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Abstract 

The three basic dividend policy theories have a completely different approach to describing the 
influence of dividends payment on stock price, and on the value of the company. Numerous 
studies conducted in this area have led to almost as many derived dividend policy theories, 
which are more or less related to the basic three. As one of them Wang, Manry & Wandler 
(2011) specify the dividend signalling theory, which is based particularly on the assumption of 
the asymmetry of information between the company management and the shareholders and in 
recent decades it has been studied by many authors, who mostly concluded that dividend 
increase has a positive stock price reaction, and vice versa, that dividend decrease results in 
stock price falls (as cited in Ross, 1977; Leland and Pyle, 1977; Grinblatt et al., 1984; Baker 
and Phillips, 1993; Rankine and Stice, 1997; Bechmann and Raaballe, 2007). For the purposes 
of our analysis we adopted the methodology of foreign researches and checked the existence of 
the dividend signalling theory in the Slovenian stock market. The Slovenian stock market is 
one of developing markets, and is particularly specific due to its small size and illiquidity. Our 
research resulted in no statistically significant stock price increases from company dividend 
increases, whereby we have refuted the research hypothesis and, consequently, the dividend 
signalling theory in the Slovenian stock market in the described period. 

Keywords: dividend policy, dividend signalling theory, stock price reaction, financial market, 
Slovenian stock market 
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1. Introduction with an Overview of Literature 

Dividends are distribution of company profit of the current year or previous years among 
owners. Dividend policy was and still is the subject of numerous researches, in which the 
results often contradict each other. So, there is still no universally adopted opinion about the 
influence of dividend payment on the company’s market value and thus the value of 
shareholders’ assets. The decision on appropriate dividend policy is very important, because 
shareholders can increase their assets in two ways, i.e. by capital gains, and by cash or non-cash 
dividends. As we can see, the dividend policy decision may have a direct influence on the value 
of shareholders’ assets. According to Brigham and Ehrhardt (2002) in 1961, Miller and 
Modigliani introduced the dividend irrelevance theory, which maintains that it is completely 
irrelevant whether the company pays out dividends or not, and to what proportion, because this 
will have no stock price reaction. They further argued that company profitability is the only 
thing that matters to shareholders and not whether they gain profit in the form of dividend or in 
the form of capital gains. Because their theory is structured on very non-realistic assumptions 
about a perfect capital market, other theories soon gained ground, which discuss the dividend 
policy in a different light and attribute a different meaning to it. Two other basic theoretical 
aspects regarding the relevance of dividend policy appeared; bird-in-the-hand theory and tax 
preference theory. Advocates of the bird-in-the-hand theory claim that investors are more 
inclined to immediate return from dividend payments than to the reinvestment of profit and less 
certain returns in the future. According to this theory, the stock prices of companies, which pay 
lower dividends or do not pay them at all, will drop due to sales pressure, because investors will 
sell these stocks and trade them with stocks of companies that pay out higher dividends. 
Advocates of the tax preference theory claim quite the opposite. According to them, investors 
are more inclined to capital gains than to dividend payments. The reasons for this originate 
primarily from the fact that shareholders must immediately settle dividend tax, while the 
payment of tax on capital gains is postponed to the future, when capital gains will actually be 
realised. In addition to three basic theoretical aspects on dividend policy, numerous practical 
dividend payout models and derived theories also appeared. One of the derived theories is the 
dividend signalling theory, which in a way supports the bird-in-the-hand theory, but it 
interprets its positive influence in a slightly different way. It is based primarily on the 
assumption of the asymmetry of information between the company management and 
shareholders or other investors. The company management should have better information 
about present and future operations of the company than investors. According to the dividend 
signalling theory, the company stock price is expected to grow after dividend increase 
announcement, because a higher dividend gives investors the information about the current 
situation in the company and about the expectations the company management has about the 
future. A higher dividend thus gives investors a positive signal about company’s operations 
and, consequently, influences the stock price increase. 

