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Background: Investors around the globe have debated, for more than 40 years, about whether the 

dividend yield has an influence on a stock’s price or not. There are different theories supporting 

both sides. These theories, however, often simplify the real world and therefore may not apply 

fully.  

  

Purpose: The purpose of this paper is to conduct empirical research on the complicated dividend 

policy topic and find out whether the dividend yield influences a stock’s price by testing for its 

effect on stock price volatility. This result finds evidence of whether investors disregard, or regard, 

any dividend payments and if it influences investors decisions when purchasing stock.   

 

Method: We take the top valued companies in the non-financial sector from the LSE and the 

Euronext between the years 2008 and 2017. We then run a Fixed Effect Model regression taking 

some of their reported values including their dividend yield and their stock price volatility. 

 

Conclusion: Our results indicate that the dividend yield a company pays stockholders has a 

positive influence on the stock price volatility, thus affecting the prices of stocks. These results 

counter the MM Theorem and are inconclusive with the main principles of the Bird in Hand 

Theorem by Gordon (1960) and Lintner (1962). 
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1 Introduction 

Gaining wealth and becoming rich by trading stocks is a dream many investors have. This 

leads to the stock markets being one of the most competitive environments in the world. 

Every piece of information about a given company may instantly change how investors treat 

their stock. Each key figure released by a company is getting interpreted by millions of 

investors around the globe, which in turn influence a stock’s share price. Consequently, one 

would expect the yearly amount of dividends, a company pays to their shareholders, to be a 

major event for investors and that it would influence the valuation of a given stock by a 

significant amount.  

 

Investors have debated the need for dividends on a company’s shares for more than 60 years. 

However, it is not clear whether companies paying out higher dividend yields than other 

companies experience a less volatile stock price. High dividends yields could be either a 

positive a signal, with the company doing well and being stable, or negative signal, with the 

company not having any investment growth opportunities and facing decline. This has a 

tremendous influence on whether investors add a given stock to their portfolio. If a 

company’s dividends would give an indication about the volatility of the stock, it could be 

used by investors to find out about the risk of holding a stock. A volatile stock is prone to 

sudden drops and increases in its value. 

 

In 1961, Miller and Modigliani provided a theoretical approach - the MM Theorem, also 

known as the combination of MM Theorem 1 and MM Theorem 2, - explained that in a 

perfect world, a company’s stock dividend should have zero influence on the stock price 

(Miller & Modigliani, 1961). Further studies by Black and Scholes (1974) and Miller and 

Scholes (1982) agreed with this theorem. However, in the real world, this may not be the 

case. There are transaction costs and taxes involved and these markets operate through 

millions of investors that may not always behave in a rational, neoclassical way. Therefore, 

the markets do not always follow neoclassical theory but are also subject to behavioural 

aspects influenced by human psychology. In the 1960s, the Bird in Hand Theory, developed 

by Gordon (1960), Lintner (1962) and Walter (1963), opposed the MM Theorem and argued 

that dividends have an influence on a company’s stock price. 
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Both theories have found their followers in the coming years and up until this day, investors 

have not agreed upon and still debate whether dividends influence the stock price or not. 

Most empirical studies show that the dividend policy a firm takes, has an influence on how 

shareholders value the company. However, most of these studies were conducted on 

emerging stock markets while studies on established stock markets are scarce. And whilst 

established stock markets share some similarities, there are still a lot of differences. 

Therefore, studies conducted on one stock market might not translate to the same results on 

a different stock market. 

 

The opposing views on how dividends affect the stock valuation of a company, lead us to 

do research into the effects of dividends within Euronext (ENXT) and London Stock 

Exchange (LSE), the two biggest stock exchanges in Europe. The purpose of this research 

is to investigate if investors trading on European stock markets behave according to the MM 

Theorem and disregard dividend payments when trading stocks. In other words, dividend 

payments should have no effect on stocks, thus, no effect on the volatility of a stock. To test 

this, we investigate whether dividend yields affect the volatility of a stock or not. For the MM 

Theorem to hold, the results should show no correlation between dividend yield and stock 

price volatility.  

 

The results will help in understanding the relationship between dividends and stock price 

volatility. These insights can be useful for options pricing, as these prices take the volatility 

of a stock into account. Finding a relationship between the dividends and the volatility of a 

stock would help in being able to predict a stock’s option price at the time dividends get 

announced. 

 

In our study, we focus on mature, developed stock exchanges. We chose these instead of 

developing markets, due to: higher market stability, better infrastructure, handling of larger 

amounts of wealth, less stock volatility and higher stock liquidity. All these qualities 

emphasize the dividend payout effects of stocks over emerging market uncertainties and 

risks.  
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2 Theoretical Framework 

Dividends are a portion of a company’s earnings, which is paid to its shareholders. Dividends 

are paid out as cash, further shares or through other property, with cash being by far the 

most common. The dividend yield of a company is the amount of dividend paid per share 

divided by the price of each share. Therefore, a high dividend yield company pays a larger 

dividend per invested amount. Companies have no obligations to pay a certain portion of 

their earnings as dividends. Nevertheless, dividends are a common tool used by companies 

to distribute part of their profit to their shareholders. The term dividend policy refers to a 

company’s strategy in the distribution of dividends, which declares to shareholders, how 

much of earnings are retained and/or distributed.  

 

Dividend policies are precarious as different types signal different prospects for the company 

and investors are prone to the clientele effect (Elton & Gruber, 1970). Furthermore, dividend 

policy may signal investors on the company’s performance and impending prospects 

(Purmessur & Boodhoo, 2009). 

 

Many theories have debated the need of dividends, both for and against dividends 

influencing the stock price. Whether dividends of a company influences the stock’s value has 

been discussed for decades within the fields of finance and to this day remains inconclusive. 

A famous statement by Fisher Black, is “The harder we look at the dividend picture, the 

more it seems like a puzzle, with pieces that just don’t fit together” (Black, The dividend 

puzzle, 1976, p. 5). 

2.1 Dividend Irrelevance Theory – The MM Theorem 

Miller and Modigliani (1961) introduced their Dividend Irrelevance Theory. They explain, 

that in a perfect market, dividends have zero impact on the valuation of a company and that 

investors do not care about dividends when making investment decisions. They argue that 

investors make their own cash flows from stocks without relying on dividends and that it 

does not matter to them whether they get their cash through dividend or capital growth. 

Investors should only look at a company’s investment policy and not at their dividend policy 

as only the investment policy has influence on the future earnings of a company. 

