determinant of the remaining shareholders of the Company to finance future projects 
and to demonstrate their efficiency levels of the company. According to the signaling theory of dividends, the 
Company declared a dividend greater than what is predicted by the market, it may be a sign that the company's 
future financial outlook is brighter than the expected amount and when firms expect an increase in future 
profits, they are increasing their cash dividends [7]. Pourheydari et al (1388) show that these methods do not 
affect the interest rate despite the lack of consistency in the methods dividend companies in Tehran Stock 
Exchange and no significant relationship between these two variables. 

Foromehrany [10] in a research studied the relationship between earnings per share, dividends and 
investment. The purpose of this study, the amount of investment income not allocated and it is transferred to 
retained earnings. The study was approved by the relationship between dividend income and earnings per share 
forecast. Al-Kuwari [11] has examined the companies operating in the Persian Gulf Stock Exchange. The 
results show a significant positive relationship between corporate profitability with profit sharing. The findings 
of the research conducted by Keith (2004) confirmed the bilateral relationship with the dividend to dividend 
strategies. Kanvar (2003) has pointed out the existence of an inverse relationship between earnings and dividend 
strategies. According to the method of confirming the relationship between cash dividend and earnings per 
share, it is suggested according to company executives and industry to develop and implement appropriate 
procedures dividend. 

 
Conclusion: 

This study was approved by the relationship between methods of cash dividends and stock prices. For the 
final selection policy dividends various factors considered, including the company's current financial condition 
and operational in this framework, the company is expected to choose different policy dividends. For example, 
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a fixed dividend payment (based on previous years) that consistently meets the expectations of the shareholders 
receive a certain amount of profit and does not have much impact on the market price of the stock. This policy 
may be a liquidity shortage in the years since the company was declined the company's liquidity is adequate 
precautions if it was not a big problem [7]. These results are consistent with previous results Hejazi [12] in the 
study population nonfinancial companies listed in Tehran Stock Exchange during 1383 to 1388. Also, there is 
this mismatch Jahankhany research [3] indicates that there is a relationship between dividends and stock prices. 
Liu et al [13] examined the explanatory operating cash flow and earnings for the valuation of shares. In all 
cases, the profitability of the better criteria for defining stocks. Kochosan (2004) concluded that the market 
reaction to dividend changes, it is a delayed reaction to the previous changes in profitability. Due to the lack of 
methods to verify the relationship between dividends and stock prices of companies in the pharmaceutical 
industry, optimization techniques is suggested for the implementation of enterprise development without 
worrying about affecting the stock price. 
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