Numerous authors, such as Gurgul, Mestel & Schleicher (2003), Capstaff, Klaeboe & 
Marshall (2004), Ben Arab, Ben Sedrine & Karaa (2004), McClusky et al., (2006), Akbar & 
Baig (2010), Taneem & Yuce (2011), Gupta et al. (2012), empirically analysed the influence 
of the management’s dividend increase announcements on stock prices and confirmed the 
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existence of the dividend signalling theory in developed markets as well as in developing 
markets. Because, according to our information, a similar research has not yet been conducted 
for the Slovenian market, we decided to use the recommended methodology of research and 
examine whether the management’s dividend increase announcement in the Slovenian stock 
market has a positive influence on stock prices, i.e. whether the dividend signalling theory 
holds for the Slovenian stock market. The Slovenian stock market is very specific for a number 
of factors. It is one of the developing markets is rather undeveloped and also inefficient, 
particularly due to its short history and small size. One of the main problems is market 
illiquidity, which aggravates similar patterns of behaviour of stock prices, which apply in the 
most developed markets in the world.  

The effect of signalling or reactions of investors to dividend increase have been researched by 
many authors. Gurgul, Mestel & Schleicher (2003) examined the stock market response on 
dividend announcements in Austria. Their pattern includes 22 companies of the ATX index 
between 1992 and 2002. As opposed to some other authors, who chose the day, when the 
general meeting confirmed a certain dividend, as announcement date, they defined 
announcement date as the day on which the management delivered official statement 
regarding dividend payout for the first time. The findings of the researches of the Austrian 
market showed a strong support to the hypothesis, which says that announcement of a future 
dividend has an important influence on the behaviour of investors. They examined three sets 
of responses of investors, i.e. the response on dividend increase, response on dividend 
reduction, and response on the event, when the dividends remain unchanged. Further, they 
also observed the proportion of trade in individual stocks around the dividend announcement 
date and stock volatility in this period. They came to establish that dividend increase has a 
strong influence on stock price, while the reduction in dividends, inversely, causes a sharp 
drop of stock price. Unchanged dividends don’t have an important influence on stock price in 
the negative or positive direction. Gurgul, Mestel & Schleicher (2003) further established that 
the news on new dividends quickly reflect in the new stock price and that around the 
announcement date the trade in stocks of the company, whose management proposed higher 
dividend, also statistically significantly increases. They explain this by reasoning that 
investors perceive new information in a different way and this leads to increased trade in this 
period. Ben Arab, Ben Sedrine & Karaa (2004) carried out a similar research as others in the 
Tunisian stock market. Following the example of others, this research also included a study 
of the event within a time slot of the event by applying the market model. They assumed 
complete efficiency of the capital market and the fact that the news, either good or bad, will 
immediately reflect in the changed stock price. The pattern was composed of 124 events, i.e. 
dividend announcement of 35 companies between 1998 and 2001. The results of the research 
showed that Tunisian stocks also positively react to the dividend increase announcement and 
thus support the presence of the dividend signalling theory in the Tunisian stock market. 
Even on the long term, the stock price moves in the direction of the movement of dividends. 
The dividend signalling theory was also studied by Capstaff, Klaeboe & Marshall (2004), 
who chose the Norwegian stock exchange as their research subject. Norway is an interesting 
environment due to the company ownership structure. The structure of equity capital in 
Norway is much less dispersed than in USA or Great Britain, because the largest three 
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shareholders in Norwegian companies were, on average, the owners of 41% of all company 
stocks (USA 25%, England 21%). The more profit is intended for dividend payout, the more 
often the company management will have to turn to external sources of capital, if they lack 
capital for investments, and the more often they will be subject to thorough external control. 
Norwegian companies supposedly have lower costs of brokers, because large owners are 
more attentive when it comes to the control of their investments, which means there is less 
need for the use of dividends as the tool for the reduction of such costs. Authors analysed 64 
Norwegian companies in the period between 1993 and 1998. In this period the researchers 
analysed 156 dividend payout announcements. The data were classified into three sets with 
regard to whether the company increased the dividend, reduced it or kept it at the same level. 
As regards dividend increase and dividend decrease, exceptional growth or drop of stock 
price was recorded. It was further established that the higher the dividend increase, the 
stronger the market reaction, and vice versa. The strongest market reactions follow dividend 
increase announcements, which are followed by long-term increase of cash flow of the 
company. This supports the dividend signalling theory. 