 

If an investor should ever need more cash than they receive from dividends, they could 

always sell part of their stocks. Moreover, if the dividends they receive exceed their need for 
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cash, they could reinvest the received dividend into purchasing more stocks. However, it is 

to note that Miller and Modigliani (1961) assume perfect markets, an idealistic market, which 

does not have any taxable income and transaction costs. Furthermore, it is assumed perfect 

transparency, so both management and investors have perfect information about a 

company’s prospects. Another assumption they made, was the amount of dividends 

distributed to shareholders is always equal or greater than the free cash flow generated by the 

fixed investment policy and that they assume that there is zero retention. However, it is 

debatable whether perfect markets resemble the real world, as some of its assumptions do 

not hold. Further studies by Black and Scholes (1974) and Miller and Scholes (1982) agree 

with the Dividend Irrelevance Theory.  

 

Deangelo and Deangelo (2006) criticized Miller’s and Modigliani’s assumption of zero 

retention and show, that when relaxing the no retention assumption, the investment policy 

of a company is not the sole determinant of its valuation. They claim that dividend policies 

have an influence in the same way as the investment policies of a company. 

 

The Dividend Irrelevance Theory assumes investors to always behave according to 

neoclassical theory. However, the real world does not always work as predicted by a 

mathematical model. Investors may care about dividends for reasons explained by the Bird 

in Hand Theory and the Signalling Theory. These opposing views lead us to test whether the 

MM Theorem did hold in recent years on the Euronext and London Stock Exchange for 

large companies. 

2.2 Bird in Hand Theory 

The Bird in Hand Theory was developed and expanded on by three authors,  Gordon (1960), 

Lintner (1962) and Walter (1963) and is the counterpart to the Dividend Irrelevance Theory. 

The Bird in Hand Theory is explained by the proverb “A bird in the hand is worth two in 

the bush”, where the bird in the hand represents dividends and the two in the bush signify 

capital gains. Unlike the MM Theorem, the Bird in Hand Theory acknowledges that there 

are no perfect markets in reality. They use this reasoning to explain that in a financial market, 

where uncertainty and information asymmetry is in place, investors prefer companies with 

higher paying dividends (Gordon, 1960). According to this theory, investors prefer a certain 

income through dividends today rather than an uncertain income, in the form of capital gains 

in the future. They further argue that this leads to higher stock prices, as shareholders care 
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more about the certainty of current dividends than being insecure about the possibility of 

future ones.  

 

The assumptions by Gordon (1960) and Lintner (1962) are firstly, that the company is 

financed by equity only, meaning there is no debt in the company’s capital. Secondly, only 

internally financed growth is considered, excluding all debt, leverage and new equity issues 

(Lintner, 1962). Thirdly, it assumes tax rates to be zero, and that the riskless discount rate is 

constant over time. Furthermore, it assumes constant retention ratio, meaning a constant 

growth rate of earnings. Lastly comes the assumption that the company’s cost of capital is 

constant and greater than the growth rate.  

   

For this paper, we expect findings supporting the main view of the Bird in Hand Theory and 

its significance. This assumption comes from us believing there to be a significant number 

of investors who prefer dividends now than to have capital gains in the future. This is due 

to some investors preferring stocks that pay high dividend yields due to their less risky nature, 

which provides investors with a safer income. The main aspect being tested is if dividend 

yield influences the volatility of stock prices. 

2.3 Taxation 

Litzenberger and Ramaswamy (1979) stated that higher dividends lead to lower stock prices. 

Their reasoning is, that due to higher taxation on dividends rather than on capital gains, 

investors would prefer companies to not pay out dividends and obtain their money through 

capital gains instead. This would lead to high dividend stocks being valued less, as they would 

come with a higher tax rate. In the UK and Europe, tax rates for both dividends and capital 

gains not only differ from country to country but also depending on the tax bracket an 

investor is in.  

2.4 Life Cycle Theory of Dividends 

The Life Cycle Theory of Dividends introduced by DeAngelo, DeAngelo and Stulz (2006), 

based on research done by Fama and French (2001), showed that high-profitability firms 

with low growth rates tend to pay dividends, while companies with low profit and high 

growth rates tend to retain profits.  It suggests that firms should alter the amount of 

dividends paid over time. Emerging companies should pay low or no dividends and focus 

on maximizing growth within the industry due to their investment opportunities exceeding 
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their internally generated capital (Denis & Osbov, 2008). Thus, the company focuses in 

growth, retaining most, if not all, dividends. As companies mature, they have fewer attractive 

investment opportunities and higher profitability (Deangelo & Deangelo, 2006). This leads 

to firms with excess cash. In order to reduce misuse, managers pay out this excess cash 

through increasing dividends payments.  

 

This theory shall not be expanded on within our thesis as we do not register the maturity of 

the companies against the amount of dividend paid. 

2.5 Asymmetric Information, Signalling & Dividend Smoothing 

One assumption of the Dividend Irrelevance Theory was that investors and management 

have equal access to all information regarding a company’s prospects. However, investors 

and other shareholders outside of a company’s management tend to have less information 

on the current state of a company than its management. This asymmetric information lead 

investors to interpret different key figures that are available to the public and try to make 

assumptions about the current and future state of a company through analysing these figures. 

  

Dividend smoothing describes companies paying out dividends at a constant amount relative 

to their earnings per share. Leary & Michaely (2011) found that larger, mature firms with low 

growth prospects smooth more while smaller, younger, and more volatile firms that have 

fewer tangible assets, fewer informed investors and a less analytical following tend to smooth 

less. Managers appear to strongly believe that the market places a premium on firms with a 

stable dividend policy (Leary & Michaely, 2011). Therefore, for managers opting to smooth 

their dividend payments, Dividend Signalling became part of their policy.  

 

Dividend Signalling suggests that, by looking at a company’s dividend policy, investors can 

get an indication on how a company is doing and how their future will look like. On one 

hand, an increase in the dividend pay-outs may point to the company sacrificing its growth, 

leaving less money for future investment or even to the company not having any investment 

opportunities. A low retention ratio may be an indicator for this and be a negative signal by 

the company and have a negative influence on the stock’s price. On the other hand, the 

increase may be a current strong prospect of the company leading to an increased value of 

stock. This Dividend Signalling effect pressures management not to lower their dividend 

amount as it could otherwise unsettle their investors (Bhattacharya, 1979).  
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2.6 Clientele Effect 

Miller and Modigliani (1961) first mention the possibility that investors focusing on holdings 

with certain dividend policies in line with their individual preference. Elton and Gruber 

(1970) researched into this effect and confirmed the existence of investor specific subgroups. 

These subgroups range from different implemented dividend policies, retention rates, a 

firm’s growth rate and its tax obligations. They found that a change in an existing company’s 

dividend policy alters investors’ preference over that stock, either positively or negatively. 

The Clientele Effect is largely influenced by current taxation and investors’ preferences 

(Elton & Gruber, 1970). Pension funds and educational institutions are a good example. 

