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 Background: The corporate governance discusses the financial issues and factors 
influencing the performance of the companies considering a variety of aspects. The 

main purpose of this study is to investigate the effect of the corporate governance on the 

relationship between investment opportunity and dividend policy in the companies 
accepted in Tehran Stock Exchange. The present study is a sample including 65 

companies accepted by Tehran Stock Exchange. The present research was done for 

2002-2011 time spans. In order to test the hypotheses, the Spearman correlation test 
was used. The results of the study indicate that there is a positive relationship between 

the variables of investment opportunity and dividend policy in the weak corporate 

governance, where as there is no significant relationship between these two variables in 
strong corporate governance.  
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INTRODUCTION 

 

 The dividend policy of each company can be affected by many variables. One of the important variables is 

the investment opportunity. Development opportunity represents the company’s potential talent in investment 

and profitability. It is worth mentioning that the investment opportunity does not occur by itself but it is likely to 

happen by various forms of investment opportunity. 

 According to [1], the investment opportunity influence dividend payout ratios; size of effect depends on 

shareholder protection. Two hypotheses support the above claim. The first one is the outcome model which 

suggest that dividends are the result of effective legal protection of shareholders. High growth companies have 

lower dividend payouts than low growth companies. When shareholders are confident companies. When 

shareholders are confident that their rights are well protected, they are more willing to let firms with good 

growth opportunities retain cash and share in the payoff from good projects. On the othethand, there is no 

relationship between payouts and growth in poor shareholders protection. Thus, in countries with good investor 

protection, the investment opportunity effect is negative, whereas in countries with weak investor protection, the 

effect is still negative but less significant or even becomes positive. The second hypothesis is the substitute 

model, in which dividends are a substitute for legal protection. In countries with weak shareholder protection, 

high growth firms pay high dividends to signal their good reputation. In contrast, in countries with strong 

shareholder protection, the need for a reputation mechanism is weaker and hence dividend payouts are not 

urgent. Therefore, the substitute model suggests that in a country with good investor protection, the investment 

opportunity effect is weak, but this effect is positive in countries with weak investor protection. 

 

Theoretical Foundation and Literature Review: 

 Based on the data collected from present companies in Tehram Stock Market, there is a negative 

relationship between dividend policy and rate of corporate governance. Evidences support the substitute 

relationship between cash dividend and rate of corporate governance. In fact, more payment encourages the 

stock holders. Finance of the companies depends on loans and stocks in Iran and achieving validity is an 
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important issue for the companies. Therefore, to get the attention of the investors and stock holders in the 

companies with weak shareholder protection, more cash dividend pays for the stock holders.[2] aim to 

investigate the role of corporate governance in the relationship between investment opportunities and dividend 

payouts. The sample is divided into strong and weak governance regimes to investigate outcome and substitute 

effects, where the former stresses the negative relationship between investment opportunity and dividend 

payouts in a strong governance regime while the latter emphasizes the positive relationship between the two in a 

weak governance regime results show that the substitute model hypothesis is supported using different 

governance variables, but no outcome effect is identified. 

 The present study aims to indicate that “How do the dividend policicy react to the investment opportunity in 

weak and strong corporate governance in Iran stock market”. For this reason, two groups of companies with 

weak and strong corporate governance were chosen to investigate the mentioned issue. 

 

Procedure: 

 This is a correlational and experimental study. 320 companies which were accepted in Tehran stoch 

exchange were population of the study. The companies were active from the beginning of (2002) to (2011) in 

Tehran stock exchange. In order to choose sample from the population, the following frameworks were 

considered:   

1- Firm does not take part in financial intermediation industry, 

2- Firm had been accepted in Tehran stock exchange at the beginning of 2002, 

3- Firms stock symbol had not been stopped more than 3 month. 

 After considering the mentioned conditions, the number of companies reduced to 182 from which 65 

companies were chosen based on simple random sampling as a sample of the study. Data of a decade were gone 

under investigation. 

 

Research Hypotheses: 

 Corporate governance affect the relationship between investment opportunity and dividend policy. 

 

Sub Hypotheses:  

1- There is relationship between the ratio of the market value to book value of the assets and dividened policy 

2- There is relationship between the ratio of the market value to book value of the net assets and dividened 

policy 

3- There is relationship between the ratio of the stock earning to the stock price and dividened policy 

4- The strong corporate governance affect relationship between the ratio of the market value to book value of 

the assets and dividened policy 

5- The strong corporate governance affect relationship between the ratio of the ratio of the the market value to 

book value of the net assets and dividened policy 

6- The strong corporate governance affect relationship between the ratio of the stock earning to the stock price 

and dividened policy 

7- The weak corporate governance affect relationship between the ratio of the market value to book value of the 

assets and dividened policy 

8- The weak corporate governance affect relationship between the ratio of the ratio of the the market value to 

book value of the net assets and dividened policy 

 9- The weak corporate governance affect relationship between the ratio of the stock earning to the stock price 

and dividened policy 

 

Variables: 

 The following variables are included in this research: 

 

Dependent Variable: 

 Cash dividend is dependent variable. In order to calculate it, the following formula is used: 

Cash dividened percent=DPS/EPS 

 

Independent Variable: 

 Investment opportunity is an independent variable. Three indexes are used to make the investment 

opportunity applicable. 

