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Abstract 

Purpose: This paper presents a comparative evaluation of the determinants affecting 

the likelihood of dividend payouts by Islamic and conventional banks in the Gulf 

Cooperation Council (GCC) countries. 

Design/methodology/approach: We used the dynamic panel logit model to test 

dividend life-cycle theory by analyzing the determinants affecting the likelihood of 

dividend payouts by GCC banks. Moreover, we used multinomial logistic regressions 

to extend the results where the dependent variable is a nominal variable equal to 1 for 

non-payment of dividends, 2 for lower dividend payments, and 3 for higher dividend 

payments. 

Findings: We report a finding consistent with the life-cycle theory of dividends where 

a higher proportion of retained-earnings-to-contribution mix implies a greater 

likelihood of dividend payments, apart from conventional characteristics such as 

profitability, size, and growth. However, we find marked differences in the magnitude 

and significance of the life-cycle characteristics explaining the likelihood of dividend 

payouts for Islamic and conventional banks. We also find that Islamic banks are smaller 

and less profitable relative to conventional banks but have higher growth rates, which 

helps to explain why the proportion of dividend non-payments is higher for Islamic 

banks than for conventional banks. Our results also indicate that the higher default rates 

and business risk associated with GCC banks reduces their propensity to pay dividends. 

Originality: This paper aims to contribute to the literature by drawing on life-cycle 

theory as a basis for comparing the determinants affecting the likelihood of dividend 

payouts by Islamic and conventional banks in the GCC countries. 

Practical implications: The topic of dividends remains an important puzzle in the field 

of modern finance. Our findings have significant implications for a variety of 

stakeholders in both Islamic and conventional banks in GCC countries, including 

investors, depositors, analysts, managers, regulators, and stock exchanges. 

Keywords: Dividend policy, Life-cycle theory, Islamic banks, Emerging markets 

JEL Classification: G32, G35 
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1. Introduction 

According to life-cycle theory, companies which pay large dividends will typically be 

large, mature, and established. Such firms tend to be highly profitable but face shrinking 

investment opportunities, in contrast to young firms which often have limited resources 

but abundant investment opportunities. An established strand of literature on the life-

cycle theory of dividends (e.g. Fama and French, 2001; Grullon et al., 2002; DeAngelo 

and DeAngelo, 2006; DeAngelo et al., 2006) supports these predictions. The trade-off 

between earnings retention and distribution of profits evolves over the course of a firm’s 

life cycle, and distribution in the form of dividends becomes increasingly likely as firms 

mature. Following this proposition, the empirical literature reveals differences in the 

characteristics of high-dividend and low-dividend paying firms (Fama and French, 

2001; DeAngelo et al., 2006; Yousef et al., 2016). For instance, Fama and French 

(2001) find that firms with high profitability and low growth rates tend to pay more 

dividends, while low-profit/high-growth firms tend to retain profits. DeAngelo et al. 

(2006) show that the relative amount of earned equity in a firm’s capital structure is a 

stronger determinant of the probability that the firm pays dividends than profitability 

and growth. 

The existing literature (e.g. Fama and French, 2001; DeAngelo et al., 2006), however, 

has investigated the life-cycle theory mainly for industrial firms operating in developed 

capital markets, whereas comparative studies of financial firms in emerging markets, 

particularly for the banking sectors of the Gulf Cooperation Council (GCC) countries, 

are limited. Moreover, several studies (e.g. Athari et al., 2016; Olson and Zoubi, 2016; 

Mahdi and Abbes, 2018) reveal relevant differences between conventional and Islamic 

banks in terms of financial performance and environmental conditions. This paper aims 

to contribute to the literature by drawing on life-cycle theory as a basis for comparing 

the characteristics associated with the likelihood of dividend payouts by Islamic and 

conventional banks in GCC countries. 

The reason for investigating the dividend policies of GCC banks relates to the region’s 

unique economic environment and the fundamentally different macroeconomic and 

institutional factors that exist there compared to developed markets (Al-Yahyaee et al., 

2011). For example, GCC countries are subject to different sets of regulatory practices, 

including tax regimes, and their financial markets are not fully developed. Given the 
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association between creditor protection and the development of financial markets (La 

Porta et al., 1998), this leads to different social, cultural, and political practices with 

regard to creditor rights, and these differences provide a unique opportunity to study 

whether these factors could fundamentally change the behavior of managers and 

investors in terms of dividend policy. In addition, based on their strong monopoly 

within the oil sector, GCC countries exhibit a much higher dependency on the strength 

of the global economy compared to other emerging economies, with the result that they 

tend to rely on the value of the U.S. dollar for trade and prosperity. Moreover, Al-

Malkawi et al., (2014) argued that GCC countries follow common civil law which has 

attributes such as weak capital markets, low investor protection, and high insider 

shareholdings. 

Another difference is the extensive and continually expanding presence of Islamic 

finance schemes in GCC economies. The GCC region has emerged as the center of 

Islamic financial practices, and the size of the Islamic banking system in the region is 

formidable. Furthermore, Misman and Bhatti (2020) argued that GCC countries are at 

the forefront of the global Islamic banking industry. To date, however, only limited 

studies have explored the corporate strategies and dividend policies of these countries 

(Al‐Ajmi and Hussain, 2011; Alzomaia and Al-Khadhiri, 2013; Yousef et al., 2016), 

and even more limited studies exist for Islamic banks alone (Ahmed, 2015; Athari et 

al., 2016; Al-Kayed, 2017). Moreover, no previous studies have specifically analyzed 

Islamic banks in conjunction with dividend life-cycle theory. 

For example, a dividend policy study by Athari et al. (2016) investigated the application 

of agency theory to both Islamic and conventional banks operating in Arab markets. 

Their findings support the substitution model of agency theory, indicating that Islamic 

banks use dividend policy as a substitute method for mitigating more significant agency 

problems and the risk of expropriation by insiders. Another study by Ahmed (2015) 

assessed the impact of liquidity and profitability on dividend policy in both Islamic and 

conventional banks in the UAE to find that dividend payout ratio correlated 

significantly and positively to liquidity but negatively and insignificantly to 

profitability. Al-Kayed (2017) analyzed the dividend policies of six Islamic and six 

conventional banks in Saudi Arabia to conclude that profitability, lagged dividends, and 

leverage can all be classed as significant determinants in this context. Alzomaia and Al-

Khadhiri (2013) also investigated dividend policy determinants in Saudi Arabia but 
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excluded the banking sector. They conclude that the non-financial firms in their sample 

base their dividend payments on current earnings per share and past dividends per share. 

In the current study, we analyze for the first-time the applicability of dividend life-cycle 

theory to the Islamic and conventional banking sectors in GCC countries. Specifically, 

we investigate whether the likelihood of GCC banks paying dividends is enhanced 

when their retained earnings comprise a large proportion of their total equity (RE/TE) 

and of total assets (RE/TA). As discussed below, DeAngelo et al. (2006) use these 

measures as relevant proxies for testing the life-cycle theory of dividends, which 

assumes that banks with low values for such ratios are in the capital infusion stage, 

while banks with high values for these ratios are in the maturity stage. This implication 

suggests a trade-off between earnings retention and distribution of profits that varies 

over time. 

A multivariate panel logit model is employed to estimate the impact of the 

earned/contributed capital mix on the probability of dividend payout. We control for a 

number of variables, including bank size, current and lagged profitability, growth, total 

equity, cash balances, and lagged dividends. 

The remainder of this paper is organized as follows: Section 2 discusses relevant 

competing theories and factors influencing dividend policy; Section 3 presents the 

model and explains the choice of variables; Section 4 outlines the sampling procedure, 

providing descriptive statistics as well as univariate analyses relating the proportion of 

banks paying dividends to their earned/contributed capital mix; Section 5 reports the 

logit results including robustness tests; and Section 6 concludes. 

1.1. Dividend policy for Islamic and conventional banks in the GCC 

Table 1: Dividend policy for Islamic and conventional banks in the GCC countries for the 

year 2019. 