These investment funds are tax free, thus investors within these investment funds disregard 

current tax rates when claiming dividends and capital gains. However, all other investors 

must adjust to the tax rate, as dividends are taxed at different rates than capital gains 

(Lewellen, Stanley, Lease, & Schlarbaum, 1978).  

 

The Clientele Effect is not only affected by the investor’s reaction to tax, but also by the 

investors current age, gender and current state of the firm they are investing in, whether it is 

a high-growth stock or a mature stock, along with other factors relevant when investors 

create personal preference and connections to certain companies (Lewellen et al,. 1978). 

Therefore, the Clientele Effect focuses on the personal differences between investors and 

how they prefer a certain stock over another. Any information given or change implemented 

by a company can fluctuate stock prices with an increase or decrease in the demand of said 

stocks.   

2.7 Behavioral Finance 

Theories, such as the MM Theorem, assume investors to always behave rational and wealth-

maximizing, which limits their applicability onto real markets. Behavioral Finance tries to 

connect these financial theories with psychological research and explain why financial theory 

and real world not always go hand in hand. 

 

Shefrin and Statman (1984) explain why some investors prefer dividends over capital gain. 

Their first explanation is self-control. They argue that some investors are bad at self-control, 

therefore, might set themselves a rule to only consume dividends and to hold on to capital 

gains. This would lead to investors wanting to have a certain share of their income to be 

from dividends. Another argument made is that investors perceive segregated gains to be 
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better. They explain that some investors prefer to gain $8 from capital gain plus $2 from 

dividends rather than $10 straight from capital gains as they perceive to retrieve a higher 

utility from the split. Furthermore, they argue that dividends help investors in avoiding regret. 

Investors must sell a stock to finance consumption. If the stock now increases in value after 

the investor has sold it, this would lead to the investor to regret the decision of selling the 

stock earlier. If the whole income would have come through dividends instead, the investor 

would end up with the same amount of money but would not feel any remorse.  

 

Baker and Wurgler (2004) also argue that the preference for dividends over capital gains 

comes from sentiment rather than rational theory. They describe that investors perceive 

dividend paying stocks as in the Bird-In-Hand-Theory as safer, which, according to them, is 

not the case but just a fallacy. Risk averse investors would therefore prefer such dividend 

paying stocks even though there is no rational explanation behind it. 

 

2.8 Institutional Differences 

Depending on the location of the stock exchange, they may be subject to different laws. 

Common law is created through precedence, with previous occurring cases guiding the rights 

of the citizens for future occurrences. While, civil law is written in the code of law. Common 

law originates from England, while civil law derives from Roman law (Porta, Lopez-de-

Silanes, & Schleifer, 1998). Civil law is implemented mostly through Europe, with different 

types of civil law being French, German and Scandinavian. The Spanish and Portuguese 

utilize the French civil law. Porta et al. (1998) find that French-civil-law countries have the 

worst protections to shareholders, and that there are large statistical differences between 

French civil law and common law.  

 

Countries under common law, where investor protection is typically better, make higher 

dividend payouts than firms in civil law countries do (Porta, Lopez-deSilanes, Schleifer, & 

Vishny, 2000). Porta et al. (2010) found that countries operating under poorly protected 

shareholder rights, take whatever dividends they can get, while the opposite occurs in 

countries with safer shareholder rights, where they are willing to wait for their dividends. 

Investors in safer markets are indifferent to waiting for dividend payments as they are secured 

through safe, implementable laws. However, in unsafe markets, they prefer dividends as soon 

as possible.  
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An empirical study by Graff (2008) analyzes common law versus civil law countries’ safety 

towards shareholders. He concludes in his remarks that current literature indicates common 

law is a most favourable basis for financial development and economic growth, and that the 

French branch of civil law tradition is the least favourable. However, his empirical results did 

not confirm existing literature. 

 

Due to these institutional differences we choose to analyse the Euronext and London Stock 

Exchange separately and thus do not aggregate the data.  

2.9 Financial Crisis 

Between 2007 and 2008, the global economy was affected by a financial crisis. Schwert (2011) 

collected data from 1802 to 2010, to measure stock volatility within the (USA’s) Standard 

and Poor’s stock exchange (S&P) and the (UK’s) LSE. His finding shows that the crisis had 

an influence on the stock price volatility across all countries during 2007 and 2008 but 

returned to normal within a few months afterwards.  

2.10 Previous Empirical Research 

Previously conducted research on whether the dividend yield influences the stock price 

volatility, often found a significant relationship between the two. Yet, there are many studies 

supporting the opposite.  

 

One of the earliest studies by Baskin (1989) finds that there is a negative relationship between 

the dividend yield and the stock price volatility. This was found, after he analysed 2344 US 

common stocks between 1967 and 1986. This research included growing and mature firms. 

His results indicate that the MM Theorem did not hold during this time frame, with the 

dividend yield affecting the stock price volatility.  

 

Allen and Rachim (1996) state that there is no relationship between the dividend yield and a 

firm’s stock price volatility. Their research is based on data from Australia for a period from 

1972 to 1985. They state that the main determinants for stock price volatility are a company’s 

earnings volatility and leverage, instead.  
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Research conducted on the UK stock market, looking at a timeframe from 1998 through to 

2007, indicates that dividend yield and stock price volatility have a negative relationship and 

that the dividend payout ratio and stock price volatility have a negative relationship 

(Hussainey, Oscar Mgbame, & Chijoke-Mgame, 2011).  

 

Research into the Pakistani Stock Exchange, the KSE, found a statistically significant 

relationship of the dividend payout ratio on the stock price. A one percent growth in the 

dividend payout ratio causes a 0.58 percent rise in the stock market price. The research was 

done on 652 non-financial firms between 2001 and 2012 (Sharif, Ali, & Jan, 2015). 

Furthermore, another research on the KSE, conducted by Nazir, Nawaz, Anwar and Ahmed 

(2010) and dealing with a sample of 73 firms, found that dividend yield and payout ratio 

significantly impact the share price volatility with size and leverage having a negative non-

significant impact on stock price volatility.  

 

In recent years, there has been a lot of research conducted on smaller and/or emerging stock 

markets. The Jordanian’s Amman stock exchange had findings in favour of a significant 

negative relationship between the dividend yield a company has and its stock price volatility 

(Ahmad, Alrjoub, & Alrabba, 2018). Further research has been conducted on the Pakistani 

stock exchange by Nazir, Nawaz, Anwar and Ahmed (2010). They found a significant impact 

of the dividend yield on the share price volatility. These researches have been conducted on 

smaller, emerging markets which are less stable due to the region they are located in and we 

do not expect their results to be comparable to ours due to the different nature of the 

markets. They have also been published in journals with a lower standard of review, thus 

being less reliable. 