Akbar & Baig (2010) explored the medium-strong efficiency of the Pakistani stock market, 
through the influence of dividend announcements on stock prices in the Pakistani market. A 
particular feature here is that they analysed each type of the remuneration of shareholders 
separately; at first only cash dividends, then stock dividends, and, finally, the effect of cash 
dividends and stock dividends together. The data contained 193 dividend payout 
announcements by 79 companies in the period between 2004 and 2007. The results didn’t 
show any statistically significant positive reactions upon cash dividend announcement, in fact, 
reactions were mostly negative. This could, according to the authors, be attributed to poorer 
tax treatment of dividends with regard to capital gains. But the results have shown 
statistically significant increase in stock prices upon the stock dividend announcement. This 
could be attributed to the fact that stock dividends are not subject to tax there, and the same 
applies to capital gains, which clearly also indicates greater inclination of investors to capital 
gains. 

Taneem & Yuce (2011) analyse the effect of dividend signalling in the Indian stock market. 
They discuss that even though the companies are not obliged to pay out dividends, the 
majority of companies still chooses some kind of dividend policy. The reason for this, 
according to the authors, is particularly the effect of dividend signalling, i.e. that the company 
uses dividends as the method of communicating with investors. The authors analysed 82 
companies from various industries in the period between 2004 and 2007. The analysis 
showed that stock prices in the Indian market react positively to dividend increase and 
negatively to dividend decrease. The results led them to conclude that dividend increase 
carries certain information about good prospects in the future and can by itself statistically 
significantly increase stock price. In general, the research firmly supported the signalling 
effect theory in the Mumbai market. Also Gupta et al. (2012) explored stock price reactions 
on dividend announcements in the Indian market. The sample comprises of 28 companies, 
which are listed in the BSE 30 Sensex index, and the researchers analysed only those events, 
where the companies decided to increase their dividends between 2006 and 2009, whereby 65 
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events were analysed. The market model was used for determining whether statistically 
significant abnormal returns appear around the dividend increase announcement date. This 
article proves that the better the information about a certain company the market has, the 
smaller the reaction to new announcements, and less the information the market has, the more 
impatiently it expects new announcements in the form of dividends. The authors showed 
statistically significant positive influences on the announcement date. As opposed to the 
majority of others, this one showed that the stock prices reacted stronger to dividend increase 
than to dividend decrease. This could mean that negative news reflects in stock price long 
before the announcement, and the stock only slightly changes upon actual announcement 
(Gupta et.al, 2012). 

 

2. Research Objectives, Hypotheses and Methodology 

Review of literature showed that in the majority of markets, developed and developing 
markets, stock prices positively react to dividend increase announcements. In this research we 
are analysing stocks of the Slovenian blue chip index SBI TOP between 2008 and 2012. The 
purpose is to determine stock price reaction to proposed dividend increases by the company 
management, and thus either confirm or refute the presence of the dividend signalling theory 
in the Slovenian stock market. We want: to explore the role and the influence of dividend 
increases on stock prices, check the existence of the dividend signalling theory in the 
Slovenian stock market, analyse the trend in stock prices within a time slot around the 
announcement date, and compare the results acquired in the Slovenian market to the ones 
abroad. In order to be able to check the above objectives empirically, we have to form null 
hypotheses. If we want to confirm the existence of the dividend signalling theory, abnormal 
returns within a time slot (t = 0, t = +1) would have to be statistically significantly different 
from zero (according to McClusky et al., 2006).   

Hypothesis 1: :	 Dividend increase announcements of Slovenian stock companies do not 
have a statistically significant influence on stock prices. Hypothesis 2: :  Dividend 
increase announcements of Slovenian stock companies in the periods of fall of the Slovenian 
stock index do not have a statistically significant influence on stock prices. 