1- the ratio of the market value to book value of the assets 

MBA= market of the assets / book value of the assets 

2-  the ratio of the market value to book value of the net assets  

MBA= market of the net assets / book value of the net assets 

3- the ratio of the stock earning to the stock price 
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EP = EPS/ stock price 

 

Moderater Variable: 

 Corporate governance is considered as a moderator variable. The model below is used toextract governance 

index. 

  

0 1 2 3 4 5 6

7 8 9 10 11 12

_ _

_

G Index Size GP PP SP InterAudit AUDITOR Qual

Audit Tuner OUTDIR InstOwner CEOdir CEOage Social

      

      

       

     
 

1)Shareholder Power(SP) 

2) Government Penetration (GP) 

3) Public Pressure (PP) 

4) Number of Outside Directors (OUTDIR) 

5) Auditor Quality (AUDITOR-QUAL) 

6) Internal Audit (Inter Audit) 

7)Institutional Ownership (Inst Owner) 

8) Chairman Tenure ( CE Oage) 

9)Audit Tenure (Audit-Tuner) 

10)Chief Executive Officer Membership (CE Odir) 

11) size 

12)longterm social commitment for shareholders (social) 

 

 Finally, sum of the corporate governance scores can be achieved. Those companies which have score more 

than the mean is considered as the companies with strong corporate governance, otherwise is the weak corporate 

governance companies. The variables were calculated by Excel software. Then, data were analyzed by SPSS. 

 

Findings: 

 
Table 1: Descriptive Statistic. 

Variable MEAN ST.D MIN MAX N 

MBA 1.61 1.55 0.28 25.4 582 

MBE 2.88 4.68 0.5 68.38 582 

EP 0.19 0.24 -2.7 2.14 584 

CG 6.24 2.001 1 11 585 

DP 0.58 0.59 -2.72 6.8 582 

 

 
Fig. 1: Means of DVPO. 

 

 There is no definite model for figure of divident policy. Overall it is descending. Minimum point is related 

to 2005,2006, and 2007 which can be due to changes in country's economics policy. Earning pershare catches 

the attention soon. Most people consider it as a potential problem. Most investors sell their share rapidly and 

carelessly. Rush for selling the share causes decrease in prices in stock market. 

 MBA and MBE variables follow descending method. There is a high correlotion between two variables 

which is the main reason of similarity of both figures. The descending model of the figure would be due to lack 

of stability in payout ratio and descending method of companies' dividend policy.  

 Unlike other variables, EP had ascending method. CG was descending too which represents that corporate 

governance was weak in Iranian companies durimg 10 years. 

 Results of descriptive statistics of each company were investigated seprately based on weak and strong 

corporate governance. Tables showed that companies with strong governance and had regular investment 

opportunity and companies with weak governance had regular divident policy and corporate governance. More 
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vacillation in companies with strong corporate governance caused that descending the price in these companies 

is more than companies with more strong governance.    

 

Fig. 2: Meansof MBA and MBE. 

 

 
Fig. 3: Means of EP and CG. 

 

Normality Check: 

 The results of Kolmogorov-Smirnov analyses is in the following table.  

 
Table 2: Kolmogorov-Smirnov Normality Check. 

 Devidend Policy MBA MBA EP logDVPO 

N 493 490 490 492 493 

Kolmogorov-Smirnov Z 3.726 6.049 6.202 3.025 4.019 

Asymp. Sig. (2-tailed) 0 0 0 0 0 

 

 P-value of each variable was less than 0.05, therefore, the null hypothesis rejected. Data were not normally 

distributed. For this reason, in order to test the correlation between investment opportunity and dividend policy, 

non-parametric spearman correlation was used. 

 The following table presents the correlations among the independent and dependent variables. There is a 

direct correlation between MBA and dividend policy and also between MBE and dividend policy. But there is 

no correlation between EP and dividend policy. 

 
Table 3: Spearman correlation between investment opportunity and dividend policy. 