 

As our focus is placed on the relationship between dividend yield and stock price volatility, 

we decided on which control variables to include in our model. To receive the best possible 

results, we analysed previous empirical research, mainly the work done by Baskin (1989) and 

more recently, Hussainey et al., (2011) for which variables to include. 

2.11 Variables 

We have chosen our control variables according to previous research and theory and shall 

include the following variables influencing a stock price’s volatility. 
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Stock Price Volatility (SPV) 

The stock price volatility is used to describe price fluctuations of a stock. The higher the 

price volatility for a given year, the more the stock’s price has fluctuated during that year. It 

is calculated by taking the daily changes of a stock’s price for each day in the year and then 

computing the standard deviation. Using this standard deviation, multiplied by the square 

root of the amount of trading days in the given year, the data becomes annualized. The 

annualized price volatility was retrieved directly from DataStream. 

Dividend Yield (DY) 

The dividend yield is calculated by taking the annual dividends per share a company pays and 

dividing it by the price per share. It is influenced by changes in the dividends amount a 

company pays out or by changes in the stock price. We expect the dividend yield to have a 

negative influence on the stock price volatility, as a higher dividend yield should make 

stockholders place more trust in the stock. However, there are also arguments, which would 

support a positive relationship, such as low dividends showing investment opportunities for 

the company. Dividend yields from DataStream are adjusted for the price increase and 

subsequent decrease of ex-dividend date.  

Earnings per Share (EPS) 

The earnings per share is the net income divided by the shares outstanding. This variable 

shows, how much net income was acquired per outstanding share. As DataStream reports 

EPS below zero as zero, it is displayed as such on our data. We expect the earnings per share 

to have a negative relationship with the stock price volatility as higher earnings of the 

company should indicate a stable future.  

Company Size (SZ) 

Following Baskin (1989), Nazir et al., (2010) and Hussainey et al., (2011), the market value 

of a company is included. The larger a company, the more stable its stock price is, due to 

more financial stability. This leads us to expect a negative relationship between the stock 

price volatility and the size of a company. We transform the market value using logarithm 10 

as a base. This transforms our variable into a reflectable order of magnitude, meaning the 

values are less skewed, allowing for a better interpretation and comparison. 
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Leverage (LVG) 

Leverage is calculated by taking the long-term debt of a company and dividing it by its total 

assets. Leverage has previously been introduced as a control variable by Nazir et al., (2010), 

since it is assumed to influence the stock price volatility.  

Asset Growth (AG) 

Growth in assets from one year to another is used as a variable to account for a company’s 

growth, which can influence its stock price volatility. We calculate the asset growth by taking 

the change in assets from one year to another and dividing it by the previous year’s total 

assets. Similarly to Baskin (1989), we truncate the variable at 0.5 to limit the effect of 

extremely rapid merger-related growth.  

Financial Crisis (FC) 

To account for the financial crisis and its effect on the stock price volatility, we introduce a 

dummy variable to our model. This extra variable takes the value of one for the year 2008 

and zero otherwise. 

3 Data 

The companies we conduct our study on are the top 100 market capitalization companies on 

both the Euronext and LSE in January 2019. The top 100 market capitalization companies 

on the Euronext market are known as Euronext-100 and on the LSE are known as FTSE. 

We retrieve the chosen key figures of these companies from 2008 to 2017. Each year is 

treated as a new observation for a given company. We chose the 100 largest companies based 

on their market value, to evaluate the relationship between the dividend yield and the stock 

price volatility for well established companies in a mature market. Two stock exchanges are 

analysed and are not aggregated with one-another. This leads to an increased number of 

results in two different markets, and an opportunity to show evidence towards the irrelevance 

or relevance of dividends and if they are consistent in different stock exchanges. 

 

Companies on these stock exchanges have a large number of investors and therefore 

experience more pressure on their dividend policy than smaller companies. This should lead 

to a visible relationship between the dividend policy of these companies and their stock 

prices. The time frame from 2008 to 2017 was chosen as we wish to see the results from the 
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most recent years. We then compare our findings with similar research that has been 

conducted on developed markets and analyse whether the results differ. 

 

This paper takes the top 100 market value companies in two different economies. Euronext, 

located in Europe, consisting of mainly French, Dutch and Portuguese companies, which 

utilize civil law. There is a Euronext London and Euronext Dublin, however, these stock 

exchanges did not have any companies listed in the Euronext-100. The London Stock 

Exchange is solely located in the UK, and as such, utilizes common law.  

 

We follow the steps of Hussainey et al., (2011), who removed financial sector companies, as 

they follow different regulations. The financial sector includes banks, investment funds, 

insurance companies, mortgage companies and real estates. Per nature of these financial 

sector companies, they generate revenue through loans, which are distributed via dividend 

payments. A decrease on interest rates sees these financial companies increase in revenue 

due to increased spending. Because of this dividend focused behaviour, these companies are 

removed. We remove 21 companies from our Euronext dataset and 22 from out London 

Stock Exchange dataset due to these companies being in the financial sector.  

 

We retrieve all data from DataStream, a well-trusted and reliable source for economic data. 

Using secondary data saves us time as the data is readily available on DataStream’s database. 

Furthermore, it reduces the possibility of containing any errors. Nevertheless, this may also 

lead to the disadvantage of data being missing. Unfortunately, this is the case with a few 

companies that are missing large sections of data. Other are only missing one or two entries. 

The companies missing large sections of data are completely removed yet we contemplate 

three options on dealing with companies with few missing entries: 

 

1. We could remove the missing years for these companies and work with an 

unbalanced panel data.  

 

2. We could acquire the missing data from a different public source, such as Google 

Finance or Yahoo Finance. Doing so would mix the sources of our data, creating 

uncertainty and reducing the reliability of our results. Different sources might have 

slightly different ways of acquiring or calculating their data and this would have made 

the data incomparable to one another.  
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3. We could remove the entire company which has missing data, as this would leave us 

with a balanced dataset. If the companies that are missing data would be non-

random, and all come from the certain industry sector, the removal of this entire 

sector would lead to biased results. This approach also leads to companies in the top 

100 that had their initial public offering (IPO) after 2008 to not be included, as they 

would have missing data. Removing companies with missing data completely also 

leads to less significant results as it comes with the removal of years that had complete 

data. 

 

Inspecting the companies with missing data they seem to be random, and the years during 

which the data is missing seem to be non-random. Therefore, we opt for the third choice, 

creating a balanced data set from a single reliable source. We remove 17 companies from our 

ENXT dataset and 16 companies from our LSE dataset due to missing data. After removing 

the incomplete and financial companies, we begin our research with 62 companies on the 

ENXT stock exchange and coincidentally 62 companies on the LSE. A list of all included 

companies for the ENXT and LSE are found under Appendix 1 and Appendix 2.  