The data were obtained from official websites of companies, the Ljubljana Stock Exchange 
website, and the Ljubljana Stock Exchange portal SEOnet. In this research we are focused on 
analysing the effects of predicted dividend increase announcements on stock prices. The 
Slovenian market is very specific due to its small size and illiquidity, so our sample includes 
companies from the SBI TOP index, which is composed of the “best” and particularly the 
most liquid stocks. The index is composed of 9 companies: Krka, d. d., (krkg), Petrol, d. d., 
(petg), Telekom Slovenije, d. d., (tlsg), Mercator, d. d., (melr), Luka Koper, d. d., (lkpg), 
Gorenje, d. d., (grvg), Intereuropa, d. d., (iekg), Sava-Re, d. d., (posr) and Zavarovalnica 
Triglav, d. d., (zvtg). For the purposes of our research, the company had to increase their 
dividend a least once between 2008 and 2012. For that reason, Pozavarovalnica Sava 
(Sava-Re, d. d.), Intereuropa, d. d., in Luka Koper, d. d., were excluded from the research. So, 
for the company stock to be analysed, two conditions had to be met: a) company stocks are 
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classified in the Slovenian stock index TOP; and b) in the period between 2008 and 2012, the 
management announced cash dividend increase at least once.  

Finally, we analysed stock prices of 6 companies, which announced dividend increases 
18-times in the observed period (Table 1). Following the example of Gupta et al. (2012), if 
the company management announces a dividend and this dividend was not paid out before, 
the event is handled as dividend increase. The dividend announced by the management is not 
necessary an actually paid-out dividend. Before the general meeting, an opposite proposal 
may be delivered, which is discussed at the meeting, and if the opposite proposal is adopted, 
the actually paid-out dividend may differ from the one proposed by the management. For the 
purposes of our research, following the sample of Gurgul, Mestel & Schleicher (2003), we 
observed the dividend announced by the management, because the management has the best 
information on the situation in the company and the company operations, and the subject of 
our discussion is whether the management’s signal on dividend increase to shareholders has a 
positive influence on company stock prices.  

 

Table 1: The amount of announced dividends of companies from the SBI TOP index 2008 to 
2012 

Company  Dividend proposed by management (in EUR) 
 2008 2009 2010 2011 2012 
Krka, d.d. 1,05 1,1 1,4 1,5 1,61 
Gorenje, d.d. 0,45 / / / 0,15 
Mercator, d.d. 4,25 4,5 7,2 8 6 
Petrol, d.d. 5,9 5,9 5,9 7,5 8,25 
Zavarovalnica Triglav, 
d.d. 

0,25 0,1 / 0,4 0,55 

Telekom, d.d. 12,8 6 3 3 5 + 3,7 

 

Throughout the observed period, Krka, d. d., increased dividends in every year and this 
makes it the only such stock in the SBI TOP index. The value proposed by the management 
was then also confirmed by the general meeting. From 2007 to 2008, Gorenje, d. d., increased 
dividend, but failed to pay it out by 2011 due to poor business results and losses. In 2012, the 
management again proposed dividend pay-out. As we defined earlier, for the purposes of the 
research, the newly-proposed dividend is handled as dividend increase. In the period between 
2008 and 2011, the company Mercator, d. d., increased dividend, but in 2012 dividend was 
lower than the one the year before, so it was excluded from the final sample. Between 2008 
and 2010, the management of Petrol announced no dividend increase, so the sample includes 
only 2011 and 2012, when the management proposed dividend to increase again. In 2008, 
dividend of Zavarovalnica Triglav, d. d., decreased, likewise in 2009, but in 2010 it was not 
paid-out. So, the sample only includes 2011 and 2012. In 2008, the management of Telekom, 
d. d., announced dividend increase, in 2009 they announced dividend decrease, and then the 
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announced dividend remained unchanged for two years. In 2011 and 2012, the company 
announced dividend increase, and then at the end of 2012 announced payment of interim 
dividend, which is for the purposes of the research also handled as dividend increase. It’s 
worth noting here that proposed dividends are not necessarily paid-out.  

The data on the dividend increase announcement date, and the data on stock quotes, were 
obtained from the portal of the Ljubljana Stock Exchange SEOnet and official websites of 
companies. For the purposes of the research, dividend increase announcement date is defined 
as the day on which the dividend announcement is officially made for the first time. Official 
announcement means posts on official websites of companies, the Ljubljana Stock exchange, 
or in printed media.  