[Insert Table 1 here] 

Table 1 presents the current state of dividends for both Islamic and conventional banks 

for each of the GCC countries in the year 2019. For the conventional sector, all banks 

in Bahrain and Oman along with 83% of banks in Saudi Arabia and Kuwait paid 

dividends in 2019. On the other hand, 44% of UAE banks paid no dividends in 2019. 
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With regard to dividend payout ratio, conventional banks in Bahrain, Oman, Saudi 

Arabia, and Kuwait paid more than half of their net profits as dividends to their 

shareholders, while the payout ratio for the UAE sector was only 26%. 

For the Islamic sector, all banks in Qatar and Saudi Arabia and 80% of banks in Kuwait 

paid dividends in 2019. On the other hand, only 40% of the Islamic banks in Bahrain 

paid dividends that year. The dividend payout ratios for the Islamic sector in each 

country rank as follows: Qatar (65%), Saudi Arabia (49%), Kuwait (39%), UAE (30%), 

and Bahrain (24%). 

Comparing the Islamic with the conventional banks in GCC countries, Table 1 clearly 

shows that the average number of conventional banks paying dividends is higher than 

the average number of Islamic banks paying dividends. In addition, the average 

dividend payout ratio for conventional banks is higher than that of Islamic banks in 

2019. Sections 5 and 6 will provide a more in-depth comparison of dividend policy for 

the Islamic and conventional banking sectors in this region. 

1.2. Related literature and hypothesis development 

Following the dividend irrelevance proposition of Miller and Modigliani (1961), which 

suggests that under perfect capital market assumptions dividends have no value-adding 

role in a firm’s share price, various theories have attempted to explain why firms pay 

dividends, including life-cycle theory, signaling theory, and agency cost theory. These 

have largely focused on identifying different types of market imperfections or frictions 

(e.g. uncertainty, agency costs, asymmetric information, etc.) to explain the prospect of 

paying dividends as perceived by the capital markets so that shareholders are confident 

about firm capital and value. 

Life-cycle theory was formulated by Mueller (1972) and includes a hypothesis specific 

to dividend payouts which suggests that a company’s dividend policy should 

correspond to its business life-cycle stage. For example, in order to maximize growth 

and decrease uncertainty, young firms should reinvest their earnings rather than 

distribute them to shareholders. Moreover, such a practice aligns with shareholder 

interests since they benefit when firms are able to maximize profits and growth. 

However, if the market becomes saturated, profitable investment opportunities are 
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reduced, and it is often in the best interest of large, mature firms to distribute excess 

cash flow to shareholders in the form of dividends (Mueller, 1972). 

The life-cycle hypothesis forms the basis of Fama and French’s (2001) investigation of 

the decline in dividend-paying firms over the years 1972-1999. They found that 

companies paying dividends were larger and more profitable than non-paying firms, 

while non-payers had greater investment opportunities available to them. Moreover, 

consistent with Fama and French (2001), DeAngelo et al. (2006) reveal powerful 

support for life-cycle theory in their empirical investigation of the dividend decisions 

of 25 large and longstanding payers who have distributed substantial dividends 

consistently over long periods. They estimate a firm’s financial life cycle stage based 

on its amount of earned equity (retained earnings) relative to both total common equity 

(RE/TE) and total assets (RE/TA). The RE/TE dividend is the ratio of internally 

generated to total (earned plus contributed) common equity. Fama and French (2001), 

Grullon et al. (2002), and DeAngelo et al. (2006) all rely on life-cycle theory to explain 

dividends which depend, either implicitly or explicitly, on the trade-off between the 

benefits (e.g. flotation cost savings) and the costs (e.g. agency problems associated with 

free cash flow) of earnings retention. Paying dividends becomes increasingly attractive 

as companies mature since the relative advantages of retention versus distribution shift 

over time with the accumulation of profits and reduction of investment opportunities. 

Findings by Chay and Suh (2009) in the context of Australia, Japan, Germany, Canada, 

the U.S., France, and the UK further support the finding of Fama and French (2001) 

and DeAngelo et al. (2006) that dividend payout behavior correlates positively to 

retained-earnings-to-total-equity ratio. Denis and Osobov (2008) also came to a similar 

conclusion in a similar set of contexts (i.e. the U.S., the UK, Canada, Germany, France, 

and Japan). Specifically, like Fama and French (2001), these researchers conclude that 

the likelihood of paying dividends corresponds to firm size, growth opportunities, and 

profitability. Furthermore, in line with DeAngelo et al. (2006), they find that the 

probability of paying dividends correlates strongly to the retained-earnings-to-total-

equity ratio. Denis and Osobov (2008) were also the first to uncover significant support 

for life-cycle theory in an international context. 

All of these findings provide support for the theory of dividends proposed by the life-

cycle model as it applies to equity markets in developed countries. Kouser et al. (2015) 

further observe that firms base dividend decisions not only on their life cycle stage but 
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also on the company’s current financial position. In other words, the relationships 

predicted by Mueller (1972), Fama and French (2001), and DeAngelo et al. (2006) with 

respect to dividend payout and size, profitability, investment opportunities, and 

earned/contributed capital mix are supported by the conclusions of Kouser et al. (2015). 

Most of the existing dividend life-cycle literature focuses on these large, developed 

markets (e.g. Fama and French, 2001; DeAngelo et al., 2006; Denis and Osobov, 2008; 

Chay and Suh, 2009). Relatively few studies, however, have focused on smaller, 

emerging economies (e.g. Al‐Ajmi and Hussain, 2011; Ansary and Gomaa, 2012; 

Athari et al., 2016; Yousef et al., 2016; Al-Malkawi and Bhatti, 2020). Ansary and 

Gomaa (2012) looked at life-cycle theory and dividend policy in the Egyptian market 

using a sample of 100 highly active companies over the period 2005-2010. Their 

findings indicate that the returned-earnings-to-total-equity ratio had a significant 

positive impact on dividend payments while the total-equity-to-total-asset ratio had no 

effect. Al‐Ajmi and Hussain (2011) also conclude that these organizations paid out a 

lower percentage of their cash flow compared with the typical levels associated with 

the corresponding firm life cycle stages. 

Even fewer studies, moreover, have specifically analyzed banking firm dividends in the 

GCC countries. Athari et al. (2016) draw on the agency cost model to explain 

differences in the dividend behavior of Islamic and conventional banks operating in 

Arab countries, which they associate with unique institutional settings and levels of 

investor protection. Yousef et al. (2016) employ event study and cross-sectional 

cumulative abnormal returns (CAR) regressions to test both the signaling and life-cycle 

theories on dividend announcements using data from listed banks in GCC countries to 

find clear support for the life-cycle model. Al-Malkawi et al. (2014) analyzed dividend 

smoothing and signaling for Omani firms and confirm the validation of the Lintner 

model, which is consistent with the signaling hypothesis. The paper also argued that 

there is an insignificant impact of the financial crisis on dividend policy. 

Uddin and Osman (2008) researched stock market reactions to 178 dividend 

announcements by companies in Saudi Arabia from 2001-2005, including eight banks, 

and find that the announcement of increases in dividends often fails to signal good 

information while the announcement of decreases in dividends and first-time dividends 

is more likely to contain relevant information, although the signal provided by dividend 

initiation was thought to be relatively weak. 
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There is, however, a complete lack of prior studies analyzing dividend life-cycle theory 

for both Islamic and conventional banks in GCC countries. To the best of our 

knowledge, this study is the first of its kind to apply the life-cycle model to the context 

of the GCC banking sector by investigating whether the likelihood of paying dividends 

is enhanced when retained earnings comprise a large proportion of total equity (RE/TE) 

and of total assets (RE/TA). 

In this study, we have followed the practices exemplified in standard dividend life-cycle 

theory literature (Fama and French, 2001; Grullon et al., 2002; DeAngelo et al., 2006; 

Denis and Osobov, 2008; Chay and Suh, 2009), where similar variables have been 

consistently used. The main purpose in previous studies has been to test whether such 

firm level variables have a significant impact on the tendency to pay dividends or on 

dividend payout ratios. The primary purpose of the current study, however, is to test 

the relevance of dividend life-cycle theory to dividend payouts by Islamic banks and 

contrast these practices with those of conventional banks in the same context. This 

places certain constraints on our choice of variables. 