3.1 Descriptive Statistics 

Looking at the descriptive statistics in Table 1 for Euronext and Table 2 for LSE, we see that 

both stock exchanges have similar results. One difference is that, on the LSE, the earnings 

per share (EPS) are about 20 times higher than on the Euronext. This difference is explained 

by LSE companies having a higher individual stock price whilst having less shares 

outstanding compared to the Euronext. This is observed when looking at the average stock 

prices as well. Furthermore, the standard deviations are similar to one another, except for 

the stock price and the earnings per share, which can be explained by the higher stock prices 

in the LSE. These differences show that whilst the stock exchanges are geographically located 

close to each other, there still seem to be differences. We observe similar maximum and 

minimum values. One interesting key figure is the maximum dividend yield which is 75.93 

percent on the LSE and 20.49 percent on the Euronext. Both percentages are unusually high 

dividend yields. This may be explained by the companies wanting to pay continuous 

dividends to their shareholders even though their stock value has decreased. Or that the 

companies may have released a large onetime payment of dividends to their stock holders.  
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DataStream measures negative reported earnings by a company as zero. Thus, we see 

occurrences of EPS’s minimum amount of zero.   

Table 1 - Descriptive Statistics for the ENXT 

 
 

Table 2 - Descriptive Statistics for the LSE 

 

 

3.2 Covariance Matrix  

Additionally, we obtain correlations matrixes for all variables. This is done to measure joint 

variability of two random variables. An absolute value higher than 0.6 may be a sign of 

multicollinearity (Reddy, Balasubramanyam, & Subbarayudu, 2013). Most values are 

relatively close to zero, except for DY and an occurrence for FC in the LSE. This signifies 

Descriptive Statistic (Euronext) Average Std. Dev. Max. Min. 

Stock Price Volatility (SPV) 23.57 6.86 48.74 11.72 

Dividend Yield (DY) (%) 2.80 2.18 20.49 0.00 

Size (SZ) 4.04 0.50 5.26 2.14 

Earnings Per Share (EPS) 3.18 6.38 64.40 0.00 

Leverage (LVG) 0.19 0.13 0.69 0.00 

Asset Growth (AG) (%) 5.55 12.31 50.00 -58.83 

Stock Price 56.53 110.60 1449.00 0.82 

Number of Companies  62 

Descriptive Statistic (LSE) Average Std. Dev. Max. Min. 

Stock Price Volatility (SPV) 22.77 7.79 54.94 10.75 

Dividend Yield (DY) (%) 3.35 3.58 75.93 0.00 

Size (SZ) 3.88 0.55 5.07 2.15 

Earnings Per Share (EPS) 73.05 81.84 498.77 0.00 

Leverage (LVG) 0.22 0.14 0.61 0.00 

Asset Growth (AG) (%) 7.27 14.32 50.00 43.16 

Stock Price 1358.50 1323.38 9081.56 9.15 

Number of Companies 62 
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that our variables do not overlap nor over-explain each other. We find similar covariance for 

the variables with minor differences across both markets, as shown below in Tables 3 and 4. 

 

Table 3 - Covariance Matrix Euronext 

 

ENXT AG DY EPS FC LVG SZ 

AG 1.00 -0.25 -0.01 0.02 0.06 -0.06 

DY -0.25 1.00 0.03 -0.12 0.15 0.18 

EPS -0.01 0.03 1.00 -0.01 0.10 0.07 

FC 0.02 -0.12 -0.01 1.00 0.03 0.00 

LVG 0.06 0.15 0.10 0.03 1.00 -0.06 

SZ -0.06 0.18 0.07 0.00 -0.06 1.00 

 

Table 4 - Covariance Matrix London Stock Exchange 

 

LSE AG DY EPS FC LVG SZ 

AG 1.00 -0.21 0.01 0.32 -0.06 0.03 

DY -0.21 1.00 -0.01 -0.03 0.14 -0.03 

EPS 0.01 -0.01 1.00 -0.07 0.03 0.22 

FC 0.32 -0.03 -0.07 1.00 0.03 -0.06 

LVG -0.06 0.14 0.03 0.03 1.00 0.02 

SZ 0.03 -0.03 0.22 -0.06 0.02 1.00 

4 Method 

In our study, we examine the relationship between the stock price volatility, the dividend 

yield and multiple control variables by performing multiple regression. Using a multiple 

regression is necessary as we deal with more than one independent variable. The dependent 

variable is the stock price volatility.   

 

After our first test with the data, we notice a very low Durbin-Watson test statistic, which 

indicates positive autocorrelation. These regressions are found in the Appendix under 

Appendix 3 and Appendix 4. This means that the stock price volatility from the previous 

year seemingly has an influence on the stock price volatility of the current year. To account 
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for this autocorrelation, we also included the stock price volatility from the previous year as 

an independent variable reported as SPV(t-1). By including the lagged stock price variable, 

we account for misspecification, which may exist if we omit some relevant variables. 

Including all relevant variables, such as tax, that influence the stock price volatility is out of 

scope for our thesis. Our final model then is the following:  

 

𝑆𝑃𝑉 = 𝛽0 + 𝛽1𝐷𝑌 + 𝛽2𝐸𝑃𝑆 + 𝛽3𝐿𝑜𝑔(𝑆𝑍) + 𝛽4𝐿𝑉𝐺 + 𝛽5𝐴𝐺 + 𝛽6𝐹𝐶 + 𝛽7𝑆𝑃𝑉(𝑡 − 1) + ε  

4.1 Expected Results 

Our expected findings are in support certain aspects of the Bird in Hand Theory. We assume 

to find a significant negative relation between DY and SPV. A negative relation between 

these two would mean that an increase in the amount of dividend a company pays leads to a 

more stable stock price. Other theories, such as the Signalling Theory also support such a 

relationship, whilst the MM Theorem suggests that there should not be any relation between 

these variables. We further expect the relationship between the DY and the SPV to be 

negative, as we predict a higher DY to lead to a more stable stock price. 

 

We expect all of our control variables to be significant, as according to theory, they have an 

influence on the stock price volatility. We expect the EPS to have a negative relationship 

with the SPV, as higher income should lead investors to trust more in a company’s future. 