Announcements in various media, news may sometimes be announced only after the stock 
market closes. Also, it’s practically impossible to check all sources, where the news on the 
management announcements could appear, and information may also appear in the market 
even before the first public announcement. For these reasons and in order to check whether 
the market efficiently reacts to announcements, the day of the first official announcement, 
following the example of Capstaff, Klaeboe & Marshall (2004), was marked as t = 0, and we 
also selected a 21-day time slot, which starts 10 days before the first official announcement 
and ends 10 days after. Time slot is therefore from t = -10 to t = 10. The observed period is 
limited to the period between 2008 and 2012. The data for 2013, and the data available for 
2014 are not analysed, because as of 1 January 2013 the new dividend-related tax 
arrangement entered into force, whereby dividend tax went up from the then 20% to 25%, 
and the change may influence the results. In the sample of 18 dividend increases, there are 15 
classic increases, where the dividend paid-out the year before was lower than in the current 
year, two newly-announced dividends (Gorenje, d. d., in 2012 and Zavarovalnica Triglav in 
2011), and one interim dividend, which was paid-out by Telekom, d.d., in 2012. For the 
second part of the research, the sample of 18 announcements was divided to two groups. The 
first group includes 10 announcements in the years, when the SBI TOP index value dropped. 
The second group includes 8 announcements, when the SBI TOP ended the year higher than 
at the start of the year.  

Applied methodology. To analyse the data, we applied the Event Study, which is used for 
the analysis of the effect of a certain event on stock price. The purpose of the event study is to 
find abnormal returns around the day of the event. With the market model we analysed the 
linear relationship between an individual stock and the SBI TOP index. We were determining 
to what extent the trend in stock of an individual company depends on entire market trend or 
trend in the SBI TOP index. The relationship between an individual stock and the index was 
analysed for 100 days before the beginning of the time slot (t= -10, t = 10), and namely by 
applying linear regression in the statistical analysis program SPSS. By obtained regression 
parameters, alfa and beta, we then predicted how the price of an individual stock would move 
within a time slot without the appearance of an abnormal event. Then, on the basis of the data 
on stock quotes we calculated the actual return of stock for the period within a time slot, and 
deducted from this the predicted return obtained earlier. Finally, by using t-test we had to 
check also statistical significance of obtained data. In the second part of the research we 
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divided announcements to two groups, group 1 and group 2. In group 1 we analysed 
announcements from 2008, 2010 and 2011, and in group 2 we analysed announcement from 
2009 and 2012. Announcements were put into groups on the basis of whether the SBITOP 
index dropped or grew in that calendar year. Daily abnormal returns for stock “i” within the 
time slot of 10 days before and 10 days after the announcement date (including the 
announcement date) were calculated by using the following formula (Gupta et al., 2012): 

, , ,                                 (1) 

Where: 

t = day according to the dividend increase announcement date (t = 0).  

,  = abnormal return per stock “i” on day “t” 

,  = actual return per stock “i” on day “t”, which is calculated as: 

, ,                                   (2) 

Where: 

,  = market stock price “i”on day “t” 

 = market stock price “i” on day “t-1” 

In order to complete the calculation, we also have to define E R , . This is the expected 
return of stock “i” on day “t”. Parameters of the equation are calculated by applying linear 
regression.  

, 	                               (3) 

Where: α  and β  are parameters obtained by linear regression, whereby stock returns 100 days 
before the start of the time slot were compared by index returns 100 days before the start of 
the time period.  

X = actual returns of SBI TOP index, which are calculated in the same way as actual returns 
of individual stocks R , .  