It should be noted, however, that critiques of dividend life-cycle theory are not as 

readily available as the various tests of its predictions discussed in the literature review 

above. It must certainly be the case that payout strategies are influenced by multiple 

perspectives, such as Jensen’s free cash flow hypothesis (Jensen, 1986) and signaling 

theory. The latter predicts that the signaling role of dividends can correspond to adverse 

selection problems in financial markets since it might be assumed that only profitable 

firms with good future prospects can afford to maintain significant dividend payouts 

(DeAngelo et al., 2000). 

The key argument is that insider managers attempt to smooth dividends towards a target 

level over time by adjusting payout ratios based on a variety of firm-level and external 

factors, which can include life cycle variables such as firm maturity. Since the expected 

relationships between dividend payouts and life-cycle determinants are now defined 

within a theoretical foundation, we can formulate the following hypothesis to fulfil the 

purpose of this study: 

H1: RE/TE (or RE/TA) has a significant positive impact on the likelihood of dividend 

payouts by GCC banks. 
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2. Model and Hypothesis 

Based on the above discussion, the empirical studies most relevant to the present study 

are Fama and French (2001) and DeAngelo et al. (2006). We therefore base our 

investigation of the determinants affecting the likelihood of dividend payouts by GCC 

banks on these studies. As the main aim of our study is to test dividend life-cycle theory 

by analyzing the probability of dividend payments within the GCC banking sector, we 

utilize a dynamic panel logit model where the binary dependent variable is the 

payment/non-payment of dividends and the main explanatory variable for dividend life-

cycle theory is RE/TE (or RE/TA). In setting their dividend policies, banks choose to 

either pay or not pay a dividend, and this binary variable (0/1) means that a logit 

regression model constitutes a suitable econometric approach in this instance. 

Furthermore, many previous studies of this kind have also used a logit regression 

method to analyze the probability of paying dividends (e.g. Fama and French, 2001; 

DeAngelo et al., 2006). 

However, since 1 is recorded for dividend payers whether the amount of payment is $1 

or $1 million, it should be noted that this method could generate biased results. 

Therefore, we have also used multinomial logistic regressions to separate these high 

and low dividend payers and thus include three categories of dividend: (1) non-payment 

of dividends, (2) dividend payers with a dividend-per-share (DPS) lower than the 

median DPS for our sample (low dividend payers), and (3) dividend payers with a DPS 

higher than the median for our sample (high dividend payers). Dividing the sample into 

these categories involved three steps: (1) the average dividend amount for each bank 

over the period of observation was calculated; (2) from this average, the median was 

determined to be 24.09; and (3) banks with average dividends below or equal to the 

median amount were classed as low dividend payers while banks with average dividend 

amounts above the median were classed as high dividend payers. Moreover, in 

accordance with previous studies (e.g. Fama and French, 2001; DeAngelo et al., 2006; 

Yousef et al., 2016), we used several control variables, including profitability, growth, 

and size. The basic model thus takes the following form: 

𝑃𝐴𝑌𝑖,𝑡 = 𝛽0 + 𝛽1𝑅𝑂𝐴𝑖,𝑡 + 𝛽2𝐺𝑅𝑖,𝑡 + 𝛽3𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽4𝑇𝐸/𝑇𝐴𝑖,𝑡 + 𝛽5𝑅𝐸/𝑇𝐸𝑖,𝑡 

+ 𝛽6𝑍𝑆𝐶𝑖,𝑡 + 𝛽7𝐵𝑆𝑅𝑖,𝑡 + 𝛽8𝐼𝑠𝑙𝑎𝑚𝑖𝑐𝑖,𝑡 + 𝛽9𝐷𝑖𝑣𝑃𝐴𝑌𝑖,𝑡−1 
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where: 

 PAYi,t (in the logit model) is the dividend payment, equal to 1 if dividends are paid 

and 0 for no payment; 

 PAYi,t (in the multinomial logistic regressions) is the dividend payment, equal to 1 

for non-payment of dividends, 2 for dividend payers with a DPS lower than the 

sample median, and 3 for dividend payers with a DPS higher than the sample 

median; 

 ROAi,t is return on assets (bank profits), i.e. income after tax divided by total assets; 

 GRi,t is bank growth (measured by sales growth, asset growth, or market-to-book 

ratio); 

 SIZEi,t is bank size (represented by the logarithm of total assets); 

 TE/TA i,t is the ratio of total equity to total assets; 

 RE/TE i,t is the ratio of retained earnings to total equity; 

 RE/TA i,t is the ratio of retained earnings to total assets; 

 BSR i,t is business risk (represented by the standard deviation of ROA); 

 ZSC i,t is default risk, measured by a logarithm of the Z-score, where the Z-score is 

the sum of ROA plus the equity/assets ratio divided by the standard deviation of 

ROA; 

 Islamic i,t is a dummy variable equal to 1 for Islamic banks and 0 for conventional 

banks; and 

 DivPAY i,t-1 is the lagged value of dividend per share (i.e. the previous year’s DPS). 

In the logit model, the dependent variable (PAY) is the binary indicator for dividend 

payments and is equal to 1 if dividends are paid and 0 for no payment, whereas 

dividend history (DivPAY) is represented by the lagged value of dividend per share 

(DPS) to the primary shareholders. An additional measure used in the univariate 

analysis is the dividend payout ratio (Div Pay ratio), which is the ratio of gross 

dividends on common stock (in a fiscal year) to income available on the common stock 

(excluding extraordinary items for the same period). Furthermore, the dependent 

variable in the multinomial logistic regressions is a nominal variable equal to 1 for non-

payment of dividends (DPS=0), 2 for dividend payers with a DPS lower than the sample 

median (low dividend payers), and 3 for dividend payers with a DPS higher than the 

sample median (high dividend payers). We used Stata software to analyze our data. 

Following DeAngelo et al. (2006), we use both RE/TE and RE/TA as the main life-cycle 

proxies. The former holds that the key determinant for dividend payment is the ratio of 

internally generated to total (earned plus contributed) common equity, whereas the 

latter shows how total assets are funded by earned rather than contributed capital. 
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Because they measure the extent to which a bank is self-financing versus reliant on 

external capital, both RE/TE and RE/TA are logical proxies for the life-cycle stages of 

a bank. Based on the idea that retained earnings relative to total assets or total equity is 

something which changes significantly over the life cycle of a firm, with mature firms 

tending to have more retained earnings than younger ones, the RE/TA and RE/TE 

variables have been regularly used in seminal studies in this vein (Fama and French, 

2001; Grullon et al., 2002; DeAngelo et al., 2006). According to the Jensen free cash 

flow problem (Jensen, 1986), therefore, dividend life cycle theory implies a higher 

likelihood of payouts by mature firms. In the present study we extend this concept to 

banking firms of both conventional and Islamic types. 

In order to further analyze the variables of interest in this study (i.e. the life cycle 

determinants defined above), several additional factors are included as control variables 

(Fama and French, 2001; DeAngelo et al., 2006). Including control variables in the 

study allows us to determine whether differences in dividend payouts are indeed 

explained by life cycle factors or might be attributed instead to other influences. The 

control variables used here are chosen for their expected relationships to dividend 

payouts based on dividend theories other than the life-cycle model tested here as well 

as on the earlier analyses of life-cycle theory and dividends undertaken by DeAngelo 

et al. (2006) and Kouser et al. (2015). 

One of the control variables used is the ratio of total equity to total assets (TE/TA). 

Inclusion of this variable enables an agency cost explanation of whether the probability 

of paying dividends is attributable to firms’ use of equity/leverage. It also avoids 

confounding the impact of total equity financing with its composition (mix of earned 

and contributed equity), as reflected in RE/TE or RE/TA. 

Additionally, following Fama and French (2001), we account for three common 

characteristics of dividend payers: profitability, size, and growth opportunities. Bank 

profitability is measured by return on assets (ROA). Size is represented by the logarithm 
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of total assets (log TA), and we use three proxies for bank growth (GR): market-to-

book ratio (M/B), growth in sales, and growth in assets.1 

Moreover, given our focus on banks, an important question when considering dividend 

policy is whether banks ought to be treated in the same manner as non-financial firms. 