We further expect the SZ to have a negative relationship on the SPV, due to larger companies 

being considered more stable. On the other hand, we expect the FC and the LVG a company 

has, as a positive influence on the SPV. We summarized the expectations that are based on 

theory and previous conducted research for our findings in the following table (Table 5). 
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Table 5 - List of variables used in the model and expected signs 

Variable Short Expected Sign 

Dependent Variable 

Stock Price Volatility SPV 
 

Independent Variable 

Dividend Yield DY - 

Control Variables 

Earnings Per Share EPS - 

Log(Size) SZ - 

Leverage LVG + 

Asset Growth AG + 

Financial Crisis Dummy FC + 

Previous year’s stock price volatility SPV(t-1) + 

 

Therefore, our hypotheses are:  

𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠 1: Dividend Yield affects the Stock Price Volatility, 𝛽1 ≠ 0 

𝐻𝑦𝑝𝑜𝑡ℎ𝑒𝑠𝑖𝑠 2: A higher Dividend Yield leads to a lower Stock Price Volatility, 𝛽1 < 0   

 

The first Hypothesis rejects the MM Theorem, while the second Hypothesis is testing special 

aspects of the Bird in Hand Theory. 

4.2 Model Selection 

When dealing with panel data, one must decide whether to use a pooled Ordinary Least 

Squares (OLS) Model, a Random Effect Model (REM) or a Fixed Effect Model (FEM).  

 

Using a pooled OLS method neglects the nature of the panel data. It gathers all the data for 

all available companies and years together and runs an OLS regression on that.  

 

A FEM adds a dummy variable for each company, which gives each company its own 

intercept. This method is helpful if the companies have a base stock price volatility that 

comes from the company itself. Some companies might be considered riskier by investors 

due to the products they sell or other company specifics.   

 

The REM is similar to a FEM, in the regard that it expects each company to have a different 

intercept. However, in a REM, one supposes that the intercepts are assumed to be random 

drawings from a larger population.  
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In order to decide which method to choose, we conducted several tests to compare the 

goodness of fits of the models. Namely, these tests are Hausman’s Test to test for FEM vs 

REM, Breusch and Pagan Lagrange Multiplier Test, to test between pooled OLS and REM, 

and an F-Test, to test between FEM and pooled OLS.  

 

After conducting these tests, we conclude that we should use either a FEM or REM. The 

Hausman Test for the ENXT highly suggests using the FEM over the REM. For the LSE, 

the Hausman Test cannot be conducted due to the cross-section variance resulting in invalid. 

Since the Hausman Test for the ENXT is highly in favour of the FEM, we choose the FEM 

for both stock exchange markets, which is also in line with our theoretical framework. The 

exact results for the conducted tests are found under Appendix 5. 

5 Results 

Running our regression model for the data, we get the following results from the Euronext 

and LSE. 

 

For the ENXT stock market (Table 6), we notice all but one of our independent variables 

have a significant influence on the SPV at a 5 percent and 1 percent level of significance, the 

exception being AG. An increase of 1 unit on each independent variable increases the SPV 

by their respective β coefficient. One big factor that seems to drive the volatility is the LVG, 

as a higher share of their total assets being financed by debt leads to an increase in SPV. 

Furthermore, one unit change in the FC variable changes the SPV by almost 3 percentage 

points. The DY has a small influence of 0.1 percentage points on SPV. DY is different than 

we had previously predicted. It has a positive value and thus an increase of 1 unit leads to an 

increase in SPV by 0.1 percentage points. The size of a company (SZ) has a strong negative 

value towards the SPV of 3.1. 

 

The adjusted R2 value is almost 1, which is an unusually high value. Having the lagged SPV 

leads to a high R2 as this lagged variable accounts for changes on the SPV not captured by 

the other independent variables. In hindsight, to account for this effect we could have taken 

the logarithm of the lagged SPV before including it. The F-Statistic further indicates that our 

model is significant. Lastly, the one year lag of stock price volatility (SPV(t-1)) is significant. 
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Therefore, adding such variable was successful in explaining fluctuations within the SPV not 

covered by other variables. 

 Table 6 - Regression Results for the ENXT 

 

For the LSE (Table 7), all but two variables have a significant influence on the SPV at 5 

percent and 1 percent level of significance. Once more, the variable AG is insignificant, yet 

in this case, so is the EPS.  For the LSE, the positive variables affecting the SPV are: LVG 

by 4.4 and the FC by 3.0. The SPV is negatively affected by the SZ, by 3.1.   

 

When comparing the results of the two stock markets, we observe a few differences between 

the two. One notable difference between them is the EPS having no influence on the LSE 

while being accepted in the ENXT. The DY has a lower influence on the volatility on the 

LSE than ENXT. In addition, the financial crisis of 2008 affected both ENXT and LSE, yet, 

had a larger effect on the ENXT with a 3 percentage point change per unit, while LSE has a 

1.8 percentage point change per unit. Whilst both of these stock markets are relatively similar 

culturally and are located near each other geographically they still show some different 

Regression Results 
(ENXT) 

Coefficient Std. Error t-Statistic Prob.   

C 16.90356 1.582295 10.68294 0.0000 

DY 0.099030 0.036879 2.685277 0.0075 

EPS 0.099296 0.029239 3.396052 0.0007 

SZ -3.113792 0.322758 -9.647453 0.0000 

LVG 4.404760 1.129968 3.898129 0.0001 

AG 0.124106 0.478543 0.259342 0.7955 

FC 2.991242 0.173619 17.22872 0.0000 

SPV(t-1) 0.732181 0.018865 38.81085 0.0000 

R-squared 0.969581 
   

Adjusted R-squared 0.965827 
   

F-Statistic 258.2756 
   

Prob. (F-Statistic) 0.000000 
   

Periods included 10 
   

Cross-sections included 62    

Total Panel observations 620    
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results. One explanation for these differences could come from institutional differences 

between the UK and European countries, one being common law while the other is civil law, 

which lead to different preferences for investors. However, we can only speculate about the 

sources of the differences on the two stock exchanges.  

 

Table 7 - Regression Results for the LSE 

Regression Results  

(LSE) 

Coefficient Std. Error t-Statistic Prob.   

C 18.27566 1.743297 10.48339 0.0000 

DY 0.061251 0.019827 3.089358 0.0021 

EPS 0.001769 0.001760 1.004842 0.3154 

SZ -3.316210 0.364556 -9.096573 0.0000 

LVG 4.626960 1.045392 4.426054 0.0000 

AG -0.144434 0.464731 -0.310790 0.7561 

FC 1.766056 0.209345 8.436104 0.0000 

SPV(t-1) 0.687870 0.022512 30.55554 0.0000 

R-squared 0.970510 
   

Adjusted R-squared 0.966870 
   

F-Statistic 266.6647 
   

Prob. (F-Statistic) 0.000000 
   

Periods included 10 
   

Cross-sections included 62    

Total Panel observations 620    

6 Analysis and Interpretation 

From our results, we fail to reject our first hypothesis; the dividend yield affects the volatility 

of a stock, β1 ≠ 0, thus influencing the volatility of a stock. This proves that our expectations 

of the MM Theorem do not hold on neither the Euronext, nor the LSE as company’s 

dividends have an influence on the stock price.  