   DevidendPolicy 
Spearman's rho MBA Correlation Coefficient .176** 

Sig. (2-tailed) 0 

N 579 

MBE Correlation Coefficient .178** 

Sig. (2-tailed) 0 

N 579 
EP Correlation Coefficient -0.012 

Sig. (2-tailed) 0.768 

N 581 

CG Correlation Coefficient .198** 

Sig. (2-tailed) 0 

N 582 

 

 Investigating the data in each year indicated that there was a strong relationship between corporate 

governance and dividend policy in 2002, 2003 and 2004. But in other yea, there is no relationship between the 

variables. Correlation between MBA and dividend policy in 2002, 2003 and 2004 were 0.3, 0.41 and 0.3 

respectively. In 2002, 2003 and 2004, the correlation between MBE and dividend policy were 0.32, 0.33 and 
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0.33. During 2002 and 2003, the correlation between EP and dividend policy was meaningful while in overall 

investigation there was not any correlation between them. This investigation shows that in 2002, 2003, and 

2004, there is a great relationship between investment opportunity and dividend policy. In other years, other 

factors, market conditions, economics and policy changes, affect dividend policy. 

 
Table 4: Spearman correlation between investment opportunity and dividend policy in strong and weak corporate governance. 

   DevidendPolicy 

Spearman's rho 
weak CG 

MBA Correlation Coefficient .205** 

Sig. (2-tailed) 0 

N 318 

MBE Correlation Coefficient .205** 

Sig. (2-tailed) 0 

N 318 

EP Correlation Coefficient -0.018 

Sig. (2-tailed) 0.748 

N 320 

CG Correlation Coefficient .208** 

Sig. (2-tailed) 0 

N 321 

Spearman's rho 

strong CG 

MBA Correlation Coefficient .099** 

Sig. (2-tailed) 0.109 

N 261 

MBE Correlation Coefficient .104** 

Sig. (2-tailed) 0.094 

N 261 

EP Correlation Coefficient -0.027 

Sig. (2-tailed) 0.664 

N 261 

CG Correlation Coefficient .035** 

Sig. (2-tailed) 0.578 

N 261 

 

 As it can be seen, there was a direct relationship between MBE, MBA and dividend policy and the 

relationship was rather is stronger than the time in which the companies were investigated without considering 

their governance power. Also, there was no meaning relationship between EP and dividend policy. In strong 

corporate governance, there is no relationship between investment opportunity and dividend policy. This means 

that the relationship between the two variables was different in strong and weak corporate governance regimes.  

 In weak corporate governance, the relationship between three variables of EP, MBE, MBA and dividend 

policy was positive and meaningful in 2002.In 2003 and 2004, the relationship between MBA, MBE and 

dividend policy was direct and meaning ful; EP did not have meaningful relationship with dividend policy. In 

other years, the positive relationship did not observed between investment opportunity and dividend policy. In 

strong corporate governance, only in 2003, there was a positive and meaningful relationship between MBA and 

dividend policy.There was no relationship between investment opportunity and dividend policy. 

 

Summary of Results: 

 
Table 5: Results of hypothese. 

results of hypotheses test 

hypothesis Results 

there is relationship between the ratio of The market value to book value of the assets and dividened policy. (direct)accepted 

there is relationship between the ratio of the the market value to book value of the net assets and dividened policy (direct)accepted 

there is relationship between The ratio of the stock earning to the stock price and dividened policy Rejected 

the strong corporate governance affect relationship between the ratio of The market value to book value of the 

assets and dividened policy 

accepted 

(negative) 

the strong corporate governance affect relationship between the ratio of the ratio of the the market value to book 

value of the net assets  and dividened policy 

accepted 

(negative) 

the strong corporate governance affect relationship between The ratio of the stock earning to the stock price and 

dividened policy 

Rejected 

the weak corporate governance affect relationship between the ratio of The market value to book value of the 

assets and dividened policy 

(direct)accepted 

the weak corporate governance affect relationship between the ratio of the ratio of the the market value to book 

value of the net assets  and dividened policy 

(direct)accepted 

the weak corporate governance affect relationship between The ratio of the stock earning to the stock price and 

dividened policy 

Rejected 
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Suggetions Based on the Results: 

 Although there was a relationship between investment opportunity and dividend policy, unfortunately the 

investors prefer high dividend policy to low one due to inflation and other factors. If this procedure continues, 

the companies will have basic problems and lose internal and external competition. Because  development 

opportunity will decrease and affect the companies' value. This is due to the fat that finance is very difficult in 

Iran because of structure of market and high inflamation and high loan. If the companies have investment 

opportunity, the companies decrease internal sources by cash dividend which leads to decreas in the value of 

company. Therefore, it is suggested that firs, companies should describe the projects in full details to the 

investors. Second, identifying the divident policy should be based on the investmet projects. 
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