Bessler and Nohel (1996), among others, observe that the payment of dividends by 

banks is equivalent to diverting a bank’s equity to its owners, and a notable feature of 

dividend-paying banks observed during the global financial crisis is their tendency to 

engage in risk-shifting, which arises when banks transfer wealth from depositors to 

shareholders via dividend payments when faced with high levels of default and business 

risk (Onali, 2014; Kanas, 2013). To account for these features in our estimations, we 

incorporate controls for default and business risk. Default (or insolvency) risk (ZSC) is 

measured by the logarithm of Z-score statistic2, where a reduction in this value is 

equivalent to an increase in bank risk while an increase is equivalent to greater bank 

stability. Business risk is proxied by the standard deviation of ROA. 

In order to analyze dividend life-cycle theory, the main hypothesis underlying our 

model is that the probability of dividend payment by banks is positively related to the 

relative amount of earned equity in their capital structure (RE/TE or RE/TA). Since these 

ratios measure the life-cycle phase of a firm based on the proportion of earned-to-

contributed capital mix, they cannot be high unless a firm has a large amount of retained 

earnings, and they may also be positively related to the profitability of firms. However, 

there may also be a marked difference between these ratios for firms which otherwise 

have similar retained earnings, since some firms may have sold more equity or assets 

in order to invest, while others in the capital infusion stage may have invested their 

retained earnings, yielding an apparently higher or lower earned/contributed mix, 

respectively. An added complication is that there could be other explanatory factors, 

such as investment opportunities, which are also important determinants of the 

1 M/B ratio equals the market capitalization for a given fiscal year divided by the same period’s total 

equity (market capitalization is calculated as total common shares outstanding multiplied by the fiscal 

period price close). Asset growth rate is the change in total assets divided by the previous year’s level, 
and sales growth rate is the change in total sales divided by the previous year’s level. 

2 The logarithm of the Z-score is used because the latter is highly skewed (Schaeck et al., 2011). The Z-

score is inversely related to default (insolvency) risk (Onali, 2014; Kanas, 2013). 
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probability of paying dividends. As a result, we incorporate the Fama and French (2001) 

determinants and other related controls for size, profitability, and growth to represent 

profitable investment opportunities. Our statistical tests implicitly assume that RE/TE 

and RE/TA are not highly correlated with these investment opportunities. Thus, a 

higher earned/contributed capital mix does not necessarily imply that firms have greater 

investment opportunities than those expected by the market or those implied by current 

growth rates. 

3. Results and Discussions 

3.1. Data and descriptive statistics 

Our sample consists of Islamic and conventional banks listed on GCC stock markets 

over the period 1995-2018. To be included in our sample for a given year, a bank must 

have no missing dividend values in DataStream for the period in question. Fifty-seven 

such banks are currently trading in GCC markets. We distinguished Islamic banks from 

non-Islamic (conventional) banks based on information available from the Banker 

Journal, Reuters, and the banks’ individual websites. This resulted in a sample of 20 

Islamic and 37 conventional banks, providing a total of 1066 bank-year observations 

(344 for Islamic and 722 for conventional banks) over the period 1995-2018. 

[Insert Table 2 here] 

Table 2 presents the descriptive statistics for all the explanatory variables. The mean 

values for both dividend payers and non-payers are shown for Islamic banks, 

conventional banks, and the combined sample. The results indicate that dividend payers 

typically have a considerably greater proportion of retained earnings relative to 

contributed capital (RE/TE) or total assets (RE/TA) for both Islamic and conventional 

banks. For example, in the case of conventional banks, the (mean) value of RE/TE 

(RE/TA) is 52.6% (7.1%) for dividend payers and 37.1% (5.9%) for nonpayers; and for 

Islamic banks, it is 47.5% (7%) for payers and 6.7% (2.4%) for nonpayers. 

In addition, for the whole sample, the mean value of RE/TE (RE/TA) is 51% (7.1%) 

for dividend payers and 23.4% (4.4%) for nonpayers. Banks with low RE/TE (RE/TA) 

are usually in a capital infusion stage while those with high values are generally more 

mature and have high cumulative profits, making them largely self-financing 
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(DeAngelo et al., 2006). Such banks tend to be good candidates for the payment of 

dividends, and the results clearly show this to be the case, i.e. banks with low RE/TA, 

whether conventional or Islamic, are in a capital infusion stage, whereas banks with 

high RE/TA tend to pay dividends. 

Consistent with the findings of Fama and French (2001) and DeAngelo et al. (2006), 

the univariate results indicate that dividend payers tend to be larger and more profitable 

than non-payers. This is the case for both Islamic and conventional banks in GCC 

countries, as shown by the fact that the mean of ROA for conventional bank dividend 

payers is 2.1% compared to 1.5% for nonpayers, and for Islamic dividend payers it is 

2.3% compared with 1% for nonpayers. Furthermore, for the whole sample, the mean 

ROA is 2.2% for dividend payers and 1.3% for nonpayers, which supports the argument 

that higher profitability will lead to a higher propensity for dividend payouts. 

Table 2 also shows that non-paying Islamic banks have higher growth rates than 

dividend-paying Islamic banks, but the corresponding differences for conventional 

banks are unclear, since growth in assets and sales are higher for non-paying 

conventional banks, while the M/B ratio is indifferent. The main point to note here is 

that the univariate results clearly indicate that Islamic banks have higher growth rates 

than conventional banks (for example, the means of M/B, growth in assets, and sales 

for Islamic banks are 2.016, 21.17%, 20.87%, respectively, while for conventional 

banks, these values are 1.8, 14.9%, 13.859%, respectively). This may be because 

Islamic banks are in a life cycle growth stage while conventional banks are not. In their 

“World Islamic Banking Competitiveness” report, the accounting firm Ernst and Young 

show that the assets of Islamic banks grew at an average annual rate of 17% between 

2008 and 2015. This is two to three times faster than the rate at which conventional 

banks grew over the same period. Correspondingly, as we observe from our sample, the 

proportion of dividend non-payers among Islamic banks is higher than among 

conventional banks (34% vs. 20%). 

Moreover, the dividend payers have, on average, higher cash ratios than non-payers 

(1.1% vs. 0.5% for Islamic and 1.1% vs. 0.9% for conventional banks). However, 

DeAngelo et al. (2006) argue that high cash balances do not necessarily indicate a 

higher likelihood of paying dividends. Finally, the results show that the dividend payers 

have lower risk, which indicates that a bank with stable earnings can predict its future 
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earnings with greater accuracy. Thus, such a bank can commit to paying a larger 

proportion of its earnings as dividends with less risk of having to reduce its dividends 

in the future. 

3.2. Regression results 

3.2.1. Base results 

The descriptive statistics reveal a greater proportion of the earned/contributed capital 

mix (RE/TE and RE/TA) for dividend payers in both types of banks. In order to test the 

influence of these life-cycle proxies on the probability of paying dividends, we 

estimate multivariate logit regressions on bank level panel data for the sample of 57 

GCC banks (20 Islamic and 37 conventional) covering the period 1995-2018. While 

the basic model postulated above is derived from the established studies of DeAngelo 

et al. (2006) and Fama and French (2001; 2002), we estimate variants of the base 

specification by including different explanatory variables as well as allowing for the 

effects of business and default risk. Furthermore, we incorporate a dummy variable to 

distinguish between Islamic and conventional banks except where we investigate the 

results for these separate types of banks. In all cases, as revealed by the Hausman test, 

estimation is based on the use of a random effects model. 

Table 3 reports the basic set of results using RE/TE as the life-cycle proxy while 

controlling for profitability throughout, as well as for other effects including growth, 

size, leverage, bank type, business, and default risk. However, we ignore the effect of 

lagged profitability and dividends (which are introduced later). As mentioned above, 

the proxies for bank growth are M/B ratio (columns 1-8), asset growth (columns 9-10), 

and sales growth (columns 11-12). We control for bank size using total assets (log TA) 

(columns 1-6), asset percentile (columns 7, 9, and 11), and equity percentile (columns 

8, 10, and 12). The alternative measures of size and asset growth control variously for 

profitable investment opportunities3. To assess the sensitivity of the results, we exclude 

RE/TE from some of the regressions (columns 1, 2, and 5) and also control selectively 

3 Following DeAngelo et al. (2006), apart from the M/B ratio, we use these additional proxies for growth 

(i.e. growth in sales (∆Sales) and growth in assets (∆Asset)) as well as additional factors representing 

bank size (asset and equity percentiles as alternatives to TA) to control for investment opportunities and 

assess the robustness of the results. 
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for TE/TA (columns 3-4) and bank risk (columns 5-6, where we also include a dummy 

for Islamic banks). 