 

As for the second hypothesis, we expected to find a high dividend yield to decrease the 

volatility of a stock due to it being perceived as less risky (β1 < 0). However, our results 

support the opposite. Therefore, the second hypothesis is rejected. A high dividend yield 
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increases the stock price volatility and, therefore, increases the risk of holding such stock. 

This is contrary to the Bird in Hand Theory, which suggests that companies with a high 

dividend yield are preferred by investors, as they perceive them as less risky. According to 

the Bird in Hand Theory, a negative sign in the dividend yield would have been expected. 

Nevertheless, as the focus was solely on stock price volatility and not on whether a higher 

dividend yields lead to higher stock price, we cannot reject the main conclusion of the Bird 

in Hand Theory. The theory predicts stock prices to increase with increasing dividend yields. 

The increase in the stock price volatility that we find could just have come from the stock 

price rising, which could then predicted by the Bird in Hand Theory.  

 

We expected a higher dividend yield to only come from companies paying higher dividends, 

while maintaining the same stock price. Yet, a company’s increasing dividend yield does not 

necessarily have to come from a company increasing its dividend payment amount. An 

increasing dividend yield may also be coming from an unexpected decrease in stock price 

while maintaining a constant dividend. This is due to managers wishing to signal investors 

that the company is on track and dividends do not need to be changed. In other words, 

companies with falling stock prices try to pay out dividends consistently at the same value of 

previous years, due to them wanting to send a positive signal to the investors. This results in 

a higher dividend yield, whilst the stock price volatility could increase at the same time, due 

to investors noticing the falling stock price.    

 

Another reason for the positive effect of the dividend yield on the stock price volatility might 

be that investors see a high dividend yield as a negative signal. It could be that investors 

interpret the high dividend yield as a sign of the company not investing in growth 

opportunities, or a lack of new investment possibilities in the upcoming year. Therefore, they 

expect the company’s value to decrease in the future, leading to a reduction in stock price 

value. 

 

Looking at the control variables, we notice that, in contrast to what we expected, the AG of 

a company does not have any influence on its SPV. We added the asset growth to our model 

because Baskin (1989) had found a significant relationship between asset growth and stock 

price volatility. Yet, our results do not find any relationship between them. This could be 

occurring due to the companies in our sample being large and mature, as they are the top 

100 highest market capitalization companies on each market. Another interesting 
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observation is that the relationship between the FC and the SPV is higher on the ENXT 

than on the LSE. Therefore, the financial crisis seems to have hit the European stock 

exchange harder than its British counterpart. Lastly, we expected the EPS to negatively 

influence the SPV, yet the EPS was not significant on the LSE and has a positive influence 

on the SPV on the ENXT. 

6.1 Comparison to previous studies 

While comparing our findings with previous studies, we notice that most other studies have 

found a negative relation between the dividend yield and the stock price volatility. In the 

study from 1967 to 1986 by Baskin (1989), he observed the US’s stock exchange. His results 

have a strong negative relationship between the dividend yield and the price volatility. One 

difference between our studies is that Baskin’s looked at the whole market, including both 

smaller and larger companies while ours focused solely on large firms. Additionally, the study 

was conducted over 40 years ago, leaving the possibility that the differences could be due to 

changes in the thoughts and processes used by investors and managers when dealing with 

dividends today.  

 

Compared to Hussainey et al., (2011), who found a negative relationship between the 

dividend yield and the stock price volatility, we find the opposite. The difference here is that 

this study did not include the stock price volatility of the previous year into their model. By 

removing the previous stock price volatility from our model, we also obtain a negative 

relationship between the variables (Appendix 3 and Appendix 4). However, we believe that 

including the previous stock price volatility is crucial to our model as it accounts for 

autocorrelation and catches misspecification due to not being able to include all variables 

that influence the stock price volatility. 

 

Another main difference that our model has to previous studies, is, that we used a Fixed 

Effect Model. Our study also contributes to the discussion by looking at the relationship 

between dividend yield and stock price volatility on western stock markets after the financial 

crisis in 2007 and 2008. These new conditions and our differential results show that there is 

still a need for additional conclusive evidence on how exactly the dividend yield has an 

influence on the stock price volatility and an expansion towards these effects on stock price. 
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6.2 Limitations  

The limitations of our paper are that we removed many companies listed on the FTSE and 

Euronext-100 due to incomplete data and/or being a financial company. We wanted to have 

our data retrieved from only one reliable source.  This led to some companies being removed 

from calculation, when they only missed one entry of data. Additionally, we removed all 

financial sector companies from our dataset. This leads to our results not applying to stocks 

of the financial sector which is a large part on the stock exchanges. We removed almost 40% 

of the companies from the top 100 reducing the number of companies from 100 per stock 

exchange to 62. 

 

Another limitation of our study is that we only looked at the top 100 companies in market 

value on both of the stock exchanges. This could lead to a result that does not apply to the 

whole market, as the selection of the companies is biased towards companies that have 

already succeeded. However, our focus was to find the relationship between dividend yield 

and stock price volatility for exactly these companies.  

 

Our model is also limited by not taking into account all variables that influence the stock 

price volatility. Whilst we accounted for that by including the stock price volatility from the 

previous year, factors, such as taxes, are not included in our model. 

 

7 Conclusion 

After analysing our results, we fail to reject our first hypothesis, that the dividend yield 

influences the stock price volatility on the ENXT and LSE from 2008 to 2017. For the 

companies and time frame chosen, the MM Theorem does not seem to hold. We cannot 

make a definitive statement about whether these results apply to the whole of the ENXT 

and LSE, due to the limitations faced. 

 

According to our results, there is something intriguing about dividends that leads some 

investors to value and trade stocks differently, depending on their dividend policies. 

Explanations could be the Signalling Theory, the Clientele Effect, or the Bird in Hand 

Theory. Another reason for such an influence of dividends could be in the human psyche as 
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described by behavioral finance. Investors might treat higher dividend paying stocks 

differently due to sentiment rather than due to a rational theory. 

 

Whilst we have indication of the MM Theorem not holding, we cannot make a final 

statement about whether the Bird in Hand Theory has held on these markets. A higher 

volatility, resulting from a higher dividend yield, seems to contradict the assumption that 

high dividend yield companies are less risky.  

 

We also expected to find that a higher dividend yield would have led to a lower volatility of 

a stock, as most other empirical research has found. Nevertheless, our results show that the 

opposite is true and that a high dividend yield leads to a higher volatility. We speculate this 

is due to signalling and dividend smoothing as companies try to hold the dividend payments 

constant, even through rough times, in order to not worry their investors. This would lead 

to higher dividend yields, as the stock price decreases during these years, whilst the volatility 

increases.  