When we calculated all the required information, we started examining the statistical 
significance of obtained results. So, by applying the t-test, abnormal returns of all stocks on a 
specific day (such as, t = -10) were compared with the average index return on that day. 
Average return of the SBI TOP index was calculated as follows: 	∑ ,                                (4) 

where N = number of abnormal returns on a specific day 



 Research in Applied Economics 
ISSN 1948-5433 

2016, Vol. 8, No. 1 

http://rae.macrothink.org 50

3. Research Results 

We wanted to determine whether dividend increase announcement has a statistically 
significant influence on stock prices within an observed time slot. If that’s the case, we can 
confirm the presence of the signalling theory in the Slovenian stock market, otherwise we can 
refute it. Firstly, the expected return for every day was deducted from the actual return, and 
then we checked the statistical significance of results with the t-test. Table 2 shows 
calculations for the whole period. The sample includes 18 announcements, which occurred in 
the relevant period. The first column represents the observed time slot ten days before and ten 
days after the dividend increase announcement. In the second column we can see to what 
extent a stock dropped or grew in comparison to the to the expected growth or drop, which, 
according to the linear regression parameters, would happen irrespective of index trend. The 
third column contains the average return of the SBI TOP index on a specific day before, upon, 
or after the announcement. The fourth column shows results of the t-test, and the fifth column 
shows the results of statistical significance at the 5 % confidence interval. 

 

Table 2: Results of average abnormal return and t-test 

        N=18                                                     Market Model 

Day 
Average Abnormal Return 

(in %) 
Average Stock Index Return 

(in %) 
t-statistics 

sig 
(0,05) 

-10 0,78338 0,137583 1,333 0,2
-9 -0,2564 0,413702 -1,99 0,063
-8 -0,3066 -0,53414 0,446 0,661
-7 -0,021 -0,65372 1,986 0,663
-6 0,37828 -0,47586 2,357 0,031
-5 0,3634 0,084174 0,947 0,357
-4 0,11541 0,329035 -0,924 0,369
-3 0,20239 0,712463 -1,711 0,105
-2 -0,1811 0,077347 -0,676 0,508
-1 0,11425 0,174359 -0,107 0,916
0 -0,3762 0,059322 -1,388 0,183
1 0,31869 -0,06133 1,278 0,219
2 0,0708 0,324623 -0,586 0,566
3 -0,2712 -0,16594 -0,355 0,727
4 -0,3173 -0,3627 0,178 0,861
5 -0,124 0,014272 -0,508 0,618
6 -0,3469 0,021663 -0,781 0,445
7 -0,1924 -0,57781 1,459 0,163
8 0,10517 -0,07515 0,484 0,634
9 -1,0391 -0,35091 -1,271 0,221

10 -0,1556 -0,27685 0,404 0,691
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The first group, which is marked with number 1 in the graph, included years 2008, 2010 and 
2011. The year 2008 was the most specific year, because the index dropped by almost 70%, 
which is a precedence in the Slovenian market. In 2009, the index slightly bounced back, but 
it has been dropping again for two and a half years, when it reached the lowest point in the 
second half of 2012. The second group, which is marked with number 2 in the graph, 
included years 2009 and 2012. Even though we can hardly speak of any relevant index 
growth here, its value at the end of the calendar year was still higher than at the start of the 
year. By dividing the years of the observed period into two groups, we wanted to find out 
whether dividend increase announcements have higher influence on stock price in the years, 
when atmosphere in the market is rather pessimistic, and whether there are any statistically 
significant abnormal returns in that period. 

Results – group 1  

 

Table 3-1: Results of average abnormal return and t-test for group 1 

        N=18                                                        Market Model 

Day 
Average Abnormal Return 

(in %) 
Average Stock Index Return 

(in %) 
t-statistics 

sig 
(0,05) 

-10 0,80503 0,073322 0,982 0,352
-9 -0,31531 0,256423 -1,695 0,124
-8 -0,03855 -0,83154 3,104 0,013
-7 -0,30456 -1,05876 1,609 0,142
-6 0,233798 -0,7939 2,502 0,034
-5 0,83953 -0,08065 2,459 0,036
-4 0,432303 0,657691 -0,784 0,453
-3 -0,07317 1,135165 -4,06 0,003
-2 -0,32338 0,259178 -1,468 0,176
-1 -0,43104 0,224046 -1,597 0,145
0 0,200032 0,245697 -0,249 0,809
1 0,432515 -0,22573 2,117 0,063
2 0,767093 -0,02014 2,3 0,047
3 -0,41469 -0,24365 -0,436 0,673
4 0,231342 -0,6663 4,677 0,001
5 -0,1471 -0,05478 -0,284 0,783
6 -0,02322 -0,06094 0,097 0,925
7 -0,30406 -0,14055 -0,564 0,587
8 -0,45853 -0,12312 -1,128 0,289
9 0,175692 -0,39406 2,206 0,055