[Insert Table 3 here] 

The results show a statistically significant effect of all variables on the probability of 

dividend payouts, with expected signs. In particular, the Fama and French (2001) 

characteristics of dividend payers (profitability, size, and growth) are applicable to 

GCC banks. Larger and more profitable banks are more likely to pay dividends, while 

banks with high (low) growth opportunities are less (more) likely to pay dividends. 

These results are consistent with dividend life-cycle theory as well as previous 

empirical studies (Fama and French, 2001; DeAngelo et al., 2006; Labhane and 

Mahakud, 2016). 

In addition, RE/TE has an independent and positive impact on the probability of 

dividend payout, indicating that banks with higher retained earnings (as a proportion of 

total equity) are more likely to pay dividends, irrespective of their profitability, size, 

and growth. This finding is also consistent with dividend life-cycle theory, which 

argues that young banks have greater opportunities for growth and investment and will 

thus pay lower dividends, while the profitability of mature banks is more stable, and 

they thus pay higher dividends. This idea is supported by DeAngelo and DeAngelo 

(2006) who assert that life-cycle explanations of dividend payments are based on a 

balance of pros and cons which evolves over time as an organization’s profits stabilize 

and investment opportunities decline, leading mature companies to pay more dividends 

than young firms. Other researchers who have reached similar conclusions with respect 

to life-cycle theory include Grullon et al. (2002) and Fama and French (2001). 

However, the quantitative impact of RE/TE in our findings is greater than that of size 

and growth, but less than that of profitability. Furthermore, the effect of RE/TE is 

significant with or without controlling for TE/TA, which has a negative effect on the 

probability of dividend payment, implying that banks with a higher proportion of total 

equity financing are less likely to pay dividends. 

The results also indicate that higher levels of business risk reduces the banks’ 

probability of dividend payment, while lower default risk (bank stability) has the 
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opposite effect. This might be due to the fact that banks facing high earnings volatility 

find it difficult to pay dividends. Other things being equal, banks with stable earnings 

are better able to anticipate the future and can therefore use dividends as a signal to 

investors. In other words, companies facing high levels of business risk are less likely 

to pay dividends while firms with low levels of business risk will be more likely to pay 

them. This finding is also consistent with previous empirical studies (Labhane and 

Mahakud, 2016). 

In columns 5-6, apart from allowing for the influence of bank risk, we include the 

Islamic bank dummy, whose effect is negative, suggesting that Islamic banks exhibit a 

lower propensity to pay dividends compared to conventional banks. This is consistent 

with the univariate results, which suggest that the proportion of dividend non-payers 

among Islamic banks is higher than among conventional banks. An explanation, as 

argued earlier, might be that these banks are in the capital infusion stage, owing to their 

higher growth rates (Table 2). However, the effect of the Islamic dummy is insignificant 

after including RE/TA (column 6). 

3.2.2. Allowing for the influence of dynamics and cash balances 

To assess the robustness of the results, we first extend the results in Table 3 with 

additional variables, specifically allowing for effects of lagged profitability, dividend 

history, and cash balance (cash/TA). The latter is included to provide an alternative 

proxy for the agency cost/cash flow hypothesis (in addition to TE/TA). We allow for 

these additional influences selectively in order to assess the consistency of the results. 

The results, reported in Table 4, are consistent with previous findings, especially with 

regard to the positive and robustly significant impact of RE/TE on the probability of 

dividend payouts. The effect of bank size is also positive, while that of growth and 

business risk is negative (as before). The effect of lagged profitability, on the other 

hand, is insignificant, implying that banks are more likely to pay dividends in response 

to current (rather than past) profitability. Forti and Schiozer (2015) report that changes 

in dividend payout can signal information about profitability in the current year as well 

as the year ahead of dividend payment. Our results, however, indicate that higher 

profitability does not lead to a greater likelihood of future dividend payment by GCC 

banks. The impact of cash/TA is perversely negative but not robustly significant. 

According to agency theory, a higher cash/TA ratio may indicate a free cash flow 
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problem, and its impact on the probability of paying dividends therefore ought to be 

positive. However, as regulatory constraints require banking firms to build up their own 

capital, this effect may be negative or insignificant for banks since the demand to meet 

reserve or capital requirements means that fewer resources are available for paying out 

dividends from cash balances. 

[Insert Table 4 here] 

The results also suggest a positive and significant impact of dividend history (proxied 

by the previous year’s dividend per share) on the probability of banks paying dividends, 

which is consistent with literature on the partial adjustment (smoothing) of dividends 

observed since Lintner (1956) and with previous studies (Malkawi et al., 2014). The 

main explanation here is that risk-averse managers avoid cutting dividends; instead, 

they would rather partially adjust towards dividends based on individual targets. In the 

real world, however, people tend to believe that firms make regular and steady dividend 

payouts because investors associate dividends with strong, profitable companies. 

Significantly, the impact of the RE/TE ratio remains robustly positive and 

quantitatively similar after accounting for the effects of dividend history and lagged 

profitability in the dynamic specification. These results are also consistent with 

dividend life-cycle theory and previous empirical studies. For example, DeAngelo et 

al. (2006) and Ansary and Gomaa (2012) argue that it is usually mature, established 

companies that pay dividends, and this reflects a financial life cycle where young firms 

are subject to limited resources but abundant investment opportunities so that funds are 

retained rather than distributed, while mature organizations experience greater cash 

flow and fewer investment opportunities, making dividend payouts a more attractive 

outlet for excess funds. 

Table 5 depicts the results of the logit models, which are the same as in Table 4 except 

that RE/TE is replaced by RE/TA. This alternative measure of retained earnings allows 

a robustness test of the life-cycle effect, which is now determined by how the proportion 

of total assets is funded by earned rather than contributed capital (as opposed to how 

the proportion of total equity is internally generated). The overall results are consistent 

with the impact of RE/TA being positive and quantitatively greater than RE/TE, while 

the effects of all the other variables including profitability, size, and growth are similar. 

A minor difference is the significant negative influence of TE/TA and the reduced 
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quantitative impact of bank size on the probability of dividend payments, which might 

suggest some support for the agency cost theory. However, RE/TA has a larger 

quantitative impact than TE/TA, and the impact of profitability on the likelihood of 

dividend payment is even larger than shown in Table 4, confirming strong support for 

the life-cycle theory including the Fama-French determinants. The results in Table 5 

also reveal a statistically significant impact of the Islamic dummy, confirming that 

Islamic banks have a lower propensity to pay dividends in relation to conventional 

banks. 

[Insert Table 5 here] 

Thus far, the results show that the earned/contributed capital mix (RE/TE and RE/TA) 

as a determinant of life-cycle theory is robust and consistent in explaining the dividend 

payment decisions of GCC banks. The results also provide strong support for the other 

life-cycle determinants, notably the Fama and French (2001) characteristics (i.e. 

profitability, size, and growth). In particular, profitability has a greater quantitative 

impact on the decision of GCC banks to pay dividends than the earned/contributed 

capital mix. Bank growth, as represented by the M/B ratio, is consistently and 

negatively associated with the likelihood of banks paying dividends, while bank size 

has a positive effect. The negative effect of the M/B ratio (often used as a proxy for 

corporate value) may alternatively indicate a non-market-dependent role for dividend 

policy and stands in contrast to studies that have found a positive effect of this factor in 

support of dividend catering theory. 

3.2.3. Islamic and conventional banks 

In order to evaluate the consistency of our findings, we investigate the results separately 

for the sub-samples of GCC Islamic and conventional banks. The above results reveal 

some common determinants affecting the likelihood of dividend payouts for both types 

of GCC banks. Nevertheless, rather than using a combined sample with a simple 

intercept dummy as in some of the results above, a proper examination of the 

distinguishing characteristics of Islamic and conventional GCC banks is undertaken by 

estimating the logit models on separate sub-samples. With this in mind, we show the 

logit results for Islamic and conventional GCC banks in Tables 6 and 7, respectively. 