 

The results suggest that companies should consider their dividend yield when choosing their 

dividend policy.  

7.1 Further Research  

Now that we found out that there is a linkage between the dividend yield and the stock price 

volatility, it would be interesting to see how exactly a change in the dividend yield influences 

the stock price.  

∆𝑆𝑡𝑜𝑐𝑘 𝑝𝑟𝑖𝑐𝑒 = ∆𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑌𝑖𝑒𝑙𝑑 + 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠  

The results of such a research could help investors in predicting changes in stock prices as 

soon as the dividend payouts get announced by companies. Additionally, companies could 

use the results to better understand how the market reacts to their dividend policy and adjust 

their dividends according to the findings. It would also be interesting to look directly at the 

dividend payment amounts instead of the dividend yield as companies often try to keep their 

dividends stable for signalling reasons. These further studies could help in understanding 

how dividends and stock prices are related to each other in the real world, outside of 

theoretical frameworks.  
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A comparison between dividend yields through all industry sectors, including the financial 

sector would be interesting to observe. Analysing whether our variables are significant 

throughout all these sectors, such as the technological, mining, financial, chemical, etc., could 

give valuable insight into which markets certain investors wish to prioritize over others.  

 

The data was focused solely on the European ENXT and the British LSE. To evaluate 

whether our results apply to most stock exchanges, other markets could be looked at, such 

as the Japanese Japan Exchange Group (JPX), the American National Association of 

Securities Dealers Automated Quotations (NASDAQ), or the largest stock market in the 

world, the American New York Stock Exchange (NYSE). Furthermore, we are also curious 

to see whether the results stay constant when including more than just the 100 largest value 

companies, as smaller companies often experience a more volatile stock price.  
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Appendix   

Appendix 1 - List of Included Euronext Companies 

ANHEUSER-BUSCH INBEV FAURECIA SEB 

ACCOR HEINEKEN SAFRAN 

KONINKLIJKE AHOLD 

DELHAIZE 

IMERYS SAINT GOBAIN 

AIR LIQUIDE JERONIMO MARTINS SANOFI 

AIRBUS JCDECAUX SCHNEIDER ELECTRIC 

AKZO NOBEL KERING SODEXO 

ALSTOM KPN KON SOLVAY 

ARCELORMITTAL L'OREAL STMICROELECTRONICS 

ASML HOLDING LVMH TELEPERFORMANCE 

ATOS MICHELIN THALES 

BOUYGUES ORANGE TOTAL 

CAPGEMINI ORPEA UBISOFT ENTERTAINMENT 

CAT A 

CARREFOUR PERNOD-RICARD UCB 

COLRUYT PEUGEOT UMICORE 

DANONE PHILIPS 

ELTN.KONINKLIJKE 

UNILEVER DUTCH CERT. 

DASSAULT SYSTEMES PLASTIC OMNIUM VALEO 

DSM KONINKLIJKE PUBLICIS GROUPE VEOLIA ENVIRON 

EDP ENERGIAS DE 

PORTUGAL 

RANDSTAD VINCI 

EIFFAGE RELX VIVENDI 

ESSILORLUXOTTICA RENAULT WOLTERS KLUWER 

EUROFINS SCIENTIFIC ROYAL DUTCH SHELL A 
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Appendix 2 - List of Included LSE Companies 

ANGLO AMERICAN EASYJET RENTOKIL INITIAL 

ANTOFAGASTA FERGUSON RIO TINTO 

ASHTEAD GROUP GLAXOSMITHKLINE ROLLS-ROYCE HOLDINGS 

ASSOCIATED BRIT.FOODS HALMA ROYAL DUTCH SHELL A 

ASTRAZENECA IMPERIAL BRANDS SAGE GROUP 

BAE SYSTEMS INFORMA SAINSBURY J 

BARRATT DEVELOPMENTS ICTL.HTLS.GP. SEVERN TRENT 

BERKELEY GROUP HDG. INTERTEK GROUP SMITH & NEPHEW 

BHP GROUP ITV SMITH (DS) 

BP JOHNSON MATTHEY SMITHS GROUP 

BRITISH AMERICAN 

TOBACCO KINGFISHER SPIRAX-SARCO ENGR. 

BT GROUP 

MARKS & SPENCER 

GROUP SSE 

BUNZL MELROSE INDUSTRIES TAYLOR WIMPEY 

BURBERRY GROUP 

MORRISON 

(WM)SPMKTS. TESCO 

CARNIVAL NATIONAL GRID UNILEVER (UK) 

CENTRICA NEXT UNITED UTILITIES GROUP 

COMPASS GROUP PADDY POWER BETFAIR VODAFONE GROUP 

CRH PEARSON WHITBREAD 

CRODA INTERNATIONAL PERSIMMON WOOD GROUP (JOHN) 

DCC 

RECKITT BENCKISER 

GROUP WPP 

DIAGEO RELX 
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Appendix 3 - ENXT Regression without SPV(t-1) 

Variable Coefficient Std. Error t-Statistic Prob.   

C 55.59768 2.372017 23.43899 0.0000 

DY -0.131881 0.070263 -1.876963 0.0611 

EPS 0.074468 0.056433 1.319591 0.1875 

SZ -7.846252 0.576917 -13.60031 0.0000 

LVG -2.826894 2.151578 -1.313870 0.1894 

AG 1.359856 0.921796 1.475225 0.1407 

FC 2.796046 0.335038 8.345470 0.0000 

R-squared 0.886424 
   

Adjusted R-squared 0.872639 
   

F-Statistic 64.30136 
   

Prob.(F-Statistic) 0.000000 
   

Durbin-Watson stat 0.545184 
   

 

  

Appendix 4 -  LSE Regression without SPV(t-1) 

Variable Coefficient Std. Error t-statistic Prob.   

C 50.47461 2.395596 21.06975 0.0000 

DY -0.049472 0.035888 -1.378540 0.1685 

EPS -0.005805 0.003018 -1.923748 0.0548 

SZ -6.991008 0.605466 -11.54650 0.0000 

LVG -0.466633 1.736035 -0.268793 0.7882 

AG -0.277275 0.781879 -0.354626 0.7230 

FC 0.314432 0.285340 1.101956 0.2709 

R-squared 0.892473 
   

Adjusted R-squared 0.880740 
   

F-Statistic 76.06293 
   

Prob.(F-Statistic) 0.000000 
   

Durbin-Watson stat 0.551745 
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Appendix 5 -  Model Selection Tests 
 

LSE (p-value) Euronext (p-value) 

Hausman Test  Cross-section test variance is invalid  165.09 (0.00) 

F-Test 5.75 (0.00) 5.46 (0.00) 
 

Breusch and Pagan 

LM Test  

182.59 (0.00) 
 

181.48 (0.00) 
 

 

 