10 -0,24322 -0,35953 0,266 0,796
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The results in table 3 for the years, in which the SBI TOP index dropped, deliver certain 
changes regarding the results throughout the observed period. On days 8, 6 and 5 before the 
announcement, stock prices grew or dropped statistically significantly less than the index. In 
table 2, we did not establish any statistically significant stock price increase in the days 
before the announcement. Increases in days before the announcement could mean that some 
investors have access to inside information. A more probable explanation is that due to the 
small size of market there is also a low number of events and thus individual values have a 
higher impact on the results. The results are also very close to the limit 95% confidence 
interval. This could also explain the results for day 3 before the announcement, when we 
recorded statistically significant drop in stock prices. Day 1, 2 and 4 after the announcement, 
stock prices grew. On day 1 they are very close to the 95% confidence interval, while on day 
2 and 4 they are within the 95% confidence interval. On day 3, we recorded drop in stock 
prices, but it is not statistically significant. However, the results indicate that in the given 
years, on days after the announcement, some positive movements of stock prices can be seen, 
but the results are not convincing enough to be able to talk about the efficiency of the 
signalling theory in the Slovenian market within the years of general stock price falling and 
about the fact in that period investors are much more inclined to dividend payments. The 
condition set by McClusky et al. has not been met, because statistically significant increases 
are not concentrated sufficiently around the dividend increase announcement date. Therefore, 
null hypothesis 2 can also be confirmed. During the SBI TOP index drop period, shareholders 
still generate somewhat more purchase pressure on the stock of companies, whose 
managements announced dividend increase. Dividend increase in the challenging times on 
the stock exchange should make sure that the stock price does not slide under a specific 
threshold, particularly, if the dividend will not be go down in the following years. Also, 
dividend payment delivers a certain return and reduced cumulative loss. On the long term, in 
particular, dividends indicate an important share in overall profit. 

The results from 2009 and 2012 did not show any statistically significant increases in stock 
prices. The results show that higher increases in stocks were registered in the years, when the 
market was on the downturn. The table 4 has only two statistically significant pieces of 
information, i.e. statistically significant drops in stock prices on day 4 and day 9 after the 
announcement. These two results, for the purposes of our research, do not provide any 
relevant information, and may be a result of the fact that a small and shallow market 
contributes to biased results. In the second part of our research, we divided announcements to 
two groups and found that dividend increase announcement had a higher influence on the 
stock price in years, when the SBI TOP dropped, than in the years, when the SBI TOP index 
grew. Despite the division to two groups, we still cannot confirm the dividend signalling 
theory in the Slovenian market, not in the period, when the index was dropping, and even less 
so in the index growth period. The results are similar to those for the entire period between 
2008 and 2012, and refute the dividend signalling theory in the observed period and, 
consequently, the theory that dividends provide the investors with new information on the 
current and future situation in the company.  
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Results – group 2  

Table 3-2: Results of average abnormal return and t-test for group 2 

        N=18                                                Market Model 

Day 
Average Abnormal Return 

(in %) 
Average Stock Index Return 

(in %) 
t-statistics 

sig 
(0,05) 

-10 0,756321 0,217909 0,863 0,417
-9 -0,18285 0,610302 -1,202 0,269
-8 -0,64175 -0,16239 -0,422 0,686
-7 0,333365 -0,14742 1,17 0,28
-6 0,558889 -0,07831 0,963 0,368
-5 -0,23177 0,2902 -1,308 0,232
-4 -0,2807 -0,08179 -0,576 0,582
-3 0,546833 0,184085 0,649 0,537
-2 -0,00334 -0,14994 0,2 0,847
-1 0,795863 0,11225 0,594 0,571
0 -1,09654 -0,17365 -1,559 0,163
1 0,1764 0,144175 0,057 0,956
2 -0,79956 0,755584 -1,941 0,093
3 -0,09195 -0,0688 -0,049 0,962
4 -1,00312 0,016803 -2,428 0,046
5 -0,0952 0,10059 -0,404 0,698
6 -0,75144 0,124915 -0,907 0,394
7 -0,05279 -1,12437 2,182 0,065
8 0,809792 -0,01518 1,181 0,276
9 -2,55767 -0,29698 -2,382 0,049