In each Table, columns 1-7 include RE/TE and columns 8-14 use RE/TA as proxies for 
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the earned/contributed capital mix, while other selected variables are added to the 

specifications following the pattern of results displayed in earlier tables. 

[Insert Table 6 here] 

The results for the Islamic banks, shown in Table 6, are consistent with the overall 

results discussed above. In particular, the effects of RE/TA and RA/TA are positive and 

significant, with the impact of the latter being much larger in magnitude. This implies 

that the Islamic banks’ likelihood of paying dividends is enhanced when their retained 

earnings are a large proportion of total equity and, more significantly, of total assets. In 

addition, the impact of current profitability (ROA) is positive while that of lagged ROA 

is negative, although the latter (where included) has the effect of enhancing the 

magnitude of the coefficient of current ROA, implying that the net effect of profitability 

is positive. A possible explanation for this opposite effect of current and lagged ROA 

could relate to the reinvestment of profits while attempting to convey a strong signal to 

investors by paying out more dividends in the current year. Among other influences, 

size has a consistently positive effect while growth, to some extent, has a negative 

effect. However, when the negative influence of business risk is accounted for (in 

columns 7 and 14) along with the influence of lagged dividends, the effect of 

profitability and growth becomes insignificant, implying that the robust determinants 

of the probability of dividend payouts by Islamic banks are, in fact, size and the earned/ 

contributed capital mix. 

[Insert Table 7 here] 

In contrast, however, the results for conventional banks, shown in Table 7, reveal an 

insignificant effect of the earned/contributed mix (RE/TE and RE/TA). Instead, the 

results show a consistently positive influence of current profitability and lagged 

dividends along with a consistently negative influence of growth on the probability of 

paying dividends. The influence of profitability is robust even after controlling for 

business and default risk in conventional banks. However, size has an inconsistent 

effect in this case, being positive in some cases and negative in others (when the 

influence of TE/TA is included). The reason for the ambiguous effect of size may relate 

to the significance of the agency cost proxy accounted for in the model. Overall, the 

results for conventional banks indicate a more significant effect of profitability on the 

21 



 

     

  

  

  

    

     

     

       

   

     

  

        

        

   

       

         

 

  

       

    

      

     

     

    

       

         

    

    

        

      

probability of dividend payouts while those of Islamic banks suggest a more significant 

effect of the earned/contributed capital mix. 

[Insert Table 8 here] 

As discussed previously, in order to extend the results of the logistic regression, we 

used multinomial logistic regressions where the dependent variable is a nominal 

variable equal to 1 for the non-payment of dividends, 2 for dividend payers with a DPS 

lower than the sample median (low payers), and 3 for dividend payers with a DPS 

higher than the sample median (high payers). The results in Table 8 confirm our earlier 

finding that RE/TE and RE/TA are important predictors of the likelihood of dividend 

payment by Islamic GCC banks. The mix of earned-to-contributed capital has a greater 

quantitative impact than measures depicting bank size and growth, but not profitability. 

These findings, based on a comprehensive sample of GCC banks, document evidence 

supporting the earned/contributed capital mix as an element of a firm’s life cycle which 

can help to explain the probability of dividend payouts for Islamic banks. However, for 

conventional GCC banks, more conventional life cycle determinants (in particular the 

Fama and French (2001) characteristics of profitability, growth, and size) are more 

significant. 

4. Conclusion 

We investigated the factors determining the probability of paying dividends for banks 

operating in the Gulf Corporation Council (GCC) countries, providing an assessment 

of the influence of life-cycle factors and the characteristics differentiating Islamic banks 

from conventional banks with respect to their dividend policies. In addition to the 

common factors of profitability, size, and growth, the results for our combined sample 

of Islamic and conventional banks show a significant influence of earned/contributed 

capital mix on GCC bank decisions to pay dividends. These findings are consistent with 

previous studies investigating the life cycle determinants of industrial firms (Fama and 

French, 2001; DeAngelo et al., 2006; Denis and Osobov, 2008). However, the results 

for the separate subsamples of Islamic and conventional banks reveal marked 

differences between the life cycle characteristics of the two sectors, with 

earned/contributed capital mix demonstrating a more significant correlation with the 
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tendency of Islamic banks to pay dividends, while profitability was shown to be more 

significant in the case of conventional banks. 

Moreover, the theoretical study of dividend policy has practical relevance here in the 

fact that payout decisions constitute some of the most important financial 

considerations faced by managers. Our results are thus highly significant for a variety 

of stakeholders in conventional banks in GCC countries, including investors, 

depositors, analysts, managers, regulators, and stock exchanges. 

One of this study’s key limitations is its restricted data set, which includes only the 

banking sector in GCC countries. The study’s conclusions are thus applicable to this 

context alone. A second important limitation is that using specific variables to proxy 

broad financial or economic concepts carries an inherent weakness. This is clear with 

respect to the overarching topic of study, i.e. organization life cycle and maturity. Our 

definition of maturity includes both of the components referred to in previous literature, 

but there may be additional ways to broaden this definition still further. Other broad 

concepts represented by proxy variables in this study include risk, growth potential, and 

size. In each case, the proxies chosen have been used widely in similar corporate 

finance research, but this does not negate the limitations inherent in the use of such 

proxies. The focus of this research is dividend policy, and future studies could thus 

further analyze cash management and capital structure over the course of a firm’s life 

cycle to determine the applicability of the maturity hypothesis to existing cash 

management and capital structure theories. 
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6. Tables 

Table 1. 

Dividend Policy for Islamic and conventional banks in GCC countries in 2019. 

2019 Country DPS($) Dividend Payout % Payers Nonpayers 
Bahrain 0.069 56% 100% 0% 
Oman 0.032 67% 100% 0% 

Conventional Saudi 0.297 56% 83% 17% 
Banks Kuwait 0.040 53% 83% 17% 

Qatar 0.056 35% 80% 20% 
UAE 0.061 26% 56% 44% 
Qatar 0.108 65% 100% 0% 
Saudi 0.400 49% 100% 0% 

Islamic Banks Kuwait 0.032 39% 80% 20% 
UAE 0.046 30% 75% 25% 

Bahrain 0.006 24% 40% 60% 
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Table 2 
Descriptive statistics for 20 Islamic and 37 conventional banks in GCC countries over the 

period 1995-2018, making up 1066 bank-year observations. Figures in parentheses show 

the corresponding observations for dividend payers and non-payers. DPS represents 

dividends paid per share to the primary common shareholders. Div Pay Ratio is the ratio 

of gross dividends on common stock for the fiscal year to income available to common 

stock excluding extraordinary items for the same period. RE/TA is the ratio of retained 

earnings to total assets, and RE/TE is the ratio of retained earnings to total equity. TE/TA 

is total equity divided by total assets. CF/TA is the ratio of total free cash flow to total 

assets. Profitability is measured by the return on assets (ROA) and equals income after 

taxes divided by total assets. Earnings per share (EPS) is basic EPS including extraordinary 

items and represents income available to common stocks including extraordinary items for 

the fiscal year divided by basic weighted average shares for the same period. The market-

to-book ratio (M/B) equals the market capitalization for the fiscal year divided by the same 

period’s total equity (market capitalization is calculated as total common shares 
outstanding multiplied by the fiscal period price close). ∆Asset (asset growth) is the change 

in total assets divided by the previous year’s level, and ∆Sales denotes sales growth rate 

represented by the change in total sales divided by the previous year’s level. Bank size is 
the logarithm of total assets. Business risk is the standard deviation of ROA. Default risk 

is measured by a logarithm of the Z-score, which is defined as the sum of the return on 

assets plus the equity/assets ratio divided by the standard deviation of ROA. 
Conventional Banks Islamic Banks Total Sample 

Mean Nonpayers Payers Total Nonpayers Payers Total Nonpayers Payers Total 

(144) (578) (722) (118) (226) (344) (262) (804) (1066) 