10 -0,04614 -0,17351 0,3 0,773

 

As can be gathered from analysed articles, in the majority of foreign markets, management’s 
dividend increase announcements have a statistically significant positive influence on stock 
prices. This applies both to developing and developed markets. Obviously, the small size and 
illiquidity of the Slovenian stock market are specific, and the trend in stock prices does not 
follow the patterns, which apply to the great majority of other markets. 

 

4. Concluding Observations 

Every company management should follow the objective of maximizing the value of 
shareholders’ assets, in general terms and as regards the decision on appropriate dividend 
policy, but when choosing a dividend policy the management is probably faced with a 
challenging task, because there is no universally adopted theory in this area. Three basic 
theories contradict each other, and the derived theories, like the name implies, mostly 
originate from the basic theories. In the same way, the signalling theory roughly supports the 
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bird-in-the-hand theory, but it explains this influence in a different way. Namely, it is based 
on the assumption that there is asymmetry of information between the company management 
and investors. The management should have better information about the situation in the 
company and should give such information to investors through applying the dividend policy. 
The signalling theory or the influence of higher dividend announcement on the stock price of 
the company was the subject of many researches. The majority of researches confirmed the 
presence of the signalling theory. We decided to carry out the research in the Slovenian stock 
market by following an example of other authors, with certain adjustments. We were 
interested in how stock prices react to dividend increase announcements in Slovenia and 
whether they follow the pattern of trend in the developed markets. For the analysis, we 
choose the stocks of the Slovenian stock index SBI TOP and analysed them in the period 
between 2008 and 2012. Because we were interested in whether the management gives 
investors a signal on business operations by dividend increase, we observed the reactions on 
the proposed increase by the management, and not the dividends, which were then actually 
passed in the vote at the general meeting. Due to possible deviations around the 
announcement date, next to the announcement date we also observed the reactions in stock 
prices 10 days before and 10 days after the increase announcement. The research was also 
carried out for two separate groups, whereby we divided announcements according to 
whether they happened in the years, when the SBI TOP went up or down. The results for the 
entire Slovenian market did not shows enough statistically significant abnormal returns 
within a time slot, which means that the signalling theory in the Slovenian market, as 
opposed to the majority of foreign markets, does not hold. Null hypothesis 1, in which we 
claimed that dividend increase announcement has no statistically significant influence on 
stock prices, thus cannot be rejected. Separate results for group 1, which included 
announcements from the years, when the SBI TOP index went down, and the results for 
group 2 with the announcements from the years, when the SBI Top index went up, also did 
not deliver any different conclusion. The signalling theory in the Slovenian market does not 
hold, even if we discuss periods of market decline and growth separately. Null hypothesis 2 
also cannot be rejected. Even though there were not enough statistically significant abnormal 
returns during the index decline period to be able to confirm the signalling theory, there were 
certain deviations according to the periods, when the index grew. On some days before the 
announcement and just after it, statistically significant abnormal returns were determined for 
group 1, which still indicates that in the period of market decline shareholders reacted more 
positively to the news. Some authors describe dividends in the period of market decline as a 
safety cushion from major losses, because they keep the stock price above a specific level and 
reduce cumulative loss through the dividend yield. Because of the dynamics of financial and 
stock markets, the results of our research are limited to the period, for which the research was 
carried out. So, we leave enough room for the research to be repeated and accept the 
possibility there may be different results in another observed period, and we suggest to 
possible interested parties to carry out the research again in a few years. We believe that the 
prices of Slovenian stocks in the second half of 2012 reached a multi-annual minimum and 
that the situation will improve in the years to come. This will result in greater market 



 Research in Applied Economics 
ISSN 1948-5433 

2016, Vol. 8, No. 1 

http://rae.macrothink.org 56

liquidity and the market will probably be more efficient. Perhaps the results obtained in the 
future period will be different from the current ones.  
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