DPS 0.000 0.072 0.058 0.000 0.074 0.049 0.000 0.073 0.055 

Div Pay Ratio 0.000 0.576 0.462 0.000 0.680 0.447 0.000 0.605 0.457 

RE/TA 0.059 0.071 0.069 0.024 0.070 0.055 0.044 0.071 0.064 

RE/TE 0.371 0.526 0.495 0.067 0.475 0.335 0.234 0.512 0.444 

ROA 0.015 0.021 0.020 0.010 0.023 0.019 0.013 0.022 0.020 

EPS 0.075 0.153 0.138 0.037 0.138 0.104 0.058 0.149 0.127 

M/B Ratio 1.784 1.807 1.803 2.076 1.988 2.016 1.918 1.859 1.872 

∆ Asset 18.857 14.042 14.928 26.816 18.490 21.170 22.437 15.286 16.915 

∆ Sales 18.452 12.856 13.859 27.782 17.848 20.870 22.512 14.243 16.047 

Size (log TA) 9.664 10.039 9.965 9.420 9.941 9.762 9.554 10.012 9.899 

TE/TA 0.170 0.139 0.145 0.208 0.151 0.170 0.187 0.142 0.153 

CF/TA 0.009 0.011 0.010 0.005 0.011 0.009 0.008 0.011 0.010 

sd (ROA) 0.009 0.003 0.004 0.010 0.004 0.006 0.009 0.004 0.005 

log Z-score 1.666 2.050 1.984 1.640 1.991 1.881 1.654 2.034 1.951 
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Table 3 

Logit analysis of the decision to pay dividends as a function of the ratio of earned-equity-to-total-common-equity (RE/TE) and other variables for 

all banks listed in GCC stock markets over the period 1995-2018. We estimate the logit model using random effects, the validity of which is 

confirmed by a Hausman test. The dependent variable is payment/non-payment of dividends, with RE/TE, profitability, growth, size, business risk, 
default risk, and bank type as explanatory variables. 

1 2 3 4 5 6 7 8 9 10 11 12 

const -14.723*** -11.455*** -9.594*** -7.260*** -14.143*** -9.307*** -1.133*** -1.021*** -1.298*** -1.209*** -1.288*** -1.190*** 

ROA 61.707*** 72.731*** 36.805*** 46.168*** 52.613*** 33.672*** 36.270*** 30.150*** 27.503*** 23.117*** 33.862*** 29.491*** 

M/B Ratio -0.246*** -0.300*** -0.218*** -0.262*** -0.153** -0.157** -0.218*** -0.193*** 

Size (log TA) 1.561*** 1.294*** 0.947*** 0.765*** 1.446*** 0.852*** 

TE/TA -5.133** -3.960** 

RE/TE 3.182*** 3.047*** 3.194*** 3.154*** 3.381*** 3.242*** 3.378*** 3.065*** 3.173*** 

log Z Score 0.440** 0.419** 

sd (ROA) -32.925** -31.260** 

Islamic -0.395** -0.151 

∆ Assets -0.009*** -0.008*** 

∆ Sales -0.011*** -0.011*** 

Equity percentile 1.605*** 1.726*** 1.724*** 

Assets percentile 1.901*** 1.869*** 1.857*** 

McFadden R2 0.159 0.167 0.208 0.212 0.196 0.239 0.21 0.203 0.215 0.213 0.214 0.211 

Adjusted R2 0.151 0.157 0.198 0.200 0.181 0.222 0.200 0.193 0.206 0.203 0.204 0.202 

Likelihood ratio 155.75*** 163.43*** 203.0*** 207.6*** 182.44*** 221.87*** 205.090*** 198.643*** 230.331*** 227.325*** 222.192*** 219.438*** 
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Table 4 

Logit analysis of the decision to pay dividends as a function of the ratio of earned-equity-to-total-common-equity (RE/TE) and other variables for 

all banks listed in GCC stock markets over the period 1995-2018. We estimate the logit model using random effects, the validity of which is 

confirmed by a Hausman test. The dependent variable is payment/non-payment of dividends, with RE/TE, profitability, growth, size, business risk, 
default risk, and bank type as explanatory variables. 

1 2 3 4 5 6 7 8 9 10 11 12 13 

const -9.597*** -9.657*** -1.435 2.854 -1.71 3.072 -7.318*** 2.844 -9.401*** -8.585*** -10.602*** -10.458*** -8.501*** 

ROA 37.208*** 100.242*** 29.266*** 41.962*** 51.494*** 63.291*** 47.202*** 75.996*** 34.511*** 36.929*** 31.998*** 31.026*** 36.221*** 

ROAt-1 -0.462 -13.117 

M/B Ratio -0.22*** -0.267*** -0.251*** -0.328*** -0.283*** -0.368*** -0.265*** -0.373*** -0.164** -0.187*** -0.155** -0.147** -0.181*** 

Size (log TA) 0.948*** 0.949*** 0.082 -0.276 0.112 -0.288 0.769*** -0.27 0.855*** 0.862*** 0.903*** 0.898*** 0.861*** 

TE/TA -5.698*** -6.312*** -3.707* -5.817*** 

RE/TE 3.174*** 2.63*** 2.274*** 2.146*** 2.186*** 2.073*** 3.02*** 2.159*** 3.265*** 3.216*** 3.258*** 3.174*** 3.155*** 

Cash/TA -76.403*** -23.732 -21.098 -27.135 

DPSt-1 36.612*** 37.169*** 33.533*** 34.445*** 34.889*** 

log Z Score 0.41* 0.728*** 0.732*** 

sd (ROA) -32.05** -50.845*** -50.28*** 

Islamic -0.18 -0.126 

McFadden R2 0.208 0.232 0.291 0.301 0.295 0.307 0.211 0.309 0.238 0.234 0.231 0.232 0.234 

Adjusted R2 0.198 0.219 0.279 0.287 0.281 0.29 0.197 0.291 0.223 0.221 0.218 0.217 0.219 

Likelihood ratio 203.351*** 223.699*** 283.659*** 293.546*** 284.926*** 296.035*** 205.693*** 298.628*** 221.332*** 217.499*** 214.9*** 215.683*** 217.789*** 
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Table 5 

Panel logit analysis of the decision to pay dividends as a function of the ratio of earned-equity-to-total-assets (RE/TA) and other variables for all 

banks listed in GCC stock markets over the period 1995-2018. We estimate the logit model using random effects, the validity of which is confirmed 

by a Hausman test. The dependent variable is payment/non-payment of dividends, with RE/TA (replacing RE/TE in Table 3), profitability, growth, 

size, business risk, default risk, and bank type as explanatory variables. 

1 2 3 4 5 6 7 8 9 10 11 12 13 

const -13.312*** -13.087*** -4.309** 2.542 -4.729** 2.597 -7.486*** 2.348 -12.934*** -12.083*** -14.612*** -14.151*** -11.763*** 

ROA 37.886*** 114.968*** 34.121*** 44.417*** 65.557*** 68.751*** 49.313*** 80.363*** 32.49*** 34.532*** 30.867*** 28.601*** 32.683*** 

ROAt-1 0.982 -12.253 

M/B Ratio -0.181*** -0.252*** -0.237*** -0.327*** -0.276*** -0.367*** -0.257*** -0.371*** -0.115 -0.133* -0.11 -0.096 -0.122* 

Size (log TA) 1.366*** 1.338*** 0.412* -0.189 0.457** -0.187 0.868*** -0.165 1.272*** 1.256*** 1.356*** 1.326*** 1.239*** 

TE/TA -8.792*** -9.214*** -8.634*** -8.811*** 

RE/TA 14.232*** 9.245*** 6.772** 12.052*** 5.412 11.241*** 18.302*** 11.813*** 15.425*** 15.822*** 14.409*** 13.756*** 15.204*** 

Cash/TA -89.328*** -33.286* -24.463 -29.956 

DPSt-1 40.143*** 38.883*** 36.142*** 35.858*** 36.291*** 

log Z Score 0.338 0.726*** 0.731*** 

sd (ROA) -40.844** -58.426*** -56.64*** 

Islamic -0.346* -0.288 

McFadden R2 0.179 0.209 0.273 0.292 0.278 0.298 0.196 0.3 0.213 0.21 0.204 0.208 0.213 

Adjusted R2 0.169 0.197 0.261 0.278 0.264 0.281 0.181 0.282 0.198 0.198 0.191 0.192 0.198 

Likelihood ratio 175.019*** 201.859*** 265.862*** 285.018*** 268.41*** 287.653*** 190.795*** 289.882*** 198.179*** 195.553*** 189.781*** 192.846*** 197.653*** 
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Table 6 

Panel logit analysis of the decision to pay dividends as a function of the ratio of earned-equity-to-total-common-equity (RE/TA) and earned-equity-

to-total-assets (RE/TA) and other variables for Islamic banks listed in GCC stock markets over the period 1995-2018. We estimate the logit model 

using random effects, the validity of which is confirmed by a Hausman test. The dependent variable is payment/non-payment of dividends, with 

RE/TA, RE/TE, profitability, growth, size, business risk, default risk, and bank type as explanatory variables. 
Islamic Banks 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 

const -14.73*** -14.224*** -13.274*** -12.798*** -13.96*** -16.878*** -14.642*** -21.61*** -20.542*** -19.249*** -11.831*** -13.117*** -15.871*** -13.457** 

ROA 15.984 57.312** 50.316* 52.887* 84.103** 73.386* 59.559 2.549 46.661 40.666 69.797** 100.286*** 83.031** 63.706 

ROAt-1 -31.627*** -25.023* -6.463 -34.454*** -26.336* -5.964 

M/B Ratio -0.236** -0.251** -0.247** -0.253** -0.261** -0.189 -0.13 -0.131 -0.173 -0.169 -0.256** -0.254** -0.186 -0.123 

Size (log TA) 1.379*** 1.32*** 1.218*** 1.181*** 1.282*** 1.417*** 1.298** 2.13*** 2.018*** 1.88*** 1.269*** 1.39*** 1.523*** 1.387*** 

TE/TA -0.756 0.591 2.879 4.519 -12.842*** -12.029*** -10.445** -8.675 

RE/TA 40.758*** 37.524*** 35.116*** 41.411*** 45.742*** 44.655*** 44.77*** 

RE/TE 7.324*** 6.965*** 6.702*** 6.661*** 7.122*** 7.021*** 6.937*** 

Cash/TA -49.176 -39.179 -40.509 -61.243* -60.544 -51.475 -45.719 -35.2 -55.167* -77.029** -71.327* -57.897 

DPSt-1 5.282 5.338 8.167 8.527 12.068* 6.359 5.702 8.413 8.833* 12.711* 

log Z Score 0.618** 0.63** 

sd (ROA) -86.424*** -93.92*** 

McFadden R2 0.44 0.451 0.455 0.455 0.472 0.486 0.506 0.392 0.404 0.409 0.435 0.454 0.469 0.493 

Adjusted R2 0.413 0.419 0.418 0.412 0.424 0.43 0.45 0.366 0.372 0.372 0.392 0.406 0.414 0.437 

Likelihood ratio 166.084*** 169.201*** 170.647*** 170.685*** 177.135*** 174.529*** 181.692*** 148.113*** 151.671*** 153.465*** 163.002*** 170.161*** 168.528*** 176.963*** 
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Table 7 

Panel logit analysis of the decision to pay dividends as a function of the ratio of earned-equity-to-total-common-equity (RE/TA) and earned-equity-

to-total-assets (RE/TA) and other variables for conventional banks listed in GCC stock markets over the period 1995-2018. We estimate the logit 

model using random effects, the validity of which is confirmed by a Hausman test. The dependent variable is payment/non-payment of dividends, 

with RE/TA, RE/TE, profitability, growth, size, business risk, default risk, and bank type as explanatory variables. 
Conventional Banks 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 

const -8.966*** -9.399*** 2.592 10.542*** 10.482*** 8.821** 10.456*** -11.018*** -11.268*** 0.506 9.736*** 9.658*** 7.713* 9.831** 

ROA 38.903*** 110.074*** 42.775* 54.737** 59.085** 55.897** 58.87** 44.77*** 128.66*** 62.477*** 59.169** 63.077** 61.036** 61.16** 

ROAt-1 -4.878 -4.342 0.855 -4.291 -3.932 1.396 

M/B Ratio -0.177* -0.247*** -0.32*** -0.498*** -0.498*** -0.378*** -0.431*** -0.17* -0.272*** -0.349*** -0.494*** -0.494*** -0.372*** -0.425*** 

Size (log TA) 0.96*** 1.003*** -0.264 -0.945*** -0.941** -0.928** -0.925** 1.218*** 1.244*** -0.005 -0.84** -0.833** -0.794** -0.845** 

TE/TA -9.352*** -9.135*** -8.811*** -7.816*** -9.925*** -9.74*** -9.009*** -8.078** 

RE/TA -0.483 -5.948 -5.647 1.869 1.927 0.502 0.965 

RE/TE 1.259* 0.688 0.672 0.72 0.741 0.619 0.473 

Cash/TA -89.165*** -20.899 -6.796 -8.651 -16.149 -14.512 -100.433*** -31.177 -9.925 -11.606 -20.251 -16.587 

DPSt-1 48.083*** 49.617*** 49.769*** 47.09*** 47.535*** 48.387*** 49.748*** 49.887*** 47.019*** 47.644*** 

log Z Score 0.804*** 0.807*** 

sd (ROA) -66.42*** -67.093*** 

McFadden R2 0.082 0.11 0.247 0.275 0.275 0.291 0.295 0.076 0.111 0.248 0.274 0.274 0.29 0.294 

Adjusted R2 0.065 0.089 0.222 0.247 0.244 0.254 0.257 0.059 0.09 0.224 0.245 0.242 0.253 0.257 

Likelihood ratio 47.589*** 62.247*** 139.898*** 155.755*** 155.952*** 155.948*** 157.945*** 43.801*** 62.921*** 140.713*** 154.982*** 155.136*** 155.349*** 157.624*** 
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Table 8 

Table 8 presents the results of the multinomial logistic regressions where the dependent variable is a nominal variable equal to 1 for non-payers of 

dividends, 2 for dividend payers with dividends per share (DPS) lower than the median for our sample (low payers), and 3 for dividend payers 

with a DPS higher than the median for our sample (high payers). 
All Islamic Conventional 

Likelihood ratio 

Akaike criterion 

Hannan-Quinn 

Chi-square 

-573 

1185 

1222 

0.000 

-577 

1195 

1231 

0.000 

-168 -172 

377 384 

406 414 

0.000 0.000 

-363 -363 

766 766 

800 801 

0.000 0.000 

Lower payers Higher payers Lower payers Higher payers Lower payers Higher payers Lower payers Higher payers Lower payers Higher payers Lower payers Higher payers 

const 

ROA 

ROAt-1 

M/B Ratio 

Size (log TA) 

TE/TA 

RE/TA 

RE/TE 

Cash/TA 

DPSt-1 

log Z Score 

6.392** -17.397*** 

76.954*** 124.362*** 

-8.122 -23.018* 

-0.443*** -0.166 

-0.731** 1.234*** 

-7.4*** -2.881 

2.283*** 2.514*** 

-44.745** -48.211* 

12.425* 53.546*** 

0.705*** 1.052*** 

5.527* -17.743*** 

81.416*** 128.589*** 

-7.101 -22.056 

-0.44*** -0.165 

-0.587* 1.351*** 

-10.399*** -7.562* 

11.578*** 13.688*** 

-47.147** -50.563** 

14.498** 55.345*** 

0.722*** 1.055*** 

-12.045** -49.314*** -11.048** -47.717*** 

77.714* 72.287 86.112* 87.6* 

-24.848 -36.397* -24.327 -40.845** 

-0.377** 0.003 -0.353** 0.007 

0.979* 4.265*** 1.077** 4.341*** 

-0.438 17.478*** -13.788*** 2.32 

46.489*** 48.584*** 

7.401*** 7.65*** 

-74.289* -36.928 -82.292** -50.521 

-10.059 23.742*** -7.884 24.725*** 

0.697** 0.433 0.725** 0.43 

14.066*** -6.846 13.058*** -7.307 

50.527* 125.894*** 54.679* 128.316*** 

-2.429 -9.256 -2.098 -8.425 

-0.464*** -0.39** -0.457*** -0.383** 

-1.405*** 0.29 -1.282*** 0.385 

-10.103*** -12.872** -10.418*** -15.266*** 

1.048 4.839 

0.65 1.103 

-19.578 -38.248 -22.845 -39.643 

24.922*** 75.276*** 25.094*** 75.609*** 

0.734*** 1.202*** 0.735*** 1.199*** 
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